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[bookmark: _Toc121238740]Income Statement 

The net income for Wales PLC is shown in Table 1 below. It shows that as of 31st December 2021, the firm had a net income of £156,350. 
	
	Amount in £

	Revenue
	800,000

	
	

	Expenses
	

	Cost of Goods sold 
	578,650

	Administrative expenses 
	30,000

	Director Remuneration 
	5,000

	Interest expenses 
	2,000

	Distribution costs 
	28,000

	Total expenses 
	643,650

	
	

	Net Income 
	156,350

	
	


Table 1: Income Statement 
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The statement of financial position for Wales PLC is shown in Table 2 below. 
	
	
	Amount in £

	
	ASSETS
	

	Current Assets 
	
	

	
	Cash and Cash Equivalents 
	176,250

	
	Accounts receivable 
	171,105

	
	Inventory 
	430,600

	
	Total current assets
	777,955

	Fixed Assets 
	
	

	
	Plant and Equipment 
	1,250,000

	Total Assets 
	
	2,027,955

	
	
	

	
	EQUITY AND LIABILITIES
	

	Liabilities 
	
	

	
	Accounts Payable 
	192,625

	
	Corporation Tax
	100,000

	
	Debentures
	200,000

	
	Total Liabilities 
	492,625

	Equity 
	
	

	
	Preference Shares
	400,000

	
	Common stock 
	1,000,000

	
	Dividends 
	135,330

	
	Total Equity 
	1,535,330

	
	
	

	Total Equity and Liabilities 
	2,027,955


Table 2: Statement of Financial Position 

[bookmark: _Toc121238742]Question 1 - Part B

The statement of financial position must always balance, as shown in Table 2 above. All transactions are recorded in at least two different accounts. For instance, if Wales acquires a debt to finance its operations, there would be a reduction in assets and an increase in liabilities. Recording the transactions in such formats means that the statement would always balance. Equally, the transactions need to be recorded as assets, liabilities, or equity for the statement to balance.
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1. [bookmark: _Toc121238744]ROCE 

The profitability ratio is calculated using the following formula;
Earnings before Interest and Taxes (EBIT) ÷ Capital Employed 
Where capital employed is calculated by subtracting current liabilities from total assets. The ROCE for the firm for the two years is calculated, as shown in Table 3 below. The values shown are in millions of pounds. 
	
	2020
	2021

	EBIT
	539+181 = 720
	620+226 = 846

	Total Assets
	10087
	9736

	Current Liabilities
	3046
	2511

	Capital Employed
	10087-3046 = 7041
	9756-2511 = 7225

	ROCE
	720/7041 = 0.1023
	846/7225 = 0.1171


Table 3: ROCE 
Based on Table 1 above, the ROCE for 2020 is 10.23%, while that of 2021 is 11.71%

2. [bookmark: _Toc121238745]ROE

The following formula was used in the calculations;
Net income ÷ shareholders’ equity 
The calculations for return on equity are shown in Table 4 below. 
	
	2020
	2021

	Net income
	366
	431

	Shareholders’ equity 
	2912
	3088

	ROE
	366/2912 = 0.1257
	431/3088 = 0.1396


Table 4: Return on Equity 
Based on the findings, the return on equity for 2020 was 12.57%, while that of 2021 was 13.96%. 

3. [bookmark: _Toc121238746]Earnings per share 

The financial item is calculated by dividing the earnings available to common shareholders by outstanding shares. The calculations are shown in Table 5 below.
	
	2020
	2021

	Equity available to shareholders
	366
	431

	Total number of shares
	(300/0.5) = 600
	(300/0.5) = 600

	Earnings per share
	0.61
	0.72


Table 5: Earnings per Share

4. [bookmark: _Toc121238747]Net Profit Margin 

The net profit margin was calculated using the following formula;
Net income/total revenue 
The net profit margin for 2020 would be calculated as follows;
NPM = (NI/TR)*100
            = (366/6441)*100
            = 5.68%
The net profit margin for 2021 would be calculated as follows;
NPM = (NI/TR)*100
            = (431/6738)*100
            = 6.40%

5. [bookmark: _Toc121238748]Asset Turnover 

The above would be calculated by dividing the total revenue by the total assets. The asset turnover for the firm would be; 
Asset turnover 2020 = 6441 ÷ 10087 
                                 = 0.6385 times
Asset turnover 2021 = 6738 ÷ 9736 
                                 = 0.6921 times

6. [bookmark: _Toc121238749]Stock Holding Days

The stock holding days for the firm would be calculated by dividing inventory by the cost of goods and multiplying the results by 365 days. 
Stock holding days 2020 = (659/3096) × 365
                                        = 77.76 
                                        = ~ 78 days 
Stock holding days 2021 = (708/3235) × 365
                                        = 79.88 
                                        = ~ 80 days 







7. [bookmark: _Toc121238750]Debtors’ Collection Period 

The financial item is calculated by dividing accounts receivables by credit sales and multiplying the results by 365 days. 
Debtors’ collection period 2020 = (1287/6441) × 365
                                                    = 72.93
                                                    = ~ 73 days 
Debtors’ collection period 2021 = (1249/6738) × 365
                                                    = 67.66
                                                    = ~ 68 days

8. [bookmark: _Toc121238751]Current Ratio 

The ratio would be calculated by dividing current assets by current liabilities, as shown in Table 6 below. 
	
	2020
	2021

	Current assets
	2355
	2303

	Current liabilities 
	3046
	2511

	Current ratio 
	2355/3046 =  0.77
	2303/2511 =  0.92


Table 6: Current Ratio 

9. [bookmark: _Toc121238752]Gearing Ratio 

The ratio is calculated by dividing total debt by total shareholders' equity, as shown in Table 7 below. 
	
	2020
	2021

	Total debt
	4129
	4137

	Total equity
	2912
	3088

	Gearing ratio 
	4129/2912 =  1.42
	4137/3088 =  1.34


Table 7: Gearing Ratio 	

10. [bookmark: _Toc121238753]Interest Cover 
The ratio considers EBIT and interest expenses as follows; 
Interest cover 2020 = EBIT ÷ interest expenses 
                               = (539 + 181) ÷ 181
                               = 720 ÷ 181 
                               = 3.98
Interest cover 2021 = EBIT ÷ interest expenses 
                               = (620 + 226) ÷ 226
                               = 846 ÷ 226 
                               = 3.97
[bookmark: _Toc121238754]Question 2 - Part B

[bookmark: _Toc121238755]Conclusion

Considering the findings calculated in Part A above, the financial results for Sweet PLC have improved between 2020 and 2021. For instance, the net profit margin improved from 5.68% to 6.40%. A higher ratio indicates financial stability. Similarly, the ability of the company to convert its equity into capital has also improved from 2020 to 2021. The above is based on the growth of ROE from 12.57% to 13.96%. A similar pattern is seen with ROCE, which grew from 10.23% in 2020 to 11.71% in 2021. A higher ROCE ratio is an indication that the firm is using its capital effectively. Equally, there was a decrease in the time taken to collect debts, which indicates the firm’s improving financial situation. Also, as in the stock holding days, the asset turnover increased between 2020 and 2021, indicating the firm’s ability to use its assets. The findings further indicate a decrease in the gearing ratio. The results indicate the firm’s ability to manage its debts. Increasing the current ratio is clear from the improved performance. Overall, the conclusion is that the firm posted better causes 2021 than in 2020. 
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