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[bookmark: _Hlk46829943]TASK 1 :                  
	                                                                                             

[bookmark: _Hlk46829680]Wales plc’s Income statement for the year ended 31st December 2019
                                                                                               

	                                                                                                £”000

	
Sales                                                                                         30300

	Cost of sales                                                                          (18780)

	Gross Profit                                                                            11520

	Distribution expenses                                                           (2160)

	Administration expenses                                                (3965.06)                                              

	Operating Profit                                                                  5394.94

	Finance cost                                                                              (480)

	Profit before Taxation                                                    (4914.94)                           

	Taxation                                                                                   (1600)

	[bookmark: _Hlk46905043]Profit for the year                                                               3314.94









Wales plc’s Statement of Financial Position as at 31st December 2019
ASSETS                                                                                                                                        £ `000
Non-Current Assets :
Land at cost                                                                                                                                 20000
Buildings at cost                                                                                                                          16000
Plants at cost                                                                                                                               25600
Accumulated Depreciation                                                                                                      (12100)
Total Non-Current Assets                                                                                                         49500
Current Assets:
Inventory                                                                                                                                        3120
Cash                                                                                                                                                   320
Trade receivables                                                                                                                         8075.44
Total Current Assets                                                                                                                 11515.44
TOTAL ASSETS                                                                                                                            61015.44
LIABILITIES
Non-Current Liabilities
Debentures                                                                                                                                   4000
Total Non-Current Liabilities                                                                                                    4000
Current Liabilities
Trade Payables                                                                                                                             4480
Taxes                                                                                                                                              1600
Debentures  unpaid                                                                                                                       240
Accruals                                                                                                                                                0.5
Total Current Liabilities                                                                                                              6320.5
TOTAL LIABILITIES                                                                                                                      10320.5
NET ASSETS                                                                                                                                  50694.94
EQUITY
Share Capital                                                                                                                                 29000
Share Premium                                                                                                                               5000
Share reverse                                                                                                                                  5000
Retained Profit                                                                                                                             11694.94
TOTAL EQUITY                                                                                                                             50694.94

Income statement Workings :

Depreciation for the year :
Plants :  10% per year on cost (straight-line basis) = 10% * 25600 = 2560
Buildings  : 2% per year on cost (straight-line basis) = 2% * 16000 = 320
Cost of sales=Cost of sales for 2018 + Plant Deprecation=16220+2560=18780
[bookmark: _Hlk46904775][bookmark: _Hlk46861135]Allowance for receivables=2%*Trade receivables=164.8 ; Bad debt 0.24 writing off =164.8-0.24=164.56
[bookmark: _Hlk46861341]Administration expenses= Administration expenses for 2018 + Buildings Deprecation+ Allowance for receivables + Accruals(Insurance)+ Dividends paid =2920+320+164.56+0.5+560=3965.06
Finance cost=12% debentures 2024 =12% * 4000 = 480 = Interest paid 240  + unpaid

[bookmark: _Hlk45618772]SOFP Workings :

Buildings accumulated depreciation = 4260 + 320 = 4580
Plant accumulated depreciation = 4960 + 2560 = 7520
Accumulated Depreciation = 4580 + 7520 = 12100
Allowance for receivables =8240 - 2% * 8240 =8240 – 164.8
Bad debt writing off = 164.8 – 0.24 = 164.56  
Trade Receivables = 8240 – 164.56 = 8075.44
Debentures unpaid = 480 – debentures paid = 480 – 240 = 240
Net Assets = Total assets – Total liabilities = 61015.44- 10320.5 = 50694.94
Retained Profit = Retained Profit for 2018 + Profit for 2019(from the Income statement = 8380 + 3314.94 = 11694.94


TASK 2 :
Accounting Ratios for Jerry plc for both 2019 and 2018

INVESTMENT RATIOS                                                                                      
                                                                    2018                                                     2019                                                                      
1. Return on capital employed 	                                                                               
Profit before interest x 100% =             23  * 100%  =17%     ;           =                        29.7   * 100% = 20.4%
Assets employed                         286.1 – 151                                                      293.8 - 148.4
‘Return on capital employed, or ROCE, is a long-term profitability ratio that measures how effectively a company uses its capital. The metric tells us the profit generated by each dollar (or other unit of currency) employed.’ In our case ROCE decrease by nearly 3.5% from 20.4% in 2018 to 17% in 2019, which indicate reducing return on investment. (ROCE definition, 2019)  
2. Return on equity 	                     Earnings                      x 100% =   
                                      Ordinary share capital and reserves 
If we use the Net Profit  :       =        12.9  *  100% = 35.8%      ;           =           18.3 * 100% = 79.2%
                                                       17.8+18.2                                                     17.8+5.3
If we use the Operating profit : =           23 * 100%=63.9%       ;          =            29.7 * 100% = 128%
                                                           17.8+18.2                                                   17.8+5.3
‘ROE is considered a measure of how effectively management is using a company’s assets to create profits ’. The calculations show extremely decreasing of 50% in the return of equity for the last year, but the reason it seems to be using equity capital for reinvesting , which is better , then not doing it. (How Return on Equity Works, 2020)
3. Earnings per share                           Earnings  =                              
                                             Number of ordinary shares 
If we use the Net Profit  :                               = 12.9 = 0.72           ;                                     =18.3 = 1
                                                                               17.8                                                                17.8
If we use the Operating profit :                    =    23 = 1.29            ;                                    = 29.7 = 1.69
                                                                               17.8                                                                 17.8
’’The shares are normally purchased to earn dividend or sell them at a higher price in future. EPS figure is extremely important for actual and potential common stockholders because the payment of dividend and increase in the value of stock in future largely depends on the earning power of the company. EPS is the most widely quoted and relied figure by analysts, stockholders, and potential investors’’ In our case we observe decrease in it during the last year. Some of the reasons for that usually are  reinvestment in a company , reducing debts or not enough earnings. (Earnings per share (EPS) ratio, 201
PROFITABILITY RATIOS 

                                                                                                  2019                                     2018
4. Gross profit margin Gross profit x 100%=  191.8 * 100% = 38%      ;        = 186.9 * 100% = 38
                                       Sales                            501.3                                             486.8
’’ Gross profit it measures how efficiently a company uses its materials and labour to produce and sell products profitably’’. In our case the Gross Profit Margin is 38% and it does not change from last year , which means , that the expansion does not affect managing  resources and producing process of the company. (Gross Profit Margin Ratio | Formula | Percentage | Example Calculation, 2020)

EFFICIENCY RATIOS
2019                                         2018
5. [bookmark: _Hlk47512145]Asset turnover            Turnover        =                  501.3 = 3.7            ;                             = 486.8 =3.3
                                       Assets employed                         135.1                                                       145.4
Asset turnover .’’This ratio measures how efficiently a firm uses its assets to generate sales,’’ so as much higher it is , as much more preferable is. In our case this coefficient is getting higher by nearly half point at 3.7 for 2019 from 3.3 for 2018(Asset Turnover Ratio | Analysis | Formula | Example, 2020

6. Stock holding period   Inventory     x 365= 38.8 *365 = 46 days      ;        =   41.1 * 365 = 50 days
                                                 Cost of sales              309.5                                             299.9     
’’ The days of inventory on hand is a measure of how quickly a business uses up the average inventory it keeps in stock’’ . Keeping stock instead of selling it has a price and influences negatively on the profit. ’’ In our case the company reduce its inventory holding period by 4 days, from 50 days in 2018 to 46 days in 2019(How to Calculate Days of Inventory on Hand, 2010)  

7. [bookmark: _Hlk47512514] Debtors collection period Trade receivables x 365=114.9 * 365=84 days;=114.7 * 365= 86 days
                                                                Credit sales                  501.3                               486.8
’’ Debtors collection period ratio  calculates the time it takes the company to collect payment following a credit sale.’’. In our case the company reduce the period for collecting its debts by 2 days to 84 days in 2019 from 86 days in 2018(Debtor Collection Period Tool - AIB (NI), 2020)



LIQUIDITY RATIOS

                                                              2019                                               2018                  
8. Current ratio  Current assets                              = 153.9 = 1.02            ;                          = 156.5 = 1.05
                                 Current liabilities                                 151                                                       148.4
The business has a current ratio of 1.02 for 2019 ,’’meaning it can easily settle each pound on loan or accounts payable by another ‘’£1.02  in 2019. But it shows decrease by 0.3 comparing to  £1.05 in 2018. (Corporate Finance Institute, 2020); (Business Ratios | BizFilings, 2020)

FINANCING RATIOS

                                                                2019                                               2018
9. Gearing ratio  Debt          x 100%=          192.9  * 100% =67%             ;     =        213.5 * 100% = 72%
                                 Debt + equity             192.9+93.2                                               213.5+80.3
’A gearing ratio is describing a financial ratio that compares the owner equity (or capital) to borrowed funds. ‘Capital that comes from creditors is riskier than the money that comes from the company's owners since creditors still have to be paid back regardless of whether the business is generating income.’ In our case it decreases by 5% to 67% in 2019 from 72% in 2018, which indicates paying off more borrowed capital and respectively better performance. (What Is a Good or Bad Gearing Ratio?, 2020)

10. Interest cover Profit before interest         = 23 = 115( or 115/100=1.15)       ;            = 29.7=8.5
                                      Interest charges                    0.2                                                                    3.5
‘The interest coverage ratio is a debt and profitability ratio used to determine how easily a company can pay interest on its outstanding debt’ . ‘Lenders, investors, and creditors use this formula to determine a company's risk score to its current debt or for future borrowing.’ Data shows extremely big decreasing on the ratio during the last year, which indicate increasing risk for the company , regarding to paying off  its debt’s interests. (Investopedia, 2020)

By my opinion, in conclusion we may say ,that it seems like data shows decrease in the company’s profit, but they keep good sales and management resources performance, reinvesting own capital and successfully cover the borrowed capital. Of course, there is always a risk , but I think , that the decision for expanding their market in US is reliable and the company will get the further benefits from it.
TASK 3 :
a)
The accounting process provides financial information  for all stakeholders who use it according to their personal needs , which a different for every one of them. Three main groups users of accounting information are Internal, External users, and Government.
Internal Users - People within a business organisation like owners, managers, and employees . Accounting provides them with critical financial data for their decision making. This type of information is referred to the managerial accounting. The ways internal users use the information include the following:
· How management protect and manage the company’s resources
· Decisions making about when, where and  whether they need to borrow or invest company resources
· Expansion and downsizing decisions.
External Users – External concerned entities users of financial historical data  usually  called financial accounting .There are six main groups whit different interests in the company :
· Owners 
· Employees. 
· Customers. 
· Governmental units. 
· General public.
The way how they employ this accounting include:
· Their right to know how a company is managing its investments
· Requiring tax returns and other documents prepared by accountants
· Banks or lending institutions use accounting information to decide whether and how much to lend a business
· Investors about investment decisions
General-purpose financial statements are formal reports providing information about the company’s financial position, cash inflows and outflows, and the results of operations.
Government / IRS – Government agencies track whether the business is paying taxes according to current tax laws.
(Users of Accounting Information | Financial Accounting, 2020)

b)
Business reports provided by accountants or managers show up performance information and business strategies to investors and creditors. But there are either advantages and disadvantages of this reports.
Advantages of Business Reports
‘’Business reports are basic way for measuring progress, monitoring growth, spotting performance evaluations, and finding problems. They offer an advantage evaluating a company by:
· Monitoring operations procedures within the company.
· Allowing managers to review and corrective actions that are not effective.
· Providing upper management with critical important information to make their future decisions.
· Show up an information about an attitude and motivations of their employees.
· Providing employee performance regarding to is it the work done properly and efficiently.
· Evaluating investment offers.
Those reports supply company’s strengths and weaknesses, and how to use the information to increase the benefits.



Disadvantages of Business Reports
The main deficiencies of business reports are that they are not in-person interactions and also do not allow the opportunity to ask questions or provide feedback. Furthermore, If the data is interpreted incorrectly, this can cause issues. Some examples of disadvantages of the business reports are:
· They are time-consuming for creating.
· The prise for research and writing is expensive.
· Technically they can be difficult for understanding.
· Financial statements identify principally areas of the business that are quantify ,but they ignore qualitative aspects that provide major benefits.
Financial reports have and an additional disadvantage. Analysts require a data from other companies in the industry to compare and contrast ratios in its financial statement. If the report is only about one company, analysis doesn't present all necessary information to make decisions. For this purpose, annual reports from all companies is used to compare the ratios or return on assets and return on equity, but the problem is that the annual reports are only printed once a year, and the data may be outdated. (Advantages and Disadvantages of Company Reports, 2020)

c)
“The limitations of financial statements are those factors that all users should be aware of before relying on them about decisions making . Some of the limitations of financial statements are:
· Dependence on historical costs  transactions are fundamentally recorded by their costs. This is an issue when we review the balance sheet , because the values of assets and liabilities are change over time. The price of some items can change in order  to match changes in their market values, but other ,( such as fixed assets), do not change. Thus, the balance sheet could be misleading if a large part of the amount presented is based on historical costs.
· Inflationary effects. If the inflation rate is getting higher, the values of assets and liabilities in the balance sheet will look low, if they are not being adjusted for inflation.
· Intangible assets not recorded. Many intangible assets are not recorded . But any expenditures made for gaining  intangible assets are immediately charged as expense. This  can drastically underestimate the value of a business, especially if for example it has spent a large amount of money to build up a brand image or to develop new products. It is a particular problem for start-up companies that have created intellectual property, but which have so far generated minimal sales. 
· Based on specific time period. Getting an incorrect conclusion of the financial results of a business can be caused by only looking at one reporting period. Some  period may vary from the normal operating results of the business, for example because of  changes in the external environment
· Not always comparable across companies. Comparing the results of different companies is not invariably an easy task, because their financial statements are not always comparable, because the entities use different accounting practices.
· Subject to fraud. The management team of a company may deliberately manipulate the results presented. This  can happen for example if  there is undue pressure to report excellent results, such as when the bonus pay-outs  plan  is related   with reported sales level increases.
· No discussion of non-financial issues. The financial statements do not present non-financial issues as the environmental precautionary measures of a company's operations, or how well it works with the local society.
· Not verified.  A lack of audit’s  opinion accompanying  the financial statements means that no one has examined the accounting policies, practices, and controls of the issuer to ensure that the financial statements has been created accurately. 
· No predictive value. The information in  financial statements it is about either historical results or the financial status of a business up to particular date. So, the  statements do not necessarily provide any value in predicting what will happen in the future.  (Bragg, 2018)
In conclusion , financial statements are usually quite useful documents, but it is reliable their users to be aware before relying on them too much. (Bragg, 2018)
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