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Answer 1(a)

                                                                Wales Plc
                                                           Income Statement
                                                 For the year ended 31st December 2021
                                                                                                                     £
	Sales
	800000
	

	Add: Unrecorded sales
	980
	

	Net Sales
	
	800980

	Cost of Sales
	
	578650

	Gross Profit
	
	222330

	Administrative Expenses
	
	30000

	Distribution Costs
	
	28000

	Salesmen Commission
	
	3000

	Directors Remuneration
	
	5000

	Operating Income
	
	156330

	
	
	

	Interest Expense
	
	2000

	Profit Before Taxes
	
	154330

	Taxes
	
	100000

	Net Profit
	
	54330


 



                                                    Wales Plc
                                         Statement of Financial Position 
                                            As at 31st December 2021
	Assets                                                                  
	
	            £

	Current Asset
	
	

	Cash and Bank
	
	76250

	Trade Receivable
	170125
	

	Add: Unrecorded sale
	980
	171105

	Stock 
	
	330600

	Total Current Assets
	
	577955

	
	
	

	Non-Current Assets
	
	

	Plant and Equipment
	
	650000

	Total Non-Current Assets
	
	650000

	Total Assets
	
	1227955

	
	
	

	Current Liabilities
	
	

	Trade Payables
	
	188625

	Outstanding Commission
	
	3000

	Tax Provision
	
	100000

	Total Current Liabilities
	
	291625

	Non-Current Liabilities
	
	

	4% Debentures
	
	100000

	Total Liabilities
	
	391625

	Shareholder's Equity
	
	

	£1 ordinary shares
	
	700000

	Retained Earnings
	132000
	

	Add: Profit for the year 2021
	54330
	

	Less: Ordinary Dividend Paid
	-30000
	

	Less: Preference Dividend 
	-20000
	

	Total Shareholders’ Equity
	
	136330

	Total Liabilities & Shareholders’ Equity
	
	1227955


                      


Answer 1(B)
The statement of financial position states assets and liabilities of a business, showing what business owns and owes to others specific point in time. A balanced statement of financial position means that total assets of a business equal to its total liabilities. It must balance because the modern day financial accounting system is based on principle of double entry:
Assets = Liabilities + Equity
This principle defines that to every debit there is a credit. Every transaction is recorded in two or more different accounts. For instance, machinery purchased on credit increases asset (machinery) of business and  liability (creditor) too at the same time. If a balance sheet does not balance, it implies that there is a mathematical error in the books of accounts.

Answer 2(a)
Ratios for 2021
1- ROCE = EBIT/Total Assets – Current Liabilities = 846/9736-2511 = 846/7225 =11.70%
2- ROE = Net Income/ Equity  = 431/3088 = 13.95%
3- Earnings per share = Net Income / Outstanding common shares 
Number of Outstanding shares = 30000000/5.12 = 5859375
EPS = 431000000/58593750 = 7.35
4- Net profit margin = Net Income / Revenue = 431000000/6738000000 = 6.4%
5- Asset turnover = Net Sales/Average Total Assets = 6738000000/9736000000 = 0.69
Note: Total assets at the end of the year is used
6- Stock holding days = 365 / Inventory Turnover Ratio
Inventory Turnover Ratio = Cost of goods sold/Avg Inventory = 3235000000/708000000  =        4.56
Stock holding days = 365 / Inventory Turnover Ratio = 365/4.56 = 80.04
7- Debtors collection period =   365/Receivable Turnover Ratio
Receivable Turnover Ratio = Debtors/Sales*365 = 1249000000/6738000000*365= 67.7
Debtors collection period =   365/Receivable Turnover Ratio = 365/67.7 = 5.4

8- Current ratio = Current Assets/Current Liabilities 
= (708+1249+145+201) / (583+1928) = 2303 / 2511 = 0.91
9- Gearing ratio = Total Debt /Total Equity = 4137/3088 -= 134 %
10- Interest cover =  Earnings Before Interest and Taxes (EBIT) / Interest Expense
        = 846/226 = 3.74
Note: End-of-period inventory value is used.

Ratios for 2020
1- ROCE  = EBIT/Total Assets – Current Liabilities = 720/7041 = 10.22%
2- ROE = 366/2912 = 12.56%
3- Earnings per share = Net Income / Outstanding common shares 
Number of Outstanding shares = 300000000/4.00   = 75000000
EPS =  366000000/75000000 = 4.88
4- Net profit margin = Net Income / Revenue = 366000000/6441000000 = 5.7%
5- Asset turnover = Net Sales/Average Total Assets = 6441000000/10087000000 = 0.63
Total assets at the end of the year is used
6- Stock holding days = 365 / Inventory Turnover Ratio
Inventory Turnover Ratio = Cost of goods sold/Avg. Inventory = 3096000000/659000000 =        4.69
Stock holding days = 365 / Inventory Turnover Ratio = 365/4.69 = 77.82
7- Debtors collection period =   365/Receivable Turnover Ratio
Receivable Turnover Ratio = Debtors/Sales*365 = 1287000000/6441000000*365= 73
Debtors collection period =   365/Receivable Turnover Ratio = 365/73 = 5
8- Current ratio = Current Assets/Current Liabilities = 2355/3046 = 0.77
9- Gearing ratio = Total Debt /Total Equity = 4129/2912 = 142%
10- Interest cover = Earnings Before Interest and Taxes (EBIT) / Interest Expense
        = 720/181 = 3.97



Answer 2(B)
ROCE shows profits generated per $1 of capital employed. Sweets plc is utilizing its capital well by making $11 cents of every $100 invested which has increased than last year. ROE has also increased too which means it is using shareholders’ funds well. Sweet plc is converting sales revenue into profits efficiently too as Net Profit margin has risen by 0.7%.   Although every industry is different, an inventory turnover ratio of between 4 and 6 is typically a good sign that restock rates and sales are in balance. High Debtors turnover ratio of 67.7 and low debtors’ collection period means faster conversion of credit dales to cash. Current ratio od 0.91 is however problematic. It indicates that Sweets Plc has not enough current assets to cover its current liabilities and may face problems meeting its short term obligations. Debt to equity ratio of 134% means that sweets plc is highly geared. While high debt increase returns to shareholders, it also makes sweet plc exposed to increased risk of interest rate changes. However, interest coverage of 3 suggests that the company is in a good position to service its debt. 
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