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Question 1


Income Statement for Wales plc for the year ended 31st December 2022
1. Gross Profit: Sales (£800,000) - Cost of Sales (£578,650) = £221,350
2. Operating Profit: Gross Profit (£221,350) - Administrative Expenses (£30,000) - Distribution Costs (£28,000) - Directors Remuneration (£5,000) = £158,350
3. Profit Before Tax: Operating Profit (£158,350) - Interest Paid (£2,000) = £156,350
4. Profit After Tax: Profit Before Tax (£156,350) - Corporation Tax (£100,000) = £56,350
5. Net Profit for the Year: Profit After Tax (£56,350) - Ordinary Dividend (£20,000) - Preference Dividend (£30,000) = £6,350

For the Statement of Financial Position:
1. Total Non-Current Assets: Plant and Equipment (£1,250,000)
2. Total Current Assets: Stock (£510,850) + Trade Receivables (£170,125) + Cash and Bank (£96,000) = £776,975
3. Total Assets: £1,250,000 (Non-Current) + £776,975 (Current) = £2,026,975
4. Total Non-Current Liabilities: Debentures (£200,000)
5. Total Current Liabilities: Trade Payables (£188,625)
6. Total Liabilities: £200,000 (Non-Current) + £188,625 (Current) = £388,625
7. Total Equity: Ordinary Shares (£900,000) + Preference Shares (£500,000) + Retained Profits (£138,350) = £1,538,350
8. Equity and Liabilities: £1,538,350 (Equity) + £388,625 (Liabilities) = £1,926,975

It appears that the Statement of Financial Position doesn't balance exactly with the calculated Total Assets (£2,026,975). The Total Equity and Liabilities amount to £1,926,975, which means there's a discrepancy of £100,000.
I see that the Corporation Tax of £100,000 was accounted for in the Income Statement but not in the Statement of Financial Position as a Current Liability. Adding that would balance the statement. Revised Total Current Liabilities: £188,625 (Trade Payables) + £100,000 (Corporation Tax) = £288,625
Revised Total Liabilities: £200,000 (Non-Current) + £288,625 (Current) = £488,625
Revised Total Equity and Liabilities: £1,538,350 (Equity) + £488,625 (Liabilities) = £2,026,975
It should be matches now the Total Assets, and the statement of financial position should balance.


Question 2:
1. Return on Capital Employed (ROCE):

This is a ratio of operating profit to capital employed (total assets minus current liabilities).
2021: Operating profit is £805m. Capital employed is total assets (£9,736m) minus current liabilities (£2,511m), which equals £7,225m. Therefore, ROCE = (805/7225) = 11.14%. Implication: The increase from 2020's 9.92% suggests better efficiency in using capital to generate profits in 2021.

2. Return on Equity (ROE):

Divide net profit by total equity.
2021: With a net profit of £431m and equity of £3,088m, ROE = (431/3088) = 13.95%. Implication: The rise from 2020's 12.58% means the firm is generating more profit from shareholders' equity, indicating improved financial performance.
3. Earnings per Share (EPS):

Divide the profit by the number of outstanding shares.
2021: With a profit of £431m and 600 million shares, EPS is £0.72. Implication: A higher EPS in 2021 than 2020's £0.61 indicates better profitability and could make the stock more attractive to investors.

4. Net Profit Margin:

This is the percentage of profit from its total revenue.
2021: With a net profit of £431m out of revenue of £6,738m, the margin is about 6.4%. Implication: The increase from 2020's 5.68% indicates that the company is retaining more profit for every pound of sales in 2021 than it did in 2020.

5. Asset Turnover:

This ratio shows how much revenue is generated for every pound of assets.
2021: With revenue of £6,738m and assets of £9,736m, the ratio is 0.69. Implication: A slight increase from 2020's 0.64 suggests the company is using its assets more effectively to generate sales in 2021.

6. Stock Holding Days:

Days it takes on average to sell its inventory.
Formula: (Average Inventory/Cost of Sales) x 365.
2021: Average Inventory = (708+659)/2 = £683.5m; Cost of Sales = £3,235m. Therefore, Stock Holding Days = (683.5/3235) x 365 = 77.34 days. Implication: It took around 77 days to sell inventory in 2021, slightly more than in 2020. This could mean slightly slower inventory turnover or a buildup in stock.

7. Debtors Collection Period:

Average days taken to collect money owed.
Formula: (Average Trade Receivables/Revenue) x 365.
2021: Average Trade Receivables = (1,249+1,287)/2 = £1,268m; Revenue = £6,738m. Collection Period = (1268/6738) x 365 = 68.83 days. Implication: It took about 69 days to collect from debtors in 2021, a little longer than 2020, suggesting customers are taking slightly more time to pay.

8. Current Ratio:

How to Compute: Ratio of current assets to current liabilities.
2021: Current Ratio = Current Assets (£2,303m) / Current liabilities (£2,511m) = 0.917. Implication: The ratio has improved from 2020 but is still less than 1, indicating potential short-term liquidity concerns.

9. Gearing Ratio:

Proportion of company's borrowed funds to its equity.
2021: Gearing Ratio = Non-current Liabilities (£4,137m) / Equity (£3,088m) = 1.34 or 134%. Implication: Gearing increased slightly in 2021. Higher gearing means the company is more reliant on debt, which could raise financial risk.

10. Interest Cover:

Times the company can pay its interest from its profit.
2021: Interest Cover = Operating Profit (£805m) / Interest Payable (£226m) = 3.56 times. Implication: Interest cover reduced from 2020, suggesting the company is less capable of covering its interest expenses from operating profit in 2021.

1.ROCE (Return on Capital Employed):

•formula Roce= Operating profit Divide Total assets-Current Liabilities X100 

2.ROE (Return of Equity)
•Formula ROE=
Net profit divide Share Holder’s equity X 100 

3.Earnings per share (EPS)
•Formula EPS=
Net profit -Preference dividends divide Number of ordinary shares

4.Net Profit Margin 
•Formula Net profit margin=
Net profit divide Revenue x100

5.Asset Turnover 
•Formula: Asset Turnover=
Revenue divide Total Assets

6.Stock Holding days
• Stock Holding days=
Average Inventory divide Cost of Sales X 365 

7.Debtors Collection period
• Formula: Debtors Collection Period=
Average trade receivable divide Revenue X 365

8.Current Ratio
Formula: Current Ratio=
Current Assets divide Current Liabilities

9.Gearing Ratio
Formula: Gearing Ratio=

Non- Current Liabilities divide Shareholders’ Equity

10.Interest Cover
Formula: Interest cover =
Operating profit divide Interest payable.




By understanding each ratio and its implications, it provides a clearer picture of a company's financial health and operations. Analyzing these ratios year-over-year allows stakeholders to identify trends and make informed decisions.
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