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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



b. Reasons why the statement of financial position balance.
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, the balance sheet must always be balanced due to the double-entry accounting principle. 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 bought a van for £7,000. 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 yet made a payment, 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.














Question 2.
	Investment Ratios
	2021
	2020

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

	431 ÷ 600 = £0,7
	6 ÷ 60 = £0,6

	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 = 12,57%

	Net Profit Margin = Operating Profit ÷ Sales × 100%
	805 ÷ 6,738 × 100 = 11,95%
	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 = 
[bookmark: _Int_zRjtQJXk]0,9  :1
	2,355 ÷ 3,046 = 
[bookmark: _Int_h1tqQJqC]0,8  :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 = 0,1 (times)
	5 ÷ 181 = 0,03 (times)
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