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[bookmark: _Toc49090953]Introduction 
Accounting refers to the discipline which deals with recording, reporting, summarizing and analysing financial transactions of a company. This is the most important business functions regarding any business entity as this business function deals with the very core purpose of a business entity (Shaari Isa., 2013). Therefore, leaners who aim at obtaining knowledge on business management need to obtain knowledge of accounting. As a part of this process, this report is going to demonstrate knowledge to operate basic accounting functions. 

[bookmark: _Toc49090954]Question 1 
[bookmark: _Toc49090955]Income statement 
Income statement refers to the statement which depicts revenues and expenses to finalise the calculation of net income. It is sometimes referred to as net income statement as well. The income statement is one of the three most important financial statement of a business. The other two are the cash flow statement and balance sheet (Shaari Isa., 2013). 
Basic elements of the income statement 
· Gross profit: Gross profit is a rough calculation of profit. Gross profit is calculated as (net sales – the cost of goods sold) (Horngren and Harrison, 2015). For example, if the amount of net sales is £1200 and cost of goods sold is £800. Then the gross profit is £400. Gross profit cannot completely tell a business how much profitable a deal is. Rather, it provides a rough idea about a business for a given period. 
· Operating profit: Operating profit is a more accurate calculation of profit. When operating profit is calculated, operating expenses, depreciation expenses, amortisation cost etc. are deducted from revenues (Horngren and Harrison, 2015). The formula for calculating operating profit is = (revenue- the cost of goods sold- operating expenses- others day to day expenses). This formula does not deduct interest paid and tax from revenue. 
· Net profit: If paid interest and tax payable are deducted from operating profit, net profit gets calculated. That means net profit estimates how much profit a company earns at a given period after deducting all types of costs (Shaari Isa., 2013). Therefore, net profit depicts the actual profitability of a company in a given period. 
Elements to be considered in the final calculation 
There are two ways to calculate depreciation. They are the straight-line method and the declining method (Finney, 2015). The straight-line method is going to be applied in this calculation. 
Depreciation cost of buildings: (16,000,000*2%) = 320,000. This cost is considered as administers expense. 
Depreciation cost of plant: (25,600,000*10%) = 2,560,000. This cost is considered as cost of sales. 
£240,000 is written off. So, this is an uncollectable bad debt. This is included in administers expenses.  
Outstanding insurance fee has been included in administers expenses and it was £500,000.  
So, total administration expenses = (2,920,000+320,000+500,000+240,000) 
The company has to pay income tax worth of £1,600,000. 
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Table 1: Income statement of Wales Plc 
[bookmark: _Toc49090956]Statement of financial position 
Statement of financial position refers to the basic financial statement of a company on a given period which included asset, liabilities and equity of the company. 
Components of the financial position statement 
· Asset: What a company owns is known as an asset. Assets can be classified into two distinct groups. They are a current asset and a non-current asset. The asset which provides long term economic benefit to a company is known as a non-current asset. Such as property, plant, equipment etc (Racine, 2010). On the other hand, the asset which provides a short-term economic benefit to a company is known as a current asset. Examples of the current asset are trade receivable, cash, cash equivalent, inventories etc.  
· Liability: Liability is an obligation that a company owes to another company or any entity (Horngren and Harrison, 2015). Usually, the settlement of the obligation involves transferring of cash or any other resources. There are two types of liabilities. They are current liabilities and non-current liabilities. Current liabilities are short-term liability and these liabilities need to be repaid within 12 months generally. Non-current liabilities are long-term liabilities which are required to be settled within a long time. Such as long-term borrowings etc. are non-current liabilities and trade payables, short term borrowings etc. are current liabilities. 
· Equity: Equity is something that the business owes to owners. Therefore, total liabilities are deducted from the total asset to calculate equity. Retained earnings are equity because it is the total net profit or total net loss after the business distributes earnings of all shareholders (Finney, 2015). 
Accounting equation for position of financial statement: Assets= Liabilities +Equity 
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Table 2: Statement of financial position of Wales Plc 
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Table 3: Calculations of retained profit 
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[bookmark: _Toc49090958]a) calculation of the ratios for Jerry Plc for the year of 2019 and 2018. 
1. Return on capital employed: It is alternatively known as ROCE. This measurement tells how efficiently a business organisation/ company uses its capital in a given period for profit generation (Finney, 2015). The formula ROCE is = 
ROCE for year 2019=  = 17.024%
ROCE for year 2018= = 20.43% 
2. Return on equity: Abbreviately is known as ROE, it indicates how much return a corporation ensures on shareholder’s equity. That means this ration tells that, how much income is generated from the shareholder’s equity (Finney, 2015). 
Return on Equity = 
ROE for year 2019=  = 13.84%
ROE for year 2018=  =22.79%
3. EPS: Earning per share or EPS indicates net income per share. That means it indicates how much income a company generates per share (Magee, 2012). EPS is calculated by dividing net profit by outstanding shares of the common stock. 
EPS =  
EPS for 2019 = = 72 p 
EPS for 2018= = 103 p 
4. Gross profit margin: Gross profit margin is a metric analysis which indicates the financial health of a company. It is calculated by subtracting the cost of good sales from the money obtained from product sales (Magee, 2012). Gross profit margin varies from industry to industry. But according to a general rule of thumb, 20 per cent is high gross profit margin, 10 per cent is a good profit margin and 5 per cent is the low-profit margin. 
Gross profit margin= 
Gross profit margin for year 2019= = 38.26%
Gross profit margin for year 2018= = 39.86%
5. Asset turnover: Asset turnover or asset turnover ratio indicates the company efficiency with which the company utilises its asset to produce sales. The company which has a high turnover ratio is considered as more efficient for producing sales compared to a company with a low turnover ratio (Finney, 2015). 
Asset turnover = 
Asset turnover for year 2019 = = 3.71
Asset turnover for the year 2018 = = 3.22 
6. Stock holding period: The stock holding period indicates the time an investor holds his investments. Besides, the holding period refers to the time between purchasing and selling a stock (Racine, 2010). There are two types of stocks based on time (Magee, 2012). The holding which is held for less than 1 year is known as short-term holding and the stock which is held for more than a year is known as long term stock holdings. 
Stock holding period = 
The stock holding period for year 2019= = 46 days 
The stock holding period for year 2018= = 50 days 
7. Debtors collection period: This indicates the average period for collecting trade debts from debtors. A shorter period indicates high efficiency in debt collection (Racine, 2010). In contrast, a longer period indicates low efficiency in debt collection. 
Debtors collection period =  
The debtor's collection period for year 2019=  = 84 days 
The debtor's collection period for year 2018=  = 89 days 
8. Current ratio: It indicates the ability of a company to cover current liabilities against its current assets (Thacker, 2012). 
Current ratio= 
The current ratio for year 2019= = 1.02
The current ratio for year 2018= = 1.06
9. Gearing ratio: It measures a financial ratio which compares debts of the company with the total equity. 
Gearing ratio= 
Gearing ratio for year 2019= = 31.01%
Gearing ratio for year 2018=  = 44.77%
10. Interest cover: This is another financial ratio which measures the ability of a company to make payments of interests on its debts (Thacker, 2012). 
Interest cover = 
Interest cover for year 2019= = 115
Interest cover for year 2018=  = 8.49
[bookmark: _Toc49090959]b) Discussion of the situation revealed in calculations  
1. Compared to 2018, ROCE increased in 2019. That indicates, the company’s efficiency to generate profit against its capital decreased. This has resulted from a decrease in operating income. 
2. There is no general rule for indicating a good return on equity but 15-20% ROE is considered as a good ROE. From the calculation of two years, it has been found that ROE decreased in 2019 and it fell below 15% (Thacker, 2012). This ration, therefore, indicates that stock valuation decreased. After analysing other factors, this has been found that a decrease in net profit and a decrease in ROCE is responsible for a decrease in ROE. 
3. As ROE decreases, that caused EPS to decrease. EPS decreased by 31p per share. This is a huge fall in earning per share. 
4. Gross profit margin decreased slightly which indicates that the company’s ability to generate profit remains the same. In other words, the cost involved in producing goods does not increase so much (Thacker, 2012). It also indicates that a decrease in ROCE has not resulted from a decrease in gross profit margin. 
5. Asset turnover ratio increased in 2019 compared to 2018. It indicates that the company’s ability to turn the asset into profitability increased. 
6. Stock holding period decreased. That means the company has to keep inventory for a longer period than the previous year. 
7. Debtors collection period decreased in 2019 which indicates that the company’s efficiency to collect debt has improved. 
8. The current ratio decreased slightly which indicates that the company’s ability to pay its short-term obligations worsened slightly. 
9. Gearing ratio decreased which indicates that the company has now a lower proportion of debts. That means the company has comparatively low debt that previous year. 
10. Interest cover increased drastically that means the company’s ability to pay the debt by operating earnings increased. This indicates an overall good financial health of the company (Racine, 2010). 
Analysing the ratios mentioned above, it has been found that, company’s ROCE, ROE, EPS etc. have been decreased. On the other hand, interest cover increased drastically. Also, the gearing ratio improved. And besides, debtor’s collection period has been improved. So, the overall comment on the scenario of Jerry Plc is that the company’s financial health is improving. The decline in profitability is temporary and it will improve if sales will be increased drastically. 
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a) [bookmark: _Toc49090961]Discussion of three different user groups of company accounts 
Qualitative accounting details characteristics such as definition, estimation, financial activity tracking, and description assist the company in decision-making, research, strategic judgment, financial planning, costing, estimates, etc. Internal users in an enterprise are those who make day-to-day decisions using account statements. Internal users include management teams and other staff using financial information to verify past findings and to assist adapt planning decisions (EISEN, 2019). External users are the ones beyond the company who contribute to making choices or assess the productivity of an entity by using accounting reports. There is another categorization of the user of this accounting information. Shareholders, investment managers, lenders, federal regulators, such as IRS officers, and several other government stakeholders, for example, are known to be external users, while they are still interested in financial records for a company (Horngren and Harrison, 2015).
i. Management utilizes financial reporting relevant data to evaluate and analyse the organizational effectiveness and leadership role in terms of profit margins, financial position, and cash flow, to make essential policy choices and corrective strategies to enhance the company's operations. One of the management's key functions is to define rules and procedures to achieve organizational objectives. Management utilizes, for this reason, the knowledge provided by the institution's economic and administration accounting program (Bodie, Merton and Thibierge, 2011).
ii. Proprietors spend money in the beginning and running their business with the primary goal of making a profit. They need correct accounting insight to decide what clients received or reduced for a certain timeframe. They determine their potential course of action, for example, market increases or decreases, based on this knowledge. The owners themselves carry out the administrative role of small companies (such as sole proprietorship and partnership) (Horngren and Harrison, 2015).
iii. Lending institutions are entities or investment firms that usually lend and receive interest income to corporations. They need financial history and status reports and a fair guarantee that they will refund the entire amount and pay interest to the entity to which they would lend money. 
iv. Financial accounting enables consumers with valuable knowledge about a business ' current status and evaluates its potential. Customers may be classified into three categories – manufacturers, wholesalers, wholesalers, distributors, and end-users or end-users in different phases of development. Suppliers or manufacturers need to ensure that inputs such as raw materials, parts, equipment, and assistance can continue to be received by the entity at each point in its processing process (Bodie, Merton and Thibierge, 2011).
[bookmark: _Toc49090962] (b) Discussion of the advantages and disadvantages of a highly regulated financial reporting regime. 
A growing company is typically able to lease money at some point and must find people who are willing to invest in the business. It can be a perfect way for a business to sell stocks to the general public to raise cash without the need to pay interest on the money. The following are the notable advantages of a highly regulated financial reporting regime (Jones, 2013).
Individuals beginning new companies usually start the business and then re-invest much of the business' earnings and expand the company with a good deal of their money. Selling stock publicly allows investors to invest and diversify their assets in other companies, raising the risk to their portfolios (Jones, 2013).
Liquidity is the power of a company to transform an asset easily into assets. Those who own private companies' shares may have a great deal of wealth, but little hope of converting those assets into cash. It is very difficult to sell private stock shares. Open ownership provides the stock with a certain market interest and produces more potential stock buyers (Bodie, Merton, and Thibierge, 2011).
Owners of businesses profit from understanding the worth of their enterprise for many reasons. If one of the major owners dies, the state and federal tax assessors will determine the value of the business for property tax. For certain situations, such values are too high for private enterprises and may cause other owners and family members all sorts of problems. Publication determines the total interest of all owners and avoids valuation problems. Therefore, businesses that would like to sell equity portfolios as rewards for their staff find it much harder to retain as the equity is priced on the free market (Kimmel, 2018).
On the other hand, it can be very difficult to bear the expense of presenting audited financial records that satisfy the expectations of the SEC or State bodies — sometimes up to $ 2 million a year. Links between investors may also add substantial costs to employee time, printing, and postage costs. Below are the disadvantages of a highly regulated financial reporting regime from both the perspectives of users and the people who prepare those financial reports (Jones, 2013).
When equity trades in the free market, more owners are given the right to vote in important business decisions. Control: Control: The Corporation no longer has full leverage over the founders and the cloned investor group.
Private companies that involve problems so public companies must report their problems disclose any vulnerability to competition, and they may receive copies of the necessary financial records to provide accurate details about the company's activities. Moreover, the net worth of the shareholders of public corporations is well known because they have to divulge their inventories in these papers (Kimmel, 2018). Owners can select their salaries, bonuses, and compensation and benefits of any family member or relative interested in the business in a private corporation. Money control: For a public company, the board must approve and disclose to creditors all large cash deductions, for pay or loans (Jones, 2013).
Lack of liquidity is another disadvantage. A stock buyer's flow is not assured as a company goes public. In the case of liquid stock, a buyer will be in a position to turn the stock to cash. It may be hard to market small businesses with no large product distribution. Thanks to a lack of demand, the selling price may be much lower than the real valuation of the products of the company. If there is little demand, it would be impossible for owners to sell the stock and turn to cash to avoid solvent investment (Kimmel, 2018).
[bookmark: _Toc49090963](c) Discussion of limitations of financial statements 
· Only preliminary reports
Such statements do not provide an end-to-end image. The details in these statements are only provisional. Only when the business is sold or liquidated can the actual position be calculated. Nevertheless, for the duration of the issue, the claims must be made for various accounts, usually for one year. The expenses and earnings shall be allocated to calculate the benefit, etc. (Northington and Gerard, 2011). Expenses and wages shall be allocated according to the accountant's judgment. The presence and responsibility of contingent assets also make documents imprecise. Therefore, the final picture is not provided by financial statements and they are preliminary reports at most.
· Offer no precise position
The financial statements are demonstrated in financial terms and therefore tend to be definitive and accurate. The value of fixed assets in the balance sheet is neither the value to which fixed assets can be transferred nor the cost to cover them. Based on an ongoing concern, the balance sheet is planned (Phylaktis, 2014). In the future, the problem will continue. Capital assets are also seen to be depreciated at a reduced expense. Many funds, such as early investment, positive will, or concessions on the issue of shares, are present in the balance sheet, but at the point of liquidation little is apparent.
· Non-monetary considerations affect not taken into account
Any considerations are linked to the economic condition and financial results of the company but do not form part of such claims, because they cannot be monetized. This may include the company's credibility, the creditworthiness of the company, buying and selling sources and promises, staff support, etc. The annual statements simply reflect the status and not the financial condition of the financial accounting firm (Northington and Gerard, 2011).
· No accuracy
This is not possible to provide accurate annual statements, since the documents contend with things that cannot be specified. The data was collected over the years in traditional procedures. For the creation of this report, different norms, postulates, personal opinions, etc (Northington and Gerard, 2011).


[bookmark: _Toc49090964]Conclusions 
Accurate process of recording and summarising financial transactions is very important for operating accounting formulas to finalise and analyse accounting information. Therefore, every accountant should be very cautious about recording, calculating and analysing financial transactions. Otherwise, a business entity may suffer from loss, even that can fall into bankruptcy. 
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Retained Profit at 31st december  8,380,000

Profit for the year  3,300,000

Dividends Paid  -560,000

Total retained profit 11,120,000

Retained Profit 
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Revenue

30,300,000

Cost of Sales

(16,220,000+2,560,000)

Gross Profit 

11,520,000

Distribution expenses

2,160,000

Adminstration Expenses

(2,920,000+320,000+500000+240000) = 

Operating Profit

5,380,000

Finance cost

480,000

Profit before tax 

4,900,000

Tax Liability

1,600,000

Net Profit 3,300,000

Income Statement of Wales plc at 31th December 2019
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Assets 

Non-Current Assets

Buildings , Plant and Land  56,600,000

Accumulated Depreciation  -9,220,000

Total non-current assets  47,380,000

Current Asset

Inventory  3,120,000

Trade receivables 8,240,000

Written off -240,000

Allowance for receivables -164,800

Cash at bank 320,000

Total current asset  11,275,200

Total Asset  58,655,200

Liabilities 

Current liabilities 

Trade Payables  4,480,000

Tax Payables 1,600,000

Accruals   240,000

Insurance Fee 500,000

Total  6,820,000

Non-current liabilities 

12 % debenture  4,000,000

Total liabilities  10,820,000

Net Assets 45,120,000

Equity 

1% Ordinary Share  29,000,000

Share Premium 5,000,000

Retained Profit  11,120,000

Total Equity 45,120,000

Statement of Financial Position of Wales Plc at 31th December 2019


