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[bookmark: _Toc139970244]Introduction
The first part of the assignment discussed the Wales Plc Income statement and financial position statement for the year ending 31 December 2022. The statements are prepared per the International Financial Reporting Framework (IFRS) guidelines. To complete the requirement of Wales Plc, information in the assignment brief has been used along with other adjustments. And the explanation of the accounting equation A=L+E is also illustrated. In the second part of this assignment, the financial ratios of Sweets Plc have been calculated using the data provided in the case study. The performance and financial position of Sweets Plc were critically evaluated based on the ratios and other information as well.
















Question 1: 
[bookmark: _Toc139970246]1.a) Income Statement and Statement of Financial Position
	Wales Plc

	Income Statement

	For the year ended 31-Dec-2022

	Income
	 
	           Amount in £

	 Sales Revenue
	 
	               800,000

	 Total net sales
	 
	               800,000

	(-) COGS (Cost of Goods sold)
	 
	               578,650

	(+) Other Income (Accruals)	 	
	
	               980

	        Gross Profit Margin
	 
	               222,350

	(-) Operating Expenses
	 
	 

	Administrative expenses
	 
	               30,000

	Distribution costs
	 
	               28,000

	Director’s Remuneration
	 
	               5,000

	Salesman commission
	
	  3,000

	         Total Operating Expenses
	 
	               66,000

	         Operating Profit
	 
	               156,330

	(-) Finance costs
	 
	               4,000

	         Profit Before Tax
	 
	               152,330

	(-) Income Tax
	 
	               100,000

	         Net Profit After Tax
	 
	               52,330





	
Wales Plc

	Statement of Financial Position

	As At 31-Dec-2022

	 
	 
	        

	 
	 
	          Amount in £

	Assets
	
	

	Non-Current Assets
	 

	Property, plant, and equipment
	1,250,000

	Total Non-Current Assets
	1,250,000

	Current Assets
	 

	Cash and Bank balance
	96,000

	(+) Trade and other receivables
	170,125

	(+) Inventories
	510,850

	(+) Accruals 
	980

	Total Current Assets
	777,955

	Total Assets
	2,027,955

	Equity
	 

	Share capital
	900,000

	(+) Preference share
	500,000

	(+) Retained Earnings
	114,330

	Total Equity
	1,514,330

	


Liabilities
Current Liabilities 
	

	(+) Preference dividend due (Accrual)
	20,000

	(+) Interest due (Accrual)
	2,000

	(+) Accounts payable
	188,625

	(+) Tax payable
	100,000

	(+) Salesman commission (Accrual)
	3,000

	Total Current Liabilities 
	313,625

	Non-Current Liabilities

	 

	2% Debentures
	200,000

	Total Liabilities
	513,625

	Total Liabilities and Equity
	2,027,955


Notes: 
Accruals Income: Goods 980 £
Accruals Expenses: Interest 2,000 £; Preference dividend 20,000 £
Salesman Commission 3,000£
10% Preference shares 500,000 £ = 50,000 £ (30,000 £ paid + 20,000 £ due)
2% Debentures 200,000 £ = 4,000 £ Interest (2,000 £ paid + 2,000 £ due)
Retain profit on 1st January 2022 132,000 £
Dividends paid:
Ordinary - 20,000 £
Preference - 30,000 £
Dividends due - 20,000 £
Profit for the year 52,330 £
[bookmark: _Toc139970247]Retain earnings 114,330 £
1.b) Why does the financial position balance?
A company’s financial position represents the current condition of its assets and liabilities whereas the income statement shows the performance on a particular period of an entity (Eisen, 2013). The users of financial statements are the company’s various stakeholders, but the main consumers are the shareholders who are the actual owners of the organization (Jones, 2013). The basic principle of accounting is that every transaction must have the same and opposite impact on the accounting equation (Elliott and Elliott, 2019). The basic principle of accounting transactions is:
Assets (A)=Liabilities (L)+ Equity (E)
The above equality constitutes that an organization’s assets must be equal to its total liability and owner’s equity. Assets are called economic resources that have value and are directly controlled by an entity. Before classifying assets, it must meet the criteria of assets. It is probable that future economic benefits associated with the assets will flow to the entity and the costs could be reliably measured. The right side of the equation measures the accumulated figure of total assets including both current and non-current assets (Eisen, 2013). The non-current assets may consist of tangible and Intangible whereas the right side of the equation shows the liability of the business entity. On the other hand, the right side of the equation depicts total liability and capital. Capital may consist of investments made at the beginning of the business and retained profit made by business operations and any other cash comes from shareholders. Non-current liability may have different classifications for example, long-term finance, debenture, and preference share are treated as long-term liability of business (Eisen, 2013). Although, In Wales Plc. Preference shares are recognized as shareholders’ equity as it purely depends on the nature and conditions of the preference share.
The basic principle of recording accounting transactions is making journal entries (Elliott and Elliott, 2019). For example, If Sweets Plc purchases an asset for business use purposes it would increase the value of total assets at the same time liability of the same amount will arise. Therefore, the total value of assets and liability will be the same. 
The balance sheet’s purpose is to provide a clear overview of a company’s financial health, liquidity, and solvency (Jones, 2013). It helps users such as investors, creditors, and management to assess the company’s ability to its financial obligations and also to evaluate financial stability. By presenting the balance between assets and liabilities and the shareholder’s equity, the statement of financial position offers crucial information about a company’s resources, debts, and ownership claim allowing stakeholders to understand its financial position and make informed decisions regarding its financial performance and position.
With this concept, an organization can easily understand whether there are any discrepancies in recording various transactions over the year and if found any difference then it is adjusted by the adjustment journal which is reflected in the revised trial balance (Eisen, 2013). It gives transparency to management in reporting and identification of mistakes incurred by fraud or error. There are a number of reasons why financial transactions or information are imbalanced. One of these is one-side recording in which either Debit or Credit is recorded results a difference of the same amount and another is a different amount recorded on both sides. Thus, reconciling the trial balance, organization can make the balance equal of its financial position. 
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Question 2:  
[bookmark: _Toc139970249]2.a) Ratios calculation of Sweets Plc and comparison 

	Ratio
	Formula
	Calculation
	Results

	
	
	2021
	2020
	2021
	2020

	ROCE
	=Profit before interest /Capital employed
	=805/
  (3088+4137) *100
	=699/ (2912+4129) *100
	11.4%
	9.9%

	ROE
	=Earnings/Equity
	=431/3088*100
	=366/2912*100
	13.9%
	12.5%

	Earnings per share
	=Earnings/Number of ordinary shares
	=431/600
	=366/600
	0.71£
	0.61£

	Net profit Margin
	=Operating profit /Sales*100
	=431/6738*100
	=366/6441*100
	6.39%
	5.6%

	Asset turnover
	=Revenue/Capital employed
	=6738/9911.5
	=6441/9911.5
	0.67 Times
	0.64 Times

	Stock holdings days
	=Inventory/Cost of sales*365
	=708/3235*365
	=659/3096*365
	79.8 D
	77.7 D

	Debtors’ collection period
	=Trade Receivables/ Sales*365
	=1249/6738*365
	=1287/6441*365
	67.6 D
	72.9 D

	Current ratio
	=Current asset/Current Liability
	=2303/2511
	=2355/3046
	0.91
	0.77

	Gearing ratio
	=Long term debt / (Long term debt+equity) *100
	=6648/ (6648+3088) *100
	=7175/ (7175+2912) *100
	0.68%
	0.711%

	Interest cover
	=Profit before interest/Interest charges
	=805/226
	=699/181
	3.56 Times
	3.86 Times




[bookmark: _Toc139970250]2.b) Sweets Plc financial position and performance assessment for the year ended 31-Dec-2021:

· Revenue and profitability
 Profitability refers to the ability of a business to generate earnings from its business operations (Eisen, 2013). It also represents how effectively a company can manage or generate profit relating to its expenses and costs. Profitability ratios such as Gross profit margin, net profit margin, and operating profit margin are commonly used to assess a company’s profitability relative to its revenue or sales (Elliott and Elliott, 2019).
Sweets Plc has experienced a slight increase in revenue of approximately 4.6%, which may not be sustainable without proper management and external sources of finance. The net profit margin has also raised from 5.6% in 2020 to 6.39% in 2021 which is around 0.80% growth compared to the previous year. The net profit margin represents the percentage of profit earned compared to annual sales revenue. The gross profit margin has also raised slightly compared to net profit margin meaning the company has successfully controlled its other expenses which are directly reflected in net profit.
The overall profit has increased by £65 million including the amount earned from the sale of fixed assets of £19 m. Without considering the sale proceeds of fixed assets the net profit percentage will be slightly lower. The administrative expense has decreased whereas profit and sales have increased, which is a positive sign for Sweets Plc.
The increase in revenue has also been reflected both in the return on the capital employed ratio (ROCE) and return on Equity (ROE), which has increased by 1.5% and 1.4% respectively from the previous year. The earnings per share also followed this increasing trend as it soared by 10 cents per share. 






· Liquidity and working Capital
Liquidity refers to the ability of the company to meet its short-term financial obligations (Powers and Needles, 2010). It represents the company’s ability to handle its day-to-day operations, pay off debts, and take advantage of investment opportunities (Elliott and Elliott, 2019). Liquidity also measures how easily a company can manage cash to meet its immediate financial needs.
The current ratio of Sweets Plc has grown from 0.77 in 2020 to 0.91 in 2021. The growth of this ratio shows that the company’s current assets have swelled more than the current liability. It will assist in taking external sources of finance for extension and smooth operation of the business as banks and other financial institutions will have a special look at the borrower company’s current and gearing ratio.  
A review of the company’s working capital ratios indicates that the inventory holding period has increased slightly means there may have excess production compared to the sales percentage resulting in working capital may have tied up in holding inventory (Jones, 2013). 
The company currently takes on average 67 days to collect its trade debts which was 73 days in 2020. The company is doing better in collecting dues, meaning smooth working capital management. It also indicates that the company may have been focused on cash sales to customers or fewer credit periods to ensure better working capital management.
On the other hand, Trade payable days have decreased from 77 days in 2020 to 65 days in 2021 is not a positive sign apparently but for maintaining a good supplier relationship the decrease of trade payable days may have long-term impacts for Sweets Plc.
The cash position of Sweets Plc has increased to some extent but not enough to bear day-to-day expenses and to fulfill other requirements. After all, working capital seems to be well managed compared to last year.






· Gearing position
The gearing position refers to its level of debt relative to its equity or capital (Eisen, 2013). It is a measure of financial leverage and indicates the extent to which Sweets Plc could rely on borrowed funds to finance its operations. A high gearing position implies that a significant portion of the company’s capital structure is financed through debt. 
 The gearing ratio of Sweets Plc also indicates that the company has taken less loan finance as it falls from 0.71 to 0.64 in the current financial year. The loan and other borrowings were £4,129 million in 2020 and climbed to £4,137 million in 2021 resulting in only £8 million increases whereas equity has increased at a better rate compared to long-term loans. The aggregate impact on Sweets Plc is better-gearing positions. 
The interest cover ratio has slightly fallen, indicating the business facing difficulties to service its current levels of finance (Jones, 2013). There are risks in further loan-taking to grasp future opportunities and working capital management although the current ratio indicates that the company’s current assets have increased in comparison with debt. 
The company is currently able to repay all sorts of liabilities if any uncertain situation arises. 
The company’s financial position is still good although the total assets of the company have decreased whereas net assets increased by £172 million from £2,912 million to £3,088 million in 2021.
The overall performance and position of Sweets Plc seem better as it improved its profitability and working capital management. The above ratio analysis also indicates the same but still, there are some areas to be further progressed.
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Conclusion
Based on the analysis and review of financial and other non-financial data it can be illustrated that the performance of Wales Plc. The Net profit after tax £52, 330 also depicts its overall performance. The company is generating a profit and the cash position is also sound, meaning the company is in going concern. The company can also use its retained earnings for taking new opportunities rather than consistent dividends to shareholders. And the performance and financial position of Sweets Plc is also better as all the financial information and ratios show an upgrading trend. The interest cover ratio has slightly decreased, apart from this all-financial data, and the cash position of Sweets Plc are much better.
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