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[bookmark: _Toc133324070]Introduction
Fundamental accounting tasks include keeping track of all types of financial transactions as well as putting together the fiscal year's financial report. All of these tasks have an account component. Maintaining a balance for each account held by the respective business is also included. The statement of income and balance sheet of the company, which will detail its financial status, are included in this report. It will also demonstrate the company's financial standing and provide ways to maintain consistent performance throughout the course of a financial year. Furthermore, this report will teach how to calculate a number of financial ratios and analyse the organisation's performance.

[bookmark: _Toc133324071]QUESTION ONE
[bookmark: _Toc133324072]a) Portraying the estimations of the Statement of Income and the Sheet of the concerned Wales plc 
Meaning of Statement of Income
It is considered to be part of the financial statements that are prepared by the entities. The main objective of the income statement is to give appropriate information to the parties that are interested in the business such as the investors, creditors and so on. It is necessary to provide data showing the profitability during the respective financial year (bdc, 2023). These statements are relevant for assisting the companies like Wales plc in taking effective decisions by reading the statement and taking decisions for their expenditures. It also aids the companies in the calculation of their tax liabilities. On the basis of the statement of income, management and the potential investors can make decisions on the strategies of the concerned product as well as departments of the business, enhance productivity and so on.
Statement of Income
	Income Statement of the Wales plc 

	

	for the year ended as on 31st December 2022

	

	Particular 
	Amt. in (£) 
	Amt. in (£)

	Sales 
	 
	800000

	Sales of goods sold on 31 December 2022
	 
	980

	Opening Stock
	 
	510850

	Cost of Sales
	578650
	 

	Gross Profit
	 
	733180

	Less: 4% interest on Debenture
	8000
	 

	Administrative Expenses
	30000
	 

	Directors Remuneration
	5000
	 

	Distribution cost 
	28000
	 

	Commission payable 
	3000
	 

	Interest paid 
	2000
	 

	Operating profit (Before tax)
	 
	657180

	Less: Corporate tax 
	 
	100000

	Net profit (After tax)
	 
	557180

	Less: Preference dividend paid 
	 
	30000

	Less: Ordinary dividend paid 
	 
	20000

	Retained profit for the year 
	 
	507180

	Retained profit on 1st January 2021
	 
	132000

	 
	 
	 

	Retained profits 31st December 2022
	 
	639180



Interpretation of the Income Statement
From the above estimations of the income statement of the company, the profit is recorded at £639180 for the year ending on the 31st of December 2022.  The gross profit for the accounting year is valued to be £ 733180 after deducting the sales from the cost of goods sold. The respective operating profit tends to be £657180 after deducting the expenses (cfainstitute, 2023). The net profit for the year is valued at £507180. After deducting all the dividends which are paid including the preference as well as the ordinary dividend, it was said to treat preference as the equity dividend
The balance sheet of the Wales Plc
	The Statement of Financial Position for the Wales Plc 

	

	For the Year ending as of 31st December 2022

	Particulars
	Amt. in (£) 
	Amt. in (£)

	Assets :
	 
	 

	Non-Current Assets 
	 
	 

	Plant and equipment 
	1250000
	 

	Total non-current assets 
	 
	1250000

	Current assets 
	 
	 

	Trade receivables  
	170125
	 

	Cash and Bank 
	96000
	 

	Total current assets 
	 
	266125

	Suspense 
	 
	1014680

	Net Assets
	 
	2530805

	Liabilities:
	 
	 

	Current liabilities 
	 
	 

	Trade payables 
	188625
	 

	Salesmen commission payable 
	3000
	 

	Corporate tax payable 
	100000
	 

	Total current liabilities
	 
	291625

	Non-Current liabilities  
	 
	 

	Debentures 
	200000
	 

	Total non-current liabilities  
	 
	200000

	Total liabilities 
	 
	491625

	Equity: 
	 
	 

	Shareholder's equity 
	 
	 

	Ordinary shares 
	900000
	 

	Preference shares 
	500000
	 

	Retained profits 
	639180
	 

	Total shareholder's equity
	 
	2039180

	Total Equities and liabilities 
	 
	2530805





[bookmark: _Toc133324073]b) Elaborating the concept of a Balance Sheet and stating the reason for its balancing
Concept of Balance Sheet
The financial statement known as a balance sheet gives an overview of the financial health of a business at a certain point in time. It reveals the amount of debt and equity the company has by listing all of its assets, liabilities, and equity. The asset part and the equity and liabilities portion make up the standard division of the balance sheet into two sections (cfainstitute, 2023). The section on assets includes a list of every item the business has, including money, investments, real estate, and machinery. All of the company's obligations, including debts and accounts payable, are listed in the section on liabilities and equity. Also included is owner equity, which denotes the company's ownership stake in the company's operations. A company's financial condition and capacity to pay its debts are evaluated using the balance sheet. It is a crucial instrument for assessing the financial performance and stability of a company for lenders, investors, and other stakeholders.    
Reasons for which the balance sheet needs to be balanced
The balance sheet, sometimes referred to as a statement of financial health, is an accounting report which provides a picture of the financial state of a business at a certain point in time. It reveals the amount of debt and equity the company has by listing all of its assets, liabilities, and equity. The report of financial position must be balanced in order to guarantee that the sum of the assets actually equals the sum of the obligations and equity (zoho, 2023). An equivalent quantity of capital or equity must equal each debt and obligation listed on the balance sheet of the business. By doing this, the business makes sure it has enough money on hand to cover all of its payments and commitments as they become due. By analysing assets and obligations and determining if they are equal, stakeholders can also assess the company's financial health. A precise representation of the business's financial situation can also be obtained from a balanced balance sheet. It enables interested parties to recognise any possible economic hazards and possibilities, including the amount of debt the business has, the calibre of its resources, and the sufficiency of its reserve fund. A healthy balance sheet also aids in preventing financial mismanagement and fraud (zoho, 2023). It guarantees the accurate accounting of the company's assets and the reliability and transparency of its financial statements. This serves to safeguard the needs of investors and other users who rely on financial reporting from the company to make wise decisions. To sum up, a report on financial health is an important financial document that offers a quick overview of the financial condition of a business (freshbooks, 2023). The balance sheet must be balanced in order to guarantee that the sum of the assets equals the sum of the liabilities and equity. A balance sheet offers a transparent view of the business's financial situation, enables stakeholders to recognise prospective financial threats and possibilities, and aids in preventing money laundering and mismanagement.
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[bookmark: _Toc133324075]a) Ratio Analysis of Sweets plc based on provided financial information
Ⅰ. Return on Capital Employed (ROCE) of Sweet plc
The formula for ROCE = EBIT / Capital employed 
Information provided
	Particulars 
	2021 (£m)
	2020 (£m)

	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



Calculations
In 2020,
ROCE = 699/7041
= 9.92%
In 2021,
ROCE = 805/7225
= 11.14%
Analysis of the ratio
ROCE signifies the amount of return generated based on the capital employed in the operation. In general, businesses have a ROCE of around 20% which is considered healthy (Penman, 2019). Based on the above calculations, ROCE of Sweet plc was 9.92% in the year 2020 which is significantly low. Despite ROCE rising in 2021 making, 11.14%, the ROCE is considerably low for general norms. This is not a good sign for the financial performance of the business.
Ⅱ. Return on Equity (ROE) of Sweet plc
The formula for ROE = Net income / Shareholder’s Equity
Information provided
	Particulars 
	2021 (£m)
	2020 (£m)

	Net income 
	431 
	366

	Shareholders’ equity 
	3088 
	2912



Calculations
In 2020,
ROE = 366/2912
= 12.5%
In 2021,
ROE = 431/3088
= 13.9%
Analysis of the ratio
ROE signifies the amount of return generated based on equity employed in the operation. In general, Businesses have an ROE of 15% which is considered healthy according to business norms (Elly, 2018). Based on the above calculations, in the year 2020, the ROE of Sweet plc was 12.5% which is just below average. The ROE improved in the year 2021 making it 13.9% which is also below average. The ROE is below average but the rise in ROE signifies growth in financial performance which is promising. 
Ⅲ. Earnings per share (EPS) of Sweet plc
The formula for EPS = Net Income / No. of equity shares
Information provided
	Particulars 
	2021 (£m)
	2020 (£m)

	Net income 
	431 
	366

	Equity Shares (300*0.5)
	600
	600



Calculations
In 2020,
EPS = 366/600
= £0.61
In 2021,
EPS = 431/600
= £0.72
Analysis of the ratio
EPS signifies the earning based on per share issued by the business (Subramanyam, 2019). Based on the calculations, the EPS of Sweet plc was 0.61 in the year 2020 which rose to 0.72 in the year 2021. This is good for the company as the rise in EPS of the business shows growth in the financial health of the business (Palepu et al., 2019).
Ⅳ. Net Profit Margin of Sweet plc
The formula for Net Profit Margin = Net profit / Revenue
Information provided
	Particulars 
	2021(£m) 
	2020 (£m)

	Net profit 
	431 
	366

	Total revenue 
	6738 
	6441


 
Calculations
In 2020,
Net profit margin = 366/6441
= 5.7%
In 2021,
Net profit margin = 431/6738
= 6.4%
Analysis of the ratio
The net profit margin signifies the proportion of profit based on the total revenue generated by the business (Stickney et al., 2019). In general, a 10% net profit margin is the norm for the business and is considered healthy (Fridson and Alvarez, 2020). Based on the above calculations, in 2020, the net profit margin of Sweet plc was 5.7% which is considerably low. In 2021, the net profit margin rose to 6.4% which is also lower than the average. Almost a 1% rise in the net profit margin shows growth but such low profitability could have a negative impact on the financial health of the business.
Ⅴ. Assets Turnover Ratio of Sweet plc
The formula for Asset Turnover Ratio = Revenue / average total asset 
Information provided
	Particulars 
	2021(£m) 
	2020 (£m)

	Total revenue 
	6738 
	6441

	Total Asset 
	9,736 
	10,087



Calculations
In 2020,
Asset turnover ratio = 6441/10087
= 0.63
In 2021,
Asset turnover ratio = 6738/9736
= 0.69
Analysis of the ratio
The asset turnover ratio signifies the revenue generated by the business based on the total assets employed by the business (Palepu et al., 2022). In general, businesses try to maintain an asset turnover ratio of 2.5 which is often considered healthy. Based on the above calculations, the asset turnover ratio of Sweet plc in the year 2020 is 0.63 which is substantially low. The asset turnover ratio rose in 2021 becoming 0.69 but the change is not very significant. A low asset turnover ratio could be harmful to the financial performance of the business.
Ⅵ. Stock (or Inventory) Holding Days of Sweet plc
Formula for Stock Holding Days = (Closing stock / COGS) × 365 
Information provided
	Particulars 
	2021(£m)
	2020(£m)

	Closing stock 
	708
	659

	Cost of goods sold 
	3235
	3096



Calculations
In 2020,
Stock holding days = 659/3096 × 365
= 77.6 days
In 2021,
Stock holding days = 708/3235 × 365
= 79.8 days
Analysis of the ratio
Stock holding days signify the amount of time the business takes to hold its inventory (Bragg, 2018). In general, 30 to 60 days is considered a healthy stock-holding day for a business. Based on the above calculations, in 2020, the stock holding days of Sweet plc was 77.6 days which is over average. In 2021, the stock holding days further rose to 73.8 days which is not good for the business.
Ⅶ. Debtors Collection Period of Sweet plc
Formula for Stock Holding Days = (Receivables / credit sales) × 365 
Information provided
	Particulars 
	2021(£m)
	2020(£m)

	Receivables 
	1,249
	1287

	credit sales 
	6,738
	6441



Calculations
In 2020,
Debtors’ collection period = 1287/6441 ×365
= 72.9 days
In 2021,
Debtors’ collection period = 1249/6738 × 365
= 67.6 days
Analysis of the ratio
The debtors’ collection day signifies the time business takes to collect their debt from their debtors. Similar to stock holding days, 30 to 60 days is considered healthy for the Debtors' collection period. Based on the above calculations, the debtors' collection period of Sweet plc was 72.9 days in 2020 which lowered to 67.6 days.
Ⅷ. Current Ratio of Sweet plc
The formula for Current ratio = Current assets / Current liabilities
Information provided
	Particulars 
	2021(£m)
	2020(£m)

	Current Assets
	9736
	10087

	Current Liabilities
	2511
	3046



Calculations
In 2020,
Current ratio = 10087/3046
= 3.31
In 2021,
Current ratio = 9736/2511
= 3.88
Analysis of the ratio
The current ratios signify the liquidity of the business and its ability to deal with short-term obligations. Generally, businesses try to maintain their current ratio over 1 which is considered healthy (Gibson, 2019). Based on the above calculations, the current ratio of Sweet plc was 3.31 in the year 2020. In 2021, the current ratio of the business rose to 3.88 which signifies high liquidity for the business.
Ⅸ. Gearing Ratio of Sweet plc
The formula for Stock Gearing ratio = Loans and Borrowings / Shareholder’s Equity
Information provided
	Particulars
	2021(£m)
	2020 (£m)

	Loans and borrowings
	4137
	4129

	Shareholder equity
	3,088
	2912



Calculations
In 2020,
Gearing ratio = 4129/2912
= 1.41
In 2021,
Gearing ratio = 4137/3088
= 1.42
Analysis of the ratio
The gearing ratio signifies the allocation of equity in a business. Based on the calculations, the gearing ratio of Sweet plc was 1.41 in the year 2020. In 2021, the ratio rose to 1.42 which is not a significant change. The low change in the gearing ratio does not impact the performance of the business on a large scale (Brigham and Daves, 2019).
Ⅹ. Interest Coverage Ratio of Sweet plc
The formula for Interest Coverage Ratio = EBIT / Interest expenses 
Information provided
	Particulars
	2021(£m)
	2020 (£m)

	Earnings before interest and taxes 
	805
	699

	Interest expenses 
	226
	181



Calculations
In 2020,
Interest coverage ratio = 699/181
= 3.9
In 2021,
Interest coverage ratio = 805/226
= 3.6
Analysis of the ratio
The interest coverage ratio signifies the business's ability to deal with interest obligations based on income. Based on the above calculations, the interest coverage ratio of Sweet plc was 3.9 in 2021 which lowered in the year 2021 becoming 3.6.
[bookmark: _Toc133324076]b) Assessing the performance of Sweets plc based on provided financial information
It is observed from the calculations of the above-depicted financial ratios of the company that the performance of the company is not up to the mark. Also, the company is not able to utilise the resources judiciously and is suffering from a lack of appropriate profits. Apart, from this all the ratios have been on average and the entity is trying to cope with the level of competition and enhance its operational efficiency. Moreover, the company needs to be focusing on ways for highlighting the profitability of the business so as to survive in the long run. The pricing strategies of Sweets plc are not good enough for capturing the customer base and they need to be concentrating on improvising the same.


[bookmark: _Toc133324077]Conclusion
From the aforementioned study, Wales Plc.'s income statements and statement of financial position have been observed in this report. Also, the financial health of the company and the tools with which it might continue to operate profitably throughout the relevant accounting year were reflected in this. Furthermore included in the analysis was the assessment of the right financial ratios, which made it easier to comprehend the effectiveness and achievement of Sweets Plc.
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