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The following balances relate to Wales plc for the year ended 31st December 2021:
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	INCOME STATEMENT Wales plc for the year ended 31st December 2021

	

	Revenue
	 
	2021

	Revenue
	 
	800,000

	Cost of sales
	 
	578,650

	Gross profit
	 
	221,350

	Distribution costs
	 
	28,000

	Administration expenses
	 
	30,000

	Other income
	 
	132,000

	Operating profit
	 
	295,350

	Income from investments
	 
	170,125

	Finance costs
	 
	57,000

	Profit before tax
	 
	408,475

	Taxation
	20%
	81,695

	Profit for the period
	 
	326,780
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	ASSETS
	 
	 

	Non current assets
	 
	 

	Property, plant, equipment
	650,000
	 

	Intangible assets
	X
	800,000

	Current assets
	 
	 

	Inventories
	330,600
	 

	Trade receivables
	170,125
	 

	Cash
	76,250
	X

	Total assets
	 1,226,975
	X

	LIABILITIES
	 
	 

	Current liabilities
	
	 188,625

	Non current liabilities
	X
	 578,650

	Total liabilities
	 
	767275

	EQUITY
	 
	 

	Share capital
	500,000
	 

	Share premium
	X
	 

	Other reserves
	X
	 

	Retained earnings
	132,000
	X

	
	
	

	 Total equity
	 632,000
	X
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The main accounting principle that makes a balance sheet balance is the idea of double entry. This accounting system also acts as a check to make sure the documents are correct because every transaction is documented in at least two distinct accounts. Since it affects both parties, there should always be a balance after every money is transferred. How the cash is being used and wherever it came from. As a result, if the double-entry accounting policy is correctly applied, it will remain the equivalent.
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1- ROCE
ROCE = profit before interest / assets employed * 100% 
ROCE 2021= 431 / 2303*100% =0.18
ROCE 2020= 366 / 2356*100% =0.15
2- ROE
ROE= Earnings /  Ordinary share capital and reserves * 100% =
​ ROE 2021 = 6738 / 300 *100% =22
 ROE 2020 = 6441 / 300 *100% =21
3- Earnings per share
EPS = Earnings / Number of ordinary shares 
EPS 2021=6738 / 58593 = 0.11
EPS 2020=6441 / 75000 =0.08
4- Net profit margin
Net Profit margin = Net Profit ⁄ Total revenue x 100
Net Profit margin 2020= 366 / 6,441 x 100 =5.68
Net Profit margin 2021= 431 / 6,738 x 100 =6.39
5- Asset turnover
Asset turnover = Sales Revenue / Total Assets (CA + FA)
Asset turnover 2021= 6,738 / 9,736 = 0.69
Asset turnover 2020= 6,441 / 10,087 = 0.64
5- Stock holding days
Stock holding days = (Average Inventory / Cost of goods sold)×365
Stock holding days 2021 = 708 / 3235×365 = 80
Stock holding days 2020 = 659 / 3096×365 =77

6- Debtors collection period
Debtors collection period= (trade receivables/cost of sales) * 365 days (or a different period of time such as financial year)
Debtors collection period 2021= 1,249 / 3235 * 365 = 140
Debtors collection period 2020= 1,287 / 3096 * 365 = 151
The debtor collection period ratio is calculated by dividing the amount owed by trade debtors by the annual sales on credit and multiplying by 365
8- Current ratio
Current Ratio = Current assets ÷ Current liabilities
Current Ratio 2021 = 2,303 / 2,511 = 0.91
Current Ratio 2020 = 2,355 / 3,046 = 0.77

9- Gearing ratio
Gearing Ratio =	D/E
Gearing Ratio 2020 = 2,912 / 10,087 = 0.29
Gearing Ratio 2021 = 3,088 / 9,736 = 0.32
The gearing ratio calculated by dividing total debt by total capital (which equals total debt plus shareholders equity)
Where D is the total debt, which includes both long- and short-term debt that is interest-bearing and includes things like bonds, bank loans, etc. It also consists of other interest-bearing responsibilities, such as lease liabilities and pension liabilities. Existing shareholders, extra paid capital, retained earnings, irredeemable preferred stock, etc. are all included in what is referred to as shares outstanding (abbreviated E).
10- Interest cover
Interest cover = Operating profit ÷ Interest payable
Interest cover 2021= 805 / 226 = 3.56
Interest cover 2020= 699 / 181 = 3.86
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As we can see, Sweets Plc's ROCE performance for 2021 was 0.18 and for 2020 was 0.15, which indicates that the company is underperforming. Because ROCE is correlated with profit, the higher it is, the better the results for the company. Companies with ROCE values over 20 typically perform well and produce positive results.
The ROE ratio is for the years 2021–2022 and 2020–2021. When comparing the financial performance of businesses in the same industry, ROE is used. It serves as a gauge of management's capacity to make a profit using the equity at its disposal. A return of between 15% and 20% is regarded as favorable. The achievement for the ROE is good, according to the business's figures, and it must be sustained over the long term.
Considering that the today's market average P/E ratio is between 20 and 25, a PE ratio above that range may be bad, while one below that may be advantageous. In our illustration, the company's earnings per share for 2021 are 0.11 and for 2020 are 0.08, demonstrating strong performance for this ratio.
The overall average for our business is around 10, which indicates that the outcomes are not good and that managerial choices and actions are required to increase the net profit margin over the long term. Net profit margin is regarded to be very good when it exceeds 20%. This ratio is only 5.68 for 2020 and 6.39 for 2021, indicating the urgent need for improvement.
The better the organization is operating, the higher the asset turnover ratio. The asset turnover ratio in our business is extremely low, with 2020 showing a value of 0.64 and 2021 showing a value of 0.69, indicating that there is a problem with using the company assets appropriately and efficiently and to boost the producing results for the business in the short and long terms.
You should sell and restock your inventory every one to two months if your industry's average turnover rate of inventories is between 5 and 10. This ratio successfully strikes a balance between keeping enough stock on hand and preventing pointless reorders. In our instance, the business's results for 2020 - 77 and for 2021 - 80 indicate that the stock was held for 80 days between delivering and sale, which is an unfavorable stay with the organization because it prevented the business from making money.
The majority of experts agree that the accounts receivable should be 90 days or less if a company offers a two-month interest-free credit period. This period serves as an example of the amount of time needed to make and receive a credit payment following a credit transaction. In our instance, the debtholders' collection period for 2020 and 2021 is 151 and 140 respectively, which is significantly longer than the typical 90 days. The leadership must take action to lower this number by making more wise choices.
The current ratio determines whether a company has enough cash on hand to cover immediate obligations. If it's less than 1.00, the business won't have enough cash on hand to pay all of its immediate obligations. In the case of our company, the current ratios are 0.77 for 2020 and 0.91 for 2021, indicating that the company does not have enough cash on hand to cover its short-term obligations. The management must pay special attention to this right away in order to improve the outcome. A gearing ratio under 25% is typically regarded as low-risk by lenders and investors. For well-established businesses, a gearing ratio of between 25% and 50% is generally regarded as ideal or conventional. The gearing ratio used in our business's calculations is 0.29 for 2020 and 0.32 for 2021, which indicates that the result is unfavorable to lenders and investors and comply with applicable improvement.
Analysts prefer to see a coverage ratio of three (3) or more. If a company's coverage ratio is less than one (1), which indicates that it is unable to meet its current interest-paying obligations, then it is not in good financial health. The outcomes for our business for 2020 are 3.86 and for 2021 are 3.56, indicating that the interest ratio is not in a nice situation and that leadership must take steps to ensure that the current earning interest can be accomplished without difficulty.
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