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Question 1
Using the data provided in the trial balance, we can create the adjusting entries to determine how each of the transactions that have not been accounted for affects the income statement (Wild, 2003). The adjusting entries are shown in the table below.
Table 1: Adjusting Entries
[image: ]
The first transaction captures the depreciation expense on different items. The building depreciates at 2% per year on cost. Using the straight-line method, we determine that the depreciation expense is $320 per year. Since the transaction is charged in the administrative expense, it will be debited in the administrative expense and credited to the building accumulated depreciation account. The plant depreciates at a rate of 10% per year on cost on a straight-line basis and is charged to the cost of sales. This means we will debit the deprecation expense to cost of sales worth $2,560 and credit plant accumulated depreciation account by the same amount. Land revaluation is a balance sheet event that does not affect the income statement.
The company writes off a $240 debt and allowance for receivables of 2% is made and charged to the administration expense. This transaction leads to debit to the administrative expense for $240 and $ 164.8 respectively and a credit to the allowance for doubtful accounts and accounts receivables by the same amounts respectively. The prepaid insurance fees were debited to the administration expense and credited to the prepaid expense accounts. All these transactions can be used to draw the adjusted retail balance which in turn is used to create the income statement for the year ended December 31st, 2019. We should also capture the income tax liability worth $1.6 million at the end of the year to get the net income earned by the company.
















Table 2: Adjusted Trial Balance
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Table 3: income statement
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Question 2
Jerry Plc is looking to expand its operation into America. The company can use its latest financial statement to assess its performance and ability to enter the new market. The company’s management team can use ratio analysis to determine the liquidity, leverage, profitability, and level of efficiency of the company. The following are some of the selected financial ratios for the company.
[image: ]
The first ratio determines the ability of the company to generate profits form the capital employed. The ratio is calculated by dividing the operating profits by the capital employed and expressing it as a percentage (Melville, 2017). The company ROCE decreased from 22% in 2018 to 17% in 2019. The second profitability ratio was the return on equity that determine the company’s ability to generate profits using shareholders' equity. The ratio is calculated by dividing the net income by the total shareholders' equity. Jerry Plc ROE decreased from 23% in 2018 to 14% in 2019.

[image: ]
The earning per share evaluates how much money is earned by each share of common stock. The ratio is determined by dividing the net income by the number of outstanding shares (Drury, 2016). Jerry plc Eps reduced from $1.03 per share in 2018 to $0.72 per share in 2019. The gross profit margin determines the level of profitability after the company has settled the cost of goods sold. The company’s gross profit margin decreased slightly from 38.39% in 2018 to 38.26% in 2019. Generally, the company profitability decreased over the two years under review.
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For the company to expand its operations into the Americas, it should rigorously evaluate its internal efficiency. The assets turnover assesses Jerry Plc’s ability to generate sales from its assets. The ratio is calculated by dividing the total sales revenue by the company's average total sales. Jerry plc assets turnover stood at 1.73 in 2017. The stock holding ratio determines the average time it takes the company to clear its inventory (Chiappetta, et al., 2009). The ratio is determined by dividing the inventory by the cost of goods sold and multiplying that by 365 days. The company stock holding period reduced from 50 days in 2018 to 46 days in 2018.  The debtor collection period determines the average period of collecting accounts receivables. The ratio is determined by dividing the accounts receivables by the total sales revenues and multiplying it by 365 days. The average period decreased from 86 days in 2018 to 84 days in 2019. The efficiency ratios indicate that the company’s efficiency improved in 2019.
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The company must also evaluate its liquidity.  The current ratio determines the company’s ability to settle short term financial liabilities when they are due. The ratio is calculated by dividing the current assets held by the company by its current liabilities. The company's current ratio decreased slightly from 1.05 in 2018 to 1.02 in 2019.
[image: ]
Lastly, the management team must determine the level of leverage. The gearing ratio compares the level of debt to equity and shows how the company finances its assets. The company gearing ratio decreased from 206% in 2018 to 207% in 2019. The interest cover s indicates the company's ability to settle interest expenses using its earnings. The ratio is determined by dividing the earnings before interest and taxes by the interest expense. The company’s interest cover increased from 7.49 times in 2018 to 114 times in 2019.


Question 3
(a) Identify three different user groups of company accounts and discuss why these user groups are interested in the information provided in financial statements.
Financial statements capture the financial performance of a company over time or at a specific time. The main financial statements include the income statements, statement of financial positions (balance sheet), cash flow statements, and statements of changes in shareholder equity (Armstrong, et al., 2010).  The information contained in these statements can be used by different users to make more informed decisions. The following are some of the common users of financial statements.
· Managers: Managers use the information contained in the financial statements to make better operations decisions. Managers are tasked with manning the daily operation of the company on behalf of shareholders and to maximise their wealth. To achieve thee goals, they have to use financial statements to make better operational decisions and by allocating resources more optimally, sourcing for extra capital, and ensuring the performance of the company improves over time and in comparison with their competitors (Accountingverse.com, 2019). The information used can be sued to determine the level of profitability, liquidity, capital needs, and efficiency. These insights are useful to make better decisions.
· Investors: Investors will evaluate the information contained in different financial statements before they can deice to invest in a company. Investors prefer investing in companies that are sound financially. This includes generating high profits, efficient operations, low leverage, and liquid (Accountingverse.com, 2019). Investors will use information in the financial statements before they decide whether to invest in the company.
· Creditors: Creditors extend loan facilities to companies in exchange for interest and payment of the principal amount. Creditors must, therefore, ensure that they only extend credit to companies that have the ability to pay them in time and at agreed amounts (Accountingverse.com, 2019). Lenders, therefore, use the information contained in financial statements to assess the performance of the company and its ability to pay them. These can be achieved by evaluating the company's profitability, leverage levels, and level of liquidity.
(b) Discuss the advantages and disadvantages of a highly regulated financial reporting regime. You should consider the perspective of both user and the preparer of the financial statements.
Financial reports allow a business to communicate its performance to internal and external users. Companies are required to follow a specific procedure to generate these statements to allow for ease of use and comparison. Failure to follow the set guidelines will lead to scenarios where each company would have its reporting regime. A strict reporting regime has both benefits and drawbacks.
Advantages
· A strict reporting regime helps improve reliability on the financial reports: Since all companies are required to use the same procedure, external users can trust the figures included in the reports since they have followed a specific procedure (Armstrong, et al., 2010). 
· Increases comparability: Users assess and compare the performance of their company by comparing it with other companies in the same industry. This is only possible if all companies follow a strict and rigid reporting regime
· Eliminates chances of fraud: there have been cases of accounting fraud that has led to the loss of billion to investors. For instance, the 2008 global financial crisis was triggered by an accounting fraud in Lehman Brothers and other firms (Corporatefinanceinstitute.com, 2015). These lead to a loss of confidence in the financial reports and can lead to a massive withdrawal of funds and trigger a recession. Following a rigid reporting regime means that all companies follow a specific format to generate their financial report that eliminates frauds and instils confidence in the reports.
Disadvantage
· Increases cost of preparation: using a strict reporting regime means the company must employ skilled employees who can follow the set standards (Chea, 2011). These employees demand more salaries and employment benefit that eats into the company’s profit margins.
· Lack of alternatives: following a strict financial regime means there are no alternative methods for reporting for companies in different industries.
(c) Discuss the limitations of financial statements.
Financial reports overly rely on historical costs to report the value of assets, equity contributed by shareholders and liabilities (Wild, 2003). These costs often change over time and are not captured in the financial statements. This can misguide a user especially when there are huge items. Another major challenge and limitation is the level of inflation. Inflation refs to the continuous increase in prices of goods and services in the economy. When inflation increases, the value of company assets, liabilities, and equity drop. This is not captured in the financial statements and might be misleading to users who don’t factor in the inflation in their assessment. Financial reports overlook intangible assets such as brand equity that has an immense impact on the company. Failure to capture these assets leads to understatements and might be misleading to users. All users must closely consider the limitation of financial statements before they make decisions.
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