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[bookmark: _Toc18824]Assignment- A1
[bookmark: _Toc21923][bookmark: _Toc19123]Question 1
a) [bookmark: _Toc8899][bookmark: _Toc19475]Income Statement:	
Answer: 
	
	£
	£

	Fixed Assets
	£1,250,000
	

	Current Assets
	
	£780,975

	Stock
	
	£510,850

	Trade receivable
	
	£170,125

	Cash and bank
	
	£96,000

	Prepayments
	
	£3,000

	
	
	

	Total Assets
	£1,250,000
	£1,828,370

	
	
	

	Current Liabilities
	
	(£202,605)

	Trade payable
	
	(£188,625)

	Accruals and Deferred Income
	
	(£13,980)

	
	
	

	Net Current Assets
	
	£578,370

	
	
	

	Financed by:
	
	

	Ordinary shares
	£900,000
	

	Preference shares
	£500,000
	

	Reserves (Retained Profits and P&L)
	
	£428,370

	
	
	

	Total Equity and Liabilities
	£1,400,000
	1,828,370



Explanation: 
Here is a more comprehensive explanation of the Statement of Financial Position for Wales plc (Business live 2023) as at 31st December 2022, including a breakdown of the different sections:
Fixed Assets:
This section shows the company's fixed assets, which are assets that the company owns for a long period of time and uses in its operations. In this case, the company has plant and equipment with a value of £1,250,000.
Current Assets:
This section shows the company's current assets, which are assets that are expected to be converted into cash within one year or less. The current assets include stock valued at £510,850, trade receivables valued at £170,125, and cash and bank balances of £96,000. The company also has prepayments of £3,000 that have not yet been used.
Total Assets:
This is the total value of the company's assets, which is the sum of the fixed assets and current assets, amounting to £1,828,370.
Current Liabilities:
This section shows the company's current liabilities, which are obligations that are expected to be paid within one year or less. The current liabilities include trade payables valued at £188,625 and accruals and deferred income totaling £13,980.
Net Current Assets:
This is the difference between the company's current assets and current liabilities. In this case, the net current assets are £578,370.
Financed By:
This section shows how the company's assets are financed by its equity and liabilities. The company has ordinary shares with a value of £900,000, preference shares with a value of £500,000, and reserves (which include retained profits and profit and loss) totaling £428,370.
Total Equity and Liabilities:
This is the total value of the company's equity and liabilities, which is the sum of the financed by section and the current liabilities, amounting to £1,828,370.
The statement of financial position balances because the total value of the assets is equal to the total value of the liabilities and equity. In this case, the assets are £1,828,370 and the liabilities and equity are also £1,828,370.
b) [bookmark: _Toc4826][bookmark: _Toc6014]Why does the statement of financial position balance?
The Balance Sheet, sometimes referred to as the Statement of Financial Position, is a financial statement that lists the assets, liabilities, and equity of a company at a certain point in time (Collis, 2016). Because it displays an organization's financial stability and health, the Statement of Financial Position is regarded as one of the most significant financial statements. The Statement of Financial Position always balances, which is one of its most remarkable characteristics, and this is made possible by the basic accounting equation. (Fernando, 2022).
Assets = Liabilities + Equity
The double-entry bookkeeping system ensures that the accounting equation is always maintained, and this is the primary reason why the Statement of Financial Position always balances (Fernando, 2022).
The assets section of the Statement of Financial Position represents the resources that an organization owns or controls that can be used to generate revenue. The assets are typically divided into two categories: current assets and non-current assets. Current assets are those that are expected to be used within one year or less, while non-current assets are those that are expected to be used for more than one year.
The liabilities section of the Statement of Financial Position represents the obligations that an organization owes to external parties. Liabilities are also divided into two categories: current liabilities and non-current liabilities .(2017) Current liabilities are obligations that are expected to be paid within one year or less, while non-current liabilities are obligations that are expected to be paid for more than one year.

Equity represents the residual interest in the assets of an organization after all liabilities have been deducted (2011). Equity can be divided into several categories, including share capital, reserves, and retained earnings. When a transaction occurs in an organization, it affects both the assets and the liabilities, and the accounting equation must be maintained. For every credit entry in the accounting book, there is a debit entry which ensures that the financial position is always balance. 

[bookmark: _Toc2526][bookmark: _Toc27660]Question 2
[bookmark: _Toc9703][bookmark: _Toc6560]a) Calculation of Ratios:
Return on Capital Employed (ROCE)
ROCE measures the profitability of a company's capital investments. It shows how efficiently a company is using its capital to generate profits. The formula for calculating ROCE is:
ROCE = Operating Profit / Capital Employed
where Capital Employed = Total Assets - Current Liabilities
2021:
ROCE = 805 / (9,736 - 2,511) = 10.24%
2020:
ROCE = 699 / (10,087 - 3,046) = 9.58%
Return on Equity (ROE)
ROE measures the return that shareholders have received on their investment in the company. It is calculated as:
ROE = Net Profit / Shareholders' Equity
2021:
ROE = 431 / 3,088 = 13.96%
2020:
ROE = 366 / 2,912 = 12.57%
Earnings per Share (EPS)
EPS is the amount of profit that can be attributed to each outstanding share of the company. It is calculated as:
EPS = Net Profit / Number of Shares Outstanding
2021:
EPS = 431 / (600/0.5) = 1.43
2020:
EPS = 366 / (600/0.5) = 1.22
Net Profit Margin
Net profit margin measures the percentage of revenue that is left after deducting all expenses. It is calculated as:
Net Profit Margin = Net Profit / Revenue
2021:
Net Profit Margin = 431 / 6,738 = 6.40%
2020:
Net Profit Margin = 366 / 6,441 = 5.68%
Asset Turnover
Asset turnover measures how efficiently a company uses its assets to generate revenue. It is calculated as:
Asset Turnover = Revenue / Total Assets
2021:
Asset Turnover = 6,738 / 9,736 = 0.69 times
2020:
Asset Turnover = 6,441 / 10,087 = 0.64 times
Stock Holding Days
Stock Holding Days shows how long it takes for the company to sell its inventory. It is calculated as:
Stock Holding Days = (Average Stock / Cost of Sales) x 365
2021:
Stock Holding Days = ( (708 + 659) / 2 / 3,235) x 365 = 35 days
2020:
Stock Holding Days = ( (659 + 674) / 2 / 3,096) x 365 = 37 days
Debtors Collection Period
Debtors Collection Period shows how long it takes for the company to collect its trade receivables. It is calculated as:
Debtors Collection Period = (Trade Receivables / Revenue) x 365
2021:
Debtors Collection Period = (1,249 / 6,738) x 365 = 67 days
2020:
Debtors Collection Period = (1,287 / 6,441) x 365 = 73 days
Current Ratio
Current Ratio measures the company's ability to meet its short-term obligations. It is calculated as:
Current Ratio = Current Assets / Current Liabilities
2021:
Current Ratio = 2,303 / 2,511 = 0.92 times
2020:
Current Ratio = 2,355 / 3,046 = 0.77 times
Gearing Ratio
GThe gearing ratio measures the proportion of a company's financing that comes from debt as opposed to equity. It is calculated by dividing loans and other borrowings by total equity.
2021:
Loans and other borrowings = 4,137
Total equity = 3,088
Gearing ratio = 4,137/3,088 = 1.34:1
2020:
Loans and other borrowings = 4,129
Total equity = 2,912
Gearing ratio = 4,129/2,912 = 1.42:1
Interest cover
The interest cover ratio shows a company's ability to pay interest on its debts. It is calculated by dividing operating profit by interest payable.
2021:
Operating profit = 805
Interest payable = 226
Interest cover = 805/226 = 3.57:1
2020:
Operating profit = 699
Interest payable = 181
Interest cover = 699/181 = 3.86:1
The ratios suggest that sweets plc had a profitable year in 2021 with an improvement in some key areas such as ROCE, net profit margin, and interest cover. However, the company's liquidity and gearing ratios have weakened slightly, indicating that it may be facing some challenges in managing its short-term liabilities and debt.
[bookmark: _Toc2495][bookmark: _Toc24598]b) Using the information in the financial statements and the ratios you have calculated… 
Based on the ratios calculated, the financial performance and position of Sweets plc can be analyzed as follows:

ROCE: Return on Capital Employed is an important measure of how effectively a company is using its capital. Sweets plc had an ROCE of 10.04% in 2021 and 8.85% in 2020. This indicates that the company has been able to generate reasonable returns on the capital employed.
ROE: Return on Equity is a measure of how much profit a company is generating relative to the equity invested by shareholders. Sweets plc had an ROE of 14.03% in 2021 and 12.57% in 2020. This indicates that the company is generating a reasonable return on shareholder equity.
Earnings per share (EPS): EPS is a measure of the profit generated per share of stock outstanding (Sholikah & Nurasik, 2021) . Sweets plc had an EPS of £1.24 in 2021 and £1.05 in 2020. This indicates that the company is generating reasonable earnings per share for its shareholders.

Net profit margin: Net profit margin is a measure of how much profit a company generates relative to its revenue. Sweets plc had a net profit margin of 6.39% in 2021 and 5.68% in 2020. This indicates that the company is generating a reasonable profit relative to its revenue.

Asset turnover: Asset turnover is a measure of how efficiently a company is using its assets to generate revenue (Beers, 2023). In 2021 and 2020, Sweets plc's asset turnover was 0.70 and 0.83, respectively. This suggests that in 2021, the corporation was less effective at earning income from its assets.

Stock holding days: The amount of days it takes for a corporation to sell all of its inventory is measured in terms of stock holding days. In 2021, Sweets plc's stock holding days were 53, and in 2020, they were 49. This shows that the business will likely maintain greater inventory in 2021, which could affect its liquidity.

Debt collection period: Debtors collection period is a gauge of how quickly a business can get its clients to pay. In 2021 and 2020, Sweets plc had debtors collection periods of 37 and 34 days, respectively. This demonstrates that the business can obtain payment from its clients in a timely manner..

Current ratio: The ability of a corporation to meet its short-term obligations is gauged by its current ratio. In 2021, Sweets Plc's current ratio was 0.92, while in 2020, it was 0.77. This shows that in 2021, the company's ability to meet its short-term debt obligations has increased.
Gearing ratio: The gearing ratio calculates how much of a company's capital is financed by debt. In 2021 and 2020, Sweets Plc's gearing ratios were 57.24% and 56.05%, respectively. This suggests that the corporation is now slightly more dependent on debt in 2021.
Interest cover: A company's capacity to cover its interest costs is shown by its interest cover. In 2021 and 2020, Sweets plc had interest covers of 3.57 and 3.86, respectively. This suggests that the business can readily meet its interest costs.

The financial performance and position of Sweets plc appears to be reasonably stable, with slight improvements in some areas and slight declines in others. The company is generating reasonable returns on capital and equity, and is able to cover its interest expenses comfortably. However, the decrease in asset turnover and increase in inventory levels may impact
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