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QUESTION 1
Wales plc
Income statement for the year ended 31st December 2019
											£’000
Revenue                                                                                                                    30,000
[bookmark: _GoBack]Cost of Sales   	(18,780)
Gross Profit	11,520
Distribution costs	(2,160)
Administration expenses	(3,405.54)
Operating Profit	5,954.46
Finance costs	(480)
Profit before tax	5,474.46
Taxation	(1,600)
Profit for the period	3,874.46

Workings:
· Cost of sales: 16,220 + (25,600 x 10%) = 18,780
· Gross Profit: 30,300 – 18,780 = 11,520
· Administration expenses: 2,920 + (16,000 x 2%) + 165.04 + 0,500 = 3,405.54
Bad debt: 0,240 + (8,240 x 2%) = 165.04
· Operating Profit: 11,520 – (2,160 + 3,405.54) = 11,520 – 5,565.54 = 5,954.46
· Finance costs: 4000 x 12% = 480
· Profit for the period: 5,474.46 – 1,600 = 3,874.46







Wales plc
Statement of Financial Position as at 31st December 2019

	
	£’000
	£’000

	ASSETS
	
	

	Non-current assets
Land, Plant, Building

	
	
49,500

	Current assets
Bank
Inventory
Trade receivables
	
320
3,210
8,074.96
	



11,514.96


	
Total assets

	
	
61,014.96



	LIABILITIES
	
	

	
Current liabilities

Interest paid
Trade payables
Income Tax
Insurance fee
	


240
4,480
1,600
0.500

	






6,320.5


	Non-current liabilities
Debentures
	

	
4,000


	EQUITY
Owner’s equity
Retained profit
Total equity
	
34,000
16,694.46

	


50,694.46

	
Total liabilities + equity
	
	
61,014.96




Workings:
· Non-current assets: 20,000 + 18,080 + 11,420 = 49,500
· Current assets: 320 + 3,210 +8,074.96 = 11,514.96
Trade receivables: 8,240 + 0.240 + 164.8 = 8,074.96
· Total assets: 49,500 + 11,514.96 = 61,014.96
· Current liabilities: 240 + 4,480 + 1,600 + 0.500 = 6,320.5
· Total equity: 34,000 + 16,694.46 = 50,694.46
Retained Profit: (8,380 + 3,874.46 + 5,000) – 560 = 16,964.46


QUESTION 2
(a)
1. Return on capital employed
Profit before interest/Assets employed x 100%
2019
23/ (93.2+41.9) x 100 = 17.02%
2018
29.7/ (80.3+65.1) x 100 = 20.43%
2. Return on equity
Earnings/Ordinary share capital and reserves x 100%
2019
12.9/93.2 x 100 = 13.84%
2018
18.3/80.3 x 100 = 22.79%
3. Earnings per share (EPS)
Earnings/Number of ordinary shares
2019
12.9/17.8 = 0.72
2018
18.3/17.8 = 1.03
4. Gross profit margin
Gross profit/Sales x 100%
2019
191.8/501.3 x 100 = 38.26%
2018
186.9/486.8 x 100 = 38.39%

5. Asset turnover
Turnover/Asset employed
2019
501.3/ (93.2+41.9) = 3.70
2018
486.8/ (80.3+65.1) = 3.34
6. Stock holding period
Inventory/Cost of sales x 365
2019
38.8/309.5 x 365 = 46 days
2018
41.1/299.9 x 365 = 50 days
7. Debtors collection period
Trade receivables/Credit sales x 365 
2019
114.9/501.3 x 365 = 84 days
2018
114.7/486.8 x 365 = 86 days
8. Current ratio
Current assets/Current liabilities 
2019
153.9/151 = 1.02
2018
156.5/148.4 = 1.05
9. Gearing ratio
Debt/Debt + equity x 100%
2019
41.9/ (93.2+41.9) x 100 = 31.01%

2018 
65.1/ (80.3+65.1) x 100 = 44.77%
10. Interest cover
Profit before interest/Interest charges
2019
23/0.2 = 115
2018
29.7/3.5 = 8.49

(b)
1. Return on capital employed
The return on capital employed can be defined as a ratio which can help the business organisation and understanding the ability of the business organisation in returning the profit by using the capital invested in the business. From the given situation we can clearly understand that the ability of the earning profit by using capital employed in the business has reduced for the business organisation Jerry Plc in the year of 2019.
2. Return the equity
Return of equity can be defined as a ratio which can help the investors and the business organisation understanding the ability of the business organisation in earning the profit by using the equity or the owned capital of the business organisation. The return on the equity is one of the most important aspect which is analysed by the investors before investing in the organisation. From the above calculation we can clearly understand that if the ability of the business organisation in earning the profit by using the equity or the owned capital of the business has reduced in the year of 2019.
3. EPS
Situation: Earnings per share is the net profit of the company per share. The highest value of earning per share help the investors feeling more attracted towards investing in the business organisation from the above calculation we can understand that the earning per share has decreased in the year of 2019 for the business organisation Jerry Plc.
4. Gross profit margin
Gross profit margin ratio is also another profitability ratio which help the business organisation in finding out the rate of profitability based on the gross profit of the business organisation. The higher the ratio is, the most profitability the business organisation has. From the above calculation it is clearly understandable that the gross profit margin ratio of the business organisation has reduced slightly in the year of 2019.
5. Asset turnover 
Asset turnover ratio is an efficiency ratio which help in understanding the ability of the business organisation in using the asset for earning the profit from the market. Based on the above calculation, it can be said that the asset turnover ratio of the business organisation has increased the year of 2019. 
6. Stock holding period
Inventory or stock holding period can be defined as the time period which determines the ability of the business organisation of selling the good and product in the market. From the above calculation it is clearly understandable that the stock holding period of the business organisation has decreased which implies that the ability of the business organisation in selling the product in the market has raised.
7. Debtors collection period
The debtors’ collection period is the time period who is indicated the ability of the business organisation in collecting the due debt of the business from the debtors. As per the above calculation, with the competition with the previous year the efficiency of the business organisation in collecting the due debt has increased.
8. Current ratio
Current ratio is a liquidity ratio which helped the business organisation in understanding the liquidity position of the business. As per the calculation both of the year the liquidity of the business organisation is standing in the ideal position but in the year of 2019 the liquidity of the business organisation has reduced slightly than the previous year.
9. Gearing
Gearing ratio is the ratio between the owned and borrowed capital of the business organisation. With help of this ratio the proportion between debt and equity of the business can be predicted. From the calculation it can be said that the amount of total debt of the business organisation has reduced when the previous year with the competition with the equity.
10.  Interest cover
The interest coverage ratio helps in understanding the burden of the business organisation regarding the outstanding debts. The lower the ratio is the more part in the business organisation is needed to face. As per the calculation in the year of 2019 the burden of the business organisation of interest payment on outstanding date has reduced. This is why the operating profit of the business organisation with the comparison with the interest payable has increased significantly. 

QUESTION 3
(a)
The financial statement is one of the most essential part of the business which is used by various users. In order to analyse and evaluate the financial performance of the business organisation and compare it with the competitor of the previous year, the financial statement is used by several users. Among them some of the most common group of users of financial statement has been listed below (Bragg and Bragg, 2020).
· The management of the business organisation
· The competitors of the business organisation
· The customers of the business
· The investors and the shareholders of the business
· The employees of the business organisation
(b)
Advantages of financial reporting regime
· The financial reporting regime can help the business organisation in maintaining a proper standard and quality (Gassen, 2017).
· Also, it can help in maintaining the international environment in the operation of the business.
Disadvantages of financial reporting regime
· A cost of conversion is included in the financial reporting regime.
Also there are several complicated requirements and needed to be fulfilled.
· The impact of following the financial reporting regime can be seen in the performance of the company (14.4 Potential advantages and disadvantages of IFRS conversion | Croner-i Tax and Accounting, 2020).
· It also can increase the volatility of the performance because of higher use of fair values.  
(c)
Limitations of financial statements 
The financial statement is beneficial for both of the business organisation as well as for the stakeholders of the business organisation. But it is important to remember that the financial statement also has some limitations (Wen and Zhu, 2019). Some of the most important limitations of the financial statements are as follows:
· The intangible assets of the business organisation are generally not recorded in the financial statement of the business organisation.
· The non-financial issues of the business organisations are not discussed in the financial statement (Wen and Zhu, 2019).
· The financial statement is prepared based on a specific time period. This is why the detailed get any information accept that specific time period is not found.
· The inflationary effects can increase the cost and value of the assets and liabilities in the financial statement (Bragg and Bragg, 2018).
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