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[bookmark: _Toc109734546]Introduction
Maintaining accounting fundamentals is the most important thing for each and every business organization to increase its efficiency in a significant way. In this case, preparing an income statement by gathering all the financial data, analyzing financial performance by using different types of financial ratios may bring the opportunity for effective results at the end of the period. Apart from this, the purpose of the entire paper is to describe the financial performance of Wales plc and Sweets plc based on their financial information. Eventually, the effectiveness of the income statement and the financial ratios in the business activities can be known perfectly through the entire discussion. 

[bookmark: _f2ea3ulnr77z][bookmark: _Toc109734547]Question 1
[bookmark: _sotg8123oa][bookmark: _Toc109734548]a) Preparation of income statement and statement of financial position
Income statement 
The income statement is one of the most important parts of a business organization that helps the owner of a business in terms of making an effective decision on whether they will be able to generate profit. In this case, they can understand how revenue will be increased, and reduce the total amount of expenses effectively and adequately. In this present situation to know the financial health of Wales plc, the income statement has been figured out in an adequate manner. 
	In the books of Wales plc

	Income statement

	For the year ended 31st December 2021

	 

	Particulars
	Amount
	Amount

	 
	 
	 

	Revenue
	800,000
	 

	Less: Sales return
	980
	 

	Net revenue
	 
	799,020

	Cost of goods sold
	 
	170,125

	Gross Profit 
	 
	628,895

	Operating expenses
	 
	 

	Administrative expenses
	30,000
	 

	Interest paid
	2,000
	 

	Directors’ remuneration
	5,000
	 

	Distribution costs
	28,000
	 

	Commission
	3,000
	 

	Total operating expenses
	 
	68,000

	 
	 
	 

	Profit before tax
	 
	560,895

	Less: Tax
	 
	100,000

	 
	 
	 

	Profit after tax
	 
	460,895


Table 1: Income statement
(Source: Self-developed)
The above table represents the financial condition of the company and the net earnings have been calculated based on all the financial items in an effective manner. However, at first, it has been found that the organization has made revenue over the financial year of £800,000 and a sales return can be found of £980. Focusing on the primary record it has been recognized that E Company has not recorded its books, however, finding that it has been deducted from revenue as a result net revenue has been found. Moreover, after deducting COGS from net revenue gross profit has been figured out for £628895. Gathering all the operating expenses total expenses is reflected for £68000. Subtracting total operating expenses and tax from gross profit, net profit over the year has been recognized positively. After all of these, it has been figured out that the company has generated a net profit of £460,895 over the year. 
Al-Hayek, (2018), stated that the income statement is reported only based on the accounting rules and does not reflect the actual amount changing hands. Therefore, the financial manager of Wales plc may face difficulties to get an effective result at the end of the financial period. However, once the company maintains all the accounting rules and has to be more concerned to identify the errors efficiently. 
Statement of financial position 
A balance sheet or statement of financial position is another crucial part of a company that helps know the financial condition of their company within a very short period. In this case, through balance, a company can be able to gather more stakeholders for their company which is truly beneficial for any kind of business organization effectively. Focusing on the financial information of the organization, the financial manager may be able to make effective decisions for improving their performance in the upcoming situation. 
	In the books of Wales plc

	Statement of financial position

	As on 31st December 2021

	 

	Particulars
	Amount (£)
	Amount (£)

	 

	Assets
	 
	 

	Non-current assets
	 
	 

	Plant and equipment
	650,000
	 

	 
	 
	 

	Total non-current assets
	 
	 

	 
	 
	650,000

	Current assets
	 
	 

	Accounts receivable (Debtors)
	170,125
	 

	Closing stock
	330,600
	 

	Cash at bank
	480,795
	 

	Total current assets
	 
	981,520

	 
	 
	 

	Total Assets
	 
	1,631,520

	 
	 
	 

	Equity and Liabilities
	 
	 

	Owners’ equity
	 
	 

	 
	 
	 

	£1 ordinary shares
	500,000
	 

	10% £1 preference shares
	200,000
	 

	Add: Net profit
	460,895
	 

	Add: Retained Earning 
	132,000
	1,292,895

	4% Debentures
	 
	100,000

	Total owners’ equity
	 
	1,392,895

	 
	 
	 

	Non-current liabilities
	 
	 

	Ordinary dividend paid 
	 
	20,000

	Preference dividend paid
	 
	30,000

	Current liabilities
	 
	 

	Accounts payable (Creditors)
	 
	188,625

	 
	 
	 

	Total equity and liabilities
	 
	1,631,520


Table 2: Statement of financial position
(Source: Self-developed)
The above table is representing the statement of financial position of Wales plc as on 31st December, 202. In this case, both the total assets and total liabilities of the company can be seen clearly with different types of adjustments. Furthermore, the company has non-current assets of £650000 and current assets of £981520. Based on both kinds of assets total assets have been made for £1631520. On the other hand, making in total all amount of capital, net income, retained earnings and debentures total amount of equity has been calculated as £1392895. In this case, further current liabilities such as account payable have made a total amount of equity and liability of £1631520 which is balanced with total assets. However, the final outcome of the balance of Wales Plc is that the company is operating their business in an adequate manner and it will bring them the opportunity to gather more stakeholders from the external business environment. 
As per the statement of (Climent et al. 2018), there are some limitations of the balance sheet that can be found effectively in a business organization. In this case, it has been found that in a balance sheet asset are recorded at the historical cost. Furthermore, the uses are truly estimated and the omission of valuable non-monetary assets can be found at the time of maintaining a balance sheet. Focusing on the present organization needs to take the necessary steps to mitigate the financial problem in an adequate manner. Moreover, in this present situation, most organizations maintain the double entry process in terms of recording financial transactions. In this case, once the present organization such as Wales Plc they will be able to get a positive result at the end of the financial period. Consequently, the financial manager of the company will make an equal balance in both sides' assets and liabilities in an effective way. As the organization is not hiding any other financial issues or obligations so the balance sheet has been balanced properly and it is reflecting the good financial health of the company. Eventually, the higher authority of the company will be able to get strong financial support from its stakeholders to increase their efficiency level. 
[bookmark: _11052w1kxavk][bookmark: _Toc109734549]b) Reason for the statement of financial position balance
In this present situation, all the financial transactions are recorded in the books of account of a business organization by focusing on the double entry accounting process. However, every individual transaction impacts both sides of the books of accounts adequately. Consequently, there is no chance to create an imbalance in the total balancing figure. Apart from this, a financial position statement is usually used to assess the position of a company in terms of knowing the potential financial risk and financial stability. Moreover, in a balance sheet, both items under assets and liabilities can be found positively. Once a company maintains the double entry method at the time of recording each financial transaction in their business it will be able to get an effective result at the end of the period positively. However, after finding much information regarding the statement of financial position it has been found that once the balance of both sides is balanced equally that means the company has enough assets or cash to mitigate the financial issues that they may face in the upcoming situation effectively. However, due to maintaining the double entry financial transaction process, the balance of both sides of assets and liabilities are balanced equally and the same case also has been found in the present organization is Wales Plc. therefore they will be able to gather more shareholders for getting a strong financial condition by representing its positive financial condition efficiently. 
[bookmark: _Toc109734550]Question 2
[bookmark: _Toc109734551]a) Ratio analysis
[bookmark: _Toc109734552]1- ROCE
It is identified as the financial ratio that is computed to evaluate the profitability status of the company. Moreover, it is recognized that ROCE is also evaluated to derive essential information in the context of companies' capital efficiency (Kadimet al. 2020). Hence, it is said to as an essential part of financial ratio as through it the firm can easily identify whether its capital is able to generate higher profits or not. Concerning the provided case scenario, it is advocated that the ROCE of r Sweets plc for 2021 and 2020 has been evaluated. The evaluation further determines that in 2021 the value of companies' capital has increased by 1% as compared to that of the 2020 report. Hence it can be said that through its capital the firm can easily generate higher profits. [Refer to appendix 1]
[bookmark: _Toc109734553]2- ROE
The efficiency of the company in context to the management of its capital can be easily evaluated through the ROE ratio (Luo, and Lusmeida 2019). It is generally used to compare the financial performance of the company. The margin of ROE between 15 to 20% is referred to as a feasible margin. Based on the evaluation it is ordained that in 2020 the ROE was identified to be 12.6% whereas, as per the report of 2021 it is articulated to be 14%. Therefore it can be said that the present performance of the company concerning its ROE is good. [Refer to appendix 1]
[bookmark: _Toc109734554]3- Earnings per share
It is referred to as the essential financial measure that is mainly evaluated to determine the profitability status of the company (Akinola, and Akinsulere 2019). Moreover, it is identified that the lower P/E ratio is determined to as good for the investors and the company. Concerning the ratio calculation and its analysis, it is advocated that there is no vast difference between the EPS ratio of 2021 and 2020. Therefore it can be said that the company's performance concerning its EPS ratio is the same as that of before. According to the calculation in 2020 the value of EPS was determined to be £1.22. As per the current situation, its EPS value is evaluated to be £1.44. Comparing both the values it can be said that the feasibility condition of Sweet's plc was better in 2020. [Refer to appendix 1]
[bookmark: _Toc109734555]4- Net profit margin
The net profit margin of the company is calculated and determined to evaluate whether through its operation the firm has attained profits or has incurred a loss. The net profit margin further helps to evaluate the financial performance of the company and its position in the business market (Eklofet al. 2020). Concerning the calculation, it is identified that the profitability status of the company has increased by .72%. Therefore, the increased net profit margin indicates that the company's feasibility is increasing. [Refer to appendix 1]
[bookmark: _Toc109734556]5- Asset turnover
The ratio that helps to determine the difference between company’s revenue value and its asset value is referred to as the asset turnover ratio (Irman, and Purwati, 2020). The ratio is mainly evaluated to identify and evaluate the efficiency margin of the company. Based on the calculation it is assembled that the ratio of asset turnover of the company is not good. The profitable ratio margin of asset turnover is 2.5 or more than that. According to the calculation in both years the value of the asset turnover ratio is evaluated to be 1 approximately. [Refer to appendix 1]
[bookmark: _Toc109734557]6- Stock holding days 
The stock holding or the inventory turnover ratio is truly crucial for a business that helps to measure how well a business is turning its inventory into its sales. 
In this present situation, it has been identified that stock holding days have increased by 80 days in 2021 and it is higher than the outcome of 2020. As the present company is increasing the total amount of COGS so it has made an impact on the outcomes. However, the outcome of inventory turnover days is reflecting that there will restock after 2 more days in 2021 compared to the year 2020. 
Focusing on the financial performance of the company it can state that Sweet Plc needs to use appropriate strategies such as meeting the supplier that will supply products at a low cost so the company will be able to reduce COGS positively. 
[bookmark: _Toc109734558]7- Debtor's collection period 
Debtors' collection period represents how many days a company will get to return the due amount from its debts in an adequate manner. 
Focusing on the entire calculation of debtors' collection period off Sweet Plc it has been found that the company has decreased the debtor's collection period over the year of 2021 which is great for them to increase the efficiency level in an appropriate manner. Furthermore, Sweet Plc in this case can recognize that Sweets Plc has decreased total account receivables over the year 2021 compared to 2020. Therefore, it can be stated that once Sweet Plc takes the necessary steps to reduce the total number of debtors in the upcoming situation, they will get positive results to maintain their financial health. 
[bookmark: _Toc109734559]8- Current ratio 
The current ratio is one of the significant ratios in terms of evaluating whether a business will be offered short-term debts or not. According to the observation and the acquired knowledge it is accumulated that the current ratio of the company is mainly calculated to determine whether it is capable to clear all its debts and obligations or not (Magli et al. 2018). The ratio margin between 1.2 to 2 is further determined to as the good current ratio. On the other hand, the current ratio below 1 means that the firm does not have enough liquid assets to meets its short-term obligations. Concerning the evaluation, it is advocated that in 2020 current ratio of the company indicated that it is not capable of meeting its dent and obligations. As per the present scenario it is ordained that the company’s efficiency has enhanced in context to meet its obligations as in 2020 the ratio was evaluated to be .77. On the other hand, as per the present valuation its current ratio is calculated to be .92. 
[bookmark: _Toc109734560]9- Gearing ratio 
The gearing ratio is one of the critical ratios at the time of evaluating the financial health of a business organization and it is needed to calculate the financial health positively (Cam et al. 2019). 
Focusing on the gearing ratio, it is reflecting that Sweet Plc has maintained its gearing ratio in both years 2021 and 2020 efficiently. In this case, the company has maintained its debts condition so it has created a positive result. 
[bookmark: _Toc109734561]10- Interest cover
The interest coverage ratio is one of the significant ratios that help to evaluate the emerging risks of an organization (Choi, 2018). 
In the entire calculation of the interest coverage ratio of Sweets Plc it has been found that Sweets Plc has decreased the outcome of interest cover ratio in 2021 compared to the year 2020 and it has occurred due to an increase in interest expenses. 
Focusing on that it can state that once the organization takes the necessary step to reduce its interest expenses it will get a positive result at the end of the period effectively.
[bookmark: _ja41g3ewtlo0][bookmark: _Toc109734562]b) Financial performance analysis
The income statement of a company helps to identify whether a company has generated profit or not in a specific financial year as per the viewpoint of Hosaka (2019). This data helps to identify that the income, as well as expenses of Sweets Plc, can be identified in an effective way. The “income statement” of this company shows that this company has generated revenue in 2020 for £6441 million while on the other hand, in 2021, it has £6738 million. This data represents increased efficiency in generating revenue in the current financial year. In addition, Net profit of Sweets stands at £366 million in 2020 which increases to £431 million in 2021. Therefore, it is stated that this company has a good financial performance in 2021. 
According to Ngoc et al. (2021), the statement of financial position has shown the efficiency of a company in order to manage its assets, liabilities, and equities. It has been identified from this research that the statement of financial position can be helpful in identifying the financial performance of Sweets. Total assets of this company stand at £9736 million in 2021 while on the other hand, in 2020, it stood at £10087 million. In addition, net assets stand at £2192 in 2020 which increases to £3088 million in 2021. It helps to identify that this company has increased assets that help to generate increased profitability. Furthermore, the equities of this company include “ordinary share capital”, “share premium”, and “retained profit”. Due to this reason, equities stand at £2912 million in 2020 and £3088 million in 2021. This data helps to identify that this company has increased ability in managing assets, liabilities, and equities. 
Analysis of different ratios helps to identify the financial performance of a company in an effective way as per the viewpoint of Kliestik et al. (2020). This study has evaluated different types of ratios such as “ROCE”, “ROE”, “Net profit margin”, and many others. It is observed from the determination of such ratios that Sweets plc has improved financial performance in the financial year 2021. This is because the margin of net profit, EPS, ROCE, ROE, and current ratio increases from the year 2020 to 2021. Such an increased ratio has represented increased profitability and liquidity position of this company. In addition, the collection period of this company has decreased from 72 days to 68 days which also represents increased efficiency in collecting debt within the specific time period. 
The overall analysis of this company helps to identify that this company has an increased financial performance. Based on this analysis, it is recommended investors for making investments in this company as it will be helpful in generating an increased profit and a positive return as well. 
[bookmark: _rwis21aw7e4][bookmark: _Toc109734563]Conclusion
The financial performance of a company can be determined by the analysis of financial statements and analysis of ratios as well. The primary findings of this study show that the financial performance of Wales is good. This is because the income statement of this company has shown an increased ability to generate profit. In addition, the statement of financial position shows [increased ability to manage assets, liabilities, and equities. In addition, the analysis of financial statements has shown that the financial performance of Sweets Plc is ina  good position in the financial year 2021. The statement of financial position of Sweets is also represents increased efficiency in managing assets, liabilities, and equities. Analysis of different ratio has also shown improved financial performance because of which making investment in this company is recommended by this study.  
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Appendix
[bookmark: _Toc109734566]Appendix 1: Ratio analysis
	Years
	Particulars
	Amount (In million)
	Ratio

	2020
	PBIT
	 £                     	539.00
	8%

	
	Capital employed
	 £                 	7,041.00
	

	2021
	PBIT
	 £                     	620.00
	9%

	
	Capital employed
	 £                 	7,225.00
	

	Formula: PBIT/Capital employed

	Calculating Return on equity

	Years
	Particulars
	Amount (In million)
	Ratio

	2020
	Net income
	 £                     	366.00
	12.6%

	
	Stockholders' equity
	 £                 	2,912.00
	

	2021
	Net income
	 £                     	431.00
	14.0%

	
	Stockholders' equity
	 £                 	3,088.00
	

	Formula: Net income/Stockholder's equity

	Earnings per share

	Years
	Particulars
	Amount (In million)
	Ratio

	2020
	Net income
	 £                     	366.00
	 £    	1.22

	
	Average outstanding shares
	300
	

	2021
	Net income
	 £                     	431.00
	 £    	1.44

	
	Average outstanding shares
	300
	

	Formula: Net income/Average outstanding shares

	Calculating net profit margin

	Years
	Particulars
	Amount (In million)
	Ratio

	2020
	Net profit
	 £                     	366.00
	5.68%

	
	Annual sales
	 £                 	6,441.00
	

	2021
	Net profit
	 £                     	431.00
	6.40%

	
	Annual sales
	 £                 	6,738.00
	

	Formula: Net profit/Annual sales

	Assets turnover ratio

	Years
	Particulars
	Amount (In million)
	Ratio

	2020
	Sales
	 £                 	6,441.00
	0.64

	
	Total assets
	 £               	10,087.00
	

	2021
	Sales
	 £                     6,738.00
	0.69

	
	Total assets
	 £                 	9,736.00
	

	Formula: Sales/Total assets



	Stock holding days

	Years
	Particulars
	Amount (In million)
	Ratio

	2020
	Average inventory
	 £                    	659.00
	78

	
	COGS
	 £                 	3,096.00
	

	2021
	Average inventory
	 £                    	708.00
	80

	
	COGS
	 £                 	3,235.00
	

	Formula: (Average inventory/COGS)*365

	Debtors collection period

	Years
	Particulars
	Amount (In million)
	Ratio

	2020
	Accounts receivable
	 £                 	1,287.00
	73

	
	Credit sales
	 £                 	6,441.00
	

	2021
	Accounts receivable
	 £                 	1,249.00
	68

	
	Credit sales
	 £                 	6,738.00
	

	Formula: (Accounts receivable/Credit sales)*365

	Calculating current ratio

	Years
	Current ratio
	Amount (In million)
	Ratio

	2020
	Current asset
	 £                 	2,355.00
	0.77

	
	Current liabilities
	 £                 	3,046.00
	

	2021
	Current asset
	 £                 	2,303.00
	0.92

	
	Current liabilities
	 £                 	2,511.00
	

	Formula: Current assets/Current liabilities

	Gearing ratio

	Years
	Current ratio
	Amount (In million)
	Ratio

	2020
	Total debts
	 £                    	655.00
	0.06

	
	Total assets
	 £              	10,087.00
	

	2021
	Total debts
	 £                    	583.00
	0.06

	
	Total assets
	 £                 	9,736.00
	

	Formula: Total debts/Total assets

	interest coverage ratio

	Years
	Current ratio
	Amount (In million)
	Ratio

	2020
	EBIT
	 £                    	539.00
	2.98

	
	Interest expense
	 £                    	181.00
	

	2021
	EBIT
	 £                    	620.00
	2.74

	
	Interest expense
	 £                    	226.00
	

	Formula: EBIT/Interest expense


Source: (Self-developed)
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