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[bookmark: _Toc49345333]Introduction
Assessment with financial information helps in understanding the financial ability of a company. Moreover, the funding operations of a company is also supported by the financial evaluation and information in it made by it. In this study, the financial information is analysed, and calculation is done for two companies, namely, Wales plc and Jerry plc. For the calculations, trial balance measurement of Wales plc and financial statements of Jerry plc is given. Income statement and statement for a financial position is made in this study following the Companies Act of 2006. On the other hand, different ratios are calculated for Jerry plc from the extracted numerical information.
[bookmark: _Toc49345334]Question 1
Balance sheet and income statement of Wales plc are considered in this question, and all of the information is based on the accounting year of 2019. All of the measurements are done according to the accounting standards and Companies Act of 2006 (legislation.gov.uk, 2020).
[bookmark: _Toc49345335]Income statement
	To cost of sales
	16220
	By sales
	30300

	to depreciation on plant
	2560
	 
	 

	To gross profit 
	11520
	 
	 

	Total 
	30300
	Total 
	30300

	To distribution expenses 
	2160
	By gross profit 
	11520

	To administration expenses
	2920
	 
	 

	Buildings Depreciation 
	320
	 
	 

	Add: Outstanding insurance fees
	500
	 
	 

	Bad debt
	240
	 
	 

	Provision for bad debt 
	164.8
	 
	 

	To debenture interest
	240
	 
	 

	To dividend paid
	560
	 
	 

	To income tax paid
	1600
	 
	 

	To net profit 
	2815.2
	 
	 

	Total 
	11520
	Total 
	11520


Table 1: Income statement
(Source: Created by Researcher)
Thus, from the above income statement is clear that the total estimated sales of the company are 30300 GBP (as the calculation is done in £’000). Similarly, the net profit of the company is calculated 11520 GBP so far.
[bookmark: _Toc49345336]Calculation for depreciation
[Refer to appendix 1]
[bookmark: _Toc49345337]Balance Sheet
	Share capital 
	29000
	Land 
	 
	15000

	Share Premium
	5000
	Buildings 
	16000
	 

	Retained Profits
	8380
	Less: Accumulated Depreciation
	4260
	 

	 
	 
	Less: Depreciation
	320
	11420

	Add: net profit 
	2815.2
	 
	 
	 

	 
	 
	Plant
	25600
	 

	 
	 
	Less: Accumulated Depreciation
	4960
	 

	12% debentures
	4000
	Less: Depreciation
	2560
	18080

	 
	 
	Closing stock 
	 
	3120

	Outstanding insurance fees
	500
	Trade Receivables 
	8240
	 

	Income tax 
	1600
	Less: Provision for bad Debt 
	164.8
	 

	 
	 
	Less: bad debt 
	240
	7835.2

	Trade payables
	4480
	Bank 
	 
	320

	 
	55775.2
	 
	 
	55775.2


Table 2: Balance Sheet
(Source: Created by Researcher)
In the accounting period of 2019, both the total liabilities and assets of the company is measured 55775.20 GBP. There are no changes in the buildings for the revaluation, and that is why; the surplus due to revaluation is not taken into account.
[bookmark: _Toc49345338]Question 2
Performance of the Jerry plc is measured in this question with the help of the data that has been extracted from the given information. The organisation serves as the retailers supplying goods to supermarkets of the European region. Though, now, the company wants to expand its business in America. For the same, it needs to evaluate its financial position and wants to know if current status supports the decision of expansion. The choice is made with the help of the financial ratios that are calculated here.
[bookmark: _Toc49345339]a) Measurements of the financial ratios for 2019 and 2018
	Ratios
	2019
	2018

	1. Return on Capital employed
	0.168763879
	0.180192572

	EBIT
	22.8
	26.2

	Total Assets
	286.1
	293.8

	Total Current liabilities
	151
	148.4

	2. ROE
	0.138412017
	0.227895392

	Net Income
	12.9
	18.3

	Equity
	93.2
	80.3

	3. EPS
	0.724719101
	1.028089888

	Net Income
	12.9
	18.3

	Number of Shares
	17.8
	17.8

	4. Gross profit margin
	0.382605226
	0.383935908

	Gross profit
	191.8
	186.9

	Revenue
	501.3
	486.8

	5. Asset Turnover
	1.752184551
	1.656909462

	Revenue
	501.3
	486.8

	Assets
	286.1
	293.8

	6. Stock holding period
	45.75767367
	50.02167389

	Inventory
	38.8
	41.1

	Cost of sales
	309.5
	299.9

	7. Debtors collection period
	61.23379214
	56.83442892

	Trade payables
	84.1
	75.8

	Revenue
	501.3
	486.8

	8. Current ratio
	1.894701987
	1.979784367

	Current assets
	286.1
	293.8

	Current liabilities
	151
	148.4

	9. Gearing ratio
	2.069742489
	2.658779577

	Total Debt
	192.9
	213.5

	Total Equity
	93.2
	80.3

	10. Interest Cover
	2.303030303
	3.316455696

	EBIT
	22.8
	26.2

	Tax expense
	9.9
	7.9


Table 3: Financial Ratios
(Source: Created by Researcher)
[bookmark: _Toc49345340]b) Situation revealed by the ratios calculated in the previous table
ROE and Return on Capital employed
According to the graph presented below, it can be observed that the ROE levels of Jerry plc are increased in the year 2019 compared to the previous year. Net income of the company decreased to 12.9 million GBP in 2019 from that of 18.3 million GBP in 2018. Therefore, it can be stated that the organisation somehow managed its lower returns; even there is a significant rise in its equity levels so far.

Figure 1: Return on capital employed and ROE
(Source: Created by Researcher)
Similarly, the ratios of the return on capital employed (ROCE) give an estimation on how much is return on the capital that a company invested in supporting its operations. From the above graph, it is clear that there is a 0.02 amount of declination in ROCE. The current EBIT of the company is very low; still, the increase in liabilities and decrease in total assets automatically resulted in high capital invested for expansion. The ROCE ration was over 0.18 in 2018, but that lower down to less than 0.14 in 2019.
Stock holding period and Debtors’ collection
The stock holding period is simply the duration until when a product can behold before its market introduction. Companies hold their product for various reasons, such as less demand for the product in the market or estimate revenue from the product is less than expectation (Liivamägi, 2016, p. 119). From the graph below, it can be seen that the stock holding period in 2018 was almost 50 days and it decreased to nearly 45 days in the year 2019. Therefore, it can be stated that Jerry plc finds increasing demand or greater profit from the products in 2019 compared to 2018.

Figure 2: Stock holding period and debtor’s collection
(Source: Created by Researcher)
Again, from the above figure, one can see that the debtor's collection period increased in 2019 from 2018. This is because, in 2018, it was just over 56 days, but it became almost 61 days in 2019. Now, the debtor's collection period gives the duration to collect payments from consumers or other debtors after producing invoices (Patel, 2019, p. 27). Increased period supports the investment activities for a company as cash remains in the fund. 
Asset Turnover, Gross profit margin and Current Ratio
Asset turnover depicted how a company used its assets and converted it to its profits (Ginting, 2018, p. 169). For Jerry plc, the asset turnover in the financial year 2018 was approximately 1.65. On the other hand, it increases to 1.75 in the accounting year 2019. That means, the company used its assets more effectively in the current year.
The gross profit margin of the company remains almost the same in both of the years that valued practically equal to 0.38. That means the difference between revenue and cost of good remains nearly the same in both of the years (Wijaya et al. 2020, p. 71). The graph presented below shows the asset turnover, gross profit margin together with the current ratio of Jerry plc.

[bookmark: _Hlk49336314]Figure 3: Asset turnover ratio, Gross Profit margin, and a current ratio 
(Source: Created by Researcher)
Hence, the current ratio of the company decreased in the current year from the previous year. The rounded values of gross profit margin in 2018 and 2019 are 1.98 and 1.89 respectively. The primary reasons for this decrease are rise in the liabilities and fall in the current assets as well (Öztürk and Karabulut, 2018, p. 113). The liquidity base of the company is destabilised as it is very relied on the asset base funding to meet the debts' obligations so far.
Gearing Ratio and Interest Cover
The gearing ratio provides the division between the equity of the company and liabilities or funds borrowed by it. Here the gearing ratio of Jerry plc is decreased, that means the debts become higher than the equity (Muthee et al. 2018, p. 39). The value for gearing ratio is 2.07 in 2019, and that is 2.66 in 2018, which gives a sharp decline of 0.59 in one-year duration. The values can be better visualising from the graph below.

Figure 4: Gearing ratio and interest cover
(Source: Created by Researcher)
On the other hand, the interest cover ratio was also decreased from 3.32 in 2018 to 2.30 in 2019. Interest cover is the measurement of a company's ability to respect its debt payment (). Thus, this is clear from the above picture that this ability is decreasing in Jerry plc, and it must look over it.
[bookmark: _Toc49345341]Question 3
[bookmark: _Toc49345342]a) User groups interested in financial statements
Creditors and lenders
Short term liquidity is the foremost concerned of the creditor in the financial statement so they can understand if the business can repay in the short term or not.
Lenders have an interest in the financial statements of the company to analyse if the company is capable of taking the required loans and paying the attention so far.
Investors
Investors are interested in the reports to understand the financial risks in a proposed business and returns of their investments as well (Aisah and Mandala, 2016, p. 11). The statements also help them to understand the duration to do business with the company.
Employees
Pension, promotions and hike in salaries can be analysed from the financial statement that mainly impacted the employees. This helps the employees to stay in the company or making other decisions related to their career.
[bookmark: _Toc49345343]b) Advantages and disadvantages
	
	Advantages
	Disadvantages

	Preparer
	The layout and rules are given by preparer that followed in making financial statements.
Resource allocation for a financial statement made accessible by them. Moreover, fair value during marketing price measurements is given by their stocks of specific methods (Murtala et al. 2018, p. 11).
	An investor has a negative sign if an organisation cannot comply with the regulated regime. On the other hand, most of the experts think that it is tough for the company, especially the small enterprises, to make the financial statements as per the regulations.

	Users
	The users can make decisions about a company according to the financial statements quickly.
Performance of the company can be evaluated using financial reports. In this case, the rules proposed by IFRS are used by investors.
	The productivity of a company is affected as the external users gain more benefit of it than the internal users. Though, the reform financial statements cannot be interpreted correctly by the users with basic financial knowledge.



Table 4: Advantages and disadvantages in financial reporting
(Source: Murtala et al. 2018, p. 11)
[bookmark: _Toc49345344]c) Limitation in financial statements
Adjustment in inflation
This is impossible to make any changes in the statements after final statements are publishes. That produce difficulties as the inflation rate changes rapidly over the short term, and those cannot be included in the statements after the final report.
Non-financial issues are not included
Non-financial sectors, like an investment in community development, is not involved at all times. That did not appropriately evaluate the performance of the company so far. On the other hand, companies are also investing in environmental issues which are not included as well (Wijaya et al. 2020, p. 71).
Manipulation
In order to please the investors and other stakeholders, the managers in a company might consist of some wrong information in favor of the company in the statements. This is very unethical as the investor invested money as per the false information given to them.
Dependencies
The financial statements misinterpreted the current costs and liabilities as it is based on the prices of last year. The values change rapidly according to the market condition, which cannot be included in the statement.
[bookmark: _Toc49345345]Conclusion
From the overall discussion, this can be concluded that financial statements are very crucial when a company wants to evaluate its financial position and try to manage different variables in the business. On the other hand, from this study, one can state that the financial statement is also essential when a company wants to expand in the industry. For example, in this case, Jerry plc wished to market its product to America. For which, it evaluated its market position through income statements. Similarly, the financial situation of Wales plc is also illustrated through the balance sheet. At last, the study shows the advantages, disadvantages and limitations of these statements.
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[bookmark: _Toc49345347]Appendix 1: Key workings
Depreciation
· Buildings 2% every year on cost
= 16000*0.02 = 3200
· Plant 10% every year on cost
= 25600 * 0.1= 2560
· allowance (receivables) of 2%
Provision for bad Debt = 8240*0.02 = 164.8
Asset turnover, current ratio and gross profit margin
4. Gross profit margin	
2019	2018	0.38260522641133043	0.38393590797041927	5. Asset Turnover	
2019	2018	1.7521845508563441	1.6569094622191962	8. Current ratio	
2019	2018	1.894701986754967	1.97978436657682	



Gearing Ratio and Interest Cover
9. Gearing ratio	
2019	2018	2.0697424892703853	2.6587795765877966	10. Interest Cover	
2019	2018	2.3030303030303032	3.3164556962025302	



ROE and ROCE
1. Return on Capital employed	
2019	2018	0.16876387860843822	0.18019257221458035	2. ROE	
2019	2018	0.13841201716738208	0.22789539227895397	



STOCK HOLDING AND DEBTOR COLLECTION PERIOD
6. Stock holding period	
2019	2018	45.757673667205147	50.021673891297091	7. Debtors collection period	
2019	2018	61.233792140434893	56.834428923582564	
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