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[bookmark: _Toc134379283]Introduction 
This report will answer two accounting-related queries. Wales Plc is required to create an income statement and a statement of financial position for the fiscal year that ends on December 31, 2022. Why does the statement of financial position balance? is the first query. In the second query, various financial ratios for Sweets plc's 2020 and 2021 fiscal years are calculated, and their effects on the company's position and financial performance are examined.
With regard to the first inquiry, relevant financial data is provided along with extra details like the estimated corporation tax, salespeople's commission, and goods delivered to customers on credit. Students must prepare an income statement and a statement of financial position, as well as verify that the latter is balanced.
The financial statements of Sweets plc for 2020 and 2021 are included in the second question, along with extra details like the total dividend paid, the average share price, and various assets and liabilities. Ten financial ratios must be calculated for the company, and students must use these ratios to assess the company's position and financial performance.
[bookmark: _Toc134379284]Question 1
A) Wales Plc's income statement for the fiscal year that ended on December 31, 2022:
[image: ]
Table1: Shows Income Statement of Wales plc
(Source: Excel)
According to Wales Plc's income statement for the accounting period that ended on December 31, 2022, the company made a total of £800,000. The business's £578,650 cost of sales resulted in a gross profit of £221,350. Operating costs for the company came to £115,000 and included administrative costs, distribution costs, directors' compensation, interest paid, preference dividends paid, and regular dividends paid. It arrived at a profit before tax of £103,350 after deducting operating costs from the gross profit. The company incurred a corporation tax expense of £100,000, leaving it with a net profit of £3,350. The low net profit is an indicator that the company did not perform well during the year. The company needs to investigate ways to reduce costs and increase sales.
As of December 31, 2022, the company's assets totaled £2,228,955, according to its statement of financial position. The £1,450,000 in plant, equipment, and debentures that make up the non-current assets. The current assets total £778,955 and include stock, accounts receivable, cash and bank, and prepayments (Levytska, et al. 2020). The £980 in advance payments is for goods that were delivered to customers on December 31, 2022, with payment due on February 28, 2023. Together, the company's equity and liabilities total £2,228,955. The equity is made up of share capital, which consists of £1 ordinary shares and £10 preferred shares totaling £1,400,000, as well as £132,000 in reserves. The current liabilities total £291,625 and consist of trade payables, tax payables, and commission payables.
The company has a strong foundation of non-current assets, such as debentures and plant and equipment, as shown by its financial position. However, the year's low net profit and high corporation tax expense indicate that the business should concentrate on boosting sales and cutting costs (Lev, 2019). The prepayments from clients and the commission owed to salespeople show that the company needs to manage its cash flow more effectively. Wales Plc needs to take action to enhance its financial performance, as shown by the Financial statement. The business can boost profitability and fortify its financial position by boosting sales and improving cost management.
B) Financial Position Statement as of December 31, 2022:
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Table2: Shows Financial Position of Wales plc
(Source: Excel)
The company's financial situation as of December 31, 2022, is summarized in the Statement of Financial Position for Wales plc, which is displayed above. The statement lists the company's current assets, liabilities, and equity. 
The statement indicates that the company has total assets worth £2,228,955. The non-current assets, which are the long-term assets, amount to £1,450,000 and comprise plant and equipment and debentures. The current assets, which are the short-term assets, amount to £778,955 and include stock, trade receivable, cash and bank and prepayment (Dewi, Azam and Yusoff, 2019). It is important to note that prepayment of £980 is included in current assets, which reflects goods sent to customers on 31st December 2022 but for which payment is due on 28th February 2023.
The equity and liabilities section shows that the company has total equity and liabilities of £2,228,955. The equity section shows that the company has share capital amounting to £1,400,000, which comprises £1 ordinary shares worth £900,000 and 10% £1 preference shares worth £500,000. It is important to note that the preference shares have been included within equity as required (Ichsan, et al. 2021). The retained profits amount to £132,000, which is included in the reserves section. The reserves represent the accumulated earnings of the company over time, which are not distributed as dividends.
The company's current liabilities, which include trade payable, tax payable, and commission payable, total £291,625 as shown in the current liabilities section. For 2022, the corporation tax expense, which is set at £10,000, is the tax that must be paid. The commission payable is the salesmen's commission for December sales that is due on January 31, 2023, but has not yet been reflected in the ledger accounts. The company has made long-term investments as evidenced by the sizeable amount of non-current assets it has. The company has a sizable amount of share capital, which is indicated in the equity section, suggesting that it may be able to raise additional funds from shareholders if necessary (Agyabeng-Mensah, Afum and Ahenkorah, 2020). The company has some short-term liabilities, which must be settled soon, as can be seen in the section on current liabilities.
Note:
· The preference shares have been included within equity as required.
· Prepayment of £980 for goods sent to customers on 31st December 2022 has been included in current assets.
· Corporation tax expense of £100,000 has been included in current liabilities as tax payable.
· Commission payable of £3,000 has been included in current liabilities.
Understanding Why Assets on the Balance Sheet Always Equal Liabilities and Equity
The balance sheet, also known as the financial position, gives a quick overview of the business's financial situation at a exact point in time. According to the basic accounting equation, the balances in the financial position must be equal to the sum of the assets, liabilities, and equity. 
 The items that the company currently owns or controls and that are likely to result in future financial gains are known as assets. Examples include cash, inventory, and real estate. The amount owed by the business to others is represented by its liabilities, which include loans, trade payables, and taxes due. Equity, which includes share capital, reserves, and retained earnings, is the interest that remains in the assets after liabilities have been subtracted.
Assets = Liabilities + Equity is the formula. Therefore, for the financial position to balance, if the assets are £2,228,955, the total of the liabilities and equity must also be £2,228,955 (Devi, et al. 2020).
The company's total assets in this instance, which total £2,228,955, are equal to the sum of its total liabilities, which total £291,625, and its total equity, which totals £1,937,330 (£1,400,000 in share capital plus £132,000 in retained profits and £405,330 in current-year profit) (Hosaka, 2019). As a result, the financial position is accurate and demonstrates that the company's assets are funded by its liabilities and equity.
Maintaining a balanced financial position is essential for the stability and health of a company's finances. Creditors and investors use this statement to assess a company's financial situation and determine its ability to pay off its debts (Kliestik, et al. 2020). The accuracy of financial data and record-keeping must be guaranteed in order to present a fair and useful statement of financial position.
[bookmark: _Toc134379285]Question 2
A. Ratio calculations for Sweets plc
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Table3: Shows Ratio Calculations of Sweets Plc
(Source: Excel)
The table lists Sweets plc's important financial ratios for the years 2021 and 2020. The ratios provide important information about the efficiency, profitability, and liquidity of the company by addressing various facets of its financial performance.
ROCE ratio calculates the profit an organization makes using its capital. In 2020, Sweets plc's ROCE was 31.29%; in 2021, it was 29.63%. This decline shows that the business is less effective at turning a profit on its capital expenditures (Abdel-Basset, et al. 2020). This might be as a result of rising operating costs or lower revenue this year.
ROE is a metric used to determine how profitable a company's equity investments are. In 2020, Sweets plc's ROE was 12.57%; in 2021, it was 13.96%. This rise suggests that the business is making more money from the equity it has invested (Kou, et al. 2021). This might be the result of higher sales, lower expenses, or more effective cost control.
The amount of profit that is attributable to each share of common stock is measured by EPS. The EPS for Sweets plc increased from £0.16 to £0.17 between 2020 and 2021. For the company's shareholders, this rise is encouraging because it shows that their capital is reaping greater rewards.
A company's NPM is the amount of profit it makes for every pound of revenue it brings in. Sweets plc's NPM increased from 5.68% in 2020 to 6.40% in 2021. Because of better cost control, higher sales prices, or a better product mix, the company is now making more money for every pound of revenue it generates (Ichsan, et al. 2021).
The efficiency with which a company derives revenue from its assets is measured by asset turnover. In 2021, Sweets plc's asset turnover increased from 0.64 to 0.69 times. This increase shows that the business is getting more money out of every pound of its assets, which may be the result of higher sales or more efficient asset use.
Stock holding days are a measure of how long it typically takes a company to turn its inventory into sales. Shares of Sweets plc were held by a stockholder for 77.11 days in 2021 compared to 90.87 days in 2020 (Devi, et al. 2020). This decrease demonstrates that the company is better managing its inventory and moving its products off the shelves faster.
When collecting debt from Sweets plc's debtors, it took 67.61 days in 2021 as opposed to 72.82 days in 2020. According to the company, this decline demonstrates that the company is collecting customer payments more successfully.
Sweets Plc's current ratio increased from 0.77 in 2020 to 0.92 in 2021. This growth demonstrates the company's improved ability to use short-term assets to pay short-term liabilities. D/E Ratio From 72.80% in 2020 to 70.67% in 2021, Sweets plc's gearing ratio decreased (Awaysheh, et al. 2020). This decline shows that the business is now less dependent on debt to fund its operations.
Interest Cover determines a company's capability to pay interest on its debt using operating profits. In 2020, Sweets Plc's interest coverage was 3.86 times; in 2021, it was 3.57 times. This decline demonstrates a decline in the company's ability to cover interest expenses out of operating profits. 
Financial Analysis and Performance of Sweets Plc
Based on the information provided, it can be seen that Sweets plc. had a moderate financial performance and a relatively stable financial position in 2021.
Starting with the income statement, Sweets plc generated sales of £800,000 and had a gross profit of £221,350, indicating a gross profit margin of 27.7%, which is reasonable. The company had net profits of only £3,350, which is quite low compared to the sales revenue. The low net profit can be attributed to the high administrative expenses, distribution costs, and interest paid, which totaled £60,000 (Susanti, Latifa and Sunarsi, 2020). Sweets plc, also paid preference dividends of £30,000 and ordinary dividends of £20,000, indicating that the company is returning a significant portion of its profits to its shareholders. It is noteworthy that the company had a corporation tax expense of £100,000, which significantly impacted its profitability. 
Moving on to the financial position of Sweets plc., it had non-current assets of £1,450,000, mainly composed of plant and equipment. The company also had debentures of £200,000, which is a long-term liability. Sweets plc. had current assets of £778,955, primarily composed of stock and trade receivables. The company had current liabilities of £291,625, which included trade payables, tax payables, and commission payables. The current ratio of Sweets plc, was 0.92, indicating that the company had sufficient current assets to pay off its current liabilities. Additionally, the company had a gearing ratio of 70.67%, indicating that a significant portion of its funding came from debt. 
Looking at the financial ratios, the return on capital employed (ROCE) was 29.63%, indicating that the company generated £29.63 in operating profit for every £100 invested in its business. The ROCE has decreased slightly from 31.29% in the previous year. The return on equity (ROE) was 13.96%, which shows that the company generated £13.96 in profits for every £100 of shareholders' equity (Laitinen, 2017). This ratio has increased from 12.57% in the previous year, indicating an improvement in the company's profitability. 
Sweets plc reported £0.17 in earnings per share (EPS), or £0.17 in profit for each share. The company was able to turn over 6.4% of its sales revenue into net profits, as evidenced by the 6.4% net profit margin. According to the asset turnover ratio of 0.69 times, the business made £0.69 in sales for every £1 invested in assets. This ratio increased from 0.64 times the prior year, showing improvement in the company's asset management efficiency.
Sweets plc's stock holding days were 77.11, which indicates that it takes the business 77.11 days on average to sell its inventory. It was determined that the debtors' collection period was 67.61 days, which means that the company's average collection period is 67.61 days. These ratios demonstrate how effectively the company manages its inventory and accounts receivable.
[bookmark: _Toc134379286]Conclusion
In its conclusion, this report addressed two accounting-related issues. Wales Plc was required to create an income statement and statement of financial position for the fiscal year ending December 31, 2022. Additionally, they had to justify the financial position's balance. The second question required an analysis of the financial ratios of Sweets plc for the years 2020 and 2021, as well as the performance and position of the company. The financial statements of Wales Plc reveal that in order to improve financial performance, the company must increase sales, manage costs more effectively, and enhance cash flow management. The company's financial position and performance improved between 2020 and 2021, based on Sweets plc's financial ratios. The business must put a higher priority on increasing profitability and reducing debt if it wants to strengthen its financial position in the future. 
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