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[bookmark: _Toc140573013]Introduction
Accounting can be described as the process of consolidating all the financial information of a business and presenting it in an understandable format for the stakeholders. The goal of accounting is to record and report the financial transactions of the organisation so that the investors and evaluate the performance. Financial statements of an organisation provide valuable information regarding the cash flow, revenue generation and asset and liability position of the company. The objective of this essay is to prepare the income statement and financial position statement of Wales Plc. The essay will also contain a ratio analysis of Sweets Plc.
[bookmark: _Toc140573014]Question 1
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Figure 1: Income statement
(Source: Self-created)
The objective of preparing the income statement for Wales Plc is to present the financial information regarding revenue generation and direct and indirect expenses of this company for the accounting period of 31st December 2022. The purpose of this statement is to summarise the information relating to revenue and profit and loss of the company for a specific period (Sklyarova et al., 2019). This statement is extremely beneficial for the management and the investors of this company to understand the revenue generation capacity and controlling capability of expenses of Wales plc. The stakeholders of the companies generally used this statement to determine the profitability and estimate the growth of sales and market share of the company. For cost-controlling purposes, income statements have huge significance. Apart from that, the statement is also beneficial to monitor the administrative expenses and dividend distribution of the company (Adiputra and Patricia, 2020). The primary objective of Wales Plc is to maximise the value of the shareholders.
From the above figure, it can be observed that the revenue of this company for the previous accounting period was £ 800980. The cost of sales was £ 578650. After deducting the cost of sales from the revenue of the company the gross profit of this company was £ 222330. Calculating the net profit of Wales Plc, all the indirect expenses like administrative expenses, director's remuneration, distribution cost, and salesman Commission were deducted. The operating income of the company was £ 156330. The ordinary dividend, preference dividend, interest payment and Corporation tax were deducted from the operating income to calculate net profit. At the end of the accounting year, the net profit of Wales PLC was £ 4330. The positive balance of the net profit of the company represents that at the end of the accounting year 2022, Wales PLC was successful in recovering all the expenses out of the revenue. However, it is recommended to the management of this company Improve the net profit by controlling the expenses and expanding the business for creating more sources of revenue generation (Priantinah et al., 2019).
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Figure 2: Financial position statement
(Source: Self-created)
Figure 2 represents the financial statement position of Wales Plc. From this figure, it is stated that this statement provides valuable information on the assets and liability position of this company at the end of the accounting year. So this statement provides a snapshot of the actual financial position of Wales PLC to the investors of this company (Yang et al., 2021). The Asset side of the company includes current and noncurrent assets. On the liability side, current and long-term liabilities were recorded. The equity section of the balance sheet represents the capital position of the company. The balance sheet of the company is also useful to the stakeholders of the organisation to determine the solvency and liquidity structure. For the evaluation of the assets like property, accounts receivable, cash position, and financial position statement is useful in evaluating the operational capacity of Wales PLC.
From this figure, it is stated that the plant and equipment position at the end of the accounting year of this company was £ 1250000. It is the only non-current asset of the company. As the balance sheet of the company is prepared based on the accrual accounting method the outstanding Commission was also recorded. The stock position of the company was £ 510850 and the trade receivable was £ 170125. At the end of 31st December 2022, the total asset of Wales PLC was £ 2027955. The current liability of the company comprises trade payable, Corporation tax and outstanding Commission. The value of trade payable was £ 188625 and the outstanding Commission was only £ 3000. Non-current liability of this company consists of a 4% debenture and the value of this liability was £ 200,000. The equity section of the balance sheet of this company consists of ordinary shares, preferential shares and retained profit. The net profit that is calculated in the income statement of the organisation (£ 4330) was added back to the total retained profit of the company (Al-Blooshi and Nobanee, 2020). 
[bookmark: _Toc140573016]Reason for the balance of financial position statement 
The financial statement position which is also popularly known as the balance sheet of a company generally balances if it is prepared accurately according to the accounting standards of the country. One of the most important reasons for the balance of the financial statement position of any business organisation is the accounting equation.
Assets = shareholders equity + liability
Based on this accounting equation, it can be stated that the balance sheet should always balance. It means that the balance of the total Assets of a company should be equal to the total value of liability and equity (Brigham and Houston, 2021).
The assets side of the financial position statement represents the company owns including plant and equipment, inventory, and cash. The asset also reflects the total resources and investment of a business organisation. On the other hand, the liability side represents total owes of the company to the creditors and debt obligation. The shareholder's equity capital represents the total capital structure of the company, and it includes capital contributed by the equity and preference shareholders and retained earnings (Rosyadah, 2020). 
Based on the above-mentioned accounting equation, every accounting transaction needs to be recorded in the two types of accounts. So, it can be said that every financial transaction has two components and for this reason, the balance sheet of the company remains balanced. For example, if a business organisation borrows money from a financial institution, then the total amount will be recorded as a loan in the liability section and it will also reflect in the cash position. So the Asset and the liability side of the organisation will increase by the same amount and for this reason, the financial position statement will balance at the end of the year.
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Figure 3: Ratio analysis
(Source: Self-created)
ROCE is the important profitability ratio that represents the capability of Sweets Plc to use the total capital investment. From this ratio the effectiveness of this company to utilise the capital for generating profit can be calculated. The value of this ratio in 2020 was 9.7% and in 2021 it was 11.1%.
The ROE Of this company in 2021 was 14% and in 2020 it was only 12.6%. This ratio is one of the most suitable financial indicators for the equity investors of the company because it helps in calculating the capability of Sweets Plc in using equity capital to generate revenue.
Earnings per share represent the total profit attributed after paying all the direct and indirect expenses of the company to the common stockholders. In 2020 EPS of the company was 0.61 and in 2021 it increased to 0.7183.
Net profit margin is extremely useful to calculate the cost-controlling capacity and profit generation capability of Sweets Plc from the operation. The value of the net profit margin in 2022 was 5.7% and in 2021 it was 6.4%. 
This ratio is useful in determining the operational efficiency of Sweets Plc in terms of acid utilisation. For a favourable financial position, it is essential to have a positive assets turnover ratio. The asset turnover ratio in 2020 was 0.63 and in 2021 it was 0.69.
Stock holding days of Sweets Plc Helps in assessing the effectiveness of inventory management of this company (Agyabeng-Mensah et al., 2020). The stock holding days of Sweets Plc In 2021 was 79.8 days and in 2020 it was only 77.69 days. 
The investors of this company can use the Debtors Collection period ratio to determine the credit practices of the company and its influence on the liquidity position. The debtor's collection period of Sweets Plc in 2021 was 67 days and in 2020 it was 72 days.
The current ratio is important for the investors of Sweets Plc to calculate the short-term debt pain capability of the company. The current ratio of the company in 2021 was 0.77 and in 2021 it increased to 0.91.
The gearing ratio is useful in assessing the financial risk position of Sweets Plc. The gearing ratio of Sweets Plc in 2021 was 1.133 and in 2020 it was 1.41.
The Capability of the company to pay the interest out of operating profit can be determined by calculating the interest coverage ratio (Boisjoly et al., 2020). The value of the interest cover ratio in 2020 was 3.861 and in 2021 it was 3.561.
[bookmark: _Toc140573019]b) Comment on the financial position
For commenting on profitability of Sweets Plc Four types of ratios can be considered from the above calculation such as ROCE, ROE, Earning per share and net profit margin. After analysing the performance it can be observed that the profit-earning capacity of the company has improved significantly in 2021 (Alhadhrami and Nobanee, 2019). Sweets Plc was successful in giving positive returns to the shareholders of the company and the value of ROE of this organisation was 14% in 2021. The net profit margin of the company has also improved significantly and it was 6.4% in 2021. Improvement in net profit margin and Earning per share proposes that the net profit of the company has increased to a great extent in 2021 from 2020. As the profitability of this organisation improves it can be stated that the company has achieved the most basic objective of the operation which is to maximise the profit. The improvement in profit also proposes that the company has achieved revenue growth and was capable of controlling the cost. The management has taken appropriate measures to improve operational efficiency by implementing different manufacturing techniques like the Lean manufacturing process. 
For commenting on the efficiency of the company three different types of ratios were selected such as asset turnover, stock holding days and debtors collection period. The ace turnover ratio of the company was 0.69207 in 2021 and it increased in 2020. The increase in the Asset turnover ratio indicated that the company was successful in using the Asset to general mode revenue. On the other hand, stock holding days of Sweets Plc increased from 77 days to 79 days in 2021. The debtor's collection period of Sweets Plc was reduced to 67 days from 72 days in 2020. The reduction in the debtor's collection period stated that the company was successful in collecting the due amount from the debtors quickly in 2021 and it is most important for the improvement of liquidity structure (Thom, 2019). 
From the current ratio of the company, it is possible to comment on the liquidity position of Sweets Plc. Even though the current ratio of the company has increased significantly in 2021 it was still below 1. As the value of the current ratio of Sweets Plc is lower than one, it is stated that the value of the current asset of the company is below the current liability. In this regard, the management needs to improve the cash position and other liquid assets position of the company. 
For commenting on the financial leverage position of Sweets Plc, Two types of ratios were selected such as during ratio and interest coverage ratio (Shapiro and Hanouna, 2019). The reduction in the gearing ratio of the company is one of the favourable indicators because it states that the total debt capital of the company has reduced compared to the equity capital. The reduction in the debt capital represents that the company need not pay interest at the greater amount and it is a favourable position for the company. However, the interest coverage ratio of Sweets Plc has reduced in 2021 and the reason for such reduction was increased interest expenses.
[bookmark: _Toc140573020]Conclusion
One of the main reasons for the accounting function of the business organisation is to present valuable finance-related information to the shareholders and other stakeholders of the company. From the income statement of Wales PLC, it can be observed that this company was successful in recovering all the expenses from the revenue in the financial year 2022. The balance sheet of the company also presents a comprehensive view of the stable financial position of this company. The result derived from the ratio analysis of Sweets PLC represents that the financial performance of this company has improved significantly in 2021 compared to 2020. The improvement in financial performance of this company represented that the management of the company had taken appropriate measures and that has reflected in the sound financial position.
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1. ROCE | Formula 2021] 2020
EBIT 805|699
Capital employed EBIT/ Capital employed | 7225|7217
Answer 11.1%| 97%
2.ROE Formula 2021] 2020
Netincome Net income / Sharcholders 31 366
sharcholders cquity equity 3088] 2912
Answer 14.0%| 126%
3. Earnings per share | Formula 2021] 2020
Netincome Net income / Outstanding 31 366
Outstanding shares shares 600 600
Answer 071833061
4_Net profit margin Formula 2021] 2020
Net profit 31 366
Revemie Net income / Revene 67386441
Answer 64%|  5.7%)
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5. Asset turnover | Formula 2021) 2020
Net sales 67386441
Total assets Net sales’ Total assets 9736] 10087
Answer 0.69207| 0.63854]
6. Stock holding days | Formula 2021] 2020
Tnventory cost (aventory cost/ 708|659
Cost of goods sold COGS)*363 3235]__3096]
Answer 79.8825] 77.6922
7. Debtors collection perio| Formula 2021] 2020
Debtors value (Debtors value Anmual 1249 1287]
Anmal credit sales credit sales)*365 67386441
Answer 67638872932
8. Current ratio Formula 2021] 2020
Current assets ‘Current assets / Current 2303|2353
Current liabiity liabilies 2511] 3046
Answer 0.91716] 0.77315
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9. Gearing ratio |Formula 2021] 2020
Total debt Total debt/ Total 4137] 4129
Total sharcholders equity sharcholders equity 3088] 2912
Answer 13397] 141793
10, Tnterest cover Formula 2021] 2020
EBIT 805|699
Interest expenses EBIT/ Interest exp 226 131
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As on 31st Dec, 2022
Particulars [Amount |Amount
Sales 800950)

Cost of sales 578630

Gross profit 222330
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Distribution cost 28000
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Ordinary dividend paid 20000
Preference dividend paid | 30000)

Tnterest paid. 2000)
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Net profit 4330]





