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[bookmark: _Toc117084708]Introduction 
The purpose of this assessment is to study the relevant aspects of financial accounting and answer relevant questions. The main users of financial statements and their requirements is principles of accounting, interpretation of financial statements, and accounting ratios are to be addressed in this assessment. The income statement of Wales Plc. for the year ended on 31st December 2021 is to be prepared using the given information in the brief. The relevant accounting ratios of Sweets Plc need to be analyzed in the 2nd question. 
Fundamentals of Accounting refers to the definition, principles, categories, and statements of Financial Accounting. In Accounting, the entry of financial data is processed, recorded, summarized, and analyzed and then used to prepare a report of financial transactions happening in the company. Accounting helps a company to assess its performance and make relevant business decisions (Borad and Borad., 2022).     
[bookmark: _Toc117084709]Question 1
[bookmark: _Toc117084710]a) Preparation of income and financial position statements
[bookmark: _Toc117084711]Income statement of Wales Plc.
In Financial Accounting, an Income statement is regarded as one of the financial statements that are used by the companies to state the financial results of the company itself for a certain financial period. The statement is used to depict the gross profit, net profit, and relevant costs incurred in that particular financial period (Burke et al., 2022). Both internal and external users of a company use the income statement for relevant purposes. Among internal users, the management and leaders of the company are there any external users including stakeholders like competitors, customers, employees, etc. (Accountingtools, 2022)?   
[image: ]
Fig. 1: Income statement of Wales Plc. 
(Source: Prepared by author, 2022)
Calculation and workings
Gross profit: Gross profit is defined as a metric of the income statement that determines the overall profitability of the company in that particular financial year. Here, the gross profit is evaluated from the difference between total sales and total cost of purchase. The sales value is £800,000 and the cost of purchase is £578,650. So, the gross profit of Wales Plc. is £800,000- £578,650 = £221,350.  
Net profit: Net profit is the profit to the company which has earned after leaving out operating, interest and tax costs (Capital, 2022). Here, net profit is computed by subtracting all operating and tax expenses from the Gross profit. The total operating and tax expenses of Wales Plc. are £218,000. So, net profit is £221,350- £218,000= £3,350. 
[bookmark: _Toc117084712]Statement of financial position of Wales Plc.
In Financial Accounting, the balance sheet is referred to as the Statement of financial position. This financial statement is useful in assessing the position of the business regarding the stability and risk occurrence of the company (Warren, Jonick, and Schneider., 2020). With more assets available than liabilities, the company is said to be more financially stable and in a better position while less value of assets than liabilities means that the company is not in a good financial position (FreeAgent, 2022). 
[image: ]
Fig. 2: Financial position statement of Wales Plc.
(Source: Prepared by author, 2022)

Calculation and workings
  Total assets: Total assets are the sum of Fixed assets ie., plant and current assets ie., Trade receivable, cash at the bank, and stocks. Here the value of total assets = £650,000+ £170,125+ £76,259+ £330,600 = £1,226,975. 

  Total liabilities: Total liabilities are the sum of ordinary shares and preference shares, debentures, and current liabilities such as outstanding expenses, corporation tax, and trade payables. So, the value of total liabilities is £500,000+ £200,000+ £100,000+ £3,000+ £100,000+ £188,625 = £1091625.

  Shareholders’ equity: Shareholders’ equity includes net profit and retained earnings that is £3,350+ £132,000 = £135,350. 
[bookmark: _Toc117084713]b) Reason for financial position statement being in balance
A balance sheet or a statement of financial position is not only important for the company but also for the understanding of the financial operations in a better way. The reason is that all entries of the general ledger should be in the same path of the accounting equation “Assets= Liabilities Shareholders’ equity". This equation is found to be a double-entry accounting system so it will always balance. As the balance sheet will always follow the accounting equation, the balance sheet or financial position statement should be in balance always (Quora, 2022).       
[bookmark: _Toc117084714]Question 2
[bookmark: _Toc117084715]a) Evaluation of the accounting ratios of Sweets Plc. 
Accounting or financial ratios in Financial Accounting is useful in analyzing the different aspects of the financial statements of a company. There are different accounting ratios such as profitability ratio, solvency ratio, liquidity ratio, and efficiency ratio and there are subcategories of these ratios as well (Corporate Finance Institute, 2022). 

1- ROCE
[image: ] 
Return on Capital Employed (ROCE) is used to depict whether the company has been able to evaluate profit from its capital or not. The formula of ROCE is Earnings Before Interest and Tax (EBIT) divided by Capital Employed (Corporate Finance Institute, 2022). Capital employed is the difference between total assets and current liabilities.

2- Return on Equity (ROE)
[image: ]
Return on Equity (ROE) measures the annual return of a company on an equity investment. This profitability ratio is evaluated by dividing the net income of the company by the equity of the shareholders. In 2021, Net income= is £431 million and shareholders' equity is £300 million. So, the ROE of Sweets Plc in 2021= (431/300)= 1.43667. The same process is followed for the 2020 calculation. 

3- Earnings Per Share (EPS) 
[image: ]
Earnings Per Share (EPS) is used to determine if the investment made in a company is profitable or not. The ratio is calculated by dividing the net earnings by the average outstanding shares. In 2020, the average outstanding shares= (£300+ £0)/2 = £150. So, EPS in 2020= £366/ £150 = 2.44. Following the same process, EPS for 2021 is calculated.







4- Net Profit margin 
[image: ]
The net profit margin ratio will show how much net profit the company has evaluated per unit of revenue. Net profit margin of Sweets plc in 2020= (Net profit in 2020/ Total revenue in 2020)*100= (366/ 6441)*100= 5.68%. The same way is initiated to evaluate the Net profit margin of 2021. 


5- Assets turnover
[image: ]
Assets turnover shows the extent of sales generated by the company using its assets. The assets turnover ratio follows the following formula of derivation = Revenue/ Average total assets. In 2021, average total assets= (9736+ 10,087)/2 = 9911.50. So, Assets turnover of Sweets Plc in 2021= (6738/ 9911.5) = 0.67982. In 2020, it was 1.27709 evaluated through the same process. 






6- Stock holding days
[image: ]
Stock holding days in an efficiency ratio that determines the number of days a product is left in the store before it gets sold (Software, 2022). Stock holding days in 2021 = (Closing stock in 2021/ cost of sales in 2021)*365 = (708/3235)*365 = 79.8825 ~ 80 days (approx). In 2020, it is 77.69~ 78 days.   


7- Debtors’ collection period
[image: ]
This efficiency ratio is useful in evaluating the number of days a certain amount is held by the debtors out of total sales. So, debtors’ collection period in 2021= (1249/6738)*365 = 67.65~ 66 days. In 2020, it was 72.93 days~ 73 days. 

8- Current ratio
[image: ]
The current ratio shows the current liquid assets available to the company to deal with sudden risks and expenses (Weygandt, Kimmel, and Kieso., 2019). In 2021, current ratio = (Current assets/ current liabilities) = (9736/ 2511) = 3.87734 and in 2020, current ratio was (10,087/3046)= 3.31155614. 

9- Gearing ratio 
[image: ]
The gearing ratio is used to show the financial risks that are associated with the company. It is evaluated from the division of loans and borrowings by shareholders' equity.
Gearing ratio is 2021 = (4137/3088)= 1.42067.
Gearing ratio is 2020 = (4129/ 2,912) = 1.41792582.

10- Interest cover
[image: ]
This ratio determines the interest-paying ability of a company that will be used to pay off outstanding debt (Gocardless, 2022). 
In 2020, the interest cover of Sweets Plc. is (805/226) = 3.56195.
In 2021, the interest cover of Sweets Plc. is (699/181) = 3.86.
[bookmark: _Toc117084716]b) Analysis and discussion  
These accounting ratios depict that Sweets Plc.'s profitability, liquidity, and financial positioning have been analyzed and hence, there are some areas of improvement. Increasing the net profit margin addresses that the net profit of the company has increased. The company has also been able to evaluate more profit than before from the capital invested. The current ratio states that the company has a better financial position as it can deal with short-term liabilities in a better way. But the total value of assets has fallen in 2021 rather than 2020 which can make the company financially unstable. Also, the value of assets turnover has fallen indicating that the company now evaluates fewer sales per unit asset. These are the areas where the company needs some improvement.               
[bookmark: _Toc117084717]Conclusion
All aspects of financial accounting have been addressed here in this assessment and successful completion of this work will provide vast knowledge about the financial analysis of the company and how accounting works for the company. Wales Plc.'s income statement will give the investors and leaders of the company about profitability and how they can better it. The balance sheet has assessed the availability of assets and liabilities for that particular financial year. Accounting ratios will help Sweets Plc to compare different aspects for the years 2020 and 2021. 
[bookmark: _Toc117084718]
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Calculation of Return on capital employeed (ROCE)

Particulars 2021 | 2020
Earning before interest and tax (EBIT) 305 699
Total Asset 9.736 | 10,087
Current liabilities 2511 | 3,046
Capital employed 7225 | 7.041
ROCE- EBIT/ Capital employed 11.1419]9.92757
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Calculation of Return on equity (ROE)

Particulars 2021 | 2020

Net income 431 366
Shareholders equity 300 300

ROE- Net income/Shareholders equity 143667] 122
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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 | 1.43667] 2.4
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Net profit margin

Particulars 2021 | 2020
Net profit 431 366
Total revenue 6738 | 6441
Net profit margin— (net profit /revenue)*100__| 6.39656 | 5.68235
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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 0.67982| 1.27709
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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 | 77.6921835
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Calculation of debtors collection period

Particulars 2021 2020
Amount owed by Debtors 1,249 1,287
credit sales 6738 6441
Debtors collection period= (Amount owed by debtor/annual credit sales)*365 | 67.6588 | 72.9319981
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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 | 3.31155614
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Calculation or gearing ratio

Particulars 2021 2020
Loans and borrowings 4137 4129
Shareholder equity 3,088 2912
Gearing ratio— loans and borrowings/shareholder equity 1.42067] 1.41792582
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Calculation of interest cover

Particulars 2021 2020
Earning before interest and taxes 805 699
Interest expenses 226 181

Interest cover= EBIT/Interest expenses 3.56195 | 3.86187845
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In the books of Wales plc

For the year ended 31/12/2021

Income Statement

Particulars £ £ Particulars £ }75;
To purchase [578650 By Sales 00
To gross profit C/d [221.350
Total )00 Total 00
By gross profit b/d [ 221350
To Admin exp 30.000
To interest paid 2,000
To director's remuneration 5.000
To distribution costs 28.000

To pay of ordinary dividend | 20.000

To pay of preference dividend | 30.000

To corporation tax [100.000
To outstanding comission 3.000
To net profit 3.350

[ 221350 [ 221350
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In the books of Wales plc

For the year ended 31/12/2021

Statement of financial position

Liabilities £ £ Asset £
Share capital
Ordinary share 500.000 Fixed Asset
Pref share 200.000 Plant 650.000
Total 700,000 Current asset
Add: Net profit 3350 Trade receivable 170.125
Add: retained carning 132.000 Cash and bank 76.250
835.350 Stock 330.600
Debenctures 100.000
Current liabilities
Outstanding expenses 3000
Corporation tax 100000
Trade payable 188625
Total 1,226,975 Total 1,226,975





