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	Wales plc Income statement for the year ended 31st
December 2022

	
	2022

	
	£

	Revenue
	800,980

	Cost of sales
	581,650

	Gross profit
	219,330

	
Distribution costs
	
28,000

	Administration expenses
	30,000

	Operating profit
	161,330

	
Interest payable
	
2000

	Profit before taxation
	159,330

	Taxation
	100,000

	
Profit for the year
	
59,330

	
	
























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

	
	2022
	

	
	£
	£

	Property, plant & equipment
	1,250,000
	

	Total Fixed Assets

	
	1,250,000

	Current Assets
	
	

	Trade receivables
	170,125
	

	Cash
	     96,000
	

	Total Current Assets
	
	266,125

	Total assets
	
	1,516,125

	Current liabilities
	
	

	Trade payables
	188,625
	

	Accrued interest
	2000
	

	Total Current liabilities
	190,625
	

	Debenture
	200,000
	

	Total liabilities
	
	390,625

	
	
	

	£1 Ordinary shares
	
	

	10% £1 preference shares
	500,000
	

	Stock at 31st December 2022
	510,850
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a) [bookmark: _Toc134388175]Calculate the following ratios for Sweets plc for 2021 and 2020, showing the formulas and workings: 
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	     Earnings	

	           Number of ordinary shares 



EPS (Earnings per Share)                   =         £

2021
Earnings = 431
Number of ordinary shares = 300/0.5 = 600

431
/
600
= EPS 0.72p

2020
Earnings = 366
Number of ordinary shares = 300/0.5 = 600

366
/
600
= EPS 0.61p
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	     Profit before interest
	                Capital Employed*


ROCE (Return on Capital Employed)  =       x100% 

2021
Operating profit = 805 
Capital Employed = 9,736 – 2,511 = 7,255 

805
/
7,255
=
0.11
X
100
= ROCE 11.1%

2020
Operating profit = 699 
Capital Employed = 10,087 – 3,046 = 7,041

699
/
7,041
=
0.10
X
100
= ROCE 9.93%



	       Earnings
	
	                      Equity


ROE (Return on Equity)                       =        x100% 

2021
Earnings = 431
Equity = 3,088 

431
/
3,088
=
0.14
X
100
= ROE 13.96%

2020
Earnings = 366
Equity = 2,912 

366
/
2,912
=
0.13
X
100
= ROE 12.57%
                                                      
	  Net profit
	                       Sales 



Net profit margin                              =          x100%

2021

Net profit = 620
Sales = 6,738 

620
/
6,738
=
0.09
X
100
= Net profit margin 9.20%




2020

Net profit = 539
Sales = 6,441

539
/
6,441
=
0.08
X
100
= Net profit margin 8.37%
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	     Revenue
	                 Capital employed* 



Assets Turnover                                  =         (times) 
  
2021

Revenue = 6,738
Capital Employed = 9,736 – 2,511 = 7,255

6,738
/
7,255
= Assets turnover 0.93 times.


2020

Revenue = 6,441
Capital Employed = 10,087 – 3,046 = 7,041

6,441
/
7,041
= Assets turnover 0.91 times.


	  Inventory
	                      Cost of sales 



Stock Holding Days                              =          x 365 (days) 

2021
Inventory = 708
Cost of sales = 3,235

708
/
3,235
=
0.22
X
365
= Stock Holding Days 80 days.

2020
Inventory = 659
Cost of sales = 3,096

659
/
3,096
=
0.21
X
365
= Stock Holding Days 78 days.


	 Trade Receivables
	           Credit sales (or Revenue) 



Debtors Collection Period                    =          x 365 (days) 
 
2021
Trade Receivables = 1,249
Credit sales (or Revenue) = 6,738

1,249
/
6,738
=
0.19
X
365
= Debtors Collection Period 68 days.

2020
Trade Receivables = 1,287
Credit sales (or Revenue) = 6,441

1,287
/
6,441
=
0.20
X
365
= Debtors Collection Period 73 days.
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	Current Assets
	                 Current Liabilities 



Current Ratio                                        =         (x:1) 

2021
Current Assets = 2,303
Current Liabilities = 2,511

2,303
/
2,511
= Current Ratio 0.92:1



2020
Current Assets = 2,355
Current Liabilities = 3,046

2,355
/
3,046
= Current Ratio 0.77:1
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	      Long Term Debt
	            Long Term Debt + Equity 



Gearing Ratio                                       =         x 100% 

2021
Long Term Debt = 4,137
Long Term Debt + Equity = 4,137 + 3,088 = 7,225

4,137
/
7,225
=
0.57
X
100
= Gearing Ratio 57.26%
2020
Long Term Debt = 4,129
Long Term Debt + Equity = 4,129 + 2,912 = 7,041

4,129
/
7,041
=
0.59
X
100
= Gearing Ratio 58.64%


	  Profit before Interest
	                   Interest Charges 



Interest Cover                                       =         (times) 

2021
Profit before Interest = 805
Interest Charges = 226

805
/
226
= Interest cover 3.6 times.

2020
Profit before Interest = 699
Interest Charges = 181

699
/
181
= Interest cover 3.9 times.


** Capital employed = Total assets - Current liabilities OR Equity + Non-current liabilities 


b) [bookmark: _Toc134388181]Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Sweets plc.  


Each ordinary share generates 61p in net profit. EPS is a marker for higher earnings and, as a result, suggests a business that might be safe to invest in.

The corporation generated between 9% and 11% of earnings for every Pound invested in capital employed. In other words, the company produced £9 in earnings for every £100 invested in capital employed. Lower profitability is indicated by a lower ROCE value. A greater ROCE suggests more effective capital management.
For every £ invested by shareholders, the company generated 13%of profits. In other words, shareholders made £13 in earnings for every £100 invested. Higher numbers denote more significant returns to shareholders, similar to ROCE.
Utilizing a company's net profit margin ratio, one may ascertain how much operating profit is generated from sales revenue. In other words, it assesses how overheads and income are related. According to this outcome, Sweet's plc. made £9.20 on every £100 in sales. This is low. The better the business turns sales into profit, the bigger the net profit margin.
The ROCE and asset turnover ratio are comparable. Assets Turnover, on the other hand, gauges the effectiveness of income generation compared to total resources. According to the 0.93 times ratio, the corporation makes £0.93 in revenue for every £1 invested in capital. A more excellent asset turnover value denotes better capital management.
The average number of days that a company keeps inventory before turning it into sales is shown by the inventory holding period. Holding inventory for longer than necessary may be a sign that the company has cash sitting idle in inventories. Before transferring the inventory into sales, Sweet's plc keeps it on hand for over two months. As long as the inventory does not include perishable items, this time frame is acceptable.
The average number of days a company takes to collect its trade receivables after sales are generated is measured by the Debtors collection period ratio. It is an activity ratio and provides data on how effectively sales collection operations are carried out. 
To determine if we are effectively managing our debt, we must contrast this ratio with the period for paying off our creditors. Although a shorter debtors' collection period is always preferable to a longer one, the business must also consider how to draw in additional clients by offering appropriate credit terms.

Current Ratio It gauges a company's capacity to meet immediate obligations (current liabilities). A current ratio of one or above indicates that current assets exceed current liabilities and that there should not be any liquidity issues for the business. As there are one accessible current asset and one current liability, the company's current ratio is good.


A measure of financial leverage called "gearing" shows how much of a company's operations are financed internally instead of outside. A corporation with a higher gearing ratio has more leverage and is, therefore, more vulnerable to economic downturns. The cutoff point is often 50%. According to Sweets plc's gearing ratio, 57 per cent of its cash comes from outside sources (banks).

A company's ability to meet its responsibilities for making interest payments is gauged by its Interest cover. This indicates that the operating activities of Sweet's plc Company are sufficient to cover its interest payments more than 3.6 times over. A company's ability to pay its interest commitments is indicated by an interest coverage ratio below 1.0. The interest coverage ratio serves as a margin of safety and is of particular significance to bondholders of lenders.
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