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Question 1 (a): Income Statement and Statement of Financial Position
Wales PLC Income Statement as of 31st December 2021
	
Sales 
Less Cost of Sales 
Gross Profit
Fewer Expenses 
Administration expense 
Ordinary dividends paid
Preference dividends paid
Directors remuneration 
Distribution Cost 
Interest paid 
Net Profit before tax
Less corporation tax
Net Profit after tax
	Amount in €
800,000
(578,650)


30,000
20,000
30,000
5,000
28,000
2,000
	Amount in €


221,350






(115,000)
106,350
(100,000)
6,350



Wales PLC Statement of Financial Position as of 31st December 2021
	ASSETS
Current Assets 
Cash and Bank                      € 176,250
Trade Receivable                     170,125
Stock                                        430,600
Debtors                                     980
Total current assets                777,955
Long-term Assets 
Plant and Equipment             1,250,000
Total Assets                         2,027,955
	LIABILITIES 
Current Liabilities 
Trade payable                         € 188,625
Tax payable                               100,000
Commission payable                  3,000
Total Current Liabilities                              291,625
Equity
€1 ordinary share                        1,000,000
10% €1 preference shares             400,000
4% Debentures                               200,000
Retained Earnings at 1st Jan 2021 132,000   
Retained Earnings at 31st Dec 2021    6,350      1,736,330
Total Liabilities and Equity                                2,027,955


 
Question 1(b): Why Statement of Financial Position Balance
The accounting principle known as double entry is primarily responsible for the fact that a statement of financial position must be balanced. As a result of the fact that this accounting system records all transactions in at least two distinct accounts, it also serves as a check to ensure that the entries are consistent.
Question 2 (a): Ratios 
1. ROCE = Earnings before Tax and Interest 
                     Capital Employed

ROCE for 2021
Earning before tax and interest= 846  
Capital employed                        9736
Therefore, ROCE = 0.087
ROCE for 2020
Earning before tax and interest = 720
Capital employed                       10087
ROCE for 2020 = 0.71

2. ROE = Net Income             
            Shareholder’s Equity 
ROE for 2020
Net income                  €366
Shareholder’s Equity: €2912
Therefore, ROE= 366/2912
ROE for 20200 = 0.126
ROE for 2021
Net income €431
Shareholder’s Equity €9736
Therefore, ROE= 431/9736
ROE for 2021 =0.044
3. Earnings per Share = Net Income – Dividends to preferred shareholders 
                                             Average Outstanding Shares of the firm 
Earnings per Share in 2020
Net income= €366
Dividends to preferred shareholders= €255
4. Net Profit Margin = Gross Profit
                                              Revenue
Net Profit Margin for 2020 
Gross Profit = €3345
Revenue = €6441
Therefore, Net Profit Margin = 3345/6441
Net Profit Margin for 2020= 0.52
Net Profit Margin for 2021
Gross Profit= €3502
Revenue = €6738
Therefore, net profit margin = 3502/6738
Net Profit Margin for 2021= 0.52
5. Asset Turnover = Net Sales 
                             Average Total Assets
Asset Turnover in 2020
Net Sales= €6441
Average Total Assets for 2020= €10087
Therefore, Asset Turnover = 6441/10087
Asset Turnover in 2020 = 0.6
Asset Turnover in 2021
Net Sales = €6738
Average Total Sales = (€10087+€9736)/2 = €9911.5
Therefore, Asset Turnover in 2021= 6738/9911.5
Asset Turnover = 0.7
6. Stock Holding Days = (Average inventory/Cost of goods sold) *365
Stock Holding Days in 2020
Average Stock = (Opening Stock + Closing Stock) /2
Opening stock in 2020 = €0
Closing Stock in 2020 = €658
Average Stock = (0+659)/2 = 329.5
Cost of goods sold = €3096
Therefore, Stock Holding Days = (329.5/3096) *365
Stock Holding Days in 2020 are 39. Eight days 
Stock Holding Days in 2021
Opening Stock= €659
Closing Stock = €708
Average Stock = (659+708)/2 = €683.5
Cost of Goods Sold= €3235
Therefore, Stock Holding Days = (683.5/3235) *365days 
Stock Holding Days in 2021 are 77.1 Days
7. Debtors Collection Period = (Average Accounts Receivable/ Net Credit Sales) *365 days.
Debtors Collection Period in 2020
Average Accounts Receivable = (€0+€1287)/2 = €643.5
Net Credit Sales = €2391
Therefore, Debtors Collection period = (643.5/2391) *365 days 
The debtor's Collection period in 2020 is 98 days 
Debtors Collection Period in 2021
Average Accounts Receivable = (1287+1248)/2 = €1268
Net Credit Sales = €1928
Therefore, Debtors Collection Period = (1268/1928) *365 days
Debtor's Collection Period in 2021 is 240 days 
8. Current Ratio = Current Assets 
                                Current Liabilities  
The current Ratio is 2020
Current Assets = €2355
Current Liabilities = €3046
Therefore, Current ratio = 2355/3046
The current Ratio is 2020 = 0.8
The current Ratio is 2021
Current Assets = €2303
Current Liabilities = €2511
Therefore, the current Ratio in 2021 = 2303/2511
Current Ratio in 2021= 0.9
9. Gearing ratio= long-term debt + Short term debt+ Back overdraft
                                               Shareholders’ Equity
Gearing ratio for 2020
Gearing Ratio = 4129/2912
Therefore, the gearing ratio for 2020 is 1.4
Gearing ratio for 2021
4137/3088
Therefore, the gearing ratio for 2021 is 1.3
10. Interest Cover = Earnings Before Interest and Taxes (EBIT)
                                                Interest Expense 
Interest cover in 2020
EBIT = €720
Interest Expense = €181
Therefore, interest cover = 720/181
Interest cover for 2020 = 4.0
Interest cover for 2021
EBIT = €846
Interest Expense = €226
Therefore, interest cover = 846/226
Interest cover for 2021 = 3.7
Question 2 (b)
The company needs adequate finances to fulfill its short-term obligations at the end of either 2020 or 2021. This is because its current Ratio is expected to be 0.8 in 2020 and 0.9 in 2021. This significantly low percentage demonstrates the company's incapacity to pay off its short-term commitments when they become due. In addition, the company has had a low return on capital employed, contributing to its low profitability over the past two years. Because of this, the company's management needs to discover more effective ways to invest in the business. In the end, the company is running in a somewhat unfavorable situation, necessitating a broad range of investment decisions to ensure its performance in the coming years.
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