Assessment 1 Accounting Fundamental LCBB4001                                                                                                                           Julieta Lupu
 
QUESTION 1 
Required: 
Prepare an income statement for the year ended 31st December 2021 for Wales plc and a statement of financial position as at that date.                            	 	 	 	 	 [40 marks] 
 
Why does the statement of financial position balance?         	 	              [10 marks] 
 The Financial position is the current balances of the recorded assets, liabilities, and equity of an organization. As mentioned in the briefly listed balance sheet ,the current assets for example are 1,226,975,while the total liabilities are 288,625,which is overall all good because if we for example look at the current ratio of the company which is calculate by dividing the company’ assets by liabilities, I obtained a well balances result of 4.250 which if it would’ve been any lower ,would have been crystal clear sign that the business’s debt(either long -term or short-term) are greater than the profit or net income generated overall ,but that is not the case therefore this tells me that the financial position of the company is manageable ,although is on the thin string of making a loss if not managed carefully and correctly, and any additional costs might also cause a loss .
In addition ,one suggestion which I would make in regards of the results I have obtained ,is that the company considers having a better trading process ,a overall Managerial process of the distribution(as the cost of sales are quite high),which tells me that the raw materials might be a bit too expensive ,as well as the manufacturing process ,as the expenses cod end up exceeding the profit generated ,slowly but surely, which could therefore cause a loss.

 
QUESTION 2 
Calculate the following ratios for Sweets plc for 2021 and 2020, showing the formulas and workings: 

ROCE = EBIT/Capital Employed (Total Assets-Current liabilities)=2020  699/7041=0.0993  
2021 /7225=0.111

ROE=(Earnings before tax/Sales)×(Sales/Assets)x(Assets/Equity)x(1-Tax Rate)= 2020 366/2912= 0.126   
2021 431/3088= 0.140   Ratio 2020 2021= 1:1.11

Earnings per share(net income - preferred dividends) ÷ average outstanding common shares.  (104,330−30,000)÷20,000=3.717

Net profit margin= Net profit/total Revenue x100      2020  366/6441 x100= 5.682     

2021 431/6738= 6.397            Ratio 2020 to 2021= 1:1.13

Asset turnover=Net Sales / Average Total Assets. 2020  6441/10087= 0.639     2021   6738/9736=0.692   Ratio 2020 to 2021  1:1.08
Stock holding days =Inventory Holding Period (in no. of days)= (Average Inventory / Cost of goods sold)×365   2021  (708/3235)×365=79.883      2020    659/3096x365=77.692       Ratio 2020 to 2021   79.883/77.692=1.028

Debtors collection period( dividing the amount owed by trade debtors by the annual sales on credit and multiplying by 365.   2021     1249/6738x365= 67.659   2020     1287/6441x365=72.932  Ratio 2020:2021  1.078

Current ratio (Current Assets/Current liabilities)= 2021   2303/2511=0.917    2020    2,355/3,046=0.773   Ratio 2021:2020   1.186

Gearing ratio(Total company Debtors/shareholder’s Equity)= 2021  1249/3088=0.404    2020   1287/2912=0.442   Ratio 2021:2020  0.915

Interest cover(EBIT/all owing Interest)=  2021 805/226=3.562    2020   699/181=3.862  Ratio 0.922
                                                                                                                   [40 marks]  

Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Sweets plc.      	 	 	           [10 marks] 

According to more precisely the numbers which I have managed to obtain form the ratios and the financial statement below ,I can say the financial status of this business is ok,considering that the business had managed to get to the break-even point ,and is practically not making a loss .As it can be clearly seen below ,after calculating the Total income generate and the expenses which a re a fixed cost that does not very and has to be paid at the same amount ,I obtained the Total Net income which  4,330 ,which is considered as profit.Thereofre the business is financially stable and is able to continue its activity with not doubt ,although is still not making a great amount of profit .
Another factors which must also be mentioned and considered are the Net profit margin which has a ratio of 1:1.13 which is not too bad but once again when calculating the overall income and the ROCE as well as the Debtors collection period ,there is a significance Shift in the income clearly seeing that the expenses are still quite too high from personal opinion and it’s Assets are  a total of £1,226,975 which is just about its liabilities ,therefore there easily a balance but there must be taking some actions in terms of its Assets in order to generate more income ,otherwise the business will slowly but surely fail if interest and other taxable factors are increased any further, which is very likely to happen year by year.

 


  
 
 
	Revenue    
	Year to date ending 31st December 2021

	Sales revenue
	£800,000

	Other income
	£980

	Total revenue
	£800,980

	Expenses
	

	Cost of Sales
	£578,650

	Ordinary dividend paid
	£20,000

	Preference dividend paid
	£30,000

	Administrative expenses
	£30,000

	Interest paid
	£2000

	Directors remuneration 
	£5000

	Distribution costs
	£28,000

	Salesmen commission
	£3000

	Total expenses
	£696,650

	Net Income before taxes
	£104,330

	Net income after taxes
	£4,330


Income statement 

	

Assets
	Balance sheet 

	Current Assets
	

	Cash and bank
	£76,250

	Trade receivable
	£170,125

	Plant and Equipment
	£650,000

	Stock at 31st December 2021
	£330,600

	
	£132,000

	Total Assets
	£1,226,975

	Liabilities
	

	Current Liabilities 
	

	Trade payable
	£188,625

	Total Current Liabilities
	£188,625

	Long-term Debt (4% Debentures)
	£100,000

	Total Liabilities
	£288,625

	
	

	Shareholder’s equity
	

	Ordinary shares
	£500,000

	Preference Shares
	£200,000

	Corporation tax
	£100,000

	Retained profits
	£132,000

	Total liabilities and shareholder’s equity
	£1,220,625





 
 
 
 
 
 
 
 
 
 









 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

