
(ii) Aresearchprojectwassetupon1October20X9whichisexpectedtoresultinanew
cancerdrug.$200,000wasspentoncomputerequipmentand$400,000onstaffsalaries.
Theequipmenthasanexpectedlifeoffouryears.

(iii) On1September20X9BiogenicsCoacquiredanup-to-datelistofGPsatacostof$500,000
andhasbeenvisitingthemtoexplainthenewobesitydrug.Thelistisexpectedtogenerate
salesthroughoutthelife-cycleofthedrug.

Required
PrepareextractsfromthestatementoffinancialpositionofBiogenicsCoat31December20X9
relatingtotheaboveitemsandsummarisethecoststobeincludedinthestatementofprofitor
lossforthatyear.

10 Extract

ExtractCopreparesitsfinancialstatementsto31Decembereachyear.Duringtheyearsended
31December20X0and31December20X1,thefollowingeventoccurred.
ExtractCoisinvolvedinextractingmineralsinanumberofdifferentcountries.Theprocesstypically
involvessomecontaminationofthesitefromwhichthemineralsareextracted.ExtractComakesgood
thiscontaminationonlywherelegallyrequiredtodosobylegislationpassedintherelevantcountry.
ThecompanyhasbeenextractingmineralsinCopperlandsinceJanuary20W8andexpectsitssiteto
produceoutputuntil31December20X5.On23December20X0,itcametotheattentionofthedirectors
ofExtractCothatthegovernmentofCopperlandwasvirtuallycertaintopasslegislationrequiringthe
makinggoodofmineralextractionsites.Thelegislationwasdulypassedon15March20X1.Thedirectors
ofExtractCoestimatethatthecostofmakinggoodthesiteinCopperlandwillbe$2m.Thisestimateisof
theactualcashexpenditurethatwillbeincurredon31December20X5.
Required
(a) Explainwhytherewasaneedforanaccountingstandarddealingwithprovisions,andsummarise

thecriteriathatneedtobesatisfiedbeforeaprovisionisrecognised.
(b) Computetheeffectoftheestimatedcostofmakinggoodthesiteonthefinancialstatementsof

ExtractCoforbothoftheyearsended31December20X0and20X1.Givefullexplanationsofthe
figuresyoucompute.

Theannualdiscountratetobeusedinanyrelevantcalculationsis10%.
Therelevantdiscountfactorsat10%are:
Year4at10% 0.683
Year5at10% 0.621

11 Jerzy

Duringtheyearended30November20X3,thedirectorsofJerzyCodecidedtoformadefinedbenefit
pensionschemefortheemployeesofthecompanyandcontributedcashof$160mtoitonthefinaldayof
thereportingperiod.Thefollowingdetailsrelatetotheschemeat30November20X3:

$m
Presentvalueofobligation 208
Fairvalueofplanassets 200
Currentservicecost 176
Interestcost–schemeliabilities 32
Expectedreturnonpensionschemeassets 16
Theonlyentryinthefinancialstatementsmadetodateisinrespectofthecashcontributionwhichhas
beenincludedintradereceivables.Thedirectorshavebeenuncertainastohowtodealwiththeabove
pensionschemeintheconsolidatedfinancialstatements.
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Required
Showhowthedefinedbenefitpensionschemeshouldbedealtwithinthefinancialstatementsfortheyear
ended30November20X3.

(a) PQRCohasthefollowingfinancialinstrumentsinitsfinancialstatementsfortheyearended31
December20X5:
(i) AninvestmentinthedebenturesofSTUCo,nominalvalue$40,000,purchasedontheir

issueon1January20X5atadiscountof$6,000andcarryinga4%coupon.PQRCoplans
toholdtheseuntiltheirredemptionon31December20X8.Theinternalrateofreturnofthe
debenturesis8.6%.

(ii) Aforeigncurrencyforwardcontractpurchasedtohedgethecommitmenttopurchasea
machineinforeigncurrencysixmonthsaftertheyearend.

(iii) 100,000redeemablepreferencesharesissuedin20X0at$1persharewithanannual
dividendpaymentof6centspershare,redeemablein20X8attheirnominalvalue.

Required
Advisethedirectors(insofarastheinformationpermits)abouttheaccountingforthefinancial
instrumentsstatingtheeffectofeachonthegearingofthecompany.Youranswershouldbe
accompaniedbycalculationswhereappropriate.

(b) PQRCoowns100,000barrelsofcrudeoilwhichwerepurchasedon1July20X5atacostof
$26.00perbarrel.
Inordertohedgethefluctuationinthemarketvalueoftheoil,PQRCosignsafuturescontracton
thesamedatetodeliver100,000barrelsofoilon31March20X6atafuturespriceof$27.50per
barrel.
DuetounexpectedincreasedproductionbyOPEC,themarketpriceofoilon31December20X5
slumpedto$22.50perbarrelandthefuturespricefordeliveryon31March20X6was$23.25per
barrelatthatdate.
Required
Explaintheimpactofthetransactionsonthefinancialstatementsofthecompanyfortheyear
ended31December20X5.

13 Sirus

SirusCoisalargenationalpubliclimitedcompany(plc).Thedirectors'serviceagreementsrequireeach
directortopurchase'B'ordinarysharesonbecomingadirectorandthiscapitalisreturnedtothedirector
onleavingthecompany.Anydecisiontopayadividendonthe'B'sharesmustbeapprovedinageneral
meetingbyamajorityofalloftheshareholdersinthecompany.Directorsaretheonlyholdersof'B'
shares.
SirusCowouldlikeadviceonhowtoaccountunderIFRSStandardsforthefollowingeventsinits
financialstatementsfortheyearended30April20X8.
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