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[bookmark: _Toc131214381]Introduction  
Accounting is the process of recording, classifying, summarising, analysing, and interpreting a business or organization's financial transactions, events, and information (Warren et al., 2021). This report will apply several important accounting techniques to answer the required questions, focusing on the preparation of the income statement, balance sheet, and ratio analysis.


[bookmark: _Toc131214382]Answer to the Question No 1
[bookmark: _Toc131214383]Requirement A 
The income Statement for Wales Plc is given below:
	Wales Plc
Income Statement
For the year ended 31 December 2022

	Particulars 
	Amount £
	Amount £
	Amount £

	Sales Revenue 
	
	800,000
	

	(+) Unrecorded Goods Sold
	
	980
	

	
	
	800,980
	

	(-) Cost of Goods Sold
	
	-578,650
	

	Gross Profit
	
	
	222,330

	(-) Operating Expenses:
	
	
	

	Administrative Expenses
	
	30,000
	

	Distribution Cost
	28,000
	
	

	(+) Accrued Commissions for December Sales
	3,000
	31,000
	

	Directors Remuneration
	
	5,000
	

	Total Operating Expenses 
	
	
	-66,000

	EBIT
	
	
	156,330

	(-) Interest Expense
	
	
	-4,000

	EBT
	
	
	152,330

	(-) Corporate Tax
	
	
	-100,000

	Earning After Tax (EAT)
	
	
	52,330

	(-) Preference Dividend Paid
	
	
	-30,000

	
	
	
	22,330

	(-) Ordinary Dividend Paid
	
	
	20,000

	
	
	
	2,330

	Retained profits on 1st January 2022
	
	
	132,000

	Retained profits on 31st December 2022
	
	
	134,330



The statement of financial position of Wales Plc is given below:
	Wales Plc
Balance Sheet
31 December, 2022

	Particulars
	Amount £
	Amount £
	Amount £

	Current Assets:
	
	
	

	Stock at 31st December 2022
	
	510,850
	

	Trade receivable
	170,125
	
	

	(+) Unrecorded Goods Sold
	980
	171,105
	

	Cash and bank
	
	96,000
	

	Total Current Assets
	
	777,955
	

	Non-current/ Fixed Assets:
	
	
	

	Plant and equipment
	
	1,250,000
	

	Total Assets
	
	
	2,027,955

	Liabilities and Shareholders Equities
	
	
	

	Current Liabilities: 
	
	
	

	Trade payable
	
	188,625
	

	Tax Payable
	
	100,000
	

	Accrued Interest Payment
	
	2000
	

	Accrued Commissions for December Sales
	
	3,000
	

	Total Current Liabilities
	
	293,625
	

	Non-current Liabilities:
	
	
	

	2% Debentures
	
	200,000
	

	Total Liabilities
	
	493,625
	

	Equities:
	
	
	

	£1 ordinary shares
	900,000
	
	

	10% £1 preference shares
	500,000
	
	

	Retained profits on 31st December 2022
	134,330
	1,534,330
	

	Total Liabilities and shareholders equities 
	
	
	2,027,955



[bookmark: _Toc131214384]Requirement B 
The statement of financial position which is also known as the balance sheet is an important statement that contains crucial information about the financial position of any business at a specific period. It comprises of a company's total assets, current and non-current liabilities, and equities and it reveals how these components are related to one another (Warren et al., 2021). One of the key characteristics of the statement of financial position is that it always balances. It means that the total assets of a company will always be the same amount as the sum of total liabilities and equities. This principle is established on the fundamental accounting equation that describes that assets will equal liabilities and equities. The principle of double-entry bookkeeping is another fundamental accounting principle that can be related to the aspect as it contributes to the balance of the statement of financial position. Double-entry bookkeeping states that every transaction that affects a company's financial position should be recorded with two entries: a debit and a credit, and in at least two different accounts (Horngren et al., 2012). It ensures that the total debit amount will always be the same amount as the total credits and that the accounting equation will be balanced.
For example, if a company buys £199,000 of inventory on credit, it has to debit its inventory account for £199,000 and credit its accounts payable account for the same amount. This transaction increases both assets (inventory) and liabilities (accounts payable) by the same amount of £199,000. It will maintain the balance of the accounting equation.
Also, if the company pays off a £5,000 bank loan with cash, it will have to debit its bank loan account for £5,000 and credit its cash account for the same amount. This transaction decreases both liabilities (bank loan) and assets (cash) by the same amount of £5,000. Therefore, again it will maintain the balance of the accounting equation.
The balance of the statement of financial position is crucial for a business organisation because it ensures that the financial position is accurately explained and reflected (Hoggett et al., 2021). It helps investors, creditors, and other stakeholders to assess the financial health of that business organisation, and to make informed and appropriate decisions based on this information. It is a basis for other financial statements, such as the income statement and statement of cash flows (Correia et al., 2019).
[bookmark: _Toc131214385]Answer to the Question No 2
[bookmark: _Toc131214386]Requirement A 
1. ROCE 
The Return on Capital Employed (ROCE) ratio is an essential financial ratio that is utilised to determine how successfully a business is able to put its available capital to work in order to earn profits. This ratio is calculated by the division of the net operating profit by the capital employed or total assets deducted by total current liabilities (Edmonds et al., 2021). The ROCE ratio is an essential metric for investors as it provides insights into the company's competency to create profits with the capital invested. A high ROCE ratio implies that the company is successfully using its invested capital efficiently to generate profits, while a low ROCE ratio implies that the company is not utilising its capital efficiently.
The formula for 

= 0.1114
=11.14%


= 0.0992
= 9.92%

2. ROE 
Return on Equity (ROE) is another financial ratio that is used for measuring a company's profitability considering its equity capital. To determine it, simply divide the net profit by the complete amount of shareholders' equity. This ratio can be applied to evaluating the company's financial health, growth potential, and management effectiveness. If a company has a consistently high ROE ratio, it can indicate that the company is well-managed and it is effectively allocating its resources to generate profits for shareholders (Hoggett et al., 2021). While, if the company has a consistently low ROE ratio, it will indicate that the company has poor management or a lack of growth potential.
The formula for 

= 0.1396
= 13.96℅



= 0.1257
= 12.57℅

3. Earning Per Share 
Earnings per share (EPS) measures how much profit can be attributed to each outstanding share of a company's common stock (Jobling and Johnson, 2018). The ratio is calculated by dividing the net profit of the company by its total number of equity shares.
The formula for earning per share


= 0.71833



= 0.61
4. Net Profit Margin 
Net profit margin is used for assessing the company's profitability by calculating the percentage of total revenue that stays as net profit after all types of expenses and taxes have been paid off. It is calculated by dividing net profit by total revenue (Jobling and Johnson, 2018).
The formula for net profit margin 

= 0.06396
= 6.396%

= 0.0568
= 5.68%
5. Asset Turnover 
Asset turnover is used for measuring a company's capability to make revenue from utilising its assets. Dividing the company's revenue by the total assets, the ratio is calculated (Horngren et al., 2012). A higher asset turnover ratio implies that the company has increased capabilities for generating more revenue using of its assets and it can be a sign of good operational efficiency. The company may not be able to utilise its assets effectively if the asset turnover ratio is lower than expected.
The formula for asset turnover 

= 0.6920
= 69.20℅


= 0.6385
= 63.85%

6. Stock Holding Days 
Stock holding days is an important ratio for calculating the average number of days needed for the company to sell inventories. By dividing the inventory balance by the cost of goods sold and then multiplying the result by 365 the ratio can be calculated (days in a year) (Warren et al., 2021).
The formula for stock holding days 

= 80 days


= 78 days
7. Debtor Collection Period 
Debtor collection period ratio is used for measuring the number of days needed for businesses to collect the accounts receivable (Wild, 2007). The ratio is calculated by dividing the accounts receivable balance by the total credit sales or revenue and multiplying the result by 365 (days in a year).
The formula for debtor collection period

= 68 days

= 73 days
8. Current Ratio 
The ratio is a widely used ratio for determining how well-positioned current assets are to pay down short-term creditors (Paramasivan, 2009). Because the current ratio is calculated by dividing the company's current assets by its current liabilities, the computation is relatively straightforward.
The Formula for the current ratio 

= 0.917


= 0.773
9. Gearing Ratio 
The gearing ratio, a measure of leverage, determines how much debt a company has concerning its equity (Wild, 2007). The ratio can be computed by dividing the entire debt obligations of the company by the total equity held by shareholders. A greater gearing ratio signifies that the company has more debt in comparison to its equity, which raises the company's financial risk (Correia et al., 2019). On contrary, a lower gearing ratio suggests that the company has less debt relative to its equity and it may indicate a lower financial risk for the company.
The formula for gearing ratio 

= 1.34

= 1.415

10. Interest Coverage Ratio 
The interest coverage ratio is used for analysing the capabilities to pay off the interest obligations on outstanding debt. The ratio is measured by dividing the company's operating profit by the interest expenses. If there is a higher interest coverage ratio, it will show that the company has a stronger capability to meet its interest obligations and has less risk for lenders and investors (Paramasivan, 2009). While a lower interest coverage ratio suggests that the company is at a greater risk of being default on meeting its interest payments.
The formula for interest coverage ratio

= 3.56

= 3.86

[bookmark: _Toc131214387]Requirement B 
Comments on the financial ratios are provided below:
ROCE: Sweets Plc has improved its ROCE in 2021. In 2020, the company has 9.92% and the ratio improved to 11.14% which indicates that the company increased its efficiency in utilising its capital employed. 
ROE: The company improved its profitability in 2021 as it has higher ROE in 2021 than in 2020.
Earning Per Share: Earning per share also increased in 2021 indicating that it has been able to generate more net income in 2021.
Net Profit Margin: The company has successfully increased its profit margin and so the net profit is higher in 2021 compared to 2020. 
Asset Turnover Ratio: The increase in sales revenue in 2021 has helped the company to improve more in its assets turnover ratio more than in 2020.
Stock holding Days: The company has performed poorly in 2021 to sell its inventory compared to the previous year. 
Debtor Collection Period: The sales team improved its collections of accounts receivable in 2021 because this year has fewer days than in 2020.
Current Ratio: In 2021, the company has reduced its current liabilities significantly to reduce the risk of meeting short-term obligations. The previous year has a low ratio indicating poor current liability management.
Gearing ratio: The company is trying to reduce its dependency on debt usage and increase equity capital for reducing financial risk.
Interest coverage ratio: Increased interest payment has reduced the capacity of paying interest from operating profit in 2021. But 2020 year was comparatively better for the company for this ratio.
It can be concluded that the overall financial performance and financial position of the company are very well and improved from the previous year. However, the management must consider increasing the current ratio, ROCE, and ROE for making the company successful in the long run (Edmonds et al., 2021). 

[bookmark: _Toc131214388]Conclusion 
The financial position and income statement of a company aid stakeholders in understanding the precise financial health for making investment decisions and other actions. Insights into the company's present and future status are provided by financial ratios that are generated based on the income statement and balance sheet.
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