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Wales PLC
Income statement for the year ended 31st December 2022
                                                                                                                
                                                                                                                    
                                                                                                                      £  
Sales Revenue                                                                                         800,000
Cost of sales                                                                                          (578,650)
Gross profit                                                                                             221,350
Goods sold on credit                                                                                      980
Distribution and administrative expenses                                               (58,000)
Director’s remuneration                                                                            (5000)
Salesman Commission                                                                              (3000)
Operating profit                                                                                    156,330
Interest Payable                                                                                         (2000)
Profit before taxation                                                                           154,330
Taxation                                                                                                (100,000) 
Profit for the year                                                                                   54,330













Statement of Financial Position at Wales Plc on 31st December 2022
                                                                                   
                                                                                          £                                              £
Non-current assets
Property, plant, and equipment                                  1,250,000               
Total Non-current assets                                                                                            1,250,000
Current assets                                                                                       
Inventory                                                                    510,850 
Trade receivables                                                       170,125
Cash                                                                             96,000
Goods Sold                                                                      980
Total Current Assets                                                                                                   777,955
                                                                                                                                   
Total Assets                                                                                                                2,027,955                                                                                                                                      

                                                                                       
                                                                                          £                                              £
Current liabilities                                                       
Trade payables                                                           188,625
Corporation tax                                                          100,000
Commission payable                                                     3,000
Total Current Liabilities                                                                                        291,625
                                                                                                                                
Non-current liabilities                                                
2% Debentures                                                         200,000
Total Non-Current Liabilities                                                                                200,000

Total Liabilities                                                                                                        491,625

Net assets                                                                                                              1,536,330                                                                                                               

                                                                                        £                                            £
Equity
£1 Ordinary shares                                                    900,000
Share capital                                                              500,000
Retained profits at 1st January 2022                          132,000
Retained earnings £54,330-£50,000 Dividends paid= 4,330

Total equity                                                                                                          1,536,330

Total equity and Total liabilities                                                                        2,027,955



















Explanation of Statement of financial position and why should always balance.
(Assets = Liabilities + Equity)

According to Nguyen (2021), balance sheets are balanced using the double-entry accounting approach. This accounting system verifies entries by recording every transaction in at least two accounts. The assets of a business include cash, inventory, equipment, and real estate. Liabilities include loans, current liabilities, and accruals among others. Common stock retained earnings, also, paid-in capital is included in shareholders' equity, which represents the residual value of a company's assets after its liabilities have been subtracted. Simply explained the sum of all assets must equal the liabilities sum with the equity. In order a company's balance sheet lists its assets, liabilities, and shareholders' equity and assures that they equal each other. The balance sheet must always stay balanced. In accounting preparing income statements and balance sheets are some of the basic things usually beginners learn from accounting. However, these statements are crucial they provide information about the financial position f the organisation and are used by numerous stakeholders to make decisions. The financial statements must be reviewed and adjusted if the balance sheet does not balance before they can be used for decision-making, because if does not balance that means there is error in the financial statement! 


According to Accounting Tools (2022), double-entry accounting links the income and balance sheets. Example: Pear boxes cost £1,000 at Fruity Store Produce. This increases the owner's equity and revenue on the income statement. Fruity Store then pays a warehouse worker £200 per day, which decreases owners' equity by £200 on its financial sheets. The quality of a single barrel of pears is poor, so the business devalues it. The income statement and balance sheet show a £40 loss. 











Sweets Plc’s financial ratios for the periods 2021/2020

ROCE (Return on capital employed) = Profit before interest ÷ Capital employed x100%
ROCE 2021   805 ÷ 7,225 x100 = 11.14%
ROCE 2020   699 ÷ 7,041 x100 = 9.92%

ROE (Return of Equity) = Earnings ÷ Equity x100%
ROE 2021   431 ÷ 3,088 x100 = 13.96%
ROE 2020   366 ÷ 2,912 x100 = 12.56%

EPS (Earnings per Share) (£) = Earnings ÷ Number of ordinary shares 
EPS 2021   431 ÷ 300 = £1.43
EPS 2020   366 ÷ 300 = £1.22

Net Profit Margin = Operating profit ÷ Sales x100%
[bookmark: _Hlk133493017][bookmark: _Hlk133493100]Net Profit Margin 2021   805 ÷ 6,738 x100 = 11.94% ≈ 12%
[bookmark: _Hlk133495668]Net Profit Margin 2020   699 ÷ 6,441 x100 = 10.85% ≈ 11%

Assets Turnover = Revenue ÷ Capital Employed 
Assets Turnover 2021    6,738 ÷ 7,225 = 0.93 times
Assets Turnover 2020    6,441 ÷ 7,041 = 0.91 times

Stock holding days = Inventory ÷ Cost of Sales x365 days
Stock Holding Days 2021   708 ÷ 3,235 = 0.21885626 x 365 days = 79.8 ≈ 80 days
[bookmark: _Hlk133495886][bookmark: _Hlk133496191]Stock Holding Days 2020   659 ÷ 3,096 = 0.2128553 x 365 days = 77.6 ≈ 78 days

Debtors collection period = Trade receivables ÷ Credit Sales (or Revenue) x365 days
Debtors collection period 2021   1,249 ÷ 6,738 = 0.18 x 365 days = 67.6 ≈ 68 days
[bookmark: _Hlk133496321]Debtors collection period 2020   1,287 ÷ 6,441 = 0.19 x 365 days = 72.9 ≈ 73 days

Current Ratio = Current assets ÷ Current liabilities (x:1)
Current Ratio 2021   2,303 ÷ 2,511 = 0.91 x :1 = 0.91:1
Current Ratio 2020   2,355 ÷ 3,046 = 0.77x :1 = 0.77:1

Gearing Ratio = Long Term Debt ÷ Long Term Debt + Equity x100%
Gearing Ratio 2021   4,137 ÷ (4,137 + 3,088) = 4,137 ÷ 7,225 = 0.57 x 100% = 57.25%
Gearing Ratio 2020   4,129÷ (4,129 + 2,912) = 4,129 ÷ 7,041 = 0,58 x 100% = 58.64%

Interest Cover (times) = Profit Before Interest ÷ Interest Charges 
Interest Cover 2021   805 ÷ 226 = 3.56 times
Interest Cover 2020   699 ÷ 181 = 3.86 times

Using the provided information from the Financial Statement and Financial Ratios calculations for Sweets Plc comparing 2021 and 2020, it can be concluded that 2021 has been more profitable than 2020. The profit for the year ended after taxation for 2021 is higher. Also, the ROCE (Return on Capital Employed) for 2021 was 11.14% and for 2020 9.92%, which shows that the profitability in 2021 is increased and the company using its capital more efficiently. The ROE (Return on Equity) is higher in 2021 at 13.95% compared with 2020 at 12.56%, indicating that 2021 has a higher profit. Another positive indicator is the higher EPS for 2021 £1.43, 2020 £1.22 which means that the company earn more per share by increasing the price. Net profit margin increased by 1% from 2020 to 2021, and asset turnover slightly increased in 2021. Stock holding days indicate that 2021 (80 days) and 2020 (78 days), 2021 needed a slightly longer period to sell their inventory. However, the Debt collection period indicates that in 2021 the organisation was quicker with 5 days to collect payments than in 2020. From the provided information can be concluded that 2021 is more productive than 2020.
   

                                                                                2021                                       2020                                                                                   
	ROCE
	           11.14%                                    9.92%

	ROE
	           13.95%                                   12.56%

	Earnings per share (EPS)
	           £1.43                                      £1.22

	Net profit margin
	           12%                                        11%

	Asset turnover
	           0.93 times                               0.91 times

	Stock holding days
	           80 days                                   78 days

	Debtors collection period
	           68 days                                   73 days

	Current ratio
	           0.91:1                                     0.77:1

	Gearing Ratio
	           57.25%                                   58.64%

	Interest cover
	           3.56 times                               3.86 times
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