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Introduction 
Financial statements are crucial tools for assessing a company's performance and position. The report examines the financial statements of Wales plc and Sweets plc for the fiscal years ended December 31, 2022, and December 31, 2021, respectively. To evaluate the financial performance and position of both companies, the report computes and interpret a variety of financial ratios.
Question 1
a) Prepare an income statement for the year ended 31st December 2022 for Wales plc and a statement of financial position as at that date.
Wales Plc
Income statement
For the year ended 31st December 2022
	Particulars
	Amount (£)

	Sales  (800,000 + 980)
	800,980

	Cost of Sales
	578,650

	Interest Paid
	2,000

	Distribution Cost
	28,000

	Administrative expense
	30,000

	Sales Commission
	3,000

	Directors Remuneration
	5,000

	Preference Dividend Paid
	30,000

	Ordinary Dividend Paid
	20,000

	Provision for Corporate Tax
	100,000

	Net Profit
	4,330





Wales Plc
Statement of Financial Position
As at 31st December 2022
	Particulars
	Amount(£)
	Amount (£)

	Equity and liabilities
Shareholder’s Fund 
£1 ordinary shares
10% £1 preference shares
Retained profits at 1st January 2022
Add Net Profit
	




132,000

4.330
	

900,000
500,000



136,330

	Long-Term Liability
2% Debentures
	

	
200,000

	Current liabilities
Trade payable
Outstanding Sales Commission 
Prov. For Corporate Tax
	

	
188,625
3,000

100,000

	TOTAL 
	
	2,027,955

	Assets
Non-Current Assets
-Fixed Assets
Plant and Equipment 
	
	


1,250,000

	Current Assets 
Trade Receivable (170,125 + 980)
Stock
Cash at Bank 
	

171,105
510,850
96,000
	




777,955

	TOTAL 
	
	2,027,955



b) As a result of adhering to the accounting equation, which reads as follows:
Liabilities + Equity = Assets
Wales Plc has £2,027,955 in total assets, which is equal to the sum of its liabilities (£491,625) and equity (£1,536,330). The ordinary and preference shares, which are a part of the company's ownership structure, are included in the equity. The debentures, which are long-term borrowings, make up the non-current liabilities (Ito, 2021). Trade payables and accruals are included in the current liabilities. Along with current assets like stock, trade receivables, cash, and bank accounts, the assets also include non-current assets like plant and equipment. The current assets also include the prepayments.
Question 2
1. Return on Capital Employed (ROCE):-
ROCE = EBIT/Capital Employed * 100
i) Earnings before Interest & Tax:-
EBIT = Profit before Taxation + Interest Payable
2021: (620 +226) = 846
2020: (539 + 181) = 720
ii) Capital Employed
C.E = Total Assets – Current Liabilities
2021: (9736 _ 2511) = 7225
2020: 10087 _ 3046 = 7041
iii) Return on Capital Employed (ROCE)
2021: 846/7225 * 100 = 11.709%
2020: 720/7041 * 100 = 10.226%
2. Return on Equity (ROE):-
ROE= Net Income/Shareholder Equity
i) Net Income = Bottom Line Profit before dividend
2021: 431
2020: 366
ii) Shareholder Equity = Total Assets – Liabilities (or) Equity Balance
2021: 3088
2020: 2912
iii) ROE
2021: 431/3088 * 100 = 13.957%
2020:366/2912 * 100 = 12.569%
3. Earnings per share
EPS = Earnings attributable to equity shareholders/Total No. of Shares
i) Earnings attributable to equity shareholders
Net income: 2021: 431
2020: 366
ii) Total No. of Shares:
2021: 300/0.50 = 600
2020: 300/0.50 = 600
iii) Earning per Share
2021: 431/600 = 0.7183
2020: 366/600 = 0.61
4. Net Profit Margin
NPM = Net Profit/Revenue * 100
2021: 431/6738 * 100 = 6.40%
2020: 366/6441 * 100 = 5.682%
5. Asset Turnover
Asset Turnover =Sales/Total Asset
2021: 6738/9736 = 0.692 times 
2020: 6441/10087 = 0.639 times
6. Stock Holding Days
SHD = Inventory/Cost of Sales * 365
2021: 708/3235 * 365 = 80 days 
2020: 659/ 3096 * 365 = 78 days 
7. Debtors Collection Period:-
DCP = Trade Receivables/Credit Sales * 365
2021: 1249/6738 * 365 = 68 days 
2020: 1287/6441 * 365 = 73 days 
8. Current Ratio
C. R = Current Assets/Current Liabilities
2021: 2303/2511 = 0.917 times
2020: 2355/3046 = 0.773 times 
9. Gearing Ratio
G.R = Total Debt/Total Equity
2021: 4137/3088 = 1.340 times 
2020: 4129/2912 = 1.418 times 
10. Interest Cover
I.C = Earnings before Interest & Tax/Interest Expense
2021: 846/226 = 3.743 times 
2020: 720/181 = 3.978 times 
(b) Comment on the financial performance and position of Sweets plc.
Based on the above ratios and the figures in the financial statements, it can be said that the company's performance has improved from the previous year. It demonstrates the upward trend when compared to the prior year.
Both the return on capital employed and the return on equity ratio have increased from the previous year. Additionally, the net profit in 2021 (i.e., 431) increased in comparison to the net profit in 2020 (i.e., 366). As a result, its net profit ratio has increased by about 0.718%.
Additionally, there is a rising trend in earnings per share. Due to this upward trend, the company is able to declare a higher dividend (255 million) than it did the year before (242 million).
It demonstrates the expansion of Sweets plc. In 2021, the market price has also increased. The assets turnover ratio has changed slightly this year, but it is a positive change. It used to take the company 73 days to pay off its accounts receivable in cash, but in 2021 it only takes about 68 days. Although it has improved since the previous year, the company still needs to make more progress in terms of collecting its receivables. Additionally, the current ratio needs to be raised. Since it has improved since 2020, the entity still needs to make improvements in this direction.
Since the previous year, the entity's interest expense has increased. Although the interest coverage ratio has decreased, the gearing ratio is still acceptable given the entity's corresponding increase in equity. This is brought on by the entity's rising debt. In general, it can be said that the business's financial performance has improved since last year.
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