Rev kit page 49,Wader decides to “close” one of its branches on June 20x7 which was confirmed on board meeting. They wish to provide $8m for restructuring. The branch to be moved to overseas from June20x7. There is 2 year operating lease remaining. Rent paid in arrears on 31May. Termination cost $270k on May 20x8. Permission to rent it out is $100k per year. Year end 31May 20x7
PROVISIONS

Provisions are recognised if the following criteria is fulfilled:

R Reasonable reliable estimate (at the end of reporting period)

O Obligation (legal or constructive as a result of past events)

T Transfer and economic benefit

OBLIGATION

The announcement of closure incurs a constructive obligation to pay redundancies.

CONCLUSION

Therefore, Wider must provide $8m for closure obligation.

DISCONTINUED

The above does not involve a sub closure. But this is not a discontinued operation as the operations continued in another country.
ONEROUS CONTRACTS

The non cancellable operating lease contract becomes onerous when the building is abandonment. This means that the obligation crystallises the obligation that we always had.

MEASUREMENT

So the obligation is measured as follows:

Year
CF
DF
FV

1 150

0.952
143

2 150

0.907
136


Liability
279
DOUBLE ENTRY

Here is the double entry:
DR super exceptional (P/L)
$279m

CR liability                (B/L)
$279m

OFFER & PERMISSION
The offer is just an offer and permission is just a permission so we ignore both.

What if obligation of $120 to destroy PPE to vest in 20years (discount rate 10%)?
MEASURMENT

But the liability must be discounted:
RECOGNISION

DR PPE (capitalise)  $18m
CR Provision            $18m

COSTS

The above goes on the top of existing costs (construction etc)

Then show double entry for depreciation (DR operating cost & CR depreciation (total costs/years) 15.9)

Then unwind the (DR finance cost & CR provision (18*10%)1.8)
