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[bookmark: _Toc142740535][bookmark: _Toc143514700]Introduction
Accounting fundamentals consists of record keeping that is the primary function of accounting. An income statement and balance sheet has been prepared for Wales PLC to know about the financial position of the company. Ratio analysis has been curated for understanding the financial performance of Sweet PLC.


Question 1
[bookmark: _ai72gjvw5juo][bookmark: _Toc142740536]“Preparation of income statement”

	“Income statement for year ended December 31, 2022”

	In the books of "Wales PLC"

	Particulars
	Amnt. (£)
	Amnt. (£)
	Amnt. (£)

	“Sales”
	800,000
	
	

	“(Adjusted) Goods sent to customer not recorded”
	980
	
	

	“Total Sales”
	
	800,980
	

	“(-) Cost of Sales”
	578,650
	
	

	“(-) Goods sent to customer not recorded”
	980
	
	

	“Total Cost of Sales”
	
	579,630
	

	“Gross Profit”
	
	
	221,350

	Costs for the year”
	
	
	

	“Ordinary Dividend Paid”
	20,000
	
	

	“Preference Dividend Paid”
	30,000
	
	

	“Administrative Expenses”
	30,000
	
	

	“Directors Remuneration”
	5,000
	
	

	“Distribution Costs”
	28,000
	
	

	“Interest Paid”
	2,000
	
	

	“(Adjusted) Outstanding Interest”
	2,000
	
	

	“(Adjusted) Salesman Commission Paid”
	3,000
	
	

	“Gross Costs”
	
	120,000
	

	“Net Profit before tax”
	
	
	101,350

	“(-) Corporation Tax (Adjusted)”
	
	100,000
	

	“Net Profit After Tax (Calculated)”
	
	
	1,350


Table 1: Income statement of Wales PLC
(Source: Excel)
· Revenue of the firm has been £800980, which can be observed from the income statement.
· However, computation of “income statement” of the company shows a cost of sales of £578650.
· “Net profit” of the firm before tax has been computed as £101350 and the net profit after tax has been calculated as £1350.
As per the computation of “income statement” it can be observed that the company has been able to gain a gross profit of £221350. It has been observed that goods that were sent to customers were not recorded; hence, it has been recorded in the “income statement”. As per the view of Atukalp (2023), income statement is a major source of information for investment and is essential for decision making of a firm. The company can be able to improve its performance of its finances by reducing its operational expenses. 
As it can be observed from the “income statement” that the firm has been giving dividends to its stakeholders. This can be improving its stakeholders' trust and interest in the company. “Administrative expenses” of the company can be reduced with more effective management. However, the distribution costs of the firm have been at higher level. Reduction of the “administrative expenses” and “distribution expenses” can be helpful in improving the financial performance of the firm. Moreover, gross expenses of the firm have been on the rise and this should be reduced for the company to enhance its financial performance. Thus, net profit of the company shows that it needs to be improved effectively. 
	“Balance Sheet for year ended December 31, 2022”

	In the books of "Wales PLC"

	“Assets” - Particulars

	1. “Assets (Current and non-current)”
	
	Amt. (£)
	Amt. (£)

	“Noncurrent assets”
	
	
	

	“Fixed assets”
	
	
	

	“Plans and equipment”
	
	632,730
	

	“Total noncurrent assets”
	
	
	632,730

	“Current assets”
	
	
	

	“Closing stock”
	
	330,600
	

	“Trade debtors”
	
	170,125
	

	“Cash and equivalents”
	
	76,250
	

	“Total current assets”
	
	
	576,975

	“Total assets”
	
	
	1,209,705

	“Equity and Liability” - Particulars

	2. “Share capital and liabilities (Current and Non-Current)”
	
	
	

	“Equity Capital”
	
	
	

	“Equity shares”
	
	400,000
	

	“Preference shares converted to Equity shares”
	
	300,000
	

	“Reserves and Surplus”
	
	132,000
	

	“(+) Profit in the year”
	
	1,350
	

	“Total Equity Capital”
	
	
	833,350

	“Non-Current Liabilities”
	
	
	

	“4% debentures”
	
	100,000
	

	“Total Noncurrent Liabilities”
	
	
	100,000

	“Short term Liabilities”
	
	
	

	“Trade creditors”
	
	171,355
	

	“Outstanding commission paid to salesman”
	
	3,000
	

	“Outstanding interest paid”
	
	2,000
	

	“Provision for taxation”
	
	100,000
	

	“Total short term liabilities”
	
	
	276,355

	“Total share capital and liabilities”
	
	
	1,209,705



Table 2: Balance sheet of Wales PLC
(Source: Excel)
· “Total assets” calculated for the Wales PLC has been £1209705.
· Whereas, “total equity capital” has been £833350 and “total liabilities” have been £376355.
· However, when added with the equity, “the total equity and liabilities” have been observed as £1209705.
Balance sheet of the company suggests that the firm has been able to acquire a sufficient amount of assets for “paying off its liabilities”. “Short term assets” of the company can be enacted with improving its cash and equivalents in their operations. “A balance sheet” helps in reviewing the financial position of a firm by its “shareholders, financial leaders or employees” (Jurakulovna, 2021). The “company’s liabilities” should be paid off early for maintaining an effective “financial position”. Thus, it can be said that the firm has been able to pay off its short term and long term obligations with its short term and noncurrent assets effectively. 
[bookmark: _3ojbmj2yamgq][bookmark: _Toc142740537]“Reason for financial position statement balance”
“Balance sheet of a firm” refers to one of the main “financial statements” that provide an overall overview of the “financial position” of the firm for a particular period. This is prepared for evaluating and analysing the financial performance and this can help in computation of ratios. As per Lee et al. (2023), “the balance sheet” defines a company’s financial position at a particular point in time as static representation of an organisation’s financial composition of liabilities and assets. “Balance sheet” is created on a quarterly, monthly or yearly basis, depending on the often changes in the financial factors. 
[bookmark: _e8yqpm16dh4e]It allows the management for gathering the suggested opinions and performs accordingly for meeting the liabilities. “A balance sheet” should be always balanced at both ends that conclude assets should be equal to liabilities with the owner's equity (Hasanaj and Kuqi, 2019). Furthermore, it helps in ensuring whether the double entry principle of the balance sheet has been followed effectively. This provides an appropriate scope to compare the values of the book of “liabilities, assets and equity”. Thus, it helps in securing an effective way for identifying “assets and liabilities” on the basis of the status of “noncurrent and current” nature. It can be concluded that by assessing the “balance sheet”, “financial experts” can be able to extract valuable information about the financial health of the firm.
[bookmark: _Toc142740538]Question 2
a) [bookmark: _w6pi5rddmnkk][bookmark: _Toc142740539]Calculation of ratios
1. [bookmark: _p3z6kbusioay][bookmark: _Toc142740540]"Return on capital employed (ROCE)"
	"Ratios"
	"Formula"
	2021 (£m)
	2020 (£m)

	"Operating Profit"
	"(operating profit *100) / capital employed"
	805
	699

	"Capital employed"
	
	7,225
	7,041

	"ROCE"
	 
	11.14%
	9.93%



2. [bookmark: _xq1zpyn4epva][bookmark: _Toc142740541]"Return on Equity (ROE)"
	"Ratios"
	"Formula"
	2021 (£m)
	2020 (£m)

	"Net Income"
	"net income / average total equity"
	431
	366

	"Total Equity"
	
	3088
	2912

	"ROE"
	 
	14%
	13%



3. [bookmark: _cvzi1yyfgttn][bookmark: _Toc142740542]"Earnings per share (EPS)"
	"Ratios"
	"Formula"
	2021 (£m)
	2020 (£m)

	"Net Profit"
	"net profit / average outstanding shares"
	431.00
	366.00

	"Average Shares Outstanding"
	
	300
	300

	"EPS"
	 
	 £               1.44 
	 £          1.22 



4. [bookmark: _pjhpv7fbk922][bookmark: _Toc142740543]"Net profit margin (NPM)"
	"Ratios"
	Formula
	2021 (£m)
	2020 (£m)

	"Net profit"
	"(net profit)/ net sales)"
	431
	366

	"Net sales"
	
	6,738
	6,441

	"Net profit ratio"
	
	6.40%
	5.68%



5. [bookmark: _pw7vb7xvzd93][bookmark: _Toc142740544]Asset turnover ratio (ATR)
	"Ratios"
	"Formula"
	2021 (£m)
	2020 (£m)

	"Net sales"
	"(net sales / average total assets)"
	6,738
	6,441

	"Average total assets"
	
	9,736
	10087

	"Asset turnover"
	 
	0.69
	0.64



6. [bookmark: _tbf9gytkjq4o][bookmark: _Toc142740545]"Stock holding days (SHD)"
	"Ratios"
	"Formula"
	2021 (£m)
	2020 (£m)

	"Cost of goods sold"
	"(inventory * 365) / COGS"
	3235
	3,096

	"Inventory"
	
	708
	659

	"Stock holding days"
	 
	80
	78



7. [bookmark: _2qzt4qc92j57][bookmark: _Toc142740546]"Debtors collection period (DCP)"
	"Ratios"
	"Formula"
	2021 (£m)
	2020 (£m)

	"Trade Receivables"
	"(receivables *365)/ total revenue"
	1,249
	1287

	"Total Revenue"
	
	6,738
	6,441

	"Debtors collection period"
	 
	68 days
	73 days



8. [bookmark: _i9uodjd44fw8][bookmark: _Toc142740547]"Current ratio (CR)"
	"Ratios"
	"Formula"
	2021 (£m)
	2020 (£m)

	"Current assets"
	"current assets/ current liabilities"
	2,303
	2,355

	"Current liabilities"
	
	2,511
	3,046

	"Current ratio"
	 
	0.92
	0.77



9. [bookmark: _oty6o0st37ir][bookmark: _Toc142740548]"Gearing ratio (GR)"
	"Ratios"
	"Formula"
	2022 (m)
	2021 (m)

	"Non-current liabilities"
	"(Non-current liabilities x 100) /(Non-current liabilities + Total Equity)"
	 £        4,137.00 
	 £   4,129.00 

	Total Equity
	
	 £        3,088.00 
	 £   2,912.00 

	"Gearing Ratio"
	 
	57%
	59%



10. [bookmark: _thx85ilohf1z][bookmark: _Toc142740549]"Interest cover ratio (ICR)"
	"Ratios"
	"Formula"
	2021 (£m)
	2020 (£m)

	"Operating Profit"
	"Operating Profit / Finance costs"
	805.00
	699.00

	"Finance costs"
	
	2698.00
	2464.00

	"Interest Coverage Ratio"
	 
	0.30
	0.28



b) [bookmark: _rbptgj3hha3c][bookmark: _Toc142740550]Evaluation of financial performance and position of Sweets Plc.
1) [bookmark: _ihi6g2wilbj][bookmark: _Toc142740551]"Return on capital employed (ROCE)"
ROCE shows the ability of a firm in order to generate a return from capital employed. According to Biswas and Joshi (2023), a high ROCE represents the ability of a company in generating attractive returns that helps to attract more investors. The ROCE of Sweets Plc stands at 11.14% in the year 2021 which increases from 9.93% in 2020. This data shows the increased efficiency of Sweets Plc in earning a huge return that can lead to increased attraction of investors.  
2) [bookmark: _8pbjkj8cthf3][bookmark: _Toc142740552]"Return on Equity (ROE)"
ROE shows the ability of a firm in generating a return from the sale of equity shares. As opined by Ahmad and Muslim (2022), an ROE represents the increased ability of an organisation in generating a return from equity shares. The ROE of Sweets Plc stands at 13% in 2020 which increases to 14% in 2021. The increased ROE of Sweets Plc represents the efficiency of this company in converting equity to profit significantly. 
3) [bookmark: _ncvtcrbr2km][bookmark: _Toc142740553]"Earnings per share (EPS)"
EPS are the ratio used in measuring the profitability of an organisation. As per the viewpoint of Ukpong and Ukpe (2023), a higher EPS represents the greater value of a firm which attracts investors for paying more for the company’s shares. The EPS of Sweets Plc. stands at £1.22 in the year 2020 which increases to £1.44 in 2021 representing the increased ability to attract investors for increasing the value of Sweets Plc. 
4) [bookmark: _t5b80vz6cw78][bookmark: _Toc142740554]"Net profit margin (NPM)"
NPM represents the efficiency of a company in earning profit by selling products and services. According to Harahapet al. (2020), a high NPM represents the increased ability of a company in generating profit. The NPM stands at 6.40% in 2021 and 5.68% in 2020 in the context of Sweets Plc. The increased NPM represents the increased ability of the employees in earning profit by selling products. 
5) [bookmark: _1jhs2b79yzx1][bookmark: _Toc142740555]"Asset turnover ratio (ATR)"
A ratio of asset turnover (ATR) exhibits how efficiently a business is able to transform its assets to profit. The study by Patin et al. (2020) represented that a high ATR represents an efficient performance of a company. ATR of Sweets Plc stands at 0.64 in 2020 which increase to 0.69 in 2021. Increased ATR shows increased efficiency of Sweets Plc. in converting assets to profit. 
6) [bookmark: _xd4jhwlkbj2g][bookmark: _Toc142740556]"Stock holding days (SHD)"
Stock holding days represent the number of days used by a company to hold inventory before a sale. According to Pirttilä et al. (2020), a high SHD represents the inefficiency of an organisation in converting stock to cash. Sweets Plc has SHD for 78 days in 2020 which increases to 80 days in 2021. Therefore, Sweets Plc has decreased efficiency in converting stock to cash which impacts its profitability. 
7) [bookmark: _kvaha54wkqm1][bookmark: _Toc142740557]"Debtors collection period (DCP)"
The debtor's collection period (DCP) represents how efficiently a company can collect cash from its debtors. A high period of debt collection represents the inability of a firm in collecting due from its customers (Assaad and El-Adaway, 2020). The collection period for debtors stands at 73 days in 2020 which decreases to 68 days in 2021 in the context of Sweets Plc. This data represents that Sweets Plc efficiently collects money from its customers within a specific period. 
8) [bookmark: _j9mx376o5c4z][bookmark: _Toc142740558]"Current ratio (CR)"
A current ratio highlights the capacity of a company in meeting the short-term obligation of debt within a specific time. As opined by Alexandri et al. (2021), the current ratio of 1 time or more than 1 time showcased efficiency in meeting obligations. A CR of Sweets Plc stands at 0.77 times in 2020 which increases to 0.92 times in 2021 representing the increased ability to meet debt obligation. However, the CR is less than the benchmark of the industry, therefore, increased efficiency are reviewing obligations are recommended to improve the CR of Sweets Plc. 
9) [bookmark: _3ehvt3ckynvh][bookmark: _Toc142740559]"Gearing ratio (GR)"
A gearing ratio enables the measuring of the financial leverage of a company which represents the degree of activities funded by the shareholder’s fund. As per the viewpoint of Hussain et al. (2023), a high gearing ratio represents that a company inherits a higher aspect of leverage in finance. The gearing ratio of Sweets Plc stands at 59% in 2020 which decreases to 57% in 2021 representing increased efficiency in mitigating financial risks. 
10) [bookmark: _8t7xgm8gtpl4][bookmark: _Toc142740560]"Interest cover ratio (ICR)"
A ratio of interest coverage (ICR) represents the ratio that helps to determine the efficiency of a company in paying interest on the outstanding obligation. According to Setiany (2021), a high ratio of interest coverage represents that a company is efficient enough to pay interest on debt. The ICR of Sweets Plc stands at 0.28 in 2020 which increases to 0.30 in 2021 representing increased efficiency in paying interest on debt obligation significantly.  
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