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[bookmark: _ymdd33586bvm][bookmark: _Toc123137021]Introduction 
“Accounting” is widely analysed as the process of measuring, processing, controlling, and communicating both financial and non-financial elements of commercial entities. Effective utilisation of accounting principles, concepts, and standards allows organisations to prepare financial statements and evaluate financial performance. The work comprises preparation of financial statements for Wales Plc and calculation of accounting ratios for Sweets Plc. This work also highlights reason behind financial position statements always being balanced along with evaluation of Sweets Plc’s financial performance in last two years.  
[bookmark: _jbehsht04asy][bookmark: _Toc123137022]Q1-Wales plc 
[bookmark: _qfcecbs6k08k][bookmark: _Toc123137023]a) Financial statements
“Financial statements” are written records of company's operation comprising all cash inflows and outcomes. These statements are crucial for understanding financial performance of commercial entities. As per the views of Arnold and Lewis (2019), “income statement” and “financial position statement” are main financial statements for any entity. Hence, these two financial statements have been prepared for Wales Plc. 
Income Statement
An “income statement” is financial statement that highlights spending, earnings, and sales of an organisation over specific period. This statement has main elements “revenue”, “expenses”, and “profit”. As observed by Guerard et al. (2021), income statements can be prepared by organisations on quarterly or annual basis. Main reason to develop an income statement for Wales Plc is to evaluate its financial performance.
	"Income Statement" 

	"Entity: Wales Plc"

	As at 31.12.2021

	Details (£)
	Sum
	Sum

	"Sales"
	 
	800000

	"Sales value outstanding"
	 
	980

	"Total Revenue"
	 
	800980

	 
	 
	 

	"Cost of Sales"
	578650
	 

	"Sales value outstanding"
	980
	 

	"Total Cost of Sales"
	 
	579630

	"Profits- Gross"
	 
	221350

	"Expenses- Operating"
	 
	 

	"Administrative Expenses"
	30000
	 

	"Distribution Costs"
	28000
	 

	"Total Expenses-Operating"
	 
	58000

	"Income- Operating"
	 
	163350

	"Sales Commission"
	3000
	 

	"EBIT"
	 
	160350

	"Interest Paid"
	2000
	 

	"Interest Expenses- Outstanding"
	6000
	 

	"EBT"
	 
	152350

	"Corporate Tax"
	 
	-100000

	"Net Income"
	 
	52350

	"Director's Remuneration"
	5000
	 

	"10% £1 Preference Shares Dividend"
	30000
	 

	"£1 Ordinary Shares Dividend"
	20000
	 

	"Profits- Net/Loss"
	 
	-2650


Computation of “income statement” for Wales Plc shows total revenue of £800000, EBIT of £160350, and net loss amounting to £2650. While determining financial performance of Wales Plc for 2021, computation of total finance cost had been made. As per financial data available, it has been found that company has interest paid £2000. However, it has a 4% debenture amounting to £200000. Therefore, total interest payment will be £6000, so £4000 interest will be outstanding. This amount has been deducted from EBT. Besides, the company has goods valued at £980 sent to customers on last day of 2021, and payments have not been received. Therefore, this amount has been considered outstanding sales and has been deducted from sales & added to cost of sales. Because of higher operating expenses than sales revenue, it has incurred net loss amounting to £2650.   
Financial Position Statement
“Financial position statement” is another financial statement which is developed by an organisation for projecting their financial position. This statement has three main elements which are “equities”, ”assets”, and “liabilities”. Main concept behind this statement is projecting financial position by projecting parity in liabilities, assets, and equities. 
	"Statement of Financial Position"

	"Entity: Wales Plc"

	As at 31.12.2021

	Details (£)
	Sum
	Sum

	"Assets"
	 
	 

	"Non-Current"
	 
	 

	"Plant & Equipment"
	1,250,000
	 

	Total 
	 
	1250000

	"Current"
	 
	 

	"Trade Receivable"
	170125
	 

	"Sales value outstanding"
	980
	 

	"Cash and bank"
	176,250
	 

	"Sales value outstanding"
	-980
	 

	"Stock at 31st December 2021"
	430,600
	 

	Total 
	 
	776975

	Total Assets
	 
	2026975

	"Equities & Liabilities"
	 
	 

	"Non-Current"
	 
	 

	"4% Debentures"
	200000
	 

	Total 
	 
	200000

	"Current"
	 
	 

	"Salesmen's Commission"
	3000
	 

	"Trade Payable"
	188625
	 

	"Interest Expenses- Outstanding"
	6000
	 

	"Corporate Tax"
	100000
	 

	Total 
	 
	297625

	Total Liabilities
	 
	497625

	Net Assets
	 
	1529350

	"Equity"
	 
	 

	"£1 Ordinary Shares"
	1,000,000
	 

	"Profits- Net/Loss"
	-2650
	 

	"10% £1 Preference Shares"
	400,000
	 

	"Retained profits at 1st January 2021"
	132,000
	 

	Total Equity
	 
	1529350


Computation of financial position statement has been made for Wales Plc which shows total assets of £297625, total liabilities of £497625, and total equities £1529350. In this computation, outstanding amounts of sales have been deducted from cash and outstanding interest & commission has taken into current liabilities. The computation highlights that even when this company has incurred net losses in 2021, it was able to maintain sound financial position.  
[bookmark: _qx7lm6f55dpi][bookmark: _Toc123137024]b) Reason for financial position statement being balanced 
“Financial position statement” is utilised by commercial entities for projecting their performance and position to key stakeholders. Such statement is beneficial for the projection of financial performance at year-end. One of most recognised characteristics of this statement is that figures of total assets and total equities & liabilities are equal.  Thoroughly analysing financial position statements helps assess what entity owes and owns (Drury, 2013). Amount recorded in both equity & liabilities and assets sides of company is equal to projected amount of funds that company will obtain if it sells all of its assets. Main reason behind balanced figure of financial position statement is usage of the “double-entry bookkeeping system” (Seal et al. 2018). Under this concept, all transactions of company are recorded under two-sided accounting entries. This means for every debit entry, there will be supporting credit entry. Therefore, each accounting entry recorded in one account necessitates with opposing & equivalent entry within another account.
As a financial position statement is one of most crucial financial statements which reflects financial performance & position of company, such a statement must be prepared as per strong accounting concepts. Utilisation of double-entry bookkeeping system allows ventures to record every financial transaction systematically through journal entries from which, ledger accounts and trial balances are prepared. Development of financial position statements is the financial stage of projecting financial position of commercial entities (Dyson, 2010). As preparation of financial position statement is based on development of primary books of accounts, preparing ledgers, and developing trial balance, usage of double-entry bookkeeping system is ensured from initial recording of transactions. As a result, errors can be avoided from financial records and precise financial position statements can be prepared. However, if financial position statement is not balanced, then there must be an error in business records. For instance, Wales Plc has total balance of £2026975 which shows sound financial position.        
[bookmark: _5h75kt6kasqo][bookmark: _Toc123137025]Q2-Sweets Plc 
[bookmark: _6f71po23dfmp][bookmark: _Toc123137026]a. Accounting ratios
“Accounting ratios” are accounting tools that help in comparing numerical values taken from financial reports & statements of company. In this way, accounting ratios can highlight “efficiency”, “profitability”, “solvency”, and “liquidity” of commercial entities. Accounting ratio calculation and computation for Sweets Plc is as under:  
1: “ROCE”
	“ROCE”

	"Entity: Sweets Plc"

	Details "£m"
	2020
	2021

	"EBIT"
	699
	805

	:÷: "Capital Employed"
	7,041
	7,225

	"Total Assets"
	10,087
	9,736

	:-: "Current Liabilities"
	3,046
	2,511

	“ROCE”
	10%
	11%



2: “ROE”
	“ROE”

	"Entity: Sweets Plc"

	Details "£m"
	2020
	2021

	"Net Income"
	366
	431

	:-: "Equities"
	2,912
	3,088

	“ROE”
	13%
	14%



3: “Earnings per share”
	“Earnings per share”

	"Entity: Sweets Plc"

	Details "£m"
	2020
	2021

	"Net Income" 
	366
	431

	:-: "Dividends"
	242
	255

	:÷: "Outstanding Shares"
	600
	600

	“Earnings per share”
	0.21
	0.29



Note:- It has been assumed that Sweets Plc has shares outstanding 600 that has been computed by dividing total shares £300m with book value per share of 50p. 

4: “Net profit margin”
	“Net profit margin”

	"Entity: Sweets Plc"

	Details "£m"
	2020
	2021

	"Net Income"
	366
	431

	:÷: "Revenue"
	6,441
	6,738

	“Net profit margin”
	6%
	6%



5: “Asset turnover”
	“Asset turnover”

	"Entity: Sweets Plc"

	Details "£m"
	2020
	2021

	"Net Sales"
	6,441
	6,738

	:÷: "Total Assets"
	10,087
	9,736

	“Asset turnover”
	64%
	69%



6: “Stock holding days”
	“Stock holding days”

	"Entity: Sweets Plc"

	Details "£m"
	2020
	2021

	"Inventories"  
	659
	708

	:x: "365 Days"
	240535
	258420

	:÷: "Cost of Sales" 
	3,096
	3,235

	“Stock holding days”
	78
	80



Note:- It has been assumed that Sweets Plc has operated throughout year which is 365 days. 


7: “Debtors collection period”
	“Debtors collection period”

	"Entity: Sweets Plc"

	Details "£m"
	2020
	2021

	"Receivables"
	1,287
	1,249

	:x: "365 Days"
	469755
	455885

	:÷: "Sales"
	6,441
	6,738

	“Debtors collection period”
	73
	68



Note:- It has been assumed that Sweets Plc has made sales throughout year which is 365 days. 
8: “Current ratio”
	“Current ratio”

	"Entity: Sweets Plc"

	Details "£m"
	2020
	2021

	"Current Assets"
	2,355
	2,303

	:÷: "Current Liabilities"
	3,046
	2,511

	“Current ratio”
	0.77
	0.92



9: “Gearing ratio”
	“Gearing ratio”

	"Entity: Sweets Plc"

	Details "£m"
	2020
	2021

	"Liabilities"
	7175
	6648

	:÷: "Equities"
	2,912
	3,088

	“Gearing ratio”
	2.46
	2.15






10: “Interest cover”
	“Interest cover”

	"Entity: Sweets Plc"

	Details "£m"
	2020
	2021

	"EBIT"
	699
	805

	:÷: "Finance Cost"
	181
	226

	“Interest cover”
	3.86
	3.56



[bookmark: _v8eua651c45z][bookmark: _Toc123137027]b. Comment on financial performance 
Ventures operating in a competitive environment aim to maintain sound financial performance & position to gain higher market share. Financial performance of Sweets Plc which is a UK-based “sweets and confectionery manufacturer” can be analysed through results of accounting ratios. Computation of ROCE highlights a 1% improvement in earnings. As per Kadim et al. (2020), organisations that effectively use capital employed can generate higher returns from them. In case of sweets Plc, it can be said that ability to utilise capital employed has been enhanced which has improved its performance in 2021. Computation of net profit margin shows consistency in profitability in last two years. Both revenues and net profits of this company are on an increasing trend. Keeping operating expenses lower in comparison to sales can bring high returns to the company (Nariswari and Nugraha, 2020). As Sweets Plc has similar returns even when it has increased revenues, it can be said that operating expenses were increased in 2021. As per debtor collection period, performance of Sweets Plc has been improved by 5 days. As argued by Weetman (2019), collecting dues in less time indicates high efficiency of a company. Receivables of Sweets Plc have slightly reduced and revenue has increased. The results also show that the company is maintaining strict policies for dues collection which is good for its efficiency. Interest cover ratio shows results of 3.56 in 2021 and 3.86 in 2020. A declined interest cover ratio highlights reduced legibility of venture to honour debt payments. ROE computation shows an improvement in return by 1%.
Effective utilisation of equity capital can bring higher returns for an organisation (Mari and Marra, 2019). In case of Sweets Plc, effective usage of equities can be found along with an increment in net incomes and equities which is good for this company. Evaluation of asset turnover reflects a 5% increment in 2021. According to Jiménez and Grima (2020), effectively utilising asset base reflects good efficiency & profitability of a company. As Sweets Plc has soundly used its asset balance, profitability from them has been improved. However, total assets were reduced by £351m in 2021 which is not good for this company. Current ratio of Sweets Plc is 0.92 times in 2021 which is higher than last year. Having an increasing trend of current ratio highlights improved efficiency (Atrill and McLaney, 2018). Also, the company has significant reduction in both current assets and current liabilities. In case of earnings per share, it can be seen that earnings from each share have increased to £0.29 from £0.21 in 2021. Having strong financial performance allows organisations to boost earnings per share (Abdi et al. 2020). As Sweets Plc was able to maintain sound profitability, liquidity and efficiency, its earnings per share have been improved. As per analysis of stock holding days, it has been seen that stock holding days of Sweets Plc have increased by 2 days in 2021. Main reason for such an increase is taking a long time to convert inventories into cash. As per Ali et al. (2018), having an increasing trend of stock holding days highlights reduced efficiency of a company. Besides, computation of gearing ratio reflects results of 2.15 in 2021 and 2.46 in 2020. This means value of debt capital in capital structure of Sweets Plc has been reduced in comparison to equity capital. As per the views of Hedayat Mazhari et al. (2021), having high equity capital provides stability to company's capital structure. Sweets Plc has improved the figure of equities and declined liabilities which is good for its solvency. In essence, Sweets Plc has a strong financial position & performance in 2021 as compared to 2020.              
[bookmark: _5swmiqipub5e]

[bookmark: _Toc123137028]Conclusion
Appropriate incorporation of accounting and finance-related concepts allows the venture to maintain feasible performance. As per the computation of financial statements of Wales Plc, it can be concluded that the company has sound financial position & performance. However, net losses occurred at year-end which must be recovered. Besides, retail computations of Sweets Plc highlight sound profitability, efficiency, solvency, and liquidity position. However, the company must take less time to convert inventories into cash or sales. The company must also take suitable measures to maintain a viable proportion of working capital.
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“Net profit margin”	2020	2021	5.6823474615742914E-2	6.3965568417928165E-2	


“Asset turnover”	2020	2021	0.63854466144542532	0.69207066557107699	


“Stock holding days”	
2020	2021	77.692183462532299	79.882534775888658	

“Debtors collection period”	
2020	2021	72.931998136935249	67.658800831107158	

“Interest cover”	2020	2021	3.8618784530386701	3.5619469026548667	


“Gearing ratio”	2020	2021	2.4639423076923097	2.1528497409326426	


“Current ratio”	2020	2021	0.77314510833880612	0.91716447630426123	


“ROCE”	
2020	2021	9.9275671069450441E-2	0.1114186851211072	

“ROE”	
2020	2021	0.12568681318681318	0.13957253886010371	


“Earnings per share”	
2020	2021	0.20666666666666669	0.29333333333333333	
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