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a) Income statement and the financial position statement
	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 income statement of Wales PLC was prepared by considering all information given in the trial balance and additional information. The gross profit of the organisation was calculated by subtracting the cost of sales from the total sales (Fridson and Alvarez, 2022). The gross profit of the company was 222330. The credit sales of the organisation were also recorded in the total sales value. The operating expenses like administrative expenses, directors' remuneration, and distribution cost and salesman permission were subtracted from the gross profit to calculate the operating income. The operating income of Wales PLC was 156330. In order to calculate the net income of this company, ordinary dividend payment, preference dividend payment, interest payment and Corporation Tax payment were subtracted from the operating income. The value net profit of this company in the financial year 2022 was 4330 pounds.
	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
The above table highlighted the preparation of the financial statement position of Wales PLC for the financial year 2022. The non-current assets of the company include plant and equipment and the value of this item was 1250000. In the current asset section, the amounts regarding stock, trade receivable, cash and Bank items were recorded. The current liability section includes trade payable, Corporation tax and outstanding Commission. In the non-current liability section of the balance sheet 4% debenture value was recorded. The equity part of the above statement holds information regarding ordinary shares, preference shares and retained profit (Robinson, 2020).
b) Reasons the statement of financial position balance
A balance sheet needs to always balance. The term balance sheet is dependent on the fact that the value of the assets will be equal to the liability value every time. The Asset of the balance sheet consists of Organisations owned or will receive in the future. The amounts of assets are measurable. Liability is the total amount accompanied by owed salary, payables and debt. In the equity segment of the balance sheet represents the retained earnings and the equity capital contributed by the equity shareholders. For balancing the balance sheet, the total liabilities and equity value and the total asset need to be equal (Benrqya and Jabbouri, 2021). One of the major reasons that the balance sheet is balanced is because of the most important accounting principle such as double entry. In this accounting principle, the impact of a single accounting transaction is reflected in two different accounts. For example, when a company purchases an asset, the asset account will increase and similarly the liability account will decrease to show where the money is coming from. For this double-entry impact, the assets and the liability side of the balance sheet must be equal. it also ensures that financial transactions are recorded in the statement accurately. In case of imbalances in the Asset and liability value there are maybe several errors such as typing errors, the placing of entry in the wrong section etc.
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a) Ratio calculation
	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



b) Comment on the financial performance
Return on capital employed (ROCE)
ROCE is calculated to interpret the return made by Sweet PLC against the total capital. In the calculation of total capital both the debt capital and equity capital were considered (Nießner et al., 2021). From the above table it can be observed that in 2020 ROCE ratio was 9.7% and in 2021 ROCE improved to 11.1%. The improvement in ROCE was mainly because of an increase in EBIT. The Organisation was successful in managing the operation of activities and improving the earnings before interest and Taxes. Because of internal confirmation, Sweet PLC was successful in providing better returns.
Return on equity
Return on equity is another form of profitability ratio. This ratio is quite important to the equity shareholders because it is used to calculate the return made by a company by using the equity share capital (Kulkarni, 2020). In 2020, the value of return on equity of Sweet PLC was 12.6% and in 2021 this ratio increased to 14%. The main reason for such an increase in this ratio was mainly because the net income of the company increased. In this scenario, it can be said that this organisation was proficient in improving the net profit and it interpreted that the management of the company implemented various measures to improve net profit compared to the previous year.
Earnings per share
Earning for share is another profitability ratio that is used to calculate the total earnings of every share. Earnings per share depend on the number of outstanding shares of the Sweet PLC. From the balance sheet of Sweet PLC, it can be observed that the number of outstanding shares of this organisation was the same in 2020 and 2021. However, in 2020, it was 0.61 and in 2021 it increased to 0.718. The main reason for such an improvement in EPS was mainly because of an increment in the net income. In this context, it can be said that Sweet PLC was efficient in 2021 to suitable using the economic resources to earn more profit. 
Net profit margin
Net profit margin is also used to determine the profitability of a business organisation. This ratio is calculated by dividing net profit by the total revenue earned in a particular financial year. This ratio interprets the capability of the company to earn net profit by using resources. In 2020 this ratio was 5.7% and in 2021 this ratio increased to 6.4%. The main reasons for the improvement in the net profit margin of this company were mainly because of an increase in the efficiency of Management and leadership, better marketing and advertisement and control over operational expenses (Zdanovskis and Pilvere, 2019).
Asset turnover
Asset turnover ratio is the efficiency ratio that helps in determining the efficiency of Sweet PLC in managing the assets to generate more revenue. In 2020 the value of the asset turnover ratio of this company was 0.63 and in 2021 it increased to 0.69. The improvement in the Asset turnover ratio denotes that Sweet PLC was able to manage its assets better in 2021 compared to the previous accounting year. In order to improve the asset turnover ratio the company successfully implemented the inventory management process.
Stock holding period
The stock holding period represents the ownership of the stock by an organisation. This ratio is important to calculate to determine the return and taxation amount. The stock holding period also represents the efficiency of a company to sell the inventory to the end consumers. In 2020 stock holding period of Sweet PLC was 77.69 days and in 2021 it increased to 79.8825 days. As the stock holding period of this company increases it is a warning sign for the business because it indicates that the growth of sales is slowing down (Raju, 2022). The management of the company needs to consider the competitors' motives and the overall business environment to increase sales. It is also recommended to the management of the company to give importance to Innovation and creativity to increase the brand awareness among consumers.
Debtor’s collection period
The debtor's collection period refers to the total time required for a business organisation to collect the payment from the deters in terms of account receivable (Hasanaj, and Kuqi, 2019). It also represents the efficiency and the effectiveness of organisations' practices regarding account receivable management. In 2020 the value of the Data Collection period for Sweet PLC was 72.93 days and in 2021 this ratio was 67.65 days. The huge improvement in this ratio indicated that Sweet PLC has adopted several measures to improve the Debtor Collection policies and it has been reflected in the ratio value. Improvement in this ratio also represents that the company will have a better liquidity position shortly.
Current ratio
The current ratio is one of the most widely used liquidity ratios. This financial metric is used by the investor to determine whether the Sweet PLC has enough liquid assets to cover short-term obligations. For every industry, the average value of the current ratio was one or greater than one. From the above, it can be observed that in 2020 this ratio was 0.77 and in 2021 this ratio was 0.91. The huge improvement in the ratio was mainly because the current liability of the company was reduced in 2021 to a great extent. Even though the value of the current ratio is 2021 is lower than one, the huge improvement from the previous year represents that the company has adopted adequate measures to improve the current ratio. In this context, it can be said that to improve the current ratio and to reach the desert level of one this organisation improves in current assets (Jofre-Campuzano and Coenders, 2022).
Gearing ratio
The gearing ratio calculates financial leverage position that is used to calculate the value of total debt capital in respect of total equity. for the long-run sustainability of the organisation, it is always desirable to have a gearing ratio lower than one. In 2020 this ratio was 1.41 and in 2021 this ratio decreased to 1.33. So, it can be interpreted that Sweet PLC had more debt Capital compared to equity capital in both financial years. Even though the value of the gearing ratio in 2021 was lower than in 2020 it is still higher than one. In this context, it is recommended to the company to reduce the debt capital and source the required amount of capital from equity sources (Palepu et al., 2020).
Interest coverage ratio
The interest coverage ratio is used to determine whether an organisation has the capability to recover all the intersections from the operating profit. The interest expenses of the company have increased in 2021 along with the increment in the EBIT. In 2020 this ratio was 3.86 and in 2021 this ratio was 3.561. Even though the value of this ratio decreased in 2021 the company has earned an operating profit to recover interest expenses (Gupta and Mehta, 2021).
In the end it is concluded that the financial performance of Sweet PLC has improved in 2021 compared to 2021.
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