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Question One
Workings	
Depreciation on buildings = 2% × 16000000
			      = 320000

Depreciation on plant = 10% × 25600000
			= 2560000

Total Cost of sales = Cost of sales + Depreciation on Plant
       = 16220000+ 2560000
	      		   = 18780000

Provision for bad debts = 2% × (8240000- 240)
		     	 = 164795.2

Total administration costs
       Administration Expense = 2920000
      Add:  Depreciation on buildings = 320000
	   Bad debt Expense = 240
	  Allowance for doubtful debts = 164795.2
	  Insurance Expense = 500
		= 3405535.2

Debenture Interest = 12% × 4000000
		       = 480000
Accrued Interest = Debenture Interest – Interest Paid
		   = 480000 – 240000
		   = 240000 

Revaluation gain = Market value of land- cost of land
		  = 20000000- 15000000
		 = 5000000

	Wales Plc.
Income Statement
For the period December 31, 2019

	
	£’000
	£’000

	Sales
	
	30300

	Less Cost of sales
	
	(18780)

	Gross profit
	
	11520

	Operating Expenses
	
	

	Distribution expenses
	2160
	

	Administration Expenses
	3405.54
	

	Total operating expenses
	
	(5565.54)

	Operating Profit
	
	5954.46

	Debenture interest
	
	(480)

	Income before taxation
	
	5474.46

	Taxation
	
	(1600)

	Net profit after tax
	
	3874.46

	Dividend paid
	
	(560)

	Retained profit 
	
	3314.46




Retained earnings = Beginning RE+ Net Income
		       = 8380+ 3314.46
		      = 11694.46

	Wales Plc.
Statement of Financial Position
As at December 31, 2019

	
	£’ 000
	£’000

	ASSETS
	
	

	Current Assets
	
	

	Bank
	
	320

	Trade Receivables
Less: bad debts
       Allowance for Trade Receivables
	8240
(0.24)
164.80
	

8074.96

	Inventory
	
	3120

	Total Current Assets
	
	11514.96

	Non-Current Assets
	
	

	Buildings at cost
Less Accumulated Depreciation
	16000
(4580)
	
11420

	Plant at cost
Less Accumulated Depreciation
	25600
(7520)
	
18080

	Land
	
	20000

	Total Non-Current Assets
	
	49500

	TOTAL ASSETS
	
	61014.96

	Current Liabilities
	
	

	Trade Payables
	4480
	

	Outstanding Insurance
	0.5
	

	Accrued debenture interest payable
	240
	

	Income tax liability
	1600
	

	Total Current Liabilities
	6320.5
	

	12% Debentures 2024
	4000
	

	Total Liabilities
	10320.5
	(10320.50)

	Net Assets
	
	50694.46

	Stockholders’ Equity
	
	

	£1 Ordinary Shares
	29000
	

	Share Premium
	5000
	

	Revaluation gain on land
	5000
	

	Retained Profits
	11694.46
	

	Total Stockholders’ Equity
	
	50694.46







Question Two
(A)  1. Return on capital employed =  × 100
	
	2019
	2018

	EBIT
	22.8
	26.2

	Capital Employed
	135.1
	145.4

	ROCE
	17%
	18%





2. Return on Equity =  × 100

	
	2019
	2018

	Net Income
	12.9
	18.3

	Shareholders’ Equity
	93.2
	80.3

	Return on Equity
	14%
	23%






3.  EPS = 

	
	2019
	2018

	Net Income
	12.9
	18.3

	Weighted Average Common shares outstanding
	17.8
	17.8

	EPS
	0.72
	1.03





4. Gross Profit Margin =  × 100

	
	2019
	2018

	Gross profit
	191.8
	186.9

	Revenue
	501.3
	486.8

	Gross profit margin
	38%
	38%





5. Asset turnover = 


	
	2019
	2018

	Net Sales
	501.3
	486.8

	Total assets
	286.1
	293.8

	Asset turnover
	1.75
	1.66






6. Stockholding period =  × 365

	
	2019
	2018

	Inventory
	38.8
	41.1

	Cost of Sales
	309.5
	299.9

	Stockholding Period
	45.76
	50.02






7.  Debtors Collection Period =  × 365

	
	2019
	2018

	Trade Receivables
	114.9
	114.7

	Sales
	501.3
	486.8

	Debtors Collection Period
	83.66
	86.00






8. Current Ratio = 

	
	2019
	2018

	Current Assets
	153.9
	156.5

	Current Liabilities
	151.0
	148.4

	Current Ratio
	1.02
	1.05






9. Gearing Ratio = 

	
	2019
	2018

	Total Debt
	41.9
	65.1

	Total Equity
	93.2
	80.3

	Gearing Ratio
	0.45
	0.81


 



10. Interest Coverage Ratio = 

	
	2019
	2018

	EBIT
	22.8
	26.2

	Interest Expense
	0.2
	3.5

	Interest Coverage Ratio
	114
	7.49





(B).The Situation Revealed by the Ratios
Jerry Plc. has used its capital excellently to generate profits. Although the rate of return on capital employed declined by 1% to 17% in 2019 the company’s ROCE is optimum and it should concentrate on the profitable activities to increase the ROCE. The management has used the shareholders’ equity effectively to generate income. However, the decline in the return on equity from 23% in 2018 to 14% in 2019 shows there might be a lapse in the management side. Weygandt et al. (2009) advise that the optimum return on equity should be at least 15% and the management needs to put further measures by distributing the idle cash and improving asset turnover to generate more income. 
Jerry`s EPS declined from 1.03 in 2018 to 0.72 in 2019. This was occasioned by the decline in the margin and probably high costs. The company can utilize share buybacks to ensure that it lowers the number of shares that can be bought without making alterations to the profits. The company registered a high-profit margin in 2019 which equaled the margin percentage in the previous years. This shows that the company is in the right trajectory and can increase the profits further by concentrating on supplying profitable products.  
The company`s asset turnover ratio increased from 1.66 in 2018 to 1.75 in 2019. This shows the company utilized its assets more efficiently to generate revenue. However, there is low and Jerry Plc. should advertise its business to increase sales and get rid of the idle assets as recommended by Weygandt et al. The company`s stock holding period improved from 50.02 in 2018 to 46.76 in 2019. The company can turn into automation, review its pricing strategy, and eliminate stagnant inventory to better the stockholding period (Weygandt et al., 2009). 
The debt collection period was improved to 83.66 in 2019 from 86 the previous year. However, the ratio is too high and it means it takes longer for customers to pay for the goods supplied on credit. Elliott and Elliott (2007) purport that, the average collection period should be less than two months, and the company can improve the collection efficiency by offering discounts for early payments, and documenting clear credit policies to adjust the delays in payments. The company`s current ratio for the year 2018 and 2019 are too low. This makes it difficult for the company to pay its short term obligations when they fall due. Weygandt et al. recommend that the company`s current ratio to be at least 2 and Jerry Plc. can sell it offset part of the debt by selling capital assets that are not generating enough revenue and delay capital purchases that will require significant amounts of cash. 
The gearing ratio improved to 0.45 in 2019 from 0.81 in 2018. Elliott and Elliott report that a gearing ratio of 0.25 to 0.5 is optimum and the company should lower or maintain the latest ratio or lower it to make its investment less risky. The low gearing ratio can be achieved by reducing the working capital, negotiating with lenders to swap existing debt to shares, and selling sharing to pay the debt (Elliott & Elliott, 2007). The company improved its interest coverage ratio from 7.49 in 2018 to 114 in 2019. This means that the company has a large margin of safety for paying interest on its debts and is not burdened by debt expense. 

Question Three
(A). Users of Company Accounts
Company financial information is used by numerous groups for different reasons and objectives. The main user groups of company accounts are the internal users, external users, and the government.
The internal users are the people within a business organization and include owners, managers, and employees. The owners employ the company’s financial information to assess the level of stability of the business and to determine the extent to which the business has been affected by changes in various economic factors. The financial information also helps the owners to determine how to risk their business is to decide whether to invest more resources in the business or to invest elsewhere (Weygandt et al., 2009). 
The managers allocate capital and financial resources to different functions during the budgeting process. The company accounts help the managers in planning, monitoring, and making business decisions such as investment, financing, and pricing. 
The employees need to be assured of security. They review and analyze different financial reports to know the financial health of the business and its implications on their job security and income (Horngren et al., 2002). 
The external users are people outside the organization and include lenders, suppliers, investors, and the general public. The lenders use the company accounts to assess the creditworthiness of a business and the company`s ability to pay loans on maturity. The suppliers use the company accounts to assess whether the business is in good health to pay for goods and services offered on credit (Horngren et al., 2002). 
The government is also another user group of company accounts. It uses the company accounts to assess whether the business has disclosed the accounting information in a way that is following regulations that protect the interests of various stakeholders. The government also wants to know whether the business has complied with various tax laws and has complied with paying all the required tax obligations (Horngren et al., 2002). 
(B). Advantages and Disadvantages of Highly Regulated Financial Reporting Regime
The financial reporting allows organizations to communicate financial performance to all the stakeholders. The preparation and presentation of financial statements are defined by different bodies that ensure businesses adhere to certain standards and practices in presenting the real financial situation of the business. Regimes have different regulations; some are low regulated and the others are highly regulated. Below are the advantages and disadvantages of a highly regulated financial reporting regime. 
A highly regulated financial reporting regime harmonizes accounting standards and practices among companies. This ensures fairness and consistency in the financial statement thus making it easier for the users of financial information such as capital providers, employees, and suppliers to make comparisons between companies without having to learn the accounting rules for each company (Elliott & Elliott, 2007). 
According to Horngren et al., a highly regulated financial reporting regime reduces the cases of deliberate negligence, accounting errors, omissions, and deviations from the Generally Accepted Accounting Principles. This enables governments to improve tax collection and fight money laundering. 
 A highly regulated financial reporting regime makes auditing easy. Elliott and Elliott argue that, in this particular regime, the preparation of the financial statements has to follow laid down accounting policies, rules, and regulations. Therefore, the auditors will be assured that the financial statements are true and fair when checking whether policies have been followed. 
On the other hand, a highly regulated financial reporting regime has numerous disadvantages. Horngren et al. purport that, the accountants and preparers of the financial statements face difficulties when choosing alternatives. For instance, when valuing inventory, numerous methods such as LIFO, FIFO, and weighted average method can be used. The use of a specific method can be regarded as manipulation of figures which can lead to legal suits (Horngren et al., 2002). 
Another disadvantage of a regulated financial reporting regime is limited scope. Accounting standards cannot override the laws, and therefore, accountants are limited to provide the best solutions for different situations as they have to operate within the confines of the law. This denies the preparers of the financial statements the freedom in their work (Elliott & Elliott, 2007).  
Additionally, a highly regulated financial reporting regime increases the workload placed on accountants. The managers have to recheck all the financial statements to ensure that they follow the prevailing laws. They also have to follow tedious unpopular procedures and processes to ensure that they do not breach laws and regulations (Horngren et al., 2002). 

(C). Limitations of Financial Statements
The financial statements which include profit and loss account, balance sheet, cash flow statement, and statement of changes in equity are critical to both the internal and external stakeholders for they help the stakeholders in making a key decision. However, the financial statements have numerous limitations that the users should be aware of before relying on them to an excessive extent. Below are some of the limitations attached to the financial statement.
Financial statements such as balance sheet depend on historical costs. According to Elliott & Elliott, numerous transactions recorded on the balance sheet may be misleading due to ignorance of value that may change over time. For instance, fixed assets are not altered to match the market values thus raising a concern when reviewing the balance sheet. 
Financial statements ignore the effects of inflation. When the rate of inflation is high, the amounts in the long term assets and liabilities will appear very low as they are not adjusted for inflation hence providing the wrong value of the assets and liabilities (Elliott & Elliott, 2007). 
The financial statements are not always comparable. According to Horngren et al., different companies in the same industry use different accounting practices making it harder to compare a company`s financial performers with its competitors.
The financial statements ignore the non-financial aspects. Weygandt et al. report that companies only record monetary transactions and ignores other factors that can affect business for instance loss of key employees. The impact of the other factors is not recorded which is a significant limitation of the financial statements (Weygandt et al. 2009). 
The financial statements are based on a specific period. Operating results change in different economic situations rendering the financial statements of the previous accounting reporting insignificant (Elliott & Elliott, 2007). Therefore, analyzing one reporting can present an incorrect view of the business and Elliott & Elliott advises stakeholders to use numerous consecutive financial statements to gain a better understanding of the business reality. 
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