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[bookmark: _Toc60774043]QUESTION 1 
A) [bookmark: _Toc60773292][bookmark: _Toc60774044]Income statement and Balance sheet

[bookmark: _Toc60773293][bookmark: _Toc60774045] Income Statement

	Income Statement
	

	 
	

	Revenue
	 £ 827,630 

	Cost of sales
	 £ 579,335 

	Gross profit
	 £ 248,295 

	Distribution costs
	 £ 28,000 

	Administrative expenses
	 £ 30,000 

	Directors' Renumeration
	 £ 5,000 

	Operating profit
	 £ 185,295 

	Interest payable
	 £ 2,000 

	Profit/(loss) before taxation
	 £ 183,295 

	Taxation
	 £ 68,000 

	Profit for the year
	 £ 115,295 

	
	

	Ordinary Dividend
	 £ 20,000 

	
	

	Retained Earnings
	 £ 95,295 










[bookmark: _Toc60773294][bookmark: _Toc60774046]Balance Sheet

	
Balance Sheet

	

	Non-Current Assets
	

	Plant and equipment
	£ 632,730

	
	

	Current Assets
	

	Debtors
	£ 170,125

	Cash and Bank
	£ 12,900

	Stock
	£ 329,620

	
	

	Total Assets
	£ 1,145,375

	
	

	Current Liabilities
	

	Trade Creditors
	£ 175080

	Salaries Payable
	£ 3,000

	 
	

	Non-Current Liabilities
	

	Debentures
	£ 100,000

	
	

	Equity
	

	1 Ordinary Shares
	£ 310,000

	1 Preference Shares
	£ 300,000

	Retained Earnings
	£ 257,295

	Total
	£1,145,375




B) [bookmark: _Toc60773295][bookmark: _Toc60774047]Balancing the Balance Sheet
	There is a reason behind the balancing of the statement of financial position of the company. The main principle behind the balance sheet being equal is the concept of double entry behind it. The system records the transactions in at least two different accounts and this is why it is necessary to find out if the balance sheet is balancing to make sure that the overall records are clean and okay (Horngren et al., 2013). For example, the sales and cash are recorded when the single transaction takes place in terms of sale of the goods and the cash that came with that sale of the good. However, that doesn’t necessarily mean that the fraud didn’t take place because it is possible for a person to remove the transaction altogether and the balance sheet would still be balancing in the accounts. 

[bookmark: _Toc60773296][bookmark: _Toc60774048]QUESTION 2
A) [bookmark: _Toc60773297][bookmark: _Toc60774049]FInancial Ratios
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B) [bookmark: _Toc60773298][bookmark: _Toc60774050]Comments

	Looking at the financial ratios of the company, we can see that the company has performed exceptionally in terms of their previous year. Every ratio in their financial ratios had an improvement. However, there are some things to consider which are needed to be changed by the company. The first is the current ratio. Even though the company managed to increase their current ratio, it is still below one which is the minimum requirement for the current ratio to be (Welch, 2014). They have also been able to decrease their dependency on the debt and able to increase their equity financing but they do have a long way to go still. The best performance was in terms of profit margins and returns as in those we were able to see some sort of abnormal growth. There have also been a major increase in terms of dividend and the share price value which means anyone who is investing in the company would get profitable returns of their choice (Richard et al., 2013). This is something quite rare and from an investor point of view, this is perfect.

[bookmark: _Toc60773299][bookmark: _Toc60774051]References
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