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Introduction

The process of recording a business's financial transactions is known as accounting. As part of the accounting process, these transactions are collated, reviewed, and reported to oversight organisations, regulatory agencies, and tax collection organisations. Financial statements are used in accounting to summarise a company's operations, financial situation, and cash flows. They offer a brief rundown of financial transactions throughout the course of an accounting quarter.
In any size of firm, accounting is an essential activity for making decisions, creating budgets, and determining economic success. A bookkeeper can handle simple accounting needs, but larger or more complicated accounting needs should be handled by a Certified Public Accountant (CPA).
Cost accounting and managerial accounting are two crucial categories of accounting for firms. Cost accounting assists business owners in determining how much a product should cost, whereas managerial accounting assists management teams in making business decisions. When creating financial statements, qualified accountants adhere to a set of guidelines known as Generally Accepted Accounting Principles (GAAP). Strategic planning, external compliance, fundraising, and operations management all rely heavily on accounting.
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a) Income statement for the year ended 31 December 2021 and a statement of financial position as on 31 December 2021 for Wales PLC

	Profit and Loss statement

	for the year ended 31 December

	Particulars
	Notes
	2021

	(Amount in £)

	Revenue from operations
	1
	800,980

	Cost of Sales
	2
	579,360

	Gross profit
	
	221,620

	Distribution costs
	
	28,000

	Administrative expenses
	
	30,000

	Interest
	
	4,000

	Directors’ remuneration
	
	5,000

	Commission costs
	
	3,000

	Profit Before Tax
	
	151,620

	Corporate Tax
	
	100,000

	Profit After Tax
	
	51,620



Understanding the Income Statement

The company's high corporate tax rate of 66% has an impact on its ability to remain profitable; the company maintains a gross profit ratio of 27,66%. The company's net profit ratio is maintained in comparison to the industry. The company's net profit ratio is significantly lower than the industry average, at 6.44%. Sales expenses must be reduced. The corporation only gave the debenture holder £2000, and another £2000 must be given the following year. As a result, current liabilities are classified as on-going liabilities.

	Statement of Financial Position

	as of 31 December

	Particulars
	Notes
	2021

	( Amount in £)

	Assets
	

	Noncurrent Assets
	
	

	Plant and equipment
	
	6,50,000

	
	
	6,50,000

	Current Assets
	
	

	Inventory
	3
	3,29,890

	Trade receivables
	4
	1,71,105

	Cash
	
	76,250

	
	
	5,77,245

	Total Assets
	
	12,27,245

	Liabilities
	
	

	Current liabilities
	
	

	Trade payables
	
	1,88,625

	Interest outstanding
	
	2,000

	Commission Outstanding
	
	3,000

	Provision for Corporate Tax
	
	1,00,000

	
	
	2,93,625

	Noncurrent liabilities
	
	

	4% Debentures
	
	1,00,000

	
	
	1,00,000

	Net assets
	
	8,33,620

	Equity
	
	

	Shareholder fund
	5
	8,33,620

	Total Equity
	
	8,33,620




	Notes to Account

	

	S. no 1
	Turnover
	

	
	Sales
	8,00,000

	Add:
	Good Sold to Customer
	980

	Total
	8,00,980

	

	S. no 2
	Cost of Sales
	

	
	Cost of Sales
	5,78,650

	Add:
	Cost of Sold Goods
	710

	Total
	5,79,360

	

	S. no 3
	Inventory
	

	
	Inventory
	3,30,600

	Less:
	Cost of Sold Goods
	710

	Total
	3,29,890

	

	S. no 4
	Trade receivables
	

	
	Trade receivables
	1,70,125

	Add:
	Good Sold to Customer
	980

	Total
	1,71,105

	

	S. no 5
	Shareholder's fund
	

	
	£1 ordinary shares
	5,00,000

	
	10% £1 preference shares
	2,00,000

	
	
	7,00,000

	Add:
	Retained Profits
	1,32,000

	Less:
	Ordinary Dividend Paid
	20,000

	Less:
	Preference Dividend Paid
	30,000

	Add:
	Current Year Profit
	51,620

	
	
	1,33,620

	Total
	8,33,620


Analysis of Wales Plc`s Balance Sheet

The corporation returns 96.86% of its profits to shareholders. Only 3.14% of the corporation's profit for the current fiscal year was set aside for business investments to fund its growth. Cash to cash equivalents must be handled for corporate tax payments due to the corporation's lack of available money for cash payments. Dividends on common stock and preferred stock should be deducted from retained earnings. The distribution is not deducted from profit because it is discretionary. The current year's net income should be added to retained earnings. At £0.04, the dividend per equity share is high in comparison to the industry.
To continue operating, the corporation must keep its profit. To lower operating costs, it must employ cutting-edge technologies. £30,000 is a sizable figure for administrative expenses (Bragg, 2022). The corporation must examine its administrative costs to discover why they are so high. By comparing internal and outsourced procedures, costs should be reduced. All of these measures help the company's goal of increasing revenues.

b) Statement of financial position balance was accurate.

Each financial document is supplied to each investor in a matching form. Two accounting treatments for every transaction must be recorded. The one on the right symbolises the credit side, while the one on the left represents the debit side.

Fundamentals of accounting 

The three aspects of the basic accounting system correspond to each balance sheet.

• SHAREHOLDERS' EQUITIES: This entails both capital investment and earnings retention for the organisation. It is the value that remains after deducting all liabilities from the total asset. The basic accounting system formula. Liabilities + Shareholder Funds = Assets
• ASSETS: The assets of the company are separated into two groups. The first group includes noncurrent assets that provide a future economic advantage over multiple operational cycles. Assets include long-term corporate assets, plant and equipment, and long-term assets (Bragg, 2022). Inventory, trade receivables, cash on hand, and cash in the bank are examples of current assets.
• LIABILITIES: It is an abbreviation for "financing source." The liability is divided into two parts. Because they contain Long-Term Liabilities and Long-Term Provisions, noncurrent assets are prioritised. The second category is current obligations, which include accounts payable, outstanding payments, and short-term provisions.

Matching Principle

The matching notion in the accounting system explains how expenses and income are directly related to one another. This makes it simple for firms to log transactions as they occur. It is known as the accrual system. Every transaction has two outcomes that must be documented concurrently. The balance sheet includes liabilities recorded on the same day (Bragg, 2022). Non-cash transactions are included on the balance sheet, which allows it to accurately reflect the state of affairs at the time of the balance sheet.
Every revenue and expense has an immediate impact on the company's profit, which is recorded in the capital account as the shareholder's money, profit or loss. Every revenue and expenditure has an indirect impact on the balance sheet.
The customer's £ 980 purchase of items will be properly recognised in the company's financial statement. The sales account will be credited, but the trade receivable of the firm will be removed. The cost of the product must be charged to the inventory account and deducted from the closure account. This item has two accounting implications that are consistent with the balance of the statement of financial condition and the overall business.



Double accounting system

This crucial accounting idea must be adhered to. The double entry system necessitates that if one account is debited, another be credited, and vice versa (Faccia, 2019). Every corporation must follow three accounting rules. 
• Actual account: When an item enters or exits the account, the firm must debit and credit the real account. 
• Personal account: When a consumer receives something, the company must deduct the amount from their account. The corporation must credit their account when they are compelled to make a payment.
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A) Calculation of the ratios of Sweets PLC

	S. no.
	Calculation of Return on Capital Employed

	1






	Particulars
	2020(in £)
	2021(in £)

	
	Earnings before interest and tax
	699
	805

	
	Capital employed
	7225
	7041

	
	Formula = (Earnings before interest & tax/capital employed)*100
	
	

	
	Capital employed
	9.67
	11.43

	
	Capital employed = Total assets -current liabilities
	
	

	
	 
	 
	 

	2






	Calculation of Return on Equity

	
	
	2020(in £)
	2021(in £)

	
	Net income
	366
	431

	
	Shareholder's equity
	2,912
	3,088

	
	Formula = (Net profit/Shareholder's Capital)
	
	

	
	Return on equity
	13%
	14%

	
	Shareholder's equity = Share capital + share premium + retained earnings
	
	

	 
	 
	 
	 

	3






	Calculation of Earning per share

	
	
	2020(in £)
	2021(in £)

	
	Net profit
	366
	431

	
	Number of shares
	600
	600

	
	Formula = (Net profit/Number of shares)
	
	

	
	Earning per share
	0.61
	0.72

	
	 
	 
	 

	4


	Calculation of Net profit margin

	
	
	2020(in £)
	2021(in £)

	
	Net profit
	366
	431

	 
 
 
	Net sales
	6,441
	6,738

	
	Formula = (Net profit/Revenue)
	
	

	
	Net profit margin
	5.68%
	6.40%

	 
	 
	 
	 

	5






	Calculation of Assets turnover ratio

	
	
	2020(in £)
	2021(in £)

	
	Net sales
	6,441
	6,738

	
	Total assets
	10,087
	9,736

	
	Formula = (Net sales/Total Assets)
	
	

	
	Assets turnover ratio
	0.64
	0.69

	
	 
	 
	 

	6
	Calculation of Stock holding days

	
	 
	 2020(in £) 
	 2021(in £) 

	
	Inventory
	659
	708

	
	Cost of sales
	3,096
	3,235

	
	Formula = (Inventory/Cost of goods sold*365)
	
	

	
	Stock holding days
	78
	80

	
	 

	 
	 

	7





	Calculation of debtors' collection period

	
	
	2020(in £)
	2021(in £)

	
	Accounts receivable
	1,287
	1249

	
	Net sales
	6,441
	6,738

	
	Formula = (Accounts receivable/Net sales*365)
	
	

	
	debtors collection period
	73
	68

	 
	 
	 
	 

	

              8
	Calculation of the current ratio

	
	
	2020(in £)
	2021(in £)

	
	Current assets
	2,355
	2,303

	
	Current liabilities
	3,046
	2,511

	
	Formula = Current assets/Current liabilities
	
	

	
	Current ratio
	0.77
	0.92

	
	 
	 
	 

	9

 
 
 
 
 
	Calculation of Gearing ratio

	
	
	2020(in £)
	2021(in £)

	
	Total debt
	4,129
	4,137

	
	Total equity
	2,912
	3,088

	
	Formula = (Total debt/Total equity)
	
	

	
	Gearing ratio
	1.42
	1.34

	
	 
	 
	 

	10





	Calculation of Interest coverage ratio

	
	 
	 2020(in £) 
	 2021(in £) 

	
	Earnings before interest & taxes
	539
	620

	
	Interest Payable
	181
	226

	
	Formula = (Earnings before interest and taxes/Interest payable)
	
	

	
	Interest coverage ratio
	2.98
	2.74
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