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1. Introduction 

In order to track the condition of a company, cash receipts, expenses and financial results, financial statements are used in practice (AASB, 2004). In this report, we will look at sample financial analyses of companies. We will first prepare an income statement and then a statement of financial position in our first task. We will mention ratio analysis in Question 2.
The need for this type of analysis is significant for investors, suppliers and creditors, customers, governments and their agencies, creditors and employees in making important decisions. The information they contain is important for tracking the results of management, reporting, and making it clear to them whether a company is able to generate profits and in what terms. Based on data on regular credit payments, wages, and payments to suppliers and owners, users can assess the company's health (AASB, 2004). Managing resources such as structure, liquidity and the ability to quickly adapt to constantly changing conditions are important to the enterprise's capacity.

2. Question 1
2.1. Income Statement for Wales Plc for the year ended 31st December 2021

INCOME STATEMENT FOR THE YEAR ENDED 2021


	
	£000

	Sales Revenue 
Unwritten sales
(Less) Commission on Sales
Net Sales Revenue
	800,000
980
3,000
797,980

	Cost of sales
	578,650

	Gross profit
	219,330

	
	

	
	

	Administration expenses 
Operating Income for the 2021
	35,000
184,330


	
	

	Interest payment
Distribution Costs
	(2,000)
28,000


	Profit before tax

	
	



	154,330


	Taxation
	100,000

	Profit for the period
	 54,330 

	
	


2.2. Statement of Financial Position for Wales Plc for the year ended 31st December 2021


STATEMENT OF FINANCIAL POSITION AS AT 2021
	
	£’000
	£’000

	ASSETS
	
	

	Non-current assets
	
	

	Property, plant & equipment
	650,000
	

	
	
	

	
	
	650,000

	Current assets
	
	

	Inventories
	330,600
	

	Trade and other receivables
	168,105
	

	Cash and cash equivalents
	76,250 
	

	
	
	 574,955

	Total assets
	
	1,224,955

	 
	
	

	LIABILITIES and EQUITY
Equity
£1ordinary shares
10% £1 preference shares
Total Equity
Fund and Balances
Opening Retained profit
(Add)Net Profit for the year
Ordinary Dividends payment
Preference dividend payment
Closing Retained earning
Corporate Tax 
Total balances and fund
	

500,000
200,000
 
               
132,000
54,330
20,000
30,000
136,330
100,000         
                 


                  
	



700,000







        236,330


	Current liabilities
	
	

	Trade and other payables
	188,625
	

	
	
	

	
	
	

	
	
	

	Non-current liabilities
	
	

	4% Debentures
	100,000
	

	
	
	

	
	
	

	Total liabilities
	
	288,625 

	
	
	

	Total Liability and Equity
	
	 1,224,955 

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


[bookmark: _Hlk112658372]2.3 Why does the statement of financial position balance
The elements of the balance sheet are its assets, liabilities and stockholders' equity. The first element consists of the measurable property of the company or that which will be acquired in the future. The second part is the liabilities, such as salaries, taxes and other fees and debts of the organization. In the third section, the profit that is not distributed among the shareholders is recorded, as well as their contributed capital. As a rule, we must always have a balanced balance sheet, with the sum of all assets being equal to equity and liabilities, as in our case, the value on both sides of the balance sheet is £1,224,955. The principle of double entry is valid here, where all income and expenditure information is recorded in several different accounts, and after they are compared, the results should match this analysis. Thus, it is possible to check whether all entries are made correctly (Nguyen, 2021).

3. Question 2 - Ratio Analyses for Sweets Plc for the year ended 31st December 2020 and 2021 

3.1. ROCE
Return on capital employed (ROCE) = (Profit before interest / Assets employed) x 100%
ROCE 2020=((699/(10,087-3,046)) x 100 = (699/7,041) x 100 = 9.92%
ROCE 2021= ((805/(9,736-2,511)) x 100 = (805/7,225) x 100 =11.14%
Return on capital employed is a ratio that gives us an idea of how efficiently a company's capital is used to make a profit (CFI Team, 2022). In our case, the coefficient for 2021 is better, compared to 2020, which means that we have a good investment, taking into account this coefficient.

3.2. ROE
Return of Equity (ROE) = (Earnings / Ordinary share capital and reserves) x 100%
ROE 2020= (366/2,912) x 100%=12.57%
ROE 2021= (431/3,088) x 100%=13.96%
Return on equity (ROE) represents a company's return in one year divided by total shareholders' equity, as a percentage. This quantity shows the profits realized from the equity investment (CFI Team, 2022). And in this case, the year 2021 has better results, and a higher percentage, which indicates an improvement in investment decisions.

3.3. Earnings per share
EPS = Net Income of the company-Dividend to preferred to shareholders / Average Outstanding shares of the company
EPS 2020= (366-242/1371) =0.09
EPS 2021= (431-255/1371) =0.128
Earnings per share (EPS) is a key indicator of a company's success, and more specifically, the value of each share on the market that is put into circulation. It is by this coefficient that we can orientate whether a company is profitable or not, comparing the data of competing organizations, for example (IG, n.d.). Here is the comparison of the two years, the result is indicative that there is an improvement in the potential of the company because of the increase in EPS for 2021.
3.4. NET Profit Margin
NPM = (Net Profit / Sales) x 100%
NPM 2020= (366/6,441) x 100 = 5.68%
NPM 2021= (431/6,738) x 100 = 6.40%
To calculate a company's percentage profit based on total revenue, we use the Net Profit Margin. It calculates the company's net profit per unit of revenue earned. The data for 2021 has been improved again.
3.5. Asset turnover
AT = Turnover / Assets employed
AT 2020= 6,441/ (10,087-3,046) = 6,441/7,041= 0.91
AT 2021= 6,738/ (9,736-2,511) = 6,738/7,225= 0.93
The ratio between revenues or sales and the value of the company's assets gives the Asset Turnover Ratio. This element is calculated on an annual basis and can be decisive in the performance of a given company (The Economic Times, 2022). An increase in asset turnover implies a reduction in excess production capacity and improved inventory management, as well as good tax collection methods which trend is observed in our result for the year 2021.
3.6. Stock holding days
SHD = (Inventory /Cost of Sales) x 365 
SHD 2020 = (659/3,096) x 365 = 77.69
SHD 2021 = (708/3,235) x 365 = 79.88
The period from the purchase of assets or investments to the sale of them is called the holding days of the materials or shares. This holding period is important because according to it, the investor has to pay a tax rate when he receives a profit against the investment sold (Yahoo Finance, 2022). On the other hand, economic growth and inflation determine the importance of investing for a longer period, so we can count on a good profit when their value increases (Liston Newton Advisory, 2021). For 2021, we have a longer period, which means that the investment plan is improved, but on the other hand, we may have stockpiled materials for future production, which is good but still not for a very long period of time.
3.7. Debtors’ collection period
DCP = (Trade receivables / Credit sales) x 365
DCP 2020 = (1,287/6,441) x 365 = 73 days
DCP 2021 = (1,249/6,738) x 365 = 68 days
The debtor collection period is the time it takes for all trade payables to be collected. The shorter one is better for the company's efficiency. A longer period is a sign of lower efficiency or unreliable trading partners (Capital.com, n.d.). In this case, we have a shorter period for 2021, which shows the improvement in receivables from overdue partners.
3.8. Current Ratio
Current Ratio = Current assets / Current liabilities
CR 2020 = 2,355/3,046 = 0.77
CR 2021 = 2,303/2,511 = 0.91
To measure the company's liquidity, we use the current ratio. Through it, we assess whether the company can repay its short-term liabilities, which must be paid in a period of one year (CFI Team, 2022). For Sweets Plc, the current ratio for 2021 is more reliable than that in 2020. A higher value close to 1 means that it can more easily cover debt or loan payments.
3.9. Gearing ratio
Gearing ratio = (Debt / (Debt + Equity)) x 100%
GR 2020 = (4,129/ 10,087) x 100 % = 40.93%
CR 2021 = (4,137/ 9,736)) x 100 % = 42.49%
A ratio with which we measure how much of an organization's activity is financed by debt and how much by equity is called the net debt ratio. A high value means that the company has a greater proportion of debt to equity and vice versa. With a low gearing ratio, the company has a large equity capital (Claire Boyte-White, 2021). Accordingly, the equity capital in 2021 is greater, which is an indicator of a more stable condition of the company this year.
3.10. Interest cover
Interest cover (IC) = Profit before interest / Interest charges
IC 2020 = 699/181 = 3.86
IC 2021 = 805/226 = 3.56
The interest coverage ratio shows how the company is handling its outstanding debt. Based on it, investors and analysts can judge the financial condition of the organization. A higher interest coverage ratio was generated in 2020, which means that we are observing a declining process that should be taken into account in future risky investments.
3.11. Financial performance and position of Sweets Plc
Sweets Plc, the company we reviewed, has years of experience in the confectionery industry, which means that it can handle the competition in this field, which is not weak at all. The data from the analysis for 2020 and 2021 confirm that the investment decisions and partnership relations taken are correct and allow the company to develop and trade both in the local market and abroad. The facts that the dividends paid during the respective periods are increasing and have been paid on time, as well as the growth of the average share price, are unequivocal that improvement processes are being observed. Despite the stability, growing liquidity and accumulated capital, the company has to monitor inflation, raw materials and especially fuel prices and transport charges, as its activity is associated with a lot of forwarding costs, which may negatively affect future indicators.
4. Conclusion 
In this report, it was mentioned methods and analyses used in financial accounting to determine the financial stability, liquidity and general condition of a given company. We looked at the income statement and statement of financial position, as well as made a ratio analysis, with which we observed how different parameters and investment decisions affect a given product for a certain period. The essence of these practices is important, as they can serve both ourselves as owners and entrepreneurs, as well as investors, partners or government institutions.
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