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[bookmark: _ei3e95u1mgav][bookmark: _Toc124360821]Introduction
“Financial Analysis” refers to the process of evaluating different income statements, balance sheets, and ratio outcomes to analyse the performance and stability of the organisations. Moreover, it helps to determine the liquidity and solvency position of the company and allows the financial managers to perform as per organisational requirements. The report focuses upon the financial statements of two different companies and analyses their performance.  
[bookmark: _7eny2i308nab][bookmark: _Toc124360822]Question 1 
[bookmark: _sflh03fr2jzn][bookmark: _Toc124360823]a) Income statement and statement of financial position 
	Income Statement of Wales Plc

	For the Year ended 31st December 2021

	Particular
	Amount (£)
	Amount (£)
	Amount (£)

	Revenue
	800000
	 
	 

	(+) Goods sent to customer not recorded
	980
	 
	 

	Total Revenue
	 
	800980
	 

	(-) Cost of Sale
	578650
	 
	 

	(-) Goods sent to customer not recorded
	980
	 
	 

	Total Cost of Sale
	 
	579630
	 

	Gross Income
	 
	 
	221350

	Expenses for the year
	 
	 
	 

	Ordinary Dividend Paid
	20000
	 
	 

	Preference Dividend Paid
	30000
	 
	 

	Administrative Expenses
	30000
	 
	 

	Directors Remuneration
	5000
	 
	 

	Distribution Costs
	28000
	 
	 

	Interest Paid
	2000
	 
	 

	(Adjusted) Outstanding Interest
	2000
	 
	 

	(Adjusted) Salesman Commission Paid
	3000
	 
	 

	Gross Expenses
	 
	120000
	 

	Net Income before tax
	 
	 
	101350

	(-) Corporation Tax (Adjusted)
	 
	100000
	 

	Net Income After Tax
	 
	 
	1350



	Balance Sheet for Wales Plc

	For the Year ended 31st December 2021

	Particulars
	Amount (£)
	Amount (£)

	1. Share Capital and Liabilities (Non-Current And Current)
	 
	 

	Equity Capital
	 
	 

	Equity Shares
	400000
	 

	Preference Shares converted to Equity
	300000
	 

	Reserves and Surplus
	132000
	 

	(+) Profits during the year
	1350
	 

	Total Equity Capital
	 
	833350

	Non-Current Liabilities
	 
	 

	4% Debentures
	100000
	 

	Total Non-Current Liabilities
	 
	100000

	Current Liabilities
	 
	 

	Trade Payable (Creditors)
	171355
	 

	Outstanding Commission paid to Salesman
	3000
	 

	Outstanding Interest Paid
	2000
	 

	Provision for Taxation
	100000
	 

	Total Current Liabilities
	 
	276355

	Total Liabilities and Share Capital
	 
	1209705

	2. Assets (Non-Current And Current)
	 
	 

	Non-Current Assets 
	 
	 

	Fixed Assets
	 
	 

	a) Plants and Equipments
	632730
	 

	Total Non-Current Assets
	 
	632730

	Current Assets
	 
	 

	Closing Stock
	330600
	 

	Trade Receivables (Debtors)
	170125
	 

	Cash & Cash Equivalents
	76250
	 

	Total Current Assets
	 
	576975

	Total Assets
	 
	1209705


[bookmark: _qfs5vgd6rfyi][bookmark: _Toc124360824]b) Reasonability of balancing the statement of financial position.
The “Balance Sheet” of a company usually refers to one of the major financial statements, which provides an overview of the financial position of the company as of a specific period.  Financial managers prefer using the balance sheets to evaluate and analyse the financial ratios and to understand the position of total assets and liabilities of the organisation. Balance Sheet, as the name suggests, must be balanced from both sides, that includes equating “Total Assets” with sum of “Total Liabilities” along with “Shareholders Equity”. The fundamental analysts maintain a proper “balance sheet” over a certain period to focus on the ratios for better understanding of the company’s finances. Balance Sheet always adheres to a particular “accounting equation” with total assets on one side, along with the shareholders equity and liabilities on the other side. It formulates, then balances the inputs from both the ends. 
“Assets = Liabilities + Shareholders’ Equity” is known as the “accounting equation”, which can be considered as the main backbone of every balance sheet. “Balance sheet” is drawn to design a snapshot of the company’s worth thereby claiming it as “Book Value” of the organisation. It mainly addresses any company by listing out and tallying up the liabilities and the particulars that a company owns as its assets.  Usually a balance sheet is prepared on a quarterly or monthly basis, depending upon the frequent changes in the financial elements and distributed by company policy (Online.hbu.edu 2022). Moreover, two factors can be concluded as major reasons for drafting a balance sheet.  However, a  company might share its “financial statements” to focus on the internal and external reviews, correcting its failures and drawbacks. As per the view of Jurakulovna, (2021), a “balance sheet” is designed to be reviewed by the internal financial leaders, shareholders, or employees to understand the company’s progression. Henceforth, it allows the management to gather suggested opinions and perform accordingly to meet the obligations. Moreover, based on the financial requirements and managers’ perspectives minor changes might be drawn. However, for external reviews the “financial statements” of a company are always available as it provides all necessary information to the   stakeholders to give an insight of how the resources are placed properly and the way the financial resources are being utilised. It provides a good reason to potential investors for deciding their portfolio while including their stocks. It can be concluded that a “balance sheet” provides information completely based upon the past data, where the stakeholders and shareholders may predict the future performance of the company.  
Few experts mentioned that the “accounting equation” is formulated by considering the balancing of liability and equity along with assets of an organisation. Given this statement of “accounting equation” is not always considered as the only option of calculating the finances position for any company as several other equations have also taken into consideration for analysing the statements. Few equations that came into consideration by experts are as follows:
“Owners’ Equity = Assets - Liabilities” or “Liabilities = Assets - Owners’ Equity”. 
As stated by Hasanaj and Kuqi, (2019), a “balance sheet” must be always balanced from two ends, which concludes that the assets must be equal to the liabilities along with  owners’ equity. In case the two sides do not balance, it is likely to indicate that there must be a calculation error. Consequently, due to incomplete data or incorrectly entered transaction values might also be the reasons for an incorrect “balance sheet”. It enables to track any erroneous production of accounting details, which helps to maintain a suitable amount of transparency while tallying both sides. Moreover, it ensures whether the double entry principle of “balance sheet” has been effectively followed and provides an adequate scope for comparing the book values of “assets” and “liabilities and equity”. Therefore, it secures an effective way to identify individual assets and liabilities based on the status of current and non-current nature. Another major mistake that can be noted if the “balance sheet” does not balance properly is to forget to record inventory charges. As suggested by Kourentzes, et al. (2020), calculating the change in company’s inventories must be kept on track and must be mentioned straightforwardly. It can be concluded that by looking at the balance sheet, experts can extract vital information about the financial health of the company. 
[bookmark: _uotx5zqsvsdj][bookmark: _Toc124360825]Question 2 
[bookmark: _ahd526e21r1j][bookmark: _Toc124360826]a) Computation of financial ratios 
[bookmark: _4at38m105ch8][bookmark: _Toc124360827]1. Return on Capital Employed 
	Returns on Capital Employed for Sweets Plc

	Particulars
	2021 (£, Million)
	2020 (£, Million)

	Operating Income
	805
	699

	Total Assets
	9763
	10087

	(-) Current Liabilities
	-2511
	-3046

	Capital Employed
	12274
	13133

	Returns on Capital Employed
	7%
	5%


Return on Capital Employed outcome suggests marginal growth by 2% in 2021 as compared to that in 2020. 
[bookmark: _od947hcy3w17][bookmark: _Toc124360828]2. Return on Equity
	Returns on Equity for Sweets Plc

	Particulars
	2021 (£, Million)
	2020 (£, Million)

	Net Income
	431
	366

	Shareholder's Funds
	3088
	2912

	Returns on Equity
	14%
	13%


 The ratio concludes that the Returns on Equity has shown a marginal growth by 1% in the year 2021 as compared to 2020. 
[bookmark: _pa01rv2t83ch][bookmark: _Toc124360829]3. Earnings per Share 
	Earnings per Share for Sweets Plc

	Particulars
	2021 (£, Million)
	2020 (£, Million)

	Net Income of the Company
	431
	366

	Average Outstanding Shares
	600
	600

	Earnings per Share
	0.72
	0.61


Earnings per Share has effectively reflected growth during 2021 with adequate improvement in net income since 2020. 
[bookmark: _wj83qvz69udq][bookmark: _Toc124360830]4. Net Profit Margin
	Net Profit Margin for Sweets Plc

	Particulars
	2021 (£,Million)
	2020 (£, Million)

	Net Profit Income of the Company
	431
	366

	Total Revenue of the Company
	6738
	6441

	Net Profit Margin
	6%
	6%


Net Profit of the company shows a decent growth followed  by the Total Revenue in the year 2021, hence falls no relevant effect in the Net Profit Margin in the mentioned years. 
[bookmark: _jisqp0ehdkig][bookmark: _Toc124360831]5. Assets Turnover Ratio 
	Assets Turnover Ratio for Sweets Plc

	Particulars
	2021 (£, Million)
	2020 (£, Million)

	Net Sales of the Company
	6738
	6441

	Total  Assets
	9763
	10087

	Average Total Assets
	4881.5
	5043.5

	Assets Turnover Ratio
	1.38
	1.28


The ratio provides a marginal growth during 2021 with a comparison to 2020. 
[bookmark: _h963afv9k3cp][bookmark: _Toc124360832]6. Stock Holding Period (Days)
	Stock Holding Days for Sweets Plc

	Particulars
	2021 (£, Million)
	2020 (£, Million)

	Closing Stock of the Company
	708
	659

	Cost of Goods Sold
	3235
	3096

	Stock Holding Period (days)
	80
	78


The company has taken relatively few more days to sell their inventories in 2021 compared to 2020.
[bookmark: _jkbxkfas6q7h][bookmark: _Toc124360833]7. Debtors Collection Period (Days)
	Debtors Collection Period for Sweets Plc

	Particulars
	2021 (£, Million)
	2020 (£, Million)

	Trade Receivable (Debtors)
	1249
	1287

	Total Sales
	6738
	6441

	Debtors Collection Period (days)
	68
	73



Debtors are paying their liabilities before the collection period results in the reduction of collection days in 2021. 
[bookmark: _ea30ux9q03fm][bookmark: _Toc124360834]8. Current Ratio 
	Current Ratio for Sweets Plc

	Particulars
	2021 (£, Million)
	2020 (£, Million)

	Current Assets
	9726
	10087

	Current Liabilities
	2511
	3046

	Current Ratio
	3.87
	3.31



Current ratio are showing a marginal growth in the year of 2021 with a comparison of 2020
[bookmark: _kneia3bly5qm][bookmark: _Toc124360835]9. Gearing Ratio
	Gearing Ratio for Sweets Plc

	Particulars
	2021 (£, Million)
	2020 (£, Million)

	Long-term Liabilities
	4137
	4129

	Total Assets
	9763
	10087

	(-) Current Liabilities
	-2511
	-3046

	Capital Employed
	12274
	13133

	Gearing Ratio
	0.34
	0.31


 Gearing ratio outcomes suggest that Sweets Plc have increased dependency on debts thereby reflecting increased margins.
[bookmark: _2u7fqkf4miaq][bookmark: _Toc124360836]10. Interest Coverage Ratio 
	Interest Cover Ratio for Sweets Plc

	Particulars
	2021 (£, Million)
	2020 (£, Million)

	Earnings before Income and Taxation
	620
	539

	Total Interest
	226
	181

	Interest Cover Ratio
	2.74
	2.38


Interest Coverage Ratio reflects a marginal growth in the year 2021, reflecting the capability to cover the growing interest. 
[bookmark: _dvpvhepvwou1][bookmark: _Toc124360837]b) Financial performance and position of Sweets Plc during 2021 and 2020.
It can be concluded from the given ratio analyses that “Sweets Plc” is reflecting an overall growth throughout 2021 as compared to 2020. As mentioned by Danoshana and Ravivathani, (2019.), the ratio analysis is the study of the performance of the company in brief by considering some external and internal factors. The ratio analysis of “Sweets Plc” concludes various parameters that might be taken into consideration for the shareholders. Moreover, the information is used for the comparative analysis between the performance of 2021 and 2020 to draw some conclusion from it.  The following results that are drawn from the analysis must conclude some effective performance of that entity.
“Liquidity Ratio” of the company determines the ability to meet its debts by utilising their current assets (Online.hbu.edu 2022). It can be concluded from “Current Ratio”  that the ability of the company to meet its obligations are gradually growing as compared to 2020 as  the “ratios” are reflecting a marginal growth in the year of 2021. 
“Solvency Ratios” determine the viability of a company to meet its long term “debts”. In this case, “Interest Coverage Ratio” is also showing  gentle growth in the year of 2021, reflecting the ability to meet its growing rates of interest expenses. Moreover, the growth in “Assets Turnover” aspects of this company concluded a growth in 2021 which reflects that “assets” are being efficiently utilised to meet organisational obligations (Online.hbu.edu, 2022).  By looking into the company's gearing contexts, it can be summarised that  the dependency on  “debts” and “liabilities” have increased, as “debts” has comparatively increased in 2021. 
As per the “Income Statements”, the operating income is gradually growing in its phase which shows a decreasing effect in “Capital Employed”. As a result the “Return on Capital Employed” has reflected a marginal growth of 2% in comparison to 2020. The increased rate of the “Net Income” and “Shareholders’ funds” showing a marginal growth of 1% in “Return on Equity”. Profitability of this firm has not grown in the same proportion as of escalated margin of revenue. However, an adequate marginal growth in net income can be drawn as a result a reflective growth at per share can also be concluded.  
It can be concluded from the above ratio calculations that the company might have a steady growth in its performance as compared to 2020. 
[bookmark: _tbswnre8cee6][bookmark: _Toc124360838]Conclusion
It can be concluded from the above “financial statements”  that the presence of an “Income Statement” and “Balance sheet” are highly recommended for any financial management to overview the performance and financial position of the company. Moreover, the “Ratio Analysis” also plays a vital role for evaluating a company’s position as compared to its past records.  
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