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[bookmark: _alm4dfuzq891]Introduction
This assignment's primary concern will be analyzing various kinds of concepts related to accounting work. This assignment will answer all three segments of the brief. The first part will provide explanations about the given statements. The statements will be answered by analyzing different accounting concepts and aspects. After that, the income and balance sheet statements of Wales plc will be prepared. The preparation of this statement will consider all of the adjustments. The next question will prepare the statements of the financial ratios. This ratio will be analyzed to understand the financial viability of Sweets plc for both of the accounting periods. 
[bookmark: _5fxxkgdkp1hu]Question One:- Answers to the given statements.
[bookmark: _e1f9pbclbtz4]Statement One:-
The statement of financial position aims to display the overall condition of a business in a certain period. This report is also meant to show the changes in the financial activities of a business. In terms of accounting, this report is known as the balance sheet. This statement summarized the financial activities of a company into three different categories such as assets, liabilities, and equity (Slacalek et al., 2020). This report is capable of showing the changes in those accounts on a certain date. However, the detailed breakdown of the cash movement is not displayed in this accounting statement (Indeed, 2023). A detailed breakdown of the movement of the cash balance is done by using the cash flow statement. This statement of accounting also tracks different types of financial components such as net profit, final balance of cash, invested cash flow, operational balance of cash flow, and the balance of financial activities. So, this report is wrong. 
[bookmark: _o7ltphegi5ow]Statement Two:-
The aspect of the balance sheet categorizes the assets side into two different sections. Those are current and noncurrent assets. The non-current resources are also known as fixed assets in a business. This type of asset usually generates economic advantages for a business that is longer than a single financial period. It means the asset value of the Non-current resources cannot be completely consumed in a single period. These assets include tangible and intangible assets of a business (Peterdy, 2023). Tangible assets in the Non-current resources are land, cars, land, and much more. On the other hand, there are intangible Non-current resources in the balance sheet such as goodwill. As a result, those assets have a long economic value. However, in this statement, it is stated that the Non-current resources are not movable. However, the assets such as cars can be easily moved by a business. On the other hand, assets such buildings cannot be moved. Therefore, it is concluded that this report is partially right. 
[bookmark: _kbj0lskrwpau]Statement Three:-
From the point of view of a business, preparing the statements of accounting is an absolute necessity. The financial statements highlight the financial visibility of a business by analyzing the historical figures of a financial year. Based on that information, this accounting prepares reports that present the financial stability of a company. While the stakeholders are one of the most important internal stakeholders of a company, sharing the financial status with these stakeholders is basic recruitment. The stakeholders of a company are also known as true owners of a company. However, many external internal and external stakeholders are interested in the financial status of a company. Some of the external stakeholders of a business are lenders, creditors, regulators, government, and much more (Sherman, 2019). Those parties also analyzed the financial viability of a business through the financial reports that are prepared by a company. For example, lenders can decide the creditworthiness by assessing the cash flow and other such business statements (Bragg, 2023). So, this statement is also wrong. 
[bookmark: _6bk23178ucc7]Statement Four:-
The process of accounting is completed by assessing various kinds of accounting concerts, and norms. Those concepts are one of the main pillars of the accounting process. One such concept is accrual accounting. As the name suggests, this concept includes all the business transactions. This also includes all the cash and credit transactions of a business (Choi, 2021). This concept is a basic pillar for preparing financial statements. Such as the balance sheet which means, the statement of the balance sheet also considers the accruals and prepayments that have occurred during a financial period. Without considering prepayments and outstandings a balance sheet cannot display the overall financial status of a business. For that reason, the prepayments are considered as the assets of a business, and it is placed in the current assets section (Wall Street Prep, 2023a). The aspects of outstanding are recorded in the current liability sections of a balance sheet. So, this statement is wrong.
[bookmark: _jnxzb1r0s03u]Statement Five:-
The financial system is the core of any organization, such as companies, banks, credit unions, and other such things. As a result, the world of accounting also requires various kinds of regulations for properly executing their work. For that reason, the financial regulations were established. Accounting regulations aim to maintain integrity in the process of accounting and financing (Teall, 2022). This also includes the regulations also ensure that the companies in the market are providing accurate financial information to their external and internal stakeholders. This accurate information is required for various kinds of work such as rate-making, valuation of assets, calculations for costs, and other such works. These regulations also ensure that the accounting statements are comparable and transparent which is also essential for financial decision-making (Regulation Body of Knowledge, 2024). Such as investment, resource allocation, and much more. So, this statement is wrong.
[bookmark: _hibbj2ukzjuz]Statement Six:-
The ledger preparation and trial balance preparation are also important aspects of basic accounting. The ledger account aims to record all the previous financial transactions in an organization. This account contains all the credit and debit values that affect a transaction (Team, 2023). This account also individually separates the parties of a financial transaction, which helps accountants find the source of any financial transactions. The trial balance is also an essential part of financial accounting. This statement properly records all the information that is shown in the ledger account. After that, this statement analyzes the purity of accounting. Under this statement, the debit balance and credit balance of a business must be the same (Warren and Jones, 2022). By doing that, accountants can ensure the quality of the accounting process up to the preparation of the trial balance statement (Gridlex, 2024). Because of that, these two statements have a significant impact on the quality of preparation of final accounts. So, this statement is right.
[bookmark: _50wo8386kbdv]Question Two:- Income statement for Wales plc.
The statement of profit and loss is one of the key statements of accounting. This statement calculates the total income made by a business in a taxation period (Fridson and Alvarez, 2022). In terms of accounting, this statement of accounting is also known as an income statement. The calculation of this accounting statement is done by adding up the values of revenues and subtracting the revenue amount from the overheads and expenditure values (BDC, 2024). Due to the nature of this statement, there are various kinds of internal and external stakeholders who are using this statement of accounting to support their decision-making. Such stakeholders are lenders, shareholders, managers, and other such stakeholders. By using this statement of accounting, the stakeholders can understand the viability of a business as well as the profit earned by a company in a financial period. As a result, this statement is recognized as one of the key financial accounting reports (Robinson, 2020). This financial statement can also be prepared for Wales plc. The presentation of this statement is shown below.
[image: ]
Figure 1:- Preparation of Income statement for Wales plc.
(Source:- Self-Created, 2024)
The above figure shows the evaluation of the income statement, which is made from the financial information of Wales plc. The workings of this calculation are demonstrated below.
Sales and gross profit are one of the first tasks that are done in this statement. The sales are the total of the amount earned by a company by selling its products and services in the market (Team, 2023b). However, this concept is only limited to the income made by a company from its core activities. In Wales plc the total sales made in the year end is 900,000 pounds. The concept of cost of sales is also a core concept in the income statement. The cost of sales is also deducted from the revenue to calculate the gross profit. In Wales plc the cost of sales is £578,650. So, the gross profit of the company is £(900,000 - 578,650) = £321,350.
Operating costs are the largest segment in the income statements. This section includes various kinds of indirect overheads that are related to the business operations. Some of those are rent, marketing, insurance, and much more (Team, 2023b). This aspect also includes the balance of prepaid and outstanding overheads. By deducting the operating expenditures from the gross profit, the operating profit of a business is calculated. In Wales plc the total operating income is £[(321,350 + 1,000) - (160,000 + 2,000 + 5,000 + 28,000 + 65,000 + 10,000 + 2,000 + 4,000)] = £46,350.
The net profit after tax is the very last stage of the preparation. It means this stage deducts the values of income taxes and other such taxes from the value of operating profit (Team, 2023b). In Wales plc total income tax paid by the company at the year end of 2022 is £15,000. So, the net income of the business is calculated as £31,350. 
[bookmark: _i5nwb6wbzp5a]Question Three:- The ratio analysis for Sweets plc.
a. [bookmark: _z78jw0dfvydn]Return on Capital Employed:-
[image: ]
Figure 2:- Preparation of ROCE for Sweet plc.
(Source:- Self-Created, 2024)
This statement of accounting calculates the profitability of a company. In general terms, the ROCE is a long-term ratio for measuring the profitability of a business. This ratio analyzes the capability of a business to use its capital to generate profitability (IG, 2024). The above calculation suggested that Sweet plc has a higher efficiency of generating a profit by using its capital in 2022. This is determined by its higher rate of ROCE in 2022.
b. [bookmark: _maaqekegyl6l]Return on Equity:-
[image: ]
Figure 3:- Preparation of ROE for Sweet plc.
(Source:- Self-Created, 2024)
This ratio is also one of the calculations that determines the profitability of a business. Under this calculation the analysis of the capability of the business to use its equity to generate sales. For that reason, this evaluation is done in (Net sales/ equity) format (Baltova, 2023). According to the results, the ROE of Sweet Plc will be greater in 2022. The ROE of the company in 2021 is 12.57 percent.
c. [bookmark: _21vp3r5ovqsa]Earnings per share:-
[image: ]
Figure 4:- Preparation of EPS for Sweet plc.
(Source:- Self-Created, 2024)
The aspect of the EPS is also an essential calculation for an organization. This calculation shows the total earnings made by the company for its shareholders (Team, 2023c). As a result, this calculation divides the amount of net profit from the value of outstanding shares. According to the calculation, the EPS of Sweet plc in 2022 and 2021 are recorded as 1.44 and 1.22. 
d. [bookmark: _jh5qd6b9pqzl]Net profit ratio:-
[image: ]
Figure 5:- Net profit ratio for Sweet plc.
(Source:- Self-Created, 2024)
The net earnings ratio is also a profitability ratio, which is widely used by many different stakeholders. This calculation is done in (Net income/ Net sales) format (Baltova, 2023). The higher the ratio is, the more portable it will become to a company for its shareholders. This also increases the rate of reinvesting in a business. According to this image, the net earnings ratio in Sweet plc is registered as 6.40% in 2022 and 5.68% in 2021.
e. [bookmark: _nm8fae2kmkfw]Asset turnover:-
[image: ]
Figure 6:- Assets turnover ratio for Sweet plc.
(Source:- Self-Created, 2024)
The assessment of the assets turnover is a basic method for analyzing the efficiency of a company. This ratio assesses the capability of a company to use its fixed and current assets to generate sales. If a company can generate a higher ratio by using its assets then the company has a higher efficiency. This calculation is done in (Total sales/ Average assets) format (Indeed, 2022). According to this figure, Sweet plc has an assets turnover of 0.69 in 2022 and 0.64 in 2021.
f. [bookmark: _b72589arrcpm]Inventory holding days:-
[image: ]
Figure 7:- Inventory holding ratio for Sweet plc.
(Source:- Self-Created, 2024)
This ratio is meant to show the total time of renewal of inventory or stocks in an organization. In general terms, this ratio calculates the number of times the company makes sales from its inventory within a selected period (Indeed, 2022). This analysis is done in [(Inventory/ COGS) *365] format. According to the figure, the total inventory turnover period of Swet plc is 79.8 days in 2022 and 77.69 days in 2021.
g. [bookmark: _4oq0x9x2gexj]Debtors turnover period:-
[image: ]
Figure 8:- Debtors turnover ratio for Sweet plc.
(Source:- Self-Created, 2024)
This ratio is also a measurement of the capability of a company. This analysis calculates the efficiency of a company in collecting its debts. If a company has a higher efficiency for collecting the business debts, then they are equipped with a higher rate of ratio. This evaluation is done in [(Debtors/ Credit revenue) * 365] format (Indeed, 2022). According to the figure, the total collection period of Swet plc is 67.6 days in 2022 and 73.9 days in 2021.
h. [bookmark: _qz1q1o867zsz]Current ratio:-
[image: ]
Figure 9:- Current ratio for Sweet Plc.
(Source:- Self-Created, 2024)
The current ratio is an effective measure of the liquid analysis of an organization (Rachman et al., 2023). The ratio is calculated in (Current assets/ Current liabilities) format. This formula stands for understanding the total capability of a business to use its liquid assets to pay off its immediate debts. According to the figure, the liquidity balance of Sweet plc is 0.92:1 in 2022 and 0.77:1 in 2021.
i. [bookmark: _z62visuid7uy]Gearing ratio:-
[image: ]
Figure 10:- Gearing ratio for Sweet Plc.
(Source:- Self-Created, 2024)
The concept of the gearing ratio is all about the calculations that are done to understand the leverage of a business. As a result, this type of calculation is essential for capital-related decisions in a business (Wall Street Prep, 2023b). According to the figure, the leverage balance of Sweet plc is 57% in 2022 and 59% in 2021.
j. [bookmark: _dtrpecs55kro]Interest coverage:-
[image: ]
Figure 11:- Interest coverage for Sweet Plc.
(Source:- Self-Created, 2024)
The analysis of this ratio is calculated to understand the efficiency of an organization in paying its interest on debts. This calculation is usually used by lenders to assess the risk level of a business (Tomasetti, 2024). According to the figure, the coverage balance of Sweet plc is 3.56 in 2022 and 3.86 in 2021.
[bookmark: _9qlnf4998xj3]Assessment of Financial Performance of Sweets Plc:-
[image: ]
Figure 12:- Variance analysis.
(Source:- Self-Created, 2024)
This figure stands for calculating the changes in the financial conditions of Sweet plc. According to this figure, all the earnings ratios including the ROCE have been increased in 2022. Those aspects are marked as favorable to the company. On the other hand, all the turnover ratios declined in 2022, which included the debtor's collection period. The current ratios were increased in 2022, which indicates more liquidity balance than before. The decline in the gearing ratio indicates less usage of debt capital in 2022 by the company. 
[bookmark: _ovcwvzmjcxeo]Conclusion
This assignment summarized by the analysis of the financial positions of both Wales Plc and Sweet Plc was done. Those calculations were done by using various kinds of statements of financing. Some of them are income statements, current ratio analysis, analysis of ROE, and many more. Those calculations demonstrated the viability of the financial conditions of those two businesses. The analysis of given statements was done by explaining different kinds of concepts of accounting. 
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In the Books of Sweet Plc.

Estimation of Return on equity (ROE)

Particulars 2022 (fm) | 2021 Em)

Net income 431 366

Owners equity 3,088 2912
ROE 13.96% 12.57%

(Net income/Shareholders equity)
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In the Books of Sweet Plc.

Estimation of Earning per share

Particulars 2022 (fm) | 2021 ¢m)

Net income 431 366

Outstanding shares 300 300
EPS 144 122

(Net income/ Average outstanding shares)
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In the Books of Sweet Plc.

Estimation of Net profit margin

Particulars 2022 (fm) | 2021 Em)

Net profit 431 366

Total revenue 6.738 6.441
Net profit margin 6.40% 5.68%

(Net profit /Sales)*100
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In the Books of Sweet Plc.

Estimation of Asset turnover

Particulars 2022 (fm) | 2021 Em)

Total revenue 6,738 6.441

Total Asset 9,736 10,087
Asset turnover 0.69 0.64

(Revenue/ Average total asset)
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In the Books of Sweet Plc.

Stock holding days

Particulars 2022 (fm) | 2021 Em)

Closing stock 708 659

Cost of goods sold 3235 3,096
Stock holding days 79.88 77.69

(Closing stock/cost of goods sold) * 365
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In the Books of Sweet Plc.

Estimation of Debtors collection period

Particulars 2022 (fm) | 2021 Em)
Amount owed by Debtors 1,49 1,087
Credit sales 6,738 6.441
Debtors collection period 67.66 72.93

(Amount owed by debtor/annual credit sales)*363
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In the Books of Sweet Plc.

Estimation of Current ratio

Particulars 2022 (fm) | 2021 Em)

Current asset 2303 2355

Current liabilities 2511 3,046
Current ratio 0.92 0.77

(Current asset/ Current liabilities)
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In the Books of Sweet Plc.

Estimation of Gearing ratio

Particulars 2022 (fm) | 2021 Em)
Loans and borrowings (Non current liabilities) | 4,137 4,129
Shareholder equity (A) 3,088 2912
Long-Term Liabilities (B) 4,137 4,129
Total (A +B) 7,225 7,041
Gearing ratio 57% 59%

Loans and borrowings/ (Shareholder equity+Non current debts)
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In the Books of Sweet Plc.

Estimation of Interest cover

Particulars 2022 (fm) | 2021 Em)

Earning before interest and taxes 805 699

Interest expenses 181
Interest cover 3.86

(EBIT/Interest expenses)
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In the Books of Sweet Plc.

Calculations of Differences in financial performance

Particulars 2022 (fm) | 2021 (¥m) | Variance | Comments
ROCE 8.58% 0.93% Favorable
ROE 13.96% 1.39% Favorable
Earnings per share 1.44 022 Favorable
Net profit margin 6.40% 0.72% Favorable
Asset turnover 0.69 0.05 _|Non-Favorable
Stock holding days 79.88 2.19  |Non-Favorable
Debtors collection period 67.66 -5.27 Favorable
Current ratio 092 0.15 Favorable
Gearing ratio 57% 1% Favorable
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In the books of Wales plc

For the year ended 31/12/2022

Income Statement

Particulars Amount (£) | Amount (£)
Sales (revenue) 900,000
Less:- Cost of sales 578,650
Gross Profit for the year (Sales - COGS) 321,350
Operating Cost
Add:- Administrative expenses 160,000
Add:- Interest paid 2,000
Add:- Directors’ remuneration 5,000
Add:- Distribution costs 28,000
Add:- Depreciation (650.000%10%) 65,000
Add:- Outstanding Salaries 10,000
Add:- Outstanding Commission 2,000
Less:- Receivable Outstanding (1,000)
Add:- Debenture Interest (100,.000%4%) 4,000
Total Operating Cost 275,000
Operating profit (Gross profit - Operating cost) 46,350
Less:- Corporation tax Paid for the year 15,000
Profit After Tax (Operating profit - Tax) 31,350
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In the Books of Sweet Plc.

Estimation of Return on capital employed (ROCE)

Particulars 2022 (fm) | 2021 Em)
Profit before taxation (EBIT) 620 539
Total Asset (A) 9,736 10,087
Current liabilities (B) 2,511 3,046
Capital employed (A-B) 7,225 7,041
ROCE 8.58% 7.66%

(EBIT/ Capital employed)





