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[bookmark: _Toc132324546]Introduction
Basic accounting tasks involve recording all forms of monetary transactions and creating the financial report for the fiscal year. These tasks are all related to accounts. It also includes the maintenance balance for all of the company's accounts. This report will include the company's income statements and balance sheet, which will show its financial situation. It will also show the company's financial situation and how to keep its performance stable over the course of a fiscal year. Additionally, this report will demonstrate the computation of several financial ratios and show the effectiveness and success of the organisation. 

[bookmark: _Toc132324547]Question1
[bookmark: _Toc132324548]a. Illustrating the preparation of the statement of income as well as financial position
Income statement of the Wales Plc for the year ended 31st December 2022:
	Particular 
	Amount (in £)
	Amount 2(in £)

	Sales 
	800000
	

	Cost of goods sold
	578650
	

	Add: Purchases
	
	221350

	Administrative Expenses
	30000
	

	Directors Remuneration
	5000
	

	Distribution cost 
	28000
	

	Commission payable 
	
	3000

	Total operating expenses 
	
	

	Interest paid 
	2000
	

	Operating profit (Before tax)
	
	155350

	Less: Corporate tax 
	
	1000000

	Net profit (After tax)
	
	56350

	Less: Preference dividend paid 
	
	30000

	Less: Ordinary dividend paid 
	
	20000

	Retained profit for the year 
	
	5350

	Retained profit on 1st January 2021
	132000
	

	Add: Retained profit of the year 
	
	5350

	Retained profits 31st December 2022
	137350



Analysis of the above calculation:
Wales plc reported net revenues of £800,000 for the concerning accounting year that is ending on December 31, 2022. The cost of items to be sold, including acquisitions, was £578,650, plus administrative charges of £30,000, directors' salaries (£5,000), and transportation costs of £28,000 (Pires, 2023). A commission of £3,000 was also due to the firm. The operational profit (prior to tax) was £155,350 after deducting all operating expenditures. The firm paid a corporation tax of £100,000, leading to an overall profit (after tax) of £55,350. Preference pay-outs of £30,000 and regular dividends of £20,000 were additionally paid, bringing the year's retained earnings to £5,350. The retained profit on January 1, 2021, was £132,000, and following collecting the remainder of the profit for the entire year, the retained profit on December 31, 2022, was £137,350 (zoho, 2023).
Defining the basic concept of the income (or profit / loss) statement 
An income statement can also be implied as the statement of profit as well as loss, is an accounting document that shows a company's sales, and costs, including the net profits earned or losses suffered for a specified time period, usually a year or the quarter. This concerned statement provides a financial performance summary for the firm, including total sales, cost of products sold, operational costs, and net earnings or losses (Uzialko, 2023). The statement of earnings is an important instrument for determining the business's revenue and overall financial health.
Preparation of the balance sheet of the entity Wales Plc. as for the year ending on 31st December 2022:
	Particulars
	Amount (in £)
	Amount
(in £)

	Assets :
	
	

	Non-Current Assets 
	
	

	Plant and equipment 
	1250000
	

	Debentures 
	200000
	1450000

	Total non-current assets 
	
	

	Current assets 
	
	

	Stock at 31st December 2021
	510850
	

	Trade receivables  
	170125
	

	Cash and Bank 
	96000
	

	Commission receivable 
	3000
	

	Goods sent on 31st December 2022
	980
	

	Total current assets 
	976
	

	Total non-current assets 
	
	781931

	Net Assets
	
	2231931

	Liabilities:
	
	

	Current liabilities 
	
	

	Trade payables 
	188625
	

	Corporate tax payable 
	100000
	

	Total current liabilities
	
	288625

	Non-Current liabilities  
	
	

	Debentures 
	200000
	

	Total non-current liabilities  
	
	200000

	Total liabilities 
	
	488625

	Equity: 
	
	

	Shareholder's equity 
	
	

	Ordinary shares 
	900000
	

	Preference shares 
	500000
	

	Suspense account 
	205956
	

	Retained profits 
	137350
	

	Total shareholder's equity
	
	1743306

	Total Equities and liabilities 
	
	2231931



Analysis of the above calculation:
The company's balance statement displays its overall assets of £2,231,931 as of December 31, 2022. Non-current assets were £2,700,000, which included machinery and other assets (£1,250,000) and debentures (£1,450,000). Current assets totalled £976, including stock, receivables from trade, cash including bank, and commissions receivable, with items despatched on December 31, 2022, valued at £980 (entrepreneur, 2023). The overall liabilities were £488,625, including £288,625 in current obligations and £200,000 in non-current liabilities represented by debentures. The entire shareholder equity, which included ordinary shares, preference shares, a suspense account, and retained earnings, was £1,743,306. The company's net assets were £2,231,931, defined as the distinction between total assets as well as total liabilities (bdc, 2023).
Defining the basic concept of the balance sheet 
A statement of assets and liabilities is a report on finances that depicts the entities fiscal condition for a particular period of time, usually the conclusion of the respective period of accounting. It displays the company's total assets, which include equally non-current as well as current assets, and also compares them to its total liabilities, which include both non-current and current liabilities. The difference between total assets followed by total liabilities shows the company's shareholder equity or net assets (entrepreneur, 2023). The balance sheet can be expresses as an essential tool for in order to assess the financial soundness as well as their worthiness in paying off its obligations.
[bookmark: _Toc132324549]b. Explaining the balance sheet (or the respective statements of the financial position) of the company
It is mainly complied with the basic accounting rule that assets are constantly equal to liabilities plus equity, balance sheet which is also inferred as the statements of financial positions, balances. This idea stems from the double-entry system of bookkeeping, in which each transaction is noted alongside matching credit and debit card entries. As a consequence, the balance sheet makes sure that, in line with the basic accounting equation and the rules of double-entry bookkeeping, the entire value of a corporation's assets equal to the sum of all the concerned values of the liabilities as well as equity (europa, 2023). Balance sheet is a expresses as representation of equities, debts, as well as assets of a corporation at a certain point in time. Liabilities are considered as the company's debts to outside parties, whereas assets are its ownership of resources, and equity is regarded as the owners' remaining concentration in the company’s assets after liabilities have been subtracted. Because it guarantees that the entire valuation of a enterprise's possessions equals the sum of its concerned obligations and equity, the balance sheet balances. This gives a thorough and accurate picture of the business's financial situation, highlighting its assets, liabilities, and ownership stakes.


[bookmark: _Toc132324550]Question 2
[bookmark: _Toc132324551]a. Stating the estimations and interpretations of the accounting ratios for Sweets Plc for the years ending 2021 as well as 2020
1. R.O.C.E
Calculation:
	Estimation of Return on Capital Employed

	Particulars 
	2021 (£)
	2020 (£)

	Earnings before interest and tax (EBIT) 
	805 
	699

	Total Asset 
	9,736 
	10,087

	Current liabilities 
	2,511 
	3,046

	Capital employed 
	7,225 
	7,041

	R.O.C.E= E.B.I.T / Capital employed 
	11.14
	9.92



Interpretation:
Apparently, as per the concept of accounting ROCE or Return on capital employed is considered one of the most effective calculations of the ratio analysis. It helps in measuring the capital efficiency as well as the profitability of the company by depending on which the company will be able to assess its performance (Lee, 2022). Now, in the above portion, the computation of the ROCE has been implemented through which the outcome has been observed as 11.14 in 2021 along with 9.92 in the financial year 2020, stating that the concerned company has been able to enhance the capacity of profit generation from the capital that was invested in the entity.
2. Return on Equity (R.O.E)
Calculation:
	Estimation of Return on Equity

	Particulars 
	2021 (£)
	2020 (£)

	Net income 
	431 
	366

	Shareholders’ equity 
	300 
	300

	R.O.E= Net income / Shareholder’s Equity 
	1.44
	1.22



Interpretation:
This ratio is expressed as the association between the profit of the company as well as the investor's return in order to state the financial condition of the business. Return on equity is used for illustration of the amount of profit made by the respective corporation with investments of the business shareholders. Also, they are capable of affecting firm's internal growth with the reinvestments of the earnings (BBC, 2023). In the above-presented calculations, it is clear that return on capital employed of  entity rose to 1.44 in the year 2021 as compared to 2020 wherein it was 1.22. The firm is effectively utilising its existing assets for generating a good amount of profit and is becoming more efficient.

3. Earnings per share
Calculation:
	Estimation of E.P.S

	Particulars 
	2021 (£)
	2020 (£)

	Net income 
	431 
	366

	Equity Shares (300*0.5)
	600
	600

	Earnings per share = Net Income / No. of equity shares
	0.72
	0.61




Interpretation:
E.P.S. (earnings per share) are considered the most valuable tool for measuring the company's profitability. It is generally used for gauging the profit-creating capacity of the company prior to making a purchase of shares (Kim et al., 2022). The higher earnings (EPS) of the business states that it has better profitability or a company is worth making an investment in. Earnings per share of Sweets Plc has been enhanced to 0.72 in 2021 as contrasted with 2020 when it was around 0.61.  As the eps rises it gives security that investments in the company are reliable and they can also increase the dividend pay-out over time.




4. Net Profit Margin
Calculation:
	Estimation of the Net Profit Margin

	Particulars 
	2021(£) 
	2020 (£)

	Net profit 
	431 
	366

	Total revenue 
	6738 
	6441

	N P M= (Net profit / Revenue) * 100 
	6.4
	5.7


 

Interpretation:
The concerned net profit margin is depicted to be the essential measures of the entities profit making abiliies. It is stated as the amount of net income that is or can be generated as a specific revenue percentage (Bunea et al., 2019). Also inferred as the profit being kept after concerned costs, taxes as well as interests are covered. The NPM of Sweets Plc rose to 6.4% in the year 2021 from the particular year 2020 (5.7%). This position of the company is analysed as they have the ability for controlling the costs as well as selling the goods at prices more than that of the costs. Also, the company has efficient management of operations along with good pricing strategies.
5.  Assets Turnover Ratio
Calculation:
	Evaluation of Assets Turnover ratio

	Particulars 
	2021(£) 
	2020 (£)

	Total revenue 
	6738 
	6441

	Total Asset 
	9,736 
	10,087

	Average total asset 
	9911.5 
	5043.5

	Asset turnover= Revenue/average total asset 
	0.68
	1.28



Interpretation:
This ratio is a metric used for stating the efficiency of the company in regard to using its resources judiciously for the generation of appropriate revenues as well as sales. The assets turnover ratio is used for the comparison of the gross revenue of the entity to the concerned average total number of assets for revealing the number of sales that are generated from each amount of the firm's assets (Monea, 2019). The aforementioned estimation of the ratio makes it clear that the company's ratio declined to 0.68 for the year 2021 from 2020 wherein it was 1.28. As the ratio needs to be more than in order to produce effective results. Thus, Sweet's plc needs to improvise its regular business operations for judicious utilisation of the assets.

6. Stock (or Inventory) Holding Days
Calculation:
	Calculating the Stock Holding Days

	Particulars 
	2021(£)
	2020(£)

	Closing stock 
	708
	659

	Cost of goods sold 
	3235
	3096

	Stock holding days= (Closing stock / COGS) * 365 
	79.88
	77.69



Interpretation:
Stock holding or the inventory holding period is expressed as the major indicator of the performance of the managers in order to determine the firm's liquidity (Barber et al., 2022). It is observed from the above-mentioned calculations that stock holding days increased to 79.88 in 2021 in contrast to last year. It signifies that the sales are minimum due to changes occurring as per the trends and it's a warning sign for the business.





7. Debtors Collection Period
Calculation:
	Estimating the concerned Debtor’s Period of Collection

	Particulars 
	2021(£)
	2020(£)

	The amount owed by Debtors 
	1,249
	1287

	credit sales 
	6,738
	6441

	Debtors collection period= (Amount owed by debtor/annual credit sales) * 365 
	67.65
	72.93



Interpretation:
As per the accounting terms Debtor Collection Period means the average period of time that would be taken by the business to collect back its trading debts. It can also be expressed as, the lesser the debtor collection period the better the business is in collecting its debts (accountingtools, 2022). It is observed from the calculations that the period had been reduced to 67.65 in the year 2021 as compared to the last year 2020. It is a good sign that the company is capable of collecting payments faster and enhancing its sales.
8. Current Ratio
Calculation:
	Estimating the current ratio

	Particulars 
	2021(£)
	2020(£)

	Current Assets
	9736
	10087

	Current Liabilities
	2511
	3046

	C.R = C.A / C. L
	3.88
	3.31



Interpretation:
The current ratio indicates the relationship between the company's current liability to its available assets. The higher the current ratio of the company the more secure the lenders are with the entities. It can also be inferred as the number of times a company can pay off its liabilities with the existing assets (indeed, 2023). From the estimations, it is very much understood that the current ratio increased to 3.88 in the year 2021 from the respective year 2020 when it stood at 3.31. This increment defines that Sweets Plc is capable enough of paying their commitments as they are having huge short-term assets in comparison to the liabilities of the short range.
9. Gearing Ratios
	Estimating the Gearing Ratio

	Particulars
	2021(£)
	2020 (£)

	Loans and borrowings
	4137
	4129

	Shareholder equity
	3,088
	2912

	Gearing ratio= Loans & Borrowings / Shareholder’s Equity
	1.42
	1.41


Calculations:
Interpretation:
The gearing ratio or debt-equity ratio defines the proportion of the funds obtained by the business compared to its owner's fund in the form of equity (Zhu et al., 2023). From the valuations, it is observed that the company has 1.42 the number of outside funds compared to owners fund in the year 2021 and has been enhanced in a very insignificant way. It will not be affecting the operations of the business of Sweets Plc.
10. Interest Coverage Ratio
Calculation:
	Evaluating the Interest Coverage Ratio

	Particulars
	2021(£)
	2020 (£)

	Earnings before interest and taxes 
	805
	699

	Interest expenses 
	226
	181

	Interest coverage = E.B.I.T / Interest expenses 
	3.6
	3.9




Interpretation:
[bookmark: _Toc132324552]The interest coverage ratio is expressed as the number of times a business can cover its interest payouts from the business earnings for the period (Damgaard et al., 2019). In the aforementioned table, the interest coverage ratio of the business is 3.6 which means the business has 3.6 times of capabilities to pay off its interest from its earnings in the year 2021. It states that the company has utilised very minimal capital and is being burdened by the expenses of the debts.

b. Analysis of the financial performance of the Sweets Plc
After, all the calculations it is very much clear that the profitability of the company is better and they are efficiently utilising their resources. The necessary ROCE has been enhanced from the previous year and the company has enough potential for improving its profit-earning capacity  (Lee, 2022). Also, the return on equity is increased which provides more clarity on the worthiness of the company for getting better returns on the amount invested by the shareholders. Another profitability starting ratio is the Net profit margin which is also increased to a great extent and depicts the effective management of the company Sweet Plc with proper strategies of pricing. Furthermore, the company will be effectively utilising its respective resources for gaining success in the marketplace in long run.


[bookmark: _Toc132324553]Conclusion-
The income statements and respective balance sheets of Wales Plc. were reflected in this report, which illustrated the financial condition of the entity. This was a reflection of the business financial state and the means with the help which it could continue to perform profitably during the concerned accounting year. Moreover, the study reflected the estimation of the appropriate financial ratios which aided in understanding the effectiveness and performance of Sweets Plc.   
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