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[bookmark: _Toc111598799]Income Statement of Wales Plc: 
Wales Plc
Income Statement
For the ended Year 31st December
	Particulars
	Amount (£)
	Amount (£)

	Revenue from Sales 

	Revenue (£80000+£980)
	 800,980
	

	Less: Cost of sales (£578,650+£980)
	 579630
	

	Gross profit (1-2)
	
	221350

	Operating Expenses 

	Administrative expenses
	30,000
	

	Directors’ remuneration
	5,000
	

	Distribution costs
	28000
	

	Commission Owned 
	3000
	

	 Total Operation Cost 
	
	66000

	Operating profit 
	
	155350

	Non-Operating Cost
	
	

	Interest Paid 
	
	2000

	Profit before tax
	
	153350

	Taxation
	
	100000

	Net Profit 
	
	53350
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[bookmark: _Toc111598767][bookmark: _Toc111598803]31 December, 2021
	Particulars 
	Amount£)
	Amount (£)

	Assets
	
	

	Noncurrent assets
	
	

	Property and equipment
	
	650000

	Current assets
	
	

	Inventories (330600-980)
	329620
	

	Trade Receivable  (170125 + 980)
	171105
	

	Cash and bank 
	76,250
	

	Total  Current assets
	
	576975

	Total Assets (A)
	
	1226975

	Liabilities and Equity 
	
	

	Current liabilities
	
	

	Trade payable
	188625
	

	Tax Paid
	100000
	

	Commission owed
	3000
	

	Total Current liabilities 
	
	291625

	Non-current liabilities
	
	

	4% Debentures
	
	100000

	Total liabilities (B)
	
	391625

	Net Assets (A-B)
	
	835350

	Equity
	
	

	Retained Earnings
	135350
	

	£1 ordinary shares
	500000
	

	10% £1 preference shares
	200000
	

	Total Equity 
	
	835350





	Retained Earnings

	Beginning Retained Earnings
	 
	 £ 132,000 

	(+) Profit After Tax (PAT) 
	 
	     53,350

	(-) Ordinary dividend paid
	 £    20,000 
	 

	(-) Preference dividend paid
	       30,000 
	       50,000 

	Ending Retained Earnings
	 
	£28650
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The statement of financial Position balance:
The statement of financial position is where a company's assets, liabilities, and equity are recorded once they have been valued. The asset stands in for the pool of manageable resources that could one day yield monetary gain for the company (Weygandt, Kieso and Kimmel, 2018). Current assets are those that are currently being used, while noncurrent assets are defined by how long it has been since they were last put to economic use. Inventory and accounts receivable are two examples of existing assets that can often be turned into cash within a year after purchase. The first section of a balance sheet is devoted to assets, which make up the bulk of the sheet's total. Current assets are the assets that are used to pay for ongoing operations and are expected to be transformed into cash within a year, as implied by the term (Fridson and Alvarez, 2011). Liabilities are debts that a company has to pay because of something it did in the past, and the cost of doing so reduces its net worth. In addition, liabilities can be categorized as either "current" or "noncurrent." Accounts payable is an example of a current liability because it is a short-term debt owing to suppliers. The entire amount of a company's liabilities on its balance sheet also includes its non-current liabilities. In contrast to current liabilities, which are those that must be reimbursed within a year of when they were incurred, noncurrent liabilities are those that cannot be expected to be repaid for at least one year. The owners preserve accurate records of cash and invoice entries, which can be in agreement with the statement of financial condition, owing to the accounting concept of double entry. Additionally, the financial position statement aids the company in keeping checks on its money, which is crucial in maintaining positive connections with both consumers and suppliers. The position statement needs to be fair and balanced according to the double-entry accounting concept so that it can be understood by its users (Fridson and Alvarez, 2011).
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a. [bookmark: _Toc111598806]Ratio Calculations:
1. ROCE or Return on capital Employed:
ROCE = Net Income after Tax/ Capital Employed:
	2020
	2021

	ROCE =  366/(2,912+ 4,129) × 100 = 5.20%
	ROCE = 431/(3,088+ 4,137) × 100 = 5.97%


2. ROE or Return on Equity = 
ROE= (Net income after tax)/ (Equity) ×100
	2020
	2021

	ROE = ( £431)/( £3,088) ×100 = 12.57%
	ROE = ( £366)/(  £2,912) ×100 =13.96%


3. Earnings Per share: 
EPS = (Net Income After Tax)/ (No of Equity Shares)
	2020
	2021

	EPS = (366/600) = 0.61 Cents
	EPS= (431/600) = 72 Cents


4. Net Profit Margin: 
Net Profit Margin = (Net Income After Tax)/ (Net Sales Turnover) ×100
	2020
	2021

	Net Profit Margin = 366/6,441 ×100 = 5.68%
	Net Profit Margin = 431/6,738 ×100 =6.40%


5. Assets turnover: 
Assets turnover = (Net Sales Turnover)/ (Total Asset) 
	2020
	2021

	Assets turnover = (6,441)/( £10,087) =0.64 times
	Assets turnover = 6,738/( £9,736) =  0.69 times 


6. Stock holding days:
Stock holding days = Inventory/ (Cost of Sales) ×365
	2020
	2021

	Stock holding days = 659/( £3096) ×365 = 78 days
	Stock holding days= 708/( £3235)×365 = 80 days


7. Debtor Collection Period:
Debtor Collection Period = (Months or days in a year)/ (Debtors Turnover Ratio)
	2020
	2021

	Debtor Collection Period = 365/5 = 73 days 
	Debtor Collection Period =  365/5.39= 68 days 


8. Current Ratio 
Current ratio = Current Assets / Current liabilities 
	2020
	2021

	Current Ratio= 2,355/3,046 =0.77:1 
	Current Ratio=  2,303/2,511 =0.92:1


9.  Gearing Ratio=
Gearing Ratio = (Non-current Debt)/ (Capital Employed) ×100
	2020
	2021

	Gearing Ratio = 4,129/(2,912+ 4,129) ×100 =58.64%
	Gearing Ratio = 4,137/(3,088+ 4,137) ×100= 57.26%


10. Interest Coverage
Interest Coverage = Net Income before interest and Tax)/ (Interest Expense) ×100
	2020
	2021

	Interest Coverage = 539/181 = 2.98 times 
	Interest Coverage = 620/226 =2.74 times
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[bookmark: _Toc111598808]Profitability Performance:
Company profitability is measured by profitability ratios, which reveal how effectively management generates profits and increases stockholder value. Sweet plc's profitability was evaluated using return on capital employed, return on equity, earnings per share, and margin (Helfert, 2013).
In 2020, the business' return on invested capital was 5.20 percent. In other words, for every £100 invested, the company made £5.20 in revenue. There was a 5.97% rate of this. There was a slight increase, but it was not noticeable. Return on equity in 2021 was 13.96%, up from 12.95% in 2020. For every £100 contributed to common stock, the corporation generates £13.96 in profit. In 2020 and 2021, the company's EPS was £0.72 and £0.61. In 2021, the company's net profit has grown, leading to a rise in earnings per share. In conclusion, the company's Net Profit Margin was 5.68% in 2020 and is expected to improve to 6.40% in 2021. The company's net profit has gone up, which is what caused this rise.
consequently, it can be seen that the company's profitability ratios in 2021 are higher than they were in 2020. Therefore, the company's profitability performance in 2021 is considered to be above average.
[bookmark: _Toc111598809]Efficiency Performance:
Management efficacy in handling the company's assets and liabilities can be measured using efficiency ratios. Ratios of assets turned over, stock held, and debtors collected are examined to get a sense of Sweet plc's operational effectiveness (Fridson, 2015).
In 2020, Sweet plc's asset turnover ratio was 0.64, and in 2020, it is projected to rise to 0.69. Sweet plc used its £100 in assets to generate £69 in revenue in 2021, as indicated by this ratio. While this ratio has improved marginally over the past year, the improvement is not significant enough to warrant special note. The number of days a corporation needs to make money off its inventory is represented by the stock holding days’ metric. In 2020, that number was 77.69 days, and by 2021, it had risen to 79.88 days. To put it another way, in 2021 the corporation needed more time to sell its stock. The number of days a business has to recover outstanding bills is known as the "debtor’s collection period." With a decrease from 72.93 days in 2020 to 67.66 days in 2021, Sweet Plc. has a shorter debtor collection term. This resulted in a quicker collection of invoices owed compared to the prior year.
Even though not all of the ratios showed improvement, the company's overall efficiency performance was satisfactory.
[bookmark: _Toc111598810]Liquidity Performance:
When evaluating a company's liquidity, the current ratio is the most accurate metric. In 2020, Sweet Plc's current ratio was 0.77:1, meaning that for every pound of current obligations, the company held £0.77 in cash and short-term investments. This proportion will reach 0.92 in 2021. Despite a year of growth, the ratio still fell short of the industry standard of 1:1. The company's liquidity performance is therefore below par.
[bookmark: _Toc111598811]Geared Position:
With a gearing ratio of 58.64% in 2020, Sweet Plc was not an easy company to run. Companies whose gearing ratios are above 50% are considered highly geared because of their reliance on debt. Therefore, debt is more important to Sweet Plc than equity. The drop to 57.26% in 2020 is not very noteworthy. Therefore, the company's gearing level is quite high.
Last but not least, the interest coverage ratio was 2.98 and 2.74. Indicative of how well a corporation deals with its long-term obligations, this ratio. Both years had similar ratios. As a result, the corporation maintained a stable level of earnings necessary to meet its financial obligations. The firm's financial health remains unchanged regardless of this ratio.
Since the company's profitability and efficiency performance were adequate, but its liquidity and gearing position were not, it is impossible to remark on the company's total financial performance using these ratios. There must be more research done before they can draw the right conclusion.
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