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Executive summary
The earnings and financial statements of an organisation such as Wales plc, are showcased in this report to highlight the organisation's financial status. It describes the financial condition and recommends strategies for maintaining top performance throughout the financial year. Furthermore, the report assesses the computation of several financial ratios to estimate the effectiveness and functional efficacy of a corporation such as Sweet's plc.
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[bookmark: _Toc152264390]Introduction
The accounting principles encompass a wide variety of responsibilities related to processing financial transactions, recording entries, and creating financial paperwork for a certain fiscal year. Another component of this process is keeping a record of the balances of all corporate accounts. The business's balance sheet as well as income statements will be fully analysed in the next report, providing readers with a detailed image of its financial status. It aims to provide information on the company's financial stability and to present goals for maintaining top performance throughout the year in fiscal terms. Additionally, the report will also look at the degree of variation in financial ratios generated, which will provide data on the business's efficiency and success.

[bookmark: _Toc152264391]Question 1- Considering the statements
For statement 1:
The balance sheet, commonly known as the statement of financial position, does not explicitly reflect cash flow information for an accounting period (Cussatt and Demere, 2023). Rather, it provides a snapshot of the company's equity, liabilities, and assets as of a specific date. The statement of cash flows is an independent financial statement used mostly for cash movement analysis that shows cash inflows and outflows.
For statement 2:
Examples of assets having a useful life longer than a year are equipment and property. Our term for this is non-current assets. The name "non-current" refers not to their immobility but to their long use life, even though they are often fixed in situ (Krants, 2023). The kinds of assets that are not current that cannot be physically transported include patents and trademarks.
For statement 3:
Managers must provide financial information to all shareholders, not only current stockholders. Current and potential shareholders rely on this information to make sound investment decisions. Transparency is vital for ensuring that all parties involved have access to relevant financial information and for maintaining confidence (Lord, 2023).
For statement 4:
Both accruals and payments are necessary for accurate financial reporting. Leaving them off the statement of financial position would provide an incomplete picture of a company's financial status as they reflect future economic gains and obligations. (Cussatt and Demere, 2023).
For statement 5:
For financial statements to be reliable and accurate, regulations must be followed. One type of regulatory framework that promotes openness, comparability, and accountability in financial reporting is accounting standards. Financial data might be untrustworthy and unreliable in the absence of restrictions (Filzen et al., 2023).
For statement 6:
An essential component of accounting is maintaining the trial balance and ledger accounts in balance. This guarantees the accuracy and trustworthiness of financial statements. It is less likely that financial reporting mistakes will occur when there is a balanced trial balance, which indicates that debits and credits are equal. The entire financial picture given to stakeholders may be impacted by errors in the final financial statements brought about by a failure to balance the trial balance and accounts (C.K.C. and Webber, 2023).



[bookmark: _Toc112082921][bookmark: _Toc152264392]Question 2: Creating and assessing the income statement
Wales plc's income statement for the fiscal year ending December 31, 2022, is being prepared.
	Particulars
	Amount
	Amount 

	Sales 
	
	900000

	COGS:
	
	

	Opening inventory
	
	

	Add: Purchases
	
	

	Less: closing inventory
	
	

	Depreciation on inventory
	650000x10%
	65000

	Gross profit
	
	835000

	Operating expenses
	
	

	Administrative expenses
	170000
	

	Distribution costs
	28000
	

	Director's remuneration
	5000
	

	Interest paid
	2000
	

	Total operating expenses
	
	205000

	Profit before tax
	
	

	Tax estimated
	
	15000

	Net profit for the year
	
	613000



Interpretation
Wales plc's income statement for the fiscal year ending December 31, 2022, demonstrates a great financial performance. Sales totalled £900,000 over the period. Deducting the cost of goods sold (COGS), which includes 10% equipment depreciation, yielded a gross profit of £835,000. The operating costs came to £205,000. Interest payments, director's salaries, distribution charges, and administrative expenses were among them. This equated to a profit before tax of £630,000. With an annual tax liability of £15,000, the net profit is £613,000.
This financial summary illustrates the company's ability to bring in money, keep spending under control, and turn a profit, indicating its soundness and stability at the end of the fiscal year. Incorporating predicted taxes and meticulously accounting for various expenses contributes to a thorough picture of the business's financial performance (Pretell et al., 2023).

[bookmark: _Toc152264393]Question 3- Financial ratio preparation and interpretation
[bookmark: _Toc152264394]Sweets plc financial ratios calculated for the years 2022 and 2021
	Calculation of Return on capital employed (ROCE)

	Particulars 
	2022 
	2021

	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

	ROCE= EBIT/ Capital employed 
	11.1419 
	9.92757



	Calculation of Return on equity (ROE)

	Particulars 
	2022 
	2021

	Net income 
	431 
	366

	Shareholders’ equity 
	300 
	300

	ROE= Net income/Shareholders Equity 
	1.436667 
	1.22



	Calculation of Earning per share

	Particulars 
	2022 
	2021

	Net income 
	431 
	366

	Outstanding shares 
	300 
	300

	Average outstanding shares 
	300 
	150

	EPS= Net income/ Average outstanding shares 
	1.436667 
	2.44

	Calculation of Net profit margin

	Particulars 
	2022 
	2021

	Net profit 
	431 
	366

	Total revenue 
	6738 
	6441

	Net profit margin= (net profit /revenue) x 100 
	6.396557 
	5.682347



	Calculation of Asset turnover

	Particulars 
	2022 
	2021

	Total revenue 
	6738 
	6441

	Total Asset 
	9,736 
	10,087

	Average total asset 
	9911.5 
	5043.5

	Asset turnover= Revenue/average total asset 
	0.679816 
	1.277089




	Calculation of Stock holding days

	Particulars 
	2022
	2021

	Closing stock 
	708
	659

	Cost of goods sold 
	3235
	3096

	Stock holding days (Closing stock/cost of goods sold) x 365 
	79.8825
	77.69218346




	Calculation of debtors' collection period

	Particulars 
	2022
	2021

	The amount owed by Debtors 
	1,249
	1287

	credit sales 
	6,738
	6441

	Debtors collection period (Amount owed by debtor/annual credit sales) x 365 
	67.6588
	72.93199814



	Calculation of the current ratio

	Particulars 
	2022
	2021


	Current asset 
	9,736
	10,087

	Current liabilities 
	2,511
	3,046


	Current ratio current asset/ current liabilities 
	3.87734
	3.311556139



	Calculation of gearing ratio

	Particulars
	2022
	2021

	Loans and borrowings
	4137
	4129

	Shareholder equity
	3,088
	2912

	Gearing ratio loans and borrowings/shareholder equity
	1.42067
	1.417925824



	Calculation of interest cover

	Particulars 
	2022
	2021

	Earnings before interest and taxes 
	805
	699

	Interest expenses 
	226
	181

	Interest covers EBIT/Interest expenses 
	3.561947
	3.861878453



Financial ratio interpretation for the specific business entity Sweets Plc for the years 2022 and 2021Return on capital employed
“Earnings Before Interest and Tax (EBIT) / Capital Employed = Return on Capital Employed"
Return on Capital Employed (ROCE) analysis is crucial for determining a company's capital efficiency and profitability while offering a full picture of its financial performance. This metric analyses how successfully a company earns profit from capital invested, indicating how efficient its operations are. Investors largely rely on this study to guide their decisions about business investments since it provides a transparent assessment of the company's ability to earn a profit. Furthermore, ROCE research facilitates the comparison of major investment projects, such as those in the aviation or railway industries, and assists investors in identifying viable company prospects. Sweets plc's observed increase in ROCE from 9.92757 to 11.1419 in 2022 reflects an improvement in the company's ability to create profit from the capital used in its operations. This encouraging pattern highlights Sweets plc's enhanced ability to produce a profit notwithstanding the capital used. The ROCE calculation is critical in determining the company's intrinsic potential to generate profit after taking into consideration the capital required to maintain and enhance this level of profitability. Because of its enhanced capacity to create returns on invested capital, ROCE serves as a barometer of Sweets plc's financial health as well as a call to action for potential investors seeking successful enterprises (Gyamera et al., 2023).
Return on equity (ROE)
Formula- “Return on equity = Annually net income / Shareholders equity”
Return on Equity (ROE) is an important metric that is calculated by dividing net profit by shareholder equity. It demonstrates how well a corporation uses shareholder cash to achieve its business objectives. This evaluation demonstrates how well the organisation allocates equity for routine business operations. ROE calculations are more than just a financial metric; they play a significant role in determining investor attitudes and future investment intentions. They act as a barometer of the company's financial health by providing a short overview of earnings attributable to equity owners for a given accounting period. Sweets plc's ROE increased from 1.22 to 1.436667 in 2022, indicating that the company is doing a better job of utilising shareholder equity. This not only demonstrates greater success in using equity for corporate operations but also implies a consistent financial performance that can deliver considerable returns to shareholders. Sweets plc is an appealing option for investors seeking consistent and profitable returns on their stock investments because of its high ROE, which reflects the company's commitment to making the best use of shareholder funds (West and Buckby, 2023).
Earnings per share (EPS)
Formula- “Earning per share = Net income of the company – Dividend to preferred shareholders / Average outstanding shares of the company”
Earnings per share (EPS) is an essential statistic since it calculates how much a company's outstanding earnings per share were worth during a certain accounting period. This metric is important in determining the stock price since it allows investors to evaluate the company's performance and choose properly among their investment options. EPS tracking also provides historical performance data for the company. An increased EPS indicates the likelihood of larger dividend payments, indicating solid financial status and profitability. Sweets plc's EPS fell from 2.44 to 1.436667 in 2022, indicating a challenge in expanding profits. This drop emphasises the importance of Sweet Plc using innovative strategies to outperform competitors in the business. The EPS calculation provides an observable indicator of the company's efficiency and profitability. Although the drop in EPS emphasises the need for strategic changes, it also emphasises how much innovation is required in the competitive climate to enhance profitability. Investors can gain valuable insights into the dynamics of the company's performance and identify areas where Sweet plc needs to focus its efforts to improve its market position by utilising EPS patterns as a reference (Marcus et al., 2023).
Net profit margin
Formula- “Net profit margin = Revenue – Cost / Revenue”
The net profit margin is an important indicator of a company's profitability and financial health during a certain period. It provides a comprehensive view of a company's cost-effectiveness by collecting all earnings after deducting indirect costs and tax obligations. Furthermore, this metric makes it easier to compare performance over different periods, which aids in assessing the status of the organisation. Sweets plc's net profit margin increased from 5.682347 to 6.396557 in 2022, showing an increase in profitability. The aforementioned calculation displays the net profit per unit, indicating that Sweets plc has increased its profitability through effective cost control and reduction techniques. 
The growing net profit margin demonstrates how well the company has managed costs and how adept it is at improving financial performance (Deegan et al., 2023).
Asset turnover ratio
Formula- “Assets turnover ratio = Net sales / Average total assets”
The assets turnover ratio analysis is a critical technique for determining how successfully a company uses its assets to increase sales and profitability. This metric evaluates a company's capacity to employ both current and fixed assets to increase total profit in a given accounting period. Increased returns reflect efficient asset utilisation, as evidenced by a higher percentage in the asset turnover ratio. This ratio provides insight into operational efficiency while also supporting senior management in making asset acquisition or sale decisions.  Sweets plc's asset turnover ratio declined from 1.277089 to 0.679816 in 2022, showing a falling capacity to increase sales and raise income through asset utilisation. This reduction emphasises the company's need to increase daily operating efficiency to maximise asset utilisation. It argues for carefully repurposing Sweets plc's assets to boost and recapture the company's potential to produce sales (Baker et al., 2023).
Stock holding days
Formula- “Stock holding days = Closing stock / Cost of goods sold x 365”
The study of stock holding days is a valuable statistic that assesses how long it takes a firm to convert its stock into sales. This evaluation considers the company's stock turnover speed as well as its overall performance. Increased stock holding days indicate that product sales are challenging and that more aggressive sales efforts are required. Longer stock-holding days might provide advantages such as tax deductions and lower overhead costs, but corporations normally seek to keep this time as short as possible to maximise earnings during an accounting period. Sweet's plc's stock holding days increased from 77.69218346 to 79.8825 in 2022, indicating that the company may be having difficulty turning inventories into sales rapidly. This could be because of changes in market dynamics that affect demand for its products. This emphasises the importance of the organisation's ability to modify and respond effectively to changing market conditions to maximise stock rotation and financial rewards (Edwards, 2023).
Debtors’ collection period
Formula- “Debtors collection period = Sundry debtors / sales turnover x 365”
The analysis of the debtor's collection period reflects the amount of time required by the firm to collect all of the monies owed from its numerous borrowers. It aided the company in comparing the actual collection duration to the credit term granted. According to this assessment, the company has adequate cash on hand to pay its current expenses. The length reflects the importance the company places on its accounts receivable management operations. Sweets plc was able to reduce the collection period from 72.93199814 to 67.6588 by 2022. This suggests that Sweets plc developed specific procedures and standards to reduce the time it is required to collect debts from its customers (McClure et al., 2023).
Current ratio
 “Current ratio = Current assets / Current liabilities”
The current ratio calculation demonstrates how successfully a company would its short-term loans. The examination cannot display a company's overall solvency picture; it can only show the company's short-term liquidity. Its sustained financial success increased the company's current ratio from 3.311556139 to 3.87734. This will also indicate how well Sweets plc can convert its assets into cash and cash equivalent items throughout the accounting term. It demonstrates the ability to manage working capital (Rogošić, and Perica, 2023).
Gearing ratio
“Gearing ratio = Long-term debt + Short-term debt + Bank overdraft / Share holder equity”
The gearing ratio is a financial metric that compares a company's debt to the stock that owners possess. It reflects the company's payment capacity and degree of leverage. It also indicates the proportion of operations financed by loans and those supplied with equity. Excessive debt can lead to financial problems for the company, indicating the level of financial risk it faces. Sweets plc's activities seem to have gained more equity, as shown by the increase in its gearing ratio. Moreover, the company advantage of utilising its funds for daily operations. (Fosch-Villaronga, and Drukarch 2023).
Interest coverage ratio
 “Interest coverage ratio = EBIT / Interest expenses”
The ratio of interest coverage indicates how well-positioned the firm is for paying payments on its existing debt. It provides creditors with insights into the dangers connected to financing a company. Investors and market analysts also rely on this ratio to obtain a distinct image of a company's capacity to settle its outstanding debts with creditors. Sweets Plc's 2021 rating dropped from 3.861878453 to 3.561947 after the company lost the ability to reimburse its debtors. The company is facing financial difficulties as it struggles to market its products in the marketplaces due to changing patterns of customer behaviour. This ratio study is crucial for anyone looking to assess a company's financial strength and stability (Nichols and Wahlen, 2023).
[bookmark: _Toc152264395]Conclusion
The income statements along with the balance sheet of Wales plc are provided in the report to illustrate the long-term viability and financial standing of the firm over the fiscal year. In addition, the report explains the development of financial measurements and evaluates Sweets Plc's productivity and efficacy using the aforementioned ratios as a basis.
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