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                                                 QUESTION 1

 a)                                          Income statement

The income statement shows how much revenue your company has earned over a specific time period (i.e. a quarter or a year) and includes the costs and expenses that are associated with earning this revenue. Typical expenses include the costs of the goods sold, operating expenses (such as marketing, business development, and administrative expenses), and taxes.
Once you factor all of these variables in, you’re left with what your company has earned or lost during the specific period. This is known as the “bottom line.” What the bottom line shows is if your company has earned money or lost money during this period. In essence, the income statement tries to measure if the products and/or services your company offers are profitable, once you factor out all of the expenses associated with running the business.
Without seeing the true trends over time, you're looking at inventory balances and gross profit margins that don't reflect reality, which means you don't really have a grasp on the money coming in or going out of your business.
  An income statement can also be referred to as a profit and loss (P&L) statement.

                                               Balance sheet

While an income statement looks at data for a specific period such as a month or a year, the balance sheet is a snapshot of financial data at a specific point in time. Your company’s balance sheet provides a look at your business assets and liabilities at the time of reporting. So, how do assets and liabilities differ from the variables in an income statement such as income and expenses? Here’s how:

Assets are what your company owns. Any physical property such as machinery, cars, trucks, and inventory, are all considered assets. Cash is also considered an asset as are any investments made by your company.
Assets are usually listed on the balance sheet in order of how quickly they can be converted into cash. Inventory tops the list as it can be quickly turned into cash; then it is followed by non-current assets and fixed assets such as office furniture, electronic equipment, and other items that aren’t expected to be converted into cash (but could be if needed).
Liabilities are amounts of money your company owes to others. Included under the liability category are loans (money borrowed from a bank), money owed to suppliers, and even taxes.
Liabilities differ from expenses in that they also factor in future money owed. So for example, rent can be considered both an expense and a liability. Rent is calculated as an expense on the income statement for rent already paid in that period. On the balance sheet, rent can be considered a liability in that according to the lease, you owe “x” amount of dollars each month for rent – future money owed to another party.

	                                              Wales Plc             

	Income statement

	For the year ended 31 December 2021

	
	Amount
	Amount

	Sales
	£800,000
	

	Add: Goods sent to the customer
	£980
	

	Net Sales Revenue
	
	£800,980

	Cost of sales
	
	£ 578,650

	Gross Profit
	
	£ 222,330

	Operating Expenses
	
	

	Administrative expenses
	£ 30,000
	

	Interest Paid
	£ 2,000
	

	Directors remuneration
	£ 5,000
	

	Distribution costs
	£ 28,000
	

	Commission-Sales
	£ 3,000
	

	Total expenses
	
	£ 68,000

	Net profit before corporate tax
	
	£ 154,330

	Corporation Tax
	
	£ 100,000

	Net profit after tax
	
	£ 54,330






	Wales Plc

	Income Statement

	for the year ended 31 December 2021

	ASSETS
	
	

	Current Assets
	
	

	Cash and bank
	
	£ 176,250

	Trade receivables
	£ 170,125
	

	Add: payment due
	£ 980
	£ 171,105

	Inventory
	
	£ 430,600

	Total Current assets
	
	£ 777,955

	
	
	

	Non-current Assets
	
	

	Plant and Equipment
	
	£ 1,250,000

	Total Non-current assets
	
	£ 1,250,000

	
	
	

	TOTAL ASSETS
	
	£ 2,027,955



	EQUITY AND LIABILITIES

	Current Liabilities
	
	

	Trade payable
	
	£ 188,625

	Commission payable
	
	£ 3,000

	Corporation tax payable
	
	£ 100,000

	Total current liabilities
	
	£ 291,625

	
	
	

	Non-Current Liabilities
	
	

	4% Debentures
	
	£ 200,000

	Total Non-current liabilities
	
	£ 200,000

	
	
	

	Shareholders' equity
	
	

	Share capital
	
	

	Ordinary Shares (£1)
	£ 1,000,000
	

	10% Preference Shares (£1)
	£ 400,000`
	£ 1,400,000

	
	
	

	Reserve & Surplus
	
	

	Retained Earnings
	£ 132,000
	

	Add: Net profit
	£ 54,300
	

	
	£ 186.330
	

	Less:
	
	

	Ordinary dividend paid
	£ 20,000
	

	Preference dividend paid
	£ 30,000
	

	
	£ 50,000
	

	
	
	£ 136,330

	TOTAL EQUITY
	
	£ 1,536,330

	
	
	

	TOTAL LIABILITIES AND EQUITY
	
	£ 2,027,955






   b)  
The statement of financial position or Balance Sheet is called a Balance Sheet specifically because it has to balance. The Business Sheet is made up of three components:
1. Assets: Everything that the company owns or is owed. That includes cash in the bank (and/or in a cash register), investments, inventory, land, equipment, etc. plus Accounts Receivable which is money that is owed to the company.
2. Liabilities: Everything that the company owes to others like Accounts Payable (money that the company is using to buy things like inventory or supplies but has not paid for yet), mortgages, loans, wages owed (the money employees have earned since their last paycheque but have not been paid), etc.
3. [bookmark: _Hlk124528069]Owner’s Equity: The amount of money the owner(s) would receive if the company is closed down at the end of the day for which the Balance Sheet was prepared on.
The reason the Balance Sheet has to balance is because of #3.  Owner’s Equity is basically what the company is worth. The equation is usually given as Owner’s Equity = Assets - Liabilities. So, if you have $1,000,000 in Assets then the Liabilities and Owner’s Equity must add up to $1,000,000 for everything to balance. If they don’t equal $1,000,000 then the Balance Sheet won’t balance and something is wrong.

  The main formula is Assets=Equity + Liabilities.




QUESTION 2

a) Financial ratio analysis is the technique of comparing the relationship (or ratio) between two or more items of financial data from a company’s financial statements. It is mainly used as a way of making fair comparisons across time and between different companies or industries.

	Sweets Plc

	Financial ratios

	Particulars
	2021
	2022
	Formula Used
	

	Net Income
	£ 431
	£ 366
	ROCE = Net Income/ (Total Assets -Total Current Liabilities)
	The trend of ROCE is decreasing for the year 2022

	Total Assets
	£9,736
	£10,087
	
	

	Total Current Liabilities
	£ 2,511
	£3,046
	
	

	ROCE
	5.97%
	5.20%
	
	

	
	
	
	
	

	Net Income
	£ 431
	£ 366
	ROE=Net Income/Total Shareholders' Equity
	The trend of ROE is decreasing for the year 2022

	Total Shareholders' equity
	£3,088
	£2,912
	
	

	ROE
	13.96%
	12.57%
	
	

	
	
	
	
	

	Net Income
	£ 431
	£ 366
	EPS Net income/Number of shares
	The company is earning less net profit per share for the year 2022

	Number of Shares
	600
	600
	
	

	Earnings per share
	£0.72
	£0.61
	
	

	
	
	
	
	

	Net Income
	£ 431
	£ 366
	Net profit margin = (Net income/sales revenue)
	The trend of Net Profit Margin is decreasing for the year 2022

	Sales revenue
	£ 6,738
	£6,441
	
	

	Net profit margin
	6.40%
	5.68%
	
	

	
	
	
	
	

	Net revenue
	£ 6,738
	£6,441
	ATO = Net Sales/Total Assets
	The trend of ATO is decreasing for the year 2022

	Total Assets
	£9,736
	£10,087
	
	

	Assets Turnover ratio
	0.69
	0.64
	
	

	
	
	
	
	

	Inventory
	£ 708
	£ 659
	Stock holding days= (Inventory/Cost of goods sold)*365
	The trend of Stock holding days is increasing for the year 2022

	Cost of goods sold
	£ 3,235
	£3,096
	
	

	Stock holding days
	79.88 days
	77.69 days
	
	

	
	
	
	
	

	Accounts Receivables
	£ 1,249
	£ 1,287
	Debtors’ collection period= (Accounts Receivable/Net Credit sales) *365
	The trend of Debtors’ collection period is decreasing for the year 2022

	Net Credit sales
	£ 6,738
	£6,441
	
	

	Debtors' collection period
	67.66
days
	72.93 days
	
	

	
	
	
	
	

	Total Current Assets
	£ 2,303
	£ 2,355
	Current ratio = Total Current assets/Total Current liabilities
	The trend for the year 2022 shows that the Current Ratio is decreasing and is closer to liquidation

	Total Current Liabilities
	£ 2,511
	£ 3,046
	
	

	Current Ratio
	0.92
	0.77
	
	

	
	
	
	
	

	Total Liabilities
	£ 6,648
	£ 7,175
	Gearing ratio = Total Liabilities/ Total Equity
	

	Total Equity
	£3,088
	£ 2,912
	
	

	Gearing Ratio
	2.15
	2.46
	
	

	
	
	
	
	

	Operating profit
	£ 805
	£699
	Interest Cover = Operating Profit/Interest Expenses
	The trend of Interest Cover is Increasing for the year 2022

	Interest expense
	£226
	£181
	
	

	Interest Cover
	3.56
	3.86
	
	





