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[bookmark: _Toc133226341]Introduction
Financial statements hold significant importance in providing valuable insights into an organization's performance.  The present document presents an income statement and balance sheet, accompanied by ratio calculations, pertaining to the period that concluded on December 31st, 2022. The data utilised in this study was obtained from the general ledger of Wales PLC. The income statement provides insight into the operational performance of a company, whereas the balance sheet presents the financial status of the organisation at a particular moment in time. The second section pertains to the evaluation of Sweets PLC's resource and performance management through the use of ratios, which offers a significant perspective on the financial well-being of the organisation. The computation of ratios involves the utilisation of data derived from both the income statement and balance sheet. The purpose of this report is to provide Sweets PLC with the necessary information to make informed decisions regarding their present financial status and potential avenues for future improvement.  
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[bookmark: _Toc133226344]Income Statement
Wales PLC
Income Statement
For the year ended on December 31st, 2022
	Category
	£
	£2

	Sales
	800,000
	

	Unrecorded Sales
	980
	

	Total Revenue
	
	800,980

	COGS
	-578,650
	

	Gross Profit
	
	222,330

	
	
	

	Less - Expenses
	
	

	Administrative Expense
	30,000
	

	Dsitribution Cost
	28,000
	

	Owed Commissions
	3,000
	

	Director's Remuneration
	5,000
	

	Total Expense 
	
	-66,000

	
	
	

	Earnings Before Interests and Tax
	
	156,330

	Less - Interest Expense
	-2000
	

	Earnings Before Tax (EBT)
	
	154,330

	Less - Corporate Tax
	-100,000
	

	Net Income
	
	54,330

	
	
	

	Less - Dividends Paid
	
	

	Preference Dividends 
	30,000
	

	Ordinary Dividends
	20,000
	

	Total Dividends Paidd
	
	-50,000

	
	
	

	Retained Earnings For the year
	
	4,330

	Retained Earnings from previous year
	132,000

	Retained Earnings on 31st December, 2022
	136,330





[bookmark: _Toc133226345]Statement Of Financial Position
Wales PLC
Statement of Financial Position
For the year ended on December 31st, 2022
	Category
	£
	£

	Asset
	
	

	Current Asset
	
	

	Receivables 
	170,125
	

	Stock at Hand
	510,850
	

	Cash and Bank
	96,000
	

	Unrecorded Sold Goods
	980
	

	Total Current Assets
	
	777,955

	
	
	

	Noncurrent Assets
	
	

	Plant and Equipment
	
	1,250,000

	
	
	

	Total Assets
	
	2,027,955

	
	
	

	Liablitiy and Equity
	
	

	Current Liability
	
	

	Trade Payables
	188,625
	

	Tax Payables
	100,000
	

	Owed Commissions
	3,000
	

	Total Current Liabilities
	
	291,625

	
	
	

	Non Current Liabilities (NCA)
	
	

	Debentures
	
	200,000

	
	
	

	Total Liablities
	
	491,625

	
	
	

	Equity
	
	

	Ordinary Shares Outstanding 
	900,000
	

	Preference Shares
	500,000
	

	Retained Earnings on 31st December, 2022
	136,330
	

	
	
	

	Total Equity
	
	1,536,330

	
	
	

	Total Liability and Equity
	
	2,027,955



[bookmark: _Toc133226346](b)
The balance sheet, sometimes referred to as the statement of financial position, is used to display a company's assets, liabilities, and owner equity at a certain point in time. It helps to give a broad picture of the company's assets, liabilities, and owner's equity as well as the sums that shareholders have contributed. This statement balances because it follows the accounting rule that says assets equal liabilities plus the owner’s equity. According to this equation, there must be matching liabilities or owner's equity for each asset that the company owns (Fridson and Alvarez, 2014). Therefore, to preserve balance, any modifications made to one side of the balance must be balanced by adjustments to the other side. To put it another way, the statement of financial position balances because it reflects the financial situation of a corporation at a certain point in time and must follow fundamental accounting standards. A zero-sum equation is created when all assets on the balance sheet are equal to or less than liabilities plus owner equity. For instance, if a corporation has $1,000 in cash and $1,000 in accounts receivable (an asset), there must also be an equivalent $1,000 in liabilities or owner's equity. This might result in $500 in the owner’s equity and $500 in accounts payable (liabilities). The zero-sum equation is applicable in this situation: Assets = Liabilities + Owner's Equity ($1,000 = $500 + $500). Businesses must follow the accounting equation as well as the "matching principle" while drafting their statement of financial status. This indicates that for the balance sheet to stay in balance, assets and expenses must be equal. To ensure that everything on both sides of the balance sheet is considered, each time an asset is acquired, it should be accompanied by a matching expenditure (or liability). For instance, when a business buys inventory, it records a credit to inventory (an asset) and a debit to cash (assets). In addition, it will simultaneously record a credit to liabilities and a debit to cost of goods sold (expenses). According to Weygandt, Kimmel, and Kieso (2019), this matching of assets and expenses is what keeps the statement of financial position in balance. Overall, it is evident that the statement of financial position balances since it complies with fundamental accounting rules including the matching principle and accounting equation. In addition, all costs must be matched with matching assets or liabilities, and all assets must be equal to or less than liabilities plus owner equity. Businesses may appropriately portray their financial status at any time by following these rules. Companies may efficiently balance their statement of financial position (balance sheet) by adhering to suitable accounting norms. It provides a picture of a company's current financial position and might offer helpful information for making decisions. Businesses may use this to correctly analyze their existing financial status and make an effective future. 


Question 2
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[bookmark: _Toc133226348]ROCE
The Return on Capital Employed (ROCE) is a financial indicator utilised to assess a company's profitability by comparing its net earnings to the total capital employed. The calculation of return on capital employed involves the division of a company's operating profit or EBIT (Earnings Before Interest and Taxes) by its total capital employed, with the result expressed as a percentage. According to Benade et al. (2017), the Return on Capital Employed (ROCE) metric serves as a measure of a company's profitability in relation to its capital utilization efficiency. This aids investors in determining the potential benefits of investing in the company.

Formula for this is, 
For 2021, ROCE = 805,000/(9,736,000 – 2,511,000) = 0.1114 or 11.14%
For 2020, ROCE = 699,000/(10,087 – 3,046,000) = 0.0992 or 9.92%

[bookmark: _Toc133226349]ROE
Return on equity (ROE) is used to assess a company's profitability in relation to shareholder equity. It is determined as a percentage by dividing net income by total shareholders' equity. A higher ROE suggests better management and better capital investment since the firm is making more money relative to the quantity of equity it has (F J C Benade et al., 2017). A lower ROE indicates that the business could not be utilizing its resources effectively.  Investors may learn more about a company's financial performance by contrasting its ROE with that of companies in related industries.



Using the formula, ROE for 2021 is = 431,000/3,088,000 = 0.1396 or 13.96%
Similarly for 2020, ROE = 366,000/2,912,000 = 0.1257 or 12.57%

[bookmark: _Toc133226350]Earnings Per Share (EPS)
The parameter known as Earnings Per Share (EPS) is a significant indicator of a firm's profitability and worth. The statement denotes the calculation of the per-share value of earnings in the scenario where the total earnings are distributed uniformly among the outstanding shares, thereby determining the amount of money that each shareholder would receive. The increase in EPS indicates the financial growth and performance of a company, rendering it appealing to potential investors. The stakeholders, comprising shareholders, creditors, lenders, employees, and customers, derive advantages from a high EPS as it indicates a robust financial performance of the company (Subramanyam, 2018).  This is the reason why it is a significant measure for any enterprise. 




 

[bookmark: _Toc133226351]Net Profit Margin
The net profit margin is a method utilized by companies to gauge the proportion of their revenue that can be allocated towards expenses and earnings generation. The metric in question quantifies the amount of profit generated by a company for every unit of payment earned through sales, thereby offering valuable perspective on the company's financial performance as a whole and aiding in the formulation of strategic decisions (Subramanyam, 2018). The net profit margin metric enables organizations to assess their operational efficiency, make comparisons of performance across various timeframes, and evaluate their competitive positioning within their respective industries.







[bookmark: _Toc133226352]Asset Turnover Ratio
The Asset Turnover Ratio is a metric that can be utilized to evaluate the effectiveness of a company in producing revenue from its assets. The utilization of fixed asset turnover ratio can aid in assessing the extent to which a firm has allocated an excessive amount of its resources towards fixed assets (Subramanyam, 2018). Notwithstanding its utility, the Asset Turnover Ratio fails to account for the caliber of sales or the resultant profits, thereby potentially resulting in erroneous inferences if employed in isolation from other metrics. Moreover, it fails to consider the potential obligations. Hence, it is advisable to utilize this ratio as a singular performance metric among several others while assessing a business.





[bookmark: _Toc133226353]Stock Holding Days
The Inventory Holding Period, also known as Stock Holding Days, is utilized to determine the average duration of time that a company retains its inventory prior to its sale or utilization. The ratio is a metric that evaluates the efficiency and effectiveness of purchasing, manufacturing, and distribution processes by analyzing the speed at which products are being turned over. One advantage of a high Inventory Holding Period is the ability to prevent stockouts, which can contribute to sustaining customer satisfaction. Additionally, maintaining low inventory levels can lead to a reduction in overall costs. One of the drawbacks associated with a prolonged Inventory Holding Period is the immobilization of capital in superfluous inventory, as well as increased carrying expenses such as storage fees (Fridson and Alvarez, 2014). To optimize their financial gains while simultaneously satisfying consumer needs, enterprises must attain equilibrium between effectively maintaining sufficient inventory levels to avoid stockouts and refraining from excessive stockpiling to minimize costs. 







[bookmark: _Toc133226354]Debtor Collection Period
Debtor Collection Period is a ratio that assesses the length of time it takes a company to get payments from its clients. Divide the entire amount of accounts receivable for a particular period by the net credit sales for the same period to arrive at this ratio. With the help of this statistic, companies can promptly spot potential problems with debt collection and take the necessary steps to guarantee they get payments on time. A business will have to wait longer to get paid by its clients the greater the Debtor Collection Period.




[bookmark: _Toc133226355]Current Ratio
This ratio is not usually accurate since it does not account for the assets' profitability, liquidity, or ease of turning into cash. Additionally, businesses may employ aggressive accounting strategies that might fudge the stated current ratio. In order to accurately assess a company's financial health, investors need take into account various financial parameters.





[bookmark: _Toc133226356]Gearing Ratio
Investors can use this ratio for assessing the amount of risk, but other aspects like profitability and liquidity must also be considered; it should not be used as the only indication. The gearing ratio can be a reliable predictor of a company's financial health, but it shouldn't be utilized alone.






[bookmark: _Toc133226357]Interest Coverage
If the ICR ratio is higher, the firm is more likely to be able to pay off its debts; if it is lower, the company could have trouble repaying its loans. It is important to frequently check the ICR to evaluate risk and the financial situation. Analysts want an ICR of at least 2x, which means that a company's entire income exceeds its total interest payments by a factor of two. Companies with low or deteriorating ICR should take action to maintain a stable ICR, such as lowering their debt or raising their profitability. Investors should pay particular attention to the ICR since it may be used to assess a company's likelihood of being able to pay down its debt. Investors may better analyze the risk of possible investments and make more educated decisions about buying shares of firms using this information.
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Nearly all of Sweets PLC's financial statistics for the year 2021 compared to 2020 have demonstrated a numerical improvement. Given the same amount of equity utilized, the Return on Capital Employed (ROCE) and Return on Equity (ROE) both improved by 1.21% and 1.39%, respectively, showing that the firm is more effective in its use of capital. Additionally, earnings per share (EPS) increased by 0.1083, indicating that Sweets PLC was able to make a greater profit per share than in the past. Further evidence that profit margins are rising comes from the fact that net profit margin increased from 5.68% to 6.40%. According to the Asset Turnover Ratio, which increased from 63.85% to 69.21%, Sweets PLC is able to produce more income from the same number of assets. The Debtor Collection Period and Stock Holding Days (Inventory Turnover) show how long it takes the business to sell its stock and be paid for services rendered. The numbers for both have decreased a little from 2020, which suggests that Sweets PLC has improved at controlling their inventory and collecting payments. Additionally, there has been a large increase in the current ratio, which went from 0.773 in 2020 to 0.917 in 2021, indicating that the firm is now better prepared for short-term liabilities like debt payments and other costs. Finally, even though Sweets PLC's obligations are growing, they are still able to pay the interest on their loans because to a minor decline in both the gearing ratio and interest coverage ratio. Overall, Sweets PLC's financial performance has improved significantly since 2020. The different ratios listed above show that the business is improving its ability to manage debt by paying interest expenses and its efficiency in using capital. This suggests that Sweets PLC has room to expand and succeed further in the future. 

[bookmark: _Toc133226359]Conclusion
Despite the information provided, the ratio analysis does not always show the complete picture. As there was no industry benchmark given in the task, the judgment for the ratios cannot be specified properly. However, the performance of the firms in the second question shows signs of growth. 
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