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[bookmark: _Toc49072564]Introduction
The assignment has been prepared to determine financial position of company Wales PLC by determining financial results. The financial ratios are depicted in an appropriate context. It is considered essential for long term benefits of company. The users of financial statements are also identified in the study along with certain advantages and disadvantages of financial statements. 
[bookmark: _Toc49072565]
Question 1
	Wales PLC

	Income Statement

	For the Year Ended December 31, 2019

	 
	Notes
	£'000

	Sales
	 
	             30,300 

	Cost of Sales
	7
	            (16,540)

	Gross Profit
	 
	             13,760 

	Distribution Expenses
	 
	              (2,160)

	Administrative Expenses
	8
	              (5,481)

	Operating Profit
	 
	               6,119 

	Finance cost
	3
	                 (480)

	Profit before taxation
	 
	               5,639 

	Taxation
	4
	              (1,600)

	Profit of the year
	 
	               4,039 



	[bookmark: RANGE!A1:E33]Wales PLC

	Statement of Financial Position

	As at December 31, 2019

	Assets
	 
	 
	   

	Non-current assets
	Notes
	 
	£'000

	Property, Plant & Equipment
	1
	 
	          49,500 

	Total non-current assets
	 
	 
	          49,500 

	 
	 
	 
	 
	 

	Current Assets
	 
	 
	 

	Bank
	 
	 
	               320 

	Trade receivables
	2
	 
	            8,240 

	Inventory
	 
	 
	            3,120 

	Total current assets
	 
	 
	          11,680 

	Total Assets
	 
	   
	          61,180 

	 
	 
	   
	   

	Liabilities
	 
	 
	   

	Current liabilities
	 
	 
	 

	Trade payables
	 
	 
	            4,480 

	Debenture interest payable
	3
	 
	               240 

	Income tax payable
	4
	 
	            1,600 

	Insurance payable
	5
	 
	              0.50 

	Total current liabilities
	 
	 
	            6,321 

	Non-current liabilities
	 
	 
	 

	12% Debenture 2024
	 
	 
	            4,000 

	Total non-current liabilities
	 
	 
	            4,000 

	Total liabilities
	 
	 
	          10,321 

	Net Assets
	 
	 
	          50,859 

	Equity
	 
	 
	 

	£1 ordinary shares
	 
	 
	          29,000 

	Share premium
	 
	 
	            5,000 

	Retained earnings
	6
	 
	          11,859 

	Revaluation surplus from Land
	1
	 
	            5,000 

	Total shareholder's equity
	 
	 
	          50,859 



	Note 1: Property, Plant & Equipment
	£'000
	£'000
	£'000
	£'000

	 
	Land
	Building
	Plant
	Total

	Cost
	   15,000 
	     16,000 
	 25,600 
	     56,600 

	Less: Accumulated Depreciation
	           -   
	       4,260 
	   4,960 
	       9,220 

	Cost at January 1, 2019
	   15,000 
	     11,740 
	 20,640 
	     47,380 

	Less: Depreciation at December 31, 2019
	           -   
	          320 
	   2,560 
	       2,880 

	Add: Revaluation Gain (Implementation under IFRS 16)
	     5,000 
	            -   
	         -   
	       5,000 

	Cost at December 31, 2019
	   20,000 
	     11,420 
	 18,080 
	     49,500 

	 
	 
	 
	 
	 

	Note 2: Trade receivables
	 
	 
	 
	 

	Trade receivables
	 
	 
	 
	  8,240.00 

	 less: Bad debts 
	 
	 
	 
	         0.24 

	 
	 
	  8,239.76 

	less: Allowances for doubtful debts
	 
	 
	 
	         0.16 

	Trade receivables, net of allowances
	 
	 
	 
	  8,239.60 

	 
	 
	 
	 
	 

	Note 3: Finance cost
	 
	 
	 
	 

	Total annual interest on debenture/Finance cost
	 
	 
	 
	          480 

	Debenture interest paid
	 
	 
	 
	          240 

	Debenture interest payable
	 
	 
	 
	          240 

	 
	 
	 
	 
	 

	Note 4 - Income tax liability
	 
	 
	 
	 

	Income tax liability for the year is estimated at £1,600,000
	 
	 
	 
	 

	 
	 
	 
	 
	 

	Note 5: Insurance fee
	 
	 
	 
	 

	At 31 December 2019, insurance fees of £500 were outstanding. They are to be charged to administration expenses.
	 
	 
	 
	 

	 
	 
	 
	 
	 

	[bookmark: RANGE!A28:C32]Note 6: Statement of Retained Earnings
	 
	 
	 
	 

	 Retained earnings (1/1/19) 
	 
	 
	 
	       8,380 

	 Add: Profit 
	 
	 
	 
	       4,039 

	 Less: Dividends 
	 
	 
	 
	          560 

	 Retained earnings (31/12/19) 
	 
	 
	 
	     11,859 

	 
	 
	 
	 
	 

	Note: 7 - Cost of goods sold
	 
	 
	 
	 

	CGS (from unadjusted trial balance)
	 
	 
	 
	     16,220 

	Add: Depreciation: Building
	 
	 
	 
	          320 

	Cost of goods sold
	 
	 
	 
	     16,540 

	 
	 
	 
	 
	 

	Note 8: Administrative Expenses
	 
	 
	 
	 

	Administrative Expenses (from unadjusted trial balance)
	 
	 
	 
	       2,920 

	Add: Depreciation: Plant
	 
	 
	 
	       2,560 

	Add: Bad Debts
	 
	 
	 
	         0.24 

	Add: Allowances for doubtful debts
	 
	 
	 
	         0.16 

	Add: Insurance expenses
	 
	 
	 
	         0.50 

	Total administrative expenses
	 
	 
	 
	  5,480.90 



	Wales PLC

	Adjusted Trial balance

	For the period ended Dec 31, 2019.

	 
	£'000
	£'000
	£'000
	£'000
	£'000
	£'000

	 
	 
	Un adjusting Entries
	Adjusting Entries
	Adjusted Balances

	 Sales 
	 
	      30,300 
	 
	 
	 
	         30,300 

	 Revaluation gain from Land 
	 
	 
	 
	        5,000 
	 
	           5,000 

	 Cost of Sales 
	         16,220 
	 
	 
	 
	         16,220 
	 

	 Distribution Expenses 
	           2,160 
	 
	 
	 
	           2,160 
	 

	 Administrative expenses 
	           2,920 
	 
	 
	 
	           2,920 
	 

	 Income tax expenses 
	 
	 
	         1,600 
	 
	           1,600 
	 

	 Insurance Expense 
	 
	 
	             0.5 
	 
	             0.50 
	 

	 Bad Debts 
	 
	 
	           0.24 
	 
	             0.24 
	 

	 Allowances for doubtful debts 
	 
	 
	           0.16 
	 
	             0.16 
	 

	 Debenture interest expense 
	 
	 
	            240 
	 
	              240 
	 

	 Depreciation Expense: Building 
	 
	 
	            320 
	 
	              320 
	 

	 Depreciation Expense: Plant 
	 
	 
	         2,560 
	 
	           2,560 
	 

	 Land at cost 
	         15,000 
	 
	         5,000 
	 
	         20,000 
	 

	 Building at cost 
	         16,000 
	 
	 
	 
	         16,000 
	 

	 Buildings: Accumulatd depreciation 
	 
	        4,260 
	 
	           320 
	 
	           4,580 

	 Plant at cost 
	         25,600 
	 
	 
	 
	         25,600 
	 

	 Plant: Accumulated depreciation 
	 
	        4,960 
	 
	        2,560 
	 
	           7,520 

	 Trade receivables 
	           8,240 
	 
	 
	          0.40 
	           8,240 
	 

	 Trade payables 
	 
	        4,480 
	 
	 
	 
	           4,480 

	 Income tax payable 
	 
	 
	 
	        1,600 
	 
	           1,600 

	 Insurance payable 
	 
	 
	 
	          0.50 
	 
	             0.50 

	 Inventory at 31 December 2019 
	           3,120 
	 
	 
	 
	           3,120 
	 

	 Bank 
	              320 
	 
	 
	 
	              320 
	 

	 £1 ordinary shares 
	 
	      29,000 
	 
	 
	 
	         29,000 

	 Share premium 
	 
	        5,000 
	 
	 
	 
	           5,000 

	 Retained profits at 1st January 2019 
	 
	        8,380 
	 
	 
	 
	           8,380 

	 12% Debenture 2024 
	 
	        4,000 
	 
	 
	 
	           4,000 

	 Debenture interest payable 
	 
	 
	 
	           240 
	 
	              240 

	 Debenture interest paid 
	              240 
	 
	 
	 
	              240 
	 

	 Dividend paid 
	              560 
	 
	 
	 
	              560 
	 

	 
	         90,380 
	      90,380 
	    9,720.90 
	   9,720.90 
	  100,100.50 
	  100,100.50 



	Unadjusted Trial balance

	For the period ended Dec 31, 2019.

	 
	£'000
	£'000

	 Sales 
	 
	         30,300 

	 Cost of Sales 
	        16,220 
	 

	 Distribution Expenses 
	          2,160 
	 

	 Administrative expenses 
	          2,920 
	 

	 Land at cost 
	        15,000 
	 

	 Building at cost 
	        16,000 
	 

	 Buildings: Accumulatd depreciation 
	 
	           4,260 

	 Plant at cost 
	        25,600 
	 

	 Plant: Accumulated depreciation 
	 
	           4,960 

	 Trade receivables 
	          8,240 
	 

	 Trade payables 
	 
	           4,480 

	 Inventory at 31 December 2019 
	          3,120 
	 

	 Bank 
	             320 
	 

	 £1 ordinary shares 
	 
	         29,000 

	 Share premium 
	 
	           5,000 

	 Retained profits at 1st January 2019 
	 
	           8,380 

	 12% Debenture 2024 
	 
	           4,000 

	 Debenture interest paid 
	             240 
	 

	 Dividend paid 
	             560 
	 

	 
	        90,380 
	         90,380 
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Question 2
Jerry PLC Supplies
Financial Ratios & Interpretations

	SUMMARY OF FINANCIAL RATIOS

	Description of  Results
	UNIT
	 Jerry PLC Supplies- October 31st 

	 
	 
	2019
	2018

	PROFITABILITY RATIOS
	 
	 
	 

	Gross Profit Margin
	%
	38.26
	38.39

	Return on Capital Employed
	%
	17.02
	20.43

	ROE
	%
	13.84
	22.79

	ACTIVITY RATIOS
	 
	
	

	Stock holding Period
	Days
	45.76
	50.02

	Debtors Collection Period
	Days
	83.66
	86.00

	Assets turnover ratio
	Times
	1.75
	1.66

	LIQUIDITY RATIOS
	 
	
	

	Current ratio
	Times
	1.02
	1.05

	SOLVENCY RATIOS
	 
	
	

	Gearing Ratio
	Times
	2.07
	2.66

	Interest cover ratio
	Times
	116.00
	9.49

	INVESTMENT RATIOS
	 
	
	

	Earnings per share
	£/share
	0.72
	1.03
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Financial Ratios

[bookmark: _Toc48694058][bookmark: _Toc49072568]Gross Profit Margin


The GPM of Jerry PLC Supplies showed a slight decreasing trend in FY 2019 as compared to FY 2018. It was 38.39% in FY 2018 which decreased slightly to reach at 38.26% in FY 2019. However, the overall GPM is satisfactory. The GPM showed decreased in FY 2019 when viewed as percentage of revenue but the absolute value of GPM increased by 2.62% in FY 2019 (Accountingtools, 2018). 

[bookmark: _Toc48694059][bookmark: _Toc49072569]Return on Capital Employed
Return on capital employed (ROCE) was 20.43% in FY 2018 which decreased to reach at 17.02% in FY 2019. The ratio indicates that for every £1 investment in capital employed, the company is generating £0.1702 in operating profit which is quiet significant. The decrease in the ROCE is due to the fact that proportional decrease in operating profit [2019: -22.56] is more than the proportional decrease in total capital employed [2019: -7.08]. The ROCE is satisfactory in FY 2019 (Accountingtools, 2018). 
Note: The total capital employed was calculated by subtracting current liabilities from total assets.

[bookmark: _Toc48694060][bookmark: _Toc49072570]Return on Equity


Return on equity (ROE) is also a measure of profitability of a firm. It indicates the amount of profit generated on every £1 of investment in total equity. The ROE of 13.84% indicates that for every £1 investment in total equity, the ROE increased by £0.1384. 
The ROE of Jerry PLC supplies is indicates that it has decreased significantly from 22.79% in FY 2018 to 13.84% in FY 2019. The decrease in ROE is due to the 29.51% decrease in net profit. The decrease in net profit is due to due to 22.56% decrease in operating profit, and decrease in operating profit is mainly is result of increase in administrative expenses by 27.24%. Additionally, there was also 25.32% increase in taxation.

[bookmark: _Toc48694061][bookmark: _Toc49072571]Stock holding Period
Stock holding period of Jerry PLC Supplies is 45.76 days in FY 2019 which indicates that the company takes 45.76 days on average to turn inventory into cost of goods sold. It was 50 days in FY 2018 which implies that company took more days to utilize its inventory in previous year. The decrease in stock holding period means that company is managing its inventory efficiently in FY 2019 compared with FY 2018. The decrease in the ratio is due to 5.60% decrease in the inventory. 

[bookmark: _Toc48694062][bookmark: _Toc49072572]Debtors Collection Period


Jerry’s debtor’s collection period is more than 80 days in recent years. It was 86 days in FY 2018 which slightly decreased to reach at 83.66 days in FY 2019. The ratio of 83.66 days indicates that company takes approximately 84 days to collect cash from its debtors which is much higher than the benchmark i.e. 30 days. The company should find the ways to reduce the ratio. The slight decrease in the ratio in FY 2019 is due to 3% increase in revenue.
[bookmark: _Toc48694063][bookmark: _Toc49072573]Assets turnover ratio



Assets turnover ratio measures the efficiency with which a company generates its revenue. The more the ratio, the better it is. The asset turnover ratio of Jerry PLC supplies is 1.75 times in FY 2019 which is slightly more than its previous year’s ratio i.e. 1.66 times. The ratio of 1.75 times indicates that for every £1 investment in assets, the company is generated £1.75 of revenue which is favorable (Wikiaccounting, 2020). 
The increase in the ratio in FY 2019 is due to 3% increase in revenue and 2.62% decrease in total assets. The decrease in total assets is mainly due to 3.71% decrease in fixed assets and 5.60% decrease in inventory.

[bookmark: _Toc48694064][bookmark: _Toc49072574]Current ratio
Current ratio is the measure of short term liquidity position of a company. In both years, it is more than 1. The current ratio of 1.02 times in FY 2019 implies that for every £1 in current liabilities there are £1.02 in current assets. It should be more than 2 times. However, company should find the ways to improve the current ratio by increasing current assets and decreasing current liabilities (Wikiaccounting, 2020). 

[bookmark: _Toc48694065][bookmark: _Toc49072575]Gearing Ratio
The proportion of Jerry’s borrowed funds to equity has been measured by gearing ratio. The Gearing ratio of the company indicated its much reliance on debt financing as compared to equity financing. The gearing ratio of 2.07 times indicates that if company has £1 in equity financing then it has £2.07 in debt financing. It indicates the use of leverage to finance its business operation. The company may experience some trouble in the case of downturn to meet their debt schedules. Therefore, it should find ways to decrease the ratio by relying more on equity financing (Toppr, 2020). 
The ratio was 2.66 times in FY 2018 which is higher than its current year’s figure. The decrease in the ratio is due to 35.64% decrease in total debt. 

[bookmark: _Toc48694066][bookmark: _Toc49072576]Interest Cover Ratio
The company’s ability to service its interest payments from operating profit has been measured with interest cover ratio (ICR). The ICR of the company was 9.49 times in FY 2018 which significantly rose to reach at 116 times in FY 2019. The ICR of the company indicated that it is generating profit 116 times more than interest payments which is quiet significant (Toppr, 2020).
The increase in the ratio in FY 2019 is mainly due to 94.29% decrease in finance cost.

[bookmark: _Toc48694067][bookmark: _Toc49072577]Earnings per share



Earnings per share (EPS) measures the profit earned on a single share of a company. The higher the ratio, the better it is. The EPS of Jerry was £1.03/share in FY 2018 which decreased to reach at £0.72/share in FY 2019. The decrease in the ratio is mainly due to decrease in net profit by 29.51% which is not a good sign. The investors would like to invest in the company having higher EPS (Papadopoulos et al, 2017).
Benefits of ratio calculation
i. It is a measure of profitability in an organization. The trends in the financial performance can be effectively utilized in an organization. It takes place the effective measures taken to allocate costs in company. The benefits are used for making estimations of financial viability in the company.
ii. [bookmark: _GoBack]The operational efficiency can be maintained in an organization with the proper implementation of resources in a company. The ratio helps in identifying mismanagement in assets of companies. These are used to undertake appropriate controls in an organization. 
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a) Financial Statements provides information about the results of operations, financial position and cash flows of an organization. The decisions regarding allocation of resources have been made in with the financial results.  The statements perform variety of functions in the long term benefits of organization (Senteney et al, 2019). Different users of financial statements are as follows-
i. Owners and shareholders
ii. Managers
iii. Government
The above three groups are interest in financial statements of companies. The reasons for the same has been described as below-
i. Owners and shareholders –the main objective is to determine the valuation of equity investments in company. It is required to ascertain the decisions regarding voting on certain matters in annual general meetings of company. These shareholders can raise their voice in order to make sufficient decisions in a company (Senteney et al, 2019). This is a measure that acts as an important basis for showing amount of profits generated in business organization. The tools that are used by shareholder to assess equity evaluations are ratios, trend analysis. The ratios used are profitability ratios, returns on equity, efficiency and debt-equity ratios (Nam, 2019). 
The comparison is made with respect to other competitors in company. The voting rights are used to make decisions in favor of company. The increases in retained earnings have been ascertained with the help of financial statements and are of great use for equity shareholders of company (Papadopoulos et al, 2017).  The owners of the company use the financial statements to justify whether the usage of assets and the money they have invested is in appropriate direction (Nam, 2019). 
This helps in maintaining balance in financial ability to maintain efficient control on company’s financial assets. The recognition of income to maximize wealth leads to increase in reliance on financial assets (Epstein, 2020). 
ii. Managers –the management of company and the managers of different departments used the information to measure impact of efforts on financial performance of company. It is required to ascertain an appropriate cause in an organization. The budgets are useful for managing and planning main purpose of same (Sithole, 2015). The management can identify the problem and can cut unnecessary costs to highlight different areas of business. The list of company’s net income can be helps in predicting required costs of companies (Epstein, 2020). The alignment of current financial problems is done with future goals of companies so that growth and expansion can be achieved. The alignment has been done across departments. The team motivation can be placed so that appropriate measures are taken in this context (Papadopoulos et al, 2017). The company’s financial structure has been determined with the financial structure of company.  The managers of company use the given piece of information to ascertain efficient controls on maximizing wealth of shareholders (Donner et al, 2020). 
This leads to better presentation and identifications of bottlenecks in the processes of managing resources of companies. The managers of company use the given piece of information to identify costs being incurred in the production processes and in managing profitability in company (Sithole, 2015). 
iii. Government –the policies framed by government are mainly based on financial statements of companies. The policies and framework declare by government are based on financial statement. This depicts the general functioning of companies in an organization. The rates of taxes and regulatory policies are framed on taking view of financial statements (Hoitash et al, 2018). The changes in interest rates and inflation policies are decided by companies. The main sources of revenue for government are income from taxes so these must be recognized by government to collect in full and stop tax evasions. 
The income tax authorities can identify the areas of tax evasions and help the government in collecting revenues of company (Donner et al, 2020). 
Besides the above it has been seen that there are other users also for which financial statements are important, these are investors, financial analysts, banks and other users. These are required to enhance productivity of any company. The resources are used for long term benefits of company (Hoitash et al, 2018). 

b) Highly regulated financial reporting regime
The listed companies in every country need to perform financial statement on the basis of financial reporting framework set in organization. It is required to meet the targets of companies. It is the set criteria for measurement, recognition and disclosure of all material items in the annual report so that measures can be establish for preparation of same. The company has several advantages and disadvantages with respect to users and preparers of balance sheet (Toppr, 2020). These are categorized as below-
i. User of financial statement
a. Advantages-
The financial statements are used to by investors, government, shareholders and management to make certain decisions in the financial health of company. These are required to make justifications of revenue and expenses incurred in company. The accurate and reliable results are predicted by company in an organization. The summary position of financial statements has been analyzed in a company. It is used for better managing results of company (Dicle et al, 2018). 
b. Disadvantages
The preparation is done on the basis of historical costs methods and revaluations are done on annual basis. The statements are based on inflationary effects. The two unrelated business cannot be compared on analyzing statements. The companies also window dressed their financial statements to avail loan facilities from external sources. The same has been exposed to fraud and tax evasions that cannot be considered and analyzed from financial statements. The verifications cannot be made on appropriate basis (Dhingra et al, 2014). This gives effect to being benefitted in long term. 
ii. Preparer of financial statement
a. Advantages
The debt can be effectively managed by the preparer of financial statements. The usage of funds in appropriate projects are valued and recognized well. The trends in financial performance over number of years can be established. The trends can be identified with this help. The real time tracking can be placed in company. The liabilities of company are managed according to requirements of resources in an organization. The compliances that are required to be filed in an organization have been well established in a company (Dhingra et al, 2014). 
b. Disadvantages
The preparation of financial statements is a complex process that require expertise of various accounting and financial concepts. Any layman cannot prepare financial statement of any corporate entity (Dicle et al, 2018). In many countries various certifications are required to be taken for preparing financial performance of companies. The costs of the company are also increased with the preparation of financial statement as it requires hiring of experts for the purpose of performing essential tasks of company. The analysis of data has been done for the purpose of determining efficient controls on company (Sunder, 2016). 
c) Limitations of financial statements-
With the possible benefits of financial statements, it has been seen that financial statements are possess certain limitations that are required to be covered for the purpose of benefitting in long term. The following are the limitations of financial statements-
i. Dependency on financial statements –the statements are prepared on the basis of historical costs. Only some items that are related to market values get revalued every year (Cote, 2020).
ii. Non recording of intangible assets –the intangible assets are not recorded in the financial statements. The expenditures charged are allocated to income statement of company. 
iii. Time bound statement –It is prepared annually and the quarter results and half year results are not presented by company. The results may get vary from one period to another (Wikiaccounting, 2020). 
iv. Statements are subject to fraud –various consequences are there that leads to making the company prone to frauds. The human errors are also common that leads to misstatement of financial results (Weijs, 2014). 
v. Financial issues are not discussed in an organization –the resources are not used to make effective allocation of resources. The issues are discussed within the finance department itself that leads to misappropriation of items (Cote, 2020). 
vi. Results are not predicted –the results are not predicted in an organization. This leads to having being benefitted in long run. The company can make changes in respect to associated decisions of organization. 



[bookmark: _Toc49072579]

Conclusion
From the above assignment it has been estimated that company use the resources for development of resources in an organization. The company makes better presentation by determining trends through financial ratios of company. Different entities have different uses of financial statements in an organization.
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ROE (%)
Jerry PLC Supplies	FY-2019	FY-2018	13.841201716738228	22.789539227895421	



DEBTORS COLLECTION PERIOD (Days)
Jerry PLC Supplies	
FY-2019	FY-2018	83.659485338120689	86.001437962202132	



ASSETS TURNOVER RATIO (TIMES)
Jerry PLC Supplies	
FY-2019	FY-2018	1.7521845508563443	1.6569094622191958	



Earnings per share (£/share)
Jerry PLC Supplies	
FY-2019	FY-2018	0.72471910112359816	1.0280898876404518	


GROSS PROFIT MARGIN (%)
Jerry PLC Supplies	
FY-2019	FY-2018	38.260522641133115	38.393590797041909	
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