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[bookmark: _GoBack]Question 1:
1. Income Statement:

a) Sales:				£30,300
b) Cost of Sales:			£16,220 + £2,560 = £18,780
c) Gross Profit:			£30,300 - £18,780 = £11,52
d) Administration expenses:	£2,920 + £320 + £500 + £240 + £160 = £4,140
e) Distribution expenses:		£2,160 
f) Operating profit:		£11 520 - £4,140 - £2,160 = £5220
g) Finance costs:			£4,000 * 12% = £480
h) Profit before tax:		£5,220 - £480 = £4,740
i) Taxes: 				£1,600
j) Profit after tax:		£4,740 - £1,600 = £3,140

2. Statement of Financial Position:
Assets:
Current assets:
	Inventory at 31 December 2019				£3,120
	Trade receivables					£8,240
Non-current assets:
	Buildings accumulated depreciation			£4,260
	Plant accumulated depreciation				£4,960

Equity:		
	Share premium						£5,000
	£1 Ordinary share					£29,000		
	Retained profits at 1 January 2019			£8,380	

Liabilities:
Current liabilities:
	Trade payables:					£4,480
Non-current liabilities:
	Debenture interest paid					£240
	Bank							£320

 Assets = Equity + Liabilities


Question 2:
(a)  
	 
	2019
	2018

	Return on capital employed. 
	23 / (286.1-151.0) * 100% 
	29.7 / (293.8-148.4) * 100% 

	
	17,00%
	20.40%

	Return on equity. 
	2.9 / 93.2 * 100% 
	18.3 / 80.3 * 100% 

	
	13.8
	22.7

	EPS.
	12.9 / 178
	18.3 / 80.3 * 100% 

	
	0.72 Pounds
	1.02 Pounds

	Gross profit margin.
	191.8 / 501.3 * 100%
	186.9 / 486.8 * 100%

	
	38.20%
	38.30%

	Asset turnover.
	501.3 / 135.1 
	486.8 / 145.4 

	
	3.71
	3.34

	Stock holding period.
	38.8 / 309.5 * 365 
	41.1 / 299.9 * 365

	
	45.75 days
	50.02 days

	Debtors collection period.
	114.9 / 501.3 * 365 
	114.7 / 486.8 * 365 

	
	83.63 days
	86 days

	Current ratio.
	153.9 / 151 
	156.5 / 148.4 

	
	1.02
	1.05

	Gearing.
	41.9 / (41.9 + 93.2) * 100% 
	65.1 / (65.1 + 80.3) * 100% 

	
	31.01%
	44.77%

	Interest cover.
	23/0.2
	29.7/3.5

	
	115 times
	8.48 times



b) Discuss the situation revealed by the ratios you have calculated in (a):
· The values for return on capital employed are 17% in 2019 and 20.4% in 2018. This may suggest that for every £100 invested in the company, will get £17 and £20.4. For the year 2018, the return on capital employed had a higher value so this year was more profitable.
· The return of equity is 13.8% in 2019 and 22.7% in 2018. The higher value is in 2018 which means that in this year for every £100 invested by the shareholders, the company will generate 13.8 in return.
· In 2019, for every ordinary share held in the company, it earns 72 pence of net profit. Also, the year 2018 was more reliable to invest because the company earned 1.02 pounds per share.
· The gross profit margin for the year 2019 is 38.2% which means that the company will earn £38.2 similarly to the year 2018 when the gross profit margin was 38.3%.
· The asset turnover ratio for the year 2019 is smaller than for the year 2018 which means that the company is not using its assets optimally in 2019.
· For the year 2019, the company has the stock holding period of 45.75 days whereas the year 2018 when the stock holding period was longer, 50.02 days so it suggests that the business has money tied up unnecessarily in inventory.
· The current ratio has small values in both years which mean that company is using efficiently its current assets or its short-term financing facilities.
· In 2019, the interest cover is 115 so the company is able to meet its interest payments 115 times. Also, for the year 2018, the interest cover was only 8.48 times.

Question 3:
(a)
Employees
Employees of an organization may be interested in the information provided in financial statements. They can find out details about the company's stability or about the company's ability to pay salaries and provide benefits to employees. 
Government
Governing bodies of the state, especially the tax authorities, are interested in an entity's financial information for taxation and regulatory purposes. In general, the state would like to know how much the taxpayer makes to determine the tax due thereon.
Shareholders and investors
Possible shareholders or investors need access to financial statements to help them make decisions on what to do with their investments. They need information to assess the company's potential for success and profitability. 






(b)
Advantages:
· A highly regulated financial reporting regime helps to answer a host of vital questions on all aspects of the company’s financial activities, giving both internal and external stakeholders an accurate, comprehensive snapshot of the metrics they need to make decisions and take informed action.
· This type of financial reporting will help you identify issues, both past and present, which will support you to tackle any potential weaknesses while helping you make the kind of improvements that will benefit the overall health of your business.
Disadvantages: 
· Most companies make key business decisions based their financial reporting. But sometimes many businesses endure the harsh consequences due to the inaccuracy of their financial reporting. Unfortunately for these businesses, this resulted in: uninformed decisions, damaged company credibility, low cash flow, a profit is reported too low so the business could be seen as undervalued or a profit is reported too high which means the business can cause a higher tax liability.

(c)
Financial statements are the first documents that users go through before making an informed decision about the company. However, these statements could have too many limitations so should be read or used in conjunction with these limitations.
Financial statements are prepared for a specific time period normally a year. A reader of the reports can make mistakes while analyzing based on only one period of reporting. Looking at reports from various periods and analyzing them prudently can give a better view of the performance of the company.
It is always advisable to look at 2 to 3 periods or even more if we wish to have a true analysis of the affairs of a company. Also, these statements show financial position on a particular date where is the financial position changes every day and with every transaction.
Also, there are many types of fraud in business and sometimes these find their way directly into financial reporting. These can take the form of serious omissions of required information or can appear as misleading or patently false data presented as the real thing.
Summary, a financial statement analysis is usually looking towards the company's financial affairs and fails to provide for non-financial issues which are also equally important for decision making. A business reporting excellent financial figures might be a failure in other areas.


