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	Information:
	
	

	
	
	

	Trial balance from the book of Wales pic as on 31st December 2019

	
	
	

	Particulars
	£’000
	£’000

	Sales
	 
	 £  30,300.00 

	Cost of sales
	 £  16,220.00 
	 

	Distribution expenses
	 £    2,160.00 
	 

	Administrative expenses
	 £    2,920.00 
	 

	land at cost
	 £  15,000.00 
	 

	Building at cost
	 £  16,000.00 
	 

	Building accumulated depriciation
	 
	 £    4,260.00 

	Plant at cost
	 £  25,600.00 
	 

	Plant accumulated depericiation
	 
	 £    4,960.00 

	Trade receivables
	 £    8,240.00 
	 

	Trade payables
	 
	 £    4,480.00 

	Inventory at 31st December 2019
	 £    3,120.00 
	 

	Bank
	 £        320.00 
	 

	£1 ordinary shares
	 
	 £  29,000.00 

	Share premium
	 
	 £    5,000.00 

	Retained profits at 1 January 2019
	 
	 £    8,380.00 

	12% Debenture 2024
	 
	 £    4,000.00 

	Debenture interest paid
	 £        240.00 
	 

	Dividend paid
	 £        560.00 
	 

	Total
	 £  90,380.00 
	 £  90,380.00 



	Working notes
	
	
	

	
	
	
	
	

	Depreication
	 
	 
	 

	 
	
	
	
	Amount

	2% Depreciation on buidling charged to the administrative expenses  
	 £      320,000.00 

	10% depreication charged on plant towards the cost of sales
	 £   2,560,000.00 

	
	
	
	
	

	
	
	
	
	

	Revaluation value of land
	 
	20,000,000
	

	
	
	
	
	

	Irrecoverable debts written off and charged to the administrative expenses
	 £               240.00 

	Allowance for receivables of 2% is made charged to adminstrative expenses
	 £               164.80 

	Insurance fees outstanding charged to administrative expenses
	 £               500.00 

	Income tax liability for the year
	 
	 
	 £   1,600,000.00 





	Income statement in the books of Wales pic for the year 31st December 2019

	
	
	

	Particulars
	Amount 
	Amount

	Sales
	 
	 £  30,300.00 

	Cost of sales
	 
	-£ 18,780.00 

	Gross profit
	 
	 £  11,520.00 

	Other costs
	 
	 

	Distribution expenses
	 
	-£   2,160.00 

	Administrative expenses:
	 
	 

	Given expenses
	 £    2,920.00 
	 

	Depreciation on building
	 £        320.00 
	 

	Irrecoverable debts
	 £        240.00 
	 

	Allowance for receivables
	 £        164.80 
	 

	Insurance fees
	 £        500.00 
	-£   4,144.80 

	operating profits
	 
	 £    5,215.20 

	Finance cost
	 
	 

	Debenture interst paid
	 
	-£       240.00 

	Dividend paid
	 
	-£       560.00 

	Profit before tax
	
	 £    4,415.20 

	Less: Income tax
	 
	-£   1,600.00 

	Net profit for the year
	 
	 £    2,815.20 





	Financial position of Wales Pic as on 31st December 2019
	

	
	
	
	

	Liabilities
	Amount ['000]
	Assets
	Amount ['000]

	Trade Payables
	 £              4,480.00 
	Trade receivables - 8240
	 

	ordinary shares
	 £           29,000.00 
	less: Allowance - 164.80
	 £           8,075.20 

	Share premium 
	 £           15,220.00 
	Inventory
	 £           3,120.00 

	retained profits
	 £           11,195.20 
	Bank
	 £               320.00 

	Debenture 12%
	 £              4,000.00 
	Land
	 £         20,000.00 

	 
	 
	Building - 16000
	 

	 
	 
	Less: Dep - 4260
	 £         11,740.00 

	 
	 
	Plant - 25,600
	 

	 
	 
	Less: Dep - 4960
	 £         20,640.00 

	Total
	 £           63,895.20 
	Total
	 £         63,895.20 


[bookmark: _Toc46237108]


Question 2 Ratio analysis and interpretation
	Given Information
	
	

	
	
	

	Latest financial statement of Jerry PLC
	

	
	
	

	 
	2019
	2018

	 
	£m
	£m

	Revenue
	 £  501.30 
	 £  486.80 

	Cost of Sales
	-£ 309.50 
	-£ 299.90 

	Gross profit
	 £  191.80 
	 £  186.90 

	Distribution cost
	-£    39.70 
	-£    31.20 

	Administrative expneses
	-£ 129.10 
	-£ 126.00 

	operating profit
	 £    23.00 
	 £    29.70 

	Finance cost
	-£      0.20 
	-£      3.50 

	Profit before taxation
	 £    22.80 
	 £    26.20 

	Taxation
	-£      9.90 
	-£      7.90 

	Profit for the year
	 £    12.90 
	 £    18.30 

	
	
	

	Statement of financial position as at 31st october 

	
	
	

	 
	2019
	2018

	 
	£m
	£m

	Property, plant and equipment
	 £  132.20 
	 £  137.30 

	Current assets
	 
	 

	Inventory
	 £    38.80 
	 £    41.10 

	Trade receivables
	 £  114.90 
	 £  114.70 

	Cash
	 £       0.20 
	 £       0.70 

	 
	 £  153.90 
	 £  156.50 

	Total assets
	 £  286.10 
	 £  293.80 

	Current liabilities
	 
	 

	Trade payables
	-£    84.10 
	-£    75.80 

	Other creditors
	-£    66.90 
	-£    72.60 

	 
	-£ 151.00 
	-£ 148.40 

	Long term loans
	-£    41.90 
	-£    65.10 

	Total liabilities
	-£ 192.90 
	-£ 213.50 

	Net assets
	 £    93.20 
	 £    80.30 

	Equity
	 
	 

	Ordinary shares
	 £    17.80 
	 £    17.80 

	Share premium
	 £    57.20 
	 £    57.20 

	Retained profits
	 £    18.20 
	 £       5.30 

	 
	 £    93.20 
	 £    80.30 
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	(a) Ratio analysis
	
	

	
	
	

	particulars
	2019
	2018

	Return on Capital employed
	5%
	7%

	Return on equity
	14%
	23%

	Earnings per share
	23%
	32%

	Gross profit margin
	38%
	38%

	Asset turnover
	1.75
	1.66

	Stock holding period
	12.92
	11.84

	Debtor collection period
	0.23
	0.24

	Current ratio
	-1.02
	-1.05

	Gearing
	-2.07
	-2.66

	Interest coverage
	-115.00
	-8.49
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Return on capital employed
ROCE is the financial ratio which can be helpful in the assessment f the profitability and the capital efficiency of the firm. This ratio shows the efficiency in generation of the profits from the capital. In case of the financial result the performance of the corporation was superior in the year 2018 as during that period firm was able to generate more amount of profits with the help of the capital employed in comparison to the year 2019 (Gazzola and Amelio,  2014).
Return on equity
This is the measure related to the financial performance. The ROE  is deemed to be good or bad it totally depend on the what is normal in the stocks. ROE actually shows the ability of the corporation to generate the profits from the equity of the firm. According to the financial ratio analysis the performance of the corporation was superior in the year 2018 in comparison to 2019 because in 2018 the firm is able to obtain more amount of profits with the help of the equity in comparison to the year 2019.
Earning per share
The earning per share of the corporation is an important metric which involves the variable which helps in the determination of the price of the share. It is a very important component which can be used for the estimation of the price earning ratio. This ratio  can be important for the investors for the purpose of seeing the value of the stocks term. The earning per share of the corporation is superior in the year 2018 in comparison to the 2019 as the firm is able to earn more in the year 2018 in comparison to year 2019 (Al, 2018). 
Gross profit margin
This is the financial metric which is use by the organization for the assessment of the financial health of the firm. This ratio shows the amount of gross profit which the firm is able to generate with the help of the sales. According to the ratio analysis the gross profit of the corporation is equal for both the years as in both years 2018 and 2019 the firm is able to generate same percentage of gross profits with the help of the sales (Berger, et. al., 2017). 
Asset turnover
This can help in measuring the corporation sales value with the value of assets. This ratio can help in showing the efficiency of the firm in using their assets for the obtaining of the revenue. Under this case higher the turnover ratio the firm would be able to generate more about of the profits with the help of the assets. In case if the firm have low asset turnover, then the firm is not efficient enough to make use of their assets for the generation of the sales. 
Stock holding period
This can be understood as the amount of time under which the investment is held by the investor. The holding period is the time taken between te purchase and sale of its assets. According to the financial analysis the stock holding period for the year 2018 and 2019 do not have much difference and stockholding period of corporation in the year 2019 is more in comparison to the year 2018.
Debtor collection period
The debtor collection period can showcase the average amount of time which have been taken for the collection of the trade debts. Under this less amount of time taken means the firm have got higher efficiency and if more amount of time taken for debtor collection then the firm is not efficient enough. According to the debtor collection period, in the year 2019 the firm is taking less time for the debtor collection in comparison to the year 2018 (Wong and Joshi, 2015). 
Current ratio
The current ratio display the competence of the business firm in meeting the short term obligation of the business. The current ratio is ideal if it is more than 1. According to the estimation of the financial analysis of the corporation the current ratio of the corporation is more than 1 which means the firm is efficient enough to meet the short term obligation. According to the ratio the performance of the firm was superior in the year 2018 in comparison to the year 2019 as the current ratio of the corporation in the year 2018 is more than the year 2019 (Kraft, 2015). 


Gearing ratio
This ratio helps in the comparison of the equity with the debts of the firm. This is actually the measurement related to the financial leverage which can help in explaining the degree up to which the organizational activity can be funded through the shared holder’s fund. Under this higher the gearning ratio would show that the corporation have got the higher financial leverage and can have impacted by the economic downturn. According to the financial result the performance of the firm is superior in the year 2019 in comparison the year 2018 because it has got less ratio which means less amount of debts in comparison to the year 2019 (Okpala, 2012). 
Interest coverage
This debt and the profitability ratio which can be utilized for deciding the efficiency of the firm in making the payment of interest in relation to the outstanding debts. This ratio shows the how many tims the firm is able to cover their current interest payment. This actually showcases the efficiency of the firm in making the payment of interest. According to the interest coverage ratio, the firm is performing in a superior manner in the year 2019 in comparison to the year 2018 which means firm is more efficient in the year 2019 in covering the interest. 
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Three different groups of the corporation account who are interested in information provided in the financial statement are as follows:
Owners and Investors
Owners and investors are interested in the financial information by which they would able to take the correct decision in relation to the usage of the investment like hold, sell or to buy. The investors would need the information for the analysis of profitability and the potential success of the organization. In the same manner small business owners would be interested in the financial information for the determination of the profitability of the business firm (Shen and Ginn, 2012). 
Government
The tax authorities and the government bodies are interested in the financial information of the business organization. The motive behind this can be for the taxation and the regulatory objectives. The taxes are estimated on the basis of the results from the operations. in general, the government would like to know the amount earned by the taxpayers which can determine about the tax due thereon. 
Management 	
The management can involve hired professional who look after the operating part of the business and they also act as the agents to the owners. There are many economic situations faced by the management related to amount of supplies required to be purchased, cash, many more questions and decision for which they would need the accounting information (Kulikova, et. al., 2016). 
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(b)
Advantages
There are several benefits of the financial reporting which are as follows:
· This can help in observing the operations procedures in the organization
· The managers would be able to make use of the report for the objective reviewing the activity and taking the correct action
· This can be helpful in giving the important information to the upper part of the management.
· Through this performance evaluation can be ensured whether the work is being performed efficiently or not.
· The financial reporting is further helpful in evaluation of the investment proposals (Sacer, et. al., 2016).
Disadvantages
Financial reporting have got the additional disadvantages, even though they are very important for a business organization.
Some of the disadvantage of the financial reporting is as follows:
· The reporting can take a lot of time for the creation
· Researching and writing is an expensive task under this
· Implementation of the recommendation can be a complex part
· The financial reporting may ignore the qualitative aspects which can give the bigger benefits.
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(c)
Limitations of the financial statements
There are many demerits of the financial statement which are as follows:
Dependence on the historical costs
Under this transactions are recorded at the cost which can be an issue related to reviewing the balance sheet under which there can be changes in the value of assets and liabilities which can make the balance sheet misleading (Öztürk and Serçemeli, 2016). 
Inflationary impact
In case of there is higher inflation rate then the amount linked to assets and liabilities would be showcased as low as they are not adjusted towards the inflation and this can be mostly applied towards the long term assets.
On the basis of the specific time period
By looking at the one reporting time period, the financial record users can get the wrong view about the financial results. There can be variations in the normal operating profit of the corporation and this can be due to the changes in the seasonality impacts. Therefore, it would be superior to see the large number of the financial statement for viewing current status (Babalola and Abiola, 2013).
Not verified
In case if the financial statement have not been audited then this would mean that none of the person have evaluated the practices, accounting policies and the control of the issuer which can make sure about the accurate financial statement (Kappel, et. al., 2012). 
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