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[bookmark: _Toc122884631]Question 1: 
[bookmark: _Toc122884632]Solution Part A: 

	
	
	Wales plc
	
	

	
	
	Income statement for the Year ending December 31, 2021
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	Amounts

	
	Revenue
	 
	 
	 
	 

	
	Sales
	
	
	
	
	
	
	 £              800,000 

	
	 
	
	
	
	
	
	
	 

	
	Total Revenue
	 
	 
	 
	 £              800,000 

	
	Cost of Goods Sold
	
	
	
	
	 £       578,650 
	 

	
	 
	
	
	
	
	
	
	 £            -578,650 

	
	Gross Profit
	 
	 
	 
	 
	 
	 £              221,350 

	
	Expenses
	 
	 
	 
	 
	 
	 
	 

	
	Distribution cost
	 
	 
	 
	 
	28000
	 

	
	Administrative expenses
	 
	 
	 
	30000
	 

	
	Directors Remuneration
	 
	 
	 
	5000
	 

	
	 
	 
	 
	 
	 
	 
	 
	 

	
	 
	 
	 
	 
	 
	 
	 
	-£                63,000 

	
	 
	 
	 
	 
	 
	 
	 
	 

	
	EBITDA
	 
	 
	 
	 
	 
	 
	 £              158,350 

	
	Interest expenses
	
	
	
	
	
	-2000

	
	 
	
	
	
	
	
	
	 

	
	EBT
	 
	 
	 
	 
	 
	 
	 £              156,350 

	
	 
	
	
	
	
	
	
	 

	
	Tax expenses
	
	
	
	
	
	-100000

	
	 
	
	
	
	
	
	
	 

	
	Net Profit
	 
	 
	 
	 
	 
	 
	 £                56,350 

	
	
	
	
	
	
	
	
	





	 
	 
	 
	Wales plc
	 
	 

	 
	Statement of Financial Position as on 31st December 2021
	 

	 
	
	
	
	
	
	 

	 
	
	
	
	
	
	 

	 
	
	
	
	End of Year 1
	
	 

	 
	
	
	
	
	
	 

	 
	
	ASSETS
	 
	 
	 

	 
	
	
	
	
	
	 

	        Current Assets:
	
	
	
	
	
	 

	1.     Cash
	
	
	176,250
	 
	
	 

	2.     Accounts Receivable
	
	
	171,125
	
	
	 

	3.     Inventory
	
	
	430,600
	 
	
	 

	4.     Other Current Assets
	
	
	
	
	
	 

	 
	
	 
	 
	 
	
	 

	A. TOTAL CURRENT ASSETS 
	
	
	
	
	 £   777,975.00 
	 

	 
	
	
	
	
	
	 

	        Fixed Assets:
	
	
	
	
	
	 

	7.     Plant and Equipment
	
	
	1,250,000
	
	
	 

	      less depreciation
	
	
	
	
	
	 

	B. TOTAL FIXED ASSETS 
	
	
	
	
	 £1,250,000.00 
	 

	 
	
	 
	 
	 
	 
	 

	C. TOTAL ASSETS 
	
	
	
	
	 £2,027,975.00 
	

	 
	
	
	
	
	
	 

	 
	
	LIABILITIES
	 
	 
	 

	 
	
	
	
	
	
	 

	        Current Liabilities
	
	
	
	
	
	 

	         (due within 12 months)
	
	
	
	
	
	 

	10.     Accounts Payable
	
	
	188,625
	
	
	 

	11.     Commission owed
	
	
	3,000
	
	
	 

	12.     Taxes Owed
	
	
	0
	
	
	 

	 
	
	 
	 
	 
	 
	 

	D. TOTAL CURRENT LIABILITIES
	
	
	
	
	 £   191,625.00 
	

	 
	
	
	
	
	
	 

	        Long-Term Liabilities
	
	
	
	
	
	 

	Debentures
	
	
	
	
	200,000
	 

	4% Debentures
	
	
	
	
	8000
	 

	14.     Other Long-Term Liabilities
	
	
	
	
	
	 

	 
	
	 
	 
	 
	 
	 

	E. TOTAL LONG-TERM LIABILITIES
	
	
	
	
	 £   208,000.00 
	 

	 
	
	 
	 
	 
	 
	 

	F. TOTAL LIABILITIES 
	
	
	
	
	 £   399,625.00 
	 

	 
	
	
	
	
	
	 

	 
	
	
	
	
	
	 

	 
	
	NET WORTH (Capital)
	 
	 

	 
	
	
	
	
	
	 

	SHARE CAPITAL
	
	
	
	
	
	 

	Common Shares
	
	
	
	
	 £1,000,000.00 
	 

	Preferred Shares
	
	
	
	
	440,000
	 

	
	
	
	
	
	
	 

	RETAINED EARNINGS 
	
	 
	 
	 
	188,350
	 

	G. TOTAL NET WORTH 
	
	
	
	
	 £1,628,350.00 
	 

	 
	
	 
	 
	 
	
	 

	H. TOTAL LIABILITIES AND NET WORTH 
	
	
	
	
	 £2,027,975.00 
	 

	 
	
	
	
	
	BALANCED
	 

	 
	
	
	
	
	
	 

	 
	 
	 
	 
	 
	 
	 





[bookmark: _Toc122884633]Solution Part B
[bookmark: _Toc122884634]Why does the statement of financial position balance? 
Every transaction has an equal and opposite entry, which is why the balance sheet is always in harmony. This is a result of the fundamental concept of accounting known as "double entry accounting."
Since each asset, liability, and owner's equity transaction involves a debit and credit entry, only the latter may have a significant impact on the balance sheet. If a single transaction affects just assets, then it will result in a debit of those assets and a credit to the corresponding assets.
Let's assume an asset and a liability are affected by a transaction, and the transaction results in a debit to the asset account and a credit to the liability account.
If we assume that one item affects the balance sheet and another entry affects the income statement, but that the latter is ultimately credited or debited to the financial position in the statement of equity, then the balance sheet will always represent the true financial position of the business.



[bookmark: _Toc122884635]Question 2
[bookmark: _Toc122884636]Part A

1) ROCE		=	Profit	
				Equity+Non-Current Liabilities	


			=	620+226	539+181
				3088+4137	2912+4129


				2021	2020

			=	0.12	0.10
	


				
2) ROE			=	Profit	
				Equity	

				620	539
				3088	2912


				2021	2020	
			=	0.27	0.25

					
3) Earnings per Share	=	Net Profit	
				Shares outstanding/ common shares	


				431/300	366/300					
				2021	2020	
		=	 £     1.44 	 £    1.22 
					
					
					
4) Net Profit Margin	=             Net Profit/ Total Revenue		
					

				431/6738	366/6441

				2021	2020	
		=	0.0640	0.05682
					





					
5) Asset Turnover		=	Net Sales	
				Average total assets	
				
				6738/0.5(9,736+10,087)	6441/10087
	
				2021	2020	
				0.680	0.639
					
6) Stock Holding Days	=	365	
				Inventory Turnover 	
					

				365	365
				3235/708	3068/659

				2021	2020	
				77.118	77.692
					
					
7) Debtors Collection Period	=	365* (Average accounts receivable/ Sales)
					

				365*(1249/9736)	365*(1287/10087)

				2021	2020	
			=	68.69	72.93
		



			
8) Current Ratio		=	Current Assets	
				Current Liabilities	

				2303/2511	2355/3046

				2021	2020	
			=	0.92	0.77
					
					
9) Gearing Ratio		=	Long Term Liability	
				Capital Employed	

				4137/(3088+4137)	4129/(2912+4129)

				2021	2020	
			=	0.57	0.59
		






			
					
10) Interest Coverage Ratio	=	EBIT	
				Interest Expense

				(620+226)/226	(539+181)/181	
				2021	2020	
			=	3.74	3.98
					
[bookmark: _Toc122884637]Part B
[bookmark: _Toc122884638]Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Sweets plc. 

[bookmark: _Toc122884639]Income Statement
Looking at Sweets plc's financials for both 2020 and 2021, we can see that the company's profit has increased thanks to higher revenues and lower administrative expenses. However, the company's profit on the sale of fixed assets which was negative 5 million in 2020 but has since been converted to positive 20 million is the single largest contributor to this increase.
Profit per share rises from £1.22 to £1.44, a nearly 18% increase that is good news for stockholders based on income statement ratios.
There has been a notable uptick of 12 percentage points in the Net Profit Margin, indicating that a greater share of sales is contributing to net income.
In order to ascertain whether or not a firm can comfortably make interest payments on its debt, financial analysts utilize the interest coverage ratio, which is a debt and profitability measure. Earnings before interest and taxes (EBIT) are used to determine the interest coverage ratio by dividing by interest payments made within a certain time frame. Since interest expenditures have gone up this year, Sweets Plc's Interest Coverage Ratio has dropped from 3.98 to 3.74, which is not a huge deal since the difference is not that great.
[bookmark: _Toc122884640]Balance Sheet:
Fixed asset sales have contributed to a drop in non-current assets, and this trend is reflected in the income statement. Despite a rise in cash on hand and an expansion of stock on hand, the company's total assets have shrunk, albeit this has had no negative impact on its finances because to a decline in trade receivables.
As a result, the company's current liabilities have fallen substantially, which is a good indication since it means fewer short-term commitments need to be met. Its debt-to-equity ratio and credit rating will improve, as will the company's share price, which has already grown as a consequence of the growth in the equity amount.
Its capital efficiency has improved, as measured by the ROCE ratios, which have been rising. Increasing profits may be attributed to the company's shrewd use of its resources. The company's return on equity is improving, which is encouraging. In this case, the company's equity is more profitable than its debt. The company is making better use of its assets, as shown by a rise in asset turnover. Rising inventory values in tandem with robust sales growth have kept stock holding times stable. As a result of effective changes to its credit policy, the company is collecting its receivables faster than in the prior year, which will have a positive effect on its current ratio.

Gearing ratio, the most essential measure, reveals the proportion of debt financing to total capital used. The decline from 59 to 57 indicates that debt now provides funding for 57% of capital, about the same as before. When a corporation has a high interest coverage ratio, it suggests that its interest payments can be comfortably covered by its EBIT.
As a result, the company's primary financial measures and earnings growth indicate that things are going well.	
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