

Workings Question  I 

1) Depreciation for the year is to be  provided as follows ( £’000) :
Straight line depreciation for buildings 
(Cost of good – Residual Value) / Useful life  or 
(Cost of good – Residual Value ) x Rate of depreciation %
In our trial balance we will proceed :
Charge for the year = Cost x percentage of depreciation 
320= 16,000(building at cost) x 2% (straight line depreciation for buildings)
320= 16,000 x 2/100
Accumulated depreciation = preview year’s depreciation+ charge for the year 
4,580= 4,260 + 320
Straight line depreciation for plant 
Charge for the year = Cost x percentage of depreciation 
2,560=25,600 (Plant at cost) x 10 % ( straight line depreciation for plant)
2,560= 25,600 x 10/100
Accumulated depreciation = preview year’s depreciation+ charge for the year 
7,520= 4,960+ 2,560

Depreciation on buildings is to be charged to administration expenses.
 On trial balance we will replace the sum for “buildings accumulated depreciation “ (4,260) with new amount calculated 4,580 (4,260 +320), and also we will replace de sum for administration expenses (2,920) with new amount 2,920+320= 3,240
  Buildings accumulated depreciation                     4,260 		4,580 (4,260+320)
Administration expenses          2,920		3,240 

 Depreciation on plant is to be charged to cost of sales. 
On trial balance we will replace the sum for “plant accumulated depreciation “ (4,960) with new amount calculated 7,520(4,960+ 2,560), and also we will replace de sum for cost of sales (16,220) with new amount 16,220+2,560= 18,780
  
Plant accumulated depreciation                           4,960 		7,520 (4,960+2,560)
Cost of sales                         16,220		18,780 (16,220+ 2,560)

2) The land is to be revalued to £20,000 (£’000). No change is required to the value of buildings.

We will replace in the trial balance the sum for “land at cost “ (15,000) with the new revalued cost (20,000) and we will add to the trial balance new account “revaluation reserves/ surplus “ and we will put on credit side the difference between the new value and the old value ( 20,000 -  15,000 = 5,000), in regards to balance the trial balance.
Land at cost   15,000 		20,000 
Revaluation reserves                                    5,000 ( 20,000 – 15,000)

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.

We will reduce the trade receivables ( 8,240 ) with the irrecoverable debt (£240)
8,240 – 240 = 8,000 ( new value for Trade receivable in the trial balance) 
We will add the bad debt to administration expenses (3,240 )
3,240 + 240 = 3,480 
The new value of 8,000£ for receivables.
2% x 8,000= 160 ( doubtful debts )
So, trade receivable will be replaced with the sum of 7,840 
 8,240 - 240(bad debt ) – 160 ( 2% doubtful debts)= 7,840
And the administration expenses will be replaced with the sum of 3,640
3,240 + 240( bad debt) + 160 (2% allowance)= 3,640


4) At 31 December 2019, insurance fees of £500 were outstanding. They are to be charged to administration expenses.
Administration expenses 3,640 + 500( insurance outstanding) = 4,140 
Trade payable 4,480 + 500 =4,980 

5) The income tax liability for the year is estimated at £ 1 600 (£’000).
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The books of Wales PLC at 31st December 2019

	Trial balance 





	
	£'000
	£' 000
	
	£'000
	£'000

	Sales/Revenue
	 
	30,300
	
	 
	30,300

	Cost of sales ( + 2,560) 
	16,220
	 
	
	18,780
	 

	Distribution expenses
	2,160
	 
	
	2,160
	 

	Administration expenses (+ 320 + 240 + 160 + 500)
	2,920
	 
	
	4,140
	 

	Land at cost (15,000             20,000)
	 15,000
	 
	
	20,000
	 

	Buildings at cost
	16,000
	 
	
	16,000
	 

	Building accumulated depreciation (+ 320)
	 
	4,260
	
	 
	4,580

	Plant at cost
	25,600
	 
	
	25,600
	 

	Plant accumulated depreciation (+ 2,560)
	 
	4,960
	
	 
	7,520

	Trade receivables (- 240 -160)
	8,240
	 
	
	7,840
	 

	Trade payables
	 
	4,480
	
	 
	4,980

	Inventory at 31 December 2019
	3,120
	 
	
	3,120
	 

	Bank
	320
	 
	
	320
	 

	£1 Ordinary share
	 
	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

	Debenture interest paid
	240
	 
	
	240
	 

	Dividends paid
	560
	 
	
	560
	 

	Revaluation reserves
	 
	 
	
	 
	5,000

	 
	90,380
	90,380
	
	98,760
	98,760















Workings Question I
Income statement and Statement of financial position for Wales PLC
	
	

	INCOME STATEMEN of Wales PLC for  THE YEAR ENDED 31st DECEMBER 2019

	


	
	
	
	
	               £'000
	
	

	Revenue 
	
	
	
	                   30,300 
	
	

	Cost of sales
	
	
	                 (18,780) 
	
	

	Gros Profit
	
	
	                   11,520 
	
	

	Distribution expenses
	
	                   ( 2,160) 
	
	

	Administration expenses
	
	                   (4,140 )
	
	

	Total expenses
	
	
	                   ( 6,300) 
	
	

	Operating Profit (Gross Profit- Total expenses)
	
	
	                    5,220 
	
	

	Finance cost (4000x 12%=480) W1 
	
	                     (240 )
	
	

	Profit before tax
	
	
	                     4,980 
	
	

	Taxation
	
	
	
	                     (1,600) 
	
	

	Profit for the period 
	
	                        3,380  
	
	

	


	
	
	
	
	
	


(Working1)
480 -240 Debenture paid= 240 Finance cost 











Wales PLC
Statement of Financial Position as at 31st December 2019

		
	
	
	
	£'000
	£'000

	
	
	
	
	
	

	Assets
	
	
	
	
	

	Non-current assets
	
	
	
	                                  49,500 

	Property, plant, equipment
	
	61,600
	                             

	Accumulated depreciation
	
	(12,100)
	                                  

	
	
	
	
	
	

	Current assets
	
	
	                   
	11,280

	Inventory
	
	
	                     3,120 
	

	Trade and another receivable (8,240-240-160)
	                     7,840 
	

	Cash 
	
	
	
	                              --- 
	

	Bank
	
	
	
	                         320 
	

	
	
	
	
	
	

	TOTAL ASSETS
Current +Non-current 
	
	
	
	                                  60,780 

	
	
	
	
	
	

	Liabilities
	
	
	
	                                  (10,580)

	Current liabilities
	
	
	                   
	6.580

	Trade payable
	
	
	                     4,980 
	

	Current tax payable
	
	
	                   1,600 
	

	Non currents liabilities
	
	
	                             4,000 

	12% Debentures 2024 (long term liabilities) 

	                                    4,000 
	

	
	
	
	
	
	

	NET ASSETS
	
	
	
	                                  50,200 

	( Total Assets - Liabilities= Net assets)
	
	

	
	
	
	
	
	

	

Equity
	
	
	
	
	  50,200

	£1 Ordinary share
	
	
	                         29,000 
	

	Share premium
	
	
	                     5,000 
	

	Retain earnings W2
	
	
	                   11,200 
	

	Revaluation surplus
	      
	5,000
	

	
	
	
	
	                        
	

	

	
	
	
	            
	

	
	
	
	
	
	

	
(Working2) 
	
	
	
	
	

	Retained profit at 1 January 2019
	                     8,380 
	 + 

	Profit for the period
	
	                     3,380 
	

	Dividend paid
	
	
	                         (560) 
	

	Retain profit
	
	
	                   11,200 
	



	
	
	
	
	

	
	
	


Wordings Question II

Calculate the following ration for Jerry PLC for both 2019 and 2018.

1.Return on capital employed
 ROCE = Operating Profit / (Total assets – Current liabilities) x 100
 23/(286.1-151)x 100 = 17 %                           
29.7/(293-148.4)x100 = 21 %
2.Return on equity 
ROE = Net income/ Shareholders’ Equty x 100
 12.9/ 93.2 x100 = 14%
18.3/80.3x100 = 23%
3.Earnings per share
EPS = Earnings / Numbers of ordinary Share
12.9/17.8 = 0.72 (72 p)
18.9/17.8 = 1.06 (£1.06)
4. Gross profit margin
Gross profit /Sales x100 =191.8 /501.3 x100 = 38%
186.9/486.8 x100 = 38%
5.Asset turnover
Revenue/ Net assets = 501.3/ (93.2+41.9) = 3.71
486.8/(80.3+65.1)= 3.34
6. Stock holding period
Inventory / Cost of sales x 365= 38.8/309.5 x 365 = 45.75 ( 46 days)
41.1/299.9x365 = 50.02 ( 50 days)
7.Debtors collection period
Trade receivable/ Revenue(credit sale) x365 = 114.9/501.3x365 =83.65 (84 days)
114.7/486.8x 365 = 86.14 ( 86 days)
8.Current ratio
Current assets/ Current liabilities = 286.1/151 =1.89
293.8/148.4 = 1.97
9.Gearing 
Long tern liabilities / Capital employed x 100 = 41.9/( 286.1-151) x100= 31%
65.1/(293-148.4)x100 = 45 %
10.Interest cover
Profit before interest/ Interest charge = 23/0.2 = 115
29.7/3.5= 8.48

	
	RATIO
	
	

	
	Working
	
	2019
	
	2018

	1
	ROCE
	23/(286.1-151)*100
	17%
	29.7/(293-148.4)*100
	21%

	2
	ROE
	12.9/93.2*100
	14%
	18.3/80.3*100
	23%

	3
	EPS
	12.9/17.8
	72p
	18.9/17.8
	£1.06

	4
	Gross profit margins
	191.8/501.3*100
	38%
	186.9/486.8*100
	38%

	5
	Asset turnover
	501.3/(93.2+41.9)
	3.71
	486.8/(80.3+65.1)
	3.34

	6
	Stock holding period
	38.8/309.5*365
	46 days
	41.1/299.9*365
	50 days

	7
	Debtors collection  period
	114.9/501.3*365
	84 days
	114.7/486.8*365
	86 days

	8
	Current ratio
	286.1/151
	1.89
	293.8/148.4
	1.97

	9
	Gearing
	41.9/(286.1-151)*100
	31%
	65.1/(293-148.4)*100
	45%

	10
	Interest cover
	23/0.2
	115
	29.7/3.5
	8.48

















b)Discuss the situation revealed by the ratio you have calculated

Financial power of any organisation or company is associated with the profitability of their activity. All this information about financial indicator of potential performance used by managers as decision support are collected especially by making a financial ration analysis (Myšková & Hájek, 2017). Starting from the definition of financial ration analysis , according to Dyson “ ratio analysis is a most useful meaning of comparing one figure with another because it expresses the relationship between lots of amounts easy and simply “ (Dyson, 2010, p. 219). This financial analysis makes visible the evolution of the financial health o the company, because the results of the calculation represent the productivity  indicators, presenting the capital structure, the cost, the liquidity expressed in percentage or as a factor. Regarding to Jerry PLC organization for the year of 2018 in comparison with 2019 and whiteout taking in consideration aspects regarding to the external factors that we do not have : the environment in which the company operates, is provided only limited internal data and we have the accounts for two year period, furthermore we do not have information about how this company compares with other private companies in the same industry I can conclude that the company not appears to be profitable and generally efficient, because we can observe that ROCE, which is a financial ratio that is used to asses profitability in terms of capital efficiency of the company, has decreased in one year period. A decreased performance has also ROE which only analyses profitability related to a company equity (McLaney, 2017).
 The figure that did not change the percentage in one-year period was the gross profit margin, even though the sales indicators have decreased as well. The result of gross profit margin indicates how much profit a company made after subtracting the cost of goods sold. Authors from literature sustain that a higher profit gross margin offer more trust to invest . Looking at stock holding value, as result of this ratio analysis suggest a problem with stock control, but in the same time has to be take in consideration that this indicator varies from industry to industry, and can be irrelevant for many sectors of business (Myšková & Hájek, 2017).There is no significant decreased  in property plant and equipment, but we can observe that something was sold, , because we can observe a decreased in the statement of financial position. Looking at the share price we do not see any improvement but also no decreased. Even the interest cover has increased from 42.42 to 115 in one-year period.
In conclusion, Jerry PLC company is not in a very profitable period taking in consideration the financial ratio analysis. 


Workings Question  III

A) Users of financial information.
According to authors from literature, financial information is data or material collected by professional in order to prepare reports that explain how business are conducted. The professional that collect, analyse, and communicate all this information under the name of financial statements  are accountants. In other words , accounting which is a language of business , is also a service process provided for users who need information about an entity’ assets and liabilities (McLaney, 2017, pp. 2-5).    The reports or the financial statements are  written information and  non-confidential  records that inform all its users about  the business  activities  and  financial  performance  of  a  company. This  information  is  used   by  different  categories  of  people who have an  interest  in  a  company:  employees,  management, shareholders, investors, competitors, banks( lenders),  suppliers,  government, customers and even the public. According to Dyson (Dyson, 2010, pp. 3-17) each  user  requests  and  follows  a  specific  branch of the  financial situation present in the financial statements, although not all information needs  can be met by general purpose situations, they may have information on the care of his users. 
The  government, as a  user of financial statements  checks  whether the taxes  have  been  paid  correctly  and on the set date. Also, Ministry of Finance , which is part of the government,  collects  information  for  national statistics . Other users that scan the financial statement of a company are investors that check the profitability of the company, the potential for success  and the viability of any possibility investment in the  future. (McLaney, 2017, pp. 2-7). Shareholders are other category of users that examine the financial health of the company and inspect the effectiveness of the actual management as stewards and the profitability and liquidity of the business to balance how much dividends they can get. Another aspect that this category of users need financial information is because help them decision regarding their investment, they will hold, sell or buy more shares.   
Accounting information shall enable its users to identify, measure, classified, evaluate  operations and activities of a company. This financial information, which are decision-support for users allows management and investment decisions to be made. Although users of financial information has to consider in their decision the disadvantages of collecting the data from financial reports, because the financial statements are dependent on historical cost , the assets are intangible , the values are based on specific time period and why not can be subject to fraud.

B) Advantages and disadvantages of regulated financial reporting regime.

The regulated financial reporting regime  is constantly adapting to the economic system that is in continue changing. Over the years this system has had advantages and disadvantages for all its users. Financial reporting regime in preventing and avoiding company management mistakes is very important and is considered by accounting theorists that can be influenced by essential factors, such as company characteristics, financial reporting practices, government  and control systems. (Cristian Ionel VĂTĂŞOIU, 2010, pp. 1-10) Accounting is practiced in different social, political, and economic contexts. The differences between countries are amplified by the way the rules are interpreted and implemented. I will expose the advantages and disadvantages of a highly regulated financial reporting regime looking to both parties, the preparer, and the reader. (McLaney, 2017, pp. 29-35, 106-107,185, 235)
If we look at advantages for this report,  it is clear that shareholders  or investors need to  consider what the company's profit is and without the information in the financial statements they are unlikely to invest. Other users such as  lenders need to know the financial data to defend their interests. Based on these reports the management receives bonuses based on the performance of the company, and suppliers or customers would enter long-term contracts without access to a fair company situation. (McLaney, 2017, pp. 185-187). The transparency of the financial information reported in this system is essential and mandatory for business and can be maintained by using an easy-to-use regime by both parties, the preparer or the person who reads the report.
On the other hand, this report comes bundled with disadvantages. One of these is the differences in accounting practices globally. A company that establishes exchange relations at international level, can be forced to use accounting practices different from its own in the preparation of financial statements:  multinationals companies . (Dyson, 2010, pp. 36, 86) These companies  have a subsidiary in a foreign country and will have to prepare financial statements according to local rules for authorities, shareholders or creditors of that country. This would mean that the company would draw up two sets of situations, one in accordance with the principles of the country where the subsidiary is located and another using the principles of the mother company's country of origin. (Cristian Ionel VĂTĂŞOIU, 2010, pp. 1-10) Furthermore, this situation can lead to confusions inside the  entity.
 In conclusion, a highly regulated financial reporting regime it is strongly recommended to assure the transparency of the financial information for all the parties and to avoid mistakes and corruption but also provide confusion and hide real differences between events and what is reported, lose control over standards at national level.

C) Limitations of financial statements.
Starting from the definition of financial statements, which are financial reports prepared by accountants, because of collecting , analysing and communicating financial information, with the purpose of presenting  periodically the progress or performance of a certain entity (McLaney, 2017).
Financial reporting plays a significant role for the business environment, providing information to its users about the activity carried out in a certain period by economic entities. Over time these financial statements have undergone various changes to facilitate understanding, correctitude, credibility, and transparency of the information to its users. (Faello, 2015, p. 75) Although it is intended to deliver all the necessary information to make decisions, these financial situations have limitation in regards to decide a fact, which sometimes prevents both, the preparer, and the reader, from extracting the correct information.
The financial statements of companies that become public for its users, depend on certain financial aspects: the historical cost of the goods that prevents presenting the actual present value, the inflation rate is another obstacle that presents the distorted situation, the financial statements are influenced by the reasoning of the preparer or the judgements of management of the company, the qualitative aspects are ignored by the financial situations , and even the human value of the company is not highlighted in these reports (Francisco & Damião, 2019). Another aspect that limit the user of collecting the information accordingly is that are based on a specific time, which can be verified by authorized professional or can be not verified. Taking in consideration this aspect, financial statement  can be subject to fraud due to the fraudulent practice. (Team, 2020) The assets of entities are intangible in the financial statement because is just value recorded and can be overestimated and also because the assets and also the liabilities are not adjusted with the inflation.
In conclusion, by analysing the limitations presented we can conclude that the financial situations must present the information about the economic indicators taking in consideration the external and the internal factors that influence the preparation of the report to represent the most efficient financial statement, although this reports are the first documents that users of financial information get before making any decisions about the entity. However, in the business environment users has to be precautious and adaptable  in making decision and has to try to double check the information and not to relay on those documents.
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