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[bookmark: _Toc134269851]Introduction-
The report will be describing the principles, concepts, and application of accounting in the environment respectively. The first part will be considering the financial position of Wales Plc Company respectively. The report will demonstrate the income statement for the year 2022. The conclusion being drawn from the balancing of the financial position getting balanced will also be discussed respectively. The second part will conclude Sweets Plc Company through the assistance of the financial ratio analysis. The calculations will also be provided and their respective interpretations will also be given for a better understanding of the financial performance. 
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a) Income Statement for the Year Ended 31st December 2022-
	 
	Income Statement for Wales Plc 
	 

	 
	For the year ended 2021
	 

	 
	 
	 

	 
	Particulars
	Amount (£)

	 
	Sales
	800000

	Less: 
	Cost of sales 
	578650

	 
	 
	 

	 
	Gross Profit
	221350

	Less: 
	Expenses
	 

	 
	Distribution Costs
	28000

	 
	Director's Remunerations
	5000

	 
	Outstanding sales commission
	3000

	 
	Administration expenses
	30000

	 
	Total Expenses
	66000

	Add: 
	Accrued income
	980

	 
	Earnings Before Interest and Tax (EBIT)
	156330

	Less: 
	Interest
	2000

	 
	Earnings Before Tax (EBT)
	154330

	Less: 
	Tax
	100000

	 
	 
	 

	 
	Net Profit
	54330



An income statement is defined as a statement that considers reflecting the income and expenses of the business entity earned over the financial period of the business respectively. This statement is considered one of the important statements of the business as it guides the company in the right direction by providing them an overview of the spending that has been made and the level of expenses that needs to be considered respectively in the future accordingly (Stašević and Stavanović 2019, p. 22). Through this statement, the companies can easily measure the concerned performance of the business and provide the necessary actions that are required for better growth respectively. 
Wales Plc's Income Statement for the year 2022 has been presented in the above table. Concerning the sales and revenue of the business, the Wales Plc Company has generated a good amount of sales of £800,000 and the company can easily use this revenue towards earning growth in the business structure accordingly (Stašević and Stavanović 2019, p.22). This shows that the Wales Plc Company has effectively managed to grow and also focused on generating revenue respectively. 
The cost of sales of Wales Plc Company is around 72% of the revenue which is comparatively high. The cost of sales shows the direct expenses that have been made by the business entity for the production and manufacturing expenses respectively (Al Hayek, 2018, p. 177). This 72% of the revenue has been utilized towards the direct costs which are showing an alert sign for the business firm as this might create issues for the business in the future amount respectively. 
The gross margin of the company has been £221,350 which is comparatively low as such margin needs to be around 40-50% of the revenue respectively. This indicates that the company is excessively spending towards their operations and might have problems from the same to a greater extent. 
The general indirect expenses that have been incurred by Wales Plc Company have been considered by undertaking the necessary adjustments that have been provided (Al Hayek, 2018, p. 177). However, Wales Plc Company has accrued income as well respectively. This shows that the company has been generating income in advance as well. Wales Plc Company has also paid the necessary amount of interest of £2000 as well and accordingly, the tax amount of the business has also been paid for £100,000 respectively. 
The final net profit margin of the business has been £54,330 respectively. This shows that Wales Plc earned around 6% of the revenue in 2022 which shows poor performance of Wales Plc Company in the year 2022 (Adiloglu, 2019, p. 35). This low productivity and output from the side of Wales Plc are major because of the excessive spending of the business which has been there and has been affecting the growth and success to a greater extent respectively. 
Statement of Financial Position-
	 
	Balance Sheet
	 
	 

	 
	as on 31st December 2021
	 
	 

	 
	 
	 
	 

	 
	Liabilities
	Notes
	Amount

	 
	Shareholders Fund
	 
	 

	 
	Ordinary Shares
	400000
	 

	 
	Preference Shares
	300000
	 

	Add: 
	Retained Earnings
	132000
	 

	Add: 
	Net Profit
	54330
	886330

	 
	4% Debentures
	 
	100000

	 
	Trade Payables
	 
	171355

	 
	Outstanding Sales Commission
	 
	3000

	 
	Dividends paid
	 
	50000

	 
	 
	 
	1210685

	 
	
	
	

	 
	Assets
	 
	Amount

	 
	Plant and Equipment
	 
	632730

	 
	Closing Stock
	 
	330600

	 
	Trade Receivable
	 
	170125

	 
	Cash and Bank
	 
	76250

	 
	Accrued Income 
	 
	980

	 
	 
	 
	1210685



The balance sheet is defined as an account that comprises the overall position of the entity at the last date of the financial year to represent the users considering the performance that has been there respectively (Bragg 2022). Through this account, the investors associated with the business structure analyze the situation of the business entity in regards to the creditworthiness of the company and ensure that the investment that will be made will be potential and will provide effective returns to them or not respectively.
Starting with the liabilities aspect, the shareholder's fund of Wales Plc Company is effective which depicts that the business firm is performing well. The equity structure of the business is effective and will lead the organization to generate potential results (Bragg 2022). This high amount of shareholder funds enables the attractors to be able to perform better and generate effective returns from the same. 
The overall liabilities section demonstrates that the trade payables of the business are increasing to a greater extent. These short-term creditors of the business firm getting increased might not lead the business to attain all its aims and targets as this might influence the results. The asset structure of the entity has shown a good investment structure in the firm and has demonstrated that the company has a sufficient amount of resources to be able to use the same for different reasons and will use the cash and bank balance for multiple uses respectively. 
b) Reasons for Statement of Financial Position Getting Balanced-
The statement of the financial position is also known and defined as the balance sheet of the company. This statement presents the business operations and determines whether the business entity is in the situation to be able to get invested and whether potential returns from the same can be generated or not (Jeenas, 2019, p.34).
The balance sheet of a business organization consists of two sides i.e. assets and liabilities. The asset side covers the economic resources of the business whereas the liabilities include the obligations of the business entity respectively. These two sides are prepared on the balance sheet of the entity. 
These two sides always get balanced or always have to get balanced as the liabilities of the business show the amount that has been undertaken whereas the assets show the use of the amount towards the investment of the company (Jeenas, 2019, p.34). Hence, the fundraising aspect shown in the liabilities section has to be utilized which will be demonstrated in the assets of the balance sheet of the company respectively. 
Hence, it can be said that such an increase in the liabilities will have to be balanced through the assets of the business as this will assist the business in generating the potential results respectively.
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a) Calculation of Ratios-
1) Return on Capital Employed-
	Return on Capital Employed

	Particulars
	Amount in £

	 
	2021
	2020

	Operating profit
	805
	699

	Capital employed (Total Assets- Current Liabilities)
	7225
	7041

	Return on Capital Employed
	11.14
	9.93

	ROCE = Operating profit or EBIT/ Capital employed
	 
	 



2) Return on Equity-
	Return on Equity

	Particulars
	Amount in £

	 
	2021
	2020

	Net profit
	431
	366

	Shareholder's Equity
	3088
	2912

	Return on Equity
	14%
	12.57%

	Return on equity= Net Profit/ shareholder's equity * 100
	 
	 



3) Earnings Per Share-
	Earnings per share
	 
	 

	Particulars
	Amount in £

	 
	2021
	2020

	Return on equity= Net Profit/ shareholder's equity * 100
	 
	 

	Net profit
	431
	366

	Number of outstanding shares
	0.166666667
	0.166666667

	Earnings per share
	2586
	2196

	 
	 
	 

	Number of Outstanding shares
	 
	 

	Face Value
	50
	50

	Ordinary Share Capital
	300
	300

	Number of Outstanding shares
	0.166666667
	0.166666667



4) Net Profit Margin-
	Net Profit Margin
	 
	 

	Particulars
	Amount in £

	 
	2021
	2020

	Net Profit
	431
	366

	Sales
	6738
	6441

	Net Profit Margin
	6%
	5.68%

	Net Profit Margin = Net profit / sales * 100
	 
	 



5) Asset Turnover Ratio-
	Asset Turnover Ratio

	Particulars
	Amount in £

	 
	2021
	2020

	Sales
	6738
	6441

	Total Assets
	9736
	10087

	Asset Turnover Ratio
	0.69
	0.64

	Asset Turnover Ratio= Sales/ Total Assets
	
	



6) Stock Holding Days-
	Stock Holding Days 

	Particulars
	Amount in £

	 
	2021
	2020

	Average Inventory 
	708
	659

	Cost of Goods Sold
	3235
	3096

	Number of days
	365
	365

	Stock Holding Days 
	79.88
	77.69

	SHD = Average Inventory/ Cost of Goods Sold* number of days
	 
	 



7) Debtors Collection Period-
	Debtors Collection Period
	 
	 

	Particulars
	Amount in £

	 
	2021
	2020

	Average receivables
	1249
	1287

	Sales
	6738
	6441

	Number of days
	365
	365

	Debtors Collection Period
	67.66
	72.93

	DCP = Average receivables/ total sales * number of days
	 
	 



8) Current Ratio-
	Current Ratio
	 
	 

	Particulars
	Amount in £

	 
	2021
	2020

	Current assets
	2303
	2355

	Current liabilities
	2511
	3046

	Current Ratio
	0.92
	0.77

	CR = Current assets / Current liabilities
	 
	 



9) Gearing Ratio-
	Gearing Ratio
	 
	 

	Particulars
	Amount in £

	 
	 
	 

	Long Term Debt
	4137
	4129

	Total Equity
	3088
	2912

	Gearing Ratio
	1.34
	1.42

	Gearing Ratio= Long Term Debt/ Total Equity
	 
	 



10) Interest Cover Ratio-
	Interest Coverage Ratio
	 
	 

	Particulars
	Amount in £

	 
	2021
	2020

	EBIT
	620
	539

	Total Interest Payable
	226
	181

	Interest Coverage Ratio
	2.74
	2.98

	Interest Coverage Ratio= EBIT/ Total Interest Payable
	 
	 



b) Interpretation of the Financial Position of the Company-
1) Return on Capital Employed- This ratio shows the return on the invested amount of the entity for generating the return. Sweets Plc Company has improved its return from 2020 to 2021 from 9.93% to 11.14%. This demonstrates that Sweets Plc Company has been effectively investing in profitable ventures because of which the overall return on the investment value has been increased (Chen et al. 2018, p. 3). Such growth is high and will provide investors with potential returns.
2) Return on Equity- This shows the return that will be received by the investors on the amount invested by investors. An increase has been seen from 12.57% to 14% in the equity’s return. This demonstrates that considering the source of finance from the equity of the business entity will lead the business to able to attract more shareholders respectively (Chen et al. 2018, p. 3). It can be said that in 2020, shareholders received a lesser amount of return, however, in 2021, the return increased to a greater extent which is a positive sign for the shareholders.
3) Earnings per Share- This shows the earnings that will be there per share of the company. The overall earnings of the Sweets Plc Company have been boosted from £2196 to £2586 from 2020 to 2021. This increase in the results depicts the earnings of Sweets Plc Company have been increased and there are higher chances for the business to increase their earnings and save huge amounts of money from the same (Kourtis et al., 2019, p. 5). The earnings have led them to manage their growth.
4) Net Profit Margin- This shows the final amount of the earnings being saved after spending on the expenses. The increase from 5.685 to 6% demonstrates that the spending of the business organization is effectively getting managed. Sweets Plc Company has managed to save their amount as profit and spend less on the expenses out there respectively (Kourtis et al., 2019, p. 5). This high margin is reflecting high performance in terms of profitability. 
5) Asset Turnover Ratio- This shows how the assets are utilized towards the generation of the sales of the entity. A slight increase in the asset turnover ratio from 0.64 times to 0.69 times reflects that the business organization i.e. Sweets Plc has focused on utilizing the assets of the company in such a manner that can generate the best sales for the company (Eryatna et al. 2021, p. 192). This increase is assisting them to improve their performance in the greatest operations. 
6) Stock Holding Days- This shows how the inventory and stock of the company are being replaced and how many times in a year. A slight increase from 78 days to 80 days from 2020 to 2021 represents that the utilization of the inventory has been good and Sweets Plc Company is effectively using the stock and there is no wastage from the same. An increase in stock holding days is always a positive sign of strong sales for the business firm. 
7) Debtors Collection Period- This shows the recovery of the payment that is done by the company from their trade receivables respectively. In 2020, the trade receivables were paid in 73 days whereas, in 2021, they were paid in 68 days. This shows that the reduction of 5 days has been major because of the credit policies that have been effective with the debtors of the business (Eryatna et al. 2021, p. 192). Due to effective management and relationship with the debtors, the recovery of the payments has been on a yearly basis which is leading the business to grow effectively. 
8) Current ratio- This shows the use of the short-term assets that have been made for short-term liabilities. An increase from 0.77:1 to 0.92:1 demonstrates that the short-term obligations of the company are effectively being met without any issues (Madushanka and Jatharika, p. 157). The use of the current assets of the company is good because of which the ratio has been improved. In addition, this demonstrates the short-term investments of the company are good leading to better liquidity and profitability.
9) Gearing Ratio- This shows how much funds are funded by the equity of the entity. Effective growth in the case of the gearing ratio has been observed as there has been a downfall from 1.42 times to 1.34 times. This demonstrates that the Sweets Plc Company has focused on reducing its obligations to a greater extent (Madushanka and Jatharika, p. 157). This has led them to increase the value of equity of the business structure and generate the most potent results.
10) Interest Cover Ratio- This shows how much the company can pay interest. The interest-paying capacity of the Sweets Plc Company has been reduced on a slight basis i.e. 2.98 times to 2.74 times. However, the difference is minimal (Jeenas, 2019, p. 34). This shows that the Sweets Plc Company can pay off its interest expenses on time and accordingly, better growth is associated with the business.
The entire financial statements and the ratio analysis that has been used towards the assessment of the financial performance have reflected that Sweets Plc Company has improved their performance from 2020 to 2021 in terms of every aspect. However, it can be observed that concerning the interest cover ratio, it can be said that, the company has slightly fallen in that case. However, the rest of the financial performance of Sweets Plc Company has been good. 
[bookmark: _Toc134269854]Conclusion-
The report has summarized the monetary presentation and output of Wales Plc Company and Sweets Plc Company. The presentation of the financial records of Wales Plc Company has been demonstrated and the reasons why the balance sheet matches have also been given it has been observed that liabilities show the amount pending whereas the assets show the investment that has been done by the business organization respectively. The financial ratio analysis tool has demonstrated that Sweets Plc Company has improved its performance from 2020 to 2021. This has led the company to manage and score the best results out of the same accordingly.
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Question 1

												Income Statement for Wales Plc 								Balance Sheet

												For the year ended 2021								as on 31st December 2021



												Particulars		Amount (£)						Liabilities		Notes		Amount

												Sales		800000						Shareholders Fund

										Less: 		Cost of sales 		578650						Ordinary Shares		400000

																				Preference Shares		300000

												Gross Profit		221350				Add: 		Retained Earnings		132000

										Less: 		Expenses						Add: 		Net Profit		54330		886330

												Distribution Costs		28000						4% Debentures				100000

												Director's Remunerations		5000						Trade Payables				171355

												Outstanding sales commission		3000						Oustanding Sales commission				3000

												Administration expenses		30000						Dividends paid				50000

												Total Expenses		66000										1210685

										Add: 		Accrued income		980

												Earnings Before Interest and Tax (EBIT)		156330						Assets				Amount

										Less: 		Interest		2000						Plant and Equipment				632730

												Earnings Before Tax (EBT)		154330						Closing Stock				330600

										Less: 		Tax		100000						Trade Receivable				170125

																				Cash and Bank				76250

												Net Profit		54330						Accrued Income 				980

																								1210685





Question 2

		Return on Capital Employed										Return on Equity

		Particulars		Amount in £								Particulars		Amount in £

				2021		2020								2021		2020

		Operating profit		805		699						Net profit		431		366

		Capital employed (Total Assets- Current Liabilities)		7225		7041						Shareholder's Equity		3088		2912

		Return on Capital Employed		11.14		9.93						Return on Equity		14%		12.57%

		ROCE = Operating profit or EBIT/ Capital employed										Return on equity= Net Profit/ shareholder's equity * 100

												Asset Turnover Ratio

		Net Profit Margin										Particulars		Amount in £

		Particulars		Amount in £										2021		2020

				2021		2020						Sales		6738		6441

		Net Profit		431		366						Total Assets		9736		10087

		Sales		6738		6441						Asset Turnover Ratio		0.69		0.64

		Net Profit Margin		6%		5.68%						Asset Turnover Ratio= Sales/ Total Assets

		Net Profit Margin = Net profit / sales * 100

												Stock Holding Days 

		Current Ratio										Particulars		Amount in £

		Particulars		Amount in £										2021		2020

				2021		2020						Average Inventory 		708		659

		Current assets		2303		2355						Cost of Goods Sold		3235		3096

		Current liabilities		2511		3046						Number of days		365		365

		Current Ratio		0.92		0.77		 				Stock Holding Days 		79.88		77.69

		CR = Current assets / Current liabilities										SHD = Average Inventory/ Cost of Goods Sold* number of days

		Debtors Collection Period

		Particulars		Amount in £								Earnings per share

				2021		2020						Particulars		Amount in £

		Average receivables		1249		1287								2021		2020

		Sales		6738		6441						Return on equity= Net Profit/ shareholder's equity * 100

		Number of days		365		365						Net profit		431		366

		Debtors Collection Period		67.66		72.93						Number of outstanding shares		0.1666666667		0.1666666667

		DCP = Average receivables/ total sales * number of days										Earnings per share		2586		2196



												Number of Outstanding shares

		Gearing Ratio										Face Value		50		50

		Particulars		Amount in £								Ordinary Share Capital		300		300

												Number of Outstanding shares		0.1666666667		0.1666666667

		Long Term Debt		4137		4129

		Total Equity		3088		2912						Interest Coverage Ratio

		Gearing Ratio		1.34		1.42						Particulars		Amount in £

		Gearing Ratio= Long Term Debt/ Total Equity												2021		2020

												EBIT		620		539

												Total Interest Payable		226		181

												Interest Coverage Ratio		2.74		2.98

												Interest Coverage Ratio= EBIT/ Total Interest Payable
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