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[bookmark: _Toc134140309]Introduction
Accounting is an essential part of any organisation. Daily recording associated funding exchanges is necessary to obtain the enterprise's performance and its financial condition.  Accounting basically helps in bookkeeping and presenting the financial position to the intended users. In the report, there are two parts. One part consists of the financial statements’ preparation of Wales plc. Normally financial statements consist of four statements and relevant notes to the financial statements. In this report two of the statements are prepared for Wales Plc.
Ratio analysis is also an essential tool for financial statement analysis. Because financial statements provide the absolute figures about the financial position, performance, and liquidity. But for the management, it is necessary to compare the company’s current position with prior year and industry average. In this report, ten useful ratios are calculated, and analysis of those ratios are also performed.


[bookmark: _Toc134140310]Part 1: Wales Plc.
[bookmark: _Toc134140311]Requirement A
Wales Plc.’s 
Statement of Income
For the year ended on 31 December 2022
	 
	 Amount 
	 Amount 

	Sales
	  800,000.00 
	 

	(+) Unrecorded sales
	         980.00 
	 

	 
	 
	  800,980.00 

	(-) Cost of sales
	 
	  578,650.00 

	Gross profit
	 
	  222,330.00 

	(-) Operating costs:
	 
	 

	Administrative expenses
	 
	    30,000.00 

	Directors remuneration
	 
	      5,000.00 

	Distribution costs
	    28,000.00 
	 

	(+) Salesmen commission
	      3,000.00 
	 

	 
	 
	    31,000.00 

	Ordinary dividend paid
	 
	    20,000.00 

	Preference dividend paid
	 
	    30,000.00 

	Interest paid
	 
	      2,000.00 

	Total operating costs
	 
	  118,000.00 

	Profit before tax
	 
	  104,330.00 

	Corporate tax
	 
	  100,000.00 

	Profit after tax
	 
	      4,330.00 

	Retained profits on 1st January 2022
	 
	  132,000.00 

	Retained profits on 31 December 2022
	 
	  136,330.00 





Wales Plc.’s 
Statement of Financial Position
For 31 December 2022
	Current Assets
	 Amount 
	 Amount 

	Cash and bank
	 
	       96,000.00 

	Stock on 31st December 2022
	 
	     510,850.00 

	Trade receivable
	     170,125.00 
	 

	(+) Unrecorded sales
	            980.00 
	 

	 
	 
	     171,105.00 

	Total assets
	 
	     777,955.00 

	Non-current assets
	 
	 

	Plant and equipment
	 
	  1,250,000.00 

	Total assets
	 
	  2,027,955.00 

	Current Liabilities
	 
	 

	Trade payable
	     188,625.00 
	 

	Corporate tax
	     100,000.00 
	 

	Accrued sales commission
	         3,000.00 
	 

	 
	 
	     291,625.00 

	Non-current Liabilities
	 
	 

	2% Debentures
	 
	     200,000.00 

	Equity
	 
	 

	£1 ordinary shares
	     900,000.00 
	 

	10% £1 preference shares
	     500,000.00 
	 

	Retained profits on 31 December 2022
	     136,330.00 
	 

	 
	 
	  1,536,330.00 

	 
	 
	  2,027,955.00 



[bookmark: _Toc134140312]Requirement B
Statement of Financial position balances because it has been prepared based on a double entry system. Under double entry system, the same transaction is recorded twice with the same amount (Bechtel & Davis, 2020). So, one entry is debited, and the other entry is credited.
For example, A company has purchased an equipment in cash and the amount is £1,000. So, under the double entry system, the entry will be Equipment (Debit) and Cash (Credit). Here both the items are assets. But one is increased and the other is decreased. So, the entire impact will be on the asset side.
Another example is A company that has paid to its trade payable, which is £1,000.
Here, Trade payables (debit) and Cash (Credit). Due to payment, trade payable is decreased so it is debited, and on the other hand, due to cash payment, cash is also decreased so it is credited. Here, assets and liabilities both will be decreased as one item is from liability and the other is from the asset. Both sides will be decreased by the same amount.
Another example is A company that has incurred revenue on cash by £1,000. The entry is Cash (Debit) and Revenue (Credit). Cash is increased due to cash inflow; on the other hand, equity will be increased due to an increase in revenue. So, the effect will be on two sides. One is an asset and the other is equity and both the sides will be increased by the same amount.
So, ultimately duet to the double entry system, the statement of financial position balances.
[bookmark: _Toc134140313]Part 2: Sweets Plc.
[bookmark: _Toc134140314]Requirement A + B
[bookmark: _Toc134140315]ROCE
Full form of ROCE is Return on Capital Employed. This is a type of profitability ratio where total capital employed, and operating profit is compared with each other to determine how much a company has earned for the total capital employed. Here capital employed means the summation of equity and long-term liabilities and operating profit is considered here.
	Given information
	2021
	2020

	Operating profit
	         805.00 
	         699.00 

	Equity
	      3,088.00 
	      2,912.00 

	Loans and other borrowings
	      4,137.00 
	      4,129.00 

	Capital employed
	      7,225.00 
	      7,041.00 



	Return on capital employed
	2021
	2020

	Operating profit
	         805.00 
	         699.00 

	Equity
	      3,088.00 
	      2,912.00 

	Loans and other borrowings
	      4,137.00 
	      4,129.00 

	Capital employed
	      7,225.00 
	      7,041.00 

	(Operating profit/ Capital employed) * 100 (Bechtel & Davis, 2020)
	11.14%
	9.93%



Analysis: In the year 2020, both the capital and profit were lower. In the year 2021, the company has increased the capital and the addition is utilised properly by the company as the ratio has increased from 9.93% to 11.14%. So, the company’s performance is satisfactory.
[bookmark: _Toc134140316]ROE
Full form of ROE is Return on equity, and this is another type of profitability ratio. Under this ratio, only shareholders’ point of view is considered so that the profitability from the shareholders’ point of view can be determined (Chen et al, 2021). As shareholders obtain their portion from the profit after tax, so while comparing, profit after tax is considered.

	Given information,
	2021
	2020

	Net Profit
	431.00
	366.00

	Equity
	3,088.00
	2,912.00



	Return on Equity
	2021
	2020

	Net Profit
	431.00
	366.00

	Equity
	3,088.00
	2,912.00

	(Net profit/ Equity) * 100
	13.96%
	12.57%



Analysis: In the year 2021, the equity is increased and the profit. Because the company has put emphasis on its profitability and due to this reason, the ratio is showing better performance.
[bookmark: _Toc134140317]Earnings Per Share
Earning per share is also a profitability ratio that compares the net profit with outstanding shares. From this ratio, a shareholder can get to know that how much profit a shareholder is eligible to get and sometimes this ratio is compared with the declared dividend (Damodaran, 2020). This ratio helps the investors to determine their profitability.
	Given information
	2021
	2020

	Net Profit
	         431.00 
	         366.00 

	Outstanding shares
	         600.00 
	         600.00 



	Earnings per share
	2021
	2020

	Net Profit
	         431.00 
	         366.00 

	Outstanding shares
	         600.00 
	         600.00 

	(Net profit/ Outstanding shares) * 100
	             0.72 
	             0.61 



[bookmark: _Toc134140318]Net Profit Margin
A profitability measure called net profit margin compares net profit to revenue.. A company operates the business with a view to earn profit. Financial statement provides the absolute figure which is not comparable. To determine the comparable profit margin, this ratio is used. Under this ratio, net profit after tax is used and total revenue is compared with this profit (Gu & Wu, 2021). Profit is calculated form revenue. If net profit margin is higher compared to the last year and industry average, then the company is considered to be performed well.
	Given information
	2021
	2020

	Net Profit
	         431.00 
	         366.00 

	Revenue
	      6,738.00 
	      6,441.00 



	Net Profit Margin
	2021
	2020

	Net Profit
	         431.00 
	         366.00 

	Revenue
	      6,738.00 
	      6,441.00 

	(Net profit/ Revenue) * 100
	6.40%
	5.68%



Analysis: In the year 2021, the company’s ratio is 6.40% and in the year 2020, the ratio is 5.68%. Though there is a very less difference between the two years but still, it can be concluded that the company’s profitability is truly increasing and as a result, its profitability is also satisfactory.
[bookmark: _Toc134140319]Asset Turnover
Asset Turnover is an efficiency ratio where the total assets are compared with revenue. It is to be known that assets, specially fixed assets are procured for the purpose of generating revenue. On the other hand, current assets form the part of working capital (Hadi & McLeay, 2020). So, in short, a company’s assets are used for the generation of revenue. So, it is necessary for the company to determine the company’s asset turnover where total assets are compared with revenue.
	Given information
	2021
	2020

	Revenue
	      6,738.00 
	      6,441.00 

	Total assets
	      9,736.00 
	    10,087.00 



	Asset Turnover
	2021
	2020

	Revenue
	      6,738.00 
	      6,441.00 

	Total assets
	      9,736.00 
	    10,087.00 

	(Revenue/ Total assets)
	             0.69 
	             0.64 



Analysis: The company has increased its total assets from the year 2020 to 2021. And the revenue has also increased in the year 2021. It seems that the company is utilising properly its assets. But there is very less difference between two years’ turnover. So, the company needs to be aware just not to have higher ratio compared to the last year rather than the company needs to be ensure that it has made use 100% of its assets.
[bookmark: _Toc134140320]Stock Holdings Days
Stock holding days is another popular efficiency ratio where it is determined in a year on an average how many days a company has held its inventory (Kadyan & Gupta, 2021). Inventory is a current asset, but no company wants to hold this asset more days because it engages a particular of money or investment that needs to be cashed. On the other hand, the more days a company holds its inventory, the more the company incurs handling charges and wastes costs. So, to determine whether the company is holding inventory for more days, this ratio is calculated.
	Given Information
	2021
	2020

	Inventory
	         708.00 
	         659.00 

	Cost of goods sold
	      6,738.00 
	      6,441.00 


 
	Stock Holding Days
	2021
	2020

	Inventory
	         708.00 
	         659.00 

	Cost of goods sold
	      6,738.00 
	      6,441.00 

	(Inventory/ Cost of goods sold) * 365
	                38 
	                37 



Analysis: The days are increased in the year 2021. On an average, the company is currently holding one more day. There can several reasons of holding inventory more days like higher demand, higher production, etc. But the company needs to keep in mind that if it does not control current situation, in future the company may incur higher cost due to longer time holding of inventory. 
[bookmark: _Toc134140321]Debtors Collection Days
Another ratio that analyses the company’s effectiveness but here the measure is trade receivables is Sebtors collection days. Trade receivables are another investment that a company wants to liquidate. Because if any receivable remains receivable for more than the required days, there is a high probability of bad debt. And a fast collection from receivables also shows the effectiveness of the company because this task is very critical that the company needs to collect fast but also needs to maintain a good relationship with debtors.
	Given information
	2021
	2020

	Trade debtors
	      1,249.00 
	      1,287.00 

	Revenue
	      6,738.00 
	      6,441.00 


 
	Debtors’ Collection Days
	2021
	2020

	Trade debtors
	      1,249.00 
	      1,287.00 

	Revenue
	      6,738.00 
	      6,441.00 

	(Trade Receivables/ Revenue) * 365 (Lang & Ramanna, 2019)
	                68 
	                73 



Analysis: In the year 2020, the company collected from the receivables within 73 days which is more than two months. It means that on an average, previously, the company’s a good amount of money remained in the market which the company cannot use, and in maximum cases, receivables do not pay interest. But in the year 2021, the days decreased from 73 to 68. Here only 5 days are decreased but from improvement, this can be considered as a short step. The company needs to take care of this issue very carefully.
[bookmark: _Toc134140322]Current Ratio
A popular liquidity measure, the current ratio compares current assets to current liabilities. It is necessary to compare the current assets with the current liabilities because current liabilities are short term liabilities, and it needs to be paid from the short-term assets (Li et al, 2020). Because of paying the current liabilities no company can afford the long-term loans and it will not be feasible for the company at all. On the other hand, current assets need to be higher than current liabilities. Because if the assets are lower than the liabilities, then the company will not be able to pay the current liabilities and on the other hand, if current assets are equal to current liabilities, then this will affect the working capital negatively.
	Given information
	2021
	2020

	Current assets
	      2,303.00 
	      2,355.00 

	Current liabilities
	      2,511.00 
	      3,046.00 



	Current Ratio
	2021
	2020

	Current assets
	2,303.00
	2,355.00

	Current liabilities
	2,511.00
	3,046.00

	Current assets; Current liabilities
	0.92: 1
	0.77: 1



Analysis: The company's current assets are less than its current liabilities, which is a highly negative outcome of the current ratio . But the ratio is showing improvement still the company needs to work on its working capital management.
[bookmark: _Toc134140323]Gearing Ratio
The gearing ratio shows the comparison between debt and equity. A company has basically two sources of capital, one is equity and the other is debt (Mitra, 2021). Equity holders are the owners of the company. On the other hand, the cost of debt is tax deductible. So, it is necessary to ensure the balance between debt and equity. 
	Gearing Ratio
	2021
	2020

	Total Debt
	      6,648.00 
	      7,175.00 

	Total Equity
	      3,088.00 
	      2,912.00 

	(Debt/Equity) * 100
	215%
	246%



Analysis: It is not a positive indicator for the company because it has more debt than equity . When debt becomes higher it starts to affect the operation of the company. And, due to higher debt, the company is also dealing with its working capital.
[bookmark: _Toc134140324]Interest Cover
Interest cover is another gearing ratio where a company’s ability to pay the cost of debt or interest is determined (O'Connor et al, 2019). For this ratio, operating profit is considered.
	Interest Cover
	2021
	2020

	Operating profit
	805.00
	699.00

	Interest
	226.00
	181.00

	(Operating profit/Interest)
	3.56
	3.86



Analysis: Due to the increase in debt, the interest cover ratio has also decreased.
[bookmark: _Toc134140325]Conclusion
Ratio analysis is based on the financial figures. It totally ignores other qualitative matters. So, it is necessary while commenting on the financial position of a company, to consider all the qualitative matters.
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