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INTRODUCTION: In this report learner will prepare the income and financial statement of Wales plc for the year ended with 31st December 2022 and also discuss about why does the statement of financial position balance. Moreover, this report will also calculate the ratios for Sweet plc for 2021 and 2020 and provide comments on the financial performance and position of Sweet plc.
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QUESTION: (1)(a) Financial and income statement of the Wales plc for the year ended with 31st December 2022.
	Wales plc
Statement of financial position as at 31st December 2022

	
	  
	
	
	£ 
	£
	
	
	
	

	Non-current Assets
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Property, Plant and Equipment
	
	
	
	1250000
	
	
	
	
	

	Intangible assets 
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	1250000
	
	
	
	

	Current Assets
	
	
	
	
	
	
	
	
	

	Stock on 31st December 2022
	
	
	
	 510850
	
	
	
	
	

	Trade and other receivables 
	 (170125+980)
	
	 W1
	 171105
	
	W1
	trade receivable=170125
	
	

	Cash and cash equivalents
	
	
	
	 96000
	
	
	goods sent to customers=980
	
	

	
	
	
	
	
	  777955
	
	
	
	

	Total assets
	(1250000+777955) 
	
	 W2
	
	 2027955
	
	
	
	

	
	
	
	
	
	
	 
	
	
	

	LIABILITIES
	
	
	
	
	
	
	
	
	

	Current liabilities
	
	
	
	
	
	
	
	
	

	Trade and other payables
	
	
	
	 188625
	
	
	
	
	

	Sales commission
	
	
	
	  3000
	
	
	
	
	

	Corporate tax
	
	
	
	 100000
	
	
	
	
	

	
	
	
	
	
	291625
	
	
	
	

	Non-Current liabilities
	
	
	
	
	
	
	
	
	

	2% debentures
	
	
	
	200000
	
	
	
	
	

	Long term provisions
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	200000
	W3
	(291625+200000)
	
	

	Total Liabilities
	
	
	
	   W3
	491625
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Net Assets
	(Total assets - total liabilities)
	
	
	
	  1536330
	
	
	
	

	
	
	
	
	
	
	
	
	
	

	Equity
	
	
	
	
	
	
	
	
	

	£1ordinary shares
	
	
	
	
	900000
	
	
	
	

	10%£1preference shares
	
	
	
	
	500000
	
	
	
	

	Retained profits on 1st January 2022
	
	
	
	
	  132000
	
	
	
	

	
	
	
	
	
	
	W4
	Total liabilities=491625+
	
	

	Total Equity
	
	
	
	
	 1532000
	
	Total equity=1532000+
	
	

	Add net profit
	
	
	
	
	  4330
	
	Net profit=4330
	
	

	Total liabilities and equity
	
	
	W4
	
	 2027955
	
	=2027955
	
	




		                         Wales plc
               Income statement for the year ended 31st December 2022


	    
	  £
	

	
	
	

	 To cost of sales
	578650
	w1=sales (800000+980=800980)

	To interest paid
	2000
	

	 To distribution cost 
	28000
	

	To administrative expenses
	30000
	

	To sales commission
	3000
	

	To directors Remuneration
	5000
	

	To preference dividend paid
	30000
	

	To ordinary dividends paid
	20000
	

	Taxation
	100000
	

	
	
	

	Profit for the period
	4330
	

	
	
	

	Total amount
	800980
	

	
	
	




			
		






Answer (b): According to Fernando (2022), the balance sheet is a financial statement that lists a company’s assets, liabilities, equity, and total debt etcetera at a specific moment in time. It is typically calculated after every quarter, six months, or year to understand the financial position of the business. In order for the balance statement to accurately depict the situation, assets must be equal to the liabilities and equity. The balance sheet should always be balanced. If the financial statement is not balanced means assets are not equal to the equity and liabilities, that means there is miscalculation or something wrong in the balance sheet. For example, Wales company’s make designer clothes. The company get a loan from bank £8000 for two years. So, assets will rise by £8000. In order to balance the two parts of the equation, the liabilities in the financial statement will also rise by £8000 (i.e., long term debt). If a business receives £10,000 from investors, both its assets and share equity will increase by the same amount. All profits that the business generates over and above its costs will be deposited in the stockholder equity account. These earnings will be balanced on the assets side, showing up as a cash, investments, and inventory. So, if assets are equal to the liabilities and equity that means company is in good financial position. (Fernando,2022) Moreover, another example is that, after analysing the balance and income statement that is provided above, it can be said that Wales plc company is performing very well because the financial position of the company is good and balanced.




Question (2) (a): calculation of ratios for sweet plc for 2021 and 2022
A)  ROCE= profit before interest /capital employed  100
Ⅰ) Earnings before tax and interest:
	Particulars
	2021
£m
	2020
 £m

	Profit before taxation
	620
	539

	Add: Interest payable
	226
	181

	Earnings before interest and tax
	
846
	
720



Ⅱ) Capital employed= total assets – current liabilities
	Particulars
	2021
£m
	2020
£m

	Total assets
	9736
	10087

	Current liabilities
	2511
	3046

	[bookmark: _Hlk131088897]Capital employed
	7225
	7041


 (Ⅲ) ROCE: 
	Particulars
	2021
£m
	2020
£m

	Profit before interest
	846
	720

	Capital employed
	7225
	7041

	ROCE= profit before interest ÷ capital employed ×100
	
11.709%
	
[bookmark: _Hlk131445737]10.226%



	Particulars
	2021
£m
	2020
£m

	Earnings (profit for the year)
	431
	366


B)  ROE (return on equity) = Earnings /Equity ×100
  Ⅰ)



	Particulars
	2021
£m
	2020
£m

	Equity
	3088
	2912


      Ⅱ)    


     Ⅲ) 
	Particulars
	2021
£m
	2020
£m

	Earning
	431
	366

	Equity
	3088
	2912

	ROE=Earnings÷ Equity ×100
	13.957%
	12.569%


C)   Earnings per share:  Earnings ÷ Number of ordinary shares 
Ⅰ)
	Particulars
	2021
£m
	2020
£m

	 Earnings
	431
	366


     Ⅱ)
	Particulars 
	2021
£m
	2020
£m

	Ordinary shares
	300
	300

	Price per share
	50p
	50p

	Total shares
	(300/50) =600
	(300/50) =600







 
	Particulars 
	2021
£m
	2020
£m

	Earnings
	431
	366

	 Number of shares
	600
	600

	EPS=Earnings÷ number of ordinary shares 
	£0.7183
	£0.61


Ⅲ)

  



D) Net profit margin = Operating profit/ sales × 100
	Particulars
	2021
£m
	2020
£m

	Operating profit
	805
	699


Ⅰ)



Ⅱ)
	Particulars
	2021
£m
	2020
£m

	Sales/ Revenue
	6738
	6441





Ⅲ) Net profit margin:
	Particulars
	2021
£m
	2020
£m

	Operating profit
	805
	699

	Sales
	6738
	6441

	Net profit margin= operating profit÷ sales×100
	
11.94%
	
10.85%



E)  Assets turnover = revenue /capital employed (times)
Ⅰ)
	Particulars
	2021
£m
	2020
£m

	Revenue 
	6738
	6441



Ⅱ)	
	Particulars
	2021
£m

	2020
£m

	Capital employed (equity+ non-current liabilities)
	7225
	7041



Ⅲ) Assets turnover: 
	Particulars 
	2021
£m
	2020
£m

	Revenue 
	6738
	6441

	Capital employed
	7225
	7041

	Assets turnover (revenue ÷ capital employed)
	0.93times
	0.91times 


 
 F)  Stock holding days: Inventory/cost of sales ×365 days.
Ⅰ)
	Particulars 
	2021
£m
	2020
£m

	 Inventory
	708
	659



Ⅱ)
	Particular 
	2021
£m
	2020
£m

	Cost of sales
	3235
	3096


	


Ⅲ)
	Particulars
	2021
£m
	2020
£m

	Inventory
	708
	659

	Cost of sales
	3235
	3096

	Stock holding days=inventory ÷ cost of sales ×365days 
	79.88days
	77.69days




G)  Debtors’ collection period: Trade receivables/credit sales or revenue × 365 days
Ⅰ) 
	Particulars
	2021
£m
	2020
£m

	Trade receivables
	1249
	1287



Ⅱ)
	Particulars
	2021
£m
	2020
£m

	Revenue 
	6738
	6441



Ⅲ) Debtors collection period: 
	Particulars 
	2021
£m
	2020
£m

	Trade receivables 
	1249
	1287

	Revenue
	6738
	6441

	Debtors’ collection period= trade receivables÷ revenue × 365 days
	68days
	73days



H) Current ratio =Current assets ÷ current liabilities (x:1)
Ⅰ)
	Particulars 
	2021
£m
	2020
£m

	Current assets 
	2303
	2355





Ⅱ)
	Particulars 
	2021
£m
	2020
£m

	Current liabilities
	2511
	3046


	

Ⅲ)
	Particulars 
	2021
£m
	2020
£m

	Current assets 
	2303
	2355

	Current liabilities
	2511
	3046

	Current ratio= Current assets ÷ Current liabilities (x:1)
	0.91 x:1
	0.77 x:1




I)  Gearing ratio: long term debt /long-term debt + equity × 100
Ⅰ)
	Particular 
	2021
£m
	2020
£m

	Long term debt
	4137
	4129



Ⅱ) 
	Particular 
	2021
£m
	2020
£m

	Equity 
	3088
	2912



Ⅲ)
	Particulars 
	2021
£m
	2020
£m

	Long term debt
	4137
	4129

	Equity 
	3088
	2912

	Gearing ratio= long term debt÷ long term debt + equity ×100
	57.2%
	58.6%






J)  Interest cover =profit before interest/interest charges
Ⅰ)
	Particulars 
	2021
£m
	2020
£m

	Profit before taxation
	620
	539

	Interest payable
	226
	181

	Earnings before interest and tax
	846
	720



Ⅱ)
	Particulars 
	2021
£m
	2020
£m

	Interest payable 
	226
	181



Ⅲ)
	Particulars 
	2021
£m
	2020
£m


	Earnings before interest and tax
	846
	720

	Interest payable
	226
	181

	 Interest cover= profit before interest ÷ interest charges
	3.74 times
	3.97 times











Answer(b): According to Arkan (2016) and Tuovila (2022), financial analysis is the process of accessing the performance and suitability of business, projects, budgets, and other financial connected transactions. Financial analysis is usually used to determine an entity’s stability, solvency, and liquidity. Moreover, one the most appropriate method for analysing financial data is to compare the company’s past performance and calculate ratios from the information in the financial statements.
After calculating all the ratios of Sweet plc company, it is performing very well and financial position is stable.  the financial data of the two years are provided which shows there is significant increase in some areas in the year 2021. The ROCE (Return on capital employed) and ROE (Return on equity) are increased from the last year 2020. In 2020, ROCE was 10.226% but there was a slight increase in the year 2021(11.709%). On the other hand, ROE, in 2020, it was 12.569% and 13.957% in 2021. In addition to this, earning per share shows that there is substantial increase from the previous year. In 2021, the net profit was 431 and 366 in 2020. Approximately,0.718% increase in the earnings in the year 2021. Furthermore, the calculation of the current ratios, net profit margin, assets turnover and stock holding days, these all ratios show increasing trend in 2021 than 2020. On the other hand, after calculating the gearing ratios, interest cover, debtor’s collection period, there is a slight decrease in 2021 than 2020. Overall, the performance of the Sweet plc company is improved in 2021 than the previous year.
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