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Question 1
	Income statement of Wales Plc.

	For the year ending 31st December 2019

	Particulars
	Amount

	Sales
	30300

	Cost of sales
	18780

	Gross profit
	11520

	Administration expenses
	3405.535

	Distribution expenses
	2160

	EBIT
	5954.465

	debenture interest expense
	240

	Earnings before tax
	5714.465

	Income tax liability
	1600

	Profit after tax
	4114.465

	Dividend paid
	560

	Net income available
	3554.465



	Balance sheet of Wales Plc. 

	As on 31st December 2019

	Particulars
	Amount

	Assets:
	

	Non-current assets
	

	Land
	20000

	Building (16000-4260-320)
	11420

	Plant (25600-4960-2560)
	18080

	Total non-current assets
	49500

	Current assets:
	

	Trade receivables (8240-0.24-164.7952)
	8074.965

	Inventory
	3120

	Bank
	320

	Total current assets
	11514.96

	Total assets
	61014.96

	
	

	Liabilities and equity:
	

	Current liabilities:
	

	Trade payables
	4480

	Outstanding insurance fees
	0.5

	Income tax liability
	1600

	Total current liabilities
	6080.5

	Non-current liabilities:
	

	12% debentures 2024
	4000

	Total non-current liabilities
	4000

	Total liabilities
	10080.5

	Equity:
	

	Ordinary shares
	29000

	Share premium
	5000

	Retained profits
	11934.46

	Revaluation reserve
	5000

	Total equity
	50934.46

	Total liabilities and equity
	61014.96





Working notes:
	Cost of sales

	Particulars
	Amount

	Depreciation on plant
	2560

	Others
	16220

	Total cost of sales
	18780



	Administration expenses

	Particulars
	Amount

	Depreciation on building
	320

	Others
	2920

	Bad debts
	0.24

	Allowance for receivables
	164.7952

	Outstanding insurance fees
	0.5

	Total administration expenses
	3405.535
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	Particulars
	Formula
	2018
	2019

	Return on capital employed
	Net profit/capital employed*100
	18.3/(293.8-148.4)
	12.9/(286.1-151)

	
	
	12.59%
	9.55%

	
	
	
	

	Return on equity
	Net profit/total equity*100
	18.3/80.3
	12.9/93.2

	
	
	22.79%
	13.84%

	
	
	
	

	EPS
	Net profit/Total shares
	18.3/17.8
	12.9/17.8

	
	
	1.03
	0.72

	
	
	
	

	Gross profit margin
	Gross profit/sales*100
	186.9/486.8
	191.8/501.3

	
	
	38.39%
	38.26%

	
	
	
	

	Asset turnover
	Sales/Total assets
	486.8/293.8
	501.3/286.1

	
	
	1.66
	1.75

	
	
	
	

	Stock holding period
	(Inventory/cost of sales)*365
	(41.1/299.9)*365
	(38.8/309.5)*365

	
	
	50.02
	45.76

	
	
	
	

	Debtors collection period
	(Debtors/sales)*365
	(114.7/486.8)*365
	(114.9/501.3)*365

	
	
	86.00
	83.66

	
	
	
	

	Current ratio
	Current assets/current liabilities
	156.5/148.4
	153.9/151

	
	
	1.05
	1.02

	
	
	
	

	Gearing ratio
	debt/total equity
	65.1/80.3
	41.9/93.2

	
	
	0.81
	0.45

	
	
	
	

	Interest cover
	EBIT/Interest expense
	29.7/3.5
	23/0.2

	
	
	8.49
	115.00
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The performance and position of Jerry Plc. are to be evaluated and for that, the ratios have been calculated above. Several ratios are involved which will help in making the appropriate evaluation in all the areas which are involved in the business. The investment analysis will be made with the help of return on equity which is declining from 22.79% to 13.84% and shows that adequate return is not made. The return on capital employed has also reduced and with that, the earning per share are affected in an adverse manner (Babalola and Abiola, 2013). This is reducing and will affect the investors in a negative manner. 
The asset turnover is increasing which shows the efficient utilization of the resources by the company. The decline in inventory is positive and with that, the collection period of the company is also reducing from 86 to 83.66 days which shows an improvement of the company in making a collection. Jerry Plc. is having an appropriate level of efficiency maintained and that is good for it in making better performance. 
The liquidity of the company is declining from 1.05 to 1.02 and that is not appropriate. The company will face difficulties in meeting the urgent needs and for that, it is required to make an increase in the current assets maintained (Delen, Kuzey and Uyar, 2013). The gearing position of the company is improving as there is reduced in the ratio from 0.81 to 0.45 and this shows the decline in the debts and it saves the cost. By that, the interest cover is also increasing from 8.49 to 115 which shows the company’s efficiency in meeting interest costs and this is because of a reduction in interest cost. 
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The financial statements are used by various users and the main among them are as follows:
Investors: They are the ones who are either shareholders currently or are willing to make an investment in the company. Before taking any decision, they need to evaluate the investment and the gain which will be made with the help of it. The financial statements provide all the relevant information which will help them in taking the final decision and will attract more investors to make the investment in the company. 
Government: There are certain rules and regulations which are involved and are required to be followed by the company (Mardini, Crawford and Power, 2015). The taxes on the income are required to be paid on a regular basis and this will be evaluated by the government with the help of financial statements that are prepared.
Company management: In the accounts, there is various type of information which is involved and will help in making the evaluation. All the areas such as profitability, liquidity, and gearing position will be identified by management which will help in taking the decisions to make further improvements. 
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In financial reporting, there are various regulations which are followed and in that there are various advantages and disadvantages which are involved. With the help of the regulations, there will be the preparation of one report, and it will save the time and cost of the preparer involved in making various reports. This will also be useful for the users as now the same format will be applicable for all and this will make the comparison easier for them (Brochet, Jagolinzer and Riedl, 2013). There will be global stability which will be involved with the high regulations. 
There are various small businesses involved and the cost of implementing the regulations will increase their cost. This will not be in the interest of them as the overall performance will be affected by the increased cost. The users will be required to have complete knowledge in order to understand such reports. By this, the less educated users will find it difficult to understand and use the report in an efficient manner. 
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In making the financial statements there are various limitations that are faced and the most important is the use of the historical data. The future aspects are not considered, and every information is based on past performance (Hong, Anh and Tran, 2018). The position reflected by the financial statements is on the specific date and there are various changes that take place after that which are not recorded. In the statements, only financial information is used, and non-financial aspects are completely ignored which affects the complete evaluation. 
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