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[bookmark: _xzu6kqmrlgrm][bookmark: _7oe95yobjllx][bookmark: _Toc49557833]QUESTION 1
	Wales PLC

	Income Statement

	For the year ended 31 December 2019

	Description
	
	£
	£

	Sales
	
	
	30,300,000

	Less: Cost of sales
	
	
	

	Cost of Sales
	
	16,220,000
	

	Depreciation-Plant (2560000*10%)
	
	2,560,000
	

	
	
	
	18,780,000

	Gross Profit
	
	
	11,520,000

	
	
	
	

	Less: Selling Expense
	
	
	

	Distribution Expense
	
	
	2,160,000

	
	
	
	9,360,000

	
	
	
	

	Less: Administrative Expense
	
	
	

	
	
	
	

	Administration Expense
	
	2,920,000
	

	Depreciation-Buildings (1600000*2%)
	
	320000
	

	Irrecoverable debt
	
	240000
	

	Insurance fees
	
	500000
	

	New allowance for irrecoverable debt ((8240000-240000) *2%)
	
	160000
	

	
	
	
	4,140,000

	Net Income from operations
	
	
	5,220,000

	Less: Debenture interest (4000000*12%)
	
	
	480000

	Net Income Before Tax
	
	
	4,740,000

	Less: Income Tax
	
	
	1,600,000

	Net Income After Tax
	
	
	3,140,000


[bookmark: _v75sfqa1cjtj]
	Wales PLC

	Other Comprehensive Income Statement

	For the year ended 31 December 2019

	Description
	
	£

	Net Income After Tax
	
	3,140,000

	Add: Revaluation Gain on Land (20000000-15000000)
	
	5,000,000

	
	
	

	
	
	8,140,000
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	Wales PLC
Statement of Financial Position
for 31 December 2019

	

	

	Description
	£
	£
	£

	Assets
	
	
	

	Non-Current Assets
	
	
	

	Property Plant Equipment:
	
	
	

	Land
	15,000,000
	
	

	Add: Revaluation gain
	5,000,000
	
	

	
	
	20,000,000
	

	Buildings
	16,000,000
	
	

	Less: Accumulated Depreciation
	4,580,000
	
	

	
	
	11,420,000
	

	Plant
	25,600,000
	
	

	Less: Accumulated Depreciation
	7,520,000
	
	

	
	
	18,080,000
	

	
	
	
	49,500,000

	Current Assets
	
	
	

	Bank
	
	320,000
	

	Inventory at 31 December 2019
	
	3,120,000
	

	Trade Receivables
	8,240,000
	
	

	Less: New irrecoverable debt
	240,000
	
	

	Less: New allowance for irrecoverable debt
	160,000
	
	

	
	
	7,840,000
	

	
	
	
	11,280,000

	Total Asset
	
	
	60,780,000

	Equity & Liability
	
	
	

	Equity
	
	
	

	Share Capital-Ordinary
	
	29,000,000
	

	Share Premium-Ordinary
	
	5,000,000
	

	Retained Earnings
	
	15,960,000
	

	
	
	
	49,960,000

	Non-Current Liabilities
	
	
	

	12% debentures
	
	
	4,000,000

	Current liabilities
	
	
	

	Trade payables
	
	4,480,000
	

	Outstanding Debenture Interest (480000-240000)
	
	240,000
	

	Outstanding Insurance fees
	
	500,000
	

	Income tax Liability
	
	1,600,000
	

	
	
	
	6,820,000

	Total Liabilities & Equity
	
	
	60,780,000


[bookmark: _l6ixpu2l98w]
Workings: i) 
	Wales PLC

	Statement of Retained Earnings

	Year ended 31 December 2019

	Description
	£

	Retained earnings (1 Jan 2019)
	8,380,000

	Add: net profit
	8,140,000

	Less: Dividend paid
	560000

	Retained Earnings (31 Dec 2019)
	15,960,000



ii)
	Land at Cost=
	15000000

	Add: Revaluation reserve
	5000000

	Total value of Land
	20000000



iii)
	Initial Accumulated depreciation for Building
	4260000
	

	Add: Current year depreciation
	320000
	

	Accumulated Depreciation for Building
	4580000



	Accumulated depreciation for Plant
	4960000
	

	Add: Current year depreciation
	2560000
	

	Accumulated Depreciation for Plant
	7520000



Total Accumulated Depreciation: 12100000


iv) 
	Trade Receivables
	8240000

	Less:
Bad debt expenses
Allowance for bad debt expenses
[(8240000-240000)*2%]
	

240000
160000

	Net Trade Receivables
	7840000



[bookmark: _9rw7g0nyi38g][bookmark: _Toc49557834]Question: 2
[bookmark: _181ya69p9yd3][bookmark: _Toc49557835]Requirement-A
1. Return on capital employed 
Formula used: EBIT/Capital Employed
	 Particulars
	2019 (in million)
	2018 (in million)

	Return on capital employed (ROCE)
	= 
=17.02%
	=
=20.43%
[bookmark: _i7ukyzu0u682] 





2. Return on Equity (ROE):
Formula used: (Net Income)/(Shareholder’s Equity)
	 
	2019
	2018

	Return on Equity (ROE)
	=
=13.84%
	= 
[bookmark: _sjqc24ke7snq]= 22.79%



[bookmark: _nbgrqnjh5etw][bookmark: _Toc49557836]3. Earnings Per Share (EPS):
Formula used: (Net Income)/(number of outstanding shares)
	[bookmark: _z9jd293zetez]Earnings Per Share (EPS)
	= 
[bookmark: _6qjl3aph51l5]=0.72
[bookmark: _bm2speshfu0d] 
	[bookmark: _u9e777n2noq6]= 
[bookmark: _2f2f3gs2zj21]= 1.03



[bookmark: _37j2d1gzddbr][bookmark: _Toc49557837]4. Gross profit margin:
Formula used: (Gross Profit)/Revenue
	 
	2019
	2018

	Gross Profit Margin
	= *100
=38.26%
	[bookmark: _e0tu8spmye0d]=*100
[bookmark: _lq2pqv4c0pme]= 38.39%





[bookmark: _o4nq2zy3kwyz][bookmark: _Toc49557838]5. Asset turnover 
Formula used: Revenue/(Average Total Assets)
	 
	2019
	2018

	Asset Turnover
	=
=1.75
 
	[bookmark: _62u1h9l8h1wq]=
[bookmark: _qqhopjis1c6a]= 1.66


[bookmark: _mkiwacc20z7p][bookmark: _ovg2obw99u41][bookmark: _Toc49557839]6. Stock holding period 
Formula used: (Inventory/(cost of goods sold))*365
	 
	2019
	2018

	Stock Holding Period
	= *365
= 46 days
 
	[bookmark: _l40si1kbr9jn]=*365
[bookmark: _ju5c2fk637eh]= 50 days


[bookmark: _c5v07uwz3xie][bookmark: _3r3ag5wfhkr9][bookmark: _Toc49557840]7. Debtors Collection Period: 
Formula used: ((Trade Receivables)/sales)*365
	 
	2019
	2018

	Debtor Collection Period
	= *365
= 84 days
 
	[bookmark: _fhihru8r65pb]= *365
[bookmark: _241xjc9tqf9g]= 86 days


[bookmark: _8ukac5cqmdv1]
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8. Current ratio 
Formula used: (Current Assets)/(Current Liabilities)
	 
	2019
	2018

	Current Ratio
	=
= 1.02
 
	[bookmark: _kwwmmmy2kals]= 
[bookmark: _mznwxul3af5n]= 1.05


[bookmark: _Toc49557842]9. Capital gearing ratio 
Formula used: (Total Debt)/(Total Equity)
	 
	2019
	2018

	Capital gearing ratio
	=
= 9.3: 4.2
 
	[bookmark: _1u1nkhj2df5x]=
[bookmark: _a3kfj99inzvc]= 8.3: 6.5


[bookmark: _jwzysb9ckf3]
[bookmark: _2ds9ahd7k2fv][bookmark: _Toc49557843]10. Interest cover ratio:
Formula used: EBIT/(Interest Expense)
	 
	2019
	2018

	Interest coverage ratio
	= 
= 115 times
 
	[bookmark: _62rdnpo8rrqj]= 
[bookmark: _lfdwgk6j21do]= 8.49 times


[bookmark: _jq4mobqztid4]
[bookmark: _a7b4kot8f08k][bookmark: _2et92p0][bookmark: _Toc49557844]Question: 2
[bookmark: _tyjcwt][bookmark: _Toc49557845]Requirement-B

The Return on capital employed in 2018 is 20.43% but in 2019 the Return on capital employed is 17.02% which means that the return of the company on its capital has been reduced in recent year. This declining ROCE provides two significant perception about the company. First one is that the management of the company is inefficient in maintaining the organizational cost structure as well as in utilizing the capital which has led to declining profitability in 2019. The last one is that Jerry plc may have faced with limited invested investment opportunity as the retained earnings are not ploughed into business to support the business growth which ultimately translated into higher return for the capital employed by the company.

The Return on Equity in 2018 is 22.79% but in 2019 the Return on Equity is 13.84% which means that the return of the company on its shareholder’s equity has been reduced significantly. This declining trend also suggests that the management has either utilized the equity capital into unproductive financial projects or faced limited growth opportunity due to lack of profitable investment opportunities (Ward and Calabrese, 2018).   

Earnings per share (EPS) in 2018 is 1.03 but in 2019 the Earnings per share (EPS) is .72 which means that the earning generation capacity of the business has been reduced significantly. The management of Jerry Plc is required to improve the EPS in the future because declining trend of EPS will induce the shareholders to sell their equity stake in the future, thus affecting the market price of stock as well as price-earnings ratio of Jerry plc in the future. 

Gross profit margin in 2018 is 38.39% and in 2019 it is 38.26%. Thus, the gross profit margin is showing a stable trend for the company and this high level of profitability implies that the firm is generating reasonable profit from the sales revenue through the efficient use of labour and raw materials in the production process.
Asset turnover ratio implies how efficiently the business could manage its assets to earn the revenue. From the analysis it has been estimated that the asset turnover of the company in 2018 is 1.66 million which is comparatively higher than that of 2019 which is 1.75 which means that the management is using its assets efficiently in its business. 

The Stock holding period in 2019 is 46 days which is comparatively lower than that of 2018 which is 50 days which means that the company has been efficiently converting its raw materials into sales. It also implies that Jerry plc is becoming effective and efficient in inventory management system which is helping the company to lower the inventory cost by holding optimal level of inventory as well as helping the company to sell its finished products more frequently, thus boosting the sales revenue of the company.

The Debtors collection period for Jerry Plc in 2018 is 86 days and in 2019 is 84 days which means that the company is collecting its credit sales more efficiently from its customers in recent years. This can be achieved if the company strictly follows strong credit policies and asks the customers to follow these policies properly. However, the company should keep in mind that strong credit policies might erode some customers who prefer longer durations to make their payments. 
The current ratio of the company shows a stable position. The current ratio in 2018 is 1.05 and the current ratio in 2019 is 1.02. the company should keep the current ratio above 1 to minimise the liquidity risk without which the overall operational functions of the business might be hampered. From the analysis it can be identified that the current ratio has been decreased slightly, thus affecting the short-term solvency of the company and the firm is faced with high risk of potential financial distress during the period of economic downturn.    

The capital gearing ratio has also declined in 2019 due to significant repayment of long-term loans in 2019. This declining ratio indicates that Jerry plc is less exposed to bankruptcy risk during the period of economic downturn.
The interest coverage ratio has also declined in the 2019 due to the declining level of long-term loans as demonstrated by the declining capital gearing ratio, thus signifying the financial stability of Jerry plc. 
[bookmark: _emuazsboseyp]

[bookmark: _xso539e8tdbu][bookmark: _Toc49557846]Introduction
Accounting is the measure and process of companies' transactions which may be financial or non-financial and accounting is also called the medium of communication (Trigo and Belfo, 2014). There are many kinds of user groups of accounting information of any company. Based on the users of accounting information of any company, the user groups are internal users, external users, government agencies, etc. To provide information to the user groups, the financial managers and accounting managers have to prepare different statements like income statements, balance sheets, etc. In this report, we will discuss the three different user groups of the company, limitations of the financial statements as well as the advantages and disadvantages of financial reporting on the perspective of both preparers and users.

[bookmark: _vmo0acp6az0t][bookmark: _Toc49557847]Question 03
[bookmark: _exupq8izbkzw][bookmark: _Toc49557848]Determining different user groups and their reasons to be interested in the company’s financial information
Basically, the main purpose of preparing financial statements is to provide as well as represent a company’s financial state, profitability, business activities (operating, investing and financial activities) to user groups. Balance sheet figures out the company’s financial statement whereas profitability can be figured through income statements and the cash flow statements let the users know about the cash inflows and outflows of a company. Users are categorized in three classifications or groups which are shown below:

Figure 1: (Collier, 2015)
Internal users
First of all, internal users are the owners, managers as well as the employees of the company who uses company’s financial statements or information to make decisions and work according to the decisions (Collier, 2015).
Managers are the core internal users. Because, managers have to have detailed information about the company from finance to marketing in every segment. Managers take managerial decisions as well as initiatives to make coordination between different segments or departments and manage business activities to get the effective as well as efficient result. Managers need financial information to be well known of the lacking or poor performance of any specific employee or department and take corrections or initiatives to improve that particular sector. Using a financial information manager can take policies to increase profitability through minimizing level of risks or liability.
Owners need to know the financial information to specify their ROI based on the financial reports through acknowledging the company's current statement. They use financial information to figure out the profitability relating to their made investments and take decisions how much investment should be made in the next and take initiatives how to attract shareholders to make them invest in the company.
Basically, employees prepare company’s financial statements but they always don’t have access to the whole information. They are allowed to the extent they need to have access according to their legal rights and specified job.
 External Users
External users are those who don’t belong to the company’s entity rather they are the outsiders whose particular interests are engaged with the company. Their acknowledgment of the company’s financial information matter. Because on the basis of these, they decide whether they keep their interests with the company or not. Some of the major external users are creditors, customers, investors, labor unions, suppliers and lenders (Sîrbulescu, Ocnean and Chirilă, 2010). Creditors and investors need to know whether the company has good profitability or not. Creditors use financial information to determine company’s liquidity and ability to pay debt. Whereas investors see various financial analysis to determine the ROI, EPS, VPS etc. Customers are the ones who use the company’s product or services. They also need to know detailed information about the products or services as well as the company’s market value.  Lenders or creditors like banks, insurances, etc.  decides how much loan should be given to the company on the basis of company’s assets and the financial analysis. Suppliers gives supplies of raw materials and other accessories.
Government agencies
Government regulatory authorities use financial information to check whether the company follows all accounting principles, standards and rules & regulations or not. Tax departments calculate accurate Tax payments on the basis of the financial statements of the company. Company has some accountabilities towards government as well as the public. Government authority checks out the financial statements of the company whether the company follows company law properly or not. If company does any law-breaking activity or gain profit in an illegal way, government will be able to take strict actions against the company. Government must also acknowledge the financial statements to ensure that the company shareholders are getting best returns of their investment and the company doesn’t do any fraud through showing the investors falsify reports. Basically, government ensures that the company give accurate tax on its gaining profit and doesn’t take any corrupted way to give less tax through showing less profitability.

[bookmark: _g0i1xsdy4yb8]

[bookmark: _Toc49557849]Discussing the advantages and disadvantages of highly regulated financial reporting regime
There are GAAP (Generally Accepted Accounting Principles) and IFRS (International Financial Reporting Standards) set by FASB, GASB and IASB which have to be followed by all the private as well as public companies worldwide. FASB and IASB publish and update regularities and principles. Following these highly regulated financial reporting standards by the users and the preparer have both advantages and disadvantages-
Advantages and disadvantages of highly regulated financial reporting from the perspective of preparer are given below:
	ADVANTAGES
	DISADVANTAGES

	Worldwide accepted principles and standards followed by all companies which create identity in following the same accounting principles.
	It is comparatively costlier for the small business to maintain as well as prepare all the financial statements according to the GAAP and IFRS.

	As the whole world follows the same standards, it consumes less time and cost for all the companies and the pace of word trade increases.
	Company has to keep more accountants for recording financial statements thus it increases operational costs.

	Monitoring and maintaining the financial statements of all branches or subsidiaries is coordinated and simplified (Zucman, 2014). 
	Specific educational qualifications and training are needed for maintaining and executing these standards. Expertise employees needed to be hired.

	There remains flexibility in maintaining GAAP.
	These standards should be more flexible considering worldwide business changes and consistency.

	Worldwide accepted principles allow the multinational companies to maintain their financial statements at relatively few costs.
	Many adjustments are needed in adjusting all transactions including assets and liabilities of a comp
any over a year which is complicated.


 
Advantages and disadvantages of highly regulated financial reporting from the perspective of users are shown below-
	Advantages
	Disadvantages

	Users can use all financial statements of
all branches at a glance and in a coordinated way through which they can take decisions easily consuming less time.
 
	Maintaining the standards increases operation cost which ultimately lessen the users’ (investor/shareholder) profitability.

	Users can rely on the standards as these are globally accepted standards.
	If the preparer distorts the financial statements intentionally or unintentionally, users may not be able to know the accurate information.

	Following these standards ensure transparency and less corruption which ultimately give hints to the users whether the company will ensure their best interests or not.
	If the management is corruptive, there are more chances of the financial statements to be manipulated or falsified ( Suryanto, 2016).

	If the regulatory bodies detect the company’s fraud, Users may take legal action for not using the proper standards against the company.
	For acknowledging the financial statements, users must have proper knowledge on financial as well as accounting standards.



[bookmark: _9lrxtt5ezr50][bookmark: _Toc49557850]

Limitations of Financial statements
Although users find information of respected companies from financial statements in order to make decisions, they need to be aware of the various limitations of financial statements (Fridson and Alvarez, 2011). It is possible to reduce the risk of investment in any company if the users of the financial statement are aware of the limitations of financial statements when they take investing and financial decisions. Some of limitations of financial statements are described in below:
·         Dependency on historical cost
·         Scarcity of non-financial aspects
·         Inflation rate
·         False and distorted figures
·         Personal Judgement
·         Not verified
In financial statements, the actual value of some items is not published because managers record their transactions based on their initial cost (Barth, 2014). There are some financial securities in the market whose value often changes but the value of fixed assets isn’t changed. Managers recorded the transactions initially but prepare the financial statements at the end of the period. Because of the changing of value of these items, the financial managers can’t record the actual value in financial statements, and from the financial statements, users fail to collect proper information.
Financial statements include all the financial data or monetary figures. These do not include non-financial data. Analysing financial statements users can’t perceive the true state of the company properly. Non-financial factors have to be considered as well. Both financial and non-financial factors represent a company's actual state. In fact, the true purpose of recording financial statements will fail if we don’t value the non-financial factors properly. Non-financial factors are customer satisfaction, quality of products, employee engagement, organizational cultures, etc.
Inflation rate affects financial statements to a great extent. Sometimes, its needed to make adjustments with the financial statement to figure out the accurate value of the assets. Ignoring the inflation may cause misperception about the company’s actual state. For inflation rate, share value as well as dividend is also affected.
Sometimes, management of the company shows false or distorted statements to the tax authorities or the public in order to gain profitability. Management doesn’t show the accurate value of the assets as well as liabilities to gain their personal interests illegally. Financial statement does not allow to account any change that may arise from price level changes or economic fluctuations.
During preparing financial statements, accountants sometimes rely on some personal judgment. For example, in determining the depreciation of assets, the accountant relies on his personal judgment to assume the percentage of depreciation which may not be appropriate. There haven’t any specific standards to figure out the depreciation cost. Different companies follow different methods such as double declining method, straight method and amortizations, etc. This personal judgment also creates opportunity for manipulation in financial statement preparation. A fine example of such manipulative action is the practice of Mark-to-market accounting by Enron to manipulate the sales revenue and net profit of the company.
If the appointed auditors do not audit the financial statements, there arises questions of verification as well as validations. It means the company’s accounting practices and controls are not being examined. There remains a chance of doing fraud or manipulations in preparing financial statements to evade tax (through showing less profit) or attracting shareholders to invest more (through showing more assets as well as profits). So, auditing should be made a mandatory option by the government. If it's not ensured, the financial statements of a company will not be possible to be verified.
All the fixed asset of a business is reported at their original cost in compliance with the historical cost principle and going concern assumption. Thus, the fixed assets are not reported either at their resale value or at their replace cost. Similarly, Goodwill is reported as an asset of a business entity in financial entity though it will not generate any cash flow for the business during liquidation. 
[bookmark: _73j41n5s79uz]

[bookmark: _Toc49557851]Conclusion
The report gives a detailed view of financial statements as well as the three different user groups of accounting information. Income statements which represent the company’s profitability and the balance sheet representing the company's current state and liability are incorporated here. This report also illustrates the ratio analysis as well as other analysis and interpretation of the analysis. At the end, the author has demonstrated the significance as well as the need of financial statements, advantages-disadvantages and the limitations as well. We can conclude that the reader can acknowledge a proper insight through this report.
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