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Executive summary
The statement of earnings and finances of a company, like Wales plc, are presented in this report to illustrate the organisation’s financial situation. It presents the financial situation and suggests tactics for maintaining peak performance over the course of an accounting year. In addition, the study evaluates the calculation of different financial ratios in order to determine the overall performance and operational effectiveness of a business, as Sweet's plc is an example of, based on the results obtained.   
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[bookmark: _Toc151731820]Introduction
Accounting principles cover a wide range of duties associated with handling financial transactions, keeping track of entries, and producing financial documentation for a specific fiscal year. Keeping track of every business account's balance is another aspect of this process. The balance sheet and income statements of the business will be thoroughly examined in the upcoming report, giving readers a clear picture of its financial situation. It seeks to provide insight into the company’s financial health and present plans for maintaining peak performance for the duration of the fiscal year. The report will also examine how different financial ratios are calculated, providing information on the effectiveness and success of the business.
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For statement 1:
The cash flow information for an accounting period is not expressly displayed on the balance sheet, also called the statement of financial position (Fridson and Alvarez, 2022). Rather, it offers an overview of the company’s equity, liabilities, and assets as of a particular date. A separate financial statement that lists cash inflows and outflows is the statement of cash flows, which is usually used when analysing cash movements.
For statement 2:
Property and machinery are examples of assets that have a useful life longer than a year. These are known as non-current assets. The phrase non-current refers more to their extended usable life than to their immobility, even though they are usually set in place (Fridson and Alvarez, 2022). Patents and trademarks, for example, are examples of assets that are deemed non-current even when they are not physically moveable.
For statement 3:
All shareholders, not just the present ones, must receive financial information from managers. Current and prospective shareholders depend on this data to help them make wise investment decisions. To ensure that all parties involved have access to pertinent financial information and to preserve confidence, transparency is essential.
For statement 4:
Accurate financial reporting requires both accruals and payments to be made. They reflect future economic advantages and responsibilities, therefore leaving them out of the statement of financial position would result in an incomplete picture of a company’s financial situation (Lee et al., 2022).
For statement 5:
For financial statements to be accurate and reliable, regulations are essential. Accounting standards are one example of a regulatory framework that exists to support accountability, comparability, and transparency in financial reporting. Financial data could be inconsistent and untrustworthy in the absence of restrictions.
For statement 6:
An important part of accounting is keeping the trial balance and ledger accounts balanced. This guarantees financial statements’ dependability and accuracy (Lee et al., 2022). The probability of errors in financial reporting is decreased when there is a balanced trial balance, which shows that debits and credits are equal. The overall financial image given to stakeholders may be impacted by errors in the final financial statements resulting from a failure to balance the trial balance and accounts.
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[bookmark: _Toc112082922]Preparation of income statement of Wales plc
for the year ended 31st December 2022
	Particulars
	Amount
	Amount 

	Sales 
	
	900000

	COGS:
	
	

	Opening inventory
	
	

	Add: Purchases
	
	

	Less: closing inventory
	
	

	Depreciation on inventory
	650000x10%
	65000

	Gross profit
	
	835000

	Operating expenses
	
	

	Administrative expenses
	170000
	

	Distribution costs
	28000
	

	Director's remuneration
	5000
	

	Interest paid
	2000
	

	Total operating expenses
	
	205000

	Profit before tax
	
	

	Tax estimated
	
	15000

	Net profit for the year
	
	613000



Interpretation
Wales plc’s income statement for the fiscal year that concluded on December 31, 2022, shows a strong financial performance. During that time, sales totalled £900,000. A gross profit of £835,000 was obtained by deducting the cost of goods sold (COGS), which includes equipment depreciation at a rate of 10%. Operating expenses came to £205,000. These included interest payments, director’s compensation, distribution charges, and administrative fees. That meant that the profit before tax was £630,000 (Lee et al., 2022). With a projected £15,000 annual tax liability, the net profit is £613,000. This financial overview highlights the business’s capacity to bring in money, control expenses well, and turn a respectable profit, demonstrating its soundness and stability as of year’s end. Including projected taxes and carefully accounting for different expenses help to create a complete picture of the business’s financial performance. 
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	Calculation of Return on capital employed (ROCE)

	Particulars 
	2022 
	2021

	Earnings 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 
	11.1419 
	9.92757



	Calculation of Return on equity (ROE)

	Particulars 
	2022 
	2021

	Net income 
	431 
	366

	Shareholders’ equity 
	300 
	300

	ROE= Net income/Shareholders Equity 
	1.436667 
	1.22



	Calculation of Earning per share

	Particulars 
	2022 
	2021

	Net income 
	431 
	366

	Outstanding shares 
	300 
	300

	Average outstanding shares 
	300 
	150

	EPS= Net income/ Average outstanding shares 
	1.436667 
	2.44

	Calculation of Net profit margin

	Particulars 
	2022 
	2021

	Net profit 
	431 
	366

	Total revenue 
	6738 
	6441

	Net profit margin= (net profit /revenue) x 100 
	6.396557 
	5.682347



	Calculation of Asset turnover

	Particulars 
	2022 
	2021

	Total revenue 
	6738 
	6441

	Total Asset 
	9,736 
	10,087

	Average total asset 
	9911.5 
	5043.5

	Asset turnover= Revenue/average total asset 
	0.679816 
	1.277089




	Calculation of Stock holding days

	Particulars 
	2022
	2021

	Closing stock 
	708
	659

	Cost of goods sold 
	3235
	3096

	Stock holding days (Closing stock/cost of goods sold) x 365 
	79.8825
	77.69218346




	Calculation of debtors' collection period

	Particulars 
	2022
	2021

	The amount owed by Debtors 
	1,249
	1287

	credit sales 
	6,738
	6441

	Debtors collection period (Amount owed by debtor/annual credit sales) x 365 
	67.6588
	72.93199814



	Calculation of the current ratio

	Particulars 
	2022
	2021


	Current asset 
	9,736
	10,087

	Current liabilities 
	2,511
	3,046


	Current ratio current asset/ current liabilities 
	3.87734
	3.311556139



	Calculation of gearing ratio

	Particulars
	2022
	2021

	Loans and borrowings
	4137
	4129

	Shareholder equity
	3,088
	2912

	Gearing ratio loans and borrowings/shareholder equity
	1.42067
	1.417925824



	Calculation of interest cover

	Particulars 
	2022
	2021

	Earnings before interest and taxes 
	805
	699

	Interest expenses 
	226
	181

	Interest covers EBIT/Interest expenses 
	3.561947
	3.861878453
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Return on capital employed
Formula-“Return on capital employed = Earnings Before Interest and Tax (EBIT) / Capital employed”
Examining Return on Capital Employed (ROCE) is a critical means of clarifying a business’s capital efficiency and profitability while providing a thorough understanding of its financial performance. This measure simply assesses how well the business generates profit from the capital it has invested, indicating how effective its operations are. Investors primarily depend on this research to guide their choices regarding firm investments because it offers a transparent evaluation of the company’s capacity to turn a profit. Moreover, ROCE research makes it easier to compare large investment projects, like those in the airline or railway industries and helps investors identify profitable business prospects (accountingtools, 2022). Regarding Sweets plc, the observed rise in ROCE from 9.92757 to 11.1419 in 2022 indicates an improvement in the ability of the business to generate profit from the capital utilised in its operations. This encouraging pattern underlines Sweets plc’s increased potential to turn a profit even when taking into account the capital used. After taking into account the capital needed to maintain and increase this level of profitability, the ROCE calculation is crucial in identifying the company’s intrinsic ability to generate profit. As ROCE rises, it serves as a barometer of Sweets plc’s financial health as well as a call to action for potential investors looking for profitable ventures due to its increased capacity to generate returns on invested capital (corporatefinanceinstitute, 2022). 
Return on equity (ROE)
Formula- “Return on equity = Annually net income / Shareholders equity”
Return on Equity (ROE) analysis is a crucial statistic that is computed by dividing net profit by shareholder equity. It illustrates how well a company uses shareholder cash to accomplish its business goals. This assessment reveals how well the corporation deploys equity for regular business activities (Ji, 2019). ROE calculations are more than just a financial measure, they are a major factor in determining investor attitudes and future investment intentions. They serve as a gauge of the state of the company's finances by giving a concise summary of the profits attributable to equity owners for a particular accounting period. The rise of Sweets plc’s ROE from 1.22 to 1.436667 in 2022 indicates that the business is doing a better job of using shareholder equity. According to Manzaneque-Lizano et al., (2019), this not only demonstrates improved success in utilising equity for business operations but also indicates a stable financial performance that can provide shareholders with substantial returns. Sweets plc is an appealing option for investors looking for steady and profitable returns on their equity investments because of its elevated ROE, which demonstrates the company's dedication to maximising the use of shareholder cash.
Earnings per share (EPS)
Formula- “Earning per share = Net income of the company – Dividend to preferred shareholders / Average outstanding shares of the company”
One important indicator is earnings per share (EPS), which measures how much a company's outstanding earnings per share were worth over a certain accounting period. This number plays a key role in setting the stock price and helps investors evaluate the performance of the company and choose wisely among their investment possibilities. EPS tracking additionally offers historical performance information about the company (Board et al., 2019). An elevated EPS signifies the possibility of bigger dividend disbursements, signifying sound financial standing and profitability The decline in EPS for Sweets plc from 2.44 to 1.436667 in 2022 indicates a difficulty in increasing profits. This drop underlines how important it is for Sweet Plc to implement creative tactics in order to beat rivals in the industry. An observable indicator of the company’s efficiency and profitability is provided by the EPS calculation. Although the decline in EPS highlights the need for strategic changes, it also highlights how much innovation is needed in the competitive environment to increase profits. By using EPS trends as a guide, investors can obtain important insights into the dynamics of the company’s performance and identify areas where Sweet plc needs to concentrate its efforts in order to improve its market position (BBC, 2022).   
Net profit margin
Formula- “Net profit margin = Revenue – Cost / Revenue”
As a crucial indicator of a company’s profitability and financial stability over a given time frame, the net profit margin is useful. It provides a thorough understanding of the company’s cost-effectiveness by capturing the entire earnings after deducting indirect costs and tax expenses. Furthermore, this measure makes it easier to compare performance over various time periods, which helps evaluate the state of the business. Sweets plc’s net profit margin increased from 5.682347 to 6.396557 in 2022, according to Kumhof and Noone (2019), indicating a rise in profitability. The aforementioned computation presents the net profit per unit, which suggests that Sweets plc has enhanced its profitability through efficient cost control and reduction measures. The increasing net profit margin highlights how well the business has managed costs and how skilled it is at improving its financial performance.
Asset turnover ratio
Formula- “Assets turnover ratio = Net sales / Average total assets”
An essential tool for assessing how well a business uses its assets to boost sales and profitability is the assets turnover ratio analysis. This measure assesses the company’s ability to use both current and fixed assets to boost total profit in a certain accounting period. Increased returns are indicative of efficient asset utilisation, which is indicated by a larger percentage in the asset turnover ratio. This ratio provides insight into operational efficiency in addition to assisting senior management in making decisions about the purchase or sale of assets. As for Sweets plc, Phan (2019) notes that the company’s asset turnover ratio decreased from 1.277089 to 0.679816 in 2022, indicating a declining capacity to increase sales and raise revenue via asset utilisation. The company's need to improve everyday operating efficiency in order to maximise asset utilisation is highlighted by this reduction. It makes a case for strategically repurposing Sweets plc’s assets in order to increase and reclaim its ability to generate sales.  
Stock holding days
Formula- “Stock holding days = Closing stock / Cost of goods sold x 365”
One useful statistic that evaluates how long it takes a corporation to turn its stock into sales is the analysis of stock holding days. This assessment looks at the company’s quickness in stock turnover in addition to its overall performance. Increased stock holding days are a symptom that product sales are difficult to achieve and that more aggressive sales tactics are required. Longer stock holding days can have benefits such as tax breaks and reduced overhead costs, but businesses usually want to minimise this time in order to maximise profits during an accounting period (Lucianelli et al., 2020). The rise in stock holding days for Sweet's plc from 77.69218346 to 79.8825 in 2022 suggests that the company may be having trouble turning inventory into sales quickly. This could be due to changes in market patterns that impact the demand for Sweets plc’s products. This highlights the necessity for the organisation to adjust and react proficiently to changing market conditions in order to maximise stock rotation and enhance financial gains.
Debtors collection period
Formula- “Debtors collection period = Sundry debtors / sales turnover x 365”
The length of time the business needs to collect all of the sums due from its various borrowers is reflected in the study of the debtor's collection period. It helped the business to compare the actual collection period with the credit period that was issued. According to this study, the business has enough cash on hand to cover its expenses at that particular moment (Batrancea, 2021). The length demonstrates how seriously the business takes its account receivable management procedures. By 2022, Sweets plc was able to cut the collecting period from 72.93199814 to 67.6588. This indicates that Sweets plc implemented certain policies and guidelines to enhance the time it took to collect debts from its clients.   
Current ratio
Formula- “Current ratio = Current assets / Current liabilities”
How well a corporation can settle its short-term debts within the current accounting period is shown by the current ratio calculation. As to Liwski and Gebel (2019), the investor was helped in understanding the financial efficiency of the company in terms of paying off short-term debt with short-term assets. It is not possible for the analysis to show a company’s entire solvency picture; it only shows the company’s short-term liquidity. Sweets plc’s consistent financial performance lifted the company’s current ratio to 3.87734 in 2021 from 3.311556139. Throughout the accounting period, this will also show how well Sweets plc is able to turn its assets into cash and cash equivalent items. It displays Sweets plc’s proficiency in working capital management (corporatefinanceinstitute, 2022).  
Gearing ratio
Formula- “Gearing ratio = Long-term debt + Short-term debt + Bank overdraft / Share holder equity”
The ratio of gearing represents the set of financial components that compares the debt of the company to the equity held by shareholders. This demonstrates the company’s ability to pay and the level of leverage it possesses during the accounting period. Also, it illustrates the quantity of operations that are funded by debt and those that are funded by equity (Dimitropoulos, 2022). Extreme debt can lead to financial issues in the operations of the firm, indicating the financial risk of the enterprise. From 1.417925824 in 2022 to 1.42067 in 2023, Sweets plc increased its gearing ratio. Increased equity in Sweets plc’s activities is indicated by this increase in the gearing ratio. Additionally, Sweets plc benefits from using its own company fund for day-to-day operations because it lowers income tax due to lower taxable income (corporatefinanceinstitute, 2022). 
Interest coverage ratio
Formula- “Interest coverage ratio = Earnings before interest and taxes / Interest expenses”
The interest coverage ratio, which is calculated, indicates the company's ability to pay interest on its outstanding obligations (BBC, 2022). Lenders and creditors utilise this to learn about the risks associated with providing financing to a company. A clear picture of the company’s ability to pay its current debts to creditors is provided by this ratio study, which is crucial for investors and market analysts alike (Akgün and Karataş, 2020). After losing its capacity to pay its creditors, Sweets Plc’s 2021 rating dropped to 3.561947 from 3.861878453. The business is having financial difficulties since Sweets plc is finding it difficult to sell its goods in marketplaces as a result of the shifting consumer trends. 


[bookmark: _Toc151731826]Conclusion
The income statements and balance sheet of Wales plc, which showed the company’s financial situation, were reflected in this report. This was a reflection of the company’s financial situation and how to keep up a sustainable level of performance throughout the fiscal year. Additionally, this report shows how various financial ratios were calculated and, based on the examination of those ratios, shows the effectiveness and performance of Sweets Plc.     
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