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[bookmark: _Toc49382822]Introduction 
In the introduction of these document it can be said that it is important for the business organisation to have the idea regarding the basic accounting for conducting the business. Having the idea regarding the basic accounting cancel the managers of the business organisation in improving the decision making ability and solving different issues related to the financial matter. In this document along with the application of statement of income and statement of financial position, the ratio analysis has been conducted along with proper description of the scenario. Also the limitation of the financial statement as well as the advantages and disadvantages of the financial reporting regime has been discussed in brief in the last part of this document.
[bookmark: _Toc49382823]Question 1.
	Workings:

	Working 1:
Depreciation = (cost of asset – salvage value) / life of the asset
[Assuming the life of the asset is 25 years for both of the building and plant]
Depreciation of building = [(£ 16000 – 0) / 50] * 2 %
= £ (16000 / 50) * 2 %
= £ 320 * 2 %
= £ 6.4
Depreciation of plant = [(£ 25600 – 0) / 10] * 10 %
= £ (25600 / 10) * 10 %
= £ 2560 * 10 %
= £ 256

	Working 2:
Value of land recorded in the Book of Wales Plc = £ 15000
The original value to be recorded = £ 20000

	Working 3:
Bad debt (irrecoverable) = £ 240
Receivables = £ 8240
Allowance for receivables needed to be made = 8240 * 2 %
= £ 164.8

	Working 4:
Outstanding insurance fee is needed to be added in the liability of the business = £ 500

	Working 5:
Income tax liability to be paid is = £ 1600

	Working 6:
Dividend paid during the year = £ 560
So, retained earnings at the end of the year = £ 8380 – £ 560
= £ 7820

	Working 7:
Bad debt (irrecoverable) = £ 240
New Trade receivables = Trade receivables - Bad debt (irrecoverable) 
£ 8240 – £ 240 
= £ 8000

	Working 8:
Administration expenses = £ 2920
New administration expenses = old administration expenses + depreciation of building + write off of the bad debts + outstanding insurance fee
£ 2920 + £ 6.4 + £ 240 + £ 500
= £ 3666.4

	Working 9:
Cost of sales = £ 16220
New cost of sales = £ 16220 + £ 256
= £ 16476



Statement of Income
For the year ended 31st December, 2019
	Particulars 
	Amount (£)

	Sales 
	30300

	Less: cost of sales 
	(16476)

	Gross profit 
	13824

	Less: distribution expenses
	(2160)

	Less: administration expenses
	(3666.4)

	Operating profit 
	7997.6

	Less: interest paid (debenture) 
	(240)

	Profit before tax
	7757.6

	Less: income tax
	(1600)

	Net profit 
	6157.6



Statement of Financial Position 
As on dated 31st December, 2019
	Particulars 
	Amount (£)

	Liabilities
	

	Current liabilities
	

	Trade payables 
	4480

	Allowance for bad debt (irrecoverable)
	240

	Allowance for receivables
	164.8

	Total Current liabilities
	4884.8

	Long term liabilities 
	

	12 % debentures 2024
	4000

	Deferred income tax liability
	1600

	Suspense account 
	26,072.8

	Total Long term liabilities
	31672.8

	Total Liabilities
	

	Equity 
	

	£ 1 ordinary shares
	29000

	Share premium 
	5000

	Retained profit as at 31st December, 2019
	7820

	Total equity 
	41820

	Total liabilities & equity
	72777.6

	Assets
	

	Fixed assets
	

	Building 
	16000

	Less: depreciation
	6.4

	Plant
	25600

	Less: depreciation 
	256

	Land 
	20000

	Total Fixed assets
	61337.6

	Current assets 
	

	Inventory as at 31st December, 2019
	3120

	Bank 
	320

	Trade receivables
	8000

	Total Current assets
	11440

	Total assets
	72777.6





[bookmark: _Toc49382824]Question 2.
[bookmark: _Toc49382825]Part a. Ratio Calculation

	Ratio 1: Return on Capital Employed (ROCE)

	Formula: 
Return on Capital Employed (ROCE) = (Profit before interest / Assets Employed) * 100 %

	2019:
Return on Capital Employed (ROCE) = (Profit before interest / Assets Employed) * 100 %
= (£ 23 / £ 289.95) * 100 %
= 0.0793240213829971 * 100 %
= 7.932402138299707 %	
= 7.93 %

	2018:
Return on Capital Employed (ROCE) = (Profit before interest / Assets Employed) * 100 %
= (£ 29.7 / £ 146.9) * 100 %
= 0.2021783526208305 * 100 %
= 20.21783526208305 %
= 20.22 %

	Working: 
Assets employed = (total asset of current year + total asset of previous year) / 2
Assets employed (2019) = (total asset of current year + total asset of previous year) / 2
= (£ 286.1 + £ 293.8) / 2
= £ 579.9 / 2
= £ 289.95
Assets employed (2018) = (total asset of current year + total asset of previous year) / 2
= (£ 293.8 + £ 0) / 2
= £ 293.8 / 2
= £ 146.9



	Ratio 2: Return on Equity (ROE)

	Formula: 
Return on Equity (ROE) = (Earnings / Ordinary share capital and reserves) * 100 %

	2019:
Return on Equity (ROE) = (Earnings / Ordinary share capital and reserves) * 100 %
= (£ 501.3 / £ 17.8) * 100 %
= 28.16292134831461 * 100 %
= 2816.29 %

	2018:
Return on Equity (ROE) = (Earnings / Ordinary share capital and reserves) * 100 %
= (£ 486.8 / £ 17.8) * 100 %
= 27.34831460674157 * 100 %
= 2,734.83 %

	Working: 
Ordinary share capital and reserves = Ordinary share + reserves
Ordinary share capital and reserves (2019) = Ordinary share + reserves
= £ 17.8 + £ 0
= £ 17.8
Ordinary share capital and reserves (2018) = Ordinary share + reserves
= £ 17.8 + £ 0
= £ 17.8



	Ratio 3: Earnings Per Share (EPS)

	Formula: 
Earnings Per Share (EPS) = Earnings / number of ordinary shares

	2019:
Earnings Per Share (EPS) = Earnings / number of ordinary shares
= (£ 501.3 – £ 0) / £ 17.8
= 28.16292134831461
= 28.16 %

	2018:
Earnings Per Share (EPS) = Earnings / number of ordinary shares
= (£ 486.8 – £ 0) / £ 17.8
= 27.34831460674157
= 27.35 %



	Ratio 4: Gross Profit Margin Ratio

	Formula: 
Gross Profit Margin Ratio = [(Total Revenue – Cost of Goods Sold) / Sales] * 100
Or, (Gross Profit / Sales) * 100

	2019:
Gross Profit Margin Ratio = (Gross Profit / Sales) * 100
= (£ 191.8 / £ 501.3) * 100
= 0.3826052264113305 * 100
= 38.26052264113305
= 38.26 %

	2018:
Gross Profit Margin Ratio = (Gross Profit / Sales) * 100
= (£ 186.9 / £ 486.8) * 100
= 0.3839359079704191 * 100
= 38.39359079704191
= 38.39 %



	Ratio 5: Asset Turnover Ratio

	Formula: 
Asset Turnover Ratio = Turnover / Assets employed

	2019:
Asset Turnover Ratio = Turnover / Assets employed
= £ 501.3 / £ 289.95
= 1.728918779099845 
= 1.73 times

	2018:
Asset Turnover Ratio = Turnover / Assets employed
= £ 486.8 / £ 146.9
= 3.313818924438393
= 3.31 times

	Working: 
Assets employed = (total asset of current year + total asset of previous year) / 2
Assets employed (2019) = (total asset of current year + total asset of previous year) / 2
= (£ 286.1 + £ 293.8) / 2
= £ 579.9 / 2
= £ 289.95
Assets employed (2018) = (total asset of current year + total asset of previous year) / 2
= (£ 293.8 + £ 0) / 2
= £ 293.8 / 2
= £ 146.9



	Ratio 6: Stock Holding Period 

	Formula: 
Stock Holding Period = (inventory / cost of sales) * 365 

	2019:
Stock Holding Period = (inventory / cost of sales) * 365
= (38.8 / 309.5) * 365 times
= 0.1253634894991922 * 365 times
= 45.76 days

	2018:
Stock Holding Period = (inventory / cost of sales) * 365
= (41.1 / 299.9) * 365 times
= 0.1370456818939647 * 365 times
= 50.02 days



	Ratio 7: Debtors Collection Period

	Formula: 
Debtors Collection Period = (Trade receivables / credit Sales) * 365

	2019:
Debtors Collection Period = (Trade receivables / credit Sales) * 365
= (£ 114.9 / £ 501.3) * 365
= 0.2292040694195093
= 83.65948533812089
= 83.66 days

	2018:
Debtors Collection Period = (Trade receivables / credit Sales) * 365
= (£ 114.7 / £ 486.8) * 365
= 0.235620377978636 * 365
= 86.00143796220214
= 86 days



	Ratio 8: Current Ratio

	Formula: 
Current Ratio = Current Assets / Current Liabilities

	2019:
Current Ratio = Current Assets / Current Liabilities
= £ 153.9 / £ 151
= 1.019205298013245 
= 1.02 times

	2018:
Current Ratio = Current Assets / Current Liabilities
= £ 156.5 / £ 148.4
= 1.054582210242588
= 1.05 times



	Ratio 9: Gearing Ratio 

	Formula: 
Gearing Ratio = (Debt / (debt + equity)) * 100 %

	2019:
Gearing Ratio = (Debt / (debt + equity)) * 100 %
= £ 286.1 / £ 93.2
= 3.069742489270386
= 3.10 times

	2018:
Gearing Ratio = (Debt / (debt + equity)) * 100 %
= £ 293.8 / £ 80.3
= 3.658779576587796
= 3.66 times

	Working:
debt + equity = (current liabilities + long term loans) + total equity
debt + equity (2019) = (current liabilities + long term loans) + total equity
= £ 151.0 + £ 41.9 + £ 93.2
= £ 286.1
debt + equity (2018) = (current liabilities + long term loans) + total equity
= £ 148.4 + £ 65.1 + £ 80.3
= £ 293.8



	Ratio 10: Interest Coverage Ratio

	Formula: 
Interest Coverage Ratio = profit before interest / interest charges

	2019:
Interest Coverage Ratio = profit before interest / interest charges
= £ 23 / £ 0.2
= 115 times

	2018:
Interest Coverage Ratio = profit before interest / interest charges
= £ 29.7 / £ 3.5
= 8.485714285714286
= 8.48 times

	* Finance cost has been considered as the interest amount payable for the company Jerry Plc.




[bookmark: _Toc49382826]Part b. Ratio Analysis & Evaluation
[bookmark: _Toc49382827]Return on Capital Employed (ROCE)
Return on capital employed is a profitability ratio of which can help the business organisations as well as to the investors and shareholders about the profitability of the business organisation by using the capital asset employed in the business (Satryo et al., 2017). From the calculation it is really understandable that in the year of 2019 the profitability of the business organisation has been reduced significantly from 20.22 percent to 7.93 percent.
[bookmark: _Toc49382828]Return on Equity (ROE)
Return on equity is another profitability ratio which is used for understanding the ability of the business organisation to return the profit to the shareholder and investors by using the equity capital invested in a business (Satryo et al., 2017). The higher amount of return is beneficial for the business organisation to attract more investment in the business. As per the calculation it can be said that the profitability of the business organisation has been increased in the year of 2019 by using the equity capital of the business.
[bookmark: _Toc49382829]Earnings Per Share (EPS)
The earning per share is a measurement which can help the investors and shareholder in understanding the value of the share of the business in the market as well as the ability of the organisation to earn the profit by using the share from the market (Öztürk and Karabulut, 2018). The earning per share for the business organisation has been increased in the year of 2019.
[bookmark: _Toc49382830]Gross Profit Margin Ratio
The gross profit margin ratio is another example of profitability ratio which is used for understanding the ability of the business organisation to return the profit to the shareholders of the organisation on the basis of the gross profit margin of the business of a particular period of time (Satryo et al., 2017). As per the calculation it is clearly understandable that the profitability of the business organisation has been reduced slightly in the year of 2019.
[bookmark: _Toc49382831]Asset Turnover Ratio
The asset turnover ratio is the example of efficiency ratio please help in understanding the ability of the business organisation to manage the asset and liability to earn the profit (Satryo et al., 2017). As per the calculation, the efficiency of the business organisation to use the asset for earning profit has been reduced significantly in the year of 2019 which is needed to be improved for better performance.
[bookmark: _Toc49382832]Stock Holding Period
The stock holding period of the business organisation indicate the ability of the business organisation to sale in the market (Sunjoko and ARILYN, 2016). As per the calculation the performance of the business organisation based on the inventory level and sales, has been improved in the year of 2019. 
[bookmark: _Toc49382833]Debtors Collection Period
The debtors’ collection period is a measurement which can help the shareholders in understanding the ability of the business organisation to collect the due amount from the creditors of the business (Sunjoko and ARILYN, 2016). As for the calculation it can be said that the efficiency of the business organisation has been increase in collection of debt and receivables in the year of 2019 than the previous year.
[bookmark: _Toc49382834]Current Ratio
The current ratio is the example of a liquidity ratio which help the business organisation and the shareholders of the organisation in understanding the liquidity position of the business. The current ratio of the business organisation should always be above 1 in order to maintain the ideal liquidity position (Öztürk and Karabulut, 2018). As per the calculation we can say that the business organisation is in ideal position for both of the years but in the year of 2019 the liquidity has been reduced.
[bookmark: _Toc49382835]Gearing Ratio
The gearing ratio can help in understanding the between debt and equity capital of the organisation (Sunjoko and ARILYN, 2016). In the year of 2019, the debt capital of the business organisation has been reduced if the comparison with equity capital. This can help the business organisation in improving the capital structure as well as the performance.
[bookmark: _Toc49382836]Interest Coverage Ratio
As per the calculation of interest coverage ratio it can be said that the business organisation has been improved their performance significantly in the year of 2019. The payment of interest on the behalf of the business organisation has been reduced significantly which can indirectly help organisation in improving the financial performance (Ji, 2019).
[bookmark: _Toc49382837]Question 3.
[bookmark: _Toc49382838]Part a. User groups of company accounts
· The management of the business organisation – The management of the business organisation uses the financial statement of the business for understanding the financial health of the organisation and comparing the condition of the business along with the previous year or the competitors (KOSTYUKOVA et al., 2017).
· The competitors of the business organisation – The competitor of a business organisation uses the financial statement of another business organisation for understanding the financial scenario of the business. Also this can help the competitor in finding out the strength and weaknesses of the opponent (Bragg and Bragg, 2020). The knowledge regarding the strength and weaknesses of the opponent business organisation can help the competitor in preparing proper strategies to achieve competitive advantage in the market against the business organisation.
· The investors and shareholders of the business organisation – The investors and shareholders of the business organisation uses the financial statement and accounts of the company for analysing and evaluating the financial health of the business (Bragg and Bragg, 2020). also with the help of the financial statement, the decision regarding the investment on the business organisation can be manipulated based on the financial performance of the organisation.
[bookmark: _Toc49382839]Part b. Advantages and disadvantages of financial reporting regime
[bookmark: _Toc49382840]Advantages of financial reporting regime
From the perspective of any business or organisation it is important to maintain the benchmark of quality and standard in case of performance. The financial reporting regime help the organisation in maintaining the benchmark (Gassen, 2017). Also it is important to what is that using the guidance of financial reporting regime can help the business organisation in maintaining the transparency in case of preparation of the financial statement which can help the investor and shareholders in ensuring.
[bookmark: _Toc49382841]Disadvantages of financial reporting regime
The procedure of following financial reporting regime is complicated and time consuming. This is why application of financial reporting regime is quite difficult for several business organisation (14.4 Potential advantages and disadvantages of IFRS conversion | Croner-i Tax and Accounting, 2020). Also it is important to remember that in case of the banking business organisation, using the method of financial reporting regime can create a serious impact.
[bookmark: _Toc49382842]Part c. Limitations of financial statements 
The financial statement of the business organisation can help various users in different way but it is important to remember that each and everything has both of the benefit and limitation. The financial statement is also not an exception (Wen and Zhu, 2019). The financial statement which are used by the business organisation for various purposes also has some serious limitations which are needed to be considered by the management of the business organisation. The disadvantages of financial statements have been discussed below.
The reliability of the financial statement is low because the values recorded in the financial statement is based on the previous and direct transaction (Wen and Zhu, 2019). The corrected transactions are not recorded in the financial statement directly after transaction is conducted. This is why a review period is needed in order to make the financial statement more authentic. In the absence of the review period the authenticity of the financial statement can become lower (Bragg and Bragg, 2018). Also it is important to remember that the financial statement is used by the external stakeholders of the business organisation and public. This is why the confidentiality regarding the data and information is not possible to maintain.
[bookmark: _Toc49382843]Conclusion 
In the conclusion of these documents which can be said that for the managers of the business organisation it is important to have a proper knowledge and understanding about the preparation of the financial statement because it can be very helpful for different users. Both of the internal and external stakeholders of the business organisation uses the financial statement for different reason. This is why the management and the managers of the business organisation should have a clear understanding about the advantage and disadvantage of using the financial statement. Also the managers of the business organisation should be aware about the user group who are using the financial statement and for what reason.
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