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QUESTION 1 
a) Income Statement and Statement of Financial Position 
i) Income Statement 
	Wales Plc.

	Income Statement for the year Ended 31st December 2022

	Item
	£
	£

	Sales
	
	800,000

	Cost of Sales 
	578,650
	

	Gross Profit 
	
	221,350

	Operating Expenses
	
	

	Administrative Expenses
	30,000
	

	Distribution Costs 
	28,000
	

	Directors' Remuneration 
	5,000
	

	Operating Profit
	
	158,350

	Interest Paid 
	2,000
	

	Corporation Tax
	100,000
	

	Net Profit 
	
	56,350






ii) Statement of Financial Position 
	Wales Plc

	Statement of Financial Position 31st December 2022

	ASSET
	LIABILITIES

	Current Assets
	
	
	Current Liabilities 
	
	

	Item
	£
	£
	
	£
	£

	Cash and Bank
	96,000
	
	Trade Payable 
	188,625
	

	Inventory
	510,850
	
	Credit Sales 
	55,350
	

	Interest Paid
	2,000
	
	Commission Owed
	3,000
	

	Trade Receivable
	170,125
	
	Total Current Liabilities 
	
	192,605

	
	
	
	Long-term Liabilities 
	
	

	
	
	
	2% Debentures
	200,000
	

	
	
	
	Total Long-term Liabilities 
	
	200,000

	Total Current Assets
	
	778,975
	TOTAL LIABILITIES
	
	392,605

	
	
	
	
	
	

	Fixed Assets
	
	
	EQUITY
	
	

	Plant and Equipment
	1,250,000
	
	£1 Ordinary Shares 
	900,000
	

	
	
	
	10% £1 preference shares 
	500,000
	

	
	
	
	Retained Profits 
	132,000
	

	
	
	
	Ordinary Dividend Paid 
	20,000
	

	
	
	
	Preference Dividend Paid 
	30,000
	

	Total Fixed Assets
	
	1,250,000
	TOTAL EQUITY 
	
	1,582,000

	TOTAL ASSETS
	
	2,028,975
	TOTAL LIABILITIES AND EQUITY
	
	2,028,975



b) Why does the statement of financial position balance? 
Also referred to as the balance sheet, the statement of financial position provides a list of all assets, liabilities and equity of an organization as of the report date. Consequently, this important financial statement provides a snapshot of the financial condition of a business as of a specific point in time (Drury, 2013). The main reason why the statement of financial position always balances is the accounting principle of double entry. This is because the accounting system records all transactions in at least two different accounts effectively acting as a check to ensure that all the entries are consistent. The balance sheet therefore needs to balance to indicate that the company’s assets are equal to the sum of its liabilities and equity (Drury, 2013). 
QUESTION 2
a) Calculate Ratios for Sweet Plc for 2021 and 2020
i) ROCE 
Return on Capital Employed (ROCE) is an important profitability and capital efficiency ratio that helps to understand how well a firm is generating profits from its capital as it is utilised (Atrill, et al., 2014). It is calculated using the formula: 
ROCE =  
ROCE for 2021 = (805/3,088) x 100 = 26.1% 
ROCE for 2020 = (699/2,912) x 100 = 24.0% 
ii) ROE
Return on Equity (ROE) is another important profitability ratio that is used to assess the financial performance of a firm in terms of the net profits it generated based on each dollar of equity investment contributed by shareholders (Harvey, et al., 2013). It is calculated using the formula: 
ROE = 
ROE for 2021 = (431/3,088) x 100 = 14% 
ROE for 2020 = (366/2,912) x 100 = 12.6%
iii) Earnings per Share 
This is a profitability ratio that is often used by investors and other market participants to assess the profitability of a company before purchasing its shares. The EPS ratio particularly informs prospective investors the room a company has for increasing its existing dividend (Drury, 2013). It is calculated using the formula: 
EPS =  
EPS for 2021 =  = 176/300 = 59 pence per share
EPS for 2020 =  = 124/300 = 41 pence per share 
iv) Net Profit Margin 
This is a profitability ratio that highlights the percentage of sales revenue a company keeps it all its costs including interest and taxes are fully covered (Atrill, et al., 2014). The formula below is used to calculate this ratio: 
Net Profit margin = 
Net Profit Margin for 2021 = (431/6,738) x 100 = 6.4% 
Net Profit Margin for 2020 = (366/6,441) x 100 = 5.7% 
v) Asset Turnover 
This is an important efficiency ratio that evaluates how efficiently a given firm is using its owned resources to generate revenue or sales. It is particularly helpful to investors as it helps them understand how effectively the company is using its assets to generate sales. It is calculated using the formula: 
Asset turnover = 
Asset Turnover ratio for 2021 =  = 6,738/9911.5 = 0.68 
Asset Turnover ratio for 2020 =  = 0.64 
vi) Stock holding days 
This is an efficiency ratio that shows the number of days for which a company holds inventory before sales. According to Drury (2013), it is important in depicting the number of days it takes for inventory to rotate in the business. It is computed using the formula: 
Inventory holding days = 
Average Inventory = 
Average inventory for 2021 = (708 + 659)/2 = 683.5 
Average Inventory for 2020 = 659 
Stock holding days for 2021 = (683.5/3,235) x 365 = 77.1 days 
Stock holding days for 2020 = (659/3096) x 365 = 77.7 days 
vii) Debtors Collection Period 
This financial ratio denotes to the amount of time that is it takes for customers of a business to receive invoicing for goods and services rendered, schedule payment for those invoices and ultimately tender that payment to the provider (Harvey, et al., 2013). It is calculated using the formula: 
Debtors collection period = 
Debtors Collection period for 2021 = (1249/1928) x 365 = 236.5 days 
Debtors Collection period for 2020 = (1287/2391) x 365 = 196.5 days 
viii) Current Ratio 
This is a liquidity ratio that assesses the capability of a business to meet its short-term obligations that are due within a year. It is an important indicator for the financial health of a company and how the company can maximize the liquidity of its current assets to settle debt and payables (McLaney & Atrill, 2016). It is calculated using the formula: 
Current Ratio = 
Current Ratio for 2021 = 2303/2511 = 0.92 
Current Ratio for 2020 = 2355/3046 = 0.77
ix) Gearing Ratio 
This is a measure that is often used by investors and potential investors to establish a company’s financial leverage. Financial leverage denotes to the amount of funds that the company acquired via creditor loans compared to the funds acquired through equity capital (McLaney & Atrill, 2016). Gearing ratio is calculated using the formula: 
Gearing ratio = 
Gearing Ratio for 2021 = (4143/3088) x 100 = 34.2%
Gearing Ratio for 2020 = (4129/2912) x 100 = 41.8% 
x) Interest Cover 
This is considered an important debt and profitability ratio that is often used to determine how easily a firm can pay interest on its outstanding debt. According to Artill et al., (2014), this ratio is often used by creditors, investors and lenders to determine the risk of lending funds to a company. It is computed using the formula: 
Interest Cover = 
Interest Cover for 2021 = 805/226 = 3.56
Interest Cover for 2020 = 699/181 = 3.86 
b) Comment on Financial Performance and Position of Sweet Plc 
The ten ratios computed for Sweet Plc can be categorised into liquidity ratios, leverage ratios, efficiency ratios, profitability ratios and market value ratios. According to Atrill et al., (2014) liquidity ratios assess a firm’s ability to repay both short- and long-term obligations. The liquidity ratio calculated for the company was the current ratio, which increased from 0.77 in 2020 to 0.92 in 2021 against a recommended current ratio of between 1.5 and 3. This shows that Sweet Plc has insufficient capital to pay off its short-term debt because it has a larger proportion of current liabilities relative to the value of its current assets.
Leverage ratios are on the other hand used to assess the amount of capital that comes from debt. The two leverage ratios calculated for Sweet Plc are interest cover ratio and gearing ratio. The company’s interest cover dropped from 3.86 in 2020 to 3.56 in 2021 while the gearing ratio dropped from 41.8% to 34.2% over the same period. Despite the drop in both the interest cover and gearing ratios, they are within the recommended limits. This shows that the company is not only able to cover all its fixed costs but also has a lower proportion of debt compared to its equity. 
Efficiency ratios are used to measure how well a company is utilizing its assets and resources. Three efficiency ratios are assessed for Sweet Plc including the asset turnover, stock holding days, and debtor collection period. The company’s asset turnover increased from 0.64 to 0.68 against a recommended asset turnover of between 0.25 and 0.5 for companies within the fast-moving consumer goods (FMCG) sector. Stock holding days dropped from 77.7 days to 77.1 days against the ideal 30 to 60 days while the debtor collection period increased from 196.5 days to 236.5 days against the recommended 90 days or less. These high ratios highlight the fact that Sweet Plc is not efficiently collecting and spending money (Drury, 2013). This shows that the company’s management is not effectively making use of the company’s assets. 
Three profitability ratios were also calculated including ROE, ROCE, and net profit margin. ROE improved from 12.6% in 2020 to 14% in 2021 while ROCE and net profit margin 24% to 26.1% and from 5.7% to 6.4% respectively over the same period of time. This performance was against the recommended 10% or less for ROE, 20% or more for ROCE, and 10-20% for net profit margin. (McLaney & Atrill, 2016). These ratios not only show that Sweet Plc is generating income relative to revenue, balance sheet assets, operating costs, and equity but also that there is significant growth in the way the company is earning profit from its operations. 
Finally, the market value ratio computed was the earning per share which showed that Sweet’s EPS improved from 41 pence per share to 59 pence per share between 2020 and 2021. Considering that these were against the share price of £4 and £5.12 in 2020 and 2021 respectively, it is evident that the company is performing well in this regard. 
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