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Below is the preparation of Income Statement of Wales plc’s for the year ended 31st December 2019.
	Income Statement of Wales plc
As on December 31, 2019
	£
	£

	
	
	

	Revenue from sales
	
	30300

	Less: Expenses
	
	

	Cost of sales
	18780
	

	Gross profit
	
	11520

	Less: Overhead Expenses
	
	

	Administration expenses
	4144.8
	

	Depreciation
	2880
	

	Distribution expenses
	2160
	

	Earnings Before Interest and Tax (EBIT)
	
	2335.2

	Less: Interest 
	240
	

	Earnings Before Tax (EBT)
	
	2095.2

	Less: Tax 
	1600
	

	Net Profit
	
	495.2



The calculation of depreciation is presented below.
Journal entries of depreciation of plants and buildings are posted below.
	Particulars
	Amount
	Amount

	Depreciation a/c … Dr.
	2560
	2560

	Accumulated depreciation a/c ... Cr.
	
	

	(Depreciation of plant)
	
	

	Depreciation a/c … Dr.
	320
	320

	Accumulated depreciation a/c ... Cr.
	
	

	(Depreciation of building)
	
	



So, total amount of depreciation = (2560 + 320) = 2880.
Plant’s current valuation = (25600 - 2560 - 4960) = 18080
Building’s current valuation = (16000 - 4260 - 320) = 11420

The calculation of administrative expenses is below.
Administration expenses = (2920+ 500 + 320 + 164.8 + 240) = 4144.80

The calculation of the trade receivable is below.
2% allowance on trade receivable = [8240 * 2%] = 164.8 (Rahayu and Martanti, 2020)
Trade receivable’s current valuation = (8240 - 164.8 - 240) = 7835.2

The calculation cost of goods sold is below.
Cost of sales = (16220 + 2560) = 18780

Below is the presentation of the Balance Sheet of Wales Plc as on31st December 2019 (Naseem et al., 2017).

	Wales plc
Balance Sheet as on December 31, 2019

	

	Assets
	£
	£
	Liabilities
	£
	£

	Fixed Assets:
	
	
	Equity Capital:
	
	

	Building
	11420
	
	Share premium
	5000
	

	Land
	20000
	
	Revaluation surplus
	5000
	

	Plant
	18080
	
	£1 ordinary shares
	29000
	

	Total Amount of Fixed Assets
	
	49500
	12% Debenture
	4000
	

	Current Assets:
	
	
	Retained profits
	8380
	

	Cash at bank
	320
	
	Total Amount of Equity Capital
	
	51380

	Inventory
	3120
	
	Current Liabilities:
	
	

	Trade receivables
	7835.2
	
	Income tax payable
	1600
	

	Total Amount of Current Assets
	
	11275.2
	Trade payables
	4480
	

	
	
	
	Accumulated depreciation
	2815.2
	

	
	
	
	Outstanding Insurance fees
	500
	

	
	
	
	Total Amount of Current Liabilities
	
	9395.2

	The total amount of assets
	
	60775.2
	The total amount of Stockholders equity and current liabilities
	
	60775.2
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Below is the ratio analysis of Jerry plc for both the year of 2019 and 2018.
1.
2019
Return on capital employed    = Earnings Before Interest and Tax / Capital employed
                                            	= 23 / 135.1
                                            	= 0.17024
Here, Capital employed    	= Total assets - current liabilities
        		= 286.1 - 151
        				= 135.1
2018
Return on capital employed    = Earnings Before Interest and Tax / Capital employed
                                            	= 29.7 / 145.4
                                            	= 0.20426
Here Capital employed    	= Total assets - current liabilities
        		= 293.8 - 148.4
        				= 145.4
2019
Return on equity     	= Net income / Shareholder’s equity (Kourtis, Kourtis and Curtis, 2019)
                                	= 12.9 / 93.2
                                	= .1384
Here Shareholder’s equity   	= Retained earning + Share capital 
                                	= 17.8 + 57.2 + 18.2
                                		= 93.2
2018
Return on equity     	Net income / Shareholder’s equity
                                	= 18.3 / 80.3
                                	= .2279
Shareholder’s equity   = Share capital + Retained earning
                                	= 17.8 + 57.2 + 5.3
                                	= 80.3
3.
2019
EPS 	= Net income / Outstanding shares (Total number)
        	= 12.9 / 17.8
        	= 0.7247
2018
EPS 	= Net income / Outstanding shares (Total number)
        	= 18.3 / 17.8
        	= 1.0281
4.
2019
Gross profit margin 	= (Gross profit / Revenue) * 100 (Chalu and Lubawa, 2018)
                                	= (191.8 / 501.3) * 100
                                	= 38.2605
2018
Gross profit margin 	= (Gross profit / Revenue) * 100
                                	= (186.9 / 486.8) * 100
                                	= 38.3936
5.
2019
Asset turnover = Net sales / average total assets
                    	= 501.3 / 289.95
                    	= 1.7289
Here Average total assets = (Previous year’s total assets + Current year total assets) / 2 ()
                                	= (293.8 + 286.1) / 2
                                	= 289.95
2018
Asset turnover = Net sales / average total assets
                    	= 486.8 / 146.9
                    	= 3.3138
Here, Average total assets = (Previous year’s total assets + Current year total assets +) / 2
                                	= (0 + 293.8) / 2
                                	= 146.9
Due to the unavailability of data, the total amount of assets for the year 2017 is considered as 0.
6.
2019
Stock holding period   = (Inventory / Cost of sales) * 365
                                	= (38.8 / 309.5) * 365
                                	= 45.7577
2018
Stock holding period   = (Inventory / Cost of sales) * 365
                                	= (41.1 / 299.9) * 365
                                	= 50.0217
7.
2019
Debtors collection period   	= (Trade receivables / Sales) * 365
                                            	= (114.9 / 501.3) * 365
                                            	= 83.6595
2018
Debtors collection period   	= (Trade receivables / Sales) * 365
                                            	= (114.7 / 486.8) * 365
                                            	= 86.0014
8.
2019
Current ratio   = Current assets / Current Liabilities
                    	= 153.9 / 151
                    	= 1.0192
Here, Current assets = (trade receivable + Inventory + Cash)
			= 114.9 + 38.8 + 0.2
			= 153.9
And Current Liabilities 	= (Trade payables + Other creditors) 
= (84.1 + 66.9)
= 151.0
2018
Current ratio   = Current assets / Current Liabilities
                    	= 156.5 / 148.4
                    	= 1.0546
Here, Current assets = (trade receivable + Inventory + Cash)
			= (114.7 + 41.1 + 0.7)
			= 156.5
And Current Liabilities = (Trade payables + Other creditors)
			= (75.8 + 72.6)
			= 148.4
9.
2019
Gearing ratio   = Total debt / Shareholder’s equity
                    	= 192.9 / 93.2
                    	= 2.0697
Here, Total debt 	= (Long term loans + Current liabilities) 
= (41.9 + 151.0) 	
= 192.9
2018
Gearing ratio   = Total debt / Shareholder’s equity
                    	= 213.5 / 80.3
                    	= 2.6588
Here, Total debt 	= (Long term loans + Current liabilities) 
			= (65.1 +148.4)
			= 213.5
10.
2019
Interest cover = EBIT / Cost of interest
                    	= 23 / 0.2
                    	= 115
2018
Interest cover = EBIT / Cost of interest
                    	= 29.7 / 3.5
                    	= 8.4857
(b)
1. Return on capital employed
Per dollar profitability of Jerry plc can be measured by the ratio of return on capital employed (Jayawardhana, 2016). ROCE of 2018 and 2019 is 0.20 and 0.17 respectively which displays that the company was more proficient in 2018 in generating more profits out of 1-dollar capital investment.
2. Return on equity
Profit generating capabilities of management through the utilization of shareholder's investment can be measured by the ratio of ROE. ROE of 2018 (.2279) indicates that profitability was higher in 2018. Although both the years were able to pay off the total cost of capital as ROE of both the year is more than 10%.
3. EPS
EPS is a crucial performance measurement ratio which reveals that 2018 was more profitable in terms of revenue earned per outstanding shares.
4. Gross profit margin
Management was more efficient in managing COGS in 2018 as the gross profit margin is higher in 2018 compared to 2019.
5. Asset turnover
The value of the asset turnover ratio in 2019 was 1.7289 and in 2018 it was 3.3138. The above value reveals that 2018 was more productive in terms of generating revenue from assets.
6. Stock holding period
The average time period of stock holdings of Jerry plc can be ascertained through the ratio of the stock holding period. Production management of Jerry Plc was more proficient in 2019 in stock management and the risk of obsolescence was much lower compared to 2018.
7. Debtors collection period
Debtor's collection period of 2018 and 2019 was 86.0014 and 83.6595 respectively. It is evident from the above data that the debt management policy and regulation were more effective and efficient in 2019.
8. Current ratio
The current ratio of 2018 is 1.0546 and 2019 is 1.0192. Differences were not high between the two consecutive year's current ratios (Willy, 2017). In both the years, the company was sufficiently liquidated to pay off the total liabilities of respective years.
9. Gearing
The gearing ratio ascertained the proportion of borrowed and equity capital and it was higher in 2018 means risk exposure was higher in 2018.
10. Interest cover
The lower value of interest cover ratio in 2018 exhibits the management's inefficiency in arranging interest for the specific period's unsettled debt.
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(a)
Financial statements are prepared to provide relevant information to users in the decision-making process. Three different user groups of financial statements are discussed below.
Managers - Management of the business is responsible for taking proper decisions in the operational process of the business. Managers of different segments of the organization critically analyze various financial statements to provide informative input in the discussion of future goal setting, budgeting and current financial condition of the organization. Financial statements also reveal information regarding the performances of each department and individual employees which assist managers to determine the areas of improvement. Based on this, managers can implement required training and other corrective measures in the process. 
Customers - Before engaging in any long-term commitment with organizations, customers tend to analyze the managerial ability of the organizations as well as the operational stability of the process (Bentley-Goode, Newton and Thompson, 2017). Customers such as resellers or distributors analyzed the financial statements to determine the ability of a manufacturing company to maintain stability in the supply chain of any specialized component.
Investors - Financial statements are immensely crucial to the probable investors of the organization to determine the viability of the organization. Declaration of profits and growth rate in the financial statements helps investors to assess the future rate of dividends of the organization. An in-depth analysis of the financial statements reveals the risk exposure of the investment decision.  

(b)
Financial statements must be prepared under a precise regulatory framework to attain the basic requirement of the user's information needs. Below are the advantages of highly regulated financial reporting.
· Maintenance of records - Appropriate way of reporting ensures the error-free records keeping policy. It decreases the dependency on the human resources for the record-keeping procedures.
· Preparation of financial statements - Efficient record-keeping in a strict regulation helps the accountant to produce relevant, accurate and informative financial statements. Financial statements include a balance sheet, profit and loss statement and income statement and these statements reveal information that is necessary to produce an effective decision.
· Comparative analysis - Efficient reporting of financial statements helps management to get a deep insight into the financial outcomes of different fiscal years. This helps management to prepare a comparative study of different time frames to assess the stability of the financial condition.
Below are the discussions on the disadvantages of highly regulated financial reporting.
· Inflexible - Strict regulations of financial reporting reduce the flexibility of the financial process. Inflexibility diminishes the agility of financial reporting.
· Reduces innovativeness - Uncompromisingness decreases the scope of innovation in the financial reporting structure which hampers the effectiveness and efficiency of the financial reports.
· Cost - High financial regulations of the organization attract higher amounts of cost due to rigorous record-keeping methods.

(c)
The disadvantages of financial statements are provided below.
· Dependent on a specific time frame - Financial statements are prepared on the basis of a specific fiscal year. However, the financial analysis of a particular year does not provide a conclusive view of the financial health of the organization. For a detailed view, statements of multiple years must be considered.
· Intangible assets are ignored - Procedures of financial statements do not consider any intangible assets as organizational assets but consider the expenses in the profit and loss statements or in the income statements (Danişman, 2018). It does not represent the original value of organizations which produces a substantial amount in developing goodwill or brand values.
· Ignore the impact of inflation - Financial statement structure does not consider the inflation rate in the valuation of assets. As a result, it presents a comparatively lower amount of liabilities and assets in the balance sheet at the time of high inflation and vice versa.
· Based on historical cost - Transactions of financial statements are recorded at their cost price. Balance sheets may provide misleading and irrelevant information to the users because of the more dependency on the historical cost.
· Do not predict future value - Financial statements are completely based on either historical data of the previous year or include the organizational financial condition of a particular time frame. However, it fails to meet the information requirement of future value projection of any financial component.
· Unverified data - Unaudited data of financial statements present unverified accounting information that does not ensure the compliance of accounting policies, controls and regulations.
· Disregards non-financial factors - Non-financial factors such as external environmental factors, environmental attentiveness is not inclusive in the financial statements. 
· Fraud - Management can window dress the operational as well as the overall financial results of the organization in order to represent better financial health of the organization. This act will surely be misleading while taking any significant decisions.
· Difficulties in comparing with industrial performance - Different organizations use different accounting procedures in preparing their accounting statements. Hence, it is not always possible to compare the financial outcomes of different companies of the same industry through the comparison between their financial statements. 
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