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[bookmark: _Toc99632773]QUESTION 1
[bookmark: _Toc99632774]a. Income Statement of Wales Plc
An income statement refers to the financial statement that represents the profitability that can be gained by the firm over a definite period. It highlights the value of revenues by reducing the value of losses and expenses extensively. An income statement can also be known as the statement of earnings or net income statement. The present statement can be contemplated as one of the three most essential financial statements across financial accounting along with the cash flow statement and the balance sheet. Small firms primarily begin establishing income statements at the time investor or bank wants to make an effective review of the financial performance of the respective business to monitor its profitability (Lucianelli, Fazzari and Cavalieri, 2020). The most important aim of the income statement is to offer financial related information to the readers, creditors and investors in terms of attaining the desired profitability during the respective financial year. 
In terms of corporate finance, the income statement can be treated as the relevant record regarding the loss and profit of the entity during the financial year. The business owners, accountants and investors are highly involved in reviewing an income statement regularly to monitor the financial position on track for its estimated target in an accurate manner (Aini, Anoesyirwan and Ana, 2020). The present statement can be examined for the identification of the shortcomings related to the specific strategy along with nudging it in the correct direction. The appropriate preparation of an income statement is a yearly, quarterly or even monthly affair across the corporate world. The significance of preparing an income statement within the business firm can be summed up as follows:
Assist in Better Decision Making
Monitoring the income statement can enable the potential business owners of the organisation to be aware of the present financial footing related to the company. The accuracy of the financial data represented on the income statement can enforce the business owners to develop wise and swift decisions about the expenditure of the firm.

Figure 1: Importance of Preparing Income Statement

Tracking the Profitability of the Company
The implementation of an effective income statement offered the business owner, stakeholders and shareholders deals with the knowledge of the financial standing within the organisation (Augustyniak, 2020).
Effective Report for Compliance
The operation of an organisation within a country indicates that the firm will need to bear several elements regarding the business taxes following the regulations of tax of the concerned country. The payment of the business taxes by the business firm is compulsory as enforced by the law. In order to make a significant calculation of the tax liability, the income statement plays a vital role to fulfil the requirement of the necessary financial data extensively.
The evaluation of the income statement for Wales Plc during the financial year 2021 can be summarised in the following figure:
[image: ]
Figure 2: Income Statement

The above figure demonstrates that the net income after tax of £52,370 has been gained by Wales Plc during the financial year 2021. Net income can be esteemed as the potential result regarding all the costs involving interest expenses for taxes, outstanding debt along with any one-off elements such as the sale of a division or an asset. Net income is essential as it represents the level of profit of the respective entity for the concerned period taking all the critical aspects of the business into consideration (Būmane, 2018). The net income generated by Wales Plc can also be regarded as a beneficial factor for the potential creditors and investors, however, it does not always represent the actual development of the entity. It can be determined from the above financial figure that the concerned company has managed to generate revenues of £800,000 and the cost of sales of £578,650 during the specific period.
The statement of the financial position for Wales Plc is evaluated in the following figure:
[image: ]
Figure 3: Statement of Financial Position

It can be articulated from the above figure that Wales Plc possesses a value of total assets of £1,209,705 and the value of total liabilities of £275,335 during the financial year 2021. On the other hand, the amount of equity of the present organisation is valued at £934,370 during the definite period. The higher level of assets as compared to the value of liabilities can be considered a better sign for the present company as it adds the potential value to the respective organisation along with an increment in the amount of equity within the firm (Zelalem and Abebe, 2022). On the contrary, the larger value of liabilities can be treated as the major cause for the reduction in the value and equity of the company extensively. The more the value of assets outweighs the value of liabilities, the more powerful would be the financial health of the business.
[bookmark: _Toc99632775]b. Reasons to Balance the Statement of Financial Position
The utilisation of the accounting principle regarding double-entry can be concerned as the principal cause for balancing the statement of financial position. A double-entry system of bookkeeping refers to a corresponding entry that is developed for each transaction involving debits and credits (Chen and Fang, 2020). The primary basis regarding the concerned system represents that each transaction possesses a couple of parts and affects a couple of ledger accounts. 
The double-entry system regarding bookkeeping effectively deals with two or more relevant accounts for each business transaction. The present system is broadly utilised and it involves detailed descriptions of the products and services, loans, bad debt, income, expenses, and many more. As a result, each financial transaction involves a couple of entries and the increment in the value of liabilities also leads to enhancing the value of assets within the books of accounting to get it balanced. 
Accounting primarily attempts for recording both the critical effects of an event or a transaction on the financial statements of an entity. Without the application of the double-entry concept, a partial view related to the company's affairs would only be reflected by the accounting records (Rashid, 2018). The utilisation of the present system assists the bookkeepers and accountants to decrease the probability of mistakes along with offering the benefit of better checks and balances respectively.


[bookmark: _Toc99632776]QUESTION 2
[bookmark: _Toc99632777]a. Key Financial Ratios
The effective preparation of the financial ratios can provide entrepreneurs with a potential way for evaluating the performance of the organisation along with the comparison of the concerned performance with other identical businesses within the concerned industry (Morales-Díaz and Zamora, 2018). It plays a vital role to measure the critical relationship between the couple or more components regarding financial statements extensively.
[bookmark: _Toc99632778]1. Return on Capital Employed
	1 Return on Capital Employed

	
	2021
	2020

	
	£m
	£m

	Earnings before Interest and Tax
	805
	699

	Capital Employed 
	7225
	7041

	
	
	

	ROCE (EBIT/Capital Employed)*100
	
	



Figure 4: Return on Capital Employed

The above financial figure contemplates that the return on capital employed of Sweets Plc has been increased from 9.92% to 11.14% in 2020-21 respectively. The return on capital employed plays a vital role to represent the value of operating income that is gained by the concerned entity for every pound of capital invested. The stronger profitability can be indicated by the higher ROCE across the comparisons of the company.
[bookmark: _Toc99632779]2. Return on Earnings
	2 Return on Earnings 

	
	2021
	2020

	
	£m
	£m

	Net Income
	431
	366

	Shareholder`s Equity
	3088
	2912

	
	
	

	ROE (Net Income/Shareholder`s Equity)*100
	13.96%
	12.57%



Figure 5: Return on Earnings

The above figure depicts an enhancement in the value of return on earnings from 12.56% to 13.95% during 2020 and 2021. The higher level of percentage in the ROE of the company can be treated as a better factor for Sweets Plc. It suggests that the organisation is more efficient in terms of gaining profit from its existing level of assets (Kariyawasam, 2019).
[bookmark: _Toc99632780]3. Earnings Per Share
	                                                                Earnings Per  Share 

	                                     2021                                    2020
                                                              £m                                                 £m

	Earnings
	431
	366

	No of ord shares
	600
	600

	Earnings of ord shares
	0,72/share
	0,61/share



Figure 6: Earnings Per Share

It can be analysed from the financial figure of Sweets Plc that the concerned entity has managed to increase the level of earnings per share from 2.04 to 3.53 during the specific period. An increasing or higher earnings for each share demonstrate that the current organisation is gaining a higher level of profits in order to distribute it to the potential shareholders.
[bookmark: _Toc99632781]4. Net Profit Margin
	4.Net profit margin
                                                              2021                                         2020
                                                                    £m                                                 £m

	Net profit   *100=
sales

	Operating profit*100
6738
=  805 *  100=  11.95%
           6738

	Operating profit*100=
6441
=  699*  100=  85%
       6441




Figure 7: Margin of Net Profit

An increase in the margin of net profit can be esteemed as an important element for the current firm as it depicts that the firm is capable enough to control its critical costs in an effective manner (Stancheva-Todorova and Velinova, 2019). It also evaluates that the company is highly involved in offering potential services and products at a relevant price in significant way higher as compared to its costs.
[bookmark: _Toc99632782]5. Asset Turnover

	5 Asset turnover

                                             2021                           2020




£m                             £m

	Net 
	6738
	6441

	Assets
	9736
	10087

	Asset turnover
	0.69
	0.63




Figure 8: Asset Turnover

It can be observed from the above figure that the value of the asset turnover has been enhanced from 0.63 to 0.67 during the definite period. The potential creditors and investors are highly engaged in monitoring the firms with a higher level of asset turnover ratio (Linares-Mustarós, Coenders and Vives-Mestres, 2018). It is due to the regulation of fewer assets in comparison with the less effective competitors in terms of demanding less equity and debt to regulate.
[bookmark: _Toc99632783]6. Stock Holding Days
	6 Stock Holding Days

	
	2021
	2020

	
	£m
	£m

	Inventory
	708
	659

	Cost of Goods Sold
	3235
	3096

	
	
	

	Stock Holding  Days 
(Inventory/Cost of Goods Sold)*365
	80 Days
	78 Days



Figure 9: Stock Holding Days

The above figure analyses that the number of stock holding days has been enhanced from 77 days to 79 days extensively. The current firm can be able to enhance the stock holding days by reducing the input costs along with an increase in the value of sales. The cost of goods sold can be reduced by cost management, which drives the cash flow and profitability higher (Musallam, 2018).
[bookmark: _Toc99632784]7. Debtors Collection Period
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Figure 10: Debtors Collection Period

It can be summarised from the above financial data that the number of days in terms of the debtor's collection period has been reduced from 72 days to 67 days respectively. Possessing a lower average period for collection can be treated as an indicator to improve the financial position of the firm. The decline in the debtor's collection period indicates that the clients of the organisation are taking a lesser period for making the payment of the bills.
[bookmark: _Toc99632785]8. Current Ratio
[image: ]
Figure 11: Current Ratio

The above figure illustrates that the current entity has managed to enhance the value of the current ratio from 0.77 to 0.91 in 2020-21. The potential ways that can be utilised by the managers of Sweets Plc to increase the current ratio primarily include optimal management of payables and receivables, utilising long-term financing, paying off liabilities, and many more (Ligocká and Stavárek, 2019). 
[bookmark: _Toc99632786]9. Gearing Ratio
[image: ]
Figure 12: Gearing Ratio

A decline in the value of the gearing ratio can be observed from the above financial data of Sweets Plc during the specific period. It is essential for the current entity to make an effective sale of shares in order to enhance shareholder equity that can be utilised for paying the debt of the firm extensively.
[bookmark: _Toc99632787]10. Interest Coverage
[image: ]
Figure 13: Interest Coverage Ratio

The above financial figure esteems that the interest cover has been declined from 3.86 to 3.56 during the financial year 2020 and 2021 respectively. The utilisation of gearing measures can be treated as a beneficial measure for the potential financial institutions that deal with the issue of loans as it can be utilised as a relevant guideline for the critical risk.
[bookmark: _Toc99632788]b. Financial Position of Sweets Plc
The proper measurement of the key financial ratios in terms of measuring the financial performance and position of Sweets Plc indicates that the concerned entity is well-positioned with regard to the financial performance. The higher level of return provided on the value of capital employed will be helpful for the potential investors and other stakeholders to generate huge encouragement to make an investment in the entity. The higher level of investment within the concerned firm performed by the investors along with other stakeholders would lead to enhancing the level of the brand image of the company extensively (Zorn et al. 2018). An increase in the value of asset turnover ratio demonstrates that the crucial assets have been efficiently utilised within Sweets Plc in a significant way. It would be important for the potential managers of the respective organisation to reduce the level of total debt by paying off the critical debts significantly making an improvement in the gearing ratio.
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Wales Ple

Income Statement
For the year ended 31.12.2021

Gross Profit (4)
Operating Expenses:
Administrative Expenses
Interest Paid

Director's Renmmeration
Distribution Costs
Commission to Salesman
Total Operating Expenses
Less: Other Income

Total Expenses

Net Income before Tax

Corporate Tax
Net Income after Tax

£

800000

578650

30000

5000

28000

3000

980

221350

68980
152370
100000
52370
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‘Wales Plc
Statement of Financial Position
For the year ended 31.12.2021

Particulars £ £
Current Assets

Stock 330600

Trade Receivable 170125

Cash and Bank 76250

Total Current Assets 576975
Non-Current Assets

Plant and Equipment 632730

Total Non-Current Assets 632730
Total Assets 1200705
Current Liabilities

Trade Payable 171355

Total Current Liabiies 171355
Non-Current Liabilities

4% Debentures 100000
Short-Term Debt 3980

Total Non-Current Liabilties 103980
Total Liabilities 275335
Equity.

Share Capital (400000-300000) 700000

Retained Earmings 132000

Payment of Ordinary Dividend 20000
Payment of Preference Dividend 30000
Profit(Loss) for the curent year 52370
Total Equity 934370
Total Liabilities and Equity 1200705
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7. Debtors Collection Period

2021 2020

£m £m
Debtors 1249 1287
Sales Turnover 6738 6441

Debtors Collection Period
(Debtors/Sales Turnover)*365 67.6588 72.932
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8. Current Ratio

2021

£m
Current Assets 2303
Current Liabilities 2511

Current Ratio (Current
Assets/Current Liabilities)  0.91716

2020

2355
3046

0.77315
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9. Gearing Ratio

2021

£m
Total Debt 6648
Total Equity 3088

Gearing Ratio (Total
Debt/Total Equity) 215285

2020

7175
2912

2.46394
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10. Interest Cover

2021 2020

fm fm

EBIT 805 699
Interest Expense 26 181

Interest Cover (EBIT/Interest
Expense) 3.56195 3.86188




