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1. [bookmark: _Toc49630183]Introduction


This report aims to show the level of acquired knowledge and skills in learning the basics of accounting. Accounting is a complex process of recording each accounting transaction so that it can be easily used for further accounting calculations. For the most part of it, this report is a practical exercise that aims to develop experience in accounting for various transactions and the preparation of various financial statements, which could be useful to managers and shareholders in a company. The theoretical part at the end of the report aims to show specific knowledge about the theory of accounting.


























2. [bookmark: _Toc49630184]Question 1



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

Trial Balance of Wales PLC at 31 January 2019. Based on it and the aditional transaction, to be made Income statement and Statement of Financial Position of the company. 
	[bookmark: _Hlk49471107]Adjustment of Trial Balance
	Before adjusting
	After adjusting

	Accounts
	D
	C
	D
	C

	--------
	£000
	£000
	£000
	£000

	Sales 
	
	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
	

	Allowance for Bad Debts
	
	
	
	160

	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


Detailed Bookkeeping
	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
	
	



	[bookmark: _Hlk49468526]Building Accumulated Depreciation

	Dr   £000
	Cr   £000

	
	4,260

	
	320

	0
	4,580



	Trade receivables

	Dr   £000
	Cr   £000

	8,240
	240

	-240
	-240

	8,000
	0



	Allowance for receivables

	Dr   £000
	Cr   £000

	
	160

	
	

	
	160



	[bookmark: _Hlk49469305]Inventory at 31 Dec 2019

	Dr   £000
	Cr   £000

	3,120
	500

	-500
	-500

	2,620
	0



	[bookmark: _Hlk49469373]Plant Accumulated Depreciation

	Dr   £000
	Cr   £000

	
	4,960

	
	2,560

	
	7,520



	Cost of sales (D-2560)

	Dr   £000
	Cr   £000

	16,220
	

	2,560
	

	18,780
	



	Land at cost 

	Dr   £000
	Cr   £000

	15,000
	

	5,000
	

	20,000
	



	Revaluation Surplus 

	Dr   £000
	Cr   £000

	
	5,000

	
	

	
	5,000




	[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 (15,000 + 5,000)
	20,000
	

	
	Plant at cost (25,600-7,520)
	18,080
	

	
	Buildings at cost (16,000-4580)
	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





	[bookmark: _Hlk49566739]W1 Trade and other Payables
	£000

	Trade Payables
	4,480

	Income tax liability
	1,600

	Total
	6,080



	W2. Retained profit                             £000

	Retained Profit                 
	8,380

	Profit for the year           
	3,140

	Dividends paid 
	 (560)

	Total
	        10,960









3. [bookmark: _Toc49630185]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: ]
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(a) Calculate the following Ratios

1. [bookmark: _Hlk49362225][bookmark: _Hlk49362336]Return on capital employed = (Profit before interest/ Assets employed) x 100% 
The formula for the Assets employed = total assets – current liabilities.  
2. [bookmark: _Hlk49380745]Return on equity = (Earnings / Ordinary share capital and receivers) x 100%
3. [bookmark: _Hlk49381774]EPS – Earnings per share = (Earnings / Number of ordinary Shares)
4. Gross profit margin = (Gross profit/Sales) x 100%
5. Asset turnover = Turnover / Assets employed
[bookmark: _Hlk49478087]Assets employed = total assets – current liabilities 
6. Stock holding period = (inventory / Cost of sales) x 365
7. [bookmark: _Hlk49387338]Debtors collection period = (Trade receivables/sales) x 365
8. Current ratio = Current assets / Current liabilities
9. [bookmark: _Hlk49391646]Gearing = (Long term debt / Capital employed) x100%. 
10. Interest cover = Profit before interest / Interest charges


Solutions:

	N
	Year
	Calculations
	Calculations
	Ratio
	Results

	1
	2018
	£29.7 x 100% / (£293.8 – £145.4) 
	2970/£145.4
	ROCE
	20.43%

	
	2019
	£23.0 x 100% / (£286.1 – £151.0) 
	2300/£135.1
	ROCE
	17.02%

	2
	2018
	£18.3 x 100%/£80.3
	1830/£80.3
	ROE
	22.88%

	
	2019
	£12.9 x 100%/£93.2
	1290/£93.2
	ROE
	13.84%

	3
	2018
	£18.3 x 100%/£17.8 
	1830/£17.8
	EPS
	102.81%

	
	2019
	£12.9 x 100%/£17.8
	1290/£17.8
	EPS
	72.47%

	4
	2018
	£186.9 x 100% / £486.8
	18690/ £486.8
	GPM
	38.39%

	
	2019
	£191.8 x 100%/ £501.3
	19180/£501.3
	GPM
	38.26%

	5
	2018
	£486.8 / (£293.8 – £148.4)
	£486.8/ £145.4
	AT
	£ 3.35

	
	2019
	£501.3 / (£286.1 – £151.0)
	£501.3 / £135.1
	AT
	£ 3.71

	6
	2018
	(£41.4/£299.9) x 365 
	0,1384x365d
	SHP
	50.39 days  

	
	2019
	(£38.8/£309.5) x 365 
	0,1254x365d
	SHP
	45.75 days

	7
	2018
	(114.7/486.8) x365
	0,2356x365d
	DCP
	86.00 days

	
	2019
	(114.9/501.3) x365
	02292x365d
	DCP
	83.66

	8
	2018
	£137.3 / £145.4 
	132.2/151
	CR
	£0.94

	
	2019
	£132.2 / £151.0
	£132.2 / £151.0
	CR
	£0.88

	9
	2018
	65.1 x 100%/ (£293.8 – £148.4)
	6510 /145.4
	G
	44.77%

	
	2019
	41.9 x 100%/ (£286.1 – £151) 
	4190/135.1
	G
	31.01%

	10
	2018
	£29.7 / £3.5 
	£29.7 / £3.5
	IC
	= £8.49

	
	2019
	£23.0 / £0.2
	£23.0 / £0.2
	IC
	£115




(b) Discuss the results from (a)

In general, there is a decrease in the rating of all indicators in the second year, i.e. 2019. This decrease in the indicators for the second year signals a decrease in the efficiency of management, a decrease in profitability, as well as a decrease in the ability to pay company liabilities and interest. Even the periods for debt collecting and stock holding period are decreasing. A small difference with increasing of the results are the current turnover ratio that defines the efficiency of using the assets for revenue generating. The increasing of the interest ratio is more than 10 times according to the previous year, which shows financial stability of the business. The decreasing of earning per chare though is more than 30%, which is quite a lot. 
Such indicators can be a serious reason to worry for the future of the business, unless it expands in the market of other countries and attract new customers, which could help generating more income and increase the revenue and the profitability. Lets don’t forget that an expansion is connected with a high expenditure, so the decision making should after considering that indicator more precisely. 



4. [bookmark: _Toc49630186]Question 3



A) [bookmark: _Toc49563012]Types of groups of users of financial information.

Owners and investors
The financial information of the company is extremely important for the owners of the businesses. This is because these businesses exist because of the will of the owners, but if there is no profitability of the business, then owners could decide to close it, instead of losing time and wasting money for no profit. The financial information allows investors to asses the company’s profitability and potential success. The new investors or already current investors can use the financial information to make decision whether to continue investing or stop wasting money (Gibson, 2008)

Trade creditors and suppliers
The same interest as that of the investors and lenders is leading the decision making of the trade creditors and suppliers. They need to know if the company will be able to pay their obligation on time, so then they decide to do business with them and let them credit or not. The same is the situation with the suppliers, because even they need to sell their production, raw materials or services to the company, that will not be professional if the company is not able to pay on time. Business is business and must relay on facts and reliable business partners. The business itself need to show information that it is a well performing business with the ability to pay on time its obligations, so that they can gain the attraction of good suppliers or creditors. 

         Government.
The financial information given to the governments is mostly specific and prepared especially for the government so that the government can define the taxes that should be paid based on the company’s turnover for the taxation owed for a certain period of time. The businesses of their side need to provide realistic financial information so that they can pay the correct tax fee and avoid any penalties. Moreover, that the regular payments of their taxes will show to their competitors, creditors, and suppliers that the company is sustainable and able to pay its obligations (Bensadon & Praquin, 2016). 



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

Consumer protection policy is part of the EU's strategic goal of improving the quality of life of European citizens. In essence, it is an important element aimed at the proper functioning of the single internal market, while effectively protecting consumers' financial interests. An important element in this direction is the provision of the right to information and better programs that will contribute to improving the financial literacy of consumers.
At the European level, the Consumer Protection Program for the period 2014-2020 is currently in force. The European initiative "Capital Markets Union" is also underway, which aims to deepen and further integrate the capital markets of the 28 countries. EU Member States by providing new sources of funding for businesses, reducing the cost of raising capital, facilitating cross-border investment, attracting new investment in the EU, increasing the opportunities for EU investors and making the EU financial system more stable, sustainable and competitive (Braczyk & Philip Cooke, 2003) .
Advantages – The regulation of the national and international standards of preparing and reporting regime is very important nowadays, when the international trading is so much developed.  Creating specific and equal standards for different business partners ensure security in the marketing internationally. The national standards of the countries member of the EU are now considered with the European standards. This ensure security and define quality and provide recognised solutions for the protection of consumers regarding health and safety, and the environment. The standards play a significant role in the contemporary economy by facilitating business interaction. 
The creating od standards brings advantages such as reducing development time and cost, reducing the market risk, setting recognized level of quality, increasing of the productivity, and ultimately reducing cost of consumers. 
Disadvantages - The various international standards are usually adopted through several amending regulations. This creates legal uncertainty and makes it difficult to properly apply international accounting standards. Adopting new regulations absorbs time and is cost a lot, especially to small businesses where they have to reeducate their accounting staff and learn to work in a different way.  Some regulations are not able to work easy with some countries’ financial systems and internal regulations, but any changes are too expensive and could confuse the whole country’s business activities for a long period of time. 

C) [bookmark: _Toc49563014]Types of limitations of financial statements. 

Specified by time – Most of the financial statements are specified by the period of time they have been prepared for. This creates difficulties for the users of the information provided by them. Also, all of the financial statements are showing past periods of time and very rarely the information is close to the current situation. The businesses nowadays are developing rapidly and income and profitability is very fast to change. The quality of the information in the financial statements is important, because any mistakes could mislead first the own business owners, the executives and the staff, which could cause crisis or worse things. If it is for a spring period of time, it should not be compared with winter or summer period of time, but with the same, so that the results can be more (Braczyk & Philip Cooke, 2003) realistic .
Non-comparable.  – The financial statements are often for a period that could not fits the other accounting data because many companies nowadays use different accounting practices and electronic systems. This creates additional limitation when need to use different by preparation information. 
Excludes non-financial issues – It is financial statement of course, so it definitely excludes non-financial issues. For that reason, they are no fully enough for defining the company’s sustainability. Low salaries could affect the quality of the performance, which could decrease the revenue, but unskilled workers cannot be seen between the information of financial data. If the business has issues with the locals, that will also not be seen in the financial statements (Lee, 2006). 
There are much more limitations that were explained here, and all of the show that when observing a business one should not relay only on financial statements even if they are the most reliable as realistic and indicative.






5. [bookmark: _Toc49630187]Conclusion

The accounting is the most important for each business activity. The accuracy should be incredibly important for dealing with the company’s accounts. This report has covered the required tasks, counted the required financial transactions and prepared the required financial statements. Theoretically the report has proved knowledge and understanding and helped the author to gain experience, even this is just the basic part of the accountancy. 
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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.




