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	Trading and Profit & Loss Account

	For the year ended 31.12.2019

	Particulars
	Amount (in Pound)
	Particulars
	Amount (in Pound)

	
	To Cost of Goods Sold
	16220
	
	
	By Sales
	
	30300

	
	(+) Depreciation on Plant (Note - 1)
	2560
	18780
	
	
	
	

	
	To Gross Profit
	
	11520
	
	
	
	

	
	
	
	
	30300
	
	
	
	30300

	
	
	
	
	
	
	
	
	

	
	To Distribution Expenses 
	2160
	
	By Gross Profit
	11520

	
	To Administration Expenses
	2920
	
	
	By Retained Profit
	8380

	
	(+) Depreciation on Building (Note - 2) 
	320
	
	
	By Land Account
	5000

	
	(+) Bad Debt
	240
	
	
	
	
	

	
	(+) Provision for Allowance
	160
	
	
	
	
	

	
	(+) Insurance Fees
	500
	4140
	
	
	
	

	
	To Interest Account
	
	240
	
	
	
	

	
	To Dividend
	
	560
	
	
	
	

	
	To Income Tax 
	
	1600
	
	
	
	

	
	To Net Profit
	
	16200
	
	
	
	

	
	
	
	
	24900
	
	
	
	24900

	
	
	
	
	
	
	
	
	



	Balance Sheet as on 31.12.2019
	

	Liabilities
	Amount 
	Assets
	Amount

	Ordinary shares
	
	29000
	
	
	Land 
	
	15000
	

	(+) Net Profit
	
	16200
	45200
	
	(+) Appreciation
	5000
	20000

	12% Debenture
	
	
	4000
	
	Building 
	
	16000
	

	Share Premium
	
	
	5000
	
	(-) Depreciation
	-320
	15680

	Building Accumulated Depreciation
	4260
	
	Plant 
	
	25600
	

	Plant Accumulated Depreciation
	4960
	
	(-) Depreciation
	-2560
	23040

	Outstanding Insurance
	
	500
	
	Stock
	
	
	3120

	Trade Payable
	
	
	4480
	
	Trade Receivable
	8240
	

	Outstanding Income Tax
	
	1600
	
	(-) Bad Debt
	-240
	

	
	
	
	
	
	
	
	
	8000
	

	
	
	
	
	
	
	(-) Provision for Allowance 
	-160
	7840

	
	
	
	
	
	
	Bank
	
	
	320

	
	
	
	
	70000
	
	
	
	
	70000





	Working Notes



	Note - 1
	
	

	Depreciation on Plant

	Cost of Plant
	25600

	Rate of depreciation under the straight line method
	10%

	Depreciation (25600 * 2%)
	2560




	Note - 2
	
	

	Depreciation on Building

	Cost of Building
	16000

	Rate of Depreciation
	2%

	Depreciation ( 16000 * 2% )
	320



	Note - 3
	
	

	Computation of Allowance

	Book Value of Trade Payable 
	8240

	(-)Bad Debt
	-240

	
	
	8000

	(-) Provision of Allowance (8000*2%)
	160

	
	
	7840
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(a)
	1. Return on Capital employed = ( EBIT / Capital Employed ) * 100

	Capital Employed = Share Capital + Reserve and Surplus - Fictitious Assets + Long Term Loans

	
	

	2019
	

	Return on Capital Employed = { 23 / (17.8 + 0 - 0 + 41.9)} * 100 

	38.53%
	

	
	

	2018
	

	Return on Capital Employed = { 29.7 / (17.8 + 0 - 0 + 65.1)} * 100 

	35.82%
	

	
	

	2.Return on Equity = (Profit After Tax / Shareholders Fund) * 100

	
	

	2019
	

	Return on Equity = (12.9 / 93.2) * 100

	14%
	

	
	

	2018
	

	Return on Equity = (18.3 / 80.3) * 100

	23%
	

	
	

	3. EPS = ( Profit After Tax - Preference Dividend ) / Number of Equity Shares

	
	

	2019
	

	EPS = ( 12.9 - 0 ) / 17.8

	0.72
	

	
	

	2018
	

	EPS = ( 18.3 - 0) / 17.8

	1.03
	

	
	

	4. Gross Profit Margin = ( Gross Profit / Net Sales ) * 100

	
	

	2019
	

	GP Margin = ( 191.8 / 501.3 ) * 100

	38.26%
	

	
	

	2018
	

	GP Margin = ( 186.9 /486.8 ) * 100

	38.39%
	

	
	

	5. Asset Turnover Ratio = Net Sales / Total Assets

	
	

	2019
	

	Asset Turnover Ratio = 501.3 / 286.1

	1.75
	times

	
	

	2018
	

	Asset Turnover Ratio = 486.8 / 293.8

	1.66
	times

	
	



	6. Stock Turnover Ratio = Cost of Goods Sold / Average stock

	Stock Holding Period = 365 / Stock Turnover ratio 

	
	

	2019
	

	Stock Turnover Ratio = [ 309.5 / { (41.1 + 38.8) / 2}]

	7.75
	times

	
	

	Stock Holding Period = 365 / 7.75

	47
	days

	
	

	2018
	

	Stock Turnover Ratio = [ 299.9 / { (41.1 + 0) / 2}]

	14.59
	times

	
	

	Stock Holding Period = 365 / 14.59

	25
	days

	
	

	7. Debtors Turnover Ratio = Credit Sales / ( Average Debtors + Average B/R)

	
	

	2019
	

	Debtors Turnover Ratio = 501.3 / { ( 0 + 114.9) / 2}

	8.73
	times

	
	

	Debt Collection Period  = 365 / Debtors Turnover ratio

	42
	days

	
	

	2018
	

	Debtors Turnover Ratio = 486.8 / { (0+114.7) / 2}

	8.49
	times

	
	

	Debt Collection Period = 365 / Debtors Turnover ratio

	43
	days

	
	

	8. Current Ratio = Current Assets / Current Liabilities

	
	

	2019
	

	Current Ratio = 153.9 / 151

	1.02
	

	
	

	2018
	

	Current Ratio = 156.5 / 148.4

	1.05
	

	
	

	9. Gearing Ratio = Total Debt / Total Assets

	
	

	2019
	

	Gearing Ratio = 192.9 / 286.1

	0.67
	

	
	

	2018
	

	Gearing Ratio = 213.5 / 293.8

	0.73
	

	
	

	10. Interest Coverage Ratio = Earnings Before Interest and Tax / Interest Charges

	
	

	2019
	

	Interest Coverage Ratio = 23 / 0.2

	115
	

	
	

	2018
	

	Interest Coverage Ratio = 29.7 / 3.5

	8.49
	



Note
1. It is assumed that the opening stock of 2018 is considered to be Nil.
2. For the purpose of computing stock turnover ratio, entire amount of sales is considered as credit sales.
(b) 

Source: Created by Self
It is clearly evident from the above mentioned diagram that return on capital employed for the year of 2019 appears to be 38.53% in comparison to the data of 2018 which seem to be 35.82%. This means the performance of the company has enhanced during this time frame and increase in the value of return on capital employed is favourable for the establishment.

Source: Created by Self
Return on equity is computed by dividing the profit that has been generated after deducting all the expenses and the taxation amount, from the figure of shareholders fund. Finally, the resultant must be multiplied by 100 in order to get the value in percentage. In 2019, the value of return on equity is 13.84% where in the year of 2018 the value was 22.79%. However, the above data showcase that the return on equity for 2019 has been reduced in comparison to 2018 which is unfavourable circumstance for Jerry plc.

Source: Created by Self
Earnings per share is computed simply by subtracting preference dividend from the amount of profit after taxation. The remaining value needs to be divided by the total number of equity shares in order to get the final result. This ratio is vital for the investors which motivates them to invest in the shares of the company. EPS is the most important factor for evaluating the earnings of the investors of Jerry plc. The figures seem to be working in favour of the company as the earnings of the investors has increased tremendously from 2018 to 2019 and that to by nearly 0.31 pound (Jasman, et al, 2017).

Source: Created by Self
Gross profit margin is used to measure the profitability position of the establishment. Jerrry plc has been sucessful in maintaining a constant gross profit margin for two consecutive years and that too above 30%. In order to be more precise, 38.39% was gross profity margin for 2018 but the profitability has gone down in 2019 with 38.26%. Therefore, it can stated that the profitability of the company has gone down slightly which may work against the performance of the company and investors may loose hope as well.

Source: Created by Self
Asset turnover ratio is computed by dividing the total sales value from the total amount of assets. This ratio is generally utilized for scrutinizing the efficiency of the establishment in the context of generating profits by efficiently using the assets. The data of 2019, represents that asset turnover ratio is 1.75 times whereas the data of 2018 is 1.66. This highlights that the asset turnover ratio has increased and it may add value to the performance of the business entity. 

Source: Created by Self
Stock holding period can be described as the time frame between the procurement or manufacturing of the finished products and the sale of that product. The lesser the time period the more it is beneficial for the organization. Here, in the present scenario the stock holding period was 25 days in 2018 and 47 days in 2019. However, it can be stated from the data that it will inversely influence the business of the corporate entity. Jerry plc should take necessary measures for reducing the time period of stock holding.

Source: Created by Self
This is an interesting ratio which showcases the time period given to the debtors for making the payment against the goods purchased by them on credit. The chart which has been highlighted above suggests that 43 days was the debt collection period for the year of 2018. Moreover, time period has reduced to 42 days in 2019 which is positive sign for Jerry plc as they can recover their due amount in lesser time period. The organization should work in favour of reducing the time period and take adequate steps.

Source: Created by Self
	Current ratio is recognized as the most reliable and essential tool for measuring the liquidity position of the enterprise. If drill into the details of the current ratio then it is visible that in 2018 it was 1.05: 1. However, in 2019 it stands at 1.02: 1 which is a negative sign for Jerry plc. This highlights the crunch in the financial position of the establishment. Current ratio indicates the currents assets of the company in relation to current liabilities. The current ratio of 1.5:1 is described as the ideal ratio (Mahardhika, et al, 2016).

Source: Created by Self
Gearing ratio is computed by dividing the total debts of the establishment by the total assets. It is observed that gearing ratio was 0.67:1 in 2019 and 0.73 in 2018. However, in both the years the debt equity ratio is below 1 which indicates that Jerry plc has more assets in comparison to the debts. The most exciting fact is that the debt equity ratio has come down from 0.73 to 0.67 which is an excellent point and it can assist Jerry limited in gaining the trust of the investors (Gajah, et al, 2018). 

Source: Created by Self
Interest coverage ratio showcases the potential of the company to make the repayment of the interest amount emerged on the debt which is outstanding. It is suggested that the company should make efforts to minimize this ratio.The chart which has been highlighted above indicates that the interest coverage ratio of 2018 was 8.49 whereas for 2019 is 115. There is a massive difference in the data of both the years.
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(a) There are multiple set of users who are keenly interested in the financial statements of the establishment. However, the points which are explained below highlights the importance of the financial statement to the multiple user groups:
· Owners as well as the investors: The venture capitalists, investors, and shareholders who have invested their funds in the company or those who are planning to invest their money in the establishment with the sole motto of earning profits. Owners who have started the business or running the business and have their funds employed in the activities of business. They scrutinise the data and figures of the financial statement in order to judge the future prospects and possibilities of the company.Financial statements are also used for the purpose of comparing the performance one company with that of the other and that to om a standard format (Lakis, et al, 2017).
· Lenders: This include those categories of people or institutions which share their money with the organisation in the form of debt, short term loans, and long term loans which the organisation has the obligation to repay the amount. Lenders includes banks, along with come other institutions which are operating in the financial sector. They use the financial statements to make a proper assessment to make a proper assessment whether the company which is taking the debt has the capacity to repay the loan amount along with mandatory interest amount on quarterly and annual basis.
· Government: Financial statements of the companies are being analysed by the government authorities in order to identify that the corporate entity is following all the norms and policies that are framed by the company. The main stream of income for the government is the multiple taxes which includes the corporate taxes that the companies are expected to pay to the government on the profit that is earned by the organisation. Government also assess that the companies are making all the mandatory disclosures in their financial statements (Prasad, et al, 2017).
(b) 
· Advantage of the financial statement from the prospective of a user.
User gets an in – depth understanding of the financial statement of the company and the strategies of the organisation which may prove to be useful for the company to stay ahead of the competitors. They also come to know about the investments, assets, and debts of the corporate entity (Bui, et al, 2020).
· Advantage of the financial statement from the prospective of a preparer.
They get the opportunity to showcase the real face of the business entity in front of all the stakeholders. They are empowered to create changes in the lives of people by assisting them in making and wise investment decision.
· Disadvantage of the financial statement from the prospective of a user.
There are investors and even majority of the stakeholders blindly trust the financial statements but sometimes the real practices of the company cannot be seen in the initial stage where they make manipulations in the data to represent it in a fair and transparent manner as per the defined compliance and regulations of the government (Sui, 2017).
· Disadvantage of the financial statement from the prospective of a preparer.
The companies take the accountant who prepares the financial statements into consideration on the exchange of monetary benefits and make inappropriate changes in the data and replace the genuine facts with the fact information and cover up all the discrepancies that may emerge in the financial statement. 
(c) There are multiple limitations on relying blindly on the financial statements which are discussed below:
· Tool of frauds: It has been discovered in multiple scenarios all across the globe where the companies use to make manipulations in their financial statements and try gain the trust of the investors and the financial experts. Finally, all these things end up creating fraudulent activities and scams. They use to hide their losses with the help of the accountants and financial experts.
· Errors as well as omissions: The auditors generally check the high value entries and follow sampling techniques at the time of performing audit. This showcase that there are high chances that intentional as well as unintentional errors may appear of lower amount and possibility of misrepresentation also exists at the same time. The companies use to under value their profits in order to avoid paying taxes and sharing dividend (Duklewski, et al, 2018).
· Qualitative information: Financial statement focuses on the quantitative data and misses out the equally important and necessary qualitative data. There are multiple aspects of qualitative data that should also be considered for scrutinizing the performance of organization such as the measures taken for providing customer satisfaction, efficiency in logistics as well as supply chain management.
· Explanation: Financial statements are not easy to understand especially for a layman so it can be recognised as non self explanatory. There is requirement of accountants as well as finance professionals for understanding and explaining the financial statement. The reason is simple as the financial statement is full of technical terms and calculations for representing the various aspects of the company.
· Not Futuristic: It is noteworthy to mention that financial statement highlights the current financial position of the company and it can prove to be a base for making future projections. However, there can be many other factors which may emerge in the future and influence the performance of company which cannot be forecasted in advance (Nadezhdina,et al, 2020).
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