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[bookmark: _Toc110078693]Introduction 
Accounting is the recording and analysis of financial transactions and finalizing financial statements to report to the shareholder. Wales plc will prepare a company's financial statement, which includes an income statement for the year ended 31 December and a statement of financial position as of 31 December. This report will discuss the matching concept of financial statements: every entry has two effects. It means that the balance sheet is always tallied. This is the basic accounting principle which needs to be followed. Ratios of last two years will be calculated of sweets plc which help them to financial analysis position of the company.    

a) 

[bookmark: _Toc110078694]Question 1
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
	              8,00,980 

	Cost of Sales
	2
	5,79,360

	Gross profit
	 
	              2,21,620 

	Distribution costs
	 
	                 28,000 

	Administrative expenses
	 
	30,000

	Interest
	 
	4,000

	Directors remuneration
	 
	5,000

	Commission costs
	 
	3,000

	Profit Before Tax
	 
	              1,51,620 

	Corporate Tax
	 
	1,00,000

	Profit After Tax
	 
	                 51,620 


 
Interpretation of Income statement
The company has a corporate tax is 66%, which is high, and it affects the profitability of the company. The company has Gross profit ratio is 27.66%. The company has a net profit ratio of 6.44%, much less than the industry. They have to reduce the cost of sales. It covers the major portion of total costs. The company only paid £ 2000 to the debenture holder and has to pay £ 2000 more next year. So it is classified as an outstanding liability as current liabilities. Commission paid to the salesperson is not recorded in books of account. The profit and loss account should be debited, and the outstanding commission account should be credited.
The company has a distribution cost of £ 28000. The company has many options to reduce the cost. The company has to revisit the distribution process. They can outsource the distribution service, reducing costs and increasing the company's profitability. 
      
	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 



Interpretation of Balance Sheet of Wales plc
The company distributes 96.86% of its earnings to shareholders. The company only retained 3.14% of the current year's profit to invest in the business, which will help the company to grow soon. It has to arrange cash and cash equivalent for payment of corporate tax as companies have short cash for payment of cash. Dividends paid to ordinary equity shares and preference shares should be subtracted from retained earnings. The dividend is not mandatory, so it is not charged against profit. The current year's net profit should be added to retained earnings. The dividend per equity share is £ 0.04, which is good compared to the industry. 
The company needs to retain the profit in business. It has to adopt the latest technology to reduce the cost of operations. Administrative expenses are £ 30000, which is very high (Bragg, 2022). The company needs to analyze the administrative cost, which helps them identify the reason for the high cost. A comparison of the costing of the outsourced and in-house processes should be done to reduce the cost. These all measures help to increase the profit of the company.   


B) Statement of financial position balance matched 
Every balance sheet is distributed to the stakeholder and will be matched. Every transaction has two accounting treatments that need to be recorded. One is the credit side, and the second is the debit side.  
Basic accounting functions
The basic accounting system's three components help match every balance sheet.
· Assets: It denotes "applications of the fund". The company has two components on the assets side. First is noncurrent assets with a future economic advantage for more than one operating cycle. It involves long-term assets, plant & equipment, and long-term assets of the business (Bragg, 2022). The second is current assets which involve inventory, trade receivables and cash in hand & bank.
· Liabilities: It denotes "source of funds". It has two components on the liability side. First is noncurrent assets which involve long-term liabilities and long-term provisions. The second is current liabilities which involve trade payables, outstanding expenses and short-term provisions. 
· Shareholders' equity: It involves capital introduction and profit retained by the company. It is the residual value after deducting all the liabilities from total assets. 
The formula of the basic accounting system.
Assets = Liabilities + shareholder’s fund
Double accounting system
It is an important accounting principle that needs to be followed. A basic rule of the double entry system is that when one account is debited, another account must be credited and vice-versa (Faccia, 2019). There are three accounting rules which need to be followed by every company.
· Real account: Company has to debit the real account when the item comes into account and credit the account when the item goes out of account.
· Personal account: company has to debit the personal account when the person receives something and credit the account when a person has to pay something.
· Nominal account: Frim has to debit the nominal account when there is loss or expenses and credit the account when there is income or gain.
These three accounting rules help the business to maintain the balance sheet matched. Every company follows these rules, which make consistency in business. It helps them to do compared to other companies.
Matching principle
The accounting system has a matching concept showing the cause and effect relationship between expenses and income. It helps businesses record the transaction in the period they incurred or received. It is known as the accrual system. Every transaction has two effects that need to be recorded simultaneously. Liabilities are recorded on the balance sheet and corresponding to the same date (Bragg, 2022). Non-cash transactions are recorded on the balance sheet, which helps to reflect the actual position of the balance sheet date. 
Every income and expense directly affects the company's profit, and profit or loss will be recorded in the capital account under the shareholder's fund. It means that every expense and income indirectly affects the balance sheet. 
The company sold goods worth £ 980 to the customer, which will duly account for in the company's financial statement. It will credit the sales account and debit the trade receivable of the company. The cost of goods is to be debited in the closing account and credited to the inventory account. This entry has two effects in accounting that match the business, which match the balance of the statement of financial position. 
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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) Analysis of the financial performance of Sweets plc
Return on capital employed
This is the analysis of the business's profitability and efficiency. It represents how efficiently a company collects profits from its capital. It indicates the profitability situation of Sweet's plc in the market and represents the financial profitability situation of its invested capital (Lisek, et al. 2020). The return on capital employed of Sweet's plc in 2020 was 9.67%, and in 2021 11.43% this shows that the company are gathering more profit in 2021 compared to 2021, and this shows a positive side. If sweets plc maintains its profitability, it can run in a good way.
Return on equity
This measures the return on the company's shareholders' stocks. It shows how efficiently Sweets plc is getting profits on its equity. That is the percentage of the company's net income on its shareholder's equity. The return on equity in 2020 was 13%, and in 2021 it was 14%. This shows that Sweet's plc is performing better or maintaining its previous year's performance of 2020. That is a good company performance (Kennon and Brock 2022). Sweets plc is doing well in the market as its enhancing its goodwill in the market. Sweets plc should maintain its performance in the market for continued growth.
Earning per share
This shows the per equity share earning of the company. It represents how much profit Sweets plc is generating from its equity shares. Earnings per share show sweets plc quarterly, half-yearly and annual income (Bragg 2022). The earning per share of Sweet's plc in 2020 was 0.61, and in 2021 it was 0.72, which shows that the company is earning more profit in 2021 than in 2020. Sweets plc is performing well; however, the company should increase its net income to enhance its performance and increase its shareholders' profitability.
Net profit margin
This measures the percentage of a company's net profit or income to its revenue. It is the indication of Sweets plc's financial profitability health situation. It shows how much net profit Sweets plc is getting in yearly financial sales. The net profit margin of Sweet's plc in 2020 was 5.68; in 2021, it was 6.40%. This shows that the company earns a good profit margin while selling its products. Sweets plc enhanced its net profit in 2021 by almost 1%. That is a good thing and shows that the company is generating sales. It should maintain its profitability performance.
Assets turnover ratio
This measures a company's effective sales by using its total assets efficiently. It shows the ratio of net sales to total assets. It indicates how efficiently Sweets plc uses its assets to generate revenue or enhance profits for the firm (Kurniawan 2021). The assets turnover ratio of Sweet's plc in 2020 was 0.64, and in 2021, it was 0.69, which shows that company is maintaining its previous year's performance. The assets turnover ratio increased very low percentage in Sweet's plc compared to 2021. The company should enhance it furthermore with a good percentage of growth.
Stock holding days
This is a firm's efficiency and ability to hold its inventory before it sells. That is the measurement of Sweets plc's inventory to its cost of sales in a financial year. The stock holding days in 2020 were 78, and in 2021 they were 80. This shows that the company enhanced its holding days. Sweets plc's performance is very good but should increase further for inventory valuation.
Debtors collection period
This is the average number of collection a company take to collect from its debtors. It is the measurement of company credit sales to its collection from its customers. It indicates Sweets plc's conversion of cash from its accounts receivables in a financial year. The debtors' collection period in 2020 was 73 and 68 in 2021. The comparison shows that Sweet's plc collected faster cash from its debtors in 2021. The data shows that the company is performing better in 2021 compared to 2020. The company should maintain its performance furthermore and also enhance it.
Capital gearing ratio
This shows the performance of a company's shareholders to help in its financial operations by their equity. This measures Sweets plc's shareholders' equity to its debt. That indicates Sweets plc's risk management capacity (Gezer and Kingir 2020). The capital gearing ratio of Sweet's plc in 2021 was 1.42, and in 2021 it was 1.34. The comparison of both the year shows that the company is performing better than in the previous year. Sweets plc is improving its capital gearing ratio, and the company should maintain its improvement to reduce its financial risk.
Current ratio
This is the ability of a firm to repay its short-term obligations within a financial year. It indicates how efficiently sweets plc manages its shorts obligations with maximum current assets. This measures Sweets plc's efficiency in repaying its short-term liability with its current liabilities. The current ratio of sweets plc in 2020 was 0.77, and in 2021 it was 0.92, which shows that sweets plc is performing extraordinary in 2021 compared to 2020. The increase of the current ratio in 2021 of Sweet's plc is significant, and the company should maintain or improve this to enhance its market valuation.
Interest coverage ratio
This is a firm's ability or efficiency to repay its interest or outside obligations. That shows the measurement of Sweets plc's performance and how easily it repays its interest or outstanding debts. This indicates Sweets plc's net earnings to its interest expenses (Zeinali et al. 2021). The interest coverage ratio of sweets plc was 2.98, and in 2021 it was 2.74, which shows that Sweet's plc is improving its interest coverage ratio and enhancing its investment in other important projects. The performance of Sweet's plc is very good, and the company should decrease it more to maintain its profitability.
[bookmark: _Toc110078696]Recommendations
The analysis of Wales plc and Sweets plc suggested that both companies performed well and improved their performances. The report described that Wales plc maintaining its financial statements is well mannered, and the firm's journal entries account for matching principles. However, Wales plc should focus on its growth rate and enhance its profitability. The analysis of Sweet's plc performance shows that the company performs extraordinarily. The growth rate of the company's performance is very good; analyses of all the ratios suggested that Sweet's plc is performing extraordinary, and the company should maintain its performance for more growth. 

[bookmark: _Toc110078697]Conclusion
[bookmark: _GoBack]The above reports of Wales plc and Sweets plc analyze both companies' financial positions. The report described how efficiently Wales plc performed in 2021 per its financial statement and balance sheet analysis. The above report described the basic accounting principles, double accounting systems and matching principles of Wales plc and how these factors helped it to balance its financial statements. The above report further described the good performance of Sweet's plc by analyzing ratios of the company. The above report described the important ratios of Sweet's plc and a comparison of all the ratios.
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