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Question 1
A. Preparation of Income Statement
An income statement can be esteemed as a financial statement that plays an essential role to provide an effective representation of income and expenditures regarding the firm. It also helps to represent the performance of the organisation in terms of making a loss or gain for a definite period. The income statement can also be known as the statement of profit and loss, earnings statements, statement of financial result or income, statement of operation (Al-Hayek, 2018). The preparation of an income statement assists the business owners to make a significant decision with regard to generating the potential level of profit by making an enhancement in the level of revenue, by reducing the cost level, or by both. It plays a vital role to demonstrate the effectiveness regarding the strategies that can be set by the potential business at the beginning of the respective financial period (Putra, 2019). The income statement for Wales Plc can be summed up as follows:
[image: image1.png]Wales Plc
Income Statement

For the year ended 31.12.2021
Particulars £ £
Sales 800000
Cost of Sales 578650
Gross Profit () 221350
Operating Expenses:
Administrative Expenses 30000
Interest Paid 2000
Director's Remuneration 5000
Distribution Costs 28000
Commission to Salesman 3000
Total Operating Expenses 68000
Less: Other Income 980
Total Expenses 68980
Net Income before Tax 152370
Corporate Tax 100000
Net Income after Tax 52370





Figure 1: Income Statement of Wales Plc
(Source: Created by the Author)
It can be analysed from the above figure that the concerned entity has managed to generate a net profit of £52,370 during the financial year 2021 respectively. The effective level of business operations within the respective business can be considered as a major cause for the occurrence of net income. The extraction of net profit from the concerned business allows the business owners to determine the process of earnings in order to make an effective distribution among the potential owners (Zelalem and Abebe, 2022). An increment in the level of profit within the firm primarily encourages the investors to make an investment into the firm with the intention to gain a certain level of profitability after a certain period. 
The financial analysts and accountants primarily advise the potential investors to concern the net profit as a major criterion of investment before the acquisition of the shares regarding stocks. In addition, the net income can also be esteemed as a crucial factor to obtain the loan for the respective business. It can be viewed by the creditors as an important criterion to determine the prospective capacity of the debtors for making a payment of future debts in an accurate manner (Garvey, Ventura-Marco, and Vidal-Meliá, 2021). The value of monthly net profit can be utilised in the computation of the disposable income that helps to derive the amortization of the monthly loan. As a result, it can be demonstrated from the financial performance of the present firm that Wales Plc is effectively positioned across the respective market in terms of data extracted from the income statement.
The statement of financial position can also be termed as a Balance Sheet that indicates the Equity, Liabilities, and Assets regarding a business at a relevant period. The assets primarily involve equipment, plant, property, stock, cash, and many more that can be purchased by the firm. On the other hand, liabilities refer to the elements that can be owed by the business to the outside parties such as business loans, banks, suppliers, and more. Equity can be termed as the remaining portion of the financial interest regarding the owner within the business after the deduction in any kind of liabilities from the total assets of the business (Lucianelli, Fazzari, and Cavalieri, 2020). The information related to the statement on the financial position can be effectively utilised for numerous financial analyses such as the comparison of debt to equity or the comparison of current liabilities to current assets. The concerned analyses are primarily presented on the line of trend in order to detect the alteration within the financial position of Wales Plc over a definite period. The statement of financial position of the respective entity is evaluated as follows:
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Statement of Financial Position
For the year ended 31.12.2021

Particulars £ £
Current Assets

Stock 330600

Trade Receivable 170125

Cash and Bank 76250

Total Current Assets 576975
Non-Current Assets

Plant and Equipment 632730

Total Non-Current Assets 632730
Total Assets 1209705
Current Liabilities

Trade Payable 171355

Total Current Liabilities 171355
Non-Current Liabilities

4% Debentures 100000
Short-Term Debt 3980

Total Non-Current Liabilities 103980
Total Liabilities 275335
Equity

Share Capital (400000+300000) 700000

Retained Earnings 132000

Payment of Ordinary Dividend 20000

Payment of Preference Dividend 30000
Profit/(Loss) for the current year 52370

Total Equity 934370

Total Liabilities and Equity 1209705





Figure 2: Statement of Financial Position of Wales Plc
(Source: Created by the Author)
The above financial information of Wales Plc demonstrates that the value of the total assets of £1,209,705 is comparatively higher than the value of total liabilities of £275,335 during the financial year 2021. It represents that the potential elements purchased by the manager of the present entity are higher as compared to the value that has been owed by the current firm. The statement of financial position is effectively utilised within the organisation dealing under the double-entry accounting system as the present approach offers ongoing updates to equity, liability, and asset accounts (Augustyniak, 2020). Furthermore, the concerned statement assists to offer meaningful information at the time of its preparation through utilising basic principles of accounting mandated by the frameworks of accounting such as “International Financial Reporting Standards” or “Generally Accepted Accounting Principles.”
b. Balancing of the Statement of Financial Position
The value of the assets on the balance sheet contains the elements that have been purchased by the entity or will generate in the future and that are measurable. On the other hand, liabilities are the critical factors that have been owed by the entity involving debt, salaries, payables, and taxes. The section of the shareholder's equity represents the retained earnings of the firm along with the value of capital that has been distributed by the potential shareholders. In order to balance the balance sheet, it would be essential that the value of the total assets are equivalent to the value of total liabilities along with the shareholder's equity. The vital reason for the balancing of the balance sheet involves the accounting principle related to double entry. 
The concerned system of accounting effectively records all the potential transactions in at least two various accounts and also monitors them as a relevant check for ensuring consistency within the entries. The double entry refers to a system of accounting for recording a potential transaction in a minimum of a couple of entries that are based on a double aspect such as Credit and Debit. The concerned principle primarily requires that for each debit there need to be an opposite and equal credit within any transaction (Tóth, 2018). Double entry is a systematic and scientific system of maintaining and recording the books of accounts. The current form of accounting primarily records both the factors of transaction with regard to the complete form of accounting.
Question 2
a. Financial Ratios
1. ROCE
The Return on Capital Employed (ROCE) refers to the financial ratio that helps to measure the profitability and efficiency of the firm in terms of its capital employed (BANSAL and KUKKAR, 2019).
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Earning before Interests and Tax 805 699

Capital Employed 7225 7041

ROCE (EBIT/Capital
Employed)*100 1114% 9.93%




Figure 3: Return on Capital Employed
(Source: Created by the Author)
A higher level of ROCE within Sweets Plc indicates that the concerned entity obtains stronger profitability across the comparisons of the organisation. It is a more favorable situation for the firm as it evaluates the generation of larger profits.
2. ROE
The Return on Equity (ROE) can be considered as the potential measure regarding the net value of the firm that needs to be divided by the value of shareholder’s equity in an appropriate way.
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Sharcholder's Equity 3088
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366
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Figure 4: Return on Earnings
(Source: Created by the Author)
An increase in ROE indicates that Sweets Plc is enhancing its generation of profit without any requirement of further capital. It is a better condition for the present company as it indicates more efficiency in terms of the utilisation of capital.
3. Earnings Per Share
EPS can be treated as a potential figure that demonstrates the level of profit extracted by the company for every outstanding share of stock and is measured on an annual or quarterly basis (Erfani and Vasigh, 2018).
	3 Earnings per share

                                                              2021                                         2020
                                                                                                                                                                            £m                                   £m

	Earnings 
	431
	366

	No of ord shares 
	600
	600

	Earnings of ord  shares
	0.72/share
	0.61/share


Figure 5: Earnings Per Share
(Source: Created by the Author)
An increase in the figure of earnings per share within the firm indicates that the entity is generating a higher level of profits in order to contribute to its potential shareholders.
4. Net Profit Margin
The margin related to the net profit evaluates the measurement of the value of the net income generated by Sweets Plc during the financial year 2020-21 respectively.
	4.Net profit margin

                                                              2021                                         2020

                                                                    £m                                                 £m

	Net profit   *100=
sales


	Operating profit*100

6738
=  805 *  100=  11.95%

           6738


	Operating profit*100=

6441
=  699*  100=  85%

       6441



Figure 6: Net Profit Margin
(Source: Created by the Author)
A higher margin of the net profit within the respective organisation denotes that the firm is more efficient in terms of the conversion of sales into the actual profit over a definite period.
5. Asset Turnover
Asset turnover can be esteemed as the crucial ratio to the revenues or total sales to the average level of assets (Hasanaj and Kuqi, 2019). It helps the investors to assess the effective performance of the firm in terms of utilising the assets for generating sales.
	                                              5. Asset turnover                                                           
  2021                                         2020

                                                                                                                                                                                                                                £m                                    £m

	Net sales
	6738
	6441

	Assets
	9736
	10087

	Asset turnover
	0.69
	0.63


Figure 7: Asset Turnover
(Source: Created by the Author)
The large level of asset turnover ratio evaluates that Sweets Plc is highly involved in utilising its assets in a more efficient manner over the definite period.
6. Stock Holding Days
It is a ratio that evolves the number of days, for which an entity primarily holds the level of inventory before making the sales.
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2021 2020

£m £m

Inventory 708 659
Cost of Goods Sold 3235 3096

Stock Holding Days
(Inventory/Cost of Goods
Sold)*365 80 days 78 days




Figure 8: Stock Holding Days
(Source: Created by the Author)
A higher day in stock holding depicts that Sweets Plc is not capable to transform its level of inventory into sales in a rapid manner. The purchase of large inventory or the poor performance in sales can be esteemed as the major cause for the higher stock holding days within the firm (Jihadi et al. 2021).
7. Debtors Collection Period
The collection period for debtors is the length of time taken by the organisation to provide credit to its potential consumers for paying its debt.
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2021 2020
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Debtors 1249 1287
Sales Turnover 6738 6441
Debtors Collection Period

(Debtors/Sales Turnover)*365 68 days 73 days




Figure 9: Debtors Collection Period
(Source: Created by the Author)
It can be demonstrated from the above financial data that the concerned entity is highly engaged in collecting payments from its consumers rapidly.
8. Current Ratio
The current ratio focuses on the capability of the organisation for making the payment of its short-term obligations due within a financial year (Husain and Sunardi, 2020).
CURENT RATIO
	2021 £m
	2020  £m

	Curent assets          = 2303 =0.95
Current liabilities     2511
    Ratio=0.92:01
	Curent assets          = 2355 =0.77

Current liabilities     3045

Ratio=0.77:01


Figure 10: Current Ratio
(Source: Created by the Author)
An increasing trend in the current ratio within the firm indicates that Sweets Plc can be capable enough of fulfilling its short-term obligations in an accurate manner. The potential strategies that can be developed by the firm to enhance the current ratio involve reducing back on several costs, paying off the liabilities, and many more.
9. Gearing Ratio
The gearing ratio plays an essential role to measure the proportion of the assets that have been invested into the organisation that has been financed by the amount of long-term borrowing (Alatrash, 2018)
	
	2021   £m
	2020   £m

	DEBT*100        = NON CURENT  LIABILITIES *100
DEBT+EQUTY     NON CUR LIAB +EQUTY
	4137        *100=
4137+3088

=4137*100=

4137*100=

7225

=57.26%


	4129        *100=

4129+2912

=4129*100=

7041
=58.64%


Figure 11: Gearing Ratio
(Source: Created by the Author)
An effective payment of the liabilities by Sweets Plc leads to a decrease in the value of the gearing ratio extensively. Releasing a higher level of shares to the public can enhance the shareholder equity that can be utilised by the firm for paying the organisational debt.
10. Interest Cover
The Interest Cover can be considered as a potential ratio that is utilised within the company to assess the performance of the firm to make the payment of the interest on its outstanding debts respectively.
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	3.56 TIMES
	3.86 TIMES


Figure 12: Interest Cover Ratio
(Source: Created by the Author)
The lower interest coverage ratio articulates that Sweets Plc is critically burdened by the expenses of debt along with the lesser level of capital that needs to be utilised by the present firm accurately.
b. Financial Performance and Position of Sweets Plc
The financial performance of Sweets Plc indicates that the current organisation has effectively managed to enhance the level of revenues with the help of regulating relevant operational and financial factors in an accurate way. An increment in the net profit margin can be esteemed as the beneficial factor for the current organisation to encourage the investors and other stakeholders for being a part of the respective entity. It would be helpful for the relevant stakeholders and investors to generate an effective level of returns from the concerned profitable organisation over a specific period (Zheng et al. 2019). 
It would be highly important for the potential managers of Sweets Plc to establish potential strategies in order to overcome the critical challenges that might occur within the organisation in the future due to inflation, economic downturn, and many more. It would be necessary for the manager of the concerned entity to operate the financial activities in such a manner that enhances the level of revenues and decrease the number of expenses extensively. The relevant distribution of the dividend and returns on the investment made by the investors and shareholders would encourage new stakeholders for making an investment into the company that in turn improve the brand image of the firm over a definite period.
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