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	In any types of business, this is essential that they should keep their financial records in a systematic manner so that these data can be used for further decision making process. For this objective, accounting plays a key role under that business transactions are identified and recorded in the books in a proper way (Ogneva, Piotroski and Zakolyukina, 2019). The objective of this project report is to gain information about different types of accounting fundamentals along with practical work of given tasks. There are basically, three questions which are covered under the report. In the first question income statement and balance sheet is prepared in accordance of given data. The second question consists information about performance analysis of Jerry plc by help of ratio analysis technique. In the end of report, users and importance of financial information is discussed. 
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Income-statement: The income statement implies to report that indicates how much revenue/sales a business earns for a specified period of time-frame (normally for year or part of year). This statement also reveals costs and expenditures associated with obtaining the salary. Typically, the actual "bottom line" of statement indicates the firm's total net profits or losses. It shows how much business has gained or lost during a specific period.
Wales Plc's Income Statement for the year ended 31st December, 2019: 
	Particulars
	
	
	Amount

	Sales
	
	
	£ 30300

	Less: Cost of Sales including depreciation on plant
	
	
	£ 18780

	Gross Profit
	
	
	£ 11520

	
	
	
	

	Expenses:
	
	
	

	
	
	
	

	Distribution Expenses
	
	£ 2160
	

	Administration Expenses:
	
	
	

	General Admin Expenses
	£ 2920
	
	

	Depreciation on Building 
	£ 320
	
	

	Bad-debt
	£ 240
	
	

	Allowance for trade receivables  
	£ 160
	
	

	Outstanding Insurance Fees
	£ 500
	£ 4140
	

	
	
	
	

	Total Expenses
	
	
	£ 6300

	
	
	
	

	Profit Before Tax and Interest
	
	
	£ 5220

	Debenture interest
	
	
	£ 240

	Profit Before Tax 
	
	
	£ 4980

	Less: Income Tax
	
	
	£ 1600

	Profit After Tax
	
	
	£ 3380



Balance Sheet: A company's balance sheet contains comprehensive information on the assets, all the liabilities as well as share capital or equity of the corporation. Assets are items a corporation owns which have material value.  This usually implies that these could be sold or utilized by a corporation to produce goods or to offer services which can then be sold. Assets involve physical assets like plants, vehicles, machinery and inventories. It also contains items that couldn't be touched actually but still exists and also bear some value, like patents and copyrights. Cash funds itself is asset. So the company makes investments (Avramov, Kaplanski and Subrahmanyam, 2019). Liabilities are sum of money which a corporation owes to different parities. These can involve all sorts of commitments, such as money lent from bank to introduce new product, lease for building usage, sum owed to its suppliers for supplies, salaries owed by a corporation to its personnel, environmental maintenance expenses, or tax due to government. Liabilities shall also involve commitments to deliver products to consumers in future. Shareholders' equity within balance sheet is often referred to as net worth. This is the funds which would remain if a corporation sold all the assets and required to pay off all the liabilities. The funds actually left over originally belonged to shareholders of the corporation.
Wales Plc's Statement of financial position as on 31st December, 2019:
	Particulars
	Amount

	Equity and Liabilities
	

	Shareholder's Fund
	

	Share Capital
	£ 29000

	Reserve and Surplus
	

	
	Share Premium
	£ 5000
	

	
	Retained Earnings
	£ 8380
	

	
	Less: Dividend Paid
	£ 560
	

	
	Add: Revaluation Reserve 
	£ 5000
	

	
	Add: Net Profit for the year
	£ 3380
	£ 21200

	
	
	
	

	Non-current Liabilities
	

	
	12% Debentures 2024
	
	£ 4000

	Current Liabilities
	

	
	Trade Payable
	£ 4480
	

	
	Outstanding Insurance Fees
	£ 500
	

	
	Income Tax Provision
	£ 1600
	£ 6580

	
	
	
	

	Total Equity and Liabilities
	£ 60780

	Assets
	

	Non-Current Assets
	

	Tangible Assets
	

	`
	Land 
	
	£ 20000

	
	
	
	

	
	Building
	£ 16000
	

	
	Less: Accumulated Depreciation
	£ 4260
	

	
	Less: Depreciation (W.N.)
	£ 320
	£ 11420

	
	
	
	

	
	Plant
	£ 25600
	

	
	Less: Accumulated Depreciation
	£ 4960
	

	
	Less: Depreciation (W.N.)
	£ 2560
	£ 18080

	
	
	
	

	
	
	
	

	Current Assets
	

	
	Trade Receivables 
	£ 8240
	

	
	Less: Bad-debt
	£ 240
	

	
	
	£ 8000
	

	
	Less: Allowance @ 2% 
	£ 160
	

	
	
	£ 7840
	

	
	
	
	

	
	Inventories
	£ 3120
	

	
	Bank
	£ 320
	£ 11280

	Total Assets
	£ 60780



	Working Note:
	
	

	Depreciation on Building
	
	

	2 % on cost of Building =
	2% * £ 16000 =
	£ 320

	
	
	

	Depreciation on Plant
	
	

	10 % on cost of Plant =
	10% * £ 25600 =
	£ 2560
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(a) Calculation of ratios for year 2018-19:

1. Return on capital employed ratio: Operating profit / capital employed

	All data in £ except return on capital employed ratio
	2018
	2019

	Operating profit
	29.7
	23.0

	Capital employed (Total assets-current liabilities)
	145.4
	135.1

	Calculation
	29.7/145.4
	23.0/135.1

	Return on capital employed
	0.20
	0.17



2. Return on equity: Net income/shareholders’ equity
	All data in £ except return on equity ratio
	2018
	2019

	Net income
	18.3
	12.9

	Shareholders’ equity
	80.3
	93.1

	Calculation
	18.3/80.3
	12.9/93.1

	Return on equity
	0.23
	0.14


3. EPS or Earning per share: Net Profit / Number of Shares 
	All data in £ except EPS
	2019 (£ in Million)
	 2018 (£ in Million)

	Net Profit
	12.9
	18.3

	Number of Shares
	17.8
	17.8

	Calculation 
	12.9 / 17.8
	18.3 / 17.8

	EPS 
	0.7247 per share
	1.0281 per share


	

4. Gross profit margin: Gross profit/net sales*100
	All data in £ except gross profit margin
	2018
	2019

	Gross profit
	186.9
	191.8

	Net sales
	486.8
	501.3

	Calculation
	186.9/486.8*100
	191.8/501.3*100

	Gross profit margin
	38.39%
	38.26%




5. Assets turnover ratio: Net sales/total net assets
	All data in £ except assets turnover ratio
	2018
	2019

	Net sales
	486.8
	501.3

	Total net assets
	80.3
	93.2

	Calculation
	486.8/80.3
	501.3/93.2

	Assets turnover ratio
	6.06 times
	5.36 times




6. Stock holding period: 365/stock turnover ratio
Stock turnover ratio: Cost of goods sold/average inventory
	All data in £ except stock turnover ratio
	2018
	2019

	Cost of goods sold
	299.9
	309.5

	Inventory
	41.1
	38.8

	Calculation
	299.9/41.1
	309.5/38.8

	Stock turnover ratio
	7.30 times
	7.98 times



	       Stock holding period: 
	Stock turnover ratio
	7.30 times
	7.98 times

	Calculation
	365/7.30
	365/7.98

	Stock holding period
	50 days
	46 days




7. Debtors collection period: 365/Accounts receivable turnover ratio
Accounts receivable turnover ratio: Net sales/Accounts receivable
	All data in £ except average receivable turnover ratio
	2018
	2019

	Net sales
	486.8
	501.3

	Accounts receivable
	114.7
	114.9

	Calculation
	486.8/114.7
	501.3/114.9

	Accounts receivable turnover ratio
	4.24 times
	4.36 times



Debtors collection period:
	Accounts receivable turnover ratio
	4.24 times
	4.36 times

	Calculation
	365/4.24
	365/4.36

	Debtors collection period
	86 days
	84 days





8. Current ratio: Current assets/current liabilities
	All data in £ except current ratio
	2018
	2019

	Current assets
	156.5
	153.9

	Current liabilities
	148.4
	151.0

	Calculation
	156.5/148.4
	153.9/151.0

	Current ratio
	1.05 times
	1.02 times




9. Gearing ratio: Long term Liabilities / Capital Employed * 100
	All data in £ except Gearing ratio
	2019
	 2018

	Long term liabilities
	41.9
	65.1

	Capital Employed
	93.2
	80.3

	Calculation
	41.9 / 93.2 * 100
	65.1 / 80.3 * 100

	Gearing Ratio
	44.96 %
	81.07 





10. Interest cover ratio: Earnings before interest and tax / Interest Expenses
	All data in £ except interest cover ratio
	2019
	 2018

	Earnings before interest and tax
	23
	29.7

	Interest Expenses
	0.2
	3.5

	Calculation
	23 / .2
	29.7 / 3.5

	Interest Cover Ratio
	115
	8.49






(b) Discuss of situation as per ratio analysis.

1. Return on capital employed ratio:

Analysis: From above chart, this can be indicated that company’s efficiency to gain return on employed capital has been reduced in year 2019 as compared to year 2018. The reason behind this situation is lower growth in operation margin in year 2019 as compared to employed capital. 

2. Return on equity:


Analysis-The above mentioned column chart is indicating that company’s efficiency to generate return on equity has been reduced in year 2019 compared to year 2018. As in year 2018, it was of 0.23 which became of 0.14 for year 2019. The reason behind this poor performance in year 2019, is decreased net income along with lower investment by shareholders. 

3. EPS:

Analysis- This ratio shows how much profit is gained by a shareholder of company on each share it held. Greater earning for every share is regarded as better rather than a lesser ratio, which means that the corporation is more financially and profitably viable and that the corporation has more profits/income to distribute to shareholders. Here as shown in above table company's EPS has been declined from 1.0281 per-share to 0.7247 per-share which indicates that company's profitability position has been decreased over the year.


4. Gross profit margin:
		
Analysis- In the aspect of gross margin, company’s performance is similar in both years because there is no major difference in gross margin. Such as in year 2018, it was of 38.39% that reduced by minor margin and became of 38.26%. This consistency in gross margin is because of increased value of gross profit for year 2019 as well as revenues were also higher in year 2019 compared to year 2018.

5. Assets turnover ratio:

Analysis: This ratio of above company was of 6.06 times for year 2018 which reduced and became of 5.36 times. The higher ratio shows that company is able to generating higher revenue from per pounds of assets. In the context of above ratios, this can be find out that company failed to generate higher revenues in year 2019 as compared to year 2018. This can be because of lower sales growth as compared to purchasing growth of net assets in year 2019.

6. Stock holding period:


Analysis: On the basis of above chart, this can be find out that above company’s performance was better in year 2019 as compared to year 2018 in terms of management of stock. Such as in year 2018, company was taking 50 days in order to sale inventories while in year 2019, this time period was of 46 days. The reason of lower performance in year 2018 can be higher cost of goods sold.

7. Debtors collection period:

Analysis: From above chart, it can be stated that above company is taking less time to receive debt amount from debtors in year 2019 as compared to year 2018. Such as in year 2018, time period to collect debt was of 86 days which reduced and became of 84 days for year 2019. It is so because of higher credit sales or insolvent debtors. 

8. Current ratio:

Analysis: In both years, company is not able meet ideal criteria of current ratio which is of 2:1 times. Company’s current ratio was of 1.05 times and 1.02 times for year 2018 and 2019 respectively. This indicates their ineffective liquidity position as they don’t have enough current assets to pay current liabilities. 

9. Gearing Ratio:


Analysis: This ratio assists to interpret the actual proportion of a corporation's longer-term liabilities to its overall equity funds as increased/excessive debts may lead to adverse financial position (Warren, C., Jonick and Schneider, 2020). The higher gearing ratio reflects a large debts-to-equity proportion, whereas the lower gearing ratio reflects a lower debts-to - equity proportion. Such proportion is identical to debts-to - equity ratio, apart from that there is a variety of differences in the calculation of gearing ratio which can yield somewhat different effects. Here in as stated in above table company's gearing ratio has been decreased from 81.07% to 44.96% which reflects that corporation's dependence on debt funding has been reduced over the period and also a sign of favorable liquidity position.

10. Interest Cover Ratio:

Analysis: This ratio act as indicator that how efficient company is to payout it’s all debt obligations. A greater ratio implies that a corporation will cover its interest cost multiple times over, whereas a lower ratio is strong indicator that business may defaults on loan repayments. As presented in above table. Company's interest cover ratio has been increased over the period which exhibits that company's debt obligation has been decreased and company is able to re pay its all debt-obligations.
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 (a) Analysis of users of financial statements of company. 
In the companies, different types of financial statements are prepared which are used by both internal and external stakeholders. Each stakeholder has own purpose due to which they show their interest in financial information. Herein, below three distinct user of financial statement of companies are mentioned that are as follows:
Owners and investors- The investors and owners both have their interest in prepared financial statements (Pirveli and Shugliashvili, 2019). The investors want to check financial health of company in order to take decision whether they should hold, sell or buy the stock of a company. If financial performance of a company is good, then investors try to buy more stock or shares. Along with the investors, the owners also show their interest in the financial performance of a company by assessing different kinds of financial statements. The reason for which they show their interest in financial statement is that owners determine company’s performance from the perspective of finance and take further decisions whether they should invest more or less in business. In the absence of proper financial information, both investors and owners may face a range of difficulties regards to investment and financial decision making. 
Employees- The employees also are key user of company accounts. They show their interest in company’s financial performance in order to know about their future in respective company. It can be assessed by help of prepared financial statement. Such as if company is not generating higher return then employees may seek for another organization because of lower growth of company, their promotion can be extended. On the other hands, if performance of company is well enough then employees focus to do their task with more efficiency. So due to opportunity growth and career development options, employees show their interest in company’s financial performance. 
Government-  State administrative agencies, and tax authorities in particular, are involved in the financial records of an organization for tax and regulatory reasons. The taxes are calculated based on operating results and other tax bases (Caswell, 2019). The government would like to understand, in particular, how much the taxpayer tends to make at the end of a financial year. In order to calculate accurate amount of tax, government bodies need to assess income statement in which generated income of a business is included. On the basis of income, tax authorities’ computes value of tax that need to be paid by a company. 

(b) Benefits and limitations of financial reporting regime for users and preparer. 
	A highly regulated financial reporting regime has different kinds of advantages and disadvantages for users and preparer which are as follows:
Advantages:
Ability to detect pattern- Financial results indicate how much a company makes in revenue each year. Revenue will fluctuate so financial advisors will be able to recognize a trend of sales statistics over years (Ross, Ziebart and Meder, 2019). For example, once a new product is launched the business may expect a history of improved revenue. After about a year of being on the market, the sales growing decline. This all becomes possible because of financial reporting regime because it provides a basic framework that need to be consider by accountant and due to which users get accurate financial information.  By help of it preparer and users get an idea about next years’ financial pattern.
Provides a basis for preparing the budget- Another benefit of using the financial reports for future planning and decision-making is that they show the budgets of the firm. The expenditures demonstrate how much variations the company has to invest on releasing items, creating publicity plans or increasing the existing office space. The preparer use key information from past financial statements to prepare budget. 

Disadvantages:
Based on market patterns- The downside of using financial results for decision-making is that by the point, the facts and statistics are industry dependent (Schroeder, Clark and Cathey, 2019). It may change quickly depending on the market, so users and preparer must not presume that the statistics from a preceding financial report will continue to stay the same or boost.
One-time analysis- Another downside is that a single financial statement demonstrates exactly how a corporation is performing at a certain time. The financial statement does not reveal that the company is performing well or badly than the previous year.
(c) Limitations of Financial Statements:
Financial Statements' limitations are those variables that users should be informed of before unnecessarily depending on them. Awareness of these variables may lead to a decrease in funds employed in a corporation, or measures taken to even further examine. The below are major Financial Statements limitations, as follows: 
Dependency on historical costs: In an organization transactions are usually recognized at their own cost. It is issue when analyzing balance sheet, where the valuation of assets as well as liabilities or debts can adjust over the period (Deegan, 2019). Some products, like marketable shares, are modified to match fluctuations in their exchange prices, but other products, like tangible assets, may not adjust. Balance sheet may also be inaccurate because a substantial portion of the figure reported is focused on the historical costs.
Effects of inflation: When inflation rate is extremely high, the figures linked with the assets and liabilities within balance sheet will show up excessively low, since they're not revised for inflation. It pertains mostly to longer-term assets.
Intangible assets are not recorded: Several intangible assets have not been reported as assets. Alternatively, any investment made to build an intangible value is automatically added/charged to the expense. This approach will massively underestimate the importance of a company, particularly one which has invested a great deal on building up a brand identity or creating new goods. This is a specific concern for start-up businesses that have produced intellectual property and so far achieved minimal revenue.
Focused on specific time period: The users of financial statements that obtain an erroneous impression of financial performance or cash flows of company by looking just at single reporting date. Any one time can differ from the usual operating outcomes of a company, possibly owing to sudden rise in revenue or seasonal impact (Richardson, 2020). This is easier to display a sufficient number of successive annual statements in order to get a clearer understanding of the current trends.
Not always comparable across the company: When a user tries to a make compare the performance of different organizations, their annual records are not necessarily identical since different accounting methods are used for organizations. These concerns could be identified by evaluating the disclosures accompanying financial statements.
Subjected to fraud: The top management staff of a corporation may intentionally design the outcomes described.  Such condition can arise where there is excessive demand to produce outstanding outcomes, such as where an incentive package allows for compensation only when the amount of revenue posted rises. One may assume the existence of this problem when the published findings are higher than the industry standard (Harlan, 2020).
There is no mention of non-financial issues: Financial statements usually do not recognize non-financial concerns, like environmental sensitivity of a corporation 's operations, and how well this works with local community. Businesses announcing outstanding financial reports could have struggled in certain other regions.

[bookmark: _Toc47792640]CONCLUSION
	From above project report this can be concluded that accounting is a key approach in order to manage financial records. From first part of report this can be concluded that respective company’s financial performance is good as their income statement is showing profit for the year. The second part of report concludes that Jerry plc’s financial performance is better in year 2019 as compared to year 2018. From last task of report this can be concluded that financial information is useful for different users of company. 
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Assets turnover ratio	
2018	2019	6.06	5.36	



Stock holding period	
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Debtors collection period	
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2018	2019	1.05	1.02	
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