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QUESTION 1 
The following trial balance was extracted from the books of Wales plc at 31th  December 2019:
	[bookmark: _Hlk48985864]
	£’000
	£’000

	Sales
	
	30,300 

	Cost of sales
	16,220
	

	Distribution expenses
	2,160
	

	Administration expenses
	2,920
	

	Land at cost
	15,000
	

	Building at cost
	16,000
	

	Building accumulated depreciation 
	
	4,260

	Plant at cost
	25,600
	

	Plant accumulated depreciation
	
	4,960

	Trade receivables
	8,240
	

	Trade payables
	
	4,480

	Inventory at 31 December 2019
	3,120
	

	Bank
	320
	

	£1 ordinary shares
	
	29,000

	Share premium
	
	5,000

	Retained profits at 1 January 2019
	
	8,380

	12% debentures 2024
	
	4,000

	Debenture interested paid
	240
	

	Dividends paid 
	560
	

	
	90,380
	90,380



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).
Depreciation on buildings is to be charged to administration expenses.
1. Purchase cost - 16,000 
2. Depreciation rate per year – 2% 
16, 000 x 2% = 320  
I add those to administration expenses 2,920 + 320 = 3,240
I add 320 to Building accumulated depreciation 320+ 4,260 = 4,580

Plant 10% per year on cost (straight-line basis).
Depreciation on plant is to be charged to cost of sales.
1. Plant cost – 25, 600 
2. Depreciation rate per year – 10% 
25, 600x 10% = 2, 560 
I add those to cost of sales 16,220 + 2, 560 = 18,870
I add 2,560 to Plant accumulated depreciation 2,560+4,960	= 7,520
2) The land is to be revalued to £20,000,000. No change is required to the value of buildings. 
I open new account Revaluation reserve and add £5,000, 000. Also increase the value of the land to 15,000,000 + 5, 000, 000 = £20,000, 000
3) An irrecoverable debt of £240 is to be written off and an allowance for receivables of 2% is to be made. They are to be charged to administration expenses.
	Trade Receivables is 8,240 – 240 (Irrecoverable debt) = 8, 000
	Trade Receivables 8,000 x2% = 160 Allowance for receivables
	I add 240 (Irrecoverable debt) + 160 (Allowance for receivables) = 400 to Administration expenses. 
4) At 31 December 2019, insurance fees of £500 were outstanding. They are to be charged to administration expenses.
	Open new line Outstanding insurance and add £500. 
	Charged to administration expenses 
After all Administration expenses goes to: 
	2,920 + 320 (Depreciation on buildings) + 240 (Irrecoverable debt) + 160 (Allowance for receivables) + 500 (Outstanding insurance) = £ 4,140 
5) The income tax liability for the year is estimated at £1,600,000.
Open new lines : Income Tax Expenses	1,600,000	and Income Tax Payable 1,600,000. Because this tax isn’t payed yet. 
Adjustment in trial balance
	
	Trial Balance
	Adjustments

	
	
	
	
	

	
	£’000
	£’000
	£’000
	£’000

	Sales
	
	30,300 
	
	30,300

	Cost of sales
	16,220
	
	18,780
	

	Distribution expenses
	2,160
	
	2,160
	

	Administration expenses
	2,920
	
	4,140
	

	Outstanding insurance 
	
	
	
	500

	Land at cost
	15,000
	
	20,000
	

	Revaluation reserve
	
	
	
	5,000

	Building at cost
	16,000
	
	16,000
	

	Building accumulated depreciation 
	
	4,260
	
	4,580

	Plant at cost
	25,600
	
	25,600
	

	Plant accumulated depreciation
	
	4,960
	
	7,520

	Trade receivables
	8,240
	
	7,840
	

	Trade payables
	
	4,480
	
	4,480

	Income Tax Expenses
	
	
	1,600
	

	Income Tax Payable
	
	
	
	1,600

	Inventory at 31 December 2019
	3,120
	
	3,120
	

	Bank
	320
	
	320
	

	£1 ordinary shares
	
	29,000
	
	29,000

	Share premium
	
	5,000
	
	5,000

	Retained profits at 1 January 2019
	
	8,380
	
	8,380

	12% debentures 2024
	
	4,000
	
	4,000

	Debenture interested paid
	240
	
	240
	

	Dividends paid 
	560
	
	560
	

	
	90,380
	90,380
	100,360
	100,360



Income Statement for the year ended 31st December 2019
	
	2019

	
	£’000

	Sales
	30,300

	Cost of sales
	(18,780)

	Gross profit 
	11,520

	Distribution costs
	(2,160)

	Administration expenses
	(4,140)

	Operating profit
	5,220

	Add: Retained profit
	8,380

	Profit after taxation
	13,600

	Taxation
	(1,600)

	Profit for the year 
	12,000



Statement of Financial Position as at 31st December 2019
	
	2019

	
	£’000

	Current assets 
	

	Inventory
	3,120

	Trade receivables 
	7,480 

	Bank
	320

	Total Current Assets
	10,920

	Fixed Assets
	

	Land at cost
	20,000

	Building at cost
	16,000

	Less Building accumulated depreciation 
	(4,580)

	Plant at cost
	25,600

	Less Plant accumulated depreciation		
	(7,520)

	Total Fixed Assets
	49,500

	Total Assets
	60,420

	
	

	Current liabilities
	

	Outstanding insurance
	500

	Trade payables
	4,480

	Income tax payable
	1,600

	Debenture interested paid	
	240

	Dividends paid 	
	560

	Distribution expenses	
	2,160

	Administration expenses	
	4,140

	Total current liabilities 
	13,682

	Net assets
	46,740

	12% debentures 2024
	4,000

	
	50,740

	Equity
	

	£1 Ordinary shares
	29,000

	Share premium
	5,000

	Retained profits 
	8,380

	Revaluation reserve
	5,000

	Total equity
	47,380




QUESTION 2 
(a) Calculate the following ratios for Jerry plc for both 2019 and 2018:
1. Return on capital employed
Return on capital employed = Operating profit/ (Total assets- Current Liabilities) 
For 2018  ROCE =29.7/ (293.8-148.4) = 29.7/145.4= 20.42 %
For 2019 ROCE = 23.0/ (286.1-151.0) = 23.0/ 135.1= 17.02 %
2. Return on equity
Return on equity = Net Income/ Total equity 
For 2018 ROE = 18.3/80.2= 22%
For 2018 ROE = 12.9/92.2 = 13%
3. EPS
EPS = Net Income/ Total number of share outstanding 
For 2018 EPS = 18.3/75 = 24.4 £
For 2019 EPS = 12.9/74 = 17.2 £
4. Gross profit margin
Cross Profit Margin = Cross profit/ Revenue 
For 2018 Cross Profit Margin = 186.9/486.8= 38,39%
For 2019 Cross Profit Margin = 191.8/ 501.3= 38,26%
5. Asset turnover
Asset turnover = Net Sales/ Average total assets 
For 2018 Asset turnover = 486.8/293.8 = 1,65
For 2019 Asset turnover = 501.2/286.1= 1,75 
6. Stock holding period
Stock holding period = Inventory/ Cost of Sales x 365 
For 2018 Stock Holding period = 41.1/299.9x 365 = 50 days 
For 2019 Stock Holding period = 38.8/ 309.5x 365 = 45.7 days
7. Debtors collection period
Debtor collection period = Trade receivables/ Revenue x 365 
For 2018 Debtor collection period = 114.7/486.8 x365 = 86 days
For 2019 Debtor collection period = 114.9/501.3 x 365 = 83.6 days 
8. Current ratio
 	Current radio = Current assets/ Current liabilities 
	For 2018 Current ratio = 293.8/148.4= 1,97
For 2019 Current ratio = 186/151.0= 1,89
9. Gearing
Gearing = Operating profit/ Financial Costs 
For 2018 Gearing = 29.7/3.5 =8.48%
For 2019 Gearing = 23.0/0.2=115% 
10. Interest cover = Profit begore taxation/ Finance costs 
For 2018 Interest cover = 26.2/3.5= 7.84
For 2019 Interest cover = 22.8/0.2= 114
(b) Discuss the situation revealed by the ratios you have calculated in (a).
	The situation in Jerry plc is good. The company keeps ROCE higher than 15% which means that the company increases the wealth of the stockholder but isn’t losing money.  For example, if we look at the ROE we will see that the company depends more on equity than on debts. EPS numbers are quite good, and investors will be interested in Jerry plc. A Gross profit margin is a useful tool for them because they can easily compare it with other similar companies. The asset turnover ratio is greater than 1, it’s always good. Because that means the company can generate enough revenue for itself. Profitability is important for investors. 
           The stock holding period is also very good. The stock is holding in the company for 50 days which means that the company is producing its product in a short period of time. That also means the company has ordered. The debtor collection period is also good and not so long. That means the company could successfully handle its debts. The current ratio is also good, and it’s mean that the company is liquid. This means the company has current assets and liabilities that liquidated within a year from now. The gearing ratio isn’t very good for 2019. This means that the company couldn’t pay and will need a loan.  
	





QUESTION 3
Financial information about the activities and resources of a company is typically of interest to many people. The people potentially interested in a company’s financial statements need information about the company for various reasons.
(a) Identify three different user groups of company accounts and discuss why these user groups are interested in the information provided in financial statements.
	Three main groups are interested in company accounts - internal users, external users, and government. 
Internal users are managers and company owners. Accounting and financial information are very important. This significant financial information is useful for the decision-making process that is essential for the development and success of companies. 
 Some of the ways internal users utilize accounting data involve the following:
Evaluating how management has fulfilled its obligation for caring and managing the company’s resources. Also changing and shaping the decisions about borrowing or investment company resources. This information also helps with making decisions about expansion or downsizing.
External users are six groups. Each of those groups has different interests in company finances. Those groups are: 
· Owners and prospective owners 
· Creditors
· Employees
· Customers
· Government units
· The public 
Typically, those external users are interested in financial information because some of them had the right to know how the company is developing. Investors will also use accounting information to guide investment decisions. Banks or lending institutions may use accounting information to guide decisions such as whether to lend or how much to lend a business. 
The company provides that information in formal reports that give information about the financial position, cash inflows and outflows, and the results of operations. Each annual report has an independent opinion of auditors. 
This opinion is about products, assets, company activities, and plans. 
Government agencies that trail and use taxes are interested in the financial story of a business. They would like to know whether the business is paying taxes according to current tax laws.
(b) Discuss the advantages and disadvantages of a highly regulated financial reporting regime. You should consider the perspective of both user and the preparer of the financial statements.
	There are some advantages of highly regulated financial reporting has. First, regulated financial reporting is a fantastic tool for the decision-making process.  Financial indicators help to see business trends and tendencies. They also show any irregularities that might interfere with the cash flow of your business. Second, the company can have credit at any time. This includes different business loans and credit cards. For those privileges, the company needs to have a proper and accurate balance sheet that will help the bank institution to have a clear opinion on company finances. An internal accounts payable report will help the company to increase its credit score. Third, the strict financial report helps every company to pay it requires tax.  
           Each sale report can help the company to recognize between taxable and nontaxable sales. Also, if the company must provide any information related to filing its taxes. The three primary financial statements usually fulfill this obligation, but the auditor may require additional statements as well.  
           There are some main disadvantages of highly regulated financial reporting.  The first is connected with time. Regulated reporting requests more time and eventually, they cost more for hiring a special employee team to do them. 
           Also, those reports request a full collection of information that sometimes can be difficult especially if the company is very large.
           In my opinion, there are more advantages of highly regulated financial reporting than disadvantages.  
(c) Discuss the limitations of financial statements.
	 The limitations of financial statements are factors that help every user to be aware of the situation in the business. Knowledge about those factors could support the process of decision-making for investments in the business. 
           The limitation of financial statements is the following: 
· Historical costs – Some of the financial report are depending on historical costs. This relates to the value of the assets purchased by the company and the liabilities it owes changes with the time and depends on some market factors. The financial statements do not provide information about the current market price of the assets. 
· Inflation Adjustments – the assets and liabilities are not inflation-adjusted. If the inflation rate is very high, the amounts of the assets and liabilities in the financial statements will below. Typically, this considers the long-term assets. 
· Personal Judgments – The value of assets and liabilities depends on the accounting standard used by the team that prepared them. 
· Specific Time Period Reporting – Usually, the financial statements are based on a specific period. Sometimes, the balance sheet can be affected by seasonality or a sudden spike in sales. It is better to view a large number of consecutive financial statements to gain a better view of ongoing results.
· Intangible Assets – Intangible assets include brand value, reputation, and that helps the company to generate more sales.   Usually, many intangible assets are not recorded as assets. Any expenditure made to create are immediately charged to expenses. 
· Comparability – It is common practice that analytics and investors compare the performance of the company with others in the same sector. But mostly, the companies are not comparable. This depends on various factors that influence the company situation. 
· Fraudulent Practices – Sometimes the financial statements are subject to fraud. The management team may purposefully skew the presented results to have more success. The management team is going to present excellent results, but eventually, the reporter results will be lower. 
· No Discussion on Non-Financial Issues – Usually, the financial statement does not discuss a non-financial issue like environment, social, and governance concerns. 
· Not verified - If the financial statements have not been audited it means that no one has checked the accounting practice and policies. This means that the financial statements are not accurate.
· Future Prediction – Using the financial statement no further prediction about the business could be made. Usually, the financial statement proved the historical performance of the business. For example, a business could report exceptional results in one month, and no sales in the next month, because of some reason. 
Financial statements could provide reliable information about the state of the business. At some point, it is useful for owners and investors, but it’s not reliable for further prediction because the market is dynamic, and the situation can change very quickly.
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