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Question – 01
[bookmark: _Toc133973489]a) Preparing Income Statement and Balance Sheet for Wales PLC for the year ending 31sr 
i. Income Statement of Wales PLC
	Wales PLC

	Income Statement

	The Year Ended 31st December 2022

	Particulars
	Amount (£)
	Amount (£)
	Amount (£)

	Sales Revenues
	       800,000.00 
	 
	 

	Sales not included in the ledger
	               980.00 
	 
	 

	 
	 
	       800,980.00 
	 

	COGS
	 
	       578,650.00 
	 

	Gross Profit
	 
	 
	         222,330.00 

	Sales and Administrative Expenses
	 
	 
	 

	Interest Paid
	 
	            2,000.00 
	 

	Administrative Expenses
	 
	          30,000.00 
	 

	Directors Remuneration
	 
	            5,000.00 
	 

	Distribution Costs
	 
	          28,000.00 
	 

	Salesman Commission
	 
	            3,000.00 
	 

	Total Sales and Administrative Expenses
	 
	 
	           68,000.00 

	Profit Before Tax
	 
	 
	         154,330.00 

	Corporation Tax
	 
	 
	         100,000.00 

	Profit After Tax
	 
	 
	           54,330.00 

	Ordinary Dividend Paid
	 
	 
	           20,000.00 

	Preference Dividend Paid
	 
	 
	           30,000.00 

	Retained Profit for the Year
	 
	 
	              4,330.00 



ii. Balance Sheet for Wales PLC
	Wales PLC

	Statement of Financial Position

	The Year Ended 31st December 2022

	Particulars
	Amount (£)
	Amount (£)
	Amount (£)

	Current Assets
	
	 
	 

	Cash and Cash Equivalents
	
	           96,000.00 
	 

	Stock
	
	         510,850.00 
	 

	Trade Receivables
	            170,125.00 
	 
	 

	Accounts Receivable
	                    980.00 
	 
	 

	 
	
	         171,105.00 
	 

	Total Current Assets
	
	 
	          777,955.00 

	Non-Current Assets
	
	 
	 

	Plant and Equipment
	
	     1,250,000.00 
	 

	 
	
	 
	      1,250,000.00 

	Total Assets
	 
	 
	      2,027,955.00 

	 
	
	 
	 

	Liabilities and Owners' Equity
	
	 
	 

	Current Liabilities
	
	 
	 

	Trade Payables
	
	         188,625.00 
	 

	Salesmen Commission Payable
	
	              3,000.00 
	 

	Corporation Tax Payable
	
	         100,000.00 
	 

	Total Current Liabilities
	
	 
	          291,625.00 

	Non-current Liabilities
	
	 
	 

	2% Debentures
	
	 
	          200,000.00 

	Total Liabilities
	
	 
	          491,625.00 

	Owner's Equity
	
	 
	 

	£1 Ordinary Shares 
	
	         900,000.00 
	 

	10% £1 Preference Shares
	
	         500,000.00 
	 

	Retained Profit:
	
	 
	 

	Beginning
	            132,000.00 
	 
	 

	Current Year
	                 4,330.00 
	 
	 

	 
	
	         136,330.00 
	 

	Total Equity
	
	 
	      1,536,330.00 

	Total Equity and Total Liability
	 
	 
	      2,027,955.00 




[bookmark: _Toc133973491]b) Why Statement of Financial Position Balance?
The statement of financial position refers to the balance sheet (Fernando, 2022). This statement is used to express the financial position of any business for a specific time. This statement always shows a balanced result (Hoffman, Pacsy and Flashner, 2019). The statement is prepared in two parts. One is the assets’ part, and the other side is the liabilities and equity side. And the statement always shows a balance between these two parts of the statement (Moorey, 2017). This statement is prepared based on the equation A = L + OE (Tucker, 2016). Here, A indicates the asset part of the statement, L indicates Liabilities and OE indicates Owners Equity. To understand why the statement always balances, we need to understand a very basic idea of business. Businesses are acquiring funds in two ways (Ak et al., 2013). One is borrowing money and the other one is equity. And the funds achieved through these two ways are spent on achieving assets for the business. Hence, the acquired fund will be equal to the assets. That is why the formula A = L + OE comes into existence.
Therefore, it is a general principle of business that a business will only be able to spend the same amount to achieve assets as it collects funds from borrowing money or collecting equity (Brealey, Myers and Marcus, 2019). Let's say that Sweets PLC has collected £10 million from borrowing, and $5 million by issuing shares. And the company has spent its fund on acquiring assets. The company buys land worth £8 million, builds an office building worth £5 million and holds £2 million cash in hand. Now, if we add up the liabilities and equity side of the balance sheet (£10 million + £5 million), we get £15 million, which is equal to the total assets (£8 + £5 + £2). This means that the balance sheet is balanced, and the company has the same amount of assets as it does liabilities and equity combined. 
So, in this example, we can see that the company has achieved its assets through a combination of borrowing money and collecting equity from shareholders. And the funds achieved through these two methods equal the assets, which is why the balance sheet balances.

[bookmark: _Toc133973492]QUESTION-2
[bookmark: _Toc133973493]a) Calculating Ratio
The ratios have been calculated using the data supplied by the financial statement for 2020 and 2022. To make the ratio analysis easy, the spreadsheet software MS Excel has been employed. The ratios calculations are as follows:
	Ratio Analysis
	Formula
	2021
	2020
	

	1. ROCE
	 = (Operating Profit / Capital Employed) × 100 
	11.14%
	9.93%
	

	2. ROE
	 = (Net Income / Shareholders' Equity) × 100 
	13.96%
	12.57%
	

	3. Earnings per share
	 = Net Income / Number of Outstanding Shares 
	1.44
	1.22
	

	4.Net profit margin
	 = (Profit for the year / Sales Revenue) × 100  
	6.40%
	5.68%
	

	5. Asset turnover
	 = (Net Sales / Total Assets) 
	0.69%
	0.64%
	

	6. Stock holding days
	 = (Inventory / Cost of Sales) × 365  
	              80 
	              78 
	Days

	7. Debtors collection period
	 = (Trade Receivables / Revenue) × 365 
	              68 
	              73 
	Days

	8. Current ratio
	 = (Current Assets / Current Liabilities) 
	 0.92:1 
	 0.77:1 
	

	9. Gearing ratio
	 = (Total Debt / Shareholders' Equity) × 100  
	          2.15 
	          2.46 
	

	10. Interest cover
	 = Operating Profit / Interest Payable 
	3.56
	3.86
	





Working of Ratio Calculation:
	
	2021
	2020

	ROCE
	ROCE = (Operating Profit / Capital Employed) × 100
Here, Capital Employed = Total Assets - Current Liabilities

	
	= (Operating Profit / Capital Employed) × 100
= (805 / (9,736 - 2,511)) × 100
= 11.14%
	= (Operating Profit / Capital Employed) × 100
= (699 / (10,087 - 3,046)) × 100 
= 9.93%

	ROE
	ROE or Return on Equity = (Net Income / Shareholders' Equity) × 100

	
	ROE = (Net Income / Shareholders' Equity) × 100
= (431 / 3,088) × 100 
= 13.95%
	ROE = (Net Income / Shareholders' Equity) × 100
= (366 / 2,912) × 100 
= 12.57%

	Earnings Per Share
	Earnings per share or EPS = Net Income / Number of Outstanding Shares

	
	EPS = Net Income / Number of Outstanding Shares
= 431 / 300
= 1.44
	EPS = Net Income / Number of Outstanding Shares
366 / 300
= 1.22

	Net Profit Margin
	Net Profit Margin = (Profit for the year / Revenue) × 100

	
	Net Profit Margin = (Profit for the year / Revenue) × 100 
= (431 / 6,738) × 100 
= 6.40%
	Net Profit Margin = (Profit for the year / Revenue) × 100
= (366 / 6,441) × 100 
= 5.68%

	Asset Turnover

	Asset Turnover = Revenue / Total Assets

	1. 
	Asset Turnover = Revenue / Total Assets
= 6,738 / 9,736 
= 0.69
	Asset Turnover = Revenue / Total Assets 
=6,441 / 10,087 
= 0.64

	Stock Holding Days
	Stock Holding Days = (Inventory / Cost of Sales) × 365

	1. 
	= (Inventory / Cost of Sales) × 365 
= (708 / 3,235) × 365 
= 80 days
	Stock Holding Days = (Inventory / Cost of Sales) × 365 
= (659 / 3,096) × 365 = 78 days

	Debtors’ Collection Period
	Debtors Collection Period = (Trade Receivables / Revenue) × 365

	1. 
	Debtor's Collection Period = (Trade Receivables / Revenue) × 365
= (1,249 / 6,738) × 365 
= 68 days
	Debtor's Collection Period = (Trade Receivables / Revenue) × 365
= (1,287 / 6,441) × 365 
= 73 days

	Current Ratio
	Current ratio = (Current Assets / Current Liabilities)

	
	the Current ratio = (Current Assets / Current Liabilities)
= (2,303 / 2,511) 
= 0.92:1
	the Current ratio = (Current Assets / Current Liabilities)
= (2,355 / 3,046) 
= 0.77:1

	Gearing Ratio
	Gearing Ratio = (Total Debt / Shareholders' Equity)

	1. 
	Gearing Ratio = (Total Debt / Shareholders' Equity)
= {(2,511 + 4,137) / 3,088}
= 2.15
	Gearing Ratio = (Total Debt / Shareholders' Equity)
= {(3,046 + 4,129) / 2,912} 
= 2.46

	Interest Cover
	Interest Cover = Operating Profit / Interest Payable

	1. 
	Interest Cover = Operating Profit / Interest Payable
= 805 / 226 
= 3.56
	Interest Cover = Operating Profit / Interest Payable
= 699 / 181 
= 3.86


[bookmark: _Toc133973494]b) Comment on The Financial Performance
The financial statement provides financial information about businesses. This information is crucial in evaluating the financial performance of a business (Marcelin and Mathur, 2018). Typically, financial information is provided in the form of a financial statement such as an income statement, balance sheet, or cash flow statement (Johnson, 2021). In this case, we are given the financial statement of Sweet PLC. These statements give the idea regarding the overall financial performance of the business. Looking at the income statement of the company we can see that, it has made a huge gross profit. Which indicates the better performance of the company. However, the company incurs a lot of operating expenses (Green, 2018). That’s why the operating profit and the net profit are not huge. In this case, the company can improve the situation by reducing operating expenses. If we look at the ratio analysis, we can also see the good profitability ratios of Sweet PLC. The company achieves favourable ROCE, ROE, Net profit margin, and EPS and the company has been successful to achieve more profitability in 2021 in comparison with 2020, the company’s efficiency has increased in 2021 as well.
Again, if we look at the balance sheet or financial position paper, we can see the very good financial condition of the company. The company has very aware of liquidity. The company tries always to maintain enough current assets to pay back the current liabilities (Fridson and Alvarez, 2019). This is proved in ratio analysis. As the company is more aware of liquidity, it holds more current assets against the current liability in 2021 compared to 2020. And the company tried to keep the current ratio around the ideal value of the current ratio.
To wrap up, Sweet PLC's performance in 2021 is better than that of 2020. Sweet PLC’s performance has improved in 2021 which is indicated by an increase in ratios and improvement in liquidity, profitability, and efficiency ratio. However, the company should continue to monitor its debt and interest coverage ratios to ensure that it is not taking on too much debt and can continue to service its debt obligations.
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