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1. [bookmark: _Toc49588791]Introduction

This report is a written practical exercise of the learned accounting techniques. It aims to help the author prove an acquisition of knowledge and understanding, and will help gaining practical skills of accounting fundamentals. In its first part titled as Question 1, will be provided preparation of Income statement and Statement of Financial Position based on information taken from the trial balance of a certain company. The question 2 will show the importance of calculating a range of important for the efficiency, profitability, creditability, etc. ratios based on which one could evaluate the sustainability of the company. In question 3 will be provided some theoretical information regarding the usefulness of preparing and providing financial statements, limitation of the financial statements, as well as the advantages and disadvantages of regulating the flow of financial information provided to the public. 
















2. [bookmark: _Toc49588792]Question 1 – Solution

The solution of the next question will require some adjustments regarding the given trial balance and the additional transactions left to be done. After the adjustments are done, then the Income Statement can be done, followed by the Statement of Financial Position. 
[image: ]
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Solutions: Adjustment to Trial Balance
	
	
	TRIAL BALANCE
	ADJUSTING TB
	ADJUSTED TB

	
	
	D
	C
	D
	C
	D
	C

	
	
	£000
	£000
	£000
	£000
	£000
	£000

	
	Sales
	
	30,300
	
	
	
	30,300

	
	Cost of sales
	16,220
	
	2,560
	
	18,780
	

	
	Distribution expenses
	2,160
	
	
	
	2,160
	

	
	Administration expenses
	2,920
	
	1220
	
	4140
	

	
	Allowances – bad/irrecoverable debts
	
	
	
	160
	
	160

	
	Land at cost
	    15,000
	
	
	
	  15,000
	

	
	Revaluation Surplus
	
	
	5,000
	
	5,000
	

	
	Buildings at cost 
	16,000
	
	
	
	16,000
	

	
	Building accumulated depreciation
	
	4,260
	
	320
	
	4,580

	
	Plant at cost
	25,600
	
	
	
	25,600
	

	
	Plant accumulated depreciation
	
	4,960
	
	2,560
	
	7,520

	
	Trade receivables
	8,240
	
	
	240
	8000
	

	
	Trade payables
	
	4,480
	
	
	
	4,480

	
	Inventory at 31 December 2019
	3,120
	
	
	500
	2,620
	

	
	Bank
	320
	
	
	
	320
	

	
	£1 ordinary shares
	
	29,000
	
	
	
	29,000

	
	Share premium
	
	5,000
	
	
	
	5,000

	
	Revaluation reserve
	
	
	
	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
	
	
	98,420
	98,420

	
	
	
	
	
	
	
	




Solutions – Income Statement
	Income Statement

	
	Accounts:
	£000

	
	Revenue
	30,300

	
	Cost of sales 
	(18,780)

	
	Gross Profit
	11,520

	
	Distribution Cost
	(2,160)

	
	Administrative expenses 
	(4,140)

	
	Operating profit
	5,220

	
	Finance cost (4000x12%)
	(480)

	
	Profit before taxation
	4,740

	
	Taxation
	(1,600)

	
	Profit for the period
	3,140



Solutions - Statement of Financial Position
The statement of financial position balances shows the net assets on one side and how they have been financed on the other side.
	Statement of Financial Position

	
	Assets
	£000
	£000

	
	Current assets
	
	

	
	Trade receivable
	8,000
	

	
	Inventory
	2,620
	

	
	Bank
	   320
	10,540

	
	Non-Current assets
	
	

	
	Land (15000+5000)
	20,000
	

	
	Plant (25,600-7520)
	18,080
	

	
	Buildings (16,000-4,580)
	11,420
	49,500

	
	
	
	

	
	Total assets
	 
	60,040

	
	
	
	

	
	Less liability
	
	

	CL
	Trade Payable (W1)
	6,080
	

	NCL
	Long term liabilities
	4,000
	10,080

	
	
	
	

	
	Net assets
	
	49,960

	
	
	
	

	
	Equity
	
	

	
	Ordinary shared capital
	
	29,000

	
	Share premium
	
	5,000

	
	Revaluation reserve
	
	5,000

	
	Retained profit (W2)
	
	10,960

	
	Total
	
	49,960



The following workouts shows how the noted items has been calculated.
	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









[bookmark: _Toc49588793]Question 2 

Jerry plc supplies own label household and personal care products to supermarkets and other large retailers in the UK and Europe. In order to expand markets, they have recently marketed their product in America. 
Extracts from their latest financial statements are given below.
[image: ]
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Required: 
(a) and (b) Calculation of a number of ratios for Jerry plc for both 2019 and 2018: as required, and discussion of the results. 

1. [bookmark: _Hlk49362225][bookmark: _Hlk49362336]Return on capital employed = (Profit before interest/ Assets employed) x 100%. Assets employed though, is always equal to capital employed and is calculated by subtracting current liabilities from total assets. That is why the formula will change into a detailed one.
ROCE = [Operating profit/ (Total Assets – Current Liabilities)] x 100  
 2018 - ROCE = (£29.7/£293.8 – £148.4) x 100    =     £2970/145.4  = 20.43%        
[bookmark: _Hlk49389755]2019 - ROCE = (£23.0/£286.1 – £151.0) x 100    =     £2300/135.1  = 17.02%      
This ratio represents the company’s value level. Downing though means losing of value, which shows that the equivalent money for value is in disbalance. 

2. [bookmark: _Hlk49380745]Return on equity = (Earnings / Ordinary share capital and receivers) x 100
This formula can be also interpreted because Earnings is another name of Net Incomes. Also, Ordinary share capital and receivers is representing the Equity. 
2018 - ROE = (Net Income/ Equity) x 100% = (£18.3/£80.3) x 100 = 22.88%
2019 - ROE = (Net Income/ Equity) x 100% = (£12.9/£93.2) x 100 = 13.84%
     This ratio is used for measuring the efficiency. The decreasing result for the second year is showing instability and decreasing of the efficiency.

3. [bookmark: _Hlk49381774]EPS – Earnings per share = (Earnings / Number of ordinary Shares)

2018 - EPS = Net income/ Number of ordinary Shares = (£18.3/£17.8) x 100% = 102.81%
2019 - EPS = Net income/ Number of ordinary Shares = (£12.9/£17.8) x 100% = 72.47%
The earnings per share are a good indicator for the profitability. Decreasing of this indicator means decreased profitability.

4. Gross profit margin = (Gross profit/Sales) x 100%
2018 - Gross profit margin = (£186.9 / £486.8) x 100% = 38.39%
[bookmark: _Hlk49390072]2019 - Gross profit margin = (£191.8 / £501.3) x 100% = 38.26%
This ratio is a good tool for evaluating the management abilities of the company’s executives. As seen, there is just a tiny lowing down process, which shows that the decreasing of the company’s profitability and efficiency could not be a result of bad management. Moreover, that the company is discussing expansion, for which it is well seen that most of the ratios underpin the need of doing it.

5. Asset turnover = Turnover / Assets employed
In this formula the turnover is representing the total sales or revenue, also the assets employed is equal to capital employed as mentioned above. 
Assets employed = total assets – current liabilities: 
(2018) - £293.8 – £148.4 = £145.4
(2019) - £286.1 – £151.0 = £135.1
2018 - Assets Turnover = £486.8 / £145.4 = £ 3.35
2019 - Assets Turnover = £501.3 / £135.1 = £ 3.71
This ratio shows that the efficiency of the company to generate revenue is good and increases. 

6. Stock holding period = (inventory / Cost of sales) x 365
2018 - Stock holding period = (£41.4/£299.9) x 365 = 50.39 days 
2019 - Stock holding period = (£38.8/£309.5) x 365 = 45.75 days 
The period for which a company can hold inventory is not very long, but it is quite close to the normal. Still a 90 days should look better. 

7. [bookmark: _Hlk49387338]Debtors collection period = (Trade receivables/credit sales) x 365
Also, [image: ] (Tutor2u, 2020)
Then:
2018 - Debtors collection period = (114.7/486.8) x365 = 86.00 debtor days
2019 - Debtors collection period = (114.9/501.3) x365 = 83.66 debtor days
The debtors collecting period ratio is indicating the effectiveness of the company to manage the account receivable practices. These results show that the period for waiting to receive their money is nearly three months. Three months is significant and could be crucial for each business especially new enterprises, but that depends of the financial stability of the company.
8. Current ratio = Current assets / Current liabilities
2018 - Current Ratio = £137.3 / £145.4 = £0.94
[bookmark: _Hlk49390980]2019 - Current Ratio = £132.2 / £151.0 = £0.88
The current ratio shows the ability of the business to pay its own obligations. (Short term obligation in the terms of up to 1-year period of time. This is a good ratio as it is close to 1, but it is showing a decrease, as seen from the results.

9. Gearing = [Debt/(debt + equity )] x 100%
 Gearing ratio can be also calculated with another formula 
Gearing = (Long term debt / Capital employed) x100%. 
As seen above, the capital employed for 2019 foe example, is 135.1 and adding to the long-term loan the equity it is the same amount, and it is equal to the capital allowances.

2018 - Gearing = (65.1/145.4) x 100% = 44.77%
[bookmark: _Hlk49391646]2019 - Gearing = (41.9/135.1) x 100% = 31.01%
 The gearing ratio is representing the financial health of aa business, and the percentage shows the level of the financial risk the company is in.  

10.  Interest cover = Profit before interest / Interest charges

As profit before interests should be understood EBIT, or yet called Operating profit. Also, the interest charges should be understood as Finance costs. 

2018 - Interest cover = £29.7 / £3.5 = £8.49
2019 - Interest cover = £23.0 / £0.2 = £115
This ratio represents the ability of the company to pay off the interest of its outstanding debts. As seen, it increased over 13 times for one year, which increase the credit ratio of the business. It is a good sign, because if the ratio is under 2, that means that the business cannot meet its interest payments. 


[bookmark: _Toc49588794]Question 3 


(a) User groups interested of company’s accounts.

There are many users group interested of the financial statements of a business. Such are Governments, banks, investors, lenders, competitors, also suppliers, unions, and rating agencies, as well as the companies’ management, employees and customers. 

Governments – Every business is subject to a specific state jurisdiction, through which the state has the right to require financial statements on the basis of which companies pay their taxes. The government benefits from these audits of financial statements to control the payment of proper fees. Companies, for their part, need these financial statements to correctly calculate how much fees they have to pay, as well as to protect their veracity and prevent the payment of fines and penalties. The government may also use these financial statements to examine what fees will be received for a particular reporting period (Riahi-Belkaoui, 2005).

Management – This in many cases includes the owners, which is in cases when the owners take place in the performance and management of the company. But no matter whether the managers are owners or hired professionals, they are entrusted with the responsibility of running of the business and for the purpose of the efficiency of their actions, they are extremely interested of the financial statements of the company. This is because the financial statements can help them understand how they manage with the running of the business. Also, if there are some problems, again the managers could find where they come from by revising the financial and non-financial statements provided by the accountants. Managers are also interested of knowing what are the stored materials needed for the normal running of the company’s production process, so if they need to order something from the suppliers, it is the statements that will provide them with the relevant information. The company can use their financial statement to compare their business achievements to the competitors, as well as their own achievements from the previous years. 


Investors – Corporate shareholders and potential investors definitely need specific financial information, based on which to make decision what to do with their shares or investments. Using the financial statements of the company, the investors could assess the company's potential for success and profitability. Shareholders and owners are also a kind of investors, so they also need financial information, which will help them determine the profitability of the business and whether it is worth to continue and improve it, or it is better to discontinue it. 
The company of its side is interested to provide financial statements to the public with the idea and hope to attract investors to invest in their business. Attracting investors can help the business to develop and/or expand, which will eventually increase the growth and profitability of their business.



(b) [bookmark: _Hlk49577288]Advantages and disadvantages of a highly regulated financial reporting regime.

Advantages – In order to protect society from fraud and failure, financial reporting must be strictly regulated by state and international institutions. This will help improve the quality of financial reporting, which in turn will have a positive impact on society, strengthen public responsibility and a sense of financial protection of society. The regulatory framework is benefiting the users of the financial information, because this is a good and legal way to ensure that the users receive relevant and reliable information (ACCA, 2017). 

Using of legally regulated flow of information ensure users, such as society, businesses and government of getting correct and exact information, as well as to be able to use it and relay on it for their future activities planned based on it. Moreover, that the regulated financial information is easier to understand, compare and reuse because in most of the cases the regulation requires using of same or similar terminology. 

The advantages of a highly regulated financial reporting regime in an international scope are many. The rapid internationalisation of the businesses needs security, fairness and straitening of the legalisation of the business relationships in a worldwide scope. The IFRS (International Financial Reporting Standards) are the common accounting rules of reporting or disclosing of financial statements, which helps solving many problems in the accounting world for organizations (ACCA, 2017). 

Disadvantages – The international regulations for the accounting transactions is quite well developed but still, there are several countries which haven’t yet adopted the IFRS, one of which is the US. One of the reasons is that the US accounting system and law doesn’t fits the IFRS’s regulations. It is obvious that the US will not break their regulations for centuries, just to fits IFRS. It is irrelative to their regulations, which can create confusion and misunderstandings. 
Another reason of not accepting IFRS is because the training of the financial staff in a different way will take too long time, it will cost a lot, and still it brings great misunderstanding among the society of these countries, which have used to their regulations. The cost for small businesses will be even higher, regarding the amount of money they could cut from their profits.

(c) Possible limitations of financial statements. 

Inflationary effects – The inflation is a creator of limitations, because the assets and liabilities are not auto-adjustable to inflation. This create the risk of making wrong analysis and evaluation of the situation, especially when the information applies to long-term assets. 

Limited to specific period of time. -  The financial statements usually represent a specific period, which could be from a day, week, month to one year, five years and even more. This depends of the business, its needs, and its responsibilities to shareholders, government and society. This limits the needs of the users to the availability of information the company has provided to them. 

Incomparability – The information provided could differ by entities as a result of different accounting practices. This creates limitations when the information needs to be compared between the companies. Incomparability could come also from the different periods of time that was mentioned above, or it could require additional calculations to achieve comparability (Albrecht, et al., 2008) 

Fraud – It is illegal but not excluded of happening. Many businesses could try to provide wrong information, in order to attract investors and save their businesses from bankruptcy. In some cases, managers could press the financial workers to make the results according to specific requirements, in order to save their jobs or receive some benefits, etc. Information could be faked also for misleading the competition in order to gain advantage of it. Some frauds could create international scandals which imposes a ban on a certain company to trade in and with the country affected by it (Jones, 2011). 

Inaccessibility to non-financial information – Very often business problems are not financial, which unfortunately could not be recognized only by financial statements. If the problems are related to unskilled employees, or old machines. If the production has disputes with environmentalists. If the local population wants the business to be displaced due to harm or violation of human rights or rights. All these things will remain hidden from the eye of the seeker of information only from the financial statements of the company.




[bookmark: _Toc49588795]Conclusion

This report has achieved its purpose and the required tasks has been completed. The usefulness of it is now to be evaluated, because the skills gained while completing the tasks are still to be used in the future. The accounting is a specific activity, which is useful for the greater part of the society. This report has helped to be gained specific set of knowledge and skills, that could not be mastered so well just by learning the theory. Accounting is a theoretical and practical science and requires exceptional skills in mathematics, as well as an understanding of the theory, which is why it is not an easy profession, which is why it has to be expensive. Your company's accountant is like the cook in your kitchen. Any mistake can be disastrous for both you and him.
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QUESTION 1

The following tial balance was extracted from the books of Wales ple at 31th Decerber 2019:

E000 E000
Saes 30300
Cost o sales 6220
Ditributon expenses 2160
“Administraton expenses 3520
Lond af cost 75,000
Buildings  cost 16,000
Buidings accumlaied depresaton 50
Plant at cost 25600
‘Blant acoumulated depreciaion EXE)
Trade recenvables Bz
Trade payables EX)
Inventory at 31 December 2078 EXE)
Bark 320
1 ordinary shares 25000
Share premium 5000
Retained profts o1 1 January 2078 8380
12% dsbentures 2024 4,000
Debenture nterest paid 0]
Dividends paid £

S0380] 90380

The following matters have notyet been taken into accout:

1) Depreciation or the yearis to be provided as follows:
2% per year on cost (straight-lne bass).

o per year on cost (straght-lne basi)

- Depreciaton on buildingsi to b charged to administration expenses.

- Depreciaton on plant i to be charged focost of sles

2) The land s to berevalud to £20,000,000. No chane is required o the value of buildings

3) An inecoyerable debt of £24) i to b witten off and an allowance for receivables of % s to
e made. They areto be charged to administation expenses,

4) At 31 Decermber 2019, insurance fees of £500 were otstanding. They are to be charged to
administrtion expenses

) The income tax liabilty fo the year i estimated at £1,600,000.

Required:
Prepare Wales ple’s Income Statement fo the year ended 315t Decemaber 2019 and a
Statement of Financial Posifion 2 atthat 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.




