a) IAS 37 – Provisions, contingent liabilities and contingent assets refers to legal and constructive obligations.

Required:

Explain what is meant by constructive obligations.
(3 marks)

b) As referred to above Copper plc has established a provision of £200,000 in its financial statements for the year ended 31st March 2018 for reorganisation costs. The reorganisation costs comprise redundancy costs of £160,000 and retraining and redeployment costs of £40,000.The details of the reorganisation are as set out below:

On 1st February 2018 the board of directors of Copper plc took the decision to close one of its manufacturing units. The closure was to be effective on 30 June 2018. A formal plan was formulated and the 60 employees of the manufacturing unit were advised on 1 March 2018 of the intention to close the unit. Of the 60 affected employees, 20 employees would be retrained and re-deployed to other manufacturing units at a cost of £40,000. The remaining 40 employees would be made redundant and would be entitled to redundancy payments averaging £4,000 per employee. 

Required:

Explain whether the inclusion of a provision for reorganisation costs of £200,000 in Copper plc's financial statements for the year ended 31 March 2018 complies with the requirements of IAS 37.
(4 marks)

