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[bookmark: _Toc144491366]Question 1
a) [bookmark: _Toc144491367]Statement of Financial Position and Income Statement
We will prepare a statement of financial position and an income statement for the year ended 31st December 2022 for Wales plc
[bookmark: _Toc144491368] Income Statement for Wales plc for the year ended 31st December 2022
	Wales Plc
	2022

	
	£

	Sales
	800980

	Cost of Sales
	578650

	Gross Profit
	222330

	Distribution Costs
	28000

	Directors Remuneration
	5000

	Administrative Expense
	30000

	Salesmen Commission 
	3000

	Operating Profit
	156330

	Interest Expense
	2000

	Profit Before Tax
	154330

	Tax Expense
	100000

	Net Income
	54330













[bookmark: _Toc144491369]Statement of Financial Position of Wales Plc for the Year Ended December 31st 2022
 
	Wales Plc
	2022

	
	£

	Assets 
	

	Non-Current Assets
	

	Plant and Equipment 
	1250000

	Current Assets
	

	Stock
	510850

	Trade Receivable
	171105

	Cash at Bank
	96000

	Total Assets
	2027955

	
	

	Liabilities
	

	Non-Current Liabilities
	

	2% Debentures 
	200000

	Current Liabilities
	

	Trade Payables
	188625

	Tax Payable
	100000

	Salesmen
	3000

	Total Liabilities
	491625

	
	

	Equity
	

	£1 Ordinary Shares
	900000

	10% £1 Preference Shares
	500000

	Retained Profits 
	136330

	Total Equity
	1536330

	Total Equity and Liabilities
	2027955


Dividends will be paid out of net income which was calculated in part a. Opening retained profits are 132000. Current year profits are 54330. Dividends paid are 50000. Current profit is 54330-50000= 4330. Closing retained earnings are 136330. Other adjustments have been made to reflect the changes given in notes.
b) [bookmark: _Toc144491370]Balanced Statement of Financial Position
The statement of financial position, generally known as the balance sheet, is by definition supposed to balance because of the fundamental accounting equation:
Liabilities + Equity equals Assets
In the case of Wales Plc, Total assets were 2027955 and total equities + liabilities were 491625+ 1536330 making 2027955. 
This equation serves as the basis for double-entry accounting, which assures that every financial transaction impacts at least two accounts: one on the asset side and one on the liability or equity side. Assets are what a corporation owns or controls, such as cash, inventory, equipment, and accounts receivable. The total assets of a corporation are listed on the balance sheet's left side (Barone, 2023). Liabilities are what a corporation owes to third parties, such as loans, accounts payable, and accrued expenses. The entire liabilities are presented on the balance sheet's right side (Hayes, 2023). Equity is the entity's remaining interest in its assets after deducting liabilities. It is essentially the claim of the owner or shareholders on the assets. Equity is also on the balance sheet's right side (Maverick, 2023). The basic accounting equation must always be balanced. This indicates that the total assets must equal the entire liabilities plus the whole equity. If they did not balance, this would indicate an error or omission in the accounting records that would need to be addressed before the financial statements could be considered accurate. Hence, after adjusting for the given changes, the equation has been balanced (Fernando, 2023). 
[bookmark: _Toc144491371]Question 2
a) [bookmark: _Toc144491372]Ratio Analysis of Sweets Plc
1. [bookmark: _Toc144491373]ROCE
	ROCE
	
	2021
	2020

	EBIT
	
	846
	720

	Capital Employed
	7225
	7041

	Ratio
	
	11.70934
	10.22582


 Working
Capital Employed = Total Assets – Current liabilities = 9736-2511= 7225 for 2021. For 2022, 10087-3046 = 7041. Ratio was given by dividing Earnings before interest and tax with the capital employed.
2. [bookmark: _Toc144491374]ROE
	ROE
	
	2021
	2020

	Net Income
	
	431
	366

	Shareholders Equity
	3088
	2912

	ratio
	
	13.95725
	12.56868


Working: ROE is calculated by dividing net income with shareholders equity. The values were given and taken as it is (Fernando, 2022).
3. [bookmark: _Toc144491375]EPS
	EPS
	
	2021
	2020

	Net Income
	
	431
	366

	Shareholders Equity
	600
	600

	EPS
	
	0.718333
	0.61


Working: The total number of shares are calculated from the value of ordinary shares which are 300m. Each share is worth 0.5p so 300/0.5 gives 600m shares. EPS is calculated by dividing the net income with total number of shares (Fernando, 2023).
4. [bookmark: _Toc144491376]Net Profit Margin
	Net Profit Margin
	
	2021
	2020

	Net Profit
	
	431
	366

	Revenue
	
	6738
	6441

	ratio
	
	6.396557
	5.682347


Working: Net profit margin is simply calculated by taking the net profit and dividing it by the sales of that respective year. It shows how much profit was generated for the specific sales (CFI, 2023).
5. [bookmark: _Toc144491377]Asset Turnover
	Asset Turnover 
	
	2021
	2020

	Sales
	
	6738
	6441

	Total Assets
	
	9736
	10087

	ratio
	
	69.20707
	63.85447


Working: Asset Turnover is given by dividing the sales with the total assets. The values were taken as it is. It shows how efficiently are the total assets being used to generate sales (Beers, 2023).
6. [bookmark: _Toc144491378]Stock holding days
	Stock Holding Days
	
	2021
	2020

	Stock
	
	708
	659

	Cost of Sales
	
	3235
	3096

	ratio
	
	79.88253 
	77.69218


Working: Stock holding days can be calculated by dividing the inventory with the cost of sales and then multiplying with 365. There are 365 days assumed in the whole year, so the inventory at year end represents the proportion of the total cost of sales which are still held. The ratio is given in days (Hayes, 2022).  
7. [bookmark: _Toc144491379]Debtors Collection Period
	Debtors Collection Period
	
	2021
	2020

	Receivables
	
	1249
	1287

	Sales
	
	6738
	6441

	ratio
	
	67.6588
	72.932



Working: Similar to the stock holding days, the collection period is calculated by dividing the receivables with the net sales and multiplied by 365. The values are taken as given. This represents the proportion of receivables which were not collected at the year end. Hence, the number of days taken to collect these pending receivables (Capital, 2022). 
8. [bookmark: _Toc144491380]Current Ratio
	Current Ratio
	
	2021
	2020

	Current Assets
	
	2303
	2355

	Current Liabilities
	
	2511
	3046

	Ratio
	
	0.917164
	0.773145


Working: The current ratio is calculated by dividing the company’s current assets with the current liabilities. The values were taken as it is from the data. Current ratio shows short-term liquidity position of a company (Fernando, 2022). 
9. [bookmark: _Toc144491381]Gearing Ratio
	Gearing Ratio
	
	2021
	2020

	Total Debt
	
	6065
	6520

	Total Equity
	
	3088
	2912

	ratio
	
	1.964054
	2.239011


Working: 
Total Debt = Short-term debt + long-term debt
For 2021
Debt = 1928 + 4137
For 2020
Debt = 2391 + 4129
The ratio is calculated by dividing the total debt by the total equity. It shows the long-term liquidity position and the financial risk of Sweets Plc (Boyte-White, 2023).  
10. [bookmark: _Toc144491382]Interest Cover 
	Interest Cover 
	
	2021
	2020

	EBIT
	
	846
	720

	Interest Expense
	
	226
	181

	ratio
	
	3.743363
	3.977901


Working: EBIT was calculated in the ROCE part. The values were taken from that part. The interest expense values were taken as it is from the data. The calculation was performed by dividing the EBIT with the interest expense. This shows how much interest can be covered with the current year’s EBIT (Hayes, 2023).  
b) [bookmark: _Toc144491383]Financial Performance and Position of Sweets Plc
Based on Sweets Plc's supplied ratio analysis for the years 2021 and 2020, we can reach following observations regarding the company's financial performance and position. The ROCE climbed to 11.71% in 2021 from 10.23% in 2020. This indicates that the company's profitability in relation to capital employed increased. The ROE increased from 12.57 percent in 2020 to 13.96 percent in 2021. This means that in 2021, the company generated higher returns for its owners. The earnings per share climbed from £0.61 in 2020 to £0.72 in 2021. Earnings per share increased for shareholders, which is a good indicator. In 2021, the net profit margin increased from 5.68% in 2020 to 6.40%. This indicates that the company has become more efficient at converting sales into profit. In 2021, the asset turnover ratio grew from 63.85% in 2020 to 69.21%. This suggests that the corporation is making better use of its assets to produce sales. Stock holding days grew significantly from 77.69 to 79.88 days in 2021. This implies that the corporation retained their inventory for a significantly longer period of time in 2021. The collection term for debtors decreased from 72.93 days in 2020 to 67.66 days in 2021. This means that in 2021, the corporation was able to collect its receivables more promptly. In 2021, the current ratio increased from 0.77 in 2020 to 0.92. This shows that the company's short-term liquidity position has improved. In 2021, the gearing ratio fell from 2.24 in 2020 to 1.96. A lower gearing ratio indicates a smaller reliance on debt for financing, which is a good sign. The interest cover ratio fell significantly in 2021, from 3.98 in 2020 to 3.74 in 2021. While the interest cover is still adequate, the corporation should keep an eye on this ratio to ensure it can comfortably cover its interest expenses. In summary, Sweets Plc looks to have improved its financial performance and position in 2021 compared to 2020 based on the data supplied. The key measures of ROCE, ROE, EPS, and net profit margin have all exhibited positive trends. Furthermore, the corporation has become more efficient in asset utilization and short-term liquidity management. However, it is critical to continue monitoring these ratios and elements in order to guarantee long-term financial health.
[bookmark: _Toc144491384]
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