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Executive Summary
According to the requirement, this report is divided into three different parts where in the first part it is presenting the financial statement presentation of a business for the present financial year. In the next it is providing proper financial statement analysis along with the using of ratio computation, which is suggesting that the business needs to restructure their performance positively with basic intentions of growing business capacities positively.  At the end it is enumerating the general theoretical concepts related to financial statement oriented for efficient business performance realisation. 
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[bookmark: _Toc48044898]Introduction 
According to fundamental guidelines issued under the provision of GAAP and Standards provided by IFRS, some essential accounting principles and formations are required to be maintained during presentation of business financial statements. Even for evaluating the growth of finance some relevant evaluating tools are also applicable with the efficient use of which the evaluators can realise the financial growth level in a significant manner (Karaawy and Baaj, 2018). This report is applicable for enumerating the financial performance analysis for Wales plc, financial ratio analysis for Jerry plc and also theoretical explanations related to business financial concepts. 
[bookmark: _Toc48044899]Answer for Question 1 
Computing Income Statement for Wales PLC 
In the Books of Wales PLC
Income statement
For the period ended 31-12-19
	Particulars
	Note
	Amount (‘000)
	Amount
(‘000)

	 
	 
	 
	 

	Business Revenues
	 
	 
	30300

	Less: Cost of sales volume of business
	Note 1
	 
	18780

	Gross profit
	 
	 
	11520

	Distribution expenses
	 
	2160
	 

	Administrative expenses
	Note 2
	3905
	 

	Total operating cost
	 
	 
	6065

	Operating profit
	 
	 
	5455

	12% Debenture interest
	Note 3
	480
	 

	Bad debt
	 
	240
	 

	Income Tax Payable 
	 
	1600
	 

	 
	 
	 
	2320

	Net profit
	 
	 
	3135



Significant working Notes for presenting business income statement 
Working Note 1: Cost of sales
	Particulars
	Amount (‘000)

	Cost of sales
	16220

	Add: Depreciation on Plant 
	2560

	Total Cost of sales
	18780



Working Note 2: Administrative expenses
	Particulars
	Amount (‘000)

	Administrative expenses
	2920

	Add: Depreciation on building
	320

	Add: Outstanding insurance fees
	500

	Add: Provision for bad debt
	165

	Total Administrative expenses
	3905



Working Note 3: 12% business debenture interest
	Particulars
	Amount (‘000)

	12% Debenture interest
	240

	Add: Outstanding (4000*12%)
	240

	Total debenture interest
	480





Computing Retained earnings of business 
In the Books of Wales PLC
Retained Earnings Account
For the period ended 31-12-19
	Particulars
	Amount (‘000)

	Retained profit as on 01-01-19
	8380

	Add: Net profit of business
	3135

	Add: Appreciation of business Land
	5000

	Total balance
	16515

	Less: Dividend Paid
	560

	Retained profit as on 31-12-19
	15955



Computing Balance sheet of the business 
In the Books of Wales PLC
Balance sheet 
For the period ended 31-12-19
	Particulars
	Note
	Amount
	Amount

	Non-current assets
	 
	 
	 

	Land of business
	Note 4
	20000
	

	Building of business
	Note 5
	11420
	

	Plant of business
	Note 6
	18080
	

	Total non-current assets
	
	
	49500

	 
	
	
	

	Current assets
	
	
	

	Trade Receivables 
	WN 7
	8075
	

	Inventories at 31-12-19
	
	3120
	

	Bank
	
	320
	

	Total Current assets
	
	
	11515

	Total Assets of Business
	
	
	61015

	 
	
	
	

	Current Liabilities 
	
	
	

	Trade Payable
	
	4480
	

	Outstanding Insurances
	
	500
	

	Income tax payable
	
	1600
	

	Total current assets
	
	
	6580

	 
	
	
	

	Secured Liabilities 
	
	
	

	12% debentures 2024
	
	4000
	

	Add: Debenture interest
	
	480
	

	Total Secured liabilities
	
	
	4480

	 
	
	
	

	Equity Capital
	
	
	

	Ordinary shares @ £1
	
	29000
	

	Retained profit on 31-12-19
	
	15955
	

	Share premium
	
	5000
	

	Total Business equity capital
	
	
	49955

	Total Liabilities of Business
	
	
	61015





Working Note 4: Value of business Land
	Particulars
	Amount

	Land at cost
	15000

	Add: Revaluation or appreciation of assets
	5000

	Actual volume of business Land
	20000



Working Note 5: Value of business building
	Particulars
	Amount

	Building at cost
	16000

	Less: Buildings accumulated depreciation
	4260

	Written down value
	11740

	Less: Present depreciation (16000*2%)
	320

	Actual value of Building
	11420



Working Note 6: Value of business Plant
	Particulars
	Amount

	Plant at cost
	25600

	Less: Plant accumulated depreciation
	4960

	Written down value
	20640

	Less: Present depreciation (25600*10%)
	2560

	Actual value of Plant
	18080



Working Note 7: Value of business Trade receivables
	Particulars
	Amount

	Trade Receivables 
	8240

	Less: Provision for bad debt (8240*2%)
	165

	Net Trade receivables
	8075


 
[bookmark: _Toc48044900]Answer for Question 2
In accordance with the basic requisition the application of financial ratio analysis is generally prepared for presenting the significant growth maintenance of a company through the use of general financial information (Pan, 2015). According to the assignment requisition the financial ratio of Jerry plc has been evaluated for the period of 2018 and 2019 with the basic intention of releasing financial growth. 
1. Calculation of Return on capital employed 
Formula = Profit before interest and tax / (Equity + long term loans)
[image: ]
2. Calculation of Return on equity 
Formula= Profit after tax / Equity capital 
[image: ]


3. Calculation of Earnings per share (EPS) 
Formula= Net profit after tax / No of equity shares 
[image: ]
4. Calculation of Gross profit margin	 
Formula= Gross profit / Revenues 
[image: ]
5. Calculation of Assets Turnover ratio
Formula= Revenues / Total assets 
[image: ]
6. Calculation of Stock holding period
Formula= (Inventories / Cost of sales) *365 days 
[image: ]


7. Calculation of Debtors collection period
Formula= (Trade receivables / Revenues) *365 days 
[image: ]
8. Calculation of Current ratio
Formula= (Current assets / Current Liabilities) 
[image: ]
9. Calculation of gearing ratio 
Formula= Total Debts / Equity capital 
[image: ]
10. Calculation of Interest cover ratio 
Formula= Profit before interest and tax / Financial cost (Interest)
[image: ]


Evaluation of business financial ratios and growth level 
As per the fundamental concept of business accounting application of Return on capital employed ratio is used to realise the present volume of business return capacity compared with the present equity capital and liability amount (Lisek et al. 2020). According to the present computation the overall level of ROCE for the organisation increased compared with the previous financial period. In the financial period of 2018 it was 18.01%, while in the current accounting period 2019 it was decreased to 16.87%, which means a reduction of 1.14% can be noticed. Such reduction is due to the present volume of business profit earning capacity with increased expenditure level. 
Followed the same aspect in case of business Return on Equity is also decreasing compared with the previous year and such volume is around a positive reduction of 8.95% of present business financial performances. The fundamental reason behind such decreased is due to the constant reduction of present earning capacity of the business is comparatively lower compared with the business equity capital position. Due to such earning capacity a negative impact in business is generally noticed that resulted to decrease of current market capitalisation value of business constantly (Egam et al, 2017). 
With the same prospects, the Earning per share ratio is used to understand market capitalisation value of business compared with the other business establishments (Aisah and Mandala, 2016). However, due to reduction in profitability level the overall EPS volume has also decreased and while in the previous financial year the overall volume of business EPS in 2018 was 102.80%, in the current accounting period it was decreased to 72% due to the continuous reduction of business returning capacity. If the present profit making capacity of the business is continued therefore the management will not be able to maintain an efficient market capitalisation value of the business.
Additionally the Gross profit margin is a ratio that indicates the performance of a company's sales and production. This ratio is made by accounting for the cost of goods sold, which include all costs generated to produce or provide business product or service and total revenue (Bionda and Mahdar, 2017). A higher gross profit margin indicates efficient processes in a company, while a lower ratio indicates business processes may not be as efficient as it could be. In accordance with the present computation the overall level of such ratio is also decreasing in the present financial year compared with the previous period, which is basically presenting that in the present financial period the management of the organisation needs to reduce the manufacturing cost positively for efficient cost and profit maintenance. On the contrary, the Assets Turnover ratio of the business is measuring the efficiency of a company's assets to generate revenue performances of the business. Alternatively, it measures the efficiency of a company's assets to generate revenue or sales of business in the present accounting period. Generally, a higher ratio is favoured because there is an implication that the company is efficient in generating sales or revenues. The asset turnover ratio calculates the net sales as a percentage of its total assets. However, compared with the other ratios, this specific ratio is increasing which means compared with the volume of business assets the organization gains efficient profitability (Novitasari and Herlambang, 2015). Current ratio of business is applied for releasing the present liquidity volume of business in order to pay back business liabilities. In the case of the business, while in the previous financial year 2018 such ratio of volume was present as 1.05, in the current accounting period 2019 it will decrease to 1.01. 
[bookmark: _Toc48044901]Answer for Question 3  
Part a. Applicant of financial statement 
Shareholders: Generally with the application of financial statements all the relevant details related to business financial positions including business equity capital value are also disclosed. Following the same prospect, the internal shareholders are generally recognised as the owner of business who is basically used to access such statements for recognising the present growth of business compared with the previous financial period and also enables the overall volume of business return (Bhatt, 2016). The external stakeholders before investing in this organisation used to access such statements for proper recognising of business financial capacities and market capitalisation value. 
Supplier: In accordance with the general operational structure of business whether the company is maintaining an efficient volume of liquidity for pay back outstanding amount or not, can positively recognised through financial statements. With such reports a positive financial capacity of the business can efficiently recognised. Additionally, for realising the present market capital condition this particular statement is also evaluated.
Government: The fundamental reason to access this particular statement of a business is to recognise whether the company is maintaining all the general tax provisions positively or not.  Additionally, whether the business is engaged in any kind of illegal activities or not can positively identify through such financial statements (Yeh et al. 2016). 
Part b. Advantages and disadvantages using regulated financial reporting 
Advantages: With the maintenance of efficient reporting formats a proper financial presentation can be provided to business stakeholders so that the overall business capacities and financial position can be positively evaluated.  Application of proper framework is also used to provide a positive diversified performing statement for efficient business capacity maintenance. Even applications of positive format also use the benefit of computing tax provisions and other market-oriented decisions according to business requirements (Leuz and Wysocki, 2016). 
Disadvantages: Though using of effective financial statement is applied to provide proper financial guidance however it also influences a complex financial reporting structure as it only provides importance to the monetary aspects of business only and does not provide any significance to non-monetary prospects. Additionally it is also used to make some significant issues in case of inflationary effects over business performances as it is totally based on the historical cost method instead of market valuation method (Davidson et al. 2015).
Part c. Basic limitation of business financial statement 
One of the most significant difficulties of using financial statements is related to the historical cost method that basically provide importance to the historical cost of business assets instead of present market value or written down value process. Along with this with the maintenance of such processes a business can face the issues related to non-disclosure of organisational current business worth and also the ineffective recording of initial business cost that basically influence financial burden for general activities (Robinson, 2020). On the contrary, using such statements can be easily manipulated by some potential authors in order to derive some personal benefits. 

[bookmark: _Toc48044902]Conclusion 
Based on the above discussions, it can be considered that the present management of those businesses are required to restructure their overall financial performance positively for maintaining some growth level and also increase the market capitalisation value positively. Additionally, the theoretical concept is also depicting that some significant guidelines and provisions of account are also required to be maintained for efficient business performance related to the financial aspect presentation. So the overall value of business can effectively be evaluated. 
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