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	Wales Plc
Income statement for the year ended December 31, 2019

	Revenues
	Amount 
	Total Amount 

	Sales generated 
	 £ 30,300,000.00 
	

	Cost of sales  

Gross profit                                      
	 £ 16,220,000.00 

 
	

£14,080,000.00(W5)

	Depreciation on plant 
	 £   2,560,000.00 (W2)
	

	Total revenues (a)
	
	£ 11,520,000.00(W6)

	Expenditures 
	
	

	Expenses on distribution
	 £ 2,160,000.00 
	

	Expenses on administration 
	 £ 2,920,000.00 
	

	Building depreciation 
	 £ 320,000.00 (W1)
	

	2% receivables allowances
	 £ 164,800.00 (W9)
	

	Expenses on insurance
	 £ 500.00 
	

	Debts to be irrevocable
	 £ 240.00 
	

	Debentures interest
	 £ 240,000.00 
	

	

Total expenses (b)  
	


	

£ 5,805,540.00(W7)

	Net profit (a-b)
	
	£ 5,714,460.00(W8)





                                                              WALES PLC
                              Statement of Financial Position as at 31st December 2019
	Assets 
	Amount
	Liabilities & stockholder’s equity 
	Amount 

	Non-current assets
	
	Non-current liabilities 
	

	Land asset
	 £ 15,000,000.00 
	Debentures @12%
	£ 4,000,000.00 

	Acquisition of land
	 £ 5,000,000.00 
	Debentures outstanding interest @ 12%
	£ 480,000.00(W10)

	Building asset
	 £ 16,000,000.00 
	Current liabilities 
	

	Building depreciation
	(-£ 320,000.00) (W1)
	Creditors 
	£ 4,480,000.00 


	Accumulation depreciation 
Total building depreciation
	(-£ 4,260,000.00)


 £11,420,000.00(W3)
	Expenses on outstanding fees 
	£ 500.00 


	Plant asset 
	 £ 25,600,000.00 
	
	

	Depreciation on plant 
	(-£ 2,560,000.00) (W2)
	Shareholders’ equity 
	

	Accumulated depreciation 
Total Plant depreciation
	(-£ 4,960,000.00)


£18,080,000.00(W4)
	Share premium 
	 £ 5,000,000.00 

	Current assets
	
	Retained earnings
	 £ 8,380,000.00 

	Debtors 
	 £ 8,240,000.00 
	Reserve on revaluation 
	 £ 5,000,000.00 

	2% receivables allowances  
	(-£ 164,800.00) (W9)
	Ordinary shares
	 £ 29,000,000.00 

	Debts to be irrevocable
	(-£ 240.00)
	Dividend paid 
	 £ 560,000.00 

	Closing stock 
	 £ 3,120,000.00 
	Current year profit  
	 £ 5,714,460.00 (W8)

	Bank account
	 £ 320,000.00 
	Income tax liabilities 
	(-£ 1,600,000.00)

	
Total assets
	
£61,014,960.00(W11)
	Total equities and liabilities
	£ 61,014,960.00(W12)


WORKINGS (W)
W1.  Depreciation on building of 2% per year on cost
                     16,000,000*2%= 320,000 (charged in administration expenses)
W2. Depreciation on plant of 10% per year on cost
                    25,600,000*10%=2,560,000 (charged to cost of sales)
W3. Building accumulated depreciation
(Building at cost)16,000,000-320,000(2% depreciation per year)-4,260,000(building accumulated depreciation) =11,420,000 (shown in the balance sheet)
W4. Plant accumulated depreciation
(Plant at cost)25,600,000-2,560,000(10%depreciation per year)-4,960,000(plant accumulated depreciation) =18,080,000 (shown in balance sheet) 
W5. Gross profit  
30,300,000(sale)-16,220,000(cost of sales) =14,080,000 (income statement)
W6. Total revenue (a)
30,300,000-(16,220,000+2,560,000) = 11,520,000 (income statement)
W7. Total expenses (b)
2,160,000+2,920,000+320,000+164,800+500+240+240,000=5,805,540 (income statement)
W8. Net profit (a-b)
11,520,000-5,805,540=5,714,460 
W9. 2% allowance for trade receivable
8,240,000*2%=164,800 (income statement)
W10. Debentures outstanding interest @12%
4,000,000*12%=480,000 (balance sheet)
W11. Total Assets
(15,000,000+5,000,000+16,000,000) -(320,000+4,260,000) +25,600,000-(2,560,000+4,960,000) +8,240,000-(164,800+240) +3,120,000+320,000= 61,014,960.00
W12. Total equity and liabilities
4,000,000+480,000+4,480,000+500+5,000,000+8,380,000+5,000,000+29,000,000+560,000+5,714,460-1,600,000= 61,014,960.00


QUESTION 2
[bookmark: _Toc46863171](a) Calculate the following ratios for both 2019 and 2018
1.  Return on capital employed 
The return on capital interprets how well the company is generating returns from capital invested in various sources and checks capital efficiency of company. The ideal return on capital employed means interest rates must be half of ROCE rates or equal to ROCE. The ratio tells about the corporate performances and financial position of a business (Sarkodie, et.al, 2015). 
                                       2019                        2018
	ROCE ratio = Operating profit/ (total assets -net asset) x100%

	2300/192.9X100%
= 11.92%
	2970/213.5X100%
=13.90%


Workings:
2019                                                                   2018
2300/ (286.1-93.2) x100%=11.92%                     2970/ (293.8-80.3) x100%=13.90%
2. Return on equity.
It the return on net asset which is the balance left after deducting debt from corporate assets. The ability of company to generate higher returns from shareholders fund is evaluated through return on equity ratios. The ROE interprets the true image of company utilizing the equity fund. The total debts are deducted from total assets and the remaining is the shareholders fund (Murtala, et.al, 2018)
                                                              2019                                      2018
	ROE ratio = net income(annual)/shareholders’ equity
	12.9/93.2x100%
= 14%
	18.3/80.3x100%
=23%


                                                    
3. EPS 
Earnings per share are the earnings of the firms earned by each share. The EPS interprets higher the EPS the higher is the performances of firm and it increases the goodwill of the firm. The EPS gives satisfaction level to the shareholders. It indicates the profitability of the firm which market participants use to analyse the firm before purchasing them.
                                            2019                           2018
	EPS ratio = Net income of the company/total no. Of equity shares
	12.9/17.8
= £0,72
	18.3/17.8x100
=£1,02



4. Gross profit margin 
The gross profit margin analysis the reasonable profit on sales and generally it indicates the profit a company can earn after paying off its cost of goods sold and measures the efficiency of the company during production activities.
                        

                                     2019                           2018
	Gross profit margin = gross profit/sales revenue x100%
	191.8/501.3x100%
= 38.26%
	186.9/486.8x100%
=38.39%



5. Asset turnover
 The asset turnover ratio measures the efficiency power of company to utilize the assets of the company for generating the revenues for the company. The higher the ratio the higher would be the returns showing positive growth of the company in terms of profit.

                                         2019                           2018
	Asset turnover ratio = Net sales/total assets
	501.3/286.1
= 1.75
	486.8/293.8
=1.65



6. Stock holding per turnover period
The capacity of the company to replace the old inventory and generating higher profit. The no. of days the inventory is holed converting into period. The long the stock holding period the high will be the cost of holding an inventory. The average is calculated to know the no. of days it takes to sell the inventory.
                                         2019                           2018
	Stock holding turnover period = inventory/cost of sales x 365days
	38.8/309.5x365
= 46days
	41.1/299.9x365
=50days



7. Debtors collection period
The debtor’s collection period indicates the time taken to company for collecting its debtors. The higher the debtor collection period the less is the efficiency of the company. The performance of business to convert its credit sale into cash is being analyse. 
                                          2019                          2018
	Debtors collection period = trade receivable/credit sales x 365days
	114.9/501.3x365
= 84 days
	114.7/486.8x365
=86days



 8. Current ratio 
The current ratio indicates the ability of company to convert current assets in the form of sales and earning profits and less investment in the form of current assets. The higher the ratio the higher would be the efficiency level of the firm and low current ratio indicates company failure to convert current assets into profit by sales.
                                  2019                         2018
	Current ratio = total current assets/total current liabilities
	153.9/151
= 1.01
	156.5/148.4
=1.05



9. Gearing ratio 
Gearing ratio analyse the financial leverage of the company. The ratio more than 0.5 is exposed to the heavy risk and the ratio less than 0.5and but more than 0.25 indicates moderate risk and the ratio less than 0.25 indicates low risk. The gearing ratio can be lower down from high ratio by paying off some of its debts.
                             
                                    2019                           2018
	Gearing ratio = debts/(debts+equity) x 100%
	41.9/(41.9+93.2) x100%
= 31%
	65.1/ (65.1+80.3) x100%
=45%



10. Interest cover 
The interest coverage ratio indicates how the company is paying off the finance expenditure which is the finance cost or the debt interest cost in the company. The higher the ratio indicates higher operating profit available to incur the finance cost expenditure in the company. The lower the ratio the lower is the operating profit availability of the company and weaker financial strength of the company. 
     
                                 2019                          2018
	Interest coverage ratios = profit before interest/interest
	23/0.2
= 115
	29.7/3.5 
=8.481


 
[bookmark: _Toc46863172](b) Discuss the situation revealed by the ratios you have calculated in (a).
 Return on capital employed
The ROCE ratio of jerry Plc Company is 11.92% in 2019 and 13.90% in 2018 which indicates decrease in the ratio which is the sign of negative and failure as there is less return provided to shareholders equity.  The company has become inefficient in utilizing the shareholders fund (Lisek, et.al, 2020)
Return on equity 
The ROE ratio of jerry Plc company is 23% in 2018 and 14% in 2019 this is the increase in ratio that indicates higher utilization of funds in the company after deducting debts from asset and giving higher returns in a company. This is the sign of positive performance and higher growth of company as it is utilizing the shareholder fund efficiently and effectively (Siegrist, et.al, 2017).
EPS
The EPS ratio of jerry Plc Company is £1,02 in 2018 and has decreased to £0,72 in 2019 which indicates that company is paying less returns in the form of dividends to shareholders and reserving the part of net profit in the form of retained earnings. This shows negative results and decreases the image of company in front of other investors who are interested in investing in the shares of the company (Aryani, et.al, 2020) 
Gross profit margin
The gross profit margin ratio of the jerry Plc Company is 38.26% in 2019 and 38.39% in 2018 which shows minor decrease in the ratio and indicates lower growth in company financial health and indicating under-pricing and company cannot make reasonable profit on sales in 2019 (Bionda, et.al, 2020)
Asset turnover ratio
The asset turnover ratio of the jerry Plc Company is 1.75 in 2019 and 1.65 in 2018 which shows decrease in the ratio and indicates decline in growth rate and company is becoming insufficient in utilizing the assets of the company to earn profits in the company (Yudawisastra, et.al, 2018).
Stock holding ratio
The stock holding ratio of the jerry Plc Company is 50 days in 2018 and had decreased slightly to 46 days in 2019 which is the sign of lower stock holding period and more revenue earnings from the sales of inventory in the company. This is a good indicator for the company as the cost of holding the inventory is decreasing and the revenues are increasing.
Debtor’s collection period
The debtors collection period of the jerry Plc Company is 86days in 2018 and has decreased to 84days in 2019 which is good sign for the company as the company is recovering faster its credit sales and maintain balance in cash structure of the company, the efficiency level has being increased to recover all its credits from the debtors.

Current ratio 
The current ratio of the jerry Plc Company is 1.05 in 2018 and has decreased to 1.01 in 2019 which shows that company has equal current assets and current liabilities and has decline in current asset stock to pay off the company debts, this gives negative indication towards the growth of the company and required more attention towards the company current assets (Nurfadillah,,et.al, 2016)
Gearing ratio
The gearing ratio of the jerry Plc Company is 31% in 2019 and same 45% in 2018, this indicates that there is a small but significant change in the shareholders equity and the company has taken less debts in the financial year of 2019 comparing with 2018.  
Interest coverage ratio  
The interest coverage ratio of the jerry plc company is 8.48 in 2018 and has being increased to 11.5 in 2019 which is the increment in ratio indicating the higher availability of operating profit available for paying off interest rates of the company. This shows that company can take more debts for the company in case of a requirement and pay off its debts interest on time (Ji,et.al, 2019)
[bookmark: _Toc46863173]QUESTION 3 

[bookmark: _Toc46863174](a) Identify three different user groups of company accounts and discuss why these user groups are interested in the information provided in financial statements. 
Three different users of the company accounts but the main two are are internal and external users. The internal users are within the company organization and required financial information to take day to day decisions. The external users are the ones who required the financial accounts information to make decisions regarding the investment of their money in an organization for high returns (Sarkodie, et.al, 2015).
Government
The government is the external user of the company accounts to make different laws and policies. The tax slabs are decided after knowing the profit of the company. The taxes are calculated based on the results of operation activity of the company.
Employees
Employees are the internal user of the company accounts and required the financial information of the company to know the state of their salary and chances of bonus or increment in the salary and possibilities of career development opportunities.


Investors   
Investors are the external users of the company accounts and are interested in knowing the company performances and company financial position as they had made an investment in the company. They asses the potentiality of success and profitability of the company and this helps them in taking buy, sale and hold decisions regarding their investment.
[bookmark: _Toc46863175](B) Discuss the advantages and disadvantages of a highly regulated financial reporting regime. You should consider the perspective of both user and the preparer of the financial statements.
The financial reporting includes financial statements which show the financial position and financial performances. The UK GAAP (Generally Accepted Accounting Practice) standard is applicable for financial accounting and it discloses the material items appearing in the financial statements. Guidelines helps in making financial statements in order to ensure consistency, accuracy and presenting statement in such a way to ensure comparison (Senftlechner and Hiebl, 2015).
Advantages of preparing financial statements according to standards and following highly regulated financial reporting regime is that it fosters the transparency and ease of understanding and analysing the financial statements of the company in better form. The users can understand and interprets easily and compare the statements in the case of a requirement. the trust is developed in company who follows the accounting regime and increases the goodwill of the company. Investors can measure the performances of one company in comparison to others.
Disadvantages of regulating accounting standards is that it can increase the cost of the company to maintain the standards as it has to appoint a professional accountant for and required high system upgrades for accounting purposes. The GAAP is specific in process of accounting and order in maintaining accuracy and consistency in the accounting standards. The business faced many complications such as inflexibility in the terms of procedures (Dang, et.al, 2015).
[bookmark: _Toc46863176](c) Discuss the limitations of financial statements’
The dependency on historical cost which means the balance sheet can be sometimes misleading such as the balance sheet in which the value of marketable securities can be altered but the value of fixed assets cannot be changed. At the time of inflation the rates are increased but the amount of long-term assets and liabilities will appear at lower cost (Hoggett, et.al, 2015). The financial statements of different companies are not always comparable because the different accounting standards are being followed in different company differently. When the financial statements are not audited they are not verified and there is presence of doubt subject to accounting policies, practices, and accuracy of the financial accounting (Van Dunga et.al, 2019).
Another big disadvantage of financial statements is that the intangible assets value is not being recorded but any expenditure done to acquire the fixed asset is being recorded as the expense in income and expense statement. The financial statement does not include relevant non-financial aspects in the business which sometimes reasons for the increment of cost and reduction in profits. These were some of the main disadvantages of financial statements faced by the accounting users (Parkinson, et.al, 2015).
There may be some instances where the financial statement becomes the instrument of conducting fraud in accounting. The window dressing of many values for the sake of business by management team is such an example where the statements are manipulated to show high returns and profits to give good impression in front of shareholders (Scarpellini,et.al, 2020)
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