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Question 1   

[bookmark: _Hlk48436766]Wales 
Statement of compressive income for the year ended 31st December

Sales 					30300
Cost of Sales (16,220+2560) 	 	18780
				      ---------------------
					11,520

Distribution Expenditure			2160
Administrative Expenditure			4144.8
Interest Exp. (12%*4000)			,.480
				     -----------------------	
Operating Profit 			4735.2
Net profit before Tax			4735.2
Tax payable				1600
				   ----------------------
Profit after Tax 			3135.2



Wales 
Statement of Finical Position as at 31st December,2019
Assets				                  Amount in £        Amount in £
Non-Current Assets
Land						20,000	
Building					15,000
Acc. Depreciation (4260+2%*16000)		4,500
Plant						25,600
Acc. Depreciation 				7,520		49,500
-------------------------------------------------------------------------------------------
               Current Assets 				
Trade Receivable 				8,240
Irrecoverable debt				240
Provision 					164.8
Inventory 					3120
Bank (320-240)				80		11,035.2
                        -----------------------------------------------------------------------------------------------
Net Assets 							60,535.2


capital and liabilities
Capital				                         29,000
Share premium				5,000
Reserve Surplus				5,000
Reserve profit					8380
Profit After Tax				3135.2
Dividend Paid 					560
Profit after tax					3,135.2            52955.2
---------------------------------------------------------------------------------------------------
Current Liability 		
Trade payable					4,480
Interest paid					240
Tax Payable					1600
D. Interest 					240
Instance fee payable				500		6,580
------------------------------------------------------------------------------------------------------
60,535.2


Working

Admin expenditure 				2920
Dep on building (2%*1600)			320
Irrecoverable Debt 				240
Allowance for bad debit (2%*8240)		164.8
Outstanding insurance fees			500
Admin Expenses 				4144.8

Cost of Sales 					16220				
Dep on plan (25600*10%)			2560
					        ---------------------
						18780					   






Q#2
Part a
1 Return on capital employed

ROCE = 
					2018						
ROCE= 		
	           			= 17.02%

2019		
			ROCE= 
				= 20.42%

2 Return on equity.
[bookmark: _Hlk48435438]Return on Equality = 
2018				        
				ROC =  			
		       		= 0.22			        
		       		= 22%  			        	        
 	2019

ROC =  	

=  0.138
= 13.8 %



3 EPS
EPS = 
				2018				        
				EPS =  				
		       		= 0.298			        	
			
2019
				EPS =  
				= 1.0224	
 
4. Gross profit margin 
	Gross profit Margin = 
2018
GPM= 
= 38.39%


2019

GPM= 

= 38.26%






5 Asset turnover 
Asset Turnover = 	
2018
AT=  
= 6.06 times
2019
AT =  
=5.378 times


6. Stock holding period 


	Stock holding period = 
2018
SHP= 
= 50.02 Days
2019

SHP= 

= 45.75 Days


7. Debtors collection period 
2018
SHP= 
= 30.8165 Days
2019
SHP= 
= 27.55 Days


8. Current ratio 
			Current Ratio = 	
2018
CR=  
= 1.05 times
2019
CR =  
= 1.01 times




9. Gearing 
Gearing Ratio = 	
2018
GR=  
= 44.7%
2019
GR =  
= 31.09 %

10. Interest cover
Interest Cover Ratio = 	
2018
ICR=  
= 8.485 times
2019
ICR =  
= 6.571 times



Part b
Situation revealed by the ratios calculated for year 2018 and 2019
All ratios calculated for year 2018 and 2019 point out company performance as it is evident from ratios company performance has declined in 2019 as compared to 2018. Most important measure of liquidity current ratio has decreased to 1.01% which is alarming to say the least. 
Lenders are concern with gearing and interest cover ratio which has also send negative signals regarding company ability to pay its short term its debt obligation as both ratios decreased in 2019 as compared to 2018.
Investors and stockholder are concern about EPS of Wales plc. which had improved but still lower according to industry standards. 
Return on equity, ROCE, assets turnover as well as gross profit margin indicate and measure the efficiency of company assets and process to generate profit. It is alarming that all four ratios decreased and it shows company is not performing up to industry standards.
Stock holding and debtor collection periods of Wales Plc. has shown that lower stock holding period indicating inventory is help longer and sales are low. Debtor collection period has improved marginally and it shows company ability to recover its receivables on sales on credit, but it is still lower than industry standards.


Q#3

Part a. Three user groups of company accounts and information provided in financial statements. 
The three user group of financial statement includes

1. Lenders
Lenders are interested in and primary user group of information provided in financial statements as the

a. Lenders want their investment and debt to be secured and through financial statements they can calculate ratios like interest coverage, times interest earn to check the financial performance of an organization.
b. All big institutional lenders and banks use legal agreement while lending with certain terms and condition. Financial statements are used by lenders to check that organization is complying with those terms and conditions.
c. Information provided in financial statement is used in accessing various risks associated with lending to a company such as credit risk and market risk etc.

 
2. Management and employees
Management of the company is also a main user of financial statement because 

a. Information provided in financial statement helps in evaluating performance of various departments within the organization. For example, sales revenue provides information about sales and marketing department performance in given financial year.
b. Management use information in financial statement to evaluate the efficiency of its operation and assets utilization level in term of profit generation.
c. Company accounts provide information to management about expenses and income that company generates and management use this information to make decisions regarding budget for next year.
d. Employees used the information provided in financial statement to evaluate the stability and profitability of an organization because it impacts organization ability to pay wages and benefits. Employees access their career development and other option on the basis of company performance as well (McCarthy, 2001). 


3. Suppliers
Suppliers are also user of company account and information provided in financial statement

a. Suppliers used the information provided in accounts and financial statement of the company in order to evaluate the liquidity position of the company as most of their obligations are short term in nature.
b. Mostly supplier provides material to the company on credit and they use financial statement to access company financial health to make decisions.
c.  Potential suppliers use financial statements to make decisions of whether or not enter into business with particular firm (Chan, 2008).


Part b. Advantages and disadvantages of a highly regulated financial reporting regime 

The advantages of a highly regulated financial reporting regime includes following
1. Highly regulated financial reporting regimes enables its user to make informed and timely decisions as it provides them required minimum information. It helps in boosting confidence of investors and lenders as they can easily access organization financial health.
2. Highly regulated financial reporting regimes benefits organization that prepares it because it enables company to publish their financial performance in credible way. It attracts investment and which in increase company profitability. 
3. Financial reporting unable all stakeholders to evaluate company management efficiency in operation as compare to other companies in same industry as profitability, liquidity and efficiency ratios could be calculated from financial data available in reports as per requirement. 

The disadvantages of a highly regulated financial reporting regime includes following
1. First of all, highly regulated reporting regime does not consider the different set of regulations employed in different countries. Companies working in multiple countries simultaneously find it difficult to comply with contradictory set of standards on national and international level.
2. Secondly, high regulations are rigid and it does not take into account different business needs and requirements as there are some universal accepted standards (Leuz, 2010).
3. The external environment influences that impact the business directly such as technological, social, environmental etc. factors are not taken into account in highly regulated financial reporting and it confines the reporting only to financial data without any context.  

Part c. Limitations of financial statements
The limitations of financial statements include following
1. Firstly, financial statements are subject to accountant’s opinion while adopting accounting rules and regulations while capitalizing expenses. This leads to manipulation and alteration in reporting company performance; in turn investors lose trust and avoid lending.
2. Secondly, financial statements only reports financial data and figures but it overlooks the non-financial factors such as external environment factors and industry in which business is operating. These factor impacts the company performance significantly, for example, legal and political influence in country should also take into account while making decisions.
3. Thirdly, financial statements do not take into account the changing value of assets and inflation causes changes in market value of assets (Merton, 1992). The true worth of business can only be determined when business is terminated and liquidation results in true market value of the company’s assets.
4. Fourthly, in order to check the accuracy of the financial statements audit is needed. Without audit there is no way verify that financial statements are prepared according to accounting practices and rules (Stafievskaya, 2015). 
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