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Q#1
Additional Working

Admin exp					2920
Dep on building (2%*1600)			320
Irrecoverable Debt 				240
Provision on allowance (2%*8240)		165
Outstanding insurance fees			500
Admin Expenses 				4145

Cost of Sales 					16220				
Dep on plan (25600*10%)			2560
					        ---------------------
						18780					   





Wales Plc.
Statement of compressive income for the year ended 31st December

Sales 					30300
Cost of Sales 	 			18780
				      ---------------------
					11520

Distribution Exp.			2160
Administrative Exp.			4144.8
Interest Exp. (12%*4000)		480
				     -----------------------	
Operating Profit 			4735.2
Net profit before Tax			4735.2
Tax payable				1600
				   ----------------------
Profit after Tax 			3135.2



Wales Plc.
Statement of Finical Position as at 31st December,2019
Assets (Non-Current)
Hand						20,000	
Building					15,000
Acc. Depreciation (4260+2%*16000)		4500
Plant						25,600
Acc. Depreciation 				7520		49500
					-----------------------------------------
Current Assets 				
Trade receivable 				8240
Irrecoverable debt				240
Provision 					165
Inventory 					3120
Bank (320-240)				80		11035.2
					--------------------------------------------
Net Assets 							60,535.2


Equity (Owners)
Ordinary Share				29,000
Share premium				5000
Reserve Surplus				4000
Reserve profit					8380
Profit After Tax				3135.2
Dividend Paid 					560
					---------------------------------------------
O.E								52955.2

Non-Current Liability debenture 		4000

Current Liabilities
Trade payable					4480
Interest paid					240
Tax Payable					1600
Prepaid insurance				500
					----------------------------------------
Total labilities 					10820- 240= 10580
Total Assets and O.E 	 				60,535.2

Q#2 
(1) Return on capital employed ROCE

ROCE = 

		2018						2019		
ROCE= 				ROCE= 
	           = 17.02%					= 20.42%	

(2)
	Return on Equality = 

			2018				        2019
		ROC =  			ROC =  	
		       =  0.22			        =  0.138
		       = 22%  			        	        = 13.8 %



(3)
		EPS = 
			2018				        2019
		EPS =  				EPS =  	
		       = 0.298			        	= 1.0224


(4) Gross profit Margin
Gross profit Margin = 
		2018						2019		
GPM= 				GPM= 
	           = 38.39%					= 38.26%	
(5) Asset Turnover 
	Asset Turnover = 	
		   2018				        2019
		AT=  				        AT =  	
		       = 6.06 times			        	  =5.378 times

(6) Stock holding
	Stock holding period = 
		2018						2019		
SHP= 				SHP= 
	           = 50.02 Days					= 45.75 Days	

(7) Debtors collection period
		Debtors collection period = 

		2018						2019		
SHP= 				SHP= 
	           = 30.8165 Days					= 27.55 Days	
(8) Current Ratio 
	Current Ratio = 	
		   2018				        2019
		CR=  				        CR =  	
		       = 1.05 times			        	 = 1.01 times

(9) 
	Gearing Ratio = 	
		   	2018				        2019
		GR=  		GR =  	
		       = 44.7%			       		 = 31.09 %

(10)  Interest Cover Ratio
	Interest Cover Ratio = 	
		   2018				        2019
		ICR=  				        ICR =  	
		       = 8.485 times			        	 = 6.571 times



(b) Situation revealed by the ratios
The result of all ratios calculated indicate following about company performance

Return on capital employed: it is a ratio used to measure the efficiency of the capital used by the company in order to earn more profit. Wales plc. ROCE ratio shows that efficiency and profitability has increased as there is drop in ROCE from to 17% in 2018 to 20% in 2019 meaning company is utilizing its capital efficiently.
Return on equity: it is measure of profit on the basis of owner’s equity meaning profit generated through equity. Wales plc. ROE has also decrease from 22% to 13% in it means company is utilizing more capital than it is generating profit from it.
EPS:  earning per share is used for comparing company profit with other companies in same industry. Wales plc. EPS has improved marginally from 0.298 in 2018 to 1.02% in 2019 but it is still very low and indicated poor performance of the company and sends negative signals to investors.
Gross profit margin: this ratio indicates that how efficient company processes are and industry norms. Wales plc. Gross profit margin is almost same in both years stagnant 38% which is not high. It means company is performing lower then industry standards. 
Asset turnover: it is also an effective measure of company efficiency in earning profit from assets. It is a show of poor performance as Wales plc. Asset turnover also decreased from 6 times in 2018 to 5 times in 2019.  
Stock holding period: it is also known as inventory turnover ratio it is used to determine the holding period of inventory in company. The higher the ratio the better it is for business as it means inventories levels are low and sales are high. Poor performance in Wales plc.is indicated as stock holding period as it decreased from 50 in 2018days to 45 days in 2019. 
Debtor’s collection period: it shows the recovery of receivables at sales on credit, so lower the ratio means company is collecting its receivables on much faster time period. Wales plc. has managed to decreased it from 30 days to 27 days in 2019.
Current ratio: it is measure of company liquidity situation in a given time period it means 1 current ratio shows that company has equal amount of current assets and current liabilities. Wales plc. has fallen from 1.5 times to 1.01 times in 2019 which should be alarming to company. 
Gearing: in order to examine the financing structure (degree of firms operating fiancé through either debt or equity) of a company gearing ratio is an effective measure. Wales gearing ratio has showed increase of 14% which is now considered high risk by investors and lenders
Interest cover: Wales plc. interest cover shows that company ability to pay debt from operating profit and result are alarming as it increased 100 times in a year which raise question on company ability to pay its interest payments.  


Q#3
(a) Three users groups of company accounts and information provided in company’s financial statement
There are following three users groups of company accounts and information provided in company’s financial statement
1. Shareholders (owners of company) and board of directors
Shareholders are known as the owner of the business or company and board of directors in a company act as supervisors and give advisory opinion. They are identified as main and primary user group of company accounts and information provided in the financial statements due to following reasons
i. For owners, information provided in financial statements served as the information they need to make various decisions regarding the business.
ii. They used it to evaluate equity investment 
iii. Shareholders and board of directors also used the financial statements to vote on corporate matters.
iv. Board of directors uses the financial statement information to access the performance of CEO and whole management team working in a company
v. Data from financial statement is used to calculate profitability ratios such as return on assets and return on investment etc. that are useful to shareholders.

2. Creditors
Creditors are also user group of company account and information provided in the financial statement for various reasons
i. Creditors lend to a company on certain conditions for short and long term thus they have to monitor the financial health of an organization.
ii. Company makes periodic payments in the form of interest to its lenders or creditors and creditors use information in the financial statements to access whether or not organization will be able to make these payments in future as well.
iii. The potential or future creditors of an organization also use financial statements in order to make the decision regarding leading to the organization. 
iv. Financial statement are valuable in evaluating credit risk associated with lending to a particular organization, thus it is important for creditors.

3. Government
Government includes government of the country where parent company is operating as well as the government of the country where subsidiary or subsidiaries are operating. Government also a uses company’s financial statements and account due to following reasons
i. As government collect taxes from business operating in its territory, it uses financial statements to match the tax declare by companies in the tax returns and tax declared in the financial statement 
ii. Financial statement also provide the information about company’s earning, debt and profit in the given period that government use to determine taxes applicable on business (ML DeFond, 1991).  
(b)
Advantages and disadvantages if the highly regulated financial reporting regime
There are following advantages
i. Highly regulated financial reporting regime such as Generally Accepted Accounting Principles (GAAP) set the standard for businesses to at least report minimum information in the financial statements for users of the financial statements to make informed decisions (Ball, 2006). 
ii. Highly regulated financial reporting regime ensures that financial statements that financial statements give the realistic picture of the company financial performance. The reason is that high regulations limit the opportunity to manipulate the accounting principles and practices by management. However, these practices still takes place but scope of hiding concealing the important information has decreased exceptionally due to regulations. 
iii. Regulations are there to ensure that there are uniform accounting standards followed by every business while financial reporting, uniformity in rules, practices and framework of  financial reporting makes sure that financial statements can be compare over time (Ball, 2012).
iv. The most important advantage of high regulated regime guarantees integrity of financial statement that induces confidence among creditors and suppliers as well as they relied on to make lending and supply decisions (Faboyede, 2012).  
Disadvantages of highly regulated financial reporting regime
There are following disadvantages
i. Even though highly regulated financial regulated regime has same standards of reporting for every firm but this one size fit all method have some adverse impacts as well because local or national regulations associated with financial reporting vary from country to country. It makes it difficult for businesses to comply with both national and international standards of reporting (Leuz, 2010).
ii. Highly regulated financial regimes are rigid and it ignores the social and political influences on reporting in various countries. 
(c) Limitations of financial statements 
There are following limitations of financial statements
i. First of all, financial statements does not include market or current value of the long term or fixed assets as they work on the principles of historical cost. It is a limitation because it does not give an accurate picture of company’s financial health until business is liquidated or terminated and current worth of assets determined in the process. However, financial statements do consider the change in the market value of securities in current asset but not for fixed assets.
ii. Secondly, financial statements only provide financial data while reporting but it ignores significance of non-financial data such as  business impact on environment, society etc. this non-financial data is useful in analyzing business performance and to make a corporate decision.
iii. Thirdly, there is a lot of subjective judgment involved in financial statement that managers used for manipulation of facts and figures. That’s why, financial statements are not considered as a reliable source of information as many frauds were based on manipulation of financial statement data such as Lehman Brothers did in 2007.
iv. Fourthly, regardless of striving for universal standards for financial statement, there are standards that vary from country to country and companies also adopt different practices within industry as well. This is a limitation because these standards cause discrepancy and lack of transparency in financial statements.
v. Finally, financial statements do not consider the impact on inflation while reporting assets or liabilities. That’s why, assets or liabilities appeared relatively lower to due to inflation and send the wrong signals to investors and other stakeholders (Merton, 1992). 
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