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[bookmark: _ufqntbv8aoyu]Introduction
[bookmark: _xgd834ek38lu]This assessment aims to evaluate the financial statements of Wales plc and Sweet plc. The financial statements that need to be evaluated are an income statement and a statement of financial position. After that, it will discuss the reason behind the balancing of the statement's financial position and the need for financial statements.  Then it will evaluate some financial ratios such as ROCE, , earnings per share,  ROE, asset turnover, stock holding days, net profit margin, debtors collection period, gearing ratio, current ratio and interest cover. Lastly, it will evaluate the current financial position of Sweet Plc Ltd. 
Question 1
The income statement is one of the main financial statements of a company that represents the profit and loss of that company for a particular period. The P&L is evaluated by adding all the revenue and deducting it from all the expenses. The staement of income is one of the most important statements among the three statements that are used in accounting. This financial statement is concerned with revenues, gross profit, cost, selling and and income, administrative expenses and net profit before tax and tax paid (Corporatefinanceinstitute, 2023). Some of the components of the income statement are  
Revenue or sales- Revenue is the company’s profit from the sale of its products and services. It is shown at the beginning of the statement. The revenue is subtracted from the cost of producing the goods or services sold to get the gross profit. Revenues can be from multiple sources. 
Cost of goods sold- COGS is the direct cost associated with the production and selling of the product for the generation of revenue. It also includes the cost of production. Some of the expenses that come under direct cost are labor, raw materials, and depreciation. 
Gross profit- Gross profit is evaluated by deducting the COGS from revenue. 
Expenses- These expenses are marketing, advertising, and promotional expenses. Most businesses incur these expenses as a byproduct of selling goods and services. All these are selling expenses and it adds to the cost of production. 
General and administrative expenses- These expenses include all the indirect costs that are incurred by the business from all the general and administrative sections of the company. These expenses are salaries, wages, insurance, rent, office expenses, and other operational expenses. 
Depreciation- Depreciation is non-cash expenses that are incurred on the property, plants, and equipment as a cost of capital assets. These are the costs of using the assets throughout the lifetime. 
Operating income- Operating income refers to all the revenues earned from general business operations. It is the profit before any of the expenses, taxes, and interest are subtracted from the revenues. It is the profit before taxes and interest. 
Interest- Interest can be expenses and interest income. Interest expenses are the interest the company had to pay on its borrowed money and interest income refers to the interest the company gets paid for lending its money to some other company. 
Other expenses- Different businesses have different operating expenses. Some expenses are unique to that particular company and some expenses are common to all companies. These expenses are research and development, compensation from stocks, and profit or loss from investments.  
Income tax - Income tax is the tax that is incurred on the profit or income of the company. 
Net income- Net income is evaluated by subtracting all the taxes from the revenue. This amount is added to the retained earning in the balance sheet after the deduction of any dividends. 
[image: ]
Fig 1: Income Statement
Source: (Self)
a)The  figure shows the income statement of Wales plc for the year ended 31st December 2022. Here it can be seen that the revenue or sales for the year 2022 is £800000 and the cost of goods sold is £578650. After deducting the COGS from the revenue we get gross profit which is £221350. After that, all the operating expenses are added together. These operating expenses include administrative expenses which are £30000, and distribution costs of £28000, directors' remuneration of £5000, outstanding commission of £3000, Ordinary dividend paid and preference dividend paid are £20000 and £30000 respectively. The sum of all these operating expenses is subtracted from the GP to get the OP of £105350. Then the interest paid of £2000 is subtracted from the operating profit to get the profit before tax of £103350. At last, a corporate tax of £100000 is deducted from the profit before tax to get the profit after interest and tax which is £3350. So, £3350 is the profit of Wales plc for the year 2022. 

	In the books of Wales Plc

	Statement of Financial Position

	As of 31st December 2022

	Particulars
	Amount (£)
	Amount (£)

	EQUITY AND LIABILITIES
	
	

	(a) Shareholders Fund
	
	

	(i) Ordinary Share
	900000
	

	(ii) Preference Share
	500000
	

	
	
	1400000

	(b) Reserves and Securities
	
	

	(i) Balance of Profit and Loss Account
	3350
	

	(ii) Retained Earnings
	132000
	

	
	
	135350

	(c) Long-term Liabilities
	
	

	(i) 2% Debenture
	
	200000

	(d) Current Liabilities
	
	

	(i) Trade Payable
	188625
	

	(ii) Outstanding Commission
	3000
	

	(iii) Corporate Tax
	100000
	

	
	
	291625

	Total Equity and Liabilities
	
	2026975

	ASSETS
	
	

	(a) Non-current Assets
	
	

	(i) Plant and Equipment
	
	1250000

	(b) Current Assets
	
	

	(i) Stock
	510850
	

	(ii) Trade receivable
	170125
	

	(iii) Cash and Bank
	96000
	

	
	
	776975

	Total Assets
	
	2026975


Fig 2: Statement of financial position
Source: (Self)
The second figure represents the BS of Wales plc for the year ended 31st December 2022. 
It gives a clear picture of the company’s financial position at a particular time of the year by evaluating its equities and liability and assets for that year (Wallstreetmojo, 2022). The three main components of the balance sheet are assets, shareholder’s equity and liabilities. 
The above table shows that the shareholder's fund is composed of ordinary shares of £900000 and preference shares of £500000. Together it forms the shareholder's fund which is £1400000. Then reserves and securities are evaluated by taking into account the profit made by the company that year which is £3350 and retained earnings of £132000. Then the long-term liabilities are taken into account which is a 2 percent debenture of £200000. Then trade payable is £188625, outstanding commission £3000, and corporate tax £100000 is added together to form short-term liabilities of £291625. Then the equities and liabilities are added together to get total equity and liabilities of £2026975. After that, we have to calculate total assets. Under the current assets stock of £510850, trade receivable £170125, and cash and bank of £96000 are added together. Plants and equipment come under the heading of non-current assets of £1250000. Now both non-current assets and current assets are added together and form total assets of £2026975. A statement of financial position is said to be correct if both the asset side and the liabilities side are equal or match with each other. Here it can be seen that the total assets and total liabilities are the same. Hence the balance sheet is correct. 
[bookmark: _im1blrewg5b8]b) A statement of financial position helps to evaluate the accurate financial position of a business for a particular period. It provides a transparent picture of the company's account by listing all the assets of the company and their means of funding. Its purpose is to record all the financial transactions of the company. When the total assets and total liabilities match with one another it means the balance sheet is correct and when it does not match it means the balance sheet is incorrect and needs to be corrected. In a balance sheet, both the assets side and liabilities side match with each other because assets are financed with the help of liabilities and equities. Another reason for balancing the assets and liability side is the double-entry accounting system which promotes the system of entering every transaction into two accounts. When a journal entry under asset is made it should be balanced with another journal entry under liabilities to make it clear where the money is coming from (GoCardless, 2021). 
Question 2
a)

	Ratio
	Formula
	Particulars
	2021
	2020

	
	
	
	
	

	ROSE
	(Earning before Interest and tax/ capital employed)*100
	Earning before interest and tax
	805
	699

	
	
	Total assets
	9736
	10087

	
	
	current Liabilities
	2511
	3046

	
	
	capital employed
	7225
	7041

	
	
	ROSE
	11.1419
	9.9276


Fig 3: ROCE
Source: (self)
The ROCE is a FR that helps the company to analyse its revenue and CE. The table shows that the return on capital employed in 2021 is £7725 and in 2020 it is £7041. It is clear from the table that ROCE increased from 2020 to 2021. It indicates the company is becoming more and more profitable and its profit increasing (Kaplan, 2020). 

	Ratio
	Formula
	Particulars
	2021
	2020

	ROE
	Net income/ Shareholder's equity
	Net income
	431
	366

	
	
	Shareholder's equity
	300
	300

	
	
	ROE
	1.4367
	1.2200


Fig 4: ROE
Source: (Self)
ROE refers to the return on equity. It represents the company's net income. It represents a clear picture of the financial position of the company. ROE is calculated by dividing the NI by equity of shareholder. In the above table, the ROE for 2020 is 1.22 and in 2021 it is 1.43. It can be seen that the ROE increased from 2020 to 2021 which means the company is productive and efficient and it is efficient at generating shareholders' capital and reinvesting it in the company (Corporatefinanceinstitute, 2023). 

	Ratio
	Formula
	Particulars
	2021
	2020

	Earnings per Share
	Net income-preferred dividend / Weighted average of common shares
	Net Income
	431
	366

	
	
	Outstanding shares
	300
	300

	
	
	Average outstanding shares
	300
	150

	
	
	Common shares
	600
	450

	
	
	Earnings per share
	0.7183
	0.8133


Fig 5:Earning per share
Source: (self)
Earning per share refers to the profitability of a company. It is evaluated by dividing the annual income by the number of outstanding shares. A company that has a higher EPS is said to be more profitable and more favored by investors (Gartner_Inc, 2020). The table shows that the EPS of 2020 is 0.8133 and for 2021 it is 0.7183. The EPS has decreased from 2020 to 2021 which means the company has less profit and it is less likely to give dividends to its shareholders  (Corporatefinanceinstitute, 2023). 

	Ratio
	Formula
	Particulars
	2021
	2020

	Net profit margin
	(Net Profit/ Revenue)*100
	Net profit
	431
	366

	
	
	Total Revenue
	6738
	6441

	
	
	Net Profit Margin
	6.3966
	5.6823


Fig 6: Net profit margin
Source: (Self)
In the above table, the NPM for year 2020 is 5.68 and for the year 2021, it is 6.39. It can be seen that the Net profit margin increased from 2020 to 2021 which means the company is becoming profitable year on year and it is effectively controlling its cost (Corporatefinanceinstitute, 2023). 

	Ratio
	Formula
	Particulars
	2021
	2020

	Asset turnover
	Net Sales/ Average Total Sales
	Total revenue
	6738
	6441

	
	
	Total asset
	9736
	10087

	
	
	Average total asset
	9912
	5043.5

	
	
	Asset Turnover Ratio
	0.6798
	1.2771


Fig 7: Asset turnover
Source: (Self)
The above table represents the asset turnover of sweet plc for the years 2020 and 2021. In 2020 it is 1.27 and in 2021 it is 0.67. The assets turnover decreased from 2020 to 2021 which means the company is very effectively utilizing its assets to generate profit  (Corporatefinanceinstitute, 2023). 

	Ratio
	Formula
	Particulars
	2021
	2020

	Stock holding days
	(Closing Stock/ Cost of Goods Sold )*365
	Closing stock
	708
	659

	
	
	Cost of goods sold
	3235
	3096

	
	
	Stock holding days
	79.8825
	77.6922


Fig 8: Stock holding days
Source: (Self)
The above table represents the Stock holding days. In 2020 the stock holding days are 77.69 and in 2021 it is 79.88. The SHD increased from 2020 to 2021 which means the company is unable to turn its inventory into sales in time  (Corporatefinanceinstitute, 2023). 

	Ratio
	Formula
	Particulars
	2021
	2020

	Debtors collection period
	365 days/ Account Receivable Turnover
	The amount owed by Debtors
	1249
	1287

	
	
	Credit sales
	6738
	6441

	
	
	Debtors Collection Period
	67.6588
	72.9320


Fig 9: Debtors collection period 
Source: (Srelf)
The above table represents the debtor's collection period. It shows that in 2020 it is 72.93 and in 2021 it is 67.65. It is clear from the table that the debtor's collection period decreased from 2020 to 2021 which means the company is more efficient in collecting debt than before (Capital, 2020). 

	Ratio
	Formula
	Particulars
	2021
	2020

	Current ratio
	Current Asset/ Current Liabilities
	Current Assets
	2303
	2355

	
	
	Current Liabilities
	2511
	3046

	
	
	Current Ratio
	0.9172
	0.7731


Fig 10: Current ratio
Source: (Self)
The table represents the current ratio. The current ratio for the year 2020 is 0.77 and for the year 2021, it is 0.91. It can be seen the current ratio increased from 2020 to 2021 which means the company has more assets than liabilities (Girardin, 2023). 

	Ratio
	Formula
	Particulars
	2021
	2020

	Gearing ratio
	Total Debt/Total Equity or EBIT/Total interest or Total debt/ Total assets
	Loans or Borrowings
	4137
	4129

	
	
	Shareholders' Equity
	3088
	2912

	
	
	Gearing Ratio
	1.3397
	1.4179


Fig 11: Gearing Ratio
Source: (Self)
The above table represents the gearing ratio and it can be seen that in 2020 it is 1.41 and in 2021 it is 1.33. It is clear from the table that the gearing ratio decreased from 2020 to 2021 which indicates the company has a low debt-to-equity ratio  (Corporatefinanceinstitute, 2023). 

	Ratio
	Formula
	Particulars
	2021
	2020

	Interest cover
	EBIT for the period/Total interest paid for the period
	EBIT
	805
	699

	
	
	Interest Paid
	226
	181

	
	
	Interest Cover
	3.5619
	3.8619


Fig 12; Interest cover
Source: (Self)
The table represents interest cover and it can be seen that in 2020 it is 3.86 and in 2021 it is 3.56. It is clear from the table that interest cover decreased from 2020 to 2021 which indicates the company is struggling to pay off its debts and there is a risk of bankruptcy and the company’s profit is decreasing (Corporatefinanceinstitute, 2023). 
[bookmark: _ucfn5dossgy4]b) From the above analysis it can be said that the company Sweet plc is struggling to make a decent profit. The profit and loss account shows that the company's profit is £ 366 million for 2020 and the year 2021, it is £ 431 million. From the analysis of the ratio, it is clear that the company is slowly recovering its debt-to-equity ratio and its current ratio is also increasing which indicates its asset is increasing but its ability to pay off debts is decreasing which can be very bad in the future. 
Conclusion
In conclusion, it can be said that the statement of income and the BS are one of the most important financial statements that help a company to evaluate its profit and loss and shows a clear picture of a company's financial position. The profit of Wales plc is £3350 and the balance sheet of Wales plc is balanced which means it represents the correct assets and liabilities of the company. Sweet Plc is trying to maintain its profit but struggling to pay off its debts. 
[bookmark: _r6uzv5xvpw6k]
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