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[bookmark: _Toc110439669]Question 1
[bookmark: _Toc110439670]a) Preparation of the income statement of Wales plc for the year 2021
	Dr.
	 
	 
	 
	 
	Cr.

	"In the books of Wales plc"

	"For the year ended 31/12/2021"

	"Income Statement"

	Particulars
	£
	£
	Particulars
	£
	£

	To purchase
	5,78,650
	 
	By Sales
	 
	8,00,000

	To gross profit C/d
	2,21,350
	 
	 
	 
	 

	Total
	8,00,000
	 
	Total
	 
	8,00,000

	 
	 
	 
	By gross profit b/d
	 
	221350

	To Admin expense
	30,000
	 
	 
	 
	 

	To interest paid
	2,000
	 
	 
	 
	 

	To director's remuneration
	5,000
	 
	 
	 
	 

	To distribution costs
	28,000
	 
	 
	 
	 

	To pay of ordinary dividend
	20,000
	 
	 
	 
	 

	To pay of preference dividend
	30,000
	 
	 
	 
	 

	To corporation tax
	1,00,000
	 
	 
	 
	 

	To outstanding commission
	3,000
	 
	 
	 
	 

	To net profit
	3,350
	 
	 
	 
	 

	 
	221350
	 
	 
	 
	221350


Table 1: Preparation of the income statement of Wales PLC
(Source: Created by author)
Table one shows the income statement of Wales PLC for the year 2021. Wales PLC was able to make a revenue of £ 8,00,000 on 2021. The “gross profit” of wales plc for 2021 was £ 2,21,350 and their net profit at the end of the financial year 2021 was £ 3,350. That means in the year 2021 Wales PLC was able to make a net profit. Every company that is operating their business, try to make a huge amount of profit (Afuah, 2020). Earning profit helps a business entity to increase its operating activities and development. So, profit is the most important thing for the growth of a business entity.
The profit that Wales Plc gain in 2021 is very little and the management of Wales Plc needs to look into this issue properly. They should take a strategy that will increase their revenue and with the growth in the total revenue of Wales plc, their amount of net income will also increase. With all these increases Wales plc will be able to develop their business process and they can invest in technological development. They can also focus on the skill development programme of its employees and can enhance the efficiency level of their whole business hub. That is why “it is very necessary” for Wales Plc to think about appropriate ideas for increasing their overall business process and increasing their net income. 
Statement of financial position of Wales PLC
	“In the books of Wales plc”

	“For the year ended 31/12/2021”

	“Statement of financial position”

	Liabilities
	£
	£
	Asset
	£
	£

	Share capital
	 
	 
	 
	 
	 

	Ordinary share
	5,00,000
	 
	Fixed Asset
	 
	 

	Pref share
	2,00,000
	 
	Plant
	 
	6,50,000

	Total
	7,00,000
	 
	Current asset
	 
	 

	Add: Net profit
	3,350
	 
	Trade receivable
	 
	1,70,125

	Add: retained earning
	1,32,000
	 
	Cash and bank
	 
	76,250

	 
	 
	8,35,350
	Stock
	 
	3,30,600

	Debenetures
	 
	1,00,000
	 
	 
	 

	Current liabilities
	 
	 
	 
	 
	 

	Outstanding expenses
	 
	3000
	 
	 
	 

	Corporation tax
	 
	100000
	 
	 
	 

	Trade payable
	 
	188625
	 
	 
	 

	Total
	 
	12,26,975
	Total
	 
	12,26,975


Table 2: Calculation of financial position of Wales PLC for 2021
(Source: Created by author)
Table two is the current financial position or the “statement of the balance sheet” of Wales Plc for 2021.
[bookmark: _Toc110439671]b) Reason behind the statement of financial position balance
A business entity prepares its financial position or “balance sheet” to understand the current position of its liabilities and assets (Jurakulovna, 2021). A proper calculation at the time of creating a balance sheet will always make the same balance on both sides and the similarity of both sides shows that the computation and calculation of the balance sheet are done properly. The balance sheet of wales plc reveals that the balance of both sides is similar. That means a proper method has been used in the time of calculating and creating the balance sheet of Wales Plc.
The financial position of any business entity also highlights its capability and ability to fulfil its debts and dues (Fenyves et al., 2019). It shows how strong the liquidity and current position of the business entity is. The evaluation of liquidity position is very vital for any company as “shareholders and investors” evaluate these two important things for making the investment decision. So the betterment of liquidity position and holding a strong liquidity position is very necessary for a business entity. The financial position is a very key indicator for determining how much a business entity gets finance from issuing shares and how much finance they get from other sources. 
Identification of a proper source of finance and utilising the source in a proper way is very much required and very imperative for any business entity (Wakuła, 2020). When a business entity can understand the differences in its source of finance then it can easily manage those sources and can understand from which sector they are getting the most amount and from which source they are getting the least amount. After the identification of this, they can increase or decrease the total amount of the finance in the next years. 
Another most important benefit that a business entity gets from the preparation of financial position or the “statement of the balance sheet” is, that they can identify how much amount they have to pay in a particular year as an “interest of loan” or the “interest of borrowings”. Identification of this important thing is also very necessary for any business entity (Bigio and Sannikov 2021). If a business entity noticed that their amount of interest is enhancing day by day and it can create several problems for them then they will surely decrease the total amount of their loan or borrowings by paying the interest or a portion of the borrowings. 
All these important things are under the financial position of a business entity and due to the presence of all these things the “statement of financial position” always shows the same amount on both sides or it shows the balance amount on both sides. It has already been stated that the same amount on two sides reveals that the company prepares the statement properly and it will help them to maintain their overall business process properly. That is why the financial position of any business entity is very important and it always shows balance. 
[bookmark: _Toc110439672]Question 2
[bookmark: _Toc110439673]a) preparation of financial ratios
1) ROCE
	Calculation of Return on capital employed (ROCE)= EBIT/ Capital employed

	Particulars
	2021
	2020

	Earnings before interest and tax (EBIT)
	805
	699

	Total Asset
	9,736
	10,087

	Current liabilities
	2,511
	3,046

	Capital employed
	7,225
	7,041

	ROCE
	11.1419
	9.92757


Table 3: “Calculation of ROCE”
“(Source: Created by author)”
The ROCE is a very important tool for measuring the “financial efficiency” of a business entity. It helps a business entity to measure its profitability after “factoring the amount of capital” used for creating the level of profitability (Shrotriya, 2019). At the time of calculating the ROCE, the total amount of “current liability” is deducted from the total asset and then divide by the capital employed from the net earnings. That is why it is one of the most important and effective ratios for evaluating and understanding the financial condition of a business entity. 
2. ROE
	Calculation of Return on equity (ROE)= Net income/Shareholders equity

	Particulars
	2021
	2020

	Net income
	431
	366

	Shareholders’ equity
	300
	300

	ROE
	1.436667
	1.22


Table 4: ROE of Sweets Plc
“(Source: Created by author)”
ROE is the most effective ratio for investors as it helps investors to understand whether a company or business entity will able to give proper return to them or not. The ROE also determine how a business entity utilises equity (Rahmantio, 2018). When an investor makes an investment decision he evaluates various options and then chooses the best option for him. ROE is one of them that investors evaluate before investing. If a particular investor noticed that the ROE of a business entity is quite good and they can earn a huge amount as a profit, then they will definitely invest in that company. 
3. Earnings per share
	Calculation of Earnings per share= Net income/ Average outstanding shares

	Particulars
	2021
	2020

	Net income
	431
	366

	Outstanding shares
	300
	300

	Average outstanding shares
	300
	150

	EPS
	1.436667
	2.44


Table 5: Earning per share of Sweets Plc
“(Source: Created by author)”
The EPS is the most important ratio for comparing the performance of the company and help to choose the most suitable option for the investment. If the EPS of a business entity is more than1 then it considers a good EPS ratio and the EPS of sweet plc for 2020 was 2.44 and for 2021 is 1.43. So the EPS of sweet plc is quite healthy and quite effective.

4. Net profit margin
	Net profit margin= (net profit /revenue)*100

	Particulars
	2021
	2020

	Net profit
	431
	366

	Total revenue
	6738
	6441

	Net profit margin
	6.396557
	5.682347


Table 6: Sweet plc’s “net profit margin”
(Source: Created by author)
When it comes to determining the profitability of a company than the “net profit margin” is a most effective and most suitable method. It evaluates the net profit of a company for a particular year and then calculate the ratio (Nariswari and Nugraha 2020). However, the “net profit margin” of sweet plc is showing that it is very low in both 2020 and 2021. Even the increase of the margin from 2020 to 2021 is also very low. That means it is one of the main areas and it is one of the most crucial parts for Sweet plc where they should focus and they should take the strategy for the development. The performance of their profitability can reduce a huge number of investors for them. That is why it is one of the most important parts of the sweet plc. A proper focus and proper development in this area will help sweet plc to improve its performance. 
5. Asset turnover
	Asset turnover= Revenue/average total asset

	Particulars
	2021
	2020

	Total revenue
	6738
	6441

	Total Asset
	9,736
	10,087

	Average total asset
	9911.5
	5043.5

	Asset turnover
	0.679816
	1.277089


Table 7: Sweet plc’s asset turnover
(Source: created by author)
The “asset turnover ratio” more than 1 is always considered as a great option and that means the company have enough revenue and they can generate enough revenue from their business. The asset turnover of Sweet plc for 2021 was more than 1 and it decreases to 0.67 in 2020. That means the efficiency of sweet plc decreases a lot in 2021 and they need to focus on this issue. 
6. Stock holding days
	Stock holding days= (Closing stock/cost of goods sold) x 365

	Particulars
	2021
	2020

	Closing stock
	708
	659

	Cost of goods sold
	3235
	3096

	Stock holding days
	79.8825
	77.6921835


Table 8: Sweet plc’s stock holding days
(Source: Created by author)
The “stock holding days” of sweet plc increase from 2020 to 2021 means the sales of Sweet plc decreases and it has been taking more times to sell all their products. That is why sweet plc needs to take some proper strategy that will attract a huge number of consumers and increase the number of their sales in a particular time period.   
7. Debtors collection period
	Calculation of debtors collection period of Sweet plc = (Amount owed by debtor/annual credit sales)*365

	Particulars
	2021
	2020

	Amount owed by Debtors
	1,249
	1,287

	credit sales
	6,738
	6,441

	Debtors collection period
	67.6588
	72.93199814


Table 9: Debtors collection period of sweet plc
(Source: Created by author)
This ratio indicates the average time taken for the collection of debts. That is why this is one of the most important ratios for any business entity. 
8. Current ratio of sweet plc
	Calculation of current ratio = current asset/ current liabilities

	Particulars
	2021
	2020

	Current asset
	9,736
	10,087

	Current liabilities
	2,511
	3,046

	Current ratio
	3.87734
	3.311556139


Table 10: Sweet plc’s current ratio
(Source: Created by author)
The “current ratio” of a business entity reveals the liquidity position of the business entity properly and highlights the financial condition to the investors of the business entity. It is also a very important ratio from the perspective of a business entity as well. They can compare their current liquidity position with the previous one or they can compare their position with other organisations or competitors. That is why the current ratio is a very crucial issue from the perspective of a business entity. 
9. Gearing ratio of sweet plc
	Calculation or gearing ratio= loans or borrowings of a business entity/shareholder equity

	Particulars
	2021
	2020

	Loans and borrowings
	4137
	4129

	Shareholder equity
	3,088
	2,912

	Gearing ratio
	1.42067
	1.41792582


Table 11: Sweet plc’s gearing ratio
(Source: Crated by author)
10. Interest cover
	Calculation of interest cover= EBIT/Interest expenses

	Particulars
	2021
	2020

	Earnings before interest and taxes
	805
	699

	Interest expenses
	226
	181

	Interest cover
	3.561947
	3.861878453


Table 12: Sweet plc’s interest cover in two different years 2020 and 2021
“(Source: Created by author)”
[bookmark: _Toc110439674]b) Comment on financial performance and position of Sweet plc
All these financial ratios and financial position of the Sweet plc is enough to describe and understand their financial position. That is why focusing on these areas will be very imperative for identifying the performance of Sweet plc. The “profit and loss account” for sweet plc shows that its revenue for 2020 was £ 6,441 m and that increased to £ 6,738 million. The net income or earnings of Sweet's plc for 2020 was £ 366 million and £ 431 million in 2021. The financial position of sweet plc for 2020 shows that the position of total “current asset” for 2020 was 10,087 and it decreases to £ 9736 in 2021. A decrease in the “current asset” value is not a good symbol for a business entity and that can affect the popularity and brand value of a business entity a lot. So this aspect of sweet plc is not that effective and that can increase a huge hindrance in the business process of sweet plc. It can lose a huge number of investors in their future business process. That is why they need to fix this issue as quickly as possible. 
All the ratios of the Sweet plc are also showing the mixed result. Some of them are showing that the performance or the efficiency of the sweet plc is very good and some of them are also showing that in those sectors the performance of the company is very weak and they are not capable enough to pay off their debts and dues properly. So there is both positive and negative scenario in the business context of Sweet plc and the management of sweet plc needs to focus on both positive and negative scenarios properly. The focus on positive scenarios will help Sweet plc to increase their performance more and will create more opportunities for theṃ. At the same time, the focus on the negative scenario will help sweet plc to decrease and eliminate all the issues they are facing. That is why Sweet plc needs to focus both on positive and negative issues. 
The development of their ratios will increase the financial performance of Sweet plc and they can increase their business performance and can spread their business. Any business hub wants to develop its business performance for spreading its overall operation. The Sweet plc will also try to develop and spread their business operation and the development and enhancement of their performance will be very imperative for the development of whole performance and spreading their business process. 
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