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[bookmark: _Toc133401387]Introduction
Financial reporting has specific characteristics that make it somewhat necessarily variable and even irrational because it strives to assess fundamentally speculative and abstract items, like income and net assets. Additionally, it seeks to convey a dynamic world, partially because of measurement adjustments assessment. Examination of financial statements is essential when determining how well a company is performing overall. The information in the financial statements benefits a wide range of users, particularly internal and external users who need to make choices regarding finances. 
As an illustration, a company could use the data to formulate credit guidelines, evaluate employee performance, and rate debtor dependability. Various sets of practices are employed for external accounting records, including various quantitative methodologies. Accounting challenges include those that lead to significant financial statement inaccuracies, fraud that goes unnoticed because of poor internal controls, incorrect implementation of GAAP, accounting rules, legislative breaches, and cyber security concerns. Accounting issues could negatively affect cash flow and overstate company earnings.
For Wales Plc, an income statement and statement of financial position will be created in this report. Notably, this report will explain the causes for the balance in the statement of financial condition. Finally, several financial ratios belonging to Sweet Plc will be computed, including ROCE, ROE, EPS, net profit margin, stockholding days, debtor collection period, current ratio, gearing ratio, and inventory cover.
[bookmark: _Toc133401388]Wales plc income statement and statement of financial position
Income statement
Workings
W1: Total sales revenue= 800,000+980=800,980
W2: Gross profit = sales revenue-cost of sales (800,980 – 578650=222330)
W3: EBIT = 154330+2000=156,330
	Wales Plc income statement for the period ended 31.12.2022

	Details
	Amount £
	Amount £

	sales revenue (W1)
	
	800,980

	
	
	

	cost of sales 
	
	(578,650)

	GP (W2)
	
	222,330

	
	
	

	Expenses 
	
	

	Distribution cost
	28,000
	

	administrative expenses 
	30,000
	

	accrued sales commission 
	3,000
	

	Remuneration 
	5,000
	

	Interest paid
	2,000
	(68,000)

	profit before tax
	
	154,330

	corporation tax
	
	(100,000)

	profit after tax
	
	54,330

	preferences
	
	(30,000)

	ordinary
	
	(20,000)

	Retained earnings
	
	4,330

	Retained earnings b/d
	132,000

	Retained earnings c/d
	136,330



Wales Financial Position
Workings 
W1: Total stock = 510,850 + 980 = 511,830
	Wales Plc statement of financial position as at 31.12.2022

	fixed assets
	
	

	plant and equipment 
	
	1,250,000

	
	
	

	Current assets
	
	

	Stock (W1)
	511,830
	

	trade receivables
	170,125
	

	cash and bank
	96,000
	777,955

	Total assets
	
	2,027,955

	
	
	

	long term liabilities
	
	

	4% debentures
	
	200,000

	
	
	

	current liabilities
	
	

	trade payables
	188,625
	

	corporation tax
	100,000
	

	accrued commission
	3000
	291,625

	equity
	
	

	retained earnings
	
	136,330

	ordinary shares
	
	900,000

	preferences shares
	
	500,000

	Total equity plus liability
	2,027,955



[bookmark: _Toc133401389]Why the balance sheet balance: The double entry concept in the balance sheet
The theory of accounting of double entry is primarily responsible for the statement of financial position accuracy. This accounting system keeps track of every exchange in a minimum of two distinct accounts, serving as a double-check to ensure that the inputs are accurate. The double-entry approach, for instance, mandates that every Wales Plc’s activity be documented in two accounting books. An entry on the debit side of the same account follows any entry on the credit side of an account. Assets are typically listed on the debit side's balance sheet amount, and liabilities and shareholder equity are listed on the part of the credit (Hasanaj and Kuqi, 2019).
Ningsih and Sari (2019) state that it is normal to use double-entry accounting to guard against mistakes since debits and credits have to match constantly. The idea underlying debit and credit transactions is that each time an exchange is made, cash is taken out of one account and added to another. For instance, Wales Plc uses the bank to pay several obligations. A bookkeeper will note the bank account from which funds are withdrawn to pay bills and the accounts for items already paid, such as trade payables, accumulated commission, and counterparties.
The assets demonstrate the capital's use and investments, demonstrating how the Wales Company has used its resources. For instance, since capital has been spent, plant and equipment totalling to 1,250, 000 are assets. The liabilities show where the capital for Wales Company came from. For example, a Wales-based company has obligations to suppliers, corporation tax and sales men enabling it to continue its business. Assets contributed by the firm's founder or other parties as quotas of the share capital are included in equity capital. Also, added to that are accrued earnings (Palepu et al., 2020) 
Thus, using the double entry concept, assets are always maintained on the debit while equity and liabilities are kept on the credit side, enabling the balance sheet to be stable. The double entry approach always maintains the accounting equation Assets=Equity + Liabilities. Wales Plc’s financial position statement is the accounting formula's physical representation. It provides a value for its assets at a specific time equal to the sum of its obligations and equity (Pelekh, Khocha and Holovchak, 2020).  From the Wales balance sheet above the total assets as at 31/12/2022 amounted to £2,027,955 while the equity and liabilities amounted to the same figure of £2,027,955. This is a clear demonstration of the concept of double entry which guarantees that the debit and credit side balances. 


[bookmark: _Toc133401390]Sweets Plc Financial ratios Analysis
[bookmark: _Toc133401391]Financial ratios of Sweet plc for 2021 and 2020
ROCE=
Net profit/capital employed
Capital employed= TA-CL
2021= 9736-2511=7225
2020=10,087-3046=7041
2020= {366/7041}*100%=5.19%
2021= {431/7225}*100%=5.96%
ROE=
Net income/shareholders’ equity
2020= {366/2912}*100%=12.57%
2021= {431/3088}*100%=13.95%
EPS=
Net profit/no. of ordinary shares
No. of ordinary shares =300/50= 6 shares
2020=366/6=61 times
2021=431/6=71.83 times

Net profit margin=
Net profit/sales revenue*100%
2020= {366/6441}*100%=5.68%
2021= {431/6738}*100%=6.39%
Asset turnover =
Net sales/Total assets
2020=6441/10,087=0.63
2021=6738/9736=0.69
Stockholding days=
Average inventory/COGs*365 days
2020= {329.5/3096}*365 days=38 days
2021= {683.5/3235}*365 days=77 days
Debtor’s collection period=
{Trade receivables/net sales}*365 days
2020= {1287/6441}*365 days= 72 days
2021= {1249/6738}*365 days=67 days
Current ratio=
Current assets/current liabilities 
2020=2355/3046=0.77:1
2021=2303/2511=0.92:1
Gearing ratio=
Total debt/total equity
2020= {7175/2912} = 2.46
2021= {6648/3088} =2.15
Interest cover=
EBIT/interest expense
2020=720/181=3.97
2021=846/226=3.74
[bookmark: _Toc133401392]Remarks on the financial position and performance
Interest coverage. This ratio is known to examine how easily a company like Sweet Plc can pay interest on its outstanding debts. An important factor in determining shareholder returns is Sweet Plc's ability to clear its interest obligations, which gauge its solvency. According to Vinh (2015), Sweet Plc must earn more than they need to pay interest to weather unforeseen financial hardships. The interest cover is calculated at 3.97 and 3.74 times for 2020 and 2021, respectively. According to this, Sweet Plc will have a high-interest coverage ratio in 2020 and 2021, which means that the company will have enough profits to repay the interest on the loan.
Gearing ratio. Bankers use a gearing ratio as a tool to assess the financial leverage of an enterprise. When interest rates rise or there are market problems, an enterprise with a high gearing ratio is more inclined to use debts to pay operating expenses, placing it at risk. A company can experience financial difficulties as a result and file for bankruptcy. Additionally, a company with a low gearing ratio is more likely to spend frugally. The riskier funding source for a firm is from the lenders rather than its shareholders because lenders demands must be cleared notwithstanding the profitability rate of Sweet Plc. Financial institutions use this ratio to rate the magnitude of its risk level in case they qualify for a loan (Claudia et al., 2018).
The computations reveal that in 2020 and 2021, Sweet plc has gearing ratios of 2.46 and 2.15, respectively. It might be said that Sweet plc is a high-risk corporation that uses debt to cover significant expenses. As a result, the Sweet Company is considered to be a high risk of defaulting in economic recessions and when banks have hiked their lending rates.
Debtor’s collection period. The debtor collection period estimates how long it typically takes to recover trade debts (Decker and Kizirian, 2017). It enables the business to evaluate how the cycle time compares to the required payment period. The less time a corporation has to recover these debts, the more effective it will appear. An extended period suggests troublesome trade debtors or lower overall effectiveness. Corporations use the average collection period of the debtor to determine whether they have enough cash on hand to meet their liquidity needs. Quick payment by debtors gives the management of Sweet Plc hope of clearing its short term cash needs and order for fresh stock from suppliers when needed. 
For 2021 and 2020, the debtor's collection time is 67 days and 72 days, respectively. The results show a reduction from 72 days in 2020 to 67 days in 2021. The leadership team of Sweet plc has implemented effective procedures that guarantee debtors send their payments within the predetermined time frame.
Asset turnover. According to Husain and Sunardi (2020), investors can use asset turnover measure to gauge how effectively entities use their resources to generate income. Large asset buying and selling could impact a company's asset turnover ratio during a specific period. Sweet Plc's net income is compared to the aggregate total number of assets to determine the sales produced for each pound of firm assets. A business with a higher asset turnover ratio than its rivals tends to be more productive. 
In 2020 and 2021, the asset turnover is estimated to be 0.63 and 0.69, respectively. Accordingly, Sweet Plc will produce between 0.63 and 0.69 in sales for every pound in 2020 and 2021, respectively. This suggests that the management of Sweet plc makes good use of its resources to increase income. Sweet Plc is more proficient at earning income from its assets. 
ROCE. A company's efficiency in using its capital to generate profits is measured by the return on capital employed. The ROCE reveals how much net profit is generated for each pound invested in equity. Since greater returns are earned for every pound invested in the business, a higher ROCE is typically preferred. Businesses like Sweet Plc would prefer a ROCE greater than the borrowing rate. Using this, they may demonstrate how their current capital returns are more than the amount they are financing. A business is more likely to consistently recover an investor's investment capital when it consistently produces more than it takes (Muthee, Adudah and Ondigo, 2016).
For 2021 and 2020, respectively, the return on capital employed is calculated at 5.96% and 5.19%. For example, a return of 5.96% indicates that Sweet plc made 5.96 pennies for each pound invested in 2021. Notably, a return of 5.19 indicates that Sweet plc profited by 5.19 cents for each pound invested in 2020.
ROE. Setiany (2021) notes that the profitability and effectiveness of a corporation in making a profit are gauged by the indicator known as ROE. To determine ROE, divide a company's net profit by the capital contributed by its shareholders. The management of a firm is more successful in producing earnings and expansion from its financial resources deposits when the return on equity is significant. Using the ROE ratio, investors can determine which equities are more vulnerable to market volatility and financial instability.
For 2021 and 2020, respectively, the returns on equity are 13.95 per cent and 12.57 per cent. According to the return on equity, it will rise from 12.56% in 2020 to 13.95% in 2021. Because Sweet Plc knows how to deploy its income, a steady and increasing return on equity over time indicates that the company is adept at enhancing the worth of shareholders.
EPS. The ratio shows the firm's profitability and is one of its most crucial financial health measures. The number of common shares is multiplied by the company's net profit to arrive at earnings per share. Since EPS displays the amount of income a company generates for each share of its stock, it can be used to gauge the company's value. EPS aids in gauging an enterprise's financial position and tracing its historical performance. A greater Earnings per share signals better value since investors would pay more for an enterprise's shares if they think it has more significant earnings than its share price (Husain and Sunardi, 2020).
The EPS is estimated to be 71.8 times for 2021 and 61 times for 2020, respectively. The results show a rise from 61 times in 2020 to 71.8 times in 2021. It is clear from this that Sweet plc is more profitable, which enables it to pay out more cash to its investors. A higher EPS denotes more excellent value since shareholders will pay more for Sweet Plc’s stock if they believe it is making more money than the price of its stock.
Net profit margin. The entirety of the variables affecting profitability is included in the net margin. The higher the ratio, the better a corporation is at controlling costs. As a percentage of total sales, a company's net profit margin is a financial indicator that shows how much profit it generates. It determines the net profit a business generates per pound of revenue. The net profit margin ratio also shows how much money a company loses to costs and other business-related charges. Analysts might use it to determine whether a company should concentrate on cutting spending (Ningsih and Sari, 2019).
For 2021 and 2020, the net profit is 6.39 per cent and 5.68 per cent. The resultant number shows a rise from 5.68 per cent in 2020 to 6.39 per cent in 2021. A high net profit margin indicates that Sweet plc's management is efficiently setting the price of its items and controlling costs.
Stockholding days. Hasanaj and Kuqi (2019) state that an organisation's inventory holding duration, measured as a ratio, reveals how long it maintains stock before distributing it. Accountants use the Inventory Holding Period to judge how effectively sales are being made. A prolonged holding period for inventory may indicate that a business is not managing its stock correctly. A lower figure indicates that a company sells its stock successfully and regularly. The estimated days needed for stockholding are 77 for 2021 and 38 for 2020. The results show that in 2020, the value will be lower and in 2021, it will be greater. Only in 2020 did Sweet plc's management sell its stock efficiently and promptly. It had difficulties in 2021 selling its inventory to customers, which resulted in the company holding onto the inventory for more than two months.
Current ratio. The current ratio measures how well a corporation can use its current assets to pay short-term commitments (AK et al., 2013). It clarifies for financial professionals how a company could use current assets on its statement of financial position to settle current liabilities. The likelihood of default may be increased by a current ratio lower than the norm for the sector. Similarly, if Sweet Plc's current ratio is significantly higher than its rival, it suggests that management might not make the most use of the company's resources. The computed current ratios for 2021 and 2020 are 0.91:1 and 0.77:1, respectively. It might be inferred that Sweet plc could not pay its short-term debts on time.
[bookmark: _Toc133401393]Conclusion
An income statement and balance sheet statements has essential data that can be utilised to understand the past trend or current financial health of Sweet Plc. The data contained in these statements is usually of less importance when the firm wants to make future estimations. For instance, due to the termination of an agreement on which it was depending, Sweet Plc may declare outstanding performance for one month and no sales at all the following. Sweet plc will keep improving more due to financial statements, including income statements and statements of financial position. Thus, a variety of consumers must make sure the data contained in the financial statements is understandable and accessible. The management can only prove its progress to the external parties by availing the income and statement of financial position.
Notably, because they affect business operations, numerous financial ratios must be thoroughly examined to ensure that all elements, including accounting practices and current economic conditions, are considered. The liquidity and solvency ratios indicate the ability of a corporation to pay off its debts and commitments. A firm's shares' true worth can be calculated using valuation ratios. The accuracy with which the financial condition and operating results of Sweet Plc are depicted in financial statements makes them a crucial document.
 Furthermore, by contrasting Sweet Plc's historical and present performance, it aids every party involved, such as management, investors, and financiers, in evaluating and making appropriate financial choices. The ratios computed can be used as a benchmark to evaluate how other rivals of Sweet Plc are progressing on in the market. Thus, effective financial strategies can be adopted that will guarantee future growth of shareholders wealth and expansion. 
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