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This assignment aims to make students defter in making financial statements and analyzing and interpreting those accurately. For this purpose, the assignment contents were two questions regarding making an income statement, a statement of financial position, analyzing provided financial statements using the ratio analysis method and interpreting them correctly. As instructed, an income statement and a statement of financial position have been made for Wales plc. The given financial statements of Sweets plc. were analyzed and interpreted using the financial ratio analysis method.
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Income Statement for the year ended on 31st December 2022- Wales plc.
	Items
	Amount (£)
	Amount (£)

	Sales
	
	800,000

	Cost of Sales
	
	(578,650)

	Gross Profit
	
	221,350

	Less: Operating Expenses
	
	

	Administrative Expenses
	30,000
	

	Distribution Costs
	28,000
	

	Directors Remuneration
	5,000
	

	Commission Payable
	3,000
	(66,000)

	Operating Profit
	
	155,350

	Interest Paid
	
	(2,000)

	Profit Before Tax
	
	153,350

	Less: Corporate Tax
	
	(100,000)

	Net Profit
	
	53,350



Statement of Financial Position for the year ended on 31st December 2022-Wales plc.
	Items
	Amount (£)
	Amount (£)
	Amount (£)

	Assets
	
	
	

	Plant and Equipment
	
	1,250,000
	

	Closing Stock
	510,850
	
	

	(-) Goods in Transit
	(980)
	509,870
	

	Cash and Bank
	
	96,000
	

	Trade Receivable
	170,125
	
	

	(+) Goods in Transit
	980
	171,105
	

	Total Assets
	
	
	2,026,975

	Liabilities and Shareholders’ Equity
	
	
	

	2% Debentures
	
	200,000
	

	Trade Payable
	188,625
	
	

	Commission Payable
	3,000
	191,625
	

	Tax Payable
	
	100,000
	

	Net Liability
	
	
	491,625

	£1 ordinary shares
	
	900,000
	

	10% £1 preference shares
	
	500,000
	

	Retained Profits at 1st January 2022
	132,000
	
	

	Add: Net Profit
	53,350
	
	

	(-) Ordinary Dividends Paid
	(20,000)
	
	

	(-) Preference Dividends Paid
	(30,000)
	135,350
	

	Net Shareholders’ Equity
	
	
	1,535,350

	Total Liabilities and Shareholders’ Equity
	
	
	2,026,975
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Generally known as the balance sheet, the statement of financial position balances by complying with the basic accounting equation, which states that: Assets = Liabilities + Equity (Maynard, 2017). This equation implies that total assets equal total liabilities meaning the sources of financing of a company's assets, including external and internal sources. External sources are usually regarded as liabilities, and internal sources are referred to as equity. When preparing a financial position statement, all assets' amounts are reported on the left or debit side. In contrast, the total of liabilities and equity is reported on the right or credit side. The equation's balance occurs when the left side equals the right side meaning the company’s total assets equal total liabilities and equity. This balance demonstrates that internal or external liabilities have financed every resource the company owns (Wahlen, Jones and Pagach, 2017). 

The accounting principle of the double entry system is also a significant cause as to why the balance sheet balances. According to this accounting system, all transactions are recorded in at least two separate accounts. So, the debit side always equals the credit side, guaranteeing all entries consistency (Nguyen, 2021).
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Calculation of stated ratios for Sweets plc. for 2021 and 2020:
1. ROCE= (Operating Profit/ Capital Employed)*100
Capital Employed= Total Assets-Current Liabilities
For 2021,
ROCE = (805/ (9736-2511))*100 = 11.14%

FOR 2020,
ROCE = (699/ (10,087-3046))*100 = 9.93%
2. ROE = (Profit for the Year/ Net Equity)*100 
For 2021, 
ROE = (431/3088)*100 = 13.96%

For 2020,
ROE = (366/ 2912)*100 = 12.56%
3. Earnings per Share (EPS) = (Net Income – Preferred Dividends)/Weighted Average Number of Shares Outstanding)
For 2021,
EPS = 431/ 300 = 1.44

For 2020,
EPS = 366 / 300 = 1.22
4. Net Profit Margin = Net Profit Margin = (Profit for the Year / Revenue) × 100
For 2021,
Net Profit Margin = (431 / 6738) × 100 = 6.40%

For 2022,
Net Profit Margin = (366 / 6441) × 100 = 5.69%
5. Asset Turnover = Revenue / Average Total Assets

For 2021, 
Asset Turnover = (6738/ (2355+2302)/ 2) = 2.89 times

For 2020,
Asset Turnover = 6441/ 2355 = 2.73 times
6. Stock Holding Days = (Cost of Average Inventory/ Cost of Sales*)365
For 2021, 
Cost of Average Inventory = ( 659 + 708) / 2 = 683.5
Stock Holding Days = (683.5/ 3096)*365 = 80.58 days

For 2020,
Stock Holdings Days = (659 / 6441)*365 = 37.34 days
7. Debtor Collection Period = (Average Accounts Receivable Balance / Revenue) x 365
For 2021, 
Average Accounts Receivable Balance = (1249+1287) / 2 = 1268
Debtor Collection Period = (1268 / 6738)*365 = 68.69 days

For 2020,
Debtor Collection Period = (1287/ 6441)*365 = 72.93 days
8. Current Ratio = Net Current Assets / Net Current Liabilities
For 2021,
Current Ratio = 2303 / 2511 = 0.92

For 2020,
Current Ratio = 2355 / 3046 = 0.77
9. Gearing Ratio = Total Debt / Total Equity
For 2021, 
Gearing Ratio = (2511 + 4137) / 3088 = 2.15%

For 2020,
Gearing Ratio = (3046 + 4129) / 2912 = 2.46%
10. Interest Cover = (Earnings before Interest and Tax / Interest Expense)
For 2021, 
Interest Cover = (620 + 226) / 226 = 3.74%

For 2020,
Interest Cover = (539- 181) / 181 = 1.98%
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Financial Performance Analysis:
ROCE: In 2020, the ROCE of Sweets plc. was 9.93%, which increased to 11.14% in 2021. This upturn in ROCE demonstrates the company’s increased efficiency in earning sufficient profits to cover capital employed. 
ROE: ROE of Sweets plc. Increased from 12.56% to 13.96% between the years 2020 and 2021. The rising ROE shows the company's management level’s improved efficiency in gaining returns over net equity. However, it is less than the optimal rate, which is deemed to be around 15-20%  (Kornbluth, 2021).
EPS: In 2020, the EPS of Sweets plc. was £m1.22, which increased to £m1.44 in 2021. This slight ascent indicates £m0.22 more dividend distribution to shareholders for every share.
Net Profit Margin: The company's net profit margin has also increased. In 2020, it was 5.69%, which raised to 6.40% in 2021, showing a positive change in the company’s profitability.
Asset Turnover: The increase from 2.73 times to 2.89 times in asset turnover implies the improved efficiency of the management in utilizing its assets to earn profit. 
Stock Holding Days: The upsurge in stock holding days implies that the company held stocks longer in 2021 than in 2020 before selling. This upturn is not beneficial for the company as inventory storing-related costs will increase (Kieso, 2020).
Debtor Collection Period: The debtor collection period has decreased by 4.24 days from 2020 to 2021. This decreasing period means the company collected debts more efficiently in the current year than in the previous year.
Current Ratio: The company's current ratio is meagre. The ideal range of the current ratio is 2, whereas the company's current ratio was 0.77 in 2020 and 0.92 in 2021. This poor ratio implies the company's inability to cover its current liabilities by employing its short-term assets (Libby, Libby and Hodge, 2020).
Gearing Ratio: The gearing ratio has decreased, indicating the company’s less reliance on liabilities in comparison to equity. However, the company gearing ratio is not satisfactory compared to the optimal ratio.
Interest Cover: Interest cover has improved significantly by 1.76%, implying an improvement in the company’s ability to meet interest expenses.
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To conclude, Wales plc. has made a profit of £53, 350 according to the calculations. The statement of financial position of Wales plc. also balanced as its total asset equalled total liability and stockholders' equity. According to the financial ratio analysis, Sweets plc. has earned more profit in the current year. However, it may suffer from liquidity and warehousing concerns in the future.
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