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QUESTION 1
A)
Wales plc
Income statement for the year ended 31st December 2022
									£’000
Revenue								£800,000 
Goods Value								£980
 Cost of sales 								(£578,650)
Gross profit 								£222,330 
Distribution costs 							(£28,000)
Administration expenses 						(£30,000) 
Operating profit 							£164,330 
Interest paid								(£2,000)
Directors remunerations						(£5,000)
Commission								(£3,000)
Ordinary dividend paid						(£20,000)
Preference dividend paid						(£30,000)
Profit before tax 							£104,330
Taxation								(£100,000)
Profit for the period 							£4,330




Calculations:
Gross profit = (Revenue – cost of sales)
Revenue = £800,000 + £980 = £800,980
Gross Profit = £800,980 - £578,650 = £222,330
Operating Profit = (Gross profit – Distribution cost – administration expenses) 
Operating Profit = £222,330 - £28,000 - £30,000 = £164,330
Profit before tax = (Operating profit – Interest paid - Directors remunerations – Commission - Ordinary dividend paid - Preference dividend paid)
Profit before tax = £164,330 - £2,000 - £5,000 - £3,000 - £20,000 - £30,000 = £104,330
Profit for the period = (Profit before tax – Taxation)
Profit for the period = (£104,330 - £100,000) = £4,330













Wales plc 
Statement of Financial Position as at 31st December 2022
								£’000			£’000
ASSETS
Non-current assets: 
Plant and equipment 						£1,250,000 
Intangible assets						
Total Non-Current Assets:								£1,250,000											
Current assets: 
Inventories							£510,850 
Trade and other receivables 					£170,125 
Goods Value							£980
Cash and cash equivalents					£96,000 
Total current asset:									£777,955 
Total assets 										£2,027,955 
LIABILITIES
Current liabilities: 
Trade and other payables					£188,625 
Short term borrowings					£3,000
Current tax payable						£100,000
Accruals:										£291,625 



Non-current Liabilities:
Long Term borrowings					£200,000
Long Term Provisions						

Total Non-current liabilities								£200,000

Total Liabilities									£491,625 
Net assets										£1,536,330 

EQUITY
Share capital										£900,000
Share premium									£500,000
Retained earnings									£132,000
 Net profit										£4330
Total Equity										£1,536,330
Total Liabilities and Equity 							£2,027,955 
											






Calculations: 
ASSETS
Total Current Assets = (inventories + trade other receivables + Goods Value + Cash and bank equivalents)
Total Current Assets = £510,850 + £170,125 + 980 + 96,000 = £777,955 
Total Assets = (total non- current asset + total current asset) 
Total assets = £1,250,000 + £777,955 = £2,027,955
LIABILITIES
Total Accruals = (Trade and other payables+ Short term borrowings+ Current tax payable)
Total Liabilities o Accruals = (£188,625 + £3,000 + £100,000) = £291,625
Total Non-current liabilities = (Long Term borrowings+ Long Term Provisions)
Total Non-current liabilities = (£200,000+ £0) = £200,000
Total liabilities = (total Accruals + total non-current liabilities)
Total liabilities = £291,625 + £200,000 = £491,625
Net assets = (total assets - total liabilities)
Net assets = (£2,027,955 - £491,625) = £1,536,330

EQUITY
Total Equity = (Share capital+ Share premium + Retained earnings + Net profit)
Total Equity = (£900,000 + £500,000 + £132,000 + £4330) = £1,536,330
Total Liabilities and Equity = (Total Liabilities +Total Equity)
Total Liabilities and Equity = (£491,625+ £1,536,330) = £2,027,955

B) Statement of financial position balance.
A fundamental financial statement that details the assets, liabilities, and equity of a business at a specific point in time is the statement of financial position, usually referred to as the balance sheet. According to the accounting equation, which specifies that assets must always equal the total of liabilities and equity, the statement of financial position balances. The accounting equation, its elements, and the reasons the statement of financial position balances will all be covered in this essay (Elliott and Elliott 2017).
Assets = Liabilities + Equity
This equation illustrates that the value of a company's assets is equal to the sum of its liabilities and equity. Therefore, the total value of assets must always balance with the total value of liabilities and equity. This balance confirms that all of the company's assets are being financed by either debt (liabilities) or equity.
Assets are economic resources owned or controlled by an individual, business, or organization that are expected to provide future benefits. In the context of financial accounting, assets are classified into different categories, depending on their nature and how they are used in the business. Examples of assets include cash, accounts receivable, inventory, property, plant, and equipment. Assets are recorded on the left side of the accounting equation. The following are some common categories of assets:
Current Assets: These are assets that are expected to be converted to cash or depleted within one year or business operating cycle, whichever is longer. Examples of current assets include cash and cash equivalents, accounts receivable, inventory, and prepaid expenses.
Non-current assets: These are assets that are not expected to be converted to cash or depleted within a year or business operating cycle. Examples of non-current assets include property, plant and equipment, intangible assets, and long-term investments (Austin, 2007).
Liabilities refer to a company's financial obligations or debts that arise from past transactions or events. They represent what the company owes to others and are generally classified as current or long-term liabilities.
Current liabilities are debts that are due in one year or less, such as accounts payable, short-term loans, and accrued expenses.
Long-term liabilities, on the other hand, are debts that are due more than one year in the future, such as long-term loans, bonds, and pension obligations.
Liabilities are important to keep track of because they represent a company's financial obligations that must be paid in the future. They are also used in financial analysis to calculate ratios, such as debt-to-equity ratios, which can help determine a company's financial health and level of risk (Libby, Short and Libby, 2014). 
Liabilities = Assets - Equity
Equity, in accounting and finance, refers to the residual interest in the assets of a company after deducting its liabilities. In other words, equity represents the ownership interest in a company. It is also known as shareholder's equity or owner's equity.
Equity can be increased by increasing the company's assets, decreasing its liabilities, or by issuing additional shares of stock. Equity can also be decreased by decreasing assets, increasing liabilities, or by buying back shares of stock.
Equity is an important measure of a company's financial health and represents the value of the company to its shareholders. It is used to calculate important financial ratios, such as return on equity, which measures the return a company generates on the money shareholders have invested in it.
Equity also represents the net worth of a company and is an important consideration for investors, creditors, and analysts when evaluating a company's financial performance and prospects for future growth (Salvary, 2001).
Equity = Assets – Liabilities
The statement of financial position balances because every transaction affects both sides of the equation. For example, if an entity borrows money from a bank, the cash received will increase the assets, and the loan liability will increase the liabilities. Similarly, if an entity issue shares to investors, the cash received will increase the assets, and the contributed capital will increase the equity.
To ensure that the statement of financial position balances, accountants use double-entry accounting, which means that every transaction is recorded in two accounts, one on the debit side and the other on the credit side. This method ensures that the equation remains in balance and that the total assets equal the total liabilities and equity.
In conclusion, the statement of financial position balances because of the accounting equation, which states that assets must always equal the sum of liabilities and equity. The equation is always in balance, meaning that the total value of assets must equal the total value of liabilities and equity. Accountants use double-entry accounting to ensure that every transaction is recorded in two accounts, one on the debit side and the other on the credit side. This method ensures that the statement of financial position remains in balance and provides accurate information about an entity's financial position at a particular point in time.
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Question 2
A) Financial ratios for Sweet plc for 2021 and 2020 years.
PROFITABILITY RATIOS 
1- ROCE = Profit before interest / Capital Employed x 100% 
Capital Employed = (Total Assets - Current Liabilities) 
Capital Employed = (2021) = (£9,736 – £2,511) = £7,225
Capital Employed = (2020) = (£10,087 - £3,046) = £7,041
ROCE (2021) = £805 £846 / £7,225 x 100% = 11,14% //11.709
ROCE (2020) = £699 £720/ £7,041 x 100% = 9,92% //10.226

2- ROE = Earnings / Equity x 100% ??? dividend
ROE (2021) = £431-255 / £3,088 x 100% = 13.95% 
ROE (2020) = £366-242 / £2,912 x 100% = 12.56%

INVESTMENT RATIOS
3- Earnings per share = Profit for the year / number of ordinary shares
Number of ordinary shares (2021) = (£300 x 1) + (£300 x 1) = £600
Number of ordinary shares (2020) = (£300 x 1) + (£300 x 1) = £600
Earnings per share (2021) = £431-255 / £600 = £0.72 
Earnings per share (2020) = £366 -242 / £600 = £0.61



PROFITABILITY RATIOS 
4- Net profit margin = Operating profit / Sales x 100%
Net profit margin (2021) = £805 / £6,738 x 100% = 12% 
Net profit margin (2020) = £699 / £6,441 x 100% = 11%




EFFIENCY RATIOS
5- Asset turnover = Revenue / capital employed
Asset turnover (2021) = £6,738 / £7,225 = 0,93 times
Asset turnover (2020) = £6,441 / £7,041 = 0,91 times

6- Stock holding days = (Inventory / Cost of sales) x 365 days
Stock holding days (2021) = (£708 / £3,235) x 365 = 80 days 
Stock holding days (2020) = (£659 / £3,096) x 365 = 78 days

7- Debtors collection period = (Trade receivables / Revenue) x 365 days
Debtors’ collection period (2021) = (£1,249 / £6,738) x 365 = 68 days 
Debtors’ collection period (2020) = (£1,287 / £6,441) x 365 = 73 days

LIQUIDITY RATIOS
8- Current ratio = Current assets / Current liabilities
Current ratio (2021) = £2,303 / £2,511 = (0.91: 1) 
Current ratio (2020) = £2,355 / £3,046 = (0.77: 1)

FINANCING STRUCTURE
9- Gearing ratio = Long term debt / (Long term debt + equity) x 100%
Long term debt + equity = (£4,137 + £3,088) = £7225
Long term debt + equity = / (£4,129 + £2,912) = £7041
Gearing ratio (2021) = £4,137 / £7225 x 100% = 57.25% 
Gearing ratio (2020) = 4,129 / £7041 x 100% = 58.64%

10- Interest cover = profit before interest / Interest charges
Interest cover (2021) = £805 846 / £226 = 3.57 times 3.74 times
times Interest cover (2020) = £699 720 / £181 = 3.86 times 3.97 times
B) 
Sweets plc is a long-established sweets and confectionery manufacturer that operates in a competitive market. The financial statements for the year ended 31st December 2021 show that the company has performed well, with revenue increasing to £6,738m from £6,441m in 2020. This growth in revenue has also translated to an increase in the company's profits, with the profit for the year ending at £431m compared to £366m in 2020. This suggests that the company has been able to manage its costs effectively, resulting in a healthy gross profit margin.
The Return on Capital Employed (ROCE) for Sweets plc in 2021 was 11,14% 10.23%, compared to 9,92% 8.74% in 2020. This indicates that the company is using its capital more efficiently to generate profits. The Return on Equity (ROE) for 2021 was 13.95% compared to 12.56% in 2020, indicating that the company is generating more profits per unit of shareholder equity.
The earnings per share (EPS) for Sweets plc in 2021 was £0.72, compared to £0.61 in 2020, indicating an increase in the company's earnings per share. This increase in EPS is due to the company's increase in profits.
The net profit margin for Sweets plc in 2021 was 12%, compared to 11% in 2020. This indicates that the company is managing its costs well, resulting in a higher profit margin.
The asset turnover ratio for Sweets plc in 2021 was 0,93 times, compared to 0,91 times times in 2020. This indicates that the company is generating more revenue per unit of assets, which is a positive sign for the company's financial performance.
The stock holding days for Sweets plc in 2021 was 80 days, compared to 78 days in 2020. This indicates that the company has been able to manage its inventory efficiently, resulting in a stable stock holding period.
The debtor collection period for Sweets plc in 2021 was 68 days, compared to 73 days days in 2020. This indicates that the company has been able to collect its debts more efficiently, resulting in a shorter debtor collection period.
The current ratio for Sweets plc in 2021 was (0.91: 1), compared to (0.77: 1) times in 2020. This indicates that the company's current assets are almost sufficient to cover its current liabilities, but it may face some liquidity issues if its liabilities increase.
The gearing ratio for Sweets plc in 2021 was 57.25%, compared to 58.64% in 2020. This indicates that the company is heavily reliant on debt financing, which may pose a risk to its financial stability.
The interest cover for Sweets plc in 2021 was 3.57 times, compared to 3.86 times in 2020. This indicates that the company's profits are sufficient to cover its interest payments, but it may face difficulties if its interest expenses increase.
Generally, Sweets plc did well in the fiscal year 2021, as seen by increases in sales, earnings, and earnings per share. The business has also been successful in controlling expenses, which has led to a strong gross profit margin and net profit margin. The company's current ratio, however, is under 1, indicating that it can experience liquidity problems if its obligations grow. Also, the business has a high gearing ratio, a sign that it depends substantially on debt funding. This might put the company's financial stability at danger, especially if interest rates increase.
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