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Financial Statements
Section 1

Task 1.1
You have been asked to help prepare the financial statements of Pine Ltd for the year ended 
31 March 20X1. The company’s trial balance as at 31 March 20X1 is shown below.

 Pine Ltd

 Trial balance as at 31 March 20X1
	
	Debit
	Credit

	
	£000
	£000

	Share capital 
	
	50,000

	Revaluation reserve at 1 April 20X0
	
	12,000

	Trade and other payables 
	
	5,342

	Land & buildings – value/cost 
	81,778
	

	     accumulated depreciation at 1 April 20X0
	
	14,000

	Plant and equipment – cost
	24,000
	

	     accumulated depreciation at 1 April 20X0
	
	8,000

	Trade and other receivables
	9,886
	

	Accruals 
	
	517

	4% bank loan repayable 20X8
	
	16,000

	Cash and cash equivalents
	1,568
	

	Retained earnings
	
	7,945

	Interest paid
	640
	

	Sales                                                                                   
	
	80,908

	Purchases 
	53,444
	

	Distribution costs
	9,977
	

	Administrative expenses 
	6,755
	

	Inventories at 1 April 20X0 
	5,064
	

	Dividends paid
	1,600
	

	
	194,712
	194,712


Further information:

· The inventories at the close of business on 31 March 20X1 cost £7,004,000. 
· Depreciation is to be provided for the year to 31 March 20X1 as follows:

Buildings 
5% per annum 
Straight line basis

Plant and equipment
25% per annum
Reducing balance basis

Depreciation is apportioned as follows: 

	
	%

	Cost of sales
	60

	Distribution costs
	30

	Administrative expenses
	10


Land, which is non-depreciable, is included in the trial balance at a value of £41,778,000.  It is to be revalued at £51,000,000, and this revaluation is to be included in the financial statements for the year ended 31 March 20X1.
· Trade receivables include a debt of £24,000 which is to be written off.
· Distribution costs of £160,000 owing at 31 March 20X1 are to be provided for.
· The corporation tax charge for the year has been calculated as £1,254,000.

· All of the operations are continuing operations. 
(a)
Draft the statement of comprehensive income for Pine Ltd for the year ended 
31 March 20X1.

(b) Draft the statement of financial position for Pine Ltd as at 31 March 20X1.
Note: 

Additional notes and disclosures are not required.
Task 1.2
Elm plc will be undertaking some research and development activities in the near future.  The directors of Elm plc understand that such activity may result in the recognition of an intangible asset.
Prepare brief notes for the directors of Elm plc to answer the following questions:
(a) What is meant by an intangible asset according to IAS 38 Intangible assets?

(b)
What would Elm plc have to demonstrate about an intangible asset arising from development activities before it can be recognised as an intangible asset in the financial statements?
Task 1.3
This task consists of 6 true/false / multiple choice type questions.
(a) 
An increase in inventories will have a negative impact on cash flow in the calculation of net cash flows from operating activities.


Is this statement true or false?
(b)
Bovey Ltd holds three distinct types of inventory in its warehouse at the end of its accounting year, which are valued as follows:

	Product
	FIFO (cost)
	LIFO (cost)
	NRV

	
	£
	£
	£

	I
	11,300
	13,400
	12,800

	II
	7,600
	4,200
	5,900

	III
	15,200
	17,000
	18,400

	
	34,100
	34,600
	37,100


At what value should inventory be stated in Bovey Ltd’s financial statements according to IAS 2 Inventories?
A
£32,400
B
£34,000

C
£34,100

D
£34,600
(c)  
Teign Ltd prepares its financial statements to 30 September each year.  The following events took place between 30 September and the date on which the financial statements were authorised for issue.

(I)
The company made a major purchase of plant and machinery

(II)
A customer who owed the company money at 30 September was declared bankrupt
Which of the above is likely to be classified as an adjusting event (according to 
IAS 10 Events) after the reporting period?

A
(I) only

B
(II) only

C
Both

D
Neither of them
(d) 

Fowey Ltd has four assets which the directors consider may have become impaired.

	
	Carrying amount
	Fair value less costs to sell
	Value in use

	
	£
	£
	£

	I
	10,000
	12,000
	14,000

	II
	8,000
	9,000
	5,800

	III
	7,000
	3,800
	7,200

	IV
	9,000
	4,300
	5,200


Which of the above assets will be impaired according to IAS 36 Impairment of assets?

A
(I) only

B
(II) only

C
(III) only

D
(IV) only

(e)
Tamar Ltd is being sued by a supplier and will have to pay substantial damages if it loses the case.   At its accounting year end lawyers advise the company that it is possible (i.e. less than a 50% likelihood of occurrence) that it may lose the case. 
In accordance with IAS 37 Provisions, contingent liabilities and contingent assets the possible future outflow should be:

A
Recognised in the statement of financial position as a provision

B
Recognised in the statement of financial position as a contingent liability

C
Only disclosed as a note to the financial statements

D
Neither recognised in the statement of financial position nor included in the notes
(f)
A lease that transfers substantially all of the risks and rewards of ownership to the lessee is known as:

A 
A finance lease

B
An operating lease
Task 1.4 
Lyd Plc acquired 70% of the issued share capital of Wolf Ltd on 1 April 20X0 for £2,800,000.  At that date Wolf Ltd had issued share capital of £2,000,000 and retained earnings of £280,000.

Extracts from the statements of financial position for the two companies one year later at 31 March 20X1 are as follows:

	
	Lyd Plc
	Wolf Ltd

	
	£000
	£000

	Assets
	
	

	Investment in Wolf Ltd
	2,800
	

	Non-current assets
	4,700
	1,530

	Current assets
	2,400
	2,090

	Total assets
	9,900
	3,620

	
	
	

	Equity and liabilities
	
	

	Equity
	
	

	Share capital
	3,000
	2,000

	Retained earnings
	5,200
	540

	Total equity
	8,200
	2,540

	
	
	

	Non-current liabilities
	600
	480

	
	
	

	Current liabilities
	1,100
	600

	
	
	

	Total liabilities
	1,700
	1,080

	Total equity and liabilities
	9,900
	3,620


Additional data
· Included within the current assets of Lyd Plc and in the current liabilities of Wolf Ltd is an inter-company transaction for £200,000 that took place in early March 20X1.
· Lyd Plc has decided non-controlling interest will be valued at their proportionate share of net assets.

 (a)
Draft the consolidated statement of financial position for Lyd Plc and its subsidiary undertaking as at 31 March 20X1.

Claw Plc acquired 90% of the issued share capital of Deer Ltd on 1 April 20X0.

Extracts from their statements of comprehensive income for the year ended 31 March 20X1 are shown below:

	
	Claw Plc
	Deer Ltd

	
	£000
	£000

	Continuing operations
	
	

	Revenue
	40,800
	18,600

	Cost of sales
	(24,200)
	(7,300)

	Gross profit
	16,600
	11,300

	Other income – dividend from Deer Ltd
	1,800
	-

	Distribution costs & administrative expenses
	 (2,500)
	(1,600)

	Profit before tax
	  15,900
	  9,700


Additional data

During the year Deer Ltd sold goods which had cost £100,000 to Claw Plc for £480,000.  Half of these goods still remain in inventory at the end of the year.

(b)
Draft the consolidated statement of comprehensive income for Claw Plc and its subsidiary undertaking up to and including the profit before tax line for the year ended 31 March 20X1.
Section 2
Task 2.1
You have been asked you to calculate ratios for Brook Ltd in respect of its financial statements for the year ending 31 March 20X1 to assist your manager in his analysis of the company. 

Brook Ltd’s statement of comprehensive income and statement of financial position are set out below.
	Brook Ltd – Statement of comprehensive income for the year ended 31 March 20X1

	
	20X1

	
	
	
	£000

	Continuing operations
	
	
	

	Revenue
	
	
	24,800

	Cost of sales
	
	
	(12,772)

	Gross profit
	
	
	12,028

	Distribution costs
	
	
	(6,800)

	Administrative expenses
	
	
	(3,244)

	Profit from operations 
	
	
	1,984

	Finance costs
	
	
	(372)

	Profit before tax
	
	
	1,612

	Tax
	
	
	(992)

	Profit for the period from continuing operations
	620 


	Brook Ltd – Statement of financial position as at 31 March 20X1

	

	
	20X1

	
	£000

	ASSETS
	

	Non-current assets
	

	Property, plant and equipment
	18,200

	
	

	Current assets
	

	Inventories
	1,260

	Trade receivables
	2,320

	Cash and cash equivalents
	1,840

	
	5,420

	Total assets
	23,620

	
	

	EQUITY AND LIABILITIES
	

	Equity
	

	Share capital
	12,000

	Retained earnings
	7,212

	Total equity
	19,212

	
	

	Non-current liabilities
	

	Bank loans
	2,000

	
	  2,000

	Current liabilities
	

	Trade payables
	1,416

	Tax liabilities
	992

	
	2,408

	Total liabilities
	4,408

	Total equity and liabilities
	23,620


(a)
State the formulas that are used to calculate each of the following ratios:

(i)
Gross profit percentage
(ii)
Operating profit percentage
(iii) Return on capital employed
(iv) Current ratio

(v) Acid test ratio

(vi) Trade receivable collection period

(vii) Inventory holding period (days)
(viii) Gearing ratio
(b)
Calculate the above ratios 
Task 2.2
Nancy Charlton is considering buying shares in Limden Ltd and has asked you to assist her in determining the level of profitability and risk of the company.  You have computed the following ratios in respect of Limden Ltd’s financial statements for the last two years to assist you in your analysis.

	
	20X1
	20X0

	Gross profit percentage
	46.0%
	42.0%

	Operating profit percentage
	6.5%
	8.0%

	Return on equity
	7.4%
	10.8%

	Gearing
	35.2%
	22.4%

	Interest cover
	2.9 times
	7.5 times


Prepare a report to Nancy that includes:
(a)
A comment on the relative performance of the company for the two years based on the ratios calculated and what this tells you about the company

(b)
Advice, with reasons based on the ratios you have calculated, on whether or not Nancy should invest. 
 Task 2.3
(a)
List the elements that appear in financial statements according to the Framework for the Preparation and Presentation of Financial Statements.

(b)
Define the elements that appear in the balance sheet of a company in accordance with the definitions in the Framework for the Preparation and Presentation of Financial Statements.

Alternative format for Task 1.1
You have been asked to prepare the statement of cash flows and statement of changes in equity for Eigg Ltd for the year ended 31 March 20X1.

The most recent statement of comprehensive income and statement of financial position (with comparatives for the previous year) of Eigg Ltd are set out below.

Eigg Ltd – Statement of comprehensive income for the year ended 31 March 20X1
	Continuing operations
	
	
	
	
	£000

	Revenue
	
	
	
	
	44,800

	Cost of sales
	
	
	
	
	(24,640)

	Gross profit
	
	
	
	
	20,160

	Dividends received
	
	
	
	
	120

	Gain on disposal of property, plant and equipment
	
	
	448

	Distribution costs
	
	
	
	
	(9,408)

	Administrative expenses
	
	
	
	
	(4,480)

	Profit from operations 
	
	
	
	
	6,840

	Finance costs
	
	
	
	
	(105)

	Profit before tax
	
	
	
	
	6,735

	Tax
	
	
	
	
	(2,884)

	Profit for the period from continuing operations
	
	3,851


	
	
	20X1
	20X0

	
	
	£000
	£000

	ASSETS
	
	
	

	Non-current assets
	
	
	

	Property, plant and equipment
	
	27,890
	21,340

	
	
	
	

	Current assets
	
	
	

	Inventories
	
	5,914
	4,928

	Trade and other receivables
	
	4,480
	5,376

	Cash and cash equivalents
	
	280
	0

	
	
	10,674
	10,304

	Total assets
	
	38,564
	31,644

	
	
	
	

	EQUITY AND LIABILITIES
	
	
	

	Equity
	
	
	

	Share capital
	
	4,500
	3,000

	Share premium
	
	3,000
	2,000

	Retained earnings
	
	24,216
	20,642

	Total equity
	
	31,716
	25,642

	Non-current liabilities
	
	
	

	Bank loans
	
	1,500
	500

	
	
	1,500
	500

	
	
	
	

	Current liabilities
	
	
	

	Trade payables
	
	2,464
	4,435

	Tax liabilities
	
	2,884
	887

	Bank overdraft
	
	0
	180

	
	
	5,348
	5,502

	Total liabilities
	
	6,848
	6,002

	Total equity and liabilities
	
	38,564
	31,644


Further information
· The total depreciation charge for the year was £4,458,000.

· Property, plant and equipment costing £878,000 with accumulated depreciation of £334,000 was sold in the year.
· All sales and purchases were on credit. Other expenses were paid for in cash.
· A dividend of £277,000 was paid during the year.
(a)
Prepare a reconciliation of profit from operations to net cash from operating activities for Eigg Ltd for the year ended 31 March 20X1.

(b)
Prepare the statement of cash flows for Eigg Ltd for the year ended 31 March 20X1.
(c)
Draft the statement of changes in equity for Eigg Ltd for the year ended 
31 March 20X1.
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