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QUESTION 1
Wales plc’s income statement for the year ended 31st December 2019
	Particulars
	Amount
	Amount

	Sales (A)
	 
	30300000

	Cost of sales
	16220000
	 

	Less: Depreciation on plant (25600000*10%)
	2,560,000
	 

	Total cost of sales (B)
	 
	13,660,000

	Gross profit (A - B)
	 
	16,640,000

	Administrative expenses:
	 
	 

	Administrative expenses
	2920000
	 

	Add:  Insurance fees
	500
	 

	Add:  Irrecoverable debt
	240
	 

	Add:  Allowance for receivables (2% of 8240000)
	164800
	 

	Add: Depreciation on Buildings (16000000*2%)
	320000
	 

	Total Administrative expenses
	 
	3405540

	Distribution expenses
	 
	2160000

	Operating profit
	 
	11,074,460

	Income tax liability
	 
	1600000

	Profit
	 
	9,474,460


Statement of Financial Position for the year ended 31st December 2019

	Particulars
	Amount
	Amount

	ASSETS
	 
	 

	Non current assets:
	 
	 

	Land
	 
	20000000

	Plant
	25600000
	 

	Accumulated depreciation
	4960000
	 

	Total plant amount
	 
	20640000

	Building
	16000000
	 

	Buildings accumulated depreciation
	4260000
	 

	Total building amount
	 
	11740000

	 
	 
	52380000

	Current assets:
	 
	 

	Trade receivables 
	8240000
	 

	Less: Allowance for receivables
	164800
	8075200

	Inventory at 31 December 2019
	 
	3120000

	Bank
	 
	320000

	 
	 
	11515200

	Total assets
	 
	63895200

	EQUITIES AND LIABILITIES
	 
	 

	Stockholder's equity:
	 
	 

	£1 ordinary shares
	 
	29000000

	Share premium
	 
	5000000

	Retained profits at 1 January 2019 
	 
	8380000

	12% debentures 2024
	4000000
	 

	Less: Debenture interest paid
	240000
	 

	 
	 
	3760000

	Profit
	 
	9,474,460

	Dividends paid
	 
	560000

	 
	 
	56174460

	Current liabilities:
	 
	 

	Trade payables
	 
	4480000

	Non Current liabilities:
	 
	 

	Depreciation on plant
	2,560,000
	 

	Depreciation on building
	320000
	 

	Total depreciation
	 
	2,880,000

	Suspense Account
	 
	360740

	Total equities and liabilities
	 
	63,895,200


QUESTION 2

(a) Calculating the ratios for Jerry plc for both 2019 and 2018

1. Return on capital employed

*All amounts in £m

	 
	2018
	2019

	Formula: Operating profit / Capital employed

	Capital employed = Total assets - current liabilities

	Operating profit
	29.7
	23

	Total assets
	293.8
	286.1

	Current liabilities
	148.4
	151

	Capital employed
	145.4
	135.1

	ROCE
	0.20426
	0.170244


2. Return on equity

	 
	2018
	2019

	Formula: Net profit / Shareholder's equity

	Net profit
	18.3
	12.9

	Equity
	80.3
	93.2

	Return on equity
	0.2279
	0.138412


3. EPS 

	 
	2018
	2019

	Formula: Net profit / Outstanding shares

	Net profit
	18.3
	12.9

	Outstanding shares
	17.8
	17.8

	EPS
	1.02809
	0.724719


4. Gross profit margin 

	 
	2018
	2019

	Formula: Gross profit / sales * 100

	Gross profit
	186.9
	191.8

	Net sales
	486.8
	501.3

	Gross profit margin 
	38.39%
	38.26%


5. Asset turnover 

	 
	2018
	2019

	Formula: Net sales / Average total assets

	Net sales
	486.8
	501.3

	Average total assets
	293.8
	286.1

	Asset turnover 
	1.65691
	1.752185


6. Stock holding period 

	 
	2018
	2019

	Formula: Average inventory / cost of goods sold * 365

	Average inventory
	41.1
	38.8

	Cost of goods sold
	299.9
	309.5

	Stock holding period 
	50.0217
	45.75767


7. Debtors collection period 

	 
	2018
	2019

	Formula: Trade debtors / Revenue * 365

	Trade debtors
	114.7
	114.9

	Revenue
	486.8
	501.3

	Debtors collection period 
	86.0014
	83.65949


8. Current ratio 

	 
	2018
	2019

	Formula: Current assets / current liabilities

	Current assets
	156.5
	153.9

	Current liabilities
	148.4
	151

	Current ratio 
	1.05458
	1.019205


9. Gearing 

	 
	2018
	2019

	Formula: Total debt / (Debt + Equity)

	Debt
	213.5
	192.9

	Debt + Equity
	293.8
	286.1

	Gearing 
	0.72668
	0.67424


10. Interest cover

	 
	2018
	2019

	Formula: Operating income (EBIT) / Interest expense

	Operating income (EBIT)
	29.7
	23

	Interest expense (finance cost)
	3.5
	0.2

	Interest cover
	8.48571
	115


(b) Discussing situation of Jerry Plc revealed by the ratios of this company 

Jerry Plc is a large scale organisation and this assumption is made by looking at the turnover of this company. After calculating the financial ratios of this company, there are various aspects and observed which are analysed as follows;

The current liquidity position of Jerry Plc is continuously degrading as this company facing high current debts and low assets. This revelation is evident by the current ratio of this company which has been decreased from 1.05:1 to 1.01:1. This implies this company is not efficient when it comes to pay off their current liabilities as they have less liquid assets (Atrill, McLaney and Harvey, 2014). Another revelation is supported by the return on equity ratio. This disclosure states that Jerry limited is unable to return appropriate value to their stakeholders against the equity which they are contributed in this business. The ratio of return on equity shows that this ratio decreased from 0.22 (2018) to 0.13 (2019). These two ratios are crucial for analysis as these ratios shows the returns which company is providing to their debtors and shareholders against their contribution. 
The aspect or element analysed from the above ratios is profitability of Jerry Limited. From the gross profit ratio of this company, it has been seen that the gross profit margin of this company is decreasing as it was 38.39% in 2018 and 38.26% in 2019. By observing this reducing ratio, it is clear that the company has crossed its maturity stage and it has started to face decline in market. The capital employed ratio as well is reflecting the decreasing trend which even evident the disclosure made above. 
Every organisation’s financial performance and ability to grow in market is judged by several ways (Atrill and Lindley, 2019). Out of these ways, the way to ascertain earning per share is most effective as it helps to determine organisation’s ability to effectively use the capital gained by them. The EPS ratio of Jerry Limited was 1.02 in 2018 which reduced to 0.72 in 2019. This reduction in earning against each share implies that the company is not able to use their procured and owned capital effectively which also levies that this company is not suitable for investors to invest shares of such organisation (Loughran and McDonald, 2016). 
It has already analysed in above evaluation that the debt position of Jerry Limited is not sound as it is unable to pay off its liabilities due to low liquidity. Even after having a weak debt position, the debtor’s collection period of this company is reducing which implies that this company is unable to effective pay off its debts but then also they are paying their debtors even before time (Cockcroft and Russell, 2018). This revelation is evident by the debtor’s collection period which was 89 days in 2018 but reduced to 83 days in 2019. 
Besides all the ratios above there are few other ratios as well. The ratio analysis above concludes that the company is unable to match is historic performance in 2019 which can be caused due to economic instability and BREXIT movement. Considering all the factors, Jerry limited is not in a position to provide reliable returns to their investors.  

QUESTION 3

(a) User groups of company accounts and their interested in the information provided in financial statements

There are various user groups of an organisation’s financial accounts, among these groups Financial institutions, Managers and Prospective investors are selected for analysis.
Financial institutions – Every organisation requires capital to effectively operate in market; there are various sources to gain capital and financial institutions is one of them. Financial institutions or simply put banks are the organisations which decide whether or not loans should be provided to the company. This decision is taken by banks after effectively analysing the financial statements of the company to determine whether the company is in position to pay off their due loan (Phillips, Libby and Libby, 2011). 
Managers – Another user group is the managers who are the superior employees of an organisation. This user group uses financial statements of the company to analyse their financial position so that they can make strategy and plans for that company. Financial statements help to know the areas which are strong and weak for the company and these areas are considered while developing organisational plans for future. The financial statements used by this user group is income statements and the notes of financial statements (Porter, 2019). 
Prospective investors – They are also an important user group to consider as this group decides whether or not it is viable to invest in a company by looking at their financial statements. By using the financial statements, potential investors ascertain return on equity and debt equity ratios which helps them to determine the position of the company to provide a viable return to investors against their contribution in the organisation. The financial statements majorly used by such user group is balance sheet as it has information regarding debts and equities (Porter and Norton, 2012). 
All three user group discussion presented are the interested groups who has significant interest in financial statements of an organisation.  
(b) Advantages and disadvantages of a highly regulated financial reporting regime
Financial reporting is a concept which regulate the process of developing financial statements. This reporting regime is highly regulated which results in certain advantages and disadvantages which are analysed below:
Advantages:

Fulfils regulations – There are certain boards and standards which regulate the organisations to develop financial reports and standards in a certain way and these boards and standards includes IASB and IFRS. By following the principles and standards of such boards, an organisation gains benefit of fulfilling their legal requirements. This benefit is for the preparer of financial statement.  
Decision making –  Another benefit of highly regulated financial reporting regime is that it helps in decision making process (Schroeder, Clark and Cathey, 2019). By following all the regulations, a uniformity can be maintained in the financial accounts of all the company’s accounts. This uniformity helps the users to easily and effectively compare financial position and performance of companies and they can decide in which company, it is viable to invest. 
Disadvantages:

Cost and time - A highly regulated financial reporting regime involves development of financial statements using various regulations and standards. In order to develop effective financial standards and reports, it is important to hire skilled financial analyst that require both high costs and time. So, it can be said that highly regulated reporting results in usage of high time and cost which is a disadvantage for preparer.

Neglect Qualitative Information – Highly regulated financial reporting regime includes various rules and regulations and one of them is that financial statements will only include numeric or quantitative information. This results in disadvantage for users of such statements and reports as they cannot procure some qualitative information which could have been a great source of decision making (Chaney, Gunn and Jeter, 2020). 
(c) Limitations of financial statements
The financial statements are a document which is prepared by a business organisation to record their monetary information periodically so that it can be used by its internal and external user. Internal users use such statements to make strategy and plans for the growth of organisation and external parties use such statements to judge the financial performance and position of the organisation. Major financial statements which are prepared by business organisations include Balance sheet, Income statement, Cash flow statement, Changes in equity statement and comprehensive income statement. There are various limitations of such financial statements both to the users and to the preparer; some of these limitations are analysed below:
Subject to fraud – In order to gain higher investments and borrowings, the business organisation can itself overstate their profits and revenues. By this, it can be said that financial statements are subject to fraud and they can be used for fraudulent activities that will put interest of investors at stake (Smith and Urquhart, 2018).  
Intangible assets – Financial statements are the documents which records assets which can be seen or touched but there are few intangible assets as well that cannot be touched or seen but are possessed by organisation and they have high value; such assets include brand loyalty, goodwill and more.  
Historical costs – Assets which are purchased or possessed by business organisation are recorded with the cost at which they are purchased. Even after years of asset usage, these are recorded with historical costs only and not the current market price of such assets which creates inaccuracies in books of accounts. 
Non financial issues – All major financial statements only include monetary information and neglects potential non financial or qualitative information and issues. Due to this, non financial issues are not considered by users while making decisions for investment (Ding, Hellmann and De Mello, 2017). 
REFERENCES
Books and Journals
Atrill, P., McLaney, E. and Harvey, D., 2014. Accounting: An Introduction, 6/E (Vol. 6). Pearson Higher Education AU.

Atrill, P. and Lindley, L. eds., 2019. Issues in Accounting and Finance. Routledge.
Chaney, P.K., Gunn, R.N. and Jeter, D.C., 2020. Implications of Changes in GAAP for Business Combinations (and Goodwill) on Accounting and Finance Research. The International Journal of Accounting, p.2050006.
Cockcroft, S. and Russell, M., 2018. Big data opportunities for accounting and finance practice and research. Australian Accounting Review. 28(3). pp.323-333.

Ding, Y., Hellmann, A. and De Mello, L., 2017. Factors driving memory fallibility: A conceptual framework for accounting and finance studies. Journal of Behavioral and Experimental Finance. 14. pp.14-22.

Loughran, T. and McDonald, B., 2016. Textual analysis in accounting and finance: A survey. Journal of Accounting Research. 54(4). pp.1187-1230.

Phillips, F., Libby, R. and Libby, P.A., 2011. Fundamentals of Financial Accounting. New York, NY: McGraw-Hill Irwin.

Porter, G.A. and Norton, C.L., 2012. Financial accounting: The impact on decision makers. Cengage Learning.

Porter, J.C., 2019. Beyond debits and credits: Using integrated projects to improve students’ understanding of financial accounting. Journal of Accounting Education. 46. pp.53-71.

Schroeder, R.G., Clark, M.W. and Cathey, J.M., 2019. Financial accounting theory and analysis: text and cases. John Wiley & Sons.
Smith, S.J. and Urquhart, V., 2018. Accounting and finance in UK universities: Academic labour, shortages and strategies. The British Accounting Review. 50(6). pp.588-601.

