UNIVERSITY OF SUNDERLAND
SUNDERLAND BUSINESS SCHOOL
APC311 INTERNATIONAL FINANCIAL REPORTING
October 2013 TNE assessment

ASSIGNMENT Hand-In Date: 1% October 2013 by 04.00pm

Aims:

1. To allow students to explore in greater detail the major learning
outcomes of the moduie and to demonstrate a detailed knowledge and
understanding thereof.

2. To assess students’ ability to

(i appropriately summarise and structure information

(i)  evaluate relevant information from a given set of literature
(i)  understand and argue the chosen relevant information, and
(iv)  presentit in an appropriate written form




Assignment brief:
Answer the following questions. All sections are compulsory.

Section A (30%)

Bellever plc entered into a non-cancellable agreement on 1%t January 2010 to
lease new industrial equipment. The terms of the agreement, which may not
be terminated by either party, were that Bellever will pay four annual rental
payments of £30,000 in arrears with the first payment due on 31%! December
2010. Bellever may retain the vehicle after the end of the primary lease term
on payment of a nominal amount which is not material.

Bellever plc will bear the cost of any loss of or damage to the machine as well
as all insurance and maintenance costs during the period of the lease. The
equipment is new and is expected to have a useful life of 5 years after which
time it is deemed to have a negligible residual value. The cash price of the
equipment would have been £95,100.

Bellever plc considers this to he a finance iease. The company depreciates it
propetty, plant and equipment using the straight line method charging a full
year's depreciation in the year of purchase. Finance charges are allocated
using the interest rate implicit in the lease which is 10%.

Required

(a) Explain why Bellever believes this lease should be categorised as a
finance lease. You should refer to relevant international accounting
standards to justify your answer. (8 %)

{b) Calculate the total finance charge, annual allocation of finance charge,
annual obligation under finance lease (the annual finance lease fiability)
and net book value of the asset for each of the four years of the lease
term. (10 %)

(c) Show how the transaction would be reflected in the financial
statements of Bellever plc for the year ended 31% December 2010. This
should include both income statement and statement of financial
position disclosures. (7 %)

{d) The major issue surrounding the capitalisation of leases is one of
substance over form’. Comment upon this assertion with reference to
relevant international accounting standards’. (5 %)




Section B (30%)

Solvent Ltd is considering expanding its business and comparing between two
potential opportunities for investment in either company X or company Y.

The president of Solvent has asked the controller to prepare a report that
summarises the financial aspects of the two potential investees for the last
year.

The controller has presented a number of financial ratios that can assist in the
identification and interpretation of trends for each investee. The following
ratios have been calculated for the year ended 31st December 2012 for each
company:

Ratio Company X Company Y
Current ratio 2 1.50
Acid-test ratio 1 0.80
Accounts receivable days 50 80
Inventory turnover (times) 8 5
Accounts payable days 20 60
Percent of long-term debt to total assets 30% 40%
Gearing 25% 55%
Gross profit percentage 40% 30%
Operating profit percentage 25% 15%
Return on capital employed 30% 22%
Return on equity 20% 10%
Interest cover (times) 10 6
Earnings per share 1 1.50
Operating cash flow per share 2.10 1.30
Required

a) Write a report to the Board of Directors of Solvent Ltd to analyse the
performance of companies X and Y and to give recommendation as
which of those two investment opportunities is better. Your report
should include comments on as much performance areas as data

allow. (20%)
b) Discuss and analyse the limitations of ratio analysis for both cross-
sectional and time-series comparisons. (10%)




Section C (40%)

By using the regulatory discussions and relevant international accounting
standards (IASs) which are taught in the module APC311, you are required to
provide a critical evaluation of the following areas of financial reporting.

i. Impairment of both tangible and intangible assets in accordance with
IAS 36: Impairment of Assets (20%)

ii. Ways in which creative accounting activities are exercised in financial
reporting and the extent to which the responses of UK and US
legislators and standard setters have succeeded in minimising the
scope for such activities. (20%)

Total (100%)

End of assessment

Your assignment should aim to provide readers with comprehensive
knowledge and critical reviews of these areas covering, for example:

¢ A knowledge of different accounting treatments in individual
accounting standards

. A knowledge of implications of different accounting treatments on
usefulness of financial statements

) Your own understandings of, comments on, arguments and

contributions to the topic, such as key qualitative characteristics,
true and fair view/fair presentation, creative accounting, etc..
. Any other important issues which you think should be addressed

Learning outcomes:
The assignment covers all module learning outcomes.
Further details:

This is an individual assignment of around 3,000 words (limited between -10%
- +10%).

This assignment contributes 100% to the final assessment mark for this
course.

Please note that the University policy on cheating collusion and plagiarism will
be applied to this piece of work.

Marking Guide:

Marks will be awarded with respect to the following assessment criteria.
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