a) An obligation which derives from an entity’s actions where:
1) By an established pattern of past practice, published policies, or a sufficiently specific current statement, an entity has indicated to other parties that it will accept certain responsibilities, and
2) As a consequence, the entity has created a valid expectation on the part of those other parties that it will discharge those responsibilities
Marking – ½ or 1 mark per relevant point to a maximum of 3

b) At the end of the reporting period there is a detailed formal plan and the entity has raised a valid expectation in those affected that it will carry out the restructuring (i.e. the closure) through the announcement of the plan.

It should make a provision for the redundancy costs which will arise amounting to 40 x £4,000 = £160,000.

No provision, however, should be made for the costs of retraining the other existing 20 members of staff who are to be re-deployed, as these costs relate to ongoing activities.

