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[bookmark: _Toc131824960]Introduction
Accounting is a process of collecting, processing and communicating the findings of information to stakeholders who require it. In doing so, accounting refers to certain statements as well as ratios to base its findings on and provide explanations. For showing the information in an organised manner, accounting supplies with financial statements such as income statement, statement of financial position, cash flow statement etc. and to conclude on the information, accounting utilizes different ratios such as ROE, EPS, net profit margin etc (Penman, 2009). This report will prepare both income and statement of financial position of Wales plc. and explain why statement of financial position balances. After that, different ratios will be calculated and commented upon of Sweet plc.
[bookmark: _Toc131824961]Question-1
a) [bookmark: _Toc131824962]Income Statement & Statement of Financial Position
Income Statement of Wales plc. is prepared below.
Wales PLC.
Income Statement
31st December, 2022
	Elements
	Balance
	Balance
	Balance

	Sales
	
	800,000
	

	(+) Unrecorded Sales
	
	980
	

	
	
	800,980
	

	(-) Cost of Goods Sold
	
	(578,650)
	

	Gross Profit
	
	
	222,330

	(-) Operating Expenses
	
	
	

	Administrative Expenses
	
	30,000
	

	Distribution Cost
	28,000
	
	

	(+) Accrued Commission
	3,000
	31,000
	

	Directors Remuneration
	
	5,000
	66,000

	Earnings Before I & T
	
	
	156,330

	(Deduct) Interest Paid
	
	2,000
	

	(+) Accrued
	
	2,000
	(4,000)

	Earnings Before Taxes
	
	
	152,330

	(-) Taxes
	
	
	(100,000)

	Earnings After Taxes
	
	
	52,330

	(-) Preference Dividend Paid
	
	
	(30,000)

	
	
	
	22,330

	(-) Ordinary Dividend Paid
	
	
	(20,000)

	Net Profits
	
	
	2,330

	Retained Profits at 1st January, 2022
	
	
	132,000

	Retained Profits at 31st January, 2022
	
	
	134,330



Statement of financial position of Wales plc. is prepared below.
Wales PLC.
Statement of Financial Position
31st December, 2022
	Elements
	Balance
	Balance
	Balance

	Assets:
	
	
	

	Current Assets:
	
	
	

	Stock at 31st December, 2022
	
	510,850
	

	Trade Receivable
	170,125
	
	

	(+) Unrecorded Sales
	980
	171,105
	

	Cash & Bank
	
	96,000
	

	Total Current Assets
	
	777,955
	

	Fixed Assets:
	
	
	

	Plant & Equipment
	
	1,250,000
	

	Total Assets
	
	
	2,027,955

	Debt & Equity:
	
	
	

	Debt:
	
	
	

	Current  Debts:
	
	
	

	Trade Payable
	
	188,625
	

	Accrued Interest
	
	2,000
	

	Accrued Commission
	
	3,000
	

	Tax Payable
	
	100,000
	

	Total Current Debt
	
	293,625
	

	Non-Current Debt:
	
	
	

	2% Debentures
	
	200,000
	

	Total Debt
	
	493,625
	

	Equity:
	
	
	

	£1 ordinary shares 
	
	900,000
	

	10% £1 Preference Share
	
	500,000
	

	Retained Profits at 31st December, 2022
	
	134,330
	

	Total Equity
	
	1,534,330
	

	Total Debt & Equity
	
	
	2,027,955



b) [bookmark: _Toc131824963]Balancing of Statement of Financial Position
The statement of financial position is essentially based on the accounting principle of double entry and the equation of A = L + OE, where all the assets of an organisation stands at the same amount to that of the liabilities and owner’s equity of the organisation (Adrian et al., 2011). In that, the Balance sheet is produced at a specific point in time and it comprises all the accounts consisting of assets, liabilities and owner’s equity of the organisation. 
In summary, the accounting principle of double entry is applied while making statement of financial position where the accounting system, at least, records all the transactions in two different accounts with the same balance. Because the accounting system is dealing with accounts which are recorded reciprocally with the same balance, the statement of financial position always balances out (Dichev, 2008).
For instance, when a business organisation buys a product or service on credit, it debits the product or service bought and credits the organisation it bought the product or service on credit. But when the company pays off its credits, it debits the organisation it bought the product or service from and credits the cash it uses to pay off the credits. In that, the assets are levelled and so do liabilities and equity in this case. Thus, the financial statement using this information is always balanced at the end. 
For example, when the company decides to pay off some of its outstanding loans with cash, by imposing a check on the lender, the bank account of the company will be debited by the same amount. It means that, if the company decides to settle a loan of a total £50,000 from its bank account, from the assets, £50,000 will be debited or decreased from the bank account. Similarly, £50,000 will be debited from the outstanding loan from the liabilities and equity sections of the balance sheet. This is how the balance sheet mechanism works since it has always a two-fold action, one on the asset category and another on the liability and equality category (Narayanswami, 2022).
It is not necessary for both assets and liabilities section to have equal transaction amount to be considered as a balance sheet equation. For example, the transaction can exclusively impact two different entries from either the assets or liability section at the same time (Kimmel et al., 2020).
In short, it can be said that the Balance statement is a very important financial instrument for any business organisation. At a glance, this particular financial statement can provide a quick look at the financial position of the company to both internal and external stakeholders. Ultimately, a balance sheet helps the organisation to make an informed decision about the future strategic direction of a business organisation. 
[bookmark: _Toc131824964]Question-2 
a) [bookmark: _Toc131824965]Calculation of Ratios
Description:
1. ROCE
ROCE or return on capital employed is a ratio to calculate the profitability as well as the capital efficiency of a firm. For this, the net operating profit and capital employed are used (McLaney and Atrill, 2001).
The formula for ROCE is = Net Operating Profit / Capital Employed
2. ROE
ROE or return on equity is a ratio used to calculate the financial performance of a business basing on the equity held by the shareholders.
The formula for ROE is = Net Profit / Total Shareholders’ Equity
3. EPS
EPS or earnings per share is a measure to estimate the corporate value of a business organisation where the company’s net profit is divided using the number of shares outstanding.
The formula for EPS is = Net Profit / Total Number of Equity Shares
4. Net Profits Margin
Net profits margin shows the calculation of the level of net income that is marked aginst each currency of revenue is earned (Nariswari et al., 2020). 
The formula for Net Profits Margin is = Net Profit / Total Revenue
5. Asset Turnover
Asset turnover ratio is a metric of efficiency using which a company’s capability of generating revenues from the assets it bears can be determined (Sunjoko et al., 2016).
The formula for Asset Turnover is = Revenue / Total Assets
6. Stock Holding Days
Stock holding days is an efficiency metric using which the average number of days taken by a company to sell its inventories is calculated (Okeke et al., 2022)
The formula for Stock Holding Days is = (Inventory / COGS) * 365
7. Debtors Collection Period
This ratio is utilized by businesses to determine the amount of time the business takes to receive or collect the payments its customers owe in AR (Han et al., 2013).
The formula for Debtors Collection Period is = (Receivables / Net Credit Sales) * 365
8. Current Ratio
Current ratio can be defined as the measure which highlights the company’s ability to settle its current liabilities. The company conducts this liquidity test by using current assets.
The formula for the current ratio is = Current Assets / Current Debts
9. Gearing Ratio
The financial manager of a company uses the gearing ratio in order to identify the financial leverage of the company. 
The formula for gearing ratio is = Total Debt / Total Shareholders’ Equity
10. Interest Cover
Being labelled both as debt ratio as well as profitability ratio, Interest coverage ratio actually highlights the capacity of a company to pay off interest on a particular outstanding loan. The formula for Interest Cover is = EBIT / Interest Expense

Calculation:
	Ratios
	2020
	2021

	ROCE
	

= 

= 9.93%

	

= 

= 11.14%


	ROE
	

= 

= 12.57%

	

= 

= 13.96%


	EPS
	

= 

= 0.61

	

= 

= 0.71


	Net Profits Margin
	

= 

= 5.68%

	

= 

= 6.40%


	Asset Turnover
	

= 

= 63.85%

	

= 

= 69.21%


	Stock Holdings Days
	 * 365

=  * 365

= 78 Days

	 * 365

=  * 365

= 80 Days


	Debtors Collection Period
	 * 365

=  * 365

= 73 Days

	 * 365

=  * 365

= 68 Days


	Current Ratio
	

= 

= 0.77:1

	

= 

= 0.92:1


	Gearing Ratio
	

= 

= 2.46:1

	

= 

= 2.15:1


	Interest Cover
	

= 

= 3.86:1

	

= 

= 3.56:1




b) [bookmark: _Toc131824966]Financial Performance & Position of Sweet’s plc.
The financial performance & position of Sweet's plc. are illustrated below.
ROCE
ROCE for Sweet plc. has increased from 2020 to 2021, rising from 9.93% to 11.14%. From this calculation, it is apparent that the organisation has been successful in increasing its ROCE. 
ROE
ROE also increased for Sweet plc. from 12.57% to 13.96%, in 2020 to 2021. This indicates that Sweet plc. has been able to generate more revenue on the equity percentage it currently has. 
EPS
EPS also has seen an increase going from 0.61 to 0.71 for Sweet plc. It means that the company has increased its net profit coming from 2020 to 2021.
Net Profit Margin
Net profit margin saw an increase from 5.68% to 6.40% for Sweet plc. coming from 2020 to 2021, respectively. This indicates that the company has generated more revenue and reduced its operating costs for which its net profit margin has increased (Porter and Norton, 2016).
Asset Turnover Ratio
Asset turnover ratio also has increased from 63.85% to 69.21% coming from 2020 to 2021 showing that the company has been able to generate more on its assets.
Stock Holding Days
Sweet plc. has been rather poor at selling its inventories in 2021 than 2020 where the stock holding days increased from 78 to 80 days coming from 2020 to 2021.
Debtor Collection Period
Reduction in debtor collection period for Sweet plc. shows that the company is now able to collect the money faster in 2021 than it did in 2020, reducing the number from 73 days to 68 days.
Current Ratio
The company has done comparatively better in 2021 than 2020 in terms of current ratio, however, the ratio of 0.92:1 is still inadequate.
Gearing Ratio
A reduction in gearing ratio from 2.46:1 to 2.15:1 shows that the company is reducing its reliance on debts and increasing it more on equity (Muradoglu et al., 2005).
Interest Coverage Ratio
This ratio has deteriorated in 2021 from 2020 for Sweet plc. as the company became less capable of paying the interest back although it still sits fine with the numbers.
In summary, most of the ratios have improve for the company, however, the company should put more focus on its current assets and liquidity measures to avoid facing financial risks.
[bookmark: _Toc131824967]Conclusion
In any business organisation, accounting plays an indispensable role for providing the company with required information based on which it can take different key decisions. However, in the preparation of those information, the business must be aware and conscious of what ethics and rules it is utilizing in order to ensure the accuracy and feasibility of the information. This report has prepared an income statement to identify the position of the organisation in terms sales and net profit. Alongside, the statement of Balance sheet also has been prepared for Wales plc. After that, the reason behind statement of financial position balancing has been described. Then, provided ratios have been calculated, based on which the financial performance and position of Sweet plc. have been elucidated. 
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