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The asset is a representation of the resources that belong to a business and for which the firm expects getting future financial advantages. In other words, an asset represents a company's resources. Current obligations may take many forms, such as accounts payable, accruals, and notes payable, to name just a few examples. Current liabilities are financial obligations that have to be settled within a period of one year from the date on which they were incurred. The system is responsible for recording every transaction in two separate accounts, and these accounts collaborate with one another to ensure that every entry is correct. On the basis of this information, the financial institution may decide whether or not the company is qualified for further loans or lines of credit.
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Wales plc
Income statement for the period
31st December 2021
	Particulars
	Amount
	Amount

	Revenue
	
	800,000

	Cost of sales
	
	(578650)

	Gross profit
	
	221,350

	Administrative expenses
	
	(30000)

	Interest paid
	
	(2000)

	Directors’ remuneration
	
	(5000)

	Distribution costs
	
	(28000)

	Operating profit
	
	156,350

	Taxation
	
	100,000

	Net profit
	
	56,350



Wales plc
Financial statement for the period
31st December 2021
	
	Amount
	Amount

	Assets
Noncurrent assets
	
	

	Property and equipment
	1,250,000
	

	Current assets
	
	

	Inventories
	430,600
	

	Debtors
	171105
	

	Cash and bank
	176,250
	

	Total assets
	
	2,441,625

	Liabilities
	
	

	Current liabilities
	
	

	Trade payable
	188,625
	

	Ordinary dividend paid
	20000
	

	Preference dividends paid
	30000
	

	Commission owed
	3000
	

	Noncurrent liabilities
	
	

	4% debentures
	200,000
	

	Total liabilities
	
	441,625

	Equity
	
	

	Ordinary shares
	1,000,000
	

	Preference shares
	400,000
	

	Retained earnings
	200,000
	

	Total equity
	
	1,600,000

	Total liabilities and equity
	
	2,441,625
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Sections on financial position
On the sections of the statement of financial condition that are particularly designated for such information, the value of an organization's assets, liabilities, and equity are all declared. The asset is a representation of the resources that belong to a company and for which it anticipates receiving future financial benefits. In other words, whatever that a company has is considered an asset. One aspect that affects whether assets are classified as current or noncurrent is the amount of time they may be put to useful economic use. Two examples of current assets that could be turned into cash in the next fiscal year are inventory and accounts receivable. Noncurrent Assets are those assets, such as land, buildings, and equipment that cannot be sold for cash until more than a year has passed after their acquisition (Welc, 2022). Any debts that a company owes as a result of a previous transaction and whose payment would reduce the firm's worth are referred to as liabilities. The debts of a company are its liabilities. Additionally, there are two distinct categories of obligations: current liabilities and noncurrent liabilities. These are the two groups into which liabilities are divided. Accounts payable, accruals, and notes payable are only a few examples of current obligations. Financial commitments that need to be paid off within a year of when they were incurred are referred to as current liabilities. Noncurrent liabilities, on the other hand, are debts that must be repaid over a longer period of time than a year and include things like loans and debentures. On the balance sheet, noncurrent liabilities may be noted. The equity in an organisation is the value that would be distributed to the shareholders of a firm in the form of dividends if all of the company's assets were turned into cash and all of the company's debt was paid off (Shim, 2022). The statement of financial position's balance is mostly due to the accounting concept of double entry, which is employed to record transactions. The system is in charge of keeping track of every transaction in two distinct accounts, and these accounts work together to make sure that every entry is accurate. A statement of financial position is a crucial document since it makes sure that the business owners are constantly aware of the condition of the company's finances. This is so that the business's owners are constantly informed of the state of the company's finances. One of the main reasons businesses fail is because the great majority of them do not understand how important it is to analyse their current financial situation (Schroeder et al., 2022). Consider for a minute that the corporation's asset to liabilities ratio is not exactly 1:1. The information contained in the statement of financial condition enables the organisation to access bank loans in the event that there is a greater risk that the company will continue to operate at a loss, which will eventually result in the liquidation of the company due to bankruptcy. The financial institution may determine the firm's eligibility for further loans or credit based on this information. Additionally, by providing this information, the statement of financial position helps prospective investors to have a better idea of the possible future returns from the company. This is as a result of the information's uniform presentation. Interactions with a high liquidity state, also called as substantial cash assets, are attractive to prospective investors since they suggest that the firm will be successful. The financial status statement also aids in raising the organization's awareness of its own finances, particularly that of its relationships with its suppliers and consumers (Palepu et al., 2020). This is a significant advantage of the claim. To ensure that those who will use the position statement will find it simple to interpret, careful adherence to the double-entry accounting concept is necessary.
Reasons for balancing the sections of financial position
The assets, liabilities, and equity of a company are all listed in their respective parts of the statement of financial situation. An asset is a monetary representation of anything that belongs to a corporation and from which the firm expects to gain in the future. Assets are defined as everything of value owned by a firm. The length of time an asset may be used economically is a factor in determining whether or not it is considered current or noncurrent. Inventory and accounts receivable are two kinds of current assets that may be converted into cash in the next accounting period (Roychowdhury et al., 2019). Real estate, construction materials, and machinery are examples of noncurrent assets since they cannot be liquidated for a profit until at least a year following purchase. Liabilities are any financial obligations that a business has incurred as the consequence of past transactions and the repayment of which would lower the value of the company. A company's liabilities are its debts. In addition, debts may be split into two classes: those that must be paid immediately and those that can wait. Liabilities may be broken down into these two categories. Current liabilities include, but are not limited to, accounts payable, accrued expenses, and notes payable (Deegan, 2022). "Current liabilities" are debts that must be paid financially within a year of when they were incurred. In contrast, loans and debentures fall under the category of noncurrent obligations, which must be repaid over a longer time frame than one year. Noncurrent liabilities may be recorded in the balance sheet. If a corporation liquidated its assets and paid off its debts, the remaining value, known as equity, would be given to its shareholders in the form of dividends. Using the double-entry accounting approach to keep track of financial transactions is largely responsible for a balanced statement of financial condition. The system maintains two separate accounts to keep track of all transactions, and they cross-check each other to guarantee the integrity of the books. A statement of financial status is an essential piece of paper for every corporation since it keeps the company's owners apprised of the fiscal health at all times. That way, the company's owners will always know how things are looking financially. Most companies fail because their owners ignore the significance of regularly assessing their financial health (Kimmel et al., 2020). Let's pretend for a second that the company's asset-to-liability ratio is not precisely 1:1. When there is a higher probability that the firm will continue to run at a loss, which might lead to the company's insolvency and subsequent liquidation, the statement of financial situation provides the information necessary to secure bank loans for the organisation. Based on this data, the bank may decide whether or not to provide credit to the company. In addition, the statement of financial situation aids potential investors in estimating the company's future profitability by presenting this data. This is because all of the data is presented in the same way. A high liquidity condition, also known as considerable cash assets, is appealing to potential investors since it is an indication of the firm's future success (Weygandt et al., 2018). The company's understanding of its financial situation, including its dealings with its vendors and customers, is enhanced by the financial status statement. In my opinion, this is the claim's biggest perk. Careful adherence to the double-entry accounting principle is required to guarantee that individuals who will utilise the position statement will find it straightforward to understand.


[bookmark: _Toc120920104]Question 2
[bookmark: _Toc120920105]2.1 Ratio analysis
	Ratio
	Formula of ratio for 2021
	Formula of ratio for 2020
	2021
	2020

	ROCE
	EBIT/(Total assets – Current liabilities) = 620 / (9736 – 2511)
	EBIT/(Total assets – Current liabilities) = 539 / (10087 – 3046)
	8.5%
	7.6%

	ROE
	Net Income/ Equity = 431 / 3088
	Net Income/ Equity = 366 / 2912
	13.95%
	12.56%

	Earnings per share
	(Net income −preferred dividend)/ number of common shares outstanding= 431 – 255 / 600
	(Net income −preferred dividend)/ number of common shares outstanding= 366 – 242 / 600
	29.33%
	20.66%

	Net profit margin
	(Revenue−cost)/Revenue = 3503 / 6738
	(Revenue−cost)/Revenue = 3345 / 6441
	51.98%
	51.93%

	Asset turnover
	Revenue/ Total assets = 6738 / 9736
	Revenue/ Total assets = 6441 / 10087
	69.20%
	63.85%

	Stock holding days
	(Inventory/Cost of goods sold) x 365 = 708 / 3235 x 365
	(Inventory/Cost of goods sold) x 365 = 657 / 3095 x 365
	80 days
	77.5 days

	Debtors’ collection period
	(Debtors x 365) / Sales turnover = 1249 x 365 / 6738
	(Debtors x 365) / Sales turnover = 1286 x 365 / 6441  
	67 days
	72.9 days

	Current ratio
	Current assets / Current liabilities = 2303 / 2511
	Current assets / Current liabilities = 2355 / 3046
	0.92
	0.77

	Gearing ratio
	Debt / Debt + Equity = 4647 / 9,736
	Debt / Debt + Equity = 7175 / 10087
	0.477
	0.711
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The areas of finance, valuation, and accounting all make use of an accounting ratio that is known as return on capital employed (ROCE). After taking into account the whole amount of money that was invested, it is a valuable indicator for analysing the relative profitability of various businesses since it takes into account the total investment. The return on equity is a statistic that indicates how lucrative a firm is in relation to the amount of equity that it currently has. Return on equity (ROE) is another way to think about the difference between a company's assets and its liabilities. This is as a result of the fact that the shareholder's equity may be determined by first eliminating all liabilities and then subtracting all assets from the total. Profits per share, also known as EPS, are calculated by dividing the total monetary value of a company's profits by the total number of shares of common stock that are currently in circulation. It is an important measure of how profitable a firm is, and it is often included into the process of valuing equities. A company's ability to generate profits may be quantified by looking at their profit margin. To calculate it, you need to determine the profit as a percentage of the entire income (Putra, 2019). The method for doing so is as follows: There are three distinct types of profit margins, and they are as follows: gross profit margin, operational profit margin, and net profit margin. Gross profit margin refers to the total amount of profit earned. The gross profit is then divided by the net sales in order to arrive at the computation for the gross profit margin. Asset turnover, also known as total asset turnover or asset turns, is a financial ratio that measures how well a company utilises its assets to create sales revenue or sales income for the organisation. Other names for this ratio are asset turns and asset turns total. This ratio is also known as asset turnover, asset turns, and total asset turnover. All of these titles refer to the same thing. With its corporate headquarters in the UK, Sweets plc manufactures confections and sweets. Products from the firm are sold all over the globe. Sweets plc has a strong amount of liquidity, per the statement of financial position that was provided, allowing the business to carry on as usual in the market with no interruptions. This was shown in the presentation as being the actual situation. There will be more cash available to the company in 2021 than there was in 2020. This demonstrates that the business is progressing toward its objective of dramatically raising its levels of profitability. The business's gearing ratios, which are shown on the ratio analysis, contrast the various forms of equity or capital the firm possesses with the total amount of debt the company owes (Weygandt et al., 2018). The business is well-positioned since it is well-established to satisfy its commitments and has a high gearing level. This is due to the company's advantageous positioning. The firm Sweets plc had a rise in the turnover of its assets in 2021 of 8%. From this, it seems that the company's total sales or revenues have been increasing over time. The company profitability index is strong, as shown by the examination of the firm's profitability measures, which opens the way for possible investors to join in this project. The corporation may generate a sizable sum of money via the effective exploitation of its assets, as seen by its high profitability levels. The company's high levels of profitability may be used to infer this. The most common kind of profitability or margin ratio is a company's gross profit margin ratio. This is so that it can show the disparity between the company's generated earnings or sales and the costs associated with the manufacturing processes (cost of goods sold). The return on equity (ROE) metric is essential for evaluating how well the company's financial management manages the company's capital since it evaluates the economic performance of the firm (Kimmel et al., 2020). This is so because the ROE indicator looks at the business's economic performance. The rate of return on equity that Sweets plc was able to achieve. The firm had increase in 2021 when compared to the year before, which shows that the pace of growth is increasing. Confections and sweets are produced by Sweets plc, which has its corporate headquarters located in the United Kingdom. Products manufactured by the company may be found in every region of the world. According to the statement of financial condition that was presented, Sweets plc has a significant amount of liquidity. This enables the company's operations to continue operating normally in the market with no disruptions. During the presentation, it was shown that this is the true state of affairs. The amount of liquid assets that the corporation has access to in 2021 will be higher than what it was in 2020. This is evidence that the company is making headway toward achieving its goal of significantly increasing the levels of profitability it generates. The gearing ratios of the company, which are shown on the analysis of ratios, compare the several forms of equity or capital that the company holds to the total amount of debt that the company is responsible for paying. The company is in a strong position since it has a high gearing level and is well-established enough to be able to fulfil all of its obligations. This is because of the excellent situation that the organisation has. In 2021, the turnover of assets at the company Sweets plc increased by 8% as compared to the previous year. Based on this, it would seem that the overall sales or revenues of the firm have been growing throughout the course of time. As a result of the assessment of the firm's profitability measures, it has been determined that the company's profitability index is high, which paves the way for potential investors to get involved in this undertaking. As seen by the business's high levels of profitability, the successful exploitation of the company's assets may result in the generation of a sizeable quantity of money for the corporation. One way to deduce this is by looking at the high levels of profitability that the firm has achieved. The ratio of a company's gross profit to its total revenue is the form of profitability or margin ratio that is most often seen (Shim, 2022). This is done so that it may demonstrate the gap between the profits or sales produced by the firm and the expenses involved with the production processes (cost of goods sold). Since it assesses the economic performance of the business, the return on equity (ROE) indicator is vital for determining how well the company's financial management manages the company's capital. This is the case because the ROE indicator considers the success of the company from an economic standpoint. The rate of return on equity that Sweets plc was able to accomplish throughout the time period under consideration. The fact that the company's revenue increased in 2021 in comparison to the previous year is evidence that the rate of expansion is accelerating. It is supported by the financial status statement and ratio analysis, which both show that Sweets plc Company is experiencing a significant degree of financial growth.
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Additionally, by displaying this information, the statement of financial status assists prospective investors in assessing the company's future profitability. The financial status statement improves the company's comprehension of its financial condition, particularly its interactions with suppliers and consumers. By examining a company's profit margin, one may estimate how profitable it is. Asset turnover, sometimes referred to as total asset turnover or asset turns, is a financial ratio that assesses how well a business uses its assets to generate sales revenue or other forms of income for the organisation. Asset turns and asset turns total are other names for this ratio.
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