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[bookmark: _Toc122975229]QUESTION NUMBER 1

A. [bookmark: _Toc122975230]Financial statement for Wales Plc
Table 1:  Statement of Financial Performance 
	                           Statement of  Financial  Performance 

	 
	                                     WALES PLC 
	 

	                For the year ended 31st December 2021

	
	
	(£)

	Revenue 
	800,000

	Cost of sales 
	578,650

	Gross Profit 
	221,350

	Operating Expenses 
	

	Administrative expenses
	30,000

	Distribution costs
	28,000

	Directors remuneration
	5,000

	Total operating expense 
	63,000

	Operating  Income (EBIT)
	158,350

	Interest Expense 
	2000

	Profit before Tax 
	156,350

	Corporation Tax Expenses
	100,000

	Net Income 
	56,350












Table 2:  Statement of Financial Position
	                                                         Statement of Financial Position 
                                                                       WALES PLC 
                           For the year ended 31st December 2021

	
	(£)
	
	(£)

	Current Assets 
	
	 Liabilities 
	

	Cash and Bank  
	126,270
	Trade Payable 
	188,625

	Prepaid Interest  Expense
	2,000
	Sales commissions payable
	3000

	Account Receivables 
	980
	4% Debentures
	200,000

	Trade Receivable 
	170,125
	Total Short and Long term liabilities 
	391,625

	Inventory Stock 
	430,600
	Shareholder Equity 
	

	Total Current  Assets 
	729,975
	Common share equity 
	1,000,000

	
	
	Preference share 
	400,000

	Non-Current  Assets
	
	Retained profits 
	132,000

	Plant and Equipment 
	1,250,000
	Total Equity 
	1,532,000

	Total Assets 
	1,979,975
	Total  liabilities and Equity 
	1,923,625



The presented table 1 and 2 show the financial statement of Wales Plc for the year 31st   December 2021.  Table 1 represents the Wales income statement which shows a company's sales, costs, and profitability over time. During the year 2021, Wales Plc earned a net profit of £56,350 from business operations. In addition, the statement of financial position reports the company’s assets, liabilities, and owner’s equity. Table 2 shows the Wales plc statement of financial position where the company’s assets are equal to total liabilities and owner’s equity. 

B. [bookmark: _Toc122975231]Why does a Statement of Financial Position Balance? 
The decisions made in a company's financial accounts are what determine its financial situation. In a financial statement, the value of a company is shown as of a particular date. On a balance sheet, the company's asset demonstrates what it owns, whereas its liabilities show the total company obligations and shows what the company owes. Haralayya (2021) describes that a balance sheet is one type of financial statement that shows the assets, liabilities, and shareholders' equity of a company at a specific point in time. furthermore, a company's capital structure can be assessed using the balance sheet as a starting point. To make it more precise, the statement of balance sheet evaluation what a company owes and owns, and the money invested by shareholders. According to Günay, and Fatih (2020), a company’s balance sheet, also known as a statement of financial condition, is a document that summarises the financial health of a firm. Górowski, Kurek, and Szarucki (2022) suggest that the company's financial position follows the accounting equation, where the assets are shown on one side and liabilities and shareholder ownership are on the other of the statement. The statement of financial position emphasis that both sides of the company's financial position must be equal. Zhou and Lamberton (2021) suggest that describe the double-entry rule is the main factor in accounting that makes a balance sheet balance. The accounting system also acts as a check to make sure the entries are accurate because every transaction must be documented in at least two different accounts.
 The double entry rule makes the debit side equals to the credit side. Furthermore, it has been shown that when the balance on both sides of a financial position is not equal, there may be an issue when making accounting entries (Zheng, Khurram, and Chen, 2022). In addition, the balance sheet of both sides balances substantially helps the financial analyst to gain the company's financial health and position. Furthermore, the double-entry accounting system permits ongoing revisions to the company's resources, commitments, and equity accounts, and organisations that use it frequently provide the financial situation statement.  Moreover, the emphasis on the double-enter bookkeeping system typically helps companies to check and maintain the balance for each transaction, thus it ensures the financial stability of the company and gives investors and analysts accurate information about the company. Roszkowska (2020) highlight the point that equal balance in the balance sheet ensures the investors and analyst to ensure that company is not misrepresenting any information and shows that provided information is unbiased. In addition, when a company uses the double-entry system, there is a higher likelihood that the accounts will balance because errors are decreased (Barker et al., 2021). The double-entry accounting system can increase corporate accuracy by reducing errors and helping with financial reporting to prevent fraud.
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A. [bookmark: _Toc122975234]Analysis of Financial Ratio 
A company's financial ratio is used to assess its financial standing by looking at both historical and recent financial information. Comparative statistics can be used to display and forecast the company's performance across time. Bordeianu and Radu (2020) describe that a company's financial performance can be compared to that of its rivals and the sector as a whole. Financial ratios serve as gauges of a company's financial health. Various financial statistics reveal the outcomes, financial risks, and operational effectiveness of the company, which involve the liquidity, solvency, profitability, and assets management ratio analysis. Table 3 shows the calculation of sweet plc from the years 2020 and 2021. Moreover, the table also shows the change in each ratio during the years. 

Table 3: Ratio Analysis of Sweet Plc
	 
Ratio Analysis 
Sweet plc 
 

	
	
	2020
	2021
	Change 

	
	
	£
	£
	

	Profitability  Ratio 
	
	
	

	ROCE 
	
	9.9%
	11.1%
	1.21%

	ROE 
	
	12.6%
	14.0%
	1.39%

	Earnings per share 
	1.2 
	1.4 
	0.217 

	Net Profit Margin  
	6.4%
	5.7%
	-0.71%

	Efficiency Ratio 
	
	
	

	Asset Turnover 
	0.6385 
	0.6798 
	0.041 

	Inventory Turnover
	4.6980 
	9.8581 
	5.160 

	Stock Holding days 
	77.6922 
	37.0255 
	-40.667 

	Account Receivable Turnover 
	5.0047 
	5.3139 
	0.3092 

	Debtors Collection Period 
	72.9320 
	68.6880 
	-4.244 

	Liquidity  Ratio 
	
	
	

	Current Ratio 
	0.7731 
	0.9172 
	0.1440 

	Gearing Ratio 
	2.4639 
	2.1528 
	-0.311 

	Interest  Cover
	3.8619 
	3.5619 
	-0.300 





B. [bookmark: _Toc122975235]Analyse the Financial Ratios of the Sweets Plc
Financial ratios are largely used to make fair comparisons over time and gauge the differences between industries or enterprises.  To access the company's performance and financial health, various ratios are being considered such as financial efficiency, liquidity, profitability, and company repayment capacity. According to Furman and Summers (2019), each of these can be separately been evaluated for the financial health of the company. The ratio of ROCE can be used to calculate when a business wants to gain how much profit it generates for every £1 invested in capital. Chika, Promise, and Werikum (2022) describe that higher ROCE suggests that a company can produce profit per unit of output. As a result, in corporate comparisons, a higher ROCE denotes more profitability. Table 3 shows the computation of Sweet plc's ROCE ratio which has increased from 9.9% to 11% from 2020 to 2021. The main reason for the high ROCE ratio is that higher EBIT has been observed from 2020 to 2021. The higher operating income can substantially increase the ratio of ROCE. In addition, the return on equity (ROE) is another ratio that helps an investor to evaluate whether a company is effectively managing its capital. Table 3 shows the calculation of the return on equity from 2020 to 2021. In 2020 the Sweet Plc ROC was 12.6% which has increased by 1.39% because the company's net income in 2021 has increased by 1.17%.  Thus, a larger ratio denotes the company's higher profitability.
 The EPS ratio is another ratio that helps to measure the company's profitability. To calculate a company's profit per share, profits are divided by the number of shares of common stock (Pramitta Yulianda, Thio, and Asri, 2018). Furthermore, EPS ratios are often used by companies to report their financial outcomes. From table 3, it has been observed that Sweet's plc EPS has increased from 1.2 to 1.4 during 2021. Therefore, greater EPS indicates that investors would pay more for shares of Sweet's plc if they thought the firm had larger earnings in comparison to its share price. As a result, higher EPS indicates more value for the company and raised Sweet's plc's net worth.  The ratio of net income or profit to revenue is measured by the net profit margin, which is often called the net profit margin (Restianti and Agustina, 2018).  The net profit margin is another method to evaluate the company's profitability. The presented financial statement and a calculated Net Profit Margin ratio imply that even though the company's net income climbed from 2020 to 21. However, the ratio fell from 6.4% to 5.7% as a result of higher costs incurred during the year, which severely dropped the ratio by 0.71%.
The asset turnover ratio is calculated by comparing sales to the overall asset value. This indicator assesses the effectiveness with which assets are converted into money (Panigrahi and Vachhani, 2021) Table 3 shows that Sweet's plc is effectively managing and using its capital because it earns income from its assets.  Furthermore, inventory days on hand is a metric used to gauge how quickly a firm sell through its stock. Based on the company study, it can be said that Sweets Plc has drastically shortened the time of stock inventory from 77.6 days in 2020 to 37.02 days seen in 2021. Thus, the outcome demonstrates that the business is efficiently using its inventory. On the side debtor’s collection period is another metric that is used to measure the efficiency of the company. According to Munene and Tibbs (2018) a company's average accounts receivable amount divided by its net credit sales for a given period yields the average collection period. The debtors' collection period reflects the time a company take to collect a debt from trade.  Lower debtors’ collection suggests higher company efficiency (Ahmad, Bashir, and Waqas, 2022). The debtor collection period for Sweets Plc has been reduced from 72.9 days to 68.68 days in the financial statement that has been presented, which also demonstrates the company's increased efficiency.
 	The company’s ability to pay its short-term obligation can be determined by calculating the liquidity ratios. According to Haralayya (2021), the current ratio evaluates the extent to which the entire current assets cover the whole current liabilities.  In addition, the current ratio is one of the most prominent metrics for determining a company's liquidity (Chika, Promise, and Werikum, 2022). It has been determined from the analysis that the company's liquidity condition improved throughout the year. The current ratio increased by 0.144 in 2020 to 0.773. As a result of larger current assets, the ratio indicates that the company's liquidity position has improved. In other words, the positive change in the company liquidity ratio suggests that Sweet's plc's liquidity position has been improved due to higher assets compared to the liquidity position. 
	 It's critical to assess the company's debt status before analysing its financial performance and position. By comparing shareholders' equity to corporate debt, the calculation of gearing ratios assesses the company's leverage and financial health.  The calculation of Sweet plc's gearing ratio suggests that in 2020 sweet plc debt to equity ratio was 2.46% which has been lowered by 0.311% in 2021.  In addition, the interest coverage ratio is another matrix that is effectively used to evaluate the company's financial situation. According to Zelalem (2020), a company is better positioned to pay its debts when its interest coverage ratio is higher.  Thus, a higher interest coverage ratio shows the higher efficiency of the company.  Table 3 shows that Sweet’s Plc interest coverage ratio has decreased from 2020 to 2021.  In 2020, the company interest coverage was 3.862 which has been lowered to 3.562. Thus, this suggests that when there are not enough profits to cover the interest on the debt, the interest coverage ratio tends to be low. The formula for computing the interest coverage ratio can be stated as EBIT divided by interest expense. The study of the financial statements for the company indicates that Sweet's plc's interest costs have increased from 181 to 226 pounds, which lowers the company's coverage ratio for the year. Overall, the Sweets Plc ratio analysis indicates that the business is operating more profitably and efficiently. The company's higher liquidity position is also indicated by the current ratio. Consequently, the analysis and results show that Sweet's plc is in a good financial position.
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“|Account Receivables 980 4% Debentures 200,000
ITrade Receivable 170,125 Total Short and Long term liabilities 391,625
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WALES PLC
For the year ended 31st-December 2021
(£)
Revenue 800,000
Cost of sales 578,650
Gross Profit 221,350
Operating Expenses [
Administrative expenses 30,000
Distribution costs 28,000
Directors remuneration 5,000
Total operating expense 63,000
Operating Income (EBIT) 158,350
Interest Expense 2000
Profit before Tax 156,350 3
Corporation Tax Expenses 100,000 qilﬁr
Net Income 56,350 ET

Income Statement





