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[bookmark: _Toc118976623]Question 1
[bookmark: _Toc118976624]a. Income Statement
An “Income Statement” can be considered one of the three vital “financial statements,” which have been operated for reporting the “financial performance” of the organisation over a definite accounting period. The other two essential financial statements primarily involve the "Cash Flow Statement" and the "Balance Sheet."   The “Income Statement” plays an important role to provide an immense focus on the losses, gains, expenses and revenue of an organisation during a definite period.  It can also be known as the "Statement of Revenue and Expense" or the "Profit and Loss Statement."  Valuable insights can be provided by an Income Statement regarding the efficiency and operations of an organisation in terms of evolving its operation related to other industry peers and underperforming sectors in an accurate manner (Aini et al., 2020). The major objective of utilising income statements helps to provide relevant details regarding business activities and profitability of the organisation to the potential stakeholders of the organisation.  It also helps to offer detailed insights into the internal activities of the organisation in terms of its comparison over various sectors and businesses extensively.
An Income Statement can be utilised by competitors in order to determine efficient insights regarding the success parameters of an organisation along with the focus areas involving lifting spending on research and development (Faccia et al., 2021). Income statements can be significantly utilised by the research analysts in order to make an effective comparison of an organisational performance based on quarter-on-quarter and year-on-year performance respectively. The Income Statement of Wales PLC can be summed up in the following table:
	Wales PLC

	Income Statement

	For the year ended 31.12.2021

	Particulars
	£

	Sales
	800000

	Less: Cost of Sales
	578650

	Gross Profit
	221350

	Less: Administrative Expenses
	30000

	
	191350

	Less: Distribution Costs
	28000

	Operating Income
	163350

	Less: Interest Paid
	2000

	Income Before Income Taxes
	161350

	Less: Corporation Tax
	100000

	Net Income
	61350


Table 1: Income Statement
(Source: Created by the Author)
The above table analyses that the value of net income generated by Wales PLC at the end of the financial year 2021 amounted to £61,350. Similarly, the value of sales and gross profit evolved by the concerned company amounted to £800,000 and £221,350 during respective period. It is necessary for the present entity to establish efficient strategies for enhancing the level of revenues over the respective market for ascertaining a higher level of net income after a specific period (Charitou et al., 2018).
[bookmark: _Toc118976625]b. Reasons for Balancing the Financial Statement
The major reason for balancing the financial statement involves the effective utilisation of Accounting Principles related to double entry. The concerned accounting system significantly records every financial transaction in at least a couple of various accounts.  It also monitors as a potential check to ensure consistency within the accounting entries respectively. The statement related to financial position can be considered an efficient factor to offer a snapshot regarding the financial situation of the organisation over a definite period (Thuy et al., 2021).  The potential information on the respective statement regarding the “financial position” can be operated for several “financial activities” involving the comparison of “debt to equity” along with the comparison of “current assets” to “current liabilities” respectively. The present analysis can be significantly evaluated on a trend line of the organisation that can be helpful for financial managers to monitor any alterations within the financial position of the reporting organisation over a definite period.  It is important for the organisation regulating under the double entry accounting system to utilise the statement of reservation accurately. It is due to providing effective ongoing updates about equity, liability and asset accounts through the effective utilisation of the present approach (Robinson, 2020).
[bookmark: _GoBack]Effective utilisation of balance sheets can be considered a critical document for business owners for extracting potential data about the financial standing of the business firm.  It also plays an important role for the potential and current investors to assess the relevant understanding of the funding elements within the organisation in order to generate a high level of profit after a definite period of time. Investors can be efficiently involved in appreciating the businesses with a higher level of cash assets as it denotes a significant enhancement in the prosperity and growth of the concerned organisations. Significant information can be provided through the financial statement to the potential stakeholders of the organisation, which can also be helpful for the entity to evaluate a better management decision respectively (Jurakulovna, 2021). Furthermore, it assists in making a necessary improvement in the overall financial health, borrowing and operational efficiency of the entity in an accurate manner. Numerous lenders are highly engaged in requiring a balance sheet in order to determine the creditworthiness and financial condition of the organisation. Potential tracking of business finances through financial statements can assist in identifying critical problems prior to becoming major hindrances within the organisation.
Keeping accurate and balanced business records is essential for both tax preparation and planning for the business entity. Balanced financial statements of the organisation denote that all the accounting entries have been significantly operated by the financial managers of the firm. The balance sheet can be determined as an essential element as it keeps the business owners and a few stakeholders informed about the financial position of the company.  Keeping updated financial information can be helpful for business owners to make better management decisions respectively (Dewi et al., 2019). It also leads to enhancing the level of profitability and productivity of the firm. It is important for business owners to demonstrate balanced financial statements in order to evaluate the financial results free from financial error or mistakes extensively. Balanced financial statements can be esteemed as a vital element for the other stakeholders of the firm to evolve a greater level of accuracy in financial aspects over a specific period. As a result, it is important for financial managers to maintain the necessary accounting principles in reporting financial statements to ascertain valuable outcomes.
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[bookmark: _Toc118976627]a. Financial Ratios
[bookmark: _Toc118976628]1. ROCE
	1. Return on Capital Employed
	2021
	2020

	
	£m
	£m

	Earnings Before Interest and Tax (EBIT)
	805
	699

	Capital Employed
	7225
	7041

	
	
	

	Return on Capital Employed (EBIT/Capital Employed)
	0.11
	0.10


Table 2: Return on Capital Employed
(Source: Created by the Learner)
The above financial data suggests that the ROCE has been enhanced from 0.10% to 0.11% during 2020-2021 respectively. An increment in the percentage of ROCE indicates that the capital is utilised in an efficient manner within Sweets PLC over a respective period (Kadim et al., 2020).
[bookmark: _Toc118976629]2. ROE
	2. Return on Earnings
	2021
	2020

	
	£m
	£m

	Net Income 
	431
	366

	Shareholder's Equity
	3088
	2912

	
	
	

	Return on Earnings (Net Income/Shareholder's Equity)
	0.14
	0.13


Table 3: Return on Earnings
(Source: Created by the Learner)
The necessary information articulated from the above table denotes that “return on earnings” has enlarged from 0.13% in 2020 to 0.14% in 2021 respectively. The increase in the value of “return on earnings” can be considered a major cause for the increment in the level of encouragement among the stakeholders to make an investment in the concerned entity (Hosaka, 2019).
[bookmark: _Toc118976630]3. Earnings Per Share
	3. Earnings Per Share
	2021
	2020

	
	£m
	£m

	Total Earnings
	431
	366

	Outstanding Shares
	300
	300

	
	
	

	Earnings Per Share (Total Earnings/Outstanding Shares)
	1.44
	1.22


Table 4: Earnings Per Share
(Source: Created by the Learner)
The above financial data evaluates that the number of earnings per share has also increased from 1.22 to 1.44 during 2020 and 2021. Enhancing the value of earnings per share suggests that the current company evolves effectively indication in the growth prospect for the future respectively over a definite period.
[bookmark: _Toc118976631]4. Net Profit Margin
	4. Net Profit Margin
	2021
	2020

	
	£m
	£m

	Net Profit
	431
	366

	Sales
	6738
	6441

	
	
	

	Net Profit Margin (Net Profit/Sales) *100
	6.40
	5.68


Table 5: Net Profit Margin
(Source: Created by the Learner)
The potential data demonstrated from the above monetary table signifies that the “net profit margin” has escalated from 5.68% in the financial year 2020 to 6.40% in the financial year 2021. A higher level of net profit margin within the current company indicates that the firm is highly engaged in utilising efficient pricing strategies or effective cost structure respectively (Restianti and Agustina, 2018).
[bookmark: _Toc118976632]5. Asset Turnover
	5. Asset Turnover
	2021
	2020

	
	£m
	£m

	Net Sales
	6738
	6441

	Average Total Assets
	9736
	9911.5

	
	
	

	Asset Turnover (Net Sales/Average Total Assets)
	0.69
	0.65


Table 6: Asset Turnover
(Source: Created by the Learner)
The above financial data observes that the value of “asset turnover” is increased from 0.65 to 0.69 during 2020 and 2021. The higher asset turnover ratio within Sweets PLC can be esteemed as a principal cause of the efficient utilisation of assets within the firm for generating revenues over a specific period.
[bookmark: _Toc118976633]6. Stock Holding Days
	6. Stock Holding Days
	2021
	2020

	
	£m
	£m

	Inventory 
	708
	659

	Cost of Goods Sold
	3235
	3096

	
	
	

	Stock Holding Days (Inventory/Cost of Goods Sold) *365
	79.88
	77.69


Table 7: Stock Holding Days
(Source: Created by the Learner)
The crucial information determined from the above table indicates that the value of “stock holding days” is enlarged from 77 days to 79 days during 2020 and 2021. Increment in the stock holding days evaluates that the present organisation cannot be able to generate higher levels of sales during a shorter period (Zorn et al., 2018).
[bookmark: _Toc118976634]7. Debtors Collection Period
	7. Debtors Collection Period
	2021
	2020

	
	£m
	£m

	Receivables
	1249
	1287

	Sales
	6738
	6441

	
	
	

	Debtors Collection Period (Receivables/Sales) *365
	67.66
	72.93


Table 8: Debtors Collection Period
(Source: Created by the Learner)
The above “financial table” articulates that the “debtor's collection period” has decreased from 72.93 in 2020 to 67.66 in 2021. It can be demonstrated as a potential factor for “Sweets PLC” as it denotes that the payments have been collected in a significant manner within the concerned entity during the respective period (Musallam, 2018).
[bookmark: _Toc118976635]8. Current Ratio
	8. Current Ratio
	2021
	2020

	
	£m
	£m

	Current Assets
	2303
	2355

	Current Liabilities
	2511
	3046

	
	
	

	Current Ratio (Current Assets/Current Liabilities)
	0.92
	0.77


Table 9: Current Ratio
(Source: Created by the Learner)
It has been analysed from the above financial table that the amount of current ratio is slighly enhanced from 0.77 in 2020 to 0.92 in 2021. The concerned increase in the value of the “current ratio” suggests that the present organisation is able to cover its short-term obligations with the help of current assets generated during the specific period.
[bookmark: _Toc118976636]9. Gearing Ratio
	9. Gearing Ratio
	2021
	2020

	
	£m
	£m

	Total Debt
	6648
	7175

	Total Equity
	3088
	2912

	
	
	

	Gearing Ratio (Total Debt/Total Equity)
	2.15
	2.46


Table 10: Gearing Ratio
(Source: Created by the Learner)
The above financial data suggests that the value of the gearing ratio has been enhanced from 2.46 to 2.15 during 2020 and 2021 respectively. A decreased level of gearing ratio demonstrates that the present firm obtains a reduced level of financial leverage degree. The present company cannot be susceptible to economic downturns along with the business cycle extensively (Kariyawasam, 2019).
[bookmark: _Toc118976637]10. Interest Cover
	10. Interest Cover Ratio
	2021
	2020

	
	£m
	£m

	EBIT
	805
	699

	Interest Expense
	226
	181

	
	
	

	Interest Cover Ratio (EBIT/Interest Expense)
	3.56
	3.86


Table 11: Interest Coverage Ratio
(Source: Created by the Learner)
It has been summarised from the above “financial data” that the amount regarding interest coverage is slightly enhanced from 3.86 in 2020 to 3.56 in 2021. The reduced level of interest coverage ratio indicates a greater level of burden on the organisation by lower capital and higher debt expenses.
[bookmark: _Toc118976638]b. Financial Position and Performance
It has been evaluated from the financial position and performance of “Sweets PLC” that the present firm has managed to generate a certain level of profitability and productivity over the financial year 2020 and 2021 respectively. It is important for the financial managers of the current organisation to make an efficient strategy for reducing the level of stock-holding days in an accurate manner (Linares-Mustarós et al., 2018). Potential forecasts of demand by the financial managers along with making necessary recommendations for order quantities and time can be esteemed as a vital element to improve stock holding days within the firm extensively (McLaren and Struwig, 2019). It is also important for the financial managers regarding Sweet PLC to make effective strategies for improving the gearing ratio in order to enhance the level of encouragement among financial advisors to make necessary investments into the firm. It can be esteemed as a vital cause for increasing profitability and productivity of Sweets PLC extensively over a definite period.
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