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Introduction 
Most business professionals believe that accounting is the backbone of the business. The role of accounting is to observe and track the finance of the company in the form of profitability, debits, credits, payroll, and tax fixing. Accounting is a field driven by analytical interpretations and analytics (Brounen and Koedijk, 2004). Additionally, the research of Brounen & Koedijk (2004) says that accounting plays an important role because it helps in recording the financial information of the company. Moreover, time-to-time recording of information helps in comparing the historic data and financial information of the company. The performance of the company can be accessed if a company has accurate, consistent, and full records. Additionally, the research of Brounen & Koedijk (2004) says that in financial statements, the income statement is one of the important reports, which is also called the profit and loss statement. Whereas this statement tells the investors or company about how much a company is
making a profit or doing well (Bondt and Thaler, 2022).

Q no: 1
Part A
	Wales plc

	Profit and loss Statement

	On 31 December 2021

	Particulars
	Sum £
	Sum £

	Sales
	
	800,980

	Cost of Sales
	578,650
	

	
	
	578,650

	Gross Profit
	
	222,330

	Operating Expenses
	
	

	Distribution Cost
	28,000
	

	Sales Commissions
	3,000
	

	Directors’ remuneration
	5,000
	

	Administrative expenses
	30,000
	

	Ordinary dividend paid
	20,000
	

	Preference dividend paid
	30,000
	

	Total Operating Expenses
	
	116,000

	Operating Income 
	
	106,330

	Non-operating Expenses
	
	

	Interest paid
	
	2,000

	Income before tax
	
	104,330

	Corporation tax
	
	100,000

	Net Profit
	
	4,330







	Wales plc

	Financial Position Statement

	On 31 December 2021

	Assets
	Sum £
	Sum £

	Non-Current Assets
	
	

	Fixed Asset
	
	

	Plant and equipment
	
	1,2500,000

	
	
	

	Current Assets
	
	

	Trade receivable (170,125+980)
	171,105
	

	Stock
	430,660
	

	Cash in Hand
	176,250
	

	Total Current Assets
	
	777,955

	Total Assets
	
	2,027,955



	Equity and Liabilities
	
	

	Shareholders’ Equity 
	
	

	Ordinary shares £1
	
	1,000,000

	Preference shares 10% £1
	
	400,000

	Retained profit on 1st January 2021
	132,000
	

	Net profit
	4330
	

	
	
	136,330

	Total Equity
	
	1,536,330

	
	
	

	Long-Term liability
	
	

	Debentures 4%
	
	200,000

	
	
	

	Current Liabilities
	
	

	Trade payable
	188,625
	

	Outstanding Sales Commission
	3,000
	

	Provision of Corporate Tax
	100,000
	

	Total Liabilities 
	
	291,625

	Total Owner’s Equity and liabilities
	
	2,027,995





Q no 1
Part B
This balance sheet is the end summary of accounting transactions throughout the period and these transactions work on the double entry system which is the major reason that balances both sides of the balance sheet. The accounting system records at least two different accounts which ensure the consistency and reliability of the accounting system. On the balance sheet assets are always on the left side and liability & equity are on the right side which means the left side must be equal to the right side of the balance sheet, and this is the general rule in accounting.
The assets of the company show what is owned by the company whereas on right there is the liability of the company means what the company owes such as salaries, taxes, loans, etc. The third important segment of the balance sheet is shareholders' equity, which shows the company's capital contributed by shareholders and the retained profit of the shareholders over the years.
This is another reason above highlighted that for the balance sheet to be balanced, total assets have to be equal to the total liabilities and shareholder's equity. 
Total Assets = Liabilities + Shareholder’s Equity 	
Let’s take a simple in order to understand why they always get a balance if you are buying a new car which is worth £8,000 but you have only £4000 which is your capital now in order to buy that car you will borrow a loan for £4000 which will be your liability after that you can buy a car worth £8000 which will be your asset, this was the simplest example to understand the accounting equation. Another example we can assume is if you sell your property for £20,000. Now your asset account will be reduced by £20,000 while your accounts receivable or cash account will increase by £20,000, overall, your net impact would be zero.
So, as we noticed above, the balance sheet is always equal or balanced. Just like the accounting equation. Now this will help us to understand that in accounting terms the company has only three ways of acquiring new assets.

Q no: 2
Part A
1) ROCE 

ROCE = Profit before interest/Assets Employed x100%

A. Profit before interest

	
	2021
	2020

	Profit Before Tax
	620
	539

	Interest Payable
	226
	181

	Profit before interest
	846
	720



B. Assets Employed = Total Assets – Current Liabilities
	
	2021
	2020

	Total Assets
	9,736
	10,087

	Current Liabilities
	2,511
	3046

	Assets Employed
	7,225
	7,041




C.   ROCE= (Profit before interest / Assets Employed) x100%
	
	2021
	2020

	Profit before interest
	846
	720

	Assets Employed
	7,225
	7,041

	ROCE
	11.71%
	10.23%



2. ROE (Return on Equity)

ROE = (Net profit / Shareholders Equity) x100%

	Particulars
	2021
	2020

	Net profit
	431
	366

	Shareholders’ Equity
	3,088
	2,912

	ROE
	13.95%
	12.57%





3. EPS

Earnings per share = Earnings Available to Shareholders / No of Ordinary shares

No of shares = Ordinary Share Capital / Price per share

No of Shares = 300/ 0.5 = 600 Shares for 2020
No of Shares = 300/ 0.5 = 600 Shares for 2021

	
	2021
	2020

	Net Profit/Earnings Available to Shareholders
	431
	366

	No of Shares 
	600
	600

	Earnings per share
	0.7183
	0.61


  
4. Net profit margin

Net profit margin = (Net Profit / Revenue) x100%

	
	2021
	2020

	Net Profit
	431
	366

	Revenue
	6,738
	6,441

	Net profit margin
	6.40%
	5.68%



	
5. Asset turnover:

Asset Turnover = Revenue / Total Assets
	
	2021
	2020

	Revenue
	6,738
	6,441

	Total Assets
	9,736
	10,087

	Asset Turnover
	0.692
	0.639 




6. Stock holding days

Stock holding days = (Inventory / Cost of Sales) x365
	
	2021
	2020

	Inventory (X)
	708
	659

	Cost of Sales (Y)
	3,235
	3,096

	Stock holding days
(X/Y)
	79.88 / 80 days
	77.69 / 78 days 



7. Debtors collection period

Debtors’ collection period = (Trade Receivable / Credit Sales) x365

	
	2021
	2020

	Trade Receivable (X)
	1,249
	1,287

	Credit Sales (Y)
	6,738
	6,441

	Debtors’ collection period (X/Y) 
	67.66 / 68 days
	72.93 / 73 days 





8. Current ratio

Current ratio = Current Assets / Current Liabilities

	
	2021
	2020

	Current Assets (X)
	2,303
	2,355

	Current Liabilities (Y)
	2,511
	3,046

	Current ratio (X/Y)
	0.92
	0.77




9. Gearing ratio
	
	2021
	2020

	Debt (X)
	4,137
	4,129

	Total Equity (Y)
	3,088
	2,912

	Gearing ratio (X/Y)
	1.34 
	1.418 



         Gearing ratio = Debt / Total Equity


10. Interest cover:

Interest cover = Profit Before Interest and Tax / Interest Charges

	
	2021
	2020

	Profit Before Tax
	620
	539

	Interest Charges
	226
	181

	Profit before interest and tax
	846
	720





	
	2021
	2020

	Profit before interest and tax (X)
	846
	720

	Interest Charges (Y)
	226
	181

	Interest cover(X/Y)
	3.74 
	3.98 





Part B
Based on the calculations as per the data given in the income statement and financial position we can say that the overall performance of the company has improved. As we saw above the ratios are increasing as compared to last year’s performance of the company.
The ROCE and the ROE both increased as compared to the last year.
The net profit margin has also increased in 2021 as compared to 2020 by approximately 0.72%. And the earnings per share also increased by almost 0.1083 as compared to last year that is also confirming the increasing trend due to this, they have declared £255m by £11m. The average share price also increased as in 2020 it was £4 and in 2021 it was £5.12.
The turnover assets are slightly increased due to a decrease in assets. It used to take the company 73 days to pay off its accounts receivable in cash, but these days it only takes about 68 days. Although it has improved over the previous year, the company still must make more progress in terms of collecting its receivables.
Additionally, the current ratio needs to be raised. The company has improved from the year 2020, but still has to make further improvements in this direction.
Since the previous year, the entity's interest expense has increased. Although the interest coverage ratio has decreased, the gearing ratio is still appropriate given the entity's corresponding growth in equity. This is brought on by the entity's rising debt.
Overall, it can be concluded that the company performance has increased since last year.
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