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Executive summary
The world of accounting and finance is created to understand every tool and improve the quality to make decisions. Accounting is interested in accumulating, analyzing, and informing financial information (Atrill, McLaney,2015). This report is based on calculations in preparing the Wales plc’s income statement for the year ended 31st December 2019 and a Statement of Financial Position as of that date. This calculation was made according to accounts standards, where is based on a formula of accounting. The second part is about calculation and analysis ratios for Jerry plc for both 2019 and 2018: return on capital employed, return on equity, eps, gross profit margin, gearing, and others. The last part was dedicated to discussions regarding three different user groups of company accounts, describing the advantages and disadvantages of a highly regulated financial reporting regime, and analyzing the limitations of financial statements. So financial accounting statements are vital for each business to achieve better results( Atrill, McLaney,2015).











Answer to question 1
	Particulars
	£
	£

	Depreciation 
 Accumulated depreciation a/c
(Depreciation of building)
	320
	320

	
	
	

	Accumulated depreciation a/c
(Depreciation of plant)
	2560
	2560


                           

                                     Calculation after formula of:
Net depreciation = (2560 + 320) = 2880 
Building’s Current value = (16000 – 4260- 320) = 11420
 Plant’s Current value = (25600 – 2560-4960) = 18080
 2% Allowances on receivable trade = [8240 * (100/2)] = 164.8 
 Current receivable balance of trade = (8240 - 164.8-240) = 7835.2
 Expenses of Administration= (2920 + 500 +320 + 164.8+240) = 4144.80 
Sales’ Cost = (16220+2560) = 18780

              

   The income statement of Wales Plc for the year ended 2019.

	Wales plc
Income Statement
For the month ended December 31, 2019
	£
	£

	Income:
	
	

	Sales revenue
	
	30300

	
	
	

	Expenses:
	
	

	Cost of sales
	18780
	

	Gross profit
	
	11520

	Administration expenses
	4144.8
	

	Distribution expenses
	2160
	

	Depreciation
	2880
	

	Earning Before Interest and Tax
	
	2335.2

	Interest 
	240
	

	Earning Before Tax
	
	2095.2

	Tax 
	1600
	

	Net Earning
	
	495.2




The Statement of Financial Position of Wales plc as on 31st December 2019 
	Wales plc
Statement of Financial  Position
As of December 31, 2019

	Assets
	£
	£
	Liabilities
	£
	£

	Current Assets:
	
	
	Current Liabilities:
	
	

	Trade receivables
	7835.2
	
	Trade payables
	4480
	

	Inventory
	3120
	
	Outstanding Insurance fees
	500
	

	Cash at bank
	320
	
	Income tax payable
	1600
	

	Total current assets
	
	11275.2
	Accumulated depreciation
	2815.2
	

	Fixed Assets:
	
	
	Total Liabilities
	
	9395.2

	Land
	20000
	
	Equity Capital:
	
	

	Building
	11420
	
	£1 ordinary shares
	29000
	

	Plant
	18080
	
	Retained profits
	8380
	

	Total Fixed Assets
	
	49500
	Share premium
	5000
	

	
	
	
	12% Debenture
	4000
	

	
	
	
	Revaluation surplus
	5000
	

	
	
	
	Total equity
	
	51380

	Total Assets
	
	60775.2
	Total current liabilities and Stockholder’s equity
	
	60775.2





Answer to question 2
(a)  
2019
	1.                                           Calculation formula

	Return on capital employed= Earnings Before Interest and Tax / Capital employed = 23 / 135.1 = 0.17024

	Capital employed = Total assets - current liabilities = 286.1 - 151= 135.1

	Operating profit = 23



2018                                       Calculation formula
	Return on capital employed = Earnings Before Interest and Tax / Capital employed= 29.7 / 145.4= 0.20426

	Capital employed = Total assets - current liabilities	= 293.8 - 148.4= 145.4

	EBIT or operating profit = 29.7



2.
2019                                       Calculation formula
	Return on equity = Net income / Shareholder’s equity (Anthony et al., 2019) = 12.9 / 93.2=0.1384

	Net income = 12.9		

	Shareholder’s equity= Share capital + retained earning = 17.8 + 57.2 + 18.2 = 93.2



2018                      Calculation formula
	Return on equity = Net income / Shareholder’s equity = 18.3 / 80.3= 0.2279

	 Net income = 18.3

	Shareholder’s equity = Retained earning + Share capital = 17.8 + 57.2 + 5.3= 80.3




3. 
2019                    Calculation formula
	EPS = Net income / Outstanding shares (Total number) = 12.9 / 17.8= 0.7247

	Net income = 12.9	

	Outstanding shares = 17.8



2018                     Calculation formula
	EPS = Net income / Outstanding shares (Total number) = 18.3 / 17.8= 1.0281

	Net income = 18.3

	Outstanding shares = 17.8



4.
2019                         Calculation formula
	Gross profit margin = (Gross profit / Revenue) * 100 = (191.8 / 501.3) * 100= 38.2605

	Revenue = 501.3		

	Gross profit = 191.8	



2018                           Calculation formula
	Gross profit margin = (Gross profit / Revenue) * 100 = (186.9 / 486.8) * 100= 38.3936

	Revenue = 486.8	

	Gross profit = 186.9	




5. 
2019             Calculation formula
	Asset turnover = Net sales / average total assets = 501.3 / 289.95= 1.7289

	Net sales = 501.3	

	Average total assets = (Current year total assets + previous year’s total assets) / 2 = (286.1 + 293.8) / 2 = 289.95




2018                      Calculation formula
	Asset turnover = Net sales / average total assets  = 486.8 / 146.9 = 3.3138

	Net sales = 486.8		

	Average total assets = (Current year total assets + previous year’s total assets) / 2 = (293.8 + 0) / 2 = 146.9	




6. 
2019                 Calculation formula 
	Stock holding period 	= (Inventory / Cost of sales ) * 365 = (38.8 / 309.5) * 365	= 45.7577

	Inventory = 38.8			

	COS = 309.5



2018                 Calculation formula
	Stock holding period 	= (Inventory / Cost of sales) * 365 = (41.1 / 299.9) * 365 = 50.0217

	Inventory = 41.1		

	COS = 299.9		





7.
2019             Calculation formula
	Debtors collection period = (Trade receivables / Sales) * 365 = (114.9 / 501.3) * 365 = 83.6595

	Trade receivables = 114.9			

	Sales = 501.3		



2018            Calculation formula
	Debtors collection period = (Trade receivables / Sales) * 365 = (114.7 / 486.8) * 365= 86.0014

	Trade receivables = 114.7			

	Sales = 486.8		



8. 
2019               Calculation formula
	Current ratio = Current assets / Current Liabilities = 153.9 / 151= 1.0192

	Current assets = (Inventory + cash + trade receivable) = (38.8 + 0.2 + 114.9) = 153.9

	Current Liabilities = (Other creditors + trade payables) = (66.9 + 84.1) = 151.0	



2018              Calculation formula
	Current ratio   = Current assets / Current Liabilities = 156.5 / 148.4 = 1.0546

	Current assets = (Inventory + cash + trade receivable) = (41.1 + 0.7 + 114.7) = 156.5

	Current Liabilities = (Other creditors + trade payables) = (72.6 + 75.8) = 148.4




9. 
2019       Calculation formula
	Gearing ratio 	= Total debt / Shareholder’s equity = 192.9 / 93.2 = 2.0697

	Total debt = (Current liabilities + Long term loans) = (151.0 + 41.9) = 192.9

	Shareholder’s equity = 93.2



2018       Calculation formula
	Gearing ratio 	= Total debt / Shareholder’s equity = 213.5 / 80.3= 2.6588

	Total debt = (Current liabilities + Long term loans) = (148.4 + 65.1) = 213.5		

	Shareholder’s equity = 80.3



10.
2019      Calculation formula
	Interest cover	 = EBIT / Cost of interest = 23 / 0.2 = 115

	Earnings before interest and taxes or operating profit = 23.0

	Cost of interest or finance costs = 0.2	



2018     Calculation formula
	Interest cover	 = EBIT / Cost of interest = 29.7 / 3.5 = 8.4857

	Earnings before interest and taxes or operating profit = 29.7

	Cost of interest or finance costs = 3.5


 
Answer to question 2 b
b)
1. Return on capital employed
About Return on capital employed we can say is indicates the company benefits. Here, the Return on capital employed in 2019 is 0.17, and in 2018 is 0.20. So, it is evident from the above figure that the company generates higher profit against capital employed in 2018 than in 2019.



2. Return on equity
Regarding Returning on equity we can say is evaluates the capability of management to generate revenue from the investment of shareholders. The Return on equity of 2019 is 0.1384 and 2018 is 0.2279. Return on equity of the year 2019,2018 is increased with 10%, which can be considered as a strong Return on equity and can balance the cost of capital. Profitability was bigger in 2018 than in 2019.
3. Earnings per share or EPS
About Earning per share is an important financial sign of the company and represent profitability. Here Earning per share is greater in 2018 which portrays further compared to 2019. So EPS is vital for the company because it shows how much money is making for its shareholders.
4. Gross profit margin
Regarding a big gross profit margin indicates the results and success of the company profit and can nicely operate its cost of sales as well as financing, operating, and other costs (Schumacher, Keck, and Tang, 2020). Here Gross profit margin is higher in 2018 (38.3936) than 2019 (38.2605). We can say 2018 was a successful year for the company.
5. Asset turnover 
Asset turnover is a ratio of total sales to average assets. We can say asset turnover is necessary to help investors to know how efficiently companies use their assets to cause sales. The asset turnover ratio of 2018 (3.3138) is above in comparison 2019 (1.7289) which indicates that management was more efficient in 2018 in producing income from assets.
6. Stock holding period
The stock holding period means the average period time that a company holds the stock. In our question, the stock holding period was bigger in 2018. However, a holding period represents the time from an asset purchase and its sale.
7. Debtors collection period
Regarding Debtors' collection period, in 2018 debtor’s collection period was 86.0014 and the debtor's collection period of 2019 is 83.6595. The company was too productive in 2019 in collecting a debt.
8. Current ratio
The current ratio represents the liquid assets of the business with the current liabilities (Atrill, and MClaney,2015). The current ratio is a little higher in 2018 than in 2019. It means the company was more liquid in 2018 than 2019 to offset its current liabilities by the current assets.
9. Gearing
Regarding gearing can say is a relationship of a company’s debt to equity. The gearing ratio evaluates the portion of equity and borrowed funds. The Gearing ratio is higher in 2018 means 2018 was riskier compared to 2019.
10. Interest cover
An interest coverage ratio evaluates the capability of the company to pay out the interest of the unsettled debt. A very low ratio of 2018 indicates the inefficiency of management in paying interest on loan capital whereas the higher ratio of 2019 shows that management became efficient in the same job.


Answer to question 3
a) 
                       Three different user groups of financial statements. 
1. Investors and owners - Owners determine the scope of profitability of the business from the information of financial statements. Stockholders make decisions regarding their investment in the company and probable investors analyze the profitability prospects of the company.
[bookmark: _GoBack]2. Managers - Management uses the relevant interpretation of financial information to make various economic decisions. One of the significant uses of financial statements by management is to evaluate the performance of individual employees as well as the departments of the organization (Minnis and Sutherland, 2017). Higher management can initiate effective measures after analyzing the interpretation of data available in financial statements. Financial statements also help management to make efficient decisions regarding the increment of sales, business expansion, and many more.
3. Employees - Employees of the business use this data to evaluate operational and financial stability. This helps them to measure the possibilities of the company's expansion and increase performance. Employees are concerned about the company’s profitability and stability.
 

b) The advantages and disadvantages of highly regulated financial reporting.
                                              The advantages
 Record maintenance - Financial transactions of the business are maintained regularly to reduce the dependency on human memory.
Financial statements - Systematic record-keeping method helps the accountant to produce an account of profit and loss, balance sheet, and other statements to determine the loss or profit and financial positions of the company for a specific time frame.
Comparisons of outcome - Efficient record-keeping helps management to compare financial outcomes of different financial years to evaluate the performance and determine the areas of improvement.


             Disadvantages of highly regulated financial statement
Costly - High financial regulation increases the cost of the accounting system which can hamper business profitability.
Inflexibility - Financial regulation decreases the flexibility of the accounting system which may hamper the efficiency and usefulness of financial statements.

 (c)
 The limitations of financial statements
The limitations of financial statements are a very important factor and every specialist needs to careful before relying on them to an excessive extent.
Historical costs - Financial statements are made established on original or historical costs. This statement does not consider the changes in the value due to the effect of time. So, it does not portray the fair scenario of financial position.

Interim reports - Financial statements are considered as interim reports which are unable to provide the final scenario of business position. Data on these statements present approximate values.

Ignore inflationary effects - liabilities and assets are not adjusted with the current inflation rate in the balance sheet. When high inflation rates arise, specifically long term assets appear with lower values in the balance sheet which portray a wrong scenario of asset valuation.

Disregard intangible assets - Intangible assets are not considered as the assets in the financial statements whereas any cost incurred due to these intangible assets are considered as an expenditure. This approach adversely affects the company's value when any company invests huge amounts in producing intellectual properties such as developing a brand image or creating innovative products.
Dependent on the specific timeframe - Users of financial information may get the wrong overview of the company's profitability and financial position if they focus only on a specific period of reporting (Li et al., 2019). Users must undergo a wide range of financial statements from multiple reporting periods to get a sufficient and original picture of the revenue and expenditure.

Not capable of providing comparisons among different companies - Users can not compare financial outcomes of different companies through the financial statement as different companies utilize different types of accounting practices. Outcomes of different practices never produce the same results.

Fraud - Management of the organization can window-dress the financial outcome of the company to portray a better financial position of the organization. Managers practice this manipulative practice when higher management provides huge pressure of better performances to the subordinates.



 Conclusion
So, can conclude each question is a purpose to provide a figure of the financial position and performance of a company. The financial statements regarding income statement and statement of financial position can show the financial health of the business (Atrill, McLaney,2015). 
Examples of three different user groups of financial statements like owners, managers are necessary to protect and manage the business. The limitations of financial are engaging with current markets watching at the accounting and financial fraud daily.
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