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QUESTION 1 
 
The following trial balance was extracted from the books of Wales plc at 31st December 2019: 
	 
	£’000 
	£’000 

	Sales 
	 
	30,300 

	Cost of sales 
	16,220 
	 

	Distribution expenses 
	2,160 
	 

	Administration expenses 
	2,920 
	 

	Land at cost 
	15,000 
	 

	Buildings at cost 
	16,000 
	 

	Buildings accumulated depreciation 
	 
	4,260 

	Plant at cost 
	25,600 
	 

	Plant accumulated depreciation 
	 
	4,960 

	Trade receivables 
	8,240 
	 

	Trade payables 
	 
	4,480 

	Inventory at 31 December 2019 
	3,120 
	 

	Bank 
	320 
	 

	£1 ordinary shares 
	 
	29,000 

	Share premium 
	 
	5,000 

	Retained profits at 1 January 2019 
	 
	8,380 

	12% debentures 2024 
	 
	4,000 

	Debenture interest paid 
	240 
	 

	Dividends paid 
	560 
	 

	 
	90,380 
	90,380 


 
The following matters have not yet been taken into account: 
 
1) Depreciation for the year is to be provided as follows: 
Buildings 2% per year on cost (straight-line basis). 
Plant 10% per year on cost (straight-line basis). 
Depreciation on buildings is to be charged to administration expenses. Depreciation on plant is to be charged to cost of sales. 
 
2) The land is to be revalued to £20,000,000. No change is required to the value of buildings. 
 
3) An irrecoverable debt of £240 is to be written off and an allowance for receivables of 2% is to be made. They are to be charged to administration expenses. 
 
4) At 31 December 2019, insurance fees of £500 were outstanding. They are to be charged to administration expenses. 
 
5) The income tax liability for the year is estimated at £1,600,000. 
 
Required: 
 
Prepare Wales plc’s income statement for the year ended 31st December 2019 and a Statement of Financial Position as at that date. You should comply as far as possible with the provisions of the Companies Act 2006 and accounting standards. You should show your workings clearly. 

 Solution
Income statement for the year ended 31st December

	Wales PLC

	                    £’000

	Sales 
	 30,300

	Cost of sales  
	(18,780)

	Gross profit  
	 11,520

	Distribution cost

	(2,160)

	Operating profit 
	5,220

	 Administrative expenses 
	(4,140)

	Finance cost 
	(480)

	Profit before tax 
	4,740

	Tax expense 
	(1,600)

	Profit for the year 
	3,140




Workings:
Cost of sales:

	
	£’000
	£’000

	Cost of sales
	16,220
	

	Depreciation-plant 
	2,560
	

	Total 
	18,780



Administration cost 
	
	£’000
	£’000

	Administration expense  
	2,920
	

	Depreciation - building
	320
	

	Irrecoverable debt 
	240
	

	An allowance for receivables (8,240-240)*2%
	160
	

	Insurance fee (outstanding)
	500
	

	Total 
	4,140



Financial cost
	
	£’000
	£’000

	Debenture interest paid
	240
	

	+outstanding
	240
	

	Total 
	
	480




 Wales PLC
Statement of Financial Position
As at 31st December 2019
	
	£’000 
	£’000 

	Fixed Assets
	 
	

	Land 
	20,000 
	 

	Building
	11,420 
	 

	Plant 
	18,080 
	 

	Total
	49,500 
	 

	Current assets: 
	16,000 
	 

	Inventory
	3,120 
	

	Trade receivables  
	7,840 
	 

	Bank 
	320 
	

	Total
	11,280 
	 

	Total Assets  
	 
	60,780 

	Current Liabilities:  
	
	 

	Trade payable 
	4,480 
	 

	Tax liability  
	1,600 
	

	Outstanding insurance fee 
	500 
	

	Unpaid interest 
	240 
	

	Total 
	6,820 
	

	Long term loan: 
	240 
	 

	12% debenture  
	4,000 
	 

	 Total
	4,000 
	

	Equity:
	
	

	£1 ordinary shares 
	29,000
	

	Share premium 
	5,000
	

	Retained profit 
	10,960
	

	Revaluation surplus 
	5,000
	

	Total
	49,960
	

	Total Equity and Liability 
	
	60,780



Workings:
Building:
	
	£’000

	Cost of building 
	16,000

	(-) Deprecation (4,260+320)
	4,580

	
	11,420



Plant:

	
	£’000

	Plant  
	25,600

	(-) Deprecation (4,960+2,560)
	7,520

	
	11,420



 Trade receivables: 
	
	£’000

	Trade receivables 
	8,240

	(-) irrecoverable
	240

	(-) allowance 
	160

	Net trade receivable
	7,840


Retained profit:
	Total 
	£’000

	Retained profit (1-1-19)
	8,380

	Profit of the year
	3,140

	
	11,520

	(-) dividend paid
	560

	Retained profit (31-12-19)
	10,960



 [35 marks] 
 
 
QUESTION 2 
 
Jerry plc supplies own label household and personal care products to supermarkets and other large retailers in the UK and Europe. In order to expand markets they have recently marketed their product in America. 
 
Extracts from their latest financial statements are given below: 
 
Income statement for the year ended 31st  October  
	 
	2019 
	2018 

	 
	£m 
	£m 

	Revenue 
	501.3 
	486.8 

	Cost of sales 
	(309.5) 
	(299.9) 

	Gross profit 
	191.8 
	186.9 

	Distribution costs 
	(39.7) 
	(31.2) 

	Administration expenses 
	(129.1) 
	(126.0) 

	Operating profit 
	23.0 
	29.7 

	Finance costs 
	(0.2) 
	(3.5) 

	Profit before taxation 
	22.8 
	26.2 

	Taxation 
	(9.9) 
	(7.9) 

	Profit for the year 
	12.9 
	18.3 


 
Statement of Financial Position  as at 31st  October 
	 
	2019 
	 
	2018 
	 

	 
	£m 
	£m 
	£m 
	£m 

	Property, plant & equipment 
	132.2 
	 
	137.3 
	 

	Current assets 
 
	 
	 
	 
	 

	Inventory 
	38.8 
	 
	41.1 
	 

	Trade receivables 
	114.9 
	 
	114.7 
	 

	Cash 
	  0.2 
	 
	  0.7 
	 

	 
	153.9 
	 
	156.5 
	 

	Total assets 
	 
	286.1 
	 
	293.8 

	Current liabilities 
	 
	 
	 
	 

	Trade payables 
	(84.1) 
	 
	(75.8) 
	 

	Other creditors 
	(66.9) 
	 
	(72.6) 
	 

	 
	(151.0) 
	 
	(148.4) 
	 

	Long term loans 
	(41.9) 
	 
	(65.1) 
	 

	Net assets 
	 
	 93.2 
	 
	 80.3 

	Equity 
	 
	 
	 
	 

	£1 Ordinary shares 
	17.8 
	 
	17.8 
	 

	Share premium 
	57.2 
	 
	57.2 
	 

	Retained profits 
	18.2 
	 
	  5.3 
	 

	 
	 
	 93.2 
	 
	 80.3 

	 
	 
	 
	 
	 


 
Required: 
(a) Calculate the following ratios for Jerry plc for both 2019 and 2018: 
1. Return on capital employed. 
2. Return on equity. 
3. EPS 
4. Gross profit margin 
5. Asset turnover 
6. Stock holding period 
7. Debtors collection period 
8. Current ratio 
9. Gearing 
10. Interest cover 
	  	 	 	 	 	 	 	 	 	[20 marks] 
 


Solution  a)

                                                     | 2019                                                            |2018

1 Return on capital employed: 
                                                                                    EBIT
                                                                        Capital Employed          
EBIT = Operation profit
Capital employed = Total Assets- current liability

                                      
                                              | =23.0 / (286.1-151.0)                                  |=29.7 / (293.8-148.4)                    
                                              |  = 0.1702                                                     |=0.2043

2. Return on equity: 
                                                                       Net income
                                                             Average Shareholders’ Equity 

                                                | = 12.9 / 93. 2                                       | = 18.3 / 80.3
                                                | = 0.1384                                              | = 0.2279 

3. EPS:
                                                     Net income – Preferred Dividends
                                                 End of Period Common Shares of Outstanding
 
                                                | = 12.9 / 17.8                                        |=18.3 / 17.8
                                                | = 0. 7247                                             |= 1. 0281 

4. Gross profit margin

                                                       Net Sales -  COGS 
                                                           Net Sales
 
                                                   |= 191.8 / 501.3                                  | = 186.9 / 486.8
                                                   |= 0.3826                                            | = 0.3839

5. Asset turnover
                                                            Total Sales    
                                                   Beginning Assets + Ending Assets   
                                                   | = 501.3 / 286 .1                             | = 486. 8 / 293. 8
                                                   | = 1. 7522                                        |= 1.6569

6. Stock holding period 
                                                   Inventory                               x         365
                                                   Cost of sales
                                                   | = 38.8 / 309.5 * 365                | = 41.1 / 299.9* 365
                                                   | = 46 days                                 |= 50 days 

7. Debtors collection period 
                                                     Trade receivable                   x           365
                                                      Sales revenue 
                                         
                                              |= 114.9 / 501.3 * 365                        | 114.7/ 486.8 * 365
                                              | = 84 days                                          | = 86 days

8. Current ratio:
                                                     Current assets
                                                    Current liabilities 
                                               |= 153.9 / 151                                    | = 156.5/ 148.4
                                               |= 1.02                                               | = 1.06

9.Gearing ratio:
                                                     Total Debt
                                                    Total Equity
        
                                                |= (151 + 41.9) / 93.2                   |= (148.4 + 65.1) / 80.3
                                                |= 2.07                                          |= 2.66

10. Interest cover:
                                                                E B I T
                                                       Interest Expense 

                                             | = 23 / 02                                      | = 29.7 / 3.5
                                             | = 115                                           | = 9







 
(b) Discuss the situation revealed by the ratios you have calculated in (a). 
1. Return on capital employed
The return on capital ratio has increased by 3.4 percentage  which shows that the company has utilized their capital employed efficiently in this year.
2. Return on equity
It shows that how much the company have generated the profit for the investment of stockholders, for the data we can summarize that  the company’s potential to generate the profit form stakeholders equity is increased by 8.95%
3. Earnings per share ratio
The earning per share ration has increased by 0.305 per share it shows the in the share market the company is performing well it can divers the interest of stockholders for investing in the company.
4. Gross profit margin
Gross profit margin has increased by0.13%  which mean the company have performed good in term of getting gross profit form sales.
5. Asset turnover
Asset turnover ratio has increased by 0.095 times  which indicates that the company has  became successful in utilizing its assets efficiently for generating maximum revenue.
6. Stock holding period 
Stock holding period  has also increased by 4.26 which means the company is not selling its inventory on the same range of time that it has sold in previous tenure. It will decrease the performance of company.
7. Debtors collection ration
The average time  to collect debts  have decrease by 2.34, so we can say that the company is performing  bed in recovering their receivables because average 2.34 days declination will impact badly on company’s overall performance.
8. Current ratio
Current ratio of the company has increased it shows that the company has increased  the potential of paying the short run obligation.
9. Gearing ratio
The gearing ratio of the company has increased by 13.76% it will increase operations  funded by equity capital versus debt financing.
10. Interest cover ratio
The interest cover ratio has decreased by 106.51 times it shows that the  company cannot cover its current interest payment with its available earnings efficiently
Over all the company have performed very well.







 	  	 	 	 	 	 	 	 	 	[15 marks] 
 
 
QUESTION 3 
 
Financial information about the activities and resources of a company is typically of interest to many people. The people potentially interested in a company’s financial statements need information about the company for various reasons. 
 
(a) Identify three different user groups of company accounts and discuss why these user groups are interested in the information provided in financial statements.  

 Before we indentify user groups of company accounts we have to know what is accounting .

The process of identifying, collecting, measuring, analysing and communicating financial/economic information      in order to permit informed judgements and decisions by users of the information.

Here are three accounting users that I will use, however there are more!

Accountants 
Business owners

Investors

They are using accounts in order to see how is a business doing from financial point of view, in order to see cash flow statements. One of the most important thing in the accounting is that it helps you to keep track of your profits, losses or potential ones, expenses etc. With that knowledge you will know if you have to change something.


[10 marks] 
 
(b) Discuss the advantages and disadvantages of a highly regulated financial reporting regime. You should consider the perspective of both user and the preparer of the financial statements.

Financial reports allow the organization to communicate information about their performance to the "outside world". ... The two main regulatory bodies of financial reporting are the "Law" and the "Accounting Profession" with the Accounting Standards Board usually known as ASB.

There are three major financial statements.
-Income statement
- Balance sheet
-Cash flow statement
Here are some of the advantages of both the users and the preparer of financial statements.
 1. Financial statements indicate business trends and tendencies, showing how the firm is collecting money and at which rates creditors are being paid. They also show any abnormalities that might interfere with the cash flow of your business. For instance, accounts receivable reports depict who is paying the business on time and who is paying late. You can then look at these reports to make educated decisions on who needs more collection efforts or reminder notices, and which customers are more reliable. Accounts payable reports show you what your business owes and to whom. 
    1  The “preparer” of financial statements can keep on track of every asset, liability of the company, etc. This can help them trach the financial history, however the “users” can make an esearch and see the history of the company cash flow , expenses etc. 
 2. Getting Credit When You Need it: One of the Key Benefits of Financial Reporting
Whether it’s part of a growth strategy or just a way to stay afloat and viable, every business needs credit at one time or another. This includes business loans, credit cards, and credit lines with vendors. All of these lenders will need some type of guarantee that they’ll get their money back in a timely fashion. To get this guarantee, the lender will want to check your balance sheet and credit report.
The balance sheet gives an accurate impression of how much you already owe, but it also shows them the current state of your cash flow. As an aside, an internal accounts payable report will keep you on top of your bills and help increase your credit score.

2.The benefit of the “users” of the financial reporting is that every business needs credit at one time or another. And if you want to be involved as an credit card vendor, you will have the proof how they managed there credits in the history period . The good part as an “preparer” of financial statements is that by giving this kind of information you could easily gain the trust of an potential share holder, creditor etc.
There are more advantages from the financial reporting method for both the “users” and the “preparer”, however its time to say at least one disadvantage for both sides of the coin.

In my opinion one of the biggest disadvantage of the users is if the information given by the “preparer’ is manipulated in other words. In some periods of times the information may not be relevant .

One of the biggest disadvantage in my opinion by sharing the financial statements information is that some of the users may understand the strategic that your company is using and can apply it in there. In other words
“You may help someone you don’t want really to help”.
 [10 marks] 
 
(c) Discuss the limitations of financial statements. 
One day you wake up and your laptop is slower than usual. You have the idea to open it and clear it of threats such as cobwebs and dust. You check your instruments, but you can't find the right screwdriver for your laptop. You find similar. You try it but it doesn't work on your laptop. Then you realize that you have the same instrument but not the right one. It's the same with Limitations of Financial Statement Analysis, it's a great "tool" but it has its limits. 
The limitations of financial statements are those factors that a user should be aware of before relying on them to an excessive extent.
Here are some of the examples of limitations of financial statements. 
Dependence on historical:
Transactions are initially recorded at their cost. This is a concern when reviewing the balance sheet. where the values of assets and liabilities may change over time.
            Inflationary effects: 
If the inflation rate is relatively high, the amounts associated with assets and liabilities in the balance sheet will appear inordinately low, since they are not being adjusted for inflation. This mostly applies to long term assets 
                Subject to fraud:
 The management team of a company may deliberately skew the results presented. This situation can arise when there is undue pressure to report excellent results.

Here are some of the examples however there are more

For another situation example, a business could report excellent results in one month, and no sales at all in the next month. Because a contract on which it was relying has ended. 
 [10 marks] 
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