



ACCOUNTING FUNDAMENTALS
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Question 1
	Income statement for Wales Plc for the year ended 31/12/2019:

	
	
	Debit
£‘000
	Credit
£‘000

	
	
	
	

	Sales
	
	
	30300

	Cost of sales
	
	
	18780

	Gross profit
	
	
	11520

	Administrative Expenses
	
	3905
	

	Distribution expenses
	
	2160
	

	Business Operating Expenses
	
	
	6065

	Operating Profit
	
	
	5455

	Bad Debt
	
	240
	

	12% Debenture Interest
	
	480
	

	Income Tax
	
	1600
	

	Net profit
	
	
	3135


[Calculation Appendix 1






Retained Earnings Account for Wales PLC
· Period ending 31/12/2019

	
	Values(‘000)

	Retained profit 
	8380

	Net Business Profit
	3135

	Appreciation of the value
	5000

	Total
	16515

	Minus dividends paid
	560

	Profit retained at 31/12/2019
	15955



Statement of Financial Position for the period ending 31/12/2019

	
	Debit
(‘000)
	Credit
(‘000)

	Current assets
	
	

	Trade receivable
	8075
	

	Inventory
	3120
	

	Bank
	320
	

	Total current assets
	
	11515

	
	
	

	Non-current assets
	
	

	Land
	20000
	

	Building
	11420
	

	Plants&Machinery
	18080
	

	Total Non-Current Assets
	
	49500

	Total Business Assets
	
	61015

	
	
	

	Current liabilities
	
	

	Trade payable
	4480
	

	Outstanding insurance
	500
	

	Payable Income Tax
	1600
	

	Total Current Liabilities
	
	6580

	Total Business Liability
	
	61015

	
	
	

	Equity
	
	

	Ordinary shares £1
	29000
	

	Retained profit 31/12/2019
	15955
	

	Share Premium
	5000
	

	Total Business Equity
	
	49955


[Appendix 2]
Question 2  

Calculations of business financial ratios for the period of years 2019 and 2018:
[bookmark: _Hlk50104182]a) 
1. 
	2019
	2018

	22.8/ (93.2+41.9) x 100

	26.2/ (80.3+65.1) x100 

	16.87% 
	18.01% 


                                

  
                                                                 
 
 
2. 

	2019
	2018

	                   12.9/93.2 x 100        
	18.3/80.3 x100 

	13.8% 
	22.79% 


                                                                  








3.  
 
	2019
	2018

	12.9/17.8  
	18.3/17.8 

	0.72 
	1.02 


                                                                    





 
4. [bookmark: _Hlk50105468]                      
	2019
	2018

	191.8/501.3 x100 
	186.9/486.8 x100 

	38.26% 
	38.39% 








5.                      
	2019
	2018

	501.3/286.1 
	486.8/293.8 

	1.75 
	1.66 



 







6.                                            
 
	2019
	2018

	38.8/309.5 x365
	41.1/299.9 x365

	46 days 
	50 days 











7.                                            
	2019
	2018

	114.9/501.3 x356 
	114.7/486.8 

	84 days 
	86 days 




 






8. 

	2019
	2018

	153.9/151.0 
	156.5/148.4 

	1.01 
	1.05 
















9. 
	2019
	2018

	192.9/93.2 x100 
	(148.4+65.1)/80.3 x100 

	2.06 
	2.65 








 

10.         
	2019

	2018

	22.8/0.2 
	26.2/3.5 

	114 
	7.48 


                                                                         

 



[bookmark: _Hlk50103252]Question 3 

	a) There are various users' group of company accounts that are interested in financial information. It includes internal stakeholders such as the owners, management, and other employees and external stakeholders such as investors, trade creditors or suppliers, government, customers and the general public.

Investors demand financial information as it helps them make decisions regarding their investments, whether it is to sell or purchase more. They may need information to evaluate the company's potential for prosperity and profitability. Also, it provides an insight into profit fluctuation, which helps them understand the risk but at the same time, observe the investments of other shareholders. (Delta Publishing, 2006)

 Management group use financial information to analyse the loss and profit, control expenses and take viable decisions to improve business performance. It supports them to make long term decisions for the business and maintain a healthy financial situation. 

Governing groups of the state, mainly the tax authorities are involved in an entity's financial data for taxation and regulative purposes. Taxes are estimated based on the results of operations and other tax bases. As a result, the government will be interested in financial statements to determine the tax and for industrial policies as well. (Spiceland, 2007)

b) The UK economy must have valuable and active capital markets; it is why transparency incorporate information is required. The advantages of a regulated financial reporting regime for the government are the data obtained contribute to the achievement of this mission mentioned above. Also, it includes the implementation of international accounting standards and international standards on auditing. Furthermore, it requires an ongoing dialogue with UK stakeholders and EU or international regulators on measures to encourage market stability and avoid financial crises. (GOV.UK, 2014)
 However, if the regulation is not followed, then it can lead to inaccurate data analysis. On the other hand, companies concerned with increasing their value have powerful incentives to disclose information to obtain higher prices.  If the information is not disclosed, then shareholders may expect negative changes.  The disadvantages include the inability to create flexible records. Also, the framework may be less effective, especially for external stakeholders, as the information is a recorder for a specific period. Management may also be affected by the information that is not actual. 

 c) Financial accounts play a vital role in well-functioning of a business; nevertheless, it has limitations as well, such as the usage of false information which misleads the user's groups. Besides that, it can be influenced by personal judgement, and the price level may change, it may not be reflected in the analysis. In many situations, the account has to choose out of various alternatives a variable.

Conclusion
Financial statements have an essential role in assessing company performance. It can reveal the strengths and weaknesses of the firm. Also, it helps the investors, government and other user groups in the decision-making process and establishing whether the firm is operating in the correct direction. However, making financial information public has its limitations as well, such as the inaccuracy of data which may lead to unfavourable consequences for the business or shareholders.
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Appendix 1:
· Cost of sales  
 16220+ 2560 = 18780 
· 2560 is depreciation of Plant →25600 x 10%

· Administrative Expenses  
2920+320+164.8+500 
· 164.8 is 2% Building depreciation→8400 x 2%
· 500 outstanding insurance fee.  

· Operating Profit  
£11520-£6065= £5455 
· Debenture paid £ 240  
· 12% Debenture→£ 4000 x 12 %= 480  




· Net Profit  
£5455-£480 - £ 240 - £ 1600 =£ 3135 
· £ 480 is 12 % debentures 
· £240 Debentures interest paid 
· £ 1600 Income tax payable  
 
Appendix 2:
· Revaluation of land from  
£15,000 to £ 20,000 →£20,000-£15,000 = £ 5000  
· Trade receivable  
 £ 8240- 2% = £8075.2
· 2% represents allowance for the bad debt  

· Retained profit  31/12/2019 
£ 8380+£ 3135+ £5000 = £ 15,955
· £8380 is previous year retained profit 
· £ 3135 current year retained profit 
· £ 5000 land re-evaluation. 
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