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[bookmark: _Toc110373532]Introduction
Financial management is the concept used to identify the financial performance development in the business function and identify the financial stability of the firm effectually. Financial management is necessary for the development of the profitability and revenue operation of the firm in the present circumstances. In addition to it, the current financial flow in the business operation can be assessed by using the financial management process. The purpose of this report is to organize the financial data and prepare the financial statement to identify the current financial progress of the firm effectively. On the other hand, ratio analysis methods have been used in the second part to interpret the financial performance of the firm more significantly. 
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Development of Income Statement
Income Statement stated as the statement of finance used to recognize the financial capability of an organization in the current environment by using total earnings and total expenses effectively (Akron & Taussig, 2022). An income Statement can be used to measure the financial enactment of the firm effectively and find out the key issues associated with the business performance. All the data related to the sales revenue, cost of sales, expenses, and income in the business operation can be evaluated by developing the income statement in the business operation (Li et al. 2022). Income Statement of Wales Plc. has been developed in the following section of the report eventually.
	In the Books of Wales Plc

	Preparation of Income Statement

	Particulars
	Amount

	Sales Revenue
	800,000

	(-) Cost of Sales
	578,650

	Gross Profit
	221,350

	Less: Operating Expenses
	 

	Administrative Expenses
	30,000

	Interest paid
	2,000

	Directors remuneration
	5,000

	Distribution Costs
	28,000

	Outstanding expenses
	3,000

	Ordinary dividend paid
	20,000

	Preference dividend paid
	30,000

	Total operating expenses
	118,000

	Operating Profit
	103,350

	Less: Corporate tax
	100,000

	Net Profit 
	3,350


Table 1: Income Statement for Wales Plc.
(Source: developed by author)

Development of Statement of Financial Position
The statement of financial position is the statement used to record the financial transaction related to the obligation, properties, and equity for the business function. With the assistance of a balance sheet, an enterprise is able to monitor the progress of the business operation as well as identify the current wealth of the firm (Jeenas, 2019). On the other hand, the financial obligation of the firm can be recognized by using the balance sheet more effectively in the current environment. Short-term obligations and short-term assets resource in the firm operation can be identified through the evaluation of the balance sheet in the present circumstances. The Statement of financial position of Wales Plc. has been developed in the following part of the report effectively –
	In the Books of Wales Plc

	Statement of Financial Position

	Particulars
	Amount

	ASSETS
	 

	Non-current assets
	 

	Plant & Equipment
	650,000

	Current Assets
	 

	Inventories
	330,600

	Trade Receivable
	171,105

	Cash and bank
	75,270

	 
	 

	Total Current assets
	576,975

	Total Assets
	1,226,975

	 
	 

	LIABILITIES & EQUITY
	 

	Non-current Liabilities
	 

	 
	 

	Current Liabilities
	 

	Accrued commission
	3,000

	Trade Payable
	188,625

	Tax Payable
	100,000

	Total Current Liabilities
	        291,625 

	 
	 

	Equity
	 

	Ordinary Share
	500,000

	Preference Share
	200,000

	Retained earnings
	135,350

	Debenture
	100,000

	Total Equity
	935,350

	Total Liabilities & Equity
	     1,226,975 


Table 2: Statement of Financial Position for Wales Plc.
(Source: developed by the author)
	Statement of Retained earnings

	 
	Amount

	Opening Retained profit
	132,000

	Add: Net earnings during the year
	3,350

	Closing retained profit 
	135,350


Table 3: Calculation of Retained earnings
(Source: developed by the author)
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From the record of the statement of financial position, it is seen that the total liability & equity value is equal to the value of the total assets in the business operation. This data indicates that the statement of the financial position is balanced in the business operation. The accuracy of the financial record can be identified through the balance of the statement of financial statement. In the case of Wales Ltd, it is seen that the total value of assets is $1,226,975 whereas the total value of the liabilities and equity is also $1,226,975. This data indicates that the statement of the financial position for Wales Ltd is balanced which also refers to the effectiveness of the financial recording. According to Walshaw (2019), a double-entry bookkeeping system under the accounting principle is the key reason that the balance of the balance sheet is balanced in the current environment. As per the double-entry bookkeeping system, all the transactions must be recorded in two different accounts which make a balance in the record-keeping system. This process is also beneficial to check the consistency of the accounting entries in the business operation. In case of any defects in the record-keeping process in the business operation, then a difference between the total assets and liabilities can be seen. 
The accounting equation indicates that the balance must be balanced in the business operation to improve operational stability (Donelan & Liu, 2021). As per the double-entry bookkeeping system, the total amount of the assets must be equal to the total amount of the equity and liabilities in the business operation. According to the accounting equation Total assets = Total Liabilities + Total equity. A double-entry bookkeeping system leads the management to record the accounting transaction twice in two different accounts which impacts mutually the statement of financial position (Kuter et al. 2019). As an example, depreciation expenses have been recorded on the debit side of the income statement of the company as well as deducted from the total costs of the assets on its assets side. Recorded on the debit side of the income statement lower the net profit from the operation which contra records in the equity segment of the balance sheet. Considering the assessment, it is seen that the depreciation account has been effective on both sides of the balance sheet in the business operation. Based on this reason, it can be justified that the double-entry bookkeeping system leads to improve the entry in the statement of financial position and balanced it. 
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Ratio analyses considered are the elaboration of financial records used to illustrate the financial growth of the enterprise in the current environment effectively (Kourtis et al. 2019). The performance of an organization can be identified through the use of ratio analysis methods in business operations. Profitability, liquidity, efficiency, and financial risk can be measured through the identification of the ratio analysis methods in the firm function. 
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Return on Capital Employed is the financial ratio assessment that has been often used in business operations by managers to measure the capital efficiency of the firm to manage the profitability of the firm. 
	 
	2021
	2020

	ROCE
	11.14%
	9.93%

	EBIT
	805
	699

	Total Assets
	9736
	10087

	Current Liabilities
	2511
	3046

	Capital employed 
	7225
	7041

	ROCE = EBIT / Capital Employed
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Return on equity is the financial performance valuation used to identify the capability of the firm to utilize its equity to generate profitability from the business function effectively (Wijaya, 2019). 
	 
	2021
	2020

	ROE
	13.96%
	12.57%

	Net Income
	431
	366

	Equity
	3088
	2912

	ROE = Net income / Shareholders Equity
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Earnings Per Share is the calculation to find out the policy of the business to allocate the profit on outstanding shares in the business operation.  
	 
	2021
	2020

	Earnings Per Share
	     0.72 
	     0.61 

	Net income
	431
	366

	Average outstanding share numbers
	600
	600

	EPS = Net income / Outstanding numbers of share
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Net profit margin is the profitability performance metric used to identify the capability to convert the revenue to net profit at the end of the financial period. 
	 
	2021
	2020

	Net profit margin
	6.40%
	5.68%

	Net profit
	431
	366

	Sales
	6738
	6441

	Net profit margin = Net profit / Sales x 100





[bookmark: _Toc110373542](5) Assets Turnover
Assets turnover ratio showcase the ability of the firm to utilize the assets to generate revenue in the business operation (Alpi & Gunawan, 2018). 
	 
	2021
	2020

	Assets Turnover
	     0.68 
	     0.64 

	Net Sales
	6738
	6441

	Average total assets (Previous year assets + current year assets) / 2
	9911.5
	10087

	Assets turnover = Net Sales / Average total assets
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Stock holding days is the financial ratio assessment used to observe the efficiency of the business to manage the investors in the current environment. 
	 
	2021
	2020

	Stock Holding Days
	   77.12 
	   77.69 

	Average inventories
	683.5
	659

	COGS
	3235
	3096

	Stock Holding period = Average Inventories / COGS x 365
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The debtor’s collection period is the financial assessment that has been calculated to monitor the efficiency of the debtor’s policy of the business to collect the receivable quickly. 
	 
	2021
	2020

	Debtors Collection period
	   67.66 
	   72.93 

	Debtors
	1249
	1287

	Sales Turnover
	6738
	6441

	Debtors Collection period = debtors / sales turnover x 365
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The current ratio is the performance evaluation matrix used to monitor the progress of the firm to manage the liquidity in the current environment effectively. 
	 
	2021
	2020

	Current Ratio
	     0.92 
	     0.77 

	Current Assets
	2303
	2355

	Current Liabilities
	2511
	3046

	Current ratio = Current assets / Current Liabilities
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The gearing ratio is the financial assessment to identify the financial structure of the firm in the current environment and recognize the operational stability more effectively. 
	 
	2021
	2020

	Gearing ratio
	     1.34 
	     1.42 

	Total debt
	4137
	4129

	Total equity
	3088
	2912

	Gearing ratio = Total debt / total equity
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The interest Cover ratio can be used to identify the ability of the enterprise to manage the cash flow to cover the interest paid in the business operation. 
	 
	2021
	2020

	Interest Coverage
	     3.56 
	     3.86 

	EBIT
	805
	699

	Interest Expenses
	226
	181

	Interest Coverage = EBIT / Interest Expenses
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Based on the assessment of the ROCE it is seen that the ratio of the firm has increased from 9.93% in 2020 to 11.14% in 2021 effectively which stated to the increasing trends in the business operation. Improvement in total assets investment and reduction in the short-term obligation allows the form to improve the efficiency of the capital to generate higher profitability. The current capital efficiency of Sweets Plc. is effective by considering the ratio analyses (Wijaya, 2019). Increasing trends in the ratio analyses of ROE can be seen for Sweets Plc. in the current environment which also indicates a higher performance evaluation. Here, it is seen that the ROE of the company has increased from 12.57% to 13.96% in 2021 due to the higher utilization of equity in the business operation to generate profitability. 
Earnings per share is the investor’s management ratio used to monitor the financial performance of the firm to manage the investors in the business process. EPS of the business has increased from 0.61 to 0.72 in the business operation current environment due to improvement in the profitability which is beneficial for the investors. This data will attract large numbers of investors to make investments in the organization. Net profit margin is the financial ratio metric used to identify the current profitability in the business process effectively (Kurniani, 2021). It is seen that the NP margin has increased from 5.68% in 2020 to 6.40% in 2021 which indicates the improvement of the profitability with respect to the revenue of the firm. This data has also indicated the development of the profitability performance of the firm in business operation. 
The assets turnover ratio has been calculated to find out the financial ability of the firm to manage the operation of the asset in the current environment. Calculation of the ratio analyses shows that the company is able to improve the utilization of the assets to improve the sales revenue for the firm. 
The stock holding period and debtor’s collection period have been calculated to measure the financial efficiency of the firm in the business operation. The stock holding period indicates that the company currently takes 77 days to clear all the stocks in the business operation which was the same in the previous year as well. This data refers to the stability of the inventory management policy in the business operation. Evaluation of the debtor’s collection period, it is seen that the company reduce the receivable time from 73 days to 68 days in 2021. Improvement in the cash transaction and debtor’s management policy is the key factor that influenced the change in this financial ratio.  
The current ratio has been used to observe the liquidity function of Sweet Plc in the current environment. Trend analyses show that the Current ratio of the firm has improved from 0.77:1 in 2020 to 0.92:1 in 2021. This data refers to the effective valuation of the business operation in the current environment (Lalithchandra, 2021). It also stated that the company is able to improve the use of its short-term assets to meet the short-term liabilities effectively. 
Evaluation of the gearing ratio shows that the company is able to reduce the financial risk in the funding operation of the firm. It is seen that the total equity value of Sweet Plc, has increased in 2021 compared to 2020 which positively impacts the gearing perspective of the firm in the business operation. As per the ratio analyses, the gearing ratio has reduced from 1.42 to 1.34 which refers to a lower financial risk for the firm. The interest coverage ratio shows that the company has the ability to use its profits to pay the interest effectively. 
Based on the above analyses, it is can be stated that Sweet Plc has a good financial condition in the current environment due to higher profitability, liquidity, and efficiency performance. Investment opportunity in the business operation is also high for Sweet Plc in the current environment which is effective from the growth perspective of the business. Additionally, the capital efficiency and assets utilization capability of the company have also improved in 2021 compared to 2020 due to the improvement in capital allocation and assets utilization policies effectively. 
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Evaluation of Part B concluded that it is seen that the NP margin has increased in 2021 which refers to the improvement of the profitability with respect to the revenue of the firm. Improvement in total assets investment and reduction in the short-term obligation allows the form to improve the efficiency of the capital to generate higher profitability. Improvement in the cash transaction and debtor’s management policy is the key factor that influenced the change in this financial ratio. From the valuation of part a, it is concluded that a double-entry bookkeeping system leads the management to record the accounting transaction twice in two different accounts which impacts mutually the statement of financial position.
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