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Question 1
a. Prepare an income statement for the year ended 31st December 2021 for Wales plc and a statement of financial position as at that date.
An income statement, also known as a profit and loss account, is an essential financial statement of an organisation that shows the expenses and revenues of the company during a particular period (Bauman and Shaw, 2016). The income statement indicates how the company transforms revenues into net profits or net income. The income statement shows the net income, expenses, and revenues of the company. Wales Plc prepares the income statement to identify if they are making profits or losses. The income statement of Wales Plc for the period ended 31st December 2021 is shown below. 
Wales Plc
Income Statement
For the year ended 31st December 2021
	Sales + commission on sales
	800,980
	

	Cost of sales 
	-578,650
	

	Gross profit
	222,330
	222,330

	
	
	

	Expenses 
	
	

	Distribution cost
	28,000
	

	Directors Remuneration
	5,000
	

	Interest paid 
	2,000
	

	Administrative expense 
	30,000
	

	Preference dividend paid
	30,000
	

	Ordinary dividend paid 
	20,000
	

	Tax expense 
	100,000
	

	Sales expense 
	3,000
	

	
	218,000
	-218,000

	Net Income 
	
	4,330



The balance sheet of the statement of financial position is a financial statement that serves as a snapshot that provides a comprehensive picture of the financial situation of the organisation. It is used to report what the organisation is owed, that is, liabilities and the assets of the organisation (Robinson, 2020). Wales plc considers a financial statement as an essential tool as it provides significant information about the debt load, profitability, expenses, and revenues of the company, as well as its ability to meet its long-term and short-term financial obligations. The statement of financial position of Wales Plc is shown in the table below.
Wales Plc
Statement of Financial position
As at 31st December 2021 
	Current Assets 
	
	

	Cash and Bank 
	176,250
	

	Trade receivables 
	170,125
	

	Stock
	430,600
	

	Debtors
	980
	777,955

	
	
	

	
	
	

	Fixed Assets 
	
	

	Plant and Equipment
	1250000
	1,250,000

	Total Assets
	
	2,027,955

	Liabilities 
	
	

	Trade Payable 
	188,625
	

	Debentures 
	200,000
	

	Tax
	100,000
	

	Outstanding sales commission 
	3,000
	491,625

	
	491,625
	

	Equity
	
	

	Retained profit
	132,000
	

	Preference shares
	400,000
	

	Ordinary shares 
	1,000,000
	

	Net Profit
	4,330
	1,536,330

	
	
	2,027,955




b. Reason why the statement of financial position balances 
The balance sheet of Wales Plc is balanced because of the double entry accounting principle. The accounting system shows that the company recorded all the transactions in at least two different accounts and therefore acts as a check to ensure the entries are consistent. This shows that the financial transactions were accurately recorded. Besides, in relation to the accounting equation, the total assets must be equal to the total liabilities plus equity (Fernando, 2019). From the balance sheet above, current assets identify the value of all the assets, which can be converted into cash within a financial year or are used for funding other operations of the company. This included cash and bank, trade receivables, stock, and debtors. Noncurrent or fixed assets are long-term investments of the company. This includes plant and equipment. Liabilities include the debts that the company owes (Zietlow et al., 2018). It includes both short-term and long-term liabilities, which are expected to be settled within a financial year and more than one year, respectively. The shareholder's equity entails the net of the total assets of the company and its liabilities. It represents the net worth of the organisation and helps in determining its financial health. This is the amount of money that would be left over if the organisation paid off the liabilities (Weygandt et al., 2018). For the statement of the financial position to balance, the value of total assets must be equal to the value of total equities and liabilities, as shown in Wales Plc's statement of financial position. 












Question 2

Financial ratio analysis of Sweet Plc. For 2020 and 2021.  

1. 
Return on capital employed 	 	 	 	Profit before interest x 100% 
   Assets employed 
Assets employed = Total assets – current liabilities
For 2020 = 699/ (7732 + 2355 – 3046) x 100
= 699/7041 x 100
=9.927%
For 2021 = 805/(7433 +2303 – 2511) x 100
=805/7225 x 100
=11.14%
2. 
Return on equity 	 	 	 	 	                     Earnings                      x 100%    
Ordinary share capital and reserves 
ROE for 2020 = 366/2912
= 12.57%
ROE for 2021 = 431/3088
=13.96
 
3. `
Earnings per share 	 	 	 	 	              Earnings                              
Number of ordinary shares 
 
              
Earnings per share for 2020 = 366/60
=6.1
Earnings per share for 2021 =431/60
=7.2
 
4. 
 
Net profit margin 	 	 	 	 	Net profit x 100% 
    Sales 
Net profit for 2020 = 366/6441 x 100 
=5.68%
Net profit for 2021 = 431/6738 x 100 
=6.40%
5. 
 
Asset turnover 	 	 	 	 	      Turnover                
Assets employed
= Net Sales / Average Total Assets 
Average total assets = (Beginning total assets + ending total assets)/2
For 2021= 6738/ (9736 + 10087/2)
=0.6798

6. 
Stock holding days	 	 	 	 	   Inventory     x 365 
Cost of sales 
Stock holding period for 2020 = 659/3096 x 365
= 77.7 days 

Stock holding days for 2021 = 708/3235 x 365
= 79.9 days
7. 
Debtors’ collection period 	 	 	 	Trade receivables x 365 
    Credit sales 
 
Debtors’ collection period for 2020 = 1287/4129 x 365
113.77 days 
Debtors’ collection period for 2021 = 1249/4137 x 365
110.2 days 
 
8. 
 
Current ratio 	 	 	 	 	 	 Current assets   
Current liabilities 
Current ratio for 2020 = 2355/3046
=0.7731
Current ratio for 2021 =2303/2511
=0.9172
 
9. 
 
Gearing ratio 	 	 	 	 	 	       Debt          x 100% 
Debt + Equity 
Debt in 2020 = (3046 + 4129) = 7175
Gearing ratio for 2020 = 7175/(7175+2912) x 100
71.13%

Total debt in 2021 = 4137 + 2511 =6648
Gearing ratio for 2021 = 6648/(6648 + 3088) x 100
68.28%
   10. 
Interest cover 	 	 	 	 	 	Profit before interest 
    Interest charges 
Interest cover for 2020 = 699/181
=3.8619
Interest cover for 2021 = 805/226
=3.5619






 b. Comment on the financial performance and position of Sweet Plc. 
Return on capital employed. 
This is a financial ratio that can be used to assess the capital efficiency and profitability of the company. This ratio is essential as it can promote the understanding of how well an organisation is generating profits from the capital as it is used. Return on capital employed is a profitability ratio that potential investors, stakeholders, and financial managers use when analysing the investment of the company (Adeneye and Ahmed, 2015). More so, calculating the return on capital employed tells the amount of profit an organisation generates per £1 of the employed capital. The more profit per pound an organisation can generate, the better. Therefore, if an organisation has a higher return on capital employed, it shows that it has stronger profitability across corporations' comparisons. As can be seen, Sweet Plc is 11.14% in 2021, a slight increase from 2020, which was recorded at 9.93%. This increase in ROCE was attributed to the increase in EBIT as the company recorded a drop in capital employed in 2021. It can be concluded that Sweet Plc's profitability is increasing. 

Return on Equity 
This is a measure of financial performance. An individual can calculate the ROE by dividing the net income by the equity of the shareholder. Return on equity is usually considered a gauge of the profitability of an organisation and how efficient the company is in profit generation. A higher return on equity is considered efficient as the management is at growth and generating income from its equity financing (Thomas andamp; Rabiyathulbasariya, 2017). ROE could be calculated for any organisation if the equity and net income ate positive. It is usually calculated before the dividends are paid to shareholders and interest to lenders, and after dividends to preferred shareholders. The ROE of Sweet Plc increased from 2020 to 2021, from 12.57% to 13/96%. This was attributed to the shareholder's equity and net income of the company, which increased from 2020 to 2021, from £1,912 million to £3088 million, respectively. This performance attracted a significant number of stakeholders and investors. With an increasing ROE, it indicates that the company's profitability is increasing. 

Net profit margin
Net profit margin refers to the financial ratio that an organisation uses to calculate the percentage profit that it produces from the total revenue. Net profit margin is used for measuring the net profit an organisation obtains per pound of the gained revenue. Thomas and Rabiyathulbasariya (2017) highlight that the net profit margin is often equal to the net profit of the company divided by the total revenue. From the analysis above, the net profit of Sweet Plc increased from 2020 to 2021. The reported net profit margin for 2020 was 5.68%, which increased to 6.39% in 2021. The increase in net profit margin was attributed to the increase in the company's net income. The increasing net profit margin of the company indicates that the company is profitable. 

Earnings per share 
This is the monetary value of what the company earns per the outstanding share of the firm's corporate profitability. It is the main measure of the profitability of the company and is commonly employed in pricing the stocks (Nurfadillah, 2016). It is calculated by dividing the profit of the company by the shares of common stock. The resulting number obtained serves as an indicator of the profitability of the company. It is common for an organisation to report the earnings per share, which is adjusted for potential share dilution and extraordinary items. The earnings per share of Sweet Plc increased from 6.1 to 7.2 between 2020 to 2021, respectively. This is a good indicator for the stakeholders and investors as the increase in EPS shows that Sweet Plc is profitable enough to pay the shareholders more money. This results in an increase in dividends over time. The total dividends increased from 2020 to 2021 from £242 million to £255 million.

Asset turnover 
This is a financial ratio that measures the efficiency of the organisation's use of the assets in generating sales or revenue income. It is the ratio of total revenue or sales to average assets. This is an essential metric that helps investors to understand and compare corporations in the same sector (Supardi et al., 2018). A higher asset turnover is deemed to be more efficient as an organisation can generate revenue from the assets. Conversely, if the asset turnover of the organisation is low, it shows that the company is not using its assets efficiently to generate sales. The assets turnover of Sweet Plc in 2021 was 0.68. This shows that each dollar asset generates at least 0.68 cents. This shows that the company is not using its assets efficiently to make sales. 

Stock holding days 
This is an efficiency ratio, which shows the way an organisation manages its liabilities and assets. They are an essential indicator of the company's ability to generate cash. Stock holding or inventory holding period refers to a ratio that determines the number of days for which a company holds its inventory or stock before sales. This ratio shows the number of days an inventory takes to rotate the business (Stratton et al., 2021). The stock holding period can be calculated by dividing the company's average inventory by its cost of goods sold (COGs) per day. A higher stock holding period indicates that the funds are tied up in the form of stock for a longer time. An increasing inventory period is a warning for the organisation as it shows that the sales of the company are slowing down. However, on some occasions, a higher stock holding period can be good. It can indicate the way and the ability of the business to absorb the sudden spurts during the peak seasons. The stock holding period increased from 2020 to 2021 from 77.7 days to 79.9 days. This indicates an increase in the amount of produced goods and inventory held. This shows that there will be an increase in inefficiency from 2021 to 2022. This serves as a warning sign for the Sweet Plc manager to make decisions to reduce the increasing stock holding days. 

Debtors' collection period 
	This indicates the average period that the company takes to collect debts. A reduced debtors collection period shows that the efficiency of the company is increasing. With this ratio, the company can compare the real period of collecting debts within the theoretical and granted credit period (Kasozi, 2017). Debts include the services and products that the company has sold on credit. The debtors' collection period of the company decreased from 2020 to 2021. The reduction was recorded to be 113.77 days in 2020 and 110.2 days in 2021. This shows that the company has increased in efficiency. 

Current ratio 
This is an essential liquidity ratio, which measures the ability of the company to pay its short-term debts or obligations within a financial year. It is calculated by dividing the current assets by the current liabilities (Nuryani and Sunarsi, 2020). The current ratio answers the question of how many euros in current assets are used to cover each euro in current liabilities. On many occasions, a current ratio of 1.5 to 3 is considered acceptable. The current ratio of Sweet Plc increased from 2020 to 2021. This was reported to be 0.77 in 2020, and in 2021, the current ratio was 0.91. The increasing current ratio from 2020 to 2021 indicates that Sweet Plc is profitable and can generate cash to meet its short-term debts. This can also be attributed to a decrease in short-term obligations or an increase in current assets. 

Gearing ratio 	 	 	 	 	 	       
A gearing ratio is a financial ratio that compares owners' equity to funds or debts that the company has. It is a measurement of the financial leverage of an organisation, which demonstrates the degree to which the activities of a firm are funded by the funds of shareholders versus the funds of creditors. A normal or optimal gearing ratio for a company that is well established is considered to be between 25% and 50%. Sweet Plc had a slightly higher gearing ratio of 71.13% in 2020, which decreased in 2021 to 68.28%, which shows a higher proportion of debt to equity. A higher gearing ratio indicates that the company is at greater financial risk since, during the period of higher interest rates and lower profits, the organisation would be susceptible to bankruptcy and loan default. More so, considering the gearing ratio, a lower ratio, for instance, below 25%, is considered low-risk by lenders and investors.

Recommendation
	We employed ROE, ROCE, and the net profit margin to compute the profitability of Sweet Plc. From the calculation and the analysis, the business reported a gradual increase in these ratios, thus considered profitable. The earnings per share of the company also increased, indicating that the company performed well during the two financial years. However, the company should increase its assets to ensure that the current ratio is higher to meet short-term obligations. 
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