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[bookmark: _Toc98962933]Answer to the Question No: 1(a)
[bookmark: _Toc98962934]1.a.1 The income statement of Wales plc:
Wales plc 
Income Statement
31st December 2021 for the year ended
	Particulars
	Amount
	Amount
	Amount

	Sales
	
	800000
	

	Plus: Unrecorded Sales 
	
	980
	

	Net Sales
	
	
	800980

	Less: Cost of Goods Sold
	
	
	(578650)

	Gross Profit
	
	
	222330

	Less: Operating Expenses
	
	
	

	Administrative Expenses
	
	(30000)
	

	Commission Expenses
	
	(3000)
	

	Distribution Costs
	
	(28000)
	

	Directors Remuneration
	
	(5000)
	(66000)

	Earning before Interest & Tax (EBIT)
	
	
	156330

	Interest Expense
	2000
	
	

	Plus: Accrued Interest 
	2000
	
	(4000)

	Earning before Tax (EBT)
	
	
	152330

	Less: Income Tax
	
	
	100000

	Net Income after Tax
	
	
	52330





[bookmark: _Toc98962935]1.a.2 The Statement of Financial Position of Wales plc:
Wales plc 
Statement of Financial Position
31st December 2021 
	Particulars
	Amount
	Amount
	Amount

	Non-Current Asset: 
	
	
	

	Plant and Equipment
	
	
	632730

	Current Assets:
	
	
	

	Closing Stock
	
	330600
	

	Debtors
	170125
	
	

	Plus: Unrecorded Sales
	980
	171105
	

	Cash & Bank
	
	76250
	

	Total Current Assets
	
	
	577955

	Total Assets
	
	
	1210685

	Current Liabilities:
	
	
	

	Trade Creditors
	
	171355
	

	Due Commission
	
	3000
	

	Accrued Interest
	
	2000
	

	Taxes (Deferred)
	
	100000
	

	Total Current Liabilities
	
	
	276355

	Non-Current Liabilities
	
	
	

	4% Debentures
	
	
	100000

	Total Liabilities (A)
	
	
	376355

	Equity:
	
	
	

	Ordinary Shares
	
	400000
	

	Preferred Shares
	
	300000
	

	Retained Earnings (Note-1)
	
	134330
	

	Total Equity (B)
	
	
	834330

	Total Equity & Liabilities (A + B)
	
	
	1210685


Supporting Note-1:
	Particulars
	Amount

	Beginning Retained Earnings
	132000

	Plus: Net Income after Tax
	52330

	Less: Ordinary dividend paid
	20000

	Less: preferred Dividend Paid
	30000

	Total Ending Retained Earnings
	134330





[bookmark: _Toc98962936]Answer to Question No: 1(b)
According to the Double Entry System of Accounting, every transaction has two equal and opposite effects in two different accounts. This system was first invented by Luca Pacioli. In this system, it is not required to be affected by the two different components of the accounting equation but the necessary thing is every transaction is affected by two different accounts (EISEN, 2019). The basic accounting equation is given below: 
Assets = Liabilities + Owner’s Equity
As every transaction affects two equal and different accounts, so the total debtor amount is always equal to the total credit amount. For that reason, financial position is always balanced which means all the assets of an organization are always equal to the total amount of liabilities and owner’s equity of that company (Kimmel, 2018). This will only happen when the double-entry system of accounting is properly maintained in keeping a record of all transactions and doing all the steps of accounting by maintaining all rules and conduct of Accounting (Penman and Zhu, 2022).   


[bookmark: _Toc98962937]Answer to the Question No: 2(a)
The required ratios are calculated below: 
[bookmark: _Toc98962938]1. ROCE =  ; 
Here, Capital Employed = Total Assets – Current Liabilities.
EBIT for 2020 = 699-5+26 = 720
EBIT for 2021 = 805+19+22 = 846
            
	
ROCE
	2020
	2021

	
	  100
= 10.23%
	 100
= 11.71%



[bookmark: _Toc98962939]2. Return on Equity (ROE) = 
	
ROE

	2020
	2021

	
	100
= 12.57%
	
=  13.96%



[bookmark: _Toc98962940]3. Earnings Per Share (EPS) =     
	
EPS
	2020
	2021

	
	
= £ 0.61
	
= £ 0.72


[bookmark: _Toc98962941]4. Net Profit Margin = 
	
Net Profit Margin
	2020
	2021

	
	
= 5.68%
	
= 6.40%



[bookmark: _Toc98962942]5. Asset Turnover Ratio = 
	
Asset Turnover Ratio
	2020
	2021

	
	
= 0.64 times
	
= 0.69 times



[bookmark: _Toc98962943]6. Stock Holding Days = 
	
Stock Holding Days
	2020
	2021

	
	
= 77.69 days
= 78 days (Approx.)
	
= 79.88 days
= 80 days (Approx.)



[bookmark: _Toc98962944]7. Debtors Collection Period = 
	
Debtors Collection Period
	2020
	2021

	
	
= 72.93 days 
= 73 days (Approx.)
	
= 67.66 days 
= 68 days (Approx.)



[bookmark: _Toc98962945]8. Current Ratio = 
	Current Ratio
	2020
	2021

	
	
= 0.77 : 1
	
= 0.92: 1



[bookmark: _Toc98962946]9. Gearing Ratio = 
Here, Capital Employed = Total Assets – Current Liabilities.
	
Gearing Ratio
	2020
	2021

	
	
= 58.64%
	
= 57.26%


[bookmark: _Toc98962947]10. Interest Cover Ratio =  
	
Interest Cover Ratio
	2020
	2021

	
	
= 3.98 times
	
= 3.74 times



Here, Net Income Before Interest & Tax,2020 = 699-5+26 = 720
Net Income Before Interest & Tax,2021= 805+19+22 = 846
[bookmark: _Toc98962948]

Answer to Question No: 2(b)
The assigned ratios are interpreted focused on the financial performance & financial position of Sweet plc (long-established sweets and confectionery manufacturer) in below:
[bookmark: _Toc98962949]2.b.1 Organization’s performance of profitability:
An organization’s profitability can be measured through profitability ratios. A profitability ratio is a ratio that is used to estimate the ability of a company how much profit a company can earn relative to its revenue (Penning and Brammer, 2017). In this report, return on Equity (ROE), Net Profit Margin, Return on Capital Employed (ROCE), Earning per share (EPS) are the profitability ratios. The results of profitability ratios are given below: 
	Serial No.
	Ratio Name
	2020
	2021

	1.
	ROE
	12.57%
	13.96%

	2.
	Net Profit Margin
	5.68%
	6.40%

	3.
	ROCE
	10.23%
	11.71%

	4.
	EPS
	£ 0.61
	£ 0.72



ROE is a very important profitability ratio that can be determined through net income divided by the total equity of the organization. Total equity means total assets minus total liabilities (Selamat and Ngalim, 2021). This ratio is used to determine the ability how much net income can be earned related to the total equity of the firm. The return on equity is 12.57% in 2020 and this figure is 13.96% for the year 2021. That indicates that the profitability ability of Sweet plc is increasing (Singh, 2017). 
Net profit margin is also a profitability ratio. It is also used to determine the capability of how much net income can be earned relative to the revenue of the firm (Turtle and Wang, 2017). The net profit margin of 2020 is 5.68% and this figure for the year 2021 is 6.40%. This indicates an upward direction. That means the ability to earn a net income is increasing relative to revenues. 
ROCE is profitability can be determined through EBIT divided by Capital Employed. This ratio is used to find out the capability of the company for earning EBIT against capital employed (WAHLEN, 2022). The ROCE is 10.23% in 2020 which figure is 11.71% in 2021. That indicates that the capability of profitability of Sweet plc is increasing as the ROCE ratio is increasing from 2020 to 2021.
Earnings per share is an important ratio in the perspective of a company’s profitability performance (Wild, 2020). It can be determined through the net income of the firm relative to the number of shares outstanding. Higher the value of EPS indicates that profitability is in a better position. The EPS in 2021 is £ 0.72 which is greater than EPS in 2020 (£ 0.61) which indicates better performance.
[bookmark: _Toc98962950]2.b.2 Organization’s Efficiency Measurement:
An organization’s Efficiency can be measured through the efficiency ratio. This ratio is used to understand how much spending is required to earn one unit of money (Selamat and Ngalim, 2021). In this report, Asset turnover ratio, stock holding days, and Debtors collection period are three efficiency ratios. The result of efficiency ratios of Sweet plc is given below:
	Serial No.
	Ratio Name
	2020
	2021

	1.
	Asset turnover ratio
	0.64 times
	0.69 times

	2.
	Stock holding days
	78 days
	80 days

	3.
	Debtors collection period
	73 days 
	68 days



Asset turnover ratio is an efficiency measured ratio. This ratio is used to determine how efficiently profit can be earned (net sales) by using the total asset of the firm (Turtle and Wang, 2017). The asset turnover ratio of Sweet plc is 0.64 times in the year 2020 and this figure is 0.69 times in the year 2021. This indicates the efficiency level of Sweet plc increases by using its total assets properly. But the increasing level is not satisfactory because of the insignificant change of the ratio in 2021 (Singh, 2017). 
Stock holding days is another efficiency measure ratio. It can be measured through inventory divided by the cost of sales multiplied by 365 (Penning and Brammer, 2017).  This ratio indicates how much time is required to hold inventory before selling goods. Lower the ratio is a good indication for a company (Penman and Zhu, 2022). The stock holding days’ ratio for the year 2020 is 78 days whereas this figure for the year 2021 is 80 days. That means the company is inefficient in that case.
Debtors' collection period is also an efficiency measure ratio. It indicates how much time is required to collect money from debtors (Oktalina, 2020). A higher ratio indicates the poor performance of the company in collecting money from debtors and vice-versa (Larrabee and Voss, 2018). As the debtor collection period for the year 2021 is 68 days which is less than 73 days of the year 2020 so, we can say the efficiency of sweet plc is increasing.
[bookmark: _Toc98962951]2.b.3 Organization’s performance of Liquidity:
The liquidity performance of an organization can be determined through liquidity ratios. The liquidity ratio is a ratio that is used to understand the capability of the company to repay the loan through liquid assets (Oktalina, 2020). The result of the liquid ratio of this report is given below: 
	Serial No.
	Ratio Name
	2020
	2020

	1.
	Current Ratio
	0.77:1
	0.92:1



The current ratio is a ratio that is used to determine the capability of repaying short-term obligations through current assets (Penning and Brammer, 2017). It is an important liquidity ratio. The ratio value is 0.77:1 in the year 2020. That indicates Sweet plc has a current asset of £0.77 against a short-term obligation of £1. In the year 2021, the ratio is 0.92:1 which indicates increasing liquidity ability to meet up short-term obligations.
[bookmark: _Toc98962952]2.b.4 Organization financial leverage position:
The financial leverage ratio is used to understand the financial leverage position of an organization. In this report, the gearing ratio and interest cover ratio are the financial leverage ratio (Oktalina, 2020). The result of financial leverage ratios is given below:
	Serial No.
	Ratio Name
	2020
	2021

	1.
	Gearing Ratio
	58.64%
	57.26%

	2.
	Interest Cover Ratio
	3.98 times
	3.74 times



The gearing ratio is a ratio that is used to determine which portion of capital is collected from creditors and which portion is collected from the company’s shareholders (Kimmel, 2018). The gearing ratio for the year 2020 is 58.64% and this figure for the year 2021 is 57.26%. Lowering the gearing ratio is better for a company otherwise risk will increase (Farisa, 2021). As the change of gearing ratio is not significant so Sweet plc is not in a significant place.
The interest coverage ratio is also an important financial leverage measurement ratio which is used to understand the capability of a company of paying interest expense from the net income before interest and tax (EISEN, 2019). The interest cover ratio for the year 2020 is 3.98 times and this figure is 3.74 times in the year 2021. That means the company’s capability to pay interest through net income before interest and tax is decreasing.
Overall, financial performance and position cannot be commented on only through the ratio analysis. Because the profitability ratios and liquidity ratios results are at a satisfactory level but the efficiency ratios and financial leverage ratios result are not at a satisfactory level (Farisa, 2021). So the company; Sweat plc needs to do further analysis to understand financial performance and position properly.
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