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Question 1:Preparation of Financial Statements

Income Statement 
	Wales Plc
Income Statement 
For the year ended 31st December 2021

	Items 
	Amount in £

	Revenue
	800000

	Less: Cost of Sales 
	(578650)

	Gross Profit
	221350

	Administrative Expense 
	30000

	Interest paid
	2000

	Directors remuneration
	5000

	Distribution costs
	28000

	Operating profit 
	132000

	Profit before tax 
	353350

	Taxation
	100000

	Profit for the period 
	253350




Statement of Financial Position
	Wales Plc
Statement of Financial Position
As at 31st December 2021

	Items
	Amount in £

	Assets- Non-current Assets
	

	Property and equipment
	632730

	Current Assets
	

	Inventories
	300600

	Debtors
	117105

	Cash and bank
	76250

	Total Assets
	1210685

	Financed by Equity and Liabilities
	

	Current Liabilities 
	

	Trade payable
	171355

	Commission owed
	3000

	Ordinary dividend paid
	20000

	Preference dividend paid
	30000

	Non-current liabilities
	

	4% Debentures 
	32980

	Total liabilities 
	257335

	Equity
	

	Ordinary shares
	400000

	Preference shares 
	300000

	Retained earnings
	253350

	Total Equity
	953350

	Total equity and liability 
	1210685




Salesmen's commission of £3000 is accrued and thus treated as current liabilities. 

Justification of Balancing figure of Statement of Financial Position
The primary reason the statement of financial position is balancing is the application of the double accounting principle of double entry (Hindmarch and Simpson, 2019). The majority of a company's net worth is reflected in its assets, the first of three primary categories on a balance sheet. Assets, liabilities, and equity all appear on a company's statement of financial condition when they are evaluated. When an asset is defined, it is a reflection of a company's resources that have the potential to produce future economic advantages (Ball, 2017). Existing assets can be categorised as current or non-current assets based on how long they have been in use during their economic lifespan. A company's current assets are defined as the market value of all assets expected to be converted to cash within a year and used to fund continuing activities and settle current expenses. Cash can be generated within a year after acquiring assets like inventories and accounts receivable (Hindmarch and Simpson, 2019). Any commitments a business has to pay because of prior transactions are considered liabilities, costing the company money.Wales Plc
Income Statement 
For the year ended 31st December 2021
Items 
Amount in £
Revenue
800000
Less: Cost of Sales 
(578650)
Gross Profit
221350
Administrative Expense 
30000
Interest paid
2000
Directors remuneration
5000
Distribution costs
28000
Operating profit 
132000
Profit before tax 
353350
Taxation
100000
Profit for the period 
253350

Furthermore, it is also possible to categorise liabilities into current and non-current. Current liabilities include debts owed to suppliers, such as accounts receivable. The total amount of obligations a company owes on a company's balance sheet also includes non-current liabilities. Instead of short-term obligations like credit card debt, non-current liabilities are long-term commitments that aren't expected to be paid back within a year. A positive balance on a company's balance sheet results from the double-entry accounting principle, and the company's owners retain accurate records of their cash and invoice transactions, consistent with its balance sheet. A financial position statement will benefit customers and suppliers because it helps the company keep track of its finances. The position statement must be balanced per the double accounting rule for its intended users.	
Question 2: Computation of Ratios

	Ratio
	Formula
	2021
	2020

	Return on Capital Employed (ROCE)
	x100%
	x100%
=11.14%
	x100%
=9.93%

	Return on Equity (ROE)
	x100%
	x100%
=15.21%
	x100%
=13.71%

	Earnings Per Share (EPS)
	
	
=0.59
	
=0.41

	Net Profit Margin
	x100%
	x100%
=51.99%
	x100%
=51.93%

	Asset Turnover 
	
	
=0.69:1
	
=0.64:1

	Stock Holding Periods 
	x365days
	x365days
=79.88days
	x365days
=77.69days

	Debtors Collection Period 
	x365days
	x365days
=67.66days 
	x365days
=72.93days

	Current Ratio
	
	
=0.92:1
	
=0.77:1

	Gearing Ratio
	
	
=1.3397
	
=1.4179

	Interest Cover 
	
	
=3.56:1
	
=3.86:1




Workings
Capital Employed: Total Asset- Current Liabilities
2021: =£9736- £2511
= £7225
2020: = £10087-£3046
=£7041
Shareholders Equity: Equity - Dividends
2021:= £3088- £255
=£2833
2020:= £2912- £242
=£2670

Financial Position of Sweet plc
According to the financial statement ratios computed, Sweets PLC Company maintains a high level of financial flexibility as it continues to operate its company in the market. The level of profitability in 2021 was higher than it was in the year before, as represented by the return on capital employed with a value of 11.14% compared to 9.93% in 2020. The company's liquidity ratios have been growing over time, represented by the current ratio. This indicates that Sweet plc is well positioned to meet its short-term obligations. Gearing ratios measure the connection between a firm's equity or capital and its debt. This ratio analysis compares the equity or capital of a company to the obligation of the company (Borhan et al., 2019). The company has a high level of gearing in 2020, demonstrating that it is in a solid position to fulfil its commitments and responsibilities. 
The state of the company's finances is heading in the right direction. Between 2020 and 2021, the pace of the company's expansion was unquestionably accelerated. Additionally, the interest cover in 2020 is significantly more substantial than in 2021. According to Kariyawasam (2019), it is common practice for organizations to utilize the profit margin ratio as a measurement of their profitability since this ratio demonstrates the amount of money that an organization generates in addition to the money it spends on the cost of goods sold. Furthermore, return on equity is an essential metric that measures how successfully Sweet plc's financial management team manages the organisation's money and assets to contribute to a high-profit level.
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