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[bookmark: _gfwhiykd2uxz]Introduction
This project aims to discuss the different concepts of accounting. This project will be segmented into two different sections. In the first section, the discussion about the reasons for the balance sheet accounts is balanced. This question will also be completed by calculating the income statement and the statement of the financial position of Wales plc company. The adjustments will also be considered for completing the task. For the next question, the discussion about the financial position of the given company will be completed. This discussion will be completed by using ratio analysis, which will be based on the provided details of the business. 
[bookmark: _7rgn3ufgzsxx]Main Body
The answers to the given problems are provided below.
[bookmark: _pl72b8gp6zwi]Question 1
[bookmark: _4b676byj6txl]Preparation of financial statements of the company.
The estimation of the financial statements of Wales plc company is completed below.
a. Estimation of the income statement.
	In the books of Wales plc

	For the year ended 31/12/2022

	Income Statement

	Particulars
	Amount (£)
	Amount (£)

	Sales
	£800,000
	

	Less:- COGS
	£578,650
	

	Gross Profit (Sales - COGS)
	
	£221,350

	Administrative Cost
	
	

	To Admin expenditure
	£30,000
	

	Interest paid
	£6,000
	

	Director's remuneration
	£5,000
	

	Distribution costs
	£28,000
	

	Payment of ordinary dividend
	£20,000
	

	Payment of preference dividend
	£30,000
	

	The total cost of Administrative
	
	£119,000

	Profit after Tax
	
	£102,350

	Interest and tax
	
	

	Outstanding Commission
	£3,000
	

	Corporation Tax
	£100,000
	

	Total Tax and Interest
	
	£103,000

	Profit Before Tax and Interest
	
	-£650


Table 1:- Estimation of the income statement of Wales plc
(Source:- Self-Created, 2023)
As the name suggested, this statement estimates the total amount of income earned by a company or corporation (Nederița, 2022). This statement is usually made at the end of a financial year. This statement is aimed to analyze the total amount of income of a company from its core activities. For this purpose, different kinds of expenditure and income are deducted from the value of sales or revenue at the end of the budget year (Team, 2023a).  This statement is also known as one of the key statements of finance of a company. According to the accounting standards, it has to be made in many different segments. The key factors of the statement are discussed below.
I. Sales:- This component is the primary component of the statement. Because of this, the component is placed at the very top of the statement (Team, 2023a). The segment shows the value of the revenue from a company's selling activities. In this scenario, Wales Plc has sales of about £800,000.
II. COGS:- In this segment the amount of the costs that are directly related to the selling and distribution activities of a company. This cost is also known as the direct cost of selling and production activities of a business. In this case, the company has a cost of sales of about £578,650.
III. Gross Profit:- The segment shows the gross amount of profit, which is earned by a company after deducting all the direct expenditure from the sales value (Team, 2023a). In this case, the value of the GP of the company is about £221,350.
IV. Administrative cost:- In this segment all the costs that are related to running a business are included. In other terms, in this segment, all the business running expenditures are included. In this case, the value of the administrative cost of the company is about £119,000. From that, the business's operating profit is reviled, which is about £102,350.
After deducting all the given segments in the table the value of the net profit for the year is concluded. In this case, the company earned -£650.
b. Estimation of the balance sheet.
	In the books of Wales plc

	For the year ended 31/12/2022

	Balance Sheet Statement

	Liabilities
	Amount (£)
	Amount (£)
	Asset
	Amount (£)
	Amount (£)

	Ordinary share
	£900,000
	
	Fixed Asset
	
	

	Preference share
	£500,000
	
	Plant at cost
	
	£1,250,000

	Total Value of Share
	£1,400,000
	
	Current asset
	
	

	Add:- Year-ending Net profit
	-£650
	
	Accounts receivable
	
	£170,125

	Add:- Retained Profit
	£132,000
	
	Cash and bank
	
	£96,000

	Total Equity and Capital
	
	£1,531,350
	Stock (Closing)
	
	£510,850

	Non-Current Liabilities
	
	
	Total Current Assets
	
	£776,975

	Debentures
	
	£204,000
	
	
	

	Total Non-Current Liabilities
	
	
	
	
	

	Current liabilities
	
	
	
	
	

	Outstanding expenses
	
	£3,000
	
	
	

	Corporation tax
	
	£100,000
	
	
	

	Trade payable
	
	£188,625
	
	
	

	Total Current liabilities
	
	£291,625
	
	
	

	Total Liabilities
	
	£2,026,975
	Total Assets
	
	£2,026,975


Table 2:- Estimation of the balance sheet statement of Wales plc
(Source:- Self-Created, 2023)
The statement of the balance sheet is also a primary statement of finance of a corporation (Team, 2023b). This statement aims to revile the value of the accounts of company. In simpler terms, in this statement the values of the assets and liabilities at a year-ending position. This also helps to understand the capital structure of a business organization. According to the double-entry system of accounting, the total value of Equity and liabilities are equal to the value of the Assets of a company. This is also the same in this case. In this presented statement the value of total assets is about £2,026,975, which is equal to the value in the liabilities side. 
[bookmark: _h2ex9wkqucom]Reasons for the statement of financial position balance. 
The position of a finance statement is balanced by following the basic accounting method which is Asset = Liability + Equity. One of the major reasons that a balance sheet has been balancing the double entry system in the accounting principle. This accounting system ben recording each of the transactional systems in at least both different accounts. That is why it is also acting as an assurance in making sure that the entries are much more consistent. The asset has been funded by a combination of liability and equity. Both of them is also needed to be balanced properly. The balance sheet needs an equation which gives an easier breakdown of the concept. Importantly, the financial statement for most of the users is known for making the income statement. Though, it has been revealed the ability of a business in making a profit. Though, the information listed n the income statement is relatively in recent dollars. Therefore it has been representing a reasonable degree of accuracy (Bragg, 2023). Though, it is not revealing the asset amount and the liabilities which been needed for making a profit and the result did not go to equate a necessary equate with the cash flow that has been generated by the company. 
[bookmark: _536eqej8ic9d]Question 2 
a. [bookmark: _wyswu7rhysp8]Ratios for Sweets plc for 2021 and 2020
1. ROCE
	Calculation of Return on capital employed

	Particulars
	2021
	2020

	Earning 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
	11.14%
	9.93%


Table 3: ROCE
(Source: self-report, 2023)
2. ROE
	Calculation of Return on Equity (ROE)

	Particulars
	2021
	2020

	Net income
	431
	366

	Shareholders equity
	300
	300

	ROE= Net income/Shareholders Equity
	1.44
	1.22


Table 4: ROE
(Source: self-report, 2023)
3. Net profit Margin
	Net profit margin

	Particulars
	2021
	2020

	Net profit
	431
	366

	Total revenue
	6738
	6441

	Net profit margin= (net profit /revenue)*100
	6.40%
	5.68%


Table 5: Net profit Margin
(Source: self-report, 2023)
4. Asset turnover
	Asset turnover

	Particulars
	2021
	2020

	Total revenue
	6738
	6441

	Total Asset
	9,736
	10,087

	Average total asset
	9911.5
	5043.5

	Asset turnover= Revenue/average total asset
	0.68
	1.28


Table 6: Asset turnover
(Source: self-report, 2023)
5. Earning per share
	Calculation of Earning per share

	Particulars
	2021
	2020

	Net income
	431
	366

	Outstanding shares
	300
	300

	Average outstanding shares
	300
	150

	EPS= Net income/ Average outstanding shares
	1.44
	2.44


Table 7: Earning per share
(Source: self-report, 2023)
6. Stock holding days
	Stock holding days

	Particulars
	2021
	2020

	Closing stock
	708
	659

	Cost of goods sold
	3235
	3096

	Stock holding days= (Closing stock/cost of goods sold) x 365
	79.88
	77.69


Table 8: Stock holding days
(Source: self-report, 2023)
7. Debtors collection period
	Calculation of debtors collection period

	Particulars
	2021
	2020

	Amount owed by Debtors
	1,249
	1,287

	credit sales
	6,738
	6,441

	Debtors collection period= (Amount owed by debtor/annual credit sales)*365
	67.66
	72.93


Table 8: Debtors collection period
(Source: self-report, 2023)
8. Current ratio
	Calculation of current ratio

	Particulars
	2021
	2020

	Current asset
	2,303
	2,355

	Current liabilities
	2,511
	3,046

	Current ratio= current asset/ current liabilities
	0.92
	0.77


Table 9: Current ratio
(Source: self-report, 2023)
9. Gearing ratio
	Calculation of gearing ratio

	Particulars
	2021
	2020

	Loans and borrowings
	4137
	4129

	Shareholder equity
	3,088
	2,912

	Gearing ratio= loans and borrowings/shareholder equity
	1.421
	1.418


Table 10: Current ratio
(Source: self-report, 2023)
10. Interest coverage
	Calculation of interest cover

	Particulars
	2021
	2020

	Earning before interest and taxes
	805
	699

	Interest expenses
	226
	181

	Interest cover= EBIT/Interest expenses
	3.56
	3.86


Table 11: Interest coverage
(Source: self-report, 2023)
b. [bookmark: _xgxldtknvt0u] Financial performance and position of Sweets plc.
1. ROCE
In the process of the analysis it is observed that in the year 2021, the ROCE has been estimated as 11.14%. On the other hand, in the year 2020, it has been observed that the ROCE is seen as 9.93%. The higher the ROCE the better ROCE will be, therefore, 2021 has a better ROCE (Causal, 2023). 
2. ROE
In the process of the analysis it is observed that in the year 2020, it was 1.22. On the other hand, in the year 2021, this has been observed as 1.44. The higher rated ROE is better for the company. Therefore the year 2021 is getting a better ROE (Lewis, 2023). 
3. Net profit margin
In the analysis of net profit margin it is seen that,  In the year 2020 the net profit nf the total revenue are 366 and 6441. On the other hand, in 2021 they are 431 and 6738. In 2020 it will be estimated as 5.68. In 2021 was 6.40 (Nariswari and Nugraha, 2020). 
4. Asset turnover
In the analysis process, it is clearly visible that, in the year 2020 by dividing the revenue and the average of the total asset is 1.28. On the other hand, in the year 2021, the asset turnover is observed as 0.68. The company is performing less better compared to the previous year (Brush, 2023). 
5. Earning per share
In the process of the analysis this been observed that, In dividing the revenue with the average of the total cost it is estimated, In the year 2020 the earning per share was 2.44. On the other hand, in the year 2021it has been estimated at 1.44 (Almira and Wiagustin, 2020). 
6. Stock holding days
In the process of the analysis it is observed that in the year 2020, it was 77.69. On the other hand, in the year 2021, the stock holding days were observed as 79.88. it is observed the stock-holding days needed to be as less as possible (Long et al, 2020).  
7. Debtor collection period
In the analysis it is observed that, in the year 2020, it is seen as 72.93. On the other hand, in the year 2021, it is seen as 67.66%. Dividing g the debtor amount with yearly credit sales and multiplying with 365 is the answer. A lesser debtor collection period is preferable. Therefore the company is in a better position (Rey-Ares et al, 2021). 
8. Current ratio
In the year 2020, the current ratio is seen as 0.77. On the other hand, in 2021 the current ratio has been seen as 0.92. The company is improving their current ratio (Freshbooks, 2023). 
9. Gearing ratio
In the analysis it is observed that, in 2020 the gearing ratio is 1.418. On the other hand, in 2021 it was 1421. A lower gearing ratio is better. The company did not change much in their gearing ratio (Landroverparamus, 2023).
10. Interest cover
As seen in the analysis it s observed that, in 2020 it was 3.86. On the other hand, in 2021 it was 3.56. A high-rated interest coverage ratio is better (Bezek, 2023). 
[bookmark: _7d2fl6fglwr4]Conclusion 
This question was completed by calculating the income statement and the statement of the financial position of Wales plc company. The adjustments were also considered for completing the task. For the next question, the discussion about the financial position of the given company was completed. This discussion was completed by using ratio analysis, which focuses on the provided details of the business. 



[bookmark: _g4vixlvbne57]Reference List
Team, C.F.I. (2023a) Income statement, Corporate Finance Institute. Available at: https://corporatefinanceinstitute.com/re(Sources/accounting/income-statement/ (Accessed: 22 August 2023). 
Nederița, A., (2022). Considerations about the structure and preparation method of the new format of profit and loss statement. https://irek.ase.md/xmlui/handle/123456789/2049.
Team, C.F.I. (2023b) Balance sheet, Corporate Finance Institute. Available at: https://corporatefinanceinstitute.com/re(Sources/accounting/balance-sheet/ (Accessed: 22 August 2023). 
Landroverparamus. (2023). When to use low gear | driving tips in Paramus - Land Rover Paramus. Available at: https://www.landroverparamus.com/when-to-use-low-gear/ (Accessed: 22 August 2023). 
Bezek, I. (2023). Interest coverage ratio: What it tells investors, Seeking Alpha. Available at: https://seekingalpha.com/article/4502092-interest-coverage-ratio#:~:text=Generally%2C%20a%20higher%20interest%20coverage,earnings%20or%20economic%20conditions%20worsen. (Accessed: 22 August 2023). 
Freshbooks. (2023). What is a good liquidity ratio? (2023) FreshBooks. Available at: https://www.freshbooks.com/hub/accounting/good-liquidity-ratio#:~:text=Current%20Ratio,-The%20current%20ratio&text=The%20current%20liabilities%20refer%20to,liabilities%20to%20covers%20its%20debts (Accessed: 22 August 2023). 
Brush, K. (2023). What is asset turnover ratio?, Business Analytics. Available at: https://www.techtarget.com/searchbusinessanalytics/definition/asset-turnover-ratio#:~:text=As%20mentioned%20before%2C%20a%20high,may%20be%20experiencing%20internal%20struggles (Accessed: 22 August 2023). 
Lewis, R. (2023). What is the return on equity? how to calculate roe to evaluate a company’s profitability, Business Insider. Available at: https://www.businessinsider.com/personal-finance/return-on-equity#:~:text=High%20and%20stable%20ROE%20is,capital%20into%20profit%20fairly%20efficiently (Accessed: 22 August 2023). 
Causal. (2023). Return on capital employed (no date) Financial Modelling Terms Explained. Available at: https://www.causal.app/define/return-on-capital-employed#:~:text=A%20low%20ROCE%20indicates%20that,the%20value%20of%20a%20company (Accessed: 22 August 2023). 
Bragg, S. (2023). Which financial statement is the most important?, AccountingTools. Available at: https://www.accountingtools.com/articles/which-financial-statement-is-the-most-important.html#:~:text=The%20most%20important%20financial%20statement,a%20reasonable%20degree%20of%20accuracy (Accessed: 22 August 2023). 
Rey-Ares, L., Fernández-López, S. and Rodeiro-Pazos, D., (2021). Impact of working capital management on profitability for Spanish fish canning companies. Marine Policy, 130, p.104583.
Long, J., Chen, Z., He, W., Wu, T. and Ren, J., (2020). An integrated framework of deep learning and knowledge graph for prediction of stock price trend: An application in Chinese stock exchange market. Applied Soft Computing, 91, p.106205.
Almira, N.P.A.K. and Wiagustini, N.L.P., (2020). Return on asset, return on equity, dan earning per share berpengaruh terhadap return saham (Doctoral dissertation, Udayana University).
Nariswari, T.N. and Nugraha, N.M., (2020). Profit growth: impact of net profit margin, gross profit margin and total assets turnover. International Journal of Finance & Banking Studies (2147-4486), 9(4), pp.87-96.


1
