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B) Question 2      
 1. Return on capital employed is used to measure the company’s ability in generating return and profit from the capital that has been invested by the company (Agburuga, 2019). Capital employed includes equity capital, non-current liabilities including debt fund and funds from other debt instruments except short term borrowings. Company’s ROCE for the year 2018 was 0.067 or 6.7 %, this means company generated 6.7 % profit on its capital in 2018 and in 2019 ROCE decreased to 0.053 or 5.3 %, the reason behind this decline was that company made lower profit in 2019 as compared to 2018.
        2. Earnings per share(EPS)  ratio used to measure the company’s ability in providing return to each shareholder. It is calculated by dividing number of share outstanding with the net profit after tax (Al-Attabi, 2018). EPS is an important measure used by investors for taking investment decision, higher EPS indicates better profitability whereas lower EPS shows poor profitability. Company’s EPS for year £ 1.028 in 2018 and in 2019 it was £ 0.725, company had higher EPS in 2018 as compared to 2019, this shows that company did well in 2018 in terms of providing return to its capital and shareholder as compared to 2019.
      3. Return on equity (ROE)  allows owners to compare in the same period of time the amount of profit they are entitled to based of their average investments for the exact  same time cicle (Atrill and McLaney 2016). In the present case ROE in 2018 was bigger than 2019 , decreasing  in 2019 to 0.138 revealing that company made lower profits.  
       4. Asset turnover ratio is used to measure the ability of company in generating revenue from the assets of company (Thathera2019). It represents the amount of pound that is generated as revenue for each pound of assets. Higher asset turnover ratio represents higher efficiency of company in generating revenue and vice versa. Company’s asset turnover ratio for year 2018 was 1.657, this means company earned £ 1.657 per £ of assets and it was 1.752 in 2019, company’s asset turnover ratio was higher in 2019 because of higher revenue in 2019.
    5. Stock holding period is used to measure the company’s ability in turning its inventory into final goods and services. It shows number of times that company’s replaced and sold inventory during a specific period of time (Kwak, 2019). Company’s stock holding period for year 2018 was 7.29, this means company replaced its inventory by 7.29 times it was 7.74 in 2019, company’s stock holding period was higher in 2019 because of higher revenue and Cost of goods sold in 2019.
    6. Gearing ratio is used to identify the company’s mixture of funds that is from inside sources like equity share capital and the funds that is from outside sources such as debentures, loan etc (Adabuge, 2018). Company’s gearing ratio for year 2018 was 2.65 and it decreased to 2.070 in 2019, this shows company’s gearing position improved. 



Question 3

A) Different users of financial statements.
According to Atrill et al. (2016) there are many groups of users interested in the financial accounting statements but they are more likely to have different needs of information and this will determine what kind of ratio they think useful for decision making . 
Shareholders they will be more likely interested in having good returns  in relation with their investment associated risk.
Lenders ( credit suppliers of services and goods )on the other half being external users they inclined more likely on the company ability to pay back the owing in a short period of time. 
According to Wood et al. (2011),  government agencies and competitors may have a specific interest in a company ‘s financial analysis therefore  there is no such things as specific points in the financial analysis that can be useful to all users , but there are information that they find to be relevant , in this case they will make further investigation if necessary.

B) Advantages and disadvantages of a regulated regime
According to Weetman (2013), unlike internal users of accounting, external users don’t have access of the business information. And they have to count the integrity and judgment of management to reveal reliable and quality information. However, not all the time information can be reliable, therefore in time have been found that regulation is needed.
Since 2005, regulation of financial reporting has been separated in two different routes depending of the company type. Based on this, we can emphasise  that by having regulated reporting regime external users can count on the information answering to some vital questions on the company financial aspects, offering more flexibility depending by the method adopted, but that benefit can lead to manipulation of standards to make a business seem more secure. Reduce the time and effort and it’s helpful to newer investors and in the same time increases some costs of implementation.



C) Limitations of financial ratios
Financial statements reveal us information ,in financial terms , that already happened, information that is in the past. Is almost not possible to  closely compare two different businesses who are different just by looking at the financial statements   e.g.  to compare a car renting company figures  with Library would not make sense  .Financial statements have sometimes lack of information, but still, is better than having no information at all ( Wood and Sangster, 2011). Based on the historical nature the financial statement is unable to provide present accurate information. Further more there are  many factors that are not revealed by past focused in the interests of being subjective in order to manipulate the figures.
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Income statement for the year ended 31* October
2019] 2018
em em

Revenue £ 50130 £ 48680
Cost of sales B 30950 £ 29990
Gross profit £ 19180 £ 18690
Distribution costs £ 39.70 £ 3120
Administration expenses B 12910 £ 12600
Operating profit £ 23.00 £ 2970
Finance costs £ 020 £ 350
Proft before taxation £ 2230 £ 2620
Taxation £ 9.90 £ 70
Proft for the year £ 12.90 £ 1830
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Statement of Financial Position as at 31* October
2019] 201g]
Em[Em £ £
Property, plant & equipment £ 13220 £ 13730
Current assets
Inventory £ 38.80 £ 4110
Trade receivables £ 114.90 £ 11470
Cash £ 020 £ on
£ 153.90 £ 15660
Total assets £ 286.10 £293.80
Current liabilities
Trade payables £ 8410 £ 7580
Other creditors £ 66.90 £ 1260
B 15100 £ 14840
Long term loans £ 4190 £ 6510
Net assets £ 93.20 £ 8030
Equity
£1 Ordinary shares £ 1780 £ 1780
‘Share premium £ 57.20 £ 6720
Retained profits £ 1820 £ 53
£ 93.20 £ 8030
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39 Financial Ratios

40 Year

41 Ratio Formula 2019| 2018
42 Return on Capital Employed Operating profit / (Total Assets - Current Laibill 0.053| 0.067]
43 Return on equity Net Income / Total Equity 0.138] 0.228
24 Earning per share Net income / number of equity shareholders 0.725 1.028|
45 Gross Profit Margin Gross profit /Revenue 0.383| 0.384|
46 Asset turnover ratio Revenue / Total assets 1.752| 1.657|
47 stock Holding period Cost of Goods Sold / Average Inventory 7.747| 7.297
43 Debtors Collection period (Average account receivable / revenue) * 365 83.587) 86.001]
49 Current Ratio Current assets / current Liabilities 1.019) 1.055|
50 Gearing Ratio [Total Debt / Total Equity 2.070) 2.659|
51 Interest Coverage ratio operating profit / interest expense 115.000 8.486)

52
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Question no 1

Income Statement of Walesple. at 31¢h Decamber 2019

Partialars Tmount
Sales 7030000000
Costofsales F15,75050000
Gross Profit FI157000000
Operating Expenses

Ditrbution xpenses T2 TR T00T0
Administration expenses TIEAIO0TT
Total Operating experses £5,500,50000
“Operating profic £5,715,50000
Debenture mterestpaid TZ00T
Frofiafeer nterest E5475,50000
Taxexpense FT,600,00000
Profitaftertax :,.m,;mw
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‘Statement of Financial Position of Walesplc. at 31¢h December 2019

Fartilars g g
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Nom currentzees

7
Land 2000000000
Flding T Teomonm
o) Accumlate dDepreciaion o buiding FEES00m | £ TLA00000]
Flant F25 000w
eI AccumulatedDepreciation o lart 7S FIE RO
TotalNomcurrentAreets F455000000
Carrertizees
Trade recemabler TE 200000
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Non-Current Liablties

2% debentures 2028 TA00000000
Toral Labilities FE 5000000
Eauiy
T

1 ordinary shares 2900000000
Share premiam TEO000000
Tetamed profics at STt becember 7075 TITEIS0000
AesetSurpis 5,000,000
ToralEquity E50,65550000
Total Equity and Liabilties Fe0 75000000
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Workingnote 1: Calculation of Depreciation

Depreciation on Building (£ 16000000 X 2 %) to administrative
expenses £ 320,000.00

Depreciation on Plant (£ 25600000 x 10 %) to costof sales | £ 2,560,000.00

Note 2: Journal entry for revaluation of land

Land A/c (account) Dr. ( debit ) (£ 20000000 - £ 15000000) € 5,000,000.00

To Appreciation of Land (€ 20000000 - £ 15000000) €5,000,000.00

‘Administration expense A/cDr £ 200,00

ToAccounts Receivable £ 240.00

WorkingNote a: Journal Entry for making allowance for receivables

“Administration expenses A/cDr (£8240000 - £ 240000) * 2% | £ 160,000.00

To Allowance for receivables (€8240000 - £ 240000) * 2% € 160,000.00





