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SECTION A	(Answer both questions)

QUESTION ONE

Below are the summarised balance sheets for two companies as at 31 March 2019:

	
	PETER Plc
	SALLY Ltd

	
	£million
	£million
	£million
	£million

	Fixed assets
	
	
	
	

	Tangible 
	
	520
	
	280

	[bookmark: _Hlk14795751]Investments – in Sally
	
	268
	
	-

	                    -  in other
	
	   77
	
	  40

	          
	
	865
	
	320

	
	
	
	
	

	Current assets
	
	
	
	

	Stock
	142
	
	160
	

	Debtors
	95
	
	88
	

	Cash at bank
	      8
	
	    22
	

	
	  245
	
	  270

	

	Creditors: amounts falling due within 1 year
	(200)
	
	(165)
	

	
	
	
	
	

	Net current assets
	
	45
	
	105

	Creditors: amounts falling due within more than 1 year
	
	
	

	10% loan notes
	(180)
	
	(20)

	
	
	
	

	Net assets
	730
	
	405

	
	
	
	

	Capital and reserves
	
	
	
	

	Equity shares of £1 each
	
	500
	
	145

	Share premium
	100
	
	nil
	

	Profit and loss account 
	130
	230
	260
	260

	
	
	730
	
	405



Notes:

[bookmark: _Hlk14795667]Peter is a public listed company that acquired the following investments:

i) Investment in Sally
On 1 April 2015 Peter acquired 116 million shares in Sally for an immediate cash payment of £268 million. Sally’s profit and loss account reserve at the date of acquisition was £90 million.

ii) At the date of acquisition of Sally owned a recently built property that was carried at its (depreciated) construction cost of £75 million.  The fair value of this property at the date of acquisition was £97 million and it had an estimated remaining life of 10 years.

For many years Sally has been selling some of its products under the brand name of ‘PS’.  At the date of acquisition, the directors of Peter valued this brand at £14 million with a remaining life of 8 years.  The brand is not included in Sally’s balance sheet.

The fair values of all other identifiable assets and liabilities of Sally were equal to their carrying values at the date of acquisition.

iii) The stock of Sally at 31 March 2019 includes goods supplied by Peter for £68 million (at selling price from Peter).  Peter adds a mark-up of 25% on cost when selling goods to Sally.  There are no related intra-group debtors or creditors at 31 March 2019.

iv) None of the companies have paid any dividends for many years.

v) The goodwill of Sally has an estimated life of 8 years.

vi) On 31 March 2019 Sally remitted to Peter a cash payment of £15 million.  This was not received by Sally until early April 2019.


Required

Prepare a consolidated balance sheet of the Peter group as at 31 March 2019.

Show all workings. 


32 MARKS



QUESTION TWO

The following list of balances was extracted from the books of Panda Ltd on 31 December 2019.

	
	£

	Sales
	510,654

	Cost of sales
	240,365

	Administrative expenses
	176,658

	Loan interest paid
	1,050

	Freehold premises at cost (land £18,000)
	160,587

	Plant & equipment at cost
	19,125

	Accumulated depreciation on plant & equipment to 31.12.18
	6,000

			Stock
	27,973

	Debtors
	75,256

	Accruals
	685

	Cash at Bank
	995

	Cash in hand
	95

	Ordinary share capital (£1.00 each)
	50,000

	Profit and loss account at 31.12.18
	18,654

	Deferred Tax Liability
	2,045

	4% Bank Loan
	40,000

	Trade creditors
	4,765

	5.31% redeemable bonds
	20,063

	Interest paid on bonds
	1,254

	Provision for environmental costs
	50,247




The following adjustments are to be made:

a) The company issued the 5.31% bonds with a nominal value of £19,000 at par on 1.1.17.  Redemption is at a premium of £3,000 in 5 years’ time and the effective rate of interest is 8%.

The figure in the trial balance represents the creditor carried forward from 2018.

b) In its operating activities Panda Ltd has damaged the environment surrounding its factories in a significant manner.  This is due to harmful chemicals generated from the manufacturing process being buried in the surrounding land.  After a government inspection in December 2018 it was confirmed that Panda Ltd is responsible to rectify the damage it incurred.  Panda has estimated that this will be at a cost of £60,000.  This amount, however, will not be due to be paid until 31st December 2024.  Due to the current regulations operating in the country, there is no legal requirement for Panda to incur these costs.  However, it wishes to be seen as an environmentally friendly company and has proven reputation for rectifying any damage that occurs to the environment as a result of its opening activities.

c) Depreciation is to be provided in the accounts for the year at the following rates:

-	Buildings		4% straight line

-	Plant & Equipment	20% straight line

d) Corporation tax based upon the profits for the year amounting to £18,500 is to be provided for.

The deferred tax liability is to be increased to £9,150


Requirement

i. Prepare the profit and loss account of Panda Ltd for the year ended 31 December 2019 and the balance sheet at that date.			

N.B.  Use a discount rate of 3% where necessary.


ii. Calculate the earnings per share for 2019.

Show all workings. 
 				
										32 MARKS
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SECTION B	(Answer all questions)

QUESTION THREE

Section 32 FRS 102 Events After the End of the Reporting Period describe two different types of events – adjusting and non-adjusting events.  

Requirement

Using relevant examples, distinguish between Section 32 of FRS 102 adjusting and non-adjusting events, and discuss the accounting treatment of each.

(6 marks)

QUESTION FOUR

The definition of a liability is included within Section 2 Concepts and Pervasive Principles of FRS 102.  This, in turn, forms the basis for the content of FRS 102 Section 21 Provisions and Contingencies

Requirement

Define a liability and describe the 3 conditions which prescribe the circumstances under which provisions should be recognised.  Discuss how the accounting entries are recognised in the accounts?

(8 marks)

QUESTION FIVE

Explain the nature of the additional information provided by the “layered” format of the profit and loss account introduced by FRS3. Critically discuss how this improves the understandability of the information provided to users. 

(4 marks)

QUESTION SIX

Explain the differences between the 2 forms of lease which are defined in Section 20 of FRS 102, and referring to the underpinning accounting concepts, critically discuss the accounting treatment of each in the financial statements of a limited company
 

(6 marks)

QUESTION SEVEN

FRS 102 requires financial statements to be prepared on the basis that they comply with certain accounting concepts, underlying assumptions and qualitative characteristics. Four of these are:

1. Matching/accruals
1. Substance over form
1. Prudence
1. Comparability

Requirement

Using relevant examples, briefly discuss how each of the above principles/concepts contributes to the quality of accounting information. 

[bookmark: _Hlk14360939](8 marks)

QUESTION EIGHT

Long-term contracts are those whose durations usually span at least two accounting periods.

Requirement

Explain the meaning of the term “attributable profit” in relation to a long-term contract and explain concisely how this would be calculated.  

(4 marks)
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