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Question 1
The Wales Plc Income Statement for the year ending 31 December, 2019 is as follows:
	Profit and Loss Statement for the Year Ended 31st December 2019

	
	In £’000
	In £’000

	Sales
	
	                           30,300 

	Less: Cost of Sales
	
	                           18,780 

	Gross Profit
	
	                           11,520 

	Less: Operating Expenses
	
	

	Distribution Expenses
	                  2,160 
	

	Administration Expenses
	                  3,900 
	                             6,060 

	EBIT
	
	                             5,460 

	Less: Interest Expense
	
	                                 480 

	Profit before Tax
	
	                             4,980 

	Less: Tax Liability
	
	                             1,600 

	Net Profit After Tax
	
	                             3,380 



The Statement of Financial Position as at 31 December, 2019 is as follows:
	Statement of Financial Position as at 31st December, 2019

	
	In £’000

	ASSETS
	

	Non-Current Assets
	

	Property, Plant, and Equipment
	18,080

	Buildings
	11,420

	Land
	20,000

	
	49,500

	Current Assets
	

	Inventory
	3,120

	Trade Receivables
	7,840

	Bank
	320

	
	11,280

	TOTAL ASSETS
	60,780

	EQUITY AND LIABILITIES
	

	Equity
	

	Share Capital
	29,000

	Retained Earnings
	11,200

	Revaluation Reserve
	5,000

	Share Premium
	5,000

	Total Equity
	50,200

	Non-Current Liabilities
	

	12% Debentures 2024
	4,000

	Current Liabilities
	

	Trade and Other Payables
	4480

	Accrued Insurance Fee
	500

	Current Tax Payable
	1600

	Total Current Liabilities
	6,580

	Total Liabilities
	10,580

	TOTAL EQUITY & LIABILITIES
	60,780



Question 2
a. The ratios are calculated as follows:
	1
	Return on Capital Employed
	
	

	
	
	2019
	2018

	
	
	£m
	£m

	
	EBIT
	23
	29.7

	
	Total Assets
	286.1
	293.8

	
	Current Liabilities
	151
	148.4

	
	Capital Employed (Total Assets - Current Liabilities)
	135.1
	145.4

	
	
	
	

	
	ROCE
	0.17 
	0.20 

	
	In %
	17.02%
	20.43%



	
	
	2019
	2018

	2
	Return on Equity
	£m
	£m

	
	Net Income
	12.9
	18.3

	
	Equity
	93.2
	80.3

	
	
	
	

	
	ROE-  In %
	13.84%
	22.79%



	
	
	2019
	2018

	3
	EPS
	£m
	£m

	
	Net Income
	12.9
	18.3

	
	Outstanding Shares
	17.8
	17.8

	
	EPS
	0.72
	1.03



	4
	Gross Profit Margin
	
	

	
	
	2019
	2018

	
	
	£m
	£m

	
	Gross Profit
	191.8
	186.9

	
	Revenue
	501.3
	486.8

	
	
	
	

	
	Gross Profit Margin
	38.3%
	38.4%



	
	
	2019
	2018

	5
	Asset Turnover
	£m
	£m

	
	Average Total Assets
	286.1
	293.8

	
	Revenue
	501.3
	486.8

	
	
	
	

	
	Asset Turnover ratio
	1.75 
	1.66 



	
	
	2019
	2018

	6
	Stock Holding Period
	£m
	£m

	
	Closing Inventory
	38.8
	41.1

	
	Cost of Sales
	309.5
	299.9

	
	
	
	

	
	Inventory Holding Period
	45.76 
	50.02 



	7
	Debtor's Collection Period
	
	

	
	
	2019
	2018

	
	
	£m
	£m

	
	Trade Receivables
	114.9
	114.7

	
	Revenue
	501.3
	486.8

	
	
	
	

	
	Debtor's Collection in Days
	83.66 
	86.00 



	
	
	2019
	2018

	8
	Current Ratio
	£m
	£m

	
	Current Assets
	153.9
	156.5

	
	Current Liabilities
	151
	148.4

	
	
	
	

	
	Current Ratio
	1.02 
	1.05 



	
	
	2019
	2018

	9
	Gearing
	£m
	£m

	
	Total Debt
	41.9
	65.1

	
	Shareholders’ Equity
	93.2
	80.3

	
	
	
	

	
	Gearing
	0.45
	0.81



	
	
	2019
	2018

	10
	Interest Cover
	£m
	£m

	
	EBIT
	23
	29.7

	
	Interest Expense
	0.2
	3.5

	
	Interest Cover
	115 times
	8 times



b. The above financial ratios are useful as they would help the users of financial statements in making the relevant business decisions that would help in growing the business sustainably (Monea, 2009). As per the ratios that have been calculated, it can be seen that in terms of profitability, Jerry Plc’s performance has remained consistent as the GP margin stayed constant around 38%. Hence, this indicates that even if the revenue of the business increased, its cost of sales increased by the same proportion resulting in no change in the gross profit. 
Apart from this, talking about the Return on capital employed, which is again a profitability ratio, the ratio declined. This is a bad sign as it indicates that the company is not very efficient, and its efficiency has declined in generating profits from its capital from the past year. Moving on, return on equity is also an important ratio as it indicates the profit generated by the company against the total amount of equity shown on the balance sheet of the company. For Jerry Plc, the return on equity declined from 22.79% in 2018 to 13.84% in 2019. This significant decline shows that the business is generating a less amount of profit comparatively given the constant number of outstanding shares.
Apart from this, earnings per share for the company has also declined from £1.03 in 2018 to £0.72 in 2019. A declining EPS is also a bad indicator as it shows that the earnings made by the company on each share have declined from the last year, despite the fact that the number of outstanding shares has remained constant.
Moving on, talking about the activity ratios, it can be seen that the inventory turnover for the business declined from 50 days to 47 days, which is a good sign as the business is quickly able to convert its inventory into sales. Hence, this would mean that its working capital position will improve as it will no longer have its cash tied up on the inventory (Richards & Laughlin, 1980). 
Furthermore, the asset turnover ratio had increased from 1.66 to 1.75 in 2019. This is a good sign as a higher asset turnover ratio indicates the efficiency of a company is using its assets to generate sales. Hence for every £ 1 of the assets, £ 1.75 of return is being generated. Apart from this, talking about the debtor’s collection in days, the number reduced from 86 days to 83 days, which is again a good sign as it shows that the company has managed to get its debtors to pay their outstanding debt quickly as compared to the past year. This also means that the working capital position of the company will improve as it will have more cash in hand and can easily pay off its expenses and to the suppliers. It also indicates that this would help in improving the liquidity of the business (Richards & Laughlin, 1980).
However, if we look at the current ratio of Jerry Plc, it has declined from 1.05 to 1.02. There can be multiple reasons for this. Firstly, it might be because of a decline in inventory, given the quick inventory turnover, which caused the current assets to reduce despite the increase in debtors as a result of an increase in sales. This is further justified by the given financial information, which indicates that the inventory of Jerry Plc declined from £41.1 million in 2019 to £38.8 in 2018. Holistically, the current ratio for the business is good as any ratio above 1 indicates that the business has sufficient current assets to cover its current liabilities. Hence, the creditors cannot compel the business to close down. Hence, the business is effectively managing its liquidity position (Richards & Laughlin, 1980).
Lastly, evaluating the gearing ratio of the business, it can be seen that it declined from 0.81 in 2018 to 0.45 in 2019. This is a positive sign as it indicates that the business has a low level of debt, hence has a low level of risk. This is an important ratio and is particularly used by the creditors and the suppliers to assess the long-term viability of the business. High dependence on debt may man that failure to fulfil debt obligations may result in the business closing down (Watson, et al., 2002). However, this is not the case for Jerry Plc as its gearing ratio is low, indicating that it is involved in conservative financial management. 
Also, analysing the interest cover ratio, while in 2018, it was just 8 times, which is still good enough, in 2019 Jerry Plc achieved a ratio of 115 times, which indicates that the business can easily meet its financial obligations as they form a very small part from its total earnings.
Question 3
a. 
The three main user groups of company accounts include internal users, external users, and governmental organizations. Internal users include company employees and senior management. The external users comprise of suppliers, lenders, and investors, and governmental bodies comprise of tax regulators and the environmental regulators that evaluate the performance of the company based on those metrics (Benjamin & Stanga, 1977). 
The internal users are interested in the company accounts as the senior management uses it to get an idea about how the company is performing in relation to its historic performance and against its peers and accordingly develops strategies to improve its profitability, liquidity or debt position able to grow sustainably. The employees are also interested to know about the company performance as it would directly influence their compensation as they would get bonuses and performance pay if the company is performing well.
The external users like lenders and creditors are interested in the company accounts to assess the viability of giving it a loan and whether it will be able to pay it back based on its cash flow and sales trends. Also, they may place certain restrictions on business when lending in terms of achieving a set level of profitability, which is why they keep a check if the business is abiding by the loan covenants. Investors, on the other hand, are interested in the company accounts to gauge whether their investment in the company would return a positive value. They make use of the number of investor ratios like price to earnings, profit ratios, debt ratios and conduct financial modelling to predict the intrinsic value to see if the stock gives a promising return (Dykxhoorn & Sinning, 1982). 
Lastly, governmental organizations like tax bodies are interested in company accounts to determine the amount of corporate tax they would get that would add up in the federal revenue. Furthermore, other regulatory bodies will ensure the company's reporting compliance with the set accounting standards. Moreover, there are environmental regulatory bodies also that evaluate the environmental footprint of the companies to see tolerance of environmental laws (Rutherford, 1992).
b.
The advantages of a highly regulated financial regime are that for users, it helps in protecting their interests as it is ensured that the financial statements prepared are materially accurate and give a true and fair view about the company's performance. Hence, investors and creditors would be able to better decide whether to lend to invest in the company based on the risk they are willing to take. Similarly, the management will be in a better position to make decisions that would help in improving the long-term performance of the business by having an accurate representation of the actual performance of the business (Holthausen, 2009). Also, from the government’s point of view, it would ensure that the businesses are not involved in understating their profits to protect them from taxes or are not engaged in money laundering.
Also, from the perspective of the preparer of the financial statements, a regulated reporting regime ensures that the accountants depict the best of their professional and ethical behaviour. They also begin to realize their professional duty, which makes them more considerate as they ensure that true information is captured that would benefit the interests of all the concerned parties.
However, there is a certain disadvantage, as small business owners will have to face a high cost of compliance in the high regulatory environment, hence discouraging business investment from small scale entrepreneurs. Also, talking about accountants, strict reporting standards would result in delayed financial reporting and added cost for businesses.
c. 
Firstly, financial statements are based on historical costing and hence do not indicate how the business will perform in the future. Secondly, the values of assets and liabilities on the balance sheet are not adjusted for inflation, which gives a misstated picture of the overall financial position of the business. Furthermore, financial statements do not account for non-monetary aspects; hence they have a very narrow scope. Also, they might get subjected to fraud as the company may manipulate accounts to give a favourable picture of its operations. Lastly, financial statements that are prepared are based on a specific time period and hence might get subjected to seasonality factors resulting in a spike in sales during one year and a fall in another, hence defeating the purpose of having like to like comparisons over the period of years. Also, they do not give an accurate picture of the true value of the business, which can only be determined when the business is being sold off or liquidated (Barth & Schipper, 2008). This is because the balance sheet contains items like goodwill and different reserves, which may not realize any value at the time of selling.
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