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[bookmark: _Toc99111525]Introduction 
Financial statement determines the financial position of a company. Through this statement, a company measures its total asset, liabilities and total amount of equity. On the contrary, a company find out whether it is performing effectively and what the profit or loss of the company through an income statement. This report has covered the financial position of PLC company. Besides, this report has also measured the income statement of PLC company. Se other measurements like EPS, ROCE, current ratio, gearing ratio etcetera are needed to justify the company's actual situation. This report also justified such measurement of a company to know the condition of it.
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[bookmark: _Toc99111527]A. Income statement
Wales PLC
Income statement 
For the end of the year 31 December 2021

	Particulars
	Amount £
	£

	Revenues:
Sales
Good sold(due)
   Total sales
(-) Cost of sales
Gross Profit 
(-) Operating Expenses 
Administrative Expenses 
Distribution Cost
Salesman’s Commission 

  Operating Income
(-) other Cost
Interest paid
Interest due
Directors’ remuneration 

Earning Before Tax (EBT)
(-) Corporate Tax
    Net Income
	
800,000
980
800,980
(578,650)


30,000
28,000
3,000



2,000
2,000
5,000
	




223,330




(61,000)
162,330




(9,000)
153,330
(100,000)
53,330



Net Income 53,330
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[bookmark: _Toc99111529]Questions 1:                                       A- PLC Wales
Statement of financial position
For 31 December 2021
	Particulars
	Amount
	Amount

	Current Asset:
Trade Receivable (170,125+980)
Cash and bank
Ending stock/ inventory 
Fixed asset:
Plant & equipment 
Suspense account

  Total asset
Owners’ equity & liability 
Short term liability:
Interest payable
Commission payable 
Trade payable
Long term liability:
Debenture 
     Total liability 
Owners’ Equity:
Ordinary Share 
Preference Share
Retained Earnings (beginning of the year)
(+) net income
Dividends paid(ordinary) 
Dividend paid (preferred)



	

171,105
76,250
330,600

632,730
230,570




2,000
3,000
171,355

100,000


400,000
300,000
132,000
52,330
(20,000)
(30,000)
	




577,955


863,300
1,110,655







276,325







834,330
1,110,655
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Question: b
The statement of financial position always balances. The main reason is of it is the accounting equation. 
The accounting equation refers that the total asset of a company should be equal of the Summation of liability and total equity. Thus, the equation is, 
Asset = Liabilities + Equity 
The statement of financial position represents the financial situation of a company. Here, the total asset of the company and the summation of total liabilities & equity are shown. As this thing is done based on the accounting equation, the result of total asset and the summation result of liabilities & equity should be the same. Thus, the statement of financial position always balances the position of total asset and summation of liabilities & equity. If that don’t balance the position, that indicates there might be some mistakes in the financial statement or in the whole process of preparing the accounts (Hingley, 2019).

[bookmark: _Toc99111531]Solution to Question 2:
[bookmark: _Toc99111532]Solution to a:
[bookmark: _Toc99111533]1: ROCE
We know that, 
            ROCE = 
	
	2021
	2020

	Total Assets
	9736
	10087

	Current Liabilities
	2511
	3046

	Retained Profits
	3088
	2912



So, ROCE of 2021=  = 42.74
     ROCE of 2020 =  = 38.44
[bookmark: _Toc99111534]2: ROE
We know that, 
          ROE = 
So, ROE of 2020 =  = .125 = 12.5%
      ROE of 2021 =  = .1395 = 13.95%
[bookmark: _Toc99111535]3. EPS:
 We know that, 
          EPS = 
Outstanding share =  = 600
So, EPS of 2020 =  = .61
      EPS of 2021 =  = .718
[bookmark: _Toc99111536]4. NPM:
We know that, 
           Net Profit margin= 
So, Net profit margin of 2021 =  = .092 = 9.2%
      Net profit margin of 2020 =  = .084 = 8.4%
[bookmark: _Toc99111537](5) Asset turnover:
We know that, 
          Asset turnover = 
So, Asset turnover of 2020 =  = 2.21
      Asset turnover of 2021 =  = 2.18
[bookmark: _Toc99111538](6) Stocks or inventory holding days:
We know that,
         Stocks or inventory holding days= 
So, Stocks or inventory holding days of 2020 =  = 77.69 or 78 days
      Stocks or inventory holding days of 2021 =   = 79.88 or 80 days
[bookmark: _Toc99111539](7) Debt collection period:
We know that,
           Debt collection period= 
So, Debt collection period of 2020 =    = 72.93 or 73 days
      Debt collection period of 2021 =   = 67.65 or 68 days
[bookmark: _Toc99111540](8) Current Ratio:
We know that,
          Current Ratio = 
So, Current ratio of 2020 =  = .77
      Current ratio of 2021 =  = .92
[bookmark: _Toc99111541](9) Gearing Ratio:
We know that,
          Gearing Ratio = 
So, Gearing ratio of 2020 =  = 71.13%
      Gearing ratio of 2021 =  = 68.27%
[bookmark: _Toc99111542](10) Interest Coverage Ratio:
We know that, 
          Interest Coverage Ratio = 
So, Interest Coverage Ratio of 2020 =  = 3.978
      Interest Coverage Ratio of 2021 =  = 3.74

[bookmark: _Toc99111543]Question2.b
ROCE or return of capital employees’ ratio is calculated to identify the company's profitability and the capital efficiency of the company (Jones, 2016). The good ROCE ratio is 15% or more than that. Here, the ROCE ratio of the company for 2021 is 42.74 and for 2020 is 38.44. So, the ratio indicates the good sign for the company. 
ROE or Returns on Equity calculate the ability of equity for earning profit. It is assumed that the good ratio of ROE is 15-20%. But the ratio of the company of ROE in 2020 and 2021 are respectively 12.57% and 13.95%. So, this is not good for the company. 
Earning per share indicates how much the company can earn in against of per share. Here, we have found that the company earned 0.62 £ in 2020 and 0.72 in 2021 per share.
Net profit margin indicates the ratio of profit before tax and revenue. It measures the profitability of a company. The rule of thumb tells us that the low profit margin is 5% or bellow than that and the sound profit margin is 10%. Here, the profit margin of the company in 2020 is 8.4% and in 2021 the profit margin is 9.2%. So, the net profit margin of the company is not so bad.
Asset turnover tells us how a company effectively uses its assets to earn profit. It is considered that the good asset turnover ratio is 2.5 or more than that. Here, the ratio of 2020 and 2021 respectively are 2.21 & 2.18. The ratio is not good enough. Inventory or stock holding days identify the number of days a company hold its inventory. 
Debtors’ collection period indicates how much it will take time to collect the debts of a company. 
The good debtor collection period is considered as 90 days or less then that. Here, the debtors Collection period of 2021 is 67.55 or 68 days and for 2020 is 72. So, we can say that the company is efficient in collecting its debts.
Current ratio refers that how much current assets are available Against each current liability. And the standard rate of current ratio is 1. Here, the current ratio of that company in 2020 is 0.77 and in 2021 is 0.92. That are not the good sign for the company. 
Gearing ratio is the ratio of total debt and total asset. That indicates how much assets the company have for total debts. 25% to 50% is considered as the sound gearing ratio for a company. But here, the gearing ratio for 2020 is 71.13% and for 2021 is 68.27%. That is not good for the company. 
Interest Coverage Ratio indicates the ability of a company to pay its debt with the interest (Hoggett, 2019). The standard rate is at least 2. Here the interest coverage ratio for 2020 is 3.978 and for 2021 is 3.74. These are quite good for the company. 

[bookmark: _Toc99111544]Conclusion 
The statement of financial position always balanced. For this, the company can easily know whether the accounting calculation of that is Right or wrong. However, the income statement is also very much necessary for the company as company can measure its profit or loss of that accounting period.  Different types of other measurement like current ratio, asset turnover, gearing ratio, interest coverage ratios are also necessary for every company. In this report, we have to find out that the net income of PLC company is 53,330£ and the statement of financial position in both side is 1,110,655£. As the company could earn 53,330£ as net profit, the company is profitable and its financial position is also good.
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