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Question One
Workings
Depreciation on Buildings
	0.02 × 16000
	= 320
Depreciation on plant
0.1 × 25600
= 2560
Allowance for doubtful debts
	0.02 × (8240- 0.24)
	= 164.80
Debenture Interest
	0.12 × 4000
	= 480
Outstanding debenture interest
	480 – 240
	= 240


	Wales Plc.
Income Statement
For the year ended 31st Dec 2019 

		
	‘0000’
	‘000’

	Sales
	
	30300

	Less: Cost of sales
       Depreciation on plant
Total cost of sales
	16220
2560
	

(18780)

	Gross profit
	
	11520

	Less Operating expenses
	
	

	Distribution expenses
	2160
	

	Administration expenses
Add: Depreciation on buildings
          Bad debt expense
       Allowance for doubtful debts
       Insurance Expense
Total administration Expenses
	2920
320
0.24
164.80
0.5
3405
	




(5565.54)

	Operating Profit
	
	5954.46

	Less Debenture interest
	
	 (480)

	Income Before Tax
	
	5474.46

	Taxation
	
	(1600)

	Net profit for the year
	
	3874.46

	Dividend Paid
	
	(560)

	Retained profit
	
	3314.46














	Wales Plc.
Statement of Financial Position
AS at 31st December 2019

	
	‘000’
	‘000’

	Assets
	
	

	Current Assets
	
	

	Bank
	
	320

	Trade receivables
Less: Bad debts
         Allowance for doubtful debts
	8240
(0.24)
(164.80)
	

8074.96

	Inventory
	
	3120

	Total Current Assets
	
	11514.96

	Non-Current Assets
	
	

	Plant
Less Accumulated depreciation
	25600
(7520)
	
18080

	Buildings
Less Accumulated depreciation
	16000
(4580)
	
11420

	Land
	
	20000

	Total Non-current assets
	
	49500

	Total Assets
	
	61014.96

	Liabilities and Equity
	
	

	Current Liabilities
	
	

	Trade payables
	
	4480

	Outstanding Insurance
	
	0.50

	Outstanding debenture interest
	
	240

	Tax Liability
	
	1600

	Total current assets
	
	6320.50

	Long term liabilities
	
	

	12% debentures 2024
	
	4000

	Equity
	
	

	£1 ordinary shares
	
	29000

	Share premiums
	
	5000

	Revaluation gain on land
	
	5000

	Retained profits  1/1/2019
 Add Retained profits  31/12/2019
	8380
3314.46
	
11694.46

	Total Equity 
	
	61014.96






Question 2
Return on capital employed
ROCE =  
Capital employed = total assets – current liabilities
	2019	      = 286.1 – 151.0 = 135.1
	2018	      =   293.8 – 148.4 = 145.4
	
	2019
	2018

	EBIT
	22.8
	26.2

	Capital Employed
	135.1
	145.4

	ROCE
	0.18
	0.18



2.  Return on Equity
 ROE = 
	
	2019
	2018

	Net Income
	12.9
	18.3

	Shareholders’ Equity
	93.2
	80.3

	ROE
	0.14
	0.23



3. Earnings per share
EPS = 
	
	2019
	2018

	Net Income
	12.9
	18.3

	Outstanding Shares
	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
	38.26%
	38.39%



5. Asset turnover = 
	
	2019
	2018

	Total sales
	501.3
	486.8

	Total Assets
	286.1
	293.8

	Asset turnover
	1.75
	1.66



6. Stock holding period =  × 365
	
	2019
	2018

	Inventory
	38.8
	41.1

	Cost of sales
	309.5
	299.9

	Stock holding period
	45.76
	50.02



7. Debtor collection period =  × 365
	
	2019
	2018

	Trade Receivables
	114.9
	114.7

	Sales Revenue
	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
	192.9
	213.5

	Shareholders’ Equity
	93.2
	80.3

	Gearing ratio
	2.07
	2.66



10. Interest cover ratio = 
	
	2019
	2018

	EBIT
	22.8
	26.2

	Interest Expenses
	0.2
	3.5

	Interest Cover ratio
	114
	7.48


	
b. The situation revealed by the ratios
The ratios revealed different situations bout Jerry Plc. The return on capital employed remained 0.18 in 2019 as in 2018. This shows the consistency of the company in using the capital employed to generate income. However, a higher return on capital indicates higher profitability and the company should reduce debt and cost to improve the return on capital ratio (Elliott & Elliott, 2007). 
The company`s return on equity ratio declined from 0.23 in 2018 to 0.14 in 2019. This shows inefficiency in the company`s ability to use equity to generate income. As advised by Elliott & Elliott, the company can reduce operating expenses or raise the prices of the products to improve the return on equity ratio.  
The earning per share declined from 1.03 in 2018 to 0.72 in 2019. This shows the company`s profitability level is declining and the existing and potential investors can shy off from the company. The company should lower the costs to increase the margin for it to register a higher EPS (Horngren et al., 2002). 
The company registered a slight decline in the profit margin from 38.39% in 2018 to 38.26% in 2019. These figures registered in the two years are optimum and this shows the company is generating enough profits from the sales and it should continue with that gear. 
Jerry`s asset turnover ratio improved from 1.66 in 2018 to 1.75 in 2019. This shows the company is utilizing its assets efficiently to generate sales. The company can get rid of obsolete assets or lease assets to improve the asset turnover ratio (Horngren et al., 2002). 
The stock holding period improved from50.02 days in 2018 to 45.76 days in 2018. This is an indication of stronger sales and the company can eliminate stagnant stock, optimize the supply, and turn into automation to better the stock holding period (Horngren et al., 2002).
The debt collection period improved from 86 days in 2018 to 83.66 days in 2019. This shows the improvement in debt collection policies. However, the figure is still higher and the company can adopt measures such as offering discounts to early payments and be proactive in invoicing the clients to ensure early payment (Horngren et al., 2002). 
The current ratio declined from 1.05 in 2018 to 1.02 in 2019. This jeopardizes the company`s ability to meet the short term obligations when they fall due. Elliott and Elliott advise the company to maintain a current ratio of at least 2 and the company should pay off its current liabilities to improve the current ratio. 
The company`s gearing ratio improved from 2.66 in 2018 to 2.07 in 2019. This shows the company is improving its portion of the debt of debt to capital. The company can improve its gearing ratio by selling shares to raise money to pay the debt (Elliott & Elliott, 2007). 
The interest coverage ratio improved from 7.48 in 2018 to 114 in 2019 a clear indication of the company`s ability to pay the interest on the outstanding debt. The ration is optimum and it shows the company has solid and optimum revenues to pay the interest on outstanding loans. 
Question 3
a. User Groups of Company Accounts
The company`s financial statements provide information that is used by numerous groups for different groups. According to Weygandt et al. (2009), the different user groups of the company`s accounts include; the internal users, external users, and the government.
The government is interested in the information provided in the company`s financial statements to determine whether the business is paying taxes according to the prevailing tax laws. Additionally, the government wants to track economic progress through the analysis of financial statements of different businesses from numerous sectors (Weygandt et al., 2009). 
The external users of company accounts include; customers, the general public, lenders, and potential investors. The lenders are interested in the financial statements to determine whether the company is in a position to pay the debt when it falls due. The customers are interested to know whether the company is offering products at fair prices and whether the will continue providing products and services in the long run. The suppliers on the other hand are interested in the company accounts to determine whether the company is in a position to pay for the goods and services supplied on credit (Horngren et al., 2002). 
Finally, the internal users of company accounts include; the employees, managers, and owners. The employees are interested in the company accounts to determine whether the company can pay their salaries and other benefits. The employees also want to know whether the company will expand to meet their career development opportunities. The owners of the business use the financial statements to make an important investment decision, for instance, to determine whether to sell, hold, or buy more shares. The management, on the other hand, uses the company`s financial statements to make long term business decisions such as acquiring or leasing production equipment, disposing certain long term assets, and get rid of part of the business (Elliott & Elliott, 2007). 
b. Advantages and disadvantages of a highly regulated financial reporting regime
Financial reporting regulation is essential to any regime. This is because it makes accounting for items easy, makes it easier to compare financial statements among different companies in the same sector, and it fights tax evasion and money laundering. However, there has been a question of the degree of regulation required in any specific regime. Below are the advantages and disadvantages of high regulated financial reporting regime. 
The first advantage is that it increases investor confidence. Weygandt et al. purport that, when are strict regulations on financial reporting, the financial accounting will be more careful in preparing financial statements to avoid legal ramifications. When the investors analyze the financial statements, they are assured it presents the actual financial reality of the business and therefore can make informed investment decisions (Weygandt et al., 2009). 
High regulation of financial reporting allows for benchmark comparisons of financial statements for different companies. This is made possible by the use of the same standards and methods in accounting for assets and liabilities. Therefore, the government, investors, and other interested stakeholders can make a comparison to determine the best-performing companies and sectors (Weygandt et al., 2009). 
Highly regulation minimizes tax evasion and accounting fraud. According to Gibson (2011) unscrupulous accountants deliberately overstate revenues, fail to report expenses, and overstate assets to create the wrong impression of the financial position of the businesses to impress investors and stakeholders. A highly regulated financial reporting regime minimizes all these cases of accounting fraud to ensure financial statements represent actual financial reality (Gibson, 2011). 
On the other hand, high financial reporting regulation has numerous disadvantages. The first disadvantage is that it is costly for businesses. This is because it creates increased compliance costs such as training costs for personnel and audit costs hence reducing profits made by businesses (Gibson, 2011). 
Another disadvantage is that strict financial reporting regulations do not always lead to the appropriate valuation of accounts (Elliott & Elliott, 2007). The regulation limits the ability of exception due to rule-based judgment instead of the situation informed or experienced informed judgment hence overvaluation or undervaluation of accounts (Elliott & Elliott, 2007). 
High regulation leads to anti-value creation for businesses. According to Weygandt et al., high regulations can divert profitable business resources from value creation to risk management compliance which is less beneficial especially for startups and small businesses (Weygandt et al., 2009).
c. Limitations of financial statements
Companies derive numerous benefits from keeping accurate and detailed financial statements. According to Horngren et al. , the general benefits of keeping good books include; better debt management, identifying trends such as a decline in sales for the companies to adopt correction measures, tracking business progress, and managing debt levels. 
However, the financial statements have certain limitations and therefore the users of the financial statements should be careful when relying on the company accounts to a greater extent. The first limitation is that the assets and the liabilities in the financial statements are not inflation-adjusted (Elliott & Elliott, 2007). Elliott and Elliott argue that, when the rate of inflation is too high, the figures on the balance are too low due to lack of accounting for the inflation hence the financial statements report the wrong financial reality of the business. 
Another limitation is that the financial statements are based on personal judgment. Horngren et al., report that the value of the assets depends on the accounting standards used by the financial accountants. The depreciation methods or the amortization of assets depend on the preparers of the financial statements and may not present the economic reality hence a limitation (Horngren et al., 2002). 
The intangible assets are not recorded on the balance sheet. According to Horngren et al., intangible assets such as the reputation of a business or brand value can help to increase sales; however, they are not included in the balance sheet which is a major problem of financial statements (Horngren et al., 2002). 
Another limitation of the financial statements is that they are prone to omissions and errors. Elliott and Elliott, report that the basic recording of financial transactions is carried out by accounting clerks who may not be fully qualified thus they may commit errors of omission, commission, or basic data entry errors. If such are errors are not detected, there are maybe misrepresentation of financial reality in the financial statements (Elliott & Elliott, 2007). 
The financial statements do not account for qualitative information such as the efficiency of managers, customer satisfaction, and efficiency of the supply chain. These factors have major significance on the performance of the business and ignoring them means the financial statements have not presented the actual financial reality of the business (Weygandt et al., 2009). 
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