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Instructions to candidates

There are six questions on this question paper

Answer five questions in total:

Two compulsory questions from Section A
Three of the four questions from Section B

The questions carry 20 marks each
All workings should be shown. Where calculations are required using formulae, calculators may be used but steps in the workings must be shown.  Calculations with no evidence of this (for example, using the scientific functions of calculators) will receive no credit.  Programmable calculators are not permitted in the examinations room.

Formula sheets, Pro forma booklets, statistical tables, graph paper and cash analysis paper are available from the invigilator, where applicable.

Where a question asks for a specific format or style, such as a letter, report or layout of accounts, marks will be awarded for presentation and written communication.

SECTION A (Compulsory)

1
	The following trail balance relates to Tintacastle Unitary Authority on 31 March 2012, prior to the preparation of the financial statements.

£’000

£’000

Central services

379,044

12,835

Cultural, environmental and planning

267,066

126,492

Education and children’s services

1,178,850

338,417

Highways and transport services

48,330

19,630

Adult social care

565,000

40,659

Corporate and democratic core

4,773

Non-distributed costs

3,423

Profit or loss on disposal

2,735

Precepts

579

Interest payable and similar charges

31,792

Interest and investment income

6,762

Net pension costs & expected return on pension assets

2,314

Council tax

238,788

National non domestic rates

289,095

Non-ringfenced government grants

1,344,514

Property plant and equipment

1,529,468

Debtors

75,989

Cash in hand

7,470

Creditors

126,337

Long term borrowing

824,292

Provisions (> 1 year)

40,710

Capital grant receipts in advance

37,811

Liability related to defined benefit scheme

279,682

Revaluation reserve

1,134

Capital receipts reserve

50,927

Capital grants unapplied

6,450

Deferred capital receipts reserve

12,700

Capital adjustment account

203,953

Pensions reserve

279,682

General fund

375,327

4,376,515

4,376,515

Additional information for the financial year 2011/12:

1. In March the authority purchased vehicles worth £14,980,000 which have not yet been accounted for. These were to be used jointly by education and social services. These vehicles were financed by:

£’000

Direct revenue finance

1,980

Government grant (received in prior years – conditions now met)

10,000

Government grant (received in year – conditions met)

3,000

14,980

2. During the year land with a fair value of £500,000 was donated to the authority but as yet not all conditions pertaining to the gift have been complied with.  No entries have yet been made in respect of this.

3. The authority disposed of assets in March at a selling price of £2,500,000 but the cash has not yet been received and no entries made in respect of the disposal. The assets have a NBV of £2,000,000 and have not been subject to revaluation.

4. Non-current assets costing £5,000,000 were constructed during the year and have been included in the trial balance figure.  They were financed by grants which had been credited to the comprehensive income and expenditure statement last year.

5. Depreciation of £50,631,000 has been charged to costs of services on all existing assets and adjusted for assets disposed of. No depreciation has been charged on the additions and should be charged over a 10-year useful economic life.

6. Depreciation charged in the accounts is £734,000 more than it would have been if assets had not been revalued.

7. The minimum revenue provision for the year has been estimated at £18,500,000.  

8. No entries have been made to the general fund other than to account for the adjustments necessary in respect of pensions.  Pension cost charged to costs of services totaled £17,796,000 and the pension cash contribution for the year was £7,601,000.


	

	
	· Requirement for question 1



	(a)
	
	Prepare the comprehensive income and expenditure statement for Tintacastle UA for the year ended 31 March 2012 and the balance sheet as at that date. 

	(8)

	
	
	
	

	(b)
	
	Prepare the movement in reserves statement for Tintacastle UA for the year ended 31 March 2012
	(12)

	
	
	
	

	
	
	
	(20)


2

	The following information relates to Denton NHS Trust:

2010/11

2011/12

 £000

Non current assets

£000

7,800

Land

6,000

100,000

Buildings

102,150

39,800

Equipment

42,990

(28,600)

Less depreciation

(34,209)

           0

Assets under construction

      500

119,000

117,431

Current assets

2,900

Inventories

4,910

9,500

Receivables

8,120

540

Prepayments

4,434

20

Interest receivable

60

    110

Cash and cash equivalents

    396

13,070

17,920

132,070

Total assets
135,351

Current liabilities
(5,520)

NHS creditors – revenue

(5,240)

(0)

NHS creditors – capital

(500)

  (3,310)

Accruals

  (2,280)

(8,830)

(8,020)

Non current liabilities

    (230)

Provisions for liabilities and charges

       (0)

123,010

Total assets employed

127,331

Financed by

115,200

Public dividend capital

115,200

7,540

Revaluation reserve

9,717

      270

Retained earnings

  2,414

123,010

127,331

Additional information for the financial year 2011/12:

1.
Denton is a specialist trust and as such has opted to hold all of its non current assets at valuation.  It completes interim revaluations by means of applying indexation.  Indexation provided on non current assets for 2011/12 was as follows:

%

Land 

1.5

Buildings 

2.0

Equipment

5.0

2.
During the year a piece of land was sold at its carrying value. No land was acquired in the year and there were no other disposals of non-current assets.

3.
Buildings have a remaining life of 40 years. All purchases were acquired during March 2012.

4.
Equipment has a useful economic life of ten years.

5.
Donated equipment with a fair value of £1,200,000 and no conditions attached was received in February 2012.

6.
Assets in the course of construction remain unpaid at the end of the year.

7.
Amounts recorded in the statement of comprehensive income for 2011/12 include the following:

£000

Interest receivable 

     60

Public dividend capital dividends 

4,161
8.
A prepayment of £3,964,000 for public dividend capital dividends was made in March 2012. 



	

	
	· Requirement for question 2



	Prepare the statement of cash flows for Denton NHS Trust for the year ending 31 March 2012.  
	(20)

	
	
	
	

	
	
	
	


SECTION B (Answer THREE from four questions)

3

	The Research and Information Department (General Economics) is a Central Government Trading Fund and is preparing its accounts to 31 March 2012. The annual accounts for the agency have been drafted and final audit adjustments need to be completed before the board approves the accounts. The external auditor has left a list of outstanding issues, as follows, that have yet to be dealt with:

1
The statement of comprehensive income has been charged with a notional item in the sum of £25,000 in respect of the audit fee.

2
On 1 April 2011 the parent department of the agency advanced a sum of £10,000,000 by way of additional public dividend capital (PDC).  On 1 October 2011 the parent also paid over £5,000,000 in advances from the National Loans Fund (NLF) at an annual interest rate of 6 per cent. No entries have been made in respect of these transactions.

3
In June 2011 non-current assets with a fair value of £200,000 and a useful life of five years were donated to the Department. No entries have been made in the accounts on the grounds that the assets are free.

4
HM Treasury have directed the agency to make a dividend payment at a rate of 6 per cent of the closing value of net assets including cash, none of which is held with the Government Banking Service. An accrual was made for this based on the figures in the draft account. 

The required adjustments are to be processed by the finance assistant, who has not previously worked in a Government Department. The Head of Finance has asked you to brief them on what needs to be done.

	

	
	· Requirement for question 3

Prepare a briefing note in which you:



	(a)
	
	Explain the accounting treatment required for items 1 - 4 (including references to appropriate standards or other relevant accounting guidance) and, where entries are required, prepare journals to complete these adjustments.  (NB All sums should be rounded to the nearest thousand pounds)
	(13)

	
	
	
	

	(b)
	
	Identify the key differences between the financial statements produced by Government Departments and those produced by Trading Funds and explain the reasons for these differences.
	(7)

	
	
	
	

	
	
	
	(20)


4

	You are the financial accountant for Paradise Housing Association. The housing association has been undertaking a recent Value for Money (VFM) review of its maintenance service. As part of this work data have been collected from two other housing maintenance providers who are similar to Paradise in terms of the service provided and size of operations.

Indicator 

Eden

Heaven

1.
Average annual maintenance cost* per property 

£200

£215

2.
Average salary per maintenance employee 

£19,000

£22,000

3.
Number of properties per maintenance staff 

185

180

4.
Number of maintenance requests per property 

0.95

1.1

5.
Number of maintenance requests per staff 

185

198

6.
Number of reorders ** 

11

7

7.
Average time to complete a maintenance order 

1 day

1.5 days

8.
Average age of housing stock 

25 years

23 years

* Maintenance cost is determined as the materials and staff costs

** A reorder occurs when the original completed maintenance request requires fixing within one month of the job completion date.
The following data have been collected in respect of Paradise for the past two years.

Data 

2010/11

2011/12

Pay costs (maintenance staff) 

£100,000

£105,000

Maintenance costs (parts) 

£65,000

£60,000

Number of properties 

1,000

1,100

Number of staff 

5

5

Number of maintenance requests 

1,300

1,600

Number of reorders 

13

20

Average time to complete an order 

1.4 days

3 days

Average age of housing stock 

24 years

27 years

The maintenance department has a new manager who has previously worked in the private sector. She is interested in understanding the findings of the service review and would like to see Paradise’s performance clearly presented so that she can discuss this at an upcoming management team meeting.



	
	· Requirement for question 4

You are required to write a set of notes for a meeting in which you:



	(a)
	
	Explain what the three elements of VFM are. You should provide examples of how the above indicators can be used to assess the VFM of the maintenance service.
	(5)

	
	
	
	

	(b)
	
	Explain why a VFM review is more appropriate than ratio analysis in this scenario.
	(2)

	
	
	
	

	(c)
	
	Compare the performance of Paradise with Eden and Heaven, making recommendations where appropriate.
	(10)

	
	
	
	

	(d)
	
	Identify any other factors that might need to be considered in your interpretation of the performance indicators.
	(3)

	
	
	
	

	
	
	
	(20)


5

	In issuing accounting standards the Accounting Standards Board (ASB) and the International Accounting Standards Board (IASB) look to ensure consistency between accounting standards and company law and to ensure that the application of accounting standards faithfully represents the underlying commercial activities of an organisation.  As such the standards they produce focus primarily on the needs of the private sector.  

It can be argued therefore that these standards are not appropriate for financial reporting in the public services.  The adoption in some sectors of the public service of international standards has not changed this argument since they too are prepared with the private sector in mind.

	

	
	· Requirement for question 5



	(a)
	
	Discuss whether accounting standards intended primarily for use by private sector entities are applicable to the public services.
	(6)

	
	
	
	

	(b)
	
	For two sectors of the public services of your choice, identify the mechanism by which they apply the relevant accounting standards and identify any restrictions in the way in which accounting policies are chosen or the financial statements are produced in these sectors.
	(10)

	
	
	
	

	(c)
	
	Discuss whether the concept of the Whole of Government Accounts will help or hinder the consistent application of accounting standards in the public services.
	(4)

	
	
	
	

	
	
	
	(20)


6

	The majority of accounting standards are applied to the public services in the same or a very similar way to their application in the private sector.  However, some accounting standards, including IAS 20 or SSAP 4, are sometimes applied differently because of the overriding need for organisations to present accounts that are meaningful to the users of the accounts, or because specific financing or reporting regimes require different disclosures to be made.

Assume a £100,000 grant is received to buy a building worth £250,000.  The asset was bought in the same year as the grant was received and the building has a 50 year remaining life with nil residual value.



	

	
	· Requirement for question 6(a)

Explain how SSAP 4 is applied in each of the following sectors, and for each sector prepare journal entries to record the receipt of the grant and asset, depreciation charges and the release of the grant.



	(i)
	
	Further and higher education.
	(3)

	
	
	
	

	(ii)
	
	A housing association (assume the building is housing stock held at historical cost and the grant is SHG).
	(4)

	
	
	
	

	(iii)
	
	A charity (assume the building is to be used only for certain specified purposes).
	(3)

	
	
	
	

	Modern day public sector working has embraced partnership working and group collaborations.   





	
	· Requirement for question 6(b)



	(i)
	
	Define subsidiaries, associates and joint arrangements.
	(6)

	
	
	
	

	(ii)
	
	With reference to the appropriate accounting standard explain the treatment of subsidiaries in the group statement of financial position.
	(4)

	
	
	
	

	
	
	
	(20)


PRO FORMAS

CENTRAL GOVERNMENT – SUPPLY FINANCED

Statement of comprehensive net expenditure – Agency only


Staff costs
Other costs
Income


Administration costs

Staff costs

Other administration costs

Operating income

Programmes costs

Staff costs

Programme costs

Income


_______
_______
_______


Totals
_______
_______
_______


Net Operating Cost




Other comprehensive expenditure

Net gain/loss on revaluation of property, 

plant and equipment

Net gain/loss on revaluation of intangibles

Net gain/loss on revaluation of for sale financial assets



_______


Total comprehensive expenditure

_______


CENTRAL GOVERNMENT – SUPPLY FINANCED

Statement of comprehensive net expenditure – Department only

Administration costs

Staff costs

Other administration costs

Operating income

Programmes costs

Staff costs

Programme costs

Income




_______


Net Operating Cost





Other comprehensive expenditure

Net gain/loss on revaluation of property, 

plant and equipment

Net gain/loss on revaluation of intangibles

Net gain/loss on revaluation of for sale financial assets



_______


Total comprehensive expenditure

_______


CENTRAL GOVERNMENT – SUPPLY FINANCED

The statement of financial position

Non-current assets:

Property, plant and equipment

Intangible assets

Financial assets

Total non-current assets

Current assets:

Inventories

Trade and other receivables

Other current assets

Cash and cash equivalents

Total current assets

Current liabilities:

Trade and other payables

Other liabilities

Total current liabilities

Non-current assets plus/less 

net current assets/liabilities

Non-current liabilities:

Provisions

Other liabilities

Financial liabilities

Total non-current liabilities

Assets less liabilities

Taxpayers’ equity

General fund

Revaluation reserve

Total Taxpayers’ equity
CENTRAL GOVERNMENT – SUPPLY FINANCED

Statement of changes in taxpayers’ equity

	
	General fund
	Revaluation reserve
	Total reserves

	Balance at 31 March 2011
	
	
	

	For Departments:
	
	
	

	Net Parliamentary funding – drawn down
	
	
	

	Net Parliamentary funding – deemed
	
	
	

	Supply payable/ receivable adjustment
	
	
	

	CFERs payable to the Consolidated Fund
	
	
	

	For supply financed agencies
	
	
	

	Funding from Parent
	
	
	

	CFERs payable to the Consolidated Fund
	
	
	

	Comprehensive expenditure for the year
	
	
	

	Non-cash adjustments:
	
	
	

	Non-cash charges - auditor’s remuneration
	
	
	

	Movements in reserves:
	
	
	

	Additions
	
	
	

	Transfers between reserves
	
	
	

	Balance at 31 March 2012
	
	
	


CENTRAL GOVERNMENT – SUPPLY FINANCED

Statement of cash flows

Cash flows from operating activities 
Net cash outflow from operating activities 
Cash flows from investing activities 
Net cash outflow from investing activities 
Cash flows from financing activities 
Net financing 
Net increase/(decrease) in cash and cash equivalents 

in the period before adjustment for receipts and payments 

to the Consolidated Fund

Payments of amounts due to the Consolidated Fund 

Net increase/(decrease) in cash and cash equivalents 

in the period after adjustment for receipts and payments 

to the Consolidated Fund

Cash and cash equivalents at the beginning of the period 
Cash and cash equivalents at the end of the period
CENTRAL GOVERNMENT – NON-SUPPLY FINANCED AGENCY

Statement of comprehensive income
Income:

Fees and charges

Other operating income

Expenditure:

Staff costs 

Other operating costs 

Depreciation and impairments 

Operating surplus/ (deficit) before interest 

Interest receivable 

Interest payable 

Public dividend capital dividends 

Retained surplus/(deficit) for the year

Other comprehensive income

Net gain/(loss) on revaluation of property,

plant and equipment

Net gain/(loss) on revaluation of intangibles 

Net gain/loss on revaluation of for sale financial

assets

Total comprehensive income

CENTRAL GOVERNMENT – NON-SUPPLY FINANCED AGENCY

Statement of financial position

Non-current assets:

Property, plant and equipment

Intangible assets

Financial assets

Total non-current assets

Current assets:

Inventories

Trade and other receivables

Other current assets

Cash and cash equivalents

Total current assets

Current liabilities:

Trade and other payables

Other liabilities

Total current liabilities

Non-current assets plus/less 

net current assets/liabilities

Non-current liabilities:

Provisions

Other liabilities

Financial liabilities

Total non-current liabilities

Assets less liabilities

Taxpayers’ equity

Capital and reserves:

Public dividend capital

Income and expenditure reserve

Revaluation reserve

Total Taxpayers’ equity

CENTRAL GOVERNMENT NON-SUPPLY FINANCED AGENCY

Statement of changes in taxpayers’ equity

	
	Public Dividend Capital
	Income and Expenditure Reserve
	Revaluation reserve
	Total reserves

	Balance at 31 March 2011
	
	
	
	

	Changes in taxpayers’ equity for 2011/12
	
	
	
	

	Net gain/(loss) on revaluation of property, plant, equipment
	
	
	
	

	Net gain/(loss) on revaluation of intangible assets
	
	
	
	

	Net gain/(loss) on revaluation of investments
	
	
	
	

	Transfers between reserves
	
	
	
	

	New Public Dividend Capital
	
	
	
	

	Public Dividend Capital repaid
	
	
	
	

	Net Surplus/Deficit for the year 
	
	
	
	

	Total recognised income and expense for 2011/12
	
	
	
	

	Balance at 31 March 2012
	
	
	
	


CENTRAL GOVERNMENT NON-SUPPLY FINANCED AGENCY
Statement of cash flows

Cash flows from operating activities 
Net cash outflow from operating activities 
Cash flows from investing activities 
Net cash outflow from investing activities 
Cash flows from financing activities 
Net financing 
Net increase/(decrease) in cash and cash equivalents

in the period 

Cash and cash equivalents at the beginning of the period 
Cash and cash equivalents at the end of the period 
LOCAL GOVERNMENT

The comprehensive income and expenditure statement


Gross 
Gross
Net


Expenditure
Income
Expenditure

Central services

Cultural, environmental & planning

Education and children’s services

Highways and transport services

Local authority housing (HRA)

Other housing services

Adult social care

Corporate and democratic core

Non-distributed costs

Cost of services

Other operating expenditure:

- Precepts and levies

- Payments to or from the Housing Capital Receipts pool

- (Gains) and losses on the disposal of non-current assets

Financing and investment income & expenditure:

- Interest payable

- Pension interest cost and expected return on pension assets

- Interest receivable

- (Surpluses) or deficits on trading activities

Taxation and non-specific grant income

- Council tax

- Non-domestic rates

- Non-ringfenced government grants

- Capital grants and contributions

(Surplus) or deficit on provision of services

Surplus or deficit on revaluation of property plant and equipment

Actuarial gains or losses on pension assets and liabilities

Other comprehensive income and expenditure

Total comprehensive income and expenditure 

LOCAL GOVERNMENT  

The balance sheet
Property, plant and equipment

Heritage assets

Investment property

Intangible assets

Assets held for sale

Long term investments

Long term debtors

Long term assets

Short term investments

Inventories

Short term debtors 

Cash and cash equivalents

Current assets

Cash and cash equivalents

Short term borrowing

Short term creditors

Provisions

Current liabilities

Provisions

Long term borrowing

Other long term liabilities

Donated assets account

Capital grants receipts in advance

Long term liabilities

Net assets

Usable reserves

General fund

Housing revenue account

Earmarked reserves

Capital receipts reserve

Capital grants unapplied

Unusable reserves

Revaluation Reserve

Capital adjustment account

Deferred capital receipts reserve

Pension reserve

Total reserves

LOCAL GOVERNMENT  

Movement in reserves statement

	
	Gen. Fund
	HRA
	Earmkd.

Res.
	CRR
	CGU
	Reval. Res.
	CAA
	DCRR
	Pension Res.
	Total

	Balance at 31 March 2011
	
	
	
	
	
	
	
	
	
	

	Movement in reserves during 2011/12
	
	
	
	
	
	
	
	
	
	

	Surplus or (deficit) on the provision of services
	
	
	
	
	
	
	
	
	
	

	Other comprehensive income and expenditure
	
	
	
	
	
	
	
	
	
	

	Total comprehensive income and expenditure
	
	
	
	
	
	
	
	
	
	

	Adjustments between accounting and funding basis under regulations
	
	
	
	
	
	
	
	
	
	

	Net increase/decrease before transfers to earmarked reserves
	
	
	
	
	
	
	
	
	
	

	Transfers to/from earmarked reserves
	
	
	
	
	
	
	
	
	
	

	Increase/decrease in 2011/12
	
	
	
	
	
	
	
	
	
	

	Balance at 31 March 2012
	
	
	
	
	
	
	
	
	
	


LOCAL GOVERNMENT

The cash flow statement

Net (surplus) or deficit on the provision of services

Adjustments to net (surplus) or deficit for non-cash movements

Adjustments for items that are financing or investing activities

Net cash flows from operating activities

Investing activities

Net cash flow from investing activities

Financing activities

Net cash flow from financing activities

Net (increase) or decrease in cash & cash equivalents

Cash & cash equivalents at the beginning 

of the reporting period

Cash & cash equivalents at the end 

of the reporting period
NHS - PRIMARY CARE TRUST

Statement of Comprehensive Net Expenditure 
	Commissioning

	Employee benefits

	Other costs

	Income

	Provider

	Employee benefits

	Other costs

	Income

	PCT net operating costs before interest

	Investment income

	Other gains/losses

	Finance costs

	Net operating costs for the financial year

	Other comprehensive net expenditure

	Net gain on revaluation of property plant and equipment

	Net gain on revaluation of intangibles

	Impairments and reversals

	Transfers to/from other bodies within the Resource Account Boundary

	Total comprehensive net expenditure for the year


NHS – PRIMARY CARE TRUST

Statement of financial position
	Non-current assets:

	Property, plant and equipment

	Intangible assets

	Total non-current assets:

	Current assets

	Inventories

	Trade receivables

	Other current assets

	Cash and cash equivalents

	Total current assets

	Total assets

	Current liabilities

	Trade and other payables

	Other liabilities

	Provisions

	Borrowings

	Total current liabilities

	Non-current assets plus/less net current assets/liabilities

	Non-current liabilities

	Provisions

	Borrowings

	Other liabilities

	Total non-current liabilities

	Total assets employed

	Financed by:

	Taxpayers’ equity

	General fund

	Revaluation reserve

	Total taxpayers’ equity


NHS – PRIMARY CARE TRUST

Statement of Changes in Taxpayers’ Equity 
	
	General fund

£000s
	Revaluation reserve

£000s
	Total reserves

£000s

	Balance as at 1 April 2011
	
	
	

	Changes in taxpayers’ equity for 2011/12
	
	
	

	Net operating cost for the year 
	
	
	

	Net gain on revaluation of property, plant, equipment
	
	
	

	Net gain on revaluation of intangible assets
	
	
	

	Impairments and reversals
	
	
	

	Transfers between reserves
	
	
	

	Transfers to/(from) other bodies within the Resource Account boundary
	
	
	

	Total recognised income and expense for 2011/12
	
	
	

	Net Parliamentary funding
	
	
	

	Balance at 31 March 2012
	
	
	


NHS – PRIMARY CARE TRUST

Statement of cash flows
Cash flows from operating activities
Net cash outflow from operating activities
Cash flows from investing activities

Net cash inflow/(outflow) from investing activities

Net cash inflow/(outflow) before financing

Cash flows from financing activities

Net financing

Net increase/(decrease) in cash and 

cash equivalents

Cash and cash equivalents at 31 March 2011

Cash and cash equivalents at 31 March 2012

NHS - TRUSTS

Statement of comprehensive income

Revenue from patient care activities
Other operating revenue
Employee benefits

Other operating expenses
Operating surplus (deficit)  

Investment revenue

Other gains and losses

Finance costs

Surplus/(deficit) for the financial year

Public Dividend Capital dividends payable

Retained surplus/(deficit) for the year

Other comprehensive income

Impairments and reversals

Gains on revaluation

Total comprehensive income for the year

NHS - TRUSTS

Statement of financial position
	Non-current assets

	Property, plant and equipment

	Intangible assets

	Total non-current assets

	Current assets

	Inventories

	Trade and other receivables

	Other current assets

	Cash and cash equivalents

	Total current assets

	Total assets

	Current liabilities

	Trade and other payables

	Other liabilities

	Borrowings

	Provisions

	Net current assets/(liabilities)

	Total assets less current liabilities

	Non-current liabilities

	Borrowings

	Provisions

	Other liabilities

	Total assets employed

	Financed by:

	Taxpayers’ equity

	Public dividend capital

	Retained earnings

	Revaluation reserve

	Total taxpayers’ equity


NHS TRUSTS

Statement of changes in taxpayers’ equity

	
	Public dividend capital (PDC)

£000
	Retained earnings

£000
	Reval. reserve

£000
	Total

£000

	Balance at 31 March 2011
	
	
	
	

	Changes in taxpayers’ equity for 2011-12
	
	
	
	

	Total comprehensive income for the year:
	
	
	
	

	Retained surplus/(deficit) for the year
	
	
	
	

	Transfers between reserves
	
	
	
	

	Impairments and reversals
	
	
	
	

	Net gain on revaluation of property, plant and equipment
	
	
	
	

	Net gain on revaluation of intangible assets
	
	
	
	

	New PDC received
	
	
	
	

	PDC repaid in year
	
	
	
	

	PDC written off
	
	
	
	

	Balance at 31 March 2012
	
	
	
	


NHS - TRUSTS

Statement of Cash Flows

Cash flows from operating activities

Net cash inflow/(outflow) from operating activities

Cash flows from investing activities

Net cash inflow/(outflow) from investing activities

Net cash inflow/(outflow) before financing

Cash flows from financing activities

Net cash inflow/(outflow) from financing
Net increase/(decrease) in cash and cash equivalents

Cash and cash equivalents (and bank overdrafts) 

at the beginning of the financial year

Cash and cash equivalents (and bank overdrafts)

at the end of the financial year
Marking Scheme for question 1

This question tests learning outcome B1
(a) Tintacastle Unitary Authority: Comprehensive income and expenditure statement  for the year ended 31 March 2012

	
	Gross Expenditure 
	Income 
	Net Expenditure 
	Marks

	
	£’000
	£’000
	£’000
	

	Central services
	379,044
	(12,835)
	366,209
	

	Cultural, environmental and planning services
	267,066
	(126,492)
	140,574
	

	Education & children’s services (W1)
	1,179,599
	(338,417)
	841,182
	

	Highways and transport services
	48,330
	(19,630)
	28,700
	

	Adult social care (W1)
	565,749
	(40,659)
	525,090
	

	Corporate and democratic core
	4,773
	-
	4,773
	

	Non-distributed costs
	3,423
	-
	3,423
	

	Cost of services
	2,147,984
	(538,033)
	1,909,951
	

	Other operating expenditure
	
	
	
	

	Precepts and levies
	
	
	579
	

	Losses on disposal of non-current assets (2,735 + 2,000 – 2,500)
	2,235
	½

	Financing and investment income and expenditure
	
	

	Interest payable and similar charges 
	31,792
	

	Pension interest cost and expected return on pension assets
	2,314
	

	Interest and investment income
	(6,762)
	

	Taxation and non-specific grant income
	
	

	Council tax
	
	
	(238,788)
	

	Non-domestic rates
	
	
	(289,095)
	

	Non-ringfenced grants
	
	
	(1,344,514)
	

	Capital grants and contributions (10,000 + 3,000)
	(13,000)
	1

	Deficit on provision of services
	54,712
	

	Surplus or deficit on revaluation
	-
	

	Actuarial gains or losses on pension assets and liabilities
	-
	

	Other comprehensive income and expenditure
	-
	

	Total comprehensive income and expenditure
	54,712
	


Tintacastle Unitary Authority: Balance Sheet as at 31 March 2012

	
	£’000
	Marks

	Property plant and equipment (W2)
	1,541,450
	

	Long term assets
	1,541,450
	

	Debtors (75,989 + 2,500)
	78,489
	½

	Current assets
	78,489
	

	Cash & cash equivalents (W3)
	(4,510)
	

	Creditors 
	(126,337)
	

	Current liabilities
	(130,847)
	

	Provisions
	(40,710)
	

	Long-term borrowing
	(824,292)
	

	Other long term liabilities - pension scheme
	(279,682)
	

	Donated assets account
	(500)
	½

	Capital grants receipts in advance (37,811 – 10,000)
	(27,811)
	½

	Long-term liabilities
	(1,172,995)
	

	Net assets
	316,097
	

	Usable reserves
	
	

	General fund
	338,764
	

	Capital receipts reserve
	50,927
	

	Capital grants unapplied
	1,450
	

	Unusable reserves
	
	

	Revaluation reserve
	400
	

	Capital adjustment account
	189,038
	

	Deferred capital receipts reserve
	15,200
	

	Pension reserve
	(279,682)
	

	Total reserves
	316,097
	


Presentation of CIES and BS 1 

W1 Education and social services expenditure

Additional depreciation 

	
	£’000

	Additional assets
	14,980

	Asset life = 10 years
	

	Additional charge 
	1,498

	50% 
	749

	Education expenditure
	
	Social care  expenditure
	

	Per TB 
	1,178,850
	Per TB 
	565,000

	Depreciation
	749
	Depreciation
	749

	
	1,179,599
	
	565,749

	
	
	
	1


W2 Property plant and equipment

	
	£’000
	Marks

	Per TB 
	1,529,468
	

	Additions
	14,980
	½

	Donation
	500
	½

	Additional depreciation
	(1,498)
	½

	Disposal
	(2,000)
	½

	
	1,541,450
	


W3 Cash at bank and in hand

	
	£’000
	Marks

	Per TB 
	7,470
	

	Acquisitions
	(14,980)
	½

	Government grants
	3,000
	½

	Overdraft
	(4,510)
	


(b) Tintacastle Unitary Authority: Movement in reserves statement for year ended 31 March 2012

	
	Gen. Fund
	CRR
	CGU
	Reval. Res.
	CAA
	DCRR
	Pension Res
	Total
	Marks

	Balance at 31 March 2011 (W5)
	362,818
	50,927
	6,450
	1,134
	203,953
	12,700
	(267,173)
	
	½ ½ 

	Movement in reserves during 2011/12
	
	
	
	
	
	
	
	

	Deficit on the provision of services
	(54,712)
	
	
	
	
	
	
	(54,712)
	½

	Other comprehensive I&E
	-
	
	
	
	
	
	
	-
	

	Total comprehensive income and expenditure
	(54,712)
	
	
	
	
	
	
	(54,712)
	

	Adjustments between accounting and funding basis under regulations (W4)
	30,658
	-
	(5,000)
	(734)
	(14,915)
	2,500
	(12,509)
	-
	

	Net increase/decrease before transfers to earmarked reserves
	(24,054)
	-
	(5,000)
	(734)
	(14,915)
	2,500
	(12,509)
	(54,712)
	

	Transfers to/from earmarked reserves
	-
	
	
	
	
	
	
	
	

	Increase/decrease in 2011/12
	(24,054)
	-
	(5,000)
	(734)
	(14,915)
	2,500
	(12,509)
	(54,712)
	

	Balance at 31 March 2012
	338,764
	50,927
	1,450
	400
	189,038
	15,200
	(279,682)
	316,097
	


Presentation of statement ½ 

W4 Adjustments between accounting and funding basis under regulations

	
	Gen. Fund
	CGU
	Reval. Res.
	CAA
	DCRR
	Pens Res
	Marks

	
	£’000
	£’000
	£’000
	£’000
	£’000
	£’000
	

	Reversal of depreciation and amortisation (50,631 + 1,498)
	52,129
	
	
	(52,129)
	
	
	1

	Historical cost depreciation adjustment
	
	
	(734)
	734
	
	
	1

	Minimum revenue provision
	(18,500)
	
	
	18,500
	
	
	1

	Direct revenue financing
	(1,980)
	
	
	1,980
	
	
	1

	Capital grants credited to CIES
	(13,000)
	
	
	13,000
	
	
	1

	Capital grants applied in year
	
	(5,000)
	
	5,000
	
	
	1

	Proceeds of disposal
	(2,500)
	
	
	
	2,500
	
	1

	NBV of disposal
	2,000
	
	
	(2,000)
	
	
	1

	Pension charges under IAS 19

(17,796 + 2,314)
	20,110
	
	
	
	
	(20,110)
	1

	Pension cash contributions
	(7,601)
	
	
	
	
	7,601
	1

	
	30,658
	(5,000)
	(734)
	(14,915)
	2,500
	(12,509)
	


W5 Adjustments to opening balances – General fund and pension reserves

General fund:  Per T/B  375,327 – 2,314 – 17,796 + 7,601 =  362,818

Pension reserve:  Per T/B  279,682 – 12,509 = 267,173

Marking Scheme for question 2

This question tests learning outcome B2

Denton NHS Trust: Statement of cash flows for year ending 31 March 2012

	Cash flows from operating activities
	£000
	Workings
	Marks

	Operating surplus
	5,745
	(W1)
	½

	Depreciation (2,550 + 4,179)
	6,729
	(W4 & W6)
	½

	Donated asset income
	(1,200)
	
	½

	Dividends paid
	(8,125)
	(4,161 + 3,964)
	1

	Increase in inventories
	(2,010)
	(4,910 – 2,900)
	½

	Decrease in trade and other receivables
	1,450
	(W7)
	½

	Decrease in trade and other payables
	(1,310)
	(W8)
	½

	Interest received 
	20
	(60 – 40)
	½

	Decrease in provisions
	(230)
	(230 – 0)
	½

	Net cash inflow/(outflow) from operating activities
	1,069
	
	

	Cash flows from investing activities
	
	
	

	Payments for property, plant and equipment
	(2,700)
	(W4)
	½

	Proceeds from disposal of property, plant and equipment
	1,917
	(W5)
	½

	Net cash outflow from investing activities
	(783)
	
	

	Net cash inflow/(outflow) before financing
	286
	
	

	Cash flows from financing activities
	
	
	

	Net cash inflow from financing
	0
	
	

	Net increase in cash and cash equivalents
	286
	
	½

	Cash and cash equivalents at the beginning of the financial year
	110
	
	

	Cash and cash equivalents at the end of the financial year
	396
	
	


Presentation ½ 

Note that the £500K increase in AUC is excluded as it remains unpaid at the year – end, hence the £500K capital creditor

Working 1: Operating surplus

	
	£000
	Marks

	Operating surplus before interest (balance) 
	5,745
	½

	Interest receivable
	60
	½

	PDC dividends
	(4,161)
	½

	Retained surplus for year (W2)
	1,644
	½


Working 2:  Retained surplus

	Retained earnings

	
	£000
	
	£000
	Marks

	
	
	b/f
	270
	

	
	
	Historical cost adjustment (W3)
	500
	½

	c/f
	2,414
	Retained surplus (Bal.)
	1,644
	1

	
	2,414
	
	2,414
	


Working 3:  Historical cost adjustment

	Revaluation reserve

	
	£000
	
	£000
	Marks

	Historical cost adjustment/  realised reserves (balance)
	500
	b/f
	7,540
	1

	c/f
	9,717
	Net indexation (2,000(W4) + 117(W5) +1,990 – 1,430(W6))
	2,677
	1

	
	10,217
	
	10,217
	


	Working 4:  Buildings
	£000
	Marks

	Opening value 
	100,000
	

	Indexation at 2% (i)
	   2,000
	½

	
	102,000
	

	Depreciation (life of 40 years) (102,000/40) 
	(2,550)
	½

	
	99,450
	

	Closing value 
	102,150
	

	Purchases (difference) 
	    2,700
	1


	Working 5: Land
	£000
	Marks

	Opening value
	7,800
	

	Indexation at 1.5% 
	    117
	½

	
	7,917
	

	Closing value 
	(6,000)
	

	Disposals (difference) – sale proceeds at NBV
	  1,917
	1


	Working 6:  Equipment
	£000
	Marks

	Opening GCC 
	39,800
	

	Indexation at 5% 
	  1,990
	½

	
	41,790
	

	Donated additions
	1,200
	½

	
	42,990
	

	Opening depreciation 
	28,600
	

	Indexation at 5% 
	1,430
	½

	Depreciation (41,790/10)
	  4,179
	½

	Closing depreciation 
	34,209
	


Working 7:  Movement on receivables

	
	Opening
	Closing
	Movement
	Marks

	
	£000
	£000
	£000
	

	Receivables 
	9,500
	8,120
	1,380
	½

	Prepayments
	540
	470
	70
	½

	
	
	
	1,450
	


Working 8:  Movement on payables

	
	Opening
	Closing
	Movement
	Marks

	
	£000
	£000
	£000
	

	NHS revenue
	5,520
	5,240
	(280)
	½

	Accruals
	3,310
	2,280
	(1,030)
	½

	
	8,830
	7,520
	(1,310)
	


(20)

Marking Scheme for question 3

This question tests learning outcomes A1 and B1
(a) Students are required to present their answer in a briefing note format. 
1 

Item 1: 

Trading Agencies recognise their audit fee as a cash transaction, not a notional charge. 

½  

The accounts will currently show: 

Dr Expenditure 

Cr I&E Reserve (for write back of notional cost) 

The adjustment needed is 

Dr I&E Reserve 
£25,000     

Cr Cash/Creditors 
£25,000 
½ 

Item 2: 

Advances of PDC represent additional investment by the taxpayer.  Financial Reporting Manual (FReM) requires these to be shown as part of the Taxpayers’ equity in the financing section of the statement of financial position.  
1 

Dr Cash 
£10,000,000    

Cr Public Dividend Capital 
£10,000,000 
½ 

Loans from the NLF represent financial liabilities and FReM requires these to be included in the statement of financial position under non-current liabilities.  
½

In addition, under the accruals concept as set out in IAS 8, interest for the half year to 31 March should be included in the statement of comprehensive income.



½
Dr Cash 
£5,000,000  

Cr Non-current liabilities
£5,000,000
½
Dr SOCI: Interest payable 
£150,000  

Cr Current liabilities:
£150,000
½

Item 3: 

The FReM requires that all non-current assets, whatever their source of finance, are capitalised and depreciated in accordance with IAS 16 Property plant and equipment.  Donated assets are accounted for in accordance with IAS 20 Government grants as adapted by the FReM.  Provided there are no conditions attached to the donation it should be recognised as income in the statement of comprehensive income.  If conditions are attached to the donation then the assets should be recognised but a credit to deferred income should be made in the statement of financial position.
1½ 

Dr Non-current assets 
£200,000 

Cr SOCI: Other income 
£200,000
½ 

The asset must be depreciated: 

Dr Expenditure: Depreciation 
£40,000 

Cr Accumulated Depreciation 
£40,000
½ 

Item 4: 

Under the FReM and the Government Trading Funds Act 1973, PDC dividends are payable in cash to the parent body at a rate determined by the Secretary of State with the agreement of Treasury.
1
	Adjustments to closing PDC and reserves as a result of the above:

Less: Write back of audit fee

Add: Additional advance of PDC    

Add: Additional cash from NLF loan

Less: Long term liability in respect of NLF loan

Less: Interest on NLF advances 

Less: Depreciation on donated assets

Add: Value of donated assets                             
	
£,000

(25)

10,000

5,000

(5,000)

(150)

(40)

    200

  10,025
	½

½

½

½

½

½

½



	Additional dividend to be paid = 10,025,000 x 6% = £601,500 - £602k
	½  

	
	(13)


(b)
Key differences in the statements produced: 
· Trading funds produce a statement of comprehensive income; Departments produce statements of comprehensive net expenditure. 

· Trading Funds are quasi-commercial, self-financing organisations so need to show whether they have achieved a surplus or deficit.

· Departments will not include their supply finance in their statement of comprehensive net expenditure so will therefore report a net operating cost for the year.  They are considered to be investment centres within the resource accounting boundary. 

· Trading funds will not receive financing from the Consolidated Fund. They are expected to be self-financing.
· Departmental overspends will be met by additional supply; under-spends must be repaid to the Consolidated Fund. Trading funds are allowed to retain surpluses and use them to invest in future services or to fund deficits. 

· The statements of financial position for both departments and trading funds are very similar. Trading funds will include public dividend capital as part of their financing. This represents government investment in the agency. 

· Cash Dividends are payable on PDC which are intended to demonstrate that a return has been made on Government investment.  There is no such requirement for supply financed bodies.

· The statement of cash flows for trading funds and Departments are very similar in that they seek to comply with IAS 7.  Departments will additionally include financing from and any payments to the Consolidated Fund.  

1 mark for each point made and explained to a maximum of 7;

Other valid comments should attract credit

(20)

Marking Scheme for question 4

This question tests learning outcomes C1,C2 and C3
(a)
Answer should be presented as a set of notes for a meeting.
 ½ 
Definition of VFM

· Economy: Looks at the cost of inputs to a service – e.g. average salary per maintenance employee.

· Efficiency:  Looks at getting the maximum outputs from a given input; or minimising the input for a given output – e.g. number of maintenance staff per property.

· Effectiveness: Considers how well we are delivering a service in terms of what is achieved, often against pre-determined targets – e.g. number of reorders.

 ½  mark for identification, ½ mark for explanation and ½ mark for illustration for each E (4 ½ )
(5)

(b)
Use of VFM over ratio analysis

Ratio analysis concentrates on profit (e.g. measuring profit margin, ROCE). This is primarily used in the private sector where profit generation is usually the prime objective.

In the public sector profit does not represent the key objective of the organisations. VFM analysis considers the quality of service delivery as well as the cost of the service.
(2)

(c)
Calculation and interpretation of indicators

	Indicator 
	2010/11
	2011/12
	Eden
	Heaven

	1.
Average annual maintenance cost per property 
	£165
	£150
	£200
	£215

	2.
Average salary per maintenance employee 
	£20,000
	£21,000
	£19,000
	£22,000

	3.
Number of properties per maintenance staff 
	200
	220
	185
	180

	4.
Number of maintenance requests per property 
	1.3
	1.5
	0.9
	1.1

	5.
Number of maintenance requests per staff 
	260
	320
	250
	240

	6.
Number of reorders 
	13
	20
	11
	7

	7.
Average length to complete a maintenance order 
	1.4 days
	3 days
	1 day
	1.5 days

	8.
Average age of housing stock 
	24
	27
	25
	23


5 marks (1 per indicator where both years are calculated)

Interpretation:

· Average pay costs are in line with Heaven and Eden but the maintenance costs per property are much lower for Paradise for both years. Are we lower priced because of good procurement practices or are we buying poorer quality goods?

· The number of orders per property and the reorder levels are higher for Paradise in both years than Eden and Heaven.  Paradise has also seen an increase in the level of orders per member of staff and its housing stock has increased. Do we now need to employ more staff to cope with maintenance? (Also see comments below on response times) Is the level of reorders due to using cheaper parts?

· The number of maintenance requests has increased significantly over the two years for Paradise. Is this a blip due to the take on of new properties? We should look at whether the cost of our materials is requiring a more frequent maintenance cycle.

· Response times have worsened over the two years and Paradise’s performance is now much worse than that of Eden and Heaven.  Perhaps this is indicative of staff being overstretched?  Or have we had to deal with more complicated repairs that have taken longer to fix?

Other valid comments based on the indicators calculated should be given credit.  1 mark per comment and recommendation made to a maximum of 5

(10)

(d)
Other factors

· Do all three organisations treat their maintenance budgets in the same way? Are there on-costs included in the maintenance budgets (e.g. for stores issues) of the other organisations that make their costs higher?

· Although the average age of the housing stock is similar across the three organisations, does that average include a wide range that is responsible for the difference in the number of orders placed and the maintenance costs per property?

· Have all organisations classified maintenance in the same way?

· Is the total number of reorders an appropriate measure? Perhaps we should be considering the number of reorders per order placed?

Other valid points will attract credit.  1 mark per point made (3)

(20)

Marking Scheme for question 5

This question tests learning outcomes A2, A3 and B3
(a)

· In its interpretation for public benefit entities of its Statement of Principles for Preparation of Financial Statements the ASB recognises that for the public services “the prescription of accounting requirements for the public sector in the United Kingdom is a matter for the Government”.

· The underlying principles of accounting standards are that the financial statements present a true and fair view. This principle is applicable to both the public services and private sector.

· Some areas of the public services operate on a quasi-commercial basis (e.g. central government trading funds) or include as part of their operating activities commercial profit making activities (e.g. private patients in the NHS; non-educational activities, such as provision of accommodation, in further and higher education).  As such the commercial focus of accounting standards is relevant.

· The ASB includes the Committee on Accounting for Public-benefit Entities (CAPE). The CAPE acts to advise the ASB on the requirements of the public sector and not for profit sectors.

· Some standards deal directly with issues that are common to the public services, e.g. FRS 15 Tangible fixed assets/IAS 16, Property, plant and equipment.

· Accounting standards are mandatory if relevant to the organisation. Therefore standards that are not relevant need not be reported upon in the accounts (e.g. FRS 22/IAS 33 Earnings per share, will not apply to much of the public services).

· For the housing, further and higher education and charity sectors, the ASB gives negative assurance on sector SORPS that they do not contain any principles that are fundamentally unacceptable in terms of standard accounting practice.

· Application and interpretation of international standards in the central government and NHS sectors are regulated by the Financial Reporting Manual (FReM) and the NHS Manuals for account (prepared in accordance with the FReM).  The FReM in turn is produced by HM Treasury under the direction and approval of the Financial Reporting Advisory Board (FRAB).

· For local government, the CIPFA Code of Practice for Local Authority Accounting fulfils the same function as the FReM.

Other relevant points should attract credit 1 point per comment made to a maximum of 6

(b)
Students should clearly state the sectors on which they are answering.

Central Government

· Agencies (supply and non-supply) must comply with their accounts direction approved by HM Treasury which specifies the basis of preparation.

· Departments and agencies must comply with guidance in the Financial Reporting Manual.

· CG bodies generally required to comply with Companies Act, GAAP and international financial reporting standards where applicable.

· Treasury may require additional disclosures or prohibit choice of certain policies by way of additional guidance.

· “Dear Accounting Officer” letters deal with specific issues as they arise.

· Government Resources and Accounts Act 2000 and the Government Trading Funds Act 1973 outline the need for all of Central Government to produce accruals based resource accounts.

Charities

· The Charities Act 1993 sets out what financial records need to be maintained.

· Charities Commission publishes a SORP with which charities must comply.

· Small charities have exemption from some of the SORP’s requirements- e.g. a cash flow statement is not required for charities with less than £250K of income.

· The True and Fair override applies to Charities in their interpretation of the SORP.

Further and Higher Education

· HEFC issues annual accounts directions that set out the financial reporting requirements for the year for Higher Education establishments.

· The Learning and Skills Council sets out reporting requirements for Further Education establishments.

· A Further and Higher Education SORP is published by Universities UK which interprets the announcements of the ASB for the further and higher education sector.

· The British Universities’ Finance Directors Group includes an Accounting Standards Group that publishes further guidance notes.

Housing Associations

· The Registered Housing Associations Accounting Requirements establish the format and content of financial statements.

· A Housing Association SORP is published by the National Housing Federation and interprets accounting standards for the sector.

· The Housing Corporation issues a general determination and guidance notes on accounting issues.

· True and Fair override applies in interpreting the SORP.

Local Government

· The Local Government Code is published annually by CIPFA and provides interpretation of accounting standards.

· The Local Government and Housing Act 1989 legislates on treatment of capital.

· The Local Government Accounts and Audit Regulations 2003 establish requirements for the production of financial statements and their content.

· Other Orders are issued that deal with the financial reporting of specific areas of activity e.g. Housing Benefit Order, Pensions Increase Order.

NHS

· The Manuals for Accounts are published annually and set out the content of financial statements and how GAAP and international accounting standards are to be applied.

· Treasury retains the right to define accounting treatment in the NHS in that the manuals are required to be prepared in accordance with the principles set out in the FReM.

· The manuals are prescriptive for the NHS unlike the SORPs that are interpretive.

· Health Service Circulars are periodically issued to deal with specific accounting areas.

Credit to be awarded for any other valid points for any sectors 1 mark per point to a maximum of 4 per sector

Restrictions on public services’ application of accounting standards

· The public services need to demonstrate compliance with GAAP as deemed applicable by Treasury and other relevant authorities.

· FRS 18 and IAS 8 apply to the public services and require the selection of accounting policies that present a true and fair view, are consistent, reliable, relevant, comparable and understandable.

· The consolidation of accounts within public service organisations will restrict the scope of organisations to select their own accounting policies (e.g. consolidation within further and higher education).

· Some public sector organisation accounts are consolidated nationally e.g. the NHS, bodies included in the Department of Health summarised accounts. Accounting policies must be consistent across these groups.

· Fund accounting is prevalent in the public services and can have an impact on financial reporting as the users of the accounts require information on specific financial activities; e.g. local authorities and the general fund, housing revenue account and collection fund.

· The legislative requirements of each sector need to be adhered to in relation to financial reporting (e.g. LGHA 1989, NHS Act 1991).

1 mark per point to a maximum of 4 other valid points should attract credit 1 mark per point, up to a maximum of 10 for part (b)

(c)

· Whole of Government Accounts will require public sector organisations included in the group to apply accounting standards in a consistent manner.

· Organisations need to produce their own financial statements as well as contributing to the Whole of Government Accounts. This could lead to organisations having to report their own financial performance using one set of accounting policies to ensure a true and fair view and another set for WGA.

· Could lead to confusion about what an organisation’s financial performance really is.

· Range of bodies included in WGA is wide so may mean that the lowest common denominator is used to identify and interpret accounting standards.

Conclusion should be given as to whether WGA helps or hinders. Students not to be marked on the basis of their view but on their explanation and arguments.

1 mark per point other valid comments attract credit, up to a maximum of 4

(20)

Marking Scheme for question 6

This question tests learning outcomes B1and B3

(a)
(i) Further and higher education

FHE apply SSAP 4: Accounting for Government Grants in the standard way when accounting for capital grants. Revenue grants are reported through the operating account once the conditions of the grant have been met. Capital grants are normally retained on the balance sheet and amortised over the life of the asset to the operating account. 
	Dr Cash

Cr Deferred capital grants
	£100,000

£100,000



	Dr Fixed assets

Cr Cash
	£250,000

£250,000



	Dr I&E account: depreciation

Cr Accumulated depreciation
	    £5,000

    £5,000



	Dr Deferred capital grants

Cr I&E account: other income
	    £2,000

    £2,000





(½ mark for each set of journal entries and 1 mark for explanation)

(3)

(ii)  Housing association

The SHG is netted of the cost of the property to which it relates, which is an alternative treatment allowed by SSAP 4 but prohibited by the Companies Act.  Depreciation on the housing stock is calculated using the net worth of the housing stock held on the balance sheet (i.e. Historical cost net of SHG).

	Dr Cash

Cr SHG
	£100,000

£100,000



	Dr Fixed assets

Cr Cash
	£250,000

£250,000



	Dr I&E account: depreciation

Cr Accumulated depreciation
	   £3,000

   £3,000




Calculation of depreciation = (£250,000 - £100,000) / 50 years = £3,000


(½ mark for each set of journal entries, ½ mark for calculation of depreciation and 2 marks for explanation)(4)

(iii)  Charity

Charities broadly apply SSAP 4 but grants received where the conditions are not met in full are recognised in the SOFA as incoming resources with a transfer to the deferred income account in the balance sheet.

	Dr Cash

Cr SOFA: Incoming resources
	£100,000

£100,000

	Dr SOFA: Transfer to restricted funds

Cr Deferred income
	£100,000

£100,000

	Dr Fixed assets

Cr Cash
	£250,000

£250,000

	Dr SOFA: Outgoing resources: Depreciation (restricted fund)

Cr Accumulated depreciation
	   £5,000

   £5,000



(½ mark for each set of journal entries, plus ½ mark bonus if all 4, and ½ mark for explanation) (3)

(10)

(b)
(i)
Subsidiaries are organisations which are controlled by another.  The general rule is that an organisation which owns over 50% of the share capital of another has that company as a subsidiary.  
An associate is ‘an entity (other than a subsidiary) in which another entity (the investor) has a participating interest and over whose operating and financial policies the investor exercises a significant influence’. Significant influence is considered to mean involvement in the decision-making process over issues such as business expansion. 

An associate is often considered to exist where the parent company owns between 20% and 50% of the share capital of the other company.

IFRS 31 defines joint arrangements as one of three types:

· Jointly controlled operations

· Jointly controlled assets

· Jointly controlled entities 

Jointly controlled operations exist where there is a contractual arrangement, often on a long term basis, to work together.  No third party is formed as a separate entity as a result of this.
 

Jointly controlled assets may arise where organisations jointly contribute to the purchase and upkeep of assets and have equal use of these.  As with jointly controlled operations no formal third party is formed.


Consolidation is not required for jointly controlled operations or jointly controlled entities. (Under FRS 9 these would be classed as JANEs or JANETs). 

Jointly controlled entities exist where an entity exists in its own right but control of that entity is equally shared across two or more parent organisations.  Consolidation of these is required on a proportionate basis.



1 mark per well explained point to a maximum of 6

(ii)
FRS 2 Subsidiary Undertakings and IAS 27 Consolidated and separate financial statements require that where an organisation controls another organisation, group accounts need to be produced. 

The financial results of the subsidiary need to be reported in the group accounts.  Statements should be produced with matching accounting policies and year ends.


All the assets & liabilities of the subsidiary should be consolidated into the group’s balance sheet regardless of whether or not the parent owns 100% of the share capital. 

If they do not own 100% of the share capital, the other owners of the company are represented by a line showing ‘minority interest’ or ‘non-controlling interest’ on the balance sheet and income statement.



(1 mark per well explained point up to 4)



(10)


(20)
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