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[bookmark: _3rdcrjn]Introduction
This essay will be all about the analysis of several kinds of statements of accounting. In simpler words, in this essay, the evaluation of the accounting concepts and reports will be done. The essay will be divided into three major questions. The first major question will be meant to analyze the truth behind the provided statements. For that reason, every concept of this question will be thoroughly discussed. After that in the 2nd major question, the preparation of the income statement of the business will be presented. The statement will be prepared from the financial details of the given company. In the third major question, the evaluation of the ratio of the given company will be completed.
[bookmark: _g6n3whsrbres]Question 1.
Statement 1:- The financial position statement is meant for categorizing the different financial accounts in the assets and liability section. In other terms, the analysis of the financial position account is done to understand and provide a snapshot of all the year-ending balances of the company accounts. Because of that reason, this statement is widely called a balance sheet account. This statement focuses on all the different accounts of an organization such as fixed assets, liabilities (current), and much more. However, this report is not meant to show the value change of cash over a financial period. An accountant creates a cash flow account to understand the flow of cash resources in the business. It also indicates the amount of cash resources expenses and income within a financial year (Schmidt, 2023). Because of these cases, the given statement is false. 
Statement 2:- In business terms, there are many different kinds of assets in an organization. Those assets are shown in the right sight of the financial position account of a company. On the other hand, those assets are categorized in two different ways. One of them is the fixed or non-current assets, and the other one is the current assets. The current resources are the resources that have to be consumed in a financial year. Those assets that cannot be consumed in a financial year are called non-current assets. Because of that businesses have to hold this kind of asset for a long period. The key non-current assets of a business are land, motor cars, buildings, brand names, investments, machines, and much more (Indeed, 2023). Some of those assets are easily movable and the other ones are not easily movable. Because of that fact, the provided statement is not completely true. 
Statement 3:- A company is formed by the support of many different kinds of stakeholders. Such as creditors, investors, shareholders, and many more. For satisfying the needs of the stakeholders a company has to show its financial statements at the accounting period of an accounting year. The financial statements are the only source of information about the financial performance of a business organization for external stakeholders (Luca, 2008). For that cause, organizations have to disclose their financial condition to their external and internal business stakeholders. For example, investors of a business can analyze the business's financial performance before considering making their investments in the business. The employees of the business can also analyze the accounting statement to understand the financial stability of the business, which can also affect their job stability (Tamplin, 2023a). Therefore, the statement of this section is also false.
Statement 4:- The method of accrual is a process of business transaction recording. This method aims to record the transactions on the occurrence date. In this method, the cash income or expenses have no relation to the recording of the transactions. It means whether or not the payments are made in the same period the accountants have to record the transactions on the date they occurred (Tiron-Tudor, 2017). The primary importance of this method is to reduce the complexity of accounting. In simpler terms, companies can sell their products on credit in the long term. As a result of that, the companies have to record their income on credit for a similar period. If a company fails to do so, then it can inaccurately interpret its financial condition for the year end. This process is also essential for the revenue recognition process (Team, 2023). Therefore, the statement of this section is also false.
Statement 5:- The primary need of the accounting statements is to analyze the financial condition of a company. However, if different companies try to maintain different methods of accounting then it can create inconsistency and incomparability in the possession of financial statement preparation. Due to that cause, the accounting method follows a standardized method of accounting, which is known as accounting standards (Baudot, 2013). The objective of those standards is to maintain a safe and sound process of preparing accounting statements, which can also be utilized for protecting customers. Due to this cause, analyzing and preparing the financial reports of an organization has to follow the accounting standards to properly understand the financial position of the business (Central Bank, 2023). Therefore, the statement of this section is also false.
Statement 6:- The final account is responsible for showing the financial position of a business at the end of a financial year. However, the process can be infected with different kinds of financial errors. Due to that fact, the reparation of the ledger and trial balance accounts are done to understand the purity of the calculations. The preparation of the general ledger is done to organize all the journal entries of a company. For that reason, the process divides the accounts in the journal into separate entries. After that, the preparation of the trial balance is done. The aim of this is to understand the accounting purity of recording the primary book of accounts. This statement utilizes the Dr=Cr equation to understand the purity of accounting so far (Indeed, 2022). Because of that the accountants are utilizing those accounts before preparing the final accounting reports, such as P&L statement, cash flow, and balance sheet. Therefore, the command of this section is not false.
[bookmark: _8dikfaclsvc6]Question 2.
This part aims to analyze the income statement of Wales plc in the given year end. The presentation of this statement is done for understanding the financial results of a business. In other terms, this statement is prepared for analyzing the results of the financial activities of a business over a financial period. The users of this statement can understand how much a company has been able to generate revenue from selling their products or services in the market (Naim, 2022). The users can also be able to observe the total amount of cost generated by the company for accruing the revenue. The analysis also contains the process where the revenue is deducted from the cost to determine the profit for the year. This statement of finance is also called by many different names such as earnings statement, P&L statement, and operational statement (Tally Solutions, 2022). Some of the common components for preparing this statement are revenue, cost of sales, gross income, operational overheads, and much more. The calculation of this report contains one particular and two amounts columns. The statement is also one of the easy indicators of the business profit over a selected period. The analysis of this account for Wales company is completed below.
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From this above-created figure, the estimation of the total income or loss generated by the business in the 2022 year-end is estimated. The analysis of stages of the report is analyzed below.
Gross income analysis:- The estimation of the gross income is the first stage of the analysis of the income statement. The primary way to calculate this is by (Sales-direct costs of production) (Bragg, 2023). The direct cost includes the value of opening, and closing stocks, purchase, purchase return, and much more. In this calculation, the value of the sales is about 900,000 pounds, which is on the credit side of the statement. The amount of the sales cost is recorded as 578,650 pounds. So, the calculation of gross income is done by (900,000 - 578,650) pounds = 321,350 pounds.
Operating expenditure calculation:- The analysis of the total operating expenses is one of the largest segments in the calculation of the income statement. This segment includes the expenses that are categorized as administrative, selling and other such expenditures. In this case, the total of the operating costs are recorded as 291,000 pounds, which is recorded on the left side of the statement. 
Net income calculation:- The calculation of the net income is the end goal of the calculation of the income statement. This goal is achieved by (Gross income - Operational overheads). From the analysis of the above table, the amount of income is recorded as 322,350 pounds and the operational cost is stated as 291,000 pounds. So, the amount of the net profit of the company for this given financial year is about (322,350-291,000) = 31,350 pounds.
[bookmark: _d4eck43nm1lh]Question 3.
This segment is meant to analyze the ratios of Sweet Company for both of the given years. The estimation of the ratios is completed below.
1. ROCE.
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In this figure, the analysis of the ROCE is estimated. In simpler words, this calculation aims to understand the efficiency of the business in using the capital of the company. For that reason, this analysis can indicate the long-term profit of the business. By doing that a company can ensure a proper allocation of capital in the different segments of the business (Wall Street Prep, 2023). By doing that an organization can secure a sufficient return. In the calculation, the rate is higher in 2022. 
2. ROE.
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The analysis of the ROE is a valuable estimation for the business investors of a company. This estimation aims to highlight the relationship between the investor's return and the profit earned by an organization. In other words, this calculation is meant to show the efficiency of an organization to utilize the share capital to generate profit. The calculation method for this is (Net profit/ Equity) (Bernstein, 2018). In the above calculation, the company has a greater ROE in 2022, which indicates a higher efficiency of using capital than last year. 
3. Earnings per share.
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The evaluation of EPS is a key analysis for the investors of a company. The calculation is made to evaluate the profit value, which is distributed among the shareholders. The calculation process of this is to estimate the total allocated profit of a company, which can be distributed on a per-share basis (Schwab, 2023). The formula for this estimation is (net profit/ average outstanding share). In this calculation, the EPS value is larger in 2022. It indicates a higher value of income per share.  
4. Net profit margin.
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The estimation of net profit margin is a method of analyzing the capability of a business to earn profit for the business. In easier terms, the calculation is prepared to estimate the efficiency of a company in generating income from its revenue after paying all the debts and overheads (Alvian and Munandar, 2022). This calculation has two main components. These are net income after tax and interest and the revenue for the period (Tamplin, 2023b). In the above calculation, the net profit margin will increase in 2022. Due to that, the profit-earning capability of the company has improved this year. 
5. Asset turnover
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The estimation of asset turnover is one of the key analyses in the efficiency ratios. This ratio aims to analyze the revenue-generating efficiency by using the assets and resources of a business. The primary process to calculate this is to compare the value of the total revenue with the value of average assets. The average assets can be calculated by (Σ opening assets +Σ of closing assets)/2 (Luther, 2022). In this analysis, the company will have a higher ratio in 2022. It indicates a higher efficiency of utilizing assets. 
6. Stock holding days.
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This calculation is made for tracking the efficiency of a business in clearing its stocks. In easier terms, this calculation is done by the business stakeholders to understand the time required by an organization to clear its stocks by selling them. Higher days in the calculation suggested that a company has a slow selling rate. The formula for this is (Stock/ COGS) (Luther, 2022). In the above estimation, the company has an average number of days of clearing its inventory is about 79.88 days. 
7. Debtors collection period.
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The days of average receivable are also a part of the efficiency ratios. This ratio aims to estimate the average period of a business receiving payments from its debtors. In other terms, this calculation is done to understand the average period that is required by a company to receive their payment from their debtors. The method for this is (Tread debtors/ Credit sales)*365 (Corporate Finance Institute, 2023). In 2022 Wales Plc is required about 67.66 days on average for receiving payments from their debtors, which is lower than the previous year’s record. 
8. Current ratio.
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The estimation of the current ratio is also a key analysis of a company. The goal of this analysis is to determine the current liquidity position of an organization (Janie and Rosyati, 2022). This is done by (Current assets/ Current liabilities and debts) (Rochim and Ghoniyah, 2017). By estimating this ratio by using this formula a company can understand how much liquidity a company has compared to its current debts. In this estimation, Wales Plc has a current ratio is 0.92:1 in 2022, which is higher than in 2021. 
9. Gearing ratio.
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The gearing ratio is a way to understand the total amount of debt in a company. In easier terms, this calculation is made to determine the value of debts compared to the value of equity in the business. This analysis can provide insight into the financing process of a company. A lower rate of gearing is always desirable to the shareholders of a business (Lion Trust, 2023). Because it indicates less amount of financial risk in the business. In this estimation, the company has the same gearing ratio in both years. 
10. Interest cover.
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As the name suggested this is done for analyzing the capability of a business to provide interest for its outstanding overheads. Due to that this ratio is utilized by the investors to understand the financial health of a business. This analysis can also indicate the ability of a company to oversee a decline in income. The formula of this ratio is (EBIT/ Interest on debts) (Accounting Superpowers, 2021). From the above ratio, the ability to pay interest in Wales has declined in 2022. 
Comparison of ratios
[image: ]
The given figure represents the summary of the change in the financial condition of the organization. From the analysis of this statement, the ability to use assets to generate income for the company has reduced in 2022. The ability of the company to sell its goods in a short period is also reduced in 2022. This estimation is done by understanding the analysis of the inventory ratio of the business. However, other ratios of the organization have improved in 2022 compared to 2021. For example, the position of liquidity of the business improved in 2022. 
[bookmark: _zbrnvg4snacp]Conclusion
This essay summarized the estimation of the provided statements was prepared in the first segment. In the process of the financial statement preparation, it can be observed that Wales' company earned a net profit worth 31,350 pounds in the provided accounting period. The analysis of ratios was also conducted in the third question. From that, the overall financial condition of Sweet plc has increased in 2022. However, the inventory turnover and assets turnover efficiency of the company have decreased in 2022. 
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In the Books of Sweet Plc.

Estimation of Return on equity (ROE)

Particulars 2022 (§m) | 2021 (ém)

Net income 431 366

Owners equity 3,088 2912
(Net income/Shareholders equity) 13.96% 12.57%
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In the Books of Sweet Plc.

Estimation of Earning per share

Particulars 2022 (§m) | 2021 (ém)

Net income 431 366

Outstanding shares 300 300
(Net income/ Average outstanding shares) 144 122
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In the Books of Sweet Plc.

Estimation of Net profit margin

Particulars 2022 (§m) | 2021 (ém)

Net profit 431 366

Total revenue 6738 6441
(Net profit /Sales)*100 6.40% 5.68%
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In the Books of Sweet Plc.

Estimation of Asset turnover

Particulars 2022 (§m) | 2021 (ém)

Total revenue 6738 6441

Total Asset 9,736 10,087
(Revenue/ Average total asset) 0.69 0.64
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In the Books of Sweet Plc.

Stock holding days
Particulars 2022 (§m) | 2021 (ém)
Closing stock 708 659
Cost of goods sold 3235 3,096
(Closing stock/cost of goods sold) x 365 79.88 77.69
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In the Books of Sweet Plc.

Estimation of Debtors collection period
Particulars 2022 (§m) | 2021 (ém)
Amount owed by Debtors 1,249 1,287
Credit sales 6738 6441
(Amount owed by debtor/annual credit sales)*365|  67.66 72.93
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In the Books of Sweet Plc.

Estimation of Current ratio

Particulars 2022 (§m) | 2021 (ém)

Current asset 2,303 2,355

Current liabilities 2,511 3,046
(Current asset/ Current liabilities) 0.92 0.77
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In the Books of Sweet Plc.

Estimation of Gearing ratio

Particulars 2022 (§m) | 2021 (ém)

Loans and borrowings 4,137 4,129

Shareholder equity 3,088 2912
(Loans and borrowings/Shareholder equity) 1421 1.418
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In the Books of Sweet Plc.

Estimation of Interest cove

T

Particulars 2022 (£m) | 2021 (¢m)

Earning before interest and taxes 805 699

Interest expenses 226 181
(EBIT/Interest expenses) 3.56 3.86
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Particulars 2022 (§m) | 2021 (ém) Difference | Comment for 2022
ROCE 11.14 9.93 121 Efficiency increased
ROE 13.96% 12.57% 1.39% Efficiency increased
Earnings per share 144 1.22 022 Efficiency increased
Net profit margin 6.40% 5.68% 0.72% Efficiency increased
Asset turnover 0.69 0.64 0.05 Efficiency decreased
Stock holding days 79.88 77.69 2.19 Efficiency decreased
Debtors collection period 67.66 72.93 527 Efficiency increased
Current ratio 092 077 0.15 Efficiency increased
Gearing ratio 1421 1418 0.003 Efficiency increased
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In the books of Wales plc

For the year ended 31/12/2022

Income Statement

Debit Balance (Dr) Credit Balance (Cr)
Particulars Amount (£) | Amount (£) Particulars Amount (£) | Amount (£)

To. Cost of sales 578,650 By. Sales 900,000
To, Gross Profit (bal fig) 321,350

Total 900,000 Total 900,000
To. Administrative expenses 160,000 By. Gross Profit 321,350
To, Interest paid 2,000 By. Receivable Outstanding| 1,000
To. Directors’ remuncration 5,000 322,350
To. Distribution costs 28.000
To. Depreciation (650,000%10%) 65,000
To. Outstanding Salaries 10,000
To. Outstanding Commission 2,000
To. Debenture Interest (100.000*4%) 4,000
To. Tax Paid 15,000

Total Expenses (Operating) 291,000

To, Net Profit (Balancing Figure) 31,350

Total 322,350 Total 322,350
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In the Books of Sweet Plc.

Estimation of Return on capital employed (ROCE)

Particulars 2022 (§m) | 2021 (ém)
Profit before taxation (EBIT) 620 539
Total Asset (A) 9,736 10,087
Current liabilities (B) 2511 3,046
Capital employed (A-B) 7,225 7,041
(EBIT/ Capital employed) 8.58% 7.66%





