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QUESTION 1

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.

























The income statement of Wales plc:
	Wales plc

	Income statement ended 21st December 2019

	Particulars
	Amount (£000)

	Sales
	30,300

	GOGS (Cost of goods sold) (W1)
	18,780

	Gross profit 
	11,520

	Distribution expenses 
	2,160

	Administration expenses (W2)
	4,145

	Profit before interest and tax
	5,215

	Interest expenses (W3)
	480

	Profit before tax 
	4,735

	Income tax expenses
	1,600

	Profit after net tax/Net profit 
	3,135




















Workings:
	
	£

	1. Costs of sales (18700-2560=16220)
	16,200

	(+) Depreciation on plant (25600*10%) 
	2560

	Total 
	18,780

	
	

	2. Administration expenses 
	2,920

	(+) Depreciation on building (16000*2%)
	320

	(+) Debt write-off
	240

	(+) Allowance on trade receivables (8240*2%)
	165

	(+) Insurance fee
	500

	Total (2920+320+240+165+500=4145)
	4,145

	  
	

	3. Interest expenses 
	480

	(12% debenture of 4000) 12/100*4000=480
	






















Balance sheet (Companies Act 2006):

	Wales plc
Balance sheet as at 31st December 2019
Particulars                                                                                                            Amount (£ 000)

	Assets 
Fixed assets(W4)
Land 
Building 
Plant 


Current assets
Inventory 
Trade receivable (W5)
Bank 
	 

20,000
11,420
18,080



3,120
7,835
320

	Total assets                                                                                                                       60,775

	Liabilities
Capital and reserves 
Share capital                                                                                                                       29,000
Share premium                                                                                                                     5,000
Revaluation reserve (W6)                                                                                                     5,000
Retained earnings (W7)                                                                                                      10,955
Liabilities
12% debenture                                                                                                                      4,000                                                                                                            
Trade payables                                                                                                                     4,480
Accrued liabilities                                                                                                                     740                                                                                                      
Income tax liability                                                                                                                1,600

	Total liabilities                                                                                                                   60,775













Workings:
	4. Fixed assets:
	£

	Land (revalued to 20000)
	20,000

	Plant (25600-4960-2560)
	18,800

	Building (16000-4260-320)
	11,420

	(Cost-accumulated depreciation-CY depreciation)
	

	
	

	5. Trade receivables (8240-240-165)
	7,835

	(Balance-written off- allowance)
	

	
	

	6.Revaluation reserve (20000-15000)
	5,000

	(On land revaluation) (Fair value-book value)
	

	
	

	7.Retained earnings:
	

	Opening balance
	8,380

	(+) Current year profits (refer P&L)
	3,135

	(-) Dividend paid 
	560

	Retained earnings on 31 December 2019
	10,955

	
	

	8.Outstanding expenses
	

	Insurance fee
	500

	Interest expenses (Total 480-paid 240)
	240

	
	740



Explanation for the adjustment related to the matters which are not reflected in the trial balance:
1. Depreciation on building: Cost= 16000, depreciation=16000*2% which is 320. Added to administration expenses and transferred to P&L (profit and loss) account (refer to W2) (Wood and Sangster 2005).
      Depreciation on plant: Cost =25600, depreciation for the year = 25600*10% which is 2560. Added to COGS (cost of goods sold) and transferred to P&L (profit and loss) account (refer W1).
	
2. Land revaluation: Appreciation in fair value of 5000 have been transferred to revaluation   reserve, and land is recorded at 20,000.

3. Irrecoverable debt of 240 and allowance of 2% e.g. 165 have been charged to administration expenses and subsequently reduced from the receivable balance.



QUESTION 2
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 


(b) Discuss the situation revealed by the ratios you have calculated in (a). 

































Workings: 
a) Calculation of ratios for Jerry plc for year 2019

	
	Ratios
	Formula
	2019

	1
	ROCE
	(EBIT/ CE) x 100
	(23/ (281.1-151)) x100

	
	
	
	17.02%

	
	
	
	

	2
	ROE
	(Net income/Equity) x 100
	(12.9/93.2) x 100

	
	
	
	13.84%

	
	
	
	

	3
	EPS
	(Earnings/ no. of ordinary shares)
	12.9/17.8

	
	
	
	0.72

	
	
	
	

	4
	Gross profit
	(Gross profit/Revenue) x100
	(191.8/501.3) x 100

	
	
	
	38.26%

	
	
	
	

	5
	Asset turnover 
	Revenue/Total assets 
	501.3/286.1

	
	
	
	1.75

	
	
	
	

	6
	Stock holding
	(Inventory/COGS) x365
	(38.8/309.5) x 365

	
	
	
	45.76

	
	
	
	

	7
	Debtors collection
	(Trade receivables/Revenue) X365
	(114.9/501.3) x 365

	
	
	
	83.66

	
	
	
	

	8
	Current ratio
	Current assets / Current liabilities
	153.9/151

	
	
	
	1.02

	
	
	
	

	9
	Gearing ratio
	Total debt/Total equity
	41.9/93.2

	
	
	
	0.45

	
	
	
	

	10
	Interest cover
	EBIT/Interest expenses
	23/0.2

	
	
	
	115.00










Workings:

a) Calculation of ratios for Jerry plc for year 2018

	
	Ratios
	Formula
	2018

	1
	ROCE
	(EBIT/Capital Employed) x 100
	(29.7/ (293.8-148.4)) x100

	
	
	
	20.43%

	
	
	
	

	2
	ROE
	(Net income/Equity) x 100
	(18.3/80.3) x 100

	
	
	
	22.79%

	
	
	
	

	3
	EPS
	(Earnings/ no. of ordinary shares)
	18.3/17.8

	
	
	
	1.03

	
	
	
	

	4
	Gross profit
	(Gross profit/Revenue) x100
	(186.9/486.8) x 100

	
	
	
	38.39%

	
	
	
	

	5
	Asset turnover 
	Revenue/Total assets 
	486.8/293.8

	
	
	
	1.66

	
	
	
	

	6
	Stock holding
	(Inventory/COGS) x365
	(41.1/299.9) x 365

	
	
	
	50.02

	
	
	
	

	7
	Debtors collection
	(Trade receivables/Revenue) X365
	(114.7/486.8) x 365

	
	
	
	86.00

	
	
	
	

	8
	Current ratio
	Current assets / Current liabilities
	156.5/148.4

	
	
	
	1.05

	
	
	
	

	9
	Gearing ratio
	Total debt/Total equity
	65.1/80.3

	
	
	
	0.81

	
	
	
	

	10
	Interest cover
	EBIT/Interest expenses
	29.7/3.5

	
	
	
	8.49









b) Interpretation of the ratios
The ratios calculated using the financial statements of Jerry plc reveal the decrease in the profitability of the company in 2019 and improvement in interest cover (Wood and Sangster 2005). Firstly, the ROCE and ROE of the company have decreased in 2019, indicating the comparatively lower returns on total capital and equity. If is a lower value of ROCE it means that it will have a lower profitability. Secondly, the return on equity of the company has significantly decreased in 2019 to 13.84% from 22.79% in 2018, this is due to the decreased income and increase in equity during the year. Thirdly, the gross profit and operating ratios have decreased in the current year, the company earned gross profit of 191.8 from the revenue of 501.3, e.g. 38.26% and the same in 2018 was 38.39%. Further, the EPC of the company has significantly declined due to a fall in net earnings, mainly caused by increased by other operating costs and income tax expenses. Thus, EPS has declined to 0.72 in 2019 from 1.03 in 2019. 
Talking about the gearing ratio of the company, this reveals the decrease reliability on debt funding of the company, as the gearing ratio has decreased substantially.so, the operating cycle of the company has improved due to decreased days of stock and debtors.  
Finally, the increases asset turnover depicts the efficient use of the assets in revenue generation, and increased interest cover indicated the strengthened capability of paying the interest obligations (Bragg, 2018).

















QUESTION 3

(a) Identify three different user groups of company accounts and discuss why these user groups are interested in the information provided in financial statements. 


(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. 

(c) Discuss the limitations of financial statements. 






































Working:

a) Three different user group 

It is the responsibility of the management to prepare the financial statements which are used by different categories of the user in order to make the decisions (Minnis and Sutherland, 2017). Accordingly, to this, here are the users who use the financial statement and why they use them:
· Management- sometimes the financial figures are prepared by the management of the company helped by experts in accounting, still they are foremost and the first user for the financial statement. In the same time, management focuses on the financial statement to analyze various aspects such as profitability, liquidity, cash flow and project financing.
· Investors- financial statement of the company shows the financial and operational growth of the company. The main purpose to use this information is to take the decision of the investment in the company.
· Government- Government agencies check the financial statement of the company to know whether the company has paid taxes or not on such income. Also, the Government, predicts the future performance of the company to get the details about future tax predictions (Schroeder 2019).



b) Advantages and disadvantages 

A highly regulated financial reporting regime is to be made after considering all the issues and shortcomings. It is required to control all these issues and sometimes this highly regulated regime also makes hurdles or confusion in the financial reporting. These advantages and disadvantages are as discussed below:

· Advantages

A regulated financial reporting regime creates faith in the financial information and creates credibility of the investors in the company (Guerreiro Rodrigues and Craig 2015). 

It becomes easier for the company in order to avoid manipulations and defalcation of the funds of the company. 

· Disadvantages 

This regime also has disadvantages that it become difficult to reporting sometimes and creates a lot of confusion. In order to develop this regime, is necessary to invest a lot of funds in that regime and because of this there are a lot of amendments and continuous changes which make the regime very difficult to continues from time to time (Lawrence et al, 2018).





[bookmark: _GoBack]
c) Limitations of financial statements

Users should be aware of these limitations before taking any decisions with respect to financial statements. If they will have timely and proper knowledge of these limitations of financial statements, the investors will be helped to take accurate and reasonable decisions about an investment or even about other important things (Galkina 2020).

These limitations are pointed out with the help of below points:
· For instance, financial statements information mostly depends upon historical elements
· In the same time, effect of inflations as the recorded amount and current inflations rates does not match mostly.
· On one hand, financial figures can be prepared in the assumption going concern.
· On the other hand, financial figures are sometimes based on personal judgement. 
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