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[bookmark: _Toc121869991]Introduction
Various transactions that occur during carrying out the business are recorded in the books of accounts by following the various accounting principles which include the actual concept, double entry system of accounting and various others. At the end of the accounting period, the financial statements are prepared from such records which give information about the financial performance of the business and also about the financial position which is disclosed by the income statement and the balance sheet respectively. It helps in taking the various decisions by the different stakeholders.
[bookmark: _Toc121869992]Answer 1
i) Preparation of financial statements of the company (Income statement and balance sheet)
	“Income statement of Wales PLC for the year ending 31 December 2021

	Particulars
	Amount (£)

	Sales
	800,980

	Less: Cost of sales
	-578,650

	Gross profit
	222,330

	Less: Administrative expenses
	-30,000

	Employee benefit expenses
	-8,000

	Selling and distribution expenses
	-28,000

	Earnings before interest and tax
	156,330

	Less: Interest
	-2,000

	Earnings before tax
	154,330

	Less: Tax
	-100,000

	Earnings after tax
	54,330

	Less: Preference dividend paid
	-30,000

	Earnings available for equity shareholders
	24,330

	Less: Dividend paid
	-20,000

	Net earnings
	4,330



	Statement of financial position of Wales PLC as at 31 December 2021

	Particulars
	Amount (£)

	Non-current assets
	 

	Property, plant and equipment
	1,250,000

	Total Non-current assets
	1,250,000

	 
	 

	Current assets
	 

	Inventory
	430,600

	Trade receivables
	171,105

	Cash and bank
	176,250

	Total Current assets
	777,955

	Total assets
	2,027,955

	 
	 

	Current liabilities
	 

	Trade payable
	188,625

	Corporate tax payable
	100,000

	Commission payable
	3,000

	Total Current liabilities
	291,625

	 
	 

	Non-current liabilities
	 

	4% Debentures
	200,000

	Total Non-current liabilities
	200,000

	 
	 

	Equity
	 

	Ordinary share capital
	1,000,000

	10% preference share capital
	400,000

	Retained earnings
	136,330

	Total equity
	1,536,330

	Total equities and liabilities
	2,027,955”



Notes to accounts:
1. Sales

	Particulars
	Amount (£)

	Total sales revenue
	800,000

	Add Goods sent to customers but payment not received 
	980

	Total sales
	800,980



In the given case the goods that have been sold to the customer but for which the payment has not been received have been added to the gross amount of revenue by following the concept of the accrual system of accounting which states that the income and expenses should be recorded in the same accounting period to which they pertain irrespective of whether the payment has been received or paid or not (Kelly, 2022).

2. Employee benefit expenses
	Particulars
	Amount (£)

	Director’s remuneration
	5,000

	Commission payable to salesmen
	3,000

	Total
	8,000



Commission payable to salesmen has also been added to the employee benefit expense as it has not yet been recorded in the books of accounts and hence does not form part of the trial balance. Further, it relates to the current period and hence should form part of the current period of expenses.

3. Trade receivables

	Particulars
	Amount (£)

	Trade receivables
	170,125

	Add Goods sold but payment not received
	980

	Total
	171,105



The customer to whom the goods have been sold but the payment has not been received forms part of the accounts receivables and hence has been added to the same.

4. Retained earnings

	Particulars
	Amount (£)

	Retained profits at 1st January 2021
	132,000

	Add: Profits earned during the period
	4,330

	Total
	136,330





ii) Statement of financial position i.e. balance sheet always tally because of the fact that the sum of assets is always equal to the liabilities and equity in the business which makes the two sides of the balance sheet tally. It is because the assets can be acquired in the business either by way of external borrowings that are represented by liabilities in the balance sheet or they can be acquired by way of own funds that are represented by equity.
Also, the financial records are prepared in the business by following the system of double entry which impacts both the credit and debit side of the different ledger accounts with the same amount and these ledger balances are only transferred to the statement of the financial position and thus making its tally. For example, if an asset is purchased and it is recorded in the books of account then it will impact the debit side of the asset account and the credit side of the cash account with the same amount. Such ledger balances will then be transferred to the trial balance. It makes the debit and credit side of the trial balance tally. Such trial balance amounts are then transferred to the statement of financial position which is further matched because the trial balance has also matched whose balances have been carried in the statement of financial position.
[bookmark: _Toc121869993]Answer 2
i)
	“Particulars
	Formula
	Ratio
	2021
	2020

	ROCE
	Earnings before interest and tax / Total capital employed
	Earnings before interest and tax
	846
	720

	 
	 
	Total capital employed
	7225
	7041

	 
	 
	ROCE
	11.71%
	10.23%

	 
	 
	 
	 
	 

	ROE
	Earnings for equity / Equity shareholders funds
	Earnings for equity
	431
	366

	 
	 
	Equity shareholders funds
	3088
	2912

	 
	 
	ROE
	13.96%
	12.57%

	 
	 
	 
	 
	 

	Earnings per share
	Total earnings for equity / Number of equity shares (One, 2022)
	Total earnings for equity
	431
	366

	 
	 
	Number of equity shares
	600
	600

	 
	 
	Earnings per share
	£0.72
	£0.61

	 
	 
	 
	 
	 

	Net profit margin
	Net profit / Sales
	Net profit
	431
	366

	 
	 
	Sales
	6738
	6441

	 
	 
	Net profit margin
	6.40%
	5.68%

	 
	 
	 
	 
	 

	Asset turnover
	Sales turnover / Total assets
	Sales turnover
	6738
	6441

	 
	 
	Total assets
	9736
	10087

	 
	 
	Asset turnover
	0.69 times
	0.63 times

	 
	 
	 
	 
	 

	Stock holding days
	(Average inventory / Cost of sales) * 365
	Average inventory
	683.5
	659

	 
	 
	Cost of sales
	3235
	3096

	 
	 
	Stock holding days
	77.12 days
	77.69 days

	 
	 
	 
	 
	 

	Debtors collection period
	(Average trade receivables / Credit sales) * 365
	Average trade receivables
	1268
	1287

	 
	 
	Credit sales
	6738
	6441

	 
	 
	Debtors collection period
	68.69 days
	72.93 days

	 
	 
	 
	 
	 

	Current ratio
	Current assets / Current liabilities
	Current assets
	2303
	2355

	 
	 
	Current liabilities
	2511
	3046

	 
	 
	Current ratio
	0.92
	0.77

	 
	 
	 
	 
	 

	Gearing ratio
	Total debt / Total equity
	Total debt
	6648
	7175

	 
	 
	Total equity
	3088
	2912

	 
	 
	Gearing ratio
	2.15
	2.46

	 
	 
	 
	 
	 

	Interest cover
	Earnings before interest and tax / Interest
	Earnings before interest and tax
	846
	720

	 
	 
	Interest
	226
	181

	 
	 
	Interest cover
	3.74 times
	3.98 times”


 
ii) The following conclusions can be drawn from the above calculated ratios.
The various ratios can be categorised into different heads based on their similar nature and characteristics. It includes profitability ratios, efficiency ratios, solvency ratios, investors ratios, liquidity ratios and various others. Each category of ratio has a different impact on the different categories of stakeholders.
Analysis of profitability ratios of the company
In the case of the profitability ratios, various ratios have been calculated including the net profit margin ratio and the interest coverage ratio. Net profit ratio help to determine the profit-generating capacity of the business after deducting all the operating and non-operating expenses in the business. It indicates the efficiency with which the management of the company has been able to improve its sales and control its costs to improve the profit margins. This ratio of the company has increased because of the increase in sales which indicates the improvement in the financial performance of the business as compared to the previous period.
The interest coverage ratio is considered to be relevant when the entity has external borrowings on which it is required to pay the interest. This ratio helps to determine whether the company has been able to earn sufficient profits such that it can make the payment for its interest expense without any default because of the insufficient amount of funds in the business. In the case of Sweets PLC, this ratio is high in both periods which implies that the company has a sufficient amount of profits that it can easily make the payment for interest on the external borrowings made by it (Finstanon, 2022).
Analysis of investors ratios of the company
In this case, the return on equity and the EPS have been calculated.
Since the return on equity of the company is increasing, it means that the company has been able to generate additional wealth for its equity shareholders This is because it has been able to provide higher returns to the equity shareholders as compared to the previous period It will lead to increase in the market price of the share of the company as well.
It has also increased the EPS of the company (CFI, 2022).
Analysis of solvency ratios of the company
In this case, the gearing ratio has been calculated which helps to determine the proportion of liabilities held in the business as compared to the equity funds. It indicates whether the company is highly reliant on external funds or its funds for its various financing requirements. The ratio of the company is around 2 in both years which means that the company is more reliant on external debts as compared to the equity funds as its total debt is almost double the equity funds. It can be considered a favourable position for the business as the payment of interest on such debt gives tax savings to the company and increase the amount of profits that are available for the shareholders.
Analysis of liquidity ratios of the company
For this purpose, the current ratio has been calculated. It helps to determine the relationship between the current assets and current liabilities of the business. The ratio of the company is very low in both periods and even less than 1. It indicates that the current assets held in the business are not sufficient for making payment for the current liabilities. It means that there can be a delay on the part of the company to make the payment for its liabilities because of the inadequacy of funds. Thus, the company is required to take the steps to improve its liquidity position (Quickbooks, 2022).
Analysis of efficiency ratios of the company
For this purpose, the assets turnover ratio, stock holding period and the debtors' collection period have been calculated.
The stock holding ratio of the company has reduced in the year 2021 which indicates the efficiency of the sales department of the company as they have taken less time to make the sales of the items that have been lying in the inventory. A reduction in the such ratio is considered to be favourable for the company.
Similarly, the debtors' collection period has also reduced during the period which means that the company has been more efficient during the period to collect the amount due from the debtors. Thus, the debtors have been converted into cash in a lesser period of time during the year 2021.
The assets turnover ratio of the company has also improved during the period. It means that the company has more optimally utilised its current assets during the year 2021 to generate sales. It means the assets of the company have been put to more productive use during such a period (Indeed, 2022).

Thus, it can be said that the overall performance of the company has improved to a very great extent during the year 2021 as indicated by the increase in profitability during the period. The only area that needs the attention of the management is the liquidity position as the such ratio of the company is very low and needs to be improved. 


[bookmark: _Toc121869994]Conclusion
Based on the above, it can be said that it is not enough for the management to prepare the financial statements. To analyse the performance of the business during such a period, the management needs to apply various techniques to evaluate the performance. Thus, for this purpose, the ratio analysis technique can be used. It will help the company to determine the inter-relationship between various components of the financial statements and also to compare the same with that of the previous periods so that important conclusions can be drawn about the financial health of the business.
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