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                                 COMPANY NAME WALES PLC
   INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2019
 
   REVENUE                                                                     AMOUNT £                                       AMOUNT £
Sales                                                                               £30,300,000.00
Cost of sales                                                                  £16,220,000.00
Gross profit                                   (W3)                                                                        £14,080,000.00 
Depreciation on plant                 (W2)                      £2,560,000.00    
TOTAL REVENUE                          (W4)                                         £11,520,000.00
  EXPENSES
Distribution expenses                                                  £2,160,000.00
Administration expenses                                            £2,920,000.00
Depreciation on building                (W1)                  £320,000.00
2% allowable receivable                 (W5)                  £164,800.00
Insurance expenses                                                     £500,00
Irrecoverable debts                                                     £240,00
Debentures interest                                                    £240,000.00
TOTAL EXPENSES                             (W6)                                      £5,805,540.00
NET INCOME                                    (W7)                                       £5,714,460.00                     
  
           
	COMPANY NAMES WALES PLC 

	BALANCE SHEET AS AT 31 DECEMBER 2019

	Particulars
	Amounts in £
	Amounts in £

	Assets
	 
	 

	Land
	15000000
	 

	Land purchased
	5000000
	20000000

	Building
	16000000
	 

	Less: depreciation @2%
	-320000
	 

	Less: accumulated depreciation
	- 4260000
	(W9)   11420000

	Plant
	25600000
	 

	Less: 10% depreciation
	-2560000
	 

	Less: accumulated depreciation
	-4960000
	(W10) 18080000

	Trade receivable
	8240000
	 

	Less : 2 % allowance
	-164800
	 

	less :irrecoverable debts
	-240
	(W11)  8074960

	inventory
	 
	3120000

	bank
	 
	320000

	Total Assets
	 
	(W12) 61014960

	Liabilities
	 
	 

	12% debentures
	4000000
	 

	trade payable
	4480000
	 

	outstanding insurance
debentures outstanding interest @12
Total Liabilities

	  500
(w8)         480000


	  (W13)8960500

	Equity
	 
	 

	share premium 
	5000000
	 

	retained earnings
	8380000
	 

	revaluation reserve 
	5000000
	 

	ordinary shares
	29000000
	 

	profit for the current year
	5714460
	 

	income tax liabilities 
dividend paid
Total Equity
	             -1600000
560000


	(W14)  52054460


	Total Liabilities and equity
	 
	(W15) 61014960




                                                   Workings:
W1: Building at cost £16,000,000*2%=£ 320,000 -depreciation on building @2% per year on cost
W2: Plant at cost £25,600,000*10%=£ 2,560,000 -depreciation on plant @10% per year on cost
W3: Sale £30,300,000 – cost of sales £16,220,000 =£ 14,080,000 -gross profit
W4: Sale £30,300,000 – cost of sales £16,220,000 + depreciation on plant £2,560,000 = £ 11,520,000 – TOTAL REVENUE
W5: Trade receivable £8,240,000 * 2%= £164,800 -2%allowence for trade receivable
W6: For total expenses I add up all the figures on the expenditures side on the Income Statement
2,160,000+2,920,000+320,000+164,800+500+240+240,000=5,805,540 £ 
W7: Total revenue £11,520,000– Total expenses £5,805,540 = £ 5,714,460 -Net income
W8: Debentures £4,000,000 * 12% = £480,000 -debentures outstanding interest 12%
W9: Building at cost £16,000,000 – 2% depreciation per year £320,000 – building accumulated depreciation £4,260,000 = £11,420,000 – total building accumulating depreciation
W10: Plant at cost £25,600,000- 10% depreciation per year £2,560,000 – plant accumulating depreciation £4,960,000 =£18,080,000 -total plant accumulating depreciation
W11: Trade receivable £8,240,000 – 2%receivable allowance £164,800 – irrecoverable debts £240 =£8,074,960 -total trade receivable
W12: For total assets I add up all the figures shown in the assets side on the Balance sheet 
20,000,000+11,420,000+18,080,000+8,074,960+3,120,000 +320,000 = 61,014,960 £
W13: For total liabilities I add up all the figures show in the liability side on the Balance sheet 
4,000,000+4,480,000+500+480,000= 8,960,000 £
W14: Total equity 
5,000,000+8,380,000+5,000,000+29,000,000+5,714,460-1,600,000+560,000=52,054,460 £
W15: Total liabilities £ 8,960,000 + total equity £52,054,460 = £61,014,960 -total liabilities and equity
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[bookmark: _Toc46423990]Question 2
[bookmark: _Toc46423991](a) Calculate the following ratios for Jerry plc for both 2019 and 2018: 
1. Return on capital employed. 
Return on capital employed shows the efficiency with which the investment made in firm are used by firm. The investments are made by shareholders and creditors. This ratio is used by managers for various financial decisions. It is the total amount of capital used by a firm for acquisition of profits. It is the value of total assets used by firms to generate earnings. 
Return on capital employed= operating profit/ (total assets -net assets.) x100%
                                    2019                                             2018
	ROCE ratio
	2300/192.9x100%
	
	2970/213.5x100%

	
	
	11.92%
	
	
	13.90%


 Workings:
2019                                                                2018
2300/ (286.1-93.2) x100%=11.92%               2970/ (293.8-80.3) x100%=13.90%
2. Return on equity.
Return on equity shows how much the firm has capacity to use its investments for earning revenue ROE= net income (annual)/shareholders equity x100%
                                        2019                                                   2018
	return on equity
	12.9/93.2x100%
	
	
	18.3/80.3x100%

	
	
	
	
	
	

	
	
	14%
	
	
	23%


 


3. EPS 
This ratio gives a figure which tells about firm ability to pay per share earnings to its shareholders and this also tells about firm goodwill and increase in goodwill level.
Earnings per share = net income of the company/total no. Of equity shares 
                     2019                                                          2018
	EARNING PER SHARE 
	
	
	

	EPS
	
	12.9/17.8
	
	
	18.3/17.8

	
	
	
	
	
	

	
	
	£0.72 
	
	
	£ 1.02



4. Gross profit margin 
The gross profit ratio indicates about how much a firm can earn profit after its cost of goods sold it vary from firm to firm and shows its financial conditions.
Gross profit margin= gross profit/sales x100%
                                                   2019                                               2018                      
	GROSS PROFIT 
	
	
	
	
	

	MARGIN
	
	
	191.8/501.3x100%
	
	186.9/486.8x100%

	
	
	
	38.26%
	
	
	38.39%



5. Asset turnover 
Asset turnover ratio = net sales / total asset
This ratio shows about how firm using its assets for generating sales and improving the company financial conditions. It shows the company efficiency level that how it is using assets of business for generating sales and income. 

                                       2019                                         2018
	asset turnover ratio
	501.3/286.1
	
	486.8/293.8

	
	
	1.75
	
	
	1.65



6. Stock holding per turnover period
This ratio gives information about how much the business is utilizing its cost related to an asset /stock. This increases goodwill of a business in front of shareholders and generates better output for a business. a low inventory ratio shows business overstocking and high inventory shows positive indicator of an effective inventory management. It shows better performance of business.
Stock holding per turnover period= inventory/cost of sales x 365days
                            2019                                                  2018
	stock holding turnover
	
	
	

	Period
	
	
	
	
	

	
	
	
	
	
	

	
	
	38.8/309.5x365
	
	
	41.1/299.9x365

	
	
	46 days
	
	
	50days



7. Debtors collection period 
This ratio shows about business debtor collection and average time taken to collect trade debts it indicates either slow or fast payments by debtors.
Debtors collection period = trade receivable/credit sales x 365days



                                           2019                                     2018
	debtor’s collection 
	
	
	
	

	Period
	
	114.9/501.3x365
	
	114.7/486.8x365

	
	
	84days
	
	
	86days

	
	
	
	
	
	


 
8. Current ratio 
The current ratio gives an indicate about firm’s ability to pay short term financial debts and analyses how firm can increase its current assets from current liabilities.
Current ratio = total current assets/total current liabilities
                                   2019                                            2018
	current ratio
	153.9/151
	
	
	156.5/148.4

	
	
	1.01
	
	
	1.05



9. Gearing ratio 
Gearing ratio indicates about how the firm has utilizes shareholders’ investment and gives information about the entities financial leverage. The firm’s activities are funded by shareholders fund.
Gearing ratio=debts/(debts+equity) x100%
                                 2019                                               2018
	gearing ratio
	41.9/ (41.9+93.2) x100%
	
	
	65.1/ (65.1+80.3) x100%

	
	
	31%
	
	
	45%





10. Interest cover 
The interest coverage ratio shows about how firm makes its interest payments on time by utilizing the firm earnings. This shows how business meet its financial interest payment on timely basis.
Interest cover ratio =profit before interest/interest
                                  2019                                         2018
	interest cover ratio
	23/0.2
	
	
	29.7/3.5

	
	
	115
	
	
	8.48



[bookmark: _Toc46423992](b) Discuss the situation revealed by the ratios you have calculated in (a).

1.Return on capital employed (ROCE) is the financial ratio which measures companies’ capital efficiency and company’s profitability (Kenton, 2019). It shows how effective company is in using its capital to generate profit. Higher the ratio higher will be the profitability. We have calculated the ratio for 2018 and 2019 which is 13.90% and 11.92% respectively which means company has no improvement in the efficiency in the last one year.
2.Return on equity is the ratio which calculated by the organisation to measure the financial performance by diving the net worth by stakeholders’ equity (Pinto, 2020). It shows how effective the company is using their assets to generate profit which means higher the ratio is ideal. We have calculated ROC for 2018 and 2019 is 23% and 14% respectively. It shows that company is utilizing its assets better in the previous year and there is decline in growth of the company in comparison to previous year.
3.Earnings per share is the ratio which means what shareholders are getting from their invested amount. To calculate this company’s profit is divided by the outstanding shares of its common stock. We have calculated EPS for 2018 and 2019 is £1.02 and £0.72, respectively. Higher the better. Now Investors will think before investing in the company because currently it is declining.
4.Gross profit margin is the gross profit before deducting any indirect expenses such as advertisement expenses, general expenses etc. It indicates financial health of the company. We have calculated gross profit margin for 2018 and 2019 is 38.39% and 38.26% respectively. There is no such change in gross profit which means company is consistent in generating sales and cost of sales. 
5.Asset turnover ratios define how effectively company is using its assets to generate sales. Investors use this ratio to compare with other companies from the same sector to make investment. We have calculated asset turnover for 2018 and 2019 is 1.65 and 1.75, respectively. Company is using its assets more effectively and efficiently.
6.Stock holding period refers to the specific period in which assets are hold by company to receive the return from that asset. It is useful in making comparison between returns from different holding assets. We have calculated asset turnover for 2018 and 2019 is 50 days and 46 days respectively. Which means it has decline in holding asset to gain return in 2019 is good.
7.Debtors collection period refers to the period which company would take to collect debts from the debtors. Higher the ratio means it is problematic for the company to recovers its debt from the debtors. We have calculated asset turnover for 2018 and 2019 is 84 days and 86 days respectively. There is no such change which means it is consistent in collecting debts.
8.Current ratio defines company’s ability to repay short term borrowing within one year. Ideal ratio is ranging from 1.2 to 2 which means company is having 2 times of more current assets to pay its current liabilities. We have calculated asset turnover for 2018 and 2019 is 1.01 and 1.05, respectively. It is near to ideal ratio and investor can rely on the company. 
9.Gearing ratio is a financial ratio which makes comparison between forms of owner's equity to debt or funds borrowed by the company. Gearing is a measurement to measures financial leverage to demonstrate how much firm's activities are funded by shareholders' funds versus creditor's funds. We have calculated asset turnover for 2018 and 2019 is 45% and 31% respectively. 
There is a slight change which means the company improved the gearing ratio having a smaller proportion of debts versus equity comparing the previous year.
10. Interest coverage ratio is used to determine company’s ability to pay interest expenses on outstanding debt. We have calculated asset turnover for 2018 and 2019 is 115 and 8.48 times respectively which means there is decline in the profit to meet the interest expenses.

[bookmark: _Toc46423993]Question 3
[bookmark: _Toc46423994](a) Identify three different user groups of company accounts and discuss why these user groups are interested in the information provided in financial statements.
There are two types of user group in the company which requires company’s financial information to perform various tasks and to conclude numerous decisions, are internal and external users. External users are users which operate from outside the entity such as investors, traders, creditors and journalist etc. (Yeo, J., 2015). They are major users. Internal users are those who operated within the organization such as directors, employees, auditors and owners etc.
Creditors are the external users which require financial information of the company to figure about the financial stability of the company to repay the loan or the borrowed sum. Creditors access to balance sheet and calculate ratios to identify the worth of the company’s assets, company’s liabilities and other liabilities, income evidences, sources of income to ensure whether they can reliable on company before lending any sum to the company (Reid, W., 2018).
Investors again are the external users which needs financial statements of the company before making any capital investment (McCahery, 2016). They calculate liquidity ratio, debt equity ratio and various other ratios to make sure that money is safe, if in case they invest in the company. They check if company is feasible in the near future and it has no intention to declare winding up at any point. 
Trading partners are the partners in the business. Every business requires help from other business (Santos Silva and Tenreyro, 2015). They look for financial information before indulging into any trading business. For example, manufacturer of goods will require raw material and for that provider of raw material will go through manufacturer’s financial information such as balance sheet to make decision if they want to trade with the entity.
[bookmark: _Toc46423995](b) Discuss the advantages and disadvantages of a highly regulated financial reporting regime. You should consider the perspective of both user and the preparer of the financial statements.
Financial reporting refers to disclosure of financial information and other information related to entity, to stakeholders at large and to management showing the working and performance of the company in relation to market. Financial reports can be issued on the quarterly basis as well as annually. There are lots of advantages if financial statements are in accordance with the generally accepted accounting guidelines which are commonly called as GAAP (Shroff, 2017). In international market, international financial reporting standards are followed and commonly called IFRS. Guidelines helps in making financial statements in order to ensure consistency, accuracy and presenting statement in such a way to ensure comparison. 
Advantages of preparing the financial statement according to the regulatory framework are that to increase the confidence of the users of the financial statements. Users such as creditors, investors and traders etc (Christensen et.al, 2015). In order to facilitate the easy access to the financial information and it make them understand by following the specific regulation. By following the specific framework over the consistent, it becomes easy for the users to carry out the comparison such as profit comparison, sale comparison etc. 
Disadvantages in preparing the financial statement according to the specific relegation are that it becomes costly for the entity to compliance with the requirement of the regulation. Sometimes company may require appointing expertise to prepare the financial statement in accordance with specific regulation which involves high cost. Sometimes regulation becomes outdated and they did not go with the changes in the economic environment and in the business environment which leads to difficulty in understanding them. Some regulations are incomplete, and they do not cover all the aspects which are demanded by the situation and thereby, it becomes tough for the entity to deal and treat such accounting entries.
[bookmark: _Toc46423996](c) Discuss the limitations of financial statements’
Before relying on any financial statements there are various factors which need to be considered which will limit the flow of investment in the entity. Such inflation effect is ignored in preparing the financial information. Inflation rate is very high, and the figures reflected in the financial statement are not adjusted according to the current time. Decisions could go wrong which they are made today according to the previous year information without giving any inflation effects. Another problem, where large amount of expenditure is made on building the brand image or in creating intangible assets are shown but in relation to it, intangible assets are not shown in the financial statement. By doing this it will underestimate the value of business. Transaction in the financial statements are basically recorded at historical cost, while reviewing the financial statements assets and liabilities are recorded at historical cost but their values changes according to time. This leads to misleading in the balance sheet because maximum figure is valued at historical cost.
Different entities follow different accounting practices which becomes difficult for users to make the comparison to facilitate decision. Sometimes financial statement may not be audited by the auditors which means financial statements practices and accounting policies are not examined. Management are in pressure to prepare the financial statement within time and this situation creates pressure on them and they may not focus and follow the accounting principles and policies.
 Sometime situation arises when some contracts are shown in financial statement in one month but in next, they are not there because may be that contact has ended. But this could be misleading because user could have taken decision based on that particular contact which has no existence now. (Goshunovaa and Kirpikovb, 2016). Financial statement does not discuss about the company’s policies on safeguarding or protecting the environment. Users of the financial statement should be aware of each situation which may not be provided by the financial statement.
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