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[bookmark: _Toc49354372]Question 1: Income Statement and Statement of Financial Position 

	Wales plc’s income statement
	 

	 for the year ended 31st December 2019
	 

	PARTICULARS
	£’000

	SALES
	30,300

	COST OF SALES
	18,780

	GROSS MARGIN
	11,520

	OPERATING EXPENSE
	 

	SELLING EXPENSE
	2,160

	ADMINISTRATION EXPENSE
	3,665

	OUTSTANDING INSURANCE FEES
	500

	OPERATIG INCOME
	5,195

	 
	 

	OTHER INCOME AND EXPENSES
	 

	Debenture interest paid
	480

	Dividends paid
	560

	EXTRAORDINARY
	 

	INCOME BEFORE TAX
	4,155

	INCOME TAX
	1600

	NET INCOME
	2,555





Table 1: Income statement
(source: excel)


WORKING NOTES: 
	1. DEPRECIATION
	
	
	

	DEPRECIATION ON BUILDING @2%
	320
	Buildings at cost
	16,000

	DEPRECIATION ON PLANT @10%
	2560
	Plant at cost
	25,600

	TOTAL
	2880
	 
	 



	2. ACTUAL ADMINISTRATION EXPENSE
	

	AS PER TRIAL BALANCE
	2,920

	BUILDING DEPRECIATION
	320

	OUTSTANDING INSURANCE
	500

	IRRECOVERABLE DEBT WRITTEN OFF(INCOME)
	(240)

	DISCOUNT ALLOWANCE
	164.8

	 
	3,665



	3. REVALUATION ACCOUNT/RESERVE
	

	INCREASE IN LAND
	5,000

	RESERVES AND SURPLUS
	5,000



	4. COST OF SALES
	

	AS PER TRIAL BALANCE
	16,220

	DEPRECIATION ON PLANT @10%
	2560

	 
	18,780




Table 2: Income statement working notes
(source: excel)

	Statement of Financial Position 
	 

	 for the year ended 31st December 2019
	£’000

	CURRENT ASSETS
	 

	CASH
	320

	INVENTORY
	3,120

	TRADE RECEIVABLES
	8,240

	OTHER ASSETS
	95

	TOTAL CURRENT ASSETS
	11,775

	FIXED ASSETS
	 

	PLANT
	25,600

	ACCUMULATED DEPRECIATION
	4,960

	BUILDING
	16,000

	ACCUMULATED DEPRECIATION
	4,260

	LAND
	15,000

	TOTAL FIXED ASSETS
	47,380

	TOTAL ASSETS
	59,155

	CURRENT LIABILITIES
	 

	ACCOUNTS PAYABLE
	4,480

	OUTSTANDING INSURANCE
	500

	OUTSTANDING DIVIDEND
	240

	TOTAL CURRENT LIABILITIES
	5,220

	TOTAL LIABILITIES
	5,220

	OWNERS EQUITY
	 

	£1 ordinary shares
	29,000

	Share premium
	5,000

	net profit
	2,555

	Retained profits
	8,380

	12% debentures 2024
	4,000

	REVALUATION RESERVE
	5000

	TOTAL OWNERS EQUITY
	53,935

	 
	59,155



Table 3: Statement of Financial Position
(source: excel)
In the above profit statement and financial position, the report has been prepared for wales plc under companies act 2006. The standards and provisions have been used for presenting the annual income and expenses of the company with several adjustments. In the income statement of Wales plc, information of trial balance has been taken with adjustments such as administration expenses, cost of sales, and so on. It also has been observed that the company is paying its debenture interest half amount and remaining is stated to be outstanding entry. It also used the provided adjustments of accumulated depreciation or irrecoverable debt write-offs. Therefore, the values have been evaluated as per the guidelines of companies. This resulted in £3,055. This also resulted in a total equity amount to be £59,655. [Referred to Appendix 1]
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[bookmark: _Toc49354374](a) Ratio analysis results

	 
	2019
	2018

	Return on capital employed
	 
	 

	[EBIT/TOTAL ASSETS-CURRENT LIABILITIES]
	17%
	20%

	 
	 
	 

	Return on equity
	 
	 

	 [Profit after tax / Average Equity]
	0.138412
	0.227895

	 
	 
	 

	 EPS
	 
	 

	[TOTAL EARNINGS/OUTSTANDING SHARES]
	0.724719
	1.02809

	 
	 
	 

	Gross profit margin
	 
	 

	[Gross profit / Revenue]
	0.382605
	0.383936

	 
	 
	 

	 Asset turnover
	 
	 

	[SALES/ASSETS]
	1.752185
	1.656909

	 
	 
	 

	Stock holding period
	 
	 

	[AVERAGE INVENTORY/AVERAGE DAILY COGS]
	0.14381
	0.152959

	 
	 
	 

	Debtors collection period
	 
	 

	[DEBTORS/SALES*365]
	146.5869
	142.4966

	 
	 
	 

	Current ratio
	 
	 

	[Total Current Assets / Total Current Liabilities]
	1.019205
	1.054582

	 
	 
	 

	Gearing
	 
	 

	[DEBT/DEBT+EQUITY]
	0.786776
	0.818408

	 
	 
	 

	Interest cover
	 
	 

	[PBIT / Interest Expense]
	1
	1




Table 4: ratios
(source: excel)

[bookmark: _Toc49354375](b) Analysis and discussion 
The ratio analysis results of Jerry plc have been evaluated for two financial records which are 2019 and 2018. Jerry plc operates in supplying personal care and household products in Europe and the UK market. The income statement and position statement for the year ending on 31st October. The ratios evaluated are Stock holding period, Debtors collection period, Current ratio and so on. It has been observed that sales and current liabilities will be increased in 2019 than in 2018. The return on capital employed has been decreased to 17% in 2019, which was 20% in 2018. This shows that the current year results have been reduced where the efficiency of the jerry plc to generate revenue from its capital employed. Earning generated on the capital employed is diminished in the current year due to decreased income of the company. Return on equity also has been reduced in 2019 than 2018 by 9%. This evaluates the income generations on the assets of the company. [Referred to Appendix 2]


Figure 1: jerry plc data
(source: provided)

Figure 2: ratio analysis
(source: provided)

This also states the performance of the company has been reduced on the assets employed. The EPS resulted in being decreased from 1.02 to 0.74 in the 2019 fiscal year. This shows that the company income on each share has been dropped in the current year. This also has been observed that the gross profit margin has been expected to be constant in 2019 to be 38%. This shows that the company income on the cost of goods has been similar to the previous year. The assets turnover ratio has been observed to be increased in the current year than the last year. This shows the increased efficiency for generating income. The results show that it was 1.75 in 2019 and 1.65 in 2018. The holding period of inventory is 52 days in the current year, which was 55 days in the previous year. This shows that the holding period of jerry plc inventory has decreased in the current year. The debtor collection period is 146 days in the current year, which was 142 days in the previous year. This shows that the collection of debt amounts has been increased in the current year. The results of the current ratio for 2019 is 1.09 whereas it was 1.05 in 2018. The paying ability of the company of its current liabilities was increased in 2019.

Figure 3: ratio analysis
(source: provided)


Figure 4: ratio analysis
(source: provided)
The Gearing ratio is 79% in the year 2019, which was 82% in 2018. This shows that the funds of the company using equity or debt has been decreased in the current year. Interest coverage is observed to be 1 in both financial years. This shows that the company ability has been unchanged in both years for paying interest expenses on its debt. (ClearTax.in 2020)
[bookmark: _Toc49354376]Question 3 
[bookmark: _Toc49354377](a) Discussing the needs of financial statements users
Several people in the organisation use financial statements. The users of the financial statements are market analysts, creditors and so on (Bergmann and Fuchs, 2017). Financial reports include information on cash flows, incomes, expenses, and position of the company. This statement shows business trends, collection of receivables or payables and so on. The users of the financial statements are:
· Investors and owners: Investors or stockholders require financial information for helping on decision making. This decision was made on purchasing and selling of their shares in the company (Consoni and Douglas Colauto, 2016). Potential investors are required to evaluate the performance of the company for increasing their success. These were used to raise their profitability in the investments of shares. As per the same requirement company or business owners are required to evaluate their profitability and performance. 
· Management: In organisations or company’s owners are involved in Management. This also includes professional employees for managing operations and performance of the company (De Simone, 2016). They work to be the agents of the owner in the company. This uses the information provided in the financial statements for decision making of economy, business and so on. This helps to give the overall working, such as purchasing of raw materials, selling on individual markets and so on.
· Employees: The financial statements information are used by employees to evaluate the stability and performance of a company. This also helps them to gather the capacity of the company for paying their employee benefits and salary. This is used for analysing the performance of the company to result in expansion. This expansion of the business evaluates position in the current Market (El Guindy and Basuony, 2018). The information and data like fluctuation in profits of the company show risk factors of the company at a greater extent. Employees also use this information for future remuneration that shows the profitability for providing career development for employees. (Helsinki.fi, 2020)

[bookmark: _Toc49354378](b) Discussing the limitations of financial statements
Advantages of financial statements regime are:
· Accomplishes Consistency in Accounting: Standards of accounting provides recording and rules for standard treatment of transactions. This also provides a format for recording transactions in statements (Florou et al. 2017). This helps to provide consistency in the results of accounting techniques and methods.
· Improves Trustworthiness of Financial Statements: Financial statements provide reliability to stakeholders of the company. Investors and stakeholders of the company use its financial data for its decision making. Some of the investors use company financial statements to understand the income or return rate on the shares invested for better and effective decisions. Therefore, these statements show the actual income and losses of the company in the operating market. Accounting standards confirm the trustworthiness and reliability of the financial statements.
· Avoids Scams and Accounting Influences: All entities should follow the methodology and principles of accounting standards. The similar methods followed by the company reduced the manipulation of accounting results to the company.
· Supports Accountants: Standards of accounting helps to check assurance of the recording of transactions in the financial statements. (harvard.edu, 2020)
· Comparability: Accounting standards provide rules and format for recording transactions for all entities (Olesen and Cheng, 2017). This report is further used for comparing the performance of several companies.
· Influential Administrative Responsibility: Standards of accounting helps to provide Management to check their annual performance and opportunities in the market. This will assist in evaluating the profitability of the company. Management should choose the policies for stability and working of the financial statements.
Disadvantages of financial statements regime are:
· Choosing alternative methods for recording transactions creates a challenging situation in decision making by Management. Standards of accounting don't provide guidelines as per organisation choice.
· Standards of accounting don't dominate the laws of the country. The regulations of the country limit the policies of accounting. 
· Standards of accounting are challenging to understand, which should be appropriately guided by the Management or officials. This creates misappropriation or confusion for recording events and transactions. 
[bookmark: _Toc49354379](c) Discussing accounting regulations
· Historical cost dependence: the transactions are recorded in the statements at their original cost. This is the issue that the value of liabilities and assets changed in the annual balance sheet, including marketable securities. This also states that the amount of fixed assets does not change. Therefore, the historical cost in the balance sheet may provide non-accurate results to the company or investors.  
· Intangible assets: in financial statements, some intangible assets are not recorded. As per the standards, the expenses paid on the creation or for intangible assets are recorded in the income statement. For increasing brand image and development of the product, huge costs can misinterpret the value of the company. This states that if the company is not recording the value of intangible assets, then the payments would lead to providing wrong assumptions and performance. This will create confusion and misinterpretation of the company financial position. 
· Inflation: in economic situations resulting in a high inflation rate, the unchanged value as per inflation in the balance sheet will result in a low amount. This gives the unfair image or performance of the company. 
· Particular time period: financial statements users can misinterpret the financial results or cash flow statement on one-year observation. The one-year report will not be accurate for analysing the performance of the financial accounts or company. 
· Fraud: The reports or statement can be influenced by the management or excellence results pressure. For increasing the bonus pay-outs, Management can increase the sales level in the information to provide such benefits.
· Comparison: Standards are provided differently according to the industry, the business operating. This creates an issue for contrast when the practices of accounting results to differ. This can be managed by understanding the disclosure policies of the company following.
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Appendix 1: Trail balance of Wales plc 
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Appendix 2: Financial Information of Jerry Plc 
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(Source: provided)

Stock holding period	2019	2018	52.490733876945882	55.829921845924822	Debtors collection period	2019	2018	146.58685774204824	142.49659632402995	



2019	Return on capital employed	Return on equity	Gearing	Gross profit margin	0.17024426350851218	0.13841201716738197	0.78677648135438116	0.38260522641133055	2018	Return on capital employed	Return on equity	Gearing	Gross profit margin	0.20426409903713891	0.22789539227895395	0.81840796019900497	0.38393590797041904	



2019	EBIT	ASSETS	CURRENT LIABILITIES	PROFIT AFTER TAX	AVERAGE EQUITY 	TOTAL INCOME	OUTSTANDING SHARES	GROSS PROFIT	SALES	INVENTORY AVERAGE	COGS	DEBTORS	CURRENT ASSETS	DEBTORS	EQUITY	DEBT	PBIT	INTEREST EXPENSE	23	286.10000000000002	151	12.9	93.2	12.9	17.8	191.8	501.3	38.799999999999997	269.8	114.9	153.9	114.9	93.2	343.9	0.2	0.2	2018	EBIT	ASSETS	CURRENT LIABILITIES	PROFIT AFTER TAX	AVERAGE EQUITY 	TOTAL INCOME	OUTSTANDING SHARES	GROSS PROFIT	SALES	INVENTORY AVERAGE	COGS	DEBTORS	CURRENT ASSETS	DEBTORS	EQUITY	DEBT	PBIT	INTEREST EXPENSE	29.7	293.8	148.4	18.3	80.3	18.3	17.8	186.9	486.8	41.1	268.7	114.7	156.5	114.7	80.3	361.9	3.5	3.5	



2019	 EPS	 Asset turnover	Current ratio	Interest cover	0.7247191011235955	1.7521845508563438	1.0192052980132451	1	2018	 EPS	 Asset turnover	Current ratio	Interest cover	1.0280898876404494	1.6569094622191967	1.0545822102425875	1	
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