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[bookmark: _Toc49874082]Introduction
The study prepares income statement and balance sheet according to financial standards and Companies Act 2006. Further it calculates different financial ratios with respect to the given problem. Finally, it explains about financial statements with respect to its users and its preparers. 
[bookmark: _Toc49874083]Question 1
[bookmark: _Toc49874084]Prepare Wales plc’s income statement for the year ended 31st December 2019 and a Statement of Financial Position as at that date
Income Statement for Wales Plc’s for the year ended 31st December 2019
	Particulars
	Note
	Amount
	Amount

	 
	 
	 
	 

	Sales
	 
	 
	30300

	Less: Cost of sales
	WN 1
	 
	18780

	Gross profit
	 
	 
	11520

	Distribution cost
	 
	2160
	 

	Administrative cost
	WN 2
	3905
	 

	Total operating cost
	 
	 
	6065

	Operating profit
	 
	 
	5455

	12% Debenture interest
	WN 3
	480
	 

	Bad debt
	 
	240
	 

	Income tax 
	 
	1600
	 

	 
	 
	 
	2320

	Net profit
	 
	 
	3135



Working Note 1
	Particulars
	Amount

	Cost of sales
	16220

	Add: Depreciation on Plant 
	2560

	Total Cost of sales
	18780



Working Note 2

	Particulars
	Amount

	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

	Particulars
	Amount

	12% Debenture interest
	240

	Add: Outstanding (4000*12%)
	240

	Total debenture interest
	480



Balance Sheet for Wales Plc’s for the year ended 31st December 2019
	Particulars
	Note
	Amount
	Amount

	Non-current assets
	 
	 
	 

	 
	 
	 
	 

	Land of business
	WN 4
	20000
	 

	Building of business
	WN 4
	11420
	 

	Plant of business
	WN 5
	18080
	 

	 
	 
	 
	 

	Total non-current assets
	 
	 
	49500

	 
	 
	 
	 

	Current assets
	 
	 
	 

	Trade Receivables 
	WN 6
	8075
	 

	Inventories at 31-12-19
	 
	3120
	 

	Bank
	 
	320
	 

	Total Current assets
	 
	 
	11515

	Total Assets of Business
	 
	 
	61015

	 
	 
	 
	 

	Current Liabilities 
	 
	 
	 

	Trade Payable
	 
	4480
	 

	Outstanding Insurances
	 
	500
	 

	Income tax payable
	 
	1600
	 

	Total current assets
	 
	 
	6580

	 
	 
	 
	 

	Secured Liabilities 
	 
	 
	 

	12% debentures 2024
	 
	4000
	 

	Add: Debenture interest
	 
	480
	 

	Total Secured liabilities
	 
	 
	4480

	 
	 
	 
	 

	Equity Capital
	 
	 
	 

	Ordinary shares £1
	 
	29000
	 

	Retained profit 
	 WN 7
	15955
	 

	Share premium
	 
	5000
	 

	Total Business equity capital
	 
	 
	49955

	Total Liabilities of Business
	 
	 
	61015



Working Note 4
	Particulars
	Amount

	Land Value
	15000

	Add: Revaluation of land
	5000

	Actual Land Value
	20000

	Particulars
	Amount

	Building at cost
	16000

	Less: Buildings accumulated depreciation
	4260

	Written down value
	11740

	Less: Present depreciation
	320

	(16000*2%)
	 

	Actual value of Building
	11420


Working Note 5
	Particulars
	Amount

	Plant at cost
	25600

	Less: Plant accumulated depreciation
	4960

	Written down value
	20640

	Less: Present depreciation
	2560

	(25600*10%)
	 

	Actual value of Plant
	18080


Working Note 6

	Particulars
	Amount

	Trade Receivables 
	8240

	Less: Provision for bad debt
	165

	(8240*2%)
	 

	Net Trade receivables
	8075


Working Note 7

	Particulars
	Amount

	Retained profit as on 01-01-19
	8380

	Add: Net profit of business
	3135

	Add: Appreciation of Land
	5000

	Total balance
	16515

	Less: Dividend Paid
	560

	Retained profit as on 31-12-19
	15955



The above income statement and balance sheet has been prepared as per provision of Companies act 2006 and accounting standards.
[bookmark: _Toc49874085]Question 2
[bookmark: _Toc49874086]a.Calculation of the ratios for Jerry plc for both 2019 and 2018:
	Sr No
	Ratio
	Formula
	2019
	2018

	1.
	Return on capital employed 

	(Earnings before interest and tax)/ (total asset- Current liability) (Lisek et al., 2020)
	· Earnings before interest and tax= £ 23 million
· Total asset= £ 286.1 million
· Current liability= £151 million
· Return on Capital employed= 23/ (286.1-151)
= 0.17

	· Earnings before interest and tax= £ 29.7 million
· Total asset= £ 293.8 million
· Current liability= £148.4 million
· Return on Capital employed= 29.7/ (293.8-148.4) = .2

	2.
	Return on equity
	Net Income / Shareholder’s equity 
	· Net Income=£ 12.9 million
· Shareholder’s Equity= =£ 93.2 million
· Return on equity= 12.9/ 93.2
=0.14
	· Net Income=£ 18.3 million
· Shareholder’s Equity= =£ 80.3 million
· Return on equity= 18.3/80.3
=0.22

	3.
	EPS
	(Net Income – Preferred Dividends)/Common Shares Outstanding (Egam et al., 2017)
	· Net Income=£ 12.9 million
· Preferred Dividends= 0
· Common Shares Outstanding= £ 17.8/ £ 1= 17.8
· EPS= 12.9/17.8=0.72
	· Net Income=£ 18.3 million
· Preferred Dividends= 0
· Common Shares Outstanding= £ 17.8/ £ 1= 17.8
· EPS= 18.3/17.8 =1.02

	4.
	Gross Profit Margin
	Gross Profit / Net Sales
	· Gross Profit= £ 191.8 million 
· Net Sales= £ 501.3 million 
· Gross Profit Margin = 191.8/ 501.3 
= 0.38
	· Gross Profit= £ 186.9 million
· Net Sales= £ 486.8 million
· Gross Profit Margin= 186.9/ 486.8
= 0.38

	5.
	Asset Turnover
	Net Sales/ Average Total Asset (Astiningsih, 2017)
	· Net Sales = £ 501.3 million 
· Average Total Asset= £286.1/2 million = £ 143.05 million 
· Asset Turnover= 501.3/ 143.05 = 3.5
	· Net Sales= £ 486.8 million
· Average Total Asset= £293.8/ 2 million = £ 146.9 million 
· Asset Turnover= 486.8 / 146.9 = 3.31

	6.
	Stock holding period
	365 x Average Stocks / Cost of Sales 
	· Average Stocks= £ 38.8 /2 million = £ 19.4 million 
· Cost of Sales = £ 309.5 million
· Stock holding period= 365 x 19.4 / 309.5 = 23 days
	· Average Stocks= £ 41.1 /2 million= £ 20.55 million
· Cost of Sales = £ 299.9 million
· Stock holding period= 365 x 20.55 / 299.9 = 25 days

	7.
	Debtors collection period
	
365 x Debtors amount /Sales 
	· Debtors amount= £ 114.9 million
· Debtors collection period= 365 x 114.9 / 501.3
= 84 days
	· Debtors amount= £ 114.7 million
· Debtors collection period= 365 x 114.7 / 486.8
= 86 days

	8.
	Current ratio
	Current asset/ Current liability 
	· Current Asset= £ 153.9 million
· Current Liability = £151.0 million
· Current Ratio= 153.9/ 151 = 1.01
	· Current Asset= £ 156.5 million
· Current Liability = £148.4 million
· Current Ratio= 156.5 / 148.4 = 1.05

	9.
	Gearing
	Total Debt / Total equity
	· Total Debt=£ 41.9 million
· Total Equity = £ 93.2 million 
· Gearing ratio= 41.9/ 93.2 = 0.45
	· Total Debt=£ 65.1million
· Total Equity = £ 80.3 million
· Gearing Ratio= 65.1/ 80.3= 0.81

	10.
	Interest Cover 
	Earning before interest and tax/ interest expense
	· EBIT= £23.0 million
· Interest expense=£ 0.2 million
· Interest Coverage Ratio= 23/ 0.2 = 115
	· EBIT= £29.7 million
· Interest expense=£ 3.5 million
· Interest Coverage Ratio= 29.7/ 3.5 =8.4




[bookmark: _Toc49874087]Discuss the situation revealed by the ratios you have calculated in (a).
Return on Capital employed helps to calculate profitability of Jerry Plc with respect capital through considering operating income of the organization (Mountain and Jones, 2019). Thus, the organization generates more profit in 2018 for per £ 1 investment compared to 2019 as the ratio reduced to 0.17 in 2019 compared to 0.2 in 2018. ROE indicates sustainable growth of the organization in the household and personal care market and it is also moving towards downwards which indicates lower sustainable growth of the organization with respect to return on the equity. Therefore, EPS of the organization was also reduced from 2018 to 2019.  However, stability of gross profit margin indicates that the organization has a stable management as the organization has been able to maintain its gross profit like Jerry Plc has maintained its gross profit margin to 0.38 from 2018 to 2019. Thus, the organization has a stable management system. Higher asset turnover ratio indicates that the performance of the organization is improving like Jerry Plc’s asset ratio has improved in 2019 from 2018 (Abel and Panageas, 2020). It indicates the organization is earning more revenue on a per pound basis. Stock holding period indicates the time between purchase and sales of the goods in the organization which has reduced by 2 days from 2018 to 2019. Further, debtor’s collection period indicates the days between credit sales and purchaser’s payment which is also reduced by 2 days. Thus, it indicates the purchaser pays payment quickly in 2019. Moreover, the liquidity condition is stable in the organization as the current ratio is almost similar in both the years (Valencia et al., 2019). The risk of the organization has been reduced because the hearing ratio was more than 50% in 2018 which has been reduced less than 50%. The interest coverage ratio indicated the organization has a lower burden of interest expenses. 
[bookmark: _Toc49874088]Question 3 
[bookmark: _Toc49874089]a.Identify three different user groups of company accounts and discuss why these user groups are interested in the information provided in financial statements.
Owners, investors, employees and creditors are three identified groups who use company account details and the reasons for being intersected in the financial statement of an organization are discussed below.
Owners and Investors
Financial statements help owners and investors in making financial decisions through understanding the financial growth and position of the organization. It helps owners to control their expenses or helps to measure the actual return of the shareholders on the investment of the organization (Caylor et al., 2019). It helps to determine the financial risk of the company and it is also beneficial for predicting potential profitability or success of the organization. An organization develops its sales target with the help of financial statements and develops the budget of the organization through understanding it.  
Employees 
Employees are interested to know the stability of the organization in terms of financial performance because it helps them to know that the organization is capable of paying salaries and other employee benefits (Gulin et al., 2017). Thus, employees are users of financial statements in order to check financial performance of the organization for their career benefits. 
Creditors
Creditors are interested in the financial statement of the organization as it helps them to identify the financial capability of the organization in terms of liquidity that the organization has capacity to meet its debt or not. Then the financial performance of the organization is stable or not which is identified by creditors through financial statements (Yoo and Shim, 2017). 
[bookmark: _Toc49874090]b.Discuss the advantages and disadvantages of a highly regulated financial reporting regime
Highly maintained financial reporting has both advantages and disadvantages with respect to users and financial statement preparers which are described below. 
Financial statement preparers
It helps organizations to find out its debt capacity, liquidity capacity which can attract creditors of the business, further, it also advantageous for attracting investors through showcasing stable financial performance or growth of the organization. It helps to determine the company value in the market for preparers (Xu and Xu, 2018). However, disadvantages for financial statement preparers include its cost because financial statements are prepared by professionals. It can expose the weakness of the preparers to the competitors or the public which is a disadvantage.
Financial statement users
Financial statements help the users to know how they can diversify the risk of the organization. It also has benefits in controlling expenses of the organization as financial statement users understand the over expanding areas of the organization (Prasad and Chand, 2017). However, the disadvantages for financial statement users include their unawareness about the manipulation of the data as users cannot identify that financial statements are manipulated or not. 
[bookmark: _Toc49874091]c. Discuss the limitations of financial statements
Financial statements have certain limitations including absence of intangible assets like intellectual property. Thus, it can underestimate the value of the business. Further, users can get wrong ideas about the organization through looking at financial statements because it is made for a particular time period (Popkova and Parakhina, 2018). Further, the management team of an organization can manipulate the financial statements. It does not consider the financial rate of the economy as values of assets and liabilities are not adjusted as per inflationary rate which is another limitation of financial statements. The financial statements are dependent on historical cost, so it does not consider the changing values of assets and liabilities over the time, that’s why financial statement like balance sheet can be misleading. It is based on market pattern like it includes the data provided by the market for a particular given time which can change quickly (Gilbert, 2016). 
[bookmark: _Toc49874092]Conclusion
The study shows that financial statement plays integral role in an organization as it helps users to identify the financial health of the company which has been showcased through financial ratios of Jerry Plc, income statement and balance sheet of Wales Plc. However, the financial statements have disadvantages like absence of intangible assets and others. 
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