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[bookmark: _Toc133618655]QUESTION 1
a) [bookmark: _Toc133618656]1. Income statement for Wales plc for the year ended 31st December 2022

		      	       2022
			          £

Sales 								 			   800 980
Cost of sales							     			(578 650)
Gross profit 										   222 330
Distribution costs 						   			  (28 000)
Administrative expenses 					   			  (30 000)
Directors renumeration 		 	 		    			    (5 000)
Salesman owed commission				    			    (3 000)
Operating profit 			          						   156 330
Interest paid 				 					    (2 000)
Profit/loss before taxation 			      				   154 330
Taxation 		 					 			(100 000)
Net profit for the year 			 					     54 330
Ordinary dividend paid 			 		     			  (20 000)
Retained earnings 				   					     34 330






















a) [bookmark: _Toc133618657]2. Statement of financial position for Wales plc as at 31st December 2022
£			£
ASSETS
Non-current assets
Plant & equipment  					1 250 000
										           1 250 000

Current assets
Stock at 31st December 2022 				   510 850
Trade Receivable 						   170 125 
Accruals 							           980
Cash & Bank 						     96 000
									           	              777 955
Total assets									           2 027 955
						
LIABILITIES
Current liabilities
Salesman							        3 000
Trade payable    						    188 625
Corporation Tax Payable 					    100 000

										           	   291 625
Non-current liabilities
2% Debentures						     200 000
											   200 000
Total liabilities  								   	   491 625

Net assets								   	           1 536 330

EQUITY
£1 Ordinary Shares 					     900 000
Preference Shares 						     500 000
Retained Earnings  					     136 330

Total equity				 		             		           1 536 330

Total equity & liabilities 							           2 027 955



Workings:

Retained earnings = retained profits + net income – dividends paid
Net income = sales – cost of sales -administrative expenses – distribution costs – directors renumeration – interest paid – corporation tax – salesman
Net income = 800 980 - 578 650 – 30 000 – 28 000 – 5 000 – 2 000 – 100 000 – 3 000 = 54 330
Dividends paid = ordinary dividend paid +preference dividend paid = 20 000 + 30 000 = 50 000
Retained earnings = 132 000 + 54 330 – 50 000 = 136 330

		   
b) [bookmark: _Toc133618658]Reasons why statement of financial position is balancing


Wood (2019) explains that the statement of financial position balances because it is based on the fundamental equation in accounting: Assets = Liabilities + Equity. In addition, Wood (2019) argues that the main reason why statement of financial position is balancing is because it represents a record of assets, liabilities and equity of the company at a specific time. Also, Wood (2019) notes that the equation must balance all the time due to the double entry in the bookkeeping, meaning that each transaction should be recorded in two accounts, where one account is credited and another one is debited. Moreover, according to Wood (2019) it is very important to make sure that each transaction is recorded accurate and consistent and be careful with the errors and inconsistencies because it can affect the statement of financial position and would not balance. Furthermore, Wood (2019) considers the statement of financial position an essential tool in the process of analysing the financial position of a company and helps in the process of decision-making, meaning that maintaining it balanced is crucial for ensuring the accuracy and usefulness. 
In addition, Weygandt et al (2019) consider that the statement of financial position should balance due to the dual aspect principle, meaning that each transaction should have a debt and a correspondent in credit, of the same amount, to maintain the fundamental accounting equation balanced. Furthermore, Weygandt et al (2019) notice that there should also be taking into consideration the accruals, which means that the revenues and expenses are recorded when occur, not when the cash is paid or received, reason why assets and liabilities are updated as they arise and the statement of financial position remains balanced.
Moreover, Horngren et al (2016) add that there is a historical cost principle that requires assets to be recorded at initial cost and any other changes in price should be recorded under the equity part, ensuring that assets, liabilities and equity are balancing at any point. More than this, Horngren et al (2016) highlight that consistency is very important to make the statement of financial position to balance and accountant should make sure that reports the transactions at the same time, as changing from one period to another one can create errors in the statement of financial position and would not balance 
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a) [bookmark: _Toc133618660]Rations for Sweets plc for 2021 and 2020

[bookmark: _Toc133618661]


= 11.14%

= 9.93%


Workings:
Capital Employed = Total Assets - Current Liabilities
Capital Employed (2021) = £9 736 - £2 511 = £7 225
Capital Employed (2020) = £10 087 - £3 046 = £7 041
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Workings:
Equity (2021) = £3 088 + £255 = £3 343
Equity (2020) =£2 912 +£242 = £3 154 
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Workings:
Number of Ordinary Shares = Ordinary Shares capital in 50p x 2
Number of Ordinary Shares (2021) = Number of Ordinary Shares (2020)= 300 x 2 = 600
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Workings:
Capital Employed = Total Equity + Total Debt
Capital Employed (2021) = £3 343 + £4 137 = £7 480
Capital Employed (2020) = £3 154 + £4 129 = £7 283
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 x 100% = 55%


 x 100% = 57%
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b) [bookmark: _Toc133618671]Financial performance and position of  Sweets plc 


The ROCE of Sweets plc has been raised from 9.93% to 11.14%. It denotes a boost in the company's profits. With its utilized capital, the company can now produce a greater profit.
The company's return on equity (ROE) in 2020 was 11.60%. The ROE is set to grow to 12.98% by 2021, meaning that every dollar spent in the company will generate increase in revenue. It means that the company is generating more money for every penny invested.
The company's earnings per share in 2020 and 2021 have been 0.61p and 0.72p, accordingly. The number of outstanding shares remained unchanged in both years. As a result, it's clear that earnings per share, as well as the profit of the company, have increased.
The net profit margin of a firm measures how many total sales contribute to the net earnings of the company. For Sweets plc’s profit margin has increased from 5.68% to 6.40%. It means that the contribution of sales to net income has increased.
Additionally, the asset turnover ratio has increased from 0.88 to 0.90 times. It indicates that the company is concentrating efforts on generating revenue from its current assets.
 Stock holding days in Sweets plc have increased from 78 to 80 days, which means that the company can has to focus on how to generate sales faster. 
The debtor collection period is a critical indicator for ensuring the business's cash flow. Sweets  plc’s  debtor collection duration in 2020 was 73 days, and it was reduced to 68 days in 2021. It shows that the company's cash collecting efficiency has dropped. As a result, the company's cash inflow has been pushed back and it cannot utilise its cash efficiently like before.
The current ratio is a measure of a company to meet its financial short-term debt using current assets. In 2020, Sweets plc’s current ratio was 0.8, and it is seen to rise to 0.9 in 2021. It demonstrates that the company's existing assets are insufficient to cover its current liabilities. However, its liquidity has been increased significantly.
The gearing ratio depicts the proportion of a company's capital that comes from loans and shareholder equity. The gearing ratio of Sweets plc has been reduced from 57% to 55% and  it indicates the company's obligations have been decreased and it is now depending more on shareholder equity for financing.
The interest cover for Sweets plc has been reduced from 3  to 2.7 and it means that the company's capacity to cover its interest for profit has reduced. 
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