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Prepare Wales plc’s income statement for the year ended 31st December 2019 and a Statement of Financial Position as at that date. 
As stated by Roychowdhury et al. (2019), financial reporting is one of the key functions and mandatory task that every business organisation has to perform at the end of an accounting period. In the UK, financial reporting regulations and requirements are laid down as well as regulated in the Companies Act 2006. As mentioned by Tsagas (2018), the Companies Act 2006 provides a wide range of requirements and an outline of how a company requires preparing its financial statements such as the income statement, cash flow statement and the statement of financial position. Considering these requirements of the legislation, the below are the two chief financial statements prepared for the organisation Wales plc -
In the books of Wales Plc
Statement of Income for the period ending December 31st, 2019
	Particulars
	Amount (’000)
	Amount (’000)
	Amount (’000)

	Sales
	
	
	 £ 30,300 

	Cost of Sales
	 £ 16,220 
	
	

	Add: Depreciation on plant 
	 £ 2,560 
	 £ 18,780 
	- £ 18,780 

	Gross profit 
	
	
	 £ 11,520 

	Operating expenses
	
	
	

	Distribution expense
	
	 £ 2,160 
	

	Administration expense
	 £ 2,920 
	
	

	Add: Insurance fees outstanding 
	 £ 500 
	
	

	Add: Debts irrecoverable
	 £ 240 
	
	

	Add: Allowance for receivables
	 £ 160 
	
	

	Add: Depreciation on buildings
	 £ 320 
	 £ 4,140 
	- £ 6,300 

	Operating profit (Earnings before interests and taxes)
	
	
	 £ 5,220 

	Less: Interests paid on debentures
	
	
	- £ 240 

	Add: Dividends paid to shareholders
	
	
	 £ 560 

	Net profit (Earnings after taxes)
	
	
	 £ 5,540 


Table 1: Income Statement of Wales plc
Workings and notes -
1. Depreciation on plant 
= 10% of Plant at cost 
= 10 ÷ 100 * £ 25600000 
= £ 2560000
2. Depreciation on buildings = 2% of Buildings at cost 
= 2 ÷ 100 * £ 16000000 
= £ 320000
3. Allowance for receivables 
= 2% of total receivables 
= (£ 8240000 - £ 240000) * 2 ÷ 100 
= £ 160000
4. Cost of Sales 
= Total cost of sales + Depreciation on plant 
= £ 16220000 + £ 2560000 
= £ 18780000
5. Administrative expenses 
= Administrative expenses + Depreciation on buildings + Allowance for receivables + Debts irrecoverable 
= £ 2920000 + £ 320000 + £ 160000 + £ 240000 
= £ 4140000
6. Dividends paid to shareholders have been added to the income statement, as it is a part of net profit, which is distributed amongst the shareholders of an organisation. Due to this, it has been added as an income to derive the net profit of Wales plc.
In the books of Wales Plc
Statement of Financial Position as at December 31st, 2019
	Particulars 
	Amount (’000)
	Amount (’000)

	A. Assets 
	
	

	I. Non-Current Assets
	
	

	Land at cost 
	 £ 15,000 
	

	Add: Appreciation on value of land 
	 £ 5,000 
	 £ 20,000 

	Buildings at cost
	 £ 16,000 
	

	Less: Accumulated depreciation on buildings
	 £ 4,260 
	

	Less: 2% depreciation
	 £ 320 
	 £ 11,420 

	Plant at cost
	 £ 25,600 
	

	Less: Accumulated depreciation on plant
	 £ 4,960 
	

	Less: 10% depreciation
	 £ 2,560 
	 £ 18,080 

	Total value of non-current assets 
	
	 £ 49,500 

	II. Current Assets
	
	

	Trade receivables 
	 £ 8,240 
	

	Less: Debts irrecoverable
	 £ 240 
	

	Less: Allowance for receivables
	 £ 160 
	 £ 7,840 

	Inventories 
	
	 £ 3,120 

	Bank 
	
	 £ 320 

	Total value of current assets
	
	 £ 11,280 

	Total Assets
	
	 £ 60,780 

	B. Liabilities & shareholders' funds
	
	

	I. Non-Current Liabilities
	
	 £ -   

	II. Current Liabilities
	
	

	Income tax liabilities 
	
	 £ 1,600 

	Trade payables 
	
	 £ 4,480 

	Insurance fees outstanding 
	
	 £ 500 

	Total value of current liabilities 
	
	 £ 6,580 

	Net Assets
	
	 £ 54,200 

	III. Equity capital
	
	

	Ordinary shares worth £1
	
	 £ 29,000 

	Share premium
	
	 £ 5,000 

	Retained profits
	
	 £ 8,380 

	12% debentures due in 2024
	
	 £ 4,000 

	Add: Net profit earned during the year
	
	 £ 5,540 

	Suspense account 
	
	 £ 2,280 

	Total value of shareholders' funds
	
	 £ 54,200 

	Total liabilities & shareholders' funds
	
	 £ 60,780 


Table 2: Financial Position Statement of Wales plc
Workings and notes -
1. Total value of land 
= Total value of land at cost + Value of land appreciated during the year 
= £ 15000000 + £ 5000000 
= £ 20000000
2. Total value of buildings 
= Total value of buildings at cost - Accumulated amount of depreciation on buildings - 2% depreciation on buildings during the year 
= £ 16000000 - £ 4260000 - £ 320000 
= £ 11420000
3. Total value of plant 
= Total value of plant at cost - Accumulated amount of depreciation on plant - 2% depreciation on plant during the year 
= £ 25600000 - £ 4960000 - £ 2560000 
= £ 18080000
4. Trade receivables 
= Total amount of trade receivables - Total debts irrecoverable - Allowance for receivables 
= £ 8240000 - £ 240000 - £ 160000 
= £ 7840000
5. Net assets 
= Current assets + Non-current assets - Current liabilities - Non-current liabilities 
= £ 11280000 + £ 49500000 - £ 6580000 - 0 
= £ 54200000
6. The tax liability of Wales plc for the year has been treated as current liability. This is because this tax has to be paid within a span of one or two year and cannot be delayed. In the Companies Act 2006, it is mentioned to treat tax liabilities as current debts, based on which the above balance sheet has been made.
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(a) Calculating ratios
The following are the ten key financial ratios computed for Jerry plc for the two years 2018 and 2019 -
	Financial ratios
	Formulae
	2019
	2018

	· Return on capital employed (ROCE)
	Operating profit (EBIT) ÷ Total asset value - Current debts * 100
	= £ 23 million ÷ £ 286.1 million - £ 151 million
= 17.02 %
	= £ 29.7 million ÷ £ 293.8 million - £ 148.4 million
= 20.43 %

	· Return on equity (ROE)
	Profit after taxes ÷ Total value of shareholders’ equity * 100
	= £ 12.9 million ÷ £ 93.2 million * 100
= 0.14 %
	= £ 18.3 million ÷ £ 80.3 million * 100
= 0.23 %

	· Gross profit margin
	Gross profit earned ÷ Net sales revenues * 100
	= £ 191.8 million ÷ £ 501.3 million * 100
= 38.26 %
	= £ 186.9 million ÷ £ 486.8 million * 100
= 38.39 %

	· EPS (Earnings Per Share)
	Net profit (PAT) - Dividends on preference shares ÷ Weighted average outstanding shares
	= £ 12.9 million - 0 ÷ £ 17.8 million
= 0.72 GBP
	= £ 18.3 million - 0 ÷ £ 17.8 million
= 1.03 GBP

	· Asset turnover ratio 
	Net sales revenues ÷ Total value of assets
	= £ 501.3 million ÷ £ 286.1 million
= 0.05 times
	= £ 486.8 million ÷ £ 293.8 million
= 0.06 times

	· Stock holding or inventory turnover period
	Average value of inventories ÷ Cost of Sales * 365 days
	= £ 38.8 million ÷ £ 309.5 million * 365 days
= 45.76 days
	= £ 41.1 million ÷ £ 299.9 million * 365 days
= 50.02 days

	· Debtors collection period
	Total value of receivables ÷ Net sales on credit * 365 days
	= £ 114.9 million ÷ £ 501.3 million * 365 days
= 83.66 days
	= £ 114.7 million ÷ £ 486.8 million * 365 days
= 86 days

	· Current  ratio
	Short-term assets ÷ Short-term debts
	= £ 153.9 million ÷ £ 151 million
= 1.02
	= £ 156.5 million ÷ £ 148.4 million
= 1.05

	· Gearing ratio
	Long-term debts ÷ Total assets - Short-term debts *100
	= £ 41.9 million ÷ £ 286.1 million - £ 151 million
= 31.01 %
	= £ 65.1 million ÷ £ 293.8 million - £ 148.41 million
= 44.77 %

	· Interest cover or interest coverage ratio
	Operating profit (EBIT) ÷ Interest expenses
	= £ 23 million ÷ £ 0.2 million
= 115.00
	= £ 29.7 million ÷ £ 3.5 million
= 8.49


Table 3: Ratios of Jerry plc
Notes: 
· In the interest cover ratio, finance cost of Jerry plc has been considered as the interest expense. It is because finance costs generally indicate the interest related expenses on a company’s short-term as well as long-term borrowings.
· For stock holding period, the total revenues of the company have been considered as credit sales, as no other information is provided regarding cash sales and credit sales.
· In EPS, as no other information is given regarding weighted average shares of the company outstanding, it has been considered that 17800000 shares are outstanding. This is because these are the total shares that are currently held in the company during both the years. 
· For measuring inventory turnover, it has been considered that the inventories recorded in the company’s balance sheet are in their average value.
(b) Discuss the situation revealed by the ratios calculated in (a). 
According to Wen and Zhu (2019), ratio analysis acts as one of the major tools that act as an assistance for revealing and evaluating the current financial situation of business organisations. The use of this tool facilitates the breaking down of a company’s complex accounting statements as well as financial data into ratios (Easton and Sommers, 2018). These figures in turn assist the company in terms of determining its financial efficiency, evaluating its operational effectiveness, investigating its solvency while assessing its long-term positions. As a result, it can be evaluated that use of ratio analysis benefits business organisations in making better sense of the books of accounts prepared and published by companies. This in turn assists of the evaluation of both financial performance and standing of these companies in detail.
The evaluation of the different ratios of Jerry plc above indicates different results. For example, the interpretation of the company’s gross profit ratio indicates that the gross margin of Jerry plc has decreased slightly from 2018 to 2019. Slight deterioration can also be noticed in this organisation’s returns on equity and a higher decrease can be seen in its returns on capital employed. These three ratios are an indication of the decreasing profitability of the organisation, which is a negative aspect in the company’s financial performance. However, in spite of the decreases, one can notice that Jerry plc has successfully maintained a good and high level of profitability even during 2019. Thus, the profitability ratios reveal that the financial situation of the organisation based on profit earning is good.
On the other hand, it can be noticed that the inventory turnover period of Jerry plc has reduced from 2018 to 2019. However, a favourable inventory period is still accomplished within the organisation. However, the asset turnover of the organisation has been considerably poor during both the years. A further decrease can also be seen in the organisation’s asset turnover from 2018 to 2019. Another operational efficiency ratio evaluated for Jerry plc is the debtors’ collection period. This ratio, however, shows an improvement in the company’s performance. It is because of decrease in collection days from the year 2019 to the year 2018. Thus, the financial situation of Jerry plc based on efficiency ratios is good in terms of inventory turnover and debt collection. However, improvements are needed being made in the utilisation of its assets.
In addition, the current ratio, which is a liquidity ratio, shows that there has not been any major change in the company’s liquid position between 2018 and 2019. Despite of not being considerably low, there is still scope for the organisation to enhance its liquid position in the forthcoming years. Contrastingly, there has been a considerable enhancement in the gearing ratio as well as interest cover ratio of the organisation. Both these ratios have been improvements from 2018 to 2019, thereby revealing good solvency of Jerry plc. The EPS of the company, however, shows decrease during these two years, which is an indication of decrease of its financial situation depending on market value. Thus, it can be said that the financial situation of Jerry plc is good in terms of profitability and solvency. However, further improvements can be made to the company’s financial situation in terms of liquidity, market value and operational efficiency.
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(a) Identify three different user groups of company accounts and discuss why these user groups are interested in the information provided in financial statements. 
The accounts prepared within a company is accessed and utilised by a number of users. Information recorded and published in a company’s accounts are beneficial to user groups in differing ways, the most common benefit being aiding in decision-making. The below are three key user groups of a company’s accounts and their reason of interest in financial statement information -
· Creditors or suppliers - This user group is present in the outside or external environment of a business (Kawugana and Faruna, 2019).  They are interested in the financial statements prepared by business organisations so that they can evaluate their liquidity position along with their creditworthiness. Based on this, the creditors make decisions on supplying materials and inputs to these organisations in the future and involve in business with them.
· Managers - Managers of an entity are an internally present user group of a company’s accounts (Kim et al., 2020). They are interested in evaluation of the information recorded in the financial statements of a company in order to evaluate its present situation while considering its future prospects. The information also helps them in ensuring and monitoring the company’s progress as well as financial standing based on which decisions are made for the future. 
· Potential investors - The investors available in the market and the prospective investors of an entity hold considerable interests on the future prospects as well as financial strengths of a company (Kunz and Staehle, 2020). Such information can be accessed only from the financial statements and accounts prepared by it, based on which their decisions on investment are finalised.
(b) Discuss the advantages and disadvantages of a highly regulated financial reporting regime.
According to Sunder (2016), financial reporting is one of the compulsory activities or functions that is required being performed in every business organisation. However, there are several rules, regulations and standards, which can be termed as financial reporting regime needed being followed for the preparation of financial statements of a company. A financial reporting regime can be defined as the principles that are to be followed in order to prepare a company’s financial reports. It also provides information for deriving the amount and types of information that these financial statements must be providing to users of financial statements, inclusive of creditors and other stakeholders.
However, regulation of financial reporting regime differs from one country to another. In a few countries, the financial reporting regime is moderately regulated while some have highly regulated financial reporting regime. This strength of the regime also depends upon the administration of a company. However, there are both benefits and limitations if financial reporting regime is highly regulated. In the table below, these benefits and limitations have been discussed from the users’ perspective and the financial statement preparers’ perspectives -
	Basis of comparison
	Advantages
	Disadvantages

	· From user perspective 
	· From a user’s perspective, strong regime for financial reporting is helpful in order to rely on financial statements. 
· It also helps them in ascertaining that there has not been any sort of accounting manipulations or frauds within the company while reporting its financial situation (Saei et al., 2018).
· A strong regime for financial reporting assists a user in ensuring the incorporation of suitable decisions, as uniformity is attained in accounting and the financial statements of companies become easily comparable. 
	· Even when there is a strong regime for financial reporting, there are different treatments done in accounting by different companies. As a result, users often face difficulties in selecting between alternatives and ensuring that they have made a proper decision.
· Whenever there are strong regime for financial reporting followed, there are several outlines followed for preparing financial statements, which often become difficult for users to interpret, thereby acting as a limitation.

	· From preparer perspective 
	· The advantage of prepares in strong regime for financial reporting is encouraging investors to invest in a company, thereby enhancing the flow of foreign capital into it (Salin, 2017).
· Strong regime for financial reporting also helps investors in understanding investment opportunities, thereby enhancing its investments.
· It also helps the preparers of financial statements in ascertaining that the company can be obtaining credits as and when required within it while helping it in being compliant.
	· In case of strong and regulated regime for financial reporting, accounting standards cannot be overriding the statutes or laws and need being framed within the boundaries of law. This often limits the scope of companies for providing best policies for a specific situation.
· Following and ensuring a highly regulated regime for financial reporting often involves high costs (Gassen, 2017). In addition, preparing financial statements in a strongly regulated regime is time consuming as well.


Table 4: Comparing pros and cons of highly regulated financial reporting regime
(c) Discuss the limitations of financial statements.
Financial statements of an organisation are of great benefits to not only internal stakeholders of a company but also the external users (Osadchy et al., 2018). However, there are several drawbacks and limitations of the financial statements of a company as well. The following are the key limitations that are associated with financial statements - 
· Dependence over historical costs - Transactions recorded in a company’s accounts are done mostly based on historical costs. Based on these transactions, the balance sheet of a company is prepared. As a result, balance sheets often mislead users if they are prepared based on historical costs.
· Inflationary effects - As financial statements do not adjust with inflation rates of a country, the amounts appearing in a company’s balance sheet turn out being inordinately low whenever the inflation is high (Bello, 2017). This happens mostly in case of non-current assets, thereby acting as a drawback of financial statements.
· Intangible assets not recorded - Various intangible assets of an organisation are not recorded in a company as its assets (Cosmulese et al., 2017). However, expenses are incurred for creation of these intangible assets, which are recorded in income statement. This limitation of a financial statement results in the underestimation of the financial value of businesses.
· Ignorance of non-financial issues - There are several sorts of non-financial issues, for example, environmental attentiveness of a business’s operations (Lindermuller et al., 2020). Financial statements fail to address and deal with such non-financial issues. However, these might lead to considerable financial failures for a business even though it reports good financial standing.
· No predictive value - Information that is recorded within the financial statements of an organisation provide information regarding the historical costs and financial information about preceding periods. They fail to provide any sort of information regarding what is going to happen to the company’s financial position during the future.
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