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The following report is focused on several calculation that is associated with Wales Plc. The company strictly follows the Companies Act 2006 and regarded as profitable company in UK. Several financial information is provided which are related to the resources of the company. The report also reflects on the financial performance of the company which will help the company to gather several investors. The purpose of the report is to different ratios of the company like gearing ratio, current ratio, return on equity, return on capital employed, stock holding period, interest cover and several others. The report also aims to discuss the advantages and disadvantages of financial reporting regime.
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	Particulars
	Amount
	Amount

	Depreciation a/c … Dr.
To, Accumulated depreciation a/c
(Depreciation of building)
	320
	320

	Depreciation a/c … Dr.
To, Accumulated depreciation a/c
(Depreciation of plant)
	2560
	2560



	Total depreciation = (320 + 2560) = 2880

	Current value of building = (16000 - 320 - 4260) = 11420

	Current value of plant = (25600 - 4960 - 2560) = 18080

	Allowances of 2% on trade receivable = [8240 * (2/100)] = 164.8 

	Current trade receivable balance = (8240 - 240 - 164.8) = 7835.2

	Administration expenses = (2920 + 320 + 500 + 240 + 164.8) = 4144.80

	Cost of sales = (2560 + 16220) = 18780



Below is the income statement of Wales Plc for the year ended 2019.


	Wales plc
Income Statement
For the month ended December 31, 2019
	£
	£

	Income:
	
	

	Sales revenue
	
	30300

	
	
	

	Expenses:
	
	

	Cost of sales
	18780
	

	Gross profit
	
	11520

	Administration expenses
	4144.8
	

	Distribution expenses
	2160
	

	Depreciation
	2880
	

	Earning Before Interest and Tax
	
	2335.2

	Interest 
	240
	

	Earning Before Tax
	
	2095.2

	Tax 
	1600
	

	Net Earning
	
	495.2









Below is the balance sheet of Wales plc as on31st December 2019 (Fenyves et al., 2019).

	Wales plc
Balance Sheet
As of December 31, 2019

	Assets
	£
	£
	Liabilities
	£
	£

	Current Assets:
	
	
	Current Liabilities:
	
	

	Trade receivables
	7835.2
	
	Trade payables
	4480
	

	Inventory
	3120
	
	Outstanding Insurance fees
	500
	

	Cash at bank
	320
	
	Income tax payable
	1600
	

	Total current assets
	
	11275.2
	Accumulated depreciation
	2815.2
	

	Fixed Assets:
	
	
	Total Liabilities
	
	9395.2

	Land
	20000
	
	Equity Capital:
	
	

	Building
	11420
	
	£1 ordinary shares
	29000
	

	Plant
	18080
	
	Retained profits
	8380
	

	Total Fixed Assets
	
	49500
	Share premium
	5000
	

	
	
	
	12% Debenture
	4000
	

	
	
	
	Revaluation surplus
	5000
	

	
	
	
	Total equity
	
	51380

	Total Assets
	
	60775.2
	Total current liabilities and Stockholder’s equity
	
	60775.2
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(a)  
2019
	1.

	Return on capital employed 	= Earnings Before Interest and Tax / Capital employed 

					= 23 / 135.1

					= 0.17024

	Where, 

	Capital employed 	= Total assets - current liabilities

	 	= 286.1 - 151

		= 135.1

	EBIT or operating profit = 23



2018
	Return on capital employed 	= Earnings Before Interest and Tax / Capital employed

					= 29.7 / 145.4

					= 0.20426

	Where, 

	Capital employed 	= Total assets - current liabilities

	 	= 293.8 - 148.4

		= 145.4

	EBIT or operating profit = 29.7



2.
2019
	Return on equity 	= Net income / Shareholder’s equity 

				= 12.9 / 93.2

				= .1384

	Where net income = 12.9

	Shareholder’s equity 	= Share capital + retained earning

				= 17.8 + 57.2 + 18.2

				= 93.2


2018
	Return on equity	Net income / Shareholder’s equity

				= 18.3 / 80.3

				= 0.2279

	Where  net income = 18.3

	Shareholder’s equity 	= Retained earning + Share capital

				= 17.8 + 57.2 + 5.3

				= 80.3



3. 
2019
	EPS 	= Net income / Outstanding shares (Total number)

		= 12.9 / 17.8

		= 0.7247

	Where, 

	Net income = 12.9

	Outstanding shares = 17.8


2018
	EPS 	= Net income / Outstanding shares (Total number)

		= 18.3 / 17.8

		= 1.0281

	Where, 

	Net income = 18.3

	Outstanding shares = 17.8





4.
2019
	Gross profit margin 	= (Gross profit / Revenue) * 100 (Septria and Heryanto, 2019)

				= (191.8 / 501.3) * 100

				= 38.2605

	

	Where, Revenue = 501.3

	Gross profit = 191.8



2018
	Gross profit margin 	= (Gross profit / Revenue) * 100

				= (186.9 / 486.8) * 100

				= 38.3936

	

	Where, Revenue = 486.8

	Gross profit = 186.9



5. 
2019
	Asset turnover = Net sales / average total assets

			= 501.3 / 289.95

			= 1.7289

	

	Where,

	Net sales = 501.3

	Average total assets = (Current year total assets + previous year’s total assets) / 2 ()

				= (286.1 + 293.8) / 2

				= 289.95


2018
	Asset turnover = Net sales / average total assets 

			= 486.8 / 146.9

			= 3.3138

	

	Where,

	Net sales = 486.8

	Average total assets = (Current year total assets + previous year’s total assets) / 2

				= (293.8 + 0) / 2

				= 146.9

	Total assets of previous year (2017) is considered as 0 here because of the non-availability of the information on the same. 




6. 
2019
	Stock holding period 	= (Inventory / Cost of sales ) * 365

				= (38.8 / 309.5) * 365

				= 45.7577

	Where, Inventory = 38.8

	COS = 309.5



2018
	Stock holding period 	= (Inventory / Cost of sales) * 365

				= (41.1 / 299.9) * 365

				= 50.0217

	Where, Inventory = 41.1

	COS = 299.9





7. 
2019
	Debtors collection period 	= (Trade receivables / Sales) * 365

					= (114.9 / 501.3) * 365

					= 83.6595

	

	Where, Trade receivables = 114.9

	Sales = 501.3



2018
	Debtors collection period 	= (Trade receivables / Sales) * 365

					= (114.7 / 486.8) * 365

					= 86.0014

	

	Where, Trade receivables = 114.7

	Sales = 486.8



8. 
2019
	Current ratio   = Current assets / Current Liabilities

			= 153.9 / 151

			= 1.0192

	

	Where, Current assets = (Inventory + cash + trade receivable) = (38.8 + 0.2 + 114.9) = 153.9

	Current Liabilities = (Other creditors + trade payables) = (66.9 + 84.1) = 151.0



2018
	Current ratio   = Current assets / Current Liabilities

			= 156.5 / 148.4

			= 1.0546

	

	Where, Current assets = (Inventory + cash + trade receivable) = (41.1 + 0.7 + 114.7) = 156.5

	Current Liabilities = (Other creditors + trade payables) = (72.6 + 75.8) = 148.4



9. 
2019
	Gearing ratio 	= Total debt / Shareholder’s equity

			= 192.9 / 93.2

			= 2.0697

	

	Total debt = (Current liabilities + Long term loans) = (151.0 + 41.9) = 192.9

	Shareholder’s equity = 93.2



2018
	Gearing ratio 	= Total debt / Shareholder’s equity

			= 213.5 / 80.3

			= 2.6588

	

	Total debt = (Current liabilities + Long term loans) = (148.4 + 65.1) = 213.5

	Shareholder’s equity = 80.3



10.
2019
	Interest cover	 = EBIT / Cost of interest

			= 23 / 0.2

			= 115

	

	Where Earning before interest and taxes or operating profit = 23.0

	Cost of interest or finance costs = 0.2



2018
	Interest cover	 = EBIT / Cost of interest

			= 29.7 / 3.5

			= 8.4857

	

	Where Earning before interest and taxes or operating profit = 29.7

	Cost of interest or finance costs = 3.5
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b)
1. ROCE of 2018 (0.20) is higher than the ROCE of 2019 (0.17). Hence it can be said that the company's profitability per dollar was higher in 2018.
2. The company has earned a return on equity more than 10% in both the financial years. This portrays the presence of strong ROE in the company and the company's ability to offset the cost of capital.
3. Higher EPS of 2018 indicates that the company was more profitable in 2018 and earnings per share was higher in 2018.
4. Higher GP margin of 2018 displays that the company was more efficient in 2018 in managing its overhead cost, cost of sales and operating costs.
5. The asset turnover ratio is higher in 2018 which means the company has utilized the assets more effectively to generate revenue in 2018 (Kabir et al., 2017).
6. The higher stock holding period of 2018 indicates that the company has achieved an optimum stock holding period in 2018.
7. Lower debtors collection period of 2019 exhibit that in 2019, the company was more efficient in debt collecting procedures.
8. Both the financial years display a good ratio of current assets which portrays that the company was liquid enough to pay off its current liabilities by offsetting current assets.
9. The high gearing ratio of 2018 demonstrates that the company was in a riskier situation than in 2019 as the composition of borrowed funds was higher in 2018.
10. The higher interest coverage ratio of 2019 indicates that management was more efficient in 2019 in the interest payment of loan capitals.
Question 3
a)
Financial statements are used by three different user groups which are discussed below.
● Manager - Information on financial statements are highly beneficial for the managers to make successful economic decisions (Ehalaiye et al., 2020). With the help of these statements, managers assess the performance of employees which increases the efficiency of the workforce as well as the profitability scope of the organization.
● Owners and investors - Owners utilizes the information of financial statements to evaluate the overall business performance and analyses the growth trend of the company. Existing investors of the company determine the return of their investment while the probable investors analyze and anticipate the profitability scope of the company.
● Employees - Employees analyze the data to determine the company growth as well as the scope of development and growth of their career.
b)
The advantages of highly regulated financial reporting are discussed below.
● Maintenance of record and comparison - Financial transactions in this system can be recorded in an error-free and systematic way. This flawless record-keeping helps management to compare the results of various fiscal periods to evaluate financial performances.
● Financial reports and statements - Various financial reports and statements such as profit and loss accounts, balance sheets and many more can be prepared through this financial reporting system.
The disadvantages are discussed below.
● Inflexible - High regulation of financial reporting makes the system more rigid which reduces the innovativeness of the reporting process.
● Costly - High regulation involves more cost which may have adverse effects on business profitability.
c)
Below are the limitations of financial statements.
● Historical costs - Financial statements are prepared based on the values of past periods which does not include the change value of components (Tkachuk, 2019). Hence, real financial positions cannot be revealed. 
● Monetary transactions - Financial statements only record monetary transactions. Non-monetary transactions are completely ignored in statements that present incomplete information to the users.
● Inflationary effects - Impact of inflation on the value of assets are totally ignored in financial statements. So, asset valuation does not provide the real asset structure of the company.
● Intangible assets - Financial statements do not consider the intangible assets as a valuable asset of business but consider the cost related to intangible assets as an item of business expenditure. This approach has an adverse impact on business valuation.

[bookmark: _Toc49374032]Conclusion
In conclusion, it can be said that there are several limitations in financial reporting which are interim reports, historical costs, fraud, dependence on specific timeframe, unverified data, incapability of providing comparisons and others. Although the presence of several disadvantages, the usage of financial reporting is huge due to its advantages like proper record maintenance, informative comparison of outcomes and systematic record-keeping methods. The major users of the financial statements of an organization are its investors, shareholders, managers and employees. This is similar for Wales Plc as it can be seen from the calculations done in the previous sections.

[bookmark: _Toc49374033]Reference List
Fenyves, V., Böcskei, E., Bács, Z., Zéman, Z., and Tarnóczi, T., 2019. Analysis of the Notes to the Financial Statement Related to Balance Sheet in Case of Hungarian Information-Technology Service Companies. Scientific Annals of Economics and Business, 66(1), pp.27-39.
Septria, D., and Heryanto, H., 2019. Performance Capability Analysis and Regional Budget Evaluation in Implementing Regional Autonomy in Dharmasraya District. Archives of Business Research, 7(7), pp.180-187.
Ehalaiye, D., Laswad, F., Botica Redmayne, N., Stent, W. and Cai, L., 2020. Are Financial Reports Useful? The Views of New Zealand Public Versus Private Users. Australian Accounting Review, 30(1), pp.52-64.
Kabir, M.U., Aripin, N. and Al-Dhamari, R.A.A., 2017. Financial ratio analysis: decision usefulness for potential shareholders’ benefit. Journal of Business Management and Accounting, 7(2), pp.51-59.
Tkachuk, N.V., 2019. Historical Cost and Fair Value: Advantages, Disadvantages, Application. Journal of History Culture and Art Research, 8(1), pp.173-182.


Page 2 of 16

