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[bookmark: _Toc119090107]Introduction
The preparation of the financial statement of an organisation demonstrates its financial performance in an appropriate way. By creating the financial statement an organisation can easily understand whether the revenue and net income of the organisation has been increased or not. It also helps the company to identify whether they have a strong liquidity position or not. So the analysis of financial statements is very beneficial for any organisation. This paper will analyse the financial performance of Wales plc by analysing the financial statement of the company. This paper will prepare the income statement and balance sheet of the company to evaluate its performance. Besides the financial statement, the financial ratios are also a very important thing that helps an organisation to understand its current performance. Analysis of the financial ratios of any organisation helps a company to evaluate its efficiency in generating profit and efficiency to operate the business. This paper will also analyse the financial performance of Sweet's plc by analysing its financial ratios. 
[bookmark: _Toc119090108]Question 1: Income statement of Wales PLC
This part of the paper will analyse the income statement of Wales PLC to evaluate its performance. 
[bookmark: _Toc119090109]Wales PLC’s income statement
	
	In the books of Wales PLC

	
	Income statement

	
	For the year ended 31/12/2021

	
	Revenue
	800,000
	 

	
	Less: Purchase
	578,650
	 

	
	Gross profit
	 
	221,350

	
	Less: Expenses
	 
	 

	
	Interest
	2,000
	 

	
	Directors remuneration
	5000
	 

	
	Admin exp
	30,000
	 

	
	Distribution costs
	28,000
	 

	
	Pay of ordinary dividend
	20,000
	 

	
	 pay of preference dividend
	30,000
	 

	
	To outstanding commission
	3,000
	 

	
	corporation tax
	1,00,000
	 

	
	 Total expenses
	 
	2,18,000

	
	 Net income
	 
	3,350


Table 1: Income statement of the Wales PLC for the year 2021
(Source: Created by author)
The preparation of the income statement of Wales Plc is clearly demonstrating its performance in an appropriate way. The income statement of the company is showing the revenue generated by the company in the year 2021 and the net income earned by the company in 2021. The company can evaluate its performance with its previous performance to identify whether the revenue and profit of the organisation have increased or not (Charitou et al., 2018). They will also be able to compare their performance with their competitors as well. So the evaluation of the income statement will be very beneficial for the Wales PLC. 
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	In the books of Wales plc

	For the year ended 31/12/2021

	Statement of financial position

	Liabilities
	£
	£
	Asset
	£
	£

	Share capital
	 
	 
	 
	 
	 

	Ordinary share
	10,00,000
	 
	Fixed Asset
	 
	 

	Pref share
	4,00,000
	 
	Plant
	 
	12,50,000

	Total
	14,00,000
	 
	Current asset
	 
	 

	Add: Net profit
	3,350
	 
	Cash and bank
	 
	1,76,250

	Add: retained earning
	1,32,000
	 
	Trade receivable
	 
	1,70,125

	 
	 
	15,35,350
	Stock
	 
	4,30,600

	Debentures
	 
	2,00,000
	 
	 
	 

	Current liabilities
	 
	 
	 
	 
	 

	Outstanding expenses
	 
	3000
	 
	 
	 

	Corporation tax
	 
	100000
	 
	 
	 

	Trade payable
	 
	188625
	 
	 
	 

	Total
	 
	20,26,975
	Total
	 
	20,26,975


Table 2: Statement of financial position of the Wales PLC for the year 2021
(Source: Created by author)
The financial position can also be defined as a balance sheet. The financial position shows the position of assets and liabilities of an organisation (Akron and Taussig, 2022). The financial position of Wales plc has also been showing its current financial performance. The preparation of financial statements and financial position is also very beneficial for the analysis of the financial ratios of an organisation. 
The reason behind the statement of financial position always stays balanced
The financial position or the balance sheet of any organisation always stays balanced. The reason behind such a thing is, a company prepares its balance sheet by maintaining the accounting principles of double entry. That means this system record all the transitions of the organisation at least two different accounts. Besides that, it also checks whether the entries are consistent or not. For example, it can be said that if an organisation paid to rent it will impact double accounts such as cash and rent accounts. The cash position of the organisation will decrease and the expense of the organisation will be increased (Boer, 2022). Both these transactions have an impact on the balance sheet of the company. The increase in the expense of the company will decrease the net profit of the company and it will also decrease the overall cash position of the organisation. That is why the balance sheet of a company always stays balanced. 
On the other hand, if an organisation purchases a fixed asset then the amount of fixed asset of the organisation will increase but the total position of the cash will decrease. That is how the double-entry bookkeeping method always helps the balance sheet of the organisation to stay balanced.
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1. ROCE
	Calculation of Return on capital employed (ROCE)

	Particulars
	2021
	2020

	Earning before interest and tax (EBIT)
	805
	699

	Total Asset
	9,736
	10,087

	Current liabilities
	2,511
	3,046

	Capital employed
	7,225
	7,041

	ROCE= EBIT/ Capital employed
	11.1419
	9.92757



2. ROE
	Calculation of Return on equity (ROE)

	Particulars
	2021
	2020

	Net income
	431
	366

	Shareholders equity
	300
	300

	ROE= Net income/Shareholders Equity
	1.43667
	1.22



3. Earnings per share
	Calculation of Earning per share

	Particulars
	2021
	2020

	Net income
	431
	366

	Outstanding shares
	300
	300

	Average outstanding shares
	300
	150

	EPS= Net income/ Average outstanding shares
	1.43667
	2.44



4. Net profit margin
	Net profit margin

	Particulars
	2021
	2020

	Net profit
	431
	366

	Total revenue
	6738
	6441

	Net profit margin= (net profit /revenue)*100
	6.39656
	5.68235



5. Assets Turnover
	Asset turnover

	Particulars
	2021
	2020

	Total revenue
	6738
	6441

	Total Asset
	9,736
	10,087

	Average total asset
	9911.5
	5043.5

	Asset turnover= Revenue/average total asset
	0.67982
	1.27709



6. Stock Holding days
	Stock holding days

	Particulars
	2021
	2020

	Closing stock
	708
	659

	Cost of goods sold
	3235
	3096

	Stock holding days= (Closing stock/cost of goods sold) x 365
	    79.88 
	          77.69 



7. Debtors collection period
	Calculation of debtors' collection period

	Particulars
	2021
	2020

	The amount owed by Debtors
	1,249
	1,287

	credit sales
	6,738
	6,441

	Debtors collection period= (Amount owed by debtor/annual credit sales)*365
	    67.66 
	          72.93 



8. Current ratio
	Calculation of the current ratio

	Particulars
	2021
	2020

	Current asset
	9,736
	10,087

	Current liabilities
	2,511
	3,046

	Current ratio= current asset/ current liabilities
	      3.88 
	            3.31 



9. Gearing ratio
	Calculation of gearing ratio

	Particulars
	2021
	2020

	Loans and borrowings
	4137
	4129

	Shareholder equity
	3,088
	2,912

	Gearing ratio= loans and borrowings/shareholder equity
	      1.42 
	            1.42 



10. Interest cover
	Calculation of interest cover

	Particulars
	2021
	2020

	Earnings before interest and taxes 
	805
	699

	Interest expenses
	226
	181

	Interest cover = EBIT/Interest expenses
	      3.56 
	            3.86 
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Assessment of profitability
The profitability assessment that can be used to identify the current capital efficiency of the firm is called Return on capital employed (Sutarno et al. 2019). This ratio has been used to evaluate the profitability performance of the business from the capital management perspective. It can be identified that the ROCE of the business has increased from 9.92% in 2020 to 11.14% in 2021. This data refers to the improvement in the capital management operation for the organisation more effectively. Effective financial performance can be addressed by using this financial ratio. 
Return on Equity is the profitability ratio assessment used to identify the return percentage from the equity investment for the firm. As per the calculation, Return on equity for Sweet Plc has increased from 1.22 times in 2020 to 1.44 times in 2021. Here, an increase in ROE can be seen for the business which indicates the higher equity investment operation more effectively. Net profit margin calculation showcases a higher profit margin outcome in the business process of Sweet plc in the present circumstances. Improvement in the profitability operation can be stated with the effect of the higher profitability proportion compared to the revenue proportion. 
Evaluation of efficiency
In order to interoperate the efficiency of the business effectively, assets turnover, stock holding days and debtors collection period calculations have been made in this assignment. It can be identified that stock holding days for Sweet Plc have increased from 78 days to 80 days. The rise in the stock holding days refers that the company takes a long time to hold the inventories which are not effective for the stock management operation (Mao et al. 2022). Assets turnover mainly indicates the reduction in the utilisation capabilities of the assets to generate higher revenue. The usefulness of the assets in the business process for revenue generation can be addressed by using asset turnover. On the other hand, debt collection days have decreased from 73 days to 68 days for Sweet plc which is beneficial for the firm. Reduction of the ratio mainly specified the improvement in the debtor's collection management for the business. Based on the evaluation, it can be stated that the current efficiency of the business is beneficial from the debtor's management perspective hence the assets management and stock management capabilities are not up to mark in 2021. 
Interpretation of leverage
Following the calculation of the interest coverage ratio and gearing ratio, the leverage performance of Sweet plc can be specified. It can be identified that the Interest coverage ratio has reduced for the firm from 3.86 to 3.56 in 2021. The ability of the firm to manage its interest expenses by using the profit can be assessed by using the interest coverage ratio (Dance & Imade, 2019). It can state that the interest management performance of Sweet plc has fallen due to enhance in the proportion of interest compared to EBIT. The gearing ratio, on the other hand mainly focuses on the financial structure and risk factors of the firm.  It is seen that the gearing ratio remains the same for 2021 as compared to 2020 which indicates the stability in the financial structure of the firm. It can also address that the financial leverage of sweet plc is stable in 2021. 
Discussion on Liquidity
The current ratio is the financial measurement tool that can be used in business operations to interoperate and address the operational performance of the form from the perspective of liquidity. The working capital management (WCM) capabilities of Sweet plc can also verify by using the current ratio (Madushanka & Jathurika, 2018). Calculation shows an improvement in ratio outcome from 3.31:1 to 3.88:1 in the business operation. This data specifies that the company is able to improve the use of short-term assets to meet the short-term liabilities. An effective liquidity position can be seen for Sweet plc as the ratio surpasses the ideal position of the firm. 
Recognition of investment performance
EPS is the assessment used to interoperate the investment performance of the firm in the present environment. It can identify that the EPS of Sweet plc has reduced from 2.44 to 1.44 in 2021. Reduction in the EPS refers to the lack of financial capabilities from the investment perspective (Ningsih & Sari, 2019). It can be assessed that the investment operation of the firm is not effective in the present circumstances which refer to the lack of future growth opportunity. 


[bookmark: _Toc119090114]Conclusion
The analysis of the whole paper clearly evaluates the performance of two different companies in an appropriate way. The preparation of the financial statement and the analysis of the ratio is clearly demonstrating the strengths and weaknesses of these organisations clearly. The analysis of the financial ratio is showing that Sweet’s plc has a great liquidity position. At the same time, the profitability position of the company is also very effective. However, the stock management and assets utilisation capacity of the company is not effective. The leverage ratio of the company is also not great. The company needs to focus on these aspects and they need to improve its performance in those sectors. The company also needs to focus on their strong zone as well where the performance of the company is good. The focus on those aspects will be very helpful for the company to grab opportunities and increase its profitability. The overall discussion of the paper will be very effective for both these companies to take proper steps regarding to the business operation. Besides that, it will also be very beneficial for both organisations to increase its revenue and profitability in the future. 
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