Flower plc ("Flower") is a listed company which reports its group financial statements to 30 September each year. Flower's activities are predominately in the telecommunications and media sector. It operates a generous group bonus scheme for main board directors based on improvements in the group's EPS year on year. Draft group financial results for the most recent year show a significant increase in the EPS, as a consequence of which substantial bonuses would be payable to the main board directors.

The group financial controller has recently joined Flower and, having prepared the draft group financial statements, has now become aware of matters raised in the main board minutes relating to one of the group's principal operating subsidiaries - Violet. Violet's trading performance had been deteriorating and was being monitored by the main board with a view to a potential sale of the company in the near future. No decision has yet been made.

The Group Finance Director has advised the group financial controller that the matters below have no implications for the group financial statements for the year ended 30 September 2018 and, should he pursue the matters, it would be viewed negatively in carrying out his probationary review.


Plant and equipment
Violet had invested significantly in recent years in high specification manufacturing equipment, which was now not being used to its normal production capacity because of the declining demand for its products in the marketplace.

As at 30 September 2018 this manufacturing equipment had a net book value (cost less accumulated depreciation) of £36 million, which represented its carrying value in the draft group financial statements. Because of the specialised nature of the equipment its value on the open market would be considerably less than its carrying value.



Violet has reviewed its forecasts of sales over the next three years and estimated the net cash flows which would be generated from products manufactured using this equipment would be:

	
	£m

	Year ended 30 September 2019
	18

	Year ended 30 September 2020
	14

	Year ended 30 September 2021
	8



Violet considers the residual value of the manufacturing equipment would be approximately £2 million.

Violet's cost of capital is 10%. The discount rates at 10% are as below:
	Year 1
	0.909

	Year 2
	0.826

	Year 3
	0.751



Required:

Discuss the accounting implications arising from the above

