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[bookmark: _Toc49563008]Introduction

[bookmark: _Hlk49460021]This report is purposed to complete a few tasks and provide proof of knowledge and understanding regarding some basic rules in accounting. This module provided an opportunity to learn some basic principles in bookkeeping and accounting of various business operations related to business’ finances. In its first part, this report will answer several tasks concerning the practical side of accounting, which aims to show skills based on what has been learned, as well as how it is successfully applied in practice. This report though will conclude with a significant theoretical part, which will underpin the practice and will bring more understanding about some important concepts that are an integral part of the accounting fundamentals. 

















[bookmark: _Toc49563009] Question 1

The following Financial information is taken from the trial balance of Wales Plc at 31st Dec 2019. 
[image: ]

From the information provided it is clear that there are more transactions to be done before the final trial balance to be used for preparing Income Statement and Statement of Financial Position for Wales PLS, for the year ending 31st of December 2019.
Income statement is a statement of operations or more precisely, a statement of operational activity, which in the nearest past was yet called the statement of profit and lost. The income statement reflects the results of operations during an accounting period of time (Stickney, et al., 2010). This statement is needed if the business needs to take a loan, because it shows the business’ past profitability, because of which it is also generating interest from investors.
Statement of Financial Position is a principal financial statement that provides information regarding the organisation’s assets, liabilities, and net assets. The purpose of this statement is to help assessing the business’ position in terms of sustainability, mostly regarding financial stability and/or potential a rick (Ruppel, 2007).
The following operations aims adjusting the trial balance, so that it become worth to be used for creating an Income Statement and a Statement of Financial position of the Wales PLC. Some additional calculations and explanation will take place bellow this table. 
	[bookmark: _Hlk49471107]Adjustment of Trial Balance
	Before adjusting
	After adjusting

	Accounts
	D
	C
	D
	C

	--------
	£000
	£000
	£000
	£000

	Sales (C-160)
	
	30,300
	
	30,300

	Cost of sales (D-2560)
	16,220
	
	18,780
	

	Distribution expenses
	2,160
	
	2,160
	

	Admi. Exp-s (D-320; (240;160); 500)
	2,920
	
	4,140
	

	Land at cost (D-5000)
	15,000
	
	20,000
	

	Revaluation Surplus (C-5000)
	
	
	
	5,000

	Buildings at cost 
	16,000
	
	16,000
	

	Build. A. Depreciation (C-320)
	
	4,260
	
	4,580

	Plant at cost
	25,600
	
	25,600
	

	Plant A. Depreciation (C-2,560)
	
	4,960
	
	7,520

	Trade receivables (C-240)
	8,240
	
	8000
	

	Trade payables
	
	4,480
	
	4,480

	Inventory at 31 December 2019 (C-500)
	3,120
	
	2,620
	

	Bank
	320
	
	320
	

	£1 ordinary shares
	
	29,000
	
	29,000

	Share premium
	
	5,000
	
	5,000

	Retained profits at 1 January 2019
	
	8,380
	
	8,380

	12% debentures 2024
	
	4,000
	
	4,000

	Debentures interest paid
	240
	
	240
	

	Dividends paid
	560
	
	560
	

	Total 
	90,380
	90,380
	98,260
	98,260


There are a few or more transactions that should be explained, so that it is clear what has been done and why. So, the account of Administrative Expenses has been charged as follow: 
	Administrative Expenses

	Dr
	£000
	Cr
	£000

	Balance
	2,920
	
	

	Depreciation Building
	320
	
	

	Irrecoverable debt written off
	240
	
	

	Allowance for receivables
	160
	
	

	Insurance fees paid
	500
	
	

	Total 
	4,140
	
	



Regarding the 2% allowance for receivables, the 2% were calculated after the Bad debt allowance was deducted, so it was calculated based on the final sum of £8,000.
	[bookmark: _Hlk49468526]Building Accumulated Depreciation
	Trade receivables

	Dr   £000
	Cr   £000
	Dr   £000
	Cr   £000

	
	4,260
	8,240
	240

	
	320
	-240
	-240

	0
	4,580
	8,000
	0



	[bookmark: _Hlk49469305]Allowance for receivables
	Inventory at 31 Dec 2019

	Dr   £000
	Cr   £000
	Dr   £000
	Cr   £000

	
	160
	3,120
	500

	
	
	-500
	-500

	
	160
	2,620
	0



	[bookmark: _Hlk49469373]Plant Accumulated Depreciation
	Cost of sales (D-2560)

	Dr   £000
	Cr   £000
	Dr   £000
	Cr   £000

	
	4,960
	16,220
	

	
	2,560
	2,560
	

	
	7,520
	18,780
	



	Land at cost 
	Revaluation Surplus 

	Dr   £000
	Cr   £000
	Dr   £000
	Cr   £000

	15,000
	
	
	5000

	5,000
	
	
	

	20,000
	
	
	



The revaluation of the land could not take place in the Income Statement unless there is created a revaluation Surplus account.
In the following two tables are prepared Income Statement and a Statement of Financial Position.
	[bookmark: _Hlk49543168]Income Statement

	N
	Accounts
	£000

	1
	Revenue
	  30,300

	2
	Cost of sales 
	(18,780)

	3
	Gross Profit
	  11,520

	4
	Distribution Cost
	(2,160)

	5
	Administrative expenses 
	  (4140)

	6
	Operating profit
	   5,220

	7
	Finance cost (4000x12%)
	    (480)

	8
	Profit before taxation
	  4,740

	9
	Taxation
	 (1,600)

	10
	Profit for the period
	  3,140







	

	[bookmark: _Hlk49558631]Statement of Financial Position

	
	Assets
	£000
	£000

	
	Current assets
	
	

	
	Trade receivables
	8,000
	

	
	Inventories (31 Dec 2019)
	2,620
	

	
	Bank
	   320
	10,540

	[bookmark: _Hlk49549633]
	Non-Current assets
	
	

	
	Land at cost (W3)
	20,000
	

	
	Plant at cost (W3)
	18,080
	

	
	Buildings at cost (W3)
	11,420
	49,500

	
	
	
	

	
	                             Total assets
	
	60,040

	
	Less liability
	
	

	
	Trade and other Payables (W1)	
	6,080
	

	
	Non cur. Liability
	
	

	
	Long term liabilities
	4,000
	10,080

	
	
	
	

	
	                              Net assets
	
	49,960

	
	Equity
	
	

	
	Ordinary shared capital
	
	29,000

	
	Retained profit (W2)
	
	10,960

	
	Share premium
	
	5,000

	
	Revaluation reserve
	
	5,000

	
	Total
	
	49,960




	W1 Trade and other Payables
	£000

	Trade Payables
	4,480

	Income tax liability
	1,600

	Total
	6,080



	W3 Property plant and equipment
	£000

	Land at cost
	15,000

	Surplus revaluation (land)
	5,000

	Land New cost
	20,000

	Plant at cost
	25,600

	Plant depreciation 
	(7,520)

	Plant New Cost
	18,080

	Buildings at cost
	16,000

	Building Depreciation
	(4,580)

	Buildings New cost
	11,420

	Total
	49,500




	W2. Retained profit                             £000

	Retained Profit                 
	8,380

	Profit for the year           
	3,140

	Dividends paid 
	 (560)

	Total
	        10,960












[bookmark: _Toc49563010]Question 2 

Extracts from the latest financial statements of Jerry plc supplies are given below. Based on them will be done some required calculations, which could help the company in their decisions regarding planned expansion. 
[image: ]
[image: ]

1. [bookmark: _Hlk49362225][bookmark: _Hlk49362336]Return on capital employed = (Profit before interest/ Assets employed) x 100% 
To use this formula, it is necessary to first find the Assets employed. The formula for the AE is: Assets employed = total assets – current liabilities.  
Then the formula for ROCE will change to:
ROCE = [Profit before interest/(Total Assets – Current Liabilities)] x 100% .          
2018 - [£29.7/ (£293.8 – £148.4) x 100%   =   £2970/145.4 = 20.43%   
[bookmark: _Hlk49389755]2019 - [£23.0/ (£286.1 – £151.0)] x 100%   = £2300/135.1 = 17.02%     
The ROCE ratio shows a high percentage of company’s value, which is better in 2018 and is slowly decreased in 2019. A market expansion  is preferable in order to gain more sales and increase the ROCE.
2. [bookmark: _Hlk49380745]Return on equity = (Earnings / Ordinary share capital and receivers) x 100%
2018 - (£18.3/£80.3) x 100 = 22.88%           
2019 - (£12.9/£93.2) x 100 = 13.84%
This ratio is equivalent of a measure for profit and efficiency. Considering the decreased ROE in 2019, a market expansion could be very useful. 
3. [bookmark: _Hlk49381774]EPS – Earnings per share = (Earnings / Number of ordinary Shares)
2018 - (£18.3/£17.8) x 100% = 102.81%
2019 - (£12.9/£17.8) x 100% = 72.47%
This financial indicator indicates the profitability of the business.  The higher – the better, but as seen the 2019 notes a high decrease, which must be taken into consideration, because no shareholder will be happy for decreases of this ratio.
4. Gross profit margin = (Gross profit/Sales) x 100%
2018 - (£186.9 / £486.8) x 100% = 38.39%
[bookmark: _Hlk49390072]2019 - (£191.8 / £501.3) x 100% = 38.26%
This ratio can be used for defining the usefulness of the company’s executive management team in generating revenue. The decrease is tiny, but should be taken into consideration, because it is directed to down. The important here is to focus on the increasing of the gross profit.
5. Asset turnover = Turnover / Assets employed
[bookmark: _Hlk49478087]As mentioned above, the Assets employed = total assets – current liabilities 
2018 - £486.8 / (£293.8 – £148.4) =£486.8/ £145.4 = £ 3.35
[bookmark: _Hlk49479133]2019 - £501.3 / (£286.1 – £151.0) = £501.3 / £135.1 = £ 3.71
This ratio defines the company’s efficiency in generating revenue by using of its assets, and what ca be seen is that the ratio increases compared to the previous period.
6. Stock holding period = (inventory / Cost of sales) x 365
2018 - Stock holding period = (£41.4/£299.9) x 365 = 50.39 days  
2019 - Stock holding period = (£38.8/£309.5) x 365 = 45.75 days 
The number of days for which the business can hold inventory is decreasing, which is not good. The possibility to survive without collecting its receivables is not quite long, so the business has to make a policy of not letting these days be overtaken.
7. [bookmark: _Hlk49387338]Debtors collection period = (Trade receivables/sales) x 365
2018 - (114.7/486.8) x365 = 86.00 days of debtor collection period.
2019 - (114.9/501.3) x365 = 83.66 days of debtor collection period
This ratio indicates the effectiveness of the business’ accounts receivable management practices. The results for 2019 are decreasing so the business must take it into consideration and look for ideas to increase it, some of which could be new markets, more sales and increasing profits. 
8. Current ratio = Current assets / Current liabilities
2018 - Current Ratio = £137.3 / £145.4 = £0.94
[bookmark: _Hlk49390980]2019 - Current Ratio = £132.2 / £151.0 = £0.88
The ability of the company to pay its short-term obligations (Up to 1 year) is slightly decreased during 2019, which is not a good sign for investors. Still the ratio is not bad, because it is under 1, but decreasing in 2019 is not good, because this indicator defines the capability of the company of paying its obligations.  
9. Gearing = (Long term debt / Capital employed) x100%. 

2018 – [65.1/ (£293.8 – £148.4)] x 100% = (65.1/145.4) x 100% = 44.77%
[bookmark: _Hlk49391646]2019 – [41.9/ (£286.1 – £151)] x 100% = (41.9/135.1) x 100% = 31.01%

This is an indicator that can be used for measuring the financial health of the business. The lowest it is, the higher the financial risk for the additional debts is.  

10.  Interest cover = Profit before interest / Interest charges

2018 - £29.7 / £3.5 = £8.49
2019 - £23.0 / £0.2 = £115

The interest coverage measures the company’s ability to pay the interest of the outstanding debt. The higher, the better. The increased in 2019 ratio is a good sign for financial stability of the business. 




[bookmark: _Toc49563011]Question 3 


(A) [bookmark: _Toc49563012]Groups of users of accounting information.

There are two main user groups that could use the accounting information – internal and external.  The internal groups are owners, managers and employees. The external groups of users are tax authorities, also banks, investors, customers and suppliers.

Suppliers – Suppliers are well aware that in their business relations with business partners sometimes they need to offer services or goods on credit, which need not only trust by words, but a more worthy guarantee, such as the credit-worthiness of the partners in business. From the accounting information the suppliers could check their customers’ sustainability, how regular are they in paying to their creditors and how healthy is their business. This is important, because they expect to get their payments on time, so that will not impact on their own business (Gary Porter, 2009). 

 Managers – Managers need accounting information for the purpose of accurate decision making. They need to monitor the performance, which can then be compared with past time or compared to competition. Managers need to be well informed about the need of the business or even for the surplus, so that they can make the right steps to control and balance it according to the needs and possibilities. Managers need accounting information when need to order some goods or services from suppliers, so that they can order the right amount, no more, no less than they need or are able to pay and store for their future needs (Gary Porter, 2009). 

Investors – Investors need accounting information before investing and after investing in a certain business. That is because before investing the investor need to check the sustainability of the business and its growth, so that then they can plan investing. After investing, the investors also need to monitor the performance and how their money has been accumulated and what is the expectation for the revenue, profit, etc. Investors could use the accounting information to make future decisions of whether to continue the investment as planned, or they could decrease or increase it (Gary Porter, 2009). 



(B) [bookmark: _Toc49563013]Advantages and disadvantages of a highly regulated financial reporting regime. 

The advantages and disadvantages of the regulation and publication of financial statements is a timely and highly relevant topic as it creates an awareness of the complexities that accountants and corporations contend with, especially now when the complexity and amount of regulation in the financial sector is rapidly increasing.  
Advantages - The benefit of regulating and publishing the various financial statements is especially important now that the development of almost all industries is extremely intensive. The regulation and publication of the financial statements is an advantage for the international business relationships, because it decreases the difficulties a business could meet trading behind the borders of its country of origin. 
This shared information allows businesses to compare their performance with that of others in a given industry, as well as to find reliable suppliers and solvent customers, especially when it comes to wholesale with credit sales included. The regulation and publication of financial statements is subject to rights and regulations, which in turn ensure the existence of a standard for their preparation. 
The preparers of financial statements are subject to this standard, which must be complied with by all persons holding positions of responsibility in their preparation. These standards are supported by law, according to which the responsible persons may fall under the blows of the law in case of violation or non-compliance with these standards.
The accuracy of a financial statement is extremely important and the accuracy of its preparation is no less responsible. A wrong zero can turn hundreds into millions and mislead, intentionally or unintentionally, investors who can suffer huge losses because of it. This is just a small example of how important it is for this financial information to be regulated by law.

The regulation of financial information and its provision for public use creates advantages for both types of users, internal for business and external for business. The fact that everything is regulated by law creates security for the users of the information. Assurance that they will not be misled, deceived, and thus robbed or bankrupt due to false information or lack thereof.

Disadvantages – There are also some disadvantages of the regulation and publication of financial statements, which are also influencing both groups of users, the external and internal for the business users. On the part of the business itself, this creates transparency in the eyes of the competition, as well as the inability to hide gaps or problems that could harm the trust of suppliers or regular and / or long-term customers on the basis of contracts that are one very good and secure source of income. 
Of course, the information on public display is limited in scope and detail, as businesses must also be protected by law regarding the provision of specific internal functional information. This is not only a disadvantage, but it is also a limitation of the access to the internal company information, which is strictly personal and confidential, in terms of the fact that if it is exported, it will be in violation of the law for protection of business privacy, such as the data protection law. 



(C) [bookmark: _Toc49563014]Limitations of financial statements. 

There are many limitations of the financial statements, some of which will be discussed here. 
Financial statements are based on specific period of time. The users could be confused if they have seen only one statement for a specific period of time, because the information could vary from the normal operating results. Seasons could also impact the businesses in some specific period of time, which could mislead the seekers of objectivity. 
Financial statements have no predictive value. This is because the information always provides data from a past period of time. They don’t have predictable content, which could suggest what could happen in the near or distant future. 
Financial statements could be a subject of fraud. Seeking investors, the management could skew the presented results to the wished results. Such a situation could arise if the managers are under pressure of providing specific results. In some cases, it could be a pressure from the shareholders if a bonus of dividends can be given based on that. Also, the opposite, when the business could be sponsored if being in difficult situation, so then the managers will have to provide statements confirming the difficult situation. 
Financial statements do not discuss non-financial issues. A business could have reported excellent and realistic financial results, but not telling in a financial statement if they are in a failure in other areas, such as the environmental attentiveness or difficult relationships with the local community.
Financial statements don’t record intangible assets. This policy could underestimate the value of the business, because many businesses owe their prestige and resilience to intangible assets. There are many startups that have created intellectual property first, which is crucial to its existence, but so far have generated only minimal sales, for which financial statutory restrictions are a huge problem and can prevent businesses from winning suppliers or customers.
Many other limitations identify financial statements as an unreliable source of information, but they are ultimately the only reliable source of information.




















[bookmark: _Toc49563015]Conclusion

This report was built on a range of practical tasks, by completing of which was possible to present knowledge and understanding of the topic. In general, this report managed to meet the criteria for the necessary knowledge and understanding of the basics of business accounting. One of the most important things that accounting teaches us is that for the reality and balance of financial transactions it is very important that they are reflected with distinctive accuracy and precision. Certain difficulties in solving the tasks were based on the fact that different terminology was used, which creates confusion. Accounting is an exact science and this should be transferred to the terminology used in the reflection of accounting operations. 
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QUESTION 1

“The following trial balance was exiracted from the books of Wales plc at 31° December 2018:

£000 €000
Saes 30300
Cost ofsales 6220
Distibuton expenses 2,060
‘Adminisiration expenses 2520
Land at cost 15000
Buidings af cost 16,000
Buldings accumulated depreviaion T30
Pant af cost 25600
‘Flant accumulaied depresation EXE)
Trads receivables o)
Trade payables EX)
Inventory at 31 December 2015 EXE]
Bark 30
£1 ordinary shares 25000
Share premium 5000
Retained profs ai 1 January 2019 5350
12% debentures 2024 4,000
Debenture interest paid 20
Dividends paid 550

S0s60 | 90380

“The following matters have not yet been taken into account:

1) Depreciation forthe year is o be provided as folows:
Buidings 2% per year on cost (straight ine basis).
Plant 10% per year on cost (siraight ine basis).
Depreciation on buldings i to be charged to administration expenses.
Depreciation on plant is o be charged to cost of sales.

2)  Theland s to be revalued to £20,000,000. No change s required t the value of buidings.

3) Animecoverable debt o £240 s to be witen off and an allowance or receivables of 2% s o be made.
They are to be charged to adminsiration expenses.

4) At 31 December 2019, insurance fees of £500 were oustanding. They are to be charged to
‘administration expenses.

5)  The income tax iabilty for the year is estmated at £1,600,000.
Required:
Prepare Wales plc's income statement or the year ended 31 December 2018 and a Statement of Financial

Positon as a that date. You should comply as fa as possible with the provisions of the Companies Act 2006
and accounting standards. You should show your workings clearly.




