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[bookmark: _Toc144542352]Question 1 – Solution
[bookmark: _Toc144542353]Answer (a)
 
	Wales PLC

	Income Statement

	For the year Ended at December 31, 2022

	Particulars
	Amount 
	Amount 

	Sales
	 
	 £ 800,000 

	Less: Cost of Goods Sold
	 
	 

	Cost of Sales
	 £ 578,650 
	

	Add: Goods Transferred
	 £ 980 
	

	Gross Profit
	 
	 £ 222,330 

	Less: Operating Expenses
	 
	 

	Admin. Exp.
	 £ 30,000 
	 

	Remuneration for Directors
	 £ 5,000 
	 

	Commission Expense
	 £ 3,000 
	 

	Distribution Expense
	 £ 28,000 
	-£ 66,000 

	Operating Profit
	 
	 £ 156,330 

	Less: Non-Operating Expenses: 
	 
	 

	Interest for Debentures
	 £ 2,000 
	 

	Add: Due Interest
	 £ 2,000 
	-£ 4,000 

	Net Income Before Tax
	 
	 £ 152,330 

	Less: Income Tax
	 
	-£ 100,000 

	Net Profit
	 
	 £ 52,330 







	Wales PLC

	Statement of Changes in Equity

	For the year Ended at December 31, 2022

	Particulars
	Amount 
	Amount 

	Ordinary Shares
	 £ 900,000.00 
	 

	10% Preference Shares
	 £ 500,000.00 
	 

	Retained Profit
	 £ 132,000.00 
	 

	 
	 
	 

	Net Income after Tax
	 £ 52,330.00 
	 £ 1,584,330.00 

	Less: Dividends Paid - Ordinary + Preferred
	 
	-£ 50,000.00 

	Total Owners Equity
	 
	 £ 1,534,330.00 




	Wales PLC

	Statement of Financial Position

	For the year Ended at December 31, 2022

	Particulars
	Amount 
	Amount 

	Assets
	 
	 

	Current Asset: 
	 
	 

	Bank
	                96,000.00 
	 

	Trade Receivable
	              170,125.00 
	 

	Closing Inventory
	              510,850.00 
	 

	    Goods Transferred
	                   980.00
	 

	Closing Inventory
	 
	              777,955.00 

	Non-Current Asset: 
	 
	 

	Plant and Equipment
	           1,250,000.00 
	           1,250,000.00 

	Total Asset
	 
	          2,027,955.00 

	Liabilities and Owner's Equity
	 
	 

	Liabilities: 
	 
	 

	Current Liabilities: 
	 
	 

	Trade Payable
	              188,625.00 
	 

	Due Interest
	                  2,000.00 
	 

	Income Tax Payable
	              100,000.00 
	 

	Commissions Payable
	                  3,000.00 
	              293,625.00 

	Non-Current Liabilities: 
	 
	 

	2% Debentures
	              200,000.00 
	              200,000.00 

	Total Liabilities
	 
	             493,625.00 

	Total Owners Equity
	 
	           1,534,330.00 

	Total Liabilities and Owners Equity
	 
	           2,027,955.00 




[bookmark: _Toc144542354]Answer (b)
One of the most important accounting documents is the Balance Sheet, which is short for the Statement of Financial Position (Santiago, 2020). A balance sheet is a report of a company's financial status as of a particular date, usually the conclusion of an accounting period such as a quarter or fiscal year (Sinclair, 2021). The notion of financial balance is central to the Balance Sheet. That is to say, the asset value must coincide with the equity value and the debt value. The term "accounting equation" describes this essential concept:
Assets = Liabilities + Equity
Now, let's delve into why the Statement of Financial Position must always balance and what this balance signifies: 
[bookmark: _Toc144542355]Double-Entry Accounting
Double-entry accounting underpins the Statement of Financial Position's balancing act. All financial transaction debits and credits at least two accounts in this system. This assures that every dollar received is equal and oppositely spent (Patel, 2020). This practice maintains accounting equation equilibrium. 
[bookmark: _Toc144542356]Conservation of Value
The balance sheet reflects the financial position of a company, and it follows the principle of the conservation of value (Quinn, 2020). This principle states that the value of assets equals the value of the sources of funds (liabilities and equity). This ensures that the company's resources are adequately accounted for and not inflated or understated.
[bookmark: _Toc144542357]Credibility and Accuracy
The balancing of the Statement of Financial Position is a critical check on the accuracy of a company's financial records. If the statement did not balance, it would indicate errors in accounting entries, potentially casting doubt on the financial integrity and credibility of the organization.
[bookmark: _Toc144542358]User Confidence
Users of financial statements, such as investors, creditors, and regulators, rely on the Statement of Financial Position to make informed decisions about a company's financial health. A balanced statement provides confidence that the company's financial data is reliable and that it has been prepared according to accepted accounting principles.
[bookmark: _Toc144542359]Ownership and Claims
The company's resources are both monetary and in-kind, and this is reflected in the equity, debt, and asset ratios. The assets and liabilities of a corporation are the things it owns and manages, and the equity and debt are the ways it has paid for those assets. This tally shows who has a right to the company's assets in the case of liquidation and in what order those claims would be paid out.
[bookmark: _Toc144542360]Management Accountability
For management, a balanced Statement of Financial Position is an essential tool for assessing the company's financial health (Patel, 2020). It enables them to evaluate the company's liquidity, solvency, and overall performance accurately.
The Statement of Financial Position balances because it follows accounting concepts including double-entry bookkeeping, value conservation, and financial reporting accuracy and credibility (Donovan, 2021). This balance appropriately represents a company's finances and informs decision-makers and stakeholders. It underpins business financial openness and accountability.


[bookmark: _Toc144542361]Question 2 – Solution
[bookmark: _Toc144542362]Answer (a) 
	Return on Capital Employed

	Particulars
	2021
	2020
	Change

	Profit before Interest
	 £ 846.00 
	 £ 720.00 
	 £ 126.00 

	Divided By Capital Employed (Debt + Equity) 
	 £ 7,225.00 
	 £ 7,041.00 
	 £ 184.00 

	Return on Capital Employed
	11.7%
	10.2%
	1.5%

	
	
	
	


[bookmark: _Hlk144540091]

	Return on Equity

	Particulars
	2021
	2020
	Change

	Net Income
	 £ 431.00 
	 £ 366.00 
	 £ 65.00 

	Divided By Equity
	 £ 3,088.00 
	 £ 2,912.00 
	 £ 176.00 

	Return on Equity
	14%
	13%
	1%


[bookmark: _Hlk144540124]

	EPS

	Particulars
	2021
	2020
	Change

	 
	 
	 
	 

	Net Income - Preferred Dividends
	 £ 431.00 
	 £ 366.00 
	 £ 65.00 

	Divided By Shares Outstanding
	           
£ 600.00 
	              
 £ 600.00 
	 £                 -   

	EPS
	0.72
	0.61
	0.11


[bookmark: _Hlk144540148]




	Net Profit Margin

	Particulars
	2021
	2020
	Change

	Net Profit
	 £ 805.00
	 £ 699.00 
	 £ 106.00 

	Divided By Revenue
	 £ 6,738.00 
	 £ 6,441.00 
	 £ 297.00 

	Net Profit Margin
	12%
	11%
	1%


[bookmark: _Hlk144540170]

	Asset Turnover Ratio

	Particulars
	2021
	2020
	Change

	Net Sales
	 £ 6,738.00 
	 £ 6,441.00 
	 £ 297.00 

	Capital employed
	 £ 7,225.00 
	 £ 7,041.00 
	-£ 184.00 

	Asset Turnover Ratio
	0.93
	0.91
	0.02%




	Stock Holding Period

	Particulars
	2021
	2020
	Change

	Stock 
	 £ 708.00 
	 £ 659.00 
	 £ 49.00 

	Divided By Cost of Sales
(x365)
	 £ 3,235.00
	 £ 3,096
	 £ 139 

	Stock Holding Period
	80 days
	77days
	3




	Debtor Collection Period

	Particulars
	2021
	2020
	Change

	 
	 
	 
	 

	Trade Receivable
	 £ 1,249.00 
	 £ 1,287.00 
	-£ 38.00 

	Revenue
(x365)
	 £ 6,738.00 
	 £ 6,441.00 
	 £ 297.00 

	Debtor Collection Period
	67
	73
	-6


[bookmark: _Hlk144540245]



	Current Ratio

	Particulars
	2021
	2020
	Change

	Current Assets
	 £ 2,303.00 
	 £ 2,355.00 
	-£ 52.00 

	Divided By Current Liabilities
	 £ 2,511.00 
	 £ 3,046.00 
	-£ 535.00 

	Current Ratio
	0.92
	0.77
	0.14


[bookmark: _Hlk144540295]



	Gearing Ratio

	Particulars
	2021
	2020
	Change

	Debt
	 £ 4,137.00 
	 £ 4,129.00 
	 £ 8.00 

	Divided By Debt + Equity
	 £ 7,225.00 
	 £ 7,041.00 
	 £ 184.00 

	Gearing Ratio
	57%
	59%
	-1%


[bookmark: _Hlk144540329]



	Interest Cover

	Particulars
	2021
	2020
	Change

	EBIT
	 £ 846.00 
	 £ 720.00 
	 £ 126.00 

	Divided By Interest Expense
	 £ 226.00 
	 £ 181.00 
	 £ 45.00 

	Interest Cover
	3.74
	3.98
	-0.23







Answer (b)

[bookmark: _Toc144119029][bookmark: _Toc144542363]1. ROCE
One metric used to evaluate businesses is the Return on Capital Employed (ROCE), which accounts for equity and loan funding (Santiago, 2020). It measures how effectively a corporation puts its resources to work in order to generate profits.
Increase from 11.7% in 2020 to 10.2% in 2021 in Return on Capital Employed reflects improved loan and equity capital use. The increase in net income of £65 million resulted in a 1.5% increase in the company's return on total capital employed.
[bookmark: _Toc144542364]2. ROE
Return on Equity (ROE) is a measure of a company's profitability in comparison to the money invested by its shareholders (Donovan, 2021). It is a metric used to evaluate the efficiency with which a corporation returns capital to its investors.
Increased profitability in 2021 is reflected in a higher return on equity of 14%, up from 13% in 2020. With a net income of £431 million, the corporation increased its profit per share of stock by 1%.
[bookmark: _Toc144119031][bookmark: _Toc144542365]3. EPS
Net income is divided by the number of shares of ordinary stock outstanding to arrive at profit payable to common stockholders (Anderson, 2022). It's a key measure of a company's share-level profitability.
For earnings Per Share (EPS) (0.72), profitability has increased, as seen by the increase in EPS from £0.61 in 2020 to £0.72 in 2021. Increased net income of £65 million means a rise in earnings per share of £0.11.
[bookmark: _Toc144119032][bookmark: _Toc144542366]4. Net Profit Margin
After deducting all costs, the Net Profit Margin reveals what proportion of income was turned into profit. It's a measure of how well a business controls expenses and turns a profit.
The net profit margin indicator of successful cost management is the 2021 projection of a net profit margin of 12%. The company was able to keep its operating costs aligned, resulting in a 11% net profit margin. 
[bookmark: _Toc144119033][bookmark: _Toc144542367]5. Asset Turnover
Asset turnover is a measure of an organization's capacity to turn its assets into cash flow (Anderson, 2022). It measures how well a corporation turns its resources into revenue.
Again, the asset turnover ratio improved from 0.91times in 2020 to 0.93times in 2021 due to increased asset utilization. 

[bookmark: _Toc144542368]6. Stock Holding Days
Stock Holding Days, also known as Inventory Days, is a metric used to assess how long it typically takes a business to sell off its inventory on average. The effectiveness of stock management is evaluated.
The rise from 77 to 80 days in the stock holding time in 2021 reflects a more extended tenure of stock ownership. This calls for a greater examination of inventory management since it has the ability to tie up money and impact liquidity.
[bookmark: _Toc144542369]7. Debtors Collection Period
Seventh, the number of days it takes to collect payments from clients after completing sales is known as the Debtors Collection Period or Days Sales Outstanding (DSO (Patel, 2020).
Reducing the number of days, it takes to collect from debtors from 73 to 67 is a sign of improved cash flow management. The corporation was able to collect payments from consumers more quickly, leading to a £297 million increase in net credit sales. 
[bookmark: _Toc144542370]8. Current Ratio
The Current Ratio measures a company's liquidity by contrasting its current assets (cash and receivables) with its current obligations (payables) (Santiago, 2020). It is a measure of the company's ability to pay its short-term bills.
Improved Short-Term Financial Stability as Measured by an Increase in the Current Ratio from 0.77 in 2020 to 0.92 in 2021. Liquidity has improved despite a drop of £52 million in current assets and a decrease of £535 million in current liabilities.
[bookmark: _Toc144542371]9. Gearing Ratio
The Gearing Ratio, also called the Debt-to-Equity Ratio, is a measure of how much of a company's capital comes from debt as opposed to equity (Anderson, 2022). The financial risk and leverage of the company are evaluated.
Reliance on debt funding is decreasing, as seen by the gearing ratio dropping from 59% in 2020 to 57% in 2021. Company financial risk has been reduced through an increase in debt of £8 million and an increase in equity of £184 million.
[bookmark: _Toc144542372]10. Interest Cover
Interest Cover measures a firm's liquidity by comparing its interest expenses to its interest income (Santiago, 2020). It represents the safety net that can be provided to bondholders in case of default.
The interest cover ratio of 3.74 in 2021 is lower than 3.98 in 2020, indicating a lower capacity to pay interest out of operating income. The possible effects of this shift on financial security as interest costs grow should be tracked closely. 







[bookmark: _Toc144542373]Conclusion
For the fiscal year ending December 31, 2021, Wales PLC shows significant growth in profitability, liquidity, and capital management, as shown by the accompanying financial analysis. These optimistic developments point to a sound financial standing and draw attention to areas that need close monitoring and strategic adjustment to ensure the best possible long-term health and growth. 
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