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Financial statement

Income Statement: It is an important kind of statement that may enable the firms to include the financial information regarding the income as well as the expenditures of the firms. The net income or profit or losses in the firm can be computed by using a profit or loss statement (Warren et al., 2011). This may be helpful for measuring the financial performance and recording the historical information about the cost, expenses, income and revenues. 
	Income Statement As on 31st December 2019

	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	30,300,000

	Cost of sales 
	 16,220,000
	

	Distribution expenses 
	2,160,000
	 

	Administration expenses 
	2,920,000
	 

	Land at cost
	15,000,000
	

	Buildings at cost
	16,000,000
	

	Buildings accumulated depreciation
	
	4,260,000

	Plant at cost 
	25,600,000
	

	Plant accumulated depreciation 
	
	4,960,000

	Trade receivables 
	8,240,000
	

	Trade payables 
	
	4,480,000

	Inventory at 31 December 2019
	3,120,000
	

	£1 ordinary shares
	
	29,000,000

	Bank 
	320,000
	

	Share premium 
	
	5,000,000

	Retained profits at 1 January 2019
	
	8,380,000

	12% debentures 2024
	
	4,000,000

	Debenture interest paid 
	240,000
	

	Dividends paid 
	560,000
	

	
	90,380,000
	90,380,000

	
	
	

	Gross Profit
	 
	14,080,000

	
	
	

	General and Administration expenses 
	 
	 

	Depreciation on Building (2% on cost)
	320,000
	 

	
	
	

	Outstanding Insurance Expenses 
	500
	 

	Irrecoverable debts
	240
	 

	Allowance for receivables (2%)
	164,800
	 

	Selling and distribution cost 
	 
	 

	
	
	

	Depreciation on Plant (10% on cost)
	2,560,000
	 

	Total expenses 
	 
	8,125,540

	EBIT
	 
	5,954,460

	Interest 
	 
	240,000

	Net income
	 
	5,714,460



Balance Sheet: This statement may enable the company for recording the liabilities, shareholder’s equity, and assets. Balance Sheet may include short terms as well as long term assets, long term and short-term liabilities and this may aid the stakeholder for measuring the information and financial performance as well as position (Robinson, 2020). 
	Balance Sheet Statement As on 31st December 2019

	Particulars
	 
	Amount (£)
	Amount (£)

	Assets
	 
	
	

	Current Assets:
	
	
	

	Closing Inventory
	
	3,120,000
	

	Receivables
	8,240,000
	
	

	2% allowance for receivables 
	-164,800
	
	

	Bed debts 
	-240
	8,074,960
	

	Cash at Bank 
	
	320,000
	

	Total Current Assets
	
	
	11,514,960

	Fixed Assets:
	
	
	

	Land
	
	20,000,000
	

	Building
	16,000,000
	
	

	2% depreciation 
	-32000
	
	

	Accumulated depreciation 
	-4,260,000
	11,420,000
	

	Plant
	25,600,000
	
	

	10% Depreciation 
	2,560,000
	
	

	Accumulated depreciation 
	4,960,000
	18,080,000
	

	Total Fixed Assets
	
	
	50,560,000

	Total Assets
	
	
	60,774,960

	Capital and Liabilities
	
	
	

	Current Liabilities:
	
	
	

	Payables
	
	4,480,000
	

	Outstanding insurance fee
	
	500
	

	Total Current Liabilities
	
	
	4,480,500

	Long-term Liabilities:
	
	
	

	Debenture 
	
	
	4,000,000

	12% debentures 
	
	
	240,000

	Capital
	
	
	

	Share premium  
	
	5,000,000
	

	Capital  
	
	29,000,000
	

	Add: Net Profit
	 
	5,714,460
	

	Retained Earnings 
	 
	8,380,000
	

	Dividend Paid 
	 
	560,000
	

	Revaluation reserve
	 
	5,000,000
	

	Total capital
	 
	
	53,654,460

	Total capital and liability 
	 
	
	62,374,960

	Income tax liability 
	 
	 
	1,600,000

	Total capital and Liabilities
	 
	 
	60,774,960



Working notes
Depreciation
Building: 2% of the cost of building
Therefore, 2% x 16,000,000= 320,000
Plant: 10% of the cost
Therefore, 10% x 25,600,000 = 2,560,000
Balance Sheet Adjustment:
The land cost has been revalued at £20,000,000. 
Sales- (cost of sales + depreciation of plant) = Total Revenue
* 30,300,000 - (16,220,000 + 2,560,000) = 11,520,000 *
Total expenses = Administration expenses + Distribution Expenses + Depreciation on building + Outstanding insurance Expenses + Irrecoverable debts + Allowance for receivables + Debenture interest paid = 2,920,000+ 2,160,000+ 320,000+500+240+164,800+240,000 = 5,805,540 
	Administration expenses 
	2,920,000

	Distribution expenses 
	2,160,000

	Depreciation on Building (2% on cost)
	320,000

	Outstanding Insurance Expenses 
	500

	Irrecoverable debts
	240

	Allowance for receivables (2%)
	164,800

	Debenture interest paid 
	240,000

	
	



Net profit = Total revenue – Total expenses
11,520,000 - 5,805,540 = 5,714,460
Sales – cost of sales = Gross profit
30,300,000 – 16,220,000 = 14,080,000

The cost of building is £11,420,000= 16,000,000-320,000-4,260,000
The cost plant has been adjusted by reducing the accumulated depreciation of £2,560,000 from £25,600,000.
 The value of the plant became: 25,600,000-2,560,000-4,960,000 = 18,080,000. 
Capital has been computed by adding the share premium of (5,000,000) to ordinary share capital of £29,000,000. Hence, capital is £34,000,000. 
The debenture of the £4,000,000 has been included in the long-term liability as the company will have to pay this debt money to the debenture holders in long run.
12% debenture in the company is £240,000. 
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Ratio Analysis
Ratio analysis can be defined as an important technique for financial measurement and analysis of the firm. The ratio analysis may aid to determine the trends of the financial performance and it can affect the decision of the firm in the company (Warren et al., 2011). 
The ratio analysis for Jerry Plc is given below:
	Ratio
	Formula
	2019
	2018

	ROCE
	Operating profit (total assets-net assets) *100%
	11,92%
	13,91%

	 
	Operating profit 
	23.0
	29.7

	 
	Total assets-net assets
	192,9
	213.5

	Gross profit margin
	Gross Profit / revenue*100
	38%
	38%

	 
	Gross profit
	191.80
	186.90

	 
	revenue
	501.30
	486.80

	Return on equity 
	Profit for the year(net income) / shareholder’s equity*100
	14%
	23%

	 
	Profit for the year (net income)
	12.90
	18.30

	 
	Shareholder's equity
	93.20
	80.30

	Asset turnover 
	Revenue / Total assets
	1.752
	1.657

	 
	revenue
	501.30
	486.80

	 
	Total Assets
	286.10
	293.80

	Stock holding period
	Inventory / Cost of sales *365
	46
	50

	 
	Inventory
	38.80
	41.10

	 
	Cost of sales
	309.50
	299.90

	Debtors collection period
	Trade receivables/sales*365
	84
	86

	 
	Trade receivables 
	114.90
	114.70

	 
	Sales (revenue)
	501.3
	486.8

	Current ratio
	Current assets/Current Liabilities
	1.02
	1.05

	 
	Current Assets 
	153.90
	156.50

	 
	Current Liabilities
	151.00
	148.40

	Gearing Ratio
	Long term loans/net assets * 100%
	45%
	81%

	 
	Long term liability
	41.90
	65.10

	 
	Net assets
	93.20
	80.30

	Earning pers share
	Profit for the year (net income)(net income ) /number of ordinary shares
	0.72
	1.03

	 
	Profit for the year (net income)
	12.90
	18.30

	 
	number of ordinary shares
	17.80
	17.80

	Interest Cover
	EBIT (operating profit)/Total Interest Expenses (finance costs)
	115
	8.49

	 
	EBIT
	23.0
	29.7

	 
	Finance costs 
	0.20
	3.5



ROCE – return on capital employed
It is an important financial ratio that can be applied for assessing the efficiency in the capital for gaining good profitability. This ration may provide assistance in measuring how efficiently the capital invested by the company is increasing the profit of the firm (Brigham and  Daves, 2012). From the table and analysis of the ROCE of Jerry Plc, it is found that ROCE of this company has waned in 2019. ROCE of the company was 13,91% in 2018 but it became 11,92% in 2019. It means the efficiency in the capital of Jerry Plc has plunged in 2019 that affected the ROCE negatively. 
ROE – return on equity
It is used as a measure of the ability of the management for generating a good amount of income from the equity available to the company. ROCE approx. 15% to 20% can be said well for the company. Hence, ROE in the context of Jerry Plc is was very effective in 2019 as it was 23% which indicates Management was quite efficient and able to manage the equity in a manner to improve the return and income (Warren et al., 2011). However, it fell off in 2019 by 14% which is defining reduction in the ability of the management and its efficiency to generate a return on equity to improve the wealth to shareholders. It is gaining lesser income in 2019 compared to last year that influenced the ROE of the firm. 
Gross Profit Margin
The profitability of the companies can be measured by using this ratio as it compares the health and profitability of the firm leftover sales revenue subtracting the cost of sales. A higher gross margin may indicate the ability of the firms for retaining higher capital and to improve the wealth of shareholders. (Robinson et al., 2015) The gross margin of Jerry Plc is the same in two years. It was 38% in both 2018 as well as in 2019. However, there is a very slight difference. It was 38.39% in 2018 but lessened by 38.26% in 2019. This may indicate inefficiency in the operation which has increased the cost of sales of the firm. 
Asset Turnover
It is the ratio of total sales to the assets of the firm. This is an important ration for measuring the financial performance and the investors may understand how effectively the firms are using the available assets for increasing the sales. The ratio of one company can be compared to the same ratio of other companies for finding the best one using assets optimally to improve the income and sales (Brigham and Houston, 2012). ATR for Jerry Plc in 2018 was 1.657 and it became 1.752 in 2019 which indicates good efficiency of management to use the assets in an effective manner. 
Stock Holding Period
The stock holding period can be defined as the time between the acquisition and procurement of the material and sales of the products. It may aid to measure the number of days during that the inventory is held by the firms. The inventory is divided by the cost of the sales for finding the inventory turnover. Hence, Jerry Plc has improved its efficiency to use the inventory in an effective manner for generating higher sales (Martin and Alvarez, 2011). The period for holding stock in Jerry Plc was 50 days in 2018 but it decreased in 2019 by 46 days which indicates efficiency in the company to replenish the inventory more frequently. Lower the period for holding stock in the company may improve the attractiveness of the firm and may improve the sales of the firm. 
Debtors’ Collection Period
This is a ratio that measures the amount of time it is taking for the collection of all the trade debts. A small number of days for the collection of debts may demonstrate the efficiency in the management and vice versa. Trade debtor’s collection time or period might be computed by dividing the trade receivables by sales. Hence, it is found that the debtor’s period in 2018 was 86 days but it decreased in 2019 and became 84 days. The efficiency in Jerry Plc declined during 2019 that led to the increase in the period for collection of receivables. 
Current Ratio
A ratio that is applied for assessing the relationship of the current assets of the enterprise with the current liabilities in the firms may be stated as the current ratio. This ratio can be helpful in Jerry Plc for measuring its efficiency and ability to meet the obligation and liabilities in the short run. The current assets of Jerry Plc can be divided by Jerry Plc’s current liabilities for finding the current ratio (Weetman, 2013). Jerry Plc’s current ratio is 2018 is 1.05 but it reduced in 2019 by 1.02. It means Jerry Plc lost its ability to pay out the liabilities in 2019 because the current asset became lesser in comparison to the current liabilities in 2019 than last year. 
Gearing Ratio
The equity of the firm and debt are two important sources that are used for raising the fund in the entity. The relationship of the total debt can be compared to the total equity of the firm for determining the gearing ratio. A higher gearing ratio may be undertaken as a decease inefficiency and creditworthiness of the entity because of higher debts owed to the company (Epstein and Lee, 2014). Hence, Jerry Plc has a good and effective gearing ratio in 2019 in comparison to last year. The gearing ratio of Jerry Plc was 81% in 2018 but Jerry Plc increased equity funds that led to a decrease in the gearing ratio by 45% in 2019. It improved the creditworthiness of the entity in the market and may influence the investment in the company in the future.
Earnings per share -EPS
It is the figure that is considered in the financial ratios for measuring and describing the profit per share in the public company. The net income of an entity divided by the total number of outstanding ordinary shares in the company can be helpful for determining EPS in the company (Martin and Alvarez, 2011).  The EPS of Jerry Plc was 1.03 in 2018 but it became 0.72 in 2019 which indicates the company has become inefficient and ineffective in 2019 for improving the income and wealth of shareholders.
Interest Cover
This ratio may aid to determine the solvency of the firm for assessing the efficiency and ability of the entity for paying out its interest on the amount borrowed. Earnings before interest and tax might be divided by the interest expenses due to measuring the ability to pay out the interest liability (Brigham and Ehrhardt, 2013). The interest cover for Jerry Plc in 2018 was 8.49 but it increased to 115.00 in 2019. It means Jerry Plc is more able in 2019 to pay its interest expenses and liabilities very effectively than in 2018. 
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[bookmark: _Toc46062886]Users of financial information

Financial and accounting information is very important for the stakeholder of the firm. They consider the accounting information of the entity while they make decisions associated with the firm. There are three main users of accounting and financial information. 
Management
Management needs accounting information and facts about the financial performance of the entity to make decisions and take actions to maintain and enhance performance. The facts regarding the financial position and its profitability over the years, management may use for comparing and analyzing the performance and financial resources in the firm to make the further expansion of the market and grow the sales and profit (Weil et al., 2013). Planning is a very important function of the managers in the company and they can use accounting information and business transaction insights for planning to grow in the future. Managers may need information for making decisions such as allocation of human, financial and other resources to achieve the tasks and attain the goals (Collier, 2015). At the same time, businesses may be influenced by different factors and this may cause deviation in the performance. It requires the management to focus on effective monitoring of the activities of businesses. The manager considers accounting data and information for making pricing and investment decision and controlling the performance by setting up a good comparison of the actual performance against the budgeted performance. 
Lenders
They are also considered as stakeholders. They are outsiders to the company and provide loans to firms for meeting the requirement of the capital. They are concerned about the good performance of enterprises as growth in the performance may reduce the risk of the loss of money and failure of the firm to pay out their money. Lenders can affect the operation of the firm by availing money on time. They need correct and accurate information about the accounts of the company and the financial performance by analyzing the statements of the entity (Weil et al., 2013). It helps them to find out and determine the position of the company to pay the money of loans in the long run or not. They measure the creditworthiness of the company by using the financial as well as accounting information. For example, if lenders find poor liquidity of the firm and higher gearing ratio, they can deny providing financial help and loan to the company (Robinson, 2020). Higher the liabilities in the company, lessen the chance are there to get a loan from lenders. Hence, borrowers must have to prove that they do not need any money. 
Shareholders or inventors
A shareholder is one of the key stakeholders of the company. The shareholder of the firm may affect the operation of the company and the capital structure of the entity. They are interested in investing in the firm may provide a higher return on their investment and can improve their earning and income in the long future. They need to determine which company is performing effective and which is declining in the market so that they can sort out the best options for their profitable investment (Kanakriyah, 2016). The information about the future projects of the firm, investment of the company in future projects, the financial performance of the entity over the past few years, expected performance in the future, and others. The valuation of assets, profitability analysis, historical record of return on investment of shareholders and others can be considered by shareholders while making an important decision regarding investment or disinvestment (Robinson, 2020). They are very much concerned about the growth in the sales revenue, an extension of the profitability, reduction in liability and others to enhance the scope and opportunity to grow return on investment. 
[bookmark: _Toc46062887]Benefits and limitation of the regulated financial reporting regime

Today, businesses are operating in the competitive market and they may focus on attracting the investment for increasing their capital for further investment and business expansion. It is required to protect the interest of the stakeholder of the firm such as the public, lenders, suppliers, shareholder and others in the market as businesses may provide wrong information to meet their interests only (Watson and Head, 2013). Hence, governments are focusing on making the regulations for reporting stricter to improve the validity and reliability of the information. Businesses are restricted to comply with IFRS, GAAP, IAS, FASB, IASB and other standards for managing the accounting information in the reports. 
Benefits of regulated reporting regime
The biggest benefit of the regulated reporting regime for the businesses ensures an efficient market and this may generate equality for the public and improve the benefits for the public in the market. From the perspective of the users, a regulated reporting regime may ensure consistency in the accounting and financial statements that can be helpful for the public to easily compare and find the actual results in the reports (Flower and Ebbers, 2018). It improves effectiveness in their decision. The regulatory regime for reporting may make something mandatory to be reported to the general public and stakeholder and this may ensure the protection of the public from being cheated. From the perspective of preparers of the report, regulated regime and compliance with standards such as IFRS would enable the company to follow similar regular across the world while conducting accounting practices. It would improve the efficiency and reduce the time and cost of the company in preparation for the statements. 
Limitations of regulated reporting regime
A highly regulated reporting regime may affect the flexibility of the company to adjust any changes and to make adjustments. It can be costly for small businesses in the market to afford a highly regulated regime for accounting and reporting (Ahmed et al., 2013). The regulatory regime may affect the firms to provide actual information because it can make mandatory something that may influence the investment in the firm. Too many regulations of accounting and financial reporting may cause loss and this may lead to conflicts. For example, fair value accounting may affect the profitability of the firms by reducing the cost of the assets over the years. 
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Financial statements are the kinds of reports presented in the annual report of the firm to offer financial information regarding profit or loss, assets or liabilities, and cash flows. There are different kinds of the statement of finance such as income, financial position, cash flow, and change in equity. 
Financial statements play a vital role in reporting necessary information to the stakeholder of the firm to assist them in making a good decision for the investment. The information presented in the financial statements is not exact but they are approximated. The costs are allocated based on personal judgment of the managers in the company and they comprise of the contingent liabilities and assets that make the statements imprecise (Brigham and Houston, 2012). The rules, methods and conventions are applied in the preparation of accounts and financial statements but sometimes the experience can be used by the accountants. This may influence the quality and accuracy of brief information. 
The financial statement provides financial data and information only but does not include the information regarding non-financial performance and factors influencing the performance of the firm (Accounting Tools, 2018). It does not include information regarding employee productivity, customer relationship, employee turnover and others which may affect the operation and financial performance of the enterprise. 
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