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[bookmark: _Toc111131428]Introduction
Every business entity tries to maintain its business process properly by creating its financial statements in an appropriate way (Svabova et al., 2020). When a business entity prepares its financial statements by maintaining rules and regulations of accounting properly then they get a huge advantage in its business process. They easily identify the “opportunities and weaknesses” of their business operation. This paper is going to prepare the financial statement and financial position of wales plc to understand their current “financial position”. The second part of the paper will analyse the ratio of Sweets plc to understand “their current financial performance” and current situations. In this context, it is necessary to mention that the analyse of “financial ratios” is also very effective for understanding a business entity’s financial performance. So the discussion of this whole report will clearly reveal the performance of two different organisations. 
[bookmark: _Toc111131429]Question 1
[bookmark: _Toc111131430]a) Preparation of income statement and statement of financial position of Wales PLC
Income statement
	Dr.
	 
	 
	 
	 
	Cr.

	"In the books of Wales plc"

	"For the year ended 31/12/2021"

	"Income Statement"

	Particulars
	£
	£
	Particulars
	£
	£

	To purchase
	5,78,650
	 
	By Sales
	 
	8,00,000

	To gross profit C/d
	2,21,350
	 
	 
	 
	 

	Total
	8,00,000
	 
	Total
	 
	8,00,000

	 
	 
	 
	By gross profit b/d
	 
	221350

	To interest paid
	2,000
	 
	 
	 
	 

	To Admin expenses
	30,000
	 
	 
	 
	 

	To director's remuneration
	5,000
	 
	 
	 
	 

	To pay of ordinary dividend
	20,000
	 
	 
	 
	 

	To distribution costs
	28,000
	 
	 
	 
	 

	To pay of preference dividend
	30,000
	 
	 
	 
	 

	To corporation tax
	1,00,000
	 
	 
	 
	 

	To outstanding commission
	3,000
	 
	 
	 
	 

	To net profit
	3,350
	 
	 
	 
	 

	 
	221350
	 
	 
	 
	221350


Table 1: Wales PLC’s income statement
(Source: Created by author)
Statement of financial position
	In the books of Wales plc

	For the year ended 31/12/2021

	Statement of financial position

	Liabilities
	£
	£
	Asset
	£
	£

	Share capital
	 
	 
	 
	 
	 

	Ordinary share
	5,00,000
	 
	Fixed Asset
	 
	 

	Preference share
	2,00,000
	 
	Plant
	 
	6,50,000

	Total
	7,00,000
	 
	Current assets
	 
	 

	Add: Net profit
	3,350
	 
	Trade receivable
	 
	1,70,125

	Add: retained earning
	1,32,000
	 
	Cash and bank
	 
	76,250

	 
	 
	8,35,350
	Stock
	 
	3,30,600

	Debentures
	 
	1,00,000
	 
	 
	 

	Current liabilities
	 
	 
	 
	 
	 

	Outstanding expenses
	 
	3000
	 
	 
	 

	Corporation tax
	 
	100000
	 
	 
	 

	Trade payable
	 
	188625
	 
	 
	 

	Total
	 
	12,26,975
	Total
	 
	12,26,975


Table 2: statement of financial position of wales plc
(Source: Created by author)
The income statement of any business entity gives a clear idea about the financial performance and financial position of them (Gardi et al., 2021). So the appropriate preparation of financial statements is essential for any business entity. The “financial statement” of any business entity reveals the amount of sales, purchases, and direct or indirect expenses made by the business entity appropriately. That is why maintenance of proper accounting function in the time of preparation of financial statement is very much necessary. The “financial statement” of any business entity gives a clear indication of the “gross profit” of the business entity in particular years. By understanding the value or amount of “gross profit” a business entity can estimate what will be their net profit for that year. Identification of this thing is very important for estimating and understanding the “financial performance” of a business entity. 
It is also very effective for comparing the performance of a particular business entity with its competitor and other companies. The “income statement” of wales plc is also giving a clear idea about their performance (Napier and Stadler 2020). “Income statement” of wales plc is showing the amount of sales, purchases made by the company in the year 2021 and the figure will help them to get a clear idea about their financial position. They can compare their income statement with their competitors also to understand whether their performance is superior to their competitors or not. If they find that they need to increase their performance or the performance of their competitors is stronger than theirs then they can choose a proper strategy for increasing performance. So the income statement of a business entity is very important and it is a clear indicator of the performance of Wales plc. This statement will help the management of Wales plc to compare their current performance with the previous performance as well. So they can easily identify whether the position of their business operation becomes strong or weak. 
[bookmark: _Toc111131431]b) Why statement of financial position balance
The statement of “financial position” gives the idea of the availability of “asset and liability” in the current financial year. It always gives a clear idea about the position of debt (Robinson, 2020). The identification of debts and liability is very important for a business entity. If a business entity identifies the amount of debt and if they notice that the amount of debt is quite huge then it can take the proper step to mitigate the amount of debt. At the same time, the financial position is also a very important indicator for the “stakeholders and shareholders” of the business entity to understand how efficient the company is doing its business. 
If the stakeholders and shareholders notice that the liquidity position of a particular company is good or they have enough assets and they can fulfil all its current liabilities properly then they can take the decision of their investment (Magli et al., 2018). That is why the “statement of financial position” is very important for any business entity. The “statement of the balance sheet” or the “financial position” of a business entity always shows the balance amount because all entries are connected with each other.  So in the double entry system, the effect of an entry makes an appropriate balance between two sides of the balance sheet. 
The “balance sheet” of a company is also very effective for them also as they can easily understand the position of their equity and debt in a particular year. The identification of the position of equity and debt is very important and it gives a clear idea of how much a company collects money from the market (Čavlin, M., & Tepavac, 2020). A business entity has to pay dividends against their collecting cash from the market. So a huge amount of equity increases the liability of a business entity and it is a negative thing for a business entity. Such a thing can make a negative impact on the business process of the company. Therefore, appropriate steps to mitigate the balance of the liability are very necessary. “Statement of balance sheet” helps business entities to identify the position of equity of the business entity and they also give a clear idea about how much the business entity takes money from the creditors. So the identification of these important things helps them to choose the proper strategy for the mitigation of debts and equity.
[bookmark: _Toc111131432]Question 2 
[bookmark: _Toc111131433]a) Calculation of various ratios
This part of the paper will analyse the “financial ratios” of Sweet's plc to identify their current financial performance. 
1. ROCE
	Calculation of Return on capital employed (ROCE)

	Particulars
	2021
	2020

	Earnings 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


Table 3: ROCE of Sweet plc for 2021 and 2020
(Source: Created by author)
2. ROE
	Calculation of Return on equity (ROE)

	Particulars
	2021
	2020

	Net income
	431
	366

	Shareholders’ equity
	300
	300

	ROE= Net income/Shareholders equity
	1.436667
	1.22


Table 4: ROE of Sweet plc for 2021 and 2020
“(Source: Created by author)”
3. Earnings per share
	Calculation of Earnings per share

	Particulars
	2021
	2020

	Net income
	431
	366

	Outstanding shares
	300
	300

	Average outstanding shares
	300
	150

	EPS= Net income/ Average outstanding shares
	1.436667
	2.44


Table 5: Earning per share of Sweet plc for 2021 and 2020
“(Source: Created by author)”
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
	6.396557
	5.682347


Table 6: Net profit margin of Sweet plc for 2021 and 2020
“(Source: Created by author)”
5. Asset 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
	0.679816
	1.277089


Table 7: Asset turnover ratio of Sweet plc for 2021 and 2020
“(Source: Created by author)”
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
	79.8825
	77.6921835


Table 8: Stock holding days for Sweet plc for 2021 and 2020
“(Source: Created by author)”
7. Debtors collection period
	Calculation of debtors collection period

	Particulars
	2021
	2020

	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
	67.6588
	72.93199814


Table 9: Debtors collection period for Sweet plc for 2021 and 2020
“(Source: Created by author)”
8. Current ratio
	Calculation of current ratio

	Particulars
	2021
	2020

	Current asset
	9,736
	10,087

	Current liabilities
	2,511
	3,046

	Current ratio= current asset/ current liabilities
	3.87734
	3.311556139


Table 10: Current ratio of Sweet plc for 2021 and 2020
“(Source: Created by author)”
9. Gearing ratio
	Calculation or gearing ratio

	Particulars
	2021
	2020

	Loans and borrowings
	4137
	4129

	Shareholder equity
	3,088
	2,912

	Gearing ratio= loans and borrowings/shareholder equity
	1.42067
	1.41792582


Table 11: Calculation of gearing ratio
“(Source: Created by author)”
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
	3.561947
	3.861878453


Table 12: Interest cover by Sweet plc for 2021 and 2020
“(Source: Created by author)”
[bookmark: _Toc111131434]b) Comment on financial performance and position of Sweet plc
All the ratios calculated of the sweet plc is clearly showing the financial performance of Sweet plc for the year 2021 and 2020. Calculation of their financial ratios has been showing the performance of the sweet plc properly. The performance ratios of a business entity help to understand the performance of a business entity properly and the “net profit margin” is one of the most important ratios that help to identify the performance of a business entity. The “net profit margin” of sweet plc for the year “2020 was 5.68” and that increased to 6.39 in 2021. However, the margin of the business entity increases in 2021 but the performance of the company is not that effective and the ratio is very low.
The “asset turnover ratio” of sweet plc for the year 2020 was 1.27 and that decreased to 0.67 in 2021. Such a decrease is very negative for a business entity and it clearly shows that the efficiency of the business entity decreases from the previous year. Another most important ratio is the “current ratio” This “ratio helps to determine” the liquidity position of a business entity. This ratio is also indicating that their liquidity position of them became weak as it decreases in 2021 from 2020. Other ratios are also indicating that Sweet plc needs to think about their financial issues properly and they need to improve its performance. To improve their performance, they can take appropriate strategy or step which will help them to eliminate this situation and “will improve their performance”. So the management of Wales plc needs to think about it properly. 
[bookmark: _Toc111131435]Conclusion
In summary it can be stated that the analysis of this paper clearly shows the performance of two different companies properly and the analysis of the whole paper is showing the importance of creating financial statements and ratios properly. Analysis and discussion of financial performance clearly show that Sweet plc needs to improve its financial performance and the implementation of an appropriate strategy will be very beneficial for improving their performance and increasing the business operation of Sweet plc. Moreover, the financial statement of wales plc will help the business entity to understand their current performance and they can tally or compare their performance with previous performance and the performance of other business entities. By understanding their performance, they can improve their business operation. 
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