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b)   Balance sheet is the summary of the financial balances of an organisation. The statement shows liabilities and assets which assets will be funded through equity and liabilities. Therefore, the financial position statement has to balance if not the statement would be wrong. 


QUESTION 2
a) Calculate the following ratios for Sweets pls for 2021 and 2020 showing the formulas and workings:

 1.ROCE
Definition:
· Return on capital employed is used to assess a company’s profitability and the efficiency.
Profit before interest X100%
Assets employed

          2021 								2020
 846 X100% =11.70 = 11.7%                           (699-5) +26 X 100% =10.20%
 7225                                                            	7041

2.ROE 
Definition:
· Return on equity measures the company’s net income divided by the shareholders equity.

                            Earnings                        X100%
 Ordinary share capital and reserves

                  2021					                  2020
        431        X100% = 21%			        366        X100% =19%
  300+1717						 300+1541 



3.Earnings per share
Definition:
· Earnings per share is the value of earnings per outstanding share 

               Earnings                   _ 
Number of ordinary shares
             2021                                                                                2020
             431                                                                                  366       
             600                                                                                 600
             72p                                                                                 61p

4.Net profit margin
Definition:
· Net profit margin is the net margin, and it measures how much the profit margin is generated as a percentage of revenue. 

Net profit X100%
  Sales
             2021                                                                                    2020
   431    X 100% =6.396%                                             366   X 100% = 5.682%
6738                                                                             6441

5.Asset turnover
Definition:
· Asset turnover is the ratio of total sales to average assets and measures how effectively the company use their assets to generates sales.

       Turnover          _
  Assets employed
              2021                                                                                    2020
               6738            _ _                                                                   6441             _      
      9736-(583+1928)                                                        10087-(655+2391)
 =          6738          _                                                                  =       6441     _
      9736-2511                                                                          10087-3046
    =      6738     _                                                                     =       6441     _  
           7225                                                                                       7041
         =0.932                                                                                 =0.914 


6.Stock holding days
Definition:
· Stock holding days depicts the number of the days which the company holds the inventory before sales.
  Inventory     X 365
  Cost of sales
        
       2021                                                                               2020
      708   X 365                                                                    659    X 365=
   3235                                                                               3096
= 258420                                                                      =   240535 
   3235                                                                                 3096
= 79.88 (79 days)                                                       =77.69 ( 77 days )


7.Debtors collection period
Definition:
· The collection period or number of days it takes to collect the trade debtors 
Trade receivables X 365=
Credit sales

      2021                                                                                        2020
   1249   X 365                                                                       1287   X 365 
  1249                                                                                    1287
= 365                                                                                  = 365

8.Current ratio
Definition:
· Current ratio reflects the company’s ability to pay short term liabilities or those due within one year.
Current assets 
Current liabilities
    2021                                                                                       2020
      2303    =                                                                             2355 =
     2511                                                                                   3046
=0.917 ( 1: 0.92)                                                                  =0.773   ( 1: 0.77 )


 


9.Gearing ratio
Definition:
· Gearing ratio is a financial ratio used to compare the company’s equity to the debt borrowed by the company.
        Debt               X 100%
Debt + equity
       2021 								2020
       4137         _ X 100%                                                    4129       _ X 100%
4137 + 3088                                                                 4129 + 2912
=   4137    _ =0.572                                                    =   4129 _ X 100% = 0.586
     7225                                                                           7041
        57%  / 43                                                                 58% / 42

10.Interest cover
Definition:
· Interest cover determines the how easily the company can settle the interest on its outstanding debt.

   Profit before interest _
       Interest charges
       2021                                                                                  2020
805 + 19 + 22 =                                                                    699 +(5)+26 _
         226                                                                                       181
=    846 _ =                                                                             =   730 _ =
      226                                                                                        181
= 3.743                                                                                   = 4.033
b)
Sweet Plc return on capital has a slight drop in 2021 compared to 2020 by 1.5%. In general, higher ROCE is better for the company which considered to be 20% as it measures the efficiency of use the company’s capital. ROCE measures how efficient the company can generate profits from the capital employed and it is most common profitability ratio that investors calculate to determine whether investment should be made. Return of Earnings shows the company’s net income shared among the shareholders equity. As the Sweet Plc shows an increase rate of earnings in the year of 2021 by 21% as of in the year of 2020 by 19%. Earnings per share of the company has increased in the year of 2021 to 71p from 61p in the year 2020 which signs the company is improving its performance. The net profit margin has a slight increase in the year 2021 by 0.71% as it reflects an increase of the profit generated by the company compared to last year. Based on the assets turn over of Sweet Plc only a small percentage has been increased as it could assume that the company’s use of its assets to generate income is very low. Thus, the company shows that it holds stocks for 79 days in the year of 2021 and 77 days in the year of 2020 which would reflect that the company holds rather a long period of their stocks before selling. Company’s debtors’ collection period however has improved from 5 days in 2021 compared to 2020 as same as the current ration in a small percentage of 0.443 comparatively in the year 2021 as it reflects the ability to settles its short-term liabilities. The company’s gearing ratios are 57% and 58% respectively in the year 2021 and in 2020. This reflects that Sweet Plc’s equity consist of the larger portion of borrowed finance. As per the interest cover ratio it takes 3.7 times in the year 2021 and 4 times in the year of 2020. The lower the interest cover ratio there is chance of company could face a bankruptcy situation.
However, given the analysis of the Sweet Plc it is difficult to arrive to a conclusion as the nature of business is not known. In certain incidents some ratios are high or lower depending on the operations of the business.
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                                       WALES PLC 

INCOME STATEMENT FOR THE YEAR ENDED  31.12.2021

    (£m) (£m)

SALES  800,980      

LESS:

COST OF SALES  578,650      

578,650 -     

GROSS PROFIT  222,330      

DISTRIBUTION EXPENSES

DISTRIBUTION COST  28,000        

O.DIVIDEND PAID  20,000        

P.SHARES DIVIDEND PAID 30,000        

COMMISSION PAID (2) 3,000           81,000 -       

ADMINISTRATION EXPENSES

ADMINISTRATIVE EXPENSES  30,000        

DIRECTORS REMUNERATION  5,000          

INTERST PAID  2,000           37,000 -       

 PROFIT BEFORE TAX  104,330      

TAXATION  (1) 100,000 -     

PROFIT AFTER TAX 4,330          
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WALES PLC 

BALANCE SHEET AS AT 31.12.2021

    (£m) (£m)

FIXED ASSETS 

PLANT & EQUIPMENT  1,250,000      

CURRENT ASSETS 

CLOSING STOCKS 430,600     

TRADE RECEIVABLES  169,145     

CASH AND BANK 176,250      775,995         

2,025,995      

NON CURRENT LIABILITIES

DEBENTURES  200,000     

C.TAX PAYABLE (1) 100,000     

COMMISSION PAYABLE (2) 3,000           303,000         

CURRENT LIABILITIES 

TRADE PAYABLES  188,625      188,625         

EQUITY

1% ORDINARY SHARES 1,000,000  

PREFERENCE SHARES  400,000     

RETAINED PROFITS  134,370      1,534,370      

2,025,995      


