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Question 1.
 a. Income statement and statement of financial position for Wales PLC Ltd

	WALES PLC 
INCOME STATEMENT FOR THE YEAR ENDED 31ST DEC 2022

	 
	Amount (£)  

	Revenue      W (800,000 + 980)
	800,980

	Cost of sales
	(578,650)

	Gross profit
	222,330

	Other incomes
	-

	Expenses
	 

	Distribution costs               w (28,000 + 3000)
	(31,000)

	Administration expenses    w (30,000 + 5,000)
	(35,000)

	Operating profit
	156,330

	Interest payable                  w (200,000 × 2%)
	(4,000)

	Profit before tax 
	152,330

	Taxation 
	(100,000)

	Profit for the period
	52,330















	WALES PLC
STATEMENT OF FINANCIAL POSITION AS AT 31ST DECEMBER 2022

	 
	 (£) 
	 (£) 

	ASSETS
	 
	 

	Non-current assets
	 
	 

	Plant and equipment 
	
	1,250,000

	Current Assets
	 
	 

	Inventory
	510,850
	 

	Trade receivables            w (170,125+980)
	171,105
	 

	Cash and bank
	96,000
	777,955

	
	
	

	Total Assets
	 
	2,027,955

	 
	 
	 

	LIABILITIES
	 
	 

	Current liabilities
	 
	 

	Trade payables             w (188,625+2,000)
	190,625
	

	Current tax payable
	100,000
	290,625

	Non-current liabilities
	 
	 

	Long term borrowings
	200,000
	 

	Long term provisions
	3,000
	203,000

	
	
	

	Total liabilities
	 
	493,625

	
	
	

	EQUITY
	 
	 

	Share capital             w (900,000+500,000)
	
	1,400,000

	Retained profit 
        w (132,000 + 52,330 - 20,000-30,000)
	 
	134,330

	Total equity
	
	1,534,330

	Equity + Liabilities
	
	2,027,955



Question 1.b. Reasons why the statement of financial position balance.
[bookmark: _Int_PqYyBJNh][bookmark: _Int_5PSN0f7W]The statement of financial position shows an organisation's finances to investors and other stakeholders. Also, it ensures that all transactions for a financial period are accurately captured. The core formula when preparing the statement of financial position is Assets = Liabilities + Equity. Moreover, according to Dyson and Franklin, (2020) the balance sheet must always be balanced due to the double-entry accounting principle – bookkeeping. There will always be a balance in the equation as long as a debit is entered for every credit. All transactions must be recorded in two separate accounts in accordance with the principle. Even though the company's assets may be subject to several changes, compensating changes will ensure that the statement of financial position always balances (Atrill and McLaney, 2019). For example, KSR Company considering extending its operations bought a van for £7,000 and paid by cheque. The company should record these transactions in the following manner: debiting the bank account with £7,000 and crediting the asset account with £7,000. In contrast, if the same company purchases a van for £7,000, but has not made a payment yet, its assets will increase by £7,000, and its liabilities will increase by £7,000. Considering these scenarios, it is evident that any changes that may occur in the accounts of a business need to be double-recorded and that this allows the statement of financial position to be balanced. 
[bookmark: _Int_R6lRujxh]The statement of financial position provides a vital sign that all critical credits and debits have been accurately captured. The statement of financial position may, however, fail to balance due to several errors including failure to follow the double entry rule, typing errors, placing transactions in the incorrect sections of the accounts, rounding errors, placing negative figures in place of positive figures, etc. In other words, if there is an error in the alternate accounting equation, it should be found and corrected. To prepare an accurate statement of financial position, debit and credit accounts must be in balance. In order to simplify this process, a trial balance is required. Once the trial balance has been prepared correctly and the total balance, the statement of financial position will also balance if quantitative data is taken from the trial balance (Sangster and Gordon, 2018). According to the statement of financial position for Wales Plc, both totals are correctly summed and balance to £2,027,955. This statement of financial position was prepared using a trial balance that also balanced at £2,720,625. This shows that the trial balance was accurate, and all of the accounts were correctly presented in the statement of financial position. Furthermore, this demonstrates the accuracy of the financial statement preparation process. The accuracy of the financial statements is crucial for the company to make sound financial decisions and to ensure accurate reporting to stakeholders. Accurate financial statements also provide investors with confidence in the company's financial position.






















Question 2.a.
	Investment Ratios
	2021
	2020

	EPS (Earnings per Share) = Earnings ÷ Number of ordinary shares (£)

	431 ÷ 600 = £0,71
	366 ÷ 600 = £0,61

	Profitability Ratios
	
	

	ROCE (Return on Capital Employed) = Profit Before Interest ÷ Capital Employed × 100%
	19 ÷ 7,225 × 100 = 0,26 %
	5 ÷ 7,041 × 100 = 0,07%

	ROE (Return on Equity) = Earnings ÷ Equity × 100%
	431 ÷ 3,088 × 100 = 13,96%
	366 ÷ 2,912 × 100 = 12,56%

	Net Profit Margin = Operating Profit ÷ Sales × 100%
	805 ÷ 6,738 × 100 = 11,94%
	699 ÷ 6441 × 100 = 10,85%

	Efficiency Ratios
	
	

	Asset Turnover = Revenue ÷ Capital Employed (times)
	6,738 ÷7,225 = 0,93 (times)
	6,441 ÷ 7041 = 0,91 (times)

	Stock Holding Days = Inventory ÷ Cost of Sales × 365 (days)
	708 ÷ 3,235 ×365 = 80 (days)
	659 ÷3096 ×365 = 78 (days)

	Debtors Collection Period = Trade Receivables ÷ Credit sales (or Revenue) × 365 (days)
	1,249 ÷ 6,738 × 365 = 68 (days)
	1,287 ÷ 6,441 × 365 =73 (days)

	Liquidity Ratios
	
	

	Current Ratios = Current Assets ÷ Current Liabilities (x:1)
	2,303 ÷2,511 = 
0,91  :1
	2,355 ÷ 3,046 = 
0,77  :1

	Financing Structure
	
	

	Gearing Ratios = Long Term Debt ÷ (Long Term Debt + Equity) x 100%
	1,595 ÷ 4,683 × 100 = 34%
	1,696 ÷ 4,608 × 100 = 37%

	Interest Cover = Profit Before Interest ÷ Interest Charges (times)
	19 ÷ 226 = 0,08 (times)
	5 ÷ 181 = 0,02 (times)



Question 2.b.

· Sweet Plc registered a profit margin of 10.85% in 2020 and 11,94% in 2021. Based on these data, it appears that the company generates better profits from sales than in the previous year.  
· The ROCE in 2021 is 0.19 % higher than in its previous year, and it is generating more profits from its capital investments. 
· The debtor's collection period has decreased by 5 days. This indicates that the shorter the collection period, the more efficient the company will be.
· Insufficient earnings are being generated by the company to pay its outstanding debts, which places it in a difficult position. 
· Regarding the current ratio, this company is in an unfavourable position since it is unable to meet its short- and long-term obligations.  
· A company that holds stock for an extended period may incur additional expenses, such as warehouse and storage charges. In 2020 and 2021, Sweet Plc registered stock holdings of 78 days and 80 days, respectively. As a result, it takes a considerable amount of time for the corporation to cover its inventory through sales.
To conclude, Sweet Plc is in a critical position based on most of the results that have been produced after ratios were calculated. This could indicate a larger issue with the company's sales strategy or product offerings. As such, Sweet Plc should consider revising its strategies and offerings to improve stock turnover.  
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