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[bookmark: _Toc49611775]Introduction


This work has the purpose to prove practical skills and theoretical knowledge of the accounting fundamentals. The transactions connected with Trial balance, Income statement and Statement of financial position, as well as the calculating of significant for the business ratios will be covered in questions one and two. Question three will assess some theoretical information, by which a good understanding of the importance of the financial statements will be shown.























[bookmark: _Toc49611776]Question One

Based on the following conditions of the task, the solution needs a sistematical working step by step.
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1. Adjustment of trial balance
	N
	Trial balance
	Adjusted on 31 Dec 2019

	1
	
	D
	C

	2
	
	£000
	£000

	3
	Sales
	
	30,300

	4
	Cost of sales
	18,780
	

	5
	Distribution expenses
	2,160
	

	6
	Administration expenses
	4140
	

	7
	Allowances for irrecoverable debts
	
	160

	8
	Land at cost
	15,000
	

	9
	Revaluation Surplus
	5,000
	

	10
	Buildings at cost 
	16,000
	

	11
	Building accumulated depreciation
	
	4,580

	12
	Plant at cost
	25,600
	

	13
	Plant accumulated depreciation
	
	7,520

	14
	Trade receivables
	8000
	

	15
	Trade payables
	
	4,480

	16
	Inventory at 31 December 2019
	2,620
	

	17
	Bank
	320
	

	18
	£1 ordinary shares
	
	29,000

	19
	Share premium
	
	5,000

	20
	Revaluation reserve
	
	5,000

	21
	Retained profits at 1 January 2019
	
	8,380

	22
	12% debentures 2024
	
	4,000

	23
	Debentures interest paid
	240
	

	24
	Dividends paid
	560
	

	25
	Total 
	98,420
	98,420

	26
	
	
	


2. 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



3. Statement of Financial Position
	Statement of Financial Position

	1
	Assets
	£000
	£000

	2
	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
	
	

	
	Current Liabilities
	
	

	
	Trade Payable (W1)
	6,080
	

	
	Non-current liabilities
	
	

	
	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


(Alexander & Archer, 2009)


4. Workouts serving the Statement of financial position.
	WORKOUTS

	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][bookmark: _Toc49611777]Question Two 
 
Extracts from Jerry plc supplies latest financial statements.
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  [image: ]

(a) Calculate the following list of ratios for Jerry plc for both 2019 and 2018: 


1. [bookmark: _Hlk49362225][bookmark: _Hlk49362336]Return on capital employed = (Profit before interest/ Assets employed) x 100%. Assets employed can be calculated by subtracting current liabilities from total assets. That is why the formula will change into a detailed one.

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 ROCE ratio represents the return on capital employed, which defines the company’s value. The results for 2019 show some decrease, which must be noted and assessed in order to find solution of the situation. The discussed expansion should consider the results and discover the reasons before making steps of expanding.  

2. [bookmark: _Hlk49380745]Return on equity = (Earnings / Ordinary share capital and receivers) x 100

2018 - ROE = (£18.3/£80.3) x 100 = 22.88%
2019 - ROE = (£12.9/£93.2) x 100 = 13.84%
     This ratio is used to measure the efficiency of the performance and the business as whole. For the second year the result are decreasing, which means low efficiency.

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

2018 - EPS = (£18.3/£17.8) x 100% = 102.81%
2019 - EPS = (£12.9/£17.8) x 100% = 72.47%
The profitability could be checked by calculating the ration of earnings per share.  The Earnings per share are much lower for 2019 than the results of 2018, which shows instability and worsen 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%
The gross profit margin helps evaluating the ability of the company’s management, including executives and general managers. This managing team shows an ratio under 50%, which is not even increasing. This is a serious situation for reconsidering the choice of executives.

5. Asset turnover = Turnover / Assets employed
According to the information, the assets employed must be calculated additionally, so that to be followed this formula. 
If Assets employed = total assets – current liabilities then: 
AE - (2018) - £293.8 – £148.4 = £145.4
AE - (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
The ability of the company to generate revenue is important so this ratio is a significant tool for monitoring the business.

6. Stock holding period = (inventory / Cost of sales) x 365

2018 - (£41.4/£299.9) x 365 = 50.39 days 
2019 - (£38.8/£309.5) x 365 = 45.75 days 
For the stock holding period a period of one to three months is a normal ratio.  

7. [bookmark: _Hlk49387338]Debtors collection period = (Trade receivables/credit sales) x 365

2018 - (114.7/486.8) x365 = 86.00 debtor days
2019 - (114.9/501.3) x365 = 83.66 debtor days
The effectiveness of the company to manage the account receivable practices can be found with this ratio. The results though are decreasing, which is not preferable for a business thinking of expansion.

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 allows detecting the ability of the company to pay its short-term obligations. For this ratio it is good to be close to 1. 

9. Gearing = [Debt/(debt + equity )] x 100%
 
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 an indicator for the financial health of the company. The results that the level of the financial risk is high but it is decreasing fast.  

10.  Interest cover = Profit before interest / Interest charges


2018 - £29.7 / £3.5 = £8.49
2019 - £23.0 / £0.2 = £115

This ratio is good and rapidly increasing. It helps finding the ability of the company of paying off the interest of the company’s outstanding debts. Any result is good as soon as it is not under 2, but starting from 8,49 and reaching to 115 is a good ratio.



[bookmark: _Toc49588794][bookmark: _Toc49611778]Question Three 

The users of the financial information are external and internal, both of which are interested that information to be regulated properly. The providing of the financial information can help many businesses to use it, but different limitations could apply too.
(a) Examples of user groups interested of company’s accounts.

Management – The managerial staff is interested of the financial information, because it is a source of significant for their decision making. Managers can use it to inform themselves what need has their company when ordering goods and services in order to ensure a discontinued working process.  When preparing any financial information, the responsible for it people work very accurate, because any misleading could cause lost of their jobs. Businesses sometimes have materials that are not important anymore and not in use, so if known on time, these materials could also be sold to other businesses on a good price for both businesses. This could benefit both businesses (Randall, 2008). 


Governments – Governments are the general regulators of the financial information. They care about the provided information because it impacts on the society this government is leading. The accuracy of preparing of the financial statements is important for the governments because very often that information becomes base of preparing their financial plans. The governments are using the financial information to check whether their tax payers are paying the right taxes. The companies are also using their statements to calculate their taxes and that makes them very accurate when preparing it. The correctness of the information also enables building of trust between the company and the governments. Governments and their agencies are interested in the allocation of resources and therefore in the activities of enterprises. They also require information to regulate the activities of enterprises, to determine taxation policy and as a basis for national income statistics and other statistics.

Lenders and Investors – Lenders of loans or Investors are both giving their money to the business they select, for which purpose they are interested of its accuracy. Even suppliers could be in the place of the lender when letting materials or other production on credit. Lenders and investors need to assess the financial information, based on which to do their classifications of security and sustainability of the businesses they are going to invest in. Companies are interested of providing accurate information, by which they aim attracting the investors or ensuring the lenders to let them the amounts they need. 

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

[bookmark: _Hlk49610255]Each country is interested in organizing highly regulated financial reporting, and this is also becoming an international interest, because the development of businesses and their distribution around the world creates the need to regulate financial reporting and set a common standard to be guided by. 

Advantages – Most important for those who run businesses and those who use their products and services is to have a clearness between them. The rapidly increasing expansion of the businesses across the world created the need of international organisation for controlling and regulating the financial information. One of these international organisations is IFRS. Regulating the financial information in a world scope increases the security of the businesses when trading and exchanging such information. The organised regulations create law that could bring unfair businesses to justice. This is a powerful tool of control and makes businesses responsible for their actions (Romano, 2002). 
Regulating the financial reporting by the law helps companies and users to learn and respect the requirements of the reporting, which makes the reporting easier to be understood by the users. The standards are equal for everyone marketing under the same state organising regulated financial reporting
The advantages of regulating the financial information are also that these standards in most cases act like law, that and prevent fraud and crime in the international market.  Once implemented, the new regulation brings its advantages of an easier way to understand the information provided by other members of the organisation regulating their financial statements, 

Disadvantages – There are also several disadvantages of accepting the international regulations as national, because that requires changes and adjustments in accordance to the international standards. This is a long procedure of learning and implementing of new rules and regulations, which is also expensive.
Another disadvantage is that not each of the countries can easily adopt the regulations and adapt to them. Adopting of the regulatory system require time and absorb finances, plus that the army of the accountants has to spend long tima to learn the new rules and regulations.
Both, the advantages and disadvantages of IFRS are aimed at eliminating the alignment of business books from different countries, so that it is possible to get a unified picture before making future decisions.
This will provide a more seamless process of comparing and assessing the financial stability of companies trading on the international market. Crossing standards is a relatively good idea, but it needs to be well thought out.



(c) [bookmark: _Hlk49590965]Possible limitations of financial statements. 

Before fully trusting the financial statements, stakeholders should be well aware of the limitations that may prevent their proper and full use. A good knowledge of these factors can prevent investments in losing businesses.
Non- comparability - Financial statements are often prepared and presented to external users by many companies around the world. The financial statements, which look similar, differ from country to country. Some differences are caused by a number of social, economic and legal circumstances, as well as by the fact that different countries take into account the needs of different users of financial statements when determining national requirements. These differences in circumstances often necessitate the use of a number of definitions of terms used in presenting the various elements of the financial statements, such as assets, liabilities, equity, income and expenses. This also requires the use of different criteria for the recognition of items in the financial statements, as well as the expression of preferences for different assessment bases. The scope of the financial statements is also affecting the disclosure made in them (Mourik & Walton, 2014).
Lack of non-financial factors. – Very often there are hidden issues when a company is having problems, which are non-financial and they don’t take place in the financial part of a statement.  Problems with environmental pollution can lead to the expulsion of a business from its place of operation because it proves to be harmful to people for some reason. such changes can be costly, so businesses will always want to share them with their creditors as well as their potential investors. 
Lack of reliability of reporting - Another problem faced mainly by external analysts of financial statements is the reliability of the reporting. A number of companies tend to "manipulate" data in balance sheet in order to avoid taxes, which undoubtedly leads to an inaccurate assessment of the financial condition of the enterprise. To solve the problem, it is desirable to collect and use in the course of the analysis of information from different (independent) sources, incl. and from competitive enterprises, professional chambers, etc (Mourik & Walton, 2014).
Limited by period of time - The lack of a constantly maintained and systematically updated base of sectoral values ​​of the main financial ratios is also a serious problem, complicating the analysis of the financial ratios. They are useless for decision making if they are not compared with a sufficient set of other data in relation to the analyzed object. There are different types of comparison criteria: indicators from previous periods for the analyzed enterprise; similar indicators for other enterprises in the same industry (usually competing enterprises); industry average values ​​of the indicators; normative meanings adopted in practice, etc.
Limited by periods of time/Timeliness - If there is unnecessary delay in reporting the information, it may lose its relevance. Management must balance the relative benefits of timely reporting and the provision of reliable information. In order to provide timely information, it may often be necessary to report before all aspects of a transaction or other event are known, thereby degrading reliability. Conversely, if reporting is delayed until all aspects are known, the information can be very reliable, but of little use to users who have had to make decisions in the meantime. In striking a balance between relevance and reliability, the main consideration is how best to meet consumers' business decision-making needs (GAO, 2011).
















[bookmark: _Toc49611779]Conclusion

The content of the above report is rich in information about the requirements of the assigned tasks, as well as clear enough to meet the defined criteria. This work allowed the acquisition of good practical experience, as well as the consolidation of the theory learned during the lectures. In general, it can be said that this work has achieved its goals.
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The following trial balance was extracted from the books of Wales ple at 31th December 2019:

Buildings accumulated depreciation

Plant at cost 25600
Plant accumulated depreciation 3960
Trade recevables 5240
Trade payables 4,480
Inventory at 31 December 2019 3120
Bank 320

£1 ordinary shares

Retained profits at 1 January 2019
12% debentures 2024
Debenture interest paid
Dividends paid
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The following matters have not yet been taken into account:

1) Depreciation for the year is to be provided as follows:

-" Buildings 2% per year on cost (straight-line basis).

- Plant 10% per year on cost (straight-line basis)

- Depreciation on buildings is to be charged to administration expenses.

- Depreciation on plant is to be charged to cost of sales.

2) The land is to be revalued to £20,000,000. No change is required to the value of build.ins.

3) Anirrecoverable debt of £240 is to be written off and an allowance for receivables of 2% is to
e made. They are to be charged to administration expenses.

4) At 31 December 2019, insurance fees of £500 were outstanding. They are to be charged to
administration expenses

5) The income tax liability for the vear is estimated at £1,600,000.

Required:
Prepare Wales plc’s Income Statement for the year ended 315t December 2019 and a
Statement of Financial Position as at that date.

You should comply as far s possible with the provisions of the Companies Act 2006 znd
accounting standards. You should show your workings clearly.




image4.png
Income statement for the year ended 31 October
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