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MARK PLAN AND EXAMINER’S COMMENTARY   
 
The marking plan set out below was that used to mark this question. Markers were encouraged to use 
discretion and to award partial marks where a point was either not explained fully or made by implication. 
More marks were available than could be awarded for each requirement. This allowed credit to be given for a 
variety of valid points which were made by candidates.  
 

Question 1 
 
Total Marks:  
 

General comments 
Part 1.1 required the preparation of a statement of profit or loss and a statement of financial position from 
a trial balance plus a number of adjustments. Adjustments included property, plant and equipment 
depreciation, revenue adjustment, an asset partly funded by a government grant, an intangible asset 
which had been incorrectly revalued, a lease incentive, a rights issue and an inventory adjustment.  Part 
1.2 required a calculation of basic earnings per share. Part 1.3 required the preparation of a UK GAAP 
extract in relation to the government grant asset. Part 1.4 required an explanation of how the inherent 
limitations of financial statements reduce their usefulness to users and part 1.5 required an explanation of 
the ethical issues arising from the scenario. 
 

1.1 Laderas plc – Statement of financial position as at 30 September 2015  

 £ £  
ASSETS    
Non-current assets    
Property, plant and equipment (W3)   913,060  
Intangibles (W4)   66,625  

   979,685  
Current assets    
Inventories (42,600 + 6,600 (W2))  49,200   
Trade and other receivables   47,800   
Cash and cash equivalents  15,600   

   112,600  

Total assets   1,092,285   

    
Equity    
Ordinary share capital ((520,000 / 4) x 5)    650,000   
Share premium account (307,500  – 130,000)  177,500   
Retained earnings (70,690 + 107,295)  177,985   

Equity   1,005,485   
    
Current liabilities    
Trade and other payables   61,200   
Lease accrual (12,000 / 3yrs)   4,000   
Taxation      21,600   

   86,800  

Total equity and liabilities   1,092,285  

    

 
 

Laderas plc – Statement of profit or loss for the year ended 30 September 2015 

 £ 
Revenue (1,323,700 – 75,000) 1,248,700 
Cost of sales (W1) (758,030) 

Gross profit 490,670 
Administrative expenses (W1) (237,400) 
Other operating costs (W1) (124,375) 

Profit before tax  128,895 
Income tax  (21,600) 

Profit for the year 107,295 
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Workings 

 
W1 Expenses Cost of 

sales 
 
£ 

 Admin 
expenses 

 
£ 

 Other 
operating 

costs 
   £ 

Draft 721,400   237,400   113,000 
Opening inventory  52,690      
Closing inventory  (49,200)     
Depreciation charge (W3) 41,140      
Amortisation     11,375 
Lease liability (12,000 – 4,000) (8,000)     
      

 758,030   237,400   124,375 
 

   
W2 Inventory    
      £   
  Variable costs per unit ((14,800 + 4,200) / 3,800)  5.00   
  Fixed costs per unit (2,000 / 4,000)  0.50   

    5.50   
 Eros: 1,200 x £5.50    6,600  
     
W3 Property, plant & equipment     
  Land & 

buildings 
 Plant & 

machinery 
 

  £  £  
Cost   992,600  290,600  
Less: government grant asset    (125,000)  

    165,600  
Less: Land  (300,000)    
Less: New building  (350,000)    

  342,600    
      
Depreciation charge for the year      
 342,600 / 40yrs  (8,565)    
 (350,000 / 40yrs) x 6/12  (4,375)    
 165,600 / 8yrs    (20,700)  
((125,000 – 75,000) / 5yrs) x 9/12      (7,500)  

  12,940  28,200  
      
PPE – carrying amount at 30 September 2015  £    
  Cost (290,600 + 992,600)  1,283,200    
  Less: acc depreciation b/fwd (176,000 + 78,000)  (254,000)    
  Less: government grant  (75,000)    
  Less: depreciation (12,940 + 28,200)  (41,140)    

  At 30 September 2015  913,060    
      

 

W4 Intangibles – brands  
    £  
  Capitalised in TB    133,000  
  Arafo – internal brand – valuation     (55,000)  

    78,000  
  Boca – amortisation (78,000 / 4yrs) x 7/12    (11,375)  

    66,625  
  

Presentation of the statement of profit or loss and statement of financial position was better than usual. 
However there were few very messy statements in terms of workings shown on the face of the statements. 
 
Many candidates achieved very high marks on this part of the question with a good number achieving 
maximum marks. Almost all candidates gained the marks for the adjusted revenue and for the tax figure 
on the statement of profit or loss although a number failed to also show the tax as a liability on the 
statement of financial position.  
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On the statement of financial position completely correct figures were often seen for the intangible assets, 
share capital and share premium. Most candidates correctly showed no revaluation surplus, having 
removed this balance via their adjustment to the intangible asset, although candidates occasionally also 
showed the amount as an expense. It was also, on the high marking scripts, not unusual to see the correct 
figure for total property, plant and equipment. The most common errors on the face of the statement of 
financial position included the following: 
 

 Omitting the income tax liability. 

 Including an inventories figure which did not match the working for closing inventories. 

 Including an incorrect figure for the accrual in respect of the operating lease – although the correct 
figure was seen on many scripts, weaker candidates showed a wide variation of figures on the 
statement of financial position in respect of this lease. 

 Showing the correct figure for share capital, but the incorrect figure for share premium – ie failing 
to complete the double entry correctly between these two accounts. 

 Leaving the internally generated brand within the intangible asset figure and/or charging 
amortisation for the incorrect number of months. 
 

Perhaps the most disappointing mistake was in the calculation of closing inventory.  Although occasional 
errors were made in the valuation of this inventory, for example, allocating the variable costs over the 
planned production, rather than over the actual production, by far the most common error was to value this 
inventory at its selling price, often without even checking whether cost was lower. It was also not unusual 
to see one inventory figure on the statement of financial position and a different figure taken to the 
statement of profit or loss.   
 
Most candidates did use the recommended “costs matrix” in their workings, and generally the costs were 
allocated to the correct category. Where figures were deducted instead of added, or vice versa, this 
tended to be when the candidate had started their matrix with the base figures in brackets. There were 
some very neat property, plant and equipment “tables” which acted as a working for the final figure, in 
contrast to some candidates who produced a series of seemingly unrelated and unreferenced workings. 
What was seen far more often than usual at this session, however, was a large number of depreciation 
figures with no supporting workings. This meant that partial marks could not be awarded to these figures if 
they were not correct. Where workings were provided for these figures, the most common errors seen 
were to mix up useful lives and fractions of years between the different categories of property, plant and 
equipment. 
 

 
Total possible marks 
Maximum full marks 

 
21              
19 
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1.2  

Laderas plc 
     

 No. Of 
shares 

Period in 
issue 

Bonus 
factor 

Weighted 
average 

1 Oct – 30 June 520,000  9/12  1.85/1.72  419,477 
Rights issue 1 for 4 (520,000 / 4  130,000    

1 July – 30 Sept 650,000  3/12  – 162,500 

    581,977 
Theoretical ex-rights price: £    
  4 shares @ £1.85 7.40    
  1 share @ £1.20 1.20    

 8.60    
     
Theoretical ex-rights price per share:  8.60 / 5 = £1.72  
Bonus fraction: 1.85 / 1.72  
     
Basic EPS =  107,295= £0.18     
          581,977     
     

 

 
A large number of candidates arrived at the correct figure for weighted average share capital, even though 
this necessitated making an adjustment for a bonus factor. Weaker candidates failed to calculate a bonus 
factor, or calculated it incorrectly. Others calculated the correct theoretical ex-rights price, but then failed to 
use this in their calculations.  
 
Other errors included the following: 
 

 Using the incorrect fractions for the two parts of the year, eg treating the bonus issue as though it 
had happened half way through the year instead of after nine months. 

 Applying the fraction for the second part of the year (ie that after the bonus issue had taken place) 
to the bonus issue itself instead of to the cumulative number of shares in issue. 

 Using different numbers of shares in this calculation than they had shown in their answer to Part 
1.1 

 Inverting the bonus fraction so that it reduced the number of shares instead of increasing them. 

 

 
Total possible marks 
Maximum full marks 

 
5  
4 

 

1.3 UK GAAP – Government grants   

   
Fixed assets 
  Tangible fixed assets (125,000 – 18,750) 

£ 
106,250 

 

 
Creditors falling due within one year 
   Deferred income (75,000 / 5yrs) 

 
 

15,000 

 
 
 

    
 Creditors falling due after one year 
   Deferred income (75,000 – 11,250  – 15,000)   

 
 

48,750 

 

 
Workings: 
 
Depreciation: 125,000/5yrs x 9/12 = £18,750 
 
Deferred income release:  (75,000 / 5yrs) x 9/12 = £11,250 
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Most candidates appeared to know that UK GAAP/FRS 102 specifies the deferral method with a 
significant number of candidates calculating the correct carrying amount for the machine and the correct 
current liability for the deferred income figure.  
 
However, what was most disappointing about these answers was that almost every single candidate 
presented these UK GAAP extracts using IFRS terminology. A few candidates wasted time writing about 
the differences between the UK GAAP and the IFRS treatment of government grants, which was not 
required.   
 

 

Total possible marks 
Maximum full marks 

 

5  
3 

 

1.4 Limitations of financial statements  

 
Financial statements have a number of limitations as set out below: 

 

 Financial statements are prepared to a specific date. The information when published is therefore 
historic and backward looking. Although historic information is useful in assessing how a company 
has been performing it provides limited predicted value. 

 Financial statements are prepared in a standardised manner with much of the information 
aggregated. While this means that it is easier to compare information between companies because 
it is presented in a similar manner it also means that the content of standardised and aggregated 
information may be difficult to identify. 

 Financial statements only contain a limited amount of narrative information about the business 
which can provide valuable insight into the company’s future, for example, how it is operating, what 
the company’s plans are for the future, the risks facing the company, such as number of 
competitors in the market and the management structure. 

 Financial statements are based on estimates and judgements and hence figures are not an exact 
number. Management in different organisations may make slightly different assumptions and 
judgements and hence include slightly different figures. 

 Companies use different accounting policies which means that exact comparisons cannot always 
be made. However, disclosure of accounting policies means that users can identify differences. 

 

 
Answers to this part of the question were varied. Those attempting the question could usually say that the 
financial statements were “historic” or “backward looking” and/or “prepared at a point in time” such that 
they may not be useful in predicting future performance. A few then went further and discussed the impact 
of different accounting policies in reducing comparability and considered the use of estimated 
figures/judgements, the aggregation of figures and the lack of narrative disclosures on matters that might 
be of use to a potential investor. A worrying number of candidates appeared to think that the financial 
statements included no narrative disclosures at all, presumably not realising that the notes are an integral 
part of the financial statements. 
 
Weaker candidates discussed the fact that the financial statements may contain errors, or be biased, 
which are not inherent limitations. Others went further down this road, discussing how an audit could never 
provide absolute assurance. A few candidates instead wrote about the enhancing qualitative 
characteristics. 
 

 
Total possible marks 
Maximum full marks  

  
9½ 
4 
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1.5 Ethical issues  

 
Professional competence and due care – As a professional accountant Parry has an obligation to 
maintain his professional knowledge and skills at the level required to ensure that his current employer 
receives competent professional services based on current developments in financial reporting and 
legislation. 
 
Does Parry have the necessary skills and experience to prepare the financial statements of Laderas plc 
following his career break? Should Parry instead have looked to refresh his professional knowledge 
following his career break and then have taken a less demanding, technically, role than that of covering a 
financial controller? 
 
The fact that Parry is an ICAEW Chartered Accountant means that he has met the first phase of attaining 
professional competence, however he now needs to maintain his professional competence. 
 
Professional behaviour – A profession accountant should comply with relevant laws and financial 
reporting standards. Parry has made a number of mistakes over the accounting treatment for items over 
the year, for example, the rights issue was incorrectly accounted for. This suggests that perhaps Parry is 
not acting as professionally as he should be, be it in error or deliberately. 
 
In addition to these two fundamental principles being questionable there is also a threat towards these 
being breached. The threat is that of self-interest for Parry. The finance director has suggested that the 
board are looking for a high reported profit this year and a strong financial position to secure additional 
funding for the future of the company. Parry may feel pressured, intimidation threat, to overstate profits as 
a result. Parry has over-stated profits by recognising the whole of the government grant in the current year 
even though some should have been deferred and the internally generated brand was revalued to a 
market valuation increasing the company’s financial position incorrectly. These may have been innocent 
mistakes as Parry may not be up to date due to his career break, but he may have incorrectly accounted 
for things to make the company’s results appear stronger than they were so that the board would believe 
that he was good at his job and offer him a full-time position. 
 
The assistant accountant should take the following action: 
 

 Discuss each of the errors found with Parry, explaining the correct IFRS accounting treatment to 
him. 

 Suggest that Parry attends an update course to ensure that he maintains appropriate continuing 
professional development as an ICAEW Chartered Accountant. 

 Ensure the financial statements are corrected. 

 If Parry refuses to amend the financial statements seek support from a director. 

 Keep a detailed record of all discussions and calculations. 

 If you find yourself in a difficult situation, or subject to intimidation threat, then consult the ICAEW 
helpline. 

  

 
There were some excellent answers to this part of the question. Most candidates correctly recognised the 
self-interest and intimidation threats arising from the scenario, and the threat to professional competence 
and due care arising from Parry’s lengthy career break. However, only the very best candidates linked the 
latter back to the scenario to discuss the type of errors that had been made and whether they were likely 
to have been deliberate and/or might indicate a lack of professional competence. 
 
Most candidates produced the usual list of steps which needed to be taken: discussion with Parry, 
escalation to the other directors/audit committee, seeking help from the ICAEW, and documenting all 
discussions. As ever, a number placed themselves in an audit context and wished to consult “more senior 
members of the team” or “the ethics partner”. 
 

 
Total possible marks 
Maximum full marks 

 
12 
5 
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Question 2 
 
Total Marks:  
 

General comments 
This question required candidates to explain the financial reporting treatment of four accounting issues, 
given in the scenario. The issues covered the construction of an asset, obligations and events after the 
reporting period, a provision and an impairment review for a revalued asset. Journal entries were also 
required. 
 

 

 
(1) Construction of an asset 
 
The cost of an item of property, plant and equipment is initially recognised at cost. In the case of a 
specialised piece of plant which has been specifically constructed for the entity, cost will include its 
purchase cost and all directly attributable costs to bring the asset to the location and condition necessary 
for it to be capable of operating in the manner intended by management. 
  
Directly attributable costs include: 
 

 Employee benefits arising directly from the construction of the machine; and 

 Site preparation, delivery, installation and assembly costs, costs of testing and professional fees. 
 
There are certain costs which should not be capitalised as they are not considered to be directly 
attributable to the item, for example the cost of introducing new products and administration and general 
overheads. 
 
Any proceeds from selling products generated during testing of new property, plant and equipment should 
be deducted from the cost capitalised. 
 
The following costs should therefore be capitalised as part of property, plant and equipment: 
 

 PPE  Expense 
 £  £ 
Materials cost (including cutters) 124,000   
Internal allocated labour costs 31,500  10,000 
Sale of by-products produced as part of testing 
process 

(450)    

Staff training    1,800 
Consultancy fees re installation and assembly 1,150   
Professional fees 1,300   
Safety inspection 1,500   
Overheads allocated 7,100  7,100 

 166,100  18,900 
 

 
Capitalisation ceases when the item is capable of operating in the manner intended, this was on 1 July 
2015 and this is the date on which depreciation should commence. 
 
Each significant part of an item of property, plant and equipment must be depreciated separately, although 
if component parts have the same useful lives and depreciation methods are the same they may be 
grouped together for practical purposes. Here the cutters should be recognised as a separate component 
as they have a useful life of five years compared with 15 years for the rest of the asset. Total depreciation 
of £3,235 (£700 + £2,535) should be recognised as part of profit or loss for the period and the carrying 
amount of the plant at 30 September 2015 is £162,865 (166,100 – 3,235). 

 
Cutters:  (14,000 / 5yrs) x 3/12 = £700 
Remainder: ((166,100 – 14,000) / 15yrs) x 3/12 = £2,535 
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The journal entries required are: 

    

 £ £   
DR: Expense (PorL) (18,900 + 3,235) 22,135    
CR: Property, plant and equipment (SOFP)  22,135   
 
(2) Obligations and events after the reporting date 

 
 

 
A liability arises when there is a present obligation arising from past events, the settlement of which is 
expected to lead to the outflow from the entity of resources embodying economic benefits. An obligation 
implies that the entity is not free to avoid the outflow of resources. A management decision does not in 
itself create an obligation because it can be reversed.  
 
The obligation arises instead at the date of delivery, as cancellation is possible up to this date. Therefore, 
Equipment A and C should be accrued for at 30 September 2015 based on cost. Cost of Equipment A is 
£34,000, however the cost of Equipment C was finalised after the end of the reporting period. This is an 
adjusting event as it provides evidence of conditions that existed at the end of the reporting period, ie the 
subsequent determination of the purchase price purchased before 30 September 2015. Equipment C 
should therefore be accrued for at £38,000 rather than £40,000. 
 
As Equipment B was delivered after the year end, the cost should not have been accrued for at the year 
end as there was no firm commitment at that date and the order can be cancelled at any time for no cost. 
 
The new equipment will be depreciated once it is ready and available for use. As no useful life is provided 
no depreciation has been recognised, although even if a useful life was provided it is likely that the amount 
would be immaterial as the equipment was owned for less than a week. It is also highly likely that the 
equipment will take a day or two to be made available for use. 
 
The journal entries required are: 
 
DR: Accruals – current liabilities (27,000 + 2,000) 

£ 
29,000 

£   
 

CR: PPE (SOFP)  29,000   
  
(3) Provision  

 
As stated above, a liability exists when there is a present obligation arising from past events, the 
settlement of which is expected to lead to the outflow from the entity of resources embodying economic 
benefits. A present obligation exists here as a result of a past event which is independent of Chayofa Ltd’s 
future actions. The past event is the acquisition of the land and the obligation is the restoration of the 
recycling centre. Therefore, it was correct to recognise a provision at 30 September 2015. 
  
Where the obligation is in respect of an asset, the amount provided for at 30 September 2015 should have 
been recognised as part of property, plant and equipment rather than recognised as part of profit or loss 
for the period.  
 
The amount of the provision should not be reduced by the expected cost reduction from new technology 
as at the date of the obligation the new technology does not exist. In addition the provision should not be 
recognised at the full £450,000 and should instead be discounted as the time value of money is material. 
Hence the provision should be recognised at the present value f the expenditure required to settle the 
obligation.   
 
The provision should therefore have been recognised as follows: 
 

 

 
1 Oct 2014 (450,000 / 1.06

15
) 

£ 
187,769 
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At 1 October 2014 an asset should be recognised as part of property, plant and equipment for £187,769 
and this should be depreciated over 15 years. A depreciation charge of £12,518 (187,769 / 15yrs) should 
be recognised as part of profit or loss for the period and the carrying amount of £175,251 (187,769 – 
12,518) should be recognised at 30 September 2015. 
 
A finance cost of £11,266 (187,769 x 6%) should be recognised as part of profit or loss for the period and 
a provision for £199,035 (187,769 + 11,266) should be recognised at 30 September 2015. 
 
 
DR: PPE (SOFP) 

 £ 
 175,251 

£   
 

DR: Depreciation expense (PorL)  12,518    
DR: Finance costs (PorL)  11,266    
DR: Provision (SOFP) (450,000 – 199,035)  250,965     
CR: Expenses (PorL)  450,000    
  
(4) Impairment  

 
The maintenance work may indicate that the machine has suffered an impairment and therefore an 
impairment review should be carried out. 
 
Assets should be carried at no more than their recoverable amount. Recoverable amount is the higher of 
value in use and fair value less costs to sell.  
 
Carrying amount at 30 September 2012: 

 

 
 Cost (1 Oct 2009) 

£ 
 60,000 

   

 Less: acc dep (60,000 / 8yrs) x 3yrs  (22,500)    

  37,500    
Revalued amount  42,000    

Revaluation surplus  4,500     
  
Carrying amount at 30 September 2015:  
 
 Revalued amount (1 Oct 2012) 

£ 
 42,000 

   
  

 Less: acc dep (42,000 / 5yrs) x 3yrs  (25,200)    

  16,800    
  
FV less costs to sell (£10,500 – £500)    £10,000   
Value in use       £11,000  
 
Recoverable amount is therefore £11,000, which is lower than the current carrying amount and therefore 
the machine has suffered an impairment of £5,800 (£16,800 - £11,000).  
 
As the machine has been revalued, the loss should be treated as a revaluation decrease and charged to 
the revaluation surplus up to the amount held in the revaluation surplus in respect of that asset (£4,500). 
Any remaining balance should be recognised in profit or loss for the period, ie £1,300 (5,800 – 4,500).  
 
The journal entries required are: 

 

 
DR: Impairment expense (PorL) 

£ 
 1,300 

£   

DR: Revaluation surplus     4,500     
CR: PPE (SOFP)   5,800   
  

 
Virtually all candidates attempted all parts of the question producing both narrative explanations and 
supporting calculations and nearly all also attempted to include the relevant journals. Unfortunately, a 
significant number of candidates did not read the question carefully enough to determine what double 
entries had already been made and therefore struggled to arrive at the right correcting journals. 
 
Issue 1: This was well answered with most candidates starting their answer by mentioning general 
recognition criteria for non-current assets and then focusing on the specific costs given in the question. 
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Most costs were dealt with correctly but by far the most common error was to treat the sales of by-
products as sundry revenue rather than deducting the proceeds from cost. Nearly all candidates realised 
that component parts with different useful lives should be depreciated separately and a majority also time 
apportioned the depreciation to start from the date the asset was ready for use.  
 
Issue 2: This was the issue that caused the most problems and many answers were brief. Candidates 
could have approached the question in two ways – either focusing on the criteria for recognition of assets 
(the approach most candidates took) or on the criteria for recognition of liabilities. Full credit was given for 
either approach. While many candidates did arrive at the correct decision as to which assets/liabilities 
should be recognised they often failed to justify why this was the case although a significant number did 
realise this was to do with the date of delivery. Fewer discussed the impact of IAS 10 and the fact that the 
subsequent determination of cost was an adjusting event, a significant minority of candidates thought that 
this meant that there was an unreliable estimate and that the cost should not be accrued. 
 
Issue 3: This was well answered with candidates discussing why the provision should be made and 
virtually all candidates successfully calculating the discounted balance. Most also discussed the 
subsequent recognition of a finance cost (although sometimes this was calculated on the “gross” liability 
rather than the discounted figure). Again the majority of candidates also recognised that the provision 
should be added to the asset and attempted to calculate the impact on depreciation (although here some 
candidates clearly hadn’t read the question carefully enough and assumed that the “gross” provision had 
been added to cost rather than expensed). Journals were often difficult to follow as they were spread 
throughout the answer with considerable repetition. 
 
Issue 4: This was well answered but many candidates wasted time by giving lengthy explanations  and 
journals relating to what had occurred in previous years (rather than simply calculating the relevant 
numbers to determine the correct treatment in the current year) and/or discussing and calculating the 
transfers between reserves, which the question specifically stated were not made. Nearly all candidates 
discussed the need for an impairment review in the current year although relatively few explained why it 
was needed, linking it to the maintenance work. A majority of candidates calculated the correct impairment 
figure, with many understanding that it should be split between the revaluation surplus and as an expense 
in the statement of profit and loss.  A significant minority of candidates described recoverable amount as 
being the lower of fair value less cost to sell and value in use and a common error was to recognise the 
excess impairment above the balance on the revaluation surplus to retained earnings rather than profit for 
the period. 
 

 
Total possible marks 
Maximum full marks 

 
43½  
28 
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Question 3 
 
Total Marks:  
 

General comments 
 
Part 3.1(a) required candidates to calculate the profit or loss from discontinued operations, with part (b) 
asking for the UK GAAP differences. Part 3.2 required extracts from the consolidated financial statements 
for an investment in an associate. Part 3.3 required an explanation of accounting treatment for a sale and 
repurchase and finally part 3.4 required extracts from the consolidated statement of cash flows. 

 
3.1(a)  

  
Group profit on disposal of Isora Ltd  
 £ £  

Sale proceeds  765,000   
Less carrying amount at goodwill at disposal:    
   Consideration transferred 495,000    
   NCI at acquisition (609,800 x 25%) 152,450    
   Less net assets at acquisition (609,800)   

 37,650   
   Less impairments to date  (35,000)    

  (2,650)  
Less carrying amount of net assets at disposal:    
   Net assets at 30 September 2014 898,700     
   Profit for 9 months to 30 June 2015 (108,000 x 9/12) 81,000   

  (979,700)  
   Add back attributable to NCI (979,700 x 25%)  244,925  

    
Profit on disposal  27,575  
Profit for 9 months to 30 June 2015  81,000  

    
Profit for the year from discontinued operations  108,575  
    

 
A good number of candidates achieved the maximum marks on this question, by producing a completely 
correct calculation. By far the most common error made was not adding the profit for the year up to 
disposal to the profit on disposal to arrive at the required profit or loss from discontinued activities (or 
adding only the group share of that profit). 
 
Other common errors included the following: 
 

 Not reducing the goodwill at acquisition by the cumulative impairment losses.  

 Deducting the profit for the year up to disposal from the net assets at the beginning of the year in 
order to arrive at the net assets at disposal, instead of adding it. 

 Calculating net assets at disposal from various figures in the question (and making errors in doing 
so) instead of simply adding the profit for the year up to disposal to the figure given in the question 
for the net assets at the beginning of the year. 

 

 
Total possible marks 
Maximum full marks 

 
4 
4 

 
(b)  

 
Under IFRS 5 the results of discontinued operations are presented as a one-line item in the statement of 
profit or loss. This amount comprises the post-tax profit or loss of the discontinued operation and the post-
tax profit or loss on disposal. 
 
Under FRS 102 the results of discontinued operations are presented in full in a separate column of the 
income statement and comparatives restated. 
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Most candidates could state that IFRS showed a “single line” for the discontinued operations figure, and 
that UK GAAP showed this as a “separate column” but few candidates added any detail to this. Others 
wasted time by setting out other differences between IFRS and UK GAAP which they thought might be 
relevant (but which were not required). 
 

 
Total possible marks 
Maximum full marks 

 
2 
2 

 
3.2  

  
Associate – Amparo Ltd  
    
Extract from consolidated statement of profit or loss for year ending 30 Sept 2015 

 
 

 £   
Share of profit of associate 6,045   
    
Extract from consolidated statement of financial position at 30 September 2015  
Non-current assets £   
   Investment in associate 269,045   

 
Working    
    
Investment in associate    
Cost  263,000  
Add: post acquisition profits (51,300 x 6/12) 25,650   
Less: FV depreciation    
   ((450,000 – 285,000) / 15yrs) x 6/12) (5,500)   

 20,150   
X 30%  6,045  

  269,045  
    

A majority of candidates made some errors in these calculations. Presentation was varied, with only some 
candidates showing their investment in associate figure as part of non-current assets. A minority of 
candidates produced only calculations, with no extracts from the financial statements. 
 
Common errors included the following: 
 

 Taking 30% of the profit figure, or 30% of the depreciation adjustment, but not 30% of both. 

 Reducing the asset figure by the depreciation adjustment, but not also the figure for the statement 
of profit or loss. 

 Adding the fair value adjustment to the investment in the associate. 

 Adjusting by a whole year’s worth of depreciation, instead of only by six months.   
 

 
Total possible marks 
Maximum full marks 

 
4½  
4 

 
3.3  

 
In substance this is a secured loan rather than revenue and the £150,000 profit should be reversed. 
Hiedras plc has the continuing right to have access to the site it has retained the risks and rewards of 
ownership and should therefore continue to recognise the land as part of property, plant and equipment. 
    
As the sale proceeds and repurchase price are considerably lower than the lands fair value this is further 
evidence that this is in substance a two-year loan. The difference between the sale and repurchase values 
of £75,000 is interest. 
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At 1 October 2014 the land should be recognised as part of property, plant and equipment at its original 
carrying amounting amount of £350,000. The proceeds of £500,000 should be recognised as a liability, as 
it is assumed that the land will be repurchased on 30 September 2016. Finance costs of £36,250 (500,000 
x 7.25%) should be recognised as part of profit or loss for the period and added to the loan giving a 
closing current liability of £536,250. 
 

 
Answers to this part of the question were varied, with a number of non-attempts and zero marks. Almost 
all candidates thought that this was some sort of a “financing arrangement” but a significant majority went 
on to say that it was a finance (or occasionally an operating) leaseback, as opposed to a loan. Those who 
correctly identified that this should be treated as a loan usually went on to gain additional marks for 
explaining why this was and for their calculation of finance costs.  
 

 
Total possible marks 
Maximum full marks 

 
7 
5 

 
3.4  

  
Consolidated statement of cash flows for year ended 30 September 2015 (extract)  
    
Cash flows from financing activities      
   Proceeds from issue of ordinary shares (W1) 310,000   
   Dividends paid (W2) (127,500)   
    

Net cash used in financing activities  182,500  
    
 
Workings 

 

  
 

(1) Share capital and premium   

 £  £ 
  B/d (320,000 + 120,000) 440,000 
  Cash issue  

   (155,000 x £2.00) 
 

310,000 
C/d (570,000 + 275,000) 845,000 Non-cash issue (β) 95,000 

 845,000  845,000 

    

(2) Retained earnings 
   

 £  £ 
Dividends paid (β) 127,500 B/d 375,600 
Non-cash issue (W1) 95,000   
C/d 594,200 CPorL 441,100 

 816,700  816,700 

    

 

 
A significant number of candidates achieved full marks on this part of the question. Where the odd half 
mark was lost, it was most commonly from not including brackets on the face of the statement for the 
dividend paid. 
 
The most common error in the T-account workings was to omit the bonus issue from the debit of the 
retained earnings T-account, even where this had been calculated. However, on a number of occasions 
marks were lost in the T-account workings by failing to copy down numbers accurately from the question. 
 

 
Total possible marks 
Maximum full marks 

 
3 
3 
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Question 4 
 
Total Marks:  
 

General comments 
This was a consolidation question, requiring the preparation of a consolidated statement of financial 
position, featuring two subsidiaries, one of which was acquired during the year. A draft consolidated 
statement of financial position was provided along with the new subsidiary’s separate figures. Adjustments 
included a fair value adjustment on acquisition, a gain on bargain purchase, intra-group sales of a non-
current asset and inventories. 

  

Gordo plc  
     
Consolidated statement of financial position as at 30 September 2015  
     
  £ £  
Assets     

Non-current assets   

 Property, plant and equipment  
     (936,400 + 389,500 + 145,500 (W1) – 6,000 (W9)) 

 
1,465,400 

 Goodwill (W2)  29,350  
 Investments (667,800 – 442,000 (W2) – 220,000)  5,800  

   1,500,550  
Current assets    
 Inventories (46,170 + 21,500 – 1,400 (W8))  66,270   
 Trade and other receivables (53,900 + 36,950 – 14,000)  76,850    
 Cash and cash equivalents (4,700 + 1,400)  6,100   

   149,220  

Total assets  1,649,770  

     
Equity and liabilities    
Equity attributable to owners of Gordo plc    
 Ordinary share capital   400,000  
 Share premium account  200,000  
 Retained earnings (W7)  661,670  

  1,261,670  

Non-controlling interest (85,250 (W6) +  59,950 (W3))  145,200 

Total equity  1,406,870 
Current liabilities    
 Trade and other payables (67,400 + 37,800 – 14,000)  91,200   
 Taxation (112,300 + 39,400)  151,700   

   242,900  

Total equity and liabilities  1,649,770  

    

 
Workings    

    
(1) Net assets – Orotava Ltd     
 Year end Acquisition Post acq  
 £ £ £  
Share capital 150,000 150,000   
Share premium account 75,000 75,000   
Retained earnings     
 Per Question 147,150 89,650   
 Fair value adjustment 150,000 150,000     
 Depreciation thereon ((150,000 / 25) x 9/12) (4,500) –    

 517,650 464,650 53,000   
  

 

 



 Financial Accounting and Reporting - Professional Level – March 2016 

Copyright © ICAEW 2016. All rights reserved  Page 15 of 16 

(2) Goodwill – Orotava Ltd  
 £  
Consideration transferred (340,000 + (85,000 x 1.20)) 442,000  
Non-controlling interest at acquisition – FV  52,000  

 494,000 

Net assets at acquisition (W1) (464,650) 

 29,350  
   
(3) Non-controlling interest – Orotava Ltd   
 £  
NCI at acquisition date (FV) 52,000  
Share of post-acquisition reserves (53,000 (W2) x 15%) 7,950  

 59,950  

    
(4) Net assets – Tixera Ltd     
 Year end Acquisition Post acq  
 £ £ £  
Share capital 200,000 200,000   
Share premium account 50,000 50,000   
Retained earnings     
 Per Question 98,400 61,200   
 Less: PURP (W8) (1,400) –   
 Less: PPE PURP (W9) (6,000) –   

 341,000 311,200 29,800  

  
(5) Goodwill –Tixera Ltd  
 £  
Consideration transferred 220,000  
Non-controlling interest at acquisition (311,200 x 25%) 77,800  

 297,800 

Net assets at acquisition (W4) (311,200) 

Gain on bargain purchase (13,400)  
   
(6) Non-controlling interest – Tixera Ltd   
 £  
NCI at acquisition date (W5) 77,800   
Share of post-acquisition reserves (29,800 (W4) x 25%) 7,450  

 85,250  

(7) Retained earnings   
 £  
Gordo plc 580,870  
Orotava Ltd (53,000 (W1) x 85%)   45,050  
Tixia Ltd (29,800 (W4) x 75%)   22,350  
Gain on bargain purchase (W5) 13,400  

 661,670  

   
(8) Inventory PURP    
  % £  
SP    125 14,000  
Cost  (100) (11,200)   

GP  25 2,800   

x ½  1,400   

   
(9) PPE PURP – Tixera Ltd   

 £  
Asset in Gordo plc’s books at 30 Sept 2015 (45,000 x 4/5)   36,000   
Asset would have been in Tixera Ltd’s books at 30 Sept 2015 (60,000 x 4/8) 30,000   

 6,000  
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This question was extremely well answered and candidates had obviously practiced this style of question 
at length. Virtually all candidates recognised that the draft consolidated statement of financial position 
excluded the new subsidiary which therefore had to be added in to their answer. Again nearly all produced 
the expected standard workings although sometimes there was no “audit trail” for the final figures on the 
face of the statement of financial position or for the shares of net assets/post acquisition profits included in 
the workings.  
 
By far the most common error (as always) related to the calculation of the PURP relating to the non-
current asset transfer. Those candidates who calculated it by comparing the two carrying amounts more 
commonly arrived at the correct figure. Those who calculated separately the profit on disposal and impact 
on subsequent depreciation often then ignored the latter element (or added rather than subtracting it) to 
arrive at the net adjustment. 
 
Other relatively common errors included: 
 

 Failing to time apportion the additional depreciation relating to the fair value adjustment. 

 Calculating the goodwill and non-controlling interest figures using the same method (when one 
subsidiary used the proportionate method and one the fair value method). 

 Adjusting retained earnings for PURP’s that related to the subsidiaries. 

 Netting off the positive goodwill and gain on bargain purchase. 

 Deducting rather than adding the gain on bargain purchase, or ignoring it altogether, in retained 
earnings. 

 Failing to deduct the cost of the subsidiaries from the investments figure on the face of the 
consolidated statement of financial position. 

 

 
Total possible marks 
Maximum full marks 

 
20½ 
19 

 


