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a) Income statement and financial position statement of Wales PLC

	Income statement of Wales PLC

	As of 31st Dec 2022

	Particulars
	Amount
	Amount

	Sales
	800980
	

	Cost of sales
	578650
	

	Gross profit
	
	222330

	Administrative expenses
	30000
	

	Directors remuneration
	5000
	

	Distribution cost
	28000
	

	Commission of Salesman
	3000
	

	Operating income
	
	156330

	Ordinary dividend
	20000
	

	Preference dividend
	30000
	

	Interest paid
	2000
	

	Corporation tax
	100000
	

	Net profit
	
	4330



Table 1: Income statement of Wales PLC
The primary goal of preparing an income statement is to incorporate all the information concerning revenue and expenses (Edmonds et al., 2021). The above income statement of Wales PLC is prepared after taking all the information from the trial balances and the section of additional information. For the investor of Wales PLC, the statement is extremely important because it provides ultimate information regarding the profit-earning capacity of the company. The above table represents that the revenue of the company in 2022 was £ 800980. The cost of sales of this company comprises all the direct costs of production (Cai et al., 2021). In order to calculate the gross profit of the company, the cost of sales is deducted from the total revenue generated from sales. The total cost of sales of Wales PLC in 2022 was £ 578650. After deducting it from sales the gross profit of the organisation was £ 222330. In the income statement, the gross profit of the company represents the capability of the organisation to cover direct expenses. This statement is also prepared to determine the ultimate profitability of the company after meeting all the indirect expenses. The indirect expenses of Wales PLC include administrative expenses, director's remuneration, salesman Commission, and distribution cost (Faccia et al., 2019). After deducting all the indirect expenses it is possible to assess the operating income. So the operating income of Wales PLC in 2022 was £ 156330. The ordinary dividend payment of this organisation in 2022 was £ 20000 and the preference dividend was £ 30000. Because of the loan, this company paid £2000 as interest. The amount of Corporation tax of this company in 2022 was £ 100000. After deducting these expenses the net profit of Wales PLC at the end of the accounting year 2022 was £ 4330.
	The balance sheet

	As of 31st Dec 2022

	
	Amount
	Amount

	Non-current assets
	
	

	Plant and equipment
	1250000
	

	
	
	

	Current assets
	
	

	Stock
	510850
	

	Trade receivable
	170125
	

	Cash and bank
	96000
	

	Accrued receivable
	980
	

	Total assets
	
	2027955

	Current liabilities
	
	

	Trade payable
	188625
	

	Outstanding commission
	3000
	

	Corporation tax
	100000
	

	Non-current liabilities
	
	

	4% Debentures
	200000
	

	Net assets
	
	1536330

	
	
	

	Equity
	
	

	Ordinary shares
	900000
	

	preference shares
	500000
	

	Retained profits
	136330
	

	
	
	1536330



Table 2: Financial position statement of Wales PLC
The goal of preparing the balance sheet of this company is to incorporate all the information regarding assets and liability. Every public limited company had to prepare a financial position statement at the end of the accounting year and it needed to be communicated to the stakeholders (Schroeder et al., 2022). The importance of preparing this statement is that it represents the actual financial health of the company. The balance sheet also assists the investors in assessing the operational strength. From the above table, the actual financial position of Wales PLC at the end of 2022 can be determined. From the above table, it can be interpreted that the non-current asset section comprises one item such as plant and equipment (£ 1250000). The current asset part of the balance sheet comprises different assets such as stock, trade receivable and cash and Bank. As per the information given about this company, an additional £ 980 was added to the trade receivable as an accrued receivable (Lev, 2019). The cash and bank balance at the end of the year was £ 96000. The total asset value of the company was £ 2027955. For the calculation of Net Assets, non-current liabilities and current liabilities were subtracted. The value of the non-current liability of the company was £ 200000 which was 4% debenture. The current liability of the organisation comprises trade payable, Corporation tax and outstanding Commission. The value of the outstanding Commission was £ 3000. The net asset of Wales PLC at the end of 2022 was £1536330. The equity part of the balance sheet comprises ordinary shares (£ 900000); preference shares (£ 500000) and retained profit (£ 136330). 
b) Causes for which financial position statement balance 
As per the accounting, a balance sheet should always balance. The financial position statement of an organisation is also known as a balance sheet on the basis of the fact that the liability and the Asset side of the company will always be equal. The asset represents the total amount owned by the organisation and the liability side comprises the total due amount (Marrone and Hazelton, 2019). In the assets side, current and non-current assets are recorded. The liability side of the balance sheet comprises total debt, equity and liability. The reason which acid and liability sides must be equal is because of the double-entry bookkeeping system. As per this accounting principle, every financial transaction needs to be reflected through two different accounts. For example, if an organisation decides to purchase an asset on a credit basis, then the asset should be debited to record the increasing value of assets (Almagtome et al., 2020). Consequently, the creditor's account needs to be credited to record the total amount due to the company. For this reason, it is considered that the asset and liability part of the balance sheet should be always equal due to the double entry impact. It also ensures that the transactions are recorded in the books accurately. In case of any imbalance, the assets and liability site will not be equal, projecting some errors in recording the transactions.
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a) Ratio analysis
	1. ROCE
	Formula
	2021
	2020

	EBIT
	EBIT / Capital employed
	805
	699

	Capital employed
	
	7225
	7217

	Answer
	
	11.1%
	9.7%

	
	
	
	

	2. ROE
	Formula
	2021
	2020

	Net income
	Net income / Shareholders' equity
	431
	366

	shareholders’ equity
	
	3088
	2912

	Answer
	
	14.0%
	12.6%

	
	
	
	

	3. Earnings per share
	Formula
	2021
	2020

	Net income
	Net income / Outstanding shares
	431
	366

	Outstanding shares
	
	600
	600

	Answer
	
	0.71833
	0.61

	
	
	
	

	4. Net profit margin
	Formula
	2021
	2020

	Net profit
	Net Income / Revenue
	431
	366

	Revenue
	
	6738
	6441

	Answer
	
	6.4%
	5.7%

	
	
	
	

	5. Asset turnover
	Formula
	2021
	2020

	Net sales
	Net sales/ Total assets
	6738
	6441

	Total assets
	
	9736
	10087

	Answer
	
	0.69207
	0.63854

	
	
	
	

	6. Stock holding days
	Formula
	2021
	2020

	Inventory cost
	(Inventory cost/ COGS)*365
	708
	659

	Cost of goods sold
	
	3235
	3096

	Answer
	
	79.8825
	77.6922

	
	
	
	

	7. Debtors collection period
	Formula
	2021
	2020

	Debtors value
	(Debtors value/ Annual credit sales)*365
	1249
	1287

	Annual credit sales
	
	6738
	6441

	Answer
	
	67.6588
	72.932

	
	
	
	

	8. Current ratio
	Formula
	2021
	2020

	Current assets
	Current assets / Current liabilities
	2303
	2355

	Current Liability
	
	2511
	3046

	Answer
	
	0.91716
	0.77315

	
	
	
	

	9. Gearing ratio
	Formula
	2021
	2020

	Total debt
	Total debt/ Total shareholders’ equity
	4137
	4129

	Total shareholders’ equity
	
	3088
	2912

	Answer
	
	1.3397
	1.41793

	
	
	
	

	10. Interest cover
	Formula
	2021
	2020

	EBIT
	EBIT/ Interest exp
	805
	699

	Interest expenses
	
	226
	181

	Answer
	
	3.56195
	3.86188


Table 3: Ratio analysis
b) Interpretations of the result of the ratio analysis
	Name of the ratios
	Meaning
	Interpretation of the financial performance of Sweets PLC

	ROCE
	This profitability ratio is calculated to understand the capital efficiency of Sweets PLC. The higher value of this ratio is better because it indicates that the organisation is successful in providing a good return to the stakeholder as profit (Fridson and Alvarez, 2022). 
	From the above table, it is interpreted that the ROCE of Sweets PLC in 2020 was 9.7% and in 2021 it increased to 11.1%. The reason for the improvement in this ratio was due to an increase in the value of EBIT.

	ROE
	This ratio is a financial indicator to understand what percentage of profit can be attributed to the equity shareholders of a business organisation. 
	. From the ratio analysis it can be understood that the ROE of Sweets PLC in 2020 was 12.6% and in 2021 it inflated to 14%. This profitability ratio is extremely important to the equity shareholders of Sweets PLC to determine the percentage of net income available to the equity shareholders.

	Earnings per share
	To calculate this ratio, the net profit of the company is divided by the number of outstanding shares of the organisation. This ratio is a good indicator to determine the value perceived by the investor (Robinson, 2020).
	The above calculation represents that in 2021 EPS of Sweets PLC was 0.71 and in 2020 it was only 0.61. The reason for such an increment in this ratio was mainly because of an increase in the net profit.

	Net profit margin
	Net profit margin is one of the most popular profitability ratios that are used to assess the net profit earning capacity of an organisation. This ratio also indicates the operation of efficiency and internal control measures. 
	The net profit of the company is calculated after deducting all the production-related costs and indirect costs of the company. The above calculation states that in 2020 the net profit margin of Sweets PLC was 5.7% and in 2021 it increased to 6.4%. One of the major reasons for this is that in 2021 the net profit along with the revenue of the company increased compared to the previous years.

	Asset turnover
	The asset turnover ratio is the indicator of the efficiency of an organisation to use assets for revenue generation (Wahlen et al., 2022). The higher value of this ratio indicates that a business organisation is in a favourable position to use assets.
	In a good financial condition, it is expected that the Asset turnover ratio should be greater than 1. In this situation, it can be seen that the Asset turnover ratio of Sweets PLC Was lower than one in both financial years. In 2020, by using £1 of assets, This organisation was successful in generating £0.63 value of revenue. Even though the value of this ratio has increased in 2021 it was still lower than one.

	Stock holding days
	This ratio is an indicator of the number of days an Organisation holds the stock before sales. It also provides an estimated value of inventory rotation in the company.
	In 2020 stock holding day was only 77 days whereas, in 2021 it increased to 79 days. It is important for the management of Sweets PLC to focus on reducing the stock holding to earn more revenue.

	Debtors collection period
	This ratio indicates the internal efficiency of the company in realising the due amount from the debtors. From this ratio, the efficacy of the credit policy of the company can be determined.
	In the financial year 2020, the debtor's collection period was only 72 days, whereas in 2021 the debtor's collection period was 67 days. The decrease in the data collection period represents the regular flow of cash. It is also important for the company to tighten the credit policy to ensure sustainable long-term functioning.

	Current ratio
	The current ratio is useful in determining the liquidity position of a business organisation. This ratio is important to determine whether the Organization has the capability to meet short-term obligations (Yhip et al., 2020).
	In a favourable financial position, it is always desirable to have a current ratio value greater than 1. In 2020 this ratio was only 0.77, whereas, in 2021 this ratio was 0.91. Even though the ratio of Sweets PLC significantly increased it was still lower than one because the current liability was in greater value compared to current assets.

	Gearing ratio
	This ratio is the indicator of financial leverage position. From this ratio, it is possible to understand the capital formation structure in the company. 
	In both financial years, the gearing ratio of the organisation was greater than 1 and it indicates that Sweets PLC is more reliable than the debt capital. As the debt capital of the company is on the higher side, it increases the likelihood of cash outflow in the form of interest (Olayinka, 2022).

	Interest cover
	This ratio is useful in determining the capability of an organisation to pay interest on outstanding debt (Welc, 2022).
	The value of the EBIT, of Sweets PLC was three times more than the interest expenses. In 2020 this ratio was 3.861 and in 2021 it reduced to 3.561. The management of the company needs to be cautious about a decrease in the interest coverage ratio.


Table 4: Ratio interpretation
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