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[bookmark: _Toc141371562]INTRODUCTION
Accounting is consolidating all the financial transactions of a specific business organisation by using different systematic approach. It consists of recoding, analysis and reporting all the financial or monetary transactions whenever required. Accounting is compulsory for all the reason, taxes as well as in order to understand business health. Accounting ensures which ensures that each and every transaction of the business entity which is accounted for (Rashidov, Leonodovna, and Azlarkhan, 2023). Along with this if companies required to pull out of information about any of the expenditure that companies can do with ease. Accounting is used to keep record which is also a primary function of the accounting. Accounting is bifurcated into two primary parts that is financial accounting and management accounting. In financial accounting three different components are included that is balance sheet, profit and loss statements and the cash flow statements. In this report, two different questions will be addressed in which income statements and the balance sheet will be prepared by using given data for Wales plc. In question second different questions will be addressed and their interpretation will be done. 
[bookmark: _Toc141371563]TASK
[bookmark: _Toc141371564]Question 1 
[bookmark: _Toc141371565]a) Preparation of income statement for the year end 31st Dec. 2022 for the Wales Plc and the balance sheet for the same. 
[bookmark: _Toc141371566]Income statements  
The income statements are considered as one of the three primary financial statements, along with the balance sheet as well as the statements of the cash flow, this reports the overall financial performance over a particular period of accounting (Aviantara, 2023). The income statements majorly focus on the revenues, expenditures, profit and losses of the business organisation during the specific period of time. This gives the valuable insights into different operations of the company, the overall efficiency of the management, underperforming different sectors as well as its various kind of performance related to the peers of the industries.  




Income statement for the year end 31st December 2022.
	Income statement for Wales plc for the year ended 31st Dec 2021

	Particulars
	Amount
	Particulars
	Amount

	To opening stock
	 
	By sales
	 £      800,000.00 

	To Purchases
	 £   1,089,500.00 
	By Closing stock
	 £      510,850.00 

	To gross profit
	 £      221,350.00 
	 
	 

	Total 
	 £   1,310,850.00 
	Total 
	 £   1,310,850.00 

	 
	 
	By GP
	 £      221,350.00 

	Administration Expenses 
	 £        30,000.00 
	 
	 

	Interest paid 
	 £          2,000.00 
	 
	 

	Director remunerations
	 £          5,000.00 
	 
	 

	Distribution expenses 
	 £        28,000.00 
	 
	 

	To Tax payment
	 £      100,000.00 
	 
	 

	To O/s Commission
	 £          3,000.00 
	 
	 

	To NP
	 £        53,350.00 
	 
	 

	Total 
	 £      221,350.00 
	Total 
	 £      221,350.00 



Interpretation of income statement 
As per the income statement that depicts that the organisation that does not have any kind of existing opening stock at the beginning (Lu, Simnett, and Zhou, 2023). Overall purchases for the specific for the period of time that is to be £ 1,089,500.00 as well as out of the overall sales made through the operations of the company is £ 800000 leaving the organisation with the amount of gross profit of amount £ 221,350.00. After all the indirect expenditures such as administration expenditures, tax payments, interest, outstanding commission decreases the Net Profit to £ 53,350.00. 
[bookmark: _Toc141371567]Balance sheet 
Balance sheet is one of the significant part of the financial statements of a business organisation that consist of different assets, liabilities, equity, overall debts, capital and so on. Balance sheet consist of assets on the one side and liabilities on the other side (Saleh, Jawabreh, and Abu-Eker, 2023). For the balance sheet or statement of financial statements in order to reflect the actual picture, both heads that is asset and the liabilities that must be tally. Assets must be equal to the addition of liabilities and the equity. The balance sheet computed by balancing the assets with the liabilities as well as the equity. 
Balance sheet for the year end 31st December 2022.
	Balance sheet for the year end 31st December 2022

	Liabilities
	Workings
	Amount 
	Assets
	Amount

	Capital
	 £    1,400,000.00 
	 
	Plant and Equipment
	 £   1,250,000.00 

	(+) Profits
	 £         53,350.00 
	 
	Closing Stock
	 £      509,870.00 

	Net Capital
	 £    1,453,350.00 
	
	Trade receivable
	 £      171,105.00 

	(+) Retained Profits
	 £       132,000.00 
	 
	Cash at bank
	 £        96,000.00 

	(-) Ordinary Dividend 
	 £         20,000.00 
	 
	 
	 

	(-) Preference dividend
	 £         30,000.00 
	 
	 
	 

	 
	 
	 £   1,535,350.00 
	 
	 

	Debentures
	 
	 £      200,000.00 
	 
	 

	Trade payable
	 
	 £      188,625.00 
	 
	 

	O / s Commission
	 
	 £          3,000.00 
	 
	 

	O/S tax
	 
	 £      100,000.00 
	 
	 

	Total
	 
	 £   2,026,975.00 
	Total
	 £   2,026,975.00 



Interpretation of income statement 
From the above balance sheet it is observed that the company Wales Plc that has converted it’s all the preference shares into different ordinary shares. Hence, ordinary shares that raised to the valuation of £ 1400000 as well as organisation’s profit which is transferred from the income statements that are £ 53350. Closing stocks that decreased by the amount of £ 980 as the goods that are valued for these kind of amount which are sole at credit. Organisation’s retained profit are also being decreased as the organisation is paying their dividends to their preference as well as equity shareholders. Organisation’s total current liabilities are computed as £ 192625 that consist of trade payables as well as the commission are outstanding during the financial year. Balance sheet consists of current assets as well such as stock valued to £ 509,870.00 as well as trade receivables that amounted to £ 171,105.00 are there. Along with these company have bank balance of 96,000.00. Noncurrent assets that consist plant and equipment’s at £ 1,250,000.00. 
[bookmark: _Toc141371568]b) Description of why does statement of financial position balance? 
A balance sheet which is also known as statement of financial position. It is one of the basic or fundamental element of the accounts for the business organisation, that depicts the clear picture of the assets of the companies and how these assets will be utilised. A balance sheet consists of assets, liabilities as well as equity. A balance sheet is appropriate or we could state balanced, whenever total of asset that are equal to the total of all the different liabilities as well as overall equity if their business organisations (Azizah, Manik, and Ilham, 2023). The primary purpose of the balance sheet is to represent finance to various investors, mor6eover, this balance sheet ensures that record all the different financial transactions are correctly recorded or not. Therefore, with the assistance of the balance sheet, different investors could make their decisions after reading it in a proper way, this will aid analyst in order to determine that the data that is being given by the organisations is correct or not. It assists different investors in order to evaluate the different capital structure of any business organisations, moreover this will give by the business entities overall rate of return for various investors. Balance of assets, different liabilities as well as equity that shall always be equal, as each and every business or monetary transactions impacts each side of the entire balance sheet (Vibhakar, and et.al.,2023). The key reason behind balancing each and every side is in the today’s era and every business utilises the double entry bookkeeping accounting, in this balancing of overall accounting on each side is essential. The reason behind it is that it records all the business transactions in two different accounts that should be equal.  In addition to this, only two different sources of finance are there that is equity and the liability. To raise the funds of the business organisation, either business organisations would take loan or it will be possible which that the entrepreneur devotes the funds by the overall profit. If the business organisation wanted to purchase the asset, then they would utilise only these two different sources of finance. This shows that the raise in assets would lead to boost in the assets as well. In the similar way, if there is any downfall in the assets that might be due to the repayment of other different liabilities such as payments of loan that would be paid by the selling these assets. From this amount of assets will be reduced. That is how overall assets, liabilities and the equity would be equal. If the balance is not matched, then it is considered that some of the various kind of mistakes that are being done in the balance sheet. Here are some of the common mistakes that are might be due to the human or software error, might be figures that are maintained in the one half and other half that has been forgotten by the professional accountant, it might be possible that different figures are entered into wrong account, amounts could be types inaccurately, in this signs play significant role, it is also possible that instead of putting different negative amounts the accountant will put the positive amount, sometimes different sources of pulling data or information is inaccurate or false as well as many more reasons are there in order to imbalance the entire balance sheet (Abdulazizovich, and Tursunpolatovna, 2023). A proper balance sheet that could assist business organisation to acknowledge different financial understandings, also balance sheet attracts the potential investors who are willing in order to invest in the business firms. A properly balanced balance sheet aid to determine the strengths of the specific business. 
[bookmark: _Toc141371569]Question 2 
[bookmark: _Toc141371570]a) Computation of ratios for the Sweets Plc for 2021 and 2020 with the help of given data.
1. Return on capital employed 
ROCE = Total assets – current liabilities 
Year 2021 = 9736 – 2511 = 7,225
Year 2020 = 10087 -3046 = 7041
2. Return on equity 
ROE = Net income / equity 
Year 2021 = 431 / 3088 = 0.13
Year 2020 = 366 / 2912 = 0.12
3. Earnings per share
EPS = Net income – Preference dividend / Number of common shares outstanding
Year 2021 = 431 – 255 / 
Year 2020
4. Net profit margin 
NPM = Revenue – cost / revenue 
Year 2021 = 6738 – 3235 / 6738 = 0.51
Year 2020 = 6441 – 3096 / 6441 = 0.51
5. Asset turnover 
AT = Revenue / Total asset 
Year 2021 = 6738 / 9736 = 0.69
Year 2020 = 6441 / 10087 = 0.63
6. Stock holding days 
STD = Inventory / cost of goods sold * 365 
Year 2021 = 708 / 3235 * 365 = 79.8
Year 2020 = 659 / 6441 * 365 = 37.3
7. Debtor collection period
DCP = Debtor * 365 / sales turnover 
Year 2021 = 1249 * 365 / 6738 = 67.65
Year 2020 = 1287 * 365 / 6441 = 72.9
8. Current ratio 
CR = Current asset / Current liabilities 
Year 2021 = 2303 / 2511 = 0.91
Year 2020 = 2355 / 3046 = 0.77
9. Gearing ratio 
GR = Debt / Debt + Equity
Year 2021 = 4137 / 4137+3088 = 0.57
Year 2020 = 4129 / 4129+2912 = 0.58
10. Interest cover    
IC = Current assets – Current liabilities / Inventories 
Year 2021 = 2303 – 2511 / 708 = -0.29
Year 2020 = 2355 – 3046 / 659 = - 1.04
[bookmark: _Toc141371571]b) By using the information in the financial statements and the ratios that are calculated, comments on the financial position of the Sweets Plc. 
It is very clear from the financial statement that this sweet Plc organisation continues in order to conduct the business in the entire market with high degree of overall flexibility. In year 2021 the overall liquidity would be at the higher level than it was in the previous year that is 2020. This states that the overall profitability of this particular business is enhancing over a particular period of time. As per the analysis of ratio, the equity or the capital compared to their debts in the form of ratio which is known as gearing ratio, this ratio measured the relationship between the two. The overall business organisation has high degree of this gearing and this show that it is well positioned in order to meet their overall obligations (Atz, and et.al.,2023). The gross profit margin ratio as well is often utilised by the business organisations in order to measure their overall profitability since it indicates that how much money this company is generating over as well as above what they used to spend on the overall production. In addition to this, return on equity is considered as one of the primary indicator to measure the how effectively a business organisation’s financial management is managing the overall money and the assets of the company. It is certain that the overall growth of the company has raised between year 2020 and 2021. The financial position of this particular company is enhancing. The overall interest that is cover is also much greater in year 2021 in comparison to the 2020.               

[bookmark: _Toc141371572]CONCLUSION 
From the above report, it has been concluded that the financial statements are significant in order to get deep insights of the company as they assist users to reveal the total profit at the gross as well as net level. They are not only utilised in the overall profit computation but also assist to get different positional statements for the provided period of time. Basically income statements that is also called as the trading as well as profit and loss statements as well as the balance sheet are the primary part of the calculation of accounting. Balance sheet assist to get data regarding different figures in order to get the corporate solvency as well as the analysis of overall profitability with the help of calculation of different ratios. Majorly different types of ratios in order to analyse the overall information of accounting. These ratios are used to assist the business management in order to make the various strategic decisions while different investors as well as shareholders so that different fruitful investment related decisions could be made. 
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