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QUESTION 1 ANSWER

	
INCOME STATEMENT FOR WALES PLC FOR THE YEAR ENDED AT 
31.12.2019


	

	Note
	£'000
	£'000

	Revenue

	
	
	30300

	Cost of sales
	W1

	
	18780

	Gross profit

	
	
	11520

	Distribution expenses

	
	2160
	

	Administrative expenses

	W2
	3905
	

	Total Operating cost

	
	
	6065

	Operating profit
	

	
	5455

	12% Debenture interest

	W3
	480
	

	Bad debt

	
	240
	

	Income tax payable

	
	1600
	

	

	
	
	2320

	Net profit

	
	
	£3135











  WORKINGS FOR THE WALES PLC INCOME STATEMENT 

W1   Value of cost of sales
         Cost of sales=16220
         Depreciation on plant=2560
         Total cost of sales=16220+2560= £18780
W2   Value of administrative expenses
         Administrative expenses=2920
         Depreciation on building=320
         Outstanding insurance fees=500
         Provision for bad debt=165
         Total administrative expenses:2920+320+500+165=£3905
W3    Value of 12% debenture interest
          4000*12%=480

Retained earnings for the period ended 31.12.2019
 
        Retained profit as on 01.01.19=8380
        Net profit of the business=3135
        Appreciation of land=5000
        Dividend paid=560
        Total balance as on 31.12.2019=8380+3135+5000-560=£15955












Statement of financial position for the Wales plc      
for the year ended at 31.12.2019

	
	Note
	Amount £
	Amount £

	Non-current assets
	
	
	

	Land of business
	W4
	20000
	

	Building of business
	W5
	11420
	

	Plant of business
	W6
	18080
	

	Total non-current assets
	
	
	49500

	
	
	
	

	Current assets
	
	
	

	Trade receivable
	W7
	8075
	

	Inventories 
	
	3120
	

	Bank 
	
	320
	

	Total current assets 
	
	
	11515

	
	
	
	

	Current liabilities
	
	
	

	Trade payable
	
	4480
	

	Outstanding insurances
	
	500
	

	Income tax payable
	
	1600
	

	Total current liabilities
	
	
	6580

	
	
	
	

	Secured liabilities
	
	
	

	12%debenture 2024
	
	4000
	

	Debenture interest
	
	480
	

	Total secured liabilities
	
	
	4480

	
	
	
	

	Equity capital
	
	
	

	Ordinary share at £1
	
	29000
	

	Retained profit at 31.12.2019
	
	15955
	

	Share premium
	
	5000
	

	Total business equity capital
	
	
	49955

	Total liability of business
	
	
	61015












Workings for wales plc statement of financial position 

W4 Present value for business land
Land at cost=15000
Appreciation of land=5000
Present value for business land= £20000

W5 present value for business building
Building at cost=16000
Building accumulated depreciation =4260
Written down value=16000-4260=11740

W6 present value for business plant
Plant at cost=25600
Plant accumulated depreciation=4960
Written down value=25600-4960=20640
Present depreciation=25000*10%=2560
Present value of plant=20640-2560=18080
W7 Present value for business trade receivables
Trade receivables=8240
Provision for bad debt=8240*2%=165
Net trade receivables=8240-165=8075












Question 2 (a)Answer
1 Return on capital employed
Formula = Profit   before interest/assets employed*100%
2018                                                                                  2019            
29,7/ (293-148,4) *100 =21%                                 23/ (286.1- 151 )*100=17%

2 Return on equity
Formula =earnings/ordinary share capital and reserves*100%
2018                                                                                  2019
18.3/80.3*100=23%                                               12.9/93.2*100=14%

3 Earnings per share
Formula =earnings/number of ordinary shares
2018                                                                                 2019
18.3/17.3=£1.06                                                       12.9/17.8=£0.72
4 Gross profit margin
Formula=gross profit/sales*100%
2018                                                                                 2019
186.9/486.8*100=38%                                            191.8/501.3*100=38%
5 Assets turnover
Formula =turnover/assets employed
2018                                                                                 2019
486.8/80.3=6.06                                                      501.3/93.2=5.37
6 Stock holding period
Formula=inventory/cost of sale*365              
2018                                                                                 2019
41.1/299.9*365=50.02 (50days)                          38.8/309.5*365=45.75(46days)

7 Debtors collection period
Formula =trade receivables/credit sales*365
2018                                                                                2019
114.7/486.8*365=86.14(86 days)                            114.9/501.3*365=83.65(84 days)


8 Current ratio
Formula=current assets/current liabilities
2018                                                                                 2019
293.8/148.4=1.97                                                       286.1/151=1.89
9 Gearing ratio
Formula =debt / (debt + equity) *100%
2018                                                                                 2019
65.1/ (293-148.4) *100=45%                                        41.9/ (286.1-151)*100=31%
10 Interest cover
Formula=profit before interest/interest charges
2018                                                                                 2019
29.7/0.7=42.42                                                              23/0.2=115






















Question 2 (b) Answer
0.     Situation revealed by the ratios:
    For the year 2018 it was 21% and in 2019 it is 17% and this suggests that earlier the company was getting more return as compared to the current year.
In the year 2018 it was 23% and in 2019 it was 14% which suggest that return for equity shareholders has decreased.
    Earnings per share is the earning which person is receiving on their investment and this was 1.06 in 2018 and 0.72 in 2019. This illustrates that earlier the company and the shareholder were getting more return. 
    The gross profit margin in the year 2018 was 38% and in 2019 was also 38% which suggest that in both the year the profitability of the company was same that is constant. 
    The asset turnover in the year 2018 was 6.06 and in 2019 it was 5.37 and this suggests that the asset turnover of the company has reduced which is not good for the company.
    The stock holding ratio in the year 2019 was less and this states that the inventory holding period of stock is less. 
    The debtor collection period of the year 2019 was less than compared to the last year that is 2018. It means that the debtor takes time to be converted in cash. 
    The current ratio states that in the year 2018 the ratio was 1.97 and in 2019 it was 1.89 which suggest that the company need to improve its working over the current asst so that the current asset is enough to pay off all its current liabilities.
    The gearing ratio of 2018 was 45% and in 2019 it was 31% and this suggests that the company need to improve its gearing ratio and for this it needs to work in the improving of the gearing ratio.








Question 3 (a)

Managers 

The managers are looking at the financial statements of the company in order to decide if the performance of the business needs to be improved .
They compare the present performance with the earlier plans or benchmarks to decide if any action needs to be taken or not.

Government 
The government is using Financial statements to check if the company need to pay tax and if so, to pay the appropriate one.
They also would like to predict the future tax based on the performance of the company 

Lenders
  This usually refers to the loan creditor group which includes long ,medium and short term lenders of money . In order to determine if they will provide a loan or not ,they go through financial statement of the company to determine  if the company has the financial capability to pay the debt  .The main concern of the creditors is, if they will get their money back.
Question 3 (b)

     Regulation is defined as a set of rules that is designed to control and govern conduct by authority (Deegan 2009, p.59). On the basis of this definition, Deegan (2009, p.59) has defined regulations relating to financial accounting as rules that are developed by independent authoritative body to govern the preparation of financial statements which are accounting standards.






 Advantages 
     Indirect advantages to investors arise from improving the usefulness of financial statement information in contracting between firms and a variety of parties, notably lenders and managers (Watts, 1977; Watts and Zimmerman, 1986).
     Small investors are less likely than investment professionals to be able to anticipate financial statement information from other sources. Improving financial reporting quality allows them to compete better with professionals, and hence reduces the risk they are trading with a better-informed professional
Disadvantages 
     Prone to Fraud: Financial statements are subject to planned manipulation on various circumstances
     Financial statements are subject to window dressing by the management itself and this can blindfold all the related stakeholders.
     Ignores Non-financial Aspects: Financial Statements only record monetary transactions related to money. It completely ignores the qualitative aspects of business. 
    Errors and omissions: Financial statements are concise form of all the financial data    accumulated during the year. The bookkeeping is done at the junior levels and may be subject to errors and omissions on their part unknowingly. Hence, whatever the financial information is processed, these will be reflected in financial statement on whole and further, auditors are not able to detect all the errors as the audit procedure is largely based on sampling(WIKI ACCOUNTING)

Question 3 (c)

Limitations of financial statements
The limitations of financial statements are those factors which users should consider before relying on them.
Dependence on historical cost
Because transactions are recorded at their initial cost, this is a concern whether the values of assets and liabilities may change over time.
Since the financial statements are based mostly on historical cost this may be misleading.


Limited to the current situation.
A financial statement only shows how a company is doing financially at one single time.
Inflationary effects.
For the long term assets if the inflation is very high the assets amount will be very low in the financial statement if they are not adjusted to inflation.
Financial statements do not disclose all.
Financial statements do not reveal the company's future predictions or results or its expenditures on research and development, or new products that are being introduced new marketing strategies and changing pricing,etc.(Can ,2015)
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