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[bookmark: _Toc49260208]Introduction
[bookmark: _GoBack]Assessment of financial information is very crucial for knowing company ability in funding operations and support profitable investment activities. It is useful to reflect on any business downturns and the possibility of earning profits in future. In this light, this assignment has attempted to provide income statements for Wales PLC and look at financial stability of the company Jerry Plc.  Moreover, limitations and advantages of financial reporting and reforms have also been explored. 
[bookmark: _Toc49260209]Question 1
This section has focused on forming income statements and balance sheet for the company Wales Plc for its accounting period 2019. The measurement procedure has complied with the 2006 Companies Act. 
Income statement
	Income statement 

	To cost of sales
	16220
	By sales
	30300

	to depreciation on plant
	2560
	 
	 

	To gross profit 
	11520
	 
	 

	Total 
	30300
	Total 
	30300

	 
	 
	 
	 

	 
	 
	 
	 

	To distribution expenses 
	2160
	By gross profit 
	11520

	To administration expenses
	2920
	 
	 

	Buildings Depreciation 
	320
	 
	 

	Add: Outstanding insurance fees
	500
	 
	 

	Bad debt
	240
	 
	 

	Provision for bad debt 
	164.8
	 
	 

	 
	 
	 
	 

	To debenture interest
	240
	 
	 

	To dividend paid
	560
	 
	 

	To income tax paid
	1600
	 
	 

	To net profit 
	2815.2
	 
	 

	Total 
	11520
	Total 
	11520


Table 1: Income Statement
(Source: Created by Researcher)
Based on income statements, net profit of the company has been obtained to be £ 11520000 for its accounting period 2019. Total sales of company have been estimated to be £ 30300. 
Key workings
[Refer to Appendix]
Balance Sheet
	Balance sheet 

	 
	 
	 
	 
	 

	Share capital 
	29000
	Land 
	 
	15000

	Share Premium
	5000
	 
	 
	 

	Retained Profits
	8380
	 
	 
	 

	 
	 
	 
	 
	 

	Add: net profit 
	2815.2
	Buildings 
	16000
	 

	 
	 
	Less: Accumulated Depreciation
	4260
	 

	 
	 
	Less: Depreciation
	320
	11420

	12% debentures
	4000
	 
	 
	 

	 
	 
	Plant
	25600
	 

	Outstanding insurance fees
	500
	Less: Accumulated Depreciation
	4960
	 

	 
	 
	Less: Depreciation
	2560
	18080

	 
	 
	 
	 
	 

	 
	 
	Closing stock 
	 
	3120

	 
	 
	Trade Receivables 
	8240
	 

	Income tax 
	1600
	Less: Provision for bad Debt 
	164.8
	 

	 
	 
	Less: bad debt 
	240
	7835.2

	Trade payables
	4480
	Bank 
	 
	320

	 
	55775.2
	 
	 
	55775.2


Table 2: Balance Sheet
(Source: Created by Researcher)
Total assets and total liabilities of company have been estimated to be £ 55775.2 in the accounting period 2019 for the company Wales Plc. In this case revaluation surplus has not been adjusted as it has been said that no change in building has taken place due to revaluation. 
[bookmark: _Toc49260210]Question 2
This section of the assignment has focused on performance evaluation for company Jerry Plc. The company is a supplier of household products to retailers and supermarkets in regions across Europe and the UK. However, the company is eyeing business expansion and growth in America for which they have taken up marketing activities. Besides laying out a proper marketing strategy, the company needs to look at its financial standing and know whether it is faired in terms of financial performance based on provided financial information. In this case, financial ratios have been taken into account.
a) Calculation of Financial Ratios
	
	2019
	2018

	ROCE
	0.168764
	0.180193

	EBIT
	22.8
	26.2

	Total Assets
	286.1
	293.8

	Total Current liabilities
	151
	148.4

	Return on Equity
	0.138412
	0.227895

	Net Income
	12.9
	18.3

	Equity
	93.2
	80.3

	EPS
	0.724719
	1.02809

	Net Income
	12.9
	18.3

	Number of Shares
	17.8
	17.8

	Gross profit margin
	0.382605
	0.383936

	Gross profit
	191.8
	186.9

	Revenue
	501.3
	486.8

	Asset Turnover
	1.752185
	1.656909

	Revenue
	501.3
	486.8

	Assets
	286.1
	293.8

	Stock holding period
	45.75767
	50.02167

	Inventory
	38.8
	41.1

	Cost of sales
	309.5
	299.9

	Debtors collection period
	61.23379
	56.83443

	Trade payables
	84.1
	75.8

	Revenue
	501.3
	486.8

	Current ratio
	1.894702
	1.979784

	Current assets
	286.1
	293.8

	Current liabilities
	151
	148.4

	Gearing ratio
	2.069742
	2.65878

	Total Debt
	192.9
	213.5

	Total Equity
	93.2
	80.3

	Interest Cover
	2.30303
	3.316456

	EBIT
	22.8
	26.2

	Tax expense
	9.9
	7.9


Table 3: Financial Ratios
(Source: Created by Researcher)
b) Evaluation and Discussion on Ratios
For the financial performance valuation of Jerry Plc, two-period have been considered (2019 and 2018) and it is suitable for looking at its financial positions.
ROCE and Return on Equity
ROCE depicts how much any intended company can report returns based on the amount of capital it as employed for supporting its operations. In this case, capital employed is obtained but different between total assets ad total current liabilities. From 2018 to 2019, the ROCE declined from 0.18 to 0.16 and it means that the company is not reporting the desired return on its capital employed. A lowering of total assets and a simultaneous increase in current liabilities indicates more employed capital for expanding its business growth (Das and Swain, 2018, p.161). However, the present EBIT remained low.
Equity levels for the company have increased in contrast to Jerry Plc. net income which has decreased from £18.3m reported in the year 2018 to £12.9m reported in the year 2019. Hence in one year, the company also managed to report about lower returns despite a considerable rise in equity levels.

Figure 1: ROCE and ROE
(Source: Created by Researcher)
Gross profit margin, Asset Turnover and Current Ratio
Undoubtedly looking at the profitability of a company is important if an intention is to expand a business. Profit Margin in 2019 and 2018 has remained the same and it is 0.38 attributed to a considerable increase in profit base as well as overall revenue. Asset Turnover has increased from 1.65 estimated in the year 2018 to 1.75 estimated in the year 2019. It means Jerry Plc in recent years has effectively used its assets and allowed it to contribute to its profit base. According to Sunjoko and ARILYN (2016, p.80), it is an important parameter for investors if it intends to know about the working dimensions of the company how its assets base are used for supporting desired investment opportunities. In terms of profit base and assets usage, Jerry Plc is in suitable business positions. If talking about using assets it is required to take note of the liquidity base of the intended company. It is viewed by the current ratio and the current ratio of Jerry Plc has decreased from 1.97 estimated in the year 2019 to 1.89 estimated in the year 2018. Associated with a fall in current assets and a rise in current liabilities it is visible that the company as relied on its asset base to avail funds and meeting its debt obligations. Its liquidity base is somewhat destabilized.  

Figure 2: Profit ratio, asset turnover ratio, and a current ratio
(Source: Created by Researcher)
Debtors’ collection day and stock holding period
Debtors collected period is an important financial indicator to refer and it says that how long a company takes to receive payments from its debtors and customers on the issued invoices. Greater number of collection period is not suitable for any company. It means the company is deterred to cash in funds to support investment activities and looking to take up profitable expenses (Sunjoko and ARILYN, 2016, p.80). It can be viewed that for Jerry Plc, it has increased from 56 days to 61 days in 2019. If the business is having less cash to spend, then it certainly has to rely on borrowing money and taking loans which will increase its liabilities.
The stock holding period refers to how long a product is held before it is introduced in the market and ultimately sold. If it increases, it certainly means that either the company is experiencing less demand for these products or it is unable to sell in the market and counting the revenue from its sales. For Jerry Plc it has decreased from 50 days to 45 days indicating at lessened holding period and better sales and supply prospects for manufactured products. It shed light on properly managed supply chain and contacts with retailers. 

Figure 3: Profit ratio, asset turnover ratio, and a current ratio
(Source: Created by Researcher)
Interest Cover and Gearing Ratio
With a decline in interest cover ratio, it can be viewed that the company's ability to meet current payments by its current earnings is lowered down. Gearing ratio of the company has decreased meaning controlled financial leverage and not being susceptible to economic downturns.
[bookmark: _Toc49260211]Question 3
a) Identification of user groups
Investors- 
Investors seem to be concerned about the risks and returns of their money, which it provides to the company in managing investment rounds. Hence it becomes necessary for investors to look financial statements and information for getting an idea of companies’ current line of productions, how the company did fair in terms of revenue and expenses (Drake et al. 2019, p.1935). Financial information also allows assessing that if the company can pay stated dividends and for how long it is planning to pay. It allows to effectively looking into financial performance for investors.
Lenders and Creditors
Lenders need to refer to financial information to see whether the intended company will able to pay interest when the time comes. It contributes to deciding the optimal loan amount based on the desired funds requirements (Moroney and Trotman, 2016, p.551). Creditors mainly need to refer to financial information to look at short term liquidity and the ability of any business to repay short term debts.
Employees
Financial information is crucial for employees to look at since it gives an idea about employment prospects and how long the company can stay afloat besides meeting all employments requirements like benefits and pension funding.
b) Discussion of related financial reporting regime
	
	Users of financial statements
	The preparer of the financial statements

	Advantages
	· Rules laid down by IFRS are useful for investors to look at the credibility of financial information and reports based on disclosures mandated by regulated financial reforms (Sunder, 2016, p.15). 
· It is easier to judge financial statements based on their consistency.
	· Prepares are given a proper layout and rules which are needed to follow for forwarding financial information. 
· Opportunity to look at a better way to collect resources after complying with all financial reporting regulations (Leuz and Wysocki, 2016, p.525). 
· It allows to the stock of any particular techniques of measurements like the fair value of measurements wen reporting market price and revenue.

	Disadvantages
	· however, the if company is using some kind of reformed financial under IFRS then users for deciphering those meanings of financial information should be knowing all intricacies of financial reporting. According to Dumay et al. (2017, p.25), it is very difficult to apply this knowledge when looking at basic information.
· External users are benefitted more at the expense of internal users. It led to more dissipation of information between external and internal users which compelled the company to lower prices and affecting productivity.
	· Some experts have proven the fact that it is perhaps a bit difficult for small firms to adhere to all these financial regulations. 
· If small firms fail to comply with the regulated regime of financial reporting then the investors may be reluctant to provide necessary funds.


Table 4: Advantages and disadvantages of the regulated regime of financial reporting
(Source: Leuz and Wysocki, 2016, p.525)
c) Limitation of financial statements
Some of the core limitations of financial information are as follows;
· Dependency on past financial costs
It is noted that financial information is recorded at costs provided by past information. However, values of assets and liabilities are responsive to market factors leading to misinterpretation of costs and extent of financial transactions on balance sheets.
· Excluding non-financial issues
It is not always justified to only look at profits and financial aspects since company operations for the community and what steps it is taking for making a positive impact on the environment are also important. As stated by Bahri et al. (2017, p.51), these are encircled within non-financial factors that are heavily ignored by financial statements. 
· Adjustment for inflation
Once the financial statements are officially revealed it is not possible to include any changes due to any fluctuation in inflation levels. 
· Manipulation of financial statements
In some cases to cover up bad financial results, managers may sometimes manipulate financial information and may provide bloated financial results and to please external stakeholders and investors (Boonvut, 2017, p.335). It is a completely unethical practice and it means compelling investors to provide funds based on worn financial information.
[bookmark: _Toc49260212]Conclusion
Financial information is important to reference when looking at financial stability and the way the company is managing its financial parameters. It is also needed when the company is looking forward to expanding its business activities to other countries and thus achieving international standing. Some of the financial tools used in this case for referring to companies' positions are income statements and financial ratios. Some users of financial statements are lenders, investors, and creditors. Moreover, it can be concluded that financial reporting regulations have both advantages and disadvantages and these disadvantages are mostly felt by small scale enterprise compare to large scale enterprise. 
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Depreciation
· Buildings 2% per year on cost
= 0.02*16000 = 3200
· Plant 10% per year on cost
= 0.1*25600 = 2560
· allowance for receivables of 2%
Provision for bad Debt = 0.02*8240 = 164.8






Stock holding period	2019	2018	45.757673667205133	50.021673891297077	Debtors collection period	2019	2018	61.233792140434922	56.83442892358255	



ROCE	2019	2018	0.16876387860843822	0.18019257221458029	Return on Equity	2019	2018	0.13841201716738219	0.22789539227895397	



Gross profit margin	2019	2018	0.38260522641133027	0.38393590797041943	Asset Turnover	2019	2018	1.7521845508563441	1.6569094622191958	Current ratio	2019	2018	1.894701986754967	1.9797843665768204	
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