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Question 1 
A)
Income statement:
Definition:
 Income statement is one of the main financial statements of a company that shows their profit and loss (P&L). Income statement (P&L) is a financial statement that provides a summary of a company's income, expenses and profit / loss for a given period. The P&L statement shows a company's ability to generate sales, manage expenses, and create profits for a certain period. Profit or loss is determined by taking all revenues and subtracting all expenses from both operating and non-operating activities.

	WALES PLC 
	
	

	INCOME STATEMENT FOR THE YEAR ENDED  31.12.2021
	
	

	
	
	

	SALES 
	
	  800 000+980

	LESS:
	
	

	COST OF SALES 
	578 650
	

	
	
	-578 650

	GROSS PROFIT 
	
	    222 330 

	
	
	

	ADMINISTRATION EXPENSES
	
	

	ADMINISTRATIVE EXPENSES 
	      30 000 
	

	DIRECTORS REMUNERATION 
	        5 000 
	

	INTERST PAID 
	        2 000 
	

	
	
	

	
	
	-     37 000 

	DISTRIBUTION EXPENSES
	
	

	DISTRIBUTION COST 
	      28 000 
	

	O.DIVIDEND PAID 
	      20 000 
	

	P.SHARES DIVIDEND PAID
	      30 000 
	

	COMMISSION PAID 
	        3 000 
	

	
	
	-     81 000 

	 PROFIT BEFORE TAX 
	
	    104 330 

	TAXATION  
	
	-   100 000 

	PROFIT AFTER TAX
	
	         4 330 


Balance Sheet: 
Definition:
A balance sheet lists the assets, liabilities, and owner equity of a company at a certain period. They provide a snapshot of the assets and liabilities of your company, as well as the amount of investment made by its shareholders, all disclosed on a single day. You can better grasp a company's financial situation by knowing how much it is worth at any one time by looking at its balance sheet.
	WALES PLC 
	
	

	BALANCE SHEET AS AT 31.13.2021
	
	

	
	
	

	FIXED ASSETS 
	
	

	PLANT & EQUIPMENT 
	
	      1 250 000 

	
	
	

	
	
	

	CURRENT ASSETS 
	
	

	CLOSING STOCKS
	     430 600 
	

	TRADE RECEIVABLES 
	     169 145 
	

	CASH AND BANK
	     176 250 
	         775 995 

	
	
	      2 025 995 

	
	
	

	NON CURRENT LIABILITIES
	
	

	DEBENTURES 
	200 000
	         

	C.TAX PAYABLE 
	100 000
	         

	COMMISSION PAYABLE 
	3 000
	         303 000    

	
	
	

	CURRENT LIABILITIES 
	
	

	TRADE PAYABLES 
	     188 625 
	         188 625 

	
	
	

	
	
	

	EQUITY
	
	

	1% ORDINARY SHARES
	  1 000 000 
	

	PREFERENCE SHARES 
	     400 000 
	

	RETAINED PROFITS 
	     134 370 
	      1 534 370

	
	
	      2 025 995 









1) Corporation Tax for the year is estimated at £ 100,000.						
Corporation Tax Expenses A/C 	 DR 	 100 000 	 (Income Statement)	
Corporation Tax Payable   A/C 	 CR 	 100 000 	 (Balance Sheet)	

      2)  Salesmen are owed commission of £3,000 in respect of December Sales. It will be paid on 31st January 2022 & has not been recorded in the ledger accounts yet.						
Commission Expense A/C 	 DR 	 3 000 	 (Income Statement)			
Commission payable A/C 	 CR      3 000 	(Balance Sheet)	
			
      3) Goods valued at £ 980 were sent to customers on 31st December 2021. Payment is due on 28th February 2022. This has not been recorded in the ledger accounts yet.						
Cost of Sales A/C 	                      DR 	980 	(Income Statement)			
Trade Receivables (Debtors) A/C    CR 	980	(Balance Sheet)	
















B) Balance Sheet:
The balance sheet is a financial statement that reflects the economic and financial information of the enterprise at a certain point in time, divided into three categories: assets, liabilities, and equity. It provides information on cash, loans, economic liabilities, and assets.
Financial accounting is the recording of financial transactions by classifying, analyzing, summarizing, and recording financial transactions, such as purchases, sales, receivables, and payables, and finally by preparing financial statements, including income statements, balance sheets, and cash flows.
The main purpose of financial accounting is to provide an accurate and reliable picture of the financial state of the enterprise.
In financial accounting, every financial transaction has two equal aspects. This means that the withdrawal of funds from the bank will affect both the cash balance and the bank in the company's double-entry bookkeeping.
There are four financial statements that every company should prepare and every investor should consider: Income statement, Balance, Statement of changes in equity, Cash Flow Statement.
The balance sheet is based on the equation - "Assets = Liabilities + Equity".
The statement of changes in equity is a statement that includes equity, retained earnings, reserves, and many other items.

The purpose of the cash flow statement is to determine the net cash inflow/outflow of the organization.
Financial statements are prepared solely for the purpose of adequately disclosing the financial information of the company, so the accounts and reports prepared by the companies must be true and reliable. Therefore, companies must follow certain rules based on generally accepted accounting principles (GAAP) and accounting standards.
GAAP covers the basic accounting principles that companies must follow. These principles include the going concern assumption, the full disclosure concept, the matching principle and the cost principle and are intended to produce the most accurate and reliable financial statements of the entity.
However, GAAP is not always the same; GAAP is updated based on complex issues arising in the accounting world.





Question 2
A)
1. ROCE – (Return on capital employed )- 
ROCE is a ratio widely used in company valuation methods. This, one of the indicators that is used to establish the efficiency of the company's business. In addition, it is one of the indicators used in the analysis of a given company to establish the target price.

Profit before interest X 100%
                                                       Assets employed
2021                                                                                           2020
 846   X 100%= 11.7%                                                             (699-5)+26 X 100%= 10.20%
7225                                                                                                7041

2. ROE - Return on equity- 
Тhe indicator indicates how much profit is generated from the funds invested by the shareholders in the company, and it is found by dividing the net profit of the company by its equity capital.
                                              Earnings                                     X100%
Ordinary share capital and reserves

2021                                                                                         2020
      431      X 100%= 21%                                                          366     X 100%= 19%
300+1717                                                                                 300+1541

3. Earnings per share-
"EPS" or, in an extended version, "Earnings per share", is an investment term by which the profit from each share is determined.
                  Earnings               .
Number of ordinary shares
2021                                                                                                  2020
431   = 72p                                                                                  366 = 61p
 600                                                                                             600
4. Net profit margin-
A company's profit margin represents the portion of a company's revenue that is retained as profit. Profit margin is one of the most important metrics investors use to value a business because it reflects whether the business is generating cash and how profitable it is compared to operating income.

Net profit X 100%
                                                                Sales
2021                                                                                             2020
431 X 100% = 6.396 %                                                              366 X 100% = 5.682%
6738                                                                                             6441


5. Assets turnover –
Asset turnover is an activity ratio that measures the cost effectiveness with which a company uses its activities to increase revenue. Inventory management, tax payments, cash and receivables are priorities for companies in every conceivable form of ownership. The turnover of the company's activities and dynamics affect its financial results. Therefore, not only the interrupted production process, but also the solvency of the organization, the reputation of the enterprise and the trust of its partners depend on the correct construction of the financial structure and its rational use.

Turnover
Assets employed
2021                                                                                             2020
6738/9736 – (583+1928) =                                                          6441/10087-(655+2391) =
= 6738/9736-2511=                                                                     = 6441/10087-3046=
=6738/7225= 0.932                                                                     = 6441/7041= 0.914






6. Stock holding days-
Share Holding Period means the period commencing on the date of this Agreement and ending on the date on which Shareholder A ceases to own the Shares or Equity Instruments into which the Shares were converted.

          Inventory       X 365
Cost of sales        
2021                                                                                        2020
708 X365=                                                                              659 X 365= 
3235                                                                                        3096
= 258 420 =                                                                           = 240 535 = 
     3235                                                                                       3096
= 79.88 (80 days)                                                                  = 77.69 (77 days)




7. Debtors’ collection period-
Shareholding Period means the period commencing on the date of the Agreement States and including the date on which Shareholder A ceases to own or the equity instruments into which the Shares were converted. 
Trade payable X365
                                                      Credit sales
2021                                                                                       2020
1249 X 365=                                                                          1287 X 365=
1249                                                                                        1287
= 365                                                                                       = 365





8. Current ratio-
The current ratio is an indicator of the company's ability to cover its costs in the near future and make the necessary payments. The current liquidity ratio is calculated by dividing the value of the company's current assets by its current liabilities.
Current assets – inventory
                                                       Current liabilities
2021                                                                                        2020
2303=                                                                                      2355 = 
2511                                                                                        3046
=0.917 (1:0.91)                                                                     = 0.773 (1:0.77)


9. Gearing ratio-
Loans against equity.
        Debt        X 100%
                                                    Debt + equity       
2021:                                                                                       2020
         4137       X 100% =                                                         4129       X 100%=                                           
  4137 + 3088                                                                     4129 + 2912
= 4137 X 100% = 0.572 (57/43)                                    =4129 X 100% = 0.586 (58/42)              
   7225                                                                                  7041










10.  Interest cover-
The interest coverage ratio is an indicator of the solvency and long-term financial position of the company. As a general rule, a higher interest coverage ratio indicates a lower level of debt and a lower probability of default. Investors and lenders consider an interest coverage ratio of two to be a minimum acceptable level. If this ratio is less than one, it means that the company does not have enough income to cover current interest payments and is in poor financial condition.
Profit before interest
Interest charges
2021                                                                                      2020
805 + 19 + 22 =                                                                    699 +5+26 _ =
        226                                                                                        181
= 846 =                                                                                  =730=
   226                                                                                        181
=3.743                                                                                    =4.033

B) 
Between 2020 and 2021 for Sweet plc there are minor differences in financial reporting and calculated ratios.

Return on invested capital confirms that the company achieved a 1.5% improvement in efficiency in 2021; its ability to generate net earnings per share increased from 61 pence in 2020 to 71 pence in 2021. A company's rate of return is one of the most important indicators for investors when valuing a business, as it reflects whether the business generates cash and how profitable it is. The formula shows a rate of 6.396% in 2021 compared to 5.682% in 2020. As for the asset turnover ratio, which measures the economic efficiency of generating business income, the difference between the years is small: 0.932 in 2021 and 0.914 in 2020. On an asset basis, the growth rate is minimal, with little return due to holding them a year longer before selling; both 77 days in 2020 and 80 days in 2021; the gearing ratio is 57% in 2021 and 58% in 2020, and the interest coverage is 3.7 times in 2021 and 2020, which means that in 2020 it is taken 4 times. The lower the interest coverage ratio, the greater the probability that the company will go bankrupt.

In conclusion, this analysis shows about the changes in Sweet plc. between 2020 and 2021
