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Income statement for Wales Plc year end 31st December 2022
	Particulars
	£

	Revenue:
	

	Sales
	800,000

	Add: Sales not yet recorded
	980

	Total Sales
	800,980

	
	

	Cost of Goods Sold (COGS):
	

	Cost of sales
	(578,650)

	Gross Profit
	222,330

	
	

	Operating Expenses:
	

	Administrative Expenses
	(30,000)

	Directors’ Remuneration
	(5,000)

	Distribution Costs
	(28,000)

	Salesmen Commission
	(3,000)

	Interest Paid
	(2,000)

	Total Operating Expenses
	(68,000)

	
	

	Operating Profit
	154,330

	
	

	Other Expenses:
	

	Corporation Tax
	(100,000)

	Net Profit after Tax
	54,330

	
	

	Dividends:
	

	Preference Dividend Paid
	(30,000)

	Ordinary Dividend Paid
	(20,000)

	Net Income Retained for the Year
	4,330






For Wales plc, based on the given data:
Assets include:
Non-Current Assets: Plant and equipment.
Current Assets: Stock, trade receivables (adjusted for the unrecorded sales), and cash and bank.
Equity encompasses:
£1 ordinary shares.
10% £1 preference shares (as indicated, these are equity instruments and not liability instruments).
Retained profits, which comprise of the opening retained profit balance adjusted for the net income or net profit for the year (after taking into account all revenues, expenses, and other transactions like dividend payments).
Liabilities consist of:
Non-Current Liabilities: 2% Debentures.
Current Liabilities: Trade payables, the commission owed to salesmen, and the corporation tax.
As a result of the double-entry accounting system:
1. When Wales plc made sales, it would have credited sales (increasing equity) and debited trade receivables or cash/bank (increasing assets).
2. When it incurred expenses, it would have debited the expense (reducing equity) and credited a liability or reduced an asset.
3. The preference shares, being an equity instrument, increased equity without creating a liability.
4. The goods sent but not yet recorded increased the assets (trade receivable) and increased the equity .
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	Particulars
	£

	Assets
	

	Non-Current Assets:
	

	Plant and equipment
	1,250,000

	
	

	Current Assets:
	

	Stock
	510,850

	Trade Receivables
	171,105

	Cash and Bank
	96,000

	Total Current Assets
	777,955

	Total Assets
	2,027,955

	
	

	Equity
	

	Capital and Reserves:
	

	£1 Ordinary Shares
	900,000

	10% £1 Preference Shares
	500,000

	Retained Profits (Start)
	132,000

	Add: Net Income Retained for the Year
	4,330

	Total Equity
	1,536,330

	
	

	Liabilities
	

	Non-Current Liabilities:
	

	2% Debentures
	200,000

	
	

	Current Liabilities:
	

	Trade Payables
	188,625

	Salesmen Commission not yet recorded
	3,000

	Corporation Tax
	100,000

	Total Current Liabilities
	291,625

	Total Liabilities
	491,625

	
	

	Total Equity and Liabilities
	2,027,955
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Fundamental Accounting Equation: At the heart of every statement of financial position lies the fundamental accounting equation, which is:
[bookmark: _Toc143896411][bookmark: _Toc143896527][bookmark: _Toc144505634]Assets = Equity + Liabilities
This equation ensures that the statement always balances, reflecting the double-entry nature of all transactions in accounting (Fernando,2022).
Double-Entry Bookkeeping System: The double-entry system of accounting mandates that for every debit entry, there is an equal and opposite credit entry. This ensures that the accounting equation remains balanced. The balance sheet's equilibrium is a direct result of this system. For instance, when Wales plc made sales, it increased its assets (through trade receivables or cash) and simultaneously increased its equity. Conversely, when expenses were incurred, assets may decrease or liabilities increase, but the net effect on equity and assets/liabilities keeps the equation in balance (Coursera,2023).
Equity Adjustments: The equity of Wales plc is composed of share capital (both ordinary and preference shares) and retained earnings. The retained earnings are influenced by the annual profit or loss, dividends paid, and any other direct adjustments. In this case, after considering all revenues and expenses, the net profit is added to the beginning retained earnings, and dividends are subtracted, resulting in the year-end retained earnings.
Accrual Accounting: Accrual-based accounting involves adjusting for activities such as unrecorded sales or outstanding commissions. This method emphasizes recognizing income when it's earned and expenses when they are incurred, irrespective of when the cash exchange happens. Such fine-tuning ensures that a company's financial statement offers an accurate representation of its economic standing at a given time (Kelly,2021).
Categorization of Financial Instruments: As instructed, preference shares have been categorized within equity, despite their name suggesting they could be a liability. Proper classification of financial instruments is crucial to ensure the accurate representation of the financial position and thus the balance of the statement (Kenton,2023).
The statement of financial position for Wales plc balances due to the foundational principles of accounting, particularly the double-entry bookkeeping system and the accounting equation. The inclusion of all transactions, adjustments, and the correct categorization of financial instruments ensures a true and fair view of the company's financial position as of 31st December 2022.
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[bookmark: _Toc143896413][bookmark: _Toc143896529][bookmark: _Toc144505636](1) Return on Capital Employed (ROCE):

ROCE 

Where:
Capital EmployedTotal Assets Current Liabilities

For 2021:
ROCE   
ROCE   

For 2020:
ROCE   
ROCE   

[bookmark: _Toc143896414][bookmark: _Toc143896530][bookmark: _Toc144505637](2) Return on Equity (ROE):

ROE 
For 2021:
ROE   
ROE
For 2020:
ROE   
ROE

[bookmark: _Toc143896415][bookmark: _Toc143896531][bookmark: _Toc144505638](3) Earnings per Share (EPS):

EPS
Assuming the share capital represents all outstanding shares, and each share has a nominal value of £0.50:
Number of shares 
For 2021:
EPS   
EPS   £0.7183
For 2020:
EPS   
EPS   £0.61

[bookmark: _Toc143896416][bookmark: _Toc143896532][bookmark: _Toc144505639](4) Net Profit Margin:
Net Profit Margin 
For 2021:
Net Profit Margin 
Net Profit Margin 6.4 %
For 2020:
Net Profit Margin 
Net Profit Margin 5.68 %

[bookmark: _Toc143896417][bookmark: _Toc143896533][bookmark: _Toc144505640](5) Asset Turnover:
 Asset Turnover 
For 2021:
Asset Turnover 0.692 %
For 2020:
Asset Turnover 0.638 %
[bookmark: _Toc143896418][bookmark: _Toc143896534][bookmark: _Toc144505641](6) Stock Holding Days:
Stock Holding Days 
For 2021:
Stock Holding Days 
For 2020:
Stock Holding Days 
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Debtors Collection Period
For 2021:
Debtors Collection Period
For 2020:
Debtors Collection Period
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Current Ratio 
For 2021:
Current Ratio 
For 2020:
Current Ratio 
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Gearing Ratio 
Where;
Capital EmployedTotal Assets Current Liabilities

For 2021:
Gearing Ratio 
Gearing Ratio
For 2020:
Gearing Ratio
Gearing Ratio 

[bookmark: _Toc143896422][bookmark: _Toc143896538][bookmark: _Toc144505645](10) Interest Cover:
Interest Cover 
For 2021:
Interest Cover 
For 2020:
Interest Cover 

[bookmark: _Toc144505646]Summary of Calculated Ratios:

(1) ROCE: 11.14% (2021) vs. 9.93% (2020)
(2) ROE: 13.95% (2021) vs. 12.58% (2020)
(3) EPS: £0.7183 (2021) vs. £0.61 (2020)
(4) Net Profit Margin: 6.4% (2021) vs. 5.68% (2020)
(5) Asset Turnover: 0.692 (2021) vs. 0.638 (2020)
(6) Stock Holding Days: 79.87 days (2021) vs. 77.87 days (2020)
(7) Debtors Collection Period: 67.86 days (2021) vs. 73.05 days (2020)
(8) Current Ratio: 0.917 (2021) vs. 0.773 (2020)
(9) Gearing Ratio: 49.4% (2021) vs. 50.5% (2020)
(10) Interest Cover: 3.56 times (2021) vs. 3.86 times (2020)
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Return on Capital Employed (ROCE):
The Return on Capital Employed (ROCE) is an essential financial indicator that evaluates the profitability of a firm and the efficacy of its capital allocation. This is achieved by contrasting the company's earnings before interest and tax (EBIT) with the capital invested in the enterprise. When ROCE is elevated, it often signifies proficient capital usage for profit generation. In the timeframe from 2020 to 2021, there was a growth in the ROCE, moving from 9.93% to 11.14%. Such a progression implies enhanced capital deployment effectiveness, signifying superior decision-making and operational management during that year.
Return on Equity (ROE):
Return on Equity (ROE) sheds light on a firm's ability to yield profits using the equity provided by shareholders. This metric is pivotal for investors as it unveils the efficiency with which a business transforms shareholder contribution into profits. According to the data shared, there's a positive shift in the ROE, rising from 12.58% in 2020 to 13.95% in 2021. Such an enhancement in ROE suggests that for each equity dollar, the enterprise was more profitable in 2021 than in 2020, offering shareholders a heightened return on their stake.
Earnings per Share (EPS):
Earnings Per Share (EPS) represents the fraction of a company's net income distributed to every share of its circulating common stock. A rising EPS often signifies an upward trajectory in profitability, making the company more attractive to potential investors. Notably, there was an uptick in the EPS, going from £0.61 in 2020 to £0.7183 in 2021. This enhancement infers that the firm's profit margins broadened over this span, potentially leading to heightened investor trust and an uplift in the company's share value.
Net Profit Margin:
Net Profit Margin is the percentage of net profit from total revenue. It provides insights into how efficiently a company is operating. A rising net profit margin, such as from 5.68% in 2020 to 6.4% in 2021, suggests the company has been successful in enhancing its operational efficiency. This means a larger portion of revenue was retained as profit in 2021, showcasing better cost management or increased sales, or a combination of both.
Asset Turnover:
Asset Turnover indicates the sales revenue produced for each dollar of assets a company holds. It acts as an indicator of how effectively a firm uses its assets to drive sales. Witnessing a rise in this metric from 0.638 in 2020 to 0.692 in 2021 suggests that the firm has heightened its capability to yield greater sales from its available assets. This progression underscores improved management and optimal use of the company's assets.
Stock Holding Days:
Stock Holding Days, or inventory days, represent the average number of days a company holds inventory before selling it. An increase in this number, as seen from 77.87 days in 2020 to 79.87 days in 2021, can imply that inventory is being sold at a slightly slower pace. This elongation could be due to reasons like building up larger inventory buffers, potential slowdown in sales, challenges in supply chain management, or a strategic decision to hold more stock.
Debtors Collection Period:
The Receivables Turnover Duration reflects the average days a company requires to collect payment from its clients post-sale. Generally, a shorter duration is seen as advantageous, signaling swifter cash receipts. The shift from 73.05 days in 2020 to 67.86 days in 2021 implies enhanced efficiency in the company's receivable collections. This improvement might stem from strengthened credit management or timely settlements by customers. Accelerated collections can boost the company's cash availability and liquidity, providing more leeway for prompt reinvestments or liability settlements.
Current Ratio:
The Current Ratio stands as a measure of a firm's liquidity, assessing its ability to settle short-term liabilities with its immediate assets. A value greater than 1 is typically seen as favorable since it signifies more assets than obligations. The data reveals a progression in this ratio, moving from 0.773 in 2020 to 0.917 in 2021. Nonetheless, this value remains below the optimal benchmark. Although the rising trend is commendable, it's imperative for the company to work towards elevating this ratio to bolster its short-term financial resilience and stability.
Gearing Ratio:
The Gearing Ratio evaluates the relationship between a firm's overall debt and its equity, highlighting the balance between external financing and shareholder contributions. Observing the shift from 50.5% in 2020 to 49.4% in 2021, it subtly points to the company's diminished reliance on debt, suggesting a potential decrease in financial hazards. A reduced gearing ratio is typically favored, as an over-dependence on borrowed funds can heighten the company's susceptibility to financial setbacks.
Interest Cover:
Interest Cover is a tool that evaluates a business's ease in addressing interest expenses on its existing debt using its operational earnings. A superior figure denotes a healthier financial position. Notably, there has been a slight dip, from 3.86 times in 2020 to 3.56 times in 2021, hinting at a minimal drop in the firm's capability to manage its interest charges. Even though the present figure still showcases a decent capacity to tackle interest expenditures, a declining trend could be an early warning of potential financial pressures.
Overall Analysis:
Sweets plc exhibits signs of enhanced profitability and efficiency across several metrics, notably ROCE, ROE, EPS, and net profit margin. The adeptness in asset management and quicker receivables collection further adds to its strengths. However, the slight performance dip in areas like stock holding days and interest cover, coupled with the suboptimal current ratio, highlight areas needing attention. It's pivotal for Sweets plc to address these concerns and strategize for a comprehensive and sustainable financial well-being.
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