[bookmark: _Toc46846631]











	Student Name: Denisa Andreea Matei	
Student Number: 1921544
Module Code: LCBB4001
ACCOUNTING FUNDAMENTALS
Accounting Fundamentals Assessment 1
Lecturer: Emad Elkhashen


Executive Summary
According to the assignment need, it is divided in three sections where at commencement section enumerating using of accounting provisions and guidance for presenting the financial statements of Wales PLC. The second section is briefing company’s accounting ratios for Jerry PLC and the third section is enumerating the theoretical concepts about accounting provisions and users of financial statements that is necessary for efficient business performance maintenance. 
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[bookmark: _Toc48647240]Introduction
As per general account studies to maintain an efficient accounting detail of finance, every accountant needs to follow some significant accounting provisions and standards positively. Those provisions and Standards are generally issued by GAAP and IFRS with considering the probable business opportunities and difficulties. Additionally, for presenting the accounting statement on annually every company generally used to present the financial statement on a yearly basis. Such financial statements include income statements, business balance sheets and also the cash flow statement that is generally incurred during the present accounting time frame (Erdogan et al. 2015). 
[bookmark: _Toc46846632]Apart from that, in case of evaluating any kind of statement, some significant evaluating tools need to be followed properly so that effective and comparative statements can be analysed. Following the same consequences in case of maintaining a proper evaluation of financial growth compared with the previous financial year generally the use of financial ratio analysis is implemented. Such ratios are related to business assets volume, incomes level, expenditure volume, capital account and also the liability structure.
[bookmark: _Toc48647241]Answer of question 1 
Based on the provided trial balance details of the business Wales PLC, along with general accounting provisions and standard applications, financial statements including income statement and balance sheet for the business for the year ended 2019 has been computed as follows. 
Computing Income Statement for Wales PLC 
In the Books of Wales PLC
Income statement
For the period ended 31-12-19
	Particulars
	Note
	Amount £(‘000)
	Amount
£(‘000)

	 
	 
	 
	 

	Business Revenues
	 
	 
	30300

	Less: Cost of sales
	Note 1
	 
	18780

	Gross profit
	 
	 
	11520

	Distribution expenses
	 
	2160
	 

	Administrative expenses
	Note 2
	3905
	 

	Total operating cost
	 
	 
	6065

	Operating profit
	 
	 
	5455

	12% Debenture interest
	Note 3
	480
	 

	Bad debt
	 
	240
	 

	Income Tax Payable 
	 
	1600
	 

	 
	 
	 
	2320

	Net profit
	 
	 
	3135



Presenting working Notes relating to business income statement 
Working Note 1: Value of Cost of sales for Wales PLC
	Particulars
	Amount £(‘000)

	Cost of sales
	16220

	Add: Depreciation on Plant 
	2560

	Total Cost of sales
	18780



Working Note 2: Value of Administrative expenses 
	Particulars
	Amount £(‘000)

	Administrative expenses
	2920

	Add: Depreciation on building
	320

	Add: Outstanding insurance fees
	500

	Add: Provision for bad debt
	165

	Total Administrative expenses
	3905





Working Note 3: Value of 12% business debenture interest 
	Particulars
	Amount £(‘000)

	12% Debenture interest
	240

	Add: Outstanding (4000*12%)
	240

	Total debenture interest
	480



Presenting Retained Earnings of the Business 
In the Books of Wales PLC
Retained Earnings Account
For the period ended 31-12-19
	Particulars
	Amount £(‘000)

	Retained profit as on 01-01-19
	8380

	Add: Net profit of business
	3135

	Add: Appreciation of business Land
	5000

	Total balance
	16515

	Less: Dividend Paid
	560

	Retained profit as on 31-12-19
	15955



Presenting the Statement of the Financial Position of the Business using Trial Balances information
In the Books of Wales PLC
Statement of Financial Position
For the period ended 31-12-19
	Particulars
	Note
	Amount
	Amount

	Non-current assets
	 
	 
	 

	Land of business
	Note 4
	20000
	 

	Building of business
	Note 5
	11420
	 

	Plant of business
	Note 6
	18080
	 

	Total non-current assets
	 
	 
	49500

	 
	 
	 
	 

	Current assets
	 
	 
	 

	Trade Receivables 
	WN 7
	8075
	 

	Inventories at 31-12-19
	 
	3120
	 

	Bank
	 
	320
	 

	Total Current assets
	 
	 
	11515

	Total Assets of Business
	 
	 
	61015

	 
	 
	 
	 

	Current Liabilities 
	 
	 
	 

	Trade Payable
	 
	4480
	 

	Outstanding Insurances
	 
	500
	 

	Income tax payable
	 
	1600
	 

	Total current assets
	 
	 
	6580

	 
	 
	 
	 

	Secured Liabilities 
	 
	 
	 

	12% debentures 2024
	 
	4000
	 

	Add: Debenture interest
	 
	480
	 

	Total Secured liabilities
	 
	 
	4480

	 
	 
	 
	 

	Equity Capital
	 
	 
	 

	Ordinary shares @ £1
	 
	29000
	 

	Retained profit on 31-12-19
	 
	15955
	 

	Share premium
	 
	5000
	 

	Total Business equity capital
	 
	 
	49955

	Total Liabilities of Business
	 
	 
	61015



Working Note 4: Value of present value for business Land 
	Particulars
	Amount

	Land at cost
	15000

	Add: Revaluation or appreciation of assets
	5000

	Actual volume of business Land
	20000



Working Note 5: Value of present value for business building 
	Particulars
	Amount

	Building at cost
	16000

	Less: Buildings accumulated depreciation
	4260

	Written down value
	11740

	Less: Present depreciation (16000*2%)
	320

	Actual value of Building
	11420



Working Note 6: Value of present value for business Plant 
	Particulars
	Amount

	Plant at cost
	25600

	Less: Plant accumulated depreciation
	4960

	Written down value
	20640

	Less: Present depreciation (25600*10%)
	2560

	Actual value of Plant
	18080





Working Note 7: Value of present value for business Trade receivables 
	Particulars
	Amount

	Trade Receivables 
	8240

	Less: Provision for bad debt (8240*2%)
	165

	Net Trade receivables
	8075
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(a) Financial statements of company generally accessed to present the incurred amount of company’s financial transactions that generally included business expenditures, incomes, assets, equity capital and also liabilities structure for consumed time period. As per the consent provided by Marozzi (2016), financial ratios can be recognised as necessary evaluating tools of business accounting capacity analysis along with maintaining a proper comparative analysis compared to the previous year position. In case of analysis the financial performance of a company the internal stakeholders are used to access this particular evaluating tool for efficient realisation about the growth of finance in the present financial period compared with the previous statement (Ray and Mitra, 2018). On the contrary, in case of external shareholders before investing in any organisation they also evaluate business financial performances with the application of financial ratios so that a proper comparative business financial performance can be analysed. Apart from those shareholders, those ratios are also used by each and every relevant stakeholder for efficient business performance analysis related to the financial aspects. 
Based on the provided details in this assignment related to financial statement of Jerry PLC the overall significant ratios of the business are computed for the period of 2018 and 2019, so that the probable growth of the business can significantly evaluated. 
1. Calculation of Return on capital employed 
Formula = Profit before interest and tax / (Equity + long term loans)
	
			2018
	2019

	Profit before interest and tax
	26.2
	22.8

	Equity + long term loans
	80.3+65.1 = 145.40
	93.2+ 41.9 = 135.10

	Ratio
	18.01%
	16.87%



2. Calculation of Return on equity 
Formula= Profit after tax / Equity capital 
	
	2018
	2019

	Net profit after tax
	18.30
	12.90

	Equity Capital 
	80.3
	93.2

	Ratio
	22.79%
	13.84%



3. Calculation of Earnings per share (EPS) 
Formula= Net profit after tax / No of equity shares 
	
	2018
	2019

	Net profit after tax
	18.30
	12.90

	Equity Capital 
	17.80
	17.80

	Ratio
	102.80%
	72%



4. Calculation of Gross profit margin	 
Formula= Gross profit / Revenues 
	
	2018
	2019

	Gross profit
	186.90
	191.80

	Revenues 
	486.80
	501.30

	Ratio
	38.40%
	38.26%


5. Calculation of Assets Turnover ratio
Formula= Revenues / Total assets 
	
	2018
	2019

	Revenues
	486.80
	501.30

	Total assets
	293.80
	286.10

	Ratio
	1.66
	1.75



6. Calculation of Stock holding period
Formula= (Inventories / Cost of sales) *365 days 
	
	2018
	2019

	Inventories
	41.10
	38.80

	Cost of sales
	299.90
	309.50

	Ratio
	50 days
	46 days



7. Calculation of Debtors collection period
Formula= (Trade receivables / Revenues) *365 days 
	
	2018
	2019

	Trade receivables
	114.70
	114.90

	Revenues
	486.80
	501.30

	Ratio
	86 days
	83 days



8. Calculation of Current ratio
Formula= (Current assets / Current Liabilities) 
	
	2018
	2019

	Current assets
	156.50
	153.90

	Current Liabilities
	148.40
	151.00

	Ratio
	1.05
	1.01



9. Calculation of gearing ratio 
Formula= Total Debts / Equity capital 
	
	2018
	2019

	Total Debts
	293.8
	286.1

	Equity capital 
	80.3
	93.2

	Ratio
	3.65 
	3.06



10. Calculation of Interest cover ratio 
Formula= Profit before interest and tax / Financial cost (Interest)
	
	2018
	2019

	Profit before interest and tax
	26.2
	22.8

	Financial cost
	3.50
	0.20

	Ratio
	7.48 
	114



(b) Analysis of business financial performances of Jerry PLC in accordance with financial ratios 
In accordance with the provided financial details of Jerry PLC the overall business ratios are computed, which are generally presenting either financial growth or financial lack of the business compared with previous financial conditions. 
Return on capital employed: It is recognised as one of the significant financial ratios of the business that generally allows the investors to compare every potential company's financial position before making any investment on it. With the application of it, generally it is evaluated on behalf of present capital volume the business is generating an efficient volume of return or not (Murtala et al, 2018). Based on the present computation the amount of business ROCE is presenting the non-efficient position of company differentiated with the previous year accounting condition. In case of this company a significant reduction is noticed related to the return capacity of business and the fundamental cause behind such decrease is due to increase of business expenditures volume differentiated with the previous statement.  While in the financial period of 2018 it was 18.01%, in accounting period 2019 it was decreased to 16.87%, which means a reduction of 1.14% can be noticed. 
Return on equity: Like the concept of return on capital employed, return on equity is measured by the financial performance that is computed through dividing the net income by the shareholder equity position. In other words it is considered basically how effectively the management is using the present available company as its volume in order to create efficient profitability. Aditionally it is also applied for presenting how the company manages its overall performances to gain an efficient level of profitability (Egam et al, 2017). As per the current computation a decrease is noticed at present financial period in case of this company and such volume was around 8.95% of present business financial performances.
Earnings per share (EPS): As per current performances of a company, for realising the present capitalisation value of business compared with the other business establishments this specific ratio has been evaluated. It is generally computed through dividing a company's net income with its total number of outstanding shares. Generally, the higher volume of EPS is indicating the better profitability performances of the company differentiated through others (Almeida, 2019). For this business a significant reduction can significantly be noticed due to reduction in profitability level. The overall EPS volume has decreased in 2018 was 102.80%, in the current accounting period it was decreased to 72% due to the continuous reduction of business returning capacity. Based on the present performances, if the profit making capacity of the business continues in that manner therefore the management needs to restructure it positively for enhancing the market capitalisation value.
Gross profit margin: In accordance with the general business performances these specific ratios are computed to measure or indicate the present efficiency of the management in using business significant elements related to labour and other supplies in the production process. It generally indicates the performances of the business on behalf of present sales and production structure (Bionda and Mahdar, 2017). Generally, higher volume of GP indicates effectiveness of the executive management for generating efficiency for business revenue volume along with proper cost controlling initiatives. In case of this business a significant reduction is generally noticed compared with the previous financial year which around 0.14% is. However, in current circumstances the deciders of the company manage to reformulate their entire cost controlling strategies for efficient business profitability management. 
Assets Turnover ratio: As per fundamental concepts of finance, application of this ratio is computed on the basis of company's sales or revenues and the value of its assets. Through the application of this ratio a company is deploying its assets in order to produce sufficient volume of business revenues. Generally higher volume of this ratio indicates the efficient performing structure of the business and its management compared with the other companies (Hutapea and Saerang, 2017). However, compared with the other ratios, this specific ratio is increasing which means compared with the volume of business assets the organization gains an efficient profitability position. 
Current ratio: As per fundamental concepts related to business accounting the application of current ratio is generally evaluated for fundamental reason of evaluating company’s liquidity position compared with the volume of business liabilities. Generally an efficient current ratio should be 2:1, which means the volume of business CA is more than current liability volume that basically indicates the efficient business liquidity position and the payback capabilities of business related to short term obligation (Mahardhika and Marbun, 2016). In the case of this particular company the current ratio position is presenting the efficient condition as it has the highest volume of current assets compared with the current liabilities structure. However differentiated with 2018, financial time a significant decrease is noticed at current period that is indicating the continuous reduction of company’s liquidity capacity that needs to be rectified for efficient presentation. 
Gearing ratio: Generally access of such ratio measures the proportion of the company’s borrowed fund compared with the equity capital position. This ratio is also used to indicate the financial risks of business as excessive debt amounts can lead to economic difficulties in current circumstances of the company (Ravivarman et al. 2019). In the case of this particular business organisation a significant decrease is noticed differentiated with the previous financial time which is around 0.59% that generally indicates compared with the previous position the overall level of business debt and equity proportion is decreasing constantly for the basic intentions of maintaining consistency level in business capital structure.
On behalf of the above computation it can be considered that in some cases a significant negative situation is noticed in case of company’s accounting circumstances compared with the earlier position while in some cases it is presenting the favourable situation. In the present circumstances the deciders of Jerry PLC is need to restructure their present financial performance in a more efficient manner, so that in each and every case a positive business financial environment can be continued without any kind of hindrances.


[bookmark: _Toc48647243]Answer 3 
(a) User of business financial statements 
According to the general business operations the financial statements are normally used by each and every relevant stakeholders of the business for essential realisation of company’s accounting condition.  The relevant users are 
Shareholders: Generally the shareholders are recognised as the owner of business and they used to access such Statements with the basic intentions of recognising the present level of business financial capacities and other significance related to business performance development. With the application of such statements while the internal stakeholders are used to recognise current financial abilities and growth differentiated through previous financial period, the external stakeholders are used to realise the capacities of business related to financial aspect to compare with the other companies in the same industry in order to gain efficient business return on behalf of their investment (Osadchy et al. 2018). 
Business suppliers: Those are the persons who are generally responsible to supply a significant volume of business and require its elements to the business in order to maintain a proper consistency related to business productivity unit manufactures and supply. Such stakeholders are also used to access business financial statements with the basic intentions of recognising the payback capacity of company depending on short term obligations to manage prominent activity management. 
Government: The fundamental approach of assessing the financial statement of a business  is to realise whether the business is increased along with any illegal activities or not and also whether it is maintained relevant tax  provisions and tax charges on a daily basis or not.  With the proper recognition of such performances the business can positively gain a significant level of goodwill which is generally used to enhance the market capitalisation value positively (Kraft, 2015). 


(b) Basic advantages and disadvantages of using financial reporting 
In accordance with the general performances the application of financial report is used to present a significant idea about current accounting condition of the company efficiently. Using of such reporting can derive some significant level of advantages as well as disadvantages also and those are enumerated underneath;
Advantages: Through the processing of this efficient business reporting format the management can positively present a proper financial structure of business concern at current accounting time to business stakeholders. Through the application of business Income statement the evaluators can significantly recognise the present level of business income and expenditure volume, while application of balance sheet presents the volume of business total assets and liabilities at present accounting period. With the application of business cash flow statements the management can also realise the present volume of business liquidity amount efficiently. With the proper maintenance of financial framework the management can be competent to present a diversified performing statement according to current capacity formation of the company so that the management can recognise the overall business opportunities more efficiently. Even applications of positive format also use the benefit of computing tax provisions and other market-oriented decisions according to business requirements (Martínez‐Ferrero et al. 2015). 
Disadvantages: Along with the level of business advantages it can also have some significant difficulties due to the use of financial reporting structure which are related to the creation of complex financial performance presentations that are basically inefficient to deliver positive business financial condition recognitions. Application of income statement is not competent to provide proper non-financial transaction of business which is equally important for business development. Following the same consequences, the balance sheet also does not provide importance to the present market valuation of individual assets for efficient value presentation. Additionally it is also used to make some significant issues in case of inflationary effects over business performances as it is applied the concepts of historical cost method instead of market valuation method.
(c) General limitations of using business financial statements 
According to general concept of accounting access of business financial statements is generally used for presenting and efficient overview about company’s accounting performances, which is incurred at current accounting time.  However, it also has some significant levels of difficulties which are related to the application of historical cost approaches in case of valuation of business Asus volume instead of providing importance to the present market valuations level. Additionally, through maintenance of such processes a business can face the issues related to non-disclosure of organisational current business worth and also the ineffective recording of initial business cost that basically influence financial burden for general activities (Flower and Ebbers, 2018). In some cases the intangible value of the business assets are also not recorded under the financial statements which are also recognised as a significant business element. Even those statements are also not able to disclose any non-financial impacts of business as it is totally dependent on the monetary financial transactions which are impacted over the financial condition of the business conveniently.  Apart from that, those statements can easily be manipulated by the potential authority of the business in order to derive some personal benefits instead of presenting an efficient financial position of business. 
[bookmark: _Toc48647244]Conclusion 
Based on the above briefing about the present business financial performances it can be considered that for every business it is required to maintain the efficient provisions and accounting standards more positively so that if a positive and efficient financial position can be presented.  Along with the maintenance of provisions and standards the evaluators are also liquid to analyse the performances of business financial conditions along with the ratios analysis also so that a positive growth or reduction of business performances can be positively recognised. 
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