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[bookmark: _Toc133422356]Introduction
The utmost concern of this assessment is to focus on the financial statements and analyse the ratios. Financial statements help to depict the financial position of a company and compare it with the previous year's activities. Financial statements are also used to compare the business position with other same-type businesses in a specific period. The income statement is considered one of the financial statements that can reflect the financial position and performance of a company. The financial ratios can determine the efficiency of an organisation or firm to define its operating activities. The financial Ratios help to evaluate the liquidity, efficiency, profitability, solvency, operation activities, risk, and other abilities. This assessment is going to make an Income Statement and Statement of the Financial Position of Wales Plc and analyse the essential ratios of Sweet Plc to evaluate its profitability, efficiency, liquidity, and so on.
[bookmark: _Toc133422357]Question 1
(a) Preparation of Income Statement and Statement of Financial Position of Wales Plc
An income statement is considered one of the essential statements of finance that can show the financial position of a company. An Income Statement can show the Expenses, profitability, and revenue of a company in a particular period (Huang, 2019). An Income Statement can help business owners to decide whether the business generates their profit by expanding their revenue or reducing their costs or performing both. The Income Statement is also able to show the outcomes of strategies that are followed by the business. In an Income statement, Net Profit is the most important element that can figure out the exact profit after subtracting all the indirect expenses (Zoho, 2021).
Based on the balances of Wales Plc an Income Statement is made below to evaluate its financial activities.
	In the books of Wales Plc

	Income Statement

	For the year ended 31st December, 2022

	Particulars
	Amount (£)
	Amount (£)

	Revenue
	
	800000

	Cost of Goods Sold
	
	578650

	Gross Profit
	
	221350

	Gross Profit Margin (%)
	
	27.67

	Operating Expenses
	
	

	Administrative Expenses
	30000
	

	Distribution Cost
	28000
	

	Directors Remuneration
	5000
	

	Outstanding commissions
	3000
	

	Ordinary Dividend Paid
	20000
	

	Preference Dividend paid
	30000
	

	
	
	116000

	Operating Profit
	
	105350

	Interest Paid
	
	2000

	Profit after Interest (PBT)
	
	103350

	Corporation Tax
	
	100000

	Profit after Interest and Tax (PAT)
	
	3350

	Net Profit Ratio (%)
	
	0.42


Table 1: Income Statement of Wales Plc
(Source: Self-generated, 2023)
As per the above table, it is shown that on 31st December, 2022 Wales Plc earned a Gross profit of £221,350 which means a 27.67% profit margin. The company has achieved an operating profit of £105,350. The PBT of this company is £103350 and the PAT is £3350. The Net profit ratio of Wales Plc is 0.42% which implies the financial position of this company is not satisfactory due to huge operating expenses. Therefore the company has to focus on reducing operating expenses and trying to enhance revenue. 
A Statement of Financial Position can define the capital, liabilities, and assets at a specific point in time and detail the balance of the Income Statement (Meyer-Cirkel and Huertas, 2021). It can also be used to recover the short-term obligations of a company. Based on the statement of the Financial Position bank can know the financial position of any business and can provide them with a loan. Moreover, a Statement of Financial Position can show the position of assets and liabilities of a company (Sweeney, 2023).
Depending upon the balances of Wales Plc a Statement of Financial Position is made below to evaluate its financial position.
	In the books of Wales Plc

	Statement of Financial Position

	As on 31st December, 2022

	Particulars
	Amount (£)
	Amount (£)

	EQUITY AND LIABILITIES
	
	

	(a) Shareholders Fund
	
	

	(i) Ordinary Share
	900000
	

	(ii) Preference Share
	500000
	

	
	
	1400000

	(b) Reserves and Securities
	
	

	(i) Balance of Profit and Loss Account
	3350
	

	(ii) Retained Earnings
	132000
	

	
	
	135350

	(c) Long-term Liabilities
	
	

	(i) 2% Debenture
	
	200000

	(d) Current Liabilities
	
	

	(i) Trade Payable
	188625
	

	(ii) Outstanding Commission
	3000
	

	(iii) Corporate Tax
	100000
	

	
	
	291625

	Total Equity and Liabilities
	
	2026975

	ASSETS
	
	

	(a) Non-current Assets
	
	

	(i) Plant and Equipment
	
	1250000

	(b) Current Assets
	
	

	(i) Stock
	510850
	

	(ii) Trade receivable
	170125
	

	(iii) Cash and Bank
	96000
	

	
	
	776975

	Total Assets
	
	2026975


Table 2: Statement of Financial Position of Wales Plc
(Source: Self-generated, 2023)
Financial Position Statement of Wales Plc has implied the financial position and condition on 31st December, 2022. From the above table, it is shown that the earned profit from the Income Statement is very low compared to Retained Earnings. The company has borrowed debentures with an interest of 2%. Financial Position has depicted the satisfactory financial position of Wales Plc.
(b) Reason for balancing Financial Position Statement
The vital reason for balancing in Financial Position Statement is the double entry system which is an accounting principle that has been followed by every organisation. All the accounting transactions have been recorded in a minimum of two different ledger accounts. As the concept of a double entry system has stated that all the financial transactions have opposite and equal effects in minimum two different ledger accounts, Financial Position is automatically matched. Luca Pacioli has introduced the double entry system that helps Financial Position to balance (Schmitz and Leoni, 2019). Undoubtedly it creates a great revolution in accounting. This Statement always follows the accounting equation that is Capital+Liabilities= Assets. Therefore all the correct Statements of Financial Position are always in a balanced position (GoCardless, 2021). 
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(a) Calculation of Ratios
Based on the Income Statement and Financial Position Statement on 31st December 2020 and 2021 Sweet Plc, the important ratios are calculated below.
(1) ROCE
	Ratio
	Formula
	Particulars
	2021
	2020

	ROCE
	(Earning before Interest and tax/ capital employed)*100
	Earning before interest and tax
	805
	699

	
	
	Total assets
	9736
	10087

	
	
	current Liabilities
	2511
	3046

	
	
	capital employed
	7225
	7041

	
	
	ROCE
	11.1419
	9.9276


Table 3: ROCE
(Source: Self-generated, 2023)
ROCE can describe the profitability of a business. The ROCE ratio of Sweet Plc is 9.9276% and 11.1419% for 2020 and 2021 respectively. It implies that Sweet Plc properly utilised its capital efficiency to generate a high return in 2021 compared to 2020.
(2) ROE
	Ratio
	Formula
	Particulars
	2021
	2020

	ROE
	Net income/ Shareholder's equity
	Net income
	431
	366

	
	
	Shareholder's equity
	300
	300

	
	
	ROE
	1.4367
	1.2200


Table 4: ROE
(Source: Self-generated, 2023)
Like ROCE, ROE also can define the profitability of any company. The ROE ratio of Sweet Plc is 1.2200 and 1.4367 for 2020 and 2021 respectively. It implies that the company has generated more profit efficiency in 2021 compared to 2020.
(3) Earnings per Share
	Ratio
	Formula
	Particulars
	2021
	2020

	Earnings per Share
	Net income-preferred dividend / Weighted average of common shares
	Net Income
	431
	366

	
	
	Outstanding shares
	300
	300

	
	
	Average outstanding shares
	300
	150

	
	
	Common shares
	600
	450

	
	
	Earnings per share
	0.7183
	0.8133


Table 5: Earnings per Share
(Source: Self-generated, 2023)
EPS also helps a company to define its profitability. The EPS of Sweet Plc is 0.8133 and 0.7183 for 2020 and 2021 respectively. Though there is not a huge difference in the EPS of both the year, it can be stated that the company can not yield equal or more returns in 2021 compared to 2020. But the EPS in both the years is not satisfactory.
(4) Net Profit Margin
	Ratio
	Formula
	Particulars
	2021
	2020

	Net profit margin
	(Net Profit/ Revenue)*100
	Net profit
	431
	366

	
	
	Total Revenue
	6738
	6441

	
	
	Net Profit Margin
	6.3966
	5.6823


Table 6: Net Profit Margin
(Source: Self-generated, 2023)
Net profit margin is calculated to show the profitability and financial performance of a company.  The Net profit margin of Sweet Plc is 5.6823% and 6.3966% for 2020 and 2021 respectively. It implies that the company uses a more effective cost structure and pricing strategies in 2021 compared to 2020.
(5) Asset Turnover
	Ratio
	Formula
	Particulars
	2021
	2020

	Asset turnover
	Net Sales/ Average Total Sales
	Total revenue
	6738
	6441

	
	
	Total asset
	9736
	10087

	
	
	Average total asset
	9912
	5043.5

	
	
	Asset Turnover Ratio
	0.6798
	1.2771


Table 7: Asset Turnover
(Source: Self-generated, 2023)
In the analysis this is observed, the total revenue is 6738 and 6441. The total assets are 9736 and 10087. The asset Turnover Ratio can measure the efficiency of a company. The Asset turnover of Sweet Plc is 1.2771 and 0.6798 for 2020 and 2021 respectively. 2020 is better in this comparison. 
(6)  Stock holding days
	Ratio
	Formula
	Particulars
	2021
	2020

	Stock holding days
	(Closing Stock/ Cost of Goods Sold )*365
	Closing stock
	708
	659

	
	
	Cost of goods sold
	3235
	3096

	
	
	Stock holding days
	79.8825
	77.6922


Table 8: Stock holding days
(Source: Self-generated, 2023)
Stock turnover also can measure the efficiency of a company. In the analysis, the closing stock is 659 and 708 for 2020 and 2021 respectively. The cost of goods sold is also seen as 3096 and 3235. The stock holding days are estimated as 77.6922 in 2020 and 79.8825 in 2021. In comparing both of the statements the year 2021 can be preferred. 
(7) Debtor collection period
	Ratio
	Formula
	Particulars
	2021
	2020

	Debtors collection period
	365 days/ Account Receivable Turnover
	The amount owed by Debtors
	1249
	1287

	
	
	Credit sales
	6738
	6441

	
	
	Debtors Collection Period
	67.6588
	72.9320


Table 9: Debtors Collection Period
(Source: Self-generated, 2023)
This ratio also can define the efficiency of a company. The analysis of the debtor collection period tells that the amount owned by the debtors is 1287 and 1249 for 2020 and 2021 respectively. The credit sales in the company are 6441 and 6738. The debtor collection period formula is 72.9320 and 67.6588 for 2020 and 2021 respectively. The calculation says that the year 2020 is better for debt collections. 
(8) Current Ratio
	Ratio
	Formula
	Particulars
	2021
	2020

	Current ratio
	Current Asset/ Current Liabilities
	Current Assets
	2303
	2355

	
	
	Current Liabilities
	2511
	3046

	
	
	Current Ratio
	0.9172
	0.7731


Table 10: Current Ratio
(Source: Self-generated, 2023)
In the calculator of the current ratio, it is observed that the current assets in 2020 and 2021 are 2355 and 2303 for 2020 and 2021 respectively. The company's current liabilities are 3046 and 2511 for 2020 and 2021 respectively. By dividing the current asset by the current liability the current ratio is calculated. In the year 2020, the current ratio is 0.7731. In the year 2021, the current ratio is calculated as 0.9172. The current ratio can explain the liquidity of a company. 
(9) Gearing ratio
	Ratio
	Formula
	Particulars
	2021
	2020

	Gearing ratio
	Total Debt/Total Equity or EBIT/Total interest or Total debt/ Total assets
	Loans or Borrowings
	4137
	4129

	
	
	Shareholders' Equity
	3088
	2912

	
	
	Gearing Ratio
	1.3397
	1.4179


Table 11: Gearing Ratio
(Source: Self-generated, 2023)

In estimating the gearing ratio the borrowing and loans in both years are 4129 and 4137. In the company, the shareholder's equity has been estimated as 2912 and 3088.  In this company, the gearing ratio in 2020 is 1.4179. In the year 2021, it is 1.3397. 2020 gain the advantage in the gearing ratio. 
(10) Interest cover
	Ratio
	Formula
	Particulars
	2021
	2020

	Interest cover
	EBIT for the period/Total interest paid for the period
	EBIT
	805
	699

	
	
	Interest Paid
	226
	181

	
	
	Interest Cover
	3.5619
	3.8619


Table 12: Interest Cover
(Source: Self-generated, 2023)
In calculating the interest cover this is seen that the EBIT in both the years 2020 and 2021 is 699 and 805. The interest paid in the company is also estimated at 181 and 226. In making the interest cover formula it can be seen that both of the years gain their interest cover as 3.8619 and 3.5619 for 2020 and 2021 respectively. In the year 2020, the interest coverage is good for the company. 
(b) Financial position and performance of Sweet Plc
Analysing the above ratios of Sweet plc, it can be said that the financial position of this company is not quite satisfactory. The strategic management team of this company has to be concerned immediately about its financial position regarding its liquidity, efficiency, profitability, solvency, operation activities, risk, and other abilities.
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In the analysis of the company's financial data, there are many noticeable improvements. The income statement has defined the gross, operating, and net profit of Wales Plc. That helps to understand and improve financial activities in the future. Financial Position Statement of Wales Plc has depicted the position of the assets and liabilities. Some essential ratios are calculated from the Statement of P/L and Financial Position Statement of Sweet Plc. Moreover, the assessment analysed and discussed the accounting fundamentals of the two companies.
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