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[bookmark: _Toc49355070][bookmark: _Toc49379370]Introduction-
This report is on the business management and analysis is done on the two given companies Wales plc and Jerry plc. In the first part analysis is done on the Wales plc and its financial statements have been analysed based on the trail balance and the given adjustments. It shows the company is a profit-making company with the content of debentures and equity in its capital structure. The accounts of the company are prepared as per the accounting standards. In the second part analysis of ratios of Jerry plc is done and various ratios are calculated to know its financial strength and efficiency. The ratios are calculated for the year 2018 and 2019.
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					Wales plc
Income statement for the year ended on 31 December 2019 

1st Stage
Sales 30,300
(-) cost of sales (16,220+2,560) =18,780
Gross Profit =11,520

2nd Stage
Administration expenses (2,920+320+500+240+160=4,140)
Distribution expenses 2,160
Operating profit (11,520-4,140-2,160) = 5,220

3rd Stage
(-) finance costs (4,000*12%)
Profit before tax (5,220-480) =4,740

4th Stage
(-) tax 1,600
Profit after tax 3,140



 






Statement of Financial Position as at 31st December 2019
Assets                                                                             £                                                    £                                                               
Non-current assets
a) land                                                                  20,000                                                      
b) building [16000-(4260+320)]                         11,420
c) plant and equipment [ 25600-(4960+2560)]   18,080
Total non-current assets                                                                                         49,500

Current assets
Inventory                                                              3,120
Trade receivables                                                 7,840
 Bank                                                                       320    

                                                                                                                                  11,280
Total assets                                                                                                              60,780

Liabilities 
Current liabilities 
Trade payables                                                    4,480
Tax for current year                                            1,600
Insurance fees                                                        500 
                                                                                                                                  (6,580)

Non-current liabilities
12% debentures                                                                                                           4,000
Total liabilities                                                                                                          10,580  

Net assets (60,780-6,580-10,580)                                                                             43,620

Equity
Ordinary share capital                                     29,000
Share premium                                                     5,000
Retained earnings (8,380-560+3,140)                11,200
Re-evaluation Reserves                                     5,000 
Total equity                                                                                                               50,200          
Liabilities + Equity (10,580+50,200)                                                                      60,780                                                                        

Working Notes-

	Administration expenses-
	 
	 
	 
	2,920

	ADD-  CY depreciation of Building
	
	320
	 

	            Irrecoverable Debt     
	
	
	240
	 

	            Allowance for bad debts 
	
	
	160
	 

	           o/s Insurance
	
	
	
	500
	 

	 
	 
	 
	 
	 
	 
	4,140

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	cost of sales-
	 
	 
	 
	 
	16,220

	Less-   CY Depreciation of plant
	
	
	2560
	 

	 
	
	
	
	
	
	13660

	 
	 
	 
	 
	 
	 
	 




	Building
	 
	 
	 
	16,000
	 
	 

	   Less- Accumulated Depreciation
	
	4,260
	 
	 

	              Current year depreciation
	
	320
	 
	11,420

	 
	 
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	Plant and Equipment
	 
	 
	25,600
	 
	 

	   Less-   Accumulated Depreciation
	
	4,960
	 
	 

	               Current year depreciation
	
	2,560
	 
	18,080

	 
	 
	 
	 
	 
	 
	 
	 

	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	

	 Trade Receivables
	 
	 
	8,240
	 
	 

	LESS-      irrecoverable debts (GIVEN)
	
	240
	 
	 

	 
	
	
	
	
	
	 
	8,000

	                Allowance for bad debts
	
	160
	 
	 

	 
	
	
	
	
	
	 
	7,840

	 
	 
	 
	 
	 
	 
	 
	 



The trial balance of Wales plc is given on the basis of which the profit and loss accounts and balance sheet is prepared for the year 2019. The working noted is also made separately for better understanding. As per the given adjustments, depreciation on plant has been adjusted to cost of sales in the profit and loss account and depreciation of building is adjusted to the administration expenses. Revalue land had been shown in the shareholders fund. Other expenses like outstanding insurance, irrecoverable debt, and allowance on debt on receivables have also been adjusted to the administration expenses. The profit and loss account of Wales plc is showing profits for the year 2019 as 3140, which has been shown in the balance sheet in shareholders fund. The increased value of plant has not been shown in the non-current assets of the balance sheet as it was stated not to include the revaluation in the value of land.
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	Particulars
	2019
	2018

	 
	 
	Profit before interest/assets employed 
	 profit before interest/assets employed

	Return on capital Employed
	
	
	

	 ROCE
	 
	23/(93+41.9)*100%=
	29.7/(80.3+65.1)*100%=

	 
	 
	17.04%
	20.43%

	 
	 
	
	 

	Return on Equity
	
	earning/ordinary share capital and reserves
	earnings/ordinary shares capital and reserves

	 ROE
	 
	12.9/93.2*100%=
	18.3/80.3*100%=

	 
	 
	13.84%
	22.79%

	 
	 
	
	 

	Earnings per share
	
	 earnings/number of ordinary shares
	 earnings/number of ordinary shares 18.3/17.8= 1.03  per share 

	 
	
	 12.9/17.8=72p per share
	 

	 
	 
	 
	 

	 
	 
	
	 

	Gross Profit Margin
	
	GP/ Sales
	GP/ Sales

	 
	 
	191.8/501.3*100%=
	186.9/486.8*100%=

	 
	 
	38.26%
	38.39%

	 
	 
	 
	 

	Asset turnover
	
	turnover/assets employed
	turnover/assets employed

	 
	 
	301.3/(93.2+41.9)=
	486.8/(80.3+65.1)=

	 
	 
	3.71 
	3.35 

	 
	 
	 
	 

	 
	 
	 
	 

	Stock holding period
	
	(Inventory/cost of sales) *365
	(Inventory/cost of sales) *365

	 
	 
	38.8/308.5*365=
	41.10/299.9*365=

	 
	 
	           46 days
	 50 days

	 
	 
	 
	 

	Debtors collection period
	
	trade receivable/credit sales*365
	trade receivable/credit*365

	 
	
	114.9/501.3*365=
	114.7/486.8*365=

	  
	 
	84 days
	86 days

	 
	 
	 
	 

	 
	 
	 
	 

	Current Ratio
	
	CA / CL
	CA / CL

	 
	 
	153.9/151=
	156.5/148.4=

	 
	 
	1.02
	1.05

	 
	 
	 
	 

	Gearing ratio
	
	Total Debt/ Shareholders equity
	Total Debt/ Shareholders equity

	 
	 
	0.449570815
	1

	 
	 
	 
	 

	 
	 
	
	 

	Interest cover
	
	PBIT/Interest charges
23/0.2=
	PBIT/Interest charges
29.7/3.5=

	 
	 
	115
	8.48
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1) Return on capital employed- Return on capital employed is a financial ratio the helps in calculating profitability and efficiency of an organisation. Higher the ROCE ratio better the profitability situation of the company (Nurlaela, et.al 2019). Here the ROCE of Jerry plc is showing the slight decrease in 2019 as compared to 2018. But the current ratios show that the return on capital to shareholders is 17.04 and 20.43% respectively for 2019 and 2018.

2) Return on equity- This ratio measures the profitability of a company in respect to its equity. In other words, it also measures the capability of the managers to generate income from its equity (Abu, et.al 2018).  The ROE of jerry plc is 13.84% and 22.79% for the year 2019 and 2018. The good ROE is considered to be 15 to 20% in general and varies from industry to industry. Therefore, the fell under 15% in 2019 implies that the stock valuation decreased due to a decrease in net profit and return on capital employed.


3) Earnings Per share- This is the ratio that calculates the earnings of the shareholders of the company or their earnings on every share held by them. This is calculated by dividing the total income by the number of shares outstanding during that period. The EPS is also the indicator of the stability and earnings of an organisation. The more the EPS the better. In case of given company, it is 0.72p and 1.03 for 2019 and 2018, respectively, which is a huge fall in EPS.

4) Gross profit margin- This ratio is used to calculate the amount left with the company after sales of product by deducting cost of goods sold. Therefore, this metric analysis will reveal the financial health of Jerry Plc organization. It is mostly expressed in form of percentage. A good gross profit margin is 20%, average is 15% and low is 5% in general and otherwise also varies from industry to industry. Change in the value of sales directly affects this ratio and sales can be affected by many factors. Jerry Plc company encounters a slight drop in 2019 therefore the ability of the organization to generate profit stays the same.

5) Asset turnover-This ratio measures the efficiency of the company in context of using its assets for generating sales of the company. It shows the relationship of revenue or net sales with the average total assets. For utilities sector good asset turnover ratio is 0.25 to 5 and in case of retail sector 2.5 or more is considered as good. Here the asset turnover of 3.71 and 3.35 for 2019 and 2018 which can be said as appropriate (Dicle, 2018). This also demonstrates that the company’s capability to convert the assets into profitability has increased.

6) Stock holding period-this ratio is calculated in days , which means the number of days taken by the company to turn its inventory and also includes the goods are held for work in progress to be converted to sales. This duration depends on the goods produced and the industry. This formula is calculated by different ways depending upon the company and the accounting practices followed by them. In case of Jerry Plc the average time taken to turn its inventory is 46 days and 50 days for 2019 and 2018 respectively. The stock holding period has decreased slightly, which is a good sign for the company.

7) Debtors collection period- this ratio computes the time taken by the company to collect its debts from its debtors. Every company makes efforts to reduce this time to shorten the working capital cycle, to get fast conversion of debts into cash and even to increase the efficiency of the company. Lower the period the better. But in case of Jerry the debt collection period has been reduced with 2 days comparing to the previous year 2018. However longer periods are to be considered normal in the export industry.
 
8) Current ratio- Current ratio is one of the liquidity ratio that measures the liquidity and the ability of the company to meet its short term expenses. It is basically calculated by comparing current assets with the current liabilities of the company. It helps to understand whether current assets are sufficient to meet the current liabilities. The slight decrease in 2019 indicates that the ability of Jerry Plc to pay its short-term obligations has deteriorate a little. 

9) Gearing ratio- Gearing in any organisation is the indicator of the leverage content of that organisation. It measures the proportion of the content of debt and equity in the capital structure of an organisation (Kenton 2020). Depending on the size of the company, industry, and nature of business division regarding the quantum or equity or debt is taken. Either the content should be optimum, high or low of any of the content that is equity or debt can be harmful for an organisation. Either company can reduce the gearing component selling its shares and use the amount to pay off its debt or shall convert its loan amount into its shares or reduce the working capital required by the company or ca also increase the profits (accounting Tools 2019). In our organization gearing ratio has decreased, therefore Jerry Plc has a lower proportion of debts

10) Interest cover- This ratio is used to compute or measure the capability of the company to cover its interest expense. Those companies which have consistent and good revenues have at least interest coverage ratio of two (Hayes 2020). And in general, an ideal interest coverage ratio is 0.5 or less which indicates that not less than half of the assets of the company shall be financed by debt. And in case of Jerry plc there is lot variation in the ratio of both the years. 2019 has seen a considerably increase, therefore the company’s ability to pay the debt by operating earnings has increased. 
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Financial statements are prepared to collect information regarding financial aspects of the company. Financial figures can be collected from the entity’s financial statements.  By analysing financial statements alterations in entity’s performance level can be identified. General public suppliers, lenders, customers, owners, management are the users of financial information. The key financial results in a particular year have been presented in order to ascertain appropriate benefits for the company. The financial performance and position of company has been affected in order to make dependency in the organization. There are several users of the financial information of the company (Kosmala et al, 2016). There are three main users-

i. Shareholders and owners
ii. Management of company
iii. Government and taxation authorities
There are required to ascertain the financial results of the company because of following reasons-
i. Shareholders and owners – Individuals who owns shares in the company are treated as shareholders.  These are classified into two types: preference and equity shareholders.  These persons have voting rights and they take part in decision formulating process of company. The major objective of the company is to determine equity valuation. The shareholders want the correct financial results for the amount being invested by them in the company. The valuation of the equity with relation to the amount invested has been taken care of (Osadchy, 2018). The shareholders need to place a control on making a balance between the objectives of the company and its relation with other aspects of the company. The projects in which the company invests its money are used for the same purpose. The auditor’s report and other mandatory compliances are used to analyse the same. The wealth maximization is the prime objective for which the shareholders invest money in the company. The results are compared with objective of preparation of essential aspects of the company. Investors and shareholders for analysing alterations in entity’s performance (Kosmala et al, 2016) need financial information.

ii. Management of company – The management of the company that includes top level executives needs to analyse the problems so that effective control could be made on the performance of the company. The resources utilize in an appropriate manner has been placed in the organization. The resources are used for generating more profits can be identified with the help of this. The company can make certain valuations on this basis that leads to determining how well the company is being performing. Company can evaluate the performance and take required decisions over the results. The management of the company is responsible for making budgets and forecasting future performance of the company. 


iii. Government and taxation authorities – The government is responsible for determining appropriate combination of whether the company is preparing its accounts on the basis of reporting framework. The actions are taken for managing long term view of the company. All the policies framed by reviewing the financial statements of the company. The taxation authorities need financial statement to determine tax liability of the company. The government agencies use the given piece of information to frame policies and decisions in the company (Kosmala et al, 2016). 
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Financial reporting is a format specified that needs to be presented to the users of the financial information. It leads to developing an effective balance that provide basis to organize various assets and liabilities of the company. It includes income statement, balance sheet, cash flow statement, footnote disclosures, financial information, and notes to financial statements. The same has been issued to stakeholders of the company (Osadchy, 2018). 

i. User of financial statement

a. Advantages-

The statement has been used by investors, shareholders, management of company. The users of the financial statement show accurate and reliable results that would use to determine the investment decisions of company. Company can be able to determine how well the company can establish resources for the purpose of benefitting in long term. The users of financial statements make certain decisions by comparing performance of the companies in order to sustain effective response in an organization. The financial statements of the company are justified with respect to organizational values of the company (Ahmed, 2013). 
Disadvantages-
The statements are prepared on the basis of financial statements and historical costs. Sometimes company officials represent accounts widow dressed to attract more investors and funding sources. The same has been prone to human errors. The data might left hide that affect performance of the company in long run. There are several disadvantages of companies that make it possible to accomplish desired goals of the company (Ahmed, 2013).

b. Preparer of financial statements

Advantages-

The company serves several advantages that lead to better preparation of facts and figures of the company. The preparer of the statement can note the flaws in the organization while recognizing several issues in company. It places controls over operations of company. The changes are made and recognize in the company so that betterment of practices is conducted in the organization. The financial information has been used to ascertain the reliability of information (Toppr, 2020). 

Disadvantages-

The preparation is a complex process. It requires expertise that must be placed for the accounting and financial concepts. It requires expertise in the company so that efficiency can be placed in the organization. It increases costs of the company and helps in performing essential tasks of the company. It can lead to wastage of resources when financial statements are prone to certain errors. The company needs to place control over operations of the company. The preparer examine the relevant standards for determining information in long term (Ahmed, 2013). 
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There are several disadvantages of financial statements of the company-
Despite of providing several benefits the financial statements possess several limitations to the organization-

i. Financial statement dependency – The preparation of statements is based on historical costs.  If historical figures are not available, then it becomes difficult for entity ‘s managers to formulate financial statements.  Along with historical cost financial statements also relies on various other kinds of statements. Financial statements can be prepared once accurate data is presented in these statements. The valuations placed are to get revalue every time that lead to having effective combination.

ii. No recording of intangible assets – The intangible assets are not recorded in the financial statements of the company. The income statement of the company has been prepared according to appropriate costs of the company. 


iii. Statement is based on time – The statements are based on time and cannot give appropriate results of the company. The results vary from one accounting period to the other.  Final picture of business is not reflected in financial statements.  Actual position of entity can be determined at the time of either selling of business or at the time of liquidation. Income and costs are required to be allocated to various period for determining profits (Accountingtools, 2019).

iv. Non-financial issues are not disclosed –In the financial statements of the company the non -financial issues are not discussed. The financial matters are only discussed in the company. Business operations are affected by non-financial and financial matters. It is not possible to formulate effective decisions by just analysing only financial performance, non-financial factors are also required to be considered for effective running of business activities (Toppr, 2020).


v. No appropriate predictions are made – The business is established in uncertain environment that can change with the change in market demands of companies. The company cannot control the external business activities of the company.

vi. Not capable for providing exact position – only values, which can be expressed in monetary terms, are reflected in financial statements. Fixed assets, which are shown in entity’s balance sheet neither shows sales amount of fixed assets nor reflect amount, which is needed for replacing existing assets. Generally, entity’s fixed assets are reflected by subtracting accumulated depreciation from cost. Certain assets such as discount on share issue, goodwill and preliminary expenses will generate nothing at the time of liquidation (Accountingtools, 2019).


[bookmark: _Toc49379379]Conclusion
Above report covers discussion on application of techniques and tools, which are used in financial accounting. Statement of financial position and balance sheet of Wales Plc’s was prepared and analysed.  Financial statements are treated as essential tools for entity’s managements as these assist them in formulating critical decisions. Financial position of entity is reflected by financial ratios aims at evaluating entity’s financial condition. Various financial ratios such as ROE, ROA, EPS, current ratio, and interest coverage ratio were calculated and analysed. Financial information is not only useful for inner management but investor for formulating investment related decisions also uses it. Three different user groups of company accounts were identified.  Limitations and benefits of financial reporting regime were discussed.  Various limitations of financial statements such as dependent on historical cost, inflationary effects, subject to fraud were reflected.	
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