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[bookmark: _Toc112956404]Introduction
Accounting is the process of gathering and analysing financial data to create complete financial statements that are presented to shareholders. A company`s financial statement, which comprises an income statement for the fiscal year ending 31 December 2021 and a statement of financial condition as of 31 December 2021, will be prepared by Wales plc. The matching idea of financial statements, which states that each entry has two impacts, will be covered in this study. It implies that the balance sheet is consistently totalled. This is the fundamental accounting rule that must be followed. Sweets plc will calculate rations from the previous two years to help with their financial analysis of the company`s status.
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a) Income statement for the year ended 31 December 2021 and a statement of financial position as on 31 December 2021 for Wales plc

	Profit and Loss statement

	for the year ended 31 December

	Particulars
	Notes
	2021

	(Amount in £)

	Revenue from operations
	1
	800,980

	Cost of Sales
	2
	579,360

	Gross profit
	
	221,620

	Distribution costs
	
	28,000

	Administrative expenses
	
	30,000

	Interest
	
	4,000

	Directors’ remuneration
	
	5,000

	Commission costs
	
	3,000

	Profit Before Tax
	
	151,620

	Corporate Tax
	
	100,000

	Profit After Tax
	
	51,620



Understanding the Income Statement
The business`s high corporate tax rate of 66% has an impact on its capacity to remain profitable, A 27,66% gross profit ratio is maintained by the company. Compared to the industry, company`s net profit ratio is maintained by the company. Compared to the industry, the company`s net profit ratio is substantially lower at 6.44%. Reduced sales expenses are required. Only £2000 was given to the debenture holder by the corporation, and £2000more must be given the next year. As a result, current liabilities are categorized as on outstanding liability. The commission a sales person receives is not noted in the book of account. It is necessary to credit the account for unpaid commission and debit the profit and loss account.
The business`s distribution expenses total £2800. There are numerous ways for the business to cut costs. The organisation needs to review its distribution function, cutting expenses and improving the bottom line for the business.





	Statement of Financial Position 

	as of 31 December

	Particulars 
	Notes
	2021

	( Amount in £)

	Assets
	

	Noncurrent Assets
	
	 

	Plant and equipment
	
	6,50,000

	 
	
	6,50,000

	Current Assets
	
	

	Inventory
	3
	3,29,890

	Trade receivables
	4
	1,71,105

	Cash
	
	76,250

	 
	
	5,77,245

	Total Assets
	
	12,27,245

	Liabilities
	
	

	Current liabilities
	
	

	Trade payables
	
	1,88,625

	Interest outstanding
	
	2,000

	Commission Outstanding
	
	3,000

	 Provision for Corporate Tax
	
	1,00,000

	 
	
	2,93,625

	Noncurrent liabilities
	
	

	4% Debentures
	
	1,00,000

	 
	
	1,00,000

	Net assets
	
	8,33,620

	Equity
	
	

	Shareholder fund
	5
	8,33,620

	Total Equity
	
	8,33,620













	Notes to Account

	 

	S. no 1
	Turnover
	

	 
	Sales
	8,00,000

	Add:
	Good Sold to Customer
	980

	Total
	8,00,980

	

	S. no 2
	Cost of Sales
	

	 
	Cost of Sales
	5,78,650

	Add:
	Cost of Sold Goods
	710

	Total
	5,79,360

	

	S. no 3
	Inventory
	

	 
	Inventory
	3,30,600

	Less:
	Cost of Sold Goods
	710

	Total
	3,29,890

	

	S. no 4
	Trade receivables
	

	 
	Trade receivables
	1,70,125

	Add:
	Good Sold to Customer
	980

	Total
	1,71,105

	

	S. no 5
	Shareholder's fund
	

	 
	£1 ordinary shares
	5,00,000

	 
	10% £1 preference shares
	2,00,000

	 
	 
	7,00,000

	Add:
	Retained Profits 
	1,32,000

	Less:
	Ordinary Dividend Paid
	20,000

	Less:
	Preference Dividend Paid
	30,000

	Add:
	Current Year Profit
	51,620

	 
	 
	1,33,620

	Total
	8,33,620



Analysis of Wales Plc`s Balance Sheet
The business pays out 96.86% of its profit to shareholders. Only 3.14% of the current year`s profit was held back by the corporation for business investments, which will spend up its expansion. Due to corporation`s lack of available cash for cash payments, it is necessary to arrange cash to cash equivalents for the payments of corporate taxes. The retained earnings should be reduced by dividends paid to common equity shares and preferences shares. The dividend is not deducted from profit because it is optional. Retained profits should be increased by the net income for the current year. In comparison to the industry, the dividend per equity share is good at £0.04.
To stay in business, the corporation must keep its profit. To cut operating expenses, it must implement the most recent technologies. £30,000 is a hefty sum for administrative costs (Bragg, 2022). The business must examine its administrative expenses in order to determine why its costs are so high. The cost should be reduced by comparing the costs of internal and outsourced processes. All of these steps support the company`s goal of increasing profit.

b) Statement of financial position balance was accurate.
To each investor and in matching fashion, each financial sheet is given. Two accounting treatments for every transaction must be recorded. One represents the credit side, and the other represents the debit side.
Fundamentals of accounting 
Every balance sheet is matched by the three elements of the fundamentals accounting system.
· ASSETS: On the assets side, there are two parts of company. The first category is noncurrent assets with the future economic advantage over multiple operational cycles. It includes long-term company assets, plant and equipment, and long-term assets (Bragg, 2022). Inventory, trade receivable, cash on hand and in the bank are all examples of current assets.
· LIABILITIES: It stands for “source of funds”. On the liability side, there are two parts. Noncurrent Assets come first since they have Long-Term Liabilities and Long-Term Provisions. The second category is current liabilities, which includes accounts payable, unpaid bills, and short-term provisions.
· EQUITY HELD BY SHAREHOLDERS: This entails capital investment and firm profit retention. It is the remaining value after all liabilities have been subtracted from the total asset. The fundamental accounting system1s formula. Liabilities + Shareholder’s Funds = Assets
Matching Principle
The matching idea used in the accounting system illustrates how expenses and income are related to one another in a causal fashion. This makes it easier for businesses to document the transaction during the time when it occurred. The accrual system is how it is referred to. There are two impacts to every transaction, both of which must be concurrently documented. The balance sheet includes liabilities that match the same date and are recorded there (Bragg, 2022). The balance sheet includes non-cash transactions, which helps it reflect the true state of affairs at the time of the balance sheet.
Every revenue and expense have an immediate impact on the company's profit, which is reported in the capital account under the shareholder's fund, whether it is a profit or a loss. The balance sheet is thus indirectly impacted by every spending and income.
The sale of items to the customer for £ 980 will be properly recorded in the company's financial statement. The company's trade receivable will be debited, and the sales account will be credited. The cost of the products must be charged to the inventory account and deducted from the closure account. Two accounting impacts of this item are consistent with the balance of the statement of financial condition and the firm as a whole.
System of double accounting
There must be adherence to this crucial accounting principle. One fundamental need of the double entry system is that whenever one account is debited, another must be credited, and vice versa (Faccia, 2019). Every business must adhere to three accounting regulations.
• Actual account: When an item enters the account or leaves the account, the company must debit the real account and credit the account accordingly.
• Personal account: When a person receives anything, the business must debit their account. When they must make a payment, the business must credit their account.
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A) Calculation of the ratios of Sweets plc
	S. no.
	 
	 
	 
	 
	 

	 
	Calculation of Return on Capital Employed

	1
	Particulars
	 2020(in £) 
	 2021(in £) 
	 
	 

	 
	Earnings before interest and tax
	699
	805
	 
	 

	 
	Capital employed
	7225
	7041
	 
	 

	 
	Formula = (Earnings before interest & tax/capital employed)*100
	 

	 
	Capital employed
	9.67
	11.43
	 
	 

	 
	Capital employed = Total assets -current liabilities
	 
	 

	 
	 
	 
	 
	 
	 

	2
	Calculation of Return on Equity
	 

	 
	 
	 2020(in £) 
	 2021(in £) 
	 
	 

	 
	Net income
	366
	431
	 
	 

	 
	Shareholder's equity
	2,912
	3,088
	 
	 

	 
	Formula = (Net profit/Shareholder's Capital)
	 
	 

	 
	Return on equity
	13%
	14%
	 
	 

	 
	Shareholder's equity = Share capital + share premium + retained earnings

	 
	 
	 
	 
	 
	 

	3
	Calculation of Earning per share
	 
	 

	 
	 
	 2020(in £) 
	 2021(in £) 
	 
	 

	 
	Net profit
	366
	431
	 
	 

	 
	Number of shares
	600
	600
	 
	 

	 
	Formula = (Net profit/Number of shares)
	 
	 

	 
	Earning per share
	0.61
	0.72
	 
	 

	 
	 
	 
	 
	 
	 

	4
	Calculation of Net profit margin
	 
	 

	 
	 
	 2020(in £) 
	 2021(in £) 
	 
	 

	 
	Net profit
	366
	431
	 
	 

	 
	Net sales
	6,441
	6,738
	 
	 

	 
	Formula = (Net profit/Revenue)
	 
	 

	 
	Net profit margin
	5.68%
	6.40%
	 
	 

	 
	 
	 
	 
	 
	 

	5
	Calculation of Assets turnover ratio
	 
	 

	 
	 
	 2020(in £) 
	 2021(in £) 
	 
	 

	 
	Net sales
	6,441
	6,738
	 
	 

	 
	Total assets
	10,087
	9,736
	 
	 

	 
	Formula = (Net sales/Total Assets)
	 
	 

	 
	Assets turnover ratio
	0.64
	0.69
	 
	 

	 
	 
	 
	 
	 
	 

	6
	Calculation of Stock holding days
	 
	 

	 
	 
	 2020(in £) 
	 2021(in £) 
	 
	 

	 
	Inventory
	659
	708
	 
	 

	 
	Cost of sales
	3,096
	3,235
	 
	 

	 
	Formula = (Inventory/Cost of goods sold*365)
	 
	 

	 
	Stock holding days
	78
	80
	 
	 

	 
	 

	 
	 
	 
	 

	7
	Calculation of debtors' collection period
	 
	 

	 
	 
	 2020(in £) 
	 2021(in £) 
	 
	 

	 
	Accounts receivable
	1,287
	1249
	 
	 

	 
	Net sales 
	6,441
	6,738
	 
	 

	 
	Formula = (Accounts receivable/Net sales*365)
	 
	 

	 
	debtors collection period
	73
	68
	 
	 

	 
	 
	 
	 
	 
	 

	8
	Calculation of the current ratio
	 
	 

	 
	 
	 2020(in £) 
	 2021(in £) 
	 
	 

	 
	Current assets
	2,355
	2,303
	 
	 

	 
	Current liabilities
	3,046
	2,511
	 
	 

	 
	Formula = Current assets/Current liabilities
	 
	 

	 
	Current ratio
	0.77
	0.92
	 
	 

	 
	 
	 
	 
	 
	 

	9
	Calculation of Gearing ratio
	 
	 

	 
	 
	 2020(in £) 
	 2021(in £) 
	 
	 

	 
	Total debt
	4,129
	4,137
	 
	 

	 
	Total equity
	2,912
	3,088
	 
	 

	 
	Formula = (Total debt/Total equity)
	 
	 

	 
	Gearing ratio
	1.42
	1.34
	 
	 

	 
	 
	 
	 
	 
	 

	10
	Calculation of Interest coverage ratio
	 
	 

	 
	 
	 2020(in £) 
	 2021(in £) 
	 
	 

	 
	Earnings before interest & taxes
	539
	620
	 
	 

	 
	Interest Payable
	181
	226
	 
	 

	 
	Formula = (Earnings before interest and taxes/Interest payable)
	 

	 
	Interest coverage ratio
	2.98
	2.74
	 
	 





B) A review of Sweets Plc's financial results
ROI (return on investment)
This analysis of the company's profitability and effectiveness. It displays how effectively a business turns a profit on its invested capital. It depicts the financial profitability position of the company's invested capital as well as Sweet's plc's market profitability situation (Lisek, et al. 2020). Sweet's plc's return on capital employed in 2020 was 9.67%, and in 2021 it was 11.43%. This demonstrates a positive aspect by demonstrating that the corporation will make more money in 2021 than it will in 2021. If Sweets Plc keeps its profitability, it can continue to operate well.
Return on equity
This gauges the stockholders' equity return. It demonstrates how effectively Sweets Plc generates profits off of its stock. That is the proportion of the company's net income to its shareholders' equity. In 2020, the return on equity was 13%, and in 2021, it was 14%. This demonstrates that Sweet's plc is either improving or maintaining its performance from the previous year, which was in 2020. That is a commendable business performance (Kennon and Brock 2022). Sweets Plc is succeeding in the market as a result of growing its reputation there. In order to continue growing, Sweets Plc. should maintain its performance in the market.
Earning per share 
This displays the company's earnings per equity share. It displays the amount of revenue Sweets plc is making from its equity shares. Sweets Plc's quarterly, half-yearly, and annual earnings are displayed as earnings per share (Bragg 2022). Sweet's plc's earnings per share in 2020 was 0.61, and in 2021 it was 0.72, demonstrating that the firm made more money in 2021 than in 2020. Sweets plc is doing well, but to improve its performance and boost shareholder profitability, the business should raise net income.
Net profit margin
This gauges how much of a company's revenue is made up of net profit or income. It is a sign of the financial health and profitability of Sweets Plc. It displays the amount of net profit Sweets plc receives from its annual financial sales. In 2020, Sweet's plc's net profit margin was 5.68; in 2021, it was 6.40%. This demonstrates that the business makes a healthy profit margin when selling its goods. Sweets plc increased their net profit by approximately 1% in 2021. This is encouraging and demonstrates that the business is making sales. It ought should continue to function profitably.
Current ratio
The capacity of a company to pay off its short-term debt within a fiscal year. It demonstrates how effectively Sweets Plc uses its present assets to manage its short-term liabilities. The effectiveness of Sweets plc in repaying its current liabilities with its short-term obligations is gauged by this. In comparison to 2020, sweets plc's current ratio improved from 0.77 to 0.92, demonstrating the company's exceptional performance in 2021. Sweet's plc's current ratio increased significantly in 2021, and the business should maintain or boost this to raise its market valuation.
Interest coverage ratio
This refers to a company's effectiveness or capacity to pay back its interest or external commitments. That demonstrates how Sweets plc's success is measured and how readily it can pay off interest or other outstanding debts. This shows the relationship between Sweets plc's net income and interest costs (Zeinali et al. 2021). In 2021, Sweet's plc's interest coverage ratio dropped from 2.98 to 2.74, indicating that the company is increasing its investment in other significant initiatives while also improving its interest coverage ratio. Sweet's Plc's performance is excellent, but the company needs to lower it even more to keep its profitability.
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According to the analysis of Wales plc and Sweets plc, both businesses performed well and enhanced their results. According to the research, Wales Plc maintains its financial accounts in a proper manner, and the company's journal entries take into account the same principles. Wales Plc should, however, concentrate on increasing its growth rate and profitability. The company has exceptional performance, according to the study of Sweet's plc's financial results. Analysis of all the ratios showed that Sweet's plc is performing extraordinarily, and the company should maintain its performance for more growth. The growth rate of the company's performance is extremely good.
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The aforementioned studies on Wales Plc and Sweets Plc assess the financial situations of both businesses. The examination of Wales plc's financial statements and balance sheet for 2021 was detailed in the report. In the aforementioned paper, it was discussed how Wales Plc used double accounting systems, matching principles, and basic accounting concepts to balance its financial statements. By examining the company's ratios, the aforementioned research went on to demonstrate the strong performance of Sweet's plc. The study mentioned above provided an overview of Sweet's plc's key ratios and a comparison of all the ratios.
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