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[bookmark: _Toc49629373]Introduction
The measurement and the process of transactions including financial and non-financial is called accounting and it’s also called the language of finance (Trigo and Belfo, 2014). There are many user groups or categories according to their purpose of using financial information. Basically, there are three major user groups like primary users, secondary users and legal authority. The management of the company prepares various financial statements like balance sheet (exposing total assets and liabilities), income statement (net profit or loss, operating expenses, etc.), cash flow statement (cash inflows and outflows in investing, operating and financing activities) and various financial analysis to provide financial information to the users. In this report, we will also describe advantages and disadvantages as well as limitations of financial statement. 
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[bookmark: _Toc49629375]Income Statement
	Wales plc
Income Statement
For the year end 31th December, 2019

	Description
	£(000)
	£(000)
	£(000)

	Sales
	
	
	30300

	Less: Cost of Goods Sales
Sales Cost
Depreciation: Plant (25600*10%)
	
	
16220
2560
	

	
	
	
	18780

	[Gross Profit]
	
	
	11520

	Less: Selling Expenses
Distribution Cost
	
	
	
2160

	
	
	
	9360

	Less: Administration expenses:
Adm. Expenses
Depreciation: Building (16000*2%)
Irrecoverable debt
(+) New allowance for irrecoverable debt ((8240-240) *2%)
Insurance fees
	


240
 160
	
2920
320

400
500
	




4140

	[Net Income from Operations]
	
	
	5220

	Less: Debenture interest (4000*12%)
	
	
	480

	[Net income before tax]
	
	
	4740

	Less: Income tax
	
	
	1600

	[Net income after tax]
	
	
	3140




	Wales plc
Other Comprehensive Income Statement
31th December, 2019

	Description
	£(000)
	£(000)

	Net income after tax
Add:  Gain from Land ( 20000-15000)
	
	3140
5000

	[Net Income]
	
	8140
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	Wales plc
Financial Position
31th December, 2019

	Description
	£(000)
	£(000)
	£(000)

	Assets
	
	
	

	Current Assets
Bank
Inventory (31-12-2019)
Trade Receivable 
Less: New irrecoverable debt
Less: New irrecoverable debt allowance

	


8240
240
160

	
320
3120



7840
	





11280

	Fixed Assets
Land
Add: Revaluation gain
	
15000
5000
	

20000
	


	
Buildings
Less: Accumulated Depreciation
	
16000
4580
	

11420
	

	
Plant
Less: Accumulated Depreciation
	
25600
7520
	

18080
	

49500

	[Total Assets]
	
	
	60780

	Liabilities & Owner’s Equity
	
	
	

	Total Liabilities

12% debenture
Trade payable
Outstanding interest (480-240)
Outstanding insurance fees
Income tax liability
	
	

4000
4480
240
500
1600
	






10820

	Owner’s Equity
Ordinary Share Capital
Ordinary Share Premium
Retained Earnings:
Retained earnings (01-01-2019)
Add: Net profit
Less: dividend
[retained Earnings(31-12-19)]
	



8380
8140
560
	
29000
5000





15960
	







49960

	[Total Liabilities and Owner’s Equity]
	
	
	60780
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Total accumulated Depreciation:
	Description
	£(000)
	£(000)

	Buildings:
Initial Accumulated depreciation
Add: Current year depreciation
	
4260
320
	

	[Accumulated depreciation for Building]
	
	4580

	Plant:
Initial Accumulated depreciation
Add: Current year depreciation
	
4960
2560
	

	[Accumulated depreciation for Building]
	
	7520

	[Total Accumulated Depreciation]
	
	12100



Total value of Land
	Description
	£(000)

	Land at Cost
Add: Revaluation reserve
	15000
5000

	[Total value of Land]
	20000



Net Trade Receivable
	Description
	£(000)

	Trade Receivable 
Less: New irrecoverable debt
Less: New irrecoverable debt allowance
	8240
240
160

	[Net trade Receivable]
	7840
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	Particulars
	Formula
	2019 (in million)
	2018 (in million)

	Return on capital employed (ROCE)
	EBIT/Capital Employed

	= 
=17.02%
	=
=20.43%
[bookmark: _qsh70q] 


1.Return on Capital Employed

2. Return on Equity (ROE):
	Particulars
	Formula
	2019
	2018

	Return on Equity (ROE)
	Net Income/(Shareholder’s Equity
	=
=13.84%
	= 
[bookmark: _3as4poj]= 22.79%



[bookmark: _1pxezwc]3. Earnings Per Share (EPS):
	Particulars
	Formula
	2019
	2018

	Earnings Per Share (EPS)
	Net Income)/(number of outstanding shares
	= 
[bookmark: _2p2csry]=0.72
[bookmark: _147n2zr] 
	[bookmark: _3o7alnk]= 
[bookmark: _23ckvvd]= 1.03
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4. Gross profit margin:
	 Particulars
	Formula
	2019
	2018

	Gross Profit Margin
	Gross Profit)/Revenue
	= *100
=38.26%
	[bookmark: _32hioqz]=*100
[bookmark: _1hmsyys]= 38.39%



[bookmark: _41mghml]5. Asset turnover:
	 Particulars
	Formula
	2019
	2018

	Asset Turnover
	Revenue/Average Total Assets
	=
=1.75
 
	[bookmark: _2grqrue]=
[bookmark: _vx1227]= 1.66


[bookmark: _3fwokq0]
6. Stock holding period:
	 Particulars
	Formula
	2019
	2018

	Stock Holding Period
	(Inventory/(cost of goods sold))*365
	= *365
= 46 days
 
	[bookmark: _1v1yuxt]=*365
[bookmark: _4f1mdlm]= 50 days
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7. Debtors Collection Period:
	 Particulars
	Formula
	2019
	2018

	Debtor Collection Period
	Trade Receivables)/sales)*365
	= *365
= 84 days
 
	[bookmark: _19c6y18]= *365
[bookmark: _3tbugp1]= 86 days


[bookmark: _28h4qwu]
[bookmark: _nmf14n]8. Current ratio:
	 Particulars
	Formula
	2019
	2018

	Current Ratio
	(Current Assets)/(Current Liabilities)
	=
= 1.02
 
	[bookmark: _37m2jsg]= 
[bookmark: _1mrcu09]= 1.05


[bookmark: _17dp8vu]
9. Capital gearing ratio:
	 Particulars
	Formula
	2019
	2018

	Capital gearing ratio
	Total Debt)/(Total Equity
	=
= 9.3: 4.2
 
	[bookmark: _46r0co2]=
[bookmark: _2lwamvv]= 8.3: 6.5


[bookmark: _111kx3o]
[bookmark: _3l18frh]10. Interest coverage ratio:
	 Particulars
	Formula
	2019
	2018

	Interest coverage ratio
	EBIT/(Interest Expense
	= 
= 115 times
 
	[bookmark: _206ipza]= 
[bookmark: _4k668n3]= 8.49 times
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For 2018, the Return on Capital Employed is 20.43% and for 2019 it is 17.02%. This clearly indicates the decline in the profit margin of Jerry plc in 2019 by 3.41% compared to the previous year. From the decreasing ROCE rates we get some clear indications about the company. At the very first place, it is clear that the organizational cost structure is not well maintained by the management team along with improper allocation & utilization of available resources. Another indication is that the company has not been able to handle its current liabilities. In addition to that, the company has not reinvested its retained earnings which led to the declining profitability of the company. 
For 2018, the Return on Equity is 22.79% and for 2019 it is 13.84%. It is seen that the return on equity of shareholders has declined in 2019. This downward sloping trend indicates that Jerry plc has used its resources inefficiently in projects which were not so much productive. Another case could be that the company could not find good investment opportunities in the market and thus could not achieve a good profit margin. 
For 2018, Earnings Per Share is 1.03 but for 2019 it is 0.72. This rate also has a declining trend indicating that the company could not maintain its stock price. The decreasing EPS rate can bring troubles to the company by decreasing its stock prices in the market and the stockholders may even sell their stocks if they do not earn profit for a long time.
For 2018, the Gross Profit Margin is 38.39% and for 2019 it is 38.26%. The rates imply that the gross profit margin has not reduced significantly in the recent year which shows a relatively stable trend. This trend indicates that the management team of Jerry plc has been successful in generating good revenue from its sales by maintaining its production process costs and labor costs well.
For 2018, the Asset turnover ratio is 1.66 million and for 2019 it is 1.75 million. The ratio has increased in 2019 which absolutely signifies that Jerry plc has been efficiently converting its assets into revenue generation sources bringing about good asset management system in the company. 
For 2018, the Stock holding period is 50 days and for 2019 it is 48 days which is lower than the previous year implying that the company has been able to sell its products efficiently by managing its raw materials inventory. So, Jerry plc has a good inventory management system with low inventory management costs as the company only holds inventory required for the production process. This helps to increase the sales volume of the company. 
For 2018, the Debtors collection period is 86 days and for 2019 it is 84 days. The collection period has reduced by 2 days in the recent years meaning that the company collects its credit sales by applying and abiding by strict credit policies. The credit policies must be abided by both the company and its customers. However, sometimes to retain customers the credit policies can be made flexible.
For 2018, the Current ratio of the company is 1.05 and for 2019 it is 1.02. In spite of a little decrease in the current ratio showing a stable trend, from the analysis it can be said that the company should focus more on its short term liquidity and solvency to prevent itself from drowning into financial distress during economic recession.
In 2019, the Capital Gearing Ratio has decreased promptly stating that the company has significantly repaid its long term loans in the particular year. This repayment of the loans has reduced the risk of bankruptcy for Jerry plc in the long run.
In 2019, the Interest Coverage ratio has also declined as many long term loans have been settled down. Thus, Jerry plc ensures its financial stability and survival in the future.
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[bookmark: _Toc49629382]Identifying the purpose of the users’ using a company’s financial information and various user groups of the financial statements
The main objective of preparing financial statement is to deliver financial information like company’s financial position and net profit to the users according to their interest (Fridson and Alvarez, 2011). The amount of asset and liability can be judged through checking company’s balance sheet whereas net income, operating expenses as well as net profit can be known through supervising the company’s income statement. And all kinds of cash inflows and outflows including operation, investing and financial activities of a company can have figured out through the company’s cash flow statement. Basically, there are three main categories of the users on the basis of their interest/purpose as well as involvement with the company’s entity. They are described below- 

Figure 1: Users of Financial Information (Kraus, Kallinger, and Spitzer, 2018)
Primary Users (Internal)
Primary users are the ones who are the insiders of the company and working in the company or directly involved with the company’s entity (Kraus, Kallinger, and Spitzer, 2018). They are basically the owners, managers and the workers. They use company’s financial statement to take important decisions for operating the business. Managers uses financial information to take various managerial decisions regarding the business operation. They need to be well known of the company’s financial state so that they can derive the workers towards boosting up the productivity and minimizing the level of risks. Besides that, managers can detect the problems or lacking and take initiatives to solve out the problems. As they have financial data, they can easily use various decision models and apply them efficiently. Owners, the ones who uses financial information to take decisions like where to invest and how much should they invest. They also have the right to know the return of their investments and how efficiently company is gaining profit utilizing their investments. Employees prepares financial statements through collecting financial data through various sources. Employees are allowed to have access in financial information that much they need to know according to their job specifications and legal rights. 

Secondary Users (External)
The outsiders whose particular interest are related with the company’s business. They need to know company’s profitability, ability to pay the liabilities, dividends, etc. They are the creditors, lenders, investors, customers, labor unions, suppliers, etc. Creditors or lenders need to know the assets and profitability of the company before giving credits or business loan. Investors need to know the dividends, returns of investment, liquidity and also various financial analysis like ratio analysis, ROS, EPS, VPS, etc. to decide whether they will make their investment in that particular company or not (Shukla and Singh, 2014). Customer also needs to know the detailed information about the products provided by the company. Labor union also need to know the financial information in order to ensure the workers’ rights.
Legal Authorities
Legal authorities are basically government agency or ministrations who are in charge of auditing the company whether the company are following the company laws properly or not. Tax department must see the company’s financial statements and justify the validity to figure out and charge the accurate tax applicable to the company.  They also verify whether the company preserves the investors’ best interest or not. If company earns profit in an illegal way or shows falsified reports, government can take legal actions against the company or sometimes may seize the company. 

[bookmark: _Toc49629383]Discussing the advantages and disadvantages of highly regulated financial reporting regime
Worldwide private and public companies follow GAAP (Generally Accepted Accounting Principles) and IFRS (International Financial Reporting Standards) set by GASB, FASB and IASB. Advantages and disadvantages of following these highly regulated standards are briefed below- 
  Advantages and disadvantages of highly regulated financial reports from the perspective of the preparer-
	Advantages
	Disadvantages

	These standards and accounting principles are followed as well as accepted by all the companies worldwide. 
	Small businesses relatively have to bear much cost maintaining the accounts.

	It consumes less time and cost as the whole world apply the same standards which increases the pace of world trade.
	Operational costs increase because company has to hire more accountant for maintenance.  

	The financial statements of all the branches can be monitored and controlled in coordinated way (Arimah, 2011). 
	Employees need specialized educational background and trainings. Thus, company need to hire expertise at more cost.

	For multinational company, following the standards and recording accounts are less costly and more flexible.
	Company needs to adjust many entries like costs and income in all over a year through making coordination journals which is a little bit complicated.  


Advantages and disadvantages of highly regulated financial reports from the perspective of the users-
	Advantages
	Disadvantages

	Users can use all the financial information at a glance in a coordinated way and take decisions easily. 
	Increases operating cost which lessens users’ profitability. 

	As these standards are globally accepted, users can validate and rely on these standards easily. 
	There remains risk of distorting or falsifying the reports by the preparer which ultimately obstructs the user from getting accurate information. 

	There exists more transparency and less corruption which ultimately ensures users’ best interest.  
	The management needs to be honest otherwise there remains chances of preparing falsified reports (Beatty and Liao, 2013). 

	If the users find that the reports are detective, users may take legal actions. 
	Users must have proper knowledge on financial as well as accounting standards. 


[bookmark: _Toc49629384]
Discussing the limitations of financial statements-
Though there are many flexibilities in preparing financial statements, there are also some limitations or complications which has to be faced by the company or the user. Management faces some problems or limitations while preparing the financial statements which may mislead the company’s current state or create misperception. So, the company should be conscious enough while preparing financial statements as well as providing financial information to the users.
Indifferent to market values: While recording entries, the value of the assets is recorded at historical cost (Bessong and Charles, 2012). Sometimes, the value of the assets in the balance sheet is different from the actual value or the market value. Sometimes, market values are not being considered while data entry. Though depreciation is being deducted but the book value differs from the market value.
Specific period of time: Generally, a company’s financial statements are prepared annually or a specific time of period. Sometimes, seasonal impact or economic ups and downs can’t be figured out in a year. That’s why, a true analysis become impossible to figure out. 
Intangible assets: While preparing financial statements, company records financial data. Most of the companies do not consider non-financial data or intangible assets or do not include all kind of intangible assets. It may create misperceptions and misleads the analysis. To get a true picture of a company, intangible assets are equally important as tangible assets. Intangible assets are like customer satisfactions, goodwill, quality of product, etc. 
Not futuristic: As financial statements are prepared on the basis of the past or present transactions, there are considered less estimations of future or less futuristic. That’s why, anyone can’t figure out the future profitability accurately. Because, all the financial analysis are made through past or present transactions. That’s why, it’s a little bit complicated to estimate what will be the company’s exact positions in the future. 
Prone to frauds: There are chances to manipulate or falsify reports if the company’s management is corrupted.  Sometimes, company shows less profit to the tax department to reduce tax payments (Robinson, Sikes and Weaver, 2010). On the other hand, company may attract shareholders to invest in their company through showing more profits.
Not comparable: If companies follow different accounting practices, it will become more complicated to compare performance or profitability between different companies. It can be called as a great limitation of financial statements.


[bookmark: _Toc49629385]Conclusion
Through this report, the author has given a bird’s eye view regarding the financial statements of a company. This report includes accounting problems including balance sheets, income statements, etc. This report also states various financial analysis and the interpretations of these analysis. The report demonstrates the users of the financial information, importance, advantages as well as disadvantages and the limitations of financial statements. Current state or the valuation of assets and liabilities are being hinted through this report. In a word, the reader can acknowledge a proper view of financial statements through this report. 
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