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[bookmark: _Toc152850515]INTRODUCTION 
First of all, the questions will be answered. Second of all, the importance of income statement and his components will be explained. An income statement for the last year for Wales PLC will be presented. Finally, the ratio analysis will be calculated and interpreted. 
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1. “The statement of financial position shows how much cash has come into and left the business during the accounting period and the resulting balance at the end of the period.” This statement is not correct. The statement of financial position, also known as balance sheet, does not show how much cash has come into and left the business during the accounting period. The statement of financial position provides the overall overview of the business’s financial position at a specific point in time, displaying assets, liabilities and equity. On the other hand, cash flow statement shows how much cash come into and left the business during the accounting period and shows ending balance of cash at the end of the accounting period. If the person said to me that cash flow statement shows how much cash has come into and left the business during the accounting period and the resulting balance at the end of the accounting period, the statement might be correct (Accounting Standards Board (Great Britain, 2018). 
2. “Non-current assets are things that cannot be moved”. This statement is not correct because some non-current assets can be moved, such as vehicles. Non-current assets are the type of assets that are expected to be used in long term in operating business. Non current assets provide benefits in the long term to the business. It is not mandatory that non-current assets must be immovable. Some non-current assets cannot be moved, such as buildings. On the other hand, some non-current assets may be moved, such as vehicles. So, the statement of the person, “ Non current assets are things that cannot be moved” is not correct (Kostiunik and Chaikovska, 2020). 
3. “Managers should only supply financial information to the “current” shareholders of companies.” This statement is not correct because managers should supply financial information not only just to current shareholders but also to all stakeholders, including current and potential shareholders, current and potential investors, creditors, employees and regulatory authorities. The investors can make investment decisions by analyzing the financial statements of a company. Creditors can also analyze the financial statements before providing loans or credit sales in order to see the financial conditions of the company. Financial information is very important for every stakeholder. So, the statement by the person, “Managers should only supply financial information to the “current” shareholders of companies” is not correct (Michigan. Debt Administration Division, 2020).
4. “No need to include prepayments and accruals on the statement of financial position.” This statement is false because prepayments and accruals must be included in the statement of financial position. Prepayments represent assets that are paid for the expenses in advance. Accruals represent the expenses that are not paid yet are liabilities. They provide a more accurate picture of company’s financial position. So, prepayments and accruals must be included on the statement of financial position. If prepayments are not included on the statement of financial position, it shows less amount of assets than the actual assets. On the other hand, if accruals are not included in the statement of financial position, it shows less liabilities than the actual liabilities. It is not possible to provide a more accurate and actual picture of the financial position of a company without including prepayments and accruals in the statement of financial position. So, the statement of the person is not correct at all (Graybeal, 2019). 
5. “No need for regulation over financial accounts.” This statement is not correct because financial statements can be unreliable, misleading, fraud and financial abuses and potentially harmful to the investors and the economy without regulation. Regulation over financial accounts is very important to make sure the accuracy, transparency, fairness and to protect investors and creditors from fraud and other financial abuses. So, every company has to be compliance with laws and regulation while preparing financial accounts. Besides, every company has to do audit by a certified auditor in order to protect investors, creditors and shareholders from fraud and material misstatements. Auditor check the financial statements of a company whether the financial statements are free from material misstatements and compliance with laws and regulations. If they are not compliance with laws and regulations, auditor cannot certify the financial statements. So, financial accounts have to be maintained by laws and regulations. So, the statement of the persons is not correct (Previts, 2020). 
6. “It is important to balance ledger (T) accounts and trial balance before preparing financial statements.” This statement is true because balancing ledger accounts and trial balance help identify errors and discrepancies before preparing financial statements by reducing the likelihood of financial misstatements. Besides, ledger and trial balance is two important steps of accounting cycle. Ledger records all financial transactions and trial balance confirms that debits are equal to credits that help to identify and correct errors. So, preparing ledger and trial balance before preparing financial statements is important in order to make sure the accuracy and completeness of financial data. That’s why the statement of the person is correct (Joseph Jerome Klein, 2013). 


IMPORTANCE OF INCOME STATEMENT 
The main reason businesses exist is to make money and profit. The income statement, often known as the profit and loss account, calculates and summarises the profit a company has made during a given time frame. As a result, for many consumers, this financial statement is quite significant. (Atrill, 2019).
The components of an income statement include : 
· Revenue
· Cost of sales
· Sales, general and administrative expenses
· Profits
· Other operating expenses
· Non – operating income and expenses.     
The three basic components of an income statement are revenues, expenses and net income.
The profit for the period, or bottom line as it is frequently referred to, appears in the income statement. This gives an indication of the wealth generated for the owners. Additional helpful indicators of the building of wealth include gross profit and operational profit. (Atrill, 2019).
An income statement is a financial document that details the revenue and expenditure of a company. We usually use income statements to :
· Make investing decisions. 
· Show the classification of the revenue and the expenses, which shows how each company department is performing.
· Give the manager or management a good indication of which company expense is growing at an unexpected rate and which expense needs to be cut down in the future.(Mattheus ,2022). 
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	Wales Plc
Income Statement
For the year ended 31st December 2022

	

	Particulars
	Amount
	Amount
	Amount

	Sales Revenue
	
	900000
	

	(+) Acrued sales
	
	1000
	

	
	
	
	901000

	Less: Cost of Sales:
	
	578650
	

	(+) Depreciation on equipment
	
	65000
	

	
	
	
	-643650

	Gross Profit 
	
	
	257350

	Less: Operating Expense
	
	
	

	Administrative expense
	160000
	
	

	(+) Acrued Salary
	10000
	
	

	
	
	170000
	

	Directors' Renumeration
	
	5000
	

	Distribution Costs
	
	28000
	

	Sales commission
	
	2000
	

	
	
	
	-205000

	Operating Profit
	
	
	52350

	Other Income / Expense
	
	
	

	Interest Paid 
	
	
	-2000

	Profit before Tax
	
	
	50350

	Less: Corporation Tax
	
	
	-15000

	Net Profit 
	
	
	35350
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An essential tool for financial statement analysis is accounting ratios, which serve as visual representations of the companies in the financial statements. A ratio is a mathematical computation that uses a fraction, proportion, percentage, as well as number of times to analyse the connection between two or more variables. Accounting ratio is the phrase used to describe statistics that are calculated using two accounting numbers that are taken from the financial statement. A crucial component of interpreting the financial statement's results is ratio analysis. It gives customers access to vital financial data and identifies areas that need more research. (Suthar, K.U. 2023). 
Ratio analysis is important for assessing a company’s financial position, liquidity, profitability, risk, solvency, efficiency and fund utilization. It provides a comparison of financial results and trends, adding decision-making for company shareholders. Ratio analysis facilitates the analysis of financial risks. (Tamplin, T. 2023).
Other benefits of ratio analysis include: 
· Summary of overall efficiency.
· Measure of financial solvency or strength.
· Effective planning and coordination.
· Measure of business risk.
· Comparison and decision making.
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a. Calculation Ratios for Sweets plc:
1. Return on Capital Employed (ROCE):
For 2022,
ROCE = (Profit Before Interest/ (Total Assets-Current Liablities))*100
	= (£805m/ (£9,736m - £2,511m))*100
	= (£805m/ £7,225m)*100
	=11.14%
For 2021,
ROCE = (Profit Before Interest / (Total Assets-Current Liablities))*100
	= (£699m/ (£10,087m - £3,046m))*100
	= (£699m/ £7,041m)*100
	=9.93%
1. Return on Capital Employed (ROCE):
In 2022, Return on Capital Employed of Sweets plc is 11.14%. On the other hand, in 2021, Return on Capital Employed of the company was 9.93%. The Return on Capital Employed of Sweet plc has improved by 1.21% from the previous year. This improvement on return on capital employed indicates that the company is using its capital more efficiently to generate profits. It is a positive sign of the company on financial performance.
2. Return on Equity (ROE):
For 2022,
ROE= (Earnings/ Equity)* 100
	= (431/ 3088) * 100
	= 13.96%
For 2021,
ROE= (Earnings/ Equity)* 100
	= (366/ 2912) * 100
	= 12.57%
2. Return on Equity (ROE):
In 2022, the return on equity of Sweet plc is 13.96%. On the other hand, return on equity in 2021 was 12.57%. The Return on Equity of the company has increased by 1.39% from the previous year. This improvement of return on equity indicates that the company is generating a higher return for its shareholders' equity that reflects improved profitability and shareholder value.


3. Earnings per Share (EPS): 
Earnings per share = Profit for the year / Number of shares outstanding
Number of shares outstanding = Equity / Ordinary share capital per share 
For 2022,
Number of share outstanding = 3088 / 6 = 514.67m
Earnings per share = 431 / 514.67 = 0.84 per share
For 2021,
Number of share outstanding = 2912 / 6 = 485.33m
Earnings per share = 366 / 485.33 = 0.75 per share 
3. Earnings per Share (EPS):
The Earnings per share of Sweet plc in 2021 was £0.75 per share. Then, the following year, earning per share of the company is £0.84 per share. The earnings per share of the company has increased from £0.75 per share in 2021 to £0.84 per share in 2022 which is a positive trend for the shareholders as they are earning more per share.

4. Net Profit Margin:
For 2022,
Net profit margin = (Operating profit / Sales revenue) * 100
	= (431 / 6738) * 100
	= 6.4%
For 2021,
Net profit margin = (Operating profit / Sales revenue) * 100
	= (366 / 6441) * 100
	= 5.68%
4. Net Profit Margin:
In 2021, net profit margin of Sweets plc was 5.68%. On the contrary, net profit margin of the company is 6.4% in 2022. The net profit margin of the company has increased by 0.72% that indicates improved profitability. The company is retaining a higher percentage of its revenue as profit. It shows that the financial performance of the company is very good. 
5. Asset Turnover:
For 2022,
Asset turnover = (Total revenue / total assets)
		= (6738 / 9736)
		= 0.69 times
For 2021,
Asset turnover = (Total revenue / total assets)
		= (6441 / 10087)
		= 0.64 times
5. Asset Turnover:
The asset turnover of Sweet plc is 0.69 times in 2022. In 2021, the asset turnover of the company was 0.64 times. The asset turnover of the company has increased 0.05 times from the previous year. This enhancement indicates that the company is utilizing its assets more effectively to generate sales which are a positive sign. 
6. Stock Holding Days: 
For 2022,
Stock holding days = (Inventory / Cost of Sales) *365
			= (708 / 3235) *365
			= 79.88 days or 80 days
For 2021,
Stock holding days = (Inventory /Cost of Sales) *365
			= (659 / 3096) *365 
			= 77.69 days or 78 days
6. Stock Holding Days:
The stock holding days of Sweet plc is 80 days in 2022. On the other hand, the stock holding days of the company was 78 days in 2021. The stock holding days of the company has increased by 2 days from the previous year. This may indicate that the company is holding more inventories, which ties up capital that indicates the mismanagement of the company. The times of changes are very slight only 2 days. So, a slight increase in stock holding days is not necessarily a concern but should be monitored.
7. Debtors Collection Period: 
For 2022,
Debtors collection period = (Trade receivables / Sales revenue) * 365
				= (1249 / 6738) * 365
				= 67.66 days or 68 days
For 2021,
Debtors collection period = (Trade receivables / Sales revenue) * 365
				= (1287 / 6441) * 365
				= 72.93 days or 73 days
7. Debtors Collection Period:
The debtors’ collection period of Sweet plc in 2022 is 68 days. On the other hand, debtors collection period of the company in 2021 was 73 days. The debtors collection period of the company has decreased by 5 days from the previous year. This change suggests that the company is collecting its accounts receivable more efficiently, which is a positive indicator of cash flow management.
8. Current Ratio: 
For 2022,
Current ratio = (Current assets / Current liabilities)
		= (2303 / 2511) 
		= 0.92:1 
For 2021,
Current ratio = (Current assets / Current liabilities)
		= (2355 / 3046) 
		= 0.77:1 
8. Current Ratio:
The current ratio of Sweet plc was 0.77:1 in 2021. On the other hand, the current ratio of the company is 0.92:1 in 2022. The standard current ratio is 2:1 but the current ratio of the company of both 2021 and 2022 is less the standard current ratio that indicates that the company do not have sufficient current asset to cover its current liabilities. The current ratio of the company has improved from 0.77:1 in 2021 to 0.92:1 in 2022. The increase in the current ratio indicates a positive sign for creditors and investors. Besides, the management of the company should focus on managing current assets effectively. 
9. Gearing Ratio: 
For 2022,
Gearing ratio= (Non-current liabilities / Equity)
		= (4137 / 3088)
		= 1.34
For 2021,
Gearing ratio= (Non-current liabilities / Equity)
		= (4129 / 2912)
		= 1.42
9. Gearing Ratio:
The gearing ratio of Sweet plc is 1.34 in 2022. On the other hand, the gearing ratio of the company was 1.42 in 2021. The gearing ratio of the company has increased slightly from 1.42 in 2021 to 1.34 in 2022. While the increase is not significant, it indicates that the company's debt level relative to equity is still moderate. This suggests a reasonable balance between debt and equity financing.

10. Interest Cover: 
For 2022,
Interest cover = (Profit before Interest / Interest Charges)
		= 620 / 226
		= 2.74 times
For 2021,
Interest cover = (Profit before Interest / Interest Charges)
		= 539 / 181
		= 2.98 times
10.  Interest Cover:
The interest cover of Sweet plc is 2.74 in 2022. On the contrary, the interest cover of the company was 2.98 in 2021. The interest cover of the company has decreased from 2.98 in 2021 to 2.74 in 2022 that is bad for the company. The standard interest cover is 2. As the interest cover of the company is still above 2, it indicates that the company can cover its interest expenses. Though the company has sufficient interest cover, yet the company should be monitored the slight decrease in the interest cover because it may be a signal of increasing interest risk.




CONCLUSION
In summary, Sweets plc has shown improved financial performance in 2022 compared to the previous year. Key indicators such as ROCE, ROE, EPS, net profit margin, asset turnover, and the current ratio have all improved. The company appears to be using its capital efficiently, generating more profit for shareholders, and managing its short-term liquidity well. However, there are some areas that warrant attention, such as the increase in the stock holding days and the decrease in interest cover. Overall, the company seems to be in a healthy financial position, but ongoing monitoring and management are necessary to sustain and enhance this performance (Subramanyam, 2018).
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