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QUESTION 1 – Income Statement and Statement of Financial Position
Wales Plc
Income Statement for the period ended 31st of December 2019
	
	£’000

	                                  Revenue
	30,300

	                                 Cost of sales
	(18,780)

	                                 Gross profit
	11,520

	                                Distribution costs
	(2,160)

	                                Administration expenses
	(4,140)

	                                Operating profit
	5,220

	                                Finance costs
	(480)

	                                Profit before tax
	4,740

	                               Taxation
	(1,600)

	                               Profit for the period
	3,140











Workings: 

Cost of sales:
                                                                                      £’000                 £’000
Cost of sales                                                                        16,220
Depreciation – plant(10%x25,600)                                 2,560
Total                                                                                                               18,780

Administration cost:
                                                                                      £’000                 £’000
Administration expense                                                   2,920
Depreciation – buildings(2%x16,000)                             320                
Irrecoverable debt                                                             240
An allowance for receivables (8,240-240)x2%              160      
Outstanding insurance fee                                               500
Total                                                                                                                 4,140

Financial cost:
                                                                                      £’000                 £’000
Debenture interest paid                                           240
Outstanding                                                                240
Totals                                                                                                    480




      
               


Wales Plc
Statement of Financial Position as at 31st of December 2019

	                                                     
                                                     ASSETS
	£’000
	£’000

	                                                    Non-current assets
	
	

	                                                    Land
	20,000
	

	                                                    Buildings
	11,420
	

	                                                    Plant
	18,080
	

	                                                    Total
	49,500
	

	                                                    Current assets
	
	

	                                                     Inventories
	3,120
	

	                                                    Trade receivables
	7,840
	

	                                                     Bank
	320
	

	                                                     Total
	11,280
	

	                                                    Total assets
	
	60,780

	                                                     LIABILITIES
	
	

	                                                     Current liabilities
	
	

	                                                     Trade payables
	4,480
	

	                                                     Tax liability
	1,600
	

	                                                     Outstanding insurance fee
	500
	

	                                                      Unpaid interest
	240
	

	                                                      Total
	6,820
	

	                                                      Non-current liabilities
	
	

	                                                      12% debenture
	4,000
	

	                                                      Total 
	4,000
	

	                                                    EQUITY
	
	

	                                                      Share capital - £1 ordinary shares
	29,000
	

	                                                       Share premium
	5,000
	

	                                                        Revaluation surplus
	5,000
	

	                                                        Retained earnings
                                                   Total equity                                                                                       
	10,960
49,960
	

	                                                Total liability and equity 
	
	60,780



















Workings:

Buildings
                                                              £ ‘000
Cost of building                                  16,000
Depreciation (4,260+320)                (4,580)
Total                                                     11,420

Plant
                                                              £ ‘000
Plant                                                     25,600
Depreciation (4,960+2,560)             (7,520)
Total                                                     18,080

Trade receivables:
                                                              £ ‘000
Trade receivables                                 8,240
Allowance for receivables                 (160)
Irrecoverable debt                              (240)
Total                                                     7,840

Retained profit :
                                                                               £ ‘000
Retained profit at 01/01/2019                         8,380
Profit of this year                                               3,140
Total                                                                    11,520
Dividend paid                                                    (560) 
Retained profit at 31/12/2019                       10,960
QUESTION 2 – Ratio calculation and analysis
(a)
1. Return on capital employed 
Operating profit         
 Assets employed
Assets employed = total assets – current liabilities 
2019                                                                                          2018
23.0/(286.1-151.0)= 0.1702                                                29.7/(293.8-148.4)= 0.2043

2. Return on equity
     Net Income                      
Average Shareholders equity
2019                                                                                          2018
12.9/93.2 = 0.1384                                                                  18.3/80.3 = 0.2279

3. Earnings per share 
                         Earnings/Net income                              .
Number ordinary share ranking for dividend
2019                                                                                          2018
12.9/17.8=0.7247                                                                  18.3/17.8=1.0281

4.Gross profit margin
Gross profit
Sales
2019                                                                                          2018
191.8/501.3=0.3826                                                            186.9/486.8=0.3839




5.Asset turnover 
Revenue                        
Assets
2019                                                                                        2018
501.3/286.1=1.7522                                                         486.8/293.8=1.6569

6.Stock holding period
   Inventory      X  365   
Cost of sales
2019                                                                                        2018
38.8/309.5*365= 46 days                                                   41.1/299.9*365= 50 days

7. Debtors collection period
Trade receivables  X  365   
Sales revenue
2019                                                                                     2018
114.9/501.3*365 = 84 days                                            114.7/486.8*365 = 86 days

8. Current ratio
Current assets  
Current liabilities
2019                                                                                      2018
153.9/151=1.02                                                                  156.5/148.4=1.06

9. Gearing ratio
  Total  Debt        
Total Equity
2019                                                                                        2018
(151+41.9)/93.2 = 2.07                                                      (148.4+65.1)/80.3 = 2.66


10. Interest cover
Profit before interest
Interest
2019                                                                                              2018
23/0.2=115                                                                                 29.7/3.5=9

(b) It appears that there is a decrease in return on capital employed and decrease in gross profit margin since Jerry Plc have marketed their product in America.
Difficulties could be due to change of the market.
There is an increase in cost of sales which caused a drop in net operating income.
Stock holding period has decreased. This could be due to change in production methods.
Debtors collection period is reducing which indicates an increasing efficiency.
Current ratio is lower than the previous year but it is still over 1 which means that company is in a good position to meet short-term liabilities with short-term assets. This could be due to expansion. 
Gearing has decreased due to retained profits. Company has a small proportion of dept vs equity.
Interest cover has significantly increased which indicates a better financial health meaning that company is more capable meeting its interest obligation from operating earnings.














QUESTION 3

(a) 
 Several group users of financial information have an interest to accounting information related to a business. Most of these group users are outside of the business such as investors, competitors, suppliers, lenders, government, customers etc. 
Users can be classified into internal and external users. Internal users are related to company’s operations such as managers, they use accounting information for planning, controlling, decision making and to improve operations productivity. External users are not related to company’s operations, they can be classified as users with direct financial interest – owners, investors, creditors and users with indirect financial interest such as employees, government, customers etc. Financial accounting provides external users with timely and relevant financial information for economic decisions. Financial information includes financial statements and financial reports. 
Competitors use financial information to evaluate their own performance in order to assess and improve their ability to meet customer’s needs.  Competitors compare their performance with other companies in order to improve competitiveness and develop new strategies. Competitors assess other company’s financial strength to identify any changes related to market expansion and raising profitability. 
Employees use financial information to assess company’s profitability and stability and whether to continue working for the company and get rewarded for doing so. Employees are interested in company’s financial position in order to assess any further career development opportunities, increase in salaries and employee benefits.
Government uses financial statements to determine if the business should pay tax and if so that the appropriate amount of taxes is paid. Government uses financial information to identify if financial support is needed and also to keep a track of company’s economic progress. 








.

(b)
Types of regulations are statute, stock exchange, financial reporting council and international regulation.



(c) 
Financial statement is a written record that provides financial information about activities, status and condition of a business. Financial statements include income statement, statement of financial position and cash flow statement. Often these statements are used to analyse the performance and the position of a business. However, there are limitations to these financial statements that every user needs to be aware before making a financial decision.
First, we need to look at the quality of these statements. There is limited information available and sometimes statements of financial position do not include all resources controlled by the business as they do not meet the definition of an asset.
There is no standard of accounting policies around the world. If company operates in more than one country there might be a conflict as there are no uniform accounting policies.
Financial statements do not consider the effect of the inflation on the assets and liabilities, which is problem for most of the countries. The inflation affects the reported value of assets, profit and cost of sales.
Limited time period is another limitation of the financial statement. Looking at a particular period of time can be misleading information due to seasonal changes to business and financial position changes with every transaction on daily basis. 
Historical cost is also a limitation of the financial statement. The market value of assets and liabilities change with time and become out of date. Depreciation charge is low, lower cost leads to a higher profit so comparison is not possible.
Ratios do not always show the whole picture of business performance when comparing one figure with another, this only measures relative performance and position. 
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