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QUESTION 1
a) Prepare an income statement for the year ended 31st December 2021 for Wales plc and a statement of financial position as at that date.

	
INCOME STATEMENT


	
	2021

	
	£

	Revenue
	800 000

	Cost of Sales
	578 650

	Gross Profit
	221 350

	Distribution Costs
	28 000

	Administrative expenses
	30 000

	Operating profit
	163 350

	Finance costs (Interest paid)
	2 000

	Profit before taxation
	161 350

	Taxation
	100 000

	Profit for the year
	61 350



	
STATEMENT OF FINANCIAL POSITION


	
	2021

	Non-current assets
	

	Plant and equipment
	650 000

	Current assets
	

	Inventory
	330 600

	Trade receivable
	170 125

	Cash and bank
	76 250

	Total current assets
	576 975

	Total assets
	1 226 975

	Current liabilities
	

	Trade payable
	188 625

	Other Creditors
	

	Non-current liabilities
	

	4% Debentures
	100 000

	Net assets
	938 350

	Equity
	

	Retained Profit
	132 000

	£1 Ordinary shares 
	500 000

	Preference shares 10%
	200 000

	
	832 000





QUESTION 2

Required: 
a) Calculate the following ratios for Sweets plc for 2021 and 2020, showing the formulas and workings: 

1. ROCE (2021) = Profit before interest/Assets employed x 100% = 805/7225 x 100 = 0.11 x 100 = 11.14%
ROCE (2020) = 699/7041 x 100 = 0.099 x 100 = 9.92%

2. ROE (2021) = Earnings/Ordinary share capital and reserves x 100% = 431/3088 x 100 = 0.139 x 100 = 13.9%
ROE (2020) = 366/2912 x 100 = 0.125 x 100 = 12.56%

3. Earnings per share (2021) = Earnings/Number of ordinary shares = 431/300 = 1.43
Earnings per share (2020) = 366/300 = 1.22

4. Net Profit Margin (2021) = Net Profit/Sales x 100% = 431/6738 x 100 = 0.0639 x 100 = 6.39%
Net Profit Margin (2020) = 366/6441 x 100 = 0.0568 x 100 = 5.68%

5. Asset Turnover (2021) = Turnover/Assets employed = 6738/7225 = 0.93
Asset Turnover (2020) = Turnover/Assets employed = 6441/7041 = 0.91

6. Stock Holding Days (2021) = Inventory/Cost of sales x 365 = 708/3235 x 365 = 0.218 x 365 = 79.88
Stock Holding Days (2020) = Inventory/Cost of sales x 365 = 659/3096 x 365 = 0.212 x 365 = 77.69

7. Debt Collection Period (2021) = Trade Receivable/Credit Sales x 365 = 1249/1249 x 365 = 365
Debt Collection Period (2020) = Trade Receivable/Credit Sales x 365 = 1287/1287 x 365 = 365

8. Current Ratio (2021) = Current assets/Current liabilities = 2303/2511 = 0.91
Current Ratio (2020) = 2355/3046 = 0.77

9. Gearing ratio (2021) = Debt/(Debt + Equity) x 100% = 6648/9736 x 100 = 0.682 x 100 = 68.28
Gearing ratio (2020) = 7175/10 087 x 100 = 0.711 x 100 = 71.13

10. Interest cover (2021) = Profit before Interest/Interest charges = 805/226 = 3.56
Interest cover (2020) = 699/181 = 3.86





b) Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Sweets plc. 

According to the ratios calculated in a) and the information provided for Sweets plc, the company shows positive trend and growth in 2021. The dividend paid are £13m more that 2020 which means the Profit for the year has been higher. The share price was £1.12 more in 2021 than 2020 which shows us again that the company had more stable positions on the stock market. Along with that we should consider the Return of equity – again, higher in 2021. The Net profit margin has a positive trend as well. All ratios and additional information confirm that the company financial performance is better in the year 2021 with regards to the previous year 2020.
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