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[bookmark: _Toc99067031]Introduction
It is important to know a company’s performance and position in the market. Financial statements serve these purposes. In this report, we have looked at the financial statements of Wales Plc and prepared a financial statement and statement of financial position by analysing and interpreting the given information. Also, it has been briefly discussed why the statement of financial position balance. Next various types of ratios have been calculated by using provided information and lastly comment on the performance of the position of the company has been made.
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[bookmark: _Toc99067033]A)
Wales Plc 
Income statement
For the year ended 31St December 2021
	Sales 
	
	800,000

	Less: Cost of goods sold 
	578,650
	

	Salesmen commission 
	3,000
	

	Goods valued at 31 December 
	980
	

	
	
	582,670

	Gross profit
	
	217,370

	Less: Distribution cost 
	28,000
	

	Less: Administrative expenses 
	30,000
	

	Less: Directors’ remuneration 
	5,000
	

	
	
	63,000

	Finance cost (working 01)
	
	4000

	Net profit before Tax 
	
	150,370

	Less: Corporation tax 
	
	100,000

	Net profit 
	
	50,370








Statement of financial position as of 31st December 2021
	Assets
	
	

	Non-current assets 
	
	

	  Plant and equipment 
	
	632,730

	Current assets
	
	

	  Trade receivable 
	
	170,125

	  Cash and bank 
	
	76,250

	  Stock at 31st December 
	330,600
	

	  Less: Stock sold 
	980
	

	
	
	329,620

	Total assets 
	
	1381,040

	Liabilities and equity
	
	

	Liability 
	
	

	Non-current Liability
	
	

	4% Debentures 
	
	100,000

	Current liability 
	
	

	Trade payable 
	171,355
	

	Add: Expense payable
	980
	

	
	
	172,335

	Interest paid 
	
	2000

	Total liabilities 
	
	274335

	Equity
	
	

	£1 ordinary shares 
	400,000
	

	10% £1 preference shares 
	300,000
	

	Retained earnings (working 02)
	132,370
	

	Total equity 
	
	832370

	Total liabilities and equity  
	
	1381,040



Working 01 
4% Debentures 100,000 = 100,000 * 4% 
			     = 4,000
Working 02
Retained profit 			132,000
Net profit			 	50,370
Dividend paid ordinary 		(20,000)
Dividend paid preferred share 	(30,000)  
					132370
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[bookmark: _Hlk99066858]Because of applying the double-entry system, the figures are in a balancing position.  Double-entry bookkeeping means recording each transaction as two parties (Lakhtionova et al., 2020). Transactions by one party are not possible. If there is to be a transaction, one party is the beneficiary and the other party is the beneficiary. It is from this concept that in the Double-entry system each transaction is recorded as two sides or two (Lakhtionova et al., 2020). In this case, the beneficiary account (recipient) is recorded as debit and the beneficiary account (donor) as credit, is recorded in different books of account.
Note that it is necessary to know what is debit and credit. In accounting, debit and credit are symbols that have no special meaning. The beneficiary is identified by the debit symbol and the beneficiary by the credit symbol and is recorded in different books of account.
If an employee of the organization is paid £5,000 as salary, then the analysis of the incident shows that money Then of course it is clear that there are two accounts or parties directly involved.
Now if one wants to write as this transaction, write like this.
Salary account (debit) 5,000
Cash Account (Credit) 5,000
[bookmark: _Hlk99066929]The feature of the double-entry system is that it will have two sides. Both party (beneficiary) debit and other parties (beneficiary) credit will be affected by the same amount of money (Martirosyan, 2016). The main basis of accounting is to determine the debit credit of a transaction by applying the concept of the accounting equation.
There are accounts/parties. These calculations are divided into 5 categories which we have seen in the calculation equation. In the accounting equation we notice 5 elements: assets = liability + (ownership + income - expenses) These 5 elements are the class of transaction accounts (Martirosyan, 2016). Each account of the transaction will be of one of the above categories. Since there are 2 accounts/parties in a transaction, each transaction must affect any 2 of these 5 elements. Since two aspects will be affected, both aspects of the balance sheet will be equal. Now let us analyse the elements mentioned in the question. Looking at the elements of the accounting equation, it is seen that there are 6,32,370 plants and equipment as assets and there are debtors as current assets. On the exact opposite side of assets are liabilities and ownership. Cash at Bank has increased for cash flow just as ownership has increased for sales growth. Thus, the specific elements of each transaction throughout the whole period have increased in both directions. The amount of wealth that has been seen to increase is equal to the amount of wealth that has been reduced or he has given against certain assets or the ownership has increased. So, because of the double-entry system the figure in question is in a balancing position. 
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1. ROCE:
ROCE= Earnings before interest and taxes/Capital employed
Capital employed= Total assets- Current liabilities
ROCE for 2021 = $846/ ($9736-$2511)
                            = 0.117
ROCE for 2020 =$720/ ($10,087-$3,046)
                            = 0.102
2. ROE:
ROE = Net Income- Average Shareholders’ Equity
Average shareholders’ equity = (Beginning shareholders' equity + Ending shareholders' equity)/ 2
Average shareholders’ equity for 2021= ($2912+$3088)/2
                                                              =$3000
Average shareholders equity for 2020= $2912
ROE for 2021 = ($431/$3000)
                        = 0.1436
                        = 14.36%
ROE for 2020 = ($366/$2912)
                       = 0.1256
                       = 12.56%
3. Earnings per share:
​EPS = (Net Income – Preferred Dividends) / End of period Shares Outstanding
EPS for 2021 = ($431-$255)/600
                       = $0.34 
EPS for 2020 = ($366-$242)/600
                       =$0.20
4. Net profit margin:
Net profit margin for 2021 = (Net income/ Total revenue) ×100
                                              = ($431/$6738) ×100
                                              =6.39%
Net profit margin for 2020 = (Net income/ Total revenue) ×100
                                              = ($366/$6441) ×100
                                              = 5.68%
5. Asset turnover:
Asset turnover ratio = Net sales/ Average total assets
Average total assets for 2021= ($10,087+$9,736)/2
                                              = $9911
Average total assets for 2020 = $9736
Asset turnover for 2021 = $6,738/$9911
                                         =0.67
Asset turnover for 2020 = $6,441/$9736
                                         = 0.66
6. Stock holding days:
Stock holding days = (average inventory / cost of goods sold) x period length
Average inventory for 2021= (708+659)/2
                                        = 683.5
Average inventory for 2020 = 659
Stock holding days for 2021= (683.5/3235) ×365
                                               =77.11
Stock holding days for 2020= (659/3,096) ×365
                                               =77.69
7. Debtor’s collection period;
Debtors’ collection period = (A/R balance ÷ total net sales) x 365 
Debtors’ collection period for 2021= ($1,249÷$6,738) x 365 
                                                           =67.65 days
Debtors’ collection period for 2020 = ($1,287÷$6,441) x 365
                                                            =72.93 days
8. Current ratio:
Current ratio= Current asset/ Current Liability
Current ratio for 2021 = ($2,303/$2,511)
                                       =0.91
Current ratio for 2020 = ($2,355/$3,046)
                                       =0.77
9. Gearing ratios:
Debt to equity ratio:
For 2021= Total debt/Total equity 
              = ($6648/$3088)
              =2.15


For 2020= Total debt/Total equity
               = ($7,175/$2,912)
               =2.46
Equity ratio:
Equity ratio for 2021= Total equity/ Total Assets
                                 =$3,088/$9,736
                                 =0.317
Equity ratio for 2020 = Total equity/ Total Assets
                                   =$2,912/$10,087
                                    =0.28
Debt Ratio:
Debt ratio for 2021 = Total debt/ Total assets
                              = $6,648/$9,736
                              = 0.68
Debt ratio for 2020 = Total debt/ Total assets
                               = ($7,175/$10,087)
                               = 0.71
10. Interest cover:
Interest Cover for 2021= Earnings before interest and taxes/Interest expense
                                        = ($846/$226)
                                        = 3.74
Interest Cover for 2021= Earnings before interest and taxes/Interest expense
                                        = ($720/$181)
                                        = 3.97
[bookmark: _Toc99067037]b)
Financial performance is how well any firm or organisation can use its assets and generate revenues. It is very important to know the financial performance and position of every company to determine how the company is doing. Above we have calculated different ratios for Sweets Plc which indicates its financial performance and position. If we consider these ratios, we can have a clear picture of the Sweet Plc. financial performance and position.
1. ROCE: ROCE indicates how well or effectively a company is generating profit from its capital which is put to use during its operation (Kanapickienė and Grundienė,2015). ROCE for the company in 2020 was 0.102 which increased to 0.117 in 2021. This means the company’s profit generation from its capital has improved and it’s earning more profit than before.
2. ROE: ROE is considered to be or known as the return on net assets, ROE is a scale of any company’s profitability and how efficient the company is in generating those profits (Zainudin and Hashim, 2016). Normally an ROE of 14% is considered to be acceptable but as we can see in 2020 the company’s ROE was 12.56% which is not satisfactory but in 2021 it increased to 14.36% which is satisfactory for the company.
3. EPS: EPS indicates what is the amount of money that the company is making for each of its shares and also it is used to estimate the corporate values of any company or organisation (Nadilla er al., 2019). Investors pay more for the shares of a company if they think that the profits of the company are higher relative to its share price. The EPS for the company has increased from $0.20 to $0.34 which is almost 1.5 times then what it was in previous years. That means the corporate value of the company is increasing and the company is making more profit now than previous years relative to its share price.
4. Net profit margin: Indicates how much net income is being generated by the company as a percentage of revenue (Nariswari and Nugraha, 2020). If we look at the company it has a better profit margin in 2021 than it had in 2020. In 2020 its profit margin was 5.68% which increased to 6.39% in 2021.
5. Asset turnover: Asset turnover indicates how efficiently a company’s assets are being used by it to generate sales (Sunjoko and Arilyn, 2016). Higher turnover means the company is more efficient at its work to generate revenue from its asset. The company’s asset turnover ratio is almost the same in both years only a little increase in 2021 than previous years.
6. Stock holdings days: Number of days a company holds its inventory before it sells it. It is a key performance indicator that indicates managers to access liquidity. The ability of a business to efficiently manage its assets and the duration of time needed to convert them into cash or income (Hong et al., 2015). The company’s stock holding days has decreased a little compared to before which means its liquidity has increased a little more than before. Though the increased amount is not that significant it still means that the company needs less time than before to convert its asset into cash.
7. Debtors’ collection period: It represents the average time a company needs to collect its trade debts (Irman and Purwati, 2020). Reduction in time means increased inefficiency. The collection period for the company was 72.93 days in 2020 which was reduced to 67.65 days in 2021. This means less time are needed to collect trade debts and the increase in the company’s efficiency.
8. Current Ratio: A company usually have short term obligations that are to be paid or due to be paid within one year. The current ratio measures a company’s liquidity and its ability to pay this debt (Irman and Purwati, 2020). If we look at the current ratio for the company it has significantly increased from previous years which means the company’s liquidity has increased compared to before and now it's better able to pay and meet its current obligations or debt than before. The current ratio is 2020 was 0.77 which increased to o.91 in 2021 which is a considerable increase. 
9. Gearing ratio: The gearing ratio is a combination of various ratios such as debt-to-equity ratios, debt ratios, equity ratios etc (Rahardjo et al., 2020). Gearing ratio is normally a measurement of an entity’s financial leverage which identifies the degree to which the organisation, firm or company is funded by the shareholder’s funds vs the creditor's funds.  
· Debt to equity ratio: For the Sweet Plc. The company, the debt-to-equity ratio was 2.46 in 2020 which decreased to 2.15 in 2021. A higher debt to equity ratio normally indicates a higher risk that the company was mostly financing its growth from debts. Reduction in the debt-to-equity ratio means that the risk has reduced over the years and it has become less dependent on financing from debt for its growth. 
· Equity ratio: Again, we have an equity ratio that measures how much leverage a company uses. A low equity ratio normally indicates that the company mostly uses debts to acquire its assets which can be viewed as an indicator of great financial risk but a high equity ratio, on the other hand, means that the company uses fewer debts in case of funding asset. The equity ratio for Sweet Plc. Was 0.28 in 2020 and 0.317 in 2021 which means the company uses less debt now to acquire its assets than it used to in 2020.
· Debt ratio: The debt ratio indicates the proportion of a company’s assets that the company has financed by using debt. A debt ratio that is greater than 1 means the existence of more debt than assets in the company. The debt ratio for Sweet Plc. is 0.71 which decreased to 0.68 in 2021 which is considered an improvement for the company.
10. Interest Cover: It is used to measure how effectively a company can pay the interest that is due to him on outstanding debt. In short, it tells how many times the obligations of a firm can be paid by its earnings (Rahardjo et al., 2020). The interest coverage ratio for Sweet Plc in 2020 was 3.97 which was reduced to 3.74 in 2021. Normally reduction in the interest debt ratio is a matter of concern because it means Sweet Plc has fewer earnings available to meet interest payments. 
Also, if we take a good look at profit and loss statements, we can see that profit has significantly increased for the company also its net assets have increased more than before. Considering all the things it can be said that Sweet Plc is doing far better than in previous years. It has better financial performance compared to the previous year and is in a good financial position.



[bookmark: _Toc99067038]Conclusion
Financial statements are important because they provide various information concerning a company’s debt, expense, profitability, income etc. Understanding basic principles underlying financial statements are important which helps interpret and create financial statements. Financial ratios also play an important role in giving us a valid look at different aspects of the company such as how much income is being generated by assets, what is the debt to asset ratios, the amount of debt etc. So utmost importance must be given in preparing and calculating ratios of any company, organisation or firm.
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