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Question 1
In modern times organisations are using and are guided by a set of rules of running a business and they use those rules to plan and report their activity and performance. Those rules are implemented worldwide in accounting and finance, such as GAPP (Generally Accepted Principles and Practice) and IFRS (International Financial Reporting Standards) and other international standards. In terms of reports that accounting is using, the most common are:
· Cash Flow Statement
· Income Statement
· Statement of Financial Position
For our exercise we will look at ‘Income Statement (Profit and Loss)’ and ‘Statement of Financial Position (Balance Sheet)’ reports as followed: 
Income Statement
The main purpose of any business is to generate money. The income statement is a report used by many users, internal and external, as is shows the growth, prosperity and performance of the company by reporting the profit. If is positive figure that means is profitable, but if the figure is negative that could have many reasons for that such as is a new company and didn’t have enough time to recover or investments were done or simply is not performing well. (Atrill and McLaney, 2017).

Income statement for Wales Plc
For the year ended 31st December 2019
	
	£’000

	Sales 
	30,300

	Cost of sales (include depreciation on plant @10% on cost) 
	(18,780)

	Gross profit 
	11,520

	Distribution expenses 
	(2,160)

	Administration expenses
	(4,140)

	Total expenses 
	(6,300)

	Operating profit
	5,220

	Finance cost
	(240)

	Profit before taxation
	4,980

	Income tax
	(1,600)

	Net operating profit 
	3,380


Working note-
Depreciation on building= £16,000*2%= £320 added to administration expenses.
Depreciation on plant = £25,600*10%= £2,560 added to cost of sales.
£240 Irrevocable debt written off added to administration expenses
Allowance for doubtful debts= (£8,240-£240) *2%=£160 added to administration expenses
£500 insurance fee added to administration expenses
Finance cost calculated as follows:
(12% Debentures 2024*£4,000)-Debentures interest paid 
     (£4,000*12)/100 - £240 =£480-£240 =£240
Interpretation 
 The interpretation that has been enunciated after studying the income statement account is that the company has been earning net profit of £3,380. The company has been earning gross profit of £11,520.  Wales plc expenses for the year 2019 were £6,300.  The company earning net profit before tax will be £5,220.  The company has been tax liabilities has been given as £1,600. That has been deducted and estimated the net earnings for the company that has been presented to the government as the income tax or corporate tax of the Wales plc company. later it will be shown in the cash flow statement of the company in the operating activities.

Statement of financial position
The statement of financial position of the company has been prepared to define the changes in the assets and the liabilities of the company. After studying the following information that has been stated in the balance sheet of the company will help the user of the company to understand the company liabilities and debt position. The assets flow and turnover of the company. As this information will be further used for making comparative statement, common size statement and financial analysis purposes. The company make the certain adjustment as per the updated information in this statement for better accuracy and deliverable. The information helps the investors in forecasting the future value of the company’s assets. This is the statement that show the actual standard and financial position of the company (Lyle, et al., 2013).
Statement of financial position for Wales Plc
As at 31st December 2019
	
	£’000

	Non-current assets 
	 

	Land 
	20,000

	Buildings (15,680) - accumulated depreciation (4,260)
	11,420

	Plant (23,040) - accumulated depreciation (4,960)
	18,080

	Total Non-current assets 
	49,500

	Current Assets 
	 

	Bank
	320

	Trade receivables
	7,840

	Inventory at 31 December 2019
	3,120

	Total current assets 
	11,280

	Total assets 
	60,780

	Liabilities and Equity 
	 

	Non-current labilities
	 

	12% debentures 2024
	4,000

	Current Liabilities 
	 

	Trade payable 
	4,980

	Taxation
	1,600

	Total Liabilities 
	10,580

	Net assets
	50,200

	Equity and shareholder 
	 

	£1 ordinary shares
	29,000

	Share premium
	5,000

	Retained earnings
	11,200

	Revaluation on land 
	5,000

	Total equity 
	50,200


Working note:
· Retained earnings at 31 December 2019 = Retained earnings at 01 January 2019 + Net profit at 31 December 2019 – Dividends paid = £8,380 + £3,380 – £560 = £11,200
· Trade receivables = trade receivables – irrecoverable debt – allowance for receivables
                                = £8,240 – £240 – £160 = £7,840

Question 2
A). Ratios:
1. Return on capital employed (ROCE) is calculated as follows:
	Operating profit/ Assets employed *100 
Note: Assets Employed = Total Assets-Current Liabilities
For year 2019: 23.00/ (286.10-151.00) *100 = 23/135.10 *100= 17.02%
For year 2018 29.70/ (293.80-148.40) *100 = 29.70/145.40 *100 = 20.00%
2. Return on equity is calculated as follows:
	Earnings / Ordinary share capital and reserves *100
For year 2019: 12.90 / 93.20 *100 = 13.84%
For year 2018: 18.30 / 80.30 *100 = 22.78%
3. EPS (Earnings per share) is calculated as follows:
	Earnings / Number of ordinary shares
For year 2019: 12.90 / 17.80 = 0.72
For year 2018: 18.30 / 17.80 = 1.02
4. Gross profit margin is calculated as follows:
	Gross profit / Sales *100
For year 2019: 191.80 / 501.30 *100 = 38.26%
For year 2018: 186.90 / 486.80 *100 = 38.39%
5. Asset turnover is calculated as follows:
	Turnover / Asset Employed
Note: Turnover = Net sales or Revenue
For year 2019: 501.30 / 135.10 = 3.71
For year 2018: 486.80 / 145.40 = 3.34
6. Stock holding period is calculated as follows:
	Inventory / Cost of Sales *365
For year 2019: 38.80 / 309.50 *365 = 45.75 days
For year 2018: 41.10 / 299.90 *365 = 50.02 days
7. Debtors collection period is calculated as follows:
	Trade receivables / Credit sales *365
Note: we consider Credit sales as Revenue as we don’t have any other additional information stating different
For year 2019: 114.90 / 501.30 *365 = 83.65 days
For year 2018: 114.70 / 486.80 *365 = 86 days
8. Current ratio is calculated as follows:
	Current assets / Current liabilities
For year 2019: 153.90 / 151.00 = 1,01
For year 2018: 156.50 / 146.40 = 1.06
9. Gearing is calculated as follows:
	Debts / (Debts +Equity) *100
Note: Debts is calculated as long terms loans
For year 2019: 41.90 / (41.90 + 93.20) *100 = 41.90 / 135.10 *100 = 31.01%
For year 2018: 65.10 / (65.10 + 80.30) *100 = 65.10 / 145.40 *100 = 44.77%
10. Interest cover is calculated as follows:
	Profit before interest / Interest charges
For year 2019: 23.00 / 0.20 = 115.00 
For year 2018: 29.70 / 3.50 = 8.48
[bookmark: _Toc47020806]Question 3
The three different user groups of company accounts are depicted as follows:
Managers
Management consist of responsible persons, called manager, who operate the business in a most efficient way which facilitates core decisions of the company. Management of the business concern is very important because they provide suitable coordination and integration of efforts in order to obtain efficient production. Also, management brings into account the planning of activities, organizing the activities on the basis of similar heads, provide guidance to the task allocators and synchronizing all the efforts towards one common goal. Along with that, it identifies the overlapping or duplication of work and eliminates the unnecessary work for making optimum use of resources in the most possible manner. It symbolizes for simplifying the structure of company by focusing on uniformity of work and relationship of superior and subordinates so that there is appropriate assignment of authority and responsibility. It also facilitates rational functioning of the operational and financial structure of the company by activating and analysing the market conditions.
Investors
Investors of the company are the most important element as on the basis of their money, financial activities are carried out and appropriate decision making can be made. Moreover, owners of the company are the potential sources and, on their basis, proper evaluation and determination of accounting data. However, owners are the significant part and parcel of the business, they are the hands in which business is dependent in order to provide financial and economic stability to the business. Investors are regarded to create value addition in its operation in a most judicious way so that efficiency and efficacy can prevail. The shareholders of the company contribute towards the multidisciplinary goal by way of developing multiple actions into blend of principles of accounting, finance, economics, taxation and statistics etc. Moreover, shareholders provide for managing the business activities in such a way that business would be able to maximize the profits. It also facilitates rational functioning of the operational and financial structure of the company by activating and analysing the market conditions.
Lenders
Lenders determines the creditworthiness of the company by considering the aspects recorded in the financial statements of the company. Moreover, lenders or creditor evaluates the solvency of the company in order to determine the environment of the company in such a way that it would make the structure adaptable and thereby provides for comprehensive framework of the company. However, the lenders organise the need for optimising the framework for the quality and quantity of the output which includes the culmination of increasing the benefits and reducing the expenses involved. Moreover, it considers the effect of knowing how the firm would be able to pay its debts and obligations, or if the company have enough resources or not. They also entangle the profitability of the company and examine how well the business of the company is functioning and stabilised. (Milosevic Snjegota, 2018)
(b)
The advantages of highly regulated financial reporting regime from the perspective of user are as follows:
Transparency – Highly regulated financial regime outlines the financial condition of the company which facilitates every aspect of the company in front of shareholders and investors of the company. Moreover, reports of the company have been structured in a most comprehensive manner which considers the examination of every product. Therefore, it identifies the code and conduct of the business activities by providing a giant aura of transparency in financial activities.
Easy comparison – The regulated reporting of financial statements organizes the creation of comparability scenario. However, comparison can be made on the same basis which is very useful for the users of the information to make appropriate analysis and quick decisions for the specified investment in the company. (Michael et. al., 2020)
The advantages of highly regulated financial reporting regime from the perspective of preparer of financial statements are as follows:
Accountability – The preparer of the financial statements which are generally accountants considers the books of accounts in such a way to provide answerability to the external and internal users of the financial information. However, it simplifies the accounting structure which facilitates consistency in the operations of the company. 
Economies of scale – With the targeted financial reporting regime, the accountants could apply the benefit of economies of scale with the help of workers, also by understanding the major impact on the productivity of the company. Also, they identified the need of engaging a specified level of output by determining the per unit cost. (Colombelli et. al., 2019)
The disadvantages of highly regulated financial reporting regime from the perspective of user are as follows: 
Fewer new ideas – the regulatory financial reporting assimilates the users of the financial information and records disturbances in generating innovative ideas for changing the policies and procedures of the company. Moreover, users would not be able to provide for the ideas because of the regulation imposed in such bodies.
Loss of safety provisions – The users demanded the safety provisions as they are somehow related to the books of accounts of the company. Moreover, the regulations will be set by the upper bodies which enumerates the possibility in making unfair and inaccurate decisions of the company. (Dewi et. al., 2019)
The disadvantages of highly regulated financial reporting regime from the perspective of preparer of financial statements are as follows:
Organizational cost and adjustment – Due to the regulation, the companies would not be able to generate suitable cost allocations due to rigidity in the functions. Along with that, desirable changes would not be able to make in the financial statements which reflects by driving inaccurate outcomes. Therefore, it becomes cumbersome for driving specific measures within the organizational context.
Lack of specialization – The accounts of the financial statements experienced lack of specialized abilities because each and every information needs to be ascertained to the regulating bodies, therefore it will disturb the flow of duties of the roles and responsibilities assigned.
(c)
The limitations of financial statements are shown as follows:
· Non - financial transactions are not recorded – In order to provide accurate results on the financial statements of the company, each and every aspect needs to be considered while evaluating the financial performance of the company. However, analysis must be made on the impact of transactions regardless of its nature. Non- financial transactions include the external qualitative impact on the company’s performance etc., hence recording of all the transactions should be examined which laid minor as well as major influence on the stability and financial success of the company.
· Financial accounts are recorded on historical cost concept – Due to the inevitability of the changes, organizations also need to follow the dynamic nature but the transactions are reported on the basis of historical cost of assets. It effects the atrocity of the economic decisions taken by the company in the past. However, there are accumulation of advantages do not serve to determine the true picture of the company’s result. Therefore, it does not portray the efficiency in doing the operations of the company. (Velte et. al., 2017)
· Statements of the company can be fraudulent – fraudulent activities can take place because there are dirty practices which the management found it suitable to portray the profit generating company. While on the other hand, there could be understatement in the amount of profit which could result in reducing the amount of taxes to be paid by the company. Therefore, due to dirty tactics, recorded accounts can be manipulated or altered. (Kitching, 2019).
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