Financial Reporting BMBM5011
Events after the reporting period
Bingo Ltd.

Question
On 31 December 2018, Bingo Ltd makes a provision for a payment of £40,000 to be made on 31 December 2024.  
Prepare the relevant entries in the profit and loss account of Bingo Ltd for the year ended 31 December 2019 and the balance sheet at that date. Use a discount rate of 3% where necessary.

[bookmark: _GoBack]Answer
Provision at 31-12-18
40,000 x 1 / (1.03)6 = 40,000 / 1.194 = 33,501
The discounted value (current value) at initial recognition (being 31 December 2018) of the £40,000 is calculated as £33,501

Provision at 31-12-19
40,000 x 1 / (1.03)5 = 40,000 / 1.159 = 34,513
The discounted value (current value) at 31 December 2019 of the £40,000 is calculated as £34,513

Dr Interest Payable:1,012.  To Interest Payable in the P&L account
Cr Provision: £1,012.  The change in the Provision from the previous year, to be shown in the balance sheet
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