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Answer ALL four questions.

Question 1 Answer ALL parts.

On 1 April 2022, Llany Ltd was established through a share issue amounting to total cash
proceeds of £12,000,000. This was all immediately invested in the purchase of a luxury
hotel complex outside Aberystwyth. The complex is to be depreciated on a straight-line

basis over a thirty-year period and the complex has no residual value.

In the first year of opening the cash inflow was £1,000,000 increasing by £500,000 per
year — for the year ending 31 March 2026 the cash inflow was £2,500,000.

At the end of the first year (year ending 31 March 2023), an independent valuation was
undertaken valuing the complex to £17,400,000 which was to be immediately reflected in
the accounts. An additional valuation was undertaken on the 31 March 2025 when the
hotel was now valued at £13,500,000. Once again, this valuation was to be immediately

reflected in the financial statements.

On 31 March 2026, Llany Ltd received an offer of £20,000,000 for the complex, which
was instantly accepted. (You can presume that all cash flows occurred evenly throughout

the year while the complex was in use).
REQUIRED:

a) Assuming that there are no transactions other than those referred to above (i.e. no
dividends and you may ignore interest on reinvested cash and taxation), show for
Llany Ltd for the years ending 31 March 2023, 2024, 2025 and 2026:

i. a statement of comprehensive income;
ii. a statement of financial position;
iii. a statement of changes in equity;

iv. a reconciliation between a historical cost income statement and the
statement of comprehensive income statement in part (i) above.
(20 marks)

Please Turn Over
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Question 1 Continued

b) If an independent valuation had been undertaken at the end of 31 March 2023
valuing the complex at £10,500,000, how would this have affected your answer

at the end of that financial year? (5 marks)

(Total 25 marks)

Question 2 Answer ALL parts

NaturalBoilers plc has been funding £6 million for research into new hot water boilers for
residential premises. On 1 January 2026 a new boiler called ‘Too Hot’ was launched and
is expected to have a product life of 5 years. To build on the success of this product,
research has proceeded into a new line of boilers called ‘Even Hotter'. The company
perceives that the new product has ‘technical and commercial viability’, and finance is
already in place to support the investment. It is anticipated that ‘Even Hotter will be
officially launched to market in the early part of 2027. There has already been a lot of

media coverage and consumers are looking forward to the new product.
NaturalBoilers plIc’s financial year end is 31 March 2026 and the following costs have
been incurred and are yet to be accounted for:

I On 1 April 2025, NaturalBoilers plc recruited three new researchers to look at a
potential of a new solar panelled boiler. Their starting salary was £40,000 per

annum.

ii. To ensure that ‘Too Hot’ was ready to be launched in January 2026, an additional
member of staff was employed on 1 November 2025 to join the Design Team.

Their starting salary was £36,000 per annum.

Please Turn Over
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Question 2 Continued

iii. NaturalBoilers plc purchased three terraced houses on the 1 July 2025 for
£100,000 each. These are to be used for testing the boilers resilience, economy
and efficiency. Buildings are traditionally depreciated over 20 years using a

straight-line method and no residual value is assumed.

iv. When ‘Too Hot' was launched £1,000,000 of expenditure had already been
incurred and recognised in the balance sheet at the beginning of the financial
year. Before the product was launched a further £600,000 was spent — being
£500,000 of further work on the product and the remaining £100,000 on
advertising in social media and other traditional media outlets.

V. To help the success of ‘Too Hot’ two marketing campaigns were commissioned.
These campaigns started on the 1 October 2025 and 1 March 2026. The
company has agreed to pay £25,000 for each campaign, paid eight weeks after

the campaign has started.
REQUIRED:

a) Clearly showing the accounting entries, explain how the activities above should be
reflected in NaturalBoilers plc’s financial statements for the year ending 31 March
2026. You should clearly justify your choice of accounting treatment and state all

assumptions you make. (15 marks)

Sarah works for the NHS as a physiotherapist who offer a 1/50"" career average defined
benefit pension scheme. For her first 2 years of employment, she was paid an annual
salary of £25,000. She was then re-graded and for each of the past 4 years has earnt an

annual salary of £30,000.

Paul is an administrator who has been working for TfL. For his first 5 years of employment,
he was paid an annual salary of £25,000 and then in his 6% year his salary was increased
to £35,000. TfL offers a final salary defined benefit scheme calculated on a 1/60%" basis.

Please Turn Over
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Question 2 Continued

REQUIRED:

b) Showing all your calculations and any assumptions you make, calculate who
would receive the largest pension after completing 6 years of service.
(You can ignore the effects of interest when calculating your answer).

(4 marks)

You started working for Alfie Ltd on 1 July 2025 where your starting salary is £40,000.
Alfie Ltd is offering a non-contributory defined contribution pension scheme of 10% per
year.

REQUIRED:

b) How would Alfie Ltd account for the cost of your pension in their accounts in the
financial year ending 31 March 20267 (2 marks)

¢) Compare and contrast the differences between a defined contribution pension
and a defined benefit pension scheme. (4 marks)

(Total 25 marks)

Question 3 Answer ALL parts.

a) Define a conceptual framework for financial reporting and explain its role in
standard-setting. (4 marks)

b) With an example, distinguish between an accounting concept and an accounting
policy. (3 marks)

Please Turn Over
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Question 3 Continued

c) The IASB’s Conceptual Framework for Financial Reporting (2018) contains
several chapters that guide the development and application of accounting
standards. Four chapters particularly relevant to recognition, measurement and
disclosure are:

- Qualitative characteristics of useful financial information
- Recognition and derecognition
- Measurement

- Presentation and disclosure

Using two of the following accounting standards, discuss and illustrate how these

four chapters of the Conceptual Framework above influence the requirements of

those standards:

- 1AS 2 Inventories

- 1AS 16 Property, Plant and Equipment

- IFRS 15 Revenue from Contracts with Customers (including construction-type
contracts) (18 marks)

(Total 25 marks)
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Question 4 Answer ALL parts

At the end of the financial year 31 March 2026, Teddy Bridge Ltd had entered into three
new long term contracts (original details can be found below). All three of the contracts

are going to cover a span of at least two years and each contract is recorded separately.

The Ely contract was only signed on the 30 March 2026, whilst the remaining two

contracts are approximately half way through to completion.

Contract Data Ely Tan Bat
(£°000) (£°000) (£°000)
Contract value 20,000 45,000 30,000
Costs to date 1 20,000 18,000
Estimated costs to complete 16,499 20,000 14,000
Certified value of work completed to - 22,500 18,000
date (based on contract value)
Invoiced (billed) from 1 April 2025 — - 13,000 4,500
31 March 2026
Payment received during 1 April - 4,000 2,000
2025 — 31 March 2026

Teddy Bridge Ltd uses the input method to recognise revenue, as they believe this is the

easiest and most efficient way to allocate revenue.

REQUIRED:

In accordance with IFRS 15 Revenue from Contracts with Customers for parts a) and b)

below:

a) For the contracts above, estimate the profit/loss (if any) to be recognised in Teddy
Bridge Ltd’s financial statements and construct a summary income statement for
the year ending 31 March 2026. (7 marks)

b) Construct a summary balance sheet for Teddy Bridge Ltd as at 31 March 2026 —
clearly showing all workings. (8 marks)

Please Turn Over

Page 7 of 9



Question 4 Continued

c) Estimate the profit/loss (if any) to be recognised in Teddy Bridge Ltd’s financial
statements and construct a summary income statement for the year ending 31 March 2026

if the output method was used. (5 marks)

d) /IFRS 15— Revenue from Contract with Customers sets out a 5-step model in
recognising revenue. What are these five steps and describe each.
(5 marks)

End of Paper

Annuity Table Follows:
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