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Executive Summary
According to the present assignment requisition it is providing three different aspects where in the first section it is providing application of general provisions in order to prepare the financial report of a business including income statement and balance sheet. The second section is providing details about financial growth of a company with the use of accounting ratios for two several years. At the end it is providing general theoretical knowledge about financial reports and its users for efficient business performance presentation. 
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[bookmark: _Toc48204731]Introduction 
As per fundamental requirement, application of financial reports and other accounting provision for maintaining the significant details of company financial aspects positively without any kind of hindrances.  With the proper application of business financial guidelines the present financial condition of the business can also be recognised in accordance with the current market opportunities. Following business demand, the application of financial evaluating tool ratio analysis is also applied with fundamental intention of business growth maintenance and executions of some certain strategic changes in accordance with fundamental requirements (Karaawy and Baaj, 2018). 
[bookmark: _Toc48044899][bookmark: _Toc48204732]Answer for Question 1 
Preparing Income Statement for an organisation 
Business financial report for Wales PLC
Income statement
For the period ended 31-12-19
	Particulars
	Note
	Values (‘000)
	Values
(‘000)

	 
	 
	 
	 

	Business Sales volume
	 
	 
	30300

	Less: COGS volume of business
	WN 1
	 
	18780

	Gross profit
	 
	 
	11520

	Administrative expenditures
	 WN 2
	3905
	 

	Distribution expenditures
	
	2160
	 

	Business operating expenditure
	 
	 
	6065

	Operating profit
	 
	 
	5455

	Business Bad debt
	
	240
	 

	12% Debenture interest
	 WN 3
	480
	 

	Income Tax Payable 
	 
	1600
	 

	 
	 
	 
	2320

	Net profit
	 
	 
	3135



Working notes
[Refer to appendix 1] 
Preparing business Retained earnings account
Business financial report for Wales PLC
Retained Earnings Account
For the period ended 31-12-19
	Particulars
	Values (‘000)

	Retained profit as on 01-01-19
	8380

	Add: Net profit of business
	3135

	Add: Appreciation of business Land value
	5000

	Total balance
	16515

	Less: Payment of business Dividend amount
	560

	Retained profit as on 31-12-19
	15955



Preparing business Balance sheet for the organisation
Business financial report for Wales PLC
Balance sheet 
For the period ended 31-12-19
	Particulars
	Working Note
	Values
	Values

	Non-current assets
	 
	 
	 

	Land of business
	WN 4
	20000
	

	Building of business
	WN 5
	11420
	

	Plant of business
	WN 6
	18080
	

	Aggregate non-current assets
	
	
	49500

	 
	
	
	

	Current assets
	
	
	

	Trade Receivables 
	WN 7
	8075
	

	Inventories at 31-12-19
	
	3120
	

	Bank
	
	320
	

	Aggregate Current assets
	
	
	11515

	Aggregate Assets of Business
	
	
	61015

	 
	
	
	

	Current Liabilities 
	
	
	

	Trade Payable
	
	4480
	

	Outstanding Insurances
	
	500
	

	Income tax payable
	
	1600
	

	Aggregate current assets
	
	
	6580

	 
	
	
	

	Secured Liabilities 
	
	
	

	12% debentures 2024
	
	4000
	

	Add: Debenture interest
	
	480
	

	Aggregate Secured liabilities
	
	
	4480

	 
	
	
	

	Equity Capital
	
	
	

	Ordinary shares @ £1
	
	29000
	

	Retained profit on 31-12-19
	
	15955
	

	Share premium
	
	5000
	

	Aggregate Business equity capital
	
	
	49955

	Aggregate Liabilities of Business
	
	
	61015



[Refer to appendix 2]
[bookmark: _Toc48044900][bookmark: _Toc48204733]Answer for Question 2
According to fundamental concepts of business financial ratios are applied to evaluate present financial statement analysis for the period of 2018 and 2019 are enumerated in below;
1. Computing ratio of Return on capital employed 
Formula = Profit before interest and tax / (Equity + long term loans)
[image: ]
2. Computing ratio of Return on equity 
Formula= Profit after tax / Equity capital 
[image: ]


3. Computing ratio of Earnings per share (EPS) 
Formula= Net profit after tax / No of equity shares 
[image: ]
4. Computing ratio of Gross profit margin	 
Formula= Gross profit / Revenues 
[image: ]
5. Computing ratio of Assets Turnover ratio
Formula= Revenues / Total assets 
[image: ]
6. Computing ratio of Stock holding period
Formula= (Inventories / Cost of sales) *365 days 
[image: ]


7. Computing ratio of Debtors collection period
Formula= (Trade receivables / Revenues) *365 days 
[image: ]
8. Computing ratio of Current ratio
Formula= (Current assets / Current Liabilities) 
[image: ]
9. Computing ratio of gearing ratio 
Formula= Total Debts / Equity capital 
[image: ]
10. Computing ratio of Interest cover ratio 
Formula= Profit before interest and tax / Financial cost (Interest)
[image: ]

Analysis of business financial growth through using financial ratios interpretations 
As per present fundamental requirement, application of Return on capital employed enables the current amount of profitability return capacity based on the volume of company’s equity capital and the liability position (Umobong and Agburuga, 2019). In accordance with the present position each volume of such ratio is increased compared with the previous year financial statement which is presented to 18.01% in the period of 2018, while in the current accounting period 2019 it was decreased to 16.87% means a reduction of 1.14% can be noticed as business performance due to enhancement of business expenditure volume. On the contrary application of Return on Equity of business is also presenting the reduction status compared the accounting position in precursory time. In the present financial period around 8.95% is noticed as reduction in financial position compared to precursory period. The primary reason behind such decrease is due to the reduction of present business profit earning capacity, which is comparatively lower compared with previous financial position (Pinto, 2020). 
The application of Earning per share is used to present how much money the company is competent to make in accordance with individual share units and in a wider range it is used for the metric of business profitability (McEnroe and Mindak, 2020). Generally, high EPS of business indicates efficient business value as with such, investors will be able to pay more for efficient business profit or earning capacity. In case of this company basically a reduction is noticed, while in 2018 it was 102.80% at present it decreased to 72% for the reason of continuous decrease of business earning capacities. Business Gross profit margin indicates the high performance volume of business sales including production context. Generally, the high volume maintenance in this ratio indicates the efficient level of business productivity compared with revenue structure, however the lower margin indicates the business processes may not be as efficient as it could be (Bionda and Mahdar, 2017). In case of the company this particular ratio of volume compared with the previous year financial position is continuously decreasing that basically indicates the management should restructure their present performances and reduce the overall cost of production volume for efficient business profitability maintenance. 
Application of Current ratio of company used to indicate liquidity position of the present ability of the company in order to pay short term obligation or business outstanding amounts due within one year (Mahardhika and Marbun, 2016). It basically provides significant details to the investor's, how the company can manage to maximize the current assets volume in balances for satisfying the present business debts and other payable amounts. In the case of the business, while in the previous financial year 2018 such ratio of volume was present as 1.05, in the current accounting period 2019 it will decrease to 1.01, which indicates current liquidity amount of the company is not in satisfactory position compared to the previous scenario. 
[bookmark: _Toc48204734]Answer for Question 3 
a. Significant users of financial statement of business 
Business owners: Shareholders are generally recognised as the business owner and use to access financial statements for realising the present business financial capacities. On the other hand, external shareholders use such reports for recognising the present amount of business profit earning capacity to gain efficient business return on behalf of investment values (Lakis and Masiulevičius, 2017).  
Suppliers: Generally suppliers of business are recognised as significant stakeholders of business used to supply relevant business productive units that necessary manufacturing purpose. Such stakeholders are used to accessing this report with the fundamental intention of releasing the current liquid monetary volume of the company for paying back the outstanding amount. 
Government: For realising whether the business is engaged along with any fraudulent activities or not to realise such, sometimes the government is also used to access such financial reports positively. Additionally, to realize about the applicable and maintenance of tax provisions such reports are also accessed by government positively (Henry and Peytcheva, 2020). 
b. Advantages and disadvantages of using financial reports 
Advantages: According to the accounting demand, access of such report is used to provide efficient financial details to the business stakeholders along with understanding current level of company’s financial hike, compared with the previous financial position. Additionally with the maintenance of search reporting Framework a proper financial business position along with maintenance of business expenditure volume can positively structure (Rombach et al. 2018).  Apart from that it is also applied for generating some basic tax computation and also some additional market related decisions positively. 
Disadvantages: Generally, with the maintenance of such statements a proper financial guidance can be provided to every relevant person of business, however it is basically providing importance to a complex financial reporting and also important to the monetary transactions only.  Non-monetary financial transactions generally do not provide any kind of importance though such transactions are equally important for business development (Matuszyk and Rymkiewicz, 2018). Apart from that it also creates disadvantages related to the inflationary effects of business performances totally depending on the historical cost method instead of price in the market valuation process. 
c. Disadvantages of using financial statements 
During the preparation of financial statements of a business generally according to accounting provisions it used to be applied to the historical cost method, Which is providing importance to the past  cost of business and instead of present market value or written down value structure. Additionally, during the processing of search reports the management generally faces the issues related to non-disclosure of organisational present worth volume that basically present the efficient business financial position (LM, 2017). It is also ineffective in recording initial business costs that basically influence financial burden over general activities. Even such reports can easily be manipulated by the potential business opportunities for driving some personal benefit.
[bookmark: _Toc48204735]Conclusion 
Application of general business financial Framework is accessed for providing essential overview about company’s accounting position during current accounting period. Based on the same provisions, application of evaluating tool financial ratios applied for efficient business growth maintenance with a significant discrimination analysis between different financial period. Apparently, maintenance of business theoretical knowledge is also necessary for an accountant to present essential details of business accounting information. 
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Appendices
Appendix 1
Significant working Notes for presenting business income statement 
Working Note 1: Cost of sales
	Particulars
	Values (‘000)

	Business cost of goods sold volume
	16220

	Add: Depreciation on Plant 
	2560

	Total Cost of sales
	18780



Working Note 2: Administrative expenses
	Particulars
	Values (‘000)

	Administrative expenses
	2920

	Add: Depreciation on building
	320

	Add: Outstanding insurance fees
	500

	Add: Provision for bad debt
	165

	Total Administrative expenses
	3905



Working Note 3: 12% business debenture interest
	Particulars
	Values (‘000)

	12% Debenture interest
	240

	Add: Outstanding (4000*12%)
	240

	Total debenture interest
	480



Appendix 2
Working Note 4: Value of business Land
	Particulars
	Values

	Cost of business Land 
	15000

	Add: Revaluation or appreciation of assets
	5000

	Actual volume of business Land
	20000



Working Note 5: Value of business building
	Particulars
	Values

	Cost of business Building 
	16000

	Less: Buildings accumulated depreciation
	4260

	Written down value
	11740

	Less: Present depreciation (16000*2%)
	320

	Actual value of Building
	11420



Working Note 6: Value of business Plant
	Particulars
	Values

	Cost of business Plant 
	25600

	Less: Plant accumulated depreciation
	4960

	Written down value
	20640

	Less: Present depreciation (25600*10%)
	2560

	Actual value of Plant
	18080



Working Note 7: Value of business Trade receivables
	Particulars
	Values

	Trade Receivables 
	8240

	Less: Provision for bad debt (8240*2%)
	165

	Net Trade receivables
	8075
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