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[bookmark: _Toc28854]QUESTION 1

A. [bookmark: _Toc24617]Income Statement and Balance Sheet of the Company  

Table 1: Wales Plc 
      Income  Statement
	For the ended  31 Dec 2021
	£

	Sales 
	800,000

	Cost of sales 
	578,650

	Gross Profit 
	221,350

	Operating  Expenses 
	

	Administrative expenses
	30,000

	Directors remuneration
	5,000

	Distribution costs
	28,000

	Total operating expense 
	63,000

	Operating  Income 
	158,350

	Interest paid 
	2000

	Profit  before Tax 
	156,350

	Corporation Tax Expenses
	100,000

	Net Income 
	56,350



Table 2: Wales Plc 
          Balance Sheet
	Current Assets 
	

	cash and Bank  
	126,270

	Account Receivables 
	980

	prepaid Interest 
	2,000

	Trade Receivable 
	170,125

	Inventory Stock 
	430,600

	Total Current  Assets 
	729,975

	
	

	Non-Current  Assets
	

	Plant and Equipment 
	1,250,000

	Total Assets 
	1,979,975

	
	

	Current Liabilities 
	

	Trade Payable 
	188,625

	Sales commissions payable
	3000

	Non-current Liabilities 
	

	Long term  Debt 
	200,000

	Total Short and Long term liabilities 
	391,625

	
	

	Equity 
	

	Common share equity 
	1,000,000

	Preference share 
	400,000

	Retained profits 
	188,350

	Total Equity 
	1,588,350

	Total  liabilities and Equity 
	1,979,975



The presented tables show the financial statement of Wales Plc for the year ended 31st December 2021. Table 1 shows the Wales Plc Income Statement which has a net income of £56,350 during the year ended 2021. In addition, table 2 illustrates the financial position of Wales plc. 
B. [bookmark: _Toc13951]Why does a Statement of Financial Position Balance 
A company's financial status is determined by the actions it makes in its financial statements. The value of a company as of a specific date is presented in a financial statement. A balance sheet lists the company's assets, or what it owns, whereas liabilities are the debts owed by the company. Hasanaj and Kuqi (2019) define a financial report that lists corporate resources, debts, and shareholders ’ equity at a certain point in time referred to as a balance sheet. The balance sheet provides the basis for evaluating a company’s capital structure. To make it more precise, the statement of balance sheet evaluation what a company owes, owns, and the money invested by shareholders. According to Nguyen, Gan, and Li (2020), the company's financial position which is often referred to as a balance sheet adheres to the accounting equation, where assets are presented on one side, meanwhile liabilities and shareholder equity are presented on the other side of the balance sheet. In terms of numbers, the left and right sides of the balance sheet must equal each other. Carpenter et al. (2018). Song et al. (2019) explain that the primary reason causing a balance sheet to balance in accounting is the double entry rule. Every transaction is recorded in at least two different accounts, therefore this accounting system also acts as a check to make sure the entries are accurate.
 Double bookkeeping requires debits equal to credit. Moreover, the financial position typically describes the functions of the statement. It has been determined that when the balance of both sides of a financial position is not equal then it is an indication of a problem while recording accounting entries (Faccia and Mosteanu, 2019). In addition, The balance sheet is a key reporting statement that is used by analysts, executives, and investors to understand a company's present financial situation. The financial situation statement is typically provided by organisations using a double-entry accounting system since it enables ongoing adjustments to the company's resources, obligations, and equity accounts. Furthermore, using the double-entry bookkeeping record system allow a company to check and maintain balance for each transaction, thus it provides the investors and analyst with the accuracy of the company and ensures the business consistency of maintaining funds. Moro-Visconti (2022) argue that balance in a statement in financial position ensures the investors that the company is misrepresenting any information since both sides of a balance sheet (Asset = Liabilities and owner’s equity) are equal. It's more likely that accounts will balance when the company use double-entry accounting because it reduces errors. By lowering errors and assisting in financial reporting to prevent fraud, the double-entry accounting system can improve business accuracy.
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[bookmark: _Toc11075]QUESTION 2
A. [bookmark: _Toc23414]Overview of Financial Ratio 
By analysing both historical and present financial data, the company’s financial ratio is used to assess a company's financial health. Using comparative statistics, the performance of the company over time may be displayed and predicted. The financial performance of a company may be contrasted with that of its competitors and the industry as a whole. Various ratios are used to evaluate the performance of the company which involve the profitability, liquidity, solvency, and debt position of the company. According to Bordeianu and Radu (2020), ratio analysis can be used by investors with ease because the financial records of a company contain all the data required to calculate the ratios. Appendix 1  shows the calculation of the ratios of Sweets Plc from the year 2020 and 2021 fiscal year. The provided calculation also provide the change of each ratio during the year. 

B. [bookmark: _Toc6394]Analyse the Financial Performance and Position of the Sweets Plc
	To evaluate the entire performance and position of the company, a number of variables, such as solvency, profitability, liquidity, repayment capacity, and financial efficiency should be considered. Each of these factors evaluates a separate component of financial  performance and position  of the company. The ROCE calculation demonstrates how much money a company makes for each £1 of capital invested. The greater the profit a company can produce per unit of output, the better (Purba and Africa, 2019). Therefore, in corporate comparisons, a larger ROCE indicates more profitability. The computation of Sweets plc ROCE shows that ratio increased by 1.21% from 2020 to 2021. The reason for the increased in ROCE for Sweet's plc is because of higher operating income or EBIT observed from Sweet’s financial statement during 2020-2021 which increased the ratio of ROCE. In addition, the computation of ROE allows an investor to analyse how well a company is efficient to manage its capital. The appendix 1 shows the calculation of return on equity for 2020 and 2021, it was discovered that in 2021, the company's return on equity ratio increased by 1.39% because there was in increase in the net income of the company in 2021. Thus, a higher ratio indicates the higher profitability of the company. 


	Profits are divided by the number of shares of common stock to determine a company's profit per share (EPS) (Pramitta Yulianda, Thio, and Asri, 2018).  On this figure, a company's profitability is determined. Abd Rahim et al. (2020) define that companies frequently utilise the EPS ratio to report their financial results. From the provided appendix it has been figured out that from 2021 to 2020 the  EPS of the company increased by 0.217, which suggests that investors would pay more for Sweet’s plc shares if they believe the company has larger earnings relative to its share price, thus the higher EPS denotes more value for the company and increased the net worth of the Sweets plc.  
	The percentage of profits that remain after all operating and non-operating costs have been subtracted from the period's sales is known as the net profit margin (Jayathilaka, 2020).NPM is another measurement of computing the profitability of the company. The given financial statement and a calculated ratio of NPM suggest that although the net income of the company increased from 2020-21 the ratio decreased from 6.4% to g 5.7% because of the higher cost incurred observed during the year which significantly lowered the ratio by 0.71%. Sales are compared to the total value of assets to compute the asset turnover ratio. This metric measures the efficiency with which assets are turned into monetary value. After the computation, it is found that the company is running more effectively and using its capital because it earns more income from its assets in addition, inventory days on hand is a metric often used to determine how long it takes a company to sell through its inventory supply, from the company analysis it can be asserted that Sweets Plc has significantly reduced the period of stock inventory from 77.6 days in 2020 and 37.02 days observed in 2021. Thus the result shows that the company is effectively utilising its inventory. 
	 The debtors' collection period reflects the time a company take to collect a debt from trade. It is generally considered the higher efficiency if the number of debtors collection decreased (Furman and Summers, 2019). From the provided financial statement of Sweets Plc, the Debtors Collection Period is decreased from 72.9 days to 68.68 days which also reflects the higher efficiency of the company. The current ratio is one of the liquidity metrics used to calculate a company's capacity to pay short-term debt commitments. According to Gayathri et al. (2019), The current ratio takes into account how much of the total current liabilities are covered by the total current assets. Chika,  Promise, and Werikum (2022) defines that the current ratio is one of the most prominent metric for determining a company's liquidity. From the company analyse it has been evaluated that the liquidity position of the company increased during the year. In 2020 the current ratio was 0.773 which increased by 0.144. Thus, the ratio shows that the company's liquidity position has increased because of an increase in higher current assets. 
	To analyse the financial position and performance it is important to evaluate the debt position of the company. The computation of the Gearing ratios measures the company's leverage and financial health by comparing shareholders' equity to corporate debt. Appendix 1 shows the results of the company gearing ratio. After calculating the gearing ratio of Sweet's plc it has been analysed that the debt position of the company has lowered by 0.311 which reflects that Sweet's plc has lowered its debt level. Additionally, the interest coverage ratio is another matrix that is used to analyse the financial position of the company. Restianti and Agustina (2018) describe that  higher interest coverage ratio shows the higher efficiency of the company. The computation of Sweets Plc shows that the company has lowered its coverage ratio by 0.3, which increases the possibility of the company earning lower operating profit. Because the formula for computing the interest coverage ratio can be stated as EBIT divided by interest expense. The company financial statement analysis suggest that Sweet's plc interest expense has been increased from 181 to 226 pound which reduces the company coverage ratio during the year. Overall, the analysis of the Sweets Plc ratios analysis suggests that the company is earning higher profitability and efficiency. Meanwhile, the current ratio indicates a higher liquidity position of the company. Thus, the analysis and results reflect the good financial position of Sweet's plc. 
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Table 3: Sweets Plc Ratio Analysis
	
	
	
	

	
	
	
	

	
	2020
	2021
	Change 

	
	£
	£
	£

	ROCE 
	9.9%
	11.1%
	1.21%

	ROE 
	12.6%
	14.0%
	1.39%

	Earning per share 
	1.2 
	1.4 
	0.217 

	Net Profit Margin  
	6.4%
	5.7%
	-0.71%

	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 

	Current Ratio 
	0.7731 
	0.9172 
	0.1440 

	Gearing Ratio 
	2.4639 
	2.1528 
	-0.311 

	Interest  Cover
	3.8619 
	3.5619 
	-0.300 



