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Executive summary
This report has been indicating the income statements and the balance sheet of a company like Wales plc that had been illustrating the financial position of the company. This has been illustrating the financial position and the way to maintain a sustainable performance of the company in an accounting year. However, this report has been evaluating the calculation of different types of financial ratios and that has been indicating the operational performance and efficiency of a company like Sweets plc on the basis of the result.  
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[bookmark: _Toc112082920]Introduction
Accounting fundamentals are indicating all the accounts-related works that include recording all types of financial transactions and preparing the accounting report for the financial year. It also covers the maintenance balance of all the accounts of the business. This report will indicate the income statements and the balance sheet of the company that will illustrate the financial position of the company. It will also reflect the financial health and the way to maintain a sustainable performance of the company in a financial year. Moreover, this report will reflect the calculation of different financial ratios and indicate the performance and efficiency of the company. 
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[bookmark: _Toc112082922]Preparation of income statement of Wales plc for the year ended 31st December 2021
	Particulars 
	Amount 2
	Amount 3

	Sales 
	800000
	

	Less: Credit sales
	980
	800980

	less: Cost on sales
	578650
	

	Gross profit 
	
	222330

	Less Expenses
	
	

	Administrative expenses
	2000
	

	Interest paid
	2000
	

	Directors remuneration
	5000
	

	Commission
	3000
	

	Interest paid on debentures
	4000
	

	Distribution costs
	28000
	44000

	Net profit
	
	178330


     
Evaluation
An income statement is an important financial statement that illustrates the sustainable financial performance of a company over a period of time. It reflects the total amount of revenue and expenses during the accounting period. The best way to choose the company to take decisions relating to the investment is to evaluate the income statement of the company properly. This gives a clear view relating to the business activity of the business, efficiency in the management and other aspects relative to the industry peers (accountingtools, 2022). The main motive of the preparation of the income statement is to convey details of profitability, and internal and external activities to its stakeholders. This assists the investors to give suggestions for the improvement of the company in profitability and efficiency level. Wales plc made the total sales of £800980 and the total cost of sales is £578650 for the year 2021. This means Wales plc made a profit of £222330 and the performance of the company is quite good to enhance the profit limit.  The indirect cost of production is about £44000 for this accounting period. After considering all the indirect cost the company the net profit of Wales plc is £178330 and this indicates the efficiency of the company to generate profit  (BBC, 2022).    
[bookmark: _Toc112082923]Preparation of Balance sheet for Wales plc for the year ended 31st December 2021
	Particulars
	Amount 
	Amount 2

	Equity and Liabilities
	
	

	Shareholder's fund 
	
	

	
	
	

	Ordinary shares 
	
	400000

	Preference share
	270000
	

	Add: Net profit 
	178330
	448330

	Non-current liabilities
	
	

	Short-term borrowings 
	
	4000

	Debentures 4%
	
	4000

	Debentures
	
	100000

	Corporate tax
	
	100000

	Current Liabilities 
	
	

	Outstanding Expenses
	
	3000

	Trade Payables 
	
	171355

	Total Liabilities
	
	1230685

	Assets 
	
	

	Non-current assets
	
	

	Fixed Assets
	
	

	Plant and Equipments
	
	652730

	Current Assets
	
	

	Trade receivables 
	170125
	

	Credit sales
	980
	171105

	Cash and banks 
	
	76250

	Closing stock 
	
	330600

	
	
	

	Total Assets
	
	1230685


   
Evaluation
The balance sheet is the combination of every account of a company during the accounting period. This financial report indicates the assets, liabilities and other aspects. It indicates to the financial picture of the business on the date of final publication. It is an equation that balances the sum of assets with the sum of liabilities and shareholder equity. The analysts use this type of balance sheet to calculate the financial ratios and take decisions accordingly (accountingtools, 2022). The total liabilities of Wales plc are £1230685 and the total assets are also £1230685 at the end of the 31st December 2021. This means the company maintain its efficiency in the business activity of Wales plc.
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[bookmark: _Toc112082925]Calculation of Several financial ratios of Sweets plc for the year 2021 and 2020 
	Calculation of Return on capital employed (ROCE)

	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

	ROCE= EBIT/ Capital employed 
	11.1419 
	9.92757



	Calculation of Return on equity (ROE)

	Particulars 
	2021 
	2020

	Net income 
	431 
	366

	Shareholders’ equity 
	300 
	300

	ROE= Net income/Shareholders Equity 
	1.436667 
	1.22



	Calculation of Earning per share

	Particulars 
	2021 
	2020

	Net income 
	431 
	366

	Outstanding shares 
	300 
	300

	Average outstanding shares 
	300 
	150

	EPS= Net income/ Average outstanding shares 
	1.436667 
	2.44

	Calculation of Net profit margin

	Particulars 
	2021 
	2020

	Net profit 
	431 
	366

	Total revenue 
	6738 
	6441

	Net profit margin= (net profit /revenue) x 100 
	6.396557 
	5.682347



	Calculation of Asset turnover

	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 
	0.679816 
	1.277089




	Calculation of Stock holding days

	Particulars 
	2021
	2020

	Closing stock 
	708
	659

	Cost of goods sold 
	3235
	3096

	Stock holding days= (Closing stock/cost of goods sold) x 365 
	79.8825
	77.69218346




	Calculation of debtors' collection period

	Particulars 
	2021
	2020

	Amount owed by Debtors 
	1,249
	1287

	credit sales 
	6,738
	6441

	Debtors collection period= (Amount owed by debtor/annual credit sales) x 365 
	67.6588
	72.93199814



	Calculation of current ratio

	Particulars 
	2021
	2020


	Current asset 
	9,736
	10,087

	Current liabilities 
	2,511
	3,046


	Current ratio= current asset/ current liabilities 
	3.87734
	3.311556139



	Calculation of gearing ratio

	Particulars
	2021
	2020

	Loans and borrowings
	4137
	4129

	Shareholder equity
	3,088
	2912

	Gearing ratio= loans and borrowings/shareholder equity
	1.42067
	1.417925824



	Calculation of interest cover

	Particulars 
	2021
	2020

	Earnings before interest and taxes 
	805
	699

	Interest expenses 
	226
	181

	Interest cover= EBIT/Interest expenses 
	3.561947
	3.861878453
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1. Return on capital employed (ROCE)
Formula 
	Return on capital employed = Earnings Before Interest and Tax (EBIT) / Capital employed



Illustration
The analysis of the return on capital employed illustrates the profitability and the capital efficiency of the company (accountingtools, 2022). This reflects the performance of the company that shows the ability of the company to generate profit from its invested capital. This analysis of the ratio helps the investors to make decisions regarding the investment in its business activities based on its profit-making capacity. Moreover, this analysis of the ROCE reflects the comparison of high-level investment projects like the airline, railway and other aspects. This huge project completes the task with a huge amount of money and this calculation helps the investor to find a healthy business opportunity.  Return on capital employed is continuously increased to 11.1419 from 9.92757 in 2021 (corporatefinanceinstitute, 2020). This indicates Sweets plc improved its capacity to generate profit from its capital that is put to use in the business activity. The calculation of return on capital employed reflects the capacity itself to make a profit after considering the amount of capital to meet this level of profitability.   
2. Return on equity (ROE)
Formula
	Return on equity = Annually net income / Shareholders equity



Illustration
The analysis of the return on equity is found by dividing the net profit by the amount of shareholder equity in the business. It reflects the performance of the company in using shareholder money for fulfilling the business objectives. This shows the effectiveness of the company to use equity to run its daily business activities (Ji, 2019, p.7193). Moreover, these calculations determine the investment possibility of the investors regarding the future investment plans. This helps to create an outline of the earnings of the equity shareholder of the company in an accounting period. It indicates that Sweets plc improved its performance to use the equity to its shareholder as it raised to 1.436667 from 1.22 in 2021. Moreover, this also indicates the sustainable financial performance of Sweets plc to generate more ransom return to the shareholders (Manzaneque-Lizano et al., 2019, p.6551).

3. Earnings per share (EPS)
Formula
	Earning per share = Net income of the company – Dividend to preferred shareholders / Average outstanding shares of the company



Illustration
The earning per share indicates the value of the outstanding earnings of stocks of the company during an accounting period. It helps to decide the price of the stocks of the company. The analysis of the earnings per share reflects the performance of the company and assists to pick a suitable company share to find a suitable investment option. Moreover, this also helps to keep track of the past performance of the company (Board et al., 2018, pp. 321-342). The higher earning per share indicates the possibility to increase the amount of dividend payout over the period. This calculation of the earnings per share helps to identify the profitability and efficiency of Sweets plc. The earnings per share continuously decreased to 1.436667 from 2.44 in 2021due to the problem of increasing the earnings of Sweets plc. This calculation illustrates the company's need to try to bring some innovation to beat other competitors in the market (BBC, 2022).   
4.  Net profit margin
Formula
	Net profit margin = Revenue – Cost / Revenue



Illustration
The net profit margin reflects the profitability and liquidity of the company during the financial period. This illustrates the total amount of money that the company makes after adjusting all indirect costs and tax expenses of the business. Moreover, this also reflects the cost efficiency of the selected company and keeps track of the performance based on the different time frames. This assisted to make comparisons on the health of the company. The net profit margin of Sweets plc increased to 6.396557 from 5.682347 in 2021 (Kumhof and Noone, 2018). This calculation indicated the amount of net profit the company makes related to per dollar. This means the company increases its profitability level by reducing the cost of production of its products during the accounting period.
5. Asset turnover ratio
Formula
	Assets turnover ratio = Net sales / Average total assets



Illustration
The analysis of the assets turnover ratio indicates the efficiency of the company to improve sales by using the assets of the company. It also shows the capacity of the company to utilise the assets like current and fixed assets for raising the volume of profit of the company during the accounting period. The higher percentage in the asset turnover ratio reflects the way it utilises the assets for generating more return from this. This helps the higher authority management team to take decisions regarding the selling or procurement of assets. The asset turnover ratio of Sweets plc is downsided to 0.679816 from 1.277089 in 2021(Phan, 2018, pp.268-280). This means the company loses its ability to generate sales and increase revenue by using the assets of the company. It also reflects Sweets plc need to bring improvement in the daily operations of the business to use the assets properly.
6. Stock holding days
Formula
	Stock holding days = Closing stock / Cost of goods sold x 365  



Illustration
The analysis of the stock holding days evaluates the number of days that the company takes to sell the items of the stocks. It indicates the performance of the company and also the speed to rotate the stocks in sales. The higher stock holding days reflect the problem of selling the product and the company needs more efforts to close the sales. Long-term stock holding days have some benefits like tax advantage, lower overhead expenses and other aspects. Although the companies always try to remain as short as possible as it increases the profitability of the company during an accounting period (Lucianelli et al., 2020, p.80). The number of stock holding days of Sweets plc before sales is increased to 79.8825 from 77.69218346 in 2021. This illustrates that the company faces problems turning the stocks into sales due to the change in market trends relating to the demand for the products of Sweets plc. 
7.  Debtors collection period
Formula
	Debtors collection period = Sundry debtors / sales turnover x 365



Illustration
The analysis of the debtors collection period reflects the duration of the days that the company takes to collect all the receivable amounts from its sundry debtors. It assisted the company to make a comparison between the granted time of credit period and the real collection period. This analysis reflects that the company has sufficient cash to meet the financial burden of the company at that point in time (Batrancea, 2021, p.3178). The duration shows the seriousness of the company regarding account receivable management practices. Sweets plc made itself capable of reducing the collection period to 67.6588 from 72.93199814 in 2021. This means Sweets plc made some regulations and procedures to make improvements in the collection period from its debtors.      

8. Current ratio
Formula
	Current ratio = Current assets / Current liabilities



Illustration
The calculation of the current ratio indicates the capacity of the company to pay off its short-term liabilities within a current accounting period. It assisted the investor get to know its financial efficiency to meet the short-term debt with its current assets (Liwski and Gebel, 2018, pp.S1-S6). The analysis just reflects the short-term liquidity of the company not able to illustrate the whole solvency picture of a company. The current ratio of Sweets plc is increased to 3.87734 from 3.311556139 in 2021 due to sustainable financial performance. This will also reflect the ability of Sweets plc to convert its assets into cash and cash equivalent items within the accounting period. It illustrates the effectiveness of Sweets plc in managing working capital (corporatefinanceinstitute, 2022).  
9. Gearing ratio
Formula
	Gearing ratio = Long-term debt + Short-term debt + Bank overdraft / Share holder equity  



Illustration
The gearing ratio indicates the combination of financial items that shows the comparison of the shareholder's equity with the company debt. This illustrates the financial ability and the amount of leverage that the company has in the accounting period. Moreover, this shows the number of operations that are using debt and which are using equity to complete it (Dimitropoulos, 2022, pp. 41-61). It indicated the financial risk of the business as extreme amounts of debt can create financial difficulties in the business operations. Sweets plc improved its gearing ratio to 1.42067 from 1.417925824 in 2021. This hike in gearing ratio indicates Sweets plc increased its amount of equity in the operations of the company. Sweets plc also has some benefits to using its own business fund in the daily operations as it reduces the amount of income tax due to the reduction in taxable income (corporatefinanceinstitute, 2022). 
10. Interest coverage ratio
Formula
	Interest coverage ratio = Earnings before interest and taxes / Interest expenses   



Illustration
The calculation of the interest coverage ratio reflects the capacity of the company to meet the interest on the outstanding debts  (BBC, 2022). This is used by the creditor, and lenders to get to know about the risks that are involved in giving the capital to a company. This analysis of the ratio is important for both the market analyst and the investors as it gives a clear image of the ability of the company to pay the existing obligations of creditors (Akgün and Karataş, 2020). Sweets plc reduced to 3.561947 from 3.861878453 in 2021as its lost ability to make payments to its creditors. The company faces the problem of funds as Sweets plc faces a problem to sell its products in markets due to the change in the market trend. 


[bookmark: _Toc112082927]Conclusion
This report had been reflecting the income statements and the balance sheet of Wales plc that had been illustrating the financial position of the company. This had been reflecting the financial position and the way to maintain a sustainable performance of the company in a financial year. Furthermore, this report had been reflecting the calculation of different financial ratios and indicates the performance and efficiency of sweets plc on the basis of the analysis of the ratios.   
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