Financial Reporting BMBM5011
Discounting – Time Value of Money.

Jackpot Ltd.
Instructions
On 1st January 2015 Jackpot Ltd acquired a newly constructed oil platform at a cost of £3.8 million together with the rights to extract oil from an offshore oilfield under a government licence.  The terms of the licence are that Jackpot will have to remove the platform (which will then have no value) and restore the sea bed to an environmentally satisfactory condition in 5 years-time when the oil reserves have been exhausted.  The estimated cost of this on 1st January 2020 will be £6.2 million.

The cost of the acquisition of the oil platform has been included in plant and equipment in the trial balance but no accounting entries have been made for the associated costs of removing it at the of its useful life.

Prepare the relevant entries in the profit and loss account of Bingo Ltd for the year ended 31 December 2015 and the balance sheet at that date. Use a discount rate of 4% where necessary.

Answer
Provision.
(All figs x £1,000)
Provision at 01-01-15
[bookmark: _GoBack]6,200 x 1 / (1.04)5 = 6,200 / 1.217 = 5,094
    
Provision at 31-12-15
6,200 x 1 / (1.04)4 = 6,200 / 1.170 = 5,299
     
Dr Interest Payable: 205.  To Interest Payable in the P&L account
Cr Provision: £205.  The change in the Provision from the previous year, to be shown in the balance sheet.
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