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Question 1
Part A
           A business owner can use an income statement to determine if they can boost profits by raising prices, cutting expenses, or some combination of the two. It also reveals how well the company's strategies from the beginning of the fiscal year have worked out for it.
Table 1: Statement of Income
	Wales Plc

	Profit & Loss Statement

	(For the year ended 2021)

	
	 
	2022

	Revenue/Sales / Income
	£ 800,000
	

	Unrecorded Sales
	£ 980
	

	Total Revenue
	
	£ 800,980

	Less: Cost of Sales
	
	£ 578,650

	Gross Profit
	
	£ 222,330

	 
	
	

	Expenses
	
	

	Admin expenses
	£ 30,000
	

	Distribution costs
	£ 28,000
	

	Director's Remuneration
	£ 5,000
	

	Accrued Expense: Sales commission
	£ 3,000
	

	 
	
	£ 66,000

	 
	
	

	Earnings before interest and tax
	
	£ 156,330

	Interest
	£ 2,000
	

	 
	
	

	Earnings before tax
	
	£ 154,330

	Less: Tax
	£ 100,000
	

	 
	
	

	Profit After Tax and Interest
	
	£ 54,330




	In order to evaluate a company's security and risk, financial experts often consult the company's statement of financial position. One can expect to see a summary of the company's assets, liabilities, and net worth in a typical financial statement.
Table 2: Statement of Financial Position
	Wales Plc

	Statement of financial position

	For the year ended 2021

	
	
	Amount

	Assets
	
	

	Current Assets
	
	

	Inventories
	£ 430,600
	

	Trade receivables
	£ 170,125
	

	Bank
	£ 176,250
	

	Total Current Assets
	
	£ 776,975

	Non-Current Assets
	
	

	Plant and equipment
	£ 1,250,000
	

	Total non-current assets
	
	£ 1,250,000

	Total Assets
	
	£ 2,026,975

	Liabilities
	
	

	Current Liabilities
	
	

	Trade Payables
	£ 188,625
	

	Accruals: Sales Commission
	£ 3,000
	

	Corporation tax
	£ 100,000
	

	Current Liabilities
	
	£ 291,625

	Non-current liabilities
	
	

	4% of Debentures
	£ 200,000
	

	
	
	£ 200,000

	Total Liabilities
	
	£ 491,625

	
	
	

	Shareholder's Capital
	
	

	Issued Capital
	
	

	Ordinary shares
	£ 1,000,000
	

	Preference shares
	£ 400,000
	

	Retained Earnings
	£ 136,330
	

	
	
	£ 1,536,330

	Total Shareholder's Liabilities and Equity
	
	£ 2,027,955























Part B
	A financial statement is an important “profile” of a commercial entity. The profile presents a wider picture of a company's financial status. Given that this is case, financial accounts play a significant part in every given firm (Kamble, 2022). Financial statements consist of a financial statement and a balance sheet. An organisation's financial "balances" are summarized in a balance sheet (Imhanzenobe and Adeyemi, 2020). 
	A company's financial "snapshot profile" can be found in its balance sheet. It lists the assets, equities, and liabilities of the organisation “as at the conclusion of the business year.” The statement allows management to assess the current surplus or deficit between the company's assets and liabilities. This report simplifies the process by which a management can ascertain the "net worth" of a company (Kamble, 2022). This is what affects the financial situation of the firm. An income statement is an accounting record describing the actual performance of a business during a specific period.  A management can utilize the report to see if the company made money or lost money throughout the fiscal year (Linsmeier, 2021). Thus, the statement aids the manager in analysing the company's financial standing.









Question 2
Part A

1. [bookmark: page2]Return on Capital Employed  ROCE) 

ROCE = EBIT / Capital employed * 100

         ROCE for 2020 = 539 /7,041 * 100 = 8.58 %
           ROCE for 2021 = 620/ 7,225 * 100 = 7.66 %


2. Return on Equity  ROE) 

ROE = Net Income / Equity *100 
                       Roe for 2020 = 366 / 2,912  100 = 12.57 
Roe for 2021= 431 / 3,088 100 =13.96 

3. Earnings Per Share  EPS  

         EPS = Net Income / Ordinary Shares 

        EPS for 2020 =366 / 300 = £ 1.22 per share

        EPS for 2021 = 431 / 300 = £ 1.44 per share                   

4. Net profit margin

Net profit margin = Net profit / Sales 100
Net profit margin for 2020 = 366 / 6,441 100 = 5.68 
Net profit margin for 2021 = 431 / 6,738 100 = 6.40 

5. Asset turnover     

Asset turnover = Sales / Total Assets

Asset turnover for 2020 = 6,441 /10,087 = 0.64 times 

Asset turnover for 2021 = 6,738 / 9,736 = 0.69 times


6. Stock holding days   

Stock holding days = (Closing stock / Cost of goods sold) * 365

   Stock holding days for 2020 = 659 / 3,096   365 = 77.69 days    
       
    Stock holding days for 2021 = 708 / 3,235   365 = 79.88 days    


7. Debtorscollection period

Debtorscollection period = Trade Receivable / Sales Turnover * 365
                                           
Debtorscollection period for 2020 = 1,287 / 6,441 = 72.93 days 

Debtorscollection period for 2021 = 1,249 / 6,738 = 67.66 days


8. Current ratio 
Current ratio = Current Assets/ Current Liabilities 
Current ratio for 2020 = 2,355 / 3,046 = 0.77 times                   
            Current ratio for 2021 = 2,303 /2,511 = 0.92 times


        
9. Gearing ratio 

Gearing ratio = Total Debt / Total Equity *100

Gearing ratio for 2020 = 4,129 / 2,912  100 = 141.79 

Gearing ratio for 2021 = 4,137 / 3,088  100 = 133.97 

10.  Interest cover 

           Interest cover = Earnings before interest and taxes (EBIT) / Interest Expenses

            Interest cover for 2020 = 539 / 181 = 2.98 times
            Interest cover for 2021 = 620 / 226 = 2.74 times


Part B
	The financial statement ratios and numbers cited above suggest an improvement in the company's performance over the prior year. It reveals an upward tendency when compared to the prior year. Since last year, both the Return on Capital Employed and the Return on Equity ratio have increased.
	It is worth noting that the net profit for 2021 (431) is up from the net profit for 2020 (431) for instance 366). As a result, the company's net profit ratio has gone up by about 0.718%.
	Further, earning per share is also in increasing trend. This upward tendency has allowed the corporation to declare a larger pay out (255m) than in previous years (242m). This demonstrates that the firm is expanding. As a result, its 2020 market value has grown.
There has been some fluctuation in the asset turnover ratio this year, but it is still within acceptable range. In the past, it took 73 days for the company to collect on its receivables; today, that same process only takes about 68 days (Garrett and James III, 2019). The company's receivables collection process has improved since last year, but more work is required.
	The current ratio also has room for improvement. Since it's a move in the right direction, the organisation should take even more of them in the future.
	Since last year, the company's interest costs have gone up. As the entity's equity has grown, the gearing ratio is now within acceptable ranges, but the interest coverage ratio has worsened. An increase in the company's debt causes this. All things considered; the company's financial performance is better than it was this time last year.
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