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Introduction
The main purpose of the Accounting in business is to track income, expenditure, to ensure company compliance and to provide management, government agencies data to be used when making a business decision. (PDR, 2019) In the given examples we need to prepare Income statements, Statement of Financial position and understand Company profitability and investment decisions by analysing several ratios. 
Question 1
Income statement for Wales Plc, period ended 31/12/2019

	
	Values 
(‘000)
	Values
(‘000)

	Sales volume 
	
	30300

	Cost of sales 
	
	18780

	Gross profit
	
	11520

	Administrative expenses
	3905
	

	Distribution expenses 
	2160
	

	Business Operating Expenses 
	
	6065

	Operating Profit 
	
	5455

	Bad debt 
	240
	

	12% Debenture interest 
	480
	

	Income tax 
	1600
	

	
	
	2320

	Net profit  
	
	3135


[Calculations Appendix 1]



Retained Earnings Account for Wales PLC 
Period ending 31/12/2019
                                                                                               Values (‘000)
Retained profit 01/01/2019                                                                        8380
Net Business profit                                                                                       3135
Appreciation of and value                                                                           5000
Total                                                                                                                16515
minus dividends paid                                                                                    560
Profit retained at 31/12/2019                                                                     15955



Business financial report for Wales PLC 
Statement of Financial Position for period ending 31/12/2019

	
	Notes
	Values
(‘000)
	Values
(‘000)

	Current assets 
	
	
	

	Trade receivable 
	
	8075
	

	Inventory 
	
	3120
	

	Bank
	
	320
	

	Total current assets 
	
	
	11515

	
	
	
	

	Non-current assets
	
	
	

	Land 
	
	20000
	

	Building
	
	11420
	

	Plants and machinery
	
	18080
	

	Total Non-current assets 
	
	
	49500

	Total Business assets 
	
	
	61015

	
	
	
	

	Current liabilities 
	
	
	

	Trade payable
	
	4480
	

	Outstanding insurance
	
	500
	

	Payable income tax
	
	1600
	

	Total current Liabilities 
	
	
	6580

	
	
	
	

	Non-current Liabilities 
	
	
	

	12% Debentures 
	
	4000
	

	Debentures interest 
	
	480
	

	Total Non-current Liabilities 
	
	
	4480

	
	
	
	

	Equity/Capital
	
	
	

	Ordinary shares £1
	
	29000
	

	Retained profit 31/12/2019
	
	15955
	

	Share Premium
	
	5000
	

	Total Business Capital/Equity
	
	
	49955

	Total Business Liability 
	
	
	61015


[ Calculations Appendix 2]








Question 2 
Calculations of business financial ratios for the period of years 2019 and 2018.
a)
	2019
	2018

	22.8/ (93.2+41.9) x 100
	26.2/ (80.3+65.1) x100

	16.87%
	18.01%


1. ROCE:         Profit before interest x 100%                        
                                Assets employed
 
                                                                     Ratio



	2019
	2018

	12.9/93.2 x 100
	18.3/80.3 x100

	13.8%
	22.79%


2. ROE:                    Earnings                   x 100%                                  
                    Ordinary share capital and reserves
                                                                           Ratio
	2019
	2018

	12.9/17.8 
	18.3/17.8

	0.72
	1.02


3. EPS:         Earnings
         Number of ordinary shares               



                                                                    Ratio
	2019
	2018

	191.8/501.3 x100
	186.9/486.8 x100

	38.26%
	38.39%



4. Gross Profit margins: Gross profit    x 100%
                                                Sales

	2019
	2018

	501.3/286.1
	486.8/293.8

	1.75
	1.66


                                                                                   Ratio
5. Asset turnover: Turnover                   
                            Assets employed         

                                                                                  Ratio
	2019
	2018

	38.8/309.5 x365
	41.1/299.9 x365

	46 days
	50 days



6. Stock Holding period: Inventory x 365              
                                        Cost of sales
                                                                     
                                                                     Ratio
	2019
	2018

	114.9/501.3 x356
	114.7/486.8

	84 days
	86 days



7. Debtors Collection period: 
                            Trade receivables x 365       
                            Credit sales
                                                                     Ratio 
	2019
	2018

	153.9/151.0
	156.5/148.4

	1.01
	1.05



8. Current Ratio: Current assets
                          Current liabilities

                                                                     Ratio


	2019
	2018

	192.9/93.2x100
	(148.4+65.1)/80.3 x100

	2.06
	2.65


9. Gearing: Debt                             x100%                                    
               Shareholder Equity
                                                                               Ratio
	2019
	2018

	22.8/0.2
	26.2/3.5

	114
	7.48



10. Interest Cover: Profit before interest                
                              Interest charges

                                                                   Ratio

b) Analysing the business ratios 

The results from the calculations of financial ratios revealed that according to the analysis of ROCE the company return on capital employed dropped with 1.14 % in the year 2019. The Return on Equity is reduced because of the inability of the company to produce enough profit. Earnings per share represents the amount of money the company makes for each share (Chen, 2020), in our example, this reduced from 1.02 in 2018 to 0.72 per share in 2019. Gross Profit margins measures companies profitability after the deduction of cost of goods sold making it useful in tracking the direct cost of operations as sales percentage, in the current situation even if the differences are not huge, it still shows that the company shall reduce the cost of production. Current Ratio is used to understand a company capability to pay Short terms obligations (Carlson, 2020). As the current ratio dropped in 2019 by 0.4 it means that the actual company ability is lower than the last year and therefore lost from its liquidity capacity.

Question 3
a)  If we are referring to Financial statements we are thinking about business, profits and investments, there are a numerous of users that need to consider financial statements but main three groups are most frequently looking to study this aspect.
 Investors or shareholders, this group is interested in what they will get back for their effort and investment, existing or potential investor might analyse financial statements to understand if they need to invest, continue investment or get out their shares.
Lenders, they often look at financial statement before considering offering a loan and what type of interest can occur. (Chartered, 2020) 
Government is often interested in the financial statements for tax collection and decision over grants or takeover 
b)   A highly regulated financial reporting regime is important in order to give users accurate and relevant information especially to creditors, investors and management that need to take decisions in what regards business future. The main advantage would be that we can identify the real  key strengths and weaknesses of a company that investors or creditors want to invest in, they are sure to be given the true data and can trust that the statements are reflecting the real situation. Also, management can follow a strict frame framework when looking at the financial statements and do not risk interpret the data in a wrong way. Some of the biggest disadvantages is that is time consuming because you need to follow a certain structure and cannot take shortcuts, is not always accurate and can miss qualitive data that  can be misleading in what regards investments and loan offers. (Petryni, 2019) 
c)    Financial statements are a very important aspect of any business and is vital for the users that have interest within the company, it helps understand the company success. However, not all tools used for this reporting are accurate all of the time and makes the financial statement to have limitation.
The balance sheet is made according to a timeframe, it cannot always reflect the enterprise situation and does not track the asset flow in a complete manner, also the quality of an asset is not taken fully into consideration as does not include bad business environment and changes, this can give false assurance and can definitely lead to big losses.(Li, 2019)
Conclusion
Businesses are not only required to provide an accurate financial information but also need to follow a strict and detailed framework in what regards preparing and issuing financial statement. Ratio calculations and other financial tools can give an information about a Company situation but as discussed, a qualitive data analysis is necessary to make sure that important decisions are made in an informed matter.
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Appendix 1 

Cost of sales 
 16220+ 2560 = 18780 from which 2560 is depreciation of Plant ( 25600 x 10% )
Administrative Expenses 
2920+320+164.8+500 from which 164.8 is 2% Building depreciation ( 8400 x 2%) and 500 outstanding insurance fee. 
Operating Profit 
£11520-£6065= £5455
Debenture paid £ 240 
12% Debenture ( £ 4000 x 12 %)= 480 
Net Profit 
£5455-£480 - £ 240 - £ 1600 =£ 3135 where £ 480 is 12 % debentures , £240 Debentures interest paid and £ 1600 Income tax payable 

Appendix 2 
Revaluation of land from 
£15,000 to £ 20,000 ( £20,000-£15,000 = £ 5000) 
Trade receivable 
 ( £ 8240- 2% = £8075.2) where 2% represents allowance for the bad debt 
Retained profit  31/12/2019
£ 8380+£ 3135+ £5000 = £ 15,955 where £8380 is previous year retained profit , £ 3135 current year retained profit and £ 5000 land re-evaluation.










