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Question 1
a. Financial Statements
	Wales Plc Income Statement as at 31/12/2022

	Sales
	
	800,980

	Less: 
	
	

	Cost of sales
	
	581,650

	Gross profit
	
	219,330

	Less: Administrative expenses
	30,000
	

	Directors remuneration
	5,000
	

	Distribution costs
	28,000
	63,000

	Operating profit
	
	156,330

	Less: ordinary dividend paid
	20,000
	

	Preference dividend paid
	30,000
	

	Interest paid
	2,000
	5200

	Profit before taxation
	
	104330

	Estimated taxes
	
	100,000

	Profit for the year
	
	4,330



	Wales Plc Statement of Financial Position as at 31/12/2022

	Non-Current Assets
	

	Plant and equipment
	1250000

	Total
	1250000

	
	

	Current Assets
	

	Stock at 31st December 2022
	510850

	Trade receivable
	171105

	Total
	681955

	Total Assets
	1931955

	
	

	Non-current liabilities
	

	2% Debentures
	200,000

	Total
	200,000

	
	

	Current liabilities
	

	Trade payable
	191,625

	Bank loan
	4000

	Total
	195,625

	Total liabilities
	395,625

	
	

	Equity
	

	£1 ordinary shares
	900000

	10% £1 preference shares
	500000

	Retained profits at 1st January 2022
	132000

	Profit as at 31/12/2022
	4,330

	Total equity
	1536330

	Total liabilities and equity
	1931955



b. Reasons why the statement of financial position balance
The idea of double-entry accounting, which makes sure that the statement of financial position has identical values on both sides, is the essential premise behind equal balances on the debit and credit sides. The following reasons justify why the balances are equal.
To conform with double-entry accounting principle: Every financial transaction has at least two equal and opposing impacts on the company's accounts thanks to the double-entry method, which is the basis of accounting. There must be a corresponding credit entry for each debit entry. By following this rule, the accounting equation will always be in balance. Balancing the statement is a direct representation of this equation, demonstrating how the company's assets are financed by its liabilities and equity (GoCardless, 2021).
To uphold the conservation principle: According to the conservative principle, neither the assets nor the liabilities on the balance sheet are overpriced or undervalued. The balance sheet provides a cautious and accurate depiction of the company's financial status by maintaining the equality between assets, and the sum of liabilities, and equity (Bloom, 2018).
To demonstrate integrity in financial reporting: The credibility of financial reporting is denoted by a statement of financial position that is balanced. It provides reassurance to all parties involved that the company's financial data has been correctly documented and that the financial statements are free of mistakes and manipulations (Nurullah, Khamisah and Kesuma, 2022). Any difference in values between the two sides is a clear sign that there was a mistake or possible fraud in the recording of financial transactions. If the balance is not equal, it signals that an error has occurred, which compels accountants to look into and correct the fault (Zlati et al., 2019). It also raises red flags for auditors, signaling the need for further investigation (Beaver, 2022).
To comply with laws and regulations: Many countries and accounting standards demand that financial statements, particularly the statement of financial position, comply to specified principles to guarantee accurate and honest reporting, and maintaining the balance is a fundamental criterion for compliance with these standards (Bajra et al., 2023).
















Question 2
a. Ratio calculations
i. ROCE 
Return on capital employed ration shows how a company has utilized its capital (total equity and total debt) to help the company make profits (Murtala, 2018). 

EBIT = Operating profit + Profit/loss on sale of fixed assets + Investment income
	EBIT
	2021
	2020

	Operating profit
	805
	699

	Profit/loss on sale of fixed assets
	19
	-5

	Investment income
	22
	26

	EBIT
	846
	720



Total capital = Total debt + Total equity
Total debt = Total loans and borrowings
	Total debt
	2021
	2020

	Loans and other borrowings
	4137
	4129

	Total debt
	4173
	4129



Total Equity = Ordinary shares capital + Share premium + Retained earnings
	Total equity
	2021
	2020

	Ordinary share capital (50p shares)
	300
	300

	Share premium
	1,071
	1,071

	Retained profits
	1,717
	1,541

	Total Equity
	3,088
	2,912



	Total capital employed
	2021
	2020

	Total debt
	4173
	4129

	Total Equity
	3088
	2912

	Capital Employed
	9153
	9432



	ROCE
	2021
	2020

	EBIT
	846
	720

	Total Capital Employed
	7225
	7041

	ROCE
	11.71%
	10.23%




ii. ROE
Return on equity is used to analyze a company’s performance by revealing how the company has utilized funds contributed by owners to improve shareholder value (Bunea et al., 2019). 
 
	ROE
	2021
	2020

	Net Income
	431
	366

	Total Equity
	3,088
	2,912

	ROE
	13.96%
	12.57%




iii. Earnings per share
EPS is the proportion of profit that a single share is attributed to. The ratio shows how a company’s profits can be shared across the total number of shares available.


	Outstanding Shares
	2021
	2020

	Total Equity
	3,088,000,000
	2,912,000,000

	Average share price
	5.12
	4

	Outstanding shares
	603125000
	728000000



	EPS
	2021
	2020

	Net income
	431000000
	366000000

	Outstanding shares
	603125000
	728000000

	EPS (pence)
	71.46
	50.27




iv. Net profit margin
NPM represents the proportion of revenue that a company has managed to keep as net profit after all costs and expenses for the respective period have been deducted (Aprilia, 2023). 

	NPM
	2021
	2020

	Net profit
	431
	366

	Revenue
	6,738
	6,441

	NPM
	6.40%
	5.68%




v. Asset turnover
Asset turnover is a metric that reveals how a company is efficient at using its resources to generates revenue (Kurniawan, 2021). It shows the monetary value that every unit of asset has contributed towards sales.

	Asset turnover
	2021
	2020

	Revenue
	6,738
	6,441

	Total Assets
	9,736
	10,087

	Asset turnover
	0.692
	0.639




vi. Stock holding days
Stock holding days refers to the duration that a company’s stock remains at its premises before it is sold out (He, Mukherjee and Baker, 2017). 

	Stock holding days
	2021
	2020

	Inventory
	708
	659

	Cost of sales
	3,235
	3,096

	Days in a year
	365
	366

	Stock holding days
	79.88
	77.91




vii. Debtors collection period 
Debtors collection period illustrates the duration it takes a company’s debtors to pay for their outstanding invoices (Malm, 2018). It is used to analyze the efficiency of a company at managing its credit sales.

	Debtors collection period
	2021
	2020

	Accounts receivables
	1,249
	1,287

	Credit sales
	6,738
	6,441

	Days in a year
	365
	366

	Debtors collection period
	67.66
	73.13




viii. Current ratio
Current ratio is a metric that shows the number of times that current assets can be used to finance all the current liabilities. This ratio analyzes a company’s liquidity whereby it shows ability to finance short-term financial needs (Durrah et al., 2016). 


	Current ratio
	2021
	2020

	Current assets
	9,736
	10,087

	current liabilities
	2,511
	3,046

	current ratio
	×3.88
	×3.31



ix. Gearing ratio
Gearing ratio shows the relationship between borrowed funds and funds contributed by shareholders so as to analyze a company’s capital structure (Oranefo and Egbunike, 2023).


	Gearing ratio
	2021
	2020

	Long-term borrowing
	4,137
	4,129

	Total equity
	3,088
	2,912

	Gearing
	×1.3397
	×1.4179



x. Interest cover
Interest cover is the rate at which a company’s operations are capable of financing the costs of borrowing. It analyzes a company’s solvency by showing the number of times that the company’s profit can pay for interest expenses (Meryana and Setiany, 2021).

	Interest cover
	2021
	2020

	EBIT
	846
	720

	Interest expense
	226
	181

	Interest coverage
	×3.74
	×3.98



b. Assessment of financial performance and position
All of Sweets Plc’s profitability ratios: ROCE, ROA, NPM, and EPS are substantially high and have increased from the previous year to imply that the company’s financial performance has improved. The profitability ratios have improved because the company was able to increase its revenue while keeping the proportion of COGS to revenue lower. As a result, more profits were generated thus boosting performance. 
Sweets Plc has high liquidity as shown by its high current ratio which improved between the two years. Due to its strong liquidity, the company has a stronger financial position that enabled it to finance its daily operations with ease hence there is lower liquidity risk. Additionally, is can be observed that as liquidity increased, profitability also increased to mean that higher liquidity is an essential component for the company to improve performance as advocated by Ehiedu and Chukwunweike (2014); Ibrahim (2017) and Markonah et al., (2020). Additionally, Sweets Plc has a stronger interest coverage ratio even though it decreased slightly when compared to the previous year. Higher interest coverage ratio reveals that the company has a stronger ability to pay its interest obligations hence there is lower chances of default. As a result, Sweets Plc demonstrates stronger liquidity and solvency which are characteristics of a stronger financial position. 
Efficiency analysis of Sweets plc reveals that the company holds stocks for long and it also takes longer to collect payment from its debtors. The stock holding days increased to show that the rate at which the company sold stock had decreased thereby a sign of poor efficiency hence poor financial performance. On the other hand, debtor’s collection period decreased to mean that the company’s debtors paid their dues at a faster rate hence improved efficiency which symbolizes good financial performance. Therefore, Sweets plc is efficient at managing debtors but inefficient at managing stock. 
Sweets Plc’s financial leverage is assessed using the gearing ratio which shows that the company has higher leverage because its gearing ratios are more than 1. Higher gearing shows that this company pays more interest obligations that might be detrimental to the company during poor economic periods. However, the gearing ratio has decreased to imply that the company paid lower interest obligations in 2021 than in 2020. This lower interest expense might have influenced the company’s profitability to improve as supported by Singh and Bagga (2019) who say that lower gearing has a positive effect on financial performance in Indian companies. Therefore, this company should continue decreasing its gearing ratio so as to attain an optimal capital structure that will maximize shareholder value. Otherwise, this company has a stronger financial position and impressive financial performance.
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EPS	
2021	2020	0.7146113989637306	0.50274725274725274	Year


Ratio




NPM	
2021	2020	6.3965568417928165E-2	5.68234746157429E-2	Year


Ratio




Asset turnover	
2021	2020	0.69207066557107644	0.63854466144542477	Year


Ratio




Stock holding days	
2021	2020	79.882534775888715	77.90503875968993	Year


Ratio




Debtors collection period	
2021	2020	67.658800831107158	73.131811830461103	





ROCE	
2021	2020	0.11709342560553633	0.10225820195994888	Year


Ratio




ROE	
2021	2020	0.13957253886010362	0.12568681318681318	Year


Ratio
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