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[bookmark: _Toc144478016]Question 1 
[bookmark: _Toc144478017]Part (A)
[bookmark: _Toc144478018]Income Statement
[bookmark: _Toc144478019]for Wales plcYear Ended 31st December 2022
	Particulars
	Amount (£)

	Revenue
	

	Sales
	800,000

	Cost of sales
	(578,650)

	Not recorded Sales
	(980)

	Gross Profit
	222,330

	Operating Expenses
	

	Administrative Expenses
	(30,000)

	Directors’ Remuneration
	(5,000)

	Sales Commission 
	(3000)

	Distributions Cost
	(28,000)

	Operating Profit
	156,330

	Finance Costs
	

	Interest 
	(4,000)

	Profit before tax
	152,330

	Taxation 
	

	Corporation Tax
	(100,000)

	Net Profit for the Year
	52,330

	Dividends
	

	Ordinary dividends paid
	(20,000)

	Preference Dividend Paid
	(30,000)

	
Retained Profit for the Year
	
2,330





[bookmark: _Toc144478020]Statement of Financial Position
[bookmark: _Toc144478021]for Wales plc As at 31st December 2022
	Particulars
	Amount (£)

	Assets	
	

	Non-Current Assets
Plant and Equipment
	
1,250,000

	Current Assets
Stock
Trade Receivable 
Accrial
	
510,850
171,105
980

	Cash and Bank
	96,000

	
Total Assets
	
2,027,955

	Liabilities
	

	Non-Current Liabilities
2% Debentures
	
200,000

	Current Liabilities	
Trade Payable
The commission of the salesman not recorded yet
Accrual
	
188,625
3000
2,000

	Corporation Tax
	100,000

	Total Liabilities
	493,625

	Equity
£1 Ordinary Shares
	
900,000

	10% £1 Preference Shares
Retained Profits at 1st Jan 2022
	500,000
132,000

	Retained Profit for the Year
	2,330

	Total Equity
	1,532,330

	
Total Liabilities and Equity
	
2,027,955





[bookmark: _Toc144478022]Part (B)

1. [bookmark: _Toc144478023]Assets Equal Liabilities and Equity: The fundamental accounting equation ensures that the total assets are equal to the total liabilities plus equity. In this case, the total assets amount to £2,027,975, and the total liabilities and equity also amount to £2,027,975. This equality ensures that the statement of financial position balances. (Brigham and Ehrhardt, 2019)
2. [bookmark: _Toc144478024]Proper Classification and Recognition: All items are classified and recognized correctly within the statement. Ordinary shares, preference shares, and retained profits are classified under equity, while debentures, trade payables, and corporation tax are classified under liabilities. Assets include plant and equipment, stock, trade receivables, and cash and bank. (Damodaran, 2012)
3. [bookmark: _Toc144478025]Accrual Basis of Accounting: The statement is prepared using the accrual basis of accounting, where transactions are recorded when they are incurred, not necessarily when cash is exchanged. This ensures that all relevant financial activities are reflected in the statement, including the corporation tax liability. (Wahlen et al., 2014)
4. [bookmark: _Toc144478026]Consideration of Additional Information: The additional information provided has been considered, and relevant adjustments have been made: 

(1) Corporation tax of £100,000 has been included as a current liability. 

(2) Salesmen's commission and goods sent to customers have not been recorded in the ledger accounts as of 31st December 2022, and thus do not affect the balance. (Ross et al., 2018)
5. [bookmark: _Toc144478027]Equity Treatment: The preference shares are correctly included within equity, as stated in the information. This ensures that the equity section is properly calculated. (Palepu and Healy, 2007)
6. [bookmark: _Toc144478028]Compliance with Accounting Standards: The statement of financial position appears to be prepared in compliance with relevant accounting standards and principles, ensuring that all items are accounted for in accordance with recognized practices. (Penman, 2013)
7. [bookmark: _Toc144478029]No Errors or Omissions: The information provided does not indicate any errors or omissions in the recording of transactions. All necessary adjustments have been made, and all relevant items have been included.
The statement of financial position balances because all relevant items have been properly accounted for, additional information has been considered and appropriately adjusted, and the accounting equation (Assets = Liabilities + Equity) is maintained. The adherence to accounting principles and the inclusion of the corporation tax liability contribute to the balance, reflecting a true and fair view of the financial position of Wales plc as of 31st December 2022. (Brealey et al., 2016
[bookmark: _Toc144476120][bookmark: _Toc144476132][bookmark: _Toc144476193][bookmark: _Toc144476228][bookmark: _Toc144478030]Questions 2

[bookmark: _Toc144478031]Part (A)

[bookmark: _Toc144478032](1) Return on Capital Employed (ROCE)
Formula:
ROCE= Operating Profit/ Capital Employed ​× 100%
Capital Employed=Total Assets−Current Liabilities

2021:
Operating Profit = £805m
Capital Employed = £9,736m - £2,511m = £7,225m
ROCE 2021​ = 805/7,225 ​× 100% 
ROCE 2021​ = 11.14%
2020:
Operating Profit = £699m
Capital Employed = £10,087m - £3,046m = £7,041m
ROCE 2020 = 699/7,041 x 100% 
ROCE 2020 = 9.93%

[bookmark: _Toc144478033](2) Return on Equity (ROE)
Formula:
ROE= Net Profit​/ Equity ×100%

2021:
Net Profit = £431m
Equity = £3,088m
ROE 2021 = 431/3,088 x 100% 
ROE 2021 = 13.96%
2020:
Net Profit = £366m
Equity = £2,912m
ROE 2020 = 366/2,912 x 100% 
ROE 2020 = 12.58%


[bookmark: _Toc144478034](3) Earnings Per Share (EPS)

Formula:
EPS= Net Profit​/ Number of Shares

Number of Shares = Share Capital / Par Value per Share
2021:
Net Profit = £431m
Number of Shares = £300m / £0.50 = 600m shares
EPS 2021 = 431/600 
EPS 2021 = £0.7183
2020:
Net Profit = £366m
Number of Shares = £300m / £0.50 = 600m shares
EPS 2020 = 366/600 
EPS 2020 = £0.61

[bookmark: _Toc144478035](4) Net Profit Margin
Formula:
Net Profit Margin = Net Profit/Revenue x 100%

2021:
Net Profit Margin 2021 = 431/6,738 x 100% 
Net Profit Margin 2021 = 6.40%
2020:
Net Profit Margin 2020 = 366/6,441 x100% 
Net Profit Margin 2020 = 5.68%
[bookmark: _Toc144478036](5) Asset Turnover
Formula:
Asset Turnover = Revenue​/Average Total Assets

Average Total Assets = Beginning Total Assets + Ending Total Assets / 2

2021:
Average Total Assets = (£10,087m + £9,736m) / 2 = £9,911.5m
AssetTurnover2021 = 6,738/9,911.5 
Asset Turnover 2021 = 0.68 times
2020:
Without 2019's total assets, we cannot calculate the asset turnover for 2020.

[bookmark: _Toc144478037](6) Stock Holding Days
Formula:
Stock Holding Days = Inventory/Cost of Sales x 365
2021:
Stock Holding Days 2021 = 708/3,235 x 365 
Stock Holding Days 2021 = 79.8 days
2020:
StockHolding Days2020= 659/3,096 x 365 = 77.7days
Stock Holding Days 2020 = 77.7days

[bookmark: _Toc144478038](7) Debtors Collection Period
Formula:
Debtors Collection Period = Trade Receivables/Revenue x 365

2021:
Debtors Collection Period 2021 = 1,249/6,738 x 365 
Debtors Collection Period 2021 = 67.8 days
2020:
Debtors Collection Period 2020 = 1,287/6,441 x 365
Debtors Collection Period 2020 = 73.0 days

[bookmark: _Toc144478039](8) Current Ratio
Formula:
Current Ratio = Current Assets/ Current Liabilities


2021:
Current Ratio 2021 = 2,303/2,511 = 0.92
Current Ratio 2021 = 0.92
2020:
Current Ratio 2020 = 2,355/3,046 = 0.77
Current Ratio 2020 = 0.77

[bookmark: _Toc144478040](9) Gearing Ratio
Formula:
Gearing Ratio = Non-Current Liabilities / Equity + Non-Current Liabilities x 100%
2021:
Gearing Ratio 2021 = 4,137/3,088 + 4,137 x 100% = 57.3%
Gearing Ratio 2021 = 57.3%
2020:
GearingRatio2020 = 4,129/2,912 + 4,129 x 100% 
Gearing Ratio 2020 = 58.7%

[bookmark: _Toc144478041](10) Interest Cover
Formula:
Interest Cover = Operating Profit/Interest Payable

2021:
Interest Cover 2021 = 805/226 
Interest Cover 2021 = 3.56 times
2020:
Interest Cover 2020 = 699/181 
Interest Cover 2020 = 3.86 times

[bookmark: _Toc144478042]Part (B)

[bookmark: _Toc144478043]1. Profitability:
· Net Profit Margin: The net profit margin increased from 5.68% in 2020 to 6.40% in 2021. This indicates that Sweets plc was more efficient in converting its revenue into actual profit in 2021 compared to the previous year.
· ROCE & ROE: Both the Return on Capital Employed (ROCE) and Return on Equity (ROE) increased in 2021 compared to 2020. This suggests that the company has been more efficient in generating returns on its capital and equity.
[bookmark: _Toc144478044]2. Liquidity:
· Current Ratio: The current ratio increased from 0.77 in 2020 to 0.92 in 2021. While this indicates an improvement in the company's short-term liquidity position, a ratio below 1 suggests that the company might face challenges in meeting its short-term obligations if they were all due at once.
[bookmark: _Toc144478045]3. Efficiency:
· Stock Holding Days: The stock holding days increased slightly from 77.7 days in 2020 to 79.8 days in 2021. This might indicate that inventory is moving a bit slower in 2021, which could tie up cash or indicate overstocking.
· Debtors Collection Period: The time it takes for the company to collect its receivables decreased from 73.0 days in 2020 to 67.8 days in 2021. This improvement suggests that the company has become more efficient in collecting its debts.
[bookmark: _Toc144478046]4. Gearing:
· Gearing Ratio: The gearing ratio saw a modest drop from 58.7% in 2020 to 57.3% in 2021. Such a reduction hints that the enterprise is gradually shifting away from external financing in favour of equity capital. Yet, an index over 50% implies a notable degree of indebtedness, which might pose risks in the face of rising interest rates or potential hiccups in steady cash flow generation.
· Interest Cover: The interest cover decreased from 3.86 times in 2020 to 3.56 times in 2021. While the company can still comfortably cover its interest payments, a decreasing interest cover might be a point of concern if the trend continues.
[bookmark: _Toc144478047]5. Investor's Perspective:
Earnings Per Share (EPS): The EPS increased from £0.61 in 2020 to £0.7183 in 2021, indicating that the company's profitability on a per-share basis has improved. This is a positive sign for shareholders.







[bookmark: _Toc144478048]Conclusion:
Sweets Ltd. has showcased noteworthy progress across a variety of metrics. Their enhanced profit margins indicate a stronger financial footing, while their improved efficacy in retrieving outstanding dues signifies operational effectiveness. Additionally, a subtle decrease in their financial leverage underscores their efforts to maintain a balanced capital structure. However, there are still crucial areas demanding thorough assessment. The firm's current cash flow situation could be indicative of potential future challenges, and its leaning towards external borrowing suggests an inherent financial risk. As Sweets Ltd. continues its upward trajectory, it's imperative for the leadership team to not only address immediate liquidity challenges but also to formulate strategies that mitigate the risks associated with high borrowings. Ensuring a balanced approach towards financial management will be pivotal for the company's sustained growth and stability.
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