[image: Text

Description automatically generated with medium confidence]
[image: Text

Description automatically generated with medium confidence]


BA BUSINESS MANAGEMENT
ACCOUNTING FUNDAMENTALS

Assignment 1 – Accounting Fundamentals – Wales PLC

Module
Accounting Fundamentals

Code
LCBB4001

Lecturer
Ivana Rozic/Thomas Adeyemi

Student name
Roxana-Maria Banea

Student ID
2124856

Submitted on
23rd April 2023



Question 1
a) Wales Plc Income Statement for the year ended 31st December 2022
	
	AMOUNT (£)

	Revenue
	800,000

	Costs of sales
	(578,650)

	Gross profit
	221,350

	Directors remuneration
	(5,000)

	Distribution cost
	(28,000)

	Administration expenses
	(30,000)

	Salesman commission
	(3,000)

	Operating profit
	155,350

	Finance costs (Paid interest)
	(2,000)

	Profit before tax
	153,350

	Taxation
	(100,000)

	Profit for the period
	(53,350)



b)
The reason the statement of financial balances is due to the fac that the company’s total assets are being equal with the liabilities sum and with the company’s total equity meaning that the company assets are financed either by liabilities such as: trade payables, debentures, debts or by the investment shareholders such as: ordinary shares, preference shares and retained earnings. 
Wales PLC Statement of Financial Position as at 31st December 2021

	
	£’000
	£’000

	ASSETS
	
	

	Non-current assets
	
	

	Property, plant & equipment
	1,250,000
	

	Intangible assets
	  
	

	
	
	1,250,000

	Current assets
	
	

	Inventories
	510,850
	

	Trade and other receivables
	170,125
	

	Cash and cash equivalents
	 96,000 
	

	
	
	 776,975 

	Total assets
	
	 2,026,975 

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	188,625
	

	Short term borrowings
	
	

	Current tax payable
	  
	

	
	
	188,625

	Non-current liabilities
	
	

	Long term borrowings (4%Debentures)
	200,000
	

	Long term provisions
	  
	

	
	
	 200,000 

	Total liabilities
	
	 388,625 

	
	
	

	Net assets
	
	 1,638,350 

	
	
	

	EQUITY
	
	

	Share capital
	
	900,000

	Share premium (10%Preference share)
	
	500,000

	Other reserves
	
	

	Retained earnings (132,000+53,350+3,000+20,000+30,000)
	
	 238,350 

	Total equity
	
	 1,638,350

	

	
	


QUESTION 2 
a.)
1. ROCE
Operating profit is £805m in 2021 and £699m in 2020.

Total assets are £9,736 in 2021 and £10,087 in 2020.

Current liabilities are £2,511 in 2021 and £3,046 in 2020.


2021
ROCE = 805/ (9736-2511) x 100 = 11.14 = 11%
2020
ROCE = 699/ (10087-3046) x 100 = 9.92 = 10%

2. ROE

Profit for the year in 2021 was of £431m and in 2020 was of £366m.

Equity for 2021 was of £3,088m and in 2020 was of £2,912m.


2021 
ROE = 431/3088 x 100 = 13.96 = 14%

2020 
ROE = 366/2912 x 100 = 12.57 = 12.5%

3. Earnings per share
Profit for the year of 2021 was pf 431 and in 2020 of 366
Number of ordinary shares 300 (0.50p shares).

2021
EPS = 431/300*0.5 = 0.72£ = 72p

2020 
EPS = 366/300*0.5 = 0.61£ = 61p

4. Net profit margin

Operating profit was of £805m in 2021 and £699m in 2020. 

Revenue was of £6,738m in 2021 and £6,441 in 2020. 

2021
NPM = 805/6738 x 100 = 11.94 = 12%

2020
NPM = 699/6441 x 100 = 10.85 = 11%


5. Asset turnover
Revenue was of £6,738m in 2021 and £6,441 in 2020. 

Net assets for 2021 was of £3,088m and in 2020 was of £2,912m.

Non-current liabilities were of £4,137 in 2021 and £4,129 in 2020. 

2021
AT = 6738 / (3088 + 4137) = 0.93 times

2020
AT = 6441 / (2912 + 4129) = 0.91 times

6. Stock holding days.
Inventory in 2021 was of £708m and in 2020 was of £659m.
Cost of sales was of £ (3,235) in 2021 and £ (3,096) in 2020. 

2021
SHD = 708 / 3235 x 365 = 79.88 = 80 days

2020
SHD = 659 / 3096 x 365 = 77.69 = 78 days

7. Debtors collection period

Total receivables in 2021 were of £1,249m and in 2020 of £1,287m. 

Revenue was of £6,738m in 2021 and £6,441 in 2020. 

2021
DCP = 1249 / 6738 x 365 = 67.66 = 68 days

2020
DCP = 1287 / 6441 x 365 = 72.93 = 73 days

8. Current ratio
Current assets for £2,303m in 2021 and £2,355m in 2020. 

Current liabilities are £2511 in 2021 and £3046 in 2020.

2021
CR = 2303 / 2511 = 0.92

2020
CR = 2355 / 3046 = 0.77

9. Gearing ratio

Non-current liabilities were of £4,137 in 2021 and £4,129 in 2020. 

Equity for 2021 was of £3,088m and in 2020 was of £2912m.

2021
GR = 4137 / (4137 + 3088) x 100 = 57.26 = 57%

2020
GR = 4129 / (4129 + 2912) x 100 = 58.64 = 59%

10. Interest cover 

Operating profit was of £805m in 2021 and £699m in 2021. 
Interest payable was of £ (226) in 2021 and £ (181) in 2020.

2021
IC = 805 / 226 = 3.56 = 3.6 times

2020 
IC = 699 / 181 = 3.86 = 3.9 times

b.) 
Overall, Wales Plc seemed to have reached a good level of performance in 2021 with increased revenue and operating profit, contrasting with 2020. The company’s Rate of Equity (ROE) has increased just like the Return on Capital Employed (ROCE). Increased ROCE indicating that Wales Plc is able to use debt effectively in order to lower its overall cost of capital, have a better return of investment and generate profits. 
Moreover, the company has seen an increase in the earnings per share in 2021, whereas in 2020, the earnings per share were 15.3% lower. A slow and small increase can be seen in 2021 for the net profit margin which went up from 11% to 12% in the next year. 
As for asset management, the asset turnover ratio has improved slightly which indicates that the company is able to use its assets effectively. Nevertheless, there was an increase regarding the stock holding days whereas the debtors collections period has reduced by about 1 working week. The current ratio has improved too revealing that Wales Plc is able to meet its short-term obligations. Gearing ratio has decreased by 2% which indicates that the company has a reduced ability of paying interest expenses. 
Overall, the Wales Plc company has made progress in 2021 in comparison with 2020 although this is not hugely significant; Improvement is obvious for the company’s financial performance and position but the main areas requiring improvement are the inventory management and the ability of collecting money from customers. 
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