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[bookmark: _Toc99190426]Introduction
In this study, Wales Plc's income statement and balance sheet will be prepared. Then a discussion on the reason for balancing the financial position will be outlined. In the next section, ratios will be calculated from the given profit loss account and balance sheet for sweets plc. Comment on the financial performance based on the calculated ratios and given financial statements will be delivered. 
[bookmark: _Toc99190427]Question 1
[bookmark: _Toc99190428]a) Financial Statements 

Income Statement
For the year ended 31st December 2021
Wales plc
	Particulars 
	Amount (£)

	Sales 
	800,000

	Less: Cost of sales
	(578,650)

	a. Total Profit
	221350

	b. Overhead Income: Yet to receive sales income
	980

	Overhead expenses
	

	Administrative expenses
	30,000

	Interest paid
	2,000

	Directors remuneration
	5,000

	Distribution costs
	28,000

	Unpaid Commissions
	3000

	Ordinary dividend paid
	20,000

	Preference dividend paid
	30,000

	c. Total Overhead Expenses
	118000

	d. Overhead expense over income (c-b)
	117020

	Net Profit Before Taxes (a-d)
	104330

	Less: Corporation tax
	100,000.

	Net Profit after Taxes
	4330



Comment: Net profit after tax ends in £4330 after all the expenses deducted. Profit would be more if costs could be reduced. It has been found that payment for dividend is huge. Company should focus on retained earnings through moderating dividend payment. Ordinary dividends need o be curtailed to such extent where shareholders wo.t be hurt but company can be internally stronger. It will spread positive news top the market about the company’s solvency to invest in profitable projects and generate more profit for the shareholders. Again, administrative expense and distribution expense is high. £30000 expenses indicate that Wales plc is not efficient in operation as its costs are higher than operating income. When operating income will exceed operating expenses, Wales would be attractive to investors due to its ability to control costs. 

Financial Position
For the year ended 31st December 2021
Wales plc
	Particulars 
	Amount (£)
	Amount (£)

	Assets
	
	

	Yet to receive sales income
	980
	

	Plant and equipment
	632,730
	

	Trade receivable
	170,125
	

	Cash and bank
	76,250
	

	Stock held (Inventory)
	330,600
	

	a. Total Assets
	
	1210685

	Liabilities and Equity
	
	

	Trade payable
	171,355
	

	Unpaid Commissions
	3000
	

	Unpaid Corporation Tax
	100000
	

	Debentures
	100,000
	

	b. Total Liability
	374355
	

	ordinary shares
	400,000
	

	preference shares
	300,000
	

	Retained profits
	132,000
	

	Net Profit after Taxes
	4330
	

	c. Total equity
	836330
	

	d. Total Liabilities and Equity (b+c)
	
	1210685



Comment: total assets are equal to total equity and liabilities amounted to £1210685 for both sections. It is seen that the company is highly dependent on external capital which is not a good indicator for the company. It arises the question of solvency for Wales plc. It needs to be resolved through generating more internal capital. Company’s current asset quality needs to be improved. 
[bookmark: _Toc99190429]b) Balancing 
It is seen from the balance sheet of Wales plc, total assets are equal to total liabilities and shareholders’ equity. The Balance Sheet, or Statement of Financial Position, depicts a company's financial situation as of a certain date. Assets, liabilities, and equity make up the three key components of a company's financial picture. The accounting concept of double-entry is the most important factor in ensuring that a balance sheet is in balance. Since each transaction is recorded in at least two separate accounts, this accounting system also double-checks the accuracy of the data. What a corporation possesses or expects to receive is included on the balance sheet as an asset. Debt, taxes, payables and wages are all examples of liabilities for a corporation (Barnes, 2017). Dividends held by the corporation are shown in the shareholders' equity column, as is the money supplied by shareholders. 
A company's assets may either be funded internally via share capital and income or externally by borrowing). Accordingly, for a firm to be profitable, its total assets must match its equity and liabilities (Chen and Shimerda, 2021). It is possible to find linkages and patterns that indicate potential difficulties or places for future improvement by analyzing the balance sheet in combination with other companies' financial statements and the financial information of its rivals. It is consequently possible to utilize financial statements to anticipate the quantity, timing, and volatility of an entity's future profits by analyzing the statement of financial position
[bookmark: _Toc99190430]QUESTION 2
[bookmark: _Toc99190431]a) Calculating ratio for 2021 and 2020 of Sweets plc
	Ratio Name
	Formulas
	Working (2021)
	Working (2020)

	ROCE
	Earning Before Interest and taxes/ Capital Employed
	(620 +226)/ 3,088 = 0.27
	(539+181)/ 2,912 = 0.25

	ROE
	Net Income/ shareholders’ Equity
	431/ 3,088 = 0.14
	366/ 2,912 = 0.13

	Earnings per share
	(net income - preferred dividends)/ number of common shares outstanding.
	(431- 255)/ 600 = 0.29

Here, 600 = (300/ 0.50)
	(366-242)/ 600) = 0.21

	Net profit margin
	(Revenue-cost)/ revenue
	(431/ 6,738) *100 = 6.40%
	366/ 6,441) *100 = 5.68%

	Asset turnover
	net sales/ average total assets.
	Average assets = (10087+9736)/ 2 = 9912
6,738/ 9912 = 0.70
	6,441/ 10087 = 0.64

	Stock holding days
	(Average Inventory / Cost of goods sold) ×365.
	Average inventory = (708+659)/ 2= 684
684/ 3,235 = 0.21
	659/ 3,096 = 0.21

	Debtors’ collection period
	(Amount for trade debtors/ annual sales on credit) * 365
	(1,249/ 6,738) * 365 = 68 days
	(1,287/ 6,441) * 365 = 73 days

	Current ratio
	Current Assets/ current liabilities
	2,303/ 2,511 = 0.91
	2,355/ 3,046 = 0.77

	Gearing ratio
	Debt/ shareholders' equity
	4,137/ 3,088 = 1.34
	4,129/ 2,912 = 1.42

	Interest cover
	Earnings before interest and taxes (EBIT) / interest expense
	(620 +226) / 226 = 3.74
	(539+181)/ 181= 3.97



[bookmark: _Toc99190432]b) comment 
Sweets Plc’s cost is increasing in 2021 compared to 2020 when analyzing the profit and loss account. But unfortunately, its current assets are also decreasing in 2021. In 2021 current assets stood at 2,303 which was 2355 in 2020. So Sweets plc needs to keep a close eye on costs and should increase the quality of current assets to present a lucrative financial position to its stakeholders in an ethical way. An important financial indicator used to analyze a company's profitability and efficiency is the return on capital employed. This ratio may be used to assess Sweets plc’s capacity to create profits from its capital when it is put to use (Deakin, 2016). When everything is said and done, ROCE tells how much profit Sweets plc makes on every amount invested. The more money a company can earn on each amount it invests, the better. In other words, when comparing businesses, a higher ROCE indicates a more profitable business. Here ROCE is 0.27 in 2021 and 0.25 in 2020. So, Sweets plc is doing better in 2021 than in 2020. When making investment choices, many financial managers, stakeholders, and potential investors may take the ROCE ratio of a firm into account. For every business with positive net income and positive equity, the ROE may be computed as a percentage. Before dividends to ordinary shareholders and after payouts to preferred shareholders and interest payments to lenders, net income is determined.  The average ROE of a stock's peers will determine whether or not an ROE is considered excellent or poor. There are a lot of assets and debt on utility companies' balance sheets compared to the relatively little amount of net revenue they generate. Higher ROE is better. For Sweet's plc, ROE is 0.14 in 2021 and 0.13 in 2020 which is quite satisfactory.  ROE ratios may vary greatly from industry to industry or sector to sector.
For Sweet's plc, in 2021 EPS is 0.29 and in 2020, it is 0.21. It is at an increasing rate which is good. Earnings per share, or EPS, is an extremely significant metric in the world of corporate reporting. Each share of equity earned the corporation a certain amount of money. A company's profits per share are essential because, on the other hand, when it has a high stock price, it makes investors pleased. One of the most significant criteria used to assess a company's profitability is its earnings per share. As a result, investors will look at EPS about the stock price to evaluate how optimistic they are about future growth and the value of the company's profits.
Calculating a company's profit margin from sales is done by dividing its total revenue by the net profit margin, which is also known as the "Profit Margin" or "Net Profit Margin Ratio". Sweets plc’s net profit margin in 2021 is 6.40% compared to 5.68% in 2020. It is not up to the mark. A company's net profit margin is one of the most essential financial metrics (Nissim and Penman, 2011). A company's net profit margin may be used to determine whether existing methods are functioning and estimate earnings based on sales by analyzing changes in the margin. The net profit margin may be used to evaluate the profitability of small and large enterprises since it is expressed as a percentage rather than a monetary number. Relative to the value of an organization's assets, the asset turnover ratio measures sales or revenues (Prather, 2010). 
To maximize profits, a corporation must have a high asset turnover ratio. In contrast, if a firm has a low asset turnover ratio, it shows that its assets are not being effectively used to create revenue. Every year, the asset turnover ratio is often estimated. Sweets plc’s asset turnover ratio is 0.70 which is quite good.  Companies in certain industries have a greater asset turnover ratio than those in other industries.  A company's ability to sell its inventory for a profit may be determined by calculating the number of days the inventory has been on hand. Becoming acquainted with the formulae and methods for calculating days in inventory is a valuable asset for anybody hoping to get a career in finance or accounting (Hasanaj and Kuqi, 2019). One can assess how fast a corporation can recoup its inventory costs by calculating the days in inventory. Products that are sold and subsequently replaced are known as inventory turnover. How quickly a company's inventory is sold is determined by the turnover ratio. If a firm has a high turnover of inventory, it means that they are selling their products quickly and that there's a market for them. Sweets plc’s inventory turnover is 21 days which is good. To satisfy their financial responsibilities, companies utilize the average collection period as a guide (Das, 2010). Sweets plc's receivable turnover is not so good. It is 68 days in 2021 which indicates a low-quality current ratio and working capital also. The average collection time is an essential measure for organizations that largely depend on receivables for their cash flow and is an indication of the success of a firm's AR management procedures. In the world of business, the word "accounts receivable" refers to the money that businesses owe a firm after making purchases. In most cases, these sales are made by companies on credit to their clients (Robinson, 2020). A company's AR is shown as a current asset on its balance sheet, which gauges the company's liquidity. Consequently, their capacity to pay down their short-term obligations without relying on further income flows is shown by the fact that they are using an accounting statistic known as the average collection period, you may determine how long it usually takes for a customer to pay back a credit sale. How well an organization's accounts receivable (AR) management procedures perform may be gauged by looking at the average collection timeframe. To keep things running well, companies need to be able to control their average collection period (Gibson and Boyer, 2013). In general, a shorter average collecting duration is preferable to a longer average period. This might have the unintended consequence of making the conditions of the company's credit more onerous. Suppliers and service providers with more liberal payment terms might be sought out by customers who do not find their creditors' conditions to be particularly welcoming (Yeo, 2015).
An appropriate current ratio is in line with or somewhat greater than the industry norm. Sweets plc's current ratio is 0.91 in 2021 higher than in 2020 which was 0.77. According to a current ratio of less than 1.00, a company's short-term debts would be difficult to satisfy if they were all due at the same time. A current ratio of more than 1.00, however, suggests a firm's short-term financial viability. So Sweet Plc is not in a good position. Another sign that management isn't making optimum use of the company's assets is a high current ratio in comparison to the companies in its peer group (Gibson and Boyer, 2013). The term "working capital ratio" may refer to both the current and working capital ratios. Short-term obligations (debt and payables) may be paid using short-term assets, such as cash, inventories, and receivables, by calculating a company's current ratio. Because its customers pay slowly, a corporation may have an impressive current ratio, but its accounts receivable are old and uncollectible. Some of the receivables may have to be written off. A company's other assets and liabilities must also be taken into account by analysts. When the firm's inventory can't be sold, the present ratio may seem reasonable, even when the company is on the verge of bankruptcy. Debts due in the next year or less exceed the company's short-term assets when the debt-to-asset ratio falls below 1.00 (zero). Although a current ratio of less than 1.00 may seem scary, many circumstances might have a detrimental impact on a good company's current ratio (Subramanyam, 2014). As Sweet plc's gearing ratio is greater than 1, there is the tension of ability to pay debtors when claims arise (Foster, 2016). Most industries want an increased coverage ratio, however, this may vary by industry. Sweet plc's interest coverage is 3.74 in 2021 which is less than the 2020s 3.97. It's not a good indicator. 
[bookmark: _Toc99190433]Conclusion
In 2021, current assets were 2,303, a decrease from the previous year's total of 2355. Maintaining a tight watch on expenses and improving the quality of present assets are critical for sweets plc.  The net profit margin in 2021 for Sweets plc is 6.40 per cent, compared to 5.68 per cent in 2020, which is not enough to meet the company's expectations. It is not uncommon for the stock price to climb in lockstep with revenue growth when Sweets plc can enhance its net margins over time. In terms of turnover ratio, Sweets plc has a score of 0.70.  In 2021, Sweets plc's current ratio is 0.91, up from 0.77 in 2020. It would be difficult for a business to pay off its short-term obligations all at once if the current ratio was less than 1.00. If expenses could be lowered, profit would increase. The cost of paying dividends is enormous, as has been discovered. Moderate dividend payments will help the company keep more money in its coffers. In order to strengthen the company's internal structure, it is necessary to reduce regular dividends to a level that does not harm shareholders. Positive news will be circulated regarding the company's financial ability to invest in successful ventures and earn additional profits for its shareholders. Administrative costs, as well as those associated with distribution, are very substantial. With its huge dependence on outside funding, Wales seems to be in trouble. The issue of Wales Plc's solvency is raised. It must be addressed by increasing the company's internal resources. The existing quality of the company's assets has to be upgraded.
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