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[bookmark: _Toc49295183]                           1.   Executive Summery

 In the given assignment of accounting fundamental assessment, we will learn about financial statement and its importance in a descriptive way. Moreover, there are some ratio analysis which will help to analyze whether the company is doing good or it needs improvement in some criteria. Here we will also discuss about the main users of financial statement information, how this information helps them to make a better decision. The benefits and inconvenience of using highly regulated financial report from the both users and preparer aspects. Some abridgments of financial statement will be demonstrated. Finally, we will have a clear concept about the financial statement of any organization and also learn the importance of making it for various purpose.
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As the assignment is about accounting we first need to know the definition of accounting. Accounting is method for keeping record of a firm’s financial and nonfinancial activities so that it can be used for any decision making process. Accounting helps the financial manager to be updated with the firm’s financial situation. 
                                  Accounting needs some rules regulations and standards to be proceed. Financial statements are made into 3 steps. 1. Income statement, 2. Balance sheet, 3. Cash flow statement. There is some ratio that help a firm to understand its position. With the help of these ratio a financial manager can compare the results with previous year’s result to see how much the company improved moreover these ratios can be compared to other company’s ratios.
                                 Before making a financial statement all the rules of accounting standard should be followed. As the users use this information to make decision whether to work with the company or not, there shouldn’t be any false or fake representation of the information. These statements are verified and audited by audit firms so that the user can trust it fully.
                                This report will give a full information about the topic discussed above.
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	Income statement of Wales plc for the year 2019, 31 December:
	
	£’000
	£’000

	Sales
	
	30300

	(-) Cost of sales
	16220
	

	(-) Depreciation on plant 10%)
	2560
	

	
	
	(18780)

	Gross profit
	
	11520

	(-) Distribution cost
	2160
	

	(-) Administration cost
	2920
	

	(-) Depreciation on building (2%)
	320
	

	(-) Insurance premium
	500
	

	(-) Irrecoverable debt
	240
	

	
	
	(6140)

	Operating profit
	
	5380

	(-) Debenture interest
	240
	

	Unpaid debenture interest
	240
	

	
	
	(480)

	Net profit before tax
	
	4900

	(-) Tax
	
	(1600)

	Net profit after tax
	
	3300



Note: 1. Depreciation on plant is added to cost of sales as it instructed in the question.
2. Depreciation on plant= (25600*10%)
                                       =2560
3. Depreciation on building= (16000*2%)
				    =320
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[bookmark: _Toc49295187]Statement of financial position of Wales plc for the year 2019, 31 December:
	
	£’000
	£’000
	£’000

	Fixed assets:
	
	
	

	Plant
	25600
	
	

	(-) Accumulated depreciation (2560+4960)
	7520
	
	

	
	
	18080
	

	land
	
	15000
	

	Building
	16000
	
	

	(-) Accumulated depreciation (4260+320)
	4580
	
	

	
	
	11420
	

	Total fixed assets
	
	
	44500

	current assets:
	
	
	

	Trade receivables
	8240
	
	

	(-) Irrecoverable debt
	240
	
	

	(-) Allowance for receivables (8240-240)*2%
	160
	
	

	
	
	7840
	

	Inventory
	
	3120
	

	Bank
	
	320
	

	Total current assets
	
	
	11280

	Total assets
	
	
	55780

	Current liabilities:
	
	
	

	Trade payable
	
	4480
	

	Debenture unpaid interest
	
	240
	

	Total Current liabilities
	
	
	(4720)

	Long term liabilities:
	
	
	

	Debenture 
	
	
	(4000)

	Total liabilities
	
	
	(8720)

	Net Assets
	
	
	47060

	Equity:
	
	
	

	Ordinary Share
	
	29000
	

	Share premium
	
	5000
	

	Retained earnings
	8380
	
	

	(+) Net income
	3300
	
	

	(-) Dividends
	(560)
	
	

	
	
	11120
	

	Hidden accounts
	
	1940
	

	
	
	
	47060


Note: 1) land is recorded at its historical cost and revalued amount is not recorded according to accounting principle of historical cost.
2) Hidden account (1940) is added to balance the Net assets and Equity of the financial position.
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Ratios for Jerry plc for the year 2019 are given below:
1. Return on capital employed = *100
 =*100
 =0.17*100
 =17%
2. Return on equity = *100
 =*100
 =0.1384*100
 =13.84%
3. EPS = 
       =
      =0.72
4. Gross profit margin = *100
      =*100
                                             =38.26%
5. Asset turnover = 
                           =
                                     =
         			       =1.73
6. Stock holding period = *365
        =*365
        =45.76 days
7. Debtors collection period = *365
      =*365
      =83.66 days
 8.Current ratio = 
                               =
		           =1.02 : 1
  9.Gearing = *100
		=*100
                   =67.42%
10. Interest cover = 
			  =
			  =115 times
Ratios for Jerry plc for the year 2018 are given below:
1. Return on capital employed = *100
       = *100
       = 20%
2. Return on equity = *100
       =*100
       =23%
3. EPS = 
       = 
       =1.03

4. Gross profit margin = *100
  =*100
  =38.39%
5. Asset turnover = 
    =
   =1.66

6. Stock holding period = *365
    =*365
    =0.137*365
    =50.02 days
7. Debtors collection period = *365
  = 
 =86 days
8.Current ratio = 
                           =
		       =1.05 : 1
9.Gearing = *100
                 =*100
                 =72.67%
10. Interest cover = 
                                =
			 = 8.48 times 
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 The discussion about the situation revealed by the ratios calculated in (a) given below:
These ratios calculated in (a) are very important for any organization. These ratios will give an image of the financial state of an organization. First of all, we find out Return on capital employed ratio which tell us the amount of profit will be raised by per capital employed. In 2018 it was 20% and it decrease to 17% in 2019, which means company generated more profit from capital in 2018 than in 2019. It means that Jerry plc should be more careful about the company’s capital management. Next Return on equity shows how efficiently company amplifies shareholder’s capital. In general ,15-20% are thought to be good percentage for ROE. Jerry plc’s return on equity was 23% in 2018 and 13.84% in 2019. So, it can be said that the percentage was more than 20% in 2018 and it was less than 15% in 2019 which mean the company should increase its efficiency in ROE ratio. EPS (Earning per share) in 2018 was 1.03 and in 2019 it was 0.72 per share. Which shows that EPS also decrease in 2019. Gross profit margin also slightly decreases in 2019. In 2018 it was 38.39% and in 2019 it became 38.26%. Asset turnover was more efficient in 2019 as it increases from 1.66 to 1.73. The company worked more effectively and efficiently on inventory. As we can see, the stock holding period decreases from 50 days to 46 days in 2019, which means goods were stocked for less time and sold out quickly. The debtor collection period was better in 2019, as it was 83 days than in 2018 which was 86 days. That means debtors payed quickly in 2019. Usually a current ratio between 1.5 and 3 is thought to be a healthy ratio. So as per the answer from (a) it can be said the co. is in a good position. Talking about the gearing the co. did well in 2019 as the gearing fall from 72.67% to 67.42%. last but not the least interest cover shows how effortlessly a co. can bear its interest expenses. As the interest expense is more than 1 than it is good for the company.
                      So it can be said in some terms Jerry plc does well than their previous year’s ratio and in some terms they are lagging behind and need much more improvement in their financial management. 
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The three important users of a company accounts are given below:
1. Managers,
2. Shareholders,
3. Creditors
These 3 user groups are mostly interested to know about a company’s financial statement. First of all, a company’s manager is a person who manages all the company. For a financial manager, it is very important for him to know the company’s overall financial position. A financial manager needs to know whether the co. is doing good or not from all the financial statements and ratio analysis. From all the analysis a manager gets to know about the position of the company in the market. If there is any lacking the managers can fix that by taking some measures and a better managerial process.
			    Secondly, shareholders are the owners of a company. They invest their money to the company so they have all the right to know about the company financial position. From the financial statements they make decisions whether to invest more money in this or not. Since financial statement provide information about company’s revenue, profitability and debts and as shareholders are involved in these matter so they are interested in the company’s financial statement.
                                Lastly, the creditors are those groups who lends money to the company. They are also interested in a company’s financial information as they also invest their money into it. If the co. is unable to pay interest, then the creditors will not invest their money in it. If the co. is bad at paying its debt and its profitability rate is also low, then the creditors shouldn’t invest money on it. So, it’s very important for them to know about the company’s financial position and all the financial information to make a better investment decision.
			So, from the above discussion we came to learn about 3 groups who are interested to know about the company’s financial information as they are directly involved with that. They should have all the information to make a better decision.
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A highly regulated financial reporting regime both has advantages and disadvantages. Highly regulated means reporting standards should provide all the necessary information about the financial situation of the company, the information that is needed by the user. The company should follow International Accounting Standard Board for accounting rules and principles. Accounting should provide profit-loss information and financial position of a company to its interested groups. As a financial report is checked by various groups it should have all the valid and true information about the company. These reports often make outsiders to make decision about their investment.
			Advantages of highly regulated financial reporting are various. First of all, the user gets solid and correct information from a highly regulated financial report. They can trust the report. Moreover, it also increases the quality of the report. If the report is highly regulated it will also help to reduce various types of frauds. So the user can trust the highly regulated report the rules regulation correctly and strictly and also gives the proper information about the company’s financial statement. If the preparer of financial statement follow all the rules then it will be easy to him to make the report step by step and as he followed all the regulations strictly he don’t have to give explanation to the user because the user can get all the basic information about the report. So it can be said both user and preparer have advantages from highly regulated financial reporting regime.
			Besides advantages there are some disadvantages also for making and using a highly regulated financial reporting regime.  For making a highly regulated financial report it needs too much time to be prepared. Moreover, for the small firms it is very tough job to make that report. Organizations needs well trained accountants to make a highly regulated financial report. It will also increase the work load for the accountant. As it is time consuming the organization may need more employees. From the perspective of a user, sometimes it is very hard to understand a highly regulated financial reporting. They might face much difficulty in understanding the report.
			So, it can be said there are both advantages and disadvantages from the perspective of a user and a preparer of financial statements.
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Limitations of a financial statement are given below:
			Financial statement means the records of a company’s financial state or position that is made at the end of the year. There are 3 types of financial statement; they are 1) Income statement, 2) Balance sheet, 3) Cash flow statement. The financial statement is very important for any financial information user. But it has some limitations.
                              As we know, from the accounting principle of historical cost all the assets are write down at their buying cost. But the cost can be changed over time because of inflation or any other changes to the economy. In the financial statement that changed price is not listed. 
                             Sometimes expenses that are made for intangible assets are counted as expenditure and not added to the balance sheet. Financial statements are made for a specific time. So it sometimes does not count the transactions which are made after that period, which means it does not give a proper information. 
                           In the financial statement non-financial transactions are also not counted it is also one of the big limitations. Again, financial statement cannot be always compared to other companies. Because different company can use different accounting process to make financial statements. 
                         Financial statements can be fraud if the management do not disclose the true picture of the organization. Management can hide many issues when making financial statement and present a false statement which the other user groups are not aware of. Sometimes accounts are not verified. That means financial statements is not justified or audited. 
                       So, from the above discussion we learn about so many limitations of a financial statement. Though we know financial statement play a very important role by giving various information to the user groups but it is also very important to present it in a way that justified the information.
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In the assignment we find out Wales plc’s financial statements and jerry plc’s various financial ratios. These ratios are showing where Jerry plc need to improve its situation. For example: earning per share decreased in 2019 which was 1.03 in 2018 and became 0.72 in 2019. So they have to work on share capital more carefully. Rather than that we also learn about the 3 users of financial information; they are the managers, shareholders and creditors. They use information from ratios and financial statement. There is also discussion about the advantages of highly regulated financial reporting regime. If the report is highly regulated, then the user can use the information from the report without any doubt. We also discussed the limitations of a financial statements.
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