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	                                       Question 1
	Wales Income Statement for the year ended 31st December 2022

	
	
	
	
	

	
	
	£
	
	

	Revenue
	w1 
	800,980
	
	

	COGS
	
	-578,650
	
	

	Gross profit
	
	£222,330
	
	

	Other income
	
	2,000
	
	

	Expenses:
	
	
	
	

	Distribution costs
	
	-28,000
	
	

	Administrative expenses 
	
	-30,000
	
	

	Operating profit 
	
	£166,330
	
	

	Finance costs
	
	
	
	

	2% debentures
	w2
	-£4,000
	
	

	directors remuneration 
	
	-5,000
	
	  

	Commission 
	
	-£3,000
	
	

	
	
	
	
	

	profit before taxation
	
	154,330.00
	
	

	taxation
	
	-100,000.00
	
	

	Net Profit
	
	54,330.00
	
	



	


	
	
	
	
	

	
	
	

	
	
	
	
	
	
	

	W1=800,000+980
	
	
	
	
	
	

	
	
	
	
	
	
	

	W2=2% debentures
200,000*2%=4,000
	
	
	
	
	
	




	Wales Plc.
	

	Statement of Financial Position for the year ended 31st December 2022
	

	
	
	£
	£
	
	
	

	Non-current assets
	
	
	
	
	
	

	Property, plant & equipment
	
	1,250,000
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	1,250,000
	
	
	

	Current assets
	
	
	
	
	
	

	Inventory
	
	510,850
	
	
	
	

	Trade receivables
	W1
	171,105
	
	W1=170,125+980
	
	

	Cash and cash equivalents
	
	96,000
	
	
	
	

	
	
	
	777,955
	
	
	

	TOTAL ASSETS
	
	
	2,027,955
	
	
	

	
	
	
	
	
	
	

	Current liabilities
	
	
	
	
	
	

	Trade payables
	
	188,625
	
	
	
	

	outst. sales commission
	
	3,000
	
	
	
	

	corporation tax
	
	100,000
	
	
	
	

	
	
	
	291,625
	
	
	

	Non-current liabilities
	
	
	
	
	
	

	Long term borrowings
	
	
	
	
	
	

	2% debentures
	
	200,000
	
	
	
	

	
	
	
	200,000
	
	
	

	TOTAL LIABILITIES
	
	
	491,625
	
	
	

	
	
	
	
	
	
	

	NET ASSETS (TA-TL)
	
	
	1,536,330
	
	
	

	
	
	
	
	
	
	

	EQUITY 
	
	
	
	W2= retained profit 1st January 2022=132,000
	
	

	Share capital
	
	900,000
	
	ord. dividend paid
	-(20,000
	)

	10%£1 preference shares
	
	500,000
	
	pref. dividend paid 
	-(30,000
	)

	Retained earnings
	W2
	136,330
	
	net profit
	54,330
	

	
	
	
	
	Total
	136,330
	

	TOTAL EQUITY
	
	
	1,536,330
	
	
	

	
	
	
	
	
	
	

	Total liabilities and equity
	
	
	2,027,955
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	





Why does the statement of financial position balance?

The statement of financial position is one of the three statements which provide a picture of the financial position of a business. Each of the three statements provides a different sort of information,  according to Atril and McLaney, (2016). This declaration details the financial contributions made by owners and lenders. It displays the various asset types and the amount invested. ( Accounting Tools,2022).  The term "balance sheet" also refers to a statement of financial situation. It provides a list of an organization's equity, liabilities, and assets. It displays the financial standing of the company as of a specific date.  ( Sangster et. Al.2017,p 199). A business is operating under a double-entry system. This system uses general accounting principles and international reporting standards. It is guaranteed that the Statement of Financial Position will remain balanced by recording the dual aspect of each transaction. This statement follows the basic accounting equation. ( Educba,2022)
                                                         Assets =Liabilities+ Equity
This equation represents the relationship between a company’s resources which are assets and the claims against those resources by the company’s creditors (liabilities) and owners( equity).
Assets are resources with economic value that the company or the individuals own or control. These resources are expected to bring benefits to the business. In our example, Wales Plc has total assets of £ 2,027,955. On the other side are equity and liabilities. Equity refers to the owner's capital given to the business. It is the claims of the owner against the business. Wales Plc. has £1,536,300 equity which is equal to the net assets. Liabilities are claims of all individuals and organisations. The selected company has total liabilities of £491,625. At the end of the financial period, the assets must be equal to liabilities plus equity. The totals of the two sides must always match. The example shows that they are balanced.
When preparing a statement of financial status, the accounting system must at the very least record all transactions in two separate accounts with the same balance. The accounting system only deals with accounts that are recorded reciprocally with the same balance, therefore the statement of financial status always balances. For instance, you would debit the loan account to eliminate liability and credit the cash account to reflect the payments made if the company used cash to pay off certain outstanding loans. In this way, the financial statement is always balanced at the end. For both internal and external stakeholders, this specific financial statement can offer a brief snapshot of the company's financial situation. In conclusion, we can say that the Balance statement is a very important financial statement for any business organisation. The organisation use a balance sheet to make decisions for future investments.


Question 2 A
                     Financial Ratios for Sweets Plc. for 2021 and 2022 years.
Question 2 a. Calculate the following ratios 
The year 2021
1. ROCE= Profit before interest/capital employed*100%
Capital employed= Total Assets-Current liability 
ROCE=805/(9,736-2,511)*100%=805/7,225*100%=0,1114*100%=11,1%
2. ROE=earnings/equity*100%
ROE=431)/3088*100%=0,139*100%=14%
3. EPS=Earnings/number of ordinary shares 
EPS=431/600=£ 0,71
Ordinary share capital (50p. share)=300/0,50=600
4. Net Profit margin=operating profit/sales*100%
Net profit margin=431/6,738*100%=0,0639=6,39%
5. Asset turnover= revenue/capital employed( times)
Asset ternover=6738/7225=0,93(times)
6. Stock holding days=inventory/cost of sales*365(days)
Stock holding days=708/3235&365=0,21*365=79,88=80 days
7. Debtors collection period=trade receivables/credit sales to revenue*365(days)
Debtors collection period=1249/6738*365=0,183*365=67,65=68(days)
8. Current Ratio=current assets/current liabilities
Current Ratio=2303/2511=0.9   0,9:1
9. Gearing ratio=long term debt/long-term debt+Equity*100%
Gearing ratio=4137/4137+3088*100%=0,572=57%
10. Interest cover=profit before interest/interest charges (time)
Interest cover=805/226=3,56(times)
The year 2020
1. ROCE= Profit before interest/capital employed*100%
Capital employed= Total Assets-Current liability 
ROCE= 699/(10,087-3,046)*100%=699/7,041=0,099=9,9%
2. ROE=earnings/equity*100%
ROE=366/2,912*100%=0,125*100=12,56%
3. EPS=Earnings/number of ordinary shares 
EPS=366-/600=£0.61
4. Net Profit margin=operating profit/sales*100%
Net profit margin=366/6,441=0,0568=5,68%
5.  Asset turnover= revenue/capital employed( times)
Assets Turnover=6,441/(10,087-3,046)=6,441/7,041=0,91(times)
6. Stock holding days=inventory/cost of sales*365 (days)
Stock Holding days=659/3,096*365=77,69=78 Days
7. Debtors collection period=trade receivables/credit sales or revenue*365(days)
Debtors collection period=1,287/6,441*365(days)=72,93=73 days
8. Current Ratio=current assets/current liabilities
Current Ratio=2,355/3,046=0,77    0,77:1
9. Gearing ratio=long term debt/long-term debt+Equity*100%
Gearing ratio =4,129/4,129+2,912=4,129/7,041=0,586=58%
10. Interest cover=profit before interest/interest charges (time)
Interest cover=699/181=3,86 (times)
    
	ROCE
	2021                     11,1%
	2020                     9,9%

	ROE
	                               14%
	                              12,56%

	Earnings per share
	                                £0,71                                                   
	                              £0,61

	Net profit margin
	                                6,39%      
	                              5,68%

	Asset turnover
	                                 0,93 times    
	                              0,91 times

	Stock holding days
	                                80 days
	                              78 days

	Debtors collection period
	                                68 days
	                              73 days

	Current ratio
	                                0,9:1
	                               0,77:1  

	Gearing ratio
	                                57%
	                               58%

	Interest cover
	                                3,56 times
	                               3,86 times



                             Question 2. B 

According to Dyson and Franklin (2020, pp236-250), a ratio is a quantitative relationship between two components ( one number divided by another).
Some of the ratios show profitability, others investment, efficiency and liquidity. 
Investment ratios are used by present and potential investors to see how much the share’s market value is. The higher rate is better. 
Earnings per share for Sweets Plc. shows that the rate for 2021 is higher than in 2020. Every ordinary share earns £0,71 for 2021 and £0,61 for 2020. 
Profitability ratios are used by investors, competitors, and employees to judge performance. In this exam, they are ROCE, ROE, and net profit margin. The higher rate shows a better profit for the shareholders. The Sweets company has better profitability during 2021 .Net profit ratio for 2021 shows that the company turning sales into profit more than during  2020.
Efficiency ratios are used by managers. Assets turnover, Stock holding days, and Debtors collection period. In 2021  for every £1 invested the company generates £0,93. It is better than 2020. The stock holding ratio shows that for 2021 the company holds inventory for 80 days. For 2020 holds inventory for 78 days. The year 2020 is better because the inventory is sold faster than in 2021. 
The debtor's collection period shows the average number of days a company needs to collect its trade receivables after sales have been created. The lower value is better, The 2021 year is more favourable (68 days) than 2021 (73 days).
Liquidity is shown with the Current ratio. This ratio shows the company's ability to pay short-term obligations. Both years show less than 1. But the company has to be careful. The last two ratios are financial ratios. A higher Gearing ratio indicates that the company is at risk during 2021 and 2020. The ratios for both years are more than 50%. The year 2021 is 57%. the year 2020 is 58%. How readily a business can pay the interest on its outstanding debt is shown by its interest cover ratio. During 2021 Sweets Plc can cover more than 3,56 times. And during 2020 the company can cover more than 3,86 times.  

                                                                     

Referencing list


1. Accounting Tools (2022) ‘Statement of financial position definition’. Available at:  https://www.accountingtools.com/articles/what-is-the-statement-of-financial-position.html
( Accessed 23 March 2023).

2.   Atrill, P. and McLaney, E. (2016).’Accounting and Finance for Non-Specialists.’. 10th Ed. Harlow, England, Pearson Education Limited
3. Dyson, J and Franklin, E.(2020)’ Accounting for Non-accounting Student’ Pearson Education.Limited
4. Educba (2022)’ Statement of Financial Position Formula, Examples.’ Available at:
Statement of Financial Position | Formula, Examples & Components (educba.com)   
(Accessed 18 March 2023)
5. Sangster, A. et.al.(2017)’ Frank Wood’s Business Accounting, Volume 1’.14th Ed. Pearson Education, Limited
   



  
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	


                                                                                                                                                                                                                                                                                                                                                       

