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[bookmark: _Toc132636872]Introduction
Accounting is expressed as the method which is utilised for consolidating the monetary transactions of the business with the help of an approach which is systematic. It is essential for various legal causes, and taxation, as well as helpful in understanding the financial health of the business. In this study, various fundamentals of accounting will be utilised in the preparation of the several accounts of the firm. The income statement of Wales Plc. will be prepared for the year 2021 ending month December 31st along with the concerned balance sheet. A comprehensive analysis of the balance of the financial statement will be highlighted. Furthermore, accounting ratios will be estimated and an appropriate explanation will be provided for a better understanding of the soundness of Sweets Plc.


[bookmark: _Toc132636873]QUESTION ONE
[bookmark: _Toc132636874]I. Preparation of statement of income and balance sheet 
Presentation of the meaning of the income statement 
The income statement, often referred to as the P/L statement, is an important financial record that sums up a company's sales, costs, and net income (or loss) during a given time period, usually a month, quarter, or year. It is a crucial instrument for assessing a business's financial performance and comprehending its profitability (bdc, 2023). An income statement is a key tool used by stakeholders to evaluate an organization's income generation, cost control, and overall profitability. Insights on a company's financial stability, development potential, and capacity for profit generation are provided, which are crucial for strategic planning and decision-making.
Statement of income of Wales Plc for the year ended 31st December 2022
	Particular
	£
	£

	Sales 
	800000
	

	Cost of goods sold
	578650
	

	Add: Purchases
	
	221350

	Administrative Expenses
	30000
	

	Directors Remuneration
	5000
	

	Distribution cost 
	28000
	

	Commission payable 
	
	3000

	Total operating expenses 
	
	

	Interest paid 
	2000
	

	Operating profit (Before tax)
	
	155350

	Less: Corporate tax 
	
	1000000

	Net profit (After tax)
	
	56350

	Less: Preference dividend paid 
	
	30000

	Less: Ordinary dividend paid 
	
	20000

	Retained profit for the year 
	
	5350

	Retained profit on 1st January 2021
	132000
	

	Add: Retained profit of the year 
	
	5350

	Retained profits 31st December 2022
	137350



Producing a detailed explanation of the above statement of income
The above section has mainly produced the financial report of Wales plc for 2022 31st December. In order to identify the company's statement of income it has developed a P/L account. Moving ahead, the calculation of the above portion has highlighted those expenses that have been utilised by Wales plc at the time of running their several activities of the business. It has also highlighted the value of the cost of goods sold £ 578650. It can be seen that the company has made sales of around £ 800000 (Zarzycki, 2022). However, some of the expenses include distribution costs, remuneration of the directors, commission, and payment of the interest. After adding up all the values together the final value of the operating profit which generates after adding up the tax is identified as £ 155350. Now, the value of the corporate tax has been added to the operating profit and after that, the overall value of net profit has been generated as £ 56350. 
Presentation of the meaning of the balance sheet 
 A crucial financial document, the balance sheet provides a picture of a company's financial situation at a certain point in time. It lists the business's assets, obligations, and shareholders' equity, which is a measure of its net value (Girardin, 2023). A balance sheet is a crucial tool for evaluating the financial stability and health of a company since it contains details on the firm's assets, including cash, inventory, and real estate, as well as its liabilities, such as loans and accounts payable. The balance sheet is used by stakeholders to assess the firm's liquidity, bankruptcy, and overall financial soundness, particularly investors, shareholders, and creditors.
Statement of the balance sheet of Wales Plc for the year ended 31st December 2022
	Particulars
	£
	£

	Assets :
	
	

	Non-Current Assets 
	
	

	Plant and equipment 
	1250000
	

	Debentures 
	200000
	1450000

	Total non-current assets 
	
	

	Current assets 
	
	

	Stock at 31st December 2021
	510850
	

	Trade receivables  
	170125
	

	Cash and Bank 
	96000
	

	Commission receivable 
	3000
	

	Goods sent on 31st December 2022
	980
	

	Total current assets 
	976
	

	Total non-current assets 
	
	781931

	Net Assets
	
	2231931

	Liabilities:
	
	

	Current liabilities 
	
	

	Trade payables 
	188625
	

	Corporate tax payable 
	100000
	

	Total current liabilities
	
	288625

	Non-Current liabilities  
	
	

	Debentures 
	200000
	

	Total non-current liabilities  
	
	200000

	Total liabilities 
	
	488625

	Equity: 
	
	

	Shareholder's equity 
	
	

	Ordinary shares 
	900000
	

	Preference shares 
	500000
	

	Suspense account 
	205956
	

	Retained profits 
	137350
	

	Total shareholder's equity
	
	1743306

	Total Equities and liabilities 
	
	2231931



Producing a detailed explanation of the above balance sheet statement 
The presentation of the balance sheet of Wales plc has been ascertained in the above section. The preparation of the balance sheet is mainly done after the calculation of the statement of income. Now, there are generally three segments of the balance sheet that are presented under which all the information includes. These are the Assets, Liabilities as well as Equity of the shareholder. Under the portion of the assets, the overall value has been determined as £ 2231931 (Sweeney, 2023). Moving ahead, the value of liabilities of Wales plc has been more explained in which both the current along with non-current liabilities has been added. Therefore, after adding the overall value of liabilities has been generated as £ 488625. The next segment is the shareholder's equity which has been explained as £ 1743306. However, an entry of the suspense account has been found in the section of shareholder's equity around £ 205956 in order to match the particular balance sheet (Triani, 2023). 
[bookmark: _Toc132636875]II. Stating the reason for always balance of the report of the financial position 
The basic accounting equation, which specifies that assets must equal liabilities plus equity of the shareholders, is the foundation upon which the balance sheet, additionally referred to as a report of financial position, is built to maintain balance. The double-entry accounting method is predicated on this idea (Griffin and Mahajan, 2019). The balance sheet, which displays the company's assets, liabilities, and shareholders' equity, offers a picture of its financial situation at a particular point in time. Liabilities, which represent the firm's liabilities or obligations, and equity owned by shareholders, which represents the remaining interest in assets after subtracting liabilities, show how these assets are funded. Assets are what the corporation owns. In order to maintain balance, each asset reported on the balance sheet must have a matching record for liabilities and shareholders' equity to represent how the item is financed. A balanced balance sheet, as a result, guarantees that the formula Assets = Liabilities + Shareholders' Equity stays accurate. The balance sheet is essential for reliable financial reporting, evaluation, decision-making, and assessing the company's financial condition and stability because it offers a summary of the company's adherence to the basic accounting equation and details on how its assets are effectively valued and financed.

[bookmark: _Toc132636876]QUESTION TWO
[bookmark: _Toc132636877]I. Outlining Sweets Plc's accounting ratio estimates and interpretations for the fiscal years ending in 2021 and 2020.
I. Return on capital employed (ROCE)
Evaluation:
	Calculating the Return on Capital Employed

	Particulars 
	2021 (£)
	2020 (£)

	Earnings before interest and tax (EBIT) 
	805 
	699

	Total Asset 
	9,736 
	10,087

	Current liabilities 
	2,511 
	3,046

	Capital employed 
	7,225 
	7,041

	(R.O.C.E= E.B.I.T / Capital employed) 
	11.14
	9.92



Analysis
Evidently, Return on Capital Employed, or ROCE is one of the ratio analysis's most useful calculations according to the accounting idea. It aids in determining the company's profitability and capital efficiency, both of which are important indicators of how well the business is performing. Now that the calculations of the return on investment have been completed in the aforementioned section—where the results have been recorded to be 11.14 in 2021 and 9.92 in the fiscal year 2020—it is clear that the specific business has improved its ability to generate profits from the amount of money that was put forward in the entity.
II. Return on Equity (ROE)
Evaluation:
	Estimating Return on Equity

	Particulars 
	2021 (£)
	2020 (£)

	Net income 
	431 
	366

	Shareholders’ equity 
	300 
	300

	(R.O.E= Net income / Shareholder’s Equity) 
	1.44
	1.22



Analysis
In order to describe the company's financial situation, the ratio can be described as the relationship between the company's profit and the investor's return. Return on equities is used as an example to show how much money the specific corporation made from the investments of the company shareholders (CFI Team, 2023). Additionally, they have the ability to influence a company's internal growth through the reinvestment of earnings. The estimates shown above clearly show that the entity's return on capital employed increased from 1.22 in 2020 to 1.44 in 2021. The business is growing more efficiently and making appropriate use of its current resources to make a profit.
III. E.P.S  
Evaluation:
	Evaluating Earnings per share

	Particulars 
	2021 (£)
	2020 (£)

	Net income 
	431 
	366

	Equity Shares (300*0.5)
	600
	600

	(EPS = Net Income / No. of equity shares)
	0.72
	0.61



Analysis
Earnings per share, or E.P.S., are thought to be the most useful metric for assessing a company's profitability. Prior to buying shares, it is typically used to assess the company's ability to generate profits. Higher profits or a company that is worthwhile investing in can be determined by a company's higher earnings per share (Black et al., 2021). In- 2021 against 2020, when it was roughly 0.61, Sweets Plc's earnings per share increased to 0.72.  As the eps increases, investors are assured that their stakes in the firm are safe, and they have the potential to gradually boost dividend payouts.




IV. Net profit margin:
Evaluation:
	Estimating the NPM

	Particulars 
	2021(£) 
	2020 (£)

	Net profit 
	431 
	366

	Total revenue 
	6738 
	6441

	{N P M= (Net profit / Revenue) * 100 }
	6.4
	5.7



Analysis
The relevant margin of profit is portrayed as being one of the most important indicators of the ability of the entity to generate profits. As a precise revenue percentage, it is defined as the quantity of net revenue which is or can be earned. A profit retained after relevant expenses, taxes, and interest have been paid is also implied (Yanto et al., 2021). From the specific year 2020 (5.7%), Sweets Plc's net profit margin is increased to 6.4% in 2021. This company's position is examined since they are capable of keeping costs under control and selling their products for prices higher than their costs. The business also has effective pricing policies and effective operational management.
V. Assets Turnover Ratio (ATO)
Evaluation:
	Calculating the A. T.O

	Particulars 
	2021(£) 
	2020 (£)

	Total revenue 
	6738 
	6441

	Total Asset 
	9,736 
	10,087

	Average total asset 
	9911.5 
	5043.5

	(Asset turnover Ratio = Revenue/average total asset) 
	0.68
	1.28



Analysis
This ratio is a measurement that determines how well a company uses its resources to generate the right kind of sales and revenues. The asset turnover ratio is employed to determine how many sales are produced from each dollar of the firm's assets by comparing the overall revenue of the business to the relevant typical total number of assets (Tissen and Sneidere, 2019). In accordance with the ratio estimate indicated above, the company's ratio decreased from 1.28 in 2020 to 0.68 in 2021. Due to the fact that the ratio must be greater than to be effective. In order to optimise the use of the assets, Sweet's plc must modify its routine business processes.
VI. Inventory/Stock holding days:
Evaluation:
	Calculation of Inventory Holding Days

	Particulars 
	2021(£)
	2020(£)

	Closing stock 
	708
	659

	Cost of goods sold 
	3235
	3096

	{Stock holding days= (Closing stock / COGS) * 365 }
	79.88
	77.69



Analysis
To assess the managers' performance and gauge the firm's liquidity, stock holding, also known as the inventory holding period, is indicated. According to the figures given above, 79.88 more stock-holding days were recorded in 2021 than they were in the previous year (Le, 2019). It indicates that sales are at a minimum as a result of changes in accordance with trends, and it is an early alert for the company.
VII. Period of Debtor Collection:
Evaluation:
	Estimation of Debtor’s Period

	Particulars 
	2021(£)
	2020(£)

	The amount owed by Debtors 
	1,249
	1287

	credit sales 
	6,738
	6441

	{Debtors collection period= (Amount owed by debtor/annual credit sales) * 365}
	67.65
	72.93




Analysis
According to accounting terminology, the debtor collection period is the typical time frame that the company would need to recover its trading debts (Rey-Ares et al., 2021). The business is better at collecting its debts, which can also be stated as the shorter the debtor collection period. From the calculations, it can be shown that the period was shorter in 2021 than in 2020, falling to 67.65. It is encouraging that the business may increase sales and receive money more quickly.
VIII. Current Ratio
Evaluation:
	Estimation of the current ratio

	Particulars 
	2021(£)
	2020(£)

	Current Assets
	9736
	10087

	Current Liabilities
	2511
	3046

	(C.R = C.A / C. L)
	3.88
	3.31




Analysis
A company's current liability is compared to its available assets using the current ratio. Lenders feel more confident lending money to an entity whose current ratio is higher. It may alternatively be interpreted as the number of times a business can settle its debts using its current assets (Tamplin, 2023). It is clear from the estimates of the current ratio grew from 3.31 in the corresponding year of 2020 to 3.88 in the corresponding year of 2021. Due to their substantial short-term assets relative to their short-term liabilities, Sweets Plc is able to satisfy their obligations as evidenced by this increase.




IX. Ratio for gearing
Evaluation:
	Calculation of the Gearing Ratio

	Particulars
	2021(£)
	2020 (£)

	Loans and borrowings
	4137
	4129

	Shareholder equity
	3,088
	2912

	(Gearing ratio= Loans & Borrowings / Shareholder’s Equity)
	1.42
	1.41



Analysis
The gearing ratio, also known as the debt-to-equity ratio, describes how much of the business's funding comes from outside sources in contrast to how much comes from equity from its owners (Frederic and Dixon, 2020). Based on the values, it is apparent that the business has expanded very marginally and has 1.42 times as many outside funds as owners in 2021. This would not be having any impact on Sweets Plc's business operations.

X. Interest Coverage Ratio (ICR)
Evaluation:
	Evaluation of the I.C.R

	Particulars
	2021(£)
	2020 (£)

	Earnings before interest and taxes 
	805
	699

	Interest expenses 
	226
	181

	(Interest coverage = E.B.I.T / Interest expenses) 
	3.6
	3.9



Analysis
 The interest cover ratio corresponds to the number of times a company can pay its interest obligations out of the period's revenue. The business's interest coverage ratio in the above table is 3.6, which indicates that it will be able to cover its interest costs in 2021 using 3.6 times its earnings. According to the estimations, the company has used very little capital and is currently struggling to pay its debts.
[bookmark: _Toc132636878]II. An evaluation of Sweets Plc's financial results
It is abundantly obvious from the results of the computations that the company is more profitable and is making good use of its resources. The required ROCE has increased from the prior year, and there is still room for the company to increase its ability to turn a profit (Tran and Vo, 2022). Furthermore, the ROE continues to rise which gives investors more confidence in the company's ability to generate superior returns on their capital. Another indicator of profitability is indeed the Net Profit Margin, which has significantly improved and shows how effectively Sweet Plc is managed with appropriate pricing tactics. Also, the business will use each of its resources wisely in order to succeed in the market over the long term.


[bookmark: _Toc132636879]Conclusion
The above-mentioned report depicted the income statement as well as the company's balance sheet which clearly expresses the financial position of Wales Plc. These statements presented the exact picture of the soundness of the firm and appropriate decisions were taken in the context. Apart from this, estimations of the financial ratios stated the profitability of Sweet's plc which provided better clarity on the performance of the business.
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