



STUDENT NAME: ANDREI DUMITRASCU
STUDENT NUMBER: 1921558

MODULE CODE: LCBB4001
ASSESSMENT: 1
ACCOUNTING FUNDAMENTALS
LECTURER’S NAME: EMAD ELKHASHEN


Table of Contents
Answer of Question 1	3
Answer of Question 2	8
Answer of Question 3	12
References	15



[bookmark: _Toc46336343]Answer of Question 1
Computation of business Income Statement in accordance with business Trial Balances 
In the Books of Wales PLC
Income statement
For the period ended 31-12-19
	Particulars
	Note
	Amount (‘000)
	Amount
(‘000)

	 
	 
	 
	 

	Sales or Revenues
	 
	 
	30300

	Less: Cost of sales
	WN 1
	 
	18780

	Gross profit
	 
	 
	11520

	Distribution expenses
	 
	2160
	 

	Administrative expenses
	WN 2
	3905
	 

	Total operating cost
	 
	 
	6065

	Operating profit
	 
	 
	5455

	12% Debenture interest
	WN 3
	480
	 

	Bad debt
	 
	240
	 

	Income Tax Payable 
	 
	1600
	 

	 
	 
	 
	2320

	Net profit
	 
	 
	3135



Relevant working Notes in accordance with business income statement 
Working Note 1: Computing Cost of sales for Wales PLC
	Particulars
	Amount (‘000)

	Cost of sales
	16220

	Add: Depreciation on Plant 
	2560

	Total Cost of sales
	18780



** According to the present business requisition here the depreciation of business plant value is adjusted along with the cost of sales volume. Generally, the value of depreciation or amortizations of assets are not included in the cost of sales. However, in accordance with the present operational approaches depreciation value might be included in the COGS value for tied up the business production value properly. 

Working Note 2: Computation 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



** According to the assignment requisition the depreciation of building, insurance fees and the new provision of bad debts are also included in the Administrative expenses. 

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

	12% Debenture interest
	240

	Add: Outstanding (4000*12%)
	240

	Total debenture interest
	480





Computing Retained earnings of 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



** According to present accounting principles and accounting standards, the value for Appreciation of business Land is added along with the Retained profit for presenting efficient value of business profitability. 

Computing Balance sheet of the business in accordance with business Trial Balances 
In the Books of Wales PLC
Balance sheet 
For the period ended 31-12-19
	Particulars
	Note
	Amount
	Amount

	Non-current assets
	 
	 
	 

	Land of business
	WN 4
	20000
	 

	Building of business
	WN 5
	11420
	 

	Plant of business
	WN 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: Computation 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: Computation 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: Computation 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: Computation 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. According to the present operational structure of a business the financial statement generally applies for providing significant details of business financial performances during the present accounting period. Follow the same prospect for evaluating the overall business financial capacity during the present financial year and analysing the growth compared with the previous financial year generally the ratio analysis has been computed (Cetin and Icigen, 2017). With the proper computation of business financial ratios evaluators of the business can significantly realise the present volume of business opportunities and growth structures including the significance of strategic implementation more efficiently (Dorfeshan et al, 2017). 
In accordance with the present assignment requisition the overall financial performances of Jerry PLC has been evaluated with the computation of relevant ratio analysis. Here, mainly the present financial year 2019 and previous period 2018’s ratios are computed for recognising the present range of business growth. Some of those ratios are computed in below; 
1. Computation of Return on capital employed 
Formula = Profit before interest and tax / (Equity + long term loans) x 100%
	
	2018
	2019

	Profit before interest and tax
	29.7
	23.0

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

	Ratio
	20.43%
	17.02%



2. Computation 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. Computation 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
	 £ 1.02 
	£ 0.72



4. Computation of Gross profit margin	 
Formula= (Gross profit / Revenues) x 100 %
	
	2018
	2019

	Gross profit
	186.90
	191.80

	Revenues 
	486.80
	501.30

	Ratio
	38.40%
	38.26%



5. Computation 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. Computation 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. Computation 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. Computation 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. Computation of gearing ratio 
Formula= (Fixed interest bearing funds / Equity capital of business ) x 100%
	
	2018
	2019

	Fixed interest bearing funds
	65.10
	41.90

	Equity capital of business 
	80.3
	93.2

	Ratio
	81% 
	45%



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

	Profit before interest and tax
	29.70
	23.00

	Financial cost
	3.50
	0.20

	Ratio
	8.48 
	115



b. Analysing present business financial performances in accordance with ratio computation 
Return on capital employed: According to the accounting principle this particular ratio is presented as the actual business written in accordance with the total capital and liability structure of the business (Murtala et al, 2018).  In accordance with the above computation it can be considered that in the previous financial year 2018, the overall ROCE is providing the ratio of 20.43% while in the present financial year it was reduced to 17.02%. It is basically presenting the inefficient volume of business profit earning capacity compared with the equity capital volume.  
Return on equity: This particular ratio is evaluated on the behalf of present profitability after tax position compared with the present business equity capital volume (Egam et al. 2017). According to the computation however compared with the previous financial year the overall ratio position of ROE in the present financial year decreased by 8.95 %. 
Earnings per share: Compared with the previous financial year in the current accounting period the overall volume of Earning per share has decreased with the amount of 30 pence. 
Gross profit margin: According to the basic accounting principles and business performances this particular ratio is used to present the significant performance structure of the business positively. According to the present computation results the overall gross profit ratio has decreased in the current financial year by 0.14% which is influencing the enhancement of business expenditure volume. 
Assets Turnover ratio: With the proper utilisation of this particular ratio the management can positively realise whether the present level of business assets is compatible for gaining effective revenues or not. In the case of this particular business establishment the overall asset turnover ratio is enhanced by 0.09% in the present financial year which is basically improvising the significant growth of business financial condition. 
Stock holding period: Through the Computation of this particular ratio the management can positively recognise whether the pregnant level of business inventories are compatible for gaining effective revenues or not (Simanjuntak, 2018). According to the present computation the overall stock holding period in the present financial year decreases to 46 days, which means the overall volume of purchasing and sales volume of the business, is increasing properly with time reduction process. 
Debtor’s collection period: This particular ratio is computed for the primary approach of recognising the overall outstanding period of debtors amount on behalf of business credit sales. In the case of these organisations the overall period decreased by three days in the present financial year, which means the present collection policies and related strategic plans are performing in a well standard for the business.
Current ratio: According to the general accounting Principles the concept of Ideal current ratio is presenting the volume of 2:1, where the total current asset volume is comparatively higher compared with the current liabilities structure.  As a result, the management can easily pay back the current liability along with the liquidity position. However, in case of this organisation such position is providing the same situation in the both financial years, which means the overall liquidity position of the business is in stable condition during 2018 and 2019. 
After providing the above ratios it can be considered that the management of the Jerry PLC needs to restructure their present financial position positively and also implement some efficient strategic plans for efficient growth of business performances sophisticatedly. With the positive enhancement of such initiative the management can positively develop the overall financial condition and other approaches of business more easily and conveniently. 
[bookmark: _Toc46336345]Answer of Question 3 
a. According to the present business performing structure and accounting Principles the application of company accounts are applied for providing the significant information related to the present business financial performances during the present accounting period positively. Generally, such financial information is accessed by relevant and potential persons of the business for recognising the business capacities and efficiency structure efficiently (Drake et al, 2019). Some of those accounting users are as follows; 
Shareholders of business: In accordance with the present operational structure most of the shareholders of a business are used to access the significant business financial accounts for evaluating the overall financial condition efficiently. As a result during the evaluation, the shareholder can positively recognise the present efficiencies, drawbacks and also some other significant features of the business on behalf of present market capitalisation structure.  In some cases before investing in any organisation the investors are also used to access such documents positively for the primary approach of business performance scrutiny.  With the proper evaluation they can get a positive idea about the present operational and financial condition of the company before making any significant investment (Muda, 2017). 
Government of Nation: Sometimes for the primary approach of maintaining the nation's tax position, the government used to access some of the relevant and established business concerns’ financial position in order to recognise whether any kind of text avoidances are occurring or not. Follow the same prospects for the primary approach of recognising whether the business is involved along with any illegal activities or not, to recognise such prospect evaluation is also been computed by the government (Drake et al. 2017).   
Suppliers of business: For the primary approach of recognising whether the business is competent to pay back the significant level of business supplying material amount or not, for such evaluation sometimes this supplier of the business is also used to access most of the financial documents of a business concern. As the financial statement is the only way to recognise the financial condition of a company for that reason it is applied for efficient business performance recognition purposes.  
b. Advantages and disadvantages of a highly regulated financial reporting regime 
Advantages:
1. According to the business performances with the proper maintenance of regulated reporting format the management can positively provide significant details of each and every financial transaction to the stakeholders and other relevant authorities of business positively. 
2. With the proper maintenance of accounting reporting structure and Standards or Accounting Principles the management can properly evaluate the present financial performances through the comparison with other companies for previous year financial condition positively (Leuz and Wysocki, 2016). 
Disadvantages: 
1. Due to the maintenance of significant reporting format and relevant Accounting Principles sometimes it creates some Complex structure over the accounting treatment of business.  As a result, sometimes the stakeholders are not completed to realise the actual growth and structure of business positively. 
2. Such statements can be easily manipulated by the potential managers or authority of the business for the primary approach of deriving their personal benefits (Roychowdhury et al. 2019). 
c. Limitations of financial statements of a business 
In accordance with the general business performance structure and accounting presentations, the application of financial statements can provide some significant limitations which are enumerated in below; 
1.  Such statement is totally depending on the historical cost of any assets value which is sometimes incompetent to release actual assets value presentation. 
2. Such statements can easily be manipulated by any potential authority as a result the proper financial condition of the business may not present positively. 
3. It is basically applied or recognised as interim reports of business and does not provide any importance to other relevant transactions.
4. In the case of such financial statements, nonmonetary tractors are generally ignored which sometimes create a significant impact over the financial condition of business performances. 
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