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[bookmark: _Toc122731176]INTRODUCTION
In the business world, application of management in different operations, especially in financial management, holds an important value to the organisation. This is particularly crucial for the insights that managers can utilize to undertake different resolutions with a view to attaining goals and objectives. For that, income statement and financial position statement are two of the major components in the financial management that businesses can produce (Jagannath et al., 2013). In addition to that, different ratios including ROCE, ROE, earnings per share etc. can be of much help to the business organisation, too. This report will produce the necessary statements alongside the ratios asked for the report. In the end, necessary comments will be elongated.
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Wales PLC.
Income Statement
31st December, 2021
	 
	 Amount 
	 Amount 
	 Amount 

	Sales
	 
	  800,000.00 
	 

	(+) Unrecorded sales
	 
	980.00 
	 

	 
	 
	800,980.00 
	 

	Less: Cost of sales
	 
	578,650.00 
	 

	Gross profit
	 
	 
	222,330.00

	Less: Operating Costs
	 
	 
	 

	Administrative expenses
	 
	30,000.00 
	 

	Distribution costs
	  28,000.00 
	 
	 

	(+) Accrued sales commission
	    3,000.00 
	 
	 

	 
	 
	31,000.00 
	 

	Directors’ remuneration
	 
	5,000.00 
	 

	Interest paid
	 
	2,000.00 
	 

	Total operating costs
	 
	 
	68,000.00 

	Profit before tax
	 
	 
	154,330.00

	Less: Corporate Tax
	 
	 
	50,000.00

	Profit after tax
	 
	 
	1,04,330.00 

	Preference dividend paid
	 
	    30,000.00 
	 

	Ordinary dividend paid
	 
	    20,000.00 
	 

	Total dividend paid
	 
	 
	    50,000.00 

	 
	 
	 
	    54,330.00 

	Retained profits at 1st January 2021
	 
	 
	  132,000.00 

	Retained profits at 31st December 2021
	 
	 
	  186,330.00 
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Wales PLC.
Statement of Financial Position
31st December, 2021
	 
	 Amount 
	 Amount 
	 Amount 

	Current assets:
	 
	 
	 

	Stock at 31st December 2021
	 
	     430,600.00 
	 

	Trade receivable
	  170,125.00 
	 
	 

	(+) Unrecorded sales
	         980.00 
	 
	 

	 
	 
	     171,105.00 
	 

	Cash and bank
	 
	     176,250.00 
	 

	Total current assets
	 
	 
	     777,955.00 

	 
	 
	 
	 

	Non-current assets:
	 
	 
	 

	Plant and equipment
	 
	 
	  1,250,000.00 

	Total Assets
	 
	 
	  2,027,955.00 

	 
	 
	 
	 

	Current liabilities:
	 
	 
	 

	Trade payable
	
	188,625.00 
	 

	Total dividend paid
	
	50,000.00
	 

	Accrued sales commission
	      
	3,000.00
	 

	Total current liabilities
	 
	     
	241,625.00 

	 
	 
	 
	 

	Non-current liabilities:
	 
	 
	 

	4% Debentures
	 
	     
	200,000.00

	Equity:
	 
	 
	 

	£1 ordinary shares
	 
	  1,000,000.00 
	 

	10% £1 preference shares
	 
	     400,000.00 
	 

	Retained profits on 31st December 2021
	 
	     186,330.00 
	 

	 
	 
	 
	  1,586,330.00 

	Total liabilities and equity
	 
	 
	  2,027,955.00 
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The statement of financial position helps to display the assets and liabilities that an organisation possesses in a nutshell. Using this statement, the user of the statement can evidently dig up any necessary details on the required aspects of the organisation. In the statement, the both sides always equal where one side consists of assets and another consists of all the liabilities (Joseph 2011). But, the answer to why the statement of financial position balances in the both sides lies within the fundamental of accounting which is the double entry system. 
The double entry system always records all the occurring economic transaction twice for which the financial position gets stated with the both side being equal. Under the double entry system, every financial transaction affect the both side simultaneously and for this, the result achieved at last, remains to be the same (Eddy 1990). If an example is put into action, the payment of employees being cleared can used as a viable example of the situation. The payment can be accrued by the organisation to maintain financing plans on short term basis. This will create a liability as well as an expense, at the same time. On the other hand, when the payment will be made by the organisation, then the liability and asset will be affected by the transaction. In the first transaction, the liability will increase and the expense will reduce equity. On the second one, the liability will decrease and so will asset in relation to cash. In this way, the both side will remain to be the same or equal. 
On the merit of the above discussion, it can be inferred that the reason for balancing of statement of financial position is the double entry system.
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1. ROCE: ROCE is the return on capital employed where the capital employed generally sums the equal to non-current liabilities and total equity (Camelia 2013). As for the sources of capital employed, it is usually equity and debt capital that get calculated to comprise it. In relation to the abovementioned two aspects, here, operating profit is also utilized. Operating profit is utilized because the operating expenses are paid up, the remaining balance is considered for paying up other responsibilities such as dividends of common stock and preferred stock. 
Here, the formula to calculate ROCE is  x 100
	
	2021
	2020

	Operating profit
	805.00
	699.00

	Non-current liabilities
	4,137.00
	4,129.00

	Equity
	3,088.00
	2,912.00

	Implication of Formula
	805/ (4137 + 3088)
	699/ (4129 + 2912)

	
	11.14%
	9.93%



As for the explanation, the ROCE has seen a growth of 1.21% going from 2020 to 2021. The major reason behind this was the increased operating profit earned in 2021 as opposed to 2020. From the growth of ROCE, it can be inferred that the company has seen better profitability in the year 2021 than 2020. 
2. ROE: ROE is return on equity which uses the profit after tax in relation to the total equity of the organisation in order to calculate the ratio. Through ROE, it can be determined what the business is earning against the equity invested in the operations (De Wet et al., 2007). Also, due to the profit being distributed to the shareholders consisting profit after tax, for ROE, profit after tax is used. 
The formula to calculate ROE is  x 100
	 
	2021
	2020

	Profit after tax
	431.00
	366.00

	Equity
	3,088.00
	2,912.00

	Implication of Formula
	431/3088
	366/2912

	 
	13.96%
	12.57%



Even in this case, the ROE has increased in the year 2021 as compared to 2020, because the profit after tax earned was higher in 2021 than it was in 2020. The higher ROE implies that the company has been able to utilize its capitals properly and made higher profits.
3. Earnings Per Share: Earnings per share is just as the name indicates. It is the earning that is distributed among the shareholders which is essentially the profits after tax. As the EPS is shared among the shareholders, the profits after tax is put up against the number of shareholders that the company is affiliated with. 
The formula to calculate EPS is 
	 
	2021
	2020

	Profit after tax
	431.00
	366.00

	Number of shares (300/0.50)
	600.00
	600.00

	Implication of Formula
	431/600
	366/600

	 
	0.72
	0.61



In terms of earnings per share, it has increased for the company, as well, in 2021, going from 0,61 to 0.72. This indicates that the company has been able to increase its profit after tax and paid the shareholders higher than 2020.
4. Net Profit Margin: The net profit margin ratio helps to understand the performance gained by the company which is a profitability ratio. It is used to show the profitability margin of a company comprising the revenues and the net profit of the company to calculate the net profit margin (Nariswari et al., 2020).
The formula to calculate net profit margin is  x 100
	 
	2021
	2020

	Profit after tax
	431.00
	366.00

	Revenue
	6,738.00
	6,441.00

	Implication of Formula
	431/6738
	366/6441

	 
	6.4%
	5.7%



Again, the net profit margin of the company seems to have increased in the year 2021 coming from 2020. The percentage went from 5.7% to 6.4%. This goes to show that the company has been able to increase its revenues all the while minimizing the costs incurred. 
5. Asset Turnover: Asset turnover ratio is an efficiency ratio used to understand the utilization of assets. Using this ratio, a company can get information on the revenue getting generated on the account for the asset invested. Using this particular ratio, the company can get to understand how efficient the whole process of generating profits is. 
The formula to calculate asset turnover is 
	 
	2021
	2020

	Revenue
	6,738.00
	6,441.00

	Total assets
	9,736.00
	10,087.00

	Implication of Formula
	6738/9736
	6441/10087

	 
	69.21%
	63.85%



Here, although the count of total assets has dropped in 2021 in comparison to 2020, the company has still managed to gain a higher turnover. For this result, the reason can be said to be getting rid of assets that are not yielding, assets that require frequent maintenances etc.
6. Stock Holding Days: Another efficiency testing ratio that can be used is stock holding ratio which calculates how long a company holds onto the stocks invested. Through this, the company can understand the efficiency of the company’s comprehension of the market demand and supply and the measures it undertakes in response. In short, this can show the average period that a company takes up to sell its stocks back to the market.



The formula to calculate stock holding days is  x 365
	 
	2021
	2020

	Inventory
	708.00
	659.00

	COGS
	3,235.00
	3,096.00

	Implication of Formula
	(708/3235) x 365
	(659/3096) x 365

	 
	80
	78



In this case, the average time the company holds its stock for has increased by 2 days. Although there is no set standard as to how long a company should hold onto its stocks, but the less, the better it is for the company. In this case, the average day has increased which is not a great sign.
7. Debtors’ Collection Period: To calculate the efficiency of collecting the receivables from the debtors, debtors’ collection period ratio is used by companies to identify the average day the organisation takes to bring back all accounts receivables. In addition, the company can understand the liquidity stance of itself.
The formula to calculate debtors’ collection period is  x 365
	 
	2021
	2020

	Receivables
	1,249.00
	1,287.00

	Sales
	6,738.00
	6,441.00

	Implication of Formula
	(1249/6738) x 365
	(1287/6441) x 365

	 
	68
	73



Through this outcome, it is evident that the company has become more efficient in collecting its receivables which decreased from 73 to 68 days coming from 2020 to 2021. This indicates that the company has been in a good liquidity stance, too.
8. Current Ratio: It is liquidity ratio used to measure the short-term performance of a company by using the current assets and the current debts. Using this ratio, it can be determined whether a company is sufficient in paying all the current liabilities (Bowlin 1963). The higher this ratio, the higher the liquidity the company holds.
The formula to calculate current ratio is 
	 
	2021
	2020

	Current assets
	2,303.00
	2,355.00

	Current liabilities
	2,511.00
	3,046.00

	Implication of Formula
	2303/2511
	2355/3046

	 
	0.92: 1
	0.77: 1



Although the company has improved its liquidity position significantly for the year 2021 in contrast to 2020, however, it is still not enough as the company might fall short of liquid if it is required to pay off all its current debts.
9. Gearing Ratio: Using the gearing ratio, a company can create a proper mixture of debt and equity to properly finance its operations in both regular as well as long-term activities (Muradoglu et al., 2005). 
The formula to calculate gearing ratio is  x 100
	 
	2021
	2020

	Total debt
	    6,648.00 
	      7,175.00 

	Total equity
	    3,088.00 
	      2,912.00 

	Implication of Formula
	6648/3088
	7175/2912

	 
	215.28%
	246.39%



Although the company has managed to decrease its debts against equity, however, it still has more than double the debt as it has equity.
10.  Interest Cover: It is a gearing ratio that is utilized to understand the ability of a company to pay off the required responsibilities that come with debt (Kurnia 2022).
The formula to calculate interest cover is 
	 
	2021
	2020

	Operating profit
	805.00
	699.00

	Interest
	226.00
	181.00

	Implication of Formula
	805/226
	699/181

	 
	3.56
	3.86



Through this ratio, it is imminent that the company has been able to decrease its interest cover in contrast to its operating profit.












[bookmark: _Toc122731183]CONCLUSION
Producing financial statements and required ratios for a business holds importance to the overall development in the performance aspect of the organisation. This is essentially true because the understanding of each figure and how they come to be are two sides that can help the managers to incorporate necessary changes to gain the performance increments. This report has produced two reports comprising income statement and financial position. Besides these two, this report has also incorporated 10 different financial ratios to get the required insights on the financial situation of the company provided in the case. Finally, the performance has been evaluated and proper comments have been passed on each segment.


[image: ]










[bookmark: _GoBack]
[bookmark: _Toc122731184]REFERENCE
1. Bowlin, O.D., 1963. The current ratio in current position analysis. Financial Analysts Journal, 19(2), pp.67-72.
2. Camelia, B., 2013. Analysis model for return on capital employed. Annals of the “Constantin Brâncuşi” University of Târgu Jiu, Economy Series, (1), pp.82-87.
3. De Wet, J.H.V.H. and Du Toit, E., 2007. Return on equity: A popular, but flawed measure of corporate financial performance. South African Journal of Business Management, 38(1), pp.59-69.
4. Eddy, D.M., 1990. Comparing benefits and harms: the balance sheet. Jama, 263(18), pp.2493-2505.
5. Jagannath, A. and Koller, T., 2013. Building a better income statement. McKinsey & Company, New York, NY, November.
6. Joseph, N.G., 2011. STATEMENT OF AUTHENTICITY (Doctoral dissertation, CHRISTIAN SERVICE UNIVERSITY COLLEGE).
7. Kurnia, M.R., 2022. The Effect of Interest Coverage Ratio, Basic Earning Power and Earning Per Share on Stock Price at PT. Indofood Sukses Makmur Tbk. Jurnal Simki Economic, 5(1), pp.50-59.
8. Muradoglu, G., Bakke, M. and Kvernes, G.L., 2005. An investment strategy based on gearing ratio. Applied Economics Letters, 12(13), pp.801-804.
9. Nariswari, T.N. and Nugraha, N.M., 2020. Profit growth: impact of net profit margin, gross profit margin and total assests turnover. International Journal of Finance & Banking Studies (2147-4486), 9(4), pp.87-96.


2

image1.png
Prifysgol Cymru
N Y Drindod Dewi Sant

University of Wales
Trinity Saint David

3




image2.jpg




