1.1 Explain the aims of financial and management accounting and accounting regulations.
Financial accounting is the process of designing, collecting, measuring and recording an enterprise’s transactions. This data will be used by the enterprise, authorities, bankers etc. The fundamental role of accounting is to maintain a systematic, accurate and permanent record of transactions of a business which can be reviewed when necessary. Accounting helps managers in making business decisions and develop policies to make the business more efficient. Accounting provides information to the management of a business which is used for planning analysis and decision making. It provides information to investors, debt providers, creditors which is used to enable them to be rational and prudent. 
Management accounting helps in planning and formulation of future policies. It gives managers the ability to interpret the financial information. When managers can interpret, they also can control the performance. Management accounting helps in solving strategic business problems by data analysis. It also helps in evaluating the efficiency and effectiveness of policies. 
The aim of accounting regulation is to attain uniformity in accounting it provides rules for standard treatment and recording of entries. It also has a standard format for financial statements all these steps are to provide uniformity in accounting methods. These regulations aim to improve reliability of financial statements (S. Warren, M. Reeve & E. Duchac, 2018). There are many stakeholders of a company and they rely on the financial statements for their information. It helps to improve reliability of financial statements by providing complete set of rules which need to be followed by all companies. The strict regulations aim to prevent frauds and accounting manipulation. The accounting standard provides accounting principles and methodologies that all entities must follow to maintain conformity. These policies must be followed by all, when the auditor checks the policies have been formed followed, he can be assured that the financial statements are true and fair. The other major objective of accounting standard is that financial statements can be comparable to some extent.
1.2 Explain the main types of business and accounting information and their features.
Accounting information provides the base to all important decisions which are taken by owners, investors, creditors, management etc. Accounting information is required by all these people and have different set of requirements (S. Warren, M. Reeve & E. Duchac, 2018). There are many types of accounting information which are as follows:
a) Accounting information of financial performance: this is the main type of accounting information. All users of need information regarding net profit or net loss of the business. It is necessary for business to maintain the profit and loss account. It also includes balance sheet, which give information regarding all assets and liabilities of the company.
b) Accounting information of costs: This provides information on total cost and per unit costs. Any product that is sold has a cost and to be able to make a profit, we need to know the actual cost of manufacturing. For this purpose, cost accounting records all costs and helps in providing such information. 
c) Accounting information for planning and control: Lots of accounting information is required in planning business activities. Like for example if we want to pay late to our creditors, we need to know the credit turnover ratio for the company. Cash is received and paid by the business which happens from time to time, this is recorded in cash flow statement.
1.3 Evaluate the role of different users of accounting and financial information.  
The two main types of accounting information are internal and external users. Internal users are those who are part of the business entity for example management, partners, employees. The external users are those that are not related to the business like for example authorities, investors etc.
Organisation’s internal management uses accounting and financial information for budgeting, forecasting and decision making. It will help in Investment decisions, identification of problems and opportunity signals. 
2. Be able to prepare financial statements for sole traders, partnerships and limited firms from ledger accounts and incomplete records.
2.1 Prepare books of original entry.
Following table shows some journal entries which is the beginning of accounting process:
	Date 
	Particular
	Debit
	Credit

	01-Jul-16
	Purchase of Equipment   
	800000
	 

	 
	Cash 
	 
	800000

	30-Jun-17
	Depreciation on equipment
	150000
	 

	 
	Equipment
	 
	150000

	30-Jun-17
	Profit &Loss 
	150000
	 

	 
	Depreciation on equipment
	 
	150000

	01-Jul-17
	Revaluation account
	30000
	 

	 
	Equipment 
	 
	30000

	30-Jun-18
	Depreciation on equipment
	75000
	 

	 
	equipment
	 
	75000

	30-Jun-18
	Profit & Loss 
	75000
	 

	 
	Depreciation on equipment  
	 
	75000



2.2 Prepare trial balance information to enter to final accounts
	MNC Traders and Consultants

	Trial Balance

	As on 31st Dec, 2019

	 
	 
	 
	 

	Account Name
	 
	Debit
	Credit

	 
	 
	 
	 

	Cash
	 
	$12,500.00 
	 

	Accounts receivable
	 
	$15,000.00 
	 

	Inventory
	 
	$32,000.00 
	 

	Prepaid insurance
	  
	$300.00 
	 

	Office supplies
	 
	$200.00 
	 

	Short term Notes receivable
	 
	$1,100.00 
	 

	Investments
	 
	$5,000.00 
	 

	Vehicles
	 
	$50,000.00 
	 

	Accumulated depreciation - vehicles
	 
	 
	$25,000.00 

	Furniture and fixtures
	 
	$4,500.00 
	 

	Accumulated depreciation - furniture and fixtures
	 
	 
	$2,000.00 

	Buildings
	 
	$150,000.00 
	 

	Accumulated depreciation - buildings
	 
	 
	$25,000.00 

	Land
	 
	$146,315.00 
	 

	Goodwill
	 
	$10,000.00 
	 

	Other intangible assets
	 
	$10,000.00 
	 

	Accounts payable
	 
	 
	$89,150.00 

	Accrued Salaries
	 
	 
	$10,500.00 

	Bank loan payable
	 
	 
	$10,000.00 

	Notes payable
	 
	 
	$50,000.00 

	Common Stock
	 
	 
	$100,000.00 

	Sales Revenue
	 
	 
	$750,000.00 

	Cost of sales
	 
	$320,000.00 
	 

	Depreciation expense
	 
	$90,000.00 
	 

	Factory power, lighting and repairs
	 
	$120,000.00 
	 

	Income tax expense
	 
	$53,685.00 
	 

	Selling expenses
	 
	$5,000.00 
	 

	Interest expemse
	 
	$500.00 
	 

	Salaries and wages expense
	 
	$20,000.00 
	 

	Maintenance Expense
	 
	$15,550.00 
	 

	 
	 
	 
	 

	Total
	 
	$1,061,650.00 
	$1,061,650.00 




2.3 Construct final accounts including cash flow statements.
	MNC Traders and Consultants

	Income Statement

	For the year ending 31st Dec, 2019

	Sales Revenue
	 
	$7,50,000.00 

	Less: Cost of sales
	 
	$3,20,000.00 

	Gross Profit
	 
	$4,30,000.00 

	Operating Expenses
	 
	 

	Depreciation expense
	$90,000.00 
	 

	Factory power, lighting and repairs
	$1,20,000.00 
	 

	Selling expenses
	$5,000.00 
	 

	Salaries and wages expense
	$20,000.00 
	 

	Maintenance Expense
	$15,550.00 
	 

	Total Operating expenses
	 
	$2,50,550.00 

	Operating Income
	 
	$1,79,450.00 

	Less: Interest expense
	 
	$500.00 

	Income before taxes
	 
	$1,78,950.00 

	Less: Income Tax expense
	 
	$53,685.00 

	Net Income
	 
	$1,25,265.00 



	MNC Traders and Consultants

	Balance Sheet

	As on 31st Dec, 2019

	Current Assets
	 
	 

	Cash
	$12,500.00 
	 

	Accounts receivable
	$15,000.00 
	 

	Inventory
	$32,000.00 
	 

	Prepaid insurance
	$300.00 
	 

	Office supplies
	$200.00 
	 

	Short term Notes receivable
	$1,100.00 
	 

	Total Current Assets
	 
	$61,100.00 

	 
	 
	 

	Fixed assets
	 
	 

	Vehicles
	$50,000.00 
	 

	Accumulated depreciation - vehicles
	$25,000.00 
	$25,000.00 

	Furniture and fixtures
	$4,500.00 
	 

	Accumulated depreciation - furniture and fixtures
	$2,000.00 
	$2,500.00 

	Buildings
	$1,50,000.00 
	 

	Accumulated depreciation - buildings
	$25,000.00 
	$1,25,000.00 

	Investments
	 
	$5,000.00 

	Land
	 
	$1,46,315.00 

	Goodwill
	 
	$10,000.00 

	Other intangible assets
	 
	$10,000.00 

	Total Fixed Assets
	 
	$3,23,815.00 

	 
	 
	 

	Total Assets
	 
	$3,84,915.00 

	 
	 
	 

	Current Liabilities
	 
	 

	Accounts payable
	$89,150.00 
	 

	Accrued Salaries
	$10,500.00 
	 

	Total Current Liabilities
	 
	$99,650.00 

	 
	 
	 

	Long term Liabilities
	 
	 

	Bank loan payable
	$10,000.00 
	 

	Notes payable
	$50,000.00 
	 

	Total long term liabilities
	 
	$60,000.00 

	Total Liabilities
	 
	$1,59,650.00 

	 
	 
	 

	Shareholders' equity
	 
	 

	Common Stock
	$1,00,000.00 
	 

	Retained earnings
	$1,25,265.00 
	 

	Total Shareholders' equity
	 
	$2,25,265.00 

	 
	 
	 

	Total Liabilities and Shareholders’ Equity
	 
	$3,84,915.00 



	MNC Traders and Consultants

	Cash Flow Statement

	For the year ending 31St Dec, 2019

	Cash Flow from Operating Activities
	 
	 

	Net Income
	 
	$1,25,265.00 

	Adjustment For:
	 
	 

	Depreciation
	$90,000.00 
	 

	Increase in AR
	-15000
	 

	Increase in Inventory
	-32000
	 

	Increase in prepaid Insurance
	-300
	 

	Increase in office supplies
	-200
	 

	Increase in short term notes receivable
	-1100
	 

	Increase in Accounts payable
	89150
	 

	Increase in Accrued Salaries
	10500
	$1,41,050.00 

	Cash flow from Operating Activities
	 
	$2,66,315.00 

	 
	 
	 

	Cash flow from Investing Activities
	 
	 

	Purchase of vehicle
	-50000
	 

	Purchase of Furniture and Fixtures
	-4500
	 

	Purchase of Building
	-150000
	 

	Purchase of Land
	-146315
	 

	Goodwill purchased
	-10000
	 

	Intangible assets created
	-10000
	 

	Purchase of Investment
	-5000
	 

	Cash used in Investing activities
	 
	-375815

	 
	 
	 

	Cash flow from Financing Activities
	 
	 

	Issue of stock
	100000
	 

	Bank Loan Taken
	10000
	 

	Notes payable
	50000
	 

	Cash flow from financing activities
	 
	160000

	 
	 
	 

	 
	 
	 

	Beginning Cash balance
	 
	0

	Cash flow During the year (A+ B+ C)
	 
	$50,500.00 

	Ending Cash Balance
	 
	$50,500.00 



2.4 Make adjustments for book-keeping and final
accounts.
	 
	Adjusting entries to close the final accounts
	 
	 

	 
	 
	 
	 

	Date
	Description
	Debit
	Credit

	31-Dec-19
	Income Summary 
	750000
	 

	 
	       Sales Revenue
	 
	750000

	 
	 
	 
	 

	31-Dec-19
	Cost of sales
	$3,20,000.00 
	 

	 
	Depreciation expense
	$90,000.00 
	 

	 
	Factory power, lighting and repairs
	$1,20,000.00 
	 

	 
	Selling expenses
	$5,000.00 
	 

	 
	Salaries and wages expense
	$20,000.00 
	 

	 
	Maintenance Expense
	$15,550.00 
	 

	 
	Interest Expense
	$500.00 
	 

	 
	Income tax Expense
	$53,685.00 
	 

	 
	      Income Summary
	 
	$6,24,735.00 

	 
	 
	 
	 

	31-Dec-19
	Income Summary
	$1,25,265.00 
	 

	 
	     Retained Earnings
	 
	$1,25,265.00 



3.1 Calculate a range of financial ratios.
	Ratios
	Calculation
	Results

	Current Ratio=Current Assets/Current Liabilities
	$61100/$99650
	0.6131

	Acid-test ratio = Current assets – Inventories / Current liabilities
	($61100-$32000)/$99650
	0.2920

	Cash ratio = Cash and Cash equivalents / Current Liabilities
	($12500+$15000)/$99650
	0.1756

	Debt ratio = Total liabilities / Total assets
	$159650/$384915
	0.4147

	Debt to equity ratio = Total liabilities / Shareholder’s equity
	$159650/$225265
	0.7087

	Interest coverage ratio = Operating income / Interest expenses
	$179450/$500
	358.90

	 Accounts Receivable Turnover = Net Sales/ Accounts Receivable
	$750,000 /$150,000
	 50

	Asset turnover ratio = Net sales / Total assets
	$179450/$3849165
	1.948482132

	Gross margin ratio = Gross profit / Net sales
	$430000/$750000
	57.33%

	Operating margin ratio = Operating income / Net sales
	$179450/$750000
	23.93%

	Return on assets ratio = Net income / Total assets
	$125265/$3849165
	32.54%

	Return on equity ratio = Net income / Shareholder’s equity
	$125265/$225265
	55.61%



3.2 Categories financial ratios
Liquidity Ratios
Financial ratios that measure a company’s ability to repay both short and long term obligations are known as liquidity ratios.
a) Current ratio gives a measure of a company’s ability to pay short-term liabilities with current assets, it is calculated by dividing current assets with current liabilities.
b) Acid test ratio measures a company’s ability to pay off short term liabilities with quick assets, it is calculated by subtracting inventories from current assets and dividing it by current liabilities.
c) Cash ratio gives a measure of a company’s ability to pay short term liabilities with cash and cash equivalents. It is calculated by dividing cash and cash equivalents with current liabilities. 
Leverage Ratios
Ratios that measure the capital that comes from debt are known as leverage ratios. They are used to analyse a company’s debt levels. 
a) Debt ratio gives an estimate of a company’s assets that come from its debt. It can be calculated by dividing total liabilities with total assets.
b) The debt to equity ratio calculates the weight of total debt and financial liabilities against shareholders’ equity. It is calculated by dividing total liabilities with shareholder’s equity.
c) Interest coverage ratio provides an estimate to gauge, how easily a company can pay its interest expense, interest coverage ratio is calculated by dividing operating income with interest expense.

Efficiency Ratio
Efficiency ratios are known as activity financial ratios also. They give an idea of how well a company is utilizing its assets and resources (S. Warren, M. Reeve & E. Duchac, 2018).
a) Asset turnover ratio gives an idea about a company’s ability to generate sales from assets, it is calculated by dividing net sales by total assets.
Profitability Ratios
Profitability ratios measures the ability of a company to generate income relative to revenue, balance sheet assets, operating costs, and equity.
a) Gross Margin ratio compares gross profit to net sales to measure the profit a company makes after the cost of goods sold are paid. It is calculated by gross profit divided by net sales.
b) Operating margin ratio compares the operating income of a company to its net sales to determine operating efficiency, it is calculated by operating income divided by net sales.
c) Return on asset ratio give an indication of how efficient the company is using its assets to generate profit; it is calculated by dividing net income with net assets.
d) Return on equity measures the efficiency of a company in using its equity to generate profit, it is calculated by dividing net income with shareholder’s equity.
3.3 Evaluate financial performance using ratios.
The current ratio of .61 indicates that for every dollar of liability the company has .61 of assets to cover that liability. Typically banks like to see 2:1 as the current ratio, which gives enough room to the company to pay its liabilities. In this case the assets are short of the liabilities of the company which will impact its ability to cover the liabilities.

The acid test ratio is like the current ratio except inventory is deducted, it measures a company’s ability to pay, its short term debt without the sale of inventory. The acid test ratio of .29 means that for every dollar in short term debt the company has .29 of current assets. 
This is very low, and it is not enough to cover short term debt.
The cash ratio is cash and cash equivalent to current liabilities, for every dollar of current liabilities there is .17 of cash which is not enough to cover liabilities in this company.
The debt ratio is the measure for every dollar of asset how much is the liability. The debt ratio is .41, which means that there is .41 of liabilities for every dollar of asset. A lower debt ratio usually implies a more stable business with potential to grow. 
The debt to equity ratio measures the degree to which the company is financing its operations through debt and company owned funds. The ratio of .70 indicates that the for every dollar of equity the company has .70 liabilities, this indicates that the equity covers the liabilities comfortably.
Interest coverage ratio indicates the number of times the company’s operating income is when compared with the interest paid. The interest paid on debt should be covered by the operating income else the company will have difficulty in making payments. In this case, the operating income is 358.9 times the interest earned.
Asset turnover ratio is the ratio of efficiency that measures a company’s ability to generate sales from its assets. For every dollar of asset how much is the net sale. In this case it is 1.95 which will be considered good as one dollar invested returns 1.95 dollar to the company.
Gross profit margin ratio is the ratio of adequacy of the profits per dollar of sales, it helps in understanding profit. The ratio .57 can be understood as, for every dollar of sales who much of it is gross profit the higher it is the better it is.

Operating income ratio is the measure of every dollar of net sales to operating income. The ratio of .24 indicates that for every dollar of net sales the company earns .24 of operating income the higher the ratio the better it is.
Return on asset ratio indicates for every dollar of total asset the company earns how much net income. The ratio of .33 indicates that the company earned .33 dollars for every dollar of asset. The higher ratio is considered better in terms of profitability. 
Return on equity ratio indicates for every dollar of shareholder’s equity how much net income is generated. The ratio of .55 indicates that for every dollar of shareholders equity the company earns .55 dollars. The higher the ratio the better the profitability.
4.1 Summarise the main features of the UK regulatory framework.
The Financial Reporting Council (FRC) took over the accounting standards from 2nd July, 2012, which were formerly developed by the Accounting Standards Board. The corporate reporting council reports to the codes and standards committee. The FRC aims at providing high quality corporate governance and reporting. FRC sets the UK coporate governance and stewardship codes as well as UK standards for accounting, auditing and actuarial work. FRC represent UK interests in international standard-setting. It also monitors and take necessary action to promote the quality of corporate reporting and auditing. It operates disciplinary arrangements for accountants and actuaries and oversee the regulatory activities of the accountancy and actuarial professional bodies. It recognises two financial reporting frameworks IFRS and UK and Ireland GAAP. Publicly listed companies are required to apply IFRS in the preparation of their group accounts but may choose between IFRS, UK and Ireland GAAP (Frc.org.uk, 2019).
4.2 Evaluate the impact of international regulations on UK organisations.  
Organisations in the UK were severely affected by the introduction of international regulations. International financial reporting standards requires companies to produce a reconciliation of their IFRS equity and profit/loss reported under national GAAP. Net profit reported in IFRS 2 should inflated figures as compared to national GAAP. This gave a false sense of profitability about the company. The equity reporting adjustments made in IFRS reduced the equity figures to a large extent and negatively impacted organisations. This reduction in IFRS net equity in the UK was mainly attributable to the effects of IAS 19 employee benefits. The national GAAP equity was 167% of the IFRS net equity which is a very significant reduction. The next biggest problem was related to the time commitment in getting up to speed on reading, understanding the standards and assessing how to implement it. Lot of time and money was spent on training and implementing the new accounting rules.  Another problem with IFRS is that brings much more volatility into the income statement thus making it more difficult interpret and analyse company’s performance. Other costs of adjusting the IT systems to the new standards have also been an additional burden on the UK organisations. IFRS has also affected the merger and acquisition decisions of many companies as well as the use of share-based payment schemes especially in smaller companies (Dunne et al., 2014).
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