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QUESTION 1
Juestion 1ia)

Wales PLIC

Profit and Loss Statement for the veur ended 3150 December 2021

FPARTICULARS | Amount(£) PARTICULARS | Amount(£)
Cost of Sales STRAGSD Sales (ROD 000 + SRO) | £B00,980
Interest paid 200

Dristribution Cost 28 00

Administrative 00000

Expenses 3000

Sales commission RELL

Drirectors 30 0600

rE MU CAiomn 30 0600

Preference dividend
paid 20000

Chidina ¥ i e nad [ EHFCHHD




Retained profits at 1st January | £132 000

2021

Add: Met profit £4.330 £ 136330
Long Term Liability

4% Debentures £ 100,00
Current Liabilities

Trode pavable

Chutstanding sales commission £ 188 625
Provision for corporate tax £ 5000
Total £ 100,000
Assets £ 1227955
Mon- Current assets

Fixed Assets

Plant and equipment

Current assets £ 650000
Diebiors {170,125 + 930

Stock £ 171105
Cash and bank £ 330, 600
Tuotal £ 76,250

£ 1227955

Ouestion 1 (k)

The statement of financial position or the balance sheet balances since the total asset, that is. the
current and non-current sssets, equals the wotal labalines plus the wal sharcholders' equity. The
balance sheet, therefore, balances because of the principle of double entry. This principle ensures
that all the transactions are recorded inoat least two socounts, making the entries consistent and

balanced. The balancing shows that there are double entries of all the transactions, no computing






or [ypang errors, placing all the entries in the right sections, recording data from the cormect sources
of the company fimancial statement, and imputing the cormect figures,
DUESTION 2
Ouestion 2 (a) calculstion of rafios, showing working and Tormolis
1. ROCE

FORMULA: Earnings before interest and tax

Capital employved

Cupital emploved = todal assel — current liabilities

2021

EBIT =805 +19422 = Edf

846/ (9736- 2511) = 8467225 = 01170

2020

EBIT =f#¥+20+ (3) = T2

TH {DOORT-3 046) = THT04 = (0.1022
1. ROE

FORMULA= net income

Sharcholders’ equity

Shareholders' equity= total assets — otal labilites

0z

431

U 736- GidH



43 173088=01.1 396
2020
366
I0OET- 7,175
36291 2= 01257
3. Earnings per share
FORMULA= MNet income of the company
Average outstanding shares of the company

EPS = net income of the company- dividend to prefermed to shareholders

Average outstanding shares of the company
2021

Met income =431

Dividend to preferred shares = 255
Average outstanding shares= 1371
(431-255)7 1371 = 0128

20240

Net income =366

Dividend to preferned sharcholders =242
Average outstanding shares =1371

(366- 242) / 1371 = 049

4, Net profit margin



FORMULA = Netprofit x 100
Revenue
021
(431 7 6,738 x 100=6,397
2020
(366N (6341 )x 100 =
= 5.682
5. Asset Turnover
FORMULA = Mei sales

Average total psset

(100879736 /2)
= 16T

2

hdd|

10 =7

=163

6. Stock holding days

FORMULA: cost of goods sold (COGR)Y wverapge value of invemory



2021
COGS=13,235
Average Value of Inventory= 708
Sock holding days = 3 235708 = 4 6days
2020
COGS = 306G
Average Value of Inventory = 659
Stock holding days = 30965 639 = 4. Tdays
7. Debtors collection period
FORMULA: {Account receivable ! total met sales} x 365
2021
Receivables = 1249
Total net sales = 6,738
{12496 73K) x 365] = 67.66 days
iz
Receivables = 1287
Net sales = 6441
{U1287/6441) x 3635}=T2.93 days
8. Corrent ratio
FORMULA= current asset / current liabilities

2



Current assets = 2303

Current liakilines 2511

(2303251 1 =0917

2020

Current assel = 2355

Current liabilities = 3046

(2,355/3046) =0.773

9. (rearing ratio

FORMULA: Total Debts
Total Assets

2021

Total debis = 4137

Total ussets = 9,736

4137

U7 3t

={h.4249

2020

Taotal debis = 41249

Taotal asset = 1 OHT

4129

1087



1. Interest cover
FORMULA = ERIT
Interest expenses
2021
EBIT = £46
Interest expenses = 226
#46
216
= 3743
2020
EBIT =720}
Interest expenses = K]
M
F] |
=3.978
Cuestion 2 (b)
Comments on Sweet PLC's financial performance and position based on these ratios

ROCE



The return on capital employed assesses the company's profitability and capital efficiency (Zeller,
ef @l 2009, There is improved performance in the capital emploved by the company, recording
higher ROCE i 202 1001 1705 comprared 10,1022 in 2020, This also indicates that in 2021, Sweet

ple's profit increased.

ROE

The return on equity ralios measures the company's profitability and how efficiently sweets ple
generates the profits. From the ratios, Sweet ple recorded higher profits in 20200 as compared to

20HY, there was higher efficiency in 2021 in generating the profits compared to 2020

Ers

Thiz measures how much money sweet ple can earn from each share of its stock, It, therefore,
indicates the company’s value in the exchange markerin 2021 the company had 2 higher value as

compared to 2020, It had a greater EPS of (L1396 compared to 2020, which was at 0.1257. More

investors were, therefore, able to pay more for the company's shares in 2021 compared to 2020,

Met profit margin

This shows how the company profits or the income 15 generated as percentage revenue ( Ainsworth
ard Dieines, 2019, The company has poor profits, recording below 100 % inits profit margins. The
company performed better in 2021, recording a profit margin of 6.397% compared to 2020 when

it had 5 6825,

Assel furnover

This indicates how efficiently the company deploys assets to generate revenues (Felber er al.,

20019, The company's efficiency in deploving the assets o gencrate revenues is poor, as the asset



turnover ratio in the retail sector shoukd be 2.5 or greater to be considered good, The company has

recorded less than 2 .5 asset wrnover rano in bath years,

Stock holding days

This depicts the number of days that the sweet plc. Holds the inventory or the stock before making
sales (Scou, 2008), The company has perfect sock holding davs and makes sales very fast o the
consumers. In both years, the company has 4.6 and 4.7 stock holding davs in 2021 and 2020,

respectively

Debtor's collection period

This indicates the average time that the company takes to collect debts (Gabric, 20008}, In 2021
the company recorded 67 66 days which shows reducing the number of debtors collection period
compared 1o 2020, which was 72,93, this indicates increased efMiciency by Sweet ple, However,
the company has a bad collection period to be most efficient; the company needs to collect the

debts on average 45 days.

Cuorrent ratio

This assesses and measures how efficiently the company can pay the shor-term obligation,
uswilly due within one year (Morabes-Daz and Zamoro-Bomires, 20018). This includes shor-term
loans. Current rations of 130 are good, showing ample liquidity for the company. In both years,
sweet ple has a current ratio below 1 50 showing the company is struggling to meet its shor-term

chligation, The company has few msels to pay the company's current labalites,

Gearing ratio



This shows the financial leverage of sweet ple. It shows the proportion of debts versus equity
(Scoar, 2008), The company ., therefore, has an average proportion of debts versus equity, In 2021
the company recorded 04240 which is 42,49 %, while in 2020, its geanng ratio 15 04093, which
is 400,93, While a gearing ratio lower than 25 15 considersd bow risk, a gearing ratio between 25%
and 50 % is nommal. This company's gearing ratio falls between 25%- 50, which is normal. It

also indicates the company has a higher degree of financial leverage
Interest cover ratio

This assesses how easy the company can pay interest on outstanding debis (Zeller, er @i, 20049).
Two is least considered acceptable for any company. From the ratios, the company has 3.743 and
30978 in 2021 and 2020, respectively. In 2020 the company had higher operating profits o meet

the imterest compired 1o 2021,
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