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Question 1
	Income statement of Wales Plc.

	For the year ending 31st December 2019

	Particulars
	Amount

	Sales
	30300

	Cost of sales
	18780

	Gross profit
	11520

	Administration expenses
	3405.535

	Distribution expenses
	2160

	EBIT
	5954.465

	debenture interest expense
	240

	Earnings before tax
	5714.465

	Income tax liability
	1600

	Profit after tax
	4114.465

	Dividend paid
	560

	Net income available
	3554.465



	Balance sheet of Wales Plc. 

	As on 31st December 2019

	Particulars
	Amount

	Assets:
	

	Non-current assets
	

	Land
	20000

	Building (16000-4260-320)
	11420

	Plant (25600-4960-2560)
	18080

	Total non-current assets
	49500

	Current assets:
	

	Trade receivables (8240-0.24-164.7952)
	8074.965

	Inventory
	3120

	Bank
	320

	Total current assets
	11514.96

	Total assets
	61014.96

	
	

	Liabilities and equity:
	

	Current liabilities:
	

	Trade payables
	4480

	Outstanding insurance fees
	0.5

	Income tax liability
	1600

	Total current liabilities
	6080.5

	Non-current liabilities:
	

	12% debentures 2024
	4000

	Total non-current liabilities
	4000

	Total liabilities
	10080.5

	Equity:
	

	Ordinary shares
	29000

	Share premium
	5000

	Retained profits
	11934.46

	Revaluation reserve
	5000

	Total equity
	50934.46

	Total liabilities and equity
	61014.96





Notes:
	Cost of sales

	Particulars
	Amount

	Depreciation on plant
	2560

	Others
	16220

	Total cost of sales
	18780



	Administration expenses

	Particulars
	Amount

	Depreciation on building
	320

	Others
	2920

	Bad debts
	0.24

	Allowance for receivables
	164.7952

	Outstanding insurance fees
	0.5

	Total administration expenses
	3405.535
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	Particulars
	Formula
	2018
	2019

	Return on capital employed
	Net profit/capital employed*100
	18.3/(293.8-148.4)
	12.9/(286.1-151)

	
	
	12.59%
	9.55%

	
	
	
	

	Return on equity
	Net profit/total equity*100
	18.3/80.3
	12.9/93.2

	
	
	22.79%
	13.84%

	
	
	
	

	EPS
	Net profit/Total shares
	18.3/17.8
	12.9/17.8

	
	
	1.03
	0.72

	
	
	
	

	Gross profit margin
	Gross profit/sales*100
	186.9/486.8
	191.8/501.3

	
	
	38.39%
	38.26%

	
	
	
	

	Asset turnover
	Sales/Total assets
	486.8/293.8
	501.3/286.1

	
	
	1.66
	1.75

	
	
	
	

	Stock holding period
	(Inventory/cost of sales)*365
	(41.1/299.9)*365
	(38.8/309.5)*365

	
	
	50.02
	45.76

	
	
	
	

	Debtors collection period
	(Debtors/sales)*365
	(114.7/486.8)*365
	(114.9/501.3)*365

	
	
	86.00
	83.66

	
	
	
	

	Current ratio
	Current assets/current liabilities
	156.5/148.4
	153.9/151

	
	
	1.05
	1.02

	
	
	
	

	Gearing ratio
	debt/total equity
	65.1/80.3
	41.9/93.2

	
	
	0.81
	0.45

	
	
	
	

	Interest cover
	EBIT/Interest expense
	29.7/3.5
	23/0.2

	
	
	8.49
	115.00



b)  
Investors and analysts employ ratio analysis to evaluate the financial health of companies by scrutinizing past and current financial statements. Comparative data can demonstrate how a company is performing over time and can be used to estimate likely future performance. This data can also compare a company's financial standing with industry averages while measuring how a company stacks up against others within the same sector. 
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Question 3 

a) 	The three user groups of company accounts are well known as internal users which are: owners, managers, and employees as well. 
The Owners need to assess how well their business is performing. Financial statements provide information to owners about the profitability of the overall business as well as individual products and geographic segments.
The managers need accounting information to plan, monitor and make business decisions. Also, they need to allocate the financial, human and capital resources towards competing needs of the business through the budgeting process.
For the employees operating in the finance department, using accounting information is usually part of their job description. This includes for example preparing and reviewing various financial reports such as financial statements.
Some of the ways internal users employ accounting information include the following: Assessing how management has discharged its responsibility for protecting and managing the company's resources. Shaping decisions about when to borrow or invest company resources. Shaping decisions about expansion or downsizing.

b)	The base of a regulated financial regime is financial regulation, If the financial system doesn't work the rest of the economy doesn't work and that's why financial regulation matters.     We have to get the financial system right and then companies will be able to grow and hire people and produce products and services that people want the thinking behind our book is that we really have the financial regulatory system all backwards 
 As most of deadlines should be respected financial regime has also important role in accounting and must be respected. 
	Advantages: 
· Review of Cash Flow: It shows the financial solvency and the ability of the company to pay liabilities to pay its liabilities.
· Review of Liability: Financial statements presents the short- and long-term obligations of the business.
· Preparation of Budget: Every business must have a vision. To prepare vision, the business must have defined goals and objectives.
· Review of Inventory and its movement: The levels of opening and closing stock as a percentage of purchase and sales along with the changes and movements in the levels of stock throughout the year shows the ability and nature of goods of the business. 
Disadvantages:
· Issue of Comparison: It is not necessary that user would be able to compare financial statements of a business with competitors because of applicability of various accounting practices.
· Errors and omissions: Financial statements are concise form of all the financial data accumulated during the year. The bookkeeping is done at the junior levels and may be subject to errors and omissions on their part unknowingly.
Also, for disadvantages we can include the limitations of financial statement which are provided in the following exercises’ question. 
c)	 Regarding to the limitations of financial statements there are cases which can be provided by company or organisation as a significant action but in the next sentences I will try to point out the most important limitations.
No Precision. The precision of financial statement data is not possible because the statements deal with matters which cannot be precisely stated. The data are recorded by conventional procedures followed over the years. Various conventions, postulates, personal judgments etc. are used for developing the data.
Not always comparable across companies. If a user wants to compare the results of different companies, their financial statements are not always comparable, because the entities use different accounting practices. These issues can be located by examining the disclosures that accompany the financial statements.
Not verified. If the financial statements have not been audited, this means that no one has examined the accounting policies, practices, and controls of the issuer to ensure that it has created accurate financial statements. An audit opinion that accompanies the financial statements is evidence of such a review.
Inflationary effects. If the inflation rate is relatively high, the amounts associated with assets and liabilities in the balance sheet will appear inordinately low, since they are not being adjusted for inflation. This mostly applies to long-term assets.	
Intangible assets not recorded. Many intangible assets are not recorded as assets. Instead, any expenditures made to create an intangible asset are immediately charged to expense. This policy can drastically underestimate the value of a business, especially one that has spent a large amount 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. A user of financial statements can gain an incorrect view of the financial results or cash flows of a business by only looking at one reporting period. Any one period may vary from the normal operating results of a business, perhaps due to a sudden spike in sales or seasonality effects. It is better to view a large number of consecutive financial statements to gain a better view of ongoing results.
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