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All the company needs to make their financial statement efficiently so that their stakeholders and investors can get the real picture of the company to take fair decisions. The financial statement should be accountable to the stakeholders. The income statement should be prepared to determine how profitable the company is, and the balance sheet indicated the financial performance of the company. In this report, the financial statement and income statement of the given company will be prepared, and the company’s financial ratio will be measured to understand the efficiency of the company.
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[bookmark: _Toc124536531][bookmark: _Toc124536732][bookmark: _Toc124541775]Wales PLC - Income statement 31 December 2021
	
	Amount £ 
	Amount £

	Revenue/Sales/Income 
	80,0000
	

	 Unrecorded sales
	980
	

	
	
	800,980

	Less: Cost of sales
	
	-578,650

	Gross Profit

	
	222,330

	Less: Distribution Costs
	28,000
	

	Administrative Expenses
	30,000
	

	Directors` Remuneration
	5,000
	

	Sales Commission
	3,000
	

	
	
	-66,000

	Operating profit (PBIT)
	
	156,330

	Less Interest
	
	-2,000

	
	
	154,330

	Less Taxation
	
	-100,000

	Profit after Interest and Tax
	
	54,330

	Workings:
	
	

	   Retained Profit B/F 2021
	
	132,000

	   Retained profit B/F 2022
	
	54,330

	Less: Dividends- Ordinary
	
	-20,000

	Dividends Preference
	
	-30,000

	Profit For The Period
	
	136,330




[bookmark: _Toc124536532][bookmark: _Toc124536733][bookmark: _Toc124541776]Wales PLC – Statement of Financial Position 31 December 2021
	
	Amount £
	Amount £
	Amount £

	ASSETS
	
	
	

	Non-Current assets
	
	
	

	Plant and Equipment
	
	
	1,250,000

	Current Assets
	
	
	

	Inventory
	
	430,600
	

	Trade Receivables
	
	170,125
	

	Cash In Bank
	
	176,250
	

	
	
	
	776,975

	Total Assets                                                                                                    2,026,975

	Sales (Unrecorded0
	
	980
	

	Total Assets (+Un.S)                                                                                                         2,027,955

	

	LIABILITIES
	
	
	

	Current Liabilities
	
	
	

	Trade Payable
	188,625
	
	

	Corporation Tax
	100,000
	
	

	Accruals: Sales Commission
	3,000
	-291,625
	

	
	
	
	

	Non-Current Liabilities
	
	
	

	4% Debenture
	
	-200,000
	

	Total Liabilities
	
	
	-491,625

	Equity
	
	
	

	Ordinary Per Share
	
	-1,000,000
	

	10%Preference Share
	
	-400,000
	

	Retained Profit
	
	-136,330
	-1,536,330

	Total Equity&Liabilities
	
	
	2,027,955


[bookmark: _Toc124536296][bookmark: _Toc124536533][bookmark: _Toc124536734][bookmark: _Toc124541777]Why does the statement of financial position balance?
As part of the balance sheet, assets, liabilities, and equity of the business are listed for the purpose of measuring the performance of the company. The balance sheet of a company contains two sides one is assets, and another is equity and liabilities. If both sides are equal, then a company’s financial statement can be considered favourable. The two sides of the balance sheet get calculated based on the double-entry system. According to the double entry system, one transaction of a company has impacts on both sides of the balance. It will make an impact on both sides of A=(L+OE) (Fellingham, 2018).
If a company borrows money, then it will increase its assets at the same time it will increase its liabilities which means both sides of the financial position will be changed. Without the change of both sides, this will not be considered a financial transaction. For example, if the owner used the money of the business for his usage, then it will decrease the asset but the other side of the financial position will not be impacted which means it is not a business transaction and it will not be considered a business expenditure. Moreover, by purchasing goods and supplies, a company's expenses will increase since it is spending its asset, which is cash, on the purchase of new items. In this case, the expenditure will be increased, and the asset will be decreased (Financial Statement Analysis, 2020). 
According to our case study of Wales PLC, the company has a balanced balance sheet, indicating that its financial position has remained stable throughout the year, which is a very positive sign of its stability.
[bookmark: _Toc124536534][bookmark: _Toc124536735][bookmark: _Hlk124536793][bookmark: _Toc124541778]Part2
[bookmark: _Toc124541779]Financial Ration
ROCE - Return on capital employed helps the company to understand its capability and its performance. The manager or directors of the company can measure it to evaluate the performance of the company. To evaluate it the non-current liabilities and equity get used so that the company can measure the profitability of its capital. (Casielles, 2019).
[bookmark: _Hlk124456804]The formula is:    Profit before interest x 100% 
Assets employed

[bookmark: _Hlk124538383]Assets employed:
1. Total assets - current liabilities OR
2. Share capital + reserves + non-current liabilities
 

Calculation
	 Description 
	Year-2021
£ m
	Year-2020
£ m

	Operating Profit
	805
	699.00

	
	
	

	Total Assets
	9,736
	10,087

	Current Liabilities 
	2,511
	3,046

	[bookmark: _Hlk124459673] Assets employed
	7,225.00
	7,041.00

	ROCE
	11,14%
	9.92%



Interpretation: For every £100 they have invested in the company, they will get: for 2020 - £10 in return, and 2021- £11. Because of the higher operating profit in 2021, the ROCE of the company has also increased which means the company is generating profit. A decreased ROCE rate indicates reduced earnings, and a higher ROCE indicates a more efficient use of capital.
ROE - Return on equity may be thought of as a proxy for the profitability of a corporation. ROE is a common metric used to assess a company's profitability and revenue generation. (Corporate Finance, 2015).
[bookmark: _Hlk124457722]The formula is:        Earnings (Profit for the Year)    x 100% 
                           Ordinary Share Capital + Reserves
Earnings:
Profits available to ordinary shareholders

Calculation
	 Description 
	Year-2021
£ m
	Year-2020
£ m

	Profit For the Year
	431
	366

	Equity
	3,088
	2,912

	ROE
	14%
	13%



Interpretation: Investors/shareholders will make £13 for every £100 invested in 2020, and $14 for every £100 invested in 2020. A higher return on equity indicates that its management is successful at turning the money it has brought in from investors into profits and expanding the business. This proves the performance of the company is good enough.
EPS - Earnings per share are shares outstanding divided by the profit of the company. A common measurement used by publicly traded corporations is the adjusted earnings per share (EPS), which takes into account uncommon occurrences as well as the possibility of share dilution. The corporate value of the company can also be indicated through EPS (Jewell & Mankin, 2016). A company with high earnings per share (EPS) has a stable financial situation, as a result, can invest safely.
The formula is:                Earnings (Profit for the Year)              x 100% 
                           Number Ordinary Share Ranking for Dividend


[bookmark: _Hlk124456836]
Calculation
	 Description 
	Year-2021

	Year-2020


	Profit for the Year
	£431 m
	£366 m

	Number Ordinary Share Ranking for Dividend
(£300/£0.5)
	600 or. sh.
	600 or. sh.

	EPS
	0.72%
	0.61%



Interpretation: In 2021, the number of shares in the corporation was unchanged from the previous year's total of 600. For every ordinary share held in the company, it earns 61 pence of net profit in 2020 and 72 pence in 2021. The company's profits per share have improved as a direct result of the growth in the profit that was realized after taxes in the year 2021.
Net Profit Margin - Calculating a company's net profit margin, which shows the amount of net profit reflected as a percentage of revenue, helps to evaluate how profitable a business is. It is a ratio that expresses the relationship between a company's or division's net income and its overall income. 
[bookmark: _Hlk124460649]The formula is:          Net Profit       x 100% 
                                     Sales

Calculation
	 Description 
	Year-2021
£ m
	Year-2020
£m

	Net Profit
	431
	366

	Revenues
	6,738
	6,441

	NPM
	6.39%
	5.68%



Interpretation: Since the revenue of the company has increased compared to the previous year the net profit margin rate has also increased. This means that Wales PLC will earn in 2020 - £5.68 on every £100 sale, and in 2021 – £6,39. A high net profit margin indicates that a company is more successful at turning sales into profits
Asset Turnover - Using the asset turnover ratio, it is possible to determine how efficiently a company is able to create a revenue through its assets. If the turnover ratio is high that means the company is efficient enough to generate value from the assets and if the ratio is low that means the company cannot get proper value from its assets. To illustrate, the largest average asset turnover ratio is found in the retail and consumer staples sectors due to their tiny asset bases and high sales volumes. In contrast, businesses in the utilities and real estate industries tend to have huge asset bases and minimal asset turnover (RAHAYU & Supriadi, 2019).
The formula is:               Sales             x 100% 
                              Assets Employed

Assets employed:
3. Total assets - current liabilities OR
4. Share capital + reserves + non-current liabilities


Calculation
	 Description 
	Year-2021
£ m
	Year-2020
£m

	Revenues
	6,738
	6,441

	 Assets employed
	7,225.00
	7,041.00

	Asset Turnover
	93.25%
	91.47%



Interpretation: The asset turnover rate is higher in 2021 than in 2020 which indicates that the company made a greater value of assets in 2021. They have invested in the assets which will add greater value to the company. In 2021, the company is performing well because the assets have been utilized competently, while in 2020, the company has been utilizing them less competently. 
Stock holding days - The stock holding days also measure the efficiency of a company. If the stock of the company lasts fewer days or longer days that means they couldn’t make proper demand and supply analysis. If the stock finishes at the right time that indicates the efficiency of the company's performance. The inventory holding time teaches the company how long it takes for money to be kept in inventory until it is eventually recognized as sales. When firms that sell luxury products are compared to those that sell consumable goods, the latter will have a long inventory holding period (Rashed & Ghoniem, 2022).
[bookmark: _Hlk124461669]The formula is:          Inventory       x 365 
                                Cost of Sales

Calculation
	 Description 
	Year-2021
£ m
	Year-2020
£ m


	Inventory
	708
	366

	Cost of sales
	3,235
	3,096

	Stock Holdings Days
	79.88 days
	43.14 days



Interpretation: Wales PLC keeps the inventory for slightly more than a month before turning it into sales in 2020 and around 2 months in 2021. In the event that inventory is held for a longer period of time than necessary, the business might have unnecessarily locked up funds. The reasonable period represents if the inventory is not perishable goods.
Debtor Collection period - After sales have been made, a company's debtor collection period indicates how long it typically takes to recover its trade receivables. If the company can collect the bad debt earlier, it means they are efficient and they have a higher amount of liquidity. The debtor collection period is given below:
[bookmark: _Hlk124462619]The formula is:          Trade Receivables       x 365 
                                      Credit Sales

Calculation
	 Description 
	Year-2021
£ m 
	Year-2020
£ m 


	Trade Receivables
	1,249
	1,287

	Credit sales/Revenues
	6,738
	6,441

	Debtor Collection Period
	67.65 days
	72.93 days



Interpretation: The company can now collect money within 73 days in 2020 and 68 days in 2021 - 5 days earlier which proves that they have more efficiency now also the liquidity of the company is better now compared to the previous year. Nevertheless, a lower debtor's collection period is always preferable to a higher value. However, the company must also consider how to attract more customers by providing reasonable credit terms.
Current Ratio - A current ratio can provide a useful indication of a company's capability to fulfil its short-term obligations, especially those with a one-year maturity. This describes how a company may use its short-term investments and liquid assets to meet its immediate financial needs. Additionally, liquidity may be assessed via the use of the current ratio. 
The formula is:      Current Assets       
                             Current Liabilities



Calculation
	 Description 
	Year-2021
	Year-2020


	Current Assets
	2,303
	2,355

	Current Liabilities
	2,511
	3,046

	Current Ratio
	0.91:1
	0.77:1



Interpretation: An ideal situation is when current assets overrun current liabilities, indicating that the indicator of the current ratio is one or more. Consequently, any liquidity issues are eliminated by the company. In both years, Wales PLC has a low current ratio due to the fact that they have less than one available current asset to cover one current liability. Currently, the company has more liabilities than assets. In 2021 they have improved the number of current assets but that’s not enough.
Gearing ratio - A company's gearing ratio is the amount of debt relative to the amount of shareholders' equity. A company's gearing indicates the proportion of its operating capital that comes from shareholders as opposed to its creditors. In order to keep investors and lenders happy, a company's debt and equity levels should be ideal. (Radzevich, 2022).
The formula is:              Debt         x 100% 
                              Debt + Equity

Calculation
	 Description 
	Year-2021
£ m
	Year-2020
£ m 


	Debts/Non-Current Liabilities
	4,137
	4,129

	Equity
	3,088
	2,912

	Debt + Equity
	7,225
	7,041

	Gearing Ratio
	57.25%
	58.64%



Interpretation: The gearing ratio is lower – 57.25% in 2021 compared to 2020 - 58.64%. In a situation in which there is a high gearing ratio, a company is more exposed to economic downturns since it has an increased level of leverage. Generally, 50% is considered the threshold. The debt should not be higher than the equity Therefore, it is clear that in both years the firm had more debt than equity, which indicates that the business is unable to satisfy the requirements of both its investors and its lenders. Even if the gap will become less in 2021, the firm should still make it a priority to ensure that its equity level is greater than its total debt. (Radzevich, 2022).

Interest Coverage - A company's potential to meet future interest payments. Lenders are happy, and a company's debt and equity levels should be ideal. (Radzevich, 2022).
The formula is:       Profit before Interest          
                                       Interest 


Calculation
	 Description 
	Year-2021
£ m
	Year-2020
£ m


	Profit before Interest/Operating Profit
	805
	699

	Interest Payable
	226
	181

	Gearing Ratio
	3.56 times
	3.86 times



Interpretation: As we can see, Wales PLC Company's interest payments can be met more than four times each year. When a company's interest coverage ratio falls below 1.0, it indicates that it is unable to meet its interest obligations. Due to an increase in operating profit over the previous year, they are now in a position where they can easily pay interest. In addition, they also have the option to take out loans if they so choose.


[bookmark: _Toc124536535][bookmark: _Toc124536736][bookmark: _Toc124541780]Conclusions
A financial accounting system is an imperative part of a business process because it allows professionals to assess how a company is performing. This approach promotes transparency, analytics, effectiveness, and financial success.
However, there are some disadvantages related to this topic. The income statement is reported based on the accounting rules and does not represent the actual cash flow. The historical cost of assets on balance sheets limits their usefulness. As an adjustment to fixed assets, historical depreciation is included in the balance sheet. Financial statements provide accounting figures that are used to calculate ratios. Although they can be flawed, approximated, diverse in practice, or even falsified. As a result, ratios aren't very helpful for coming to conclusions.
According to the ratio of liquidity, and current ratio this can be seen Wales PLC company needs more efficiency. The amount of assets of the company is not sufficient and they need to pay their debts or liabilities too. The company should decrease their stock holding days also. The performance of the company is moderate, and they need more improvement. 
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