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Published financial
statements of limited
companies

this chapter covers...

In this chapter we focus on the published financial statements of limited companies and
look at:
n

the purpose and components of financial statements

n

dealing with dividends in the financial statements

n
n
n
n

the format of published financial statements
interpretation of the auditors’ report

the accounting policies followed by a particular company
bonus issues and rights issues of shares

Towards the end of the chapter (page 78) we see how a trial balance for a company is
converted into the layout of published financial statements.
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INTRODUCTION

All limited companies have shareholders. Each shareholder owns a part of
the company and, although they do not take part in the day-to-day running of
the company (unless they are also directors), they are entitled to know the
financial results of the company.

Every limited company, whether public or private, is required by law to
produce financial statements, which are also available for anyone to inspect
if they so wish. We need to distinguish between the statutory accounts and
the annual report and accounts. The statutory accounts are required to be
produced under company law, and a copy is filed with the Registrar of
Companies where it is available for public inspection.
The annual report and accounts – often referred to as the corporate report
– is available to every shareholder and contains:

n statement of profit or loss and other comprehensive income
n statement of financial position
n statement of cash flows

n statement of changes in equity

n notes to the financial statements, including a statement of the company’s

accounting policies

n directors’ report
n auditors’ report

D U T I e s a N D R e s P O N s I B I L I T I e s O F D I R e C TO R s

The directors of a limited company are elected by the shareholders to
manage the company on their behalf. The directors are put in a position of
trust by the shareholders to be responsible for the stewardship of the
company’s financial information.

The directors of a limited company have a duty to ensure that the provisions
of the Companies Acts which relate to accounting records and statements are
followed. The main provisions of the Acts are that:
n a company’s accounting records must:

– show and explain the company’s transactions
– disclose with reasonable accuracy at any time the financial position of
the company
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– enable the directors to ensure that the company’s statements of profit
or loss and other comprehensive income and financial position give a
true and fair view of the company’s financial position

n a company’s accounting records must contain:

– day-to-day entries of money received and paid, together with details
of the transactions
– a record of the company’s assets and liabilities
– details of inventories held at the end of the year

n a company’s financial statements must be prepared in accordance with

the Companies Act and with either UK accounting standards or
international financial reporting standards (note that, in this book, we will
study only financial statements which comply with IFRSs)

n the directors must report annually to the shareholders on the way they

have run the company on behalf of the shareholders

Every company director has a responsibility to ensure that the statutory
accounts are produced and filed with the Registrar of Companies within a set
time. The filing deadlines after the end of the accounting period are:

n nine months for a private limited company
n six months for a public limited company

There are penalties (fines) for late filing and, if the financial statements are
too late, a company can be struck off the companies register.

The annual financial statements must be approved by the company’s board
of directors and the copy of the statement of financial position filed with the
Registrar of Companies must be signed by one of the directors on behalf of
the board. The directors must prepare a directors’ report – this must be
approved by the board and the copy to be filed with the Registrar of
Companies signed on behalf of the board by a director (or the company
secretary). The statutory accounts must be laid before the company at the
annual general meeting, and they must be circulated beforehand to
shareholders, debenture holders and any other persons entitled to attend the
meeting.

I a s 1 – P R e s e N TaT I O N O F F I N a N C I a L s TaT e M e N T s

The objective of this accounting standard is to set out how financial
statements should be presented to ensure comparability with previous
accounting periods and with other entities. The standard states that ‘the
objective of financial statements is to provide information about the
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financial position, financial performance and cash flows of an entity that
is useful to a wide range of users in making economic decisions’.

Note that this definition is very similar to that stated in the Conceptual
Framework for Financial Reporting – see the definition given on page 7 of
this book.
Financial statements also show the results of management’s stewardship of
the resources entrusted to it. The statements provide information about an
entity’s:

n assets

n liabilities
n equity

n income and expenses, including gains and losses

n contributions by, and distributions to, owners in their capacity as owners
n cash flows

Such information – along with other information in the notes – assists users
of financial statements in assessing the entity’s future cash flows.

complete set of financial statements

IAS 1 states that a complete set of financial statements comprises:
n statement of financial position

n statement of profit or loss and other comprehensive income
n statement of changes in equity
n statement of cash flows

n accounting policies and explanatory notes

n comparative information for the preceding period

Note that IAS 1 states that:

n all of the financial statements are to be given equal prominence

n the statement of profit or loss and other comprehensive income can be

presented
– either as a single statement
– or as a profit or loss section, immediately followed by a separate
statement of comprehensive income

overall considerations

The financial statements must present fairly the financial position, financial
performance, and cash flows of an entity. The application of international
financial reporting standards – supported by appropriate additional
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disclosures – is presumed to result in financial statements that achieve a fair
presentation. IAS 1 requires that an entity whose financial statements
comply with the standards should make an explicit and unreserved statement
of such compliance in the notes.
IAS 1 requires compliance with a number of accounting concepts (see also
pages 20-21) and other considerations:

n going concern – when an entity’s financial statements are prepared in

accordance with international financial reporting standards, the
presumption is that the entity is a going concern, ie it will not cease to
trade in the immediate future

n accrual basis of accounting – financial statements, except for cash flow

information, are prepared under the accruals concept, ie income and
expenses are matched to the same accounting period

n materiality and aggregation – each material class of similar items is to

be presented separately in the financial statements, eg the classification
of assets as non-current and current

n offsetting – generally it is not permitted to set off assets and liabilities,

or income and expenses against each other in order to show a net figure,
eg cash at bank is not netted off against a bank overdraft

n frequency of reporting – financial statements are prepared at least

annually; however, when the reporting period changes, the financial
statements will be for a period longer or shorter than one year and the
entity must give the reason for the change and disclose that the amounts
in the financial statements are not entirely comparable with those of
previous periods

n comparative information – a requirement to show the figures from

previous periods for all amounts shown in the financial statements in
order to help users of the statements

structure and content – general principles

IAS 1 sets out the detailed disclosures to be shown on the face of the
statement of profit or loss and other comprehensive income, statement of
financial position, and statement of changes in equity. We shall be covering
these later in this chapter.

There are some general principles that the standard requires. These include
the identification of:

n the financial statements, which are to be distinguished from other

information in the corporate report

n the name of the reporting entity
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n whether the financial statements are for an individual entity or for a group

(see Chapter 8)

n the period covered by the financial statements, eg for the year ended

31 December 20-6

n the currency of the financial statements, £s, €s, etc

n the level of rounding used for money amounts, thousands, millions, etc

s TaT e M e N T O F P R O F I T O R L O s s a N D O T h e R C O M P R e h e N s I v e
INCOMe

The published statement of profit or loss and other comprehensive income
does not have to detail every single overhead or expense incurred by the
company – to do so would be to disclose important management information
to competitors. Instead, the main items are summarised; however, IAS 1
requires that certain items must be detailed on the face of the statement,
including:
n revenue
n finance costs
n share of the profit or loss of associates (see Chapter 8)
n tax expense
n other comprehensive income for the year (eg the revaluation of property)
Further detail may be needed to give information relevant to an
understanding of financial performance.

Note that items of income and expense are not to be presented as
extraordinary items, either on the face of the income statement or in the
notes. When items are material, their nature and amount is to be disclosed
separately.

The statement of profit or loss and other comprehensive income shows the:
n profit or loss

n total other comprehensive income

n comprehensive income for the year, ie the total of profit or loss and other

comprehensive income (which is taken to the statement of changes in
equity – see page 69)

Expenses in the statement of profit or loss and other comprehensive income
must be analysed either by nature (raw materials, employee costs,
depreciation, etc) or by function (cost of sales, distribution costs,
administrative expenses, etc) – depending on which provides the more
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XYZ PLC

statement of profit or loss and other comprehensive income
for the year ended 31 December 20-9

Continuing operations

Revenue

Cost of sales
Gross profit

Distribution costs

Administrative expenses
Profit from operations

£000
30,000

–16,000

14,000

–5,000

–4,000

5,000

Finance costs

–1,000

Tax

–1,500

Profit before tax
Profit for the year from continuing operations

Other comprehensive income for the year
Gain on revaluation of property

Total comprehensive income for the year

4,000

2,500

500

3,000

Notes:

•

•
•

IAS 1 does not permit items of income and expense to be described as ‘extraordinary items’.

All material items of income and expense are to be disclosed separately, either on the face of the

statement of profit or loss and other comprehensive income or in the notes – examples include disposals

of property, plant and equipment, disposals of investments, litigation settlements.

In this example expenses are analysed by function – cost of sales, distribution costs, administrative

expenses, etc. This is the analysis usually used in AAT Assessments.
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reliable and relevant information. The analysis by nature is often appropriate
for manufacturing companies, while the analysis by function is commonly
used by trading companies. The example statement of comprehensive
income of XYZ PLC on the next page (with sample figures) shows an
analysis by function. Note that AAT Assessments usually assess analysis by
function.
Much of the detail shown in the statement of profit or loss and other
comprehensive income is summarised. For example:

n revenue incorporates the figures for sales and sales returns

n cost of sales includes opening inventories, purchases, purchases returns,

carriage inwards and closing inventories

n distribution costs include warehouse costs, post and packing, delivery

drivers’ wages, running costs of vehicles, depreciation of vehicles, etc

n administrative expenses include office costs, rent and rates, heating and

lighting, depreciation of office equipment, etc

It is suggested that you study a recent statement of profit or loss and other
comprehensive income for a large public limited company. The web
directory at the beginning of this book lists some sources but all large plcs
will have their financial statements available through their websites – search
for ‘financial statements’ or ‘investor centre’.

D e a L I N G W I T h D I v I D e N D s I N F I N a N C I a L s TaT e M e N T s

Dividends are distributions to the shareholders, who own the company, as a
return on their investment. Many companies pay dividends twice a year – an
interim dividend, which is usually paid just over halfway through the
financial year, and a final dividend which is paid early in the next financial
year. The interim dividend is based on the profits reported by the company
during the first half of the year, while the final dividend is based on the
profits reported for the full year. The final dividend is proposed by the
directors but has to be approved by shareholders at the Annual General
Meeting of the company. Thus the financial calendar for a company with a
financial year end of 31 December 20-9 might take a form as illustrated at
the top of the next page.

Only the dividends paid during the year can be recorded in the financial
statements (see IAS 10, Events after the Reporting Period, page 154). In the
above example, the dividends paid in April 20-9 (final dividend for the
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Jan

20-9

March

directors
propose final
dividend for 20-8

April

August

final dividend
paid for 20-8

AGM of the company
approves final dividend
for 20-8

20-0

Jan

directors
propose final
dividend for 20-9
interim dividend paid for
20-9 based on reported
profit for first half of year

previous year) and August 20-9 (interim dividend for the current year) are
recorded in the financial statements. The proposed final dividend for the
year ended 31 December 20-9 is disclosed as a note to the financial
statements, stating that it is subject to approval by the shareholders at the
company’s Annual General Meeting. An example of the note for dividends
in the published financial statements of XYZ PLC follows (with sample
figures):
XYZ PLC
DIvIDeNDs
Note for published financial statements
for the year ended 31 December 20-9

Amounts recognised as distributions to equity holders
during the year:
• Final dividend for the year ended 31 December 20-8
of 7.5p per share
• Interim dividend for the year ended 31 December 20-9
of 2.5p per share

Proposed final dividend for the year ended 31 December 20-9
of 8p per share

£000
450

150
600

480

The proposed final dividend is subject to approval by shareholders at the Annual
General Meeting and has not been included as a liability in these financial statements
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The amount of £600,000 is shown as part of the statement of changes in
equity, and will also be recorded in the statement of cash flows (see Chapter
6). The proposed final dividend is shown as a note only for this year, but will
form part of dividends paid for next year.

The reason for treating proposed dividends in this way is that, until they are
approved at the AGM, they are not liabilities of the company and should not,
therefore, be shown in the financial statements.

s TaT e M e N T O F C h a N G e s I N e Q U I T Y

IAS 1, Presentation of Financial Statements, requires that a statement of
changes in equity is one of the components of financial statements. As its
name implies, it shows the changes that have taken place to the shareholders’
stake in the company – not only the profit or loss from continuing operations,
but also other comprehensive income (such as the gain on the upward
revaluation of property).
The information to be given in the statement of changes in equity is:
n total comprehensive income for the period (or profit for the period, if
there is no other comprehensive income)
n for each item shown in the statement of changes in equity, a reconciliation
between opening and closing balances which shows the reason for the
change resulting from profit or loss, other comprehensive income and
share capital
n the dividends paid to shareholders during the period
An example statement of changes in equity of XYZ PLC follows (with
sample figures):

XYZ PLC
statement of changes in equity for the year ended 31 December 20-9

Balance at 1 January 20-9
Changes in equity

Total comprehensive income*
Dividends

Issue of share capital

Balance at 31 December 20-9

share
capital

share
premium

Revaluation
surplus

Retained
earnings

Total
equity

3,000

200

–

2,400

5,600

£000

£000

£000

£000

£000

–

–

500

2,500

3,000

1,000

200

–

–

1,200

–

4,000

* ‘Profit for the period’, if no other comprehensive income.

–

400

–

500

–600

4,300

–600

9,200
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s TaT e M e N T O F F I N a N C I a L P O s I T I O N

IAS 1, Presentation of Financial Statements, specifies the items to be shown
on the statement of financial position as a minimum. The Standard does not,
however, state the order in which the items are to be presented.

The items to be shown on the face of the statement of financial position
include:

n property, plant and equipment
n investment property
n intangible assets

n financial assets (excluding investments, cash and receivables)
n investments accounted for using the equity method
n inventories

n trade and other receivables
n cash and cash equivalents
n trade and other payables
n provisions

n financial liabilities
n tax liabilities

n issued capital and reserves

In their statements of financial position, IAS 1 requires most companies to
separate out current and non-current assets and liabilities. IAS 1 does,
however, permit a presentation based on liquidity where it provides
information that is reliable and more relevant – the order of liquidity of
assets and liabilities is often used by banks and other financial institutions.

Current assets are

n cash or cash equivalents

n those to be realised, sold or used within the normal operating cycle

n assets held for trading and expected to be realised within twelve months

All other assets are non-current.

Examples of current assets are trade and other receivables, inventories, and
cash and cash equivalents.

Current liabilities are:

n those expected to be settled within the normal operating cycle

n liabilities held for trading and expected to be settled within twelve

months
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n where the company does not have an unconditional right to defer

payment beyond twelve months

All other liabilities are non-current.

Examples of current liabilities are trade and other payables, tax payable and
bank overdraft.

Further detail can be given – either on the statement of financial position or
in the notes. Examples include:

n property, plant and equipment may be shown by different classes – such

as land and buildings, machinery, motor vehicles, office equipment, etc

n trade and other receivables may be split into amounts due from trade

customers, prepayments, etc

n inventories can be sub-classified into raw materials, work-in-progress,

finished goods, etc

n share capital and reserves can be shown by the various classes of shares

and reserves

In particular, IAS 1 requires the following disclosures about share capital
(either on the statement of financial position or in the notes):

n the number of shares authorised (if applicable)

n the number of shares issued and fully paid, and issued but not fully paid
n the par value per share, or that the shares have no par value
Tutorial note:

IAS 1 does not set out a required format for the statement of financial position. An

example of a statement of financial position of XYZ PLC which complies with

IAS 1 is shown on the next page (with sample figures). Here assets are presented
first, balanced against equity and liabilities.

It is suggested that you study a recent statement of financial position for a
large public limited company – the web directory at the beginning of this
book lists some sources.
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asseTs

XYZ PLC
statement of Financial Position as at 31 December 20-9

Non-current assets

Intangible – Goodwill
Property, plant and equipment
Current assets
Inventories

Trade and other receivables
Cash and cash equivalents
Total assets

£000
50
9,750

9,800
1,190

1,600

10

2,800

12,600

eQUITY aND LIaBILITIes

equity

Share capital

Share premium

Revaluation surplus
Retained earnings

4,000

400

500

4,300

Total equity

9,200

Loan

1,600

Non-current liabilities
Current liabilities

Trade and other payables
Tax payable

Bank overdraft

Total liabilities

Total liabilities and equity

1,600
900

850

50

1,800

3,400

12,600

Note: The amounts shown for total assets and total liabilities confirm the accounting equation of assets equals

equity plus liabilities, here £12,600 = £9,200 + £3,400.
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D I R e C TO R s ’ R e P O R T

The directors’ report includes review of the activities of the company over
the past year and of likely developments in the future.

s TaT e M e N T O F C a s h F L O W s

IAS 7 requires that limited companies must include, in their financial
statements, a statement of cash flows, which we will look at in detail in
Chapter 6. Such a statement shows an overall view of money flowing in and
out during an accounting period. It links profit with changes in assets and
liabilities and the effect on the cash of the company.

a U D I TO R s ’ R e P O R T

Larger companies must have their financial statements audited by external
auditors, who are appointed by the shareholders. The auditors’ report, which
is printed in the published financial statements, is the culmination of their
work. The three main sections of the auditors’ report are:
n respective responsibilities of directors and auditors – the directors are

responsible for preparing the financial statements, while the auditors are
responsible for forming an opinion on the financial statements

n basis of opinion – the framework of auditing standards within which the

audit was conducted, other assessments, and the way in which the audit
was planned and performed

n opinion – the auditors’ view of the company’s financial statements

The opinion is ‘unqualified’ if the auditors are of the opinion that:

n the financial statements have been prepared properly, and

n they give a true and fair view of the company’s affairs in accordance with

company law and international financial reporting standards, and

n the information given in the directors’ report is consistent with the

financial statements

The auditors’ report may be ‘qualified’ if the auditors feel that certain parts
of the financial statements have not been dealt with correctly and that this is
important enough to be brought to the attention of the Registrar of
Companies and other users of the financial statements, such as investors or
suppliers.

Note that small and medium-sized private companies are exempt from audit
requirements.
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aCCOUNTING POLICIes

Accounting policies are the specific accounting methods selected by the
directors and used by a company – such as the method of depreciation – in
the preparation of financial statements. IAS 1, Presentation of Financial
Statements, requires companies to disclose the accounting policies used as
part of the notes to the financial statements. In selecting and applying
accounting policies:
n where an accounting policy is given in an accounting standard (IAS and

IFRS) for a particular transaction, then that policy must apply

n where there is no accounting standard to give guidance, the management

of the company must use its judgement to give information that is useful
to users – eg investors, lenders, creditors – in making decisions

A company selects its accounting policies to fit the qualitative characteristics
of useful financial information set out in the Conceptual Framework for
Financial Reporting (see pages 16-18):

n relevance – giving information to users that is capable of making a

difference in the decisions made by users

n faithful representation – giving information to users that is faithful in its

presentation

n comparability – enabling users to make comparisons with information

from previous accounting periods

n verifiability – assuring users that information is faithfully represented

n timeliness – providing information to users in time to be capable of

influencing their decisions

n understandability – presenting information to users clearly and concisely

Once adopted by a company, accounting policies are to be applied
consistently for similar transactions – unless a standard allows differing
policies to be applied to categories of items. Changes of accounting policies
can only occur:
n if the change is required by an accounting standard; or

n if the change results in the financial statements providing more relevant

information that faithfully represents the effects of transactions on the
financial statements

When there are changes in accounting policies, they are to be applied
retrospectively. Any changes require the figure for equity and other figures
from the statement of profit or loss and other comprehensive income and the
statement of financial position to be altered for previous financial statements
– subject to the practicalities of calculating the relevant amounts.
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N O T e s TO T h e F I N a N C I a L s TaT e M e N T s

IAS 1, Presentation of Financial Statements, requires a number of notes to
the financial statements. These include:
n information about the basis of preparation of the financial statements and

the specific accounting policies used

n disclosure of information required by international financial reporting

standards that is not already included in the statements of profit or loss
and other comprehensive income, changes in equity, financial position, or
cash flows

n the provision of additional information that is relevant to an

understanding of the financial statements

Notes are to be presented systematically, with cross-referencing from the
financial statements to the relevant note.
Included in the notes is to be a summary of significant accounting policies
followed, including:

n the measurement basis (or bases) – eg historical cost basis – used in

preparing the financial statements, and

n the other accounting policies used that are relevant to an understanding of

the financial statements.

With regard to dividends, there must be disclosed in the notes the amount of
dividends proposed or declared before the financial statements were
authorised for issue but not recognised as a distribution to shareholders
during the period, and the related amount per share (see page 68 for an
example of this note).

BONUs IssUes aND RIGhTs IssUes

Limited companies – and particularly plcs – quite often increase their capital
by means of either bonus issues or rights issues of shares. Whilst both of
these have the effect of increasing the number of shares in issue, they have
quite different effects on the structure of the company statement of financial
position.

bonus issues

A bonus issue is made when a company issues free shares to existing
shareholders; it does this by using reserves that have built up and capitalising
them (ie they are turned into permanent share capital). The bonus issue is
distributed on the basis of existing shareholdings – for example, one bonus
share for every two shares already held.
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With a bonus issue no cash flows in or out of the company. The shareholders
are no better off: with more shares in issue the stock market price per share
will fall in proportion to the bonus issue, ie the company’s assets are now
spread among a greater number of shares.

Bonus issues are made in order to acknowledge the fact that reserves belong
to shareholders. Often a build-up of reserves occurs because a company
hasn’t the cash to pay dividends, so a bonus issue is a way of passing the
reserves to shareholders.

Note that capital or revenue reserves can be used for bonus issues. If there is
a choice, then capital reserves are used first – this is because it is one of the
few uses of a capital reserve, which cannot be used to fund the payment of
dividends.

rights issues
A rights issue is used by a company seeking to raise further finance through
the issue of shares. Instead of going to the considerable expense of offering
additional shares to the public, it is cheaper to offer shares to existing
shareholders at a favourable price (usually a little below the current market
price). As with a bonus issue the extra shares are offered in proportion to the
shareholders’ existing holding. The shareholder may take up the rights by
subscribing for the shares offered; alternatively the rights can often be sold
on the stock market.
Case
Study

SeveRn PLC AnD wYe PLC:
BonuS ISSueS AnD RIGHTS ISSueS

situation

The following are the summary statements of financial position of Severn plc and wye
plc:
severn
Wye
£
£
non-current assets

300,000

300,000

Total assets

100,000

400,000

100,000

ordinary shares of £1 each

200,000

200,000

Total equity

400,000

Current assets (including bank)

Retained earnings

Severn is planning a one-for-two bonus issue.

200,000

400,000

200,000

400,000

wye is seeking finance for a capital expenditure programme through a one-for-two
rights issue at a price of £1.80 per share (the current market price is £2.10).
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After the issues, the statements of financial position appear as:
severn
£
non-current assets
300,000

Wye
£
300,000

Current assets (including bank)

100,000

ordinary shares of £1 each

300,000

300,000

400,000

580,000

Total assets

Share premium

80,000

200,000

100,000

Total equity

The changes are:

Wye

580,000

–

Retained earnings

severn

280,000

400,000

Retained earnings are reduced by £100,000, whilst share capital is
increased by the same amount; the ordinary share capital is now more in
balance with non-current assets; no cash has been received.

The bank balance has increased by £180,000, being 100,000 shares
(assuming that all shareholders took up their rights) at £1.80; share capital
has increased by £100,000, whilst 80p per share is the share premium, ie
£80,000 in total. The company now has the money to finance its capital
expenditure programme. There are also significant retained earnings
which could be used for a bonus issue in the future.

The statement of changes in equity for each company are:
severn: statement of changes in equity
share

After share issue

Total

–

200,000

400,000

share

Retained

Total

–

200,000

400,000

premium

100,000

–

200,000

Issue of bonus shares

Retained

capital
£

At start

share

300,000

£

–

Wye: statement of changes in equity
share

At start

Issue of shares at a premium
After share issue

capital

premium

100,000

80,000

£

200,000

300,000

£

80,000

earnings
£

–100,000

100,000

earnings
£

–

200,000

£

–

400,000

£

180,000

580,000
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P R e Pa R I N G F O R a s s e s s M e N T

In AAT Assessments there are two tasks which require financial statements
to be drafted. There are two types of assessment: either two tasks which use
a trial balance as a starting point, or two tasks which focus on the statement
of cash flows (see Chapter 6). In the case of the former you will be provided
with a limited company’s trial balance and additional information:
n in the first task you will be required to draft a statement of profit or loss

and other comprehensive income and a statement of changes in equity

n in the second task you will be required to draft a statement of financial

position

For both of these tasks the same trial balance and additional information
apply. Blank layouts are provided and, in the AAT Assessment, you select
narrative items from lists and enter money amounts into boxes. Pro-formas
for workings are also provided, as appropriate, in the assessment and partial
marks can be obtained from these in the event of errors being made in the
main layouts for the statements. Note that pro-formas for layouts and
workings – in the format used in AAT Assessments – are provided in the
Appendix of this book.

In the Case Study which follows we see how the statement of profit or loss
and other comprehensive income, the statement of changes in equity and the
statement of financial position are prepared from a trial balance and
additional information – ie the two tasks for this type of AAT Assessment.

Note: the second type of assessment - which focuses on the statement of cash
flows – is described in Chapter 6.

Case
Study

A L B A n Y L I M I T e D : P R e PA R I n G T H e F I n A n C I A L
S TAT e M e n T S F R o M A T R I A L B A L A n C e
situation

You have been asked to help prepare the financial statements of Albany Ltd for the
year ended 30 June 20-2. The company’s trial balance as at 30 June 20-2 and further
information is shown opposite.
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albany Ltd
Trial balance as at 30 June 20-2

Debit
£000

Share capital

79

Credit
£000

5,000

Share premium

1,500

Trade and other payables

Land and buildings – cost

8,500

Plant and equipment – cost

5,800

Trade and other receivables

4,235

– accumulated depreciation at 1 July 20-1

– accumulated depreciation at 1 July 20-1

Prepayments

1,872
424
2,900

15

5% bank loan repayable 20-7

Cash and cash equivalents

385

Interest paid

200

Retained earnings at 1 July 20-1

Sales revenue

Purchases

12,965

Distribution costs

4,000
3,875
25,840

5,468

Administrative expenses

2,933

Inventories at 1 July 20-1

4,285

Dividends paid

625

45,411

45,411

Further information:

• The inventories at the close of business on 30 June 20-2 cost £5,162,000.

• Land, which is not depreciated, is included in the trial balance at a value of
£3,000,000. It is to be revalued at £3,500,000 and this revaluation is to be included
in the financial statements for the year ended 30 June 20-2.
• Depreciation is to be provided for the year to 30 June 20-2 as follows:
Buildings

Plant and equipment

2% per annum

20% per annum

Straight line basis

Reducing balance basis
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Depreciation is to be apportioned as follows:
Cost of sales

Distribution costs

Administrative expenses

%

40

40

20

• Trade receivables include a debt of £10,000 which is to be written off. Irrecoverable
debts are to be classified as administrative expenses.

• Distribution costs of £18,000 owing at 30 June 20-2 are to be provided for.

• The corporation tax charge for the year has been calculated as £1,475,000.

• All of the operations are continuing operations.

required
(a)

(b)

(c)

Draft the statement of profit or loss and other comprehensive income for
Albany Ltd for the year ended 30 June 20-2.

Draft the statement of changes in equity for Albany Ltd for the year ended 30
June 20-2.

Draft the statement of financial position for Albany Ltd as at 30 June 20-2.

solution
(a)

albany Ltd – statement of profit or loss and other comprehensive income
for the year ended 30 June 20-2
Revenue

Cost of sales

Gross profit

Distribution costs

Administrative expenses
Profit from operations

Finance costs

Profit before tax
Tax

Profit for the year from continuing operations

Other comprehensive income for the year
Total comprehensive income for the year

£000

25,840

–12,364

13,476

–5,762

–3,081
4,633

–200

4,433

–1,475
2,958

500

3,458
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Workings

Cost of sales

opening inventories

Purchases

£000

4,285

12,965

Closing inventories

–5,162

Cost of sales =

12,364

Depreciation

*276

* depreciation: buildings £5,500 x 2% x 40% = £44; plant and equipment
(£5,800 – £2,900) x 20% x 40% = £232; total £276
Distribution costs

Distribution costs

Accrual

Depreciation

£000

5,468
18

*276

Distribution costs =

5,762

administrative expenses

£000

* depreciation as per cost of sales, at 40%

Administrative expenses

Irrecoverable debt

Depreciation

Administrative expenses =

* depreciation as per cost of sales, but at 20%

2,933
10

*138

3,081
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(b) albany Ltd – statement of changes in equity for the year ended 30 June 20-2
share
capital

share
premium

5,000

1,500

£000

Balance at 1 July 20-1

Changes in equity

£000

Total comprehensive income

Dividends

Issue of share capital

Balance at 30 June 20-2
(c)

5,000

1,500

Revaluation
surplus

Retained
earnings

Total
equity

3,875

10,375

500

2,958

3,458

500

6,208

13,208

£000

£000

–625

albany Ltd – statement of financial position as at 30 June 20-2
asseTs

Non-current assets

Property, plant and equipment

Current assets

Inventories

Trade and other receivables

Cash and cash equivalents
Total assets

eQUITY aND LIaBILITIes
equity

Share capital

Share premium

Revaluation surplus
Retained earnings
Total equity

Non-current liabilities

Bank loan

Current liabilities

£000

–625

£000
10,786
5,162

4,240
385

9,787

20,573

5,000

1,500

500

6,208

13,208

4,000
4,000

Trade and other payables

1,890

Total liabilities

7,365

Tax liability

Total equity and liabilities

1,475
3,365

20,573
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Workings

Property, plant and equipment

£000

Land and buildings – value

9,000

Plant and equipment – cost

5,800

Accumulated depreciation – land and buildings

Accumulated depreciation – plant and equipment

Property, plant and equipment =
Trade and other receivables

Trade and other receivables

Irrecoverable debt

Prepayment – trial balance

–534

–3,480

10,786
£000

4,235
–10
15

Trade and other receivables =

4,240

Trade and other payables

£000

Trade and other payables

1,872

Trade and other payables =

1,890

Revaluation surplus

£000

Additional distribution costs accrued

Revaluation surplus at start of year

other comprehensive income for year
Revaluation surplus =
Retained earnings

18

0

500

500

£000

Retained earnings at start of year

3,875

Dividends paid

–625

Profit for year

Retained earnings =

2,958

6,208
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Chapter
Summary

n

n

n

The annual report and accounts, or corporate report, is available to every
shareholder of a company. It includes the financial statements and the
directors’ report and auditors’ report.

The directors have a duty and responsibility to ensure that the company
keeps accounting records and that financial statements are prepared and
filed with the Registrar of Companies within a set time – nine months for
private companies and six months for public companies.
IAS 1, Presentation of Financial Statements, sets out how financial
statements should be prepared to ensure comparability. IAS 1 requires
compliance with a number of accounting concepts and other
considerations:
– going concern

– accruals basis of accounting
– consistency of presentation
– materiality and aggregation
– offsetting

– frequency of reporting

n
n
n

Key
Terms

– comparative information

For larger companies, external auditors report to the shareholders on the
state of affairs of the company.
The directors establish the accounting policies which the company follows.

Bonus issues and rights issues increase the number of shares in issue –
only the latter brings in cash to the company.

statutory accounts
report and accounts

set of financial statements

financial statements required by law, a
copy of which is filed at Companies
House, where it can be inspected

the corporate report of the company
which is available to every shareholder

IAS 1 states that a complete set of
financial statements comprises:
–

statement of financial position

–

statement of changes in equity

–

–

–

–

statement of profit or loss and other
comprehensive income
statement of cash flows

accounting policies and explanatory
notes
comparative information
preceding period

for

the
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auditors’ report

accounting policies
bonus issue

rights issue
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gives the auditors’ opinion on the
company’s financial statements as to
whether they give a true and fair view of
the financial position of the company

the specific accounting methods selected
by the directors and used by a company
in the preparation of financial statements

the capitalisation of reserves – either
capital or revenue – in the form of free
shares issued to existing shareholders in
proportion to their holdings; no cash flows
into the company
the raising of cash by offering shares to
existing shareholders, in proportion to
their holdings, at a favourable price

Activities
•
•
3.1

Blank photocopiable pro-formas in the format used in AAT Assessments – of the statement of profit
or loss and other comprehensive income, the statement of changes in equity, and the statement of
financial position are included in the Appendix – it is advisable to enlarge them to full A4 size. Blank
workings sheets are also included in the Appendix.
Pro-formas and workings sheets are also available to download from www.osbornebooks.co.uk

which of the following is included under the heading for ‘equity’ in a statement of financial position?
1. retained earnings
2. share premium
3. bank loans

4. cash and cash equivalents
(a)

1 and 2

(c)

1, 2 and 4

(b)
(d)

3 and 4

all of them
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3.2

which of the following does not involve a cash flow?
1. a rights issue of shares

2. repayment of a bank loan

3. depreciation of non-current assets
4. a bonus issue of shares
(a)

1 and 2

(c)

2, 3 and 4

(b)
(d)

3.3

3 and 4

all of them

under IAS 1, Presentation of Financial Statements, which of the following is included in a complete
set of financial statements?
1. profit or loss and other comprehensive income
2. statement of cash flows

3. statement of financial position

4. statement of changes in equity
(a)

1 and 2

(c)

1, 2 and 4

(b)
(d)

3.4

1, 2 and 3

all of them

under IAS 1, Presentation of Financial Statements, which of the following must be identified?
1. the name of the reporting entity

2. the currency of the financial statements

3. the period covered by the financial statements
4. the level of rounding used for money amounts
(a)

none of them

(c)

1, 2 and 4

(b)
(d)

1, 2 and 3

all of them
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with which of the following accounting concepts and other considerations does IAS 1, Presentation
of Financial Statements require compliance?
1. going concern

2. accrual basis of accounting

3. consistency of presentation
4. offsetting
(a)

all of them

(c)

1, 2 and 3

(b)
(d)

3.6

1, 3 and 4

A limited company has a large ‘one-off’ expense item this year. In accordance with IAS 1,
Presentation of Financial Statements, how should this item be presented in the company’s
statement of profit or loss and other comprehensive income and/or the notes to the financial
statements?
(a)

disclosed as an extraordinary item

(c)

not disclosed but added in to either distribution costs or administrative expenses

(b)
(d)

3.7

1 and 2

separate disclosure of the nature and amount
not disclosed but deducted from revenue

At the beginning of its financial year on 1 July 20-7, Chapelporth Ltd has issued ordinary share
capital of £500,000 and retained earnings of £185,000.

The company has made a profit from operations of £135,000 for the year ended 30 June 20-8. The
following payments have been made during the year ended 30 June 20-8:
£

•

loan interest

12,500

•

interim ordinary dividend for the half-year ended 31 December 20-7

18,000

•

final ordinary dividend for the year ended 30 June 20-7

Corporation tax to be paid for the year ended 30 June 20-8 is £48,000.
Required:
(a)

(b)

30,500

Complete the statement of profit or loss and other comprehensive income from the profit
from operations of £135,000 for the year ended 30 June 20-8.
Prepare the statement of changes in equity for the year ended 30 June 20-8.
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Mason Motors Limited is a car dealership with a share capital of £300,000.

The following information is available for the year ended 31 December 20-1:
•

retained earnings at 1 January 20-1 is £100,000

•

loan interest of £5,500 was paid

•

profit from operations for the year was £75,000

•

a transfer to general reserve of £20,000 was made

•

corporation tax of £20,500 is to be paid on the year’s profit

•

an interim dividend of 10% was paid on the issued ordinary share capital of £300,000

Required:
(a)

(b)

3.9

Complete the statement of profit or loss and other comprehensive income from the profit
from operations of £75,000 for the year ended 31 December 20-1.
Prepare the statement of changes in equity for the year ended 31 December 20-1.

At the beginning of its financial year the equity of Brayford Ltd consisted of 600,000 ordinary shares
of 50p each and retained earnings of £150,000.

During the financial year a rights issue of shares was made. The shares were issued on the basis
of two new shares for every five existing shares at the issue price of 70p per share. The issue was
fully subscribed.
what will be the cash flow from the rights issue?
(a)

£120,000

(c)

£300,000

(b)
(d)

3.10

£168,000

£450,000

At the beginning of its financial year the equity of Carholme Ltd consisted of 800,000 ordinary
shares of 25p each and retained earnings of £125,000.

During the financial year a bonus issue of shares was made. The shares were issued on the basis
of one new share for every four shares held.
what will be the amounts of (1) share capital and (2) retained earnings after the bonus issue?
(a)

(1) £250,000

(2) £75,000

(c)

(1) £200,000

(2) £75,000

(b)
(d)

(1) £250,000

(1) £250,000

(2) £125,000
(2) £175,000
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The equity section of the statement of financial position of Doddington Ltd at 1 January 20-2 is
shown below:
equity

£

ordinary shares of 50p each fully paid

220,000

Retained earnings

118,000

338,000

on 1 november 20-2, a rights issue of shares was made. The shares were issued on the basis of
one new share for every two shares held at a price of 80p per share. The issue was fully
subscribed.
During the year ended 31 December 20-2, dividends paid totalled £45,000.

The profit for the year ended 31 December 20-2 from continuing operations was £79,000.
Required:

Prepare the statement of changes in equity of Doddington Ltd for the year ended 31 December
20-2. use the table provided.
Doddington Ltd – statement of changes in equity for the year ended 31 December 20-2
share
capital

Balance at 1 January 20-2
Changes in equity
Profit for the year
Dividends
Issue of share capital
Balance at 31 December 20-2

£

share
premium
£

Revaluation
surplus
£

Retained
earnings
£

Total
equity
£
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The equity section of the statement of financial position of Martin Ltd at 30 June 20-4 is shown
below:
equity

£

Share capital

600,000

Share premium

90,000

Retained earnings

330,000

1,020,000

The ordinary shares have a nominal value of 25p each.

on 1 January 20-5, a rights issue of shares was made. The shares were issued on the basis of one
new share for every four existing shares at the issue price of 40p per share. The issue was fully
subscribed.
During the year ended 30 June 20-5, dividends paid totalled £220,000.

The profit for the year ended 30 June 20-5 from continuing operations was £365,000.
Required:

Prepare the statement of changes in equity of Martin Ltd for the year ended 30 June 20-5. use the
table provided.
Martin Ltd – statement of changes in equity for the year ended 30 June 20-5
share
capital

Balance at 1 July 20-4
Changes in equity
Profit for the year
Dividends
Issue of share capital
Balance

£

share
premium
£

Revaluation
surplus
£

Retained
earnings
£

Total
equity
£

published financial statements of limited companies
3.13

91

The following figures are taken from the accounting records of Bourne Ltd at the end of the financial
year on 31 December 20-6:
Share capital

Land and buildings at cost

Accumulated depreciation of land and buildings to date
Plant and equipment at cost

Accumulated depreciation of plant and equipment to date

£

75,000

175,000

10,500

25,000

5,000

Inventories

10,750

Trade and other payables

17,250

Trade and other receivables
Cash and cash equivalents

42,500

1,950

Bank loan (repayable in 20-9)

55,000

Corporation tax charge for the year

14,850

Profit for the year from continuing operations
Dividends paid

Retained earnings at 1 January 20-6

other comprehensive income for the year

Required:

68,200
10,000

19,400
0

Draft the statement of changes in equity for Bourne Ltd for the year ended 31 December 20-6,
together with a statement of financial position.
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You have been asked to help prepare the financial statements of Dudley Ltd for the year ended
31 March 20-1. The company’s trial balance as at 31 March 20-1 and further information is shown
below.
Dudley Ltd

Trial balance as at 31 March 20-1
Debit
£000

Share capital

Revaluation surplus at 1 April 20-0

Credit
£000

60,000

10,000

Trade and other payables

Land and buildings – value/cost

95,000

Plant and equipment – cost

32,000

Trade and other receivables

3,520

– accumulated depreciation at 1 April 20-0
– accumulated depreciation at 1 April 20-0

Accruals

6% bank loan repayable 20-8
Cash and cash equivalents

1,742

Retained earnings at 1 April 20-0
Interest paid

300

Revenue

Purchases

45,834

Distribution costs

2,140
4,000

14,000
110

5,000
33,021
75,216

10,272

Administrative expenses

8,636

Inventories at 1 April 20-0

4,683

Dividends paid

1,500

203,487

203,487

Further information:

•

The inventories at the close of business on 31 March 20-1 cost £5,129,000.

•

Depreciation is to be provided for the year to 31 March 20-1 as follows:

•

Land, which is not depreciated, is included in the trial balance at a value of £45,000,000. It
is to be revalued at £50,000,000 and this revaluation is to be included in the financial
statements for the year ended 31 March 20-1.
Buildings

Plant and equipment

2% per annum

25% per annum

Straight line basis

Reducing balance basis
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Depreciation is to be apportioned as follows:
Cost of sales

Distribution costs

•

•

•

•

Administrative expenses

%

60

30

10

Trade receivables include a debt of £8,000 which is to be written off. Irrecoverable debts are
to be classified as administrative expenses.
Distribution costs of £10,000 owing at 31 March 20-1 are to be provided for.
The corporation tax charge for the year has been calculated as £1,100,000.
All of the operations are continuing operations.

Required:

(a)

Draft the statement of profit or loss and other comprehensive income for Dudley Ltd for the
year ended 31 March 20-1.

(c)

Draft the statement of financial position for Dudley Ltd as at 31 March 20-1.

(b)

Draft the statement of changes in equity for Dudley Ltd for the year ended 31 March 20-1.
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You have been asked to help prepare the financial statements of Avanzi Ltd for the year ended
31 March 20-1. The company’s trial balance as at 31 March 20-1 and further information is shown
below.
avanzi Ltd

Trial balance as at 31 March 20-1
Debit
Share capital

£000

Share premium

Retained earnings at 1 April 20-0

7,000

Plant and equipment – cost

9,000

Trade and other receivables

3,400

– accumulated depreciation at 1 April 20-0

Trade and other payables

5% bank loan repayable 20-8
Cash and cash equivalents
Accruals

Interest paid
Revenue

Purchases

Distribution costs

Administrative expenses

Inventories at 1 April 20-0
Dividends paid

£000

5,000

1,500

Land and buildings – cost

– accumulated depreciation at 1 April 20-0

Credit

600
40
11,500

2,050
1,000
4,000
2,400

800
190

22,400

3,000

2,550

1,200

1,050

39,340

39,340

Further information:
•

The share capital of the company consists of ordinary shares with a nominal value of £1.

•

Land, which is not depreciated, is included in the trial balance at a value of £2,000,000.

•

•

The company issued 1,000,000 new ordinary shares during the year. They had a nominal
value of £1 but were sold for £1.50 per share. This transaction is included in the balances in
the trial balance above.
The inventories at the close of business on 31 March 20-1 cost £1,315,000.
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•

Depreciation is to be provided for the year to 31 March 20-1 as follows:
Buildings

Plant and equipment

2% per annum

20% per annum

Depreciation is to be apportioned as follows:
Cost of sales

Distribution costs

•

•

•

•
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Administrative expenses

Straight line basis

Reducing balance basis

%

50

30

20

Trade receivables include a debt of £10,000 which is to be written off. Irrecoverable debts
are to be classified as administrative expenses.
Distribution costs of £20,000 owing at 31 March 20-1 are to be provided for.
The corporation tax charge for the year has been calculated as £830,000.
All of the operations are continuing operations.

Required:
(a)

Draft the statement of profit or loss and other comprehensive income for Avanzi Ltd for the
year ended 31 March 20-1.

(c)

Draft the statement of financial position for Avanzi Ltd as at 31 March 20-1.

(b)

Draft the statement of changes in equity for Avanzi Ltd for the year ended 31 March 20-1.
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You have been asked to help prepare the financial statements of Sutar Ltd for the year ended
31 March 20-3. The company’s trial balance as at 31 March 20-3 and further information is shown
below.
sutar Ltd

Trial balance as at 31 March 20-3
Debit
Share capital

Revaluation surplus at 1 April 20-2
Dividends paid

£000

400

Land and buildings – value/cost

8,500

Plant and equipment – cost

7,800

Trade and other receivables

5,455

– accumulated depreciation at 1 April 20-2
– accumulated depreciation at 1 April 20-2

Trade and other payables

Retained earnings at 1 April 20-2
Cash and cash equivalents

304

Interest paid

480

8% bank loan repayable 20-9
Revenue

Purchases

Distribution costs

Administrative expenses

Inventories at 1 April 20-2
Accruals

15,525

Credit
£000

5,000

1,000
564
2,400
2,350

6,178
6,000

31,710

6,842

3,378

6,531

55,215

13

55,215

Further information:
•

The share capital of the company consists of ordinary shares with a nominal value of £1.

•

Land, which is not depreciated, is included in the trial balance at a value of £4,000,000. It is
to be revalued at £4,500,000 and this revaluation is to be included in the financial
statements for the year ended 31 March 20-3.

•

The inventories at the close of business on 31 March 20-3 cost £7,878,000.
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•

Depreciation is to be provided for the year to 31 March 20-3 as follows:
Buildings

Plant and equipment

2% per annum

20% per annum

Depreciation is to be apportioned as follows:
Cost of sales

Distribution costs

•

•

•

•
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Administrative expenses

%

Straight line basis

Reducing balance basis

70

20

10

Trade receivables include a debt of £25,000 which is to be written off. Irrecoverable debts
are to be classified as administrative expenses.
Sutar Ltd owes £18,000 for hire of delivery vehicles during January to March 20-3.
The corporation tax charge for the year has been calculated as £975,000.
All of the operations are continuing operations.

Required:
(a)

Draft the statement of profit or loss and other comprehensive income for Sutar Ltd for the
year ended 31 March 20-3.

(c)

Draft the statement of financial position for Sutar Ltd as at 31 March 20-3.

(b)

Draft the statement of changes in equity for Sutar Ltd for the year ended 31 March 20-3.

