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                                                                              Wales plc
                                       Income Statement for The Year Ended 31st December 2022        

                                                                                                                                                            £
Sales                                                                                                                                            800,000
Cost of Sales                                                                                                                              (581,650)        W1
Gross Profit	 281,350
Other Income	         980
Distribution Costs                                                                                                                       (28,000) 
Administrative Expense                                                                                                             (35,000)        W2
Operating Profit                                                                                                                         156,330
Finance Costs                                                                                                                                (4,000)         W3
Interest Paid                                                                                                                                  (2,000)
Profit Before Taxation                                                                                                                150,330
Taxation                                                                                                                                      (100,000)
Profit for the Year                                                                                                                         50,330




Workings:
W1 Cost of Sales = Cost of Sale + Commission paid to the Salesmen (578,650 + 3,000)
W2 Administrative Expenses = Administration Expenses + Director Remuneration (30,000 + 5,000)
W3 Finance Costs 2% Debentures 200,000
                                   Interest                      2%
                                                                   4,000





Wales PLC
Statement of Financial Position as at 31st December 2022   

Non-current Assets                                                                                                                         £
Plant and equipment                                                                                                              1,250,000
Current Assets
Inventory                                                                                                                                      510,850
Trade Recivables                                                                                                                         171,105       W4
Cash and Bank                                                                                                                               96,000
Total Assets                                                                                                                               2,027,955
Current Liabilities
Trade Payable                                                                                                                               191,625     W5
Non-current Liabilities                                                                                                                       980
2% Debentures                                                                                                                            200,000
Current Tax payable                                                                                                                   100,000
Total Liabilities                                                                                                                            492,605
Equity
Ordinary Shares                                                                                                                          900,000
10% £1 Preference Shares                                                                                                        500,000
Retained Profits                                                                                                                          132,000
Total Equity                                                                                                                               1,532,000




Workings:
W4 Trade Recivables = Trade Receivables + Goods send to the customers (170,125 + 980)
W5 Trade Payable = Trade Payable + Salesmen Commission (188,625 + 3,000)



Question 1
b) The Statement of Financial Position always balance because of accounting principle of double entry. In this case, something is wrong because there is a difference of 3,350£.                                  Basic accounting equation states that the Assets equals the sum of Liabilities and Equity.

Question 2
b)Calculating the profitability ratios shows us that return on capital employed and ROE is better for 2021 then year before.
Greater value on EPS in 2021 suggesting the company is more valuable.
From a 10.85% healthy margin in 2022, sweets PLC is going higher at 11.95 percent in 2021 which is good for the company.
The higher the asset turnover, the better company uses its assets to generate revenue. The ratio is higher by 0.02 in 2021.
In terms of stock holding days the period increased by two days. This could be that the products are more valuable (cost of sales increased and distribution costs are higher).
The efficiency of business indicated by debtors collection ratio has improved in 2021.
The growing value of current ratio is showing the company has improved his position to pay off short term obligations.
The gearing ratio is lower than 2020, meaning the Sweets PLC has more equity to rely on for financing.
Considering the interest coverage ratio of at least two is generally considered acceptable, Sweets PLC has consistent revenues and can pay the interest due with a ratio of 3.56 times.
Looking by ratios of Sweet PLC income statement is determined that the company is growing, is generating profits and shareholder value. The growing revenue is an indicator that a company is doing well. Profitability ratio, which measures the company performance related to capacity to make a profit is also higher; the same applies for profit margin. Through financial ratio analysis we can determine Sweets PLC operational efficiency. Financial ratio is a quick way to value a company.
By analysing all the above, Sweet PLC is a good company to invest in.
The financial analysis allows investors, potential investors, creditors, lenders to understand the overall health of the company. According to investopedia.com, the financial analyses evaluates economic trends, set financial policies, builds long term plans and identifies project or companies for investment. 




      
Ratio                            Formula                                                                                         2021                2020
ROCE                            Profit Before Interest/Capital Employed *100%                   11.14%             9.93%
ROE                              Earnings/Equity *100%                                                              13.95%           12.56%
EPS                               Earnings/Ordinary share                                                             £0.72              £0.61
Net Profit Margin      Operating Profit/Sales*100%                                                   11.95%           10.85%
Asset Turnover           Revenue/Capital Employed (times)                                      0.93 times      0.91 times
Stock Holding Days    Inventory/Cost of Sales*365 days                                           80 days           78 days
Debtors Collection     Trade Receivables/Credit Sales (or Revenue)*365               68 days           73 days
Period                          days
Current Ratio              Current Assets/Current Liabilities (x:1)                                    0.92:1             0.77:1
Gearing Ratio              Long Term Debt/Long Term Debt + Equity*100%                 57.25%           58.64%
Interest Cover             Profit Before Interest/Interest Charges (times)                  3.56 times     3.86 times


Workings:
ROCE = Profit Before Interest/Capital Employed*100%      805/(9,736-2,511)*100%     
                                                                                                      699/(10,087-3,046)*100%
ROE = Earnings/Equity*100%                                                  431/3,088*100%            366/2,912*100%
EPS = Earnings/Ordinary Shares £                                          431/300*£0.5                  366/300*£0.5
Net Profit Margin = Operating Profit/Sales*100%              805/6,738*100%             699/6,441*100%
Asset Turnover = Revenue/Capital Employed (times)        6,738/7,225 (times)        6,441/7,041 (times)
Stock Holding Days = Inventory/Cost of Sales*365          708/3,235*365 (days)    659/3,096*365 (days)
Debtors Collection Period = Trade Receivables/Revenue*365 (days)        1,249/6,738*365 (days)
                                                                                                                                1,287/6441*365 (days)
Current Ratio = Current Assets/Current Liabilities (x:1)      2,303/2,511                     2,355/3,046
Gearing Ratio = Long Term Debt/(Long Term Debt+ Equity)*100%            4,137/(4,137+3,088)*100%
                                                                                                                                4,129/(4,129+2,912)*100%
Interest Cover = Profit Before Interest/Interest Charges (times)       805/226               699/181 



References
https://www.accountingtools.com 
https://www.britannica.com
https://www.freshbooks.com
https://www.icaew.com
https://www.investopedia.com
https://www.linkedin.com
https://www.theforage.com

2

image2.jpeg
Prifysgol Cymru
=;. Y Drindod Dewi Sant

" University of Wales
Trinity Saint David




image1.jpg
Prifysgol Cymru
=;. Y Drindod Dewi Sant

" University of Wales
Trinity Saint David




