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Question 1
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	Income statement 

	Particulars 
	Amount

	Revenue 
	800000

	Cost of sales
	578650

	Gross profit
	221350

	Administrative expenses
	30,000

	Interest paid 
	2,000

	Directors payment
	5,000

	Distribution costs
	28,000

	Operating profit/Profit before taxation
	156,350

	Corporation tax
	100,000

	Net profit
	56,350


Table 1: Income statement

The above income statement of Wales plc for the year ended 31st December 2022 considers the different financial operations along with the adjustments to evaluate the financial position of the firm. As per the analysis of different debit and credit balances, the perspective of understanding has, involved major revenue sources and expenses (Amoa-Gyarteng, 2021). Dealing with the revenue it evaluates £800,000 and the cost of sales is £578,650. Based on that the gross profit is calculated as £221,350 then the other operating expenses have to be considered to evaluate the operating profit has to be evaluated. 
Through the administrative expenses, interest, director payment and distribution cost reduction the profit before taxation involves £156,350. Therefore, the corporation tax of £100,000 has to be deducted for this reason, the net profit of the organisation is £56,350. The overall financial position of the organisation is good as positive net cash flow is considered along with the better profit margin dealing with this aspect the organisation's better efficiency and profitability has to be evaluated (Ardila et al. 2019). 
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	Balance sheet

	Noncurrent assets
	Amount
	Amount

	Plant and equipment
	
	1250000

	
	
	1250000

	Current assets
	
	

	Inventory
	
	510850

	Trade receivable
	170125
	

	add: credit sales 
	980
	171105

	Cash and bank
	
	96000

	
	
	777955

	Total assets = Current Assets + Non-Current Assets
	 
	2027955

	
	
	

	Noncurrent liabilities
	
	

	2% loan
	
	200000

	
	
	200,000

	Current liabilities
	
	

	Trade payable
	
	188625

	Outstanding commission
	
	3000

	
	
	191625

	£1 ordinary shares 
	900,000
	

	less: Ordinary dividend paid
	20,000
	880,000

	10% £1 preference shares
	500,000
	

	Less: Preference dividend paid 
	30,000
	470,000

	Equity shares
	
	97980

	Retained profits
	
	132000

	Net profit
	
	56350

	
	
	1,636,330

	Total liabilities = Current Liabilities + Non-Current Liabilities
	 
	2,027,955


Table 2: Balance sheet

The above balance sheet of the company considers the statement of financial position balance analysis to focus on the non-current assets it shows only one fixed asset that is plant and equipment of £1,250,000. After that, the current assets involve different accounts however in trade receivables the adjustment has been given to the goods sold to the customer worth £980 on 31st December 2022 thus the payment is due on 28th February 2023. As the sale is made in 2022, thus it comes in the balance sheet trade receivables for adding value (Dirman, 2020). 
Therefore, the value of the current assets is £777955 after those total assets have been calculated as £2027955 for adding current and non-current assets. On the other hand, non-current liabilities involve 2% loans of £200,000 and current liabilities involve £191,625. Thereafter the analysis of shareholders’ equity considers ordinary shares that deducted the dividend paid amount (Hasanaj and Kuqi, 2019). Then the preferences shares also deducted the dividend paid amount, as equity shares, retained profit, and net profit of the business have to be involved to consider total equity of £1,636,330. Based on that, total liabilities have to be calculated at £2,027,955 chance the total assets and total liabilities are is equal that shows a better financial balance in the organisation.  
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	ROCE
 = (Operating Profit / Capital Employed) x 100%
	ROE
 = (Net Income / Shareholders' Equity) x 100%
	Earnings per share
= (Net Income - Preferred Dividends) / Average Outstanding Shares
	Net profit margin
= (Net Income / Total Revenue) x 100%
	Asset turnover
= Total Revenue / Average Total Assets

	Particulars 
	2021
	2020
	Particulars 
	2021
	2020
	Particulars 
	2021
	2020
	Particulars 
	2021
	2020
	Particulars 
	2021
	2020

	EBIT
	620
	539
	Net income
	6738
	6441
	Net income 
	6738
	6441
	Net profit 
	431
	366
	Net sales 
	6738
	6441

	Total assets 
	9,736
	10,087
	Shareholder's equity
	3,088
	2,912
	Number of equity shares
	600
	600
	Net sales
	6738
	6441
	Average total assets
	14779.5
	14779.5

	Current liabilities
	2,511
	3,046
	Ratio
	2.181995
	2.211882
	Ratio
	11.23
	10.735
	Ratio
	6.396557
	5.682347
	Ratio
	0.455902
	0.435806

	Ratio
	0.085813149
	0.076552
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	Current ratio
= Current Assets / Current Liabilities
	Gearing ratio
= (Total Debt / Shareholders' Equity) x 100%
	 Interest cover
= Earnings Before Interest and Taxes (EBIT) / Interest Expenses

	Stock holding days
= (Average Inventory / Cost of Goods Sold) x 365

	Debtors collection period
= (Average Accounts Receivable / Total Credit Sales) x 365
	Particulars 
	2021
	2020
	Particulars 
	2021
	2020
	Particulars 
	2021
	2020
	Particulars 
	2021
	2020

	Particulars 
	2021
	2020
	Current assets
	2303
	2355
	Total debt
	4,137
	4,129
	EBIT
	620
	539
	Closing stock 
	708
	659

	Average account receivables 
	1892.5
	1892.5
	Current liabilities
	2511
	3046
	Total equity
	3,088
	2,912
	Interest expense
	226
	181
	Cost of goods sold
	3235
	3096

	Total sales
	6738
	6441
	Ratio
	0.917164
	0.773145
	Ratio
	1.339702
	1.417926
	Ratio
	2.743363
	2.977901
	Ratio
	79.88253
	77.69218

	Ratio
	102.5174384
	107.2446
	
	
	
	
	
	
	
	
	
	
	
	


Table 3: Calculation of Ratios

The above calculation of financial ratios of Sweet's plc is considered through the financial statement involving profit and loss account and balance sheet. Based on the analysis of the annual report for 2020-2021 the calculation of the following ratio has to be calculated. In order to deal with the different workings and formulas in the excel sheets the return on capital employed, return on equity, earnings per share, and net profit margin have to be calculated (Shaturaev, 2022). Therefore asset turnover ratio, stick holding days, debtor’s collection period, gearing ratio, interested coverage, and current ratio has been calculated (Hosaka, 2019). Dealing with the above ratios the financial performance of the business has to be analysed. 
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The analysis of ROCE evaluated in 2020 is at 0.07 that increased in 2021 is 0.08 thus, it shows the company has improved profitability to manage its current liabilities. Based on that, the ROCE trend in the years has been considered an important indicator of performance thus investors tend to favour companies with stable and rising ROCE levels for volatile or trending lower (Husna and Satria, 2019). In order to focus the ROE ratio shown in 2020 is 2.21 that decreased in 2021 is 2.18 based on that, the low ROE indicates the company has not effectively utilised its shareholder's equity to generate revenue. 
Therefore, the shareholder investment is unable to produce efficiency for the business. However, the consideration of earnings per share in 2020 is 10.73 that increased in 2021 is 11.23. Hence, it's a positive sign for the company's financial performance as earnings from per-share trading have increased that helps to improve the financial position of the firm (Kasim, 2023). Based on the consideration of the net profit margin it shows the company's profitability hence it evaluates in 2020 as 5.68% and in 2021, it increased to 6.39% that provides a better profitability position for the firm. 
As per the analysis, it has been found that an improved profitability ratio develops the profit margin and efficiency of the organisation (Kvekšienė et al. 2023). Focuses on the asset turnover ratio shows in 2020 is 0.43 increases in 2021 by 0.45 chances it has to be said that the company efficiently managed its assets to generate revenue from the organisation. On the other hand, evaluating the debtor's collection period it evaluates in 2020 is 107.24 days and in 2021 it decreased to 102.51 that show an effective collection process of dues from the customers. 
A decreased debtor’s collection period considers that the organisation efficiently collects its outstanding amounts from the customers on time or before that help to manage cash and liquidity position in the business (Markonah et al. 2020).  The current ratio of the firm evaluates in 2020 is 0.77:1 and in 2021 is 0.91:1; therefore, it has been considered that the liquidity position of the firm has improved however, does not reach the ideal ratio of 2:1. Based on the analysis it has to be suggested to improve its liquidity position for effective handling of current liability paid off and current assets conversion into cash for better liquidity management. 
Along with that, the gearing ratio shows in 2020 is 1.41 and in 2021 it was reduced to 1.33 as it shows that the company is financially stable that helps to manage its debt level efficiently. As per the analysis of financial risk associated with the business, it helps to reduce financial distress and helps the investor to focus on the investment decisions (Musallam, 2018). The low proportion of the gearing ratio is better for the organisation to cover its overall expenses through its equity rather than the use of debt for paying its due amount and managing the business efficiently. 
Therefore the consideration of the interest coverage ratio has evaluated the results in 2020 is 2.97 that is reduced in 2020 is 2.74 as lower interest coverage affects the overall business operation due to the company having higher debt and the possibility of bankruptcy (Sari and Sedana, 2020). Based on this analysis has suggested improving the operating profit and meeting interest payments for managing volatile interest rates (Nariswari and Nugraha, 2020). As per the analysis of stock holding days, it shows in 2020 77.69 days and 2021 79.88 days in dealing with the high amount of inventory days considering the low turnover rate of inventory that affects the overall sales volume. 
In order to consider low sales, low demand and not focus on sales volume results in higher inventory levels as it evaluates the period that the inventory has converted into sales (Restianti & Agustina, 2018). In case of high time taken to convert inventory into sales, it reduced the profitability and revenue of the firm that is not favourable for the business. 
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