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[bookmark: _Toc112500222]QUESTION 1
The following balances relate to Wales plc for the year ended 31st December 2021:

[bookmark: _Toc112500223]Income statement

	
	

	INCOME STATEMENT Wales plc for the year ended 31st December 2021

	

	Revenue
	 
	2021

	Revenue
	 
	800,000

	Cost of sales
	 
	578,650

	Gross profit
	 
	221,350

	Distribution costs
	 
	28,000

	Administration expenses
	 
	30,000

	Other income
	 
	132,000

	Operating profit
	 
	295,350

	Income from investments
	 
	170,125

	Finance costs
	 
	57,000

	Profit before tax
	 
	408,475

	Taxation
	20%
	81,695

	Profit for the period
	 
	326,780
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	ASSETS
	 
	 

	Non current assets
	 
	 

	Property, plant, equipment
	650,000
	 

	Intangible assets
	X
	800,000

	Current assets
	 
	 

	Inventories
	330,600
	 

	Trade receivables
	170,125
	 

	Cash
	76,250
	X

	Total assets
	 1,226,975
	X

	LIABILITIES
	 
	 

	Current liabilities
	
	 188,625

	Non current liabilities
	X
	 578,650

	Total liabilities
	 
	767275

	EQUITY
	 
	 

	Share capital
	500,000
	 

	Share premium
	X
	 

	Other reserves
	X
	 

	Retained earnings
	132,000
	X

	
	
	

	 Total equity
	 632,000
	X








[bookmark: _Toc112500225]Why does the statement of financial position balance?

The double entry concept in accounting is the main factor causing a balance sheet to balance. Since every transaction is recorded in at least two different accounts, this accounting system also serves as a check to ensure that the records are accurate. Every transfer of funds should always result in a balance since it affects both sides. What is being done with the money and where it came from. Therefore, it will always be the same when the double-entry accounting standard has been followed properly.

[bookmark: _Toc112500226]QUESTION 2

[bookmark: _Toc112500227]Ratios for Sweets plc for 2021 and 2020

1- ROCE
ROCE = profit before interest / assets employed * 100 
ROCE 2021= 431 / 2303*100 =19%
ROCE 2020= 366 / 2356*100 =15%
2- ROE
ROE= Earnings /  Ordinary share capital and reserves * 100 =
​ ROE 2021 = 6738 / 300 *100 =22%
 ROE 2020 = 6441 / 300 *100 =21%
3- Earnings per share
EPS = Earnings / Number of ordinary shares 
EPS 2021=6738 / 58593 = 0.11
EPS 2020=6441 / 75000 =0.08
4- Net profit margin
Net Profit margin = Net Profit ⁄ Total revenue x 100
Net Profit margin 2020= 366 / 6,441 x 100 =5.68%
Net Profit margin 2021= 431 / 6,738 x 100 =6.39%
5- Asset turnover
Asset turnover = Sales Revenue / Total Assets (CA + FA)
Asset turnover 2021= 6,738 / 9,736 = 0.69
Asset turnover 2020= 6,441 / 10,087 = 0.64
5- Stock holding days
Stock holding days = (Average Inventory / Cost of goods sold)×365
Stock holding days 2021 = 708 / 3235×365 = 80
Stock holding days 2020 = 659 / 3096×365 =77

6- Debtors collection period
Debtors collection period= (trade receivables/cost of sales) * 365 days (or a different period of time such as financial year)
Debtors collection period 2021= 1,249 / 3235 * 365 = 140
Debtors collection period 2020= 1,287 / 3096 * 365 = 151
The debtor collection period ratio is calculated by dividing the amount owed by trade debtors by the annual sales on credit and multiplying by 365
8- Current ratio
Current Ratio = Current assets ÷ Current liabilities
[bookmark: _GoBack]Current Ratio 2021 = 2,303 / 2,511 = 0.91=91%
Current Ratio 2020 = 2,355 / 3,046 = 0.77=77%

9- Gearing ratio
Gearing Ratio =	D/E
Gearing Ratio 2020 = 2,912 / 10,087 = 0.29=29%
Gearing Ratio 2021 = 3,088 / 9,736 = 0.32=32%
The gearing ratio calculated by dividing total debt by total capital (which equals total debt plus shareholders equity)
Where D is the total debt i.e. the sum of interest-bearing long-term and short-term debt such as bonds, bank loans, etc. It also includes other interest-bearing liabilities such as pension obligations, lease liabilities, etc. E stands for shareholders equity which includes common stock, additional paid-up capital, retained earnings, irredeemable preferred stock, etc.
10- Interest cover
Interest cover = Operating profit ÷ Interest payable
Interest cover 2021= 805 / 226 = 3.56
Interest cover 2020= 699 / 181 = 3.86

[bookmark: _Toc112500228]Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Sweets plc.


As we can see the company Sweets plc performance for the ROCE is for 2021 0.18 and for 2020 0.15 which showing the company is not performing well. The higher is the ROCE the better is the company results as it is linked to the profit. Normally companies which have ROCE over 20 have good performance and results.
The ROE ratio is for 2021 – 22 and for 2020 – 21. ROE is used when comparing the financial performance of companies within the same industry. It is a measure of the ability of management to generate income from the equity available to it. A return of between 15-20% is considered good. In the company numbers showing that the performance for the ROE is good and the company needs to maintain the performance in long terms.
The market average P/E ratio currently ranges from 20-25, so a higher PE above that could be considered bad, while a lower PE ratio could be considered better. In our example the company results are EPS for 2021 is 0.11 and for 2020 is 0.08 which showing good performance for this ratio. 
Net profit margin is considered to be very good when is over 20% and the average result is around 10 which means in our company the results are not good and there is need of management decisions and actions for improving the net profit margin in long terms. For 2020 this ratio is only 5.68 and for 2021 is only 6.39 which showing need of quick decisions for improving. 
The higher the asset turnover ratio, the better the company is performing. In our company the assets turnover is very low with 2020 – 0.64 and for 2021 – 0.69 which showing that there is issue of using the company assets properly and effectively and to increase the generating results for the company in short and long terms. 
For the majority of industries, a good inventory turnover ratio is between 5 and 10, which means that you should sell and replenish your inventory every one to two months. This ratio achieves a good balance between having adequate stock on hand and avoiding needless reorders. In our example the company have results for 2020 – 77 and for 2021 – 80 which showing that the stock stay between the delivery and sale for 80 days which is not good period on hold, because this not delivering revenue and profit for the company. 
Most experts concur that if a business offers two months of interest-free credit, the collection period should be 90 days or less. This time frame is an illustration of how long it takes after a credit transaction to actually make and receive a credit payment. In our example the debtors collection period is for 2020 -151 and for 2021 is 140 which is much more than average 90 days. The management needs to take actions for decreasing this number with more smart decisions.  
A company's ability to meet short-term commitments with cash on hand depends on its current ratio. If it is less than 1.00, the company would not have enough cash on hand to cover all of its short-term responsibilities at once. In our company example the current ratio is for 2020 – 0.77 and for 2021 – 0.91 which showing that the company cash is not enough for covering the short terms obligations. This needs special and fast attention from the management for improving this result. 
Both lenders and investors typically view a gearing ratio below 25% as low-risk. In general, a gearing ratio of between 25% and 50% is regarded as ideal or traditional for well-established businesses. In our company calculations the gearing ratio is for 2020 – 0.29 and for 2021 – 0.32 which means this result is not good for the lenders and investors and need improvement from the management. 
A coverage ratio of three (3) or higher is what analysts prefer to see. A business is not in good financial health if its coverage ratio is less than one (1), which suggests that it cannot fulfill its current paying interest responsibilities. For our company the results for 2020 is 3.86 and for the 2021 is 3.56 which is showing that the interest ratio is not in good position and the management need to take actions for ensuring the current paying interest can be completed with no challenges. 
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