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[bookmark: _f0733yqsawj][bookmark: _Toc121333745]Question 1
[bookmark: _280nhoq8yh5t][bookmark: _Toc121333746]a) Preparing Income Statement
[bookmark: _pixzw3plzdw3] 
	Wales Plc 

	Income Statement of Wales Plc

	For the 31st December 2021

	Particulars
	Amount 

	Sales
	 £                                 800,000.00 

	Cost of sales 
	 £                                 578,650.00 

	Gross Profit
	 £                                 221,350.00 

	Administrative Expenses
	 £                                   30,000.00 

	Distribution Costs
	 £                                   28,000.00 

	Commission Owned
	 £                                     3,000.00 

	Directors’ remuneration
	 £                                     5,000.00 

	Total Expenses
	 £                                   66,000.00 

	Operating Profit
	 £                                 155,350.00 

	Interest Paid
	 £                                     2,000.00 

	Profit Before Tax
	 £                                 153,350.00 

	Corporation Tax
	 £                                 100,000.00 

	Profit for the year (Net Profit)
	 £                                   53,350.00 

	Preference Dividend Paid
	 £                                   30,000.00 

	Net Profit 
	 £                                   23,350.00 



Table 1: Income Statement of Wales Plc for 31st December 2021
(Source: Created by the learner)
[bookmark: _rghdu3y6as89][bookmark: _Toc121333747]Statement of Financial Position
[bookmark: _70e3ttcdh05h] 
	Wales Plc 

	Statement of financial position of Wales Plc

	For the 31st December 2021

	Particulars
	Amount 

	Assets
	 

	Current Assets
	 

	Cash and bank
	 £          176,125.00 

	Trade Receivable
	 £          170,125.00 

	Payment Due
	 £                 980.00 

	Inventory (Stock 31st Dec 2021)
	 £          430,600.00 

	Total Current Assets
	 £          777,830.00 

	Non-Current assets
	 

	Plant and equipment
	 £       1,250,000.00 

	Total Non-current assets
	 £       1,250,000.00 

	Total Assets
	 £       2,027,830.00 

	Liabilities
	 

	Current Liabilities
	 

	Trade payable 
	 £          188,625.00 

	Corporate Tax payable
	 £          100,000.00 

	Total Current Liabilities 
	 £          288,625.00 

	Non-Current Liabilities
	 

	4% Debentures
	 £          200,000.00 

	Total Non-current Liabilities
	 £          200,000.00 

	Total Liabilities
	 £          488,625.00 

	Shareholder's Equity
	 

	Ordinary Shares
	 £       1,000,000.00 

	Preferred Shares (10%)
	 £          400,000.00 

	Ordinary Dividend Paid
	 £            20,000.00 

	Retained Earnings
	 £          132,000.00 

	Total Shareholders’ Equity
	 £       1,552,000.00 

	Liabilities & Shareholders’ Equity
	 £       2,040,625.00 



Table 2: Statement of financial position of Wales Plc for 31st December 2021
(Source: Created by the learner)
[bookmark: _ouiqw9u7dcm8][bookmark: _Toc121333748]b) Why does the statement of financial position balance?
The balance sheet is the financial statement that the organization's financial department performs to tally the business’s financial performance. As per the opinion of Fatihudin (2018), the “accounting principle of double entry” is the main factor causing a balance sheet to balance. Since every transaction is recorded in at least two different accounts, this accounting system also serves as a check to ensure that the entries are accurate. The research also helps to indicate that the balance sheet is also called a financial statement or financial position. This is considered the snapshot of the company's financial statement that is analysed at the end of the business year by looking at all its assets and liabilities. At the same time, since the entry for shareholders' equity is always the balance or “difference between a company's total assets and total liabilities”, the balance sheet will always be in balance (Malagueño et al., 2018). A corporation has positive net equity if its assets exceed its liabilities. A “statement of financial position” is frequently used to evaluate a company's condition in terms of possible risk and financial stability. A typical statement will usually include a summary of a company's assets, liabilities, and equity such as “loans, VAT, and Corporation Tax” (Oudat and Ali, 2021). 
According to the research, a balance sheet consists of three important stages: Assets, Liabilities, and Shareholder’s Equity. Further, the first of three significant “categories on the balance sheet” are assets. Current assets are used to finance continuing activities and cover current expenses. They are the “worth of all assets that can be expected to be converted into cash within a year” (Dewi et al., 2019). Examples of the current assets are as follows:
· Cash and Cash equivalent
· Accounts or Trade Receivable
· Paid Expenses and many more (Malagueño et al., 2018)
Long-term investments made by a business or any asset not categorized as current are considered noncurrent assets. At the same time, non-current Assets include both fixed assets, such as “machinery and equipment, and intangible assets”, such as trademarks. Hence, non-current Assets include, a few examples such as 
· Land
· “Property, plant, and equipment”
· Trademarks
· “Long-term investments and even goodwill”
Liabilities 
In the same way, liabilities are also dealing with two different aspects which are discussed below in the study. According to the statement of Oudat and Ali, (2021), current liabilities are considered short-term debts that are further having one-year maturity dates, such as short-term debt owing to suppliers are known as accounts payable, and expenditures that have not yet been paid but are likely to be paid in the future are referred to as accrued expenses. On the other hand, the non-current liabilities all deal with the long-term obligations that are used by the company while making business. Therefore, a long-term lease for a business that extends beyond one fiscal year, for instance, is disclosed on the balance sheet. On the balance sheet, the rental agreement is shown as an asset, whereas the lease obligation is shown as a liability. The lease is a noncurrent liability because its term exceeds a fiscal year. 
Shareholders’ Equity 
In the balance sheet, shareholder’s equity plays a vital role as it helps to understand the capital structure and common outstanding shares that the particular company is dealing with at the end of the business. As per the viewpoint of Walthoff‐Borm et al. (2018), retained earnings are funds that a firm holds to either pay down debt or reinvest in the company. In addition, earnings that have not been distributed to shareholders as dividends are referred to as “retained earnings”. Therefore, the balance sheet deals with all such important aspects which is the reason it is considered the financial health card of the particular company. 
[bookmark: _pycn3d120sz1][bookmark: _Toc121333749]Question 2
[bookmark: _w52as7e36lhs][bookmark: _Toc121333750]a) Calculations of Ratios
[bookmark: _h32wi5cvq9fy][bookmark: _Toc121333751]1- ROCE 
	1. Return on Capital Employed (ROCE)
	 
	 

	Formula 
	(Profit after tax +  interest / (Non-Current Liabilities + Equity)*100

	 
	2021
	2020

	Profit after tax
	 £                    431.00 
	 £              366.00 

	Interest
	 £                    226.00 
	 £              181.00 

	Non-Current Liabilities
	 £                 4,137.00 
	 £           4,129.00 

	capital
	 £                    300.00 
	 £              300.00 

	 
	 
	 

	Return on Capital Employed (ROCE)
	14.81%
	12.35%



Table 3: Return on Capital Employed Ratio
(Source: Created by the learner)
[bookmark: _ci7hw5pbdxyh][bookmark: _Toc121333752]2- ROE 
	2. Return on Equity (ROE)
	 
	 

	 
	2021
	2020

	Formula 
	(Profit after tax/ Equity)*100

	 
	 
	 

	Profit after tax
	 £                    431.00 
	 £              366.00 

	Equity
	 £                 3,088.00 
	 £           2,912.00 

	 
	 
	 

	Return on Equity (ROE)
	13.96%
	12.57%



Table 4: Return on Equity Ratio
(Source: Created by the learner)
[bookmark: _xwc4ghp9jeq5][bookmark: _Toc121333753]3- Earnings per share 
	3. Earnings per share
	 
	 

	 
	2021
	2020

	Formula: (Net Income − Preferred Dividends)/End-of-Period Common Shares Outstanding
	 
	 

	 
	 
	 

	Net Income
	 £                    431.00 
	 £              366.00 

	Preferred Dividends
	 £                    255.00 
	 £              242.00 

	Common Shares Outstanding
	600.00
	600.00

	Earnings per share
	0.293333333
	0.206666667



Table 5: Earnings Per Share Ratio
(Source: Created by the learner)
[bookmark: _h3utxsjhvx3u][bookmark: _Toc121333754]4- Net profit margin 
	4. Net Profit Margin Ratio 
	 
	 

	 
	2021
	2020

	Formula 
	(Pre-Tax Profit/Sales)*100
	 

	 
	 
	 

	Net Profit 
	 £                    431.00 
	 £              366.00 

	Sales 
	 £                 6,738.00 
	 £           6,441.00 

	 
	 
	 

	Pre Tax Profit Margin Ratio 
	6.40%
	5.68%



Table 6: Net Profit Margin Ratio
(Source: Created by the learner)
[bookmark: _sib7dfp9fnxd][bookmark: _Toc121333755]5- Asset turnover 
	5.  Asset Turnover Ratio 
	 
	 

	 
	2021
	2020

	Formula 
	(Net Sales/Total Asset)

	 
	 
	 

	Net Sales
	 £                 6,738.00 
	 £           6,441.00 

	Fixed  Asset 
	 £                 7,433.00 
	 £           7,732.00 

	 
	 
	 

	Ratio 
	90.65%
	83.30%



Table 7: Asset Turnover Ratio
(Source: Created by the learner)
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	6. Stock holding days
	 
	 

	 
	2021
	2020

	Formula 
	Inventory/Cost of sales*365
	 

	 
	 
	 

	Inventory 
	 £                    708.00 
	 £              659.00 

	Cost of sales
	3,235.00
	3,096.00

	 
	 
	 

	Ratio 
	80
	78



Table 8: Stock holding Days Ratio
(Source: Created by the learner)
[bookmark: _8s5schlsggtn][bookmark: _Toc121333757]7- Debtors collection period 
	7. Debtors collection period
	 
	 

	 
	2021
	2020

	Formula 
	Receivable/Sales*365

	 
	 
	 

	Receivable
	1,249.00
	1,287.00

	Sales
	6,738.00
	6,441.00

	 
	 
	 

	Ratio 
	67.66
	72.93



Table 9: Debtors Collection Period Ratio
(Source: Created by the learner)
[bookmark: _14mohvdd7yef][bookmark: _Toc121333758]8- Current ratio 
	8. Current Ratio 
	 
	 

	 
	 
	 

	Formula 
	(Current assets / Current liabilities)
	 

	 
	2021
	2020

	Current Asset 
	2,303.00
	2,355.00

	Current Liabilities 
	2,511
	3,046.00

	 
	 
	 

	Ratio 
	0.92
	0.77



Table 10: Calculating Current Ratio
(Source: Created by the learner)
[bookmark: _lga5srsmpkiv][bookmark: _Toc121333759]9- Gearing ratio 
	9. Deb to Equity Ratio 
	 
	 

	 
	 
	 

	Formula 
	(Non-Current Liabilities/Equity)

	 
	2021
	2020

	Non-Current Liabilities
	4,137
	4,129

	Equity
	3,088
	2,912

	 
	 
	 

	Ratio 
	1.34
	1.42



Table 11: Calculating Gearing Ratio
(Source: Created by the learner)
[bookmark: _njv2l0xo0tc5][bookmark: _Toc121333760]10- Interest covering Ratio
	10. Interest Coverage Ratio 
	 
	 

	 
	 
	 

	Formula 
	(Operating income / Interest expenses)

	 
	2021
	2020

	Operating income
	805.00
	699.00

	Interest expenses
	226.00
	181.00

	 
	 
	 

	Ratio 
	3.56
	3.86



Table 12: Calculating Interest Covering Ratio
(Source: Created by the learner)
[bookmark: _gu2nyl1qvtt4][bookmark: _Toc121333761]b) Interpreting the result of financial performance and position of Sweets Plc 
Financial statements are very important as it helps business to understand and maintain the financial records of business transactions that are conducted by the entrepreneur while making business. In that term understanding and determining the position of the company ratio analysis is very essential. Ratios are crucial because they allow a business to evaluate its financial records at the end of the year. Ratio analysis is a quantitative examination of the information in a company's financial statements, as stated (Yarmolenko, 2021). 
This study highlights the results of Sweet Plc's financial performance and its financial position which can be interpreted with the help of various ratios. Ratios help the company manager to understand the company's position at the end of the business year. This further helps the Sweet Plc financial department to represent its financial statement in front of both internal and external stakeholders which would help the company to provide an investment whenever they are in need respectively. As per the opinion of Zhu et al. (2019), ratios are of mainly five types: profitability ratios, liquidity ratios, efficiency ratios, gearing ratios, and investment ratios. The report claims that the company's finance department establishes the profit structure at the conclusion of its fiscal year. Then it utilizes profitability indicators, sometimes referred to as financial ratios, to assess the company's health. At the same time, the profitability ratio, also known as a financial statistic, is used to compare an organization's profitability with that of other companies in the “same industry or with the financial statements from the previous” year (Zhu et al., 2019). Here, in this case, to understand the Sweet Plc financial statement the company’s financial management has dealt with 10 different types of ratios which are “Return on capital employed (ROCE), Return on equity (ROE), Earnings per share, Net profit margin, Asset turnover, Stock holding days, Debtors collection period, Current ratio, Gearing ratio and interest coverage ratio” respectively.  
The return on capital employed ratio of Sweet Plc in 2021 is 14.81:1 which is comparatively more than the 2020 ROCE which was 12.35:1 respectively. After calculating the ROE of Sweet Plc, it can be determined that the company is dealing with a 13.96:1 ROE ratio in the financial year 2021, whereas it has increased by 1.39:1 as compared to 2020 return on equity as the ratio was 12.57:1 in 2020 respectively. In the same way, the earnings per share of Sweet Plc is 0.29:1 in the financial year 2021, whereas it has increased by 0.08:1 as compared to the previous year because the earnings per share in 2020 was 0.21 respectively. 
After conducting the net profit margin it can be analyzed that in 2021 the company is dealing with the amount of net profit as compared to 2020. This can be termed as the net profit margin of Sweet Plc in 2021 is 6.40% which has increased by 0.71% in one year as in 2020 the net profit ratio was 5.68% respectively. Similarly, looking at the asset turnover ratio it can be termed that Sweet Plc is dealing with good asset usage in the present year as the turnover ratio is 90.65% which is comparatively more than 83.30% that was in 2020. After looking at the stock holding days of the company it can be analysed that in 2021 the holding days are 80 which is more than the 2020 holding days by 2 consequence days. This means the company is dealing with good financial records. On the other hand, after calculating the gearing ratio, it can be termed that the Sweet Plc debt to equity ratio has fallen by 0.08:1 in the current year, as in 2021 the ratio is 1.34:1 whereas, in 2020 the ratio was 1.42:1 respectively. In the same way, after looking at the interest coverage ratio of Sweet Plc it can be determined that in 2021 the ratio is 3.56:1 which has slightly fallen as compared to the previous year's ratio which was 3.86:1 respectively. The company's profit structure is also analyzed by the financial manager of the company which helps to represent that in 2021 the company is dealing with a 0.92:1 current ratio which is comparatively more than in 2020 as the ratio was 0.77 for the year. Therefore, from the ratio analysis of Sweet Plc, it can be termed that company is making good progress in the current year as compared to the 2020 financial statements. 	
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