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[bookmark: _Toc49022183]Introduction
This report is focused on the “fundamentals of accounting.” This report will include a discussion about financial statements. The report will be completed in three phases. The first phase will incorporate the income statement and statement of financial position. The following phrase will incorporate some ratio analysis. Finally, in the last phase will give insight about the financial statements, its advantage, disadvantage and limitations.
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	Wales PLC

	Income Statement

	for the year ended 31 December 2019

	Description
	£’000
	£’000

	Sales
	 
	        30,300 

	Less: Cost of sales 
	 
	 

	Cost of Sales
	        16,220 
	 

	Depreciation-Plant (2560*.10)
	          2,560 
	 

	 
	 
	        18,780 

	Gross Profit
	 
	        11,520 

	Less: Selling Expenses
	 
	 

	Distribution Expense
	 
	          2,160 

	 
	 
	          9,360 

	Less: Administrative Expenses
	 
	 

	Administration Expense
	          2,920 
	 

	Depreciation-Buildings (1600*0.02)
	             320 
	 

	Insurance fees
	             500 
	 

	Irrecoverable debt
	             240 
	 

	New allowance for irrecoverable debt ((8240-240) *0.02)
	             160 
	 

	 
	 
	         4,140 

	Net Income from operations
	 
	          5,220 

	Less: Debenture interest (4000*0.12)
	 
	             480 

	Net Income Before Tax
	 
	          4,740 

	Less: Income Tax
	 
	          1,600 

	Net Income After Tax
	 
	3,140 

	
	
	

	Wales PLC

	Other Comprehensive Income Statement

	For the year ended 31 December 2019

	Description
	£’000
	£’000

	Net Income After Tax
	 
	          3,140 

	Add: Revaluation Gain on Land (20000-15000)
	 
	          5,000 

	Net Income
	 
	          
8,140 





	Wales PLC

	Statement of Financial Position

	for 31 December 2019

	Description
	£’000
	£’000
	£’000

	Assets
	 
	 
	 

	Non-Current Assets
	 
	 
	 

	Property Plant Equipment:
	 
	 
	 

	Land
	  15,000 
	 
	 

	Add: Revaluation gain
	    5,000 
	 
	 

	 
	 
	   20,000 
	 

	Buildings
	  16,000 
	 
	 

	Less: Accumulated Depreciation
	   4,580 
	 
	 

	 
	 
	   11,420 
	 

	Plant
	  25,600 
	 
	 

	Less: Accumulated Depreciation
	    7,520 
	 
	 

	 
	 
	  18,080 
	 

	 
	 
	 
	   49,500 

	Current Assets
	 
	 
	 

	Bank
	 
	        320 
	 

	Inventory at 31 December 2019
	 
	     3,120 
	 

	Trade Receivables
	    8,240 
	 
	 

	Less: New irrecoverable debt
	        240 
	 
	 

	Less: New allowance for irrecoverable debt
	        160 
	 
	 

	 
	 
	         7,840 
	 

	 
	 
	 
	       11,280 

	Total Asset
	 
	 
	       60,780 

	Equity & Liability
	 
	 
	 

	Equity
	 
	 
	 

	Share Capital-Ordinary 
	 
	      29,000 
	 

	Share Premium-Ordinary
	 
	         5,000 
	 

	Retained Earnings (W1)
	 
	      15,960 
	 

	 
	 
	 
	       49,960 

	Non-Current Liabilities
	 
	 
	 

	12% debentures
	 
	 
	         4,000 

	Current liabilities
	 
	 
	 

	Trade payables
	 
	         4,480 
	 

	Outstanding Debenture Interest (480-240)
	 
	            240 
	 

	Outstanding Insurance fees
	 
	            500 
	 

	Income tax Liability
	 
	         1,600 
	 

	 
	 
	 
	         6,820 

	Total Liabilities & Equity
	 
	 
	       60,780 




Workings 1
	Wales PLC

	Statement of Retained Earnings

	for the year ended 31 December 2019

	Description
	£’000

	Retained earnings (1 Jan 2019)
	 
	        8,380 

	Add: net profit
	 
	        8,140 

	Less: Dividend paid
	 
	           560 

	Retained Earnings (31 Dec 2019)
	     15,960 
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(a)
	Sl. No.
	Name of Ratio
	Formula
	2018
	2019

	1
	Return on Capital Employed
	
	


	




	2
	Return on Equity
	
	


	



	3
	EPS
	
	


	



	4
	Gross Profit Margin
	
	


	



	5
	Asset Turnover
	
	


	

	6
	Stock Holding Period
	
	


	



	7
	Debtors Collection Period
	
	


	



	8
	Current Ratio
	
	


	



	9
	Gearing
	
	


	



	10
	Interest Cover
	
	


	





Note: Asset turnover of 2018 was not calculated as there was no beginning total asset of 2018 was given.
(b)
The situation of Jerry PLC can be demonstrated based on the ratios determined in the prior section. The return on capital employed (ROCE) in 2018 says that against £1 capital investment Jerry PLC is getting £0.20 in return. However, the rate decreases and become 0.17 in 2019 which is not a good sign for the company. Return on equity gives insight about the financial performance of the company. Higher ROE is good for the company but when it results from low equity and high income, it is not good. In Jerry PLC’s case, the ROEs in the year 2018 and 2019 are respectively 0.23 and 0.14. the deviation is because of extreme change in both net income and total equity in 2019. This is an indication of risk and inconsistent profit. The EPS of Jerry PLC in 2018 was 1.07 and in 2019 was 0.72. the decline is because of lower net income in 2019. The EPS amount is the attributable income to a shareholder holding one share. The gross profit margin in both the years was 0.38. In general, gross profit margin over 0.20 is considered to be satisfactory and as the gross profit margin of Jerry PLC is 0.38, it can be termed as satisfactory. The asset turnover 1.73 in 2019 indicates. This interprets that for every £1 asset company id getting revenue of £1.73. the stock holding period in 2018 was 50.2 whereas it was 45.76 in 2019. This is a good indication because the lower the stock holding period is, the quicker the company is selling its products. Debtor collection period also gives a positive indication for the company. The debtor collection period in 2019 was 83.66 whereas it was 86 in the previous year. As the collection period has decreased, the company will get cash quickly which is better for the company. The current ratio in each year is just above 1 which is not that satisfactory. The satisfactory level should be at least 2. The gearing ratio of 2019 is good compared to 2018 because the lower gearing issue indicates that equity much higher compared to debt. The interest coverage in 2019 gives a positive indication as the ratio is very high compared to the previous year which means the debt dependency is low in the case of Jerry PLC.  
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[bookmark: _Toc49022187](a) Determining different user groups and their reasons to be interested in the company's financial information
Any individual or group whose interests are affiliated with the organisation and their opinion affects the organisation decisions are called the stakeholder. Stakeholders are the user groups of the information on the financial statement of the company (Abdulshakour, 2020). User groups can be internal or external. Internal user groups are employees, investors, founders, managers and so on. External parties are creditors, shareholders, suppliers, creditors etc. Financial information’s are important for both internal and external users. The importance of collecting financial statements for three different user groups is given below:
· Shareholders: Shareholders need the financial statements to determine the capital risk and return of the Corporation and to take strategic decisions based on their results. To assess their investments, shareholders require financial statements and to help them make knowledgeable decisions on how to participate in corporate issues.  and they must use a range of measures to evaluate their stocks. Profitability ratios, liquidity, asset ratio, debt ratios and other applicable measurement indicators (Abdulshakour, 2020). They need the information to evaluate their profits and to check the ability of the company to increase the share value. 
· Creditors: Creditors use their accounts to know whether the business provides a reasonable credit risk and whether they are sufficient to reimburse debt as decided. Company financial statements are evaluated by lenders to decide whether a corporation pays back the loan or new debt, with cash flow being a major source of repayment of loans. The debt-to-equity ratio is used by creditors to evaluate the overall stockholders' equity and loans that are used to fund the company's assets (Amaraveni, 2017). This proportion provides creditors with an idea of how the business handles debt and it can offset debt burden. Lenders use the current ratio to decide how a corporation will recover its loans by next year.
· Employees: there are two levels: management and non-management level of employees in an organisation (Bragg and Bragg, 2020). Non-management workers need to confirm if the corporation has that much funds to cover its payroll, provides its employees with equal revenue sharing, and no inevitable sign of leave of absence or compulsory retiring. Top managers strive to make the annual reports look great, as the incentive for them is always related to the corporation's output (which can be seen from the financial reports) (Bragg and Bragg, 2020). They have a responsibility for all operational and non-operational operation of the firm, which is obvious in the financial statements. 
[bookmark: _Toc49022188](b) Analysing the pros and cons of highly regulated financial reporting
There is a proper set of regulation and rules for publishing the financial statement. Every private and public company have to consider high regulation for financial reporting. IFRS publishes these kinds of regulations. Both users and preparer have some advantages and disadvantages for using that highly regulated financial reporting. 
Advantages and disadvantages of highly regulated financial reporting from the perspective of preparer are given below: 
	Advantages 
	Disadvantages 

	A consistent and single set of standards will be created all over the world.
	It will enhance the cost especially for small business by preparing the financial statement according to the 

	As no multiple standards are prevailing in the world, preparing statement of a single standard will decrease the time and cost. 
	Enhance the number of efforts of the accountants while preparing the statements according to regulation (Klapper and Lusardi, 2019). 


	Monitoring Brach companies, subsidiaries will be easy (Klapper and Lusardi, 2019). 
	It occurs fluctuation in educational level. Because maintaining this regulation requires relatable knowledge. 

	It creates flexibilities in accounting standards and practices. 
	Global acceptance and consistency are required for the financial statement to be useful. 

	These common standards allow them to do business in foreign countries at a few costs. 
	It will make an adjustment period to adjust all the regulation in the financial statement. 




Advantages and disadvantages of highly regulated financial reporting from the perspective of preparer are shown below: 
	Advantages 
	Disadvantages 

	Users can get accurate financial pictures in the statements and they can get all the information of branches and subsidiaries (Voss, 2019). 
	Maintain this standard increase cost and this cost may decrease the share value of the users. 

	This regulation consistent with the global nag companies so, users can rely on this standard (Voss, 2019). 
	Preparers may distort the result by obeying specific rules of a reporting system that will be beneficial to them.

	Higher return of equity will be created by this regulation that will increase the share of users. 
	Standard manipulation may represent the financial result falsely (Voss, 2019). 

	Foreign direct investment rate will be increased by maintaining this highly regulated financial reporting. 
	Users have to gain proper knowledge of the highly regulated standards to undertint the statements. 
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(c) Limitations of financial statements
Financial statement users should consider the drawbacks of these states before totally relying on them. Kneeled of the limitations of these statements reduce the risk of investment and result in a good investment decision and financial decision. The major limitations of financial statements are depicted below: 
· Considering only historical cost: The actual value of the firm is not disclosed in financial statements. Initially, purchases are reported at their expense. Financial assets are changing in their prices over time (Yongkui, 2013). Often items such as marketable shares prices fluctuate to match market prices, but other items, such as fixed assets, do not alter over time. Therefore, if a significant part of the sum is reported based on previous expenses, the balance sheet may be deceptive.
· Personal judgments: Some measurement is based on personal judgments. For example, evaluating depreciation is different in different organisation. It does not give a standard result or the same result. Different types of valuation of depreciation are double declining method, straight method, amortisation etc (Yongkui, 2013). 
· Inflationary rate: For increasing inflation rates, the value of assets increases. But as initially the value of assets reported as cost in the financial statement. So, the assets in the statement remained undervalued. As the inflation rate is not adjusted in the financial statement, the value of assets remains low. 
· Scarcity of non-financial aspects: Financial statement contains only the monetary factors, not the non-financial factors. Only financial factors do not represent the true picture of the organisation. The non-financial aspects are the satisfaction of the customers, goodwill, the quality of the products etc. The true intention of publishing financial statement will be failed if the non-financial factors are not valued. Such as loyalty of workers, environmental attentiveness etc. (Abdulshakour, 2020). 
· Interim reports: financial statements are prepared for interim purposes. Actual values of the organisation are not published. Only at the time of liquidation of the organisation publishes its actual value. Financial statements only produce the gain and loss but the actual figure is not mentioned in the financial statement (Amaraveni, 2017).
· False and distorted figures: sometimes the management team of the company may publish false figures in the statement. Especially when there is a pressure of increasing sales or giving a bonus to the workers. They may falsely increase the sales to enhance share market price. Or may decrease the revenue volume for not giving a bonus to the employees.  
Conclusion
The report has depicted a proper picture of financial statements. A detailed income statement and statement of financial position has been incorporating here. Moreover, the author has incorporated the calculation of ratios and their interpretations. Lastly, the author has also demonstrated the need, advantage, disadvantage and limitations of financial statements. Hence, the author hopes this report will give readers proper insight into accounting fundamentals.


· 
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