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QUESTION 1


Wales plc’s
Income Statement for The Financial Year Ended on 31st December 2019

	REVENUES
	£ '000
	£ '000

	Sales
	
	30300

	
	
	

	Total Revenue
	
	30300

	
	
	

	Cost of Goods Sold
	
	16220

	Depreciation on Plant
	
	2560

	
	
	18780

	Gross Profit
	
	11520

	
	
	

	Expenses
	
	

	
	
	

	Distribution Expenses
	
	2160

	Administration Expenses
	2920
	

	Add: Depreciation on Buildings
	320
	

	Irrecoverable Debt
	240
	

	Rebate & Discount
	160
	

	Insurance Fee
	500
	4140

	Debenture Interest
	
	720

	Total Expenses
	
	7020

	
	
	

	Distributable Profit
	
	4500

	
	
	

	Dividend
	
	560

	Net Profit
	
	3940

	Current Tax
	
	1600

	
	
	

	Profit After Tax
	
	2340



Wales plc’s
Balance Sheet on 31st December 2019


	LIABILITIES
	£ '000
	Assets
	£ '000

	Share Capital
	29000
	Land
	20000

	Reserve & Surplus
	15720
	Building
	11420

	Share Premium
	5000
	Plant
	18080

	Debentures
	4000
	Inventory
	3120

	Trades Payable
	4480
	Trades Receivable
	7840

	Deb. Interest Payable
	480
	Bank
	320

	Income Tax Liability
	1600
	
	

	Insurance Fee
	500
	
	

	Total Liabilities
	60780
	Total Assets
	60780







QUESTION 2


A. Ratio Analysis for the year 2018 and 2019 For the Year 2018
Return on Capital Employed = EBIT/ Capital Employed
= 23/135.1
= 0.170244
Where,
Capital Employed = Total Assets- Current Liabilities
= 286.1-151
= 135.1
For the Year 2019
Return on Capital Employed = EBIT/ Capital Employed
= 29.7/ 145.4
= 0.204264

Where,
Capital Employed = Total Assets- Current Liabilities
= 293.8-148.4
= 145.4
For the Year 2018
Return on Equity = Net Income/ Shareholders Equity
= 12.9/93.2
= 0.138412


For the Year 2019
Return on Equity = Net Income/ Shareholders Equity
= 18.3/80.3
= 0.227895
For the Year 2018
EPS = Net profit / Shareholders Equity
= 12.9/17.8
= 0.724719
For the Year 2019
EPS = Net profit / Shareholders Equity
= 18.3/17.8
= 1.02809
For the Year 2018
Gross Profit Margin = Total Revenue- Cost of Goods Sold
= 501.3 - (38.8)
= 540.1
Where, Cost of Goods Sold = Opening Inventory + Purchases - Closing Inventory
= 0+ 0 - 38.8
= (38.8)
For the Year 2019
Gross Profit Margin = Total Revenue- Cost of Goods Sold
= 486.8 - 2.3
= 484.5

Where, Cost of Goods Sold = Opening Inventory + Purchases - Closing Inventory
= 41.1+ 0 - 38.8
= 2.3
For the Year 2018
Asset Turnover = Total Sales/Assets at the beginning + Assets at the end / 2
= 501.3 / (293.8 + 286.1 / 2)
= 1.147533
For the Year 2019
Asset Turnover = Total Sales/Assets at the beginning + Assets at the end / 2
= 486.8/ (293.8/2)
= 3.313819
For the year 2018
Stock Holding Period = Inventory/ Cost of Sales*365
= 38.8/309.5*365
= 45.75767
For the year 2019
Stock Holding Period = Inventory/ Cost of Sales*365
= 41.1/299.9*365
= 50.02167
For the year 2018
Debtor Collection Period = Average Debtors/ Credit Sales*365
= 114.7/486.8*365
= 86 Days
For the year 2019
Debtor Collection Period = Average Debtors/ Credit Sales*365
= 114.9/501*365
= 83.71 Days
For the year 2018
Current Ratio = Current Assets / Current Liabilities
= 153.9/151
= 1.019205

For the year 2019
Current Ratio = Current Assets / Current Liabilities
= 156.5/148.4
= 1.054582
For the year 2018
Gearing ratio = Owners Equity / Debt
= 17.8 / 41.9
= 0.424821
For the year 2019
Gearing ratio = Owners Equity / Debt
= 17.8 / 65.1
= 0.273425
For the year 2018
Interest Cover = EBIT/ Interest Expense
= 23 / 0.2
= 115
For the year 2019
Interest Cover = EBIT/ Interest Expense
= 29.7 / 3.5
= 8.485714


B. Analysis of the situation of the company

The situation of the company is such that the return on capital employed in both years are the same, therefore in the two years the company is earning equal profits. Return on equity implies that the ability of management to generate income in both years, the company’s return on equity is more than 20%, meaning that the company is yielding good.
Current ratio is calculated when current assets surpass or transcend the current liability. It represents one of the categorizations of liquidity ratio. It calculates the temporary solvency of the company. Current ratio represents the capability of the firm to encounter the business liability. A tolerable current ratio is differing from company to company; therefore, an advantageous current ratio stands between 1,5 and 3. The earning per share (EPS) shows us how much the company earns for each share, the EPS in the year 2018 and 2019 are 0,72 and 1,02 respectively.   

      
Stock holding period reveals that for how much time the company would be able to hold stock as per the above ratios calculated it can be seen that the company has more efficiency in the year 2019 as compared to the year 2018.
Overall, it can be said that the condition of the company in the year 2019 is much better than in the year 2018. That means the company is growing at its pace and if investors want to invest in the company they can do so.




QUESTION 3
Financial statements represent the written records of the business which are held in monetary terms. These convey the financial activities as well as the performance of the company. A financial statement provides information about the business performances, about the present condition and its cash flows. “A financial statement is divided in multiple parts, these being Balance Sheet, Income Statement and Cash Flows.” [Foster, G (1986)]. A balance sheet gives us details about the assets and about the liability of the company and shareholder equity. An income statement provides information about the company’s daily performance. A cash flow statement shows us the changes in the cash during an accounting period.
There are two types of users for a business account. First ones are the internal users and the second ones are the external users. The internal users are those who overview the statements and take decisions accordingly, they are mainly the managers and the suppliers. They can see how the management dealing in protecting the company’s resources by taking, borrowing, retaining or investing in the business decision. They also decide if the company should expand or if it needs to demerge to acquire some other businesses.
The external users are those who decide such as whether to invest in the company or not. The external users are represented by the owners, the lenders and creditors, employees and their unions, by the customers and not the last by the government as well. The owners are the people who check whether the company has earned income or not if they need to invest or not. As well, if they made already an investment, they decide if they can invest more in the same company or if they should choose another one to make investments.

The lenders and creditors represent the people who grant loans to the company by looking at it from many perspectives, one of them being the goodwill or another one can be the repayment schedule time for creditors.
The employees and their unions are the persons who use the financial data as to observe that whether the company has the ability to increase their salary when they need it or not, as well if the company will guarantee long term employment or not.
The customers decide if the company’s product has a convenient price or not, if they will buy or not. We can say that they are the major users of the financials as they can help with the growth of the company.
The government can observe if the business has a reasonable price for their products or services, and if not, they can investigate the reason behind this.
Regarding regulated financial reporting regime, there are advantages and disadvantages. I will continue by mentioning and analyzing the advantages first.
One of the first advantages is that there are no multiple accounting standards. This means that instead of using multiple standards of accounting, by utilizing the financial reporting the users will not need for using multiple accounting standards. The same standards should be followed in each case. This would result in the increase of the transparency, which will allow cross border transactions more easily. Another advantage would be the reduction of cost, time and effort. This means that as there will not be multiple accounting standards, this will help in reduction of cost and only one standard regulation needs to be followed. An additional advantage is helping to monitor subsidiaries around the world. Under various countries, there are different norms and accounting standards to be followed, but with the introduction of one form of standard reporting, any subsidiary can be easily monitored as there only one standard policy to follow. The flexibility in the accounting policies is another advantage and not the last one, the creation of higher return on equity. This wants to say that more than 60% of the companies had a higher return which has followed the financial reporting regime.
On the other hand, there are some disadvantages of the highly regulated financial reporting regime. The main one would be that it increases the cost of implementation of small businesses. There are several methods in the reporting regime as these standards that the company may follow and implement those regimes, meaning that every company uses it s own methods or standards which are therefore implemented in the regime to show the results they desire.

Another disadvantage is that there are numerous businesspeople who are still not aware about the standard reporting regime which makes this very uneasy for them to implement such reporting standards in their organization. Although several companies have started to adopt financial reporting regime, it will take time for this to be developed.
Another important topic is represented by the limitations of financial statements. Firstly, is based on historical data, meaning that the financial statements are recorded at their cost. This effects a lot, as there may be changes in the assets and liabilities of the company and often the marketable securities may not be recorded or they can be altered so that they can match the balance at the end of the period. They can become misleading sometimes. Secondly, the price rise can have effect on inflation , explained by the fact that prices may rise or may be low and that is the reason when the inflation rate is high, then the amounts associated with assets and liabilities in the balance sheet will be shown as low. These cannot be adjusted accordingly and most of the time this happens in case of long-term assets.
Financial statements “are made for a particular time period, let’s say for example , for a year and if there occurs a sudden up and down in the sales, then this will not be effected in the financial statement if that is being occurred after the financial statements has been made”(Subramanyam , K. R 2014). This can result in gaining incorrect view of the financial results of the company as there may be changes in the amounts due to sudden ups and downs in the sales because of seasonality.
Another limitation is the fact that tampering with documents, lead to fraud. The management can deliberately tamper with the financial statements in order to show good results in public. This happens often when there is a situation of high pressure to show good results.
Overall, it is the business or the company decision which method is better for them. In the end, all of them have advantages and disadvantages.
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