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[bookmark: _Toc143430217]Question 1 a)
Wales plc
Income Statement
For the Year Ended December 31, 2022
	
	Amount (£)
	Amount (£)

	Revenue
	
	

	Sales
	
	800,000

	Expenses
	
	

	Cost of Sales
	
	(578,650)

	Gross Profit
	
	221,350

	Operating Expenses
	
	

	Administrative Expenses
	(30,000)
	

	Distribution Costs
	(28,000)
	

	Directors’ remuneration
	(5,000)
	

	Total Operating Expenses
	
	(63,000)

	Earnings Before Interest and Tax
	
	158,350

	Interest Paid
	
	(2,000)

	Earnings Before Tax
	
	156,350

	Corporation Tax
	
	(100,000)

	Net Income
	
	56,350

	
	
	

	Retained Profit at 1st Jan 2022
	132,000
	

	Add: Net Income
	56,350
	

	Less: Dividends Paid
	
	

	 Ordinary Dividend Paid
	(20,000)
	

	 Preference Dividend Paid
	(30,000)
	

	Retained Profit at 31st Dec 2022
	
	138,350

	
	
	





Wales plc
Statement of Financial Position
December 31, 2022
	
	Amount (£)
	Amount (£)

	Assets
	
	

	Plant and Equipment
	1,250,000
	

	Stock at 31st December 2022
	510,850
	

	Trade Receivable
	170,125
	

	Cash and Bank
	96,000
	

	Total Assets
	
	2,026,975

	Equity and Liabilities
	
	

	Ordinary Shares
	900,000
	

	Preference Shares
	500,000
	

	Retained Profit
	138,350
	

	Total Equity
	
	1,538,350

	Non-Current Liabilities
	
	

	Debentures
	200,000
	

	Total Non-Current Liabilities
	
	200,000

	Current Liabilities
	
	

	Corporation Tax Payable
	100,000
	

	Trade Payable
	188,625
	

	Total Current Liabilities
	
	288,625

	Total Equity and Liabilities
	
	2,026,975

	
	
	




[bookmark: _Toc143430218]Question 1 b)
The Statement of Financial Position, generally referred to as the Balance Sheet, is always in a balanced position since it is required by the fundamental accounting equation that assets must equal liabilities plus equity. This equation ensures that all of the company's resources (assets) are proportionate to the claims made against them by the company's shareholders (equity) and debtors (liabilities), respectively (Kieso, Weygandt, and Warfield, 2022).
In this specific case, the whole value of the assets is £2,026,975, which is exactly balanced by the total value of the liabilities and equity, which is also £2,026,975 in this case. Assets = Liabilities + Equity = £2,026,975 + £1,538,350 = Equation fulfilled. This balance is the result of following the correct accounting procedures, which ensure that all financial transactions are accurately recorded and classified into the relevant categories on the balance sheet. This aids in maintaining parity between the company's resources and its financing sources (Graybeal, 2023).



[bookmark: _Toc143430219]Question 2 a)
Financial Ratios (£m)
1. [bookmark: _Toc143430220]Return on Capital Employed (ROCE)
Formula: (Operating Profit or earnings before interest and taxes) / (Capital Employed or total assets - current liabilities) x 100
Calculation:

2021: (805 / (7,433 + 2,303 - 2,511)) x 100 = 11.14%
2020: (699 / (10,087 - 3,046)) x 100 = 9.93%
2. [bookmark: _Toc143430221]Return on Equity (ROE)
Formula: (Profit for the year or Net Income) / (Total Equity or Shareholder’s Equity) x 100
Calculation:

2021: (431 / 3,088) x 100 = 13.99%
2020: (366 / 2,912) x 100 = 12.57%
3. [bookmark: _Toc143430222]Earnings per Share (EPS)
Formula: (Profit for the Year – Preferred Dividend / Total Number of Shares)
Here, {Total Number of Shares = Ordinary Share Capital / (Par Value or Face Value / Average Share Price)}
Calculation:

[bookmark: _Hlk143418247]2021: 431 - 0 / {300 / (£0.5/ £5.12)} = (431/3,072) = £0.14
2020: 366 - 0 / {300 / (£0.5/ £4.00)} = (366/2,400) = £0.15
4. [bookmark: _Toc143430223]Net Profit Margin
Formula: (Profit for the Year / Revenue) x 100
Calculation:

2021: (431 / 6,738) x 100 = 6.40%
2020: (366 / 6,441) x 100 = 5.68%
5. [bookmark: _Toc143430224]Asset Turnover
Formula: (Revenue / Total Assets)
Calculation:

2021: 6,738 / 9,736 = 0.69x
2020: 6,441 / 10,087 = 0.64x
6. [bookmark: _Toc143430225]Stock Holding Days
Formula: (Inventory / Cost of Sales) x 365
Calculation:

2021: (708 / 3,235) x 365 ≈ 80 days
2020: (659 / 3,096) x 365 ≈ 78 days
7. [bookmark: _Toc143430226]Debtors Collection Period
Formula: (Trade Receivables / Revenue) x 365
Calculation:

2021: (1,249 / 6,738) x 365 ≈ 68 days
2020: (1,287 / 6,441) x 365 ≈ 73 days
8. [bookmark: _Toc143430227]Current Ratio
Formula: Current Assets / Current Liabilities
Calculation:

2021: 2,303 / 2,511 = 0.92:1
2020: 2,355 / 3,046 = 0.77:1
9. [bookmark: _Toc143430228]Gearing Ratio
Formula: (Total Debt / Total Equity)
Calculation:

2021: {(2,511 + 4,137) / 3,088} = 2.15x
2020: {(3,046 + 4,129) / 2,912} = 3.60x
10. [bookmark: _Toc143430229] Interest Cover
Formula: (Operating Profit or EBIT / Interest Payable)
Calculation:

2021: 805 / 226 = 3.56
2020: 699 / 181 = 3.86


[bookmark: _Toc143430230]Question 2 b)
Based on the detailed calculations of financial ratios and the released financial statements, a more thorough analysis of Sweets plc's financial performance and condition is performed:

[bookmark: _Toc143430231]Financial Ratios Analysis
The company's Return on Capital Employed (ROCE) increased, rising from 9.93% in 2020 to 11.14% in 2021. This shows that Sweets plc has been more effective at generating operating returns from the capital it has invested. This expansion denotes greater resource and asset management, which resulted in the production of wealth for both creditors and shareholders (Bull, 2022).
The return on equity (ROE) for Sweets plc has also grown, rising from 12.57% in 2020 to 13.99% in 2021. This shows that the company is giving shareholders more returns in line with the equity investments they have made in the business. The fact that ROE has been rising over time is a strong indication that the company is doing a good job of creating earnings by using previously earned profits and current shareholder equity.
Earnings per share decreased to £0.14 in 2021 from £0.15 the year before, a marginal decrease. This demonstrates a decline in the earnings that are available for distribution among common shares. This might be the outcome of a number of different events, such an increase in the total number of shares or a decline in net profits.
From 5.68% in 2020 to 6.40% in 2021, Sweets plc's net profit as a proportion of revenue has increased significantly. This development suggests that the company has effectively managed its outlays and outlays in relation to the revenue it has brought in. When calculated as a percentage of the amount of revenue generated, the higher net profit margin indicates that the company is now more profitable (Goel, 2019).
The asset turnover ratio in 2021 is 0.69x, a little rise from 0.64x in the previous year. This would indicate that the company has succeeded in growing the amount of revenue it generates from its assets. Increased asset turnover is a sign that assets are being utilised well to generate revenue.
The company's stock holding days (stock holding days of Sweets plc) somewhat increased, which would mean that it is now holding onto goods for a little bit longer. It's possible that this region needs improvement in terms of inventory management and turnover rate.
From 73 days in 2020 to 68 days in 2021, it now takes less time to collect money from clients who owe you money (also known as the Debtor's Collection Period). This suggests that the business has succeeded in reducing the time it usually takes to collect payments from its customers, which has resulted in better management of the company's working capital (Drake and Fabozzi, 2019).
By moving up from 0.77:1 in 2020 to 0.92:1 in 2021, the existing ratio has improved. This would suggest that the company's short-term cash position has improved, enabling it to meet its short-term obligations more easily.
From 3.60x in 2020 to 2.15x in 2021, the gearing ratio for Sweets plc has been reduced. As a result, the firm's reliance on debt financing has diminished, creating a more stable financial structure and indicating a lower level of financial risk and leverage. The whole financial structure of the firm is also positively impacted by this.
At 3.56 in 2021, the interest cover ratio is now somewhat lower than the 3.86 in 2020. Accordingly, it seems that the ability to pay interest expenses out of operating revenue will be somewhat reduced (Benninga, 2020). To ensure that its operating profits continue to be comfortably higher than its interest payments, the organisation must take the required safeguards.
[bookmark: _Toc143430232]Overall Assessment
Profitability, efficacy, liquidity, and risk management are a few areas of Sweets plc's financial performance that have all recently witnessed significant improvements. The ability of the company to generate higher returns on the capital used and the equity, as well as improved asset utilisation and increased profit margins, are all reliable indicators of the state of the company's finances. A lower gearing ratio, as opposed to a greater gearing ratio, indicates a lower risk profile and a better balance between equity and debt (Libby, Libby, and Short, 2020). This demonstrates that there are certain places, nevertheless, that would need future monitoring and correction. Earnings per share declined somewhat, and interest coverage also fell. All things considered, it seems like Sweets plc is moving in the right direction towards enhanced financial stability and performance. 
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