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Introduction
Accounting is one of the mandatory functions that all business organisations need to perform. It is important for various reasons and has a range of benefits to a business organisation. In this study, there is going to be a detailed discussion and illustration of the fundamental aspects or elements related to accounting. Firstly, there is going to be a detailed preparation of the two financial statements, income statements and statement of financial position of the organisation Wales plc. Besides this, there is going to be an evaluation of the fact that why a statement of financial position is always balanced. On the other hand, a range of financial ratios is going to be calculated for a long-established confectionary and sweets manufacturer named Sweets plc based on the organisation's financial statements. An in-depth analysis of these financial ratios of Sweets plc will be conducted and the financial statement information of the organisation will be used for interpreting its financial performance and position. 

Question 1
a) Prepare an income statement for the year ended 31st December 2021 for Wales plc and a statement of financial position as at that date
One of the primary activities that are performed in a business organisation is the preparation of financial statements. As stated by Palepu et al. (2020), financial statements are the reports of a business organisation, which disclose its financial position and financial performance at the end of every accounting period. The financial statements of a business organisation include the disclosure of a range of elements such as assets, liabilities, costs, revenues, profits or losses along with cash flows. However, the financial statements that are prepared in a business organisation are of different types. The two most important financial statements prepared in business organisations include income statements and statement of financial position. As defined by CFI (2022), an income statement is the financial statement prepared in business organisations, which is used to record their costs and revenues and calculate their profits and losses. The statement of financial position is the type of financial statement in which the assets and liabilities of a business organisation along with its shareholders’ equity are disclosed (Bragg, 2022). Depending on the financial information available on Wales plc, the following is the income statement created for the business organisation –
Income Statement prepared for Wales plc 
For the year ended 31st December, 2021
	Items
	Amount
	Amount

	Revenue from operations (sales)
	
	£ 800,980

	
	
	

	Less: Cost of Goods Sold (or COGS)
	
	- £ 578,650

	Gross profit
	
	£ 222,330

	
	
	

	Less: Operating costs 
	
	

	Administrative expenses
	£ 30,000
	

	Distribution costs
	£ 28,000
	

	Remuneration paid to directors
	£ 5,000
	- £ 63,000

	
	
	£ 159,330

	Less: Accrued expenses
	
	- £ 3,000

	
	
	

	Earnings Before Interests & Taxes (or EBIT)
	
	£ 156,330

	Less: Interest on loan
	
	- £ 2,000

	Earnings before taxes (or EBT)
	
	£ 154,330

	Less: Corporation taxes payable 
	
	- £ 100,000

	Earnings after taxes (or EAT)
	
	£ 54,330



Working notes:
1. Revenue from operations (sales)
= Sales revenues earned by the company as on 31st December 2021 + Sales made to a customer as on 31st December 2021 not recorded into books of accounts
= £800,000 + £980
= £800,980
2. Operating costs 
= Administrative expenses + Distribution costs + Remuneration paid to directors
= £30,000 + £28,000 + £5,000
= £63,000
3. Accrued expenditures
= Salesmen owing commission with respect to the sales made by them in December that are to be paid on 31st January 2022
= £3,000
4. Earnings before Interests & Taxes (or EBIT)
= Gross profit – Operating costs – Accrued expenses
= £222,330 – £63,000 – £3,000
= £156,330
5. Earnings before taxes (or EBT)
= Earnings before Interests & Taxes (or EBIT) – Interest on loan
= £156,330 – £2,000
= £154,330
6. Corporation taxes payable
= Estimated corporate tax of the company that is not yet paid
= £100,000
7. Earnings after taxes (or EAT)
= Earnings before taxes (or EBT) – Corporate taxes payable
= £154,330 – £100,000
= £54,330
On the other hand, depending on the financial information available on Wales plc, the following is the statement of financial position created for the business organisation –
Statement of Financial Position prepared for Wales plc 
As on 31st December, 2021
	Items
	Amount
	Amount

	(A) ASSETS
	
	

	I. Non-Current Assets
	
	

	Plant and Equipment
	
	£ 1,250,000

	Total non-current assets
	
	£ 1,250,000

	II. Current Assets
	
	

	Sundry debtors (trade receivables)
	£ 170,125
	

	Add: Credit sales to be received next year
	£ 980
	£ 171,105

	Cash at bank and in hand
	
	£ 176,250

	Stock in hand
	
	£ 430,600

	Total current assets
	
	£ 777,955

	Total Assets (I + II)
	
	£ 2,027,955

	(B) LIABILITIES AND SHAREHOLDERS' EQUITY
	
	

	I. Non-current liabilities
	
	

	4% Debentures
	
	£ 200,000

	Total non-current liabilities
	
	£ 200,000

	II. Current Liabilities
	
	

	Sundry creditors (trade payables)
	
	£ 188,625

	Accrued expenditures
	
	£ 3,000

	Deferred tax liabilities
	
	£ 100,000

	Total current liabilities
	
	£ 291,625

	Net Assets
	
	£ 1,536,330

	III. Shareholders' equity
	
	

	Ordinary shares (1 per share)
	£ 1,000,000
	

	10% preference shares (1 per share)
	£ 400,000
	

	Retained profits
	£ 136,330
	

	Total shareholders' equity
	
	£ 1,536,330

	Total Liabilities and Shareholders' Equity (I + II + III)
	
	£ 2,027,955



Working notes:
1. Sundry debtors (trade receivables)
= Sundry debtors (trade receivables) as on 31st December 2021 + Sales made on credit to be received next year
= £170,125 + £980
= £171,105
2. Stock in hand
= Stock (or inventories) as on 31st December 2021
= £330,600
3. Accrued expenditures
= Salesmen owing commission with respect to the sales made by them in December that are to be paid on 31st January 2022
= £3,000
4. Deferred tax liabilities 
= Estimated corporate tax of the company that is not yet paid 
= £100,000
5. Retained profits
= Retained profit balance as on 1st January 2021 + Earnings after taxes (or EAT) as on 31st December 2021 – Payment of ordinary dividends – Payment of preference dividends
= £132,000 + £54,330 – £20,000 – £30,000 
= £136,330
b) Why does the statement of financial position balance?
As discussed above, the statement of financial position is the financial statement in which the assets, liabilities and shareholders’ equity of a company is summarised. In this context, Almansoori et al. (2021) stated that the statement of financial position provides a snapshot regarding its financial position. This financial statement has two key parts. The first part of this financial statement is the total assets section. On the other hand, the second part of this financial statement is liabilities and shareholders’ equity. However, both these parts of the statement of financial position show the same balance. Any discrepancy in the total balance of the asset side with the liabilities and shareholders’ equity side reflects inaccuracy in the financial records of a company.
According to Robinson (2020), there is always a balance in the two sides of the statement of financial position. The reason of this balance is that the assets that are present in a business organisation are either funded by equity or funded by liabilities. Due to this, whenever the statement of financial position is not balanced, it is an indicator of the presence of a mistake or inaccuracy. An imbalance in the statement of financial position is a reflection of the existence of certain types of mistakes or some kinds of financial frauds that are occurring in a business organisation.
In the field of accounting, the double entry bookkeeping system holds great significance (Beretta and Cencini, 2020). The double entry bookkeeping system is a method in accounting, which records the accounting transactions of a business organisation in at least two accounts. One of these entries has to be a debit entry while the other entry is a credit entry. The adoption of this accounting method is useful for the balancing of the statement of financial position of a business organisation. For instance, Wales plc is a business organisation that adopts the double entry bookkeeping system. All financial accounting entries are made into two different ledger accounts, one debit and one credit. As a result, accuracy is maintained within the general ledger balances of the organisation Wales plc. Accordingly, the asset side and the liabilities and shareholders’ equity side of the statement of financial position of the organisation are balanced properly. Hence, these are the reasons due to which the statement of financial position is always balanced. 

Question 2
a. Calculate the following ratios for Sweets plc for 2021 and 2020, showing the formulas and workings
1- ROCE
Formula = Operating profit (EBIT) ÷ Total assets – Total current liabilities * 100
2020 
= 699 ÷ 10087 – 3046 * 100
= 699 ÷ 7041 * 100
= 9.9275
= 9.93%
2021 
= 805 ÷ 9736 – 2511 * 100
= 805 ÷ 7225 * 100
= 11.1418
= 11.14%
2- ROE 
Formula = Profit after taxes (PAT) ÷ (Share premium + Ordinary share capital + Retained profit) * 100
2020 
= 366 ÷ (1071 + 300 + 1541) * 100
= 366 ÷ 2915
= 12.5686
= 12.57%
2021 
= 431 ÷ (1071 + 300 + 1717) * 100
= 431 ÷ 3088 * 100
= 13.9572
= 13.96%
3- Earnings per share 
Formula = Profit after taxes (PAT) ÷ Total number of weighted average shares outstanding
2020 
= 366 million ÷ (300 million * 0.5 pence)
= 366,000,000 ÷ 150,000,000
= 2.44 pence
2021 
= 431 million ÷ (300 million * 0.5 pence)
= 431,000,000 ÷ 150,000,000
= 2.8733
= 2.87 pence
4- Net profit margin 
Formula = Profit after taxes (PAT) ÷ Total sales turnover * 100
2020 
= 366 ÷ 6441 * 100
= 0.0568234 * 100
= 5.68234
= 5.68%
2021 
= 431 ÷ 6738 * 100
= 0.0639655 * 100
= 6.3965
= 6.4%
5- Asset turnover 
Formula = Total sales turnover ÷ Total assets
2020 
= 6738 ÷ 9736
= 0.0442
= 0.04 times
2021 
= 6441 ÷ 10087
= 0.03628
= 0.04 times
6- Stock holding days 
Formula = Average stock (or inventories) ÷ Cost of Goods Sold (COGS) * 365 
2020 
= 659 ÷ 3096 * 365
= 659 ÷ 113004
= 77.69218
= 77.69 days
2021 
= 708 ÷ 3235 * 365
= 708 ÷ 1180775
= 79.8825
= 79.88 days
7- Debtors collection period 
Formula = Average trade debtors ÷ Sales revenue on credit * 365 days
2020 
= 1287 ÷ 6441 * 365 days
= 1287 ÷ 2350965
= 72.9319
= 72.93 days
2021 
= 1249 ÷ 6738 * 365 days
= 1249 ÷ 2459370
= 67.6588
= 67.66 days
8- Current ratio
Formula = Total current assets ÷ Total current liabilities
2020 
= 2355 ÷ 3046
= 0.7731
= 0.77
2021 
= 2303 ÷ 2511
= 0.9171
= 0.92
9- Gearing ratio 
Formula = Total debts ÷ (Total debts + Total shareholders’ funds) * 100
2020 
= 7175 ÷ (7175 + 2912) * 100
= 7175 ÷ 10087 * 100
= 71.1311
= 71.13%
2021 
= 6648 ÷ (6648 + 3088) * 100
= 6648 ÷ 9736 * 100
= 68.2826
= 68.28%
10- Interest cover 
Formula = Operating profit (EBIT) ÷ Total interests or finance costs
2020 
= 699 ÷ 181
= 3.8618
= 3.86
2021 
= 805 ÷ 226
= 3.5619
= 3.56
b. Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Sweets plc.
The financial statements of a business organisation are the main sources of information about its financial performance and position. As stated by Restianti and Agustina (2018), financial ratios are the most important metrics of the financial performance and position of a business organisation, which are calculated based on the financial statements of a business organisation. This analysis of the financial performance and position of a business organisation can be performed for a number of years. For example, the financial ratios calculated above for Sweets plc can be useful for the analysis of its financial performance and position for the past two years, 2020 and 2021. 
According to Shrotriya (2019), the ROCE or Return on Capital Employed is a profitability ratio that evaluates the percentage of profit, which a business organisation has generated from its capital. On the other hand, the ROE or Return on Equity is another profitability ratio, which reflects the percentage of profit that has been generated in a business organisation from its shareholders’ equity (Kartini et al., 2019). The ROCE of Sweets plc reflects an increase of 12.23% from 9.93% to 11.14% from 2020 to 2021. Conversely, the ROE of the business organisation shows an increase of 11.05% from 12.57% to 13.96% in these two years. 
The earnings per share, also known as EPS, are also one of the indicators of the profitability of a business organisation. As stated by Sausan et al. (2020), the earnings per share is a financial ratio, which reflects the share of the profit earned in a business organisation, which is distributed to each share of its stocks. The earnings per share of Sweets plc reflect an improvement of 17.76% from 2020 to 2021. This reflects an improvement in profits earned in the organisation without any increase in its ordinary share capital. The net profit margin is also one of the indicators of the profitability of a business organisation. According to Nariswari and Nugraha (2020), the net profit margin is the profitability ratio that reflects the net profit that a business organisation earns from each pound or dollar of revenue gained. This ratio of Sweets plc shows an improvement of 12.57% from 5.68% to 6.40% in these two years. Such an improvement is a reflection of the improvement of the net profits earned in the organisation. Hence, ROCE, ROE, earnings per share and net profit margin reflect an improving profitability of Sweets plc from 2020 to 2021.
On the other hand, the asset turnover ratio is a type of efficiency or asset utilisation ratio. According to Purba et al. (2020), the asset turnover ratio is the ratio between the total value of the sales achieved in a business organisation and the total value of its assets. It reflects the efficiency with which a business organisation deploys its assets for the production of revenues. The asset turnover ratio of Sweets plc shows an increasing of 22.01% from 0.036 times to 0.044 times. The stock holding days is also an important efficiency ratio. As defined by Chandra and Juliawati (2020), the stock holding days is the financial ratio that reflects the total number of days for which a business organisation holds its inventories before sales. An improvement of 2.82% can be seen in this ratio of Sweets plc from 2020 to 2021. However, increase in this ratio is a reflector of its deteriorating inventory managing efficiency. 
Another important indicator of the efficiency of a business organisation is the debtors’ collection period. The debtors’ collection period is the efficiency ratio that helps in finding out the total number of days a business organisation needs for collecting debts from its credit customers (Onyimba et al., 2020). This ratio is also referred to as receivable turnover days. The debtors’ collection period of Sweets plc has decreased by 7.23% from 72.93 days to 67.66 days from 2020 to 2021. This decrease reflects an improvement of the efficiency of the organisation in terms of managing debtors and collecting trade receivables. However, on an overall basis, the efficiency ratios of Sweets plc are not extremely good, and improvements must be made in these ratios.
The current ratio can be defined as the ratio between a business organisation’s current assets and its current liabilities (Mulyadi and Sihabudin, 2020). It is an indicator of the liquidity present in a business organisation and shows how its current liabilities can be paid via its current assets. The current ratio of Sweets plc reflects an improvement of 18.63% from 0.77 to 0.92 from 2020 to 2021. However, despite the improvement, the current ratio of the organisation is low and indicates that its current liabilities are higher than its current assets. Hence, the liquidity of Sweets plc is poor and must be improved. 
The gearing ratio and interest cover ratio are the solvency ratios calculated for business organisations. According to Nelson and Peter (2019), gearing ratio measures the capacity of a business organisation to pay off liabilities using total shareholders’ equity. On the contrary, the interest cover ratio is a financial ratio used to measure how well a business organisation can be paying its interests due on its outstanding debts (Taebi Noghondari et al., 2022). The gearing ratio of Sweets plc shows a decrease by 4% from 71.13% to 68.28%. This decrease is a reflection of improvement in the gearing of the organisation. However, despite the improvement, the gearing ratio of the organisation is high and needs to be lowered to ensure a better solvency. The interest cover ratio of the organisation shows a decrease by 7.77% from 3.86 to 3.56 from 2020 to 2021. This decrease is an indicator of the declining capacity of Sweets plc to pay interests on its outstanding debts. Hence, the solvency ratios of Sweets plc must be improved as well.
However, apart from financial ratios, the financial performance and position of a business organisation can be measured from the information in its financial statements as well (Fridson and Alvarez, 2022). The consideration of the information in the financial statements of the organisation also reflects an improvement in its share price from £4 to £5.12 per share in these two years. Moreover, the total dividends that the organisation paid have improved from £242 million to £255 million from 2020 to 2021. These elements reflect an improvement in the share prices of the organisation along with its dividends paid out to shareholders. As a result, any investor investing in the shares of Sweets plc is going to be accomplishing sufficient and good returns on the investment made by them in the organisation’s shares. Thus, based on the financial ratios calculated for Sweets plc, stability can be identified in the profitability of the organisation with improvements from 2020 to 2021. However, the efficiency, liquidity and solvency of Sweets plc need to be improved largely to ensure the attainment of a better financial performance and position. 


Conclusion
Therefore, from this study, it can be concluded that accounting is of great relevance in all business organisations. The income statement and the statement of financial position could be identified as the two key financial statements prepared in a business organisation. On the other hand, the manner in which these two key financial statements are prepared in a business could be identified as well. Moreover, the importance of financial ratios in the field of accounting could also be evaluated. The study also helped in realising the manner in which the financial information and financial ratios of a business organisation can be helpful in interpreting its financial performance and position. 
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