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Question no.1
a). 
Wales Plc
Income Statement
For the period ending December 31, 2021
	Items 
	Amount in £

	Sales (800000+980)
	800980

	Less: Cost of Sales 
	(578650)

	Gross Profit
	222330

	Less Expeenses
	

	Distribution Costs
	(28000)

	Administrative expenses
	(30000)

	Directors' remunerations
	(5000)

	Interest Paid
	(2000)

	Sales commission
	(3000)

	Corporate tax
	(100000)

	Profit after tax
	58350

	Ordinary Divdend paid 
	(20000)

	Preference Dividend paid 
	(30000)

	Net Profit 
	3350



Wales Plc
Statement of Financial Position
As at 31st December 2021
	Items
	Amount in £

	Non-Current Assets
	

	Plant and equipment 
	1250000

	Current Assets
	

	Trade receivables (£170125+ £980)
	171105

	Stock 
	430600

	Cash and Bank
	176250

	Total Asset
	2027955

	Equity and Liabilities 
	

	Shareholders' Fund
	

	£1 ordinary shares
	1000000

	10% £1 preference shares
	400000

	Retained profit at January 1, 2020
	132000

	Net Proft 
	3350

	Non-current liabilities 
	

	4% Debentures
	200000

	Current liabilities 
	

	Trade creditors 
	188625

	Outstanding sales commission
	3000

	Provision for corporate tax
	100000

	Outstanding payments of goods
	980

	Total Equity and Liabilities 
	2027955



b). Reasons why financial position balance
The balance sheet, or statement of financial position, is an accurate representation of the financial state of an organisation as of a specific date (Kaplan, 2022). This analysis is arrived at by tallying the firm's assets (what it owns) and deducting its debts (what it owes). Equity, or net worth, is calculated in this way for a business. The assets total must equal the combined total of liabilities and shareholders' equity on the balance sheet.
The accounting equation must constantly be in balance to maintain a healthy financial statement,.This equation is expressed as Assets = Liabilities + Equity (Bragg, 2022a). Businesses must record all their transactions to the correct accounts to ensure that the equation is always balanced. This is done by debiting one account and crediting another. This double-entry system helps to ensure that all transactions are accounted for and that the statement of the financial position remains in balance (Kaplan, 2022).
In addition to the accounting equation, businesses must also use the principles of consistency, accrual, and conservatism when preparing their statement of financial position (Bragg, 2022b). The principle of consistency ensures that the same accounting methods are used each period to ensure accurate comparison of financial statements; the principle of accrual requires that revenue and expenses are recognized in the period in which they are incurred; and the principle of conservatism requires that all items are recorded at the lower of cost or market (Bragg, 2022b). According to Bragg (2022b), businesses can ensure that the balance sheet is always in balance by ensuring that all of the financial transactions are recorded accurately and by utilising the principles of consistency, accrual, and conservatism

Question no.2: Ratios of Sweets plc for 2021 and 2020
i. Return on Capital Employed (ROCE)
	Ratio
	Formula
	2020
	2021

	Return on capital employed
	
	
=10.22%
	
=11.71%



Workings
Capital Employed=Total Asset-Current Liabilities
2020:  £10087- £3046
          =£7041
2021: £9736- £2511
         =£7225
Earnings before Interest and Tax (EBIT): Profit before tax + Interest paid 
2020: £539 + £181
         =£720
2021: £620 + £226
        =£846
ii. Return on Equity (ROE)
	Ratio
	Formula
	2020
	2021

	Return on Equity
	
	
=12.57%
	
=13.96%









iii. Earnings Per Share (EPS)
	Ratio
	Formula
	2020
	2021

	Earnings Per Share (EPS)
	
	
=0.61
	
=0.7183


Workings 
Total number of shares: 
2020: (ordinary share capital ÷ price per share)
         = (£300÷0.5)
         = 600 shares
2021: (£300 ÷ 0.5)
         =600 shares
iv. Net Profit Margin
	Ratio
	Formula
	2020
	2021

	Net Profit Margin
	
	
=5.68%
	
=6.40%


 
v. Asset Turnover 
	Ratio
	Formula
	2020
	2021

	Asset Turnover 
	
	
=0.639times
	
=0.693times








vi. Stock Holding Days
	Ratio
	Formula
	2020
	2021

	Stock Holding Days
	
	
=77.69days
	
=79.88days



vii. Debtors Collection Period 
	Ratio
	Formula
	2020
	2021

	Debtors Collection Period 
	
	
=72.93days or 73days
	
=67.66days or 68days



viii. Current Ratio
	Ratio
	Formula
	2020
	2021

	Current Ratio
	
	
=0.77:1
	
=0.92:1



ix. Gearing Ratio 
	Ratio
	Formula
	2020
	2021

	Gearing Ratio 
	
	
=1.42
	
=1.34









x. Interest Cover
	Ratio
	Formula
	2020
	2021

	Interest Cover 
	
	
=3.978times
	
=3.743times


Workings
EBIT= profit before taxation + interest payable
2020: £539+ £181
         =£720
2021: £620 + £226
        =£846
b)  Comment on the financial performance and position of Sweets plc 
The above ratios and numbers from the financial statements indicate an improvement in the company's performance compared to 2020. When compared with the previous year, it reveals an upward tendency. In 2020, the return on capital employed (ROCE)  and the return on equity (ROE) ratio increased. The net profit for 2021 (£431M) is up from 2020 (£366M). This has resulted in a roughly 0.72% increase in its net profit ratio.
Additionally, earnings per share have been on an upward trajectory. With earnings on the upswing, the corporation can afford to pay out £255m in dividends in 2021, up from the $242m paid out in 2020. This demonstrates that Sweets plc is expanding. The 2021 market price is also higher than it was in 2020. There has been some fluctuation in the asset turnover ratio this year, but it is still within an acceptable range.
In 2020, it took the company 73 days to settle its receivables (debtor's collection period) in cash; by 2021, that number had dropped to around 68 days. Despite progress in 2020, the organisation still has room for enhancement in receivables collection. Additionally, the current ratio must be enhanced. Since this is a step in the right direction, the organisation should take even more progressive measures for an effective current ratio, indicating the company is in an excellent position to meet short-term obligations. Furthermore, the organization's interest expense has grown since last year. Increases in equity and debt mean that the gearing ratio is now within permissible limits, although interest coverage has fallen. That's because the company's debt levels have risen. 


References 
Bragg, S. (2022a) Statement of financial position definition, AccountingTools. AccountingTools. Available at: https://www.accountingtools.com/articles/what-is-the-statement-of-financial-position.html (Accessed: December 28, 2022). 
Bragg, S. (2022b) Basic accounting principles, AccountingTools. AccountingTools. Available at: https://www.accountingtools.com/articles/basic-accounting-principles  (Accessed: December 28, 2022). 
Kaplan (2022) Chapter 2: Statement of financial position and income statement, Default. Available at: https://kfknowledgebank.kaplan.co.uk/acca/chapter-2-statement-of-financial-position-and-income-statementv2 (Accessed: December 28, 2022). 
[bookmark: _gjdgxs]



image4.png
Profit for the year

Shareolders Equity ~ 100%




image5.png
366 100%
2912 0




image6.png
L 00%
3088 0




image7.png
Net Income
Total no of shares




image8.png
366
600




image9.png
431
600




image10.png
Net Profit

X 1009
Revenue %




image11.png
366
—— X 100%
6441




image12.png
3L 100%
6738 0




image13.png
Revenue
Total Asset




image14.png
6441
10087




image15.png
6738
9736




image16.png
Inventoy

Cost of Sales < 36549




image17.png




image18.png




image19.png
Trade Receivables
———— X365
Sales [revenue




image20.png
1287

caal X 365days




image21.png
1249

5738 X 365days




image22.png
Current Asset
Current Liabilities




image23.png
2355
3046




image24.png
2303
2511




image25.png
Total Debt
Total Equity




image26.png
4129
2912




image27.png
4137
3088




image28.png
EBIT
Interest Payable




image29.png
720
181




image30.png
846
226




image1.png
EBIT

Capital employed ~ 100%




image2.png
720 100%
7041 0




image3.png
846 100%
7275 < 100%




