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Introduction                                                                                                                                                                                         This report is aimed at exhibiting fundamental accounting skills through developing financial statements for provided cases. It is divided into two sections with each section addressing specific case scenarios as directed.
[bookmark: _30j0zll]Question 1
a. Income statement and a statement of financial position for Wales PLC for the year ended 31st December 2022.
Income statement 
Griffin and Mahajan (2019) noted that an income statement is a detailed financial document that details an organisation's expenditures and income thus exhibiting whether the organisation is making losses or profits over a given time. An income statement is pivotal to any organisation as it helps the management make decisions on strategies to be adopted for profit maximisation. In addition, financial institutions may also decide to evaluate an organisation's income to determine whether the company is eligible for financing. Below is an income statement for Wales PLC for the period ended 31st December 2022.
Calculations:
Gross Profit: sales – cost of sales
£800,000 – £578,650 = £221,350
Income before tax: gross profit – expenses
£221,350 - £115,000 = £106,350
Income after tax: income before tax – corporate tax
£106,350 - £100,000 = £6,350
	Wales PLC
Income statement for the period ended 31st December 2022

	
	£
	£

	Revenue
	
	

	Sales
	800,000.00
	

	Cost of Sales
	(578,650.00)
	

	Gross Profit
	221,350.00
	221,350.00

	Expenses
	
	

	Administration Expenses
	30,000.00
	

	Interest Paid
	2,000.00
	

	Directors remuneration
	5,000.00
	

	Distribution Costs
	28,000.00
	

	Total expenses
	65,000.00
	(65,000.00)

	Income before Tax
	
	156,350.00

	Corporate Tax
	
	(100,000.00)

	Income After Tax
	
	56,350.00

	Preference dividends paid
	
	(30,000.00)

	Net income
	
	26,350.00



Statement of Financial Position
A statement of financial position is also called a balance sheet and it provides a summary of an organisation’s financial position at a given period (Griffin and Mahajan, 2019). According to Barker et al. (2022), a balance sheet is made up of three essential entries; assets, liabilities, and shareholder’s equity. Assets refer to the resources an organisation has while liabilities refer to the amount an organisation owes its creditors and lenders. Shareholder’s equity refers to the net assets an organisation has after the subtraction of all available liabilities. This financial document is mostly utilised by the management to make resource allocation decisions as well as the business owners and stakeholders to determine the financial health of the organisation. Below is a statement of financial position for Wales PLC for the period ended 31st December 2022.

Total retained earnings: retained profits as at January 1 2022 + net income less ordinary dividend paid
Total Ordinary dividends paid: £20,000
(£132,000 + £26,350) – (£20,000) = £138,350
Reduction in stock due to goods released on 31st December 2022: £510,850 - £980 = £509,870
Total trades receivable: £170,125 + £980 = £171,105
	Wales PLC
Balance Sheet for the period ended 31st December 2022

	
	£
	£
	
	£
	£

	Long-term assets
	
	
	Equity
	
	

	Plant and Equipment
	1,250,000
	
	Ordinary shares
	900,000
	

	
	
	1,250,000
	10% preference shares
	500,000
	

	
	
	
	2% debentures
	200,000
	

	Short-term assets
	
	
	Retained earnings
	138,350
	

	Stock
	509,870
	
	
	
	1,738,350

	Trade receivable
	171,105
	
	Liabilities
	
	

	Cash and bank
	96,000
	
	Trade Payable
	188,625
	

	
	
	776,975
	Commissions owed
	3,000
	191,625

	
	
	
	
	
	1,929,975

	
	
	
	Bal b/f
	
	97,000

	TOTAL
	
	2,026,975
	TOTAL
	
	2,026,975



b. Why the statement of financial position balances
The main reason behind the balancing of the statement of financial position is the double entry accounting principle which is characterised by coming up with accounting entries in at least two different accounts which check out each other, ultimately enhancing consistency. Faccia and Mosco (2019) noted that the double entry accounting principle has multiple features including equal effect, two parties, separate legal entity, debit and credit. Furthermore, this principle is based on the concept that for every debit entry, there must be an opposite and equal credit entry meaning that there would be at least two affected accounts when utilising this principle. Some of the rules followed when utilising the double entry principle include ensuring that the debits are recorded on the left side of the ledger sheet while credits are recorded on the right side as well as decreasing and increasing expense accounts simultaneously. Utilising this principle in the preparation of the balance sheets also helps reduce errors as all entries are matched against each other.
[bookmark: _1fob9te]Question 2
The calculation of financial ratios
ROCE
This ratio is used to determine an organisation’s capital efficiency and profitability.
ROCE:  
ROCE for 2020: 
ROCE for 2021: 
ROE
This calculation provides an overview of a firm’s yearly return.
ROE: 
Net income is calculated through: annual profit – dividend paid
Thus, ROE for 2020: 
ROE for 2021: 
Earnings per share
This is a measure of an organisation’s profit levels and is determined by:
Earnings per share: 
EPS for 2020:  = £2.48
EPS for 2021: 
Net profit margin
The net profit margin is the depiction of the net income an organisation has generated within a given period. It is the percentage of revenue a company is left with after subtracting the expenses. It is calculated through:
Net profit margin: 
Thus NPM for 2020: 
NPM for 2021: 
Asset turnover
Asset turnover is the determination of how effectively an organisation utilises its assets to realise sales. It is calculated through:
Asset turnover: 
Asset turnover for 2020:   = 33.16%
Asset turnover for 2021: 
Stock holding days
This refers to the number of days a company is able to hold onto its inventory before proceeding to sell it. This figure is calculated through:
Stock holding days: 
Stock holding days for 2020: 
Stock holding days for 2021: 
Debtors collection period
This refers to the time taken for trade debts to be recovered. It is calculated through: 
Debtors collection period: 
Debtors collection period for 2020: 
Debtors collection period for 2021: 
Current ratio
Current ratio provides a comparison of an organisation’s current liabilities to its current assets. It is calculated through:
Current ratio: 
Current ratio for 2020: 
Current ratio for 2021: 
Gearing ratio
This ratio provides an overview of an organisation’s financial leverage and is mostly utilised by investors. It is calculated through:
Gearing ratio: 
Gearing ratio for 2020: 
Gearing ratio for 2021: 
Interest cover
This ratio provides a depiction of whether an organisation can pay its debts. It is calculated through:
Interest cover: 
Interest cover for 2020: 
Interest cover for 2021: 
b. Using the information in the financial statements and the calculated ratios to comment on the financial performance of the organisation.
Sweet PLC recorded an increase in revenue between 2020 and 2021 which exhibits exceptional business performance. However, this increase in revenue is also accompanied by an increase in marketing and sales costs – from £1,274m in 2020 to £1,324m in 2021 – as well as an increase in the distribution costs from £422m in 2020 to £437m in 2021. The company also witnessed a reduction in its non-current assets from £7,735m in 2020 to £7,433m in 2021; this reduction may be associated with depreciation, depletion, or amortisation. The company's current assets also decreased from £2,355m in 2020 to £2,303m in 2021; this may be attributed to the decrease in the number of funding sources which may ultimately compromise the long-term operational efficiency of the organisation. A reduction in the amount owed to creditors – from £2,391m to £1,928m – means that the company still has the financial capability to offset its debts despite the reduction in current and non-current assets. Overall, the company recorded an increase in its retained profits from £2,912m to £3,088m which signals a financially healthy organisation.
The increase in the ROCE value between 2020 and 2021 means that a large proportion of the company’s profitability can be re-invested into the organisation to the benefit of the shareholders. This increase is also an indicator that the company has the potential to grow further and realise continued success. The increase in ROE between 2020 and 2021 – from 4.26% to 5.7% - means that the organisation’s management is effective at realising income from the financing it receives. Maeenuddina et al. (2023) noted that a high ROE means that an organisation can operate with superior financial effectiveness and efficiency, ultimately allowing for the realisation of competitive advantage and long-term sustainability.
In 2020, the company recorded £2.48 as its earning per share. This figure increased to £3.52 in 2021; Hosaka (2019) noted that an increase in an organisation's EPS signals a higher company value since the investors will have an opportunity to pay more in order to receive the organisation's shares. The increase also signals that Sweet PLC is profitable enough and can pay its shareholders without any strain. In 2021, the company was also more effective when it comes to realising profitability from its sales ; this is indicated by the increase in its net profit margin from 5.68% in 2020 to 6.4% in 2021. Furthermore, this increase is also indicative of the organisation’s ability to effectively manage its costs; from the profit and loss statement provided, the company was able to realise a reduction in most of its costs including the administrative expenses and accounts payables.
Sweet PLC has realised an increase in its asset turnover from 33.16% in 2020 to 35.98% in 2021. Kurniawan (2021) asserted that asset turnover is indicative of an organisation's ability to realise revenue using available assets. Thus, the high asset turnover means that Sweet plc is more effective and efficient at utilising its assets for revenue generation. However, the company also witnessed an increase in its stock holding days from 78 days in 2020 to 80 days in 2021; this increase signals a lack of effectiveness in converting stock into sales thus exposing the company to high holding expenses. Nevertheless, to overcome this challenge, it is recommended that the organisation adopts a just-in-time supply chain management strategy which would be underlined by coming up with an accurate reorder point and avoiding overstocking. Furthermore, Maeenuddina et al. (2023) noted that this supply chain management approach would require an organisation to work in collaboration with the right supplier and adopt technologies such as blockchain that would enhance visibility and accountability. Furthermore, the organisation needs to ensure that it increases its marketing as a way to boost its visibility and consumer purchase.
Sweet PLC has also realised a reduction in its debtor collection period from 73 days to 68 days. This implies that the organisation is able to collect its debts within a short time thus enhancing its operational efficiency, liquidity, and budgeting. In addition, the company’s current ratio increased from 0.77 to 0.92. Irman and Purwati (2020 asserted that a high current ratio implies an organisation’s ability to effectively pay off its debts. Thus, the increase signifies a high efficiency in paying off debts and other liabilities. According to Maeenuddina et al. (2023), a current ratio of above 2 is considered to be the best; therefore, based on this assertion, although the company witnessed an increase in its current ratio, its overall current ratio is still a concern the company should address. This can be achieved through reviewing and categorising its liability into short-term and long-term liabilities which would then help in prioritisation and strategic management.
The company realised a decrease in its gearing ratio from 1.42 in 2020 to 1.34 in 2021 – this reduction indicates a reduction in the organisation's debt-to-equity proportion. This also implies that the organisation has a less risky structure of financing and a lower leverage degree. This reduction may be attributed to the company proceeding to pay its debts and the sale of some of its shares. The company's interest cover also reduced from 2.98 in 2020 to 2.74 in 2021; Kurniawan (2021) noted that interest cover is a depiction of an organisation's ability to pay all its debts. The reduction in 2021 means that there is a greater probability that Sweet PLC would be unable to pay off its debts which ultimately exposes it to the risk of being rendered bankrupt. To help overcome this trend, it is recommended that the organisation strives to boost its earnings before tax and interests as well as cut down its finance costs.
[bookmark: _3znysh7]Conclusion
An income statement is an important financial document that provides an overview of a company’s profits and losses over a given period. A balance sheet, on the other hand, provides a detailed outlook of an organisation’s financial position at a specific period and is used by both the management and stakeholders to make resource allocation and investment decisions. There are also other multiple financial ratios available for organisations including ROCE, ROE, Asset turnover, and net profit margin among others. Based on the ratio calculations, it is recommended that Sweet PLC should seek to reduce its expenditure and increase marketing for boosted sales. The organisation should also adopt a just-in-time supply chain management model supplemented with supply chain management technologies such as blockchain to enhance its supply chain visibility and reduce on holding time. Nevertheless, the company has a healthy financial depiction and has realised an increase in revenue between 2020 and 2021.
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