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Introduction
The study aims to focus on accounting fundamentals. Financial reports significantly help to determine the financial performance, liquidity, and position of a business. To compare the financial position of a company with its prior years' performance or with the competitive businesses in the market financial reports and statements have always played a vital role. This assignment will be on preparing the financial statements of Wales plc and also defining the reason behind the balanced form of the financial position statement. Different types of ratios of Sweets plc will also be found using their relevant formulas and comments about the financial health of that company.
Main Body
	In the books of Wales Plc

	Income Statement

	For the year ended 31st December 2022

	Particulars
	Amount
	Amount

	Sales
	£800,000
	

	Less: Unadjusted Sales
	£980
	

	
	
	£799,020

	Cost of sales
	
	£578,650

	Gross Profit
	
	£220,370

	Percentage of Gross Profit
	
	27.58%

	Less: Operating Expenses
	
	

	Administrative expenses
	£30,000
	

	Distribution costs
	£28,000
	

	Directors remuneration
	£5,000
	

	Salesmen's outstanding commissions
	£3,000
	

	Ordinary dividend paid
	£20,000
	

	Preference dividend paid
	£30,000
	

	
	
	£116,000

	Operating Profit
	
	£104,370

	Interest Paid
	
	£2,000

	Profit after Interest (PBT)
	
	£102,370

	Corporation Tax
	
	£100,000

	Net Profit
	
	£2,370

	Percentage of Net Profit
	
	0.30%


Diagram 1: Wales Plc's Income Statement on 31st December 2022
(Source: Own-prepared, 2023)
Statement of Income of a business has implied such a statement that has provided a brief overview of their revenue, indirect and direct expenses, and profit of a curtain year or period (Triani, 2023). An income statement allows the businesses to show their total earnings and expenditures, and also show whether the business has been able to earn more than their running costs or not. Basically, P/L statements can show the profitability of any business of a particular period. The main importance of this statement is it can determine the different types of financial ratios. Considering all the expenses and revenue it can also help to prepare the plans and implement the effective policies (KashFlow, 2019). 
Gross Profit has implied the profit that is made after deducting all the direct expenses of the business from its revenue of a certain period (Starlingbank, 2023). Gross profit can measure the efficiency of an establishment in using its supplies and labor to offer services and produce goods to its clients. Basically, Gross profit can help to understand the required cost to generate expected revenue (Zoho, 2021). 
In this study, the income statement of Wales Plc has been prepared as per the given data and adjustments on 31st December 2022. The total sales of the company have been recorded as £800,000. The goods worth £980 have already been sent to the consumers on 31st Dec 2022. Hence the payment of the goods is due in 2023. The unadjusted sales are deducted from the sales and the net value of sales is shown as £799,020. The COGS of Wales Plc is recorded as £578,650 for that certain period. Coinciding the net sales and COGS the value of the Gross Profit of Wales PLC is shown as £220,370 on 31st December, 2022. The percentage of Gross Profit is evaluated as 27.58%.
Net Profit has implied the profit that is generated after deducting all the indirect expenses of a business from their Gofis of that specific period. Net profit is considered a vital indicator of the financial health and profitability of any business  (Paddle, 2023). Net profit has played a crucial role in making the decisions about a company's activities like expanding or reducing their expenses. It can help to show the actual profit of any business (Zoho, 2021). 
In the Income Statement of Wales Plc, it is noticed that the company has spent their indirect expenses in their administration, distribution, directors remuneration, ordinary and preference dividends as respectively £30,000, £28,000, £5,000,  £20,000, and £30,000. The salesmen's outstanding is recorded as £3,000 which is also considered as the indirect cost of the income statement. The amount of interest paid and corporate tax of Wales Plc are respectively £2,000 and £100,000. After considering all the indirect costs and adjustments the net profit of this company is shown as £2370. The percentage of net profit has been estimated as 0.30%.
	In the books of Wales Plc

	Statement of Financial Position

	As of 31st December 2022

	Particulars
	Amount
	Amount

	I. Equity and Liabilities
	
	

	(A) Shareholders' Fund
	
	

	(a) Ordinary Share
	£900,000
	

	(b) Preference Share
	£500,000
	

	
	
	£1,400,000

	(B) Reserves and Securities
	
	

	(a) Profit and Loss Account (Net Profit)
	£2,370
	

	(b) Retained Profits
	£132,000
	

	
	
	£134,370

	(C) Long-term Liabilities
	
	

	(a) 2% Debentures
	
	£200,000

	(D) Current Liabilities
	
	

	(a) Trade Payable
	£188,625
	

	(b) Salesmen's outstanding Commission
	£3,000
	

	(c) Corporation Tax
	£100,000
	

	
	
	£291,625

	TOTAL EQUITY AND LIABILITIES
	
	£2,025,995

	II. Assets
	
	

	(A) Non-current Assets
	
	

	(a) Plant and Equipment
	
	£1,250,000

	(B) Current Assets
	
	

	(a) Stock (Less: Unadjusted Sales)
	£509,870
	

	(b) Trade receivable
	£170,125
	

	(c) Cash and Bank
	£96,000
	

	
	
	£775,995

	TOTAL ASSETS
	
	£2,025,995


Diagram 2: Wales Plc's Financial Position on 31st December 2022
(Source: Own-prepared, 2023)
A statement of Financial Position has implied a statement that has reported the shareholders' equity, liabilities, and assets of the business of a specific period (Felber et al. 2019). It is a very useful statement of the existing and potential investors of a company to evaluate the capital structure of their business. The lenders are also benefited from this accounting statement to measure the ability to pay back their payables or debts. It has also played an essential part in ratio analysis (GoCardless, 2022).
In the Financial Position Statement of  Wales Plc, it is noticed that the value of their total liabilities and total assets both are in a balanced position is £2,025,995. In their Shareholders' Fund, two types of shares such as ordinary and preference are included which are valued at £900,000 and £500,000 respectively. In the segment of Reserves and Surplus, the net profit of £2,370 and retained profit of £132,000 are considered. The company has obtained a 2% Debenture value of £200,000. The current liabilities such as trade payables, salesmen's outstanding commission, and corporate tax of the company are recorded as £1,88,652, £3,000, and 1,00,000 respectively on the side of  Equity and Liabilities. On the Assets side, Plant and Equipment of Wales Plc are recorded as non-current assets with a value of £1,250,000. In the segment of non-current assets of this company adjusted sales, trade receivable, and cash and bank are included with the value of £509,870, £170,125, and £96,000 respectively. 
Both the assets and liability side of a perfect Financial Position statement is always stated in a balanced position. That means the combination of capital and the total liability of a business is always equal to the value of its total assets. As all the entry of a business is recorded maintaining the double entry system, the Financial Position Statement is always kept in balanced form. As per the double entry system, all business-related transactions are recorded in a minimum of two various ledger accounts. As a result, the users of financial statements can be sure about the consistency of the entries. Financial Position Statements maintain the duality principle that Capital+Liabilities= Assets and it leads both asset and liability to stay in a balanced form (GoCardless, 2021).
The ratio is basically used in comparing the business performance of a certain year with the previous years (Cotter, 2021). Based on the P/L Statement and Financial Position Statement of Sweets plc the following ratios are calculated for two years, 2021 and 2020.
	1. ROCE

	Particulars
	2021
	2020

	EBIT
	£805
	£699

	Total Assets
	£9,736
	£10,087

	Current Liabilities
	£2,511
	£3,046

	Total Capital employed
	£7,225
	£7,041

	ROCE [(Earning before Interest and tax/ capital employed)*100]
	11.14%
	9.93%


Diagram 3: ROCE Ratio of Sweets PLC
(Source: Own-prepared, 2023)
	2. ROE

	Particulars
	2021
	2020

	Net income
	£431
	£366

	Shareholder's Equity
	£300
	£300

	ROE [Net Income/ Shareholder's Equity]
	1.437
	1.220


Diagram 4: ROE Ratio of Sweets PLC
(Source: Own-prepared, 2023)
	3. Earnings per Share

	Particulars
	2021
	2020

	Net Income
	£431
	£366

	Outstanding Shares
	£300
	£300

	Average Outstanding Shares
	£300
	£150

	Common shares
	£600
	£450

	Earnings Per Share [Net income-preferred dividend / Weighted average of common shares]
	£0.72
	£0.81


Diagram 5: EPS Ratio of Sweets PLC
(Source: Own-prepared, 2023)
	4. Net profit margin

	Particulars
	2021
	2020

	Net Profit
	£431
	£366

	Total Revenue
	£6,738
	£6,441

	Net Profit Margin [(Net Profit/ Revenue)*100]
	6.40%
	5.68%


Diagram 6: Net profit margin of Sweets PLC
(Source: Own-prepared, 2023)
	5. Asset turnover

	Particulars
	2021
	2020

	Total Revenue
	£6,738
	£6,441

	Total Asset
	£9,736
	£10,087

	Average Total Assets
	£9,912
	£5,044

	Asset Turnover [Net sales/ Average Total Sales]
	0.680
	1.277


Diagram 7: Asset turnover of Sweets PLC
(Source: Own-prepared, 2023)
	6. Stock holding days

	Particulars
	2021
	2020

	Closing stock
	£708
	£659

	Cost of Goods Sold
	£3,235
	£3,096

	Stock Holding Days [(Closing Stock/ Cost of Goods Sold )*365]
	79.883
	77.692


Diagram 8: Stock holding days of Sweets PLC
(Source: Own-prepared, 2023)
	7. Debtors collection period

	Particulars
	2021
	2020

	Trade Receivable
	£1,249
	£1,287

	Total Credit Sales
	£6,738
	£6,441

	Debtors Collection Period [365 days/ Trade Receivable Turnover]
	67.659
	72.932


Diagram 9: Debtors collection period of Sweets PLC
(Source: Own-prepared, 2023)
	8. Current ratio

	Particulars
	2021
	2020

	Current Assets
	£2,303
	£2,355

	Current Liabilities
	£2,511
	£3,046

	Current Ratio [Current Asset/ Current Liabilities]
	0.917
	0.773


Diagram 10: Current ratio of Sweets PLC
(Source: Own-prepared, 2023)
	9. Gearing ratio

	Particulars
	2021
	2020

	Loans and other Borrowings
	£4,137
	£4,129

	Shareholders' Equity
	£3,088
	£2,912

	Gearing Ratio [Total Debt Capital /Total Equity]
	1.340
	1.418


Diagram 11: Gearing ratio of Sweets PLC
(Source: Own-prepared, 2023)
	10. Interest cover

	Particulars
	2021
	2020

	EBIT
	£805
	£699

	Interest Paid
	£226
	£181

	Interest Cover [EBIT /Interest Paid]
	3.562
	3.862


Diagram 12: Interest cover of Sweets PLC
(Source: Own-prepared, 2023)
Based on the above ten types of ratios the financial position and performance of Sweets Plc is going to analyse below:
ROCE ratio is used to estimate the capital efficiency and profitability of a company (Lisek et al. 2020). Here ROCE ratio of Sweets plc has been estimated for two years of two years which are valued at 9.93% in 2020 and 11.14% in 2021. It indicates that Sweets plc has more efficiently used their capital in their business in 2021 than the previous year.
ROE ratio is used to measure the profitability of a company and its efficiency in generating its profit (Barbier, 2020). Here the ROE ratio of Sweets plc has been estimated for two years and is valued at 1.220 in 2020 and 1.437 in 2021. It indicates the company has been able to provide better returns to their shareholders in 2021 than the prior year.
Earning per share is also used to measure the profitability of a company from the perspective of the shareholders’ earnings (Almeida, 2019). Here the EPS of Sweets plc has been estimated for two years and is valued at £0.81 in 2020 and £0.72 in 2021. It indicates that Sweet plc is less likely to distribute some of its profits to its shareholders as dividends in 2021 than in the prior year. 
Net profit margin has implied the percentage of profit that is generated after deducting all the indirect and direct expenses and payment of tax and interest of a company from their total income during a particular period (Simon and Simon, 2021). Here the NP Margin of Sweets plc has been estimated for two years and is valued at 5.68% in 2020 and 6.40% in 2021. It indicates that the company is more concerned about converting sales into their actual profit in 2021 than the prior year.
Assets turnover is used to determine the efficiency of a business from the perspective of using its assets for generating sales (Alifiana and Indah, 2021). Here the Assets turnover of Sweets plc has been estimated for two years and is valued at 1.277 in 2020 and 0.680 in 2021. It indicates that the company is not utilising all its resources more productively in 2021 than in the prior year.
Stock holding days are used to measure the particular time to sell the inventories of a company and again replace the inventory (Rahayu and Ilham, 2023). Here the Stock holding days of Sweets plc have been estimated for two years and are valued at 77.692 in 2020 and 79.883 in 2021. It indicates that the company has become more powerful in its sales and uses its stocks in 2021 than the prior year.
The debtors' collection period is used to measure the average time required of a company to collect their trade debts (Oxford Reference, 2023). Here the Debtor turnover period of Sweets plc has been estimated for two years and is valued at 72.932 in 2020 and 67.659 in 2021. It indicates that the performance of Sweet Plc is moving upward in 2021 than the prior year from the perspective of debt collecting.
The current ratio is used in comparing the total current assets of a business with its total current liabilities (Mulyadi and Sinaga, 2020). Here the Current ratio of Sweets plc has been estimated for two years and is valued at 0.773 in 2020 and 0.917 in 2021. It indicates that the company has been able to obtain more assets than its total liabilities in 2021 the prior year.
The gearing ratio is used to measure the proportion of the borrowed capital of a company and total equity share for indicating the potential financial risks (Wallstreetprep, 2023). Here the Gearing ratio of Sweets plc has been estimated for two years and is valued at 1.418 in 2020 and 1.340 in 2021. It indicates that the company has contained lower financial risk in 2021 than the prior year.
Interest cover is used for measuring the capacity of a business from the perspective of their capacity of payment of interest on their outstanding debts (Suranta et al. 2023). Here the Interest coverage ratio of Sweets plc has been estimated for two years and is valued at 3.862 in 2020 and 3.562 in 2021. It indicates that the company has obtained low profit to meet the interest on their debts. 





Conclusion

The study has successfully focused on accounting fundamentals and analysed the different types of accounting statements to determine the financial health of the two companies. 
The income statement and Financial position statement of Wales Plc have been created based on the given trial balance of that company in the first part. In the second part of this study, different ratios have been estimated and analysed in the financial performance of Sweets Plc. Moreover, the assessment has significantly highlighted the different accounting fundamentals. 
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