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QUESTION 1 – COMPANY ACCOUNTS

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

	
	

	Revenue
Sales
Goods sent on 31.12.2022
	
             800 000 
980

	Cost of sales 
	(578 650)

	Gross profit
	222 330

	Distribution costs
	(28 000)

	Administration expenses 
Director Renumeration
Salesman commission for December 
	  (30 000)
(5 000)
(3 000)

	Operating profit
	156 330

	Interest paid
	   (2000)

	Profit before taxation
	154 330 

	Corporation Tax
	  (100 000)

	Profit after Tax
Ordinary Dividend paid
Preference dividend paid
Retained Profit on 1st January 2022
Profit
	54 330
(20 000)
(30 000)
132 000
136 330





Wales Plc
Statement of Financial Position 
for the year ended 31st December 2022
	
	
	

	Non-current assets
	
	

	Property, plant and equipment 
	1 250 000 
	

	
	
	1 250 000 

	Current assets
	
	

	Stock at 31.12.2022
	510 850
	

	Trade receivables
	170 125 
	

	Cash and Bank
	    96 000 
	

	
	
	776 975

	TOTAL ASSETS
	
	2 026 975

	
	
	

	Current liabilities
	
	

	Trade payables
	188 625 
	

	Accrued interest
	2 000 
	

	Taxation
	100 000 
	

	
	
	290 625

	Non-current liabilities
	
	

	Long term borrowings
	200 000
	

	
	
	200 000

	TOTAL LIABILITIES
	
	490 625

	NET ASSETS
	
	1 536 350 

	
	
	

	EQUITY
	
	

	£1 Ordinary shares
	
	900 000 

	10% Preference shares
	
	500 000 

	Profit for year 2022
	
	136 330 

	TOTAL EQUITY
	
	1 536 330

	TOTAL LIABILITIES AND EQUITY
	
	2 026 955



b)  Statement of Financial Position (Balance Sheet) is one of the most important Financial Statement.
Its purpose is to give understanding of the business’s financial status in a period of time, not to show how much is the profit or loss in the Company.
It shows the nature and sum of assets in the business, which has to be equal to the liabilities and share capital in the same business. SOFP always must be balanced. The main reason that a balance sheet is balances is the accounting principle of double entry. And therefore, SOFP also acts as a check to make sure the entries are consistent. If there is unbalance will be necessary to be checked all of the information in the Balance Sheet. Therefore to be checked if everything is on its correct place, assets in assets, current or not current, equity in equity and etc. Also can be made digit mistake, decimal instead of whole number or opposite number, like 57 instead of 75 and others.

Statement of Financial Position includes 3 components Assets (Non-current assets and Current Assets), Liabilities (Current Liabilities and Non-current Liabilities) and Equity. They show the wealth of the Company for the measured period of time and they are used in many ratios for performance measuring.




















QUESTION 2
Ratios for Sweets Plc for 2021 and 2020



1. ROCE (Return on Capital Employed) = Profit before Interest / (Total Assets-Current Liabilities) *100%

ROCE for year 2020 = 699/ (10087-3046) *100% = 9.93%

ROCE for year 2021 = 805/ (9736-2511) *100% = 11.1%

2. ROE (Return on Equity) = Earning/ Equity *100%

ROE for year 2020 = 366/2912*100=12.57%

ROE for year 2021 = 431/3088*100=13.96%

3. EPS (Earnings per Share) = Earnings / Number of Ordinary Share
 
EPS for year 2020 = 300/600=£0.5

EPS for year 2020 = 300/600=£0.5

4. Net Profit Margin = Operating Profit/Sales*100%

Net Profit Margin for year 2020 = 699/6441*100%=10.85%

Net Profit Margin for year 2021 = 805/6738*100%=11.94%

5. Asset Turnover = Revenue/Capital Employed   
(Capital Employed = Total Assets – Current Liabilities OR Equity + Non-Current Liabilities)

Asset Turnover for year 2020 = 6441/ (10087-3046) =0.91 times

Asset Turnover for year 2020 = 6738/ (9736-2511) =0.93 times
6. Stock holding days = Inventory/Cost of Sales*365 days

Stock holding days for year 2020 = 659/3096*365 = 77.69 days

Stock holding days for year 2021 = 708/3235*365 = 79.88 days

7. Debtor Collection Period = Trade Receivable/Credit Sales (or Revenue) *365 days

Debtor Collection Period for year 2020 = 1287/6441*365=72.93 days

Debtor Collection Period for year 2021= 1249/6738*365=67.66 days

8. Current ratio = Current Assets/Current Liabilities*1

Current ratio for 2020 = 2355/3046*1=0.77

Current ratio for 2021 = 2303/2511*1=0.92

9. Gearing ratio = Long Term Debt/ (Long Term Debt + Equity) *100%

Gearing ratio for 2020 = 4129/ (4129+2912) *100%=58.64

Gearing ratio for 2021 = 4137/ (4137+3088) *100%=57.26

10. Interest Cover = Profit before interest / Interest Charges
PBIT is also know as Operating Profit 

Interest cover for 2020 = 699/181=3.86 times

Interest cover for 2021 = 805/226=3.56 times

b) The information in the financial statements shows that The Company has profit for both years and had reliable performance. But calculating the ratios in many aspects Sweets working quite risky.

Good performance in ROCE is at least 20%, so 9,93 for 2020 and 11,1 for 2021 are low

Good performance in ROE is between 15 and 20%, so 12.57for 2020 and 13.96 are low

For Earning per share there is not specific rule

In Net Profit Margin 5% is low, 10% - healthy, 20% - high. Here Sweets is ok with 10.85% for 2020 and 11.94 for 2021

In Asset Turnover for both years is a little bit under 1   (0.91 times in 2020 and 0.93 times in 2021), which means not enough revenue for the year

Good performance in Stock Holding days is between 30 and 60 days, Sweets has 78 days for 2020 and 80 days for 2021. This means the Company can not turn its inventory to sales very quick.

The Company is good in Debtor Collection Period with 73 days for 2020 and 68 for 2021, because is under 90 days
Current ratio is poor because is under 1.1 in both years

Gearing ratio is 58,64% for 2020 and 57,26 for 2021, good performance will be between 20 and 30%

Interest cover is good, because is more than 3 times

Year 2021 is better than 2020 in almost all ratios, this shows the company has improvement.
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