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QUESTION 1
Wales plc
Income statement for the year ended 31st December 2019
											£’000
Revenue                                                                                                                    30,000
Cost of Sales   16,220 + (25,600 x 10%)	(18,780)
Gross Profit	11,520
Distribution costs	(2,160)
Administration expenses	(3,405.54)
Operating Profit	5,954.46
Finance costs	(480)
Profit before tax	5,474.46
Taxation	(1,600)
Profit for the period	3,874.46

Workings:
Administration expenses:
0,240 + (8,240 x 2%) = 165.04
2,920 + (16,000 x 2%) + 165.04 + 0,500 = 3,405.54











Wales plc
Statement of Financial Position as at 31st December 2019
	
	£’000
	£’000

	ASSETS
	
	

	Non-current assets
Land, Plant, Building

	
	
49,500

	Current assets
Inventory
Bank
Trade receivables
	
3,210
320
8,074.96
	



11,514.96


	Total assets
	
	61,014.96



	LIABILITIES
	
	

	Current liabilities
Trade payables
Interest paid
Income tax
Insurance fee
	
4,480
240
1,600
0.500

	




6,320.500

	Non-current liabilities
Debentures
	

	
4,000


	EQUITY
Owner’s equity
Retained profit
Total equity
	
34,000
16,694.46
	


50,694.46


	Total liabilities and equity
	
	61,014.96



Workings:
Trade receivables: 
8,240 + 0.240 + 164.8 = 8,074.96
Retained Profit: 
(8,380 + 3,874.46 + 5,000) – 560 = 16,964.46




QUESTION 2
(a)
1) Return on capital employed
Profit before interest/Assets employed x 100%
2019: 23/ (93.2+41.9) x 100 = 17.02%
2018: 29.7/ (80.3+65.1) x 100 = 20.43%
2) Return on equity
Earnings/Ordinary share capital and reserves x 100%
2019: 12.9/93.2 x 100 = 13.84%
2018: 18.3/80.3 x 100 = 22.79%
3) Earnings per share
Earnings/Number of ordinary shares
2019: 12.9/17.8 = 0.72
2018: 18.3/17.8 = 1.03
4) Gross profit margin
Gross profit/Sales x 100%
2019: 191.8/501.3 x 100 = 38.26%
2018: 186.9/486.8 x 100 = 38.39%
5) Asset turnover
2019: 501.3/ (93.2+41.9) = 3.70
2018: 486.8/ (80.3+65.1) = 3.34
6) Stock holding period
2019: 38.8/309.5 x 365 = 46 days
2018: 41.1/299.9 x 365 = 50 days
7) Debtors collection period
2019: 114.9/501.3 x 365 = 84 days
2018: 114.7/486.8 x 365 = 86 days
8) Current ratio
Current assets/Current liabilities
2019: 153.9/151 = 1.02
2018: 156.5/148.4 = 1.05
9) Gearing ratio
Debt/Debt + equity x 100%
2019: 41.9/ (93.2+41.9) x 100 = 31.01%
2018: 65.1/ (80.3+65.1) x 100 = 44.77%
10)  Interest cover
Profit before interest/Interest charges
2019: 23/0.2 = 115
2018: 29.7/3.5 = 8.49
							
(b)
1) Return on capital employed
The return on capital employed of the business organisations Jerry Plc has decreased in the year of 2019 which implies the to the efficiency of the business organisations to earns a profit from the market by using the on capital has reduced.
2) Return on equity
The return on equity of the business organisation Jerry Plc has decreased in the year of 2019. This means the ability of the business organisation to earn back the profit by using the equity from the market has reduced. 
3) EPS
The earning per share of the organisation Jerry Plc has decreased in the year of 2019 which is a not beneficial factor for the business organisation. This implies that the investors will earn less profit from the organisations Jerry Plc.
4) Gross profit margin
As per the gross profit margin ratio we can understand that the profitability of the business organisation Jerry Plc has reduced in the year of 2019. The gross profit margin ratio of can influence the decision of the investors about investment.
5) Asset turnover
As per the calculation of asset turnover ratio we can understand that the efficiency of the business organisation to and the profit from the market by using the assets of the business has increased in the year of 2019.
6) Stock holding period
The inventory holding period is showing that the stock holding period has decreased in the year of 2019. This implies that the ability of the business organisation in selling the good and product in the market has increased.
7) Debtors collection period
As per the calculation of debtors’ collection period in the above table we can understand that the ability of the business organisation to collect due debt from the debtors has increased. This is why the debtor’s collection period has reduced in the year of 2019.
8) Current ratio 
For both of the year 2018 and 2019 the current ratio of the business organisation are above 1 which is an ideal situation for the business organisation. But it is important to notice that the ratio has slightly dropped in the year of 2019.
9) Gearing
As per the above calculation in the gearing ratio it is clearly understandable that the total proportion of debt of the business organisation with the comparison with equity has reduced in the year of 2019.
10)  Interest cover
As per the above calculation we can find out that the interest coverage ratio in the year of 2019 is higher for the business organisation Jerry Plc. This implies that the burden of debt of the business organisation has reduced in the year of 2019 significantly. 

QUESTION 3
(a)
The financial statement which were prepared by the management of business organisation are useful for various users. The financial statement can help in analysing and evaluating the financial health of the business organisation. This is why several groups of people uses the financial statement for analysing the financial condition of the business. Among them the following group of people uses the financial statement very frequently for different purpose (Bragg and Bragg, 2020). The discussion regarding the group of people who are using the financial statement and the reason behind using the same has been discussed below.
Employees of the organisation - the employees of the business organisation use the financial statement for comparing the performance of the business as well as to find out the details regarding the financial performance of the business.
The investors and shareholders of the organisation - the financial statement can help the investor and the shareholders of the business organisation in understanding the financial health and financial performance of the business organisation (Bragg and Bragg, 2020). This can help them in deciding regarding the investment.
Management of the business organisation - management of the business organisation uses the financial statement for preparing different strategies and comparing the performance of the business organisation with the other companies as well as with the previous years.
The competitors of the business organisation - competitors of the business organisation uses the financial statement published by the companies to find out the performance and the details regarding the business and adjust their market strategies as per the requirement (Bragg and Bragg, 2020).
(b)
Financial reporting regime is one of the most important part which is needed to be followed by the business organisation. The financial reporting regime has both of the advantages and disadvantages at the same time. This is why it is important for the management of any business organisation to have the proper knowledge regarding the pros and cons of using the financial reporting regime (Gassen, 2017).
Advantages of financial reporting regime
· The financial reporting regime can help the business organisation in maintaining the proper standard and quality as per the guideline (Gassen, 2017).
· Financial reporting regime also has the ability in preparing the standard financial statement which can help the business organisations as well as the shareholders and investors in making the comparison between different companies easier.
Disadvantages of financial reporting regime
· In order to follow the financial reporting regime more complex process is needed to be followed (14.4 Potential advantages and disadvantages of IFRS conversion | Croner-I Tax and Accounting, 2020).
· Following the financial reporting regime can have a potential impact on the banking covenants.
(c)
Some of the most specific limitation of financial statements has been discussed below.
· The financial statement is prepared based on the transactions which were initially recorded in the business. This is why after reviewing, the value and balances of the assets and liabilities of the business can change. In other words, it can be said that the financial statement is not always reliable (Wen and Zhu, 2019).
· The financial statement is prepared for the public and the external stakeholders of the business organisation. This is why the confidentiality regarding the data and information presented in the financial statement cannot be maintained (Bragg and Bragg, 2018).
· The inflation rate of the region or country can have a direct effect on the values and amount which were recorded in the financial statement (Bragg and Bragg, 2018).
· The financial statement of the business organisation is recorded for a specific time period. The data and information beyond that time period cannot be recovered.
· Each and every details and information regarding the financial condition of the business organisation is not presented in the financial statement (Wen and Zhu, 2019). This is why the complete analysis of the financial health of the business cannot be conducted by analysing the financial statement only.
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