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Question 1
	Trial balance of Wales plc. at 31th December 2019
	

	 
	£’000
	£’000

	Sales
	 
	 £        30,300.00 

	Cost of sales
	 £            16,220.00 
	 

	Distribution expenses
	 £              2,160.00 
	 

	Administration expenses
	 £              2,920.00 
	 

	Land at cost
	 £            15,000.00 
	 

	Buildings at cost
	 £            16,000.00 
	 

	Buildings accumulated depreciation
	 
	 £          4,260.00 

	Plant at cost
	 £            25,600.00 
	 

	Plant accumulated depreciation
	 
	 £          4,960.00 

	Trade receivables
	 £              8,240.00 
	 

	Trade payables
	 
	 £          4,480.00 

	Inventory at 31 December 2019
	 £              3,120.00 
	 

	Bank
	 £                 320.00 
	 

	£1 ordinary shares
	 
	 £        29,000.00 

	Share premium
	 
	 £          5,000.00 

	Retained profits at 1 January 2019
	 
	 £          8,380.00 

	12% debentures 2024
	 
	 £          4,000.00 

	Debenture interest paid
	 £                 240.00 
	 

	Dividends paid
	 £                 560.00 
	 

	 
	 £            90,380.00 
	 £        90,380.00 

	Income Statement of Wales plc. at 31th December 2019
	

	Particulars 
	Amount 
	

	Sales
	 £     30,300,000.00 
	

	Cost Of Sales 
	 £           18,780,000.00 
	

	Gross Profit 
	 £           11,520,000.00 
	

	Operating Expenses 
	 
	

	Distribution expenses
	 £       2,160,000.00 
	

	Administration expenses
	 £       3,640,500.00 
	

	Total Operating expenses
	 £             5,800,500.00 
	

	Operating profit 
	 £             5,719,500.00 
	

	Debenture interest paid
	 £          240,000.00 
	

	Profit after interest 
	 £             5,479,500.00 
	

	Tax expense
	 £             1,600,000.00 
	

	Profit after tax 
	 £             3,879,500.00 
	

	
	
	

	Statement of Financial Position of Wales plc. at 31th December 2019
	

	Particulars
	Amount 
	Amount 

	Assets 
	 
	 

	Non-current Assets 
	 
	 

	Land
	 
	 £      20,000,000.00 

	Building 
	 £           16,000,000.00 
	 

	(less) Accumulated Depreciation on building 
	 £             4,580,000.00 
	 £      11,420,000.00 

	Plant 
	 £           25,600,000.00 
	 

	(less) Accumulated Depreciation on plant  
	 £             7,520,000.00 
	 £      18,080,000.00 

	Total Non-current Assets 
	 
	 £      49,500,000.00 

	 
	 
	 

	Current Assets 
	 
	 

	Trade receivables
	 £       8,240,000.00 
	 

	(less) Bad debts expense
	 £          240,000.00 
	 

	(less) Allowance for receivables
	 £          160,000.00 
	 £        7,840,000.00 

	Inventory at 31 December 2019
	 
	 £   3,120,000.00 

	Bank
	 
	 £      320,000.00 

	Total current Assets 
	 
	 £      11,280,000.00 

	Total Assets 
	 
	 £      60,780,000.00 

	 
	 
	 

	Liabilities 
	 
	 

	Current Liabilities
	 
	 

	Trade payables
	 
	 £   4,480,000.00 

	 
	 
	 

	Non-Current Liabilities
	 
	 

	12% debentures 2024
	 
	 £   4,000,000.00 

	Total Liabilities 
	 
	 £        8,480,000.00 

	 
	 
	 

	Equity 
	 
	 

	£1 ordinary shares
	 
	 £ 29,000,000.00 

	Share premium
	 
	 £   5,000,000.00 

	Retained profits at 31st December 2019
	 
	 £ 11,699,500.00 

	Asset Surplus 
	 
	 £        5,000,000.00 

	Total Equity 
	 
	 £      50,699,500.00 

	Total Equity and Liabilities 
	 
	 £      60,780,000.00 



Notes to Accounts 
	Working note 1: Calculation of Deprecation
	 
	

	Depreciation on Building (£ 16000000 * 2 %) to be charged as administrative expenses
	 £                 320,000.00 
	

	Depreciation on Plant (£ 25600000 * 10 %) to be charged as cost of sales
	 £             2,560,000.00 
	

	
	
	

	Working Note 2: Journal entry for revaluation of land 
	

	Land A/c Dr. (£ 20000000 - £ 15000000)
	 £             5,000,000.00 
	 

	To Appreciation of Land (£ 20000000 - £ 15000000)
	 
	 £        5,000,000.00 

	
	
	

	Working Note 3: Journal entry for Writing off bad debt
	

	Administration expense A/c Dr
	 £                         240.00 
	 

	To Accounts Receivable 
	 
	 £                    240.00 

	
	
	

	Working Note 4: Journal Entry for making allowance for receivables
	

	Administration expenses A/c Dr (£ 8240000 - £ 240000) * 2%
	 £                 160,000.00 
	 

	To Allowance for receivables (£ 8240000 - £ 240000) * 2%
	 
	 £            160,000.00 

	
	
	

	Working Note 5: Jounral Entry for outstanding isurance fees
	

	Administration expenses A/c dr
	 £                         500.00 
	 

	To cash A/c
	 
	 £                    500.00 

	
	
	

	Working Note 6: Calculation of administrative expenses
	

	 
	 
	

	Administration expenses
	 £       2,920,000.00 
	

	Depreciation on building 
	 £                 320,000.00 
	

	Bad debts expenses
	 £                 240,000.00 
	

	allowance for receivables
	 £                 160,000.00 
	

	Outstanding insurance 
	 £                         500.00 
	

	 
	 £             3,640,500.00 
	





Question 2
	Income statement for the year ended 31st October
	
	

	 
	2019
	2018
	
	

	 
	£m
	£m
	
	

	Revenue
	 £         501.30 
	 £     486.80 
	
	

	Cost of sales
	-£         309.50 
	-£     299.90 
	
	

	Gross profit
	 £         191.80 
	 £     186.90 
	
	

	Distribution costs
	-£           39.70 
	-£       31.20 
	
	

	Administration expenses
	-£         129.10 
	-£     126.00 
	
	

	Operating profit
	 £           23.00 
	 £       29.70 
	
	

	Finance costs
	-£             0.20 
	-£         3.50 
	
	

	Profit before taxation
	 £           22.80 
	 £       26.20 
	
	

	Taxation
	-£             9.90 
	-£         7.90 
	
	

	Profit for the year
	 £           12.90 
	 £       18.30 
	
	

	
	
	
	
	

	Statement of Financial Position as at 31st October

	 
	2019
	 
	2018
	 

	 
	£m
	£m
	£m
	£m

	Property, plant & equipment
	 £         132.20 
	 
	 £ 137.30 
	 

	Current assets
	 
	 
	 
	 

	Inventory
	 £           38.80 
	 
	 £   41.10 
	 

	Trade receivables
	 £         114.90 
	 
	 £ 114.70 
	 

	Cash
	 £             0.20 
	 
	 £    0.70 
	 

	 
	 £         153.90 
	 
	 £ 156.50 
	 

	Total assets
	 
	 £     286.10 
	 
	 £ 293.80 

	Current liabilities
	 
	 
	 
	 

	Trade payables
	-£           84.10 
	 
	-£   75.80 
	 

	Other creditors
	-£           66.90 
	 
	-£   72.60 
	 

	 
	-£         151.00 
	 
	-£ 148.40 
	 

	Long term loans
	-£           41.90 
	 
	-£   65.10 
	 

	Net assets
	 
	 £       93.20 
	 
	 £   80.30 

	Equity
	 
	 
	 
	 

	£1 Ordinary shares
	 £           17.80 
	 
	 £   17.80 
	 

	Share premium
	 £           57.20 
	 
	 £   57.20 
	 

	Retained profits
	 £           18.20 
	 
	 £    5.30 
	 

	 
	 
	 £       93.20 
	 
	 £   80.30 

	 
	 
	 
	 
	 



(a). Financial Ratios 
	 
	 
	
	 

	Ratio
	Formula 
	2019
	2018

	Return on Capital Employed 
	Operating profit / (Total Assets - Current Liabilities)
	0.053
	0.067

	Return on equity 
	Net Income / Total Equity 
	0.138
	0.228

	Earnings per share
	Net income / number of equity shareholders
	£ 0.725
	£ 1.028

	Gross Profit Margin 
	Gross profit /Revenue
	0.383
	0.384

	Asset turnover ratio 
	Revenue / Total assets 
	1.752
	1.657

	Stock Holding period 
	Cost of Goods Sold / Average Inventory
	7.747
	7.297

	Debtors Collection period 
	(Average account receivable / revenue) * 365
	83.587
	86.001

	Current Ratio
	Current assets / current Liabilities 
	1.019
	1.055

	Gearing Ratio
	Total Debt / Total Equity 
	2.070
	2.659

	Interest Coverage ratio 
	operating profit / interest expense
	115.000
	8.486



(b). Financial Ratio analysis 
Jerry Plc., performance in 2018 was better than performance in 2019. Rerun on capital employed for year 2018 was 0.067 or 6.7 % that means Jerry plc got 6.7 % on its capital employed in 2018 and for 2019 it is 0.053 or 5.3 %, this means that its capital employed increased or its profit decreased for year 2019 (Niresh 2012). 
Its Return on equity for year 2018 was 0.228 or 22.8 % that means Jerry plc provided 13.8 % to its equity shareholders in 2018 and for 2019 it is 0.138 or 13.8 % which is lower than 2018, it can be said that jerry plc provided lower returns to its equity shareholders in 2019 (Orgaz 2013). 
Its EPS for year 2018 was £ 1.028 that means Jerry plc earned for each equity share £ 1.028 and for 2019 it is £ 0.725 which is lower than 2018, it can be said that jerry plc provided lower earnings to its shareholders in 2019 (Grundiene 2015). 
Its gross profit ratio for year 2018 was 0.384 or 38.4 % that means Jerry plc spent 61.7 % of its revnue on cost of sales in 2018 and for 2019 it is 0.383 or 38.3 % which is lower than 2018 by 0.01% (Ummah 2014). 

Its Asset turnover ratio for year 2018 was 1.657 that means Jerry plc earned for £ 1.65 for each £ of its assets and for 2019 it is 1.752 which is higher than 2018, it can be said that jerry plc earned more revenue on its assets in 2019. 
Its debtors collection for year 2018 was 86 days that means Jerry plc recovered from its debtors within 86 days in 2018 and it is 83.58 days which is lower than 2018, it can be said that jerry plc debtors collection efficiency increased in 2019 
Its current ratio is almost same at 1.0. There has been a decrease in gearing ratio, which shows that in 2019, Jerry Plc decreased its debts and because of decrease in gearing ratio, interest coverage ratio of Jerry Plc is much higher than that of 2018 (Ummah 2014. 
Overall it can be said Jerry Plc performance was better in 2018, in terms of profitability but in terms of leverage and operating efficiency its performance is better in 2019. 


Question 3
(a). Main users of company’s accounts:
1. Managers – Managers are the prime users of company’s account, managers require information for planning and monitoring. Managers are required to prepare budgets and allocate organisational resources for achieving organisation and for that it requires various types of information related to products, services, processes and departments of business. Managers require assessing company’s account for monitoring how well as company is performing and setting key performance indicators. 
2. Lenders – Lenders includes those institutes and organisations that provide or lend money to company. They use company’s account for assessing company’s ability for paying back loan. Lenders assess company’s account for setting up of lending terms. The company that indicates good health such as higher profitability, continuous growth and securable assets and higher liquidity indicates higher ability of a borrower to pay back the loan. Lenders do not lend money to those firms which indicate poor ability to pay back loan (Wright 2012). 
3. Investors – Another user of company’s account are investors. Investors require information regarding the company for knowing how well a company is performing or whether investing in a company is a good option or not and they get these information through company’s account. They assess company’s profitability, evaluates risk associated with investment. They use company’s account for deciding whether to invest or not in a company, or decision such as holding investment or increasing and decreasing investment or withdraw (Wright 2012). 
(b). Financial reports regime 
Advantages of high regulation for financial reporting 
High regulation for financial reporting helps in ensuring that financial reports are made according to accounting standards and there is a reduction in frauds and errors. These regulations helps user as financial reports are prepared according to accounting standards and these rules and regulations ensures that users gets accurate information and there is no manipulation in reporting financial information. It increases users’ reliability on financial reports. It also benefits prepares as preparer will be more clear about where to record a specific time of information and how it should be reported and treated while preparing financial statements (Pijper 2016). 
Disadvantages of high regulation for financial reporting 
Even though these regulations helps in ensuring that financial reports are made according to accounting standards and there is a reduction in frauds and errors, but sometimes users find it very difficult to find the information he is looking for because of the complexity in financial reports. These regulations requires preparer to include various types of information that might not be necessary normal public, that makes financial reporting complex for them. Prepares also face many difficulties in recording and treating some financial information and that sometime can lead to recording of misinformation and manipulation. 
(c). Limitations of financial statements 
1). Financial statements are dependent on historical costs. The transactions that are recorded in financial statements are of historical costs. Financial statements do not provide the current value of liabilities and assets that might be affected by market factors. Financial statements may be misleading if company’s assets are not revalued accordingly. 
2). Financial statements involve and are based on company’s personal judgement. There are different accounting standards used by different companies and groups. Method such as depreciation and amortization of an asset are prone to personal decision of company and thus financial statements can be misleading. 
3). Financial statements also faces the problem of comparability, it is common that investors and analysts compares performance of one company with other companies of same sector for making investment decision, but financial statements are very hard to compare with another, this because of factors such as personal judgements, accounting standards made by different organisation. 
4). There is higher possibility of frauds in financial statements, because of motives of different stakeholders financial statements can be skewed. For example if a manager is likely to receive bonus on better performance of company or promoters want to increase price of shares then they tend to overstate the results of company’s performance, although auditors audit these financial statements for detecting frauds and errors. 
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