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Financial Reporting and Accountability December 2001
Marking Scheme

SECTION A (Answer one question)

Question 1 (Central Government)

Total part (a) 8 marks
Total part (b) 7 marks
Total part (c) 5 marks
Total part (d) 5 marks

Total 25 marks

€)] Reconciliation of operating surplusto net cash flow from operating activities

£000 £000
Surplus (10,458-7,840) 2,618 Ya
Add: Interest (w3) 395 2
Surplus on ordinary activities 3013
Non-cash items:
Buildings depreciation (w1b) 1920 1
Plant and equipment depreciation (w2b) 576 1
Profit on sade (note 3) (320 Yo
Losson sde (note 3) 64 2,240 Y

5253

Working capital adjustments:
Stock decrease 128 Y
Debtorsincrease (960) L7
Trade creditors decrease (274) (1,106 Yo
Net cash inflow from operating activities 4147 1

Total for part (a) - 8 marks
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Marking Scheme

(b)

Jordanstown Stationery Office
Cash Flow Statement for the Year Ended 31 March 2001

December 2001

Working £000 £000

Net cash inflow from operating activities 4,147
Returns on investment and servicing of finance

Interest received note 1 A

Interest paid note 1 (423
Net cash outflow from returns on investment
and sarvicing of finance (389
Capitd expenditure and financid investment

Payments to acquire buildings Wila (5,760

Payments to acquire fixtures and fittings W2a 974)

Receiptsfrom sdes of buildings Wilc 2,240

Receipts from sdle of fixtures and fittings W2c 128
Net cash outflow from capita expenditure and
financid invesment (4,366)
Cash outflow before management of liquid
resources and financing (608)
Management of liquid resources

Acquidtion of Short-terminvestments (1,920
Fnancing

Loanraisd 3,840
Increasein cash 1,312

(©

-

Yo
Yo

Ys

Y5

CF format and presentation 2 marks
Total for part (b) - 7 marks

Reconciliation of net cash flow to movement in net funds
(can be shown on face of cash flow statement or as a note)

£000
Increase in cash in the period (1,952 — 960 + 320) 1312
Cash inflow from new long-term loan (3840
Cash used to purchase short-term investments 1,920
Change in net funds (608)
Net funds at 1April 2000 (960 - 320) 640
Net funds & 31 March 2001 (1,920 + 1,952 — 3,840) 32
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Analysis of changesin net funds
At Cash At
1/4/00  flows  31/3/01
£000 £000 £000

Cashin hand and at bank %0 992 1952
Overdrafts (320 320 -
640 1,312 1952
Current asset investment - 1,920 1920
Debt due> 1 year - (3840 (3840
Totd 640 (608) K7 2%

Total for part (c) — 5 marks

@
1 | have prepared the cash flow dtatement for the financid year. The man
points of notein our performance are:

d anneinflow of cash from operating activities of £4,147k;

b a condgdeable outflow of cash in respect of capitd acquistions of
£6,734k, which in turn was patly offsst by capitd receipts of
£2,368k from the sdle of surplus assts,

€) rasgng of long term loan finance of £3,840k;

d  acquidtion of short term investments costing £1,920k

€) atotd increasein cash holdings of £1,312k over the year.

2 Cash inflows from operdting activities would amost have been enough to
match net capitd expenditure but it was thought necessary to raise a loan to
finance some of this. This nay have been because acquistions had to be
mede before ether operating funds or capitd receipts were avalable to
finance them.

3 Some of the Agency’s surplus cash has been invested in short term
investments but we now need to review our cash requirements for the
forthcoming year. One reason for this is tha the long term loan is cogting
us approximately 12 per cent pa, wheress the short term investment is only
eaning 5 per cent. We dso have cash holdings of £1,952k which will be
included when we caculate our required 6 per cent return on capitd.

4. | propose that unless we have an immediate need for the cash or the cash
which could be redised by liquidating our short term investments (eg for
additiond capitd expenditure in the next financid year) we should use
these funds to pay off some or al of the long term loan. Note the terms of
the loan may mean that this resultsin our having to pay pendty interest.

5 | a0 propose that in future, if we experience timing difficulties in our cash
flow for financing capitd expenditure, we use short term borrowings to
add to our liquid resources until the operating cash flows are avaladle.
These are easer to raise and redeem and can be matched to our precise
needs. However we should check that our legidative framework dlows us
to raise money in thisway.
Up to 1 mark per point made to a maximum of 5
(25)
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Workings:

1 Buildings

@ Atcogt
Opening baance
Disposd
Closng bdance

Additionsin year (baance)

()  Accumulated depreciation
Opening baance
Ondisposd
Closng bdance
Depreciation charge for year (baance)

(c)  Disposa account
Cost
Profitonsde
Accumulated depreciation
Cash received (to baance)

2 Plant and equipment
(@ Atcog
Opening baance
Disposal
Closing bdance
Additions (to baance)

Totd additions £1,024,000 less £50,000 unpaid = £974,000 paid during yesr.

(b  Accumulated depreciation
Opening baance
Ondisposal
Clodng bdance
Depreciaion (baance)

(c)  Disposd account
Cogt
Lossonsde
Accumulated depreciation
Cash received (to baance)

Opening baance

Paid and received

Clodng bdance

Income statement (to balance)

FRAXM1 Page 5 of 45

DR CR
£000  £000
6,592

3,200
9,152
5,760
12352 12352
2112
1,280
2,752
1920
4032 4,032
3,200
320
1,280
2,240
3520 3520
3,648
640
4,032
1,024
4672 4672
1984
448
2112
576
2,560 2,560
640
64
448
128
640 640
32
423 34
38
39%5
461 461

December 2001
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Question 2 (Further and Higher Education)

December 2001

(8 Reconciliation of operating surplusto net cash flow from operating activities

Surplus (Working 1)

Buildings depreciation (Working 2b)

Pant and equipment depreciation (Working 2b)
Profit on sde (note 3)

Losson sae (note 3)

Taxaion (Working 3)

Decreasein gock (1,184 — 1,312)

Increase in debtors (1,888 — 928)

Decreasein creditors [(656 — 50) — 976]

(b) Cash flow statement for the year ended 31 July 2001

Net cash inflow from operating activities (part (a) above)
Returns on investment and servicing of finance
Interest received (note 1)
Interest paid (note 1)
Net cash outflow from returns on investment and servicing of
finance
Taxation
Tax pad (note 1)
Capital expenditure and financial investment
Payments to acquire buildings (Working 23)
Payments to acquire plant and eguipment (Working 2a)
Rece pts from sdes of buildings (Working 2c)
Recepts from sde of plant and equipment (Working 2c)
Endowments received
Endowment investments made
Net cash outflow from capital expenditure and financiad
investment
Cash outflow before management of liquid resources and
financing
Management of liquid resources
Short-term investments (1,920 — 1,000)
Financing
Loan raised (3,840 — 1,000
Net cash inflow(2,032) — (960 — 30
Presentation
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£000

2452 2

2,020 1%

578 1

(320)} Y
64}

274 1

128 Y

(960) Y

(370) 1

3,866 (8)
£000  £000
3866

346 } Y
(474) }
(129)

(179) Y

(5460) 1%

(974) 1

2140 1

126 1

1,280 } Y
(1200 }
4,088
(529)

(920) Ya

2840 Y

1392 1

1
(9)
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(c) Reconciliation of net cash flow to movement in net funds

£000

Increase in cash (2,032) — (960 — 320) 132
Long-term loans raised (2,840
Endowment investment made 1200
Short-term investments made 920
Change in net funds during year 672
Net funds at 1August 2000 640
Net funds at 31 July 2001 1312
Analysis of changesin net funds At Cash At

1/8/00 flowms  31/7/01
£000 £000 £000

Cashin hand and at bank 960 1,072 2032
Overdrafts (320 320 -

640 1,392 2032
Endowment investment - 1,200 1,200
Current asset investment 1,000 920 1920
Debt due> 1 year (1,000 (2840 (3840
Total 640 672 1312

@

The college geerated a net cash inflow from its operations of £3,866k, largely
through its surplus for the year and its depreciation retentions.

The man utlistion of cash was the acquigtion of net tangible fixed assts
amounting to £4,168k (£5,460k + £974k — £2,140k - £126K).

During the year the college's short term investments increased by £920k while it
a0 increased long term loans by £2,840k.

Ovedl the college has increased its cash baances during the year by dmogt
£1.4m to over £2m. This raises two related fundamenta questions about the cash
management at the college — (i) why did it need to raise loans of dmost £3m? and
(i) why did it not invest more of its cash resources?

One mark for each valid point made up to a maximum of 4 marks

(4)
25
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Workings
1  SurplugDeficit for year £000
Income & expenditure account 31.7.01 11,100
Income & expenditure account 31.7.00 (8,840
Net interest payable (Working 4) 192
Operating surplus for year 2452
2 Tangiblefixed assets Buildings  Plant &
equipment
£000 £000
(@& Cost/valuation
Baance 31.7.00 6,592 3,648
Digpos (note 3) (3200 (640)
Revauation (11,300 - 10,750 - 250 land 300
(note 4)
Amount owing in respect of P& E (note 2) 50
Additions pad for (baancing item) 5460 974
Baance 31.7.01 9152 4,032
(b) Accumulated depreciation
Baance 31.7.00 2112 1984
Ondisposa (3,200 — 1,820; 640— 190) (note (1,380) (E50)
3
Depreciation charge for year (baance) 2020 578
Bdance 31.7.01 2,152 2112
(c) Sale proceeds(note 3)
Book vaue on disposal 1820 190
Profit/(loss) on disposd 320 ()
Cash proceeds 2140 126
3 Taxation
Bdance 31.7.00 (176)
Payment (note 1) 178
Chargeto I&E ac (bdancing item) (274)
Baance 31.7.01 (212
4  Interest payable
Bdance 31.7.00 (€]
Payment (note 1) 474
Receipts (note 1) (346)
Chargeto I& E alc (bdancing item) (192
Bdance 31.7.01 (9
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Question 3 (Health Service)

@ Calculation of operating surplus:

Retained surplusfor year [3,400-840]

Public Dividend Capitd dividends paid (note 6)
Interest received (note 6)

Profit on diposd of buildings (note 2)

Losson digposd of plant and equipment (note 2)

Operaing Surplus

Note 1 Reconciliation of operating surplusto net cash flow from operating

activities

Tota operating surplus

Depreciation charge (7?)

Decreasein stock [1,312-1,184]
Increase in debtors[928-1,183]

Decrease in creditors [924-1,134]

Net cash inflow from operating activities

FRAXM1 Page 9 of 45

December 2001

Total part (a) 6 marks
Total part (b) 9 marks
Total part (c) 4 marks
Total part (d) 6 marks

Total 25 marks

£000
250
474
(346)
(320)
64
2432

£000
242
24%
128
(960)
(210
3886

Yo
Yo
Y
Yo
Yo

Ya
Yo
Yo



Financial Reporting and Accountability December 2001
Marking Scheme

(b Jordanstown NHS Trust
Cash flow statement for the year ended 31 March 2001
Working £000 £000
Net cash inflows from operating activities 3886
Returns on investments and servicing of
finance
Interest received 36
Interes pad 0
Net cash inflow from returns on
investments and servicing of finance 346
Capital expenditure
Payments to acquire tangible fixed assets 1(b), 1(c) (6,734) 2Y>
Receipts from sales of fixed assets 10 2368 1%
Net cash outflow fromcapital expenditure (4,366)
Dividends paid (474) Y
Net cash outflow before financing (608)
Financing
New public dividend capitd received (21,852 — 18,960) 282 1
Net cash inflow from financing 280
Increasein cash [2,924— (960 — 320)] 2284
Format and presentation 2
9)
(©
Reconciliation of net cash flow to movement in net funds
(can be shown on face of cash flow statement or as anote)
£000
Increasein cash in the period (2,924 - 960 + 320) 2,284
Change in net funds 2,284
Net fundsa 1 April 2000 (960 - 30) 640
Net funds at 31 March 2001 2,924
2
Analysis of changesin net funds
At Cash At
1.4.00 Flows 31.301
£000 £000 £000
Cash in hand and a bank 90 1964 2924
Overdrafts (320 320 0
640 2284 2924
2

FRAXM1 Page 10 of 45



Financial Reporting and Accountability December 2001
Marking Scheme

(d) The Externd Financing Limit (EFL) is a key financid target which NHS
Trusts are required to meet, and it is linked very closdly with the cash flow
daement. A sdection of the following points should be made to explain the
EFL:

- The target is agreed prior to the start of the financid year (with the NHSE
Regiond Office)

- It represents the difference between interndly generated cash (from
depreciation, interest received, capitd receipts etc) and the agreed cepitd
programme for the forthcoming year.

- If interndly generated cash is inaufficient to fund the required capita
expenditure for the year, a podtive EFL will be set. Under these
crcumgances, the NHSE Regiond Office will provide additiond public
dividend cgpitd.

- If interndly generated cash more than covers the capitd programme, then
cash will be pad back to the NHSE (repayment of public dividend
capitd). The Trust will be set anegative EFL under these circumstances.

- NHS Trusts are now required to have cash badances a the end of the year
which are amilar to the balances a the dat of the year. This makes
achievement of the EFL target more difficult than previoudy.

- The actud Externd Financing Requirement (EFR) for the year should be
compared to the External Financing Limit (target) at the end of the year.

The EFR can be identified on the cash flow statement as the net cash flow
before financing and management of liquid resources.

1 mark per point to a maximum of 4

The performance of Jordanstown NHS Trust is as follows:

-  EFR for the yer was £608,000 (net cash outflow before financing and
management of liquid resources)

- EFL target was £700,000

- The EFL has been undershot by £92,000, which means that dther interndly
generated cash was higher than planned or the capitd programme was lower than
planned.

1 mark per point to a maximum of 2

6
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Workings:

1. Capita

(@ Land
Opening NBV
Additions
Dispods
Closing NBV

(b) Buildings Graoss Current Cost
Opening GCC [23,440-18960+2,112]
Additions[badancing item]
Disposds [note 2]
Clogng GCC [25,360- 18,960+2,752]
Buildings Accumulated Depreciation
Opening [note 4]
Charge for year [balancing item]
Dispos [3,200-1,920 (note 2)]
Closng [note 4]

(c) Equipment Gross Current Cost
Opening GCC [1,664+1,984]
Additions[baancing item]

Digposas [note 2]

Closng GCC [3,200+2,112-1,280]
Equipment Accumulated Depreciation
Opening [note 4]

Charge for year [bdancing item]
Digposd [640-192 (note 2)]

Closng [note 4]

(d Disposds

Buildings Net Book Vaue[note 2]
Sdes proceeds [baancing]
Profit on digposd of buildings [note 2]

Equipment Net Book Vaue [note 2]
Sdes proceeds [baancing]
Loss on disposd of equipment [note 2]
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£000
18,960

18,960

6502
5,760
(3200
9152

2112
1920
(1,280)

3648
1,024
(Y
4032

1984
576
(448)

1920
2,240

(D)
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Question 4 (Housing Associations)

December 2001

(8 Reconciliation of operating surplusto net cash flow from operating activities

Surplus (working 1)

Buildings depreciation (Working 2 (b))

Pant and equipment depreciation (Working 2 (b))
Profit on sale (notes 3 and 4 and working 2(c))
Losson sae (note 3)

Incresse in provisons

Decreasein gock (1,184 — 1412)

Increase in debtors (1,888 — 1,388)

Decrease in areditors[(928 — 50) — 1,157

(b) Cash flow statement for the year ended 31 July 2001

Net cash inflow from operating activities (part (a) above)
Returns on investment and servicing of finance
Interest received (note 1)
Interest paid (note 1)
Net cash outflow from returns on investment and servicing of
finance
Capital expenditure and financial investment
Payments to acquire buildings (Working 2a)
Paymentsto acquire plant and eguipment (Working 2a)
Receipts from sde of land (working 2(c))
Rece pts from sdes of buildings (Working 2¢)
Recepts from sde of plant and equipment (Working 2c)
Socid housing grant received (Working 4)
Socid housing grant repaid (note 3)
Net cash outflow from capitd expenditure and financid
investment
Cash inflow before management of liquid resources and financing
Management of liquid resources
Short-term investments (1,920 — 1,400)
Financing
Loanraised (9,650 — 7,400)
Net cash inflow[1,952 — (320)]
Presentation
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£000

36
__ (814

(3,760)
(674)
30
1,140
8
1930

(270)

£000
2,282 3

520 1
316 1
(€1 1

0 }

50 1
208 Ys
(500) Ys
(274) 1

2316 (9)
£000
2316
} 1y
}

(528)

1

1

1

1

1
(1,246)

542
(520) Yy
2250 1y
2272 1

1%
9)
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(c) Reconciliation of net cash flow to movement in net funds

£000

Increase in cash [1,952 — (320)] 2212

Long-term loans raised (2250
Short-term investments made 520

Change in net funds during year 542

Net funds at 1August 2000 (6,320)

Net funds a 31 July 2001 (5,778) 1%
Analysis of changesin net funds At Cash At

1/8/00 flowms  31/7/01
£000 £000 £000

Cashin hand and at bank - 1952 1952
Overdrafts (320 320 -
(30 2272 1952
Current asset investment 1,400 520 1,920
Debt due> 1 year (7,400) 2250) (9650
Total (6,320 542 (5,778 1%

©)

The Asxociaion genersted a net cash inflow from its operations of £2,366k,
largdy through making a surplusfor the year.

The man utlisstion of cash was the acquistion of na tangible fixed assts
amounting to £2956k (£3510k + £674k — £1,140k - £88k), patly offsst by net
SHG received of £1,660k (£1,930k - £270k).

During the year the Association's short term invesments incressed by £520k
while it dso increased long term loans by £2,250k.

Overdl the Association has increased its cash baances duing the year by amost
£2.3m, taking it from an overdraft of £320k to dmogt £2m in hand. This raises
two relaied fundamenta questions about the cash management at the Association —
(i) why did it nead to rase loans of dmost £2.250k? and (ii) why did it not invest
more of its cash resources?

One mark for each valid point made up to a maximum of 4 marks. 4

(25)

FRAXM1 Page 14 of 45



Financial Reporting and Accountability
Marking Scheme

Workings

1  SurplugDeficit for year
Revenue resarves 31.3.01
Revenue resarves 31.3.01

Transfer to designated reserves (720 - 580)
Transfer to restricted reserves (670 — 240)

Net interest payable (Working 3)
Surplusfor year

2  Tangiblefixed assets

(@ Cost/valuation
Baance 31.3.00
Disposd (iii)
Revauation (3,950 - 3,100)

Amount owing in respect of P& E (ii)

Additions paid for (baancing item)
Balance 31.3.01

(b Accumulated depreciation
Bdance 31.3.00

Ondisposd (1,200 — 820; 340 — 152) (jii)
Depreciation charge for year (baance)

Bdance 31.3.01

(c) Sale proceeds(jii)
Book vaue on disposa
Profit/(loss) on disposa
Cash proceeds

3 Interest payable
Baance 31.3.00
Payment (i)
Recaipts (i)
Chargeto I&E alc (bdancing item)
Baance 31.3.01

4 SHG
Baance 31.3.00
Payment (i)
Chargeto I& E alc (bdancing item)
Balance 31.3.01

FRAXM1
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December 2001
£000
8330
(7,740)
140
430
592
2,282
Buildings Plant & Land
equipment
£000 £000 £000
8592 3,648 12,000
(1,200) (340 (20
850
50
3760 674
11152 4,032 12,600
2612 1,934
(380) (188)
520 316
2,752 2112
820 152 250
320 (2] 50
1140 88 800
3
874
(346)
(392)
€S
(3170
270
(1930
4,830
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Question 5 (L ocal Gover nment)

Reconciliation of net surplusto cash inflow

December 2001

£000 £000
Genera fund surplus (1,139+130) (1,269 )
Add items not resulting in cash flow
Depreciation (190 1
Additiond MRP (152-190) 33 2
Direct revenue financing (%49 1
(701
Movements in working capital
Less decrease in creditors (1,024-1,504) 480 %)
Add decrease in debtors (888-928) (40 )
Add decrease in stock (1,184-1,312) (128 Y
312
Add revenue costs of financing
Net interest [324 (working 1) — 16 (note 1)) (308 2
Cesh inflow from revenue (1,966) (8)
Working 1
AMRA Reconstruction
AMRA
£000 £000
Depreciation 190 | As rentds (190+456) 646
Actual interest (balance) 324
AMRA adjustment 132
646 646
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Cash flow statement for the year ended 31 March 2000

Revenue activities
Cash outflows

Cash paid to employees

Other operating cash payments
Cash inflows

Precepts

Grants

Net cash inflow from revenue activities
Returns on investments and servicing of finance
Interest paid

Interest received

Capital activities
Purchase of assets (working 2)
Sde of fixed assets (working 3)

Management of liquid resour ces

Net increase/decrease in short term deposits
Financing

Movement in loans

Net (increase)/decrease in cash

Presentation
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December 2001

Ya
Ys

Ya
Ya

Yo

Ye

Yo

£000 £000
48%
3100
(5802
(4,100)
(9902)
(1,966)
4
(16)
308
2539
(1325
1214
520
(169)
(92)

Z
©
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Working 2
Fixed Assets
£000 £000
Opening baance 6,144 | Deprecidion 190
FARR (2,797 — 1,904) 893
Additions (balance) 2,539 | Closngbaance 7,600
8,683 8,683
Working 3
Usable Capital Receipts
£000 £000
Used capita receipts— cfr 1,600 | Opening baance 434
Clogng bdance 159 | Cash received (balance) 1,325
1,759 1,759
FRAXM1
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(©

@

Reconciliation of net cash flow to movement in net funds

£000
Increase in cash in the period 92
Cash inflow from new long-term loan (163
Cash used to purchase short-term investments 520
Change in net funds 444
Net fundsa 1 April 2000 (2712
Net funds & 31 March 2001 (2268

Analysis of changesin net funds
At 1/4/00 Cashflows At 31/3/01

£000 £000 £000
Cashin hand and at bank 9%0 27 1052
Current ass¢t investment - 520 520
Debt due> 1 year (3672 (168) (3,840
Totd (2,712) 44 (2,268)

December 2001

Council generated a net cash inflow from revenue ectivities of £1,966,000

largely due to cash received from grants and precepts.

Management of working capitd has impacted on this figure — the Coundil
has less creditors a the year end resulting in a large cash outflow, offset

dightly through alower stock balance and less debtors at the year end.

The main utilisstion of cash was the acquistion of new fixed assets, which
have been financed through a contribution of cash from the sdes of fixed

asts, revenue and long term |oans.

The authority invesed surplus cash & the year-end in a short term

investment.

1 mark per comment to a maximum of 4

FRAXM1 Page 19 of 45



Financial Reporting and Accountability December 2001
Marking Scheme

SECTION B (Answer one question)

Question 6 (Central Government)

MEMORANDUM

To: Finance Director

From: Accountant

Dae 4 December 2001

Subject: Outstanding accounting issues

As requesed, | have outlined bdow explangtions rdaing to the outstanding
accounting adjustments.

Format & presentation 1
Issue 1:

FRS 3 Reporting Financial Performance requires a prior period adjusment in the
financid satements for the year ended 31 March 2001 since the creditors relate to
previous years and ther omisson has only now been discovered.  Therefore it
represents a fundamentd error, ie if it had been discovered a the time, the financid
satements would have been restated since they would no longer give a true and far
view.

Opening resarves are incorrect and will have to be adjusted, including comparatives.
The prior period adjusment should adso be recorded in Satement of total recognised
gansand losses.

DR Gengrd Resarve £150,000

CR Creditors £150,000
1mark for explanation
1 mark for accounting entries

Issue 2:

FRS 5 Reporting the substance of transactions and the (ASB’s Statemert of
Principles) define assets as ‘rights or other access to future economic benefits
controlled by an entity as a result of past transactions or events. Assats should be
recognised at the point when the organisation has access to economic benefits.  In the
cae of Foyle Agency access to economic benefits occurred from 12 March 2001, so
the equipment should be capitdised on the baance sheet as a that date:

DR Fixed Assets £250,000
CR Suspense Account  £250,000

FRS 15 Tangible Fixed Assets deds with the initid measurement of fixed assets, ther
revduation and depreciation. HM Treasury guidance dso determines the trestment of
fixed assts.  Revduaion by indexation is compulsory where there is a materid
difference between the opening and dosng vaues of tangible fixed assets. It is highly
unlikely that there will be a maerid difference between 12 and 31 March. The asst
should not be depreciated (in accordance with the Agency’s policy).
2 marks for explanation
1 mark for accounting entries
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Issue 3:

SSAP 21 Accounting for Leases and Hire Purchase Contracts deds with the
definitions of leases and their accounting treatment.

In this case the job monitoring sysem should be capitdised on the baance shedt a its
far vdue and the finance leese payment should be split between principd and
interest. Finance leases should be depreciated over the shorter of the lease term or the
useful economic life of the assat.

The repayment schedule over the life of the lease can be established by one of 3 ways:
- Assume graight line repayment of principa
- Use aum of digits method to provide a more redidic estimate of the principd
repayment schedule
- Usethe actuarid method to establish the exact principa repayment.

Students should pick one of the first two methods to calculate thefirst year principal
repayment.

Straght line
Far vaue £500,000
Term of lease 10years

Principd per year £50,000

Therefore, interest eement is £20,000 (£70,000 - £50,000)

Sum of digits

10+9+8+7+6+5+4+3+2+1 =55  [or n(n+1)/2)

Interest for term of lease = £70,000x10 - £500,000 = £200,000

Year 1 Interest = 10/55 x £200,000 = £36,364 Principa = £33,636
Year 2 Interest = 9/55 x £200,000 = £32,727 Principd = £37,273

Required accounting entries

Straight Line Sum of Digits
Capitalise Asset £ £
DR Fixed Asset 500,000 500,000
CR Creditors < lyear 50,000 33,636
CR Creditors> lyear 450,000 466,364
L ease Payment
DR Interest payable 20,000 36,364
DR Creditors< 1 year 50,000 33,636
CR Cash/ Bank 70,000 70,000
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Next year's principa

DR Creditors > 1yr 50,000 37,273
CR Creditors < 1yr 50,000 37,273

Depreciation (lease term)

DR Operating 50,000 50,000
expenditure

CR Accumul ated 50,000 50,000
Depreciation

2 marks for explanation
3 marks for accounting entries
I ssue 4:

SSAP 2 Disclosure of Accounting Policies requires prudence when reporting income.
In the two cases relating to bad or doubtful debts SSAP 2 requires adjusments to be
meade to the vaue of debtorsin the baance sheet.

For the bankrupt debtor the correct accounting trestment is to write off the whole
amount:

DR Bad Debts £30,000

CR Debtors £80,000

For the other doubtful debits, if the student takes a highly prudent approach they may
uggest:

DR Bad debt expense £60,000

CR Debtors £60,000

Alterndively, students may choose to st up abad debt provison:
DR Bad debt expense £60,000
CR Provison for bad debts £60,000

FRS 18 Accounting Policies may be quoted as the accaunting standard which replaces
and consolidates the requirements of SSAP 2. Full credit should be given for this.
2 marks for explanation
2 marks for accounting entries

For the negligence clam, FRS 12 Provisions, Contingent Liabilities and Contingent
Assets is rdevant. FRS 12 suggests that a provison should be made when an entity
has a present obligation as a result of a past event (the accident in this case), it is
probable that the obligation will leed to a trandfer of economic benefit (a payout is
probable), and a relidble esimate of tha obligation can be made (an expected vaue
has been provided in the question).

Foyle Agency should therefore establish a provison and charge the expected vaue of
thefinal settlement to the I&E.
DR Expenditure £350,000
CR Provison £350,000
1 mark for explanation
1 mark for accounting entries
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Issue 5:

Accounting for assets funded through donations is determined by the resource accounting
manud. The vaue of the assets transferred should be credited to a donation reserve. The
accounting entriesfor thisare:

DR Fixed assets £130,000
CR Donation resarve £130,000

Depreciation should be charged to the 1& E account in accordance with the Agency’s policy
(see note 2) and matched with a release from the donation reserve to income.

Depreciaion cdculaion £130,000/ 5 = £26,000 per year
£26,000 x 9/12 = £19,500 for thisyear

DR |&E - depreciation £19,500

CR Accumulated depn. £19,500

DR Donation Resarve £19,500

CR Income — other £19,500

1 mark for discussion
2 marks for accounting entries

(20)
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Question 7 (Further and Higher Education)

MEMORANDUM

To: Director of Finance

From: Financid Accountant

Dae 4 December 2001

Subject: Outstanding accounting issues

As requested, | have outlined bdow explanaions rdaing to the outstanding
accounting adjustments.
Format & presentation 1

Issue 1:

FRS 3 Reporting Financial Performance requires a prior period adjusment in the
financd datements for the yer ended 31 July 2001 snce the creditors relate to
previous years and they have only now been discovered. Therefore it represents a
fundamentd eror, i.e if the eror had been discovered a the time the financid
datements would have been redtated since they would no longer give a true and fair
view.
Opening resarves are incorrect and will have to be adjusted, as will comparative
figures The prior period adjusment should dso be recorded in Statement of totd
recognised gains and losses.
DR Accumulated genera reserve (I& E reserve) £150,000
CR Creditors £150,000
1 mark for explanation
1 mark for accounting entries

Issue 2:

FRS 5 Reporting the substance of transactions and the (ASB’s Statement of
Principles) define assets as ‘rights or other access to future economic benefits
controlled by an entity as a result of past transactions or events. Assts should be
recognised at the point when the organisation has access to economic benefits.  In the
cae of Foyle University access to economic benefits occurred from 12 July 2001, so
the equipment should be capitdised on the baance sheet as a that date:

DR Fixed Assets £250,000
CR Suspense Account £250,000

FRS 15 Tangible Fixed Assets deds with the initid measurement of fixed assats, ther
revaluation (not compulsory) and depreciation. The asset should be depreciated from
the date of capitdistion. Depending on the universty’s accounting for depreciation
policy (and assuming a 10 yer asst life with no resdud vaues) the depreciation
charge could range from £25,000 if a full year's depreciation is charged to nil if it is
argued that 19 days ownership would result in an immaterid depreciation charge.

Taking the former assumption, the accounting entries would be:

DR Income and expenditure account £25,000
CR Fixed Assets £25,000

2 marks for explanation
2 marks for accounting entries
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Issue 3:

SSAP 21 Accounting for Leases and Hire Purchase Contracts deds with the
definitions of leases and their accounting trestment. In this case the computerised
sydem should be cgpitdised on the bdance sheet a its far vdue, and the finance
lease payment should be split between principd and interest.  Finance leases should be
depreciated over the shorter of the lease term or the useful economic life of the asst.

The repayment schedule over the life of the lease can be established by the sum of
digits method to provide an estimate of the principa repayment schedule.

Students may use an alter native method to cal culate the principal repayments and full
credit should be allowed for itscorrect application.

Sum of digits = 10+H+8+7+6+5+4+3+2+1 =55  [or n(n+1)/2)]

Interest for term of lease = £70,000x10 - £500,000 (fair vaue) = £200,000

Year 1 Interest = 10/55 x £200,000 = £36,364; Principa = £70,000 - £36,364 = £33,636
Y ear 2 Interest = 9/55 x £200,000 = £32,727; Principd = £70,000 - £32,727 = £37,273

The required accounting entries are:

DR Fixed Assets £500,000
CR Creditors > lyear £466,364
CR Creditors< 1yr £33,636
Accounting for the capitaisation of the assat.

DR Income and expenditure account £36,364
DR Creditors < lyear £33,636
CR Suspense £70,000
Accounting for the amount due in repect of the lease paymert.

DR Creditors> lyear £37,273
CR Creditors< 1yr £37,273
Accounting for next year's principa repayment.

DR Income and expenditure account £50,000
DR Fixed asset £50,000

Accounting for the annual depreciation charge
3 marks for explanation
3 marks for accounting entries

Issue 4:

SSAP 2 Disclosure of Accounting Policies reguires prudence when reporting income.
In the two cases rdding to bad or doubtful debts the SSAP 2 requires the debt to be
written off to the |& E Account.

DR Income and expenditure account £140,000
CR Debtors £140,000

FRS 18 Accounting Policies may be quoted as the accounting standard which replaces
and consolidates the requirements of SSAP 2. Full credit should be given for this.
1 mark for explanation
1 mark for accounting entries
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For the unfar dismissa cam, FRS 12 Provisions, Contingent Liabilities and
Contingent Assets is rdevant. FRS 12 suggests that a provison should be made when
an entity has a present obligation as a result of a past event (the dismissd in this case),
it is probable that the obligation will lead to a trandfer of economic benefit (a payout is
probable), and a rdiable etimate of that obligation can be made (an expected vaue
has been provided in the quedion). Foyle Universty should establish a provison and
charge the expected vaue of the find settlement to the I&E.

DR Income and expenditure account £350000
CR Provison £350,000
1 mark for explanation
1 mark for accounting entries

Issue5:

SSAP 4  Accounting for Government Grants deds specificaly with asssance
received from government sources. However, SSAP 4 is dso indicaive of best
practice for accounting for assstance from other sources. Donated fixed assets should
be included in the bdance shest a vauation with the corresponding credit to reserves
(e.g. donation reserve). The accounting entries for this transaction are:

DR Fixed assds £130,000
CR Donation reserve £130,000

As the equipment has been in use for mogst of the financid year, it is prudent to charge
a full year's depreciation to the I&E account, and this should be matched with a
release from the donation reserve to income.  The accounting entries ares

DR Income and expenditure account £26,000
CR Fixed assets £26,000
DR Donation Reserve £26,000
CR Income and expenditure account £26,000

1 mark for discussion
2 marks for accounting entries

(20)
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Question 8 (Health Service)

MEMORANDUM

To: Director of Finance

From: Accountant

Dae 4 December 2001

Subject: Outstanding accounting issues

As requested, | have outlined bdow explanations rdating to the outstanding
accounting adjustments.

Format & presentation 1
Issue 1:

FRS 3 Reporting Financial Performance requires a prior period adjusment in the
financid satements for the year ended 31 March 2001 since the creditors relate to
previous years and they have only now been discovered. Therefore it represents a
fundamenta error, ie if it had been discovered a the time, the financid datements
would have been restated since they would no longer give atrue and fair view.

Opening resarves are incorrect and will have to be adjused, including comparatives.
The prior period adjusment should adso be recorded in datement of tota recognised
gansand losses.

DR I& E Reserve £150,000
CR Creditors £150,000
1 mark for discussion
1 mark for accounting entries
Issue 2:

FRS 5 Reporting the substance of transactions and the (ASB’'s Statement of
Principles) define assets as ‘rights or other access to future economic benefits
controlled by an entity as a result of pagt transactions or events. Assets should be
recognised a the point when the organisation has access to economic benefits. In the
case of Foyle NHS Trust access to economic benefits occurred from 12 March 20001,
30 the equipment should be capitalised on the balance sheet as a that date:

DR Fixed Assets £250,000
CR Suspense Account  £250,000

FRS 15 Tangible Fixed Assets deds with the initid measurement of fixed assets, their
revduation (not compulsory) and deprecidtion. The asset should be depreciated from
the date of capitdisation. However, the NHS Cgpitd Accounting Manud and Manud
for Accounts date that depreciation should not be charged in the quater of
acquisition. So, no depreciaion is due for the theetre equipment for 2000/2001.

1 mark for discussion
2 marks for accounting entries
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Issue 3:

SSAP 21 Accounting for Leases and Hire Purchase Contracts deds with the
definitions of leases and their accounting treatment.

In this case the pathology system should be capitdised on the badance sheat a its far
vaue, and the finance lease payment should be plit between principd and interest.
Finance leases should be depreciated over the shorter of the lease term or the useful
economic life of the asset.

The repayment schedule over the life of the lease can be established by one of 3 ways:

- Assume graight line repayment of grincipa

- Use sum of digits method to provide a more redigic esimate of the principa
repayment schedule

- Usethe actuarid method to establish the exact principa repayment.

Students should pick one of the first two methods to calculate the first year principal repayment.

Straght line
Fair vdue £500,000
Term of lease 10years

Principd per year £50,000

Therefore, interest dement is £20,000 (£70,000 - £50,000)

Sum of digits

10+H8+7+6+5+4+3+2+1 =55 [or n(n+1)/2]

Interest for term of lease= £70,000x10 - £500,000 = £200,000

Year 1 Interest = 10/55 x £200,000 = £36,364 Principa = £33,636
Year 2 Interest = 9/55 x £200,000 = £32,727 Principd = £37,273

Required accounting entries

Straght Line Sum of Digits
Capitalise Asst £ £
DR Fixed Asset 500,000 500,000
CR  Creditors< lyear 50,000 33,636
CR  Creditors> lyear 450,000 466,364
L ease Payment
DR  Interest payable 20,000 36,364
DR  Creditors< 1 year 50,000 33,636
CR  Cash/Bak 70000 70,000
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Next year' s principa
DR  Creditors> 1yr 50,000 37,273
CR  Creditors< 1yr 50,000 37,273

Depreciation (lease term)

DR  Operaing expenditure 50,000 50,000
CR  Accumulated Depreciation 50,000 50,000

2 marks for explanation
3 marks for accounting entries

Issue 4:

SSAP 2 Disclosure of Accounting Policies requires prudence when reporting income.
In the two cases relating to bad or doubtful debts the SSAP 2 requires the debt to be
written off to the I&E  Account.

For the Hedth Authority, the NHS does not recognise “inter-NHS bad debts’, so the
correct accounting treatment (per the NHS Manud for Accounts) is to issue a credit
note:

DR Income from ectivities £80,000
CR Debtors £80,000

For the private paient income, the write off should be through bad debt expense on
the I&E. If the student takes a highly prudent approach they may suggest:

DR Bad debt expense £60,000
CR Debtors £60,000

Alternatively, students may choose to set up abad debt provison:

DR Bad debt expense £60,000
CR Provison for bad debts £60,000

FRS 18 Accounting Policies may be quoted as the accounting standard which replaces
and consolidates the requirements of SSAP 2. Full credit should be given for this.

2 marks for explanation
2 marks for accounting entries

For the dinicd negligence dam, FRS 12 Provisions, Contingent Liabilities and
Contingent Assets is rdevant. FRS 12 suggests that a provison should be made when
an entity has a present obligation as a result of a past event (the operation in this case),
it is probable that the obligation will lead to a trandfer of economic bendfit (a payout is
probable), and a relidble estimate of tha obligation can be made (an expected vaue
has been provided in the quegtion).
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Foyle NHS Trust should establish a provison and charge the expected vaue of the
find settlement to the I&E.

DR Expenditure £350,000
CR Provison £350,000
1 mark for explanation
1 mark for accounting entries
Issue 5:

SSAP 4 Accounting for Government Grants deds specificdly with assstance
receved from government sources. However, SSAP 4 is dso indicaive of best
practice for accounting for assistance from other sources. In the case of NHS Trusts,
accounting for assets funded through donations is determined by SSAP 4. The
accounting entries for this transaction are:

DR Fixed assets £130,000
CR Donation resarve £130,000

As the equipment was in use in June 2000 (quarter 1), 3 quarters of depreciaion
should be charged to the I&E accaunt, and this should be matched with a rdlease from
the donation reserve to income.

Depreciaion £130,000/ 20 = £6,500 per quarter
DR Expenditure £19,500
CR Accumulated depn. £19,500
DR Donation Reserve £19,500
CR Income — other £19,500

1 mark for discussion
2 marks for accounting entries

(20)
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Question 9 (Housing Associations)

MEMORANDUM

To: Director of Finance

From: Financid Accountant

Dae 4 December 2001

Subject: Outstanding accounting issues

As requesed, | have outlined bdow explanaions rdaing to the outstanding
accounting adjustments.
Format & presentation 1

Issue 1:

FRS 3 Reporting Financial Performance requires a prior period adjusment in the
financid daements for the year ended 31 March 2001 snce the creditors relate to
previous years and they have only now been discovered. Therefore it represents a
fundamental error, ie if the eror had been discovered a the time the financid
datements would have been restated since they would no longer give a true and fair
view.
Opening resarves are incorrect and will have to be adjusted, as will comparative
figures The prior period adjusment should dso be recorded in Statement of totd
recognised gains and losses.
DR Income and expenditure reserve £150,000
CR Craditors £150,000
1 mark for explanation
1 mark for accounting entries

Issue 2:

FRS 5 Reporting the substance of transactions and the (ASB’'s Statement of
Principles) define assets as ‘rights or other access to future economic benefits
controlled by an entity as a result of past transactions or events. Assets should be
recognised at the point when the organisation has access to economic benefits.  In the
cae of Foyle Housng Association access to economic benefits occurred from 12
March 2001, s0 the equipment should be capitdised on the bdance sheet as a tha
date:

DR Fixed Assets £250,000
CR Suspense Account £250,000

FRS 15 Tangible Fixed Assets deds with the initid measurement of fixed assets, ther
revaluation (not compulsory) and depreciaion. The asset should be depreciated from
the date of capitdisation. Depending on the Association’s accounting for depreciation
policy (and assuming a 10 year asst life with no resdud vaues) the depreciaion
charge could range from £25,000 if a full year's deprecidion is charged to nil if it is
argued that 19 days ownership would result in an immaterid depreciation charge.
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Taking the former assumption, the accounting entries would be:

DR Income and expenditure account £25,000
CR Fixed Assets £25,000
2 marks for explanation
2 marks for accounting entries

Issue 3:

SSAP 21 Accounting for Leases and Hire Purchase Contracts deds with the
definitions of leases and their accounting treatment. In this case the computerised
sysem should be capitdised on the baance sheet a its far vaue, and the finance
leese payment should be split between principa and interest.  Finance leases should
be depreciated over the shorter of the lease term or the useful economic life of the
asset.

The repayment schedule over the life of the lease can be edtablished by the sum of
digits method to provide an esimate of the principa repayment schedule.

Students may use an alter native method to cal culate the principal repaymentsand full
credit should be allowed for its correct application.

Sum of digits = 10+H+8+7+6+5+4+3+2+1 =55  [or n(n+1)/2)]

Interest for term of lease = £70,000x10 - £500,000 (fair vdue) = £200,000

Year 1 Interest = 10/55 x £200,000 = £36,364; Principd = £70,000 - £36,364 = £33,636
Year 2 Interest = 955 x £200,000 = £32,727; Principd = £70,000 - £32,727 = £37,273

The required accounting entries are:

DR Fixed Assets £500,000
CR Creditors > lyear £466,364
CR Creditors< 1yr £33,636
Accounting for the capitaisation of the assat.

DR Income and expenditure account £36,364
DR Creditors < lyear £33,636
CR Suspense £70,000
Accounting for the amount due in respect of the lease paymen.

DR Creditors > lyear £37,273
CR Creditors< 1yr £37,273
Accounting for next year's principa repayment.

DR Income and expenditure account £50,000
DR Fixed asset £50,000

Accounting for the annua depreciation charge
3 marks for explanation
3 marks for accounting entries

Issue 4:

SSAP 2 Disclosure of Accounting Policies requires prudence when reporting income.
In the two @ses reating to bad or doubtful debts the SSAP 2 requires the debt to be
written off to the |& E Account.
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DR Income and expenditure account £140,000
CR Debtors £140,000

FRS 18 Accounting Policies may be quoted as the accounting standard which
replaces ard consolidates the requirements of SSAP 2. Full credit should be given for
this
1 mark for explanation
1 mark for accounting entries

For the negligence dam, FRS 12 Provisions, Contingent Liabilities and Contingent
Assats is rdevant.  FRS 12 suggests that a provison should be made when an entity
has a present obligation as a result of a past event (the operdion in this casg), it is
probable tha the obligation will leed to a trandfer of economic benefit (a payout is
probable), and a rdidble edtimate of that obligation can be made (an expected vdue

has been provided in the quedion). Foyle Housng Asocidion should esteblish a
provison and charge the expected vaue of thefind settlement to the I& E.

DR Income and expenditure account £350,000
CR Provison £350,000
1 mark for explanation
1 mark for accounting entries

Issue5:

SSAP 4 Accounting for Government Grants deds specificaly with assstance
receved from government sources. However, SSAP 4 is dso indicative of best
practice for accounting for assstance from other sources. These fixed assets should
be included in the baance sheet & vdudion with the corresponding credit to deferred
income. The accounting entries for thistransaction are:

DR Fixed assets £130,000
CR Deferred income £130,000

As the equipment has been in use for mogt of the financid year, it is prudent to charge
a full year's deprecidion to the I&E account, and this should be maiched with a
release from the deferred income to income. The accounting entries ares

DR Income and expenditure account £26,000
CR Fixed assets £26,000
DR Deferred income £26,000
CR Income and expenditure account £26,000

1 mark for discussion
2 marks for accounting entries

(20)
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Question 10 (L ocal Gover nment)

MEMORANDUM

To: Director of Finance

From: Financid Accountant

Dae 4 December 2001

Subject: Outstanding accounting issues

As requested, | have outlined bdow explanations rdating to the outstanding
accounting adjustments.

Format & presentation 1
Issue 1:

FRS 3 Reporting Financial Performance reguires a prior period adjusment in the
financid datements for the year ended 31 March 2001 since the creditors relate to
previous years and therr suppresson has only now been discovered. Therefore it
represents a fundamentd error, ie if it had been discovered at the time, the financid
satements would have been restated since they would no longer present fairly.

However, the SORP requires prior year adjusments to be accounted for in the year.
They are identified and disclosad within the notes to the accounts or, if necessary, on

the face of the appropriation revenue account.
1mark for explanation

1 mark for accounting entries

| ssue 2:

FRS 5 Reporting the substance of transactions and the ASB’s Statement of Principles

define assets as ‘rights or access to future economic benefits controlled by an entity as
a result of past transactions or events. Assets should be recognised when the
organisation has access to economic benefits.  In the case of Foyle Digrict Coundll
access to economic benefits occurred from 12 March 2001, so the equipment should
be capitalised on the balance sheet as at that date:

Dr Fixed Assets £250,000
Cr Suspense £250,000

In addition in accordance with the Locd Authority SORP 2000 the Council needs to
account for the financing of this asset from usable capitd recapts.

Dr Usable Capital Receipts £250,000
Cr Capital Financing Reserve  £250,000
2 marks for explanation
2 marks for accounting entries
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Issue 3:

SSAP 21 Accounting for Leases and Hire Purchase Contracts deds with the
definitions of leases and their accounting treatment.

In this case the reprographics equipment should be capitdised on the baance sheet a
its far vaue, and the financing lesse payment should be split between principle and
interest. Finance leases should be depreciated over the shorter of the lease term or the
useful economic life of the asset.  This charge should go via the AMRA and asset
rentals should be cdculated and charged on this asset

Dr Fixed asset £500,000
Cr Deferred liabilities £500,000

Capitaise the asset

Dr AMRA £50,000 (£500,000/10 years)
Cr Fixed asset £50,000

Depreciate the asset

Dr Sarvice Revenue Accounts £80,000

Cr AMRA £80,000

Being the charge of asst rentds on the asset (assuming notiond interest of 6% of
opening NBV = £30,000 + £50,000 depreciation)

N.B Student should dso be given full credit for cdculating notiond interes based on
closing NBV (ie £450,000 x 6% = £27,000)

The totd interest implicit in the lease should be charged to the AMRA over its life
usng the sum of digits method. The yealy payment can then be plit between
principle and interest dements.

Fnancing dement = 500,000 — (70,000* 10) = 200,000

Sum of digits
10(10+1)/2 =55

Interest Principa
Year 1 10/55* 200,000 £36,364 £33,636
Dr AMRA £36,364

Cr Suspenseaccount  £36,364
Being the interest due on the lease in the firgt yesar.

Dr Deferred ligbilities £33,636
Cr Suspense account £33,636

Being the principa repayment in year one.
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N.B Students should dso be given full credit for usng any other appropriate method
of identifying the annud interest demernt.

The interest payable under the lease arrangements should be funded from the Capitd
Financing Reserve.

Dr Capitd Financing Reserve £36,364
Cr CRA: Appropriations £36,364
3 marks for explanation
3 marks for accounting entries
Issue 4:

FRS 12 Provisons, Contingent Liabilities and Contingent Assets gpplies to LA
accounts. A provison is a liddlity of uncetan timing or amount and should
therefore meet the rules of recognition for a liadility ie present obligation ad a
requirement to transfer economic benefits. The case of the OAP meets these
recognition rules and a provison should be created by:

Dr Service Revenue Account £350,000
Cr Provisonfor ligbilitiesand charges £350,000
1 mark for explanation
1 mark for accounting entries
Issue 5:

In according with the Cepitd Accounting Guidance notes and the LA SORP when an
ast is digposad of the net book vaue should be written off againgt the fixed asset
resatement reserve and income from the disposd should be credited to the usable
capita recaipts reserve. Where applicable, the proportion reserved for the repayment
of externd loans should be credited to the capitd financing reserve.

In this instance the asset should be written out at its NBV of £1m by:

Dr FARR £1m
Cr Fixed ass=et £1m

The proceeds of £15m should be taken to the UCR reserve and as the assats are
housing 75% of this should then be set aside for the repayment of debt.

Dr Cash £1,500,000
CrUCR £1,500,000

Dr UCR £1,125,000
Cr CFR £1,125,000
3 marks for explanation
2 marks for accounting enties
(20)

FRAXM1 Page 36 of 45



Financial Reporting and Accountability December 2001
Marking Scheme

SECTION C (Compulsory)

Question 11

@ Performance measures (PMs) and Performance indicators (PIs)
Performance measures are used to mean instances where economy,
efficiency and effectiveness can be measured precisdy and
unambiguoudy (rarely possiblein public sector);
Performance indicators cover the more usud circumstances where precise
measurement is not possible. A factor which can be measured is taken as
anindicator of economy, efficiency or effectiveness,
It is customary to use a variety of different indicators to assess services or
programmes since one indicator can rarely give a complete picture of
performance;
PM/PI can be used to improve management practice and accountablility
by enabling regular monitoring of ectivity a various levels throughout the
organisaion;
Internaly they can be used to:
- a4 inthe formulaion and execution of policy
- a4 inthe planning and budgeting of service provison
- improve standards of service ddivery
- monitor the economic and effective use of resources
ensure fair distribution of and access to resources by service users
Externally they can be used to:
- asess peformance by comparison againgt targets, previous years or
other organisations
- highlight aress of public importance or interest
- develop benchmarks or targets for performance
up to 1 mark per point made to a maximum of 5

(b) PMsgPls a complentary to traditiond methods of demondrating
accountamllty
Traditiond methods of demondrating financid accountability rest on
annud financid satements and independent audit.  Whilst there is 4ill a
need for this, it is no longer sufficient on its own.
The wider network of accountabilities to many different stakeholders in

the public sector and the grester variety of corporate models means that
additiond ways of demongirating accountability are required.
There is an ever incressing focus on manageria accountability and vaue
for money which necesstates dternative reporting measures. It is no
longer smply about what was spent but how it was spent that is of concern
to stakeholders.
Attention has aso shifted towards the qudity of services provided by the
public sector, which is not wel measured by traditiond methods of
accountability.
Thee additiond reguirements in the public sector have led to the
generation of both externaly and interndly set Pls and PMs to fill the gap
between traditiona methods and stakeholder expectations.

up tol mark per point made to a maximum of 4
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(© Arrangements for setting, validation and reporting of PMs/Pls
Sector Setting Validation Reporting
Centrd Citizens Charter/ Internd vaidation Annud departmenta
Government Service Firg subject to scrutiny by | report to Parliament;
Departments standards set by Cabinet Office Cabinet Office annua
Cabinet Office; publication of results
targets set by
Departments
Agendes Key targets set by Audited by 1A or Annud report to
Secretary of State NAO Parliament
Locd Government | LGA 1982 Plsset by | Audited by externd To SofSand
Audit Commission auditorsgppointed by | Members as part of
Best VauePlsset by | the Audit annual report and
DETR Commisson accounts.
Publication of “league
tables’ of PIs.
Hedth Service Petients Charter / Datavdideation by Annud returns by
Performance N HS Executive hedlth bodiesto
Assessment NHSE; publication of
Framework results by NHSE
Further and Higher | Key measures and Sdf vdidaion and Annud returnsto the
Education targets set by Funding | scrutiny by funding relevant Funding
Councils body Coundil; publication
of Plsby HEFC/LSC
Housng Key measures and SAf vdidation plus Annud returns by
targets set by ingpections and HAsto the relevant
regulators (Housing vdidationsby regulator; publication
Corporation, Scottish | regulator of Pls by regulator
Homes, Ta Cymru)
All Sectors Internd measuresand | Vdidation by Interna reporting
targets set by and for | management with lines
management assstanceof A
up tol mark per point made to a maximum of 6
Total for question 11— 15 marks
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SECTION D (Compulsory)

Question 12

Consolidated Balance Sheet as at 30 June 2001

Fixed assets (book value) £m £m £m Working
Intangible: goodwill 0 1 5
Tangible 1,385 2 2
1484
Current assets
Stock 696 3 1
Debtors 530 da
Bank & cash 103 5 1
1329
Less: Creditors< 1 year
Creditors 32 4o
Proposed dividends (111 6 1
(433)
896
2330
Capital and reserves
Ordinary share cgpitd (F plc only) 70 Y%
Profit & lossAlc 1458 7 4y,
2208
Minority Interest 172 8 3
2380 18
Aggregation and cancellation 1
Presentation 1
(20)
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Working 1: Goodwill (Cost of control) RLtd | ALtd | Total
% %
A Proportion of eguity owned by F plc (i) (ii) 75 100
Proportion of equity owned by minority interest 25 0
B Yearsas subsdiary (i) (ii) 5 1
£m £m £m
C Investment at cost 597 500 | 1,097
D Nomind vaue of ordinary share capitd
R Ltd: £300m @ 75% (i) (225 (225
A Ltd: £200m @ 100% (ii) (200) (200)
Pre-acquistion profits
E RLtd: £240m @ 75% (180) (180)
E A Ltd (E270m @ 100%) (270 (270)
F Increased fair value of of tangible fixed assats (i)
R Ltd: £64m @ 5% (48) (48)
G Goodwill [C- (D + E + F)] 144 0 174
H Annua amortisation (over 10 years) (V) 144 3 174
| Amortisation charges against group profits [B * H] 72 3 I6)
J Total to CBS[G- ] 72 27 N
Working 2: Tangible fixed assets FLtd | RLtd | ALtd | Total
£m £m £m £m
Balances 653 340 360 | 1353
K Increaseinfair vaue (i)
Goodwill (Working 1) (group £64m @ 75%) 48 48
MI (E64m @ 25%) 16 16
Incressad depreciaion (addl 10 yrs: 5 elgpsed)
P& L alc (group) (K/10*5 @ 75%) (24) (24
MI (K/10*5 @ 25%) (8) 8
Total to CBS 653 372 360 | 1385
Working 3: Stock FLtd | RLtd | ALtd | Total
£m £m £m £m
Balances 290 230 180 700
Unredlisad profit on stock (iii) (E20m @ 40% * 0.5) 0
P&L alc (group 75%) €)) ®
MI (25%) @ (@)
Total to CBS 286 230 180 696
Working 4 FLtd | RLtd | ALtd | Total
£m £m £m £m
a Debtors 140 20 190 530
b Creditors (109 (60) (153 | 32
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Working 5: Bank & cash FLtd|RLtd|A Ltd|Total
Em | £m | £m | £m

Balances 80 10 10 | 100
Ceshintrangt (iv) 3 3
Total to CBS 83 10 10 | 103
Working 6: Proposed dividends FLtd [RLtd |A Ltd|Total

Em | £Em | £m | £m

Balances

Receivable (R=£60m@75% plus A=£80m@2100%) 125 125

Payeble | 6| @] (29
Total to CBS 2| 60| ] 111
Working 7: Profit & lossa/c FLtd|RLtd |A Ltd |Total

Em | Em | £m | £m

Balance 1440 | 360 | 300 2100
Pre-acquigtion profits (See working 1) (180) | (270) | (4=0)
Amortisation of goodwill (see working 1) (72 Q| ™
Unredlised profit on stock (jii) (E20m@40%* 0.5* 75%) €] €]
Increased depreciation (i) (working 2) (24) (22))
Attributable to minority interest 0

R Ltd (E360m @ 25%) (90) (0

A Ltd (E300m @ 0%) 0 0
Total to CBS 1437 ®)| 271458

Working 8: Minority interest RLtd Total
£m £m
Nomina vaue of ordinary share capitd

R Ltd: £300m @ 25% (i) & 1)
Share of profits (working 7) 0 0
Increased fair vaue of of tangible fixed assts (i)

R Ltd: £64m @ 25% 16 16
Increased depreciation (i) (working 2) ® 8
Unredlised profit on stock (jii) (E20m@40%* 0.5* 25%) D (1)
Total to CBS 172 172

N.B. Current accounts FLtd|RLtd|A Ltd|Total
Em | £m | £m | £m
Baances 5 0 ) 3
Cashintrangt (iv) ) ©)
Total 2 0 (2 0
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SECTION E (Answer one question)

Question 13

December 2001

The main changes introduced by FRS 15 Tangible Fixed Assets and the impact these

are likely to have on public sector organisations.

Key changes

Likey impact

1. Revauaion palicy:

- mud decide to revdue or not, and if
not, then revert to historic cost or
freeze exigting current amourt;

- rulesfor how vauations obtained;

-  hader to judify non-depreciaion on
the bass of continuous programme of
repair and maintenance.

Public sector bodies use a combination of
hisoric cost and revdued Fixed Asss
Where assets are not held a historic cost
they are dready revdued every 5 years
and for some public sector bodies (eg
NHS) indexaion is dso goplied annudly.

the only vdid reesons for non-
depreciation is now that the charge would
be immaterid or that the asset has an
infinite life, and when deprecidion is not
charged, an annud imparment review
must be caried out. This is having a
Sgnificant impact on certain public sector
bodieseg LA’s.

2. Capitdisation of finance costs:
- tightened definition of cods that may
be capitalised.

may impact on items capitdised by public
sector bodies.

revauaion and disposd recognised on
aconggent bass.

3. Cydicd repairs. - No red impact on public sector bodies as
- can no longer match codts of repairs not accounting practice.
agang income which is now
conggtent with FRS 12.
4. Disclosures - increesed  information  regarding  initid
messurement, vauation and depreciation;

- coud endble users to more fully
underdand the impact of an organisaion's
policies

5. Replacement of SSAP 12: - no dgnificat change, depreciaion hes
dways been chaged on the revdued
amount in the public sector.

6. Treatment of gandloses  on|- revadudion ganslosss should be

recognised in the STRGL this should have
no change to exiging practice in the public
sector

fal in vaue due to wear and tear should be
taken to the eguivdent I&E account, other
reasons for a decrease in asset values should
be taken to the revduation reserve when
sufficient reserves available.  This will have
an impact on the public sector and its
acoounting.

1 mark for each key change mentioned up to a maximum of 4 marks,
and 1 mark for each impact mentioned up to a maximum of 4 marks
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(b) Open market value

Vdue tha could be obtained in an open market where there is reasonable time
to market the asst, the buyer and sdler are both willing and able to complete
a cash purchase and both parties are acting fredly with full knowledge.

Can be used for investment properties that some public sector organisations
may have. 2

Existing use value

This vaue reflects the current use of the property and assumes there will be no
change n ue. A verson of this method is to be used to vaue council housing
stock. 2

Open market value for alternative use

This is the vaue that could be obtained if the property were sold and used for
a different purpose.  This vaue should not be used in the accounts unless the
property is about to be sold.

This bass could be used for a dosed school gtes beng sold for
redevelopment into luxury flats. 2

Depreciated replacement cost

This bass can be used for properties that have no ready market and therefore
no goparent market vaue. The land vaue is edimated using exising use and
buildings are vadued usng gross replacement cost adjusted for age and
condition of the building.

This basis could be used for a school or town hall. 2
Value to the business

The vaue to the business is the lower of net current replacement cost and
recoverable amount. Where recoverable amount is the higher of net redisable
vaue and the capitdised vaue atributable to the remaining use of the asst in
the busness

This bass is commonly used for plant and machinery or vehicles outsde the
public sector, however in the public sector this type of assat is usudly hdd a
historic cost or indexed historic cost. 2

(10)
(© Overcome the idea that capital assets are ‘free';
Egablish the full cost of providing services, either as a bads for pricing in the
market, setting charges for the public or for comparisons between
organisions,

Assist in the setting and monitoring of financial targets. (2
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Question 14
Introduction:

The Cadbury Report defined corporate governance as the system by which
organisttions ae directed and controlled. It is concerned with systems,
proceses and controls a the highest levd, and with the roles and
responghilities of top management.

In paticular it is concerned with the potentid abuse of power and the need for
openness, integrity and accountability.  Consequently, corporate governance is
relevant to both the private and public sectors;

However, it is difficult to define the public sector since it is a series of diverse
public sarvices which have ther own unique feetures esch governed by
different dautory and managerid frameworks which  range from
organisations such as locd authorities with eective regimes to Hedth Trugts
with directors gppointed by Government and executive directors gppointed by

the directors.
Setting the scene, including definition of corporate governance- up to 3

Similarities:

Emphasis on “bottom ling’ in both sectors.  Private sector ams to maximise
income and minimise expenses, public sector under continuous pressure to cut
cods and, with the advent of competitive tendering/Best Vaue, demondrate
vaue for money.

Desre by management in both sectors not to disclose full information.  Private
sector do not wish to give information thet is of a competitive nature. Public
sctor — “league tables’ and peformance indicators produce a growing
tendency not to be as open in disclosure as in the past. The growing emphess
upon performance and market testing has led to a shift to grester secrecy, to
less shaing of informaion. The culture of commercid secrecy is gradudly
being trandferred into the public services,

Both are deding with other peoples money and therefore have an obligaion to
operate in the ligt of the badc princples of integrity, openness and
accountability;

Cadbury ddiberately chose to edablish a st of undelying principles rather
than a dngle format for al companies to follow. This makes it a more flexible
modd which is cgpable of beng gpplied to a vaiety of organistiond types
and crossing between the public and private sectors.

These principles. as amplified and developed in laer reports such as Turnbull,
ae not jus about accountsbility but dso about how ther agpplication can hdp
improve budness peformance — something which both sectors should be

concerned about.
1 mark for each similarity identified up to a maximum of 5
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Differences:

Private sector companies driven by the need to earn a profit and creste wedth
for the shareholders, while public sector organisations are driven by the need
to serve and to use thar financia resources in the most effective manner;
Shareholders in the private sector can opt into and out of a company by
buying and sdling shares A dtizen does not have tha luxury. The ditizen
has awider public interest in public sector organisations;

Smilaly, a member dected by a dtizen has a much wider responghility to
the dtizens as dakeholders then the director gppointed by shareholders of a
company,

One of the mgor condderations of Cadbury was to try and ensure that the
baance of power between the chief executive and charman was more equaly
slit.  In the public sector there are datutory requirements and checks and
balances to mitigate againgt power being held in too few hands;

In private sector companies the directors on behdf of the shareholders usudly
gopoint auditors.  Auditors are dso dlowed to carry out other services for the
company. The potentia for a conflict of interest is not so great with the public
sector auditor.

CIPFA’s discusson paper on Corporate Governance in the Public services identified
a number of digtinguishing public service characteristics that need to be taken into
account:

Therde of paliticd choicein thelevel and nature of services,
Both the complexity of the objectives — palitica, economic and socid — and
the lack of precison or messurability of the objectives that are associated with
meany public services
The vaidy of exiging forms of accountsbility to the dSakeholders, the
community and higher levels of government;
The uncertainty in some corporate models about who eactudly ae the
proprietors and the stakeholders (e.g. NHS Trusts);
The managerid dructures and the processes of gppointment to managerid
pogtions, induding sometimes greet uncertainty as to who the managers
actudly are — eg. is the chief executive the red chief executive or is it the
mgority party leeder in aloca authority or the chairman in a hedth trust?
The public sarvice has traditiondly had an ethos of impartidity, openness and
trangparency in the gpplication of public funds for public services.

1 mark for each difference identified up to a maximum of 10

Conclusion:

The Cadbury Report uses the words integrity, openness and accountability.
Thee ae the fundamentds tha both the private and public sector have to
aqoire.

The Cadbury Report has dimulated the debate and if carefully applied, the
basic principles can bring red benfit to the management of the public sector.

(20)
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