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[bookmark: _58cgkoxcv8c6][bookmark: _Toc109408787]Introduction 
Business management includes coordination and organisation of business activities effectively. Effective management of business performance aids in financial viability and growth of companies. The study highlights financial statements of Wales plc and ratio analysis of Sweets plc. Reason behind statement of financial position is always balance is discussed in this work.    
[bookmark: _Toc109408788]Question 1: Wales plc 
[bookmark: _Toc109408789]a) Income statement & statement of financial position 
An income statement is one of major financial statements developed by an organisation for reflecting revenues, expenses, and incomes of a reporting period. As per Wood (2015), an income statement is also known as a profit & loss statement. Below is income statement of Wales plc which is developed for 31st December 2021:
	Profit and Loss Statement 

	Entity: Wales plc

	For the year ended "31.12.2021"

	Details 
	  Sum-(£)
	  Sum-(£)

	"Revenue from sales" 
	 
	800,000

	(+) "Goods were sent to customers" as on 31.12.2021
	 
	980

	"Revenue from sales"  (Total)
	 
	800,980

	(-) "Cost of sales or goods sold"
	578,650
	 

	(+) "Goods were sent to customers" as on 31.12.2021
	980
	 

	Cost of sales (Total)
	 
	579,630

	 Profit (Gross)
	 
	221,350

	(-) "Administrative expenses"
	30,000
	 

	(-) "Distribution costs"
	28000
	 

	 Profit (Operating)
	 
	163,350

	(-) "Salesmen commission"
	3000
	 

	Profit Before Interest 
	 
	160,350

	(-) Costs of Financing
	 
	 

	"Interest paid"
	2,000
	 

	(+)  "Outstanding Interest"
	2000
	 

	PBT "Profit Before Tax" 
	 
	156,350

	(Less) "Corporation tax"
	100,000
	 

	 Profit (Net)
	 
	56,350

	"Preference dividend paid"
	30,000
	 

	"Ordinary dividend paid"
	20,000
	 

	"Director’s remuneration"
	5,000
	 

	Net Gain 
	 
	1,350


As per calculation, it can be seen that the company has £800000 in sales revenue and £578650 cost of sales. Besides, Wales plc has incurred administrative expenditure of £30000 and distribution expenses of £20000. Income statement of the company reflects net gain of £1350 at year-end. As goods amounting to £980 which were sent to customers were not recorded in ledger account of the company. Hence, this has been added to revenues, cost of sales, and trade receivables of Wales Plc. Besides, this amount has been deducted from cash balance of the company, and payment for such goods has not been received by the company yet. 
Financial position statement is used by ventures for providing an overview of financial position at year-end. As per McLaney and Atrill (2016), another name for balance sheet is a financial position statement. This statement mainly highlights elements like equities, assets, and liabilities belonging to the company. Below is the financial position statement of Wales plc for the year ended 31st December 2021: 
	Financial Position Statement 

	Entity: Wales plc

	For the year ended "31.12.2021"

	Details 
	 (£) Sum
	 (£) Sum

	 "Balance of Assets"
	 
	 

	"Current Assets" 
	 
	 

	"Trade receivable"
	170,125
	 

	(+)  "Goods were sent to customers" as on 31.12.2021
	980
	171,105

	"Cash and bank"
	76,250
	 

	(-)  "Goods were sent to customers" as on 31.12.2021
	980
	75,270

	"Closing Inventories" 
	330,600
	 

	"Current Assets"  (Total) 
	 
	576,975

	"Non-Current Assets" 
	 
	 

	"Plant and equipment"
	650,000
	 

	"Non-Current Assets"  (Total)  
	 
	650,000

	 "Balance of Assets" (Total)
	 
	1,226,975

	"Balance of Liabilities & Equities"
	 
	 

	Equities 
	 
	 

	"£1 ordinary share"
	500,000
	 

	(+)  Profit (Net)
	1,350
	 

	(+) "10% £1 preference shares"
	200,000
	 

	(+) "Retained profits at 1st January 2021"
	132,000
	 

	Equities (Total)
	 
	833,350

	Liabilities 
	 
	 

	"Short-term Liabilities" 
	 
	 

	"Salesmen commission"
	3000
	 

	"Trade payable"
	188,625
	 

	"Outstanding Interest"
	2,000
	 

	"Tax Payable"
	100000
	 

	"Short-term Liabilities"  (Total) 
	 
	293,625

	"Long-term Liabilities" 
	 
	 

	"4% Debentures"
	100,000
	 

	"Long-term Liabilities" (Total) 
	 
	100,000

	Liabilities (Total) 
	 
	393,625

	"Balance of Liabilities & Equities" (Total)  
	 
	1,226,975




As per calculations, it can be seen that Wales plc has current assets amounting to £576975, and non-current assets amounting to £650000. The company has £833350 as total equity balance and £393625 as total liability balance. Overall value of the company at the end of 2021 is £1226975.   
[bookmark: _Toc109408790]b) Reason behind statement of financial position is always balance 
A financial position statement is an important financial statement for companies and their stakeholders. This statement highlights financial position of the company at year-end to interested parties. Also, it is efficient for displaying what a company owns and owes (John and Dyson, 2017). As the statement includes a summary of all assets, liabilities, and equities, it is always balanced. It shows at any point in time, how much money the company would have if it sells all of its assets to pay off all the dues. The procedure of developing a financial position statement is passing journal entries, preparing ledger accounts, developing trial balances, and then preparing income statements. Afterward, financial position statement is prepared. All this process requires consideration of double entry system. As opined by Arnold and Lewis (2019), double entry is a method of bookkeeping that depends upon two-sided accounting entries. Hence, every entry into one account necessitates an equivalent and opposing entry into another account. Therefore, each transaction is recorded on debit and credit sides in primary books of accounts. For instance, Wales plc has made sales of £80000 then sales accounts were credited by £80000 and trade receivables accounts were created by the same amount. Hence, debt amount is equal to credit amount. These primary books of accounts are base of final accounts of company. This is the reason, a financial position statement is always balanced and if it is not balanced, then there must be an error in financial statement and books of accounts of the entity. 


[bookmark: _Toc109408791]Question 2: Sweets Plc
[bookmark: _6xscksk3e2cz][bookmark: _Toc109408792]a. Calculation of Financial Ratios
[bookmark: _2usjy57int00][bookmark: _Toc109408793]1- ROCE
	ROCE of Sweet Plc

	Particulars
	2020 (£m)
	2021 (£m)

	Earnings before Interest and Tax (EBIT)
	699
	805

	Total Assets (TA)
	10,087
	9,736

	Total Current Liabilities (TCL)
	3,046
	2,511

	Capital Employed (TA - TCL)
	7,041
	7,225

	Return on Capital Employed (EBIT / (TA - TCL)) * 100
	10%
	11%


Increase in EBIT has helped Sweet Plc to improve their return on capital employed marginally.  EBIT is divided by capital employed to obtain this ratio (Aseinimieyeofori, 2022). However, capital employed has increased too but did not affect their scope of growth due to such reasons. 
[bookmark: _evifia4q51lp][bookmark: _Toc109408794]2- ROE
	ROE of Sweet Plc

	Particulars
	2020 (£m)
	2021 (£m)

	Net Income (NI)
	366
	431

	Total Equity (TE)
	2,912
	3,088

	Return on Equity (NI / TE) * 100
	13%
	14%



Return on equity has increased effectively due to proportionate increase in net income during 2021. This is a favourable cite for this company due to its growth during that year. Net income is divided by total equity to compute this ratio (Otekunrin et al., 2019). However, total equity has also risen by substantial margins during 2021. 
[bookmark: _ym2ry3c6sypb][bookmark: _Toc109408795]3- Earnings per share
	Earnings per Share of Sweet Plc

	Particulars
	2020 (£m)
	2021 (£m)

	Net Income (NI)
	366
	431

	Dividend Paid (DP)
	242
	255

	Net Retention (NI - DP)
	124
	176

	Share Capital (SC)
	300
	300

	Price per Share (PS)
	0.50
	0.50

	Average Outstanding Shares (SC / PS)
	600
	600

	Earnings per Share ((NI - DP) / (SC / PS))
	0.21
	0.29


EpS for Sweet Plc have improved since 2020 after increased returns during 2021. Proportion in increase of the dividend paid is lesser than the proportion of the increase in income. Net income after dividend paid is divided by the outstanding number of shares to obtain this ratio (Chauhan et al., 2019). Shares outstanding has also remained the same during all years.


 
[bookmark: _mmwo5ixq8vfo][bookmark: _Toc109408796]4- Net profit margin
	Net Profit Margin of Sweet Plc

	Particulars
	2020 (£m)
	2021 (£m)

	Net Income (NI)
	366
	431

	Total Sales (TS)
	6,441
	6,738

	Net Profit Margin (NI / TS) * 100
	6%
	6%


Net income and total sales have increased in the same proportion. This has resulted in maintaining a consistent profit margin during both years. However, the management should look forward to enhancing growth. Net income is divided by total sales to appropriate thai ratio.
[bookmark: _7qynfw2apmnk][bookmark: _Toc109408797]5- Asset turnover
	Asset Turnover of Sweet Plc

	Particulars
	2020 (£m)
	2021 (£m)

	Total Sales (TS)
	6,441
	6,738

	Total Assets (TA)
	10,087
	9,736

	Asset Turnover (TS / TA) * 100
	64%
	69%


Asset turnover for Sweet Plc has experienced a marginal growth during 2021. Total sales were divided by total assets to calculate this ratio (Nariswari and Nugraha, 2020). Total sales have increased by small margins but total assets for this company have decreased since past margins. 


[bookmark: _hgq2vlpa3uv3][bookmark: _Toc109408798]6- Stock holding days
	Stock Holding Days of Sweet Plc

	Particulars
	2020 (£m)
	2021 (£m)

	Closing Inventory (I)
	659
	708

	Number of Days in a Year (D)
	365
	365

	Cost of Sales (CS)
	3,096
	3,235

	Stock Holding Days ((I * D) / CS)
	78
	80


Stock holding days have increased during 2021 for this company. Management should look forward to reducing the same. Closing inventory is multiplied by 365 days in a year and is divided by cost of sales for obtaining this ratio.
[bookmark: _ocir73jk941c][bookmark: _Toc109408799]7- Debtors collection period
	Debtors Collection Period of Sweet Plc

	Particulars
	2020 (£m)
	2021 (£m)

	Account Receivable (AR)
	1,287
	1,249

	Total Sales (TS)
	6,441
	6,738

	Number of Days in a Year (D)
	365
	365

	Debtor’s Collection Period ((AR * D) / TS)
	73
	68


Collection days have reduced since 2021 for this company. It is a favourable site for them since there will be better flexibility of funds. Trade receivables are multiplied by 365 days and are divided by total sales during that year to compute this ratio.
[bookmark: _57pxzge21omh][bookmark: _Toc109408800]8- Current ratio
	Current Ratio of Sweet Plc

	Particulars
	2020 (£m)
	2021 (£m)

	Current Assets (CA)
	2,355
	2,303

	Current Liabilities (CL)
	3,046
	2,511

	Current Ratio (CA / CL)
	0.77
	0.92


Current ratio has improved during 2021 with an effective reduction of current liabilities. Current assets are divided by current liabilities to compute this ratio (Khalid et al., 2018). Both current assets and liabilities have reduced. 
[bookmark: _885zqo6wswga][bookmark: _Toc109408801]9- Gearing ratio
	Gearing Ratio of Sweet Plc

	Particulars
	2020 (£m)
	2021 (£m)

	Current Debt (CD)
	3046
	2511

	Long Term Debt (LT)
	4129
	4137

	Total Debt (CD + LT)
	7175
	6648

	Total Equity (TE)
	2,912
	3,088

	Gearing Ratio ((CD + LT) / TE)
	2.46
	2.15


Gearing ratios for Sweet Plc have improved since past margins. Total debt is divided by total equity to calculate this ratio (Hilkevics and Semakina, 2019). They have experienced an increase in equity capital with a marginal reduction of debt capital.

[bookmark: _q0z8jegofjdj][bookmark: _Toc109408802]10- Interest cover
	Interest Cover of Sweet Plc

	Particulars
	2020 (£m)
	2021 (£m)

	Earnings before Interest and Tax (EBIT)
	699
	805

	Interest Paid during the Year (IP)
	181
	226

	Interest Cover (EBIT / IP)
	3.86
	3.56


EBIT has increased for Sweet Plc during 2021 along with the amount of interest paid by that firm. This coverage ratio has decreased effectively during 2021. However, it was calculated by dividing EBIT by interest paid during relevant periods.
[bookmark: _wgqliaku4kyp][bookmark: _Toc109408803]b. Comment on financial performance 
Maintaining sound financial performance and position is efficient for an organisation as it helps companies in operating well in the market and at the same time provide right offerings to target customers. As opined by Sagala (2019), maintaining sound profitability, solvency, efficiency, and liquidity position help a company in maintaining financially viable performance. As per ratio analysis of Sweets plc, it can be seen that profitability positions were slightly improving. The company was able to maintain a 1% improvement in return on capital employed & return on equity whereas, net profit margin was constant at 6%.  As per ratio calculation, it can be seen that net profits were improved by £65m and sales revenues were improved by £297m. Besides, the company has effectively used capital employed for generating higher returns. Considering debtors' collection period, it has been found that less time was taken for collecting dues from customers. Hence, efficiency of Sweets plc has been improved.
As per interest cover ratio, ability of Sweets plc to honour debt obligations has slightly declined. Also, it had taken 2 days extra for conversing inventories and sales in comparison to last year. However, results of asset turnover ratio, current ratio, and earnings per share indicate improved financial performance of the company. Considering results of gearing ratio, it can be seen that the proposition of debt capital in the capital structure of Sweets plc has slightly declined. As per Nariswari and Nugraha (2020), maintaining a lower debt balance in capital structure helps organisations in avoiding threat of insolvency. Overall, it can be said that Sweets plc is improving in profitability, liquidity, and decent efficiency & solvency position. Therefore, it can be said that Sweets plc has a sound financial position at end of 2021. Further, it can enhance financial performance in future by taking less time to convert inventories into sales and honouring debt obligations effectively.         
[bookmark: _Toc109408804]






Conclusion





Effective management of business operations aids in financial and non-financial performance of companies. Income statements and financial statements are crucial financial statements for any company. A financial position statement is always balanced due to use of double entry system. In Wales plc, calculations show £1350 net gain and £1226975 financial position at year-end. As per ratio calculation, Sweets plc had a sound financial performance. 
[bookmark: _vgomj1nm49tw][bookmark: _Toc109408805]
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Particulars 2020 (£m) 2021 (£m)

Net Income (NI) 366 431

Total Equity (TE) 2 912 3 088

Return on Equity (NI / TE) * 100 13% 14%

Particulars 2020 (£m) 2021 (£m)

Total Sales (TS) 6 441 6 738

Total Assets (TA) 10 087 9 736

Asset Turnover (TS / TA) * 100 64% 69%

Particulars 2020 (£m) 2021 (£m)

Current Assets (CA) 2 355 2 303

Current Liabilities (CL) 3 046 2 511

Current Ratio (CA / CL) 0,77 0,92

Current Ratio of Sweet Plc

ROE of Sweet Plc

Asset Turnover of Sweet Plc
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Particulars 2020 (£m) 2021 (£m)

Net Income (NI) 366 431

Dividend Paid (DP) 242 255

Net Retention (NI - DP) 124 176

Share Capital (SC) 300 300

Price per Share (PS) 0,50 0,50

Average Outstanding Shares (SC / PS) 600 600

Earnings per Share ((NI - DP) / (SC / PS)) 0,21 0,29

Particulars 2020 (£m) 2021 (£m)

Closing Inventory (I) 659 708

Number of Days in a Year (D) 365 365

Cost of Sales (CS) 3 096 3 235

Stock Holding Days ((I * D) / CS) 78 80

Particulars 2020 (£m) 2021 (£m)

Current Debt (CD) 3046 2511

Long Term Debt (LT) 4129 4137

Total Debt (CD + LT) 7175 6648

Total Equity (TE) 2 912 3 088

Gearing Ratio ((CD + LT) / TE) 2,46 2,15

Gearing Ratio of Sweet Plc

Earnings per Share of Sweet Plc

Stock Holding Days of Sweet Plc
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Details    Sum-(£)  Sum-(£)

"Revenue from sales"  800 000

(+) "Goods were sent to customers" as on 31.12.2021 980

"Revenue from sales"  (Total) 800 980

(-) "Cost of sales or goods sold" 578 650

(+) "Goods were sent to customers" as on 31.12.2021 980

Cost of sales (Total) 579 630

 Profit (Gross) 221 350

(-) "Administrative expenses" 30 000

(-) "Distribution costs" 28000

 Profit (Operating) 163 350

(-) "Salesmen commission" 3000

Profit Before Interest  160 350

(-) Costs of Financing

"Interest paid" 2 000

(+)  "Outstanding Interest" 2000

PBT "Profit Before Tax"  156 350

(Less) "Corporation tax" 100 000

 Profit (Net) 56 350

"Preference dividend paid" 30 000

"Ordinary dividend paid" 20 000

"Directors remuneration" 5 000

Net Gain  1 350

Profit and Loss Statement 

Entity: Wales plc

For the year ended "31.12.2021"
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Details   (£) Sum  (£) Sum

 "Balance of Assets"

"Current Assets" 

"Trade receivable" 170 125

(+)  "Goods were sent to customers" as on 31.12.2021 980 171 105

"Cash and bank" 76 250

(-)  "Goods were sent to customers" as on 31.12.2021 980 75 270

"Closing Inventories"  330 600

"Current Assets"  (Total)  576 975

"Non-Current Assets" 

"Plant and equipment" 650 000

"Non-Current Assets"  (Total)   650 000

 "Balance of Assets" (Total) 1 226 975

"Balance of Liabilities & Equities"

Equities 

"£1 ordinary shares" 500 000

(+)  Profit (Net) 1 350

(+) "10% £1 preference shares" 200 000

(+) "Retained profits at 1st January 2021" 132 000

Equities (Total) 833 350

Liabilities 

"Short-term Liabilities" 

"Salesmen commission" 3000

"Trade payable" 188 625

"Outstanding Interest" 2 000

"Tax Payable" 100000

"Short-term Liabilities"  (Total)  293 625

"Long-term Liabilities" 

"4% Debentures" 100 000

"Long-term Liabilities" (Total)  100 000

Liabilities (Total)  393 625

"Balance of Liabilities & Equities" (Total)   1 226 975

Financial Position Statement 

Entity: Wales plc

For the year ended "31.12.2021"


image4.emf
Particulars 2020 (£m) 2021 (£m)

Earnings before Interest and Tax (EBIT) 699 805

Total Assets (TA) 10 087 9 736

Total Current Liabilities (TCL) 3 046 2 511

Capital Employed (TA - TCL) 7 041 7 225

Return on Capital Employed (EBIT / (TA - TCL)) * 100 10% 11%

Particulars 2020 (£m) 2021 (£m)

Net Income (NI) 366 431

Total Sales (TS) 6 441 6 738

Net Profit Margin (NI / TS) * 100 6% 6%

Particulars 2020 (£m) 2021 (£m)

Account Receivable (AR) 1 287 1 249

Total Sales (TS) 6 441 6 738

Number of Days in a Year (D) 365 365

Debtors Collection Period ((AR * D) / TS) 73 68

Particulars 2020 (£m) 2021 (£m)

Earnings before Interest and Tax (EBIT) 699 805

Interest Paid during the Year (IP) 181 226

Interest Cover (EBIT / IP) 3,86 3,56

Debtors Collection Period of Sweet Plc

Interest Cover of Sweet Plc

ROCE of Sweet Plc

Net Profit Margin of Sweet Plc


