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SECTION A --  CASHFLOW STATEMENTS

QUESTION 1

Top Trades Co has been trading for a number of years and is currently going through a period of expansion. An extract from the statement of cash flows for the year ended 31 December 20X7 for Top Trades Co is presented as follows:

 $’000

 Net cash from operating activities 				995 
Net cash used in investing activities				(540)
 Net cash used in financing activities 				(200)
 Net increase in cash and cash equivalents 			255 
Cash and cash equivalents at the beginning of the period	200 
Cash and cash equivalents at the end of the period 		455

Which of the following statements is correct according to the extract of Top Trades Co’s statement of cash flows? 

A The company has good working capital management
B Net cash generated from financing activities has been used to fund the additions to non-current assets 
C Net cash generated from operating activities has been used to fund the additions to non-current assets 
D Existing non-current assets have been sold to cover the cost of the additions to non-current assets

											2 marks


QUESTION 2

The following information is available for the property, plant and equipment of Fry as at 30 September: 

2014 			2013 
$’000 			$’000 

Carrying amounts 		23,400 		14,400 

The following items were recorded during the year ended 30 September 2014:
 (i) Depreciation charge of $2·5 million
 (ii) An item of plant, with a carrying amount of $3 million, was sold for $1·8 million
 (iii) A property was revalued upwards by $2 million
 (iv) Environmental provisions of $4 million relating to property, plant and equipment were capitalised during the year


What amount would be shown in Fry’s statement of cash flows for purchase of property, plant and equipment for the year ended 30 September 2014? 

A $8·5 million 
B $12·5 million 
C $7·3 million 
D $10·5 million

											4 marks



QUESTION THREE


The following group financial statements relate to Aspect, a public limited company:

Aspect Group
PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 31 DECEMBER 2019

								£m
	Turnover
	82

	Cost of sales
	(50)

	Gross profit
	32

	Other income
	40

	Distribution costs
	(30)

	Administrative expenses
	(34)

	Group operating profit
	8

	Interest payable
	  (6)

	Profit on ordinary activities before tax
	2

	Tax on ordinary activities
	(36)

	Loss on ordinary activities after tax
	(34)

	Minority interest
	(26)

	Loss for the year
	(60)




 
Aspect Group
BALANCE SHEET AS AT 31 DECEMBER 2019

	
	2019
	2018

	
	£m
	£m

	Fixed assets
	
	

	Tangible assets
	248
	260

	Intangible Assets: goodwill
Intangible Assets: Deferred development costs
	  44
 50
	  60
 60

	
	342
	380

	Current assets
	
	

	Stock
	150
	90

	Debtors
	60
	64

	Bank
	578
	386

	
	788
	540

	Creditors: amounts falling due within one year:
	
	

	Creditors
	(100)
	(120)

	Taxation
Dividends
	(25)
   (5)
	(12)
   (8)

	
	(130)
	(140)

	Net current assets
	 658
	400

	Total assets less current liabilities
	 1000
	780

	Creditors: amounts falling due after more than one year:
	
	

	10% Debentures 2022
	(20)
	(34)

	
	980
	746

	
	
	

	
	
	

	Capital and reserves
	
	

	Share capital
Share premium
	720
30
	446
20

	Profit and loss reserve
	120
	200

	Revaluation reserve
	  30
	  20

	
	936
	686



Minority interest							           80		  60
									         ___		___
									         980	            746



1. The following information relates to the financial statements:

a) Depreciation charged on tangible fixed assets during the year was £42million.
b) A property was revalued by Aspect on 31st December 2019. A tangible fixed asset with a net book value of £56 million was sold during the year. The disposal proceeds were £62m.  The gain on disposal is included in administrative expenses.

2. The movement on reserves was as follows:

	
	Profit and Loss
	Revaluation
Reserve

	
	£m
	£m

	Balance 1 January 2019
	200
	20

	Loss for year
	(60)
	

	Gain on property revaluation
	
	10

	Dividends charged for the year
	(20)
	

	Balance 31 December 2019
	120
	30

	
	
	



3. There were no further deferred development costs capitalised during the year.

4. On 1st January 2019 Aspect acquired 80% of the issued ordinary shares of Prospect Ltd for a total purchase consideration of £40 million paid in cash. The net assets of Prospect Ltd at the date of acquisition were assessed as having the following fair values:

    £m

Tangible Fixed Assets							42
Stock									16
Debtors								            13
Cash 									10
Trade Creditors							           (31)
      50


5. There was an impairment loss on goodwill during the year of £16 million.


Required:

Prepare a group cash flow statement for the year ended 31 December 2019 in accordance with FRS 102.
   																				    		   (24 marks)




SECTION B – CONSOLIDATED FINANCIAL STATEMENTS

QUESTION FOUR

Trendy Ltd has a subsidiary, Wendy Ltd.  Wendy is incorporated in Thailand which has the baht (B) as its unit of currency and the B is the functional currency of Wendy.  The financial statements of Trendy and Wendy for the year ended 31 December 2019 are given below:

BALANCE SHEETS AT 31 DECEMBER 2019

	
	Trendy
	Wendy

	
	
	£
	£
	B
	B

	Fixed assets
	
	
	
	
	

	Property, plant and equipment
	
	525,714
	
	320,000
	

	Investment in Wendy
	
	114,286
	640,000
	______
	320,000

	
	
	
	
	
	

	Current assets
	
	
	
	
	

	
	
	
	
	
	

	Debtors
	
	131,792
	
	80,000
	

	Dividend receivable
	
	     4’000
	
	         0
	

	
	
	135,792
	
	80,000
	

	Creditors: amounts falling due within one year

	Creditors
	
	64,000
	
	64,000
	

	Dividends payable
	
	 12,000
	
	 8,000
	

	
	
	76,000
	  59,792
	72,000
	  8,000

	
	
	
	699,792
	
	328,000

	
	
	
	
	
	

	
	
	
	
	
	

	Share Capital & Reserves
	
	
	
	
	

	
	
	
	
	
	

	Issued share capital (£1/B1 shares)
	
	320,000
	
	160,000

	Profit and Loss A/C Reserve
	
	
	 379,792
	
	168,000

	
	
	
	699,792
	
	328,000

	
	
	
	
	
	

	
	
	
	
	
	

	PROFIT AND LOSS ACCOUNTS
	
	
	
	

	FOR THE YEAR ENDED 31 DECEMBER 2019
	
	
	

	
	
	
	Trendy
	Wendy
	

	
	
	
	£
	B
	

	Profit before tax
	
	
	80,000
	48,000
	

	Tax
	
	
	(6,400)
	(3,200)
	

	Retained profit
	
	
	73,600
	44,800
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	






	
	
	
	

	STATEMENTS OF CHANGES IN EQUITY
	
	
	

	FOR THE YEAR ENDED 31 DECEMBER 2019
	
	
	

	
	
	
	Trendy
	Wendy
	

	
	
	
	£
	B
	

	Balance at 31 December 2018
	
	
	638,192
	291,200
	

	Profit for the period
	
	
	73,600
	44,800
	

	Dividends declared
	
	
	(12,000)
	(8,000)
	

	Balance at 31 December 2018
	
	
	699,792
	328,000
	




Notes to the financial statements

1. On 1 May 2013 Trendy purchased 144,000 shares in Wendy for B240,000.  The balance on the Profit and Loss Account Reserve of Wendy on 1 May 2013 was B40,000.  Wendy has not issued any additional shares since 1 May 2013.

2. Both Trendy and Wendy declared their dividends before 31 December 2019.

3. On 31st December 2019, Trendy invoices Wendy for a management change of £25,000 for the year ended 31st December 2019. This amount was included in the turnover and debtors of Trendy. Wendy received the invoice before closing the books for the year ended 31st December 2019 and entered it using the closing rate of exchange to translate the sum into Baht. The relevant amount was included in the other operating expenses and trade creditors of Wendy. There was no other trading between the 2 entities.

4. Relevant rates of exchange are as follows:

Date					Exchange rate (B to £1)
1 May 2013						2.1
31 December 2018					1.4
31 December 2019					1.8
Average for the year ended 31 December 2019		1.6


Required

Prepare the consolidated balance sheet at 31 December 2019, the profit & loss account and the statement of consolidated reserves for the year to that date.

Your answer should also include a calculation of the exchange differences which have arisen during the year.

You are not required to calculate the opening balance of the group profit and loss account reserve at 1 January 19. This should be shown as the balancing figure in the statement of consolidated reserves for the year
    																	                   (30 marks)

SECTION C – ACCOUNTING FOR PENSION SCHEMES

QUESTION FIVE

Allen plc operates two pension schemes as follows:

Pension Plan A

Both employees and employers contribute to the scheme.  On retirement employees are guaranteed a pension which is based upon the number of years’ service within the company and their final salary.  

The following details relate to the plan for the year ended 31 March 2020.

								 £m
Present value of obligation at 1 April 2019			680
Present value of obligation at 31 March 2020		752
Fair value of plan assets at 1 April 2019			560
Fair value of plan assets at 31 March 2020			780
Current service cost						  40
Past service cost						  10
Unwinding of the discount on scheme liabilities		    4
Pension benefits paid						  72
Total contributions paid to the scheme
for the year to 31 March 2020		  			  84



					1 April 2019
Discount rate					4%
Expected return on plan assets		3%


Pension Plan B

Under the terms of the plan, Allen does not guarantee any return on the contributions paid into the fund.  The company’s legal obligation is limited to the amount that is contributed to the fund.

The following details relate to the scheme:

										£m
Fair value of plan assets at 31 March 2020					94
Contributions paid by company for year to 31 March 2020			38
Contributions paid by employees for year to 31 March 2020		34

The company would like advice on how to treat the two plans under FRS 102





REQUIREMENT:


Show, including the relevant extracts from the financial statements, the accounting treatment for the two pension plans for the year ended 31 March 2020 under FRS 102.

Your answer should clearly show the actuarial gain / loss on both the scheme assets and the scheme liabilities.
      (10 marks)





QUESTION SIX

Smith operates a defined benefit pension plan for its employees. At 1 January 2016 the fair value of the pension plan assets was £2,600,000 and the present value of the plan liabilities was £2,900,000.

The actuary estimates that the current and past service costs for the year ended 31 December 2016 is £450,000 and £90,000 respectively. The past service cost is caused by an increase in pension benefits and takes effect from 31 December 2016. The plan liabilities at 1 January and 31 December 2016 correctly reflect this increase.

The pension plan paid £240,000 to retired members on 31 December 2016. On the same date, Smith paid £730,000 in contributions to the pension plan and this included £90,000 in past service costs.

At 31 December 2016 the fair value of the plan assets is £3,400,000 and the present value of the plan liabilities is £3,500,000.

Discount rate 			=	8%
Expected return on assets	=	4%


REQUIREMENT:


Show, including the relevant extracts from the financial statements,  the accounting treatment for the pension plan for the year ended 31 December 2014 under FRS 102 ‘Retirement Benefits’
      										(10 marks)


SECTION D – ACCOUNTING FOR IMPAIRMENT LOSSES

QUESTION SEVEN

Which, if any, of the following statements regarding impairment reviews is/are correct? 

(1) At the end of each reporting period, an entity should assess if there is any indication that assets have been impaired 

(2) Annual impairment reviews are required on all intangible assets with indefinite lives 

A 1 only 
B 2 only 
C Both 1 and 2
D Neither 1 nor 2

											2 marks

QUESTION EIGHT

IAS 36 Impairment of Assets contains a number of examples of internal and external events which may indicate the impairment of an asset. In accordance with IAS 36, which of the following would definitely NOT be an indicator of the potential impairment of an asset (or group of assets)?

A An unexpected fall in the market value of one or more assets
B Adverse changes in the economic performance of one or more assets
C A significant change in the technological environment in which an asset is employed making its software effectively obsolete
D The carrying amount of an entity’s net assets being below the entity’s market capitalisation

											2 marks
QUESTION NINE

During the year ended 31 December 20X8, Linetti Co acquired 100% of a subsidiary, Scully Co, on 1 January 20X8. The carrying amount of the assets of Scully Co in the consolidated financial statements of the Linetti group at 31 December 20X8, immediately before an impairment review, were as follows:

 $m 

Goodwill					 1·4 
Brand name					 2·0 
Property, plant and equipment 		6·0 
Current assets (at recoverable amount) 	2·4

 –––––
 11·8 
––––– 

The recoverable amount of Scully Co was estimated at $9·6m at 31 December 20X8 and the impairment of the investment in Scully Co was deemed to be $2·2m.


Assuming Scully Co represents a cash generating unit, what is the carrying amount of the brand at 31 December 20X8 following the impairment review? 

A $1·2m 
B $1·45m 
C $1·73m 
D $1·8m


											6 marks
QUESTION TEN

Which of these best describes the recoverable amount of an asset?

A The lower of carrying value and net realisable value
B The lower of fair value less cost to sell and carrying value
C The price that and independent person would be prepared to pay in an arm’s length transaction
D The higher of net realisable value and value in use

											2 marks


QUESTION ELEVEN

Which of these best describes the impairment of an asset?

A The difference between carrying value and recoverable amount
B The difference between net realisable value and recoverable amount
C The difference between value in use and recoverable amount
D The difference between carrying value and fair value
											2 marks



QUESTION TWELVE

Harvard plc has a single machine, which it uses to manufacture widgets. The machinery was purchased for £320,000 on 1st January 2020 and is being depreciated at 15% reducing balance. Due to advances in technology, Harvard now expects the machine to produce less revenue over the rest of its estimated useful life of 3 years. Net future cash flows for the next 3 years, based on the management’s best estimate are:

	Year
	1
	2
	3

	Future cash flows
	63000
	63000
	60000



If the machine was sold now it would realise £155,000 net of selling costs.

The company’s cost of capital is 8%.

REQUIREMENT:

Describe, with suitable computations, how to account for any potential impairment of this machine in the accounts for the year ended 31 December 2020.

(6 marks)
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