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[bookmark: _Toc118660414]Introduction
Businesses employ accounting to keep track of their financial dealings throughout a given time frame (Kolitz, 2017). The companies- Wales Plc and Sweet Plc’s necessary accounting and financial computations have been performed for the illustration of the purpose of this report. Financial statements and an income statement for Wales Plc have been prepared based on the data provided. The Sweet Plc data set has been used in a number required of analyses to determine various ratios. The financial condition and performance of Sweet Plc throughout the years have been analysed to identify and evaluate the true financial standing of the company and to make comparisons with previous years' performance. 
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	Wales Plc

	Income Statement

	For the year ended 31st December 2021

	Particulars
	£
	£

	Sales 
	800,000
	 

	(+) Goods Sold on Credit
	980
	800,980

	Cost of sales 
	 
	578,650

	Gross Profit
	 
	222,330

	(-) Selling, General & Administrative Expenses.
	 
	 

	Administrative expenses 
	30,000
	 

	Directors’ Remuneration 
	5,000
	 

	Distribution Costs 
	28,000
	 

	Sales Commission
	3,000
	66,000

	Operating Profit
	 
	156,330

	(-) Interest paid 
	 
	2,000

	Income Before Taxes
	 
	154,330

	(-) Corporation Tax
	 
	100,000

	Net Income
	 
	54,330
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	Wales Plc

	Financial Position Statement

	For the year ended 31st December 2021

	Assets
	£
	£

	Current Assets
	
	 

	Cash and bank 
	 
	176,250

	Trade receivable 
	170,125
	 

	(+) Goods Sold on Credit
	980
	171,105

	Stock on 31st December 2021 
	 
	430600

	Total Current Assets
	 
	777,955

	Lon-Term Assets
	 
	 

	Plant and equipment 
	 
	1250000

	Total Long-Term Assets
	 
	1250000

	Total Assets
	 
	2,027,955

	 
	 
	 

	Liabilities and Shareholder's Equity
	 
	 

	Current Liability
	 
	 

	Trade payable 
	 
	188625

	Salesman Commission
	 
	3000

	Corporate Tax Payable
	 
	100000

	Total Current Liability
	 
	291625

	Long-Term Liability
	 
	 

	4% Debentures 
	 
	200000

	Total Long-Term Liability
	 
	200000

	Total Liability
	 
	491625

	Shareholder’s Equity
	 
	 

	£1 ordinary shares 
	 
	1,000,000

	10% £1 preference shares 
	 
	400,000

	Retained profits on 1st January 2021 
	132,000
	 

	(-) Ordinary Dividend 
	30000
	 

	(-) Preferred Dividend 
	20000
	 

	Retained Earnings on 31st December 2021
	 
	82,000

	Net Profit
	 
	54,330

	Total Shareholders’ Equity
	 
	1,536,330

	Total Liabilities and Shareholder's Equity
	 
	2,027,955
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In accounting- the dual entry recording system, i.e., balances on the debit and credit side, or asset and liability side, must be equal provided that all accounts are entered correctly in the books and are duly presented in the subsequent statements (Kolitz, 2017). Keeping accurate financial records is the main focus of accounting. Creating financial statements for a given period is accounting's primary purpose. The public can now see the company's financial health. Shareholders, creditors, and the government use financial statements as a formal mode of communication.
The documents known as "financial statements" show a company's financial success and activity, called the financial position on the mentioned date. The balance sheet, or statement of financial status, presents an organization's assets, liabilities, and equity to its stakeholders (Lessambo, 2018). In a double-entry bookkeeping system, asset value is offset by debt and financed by shareholder capital. This equation, which appears on the balance sheet, is the most important one in accounting. Providing reliable details about a company's assets, liabilities, and equity is the primary purpose of a financial status statement. Assets, liabilities, and equity are the three main sections of a financial statement. The assets of a firm are broken down into some categories like fixed, current, and others. In the liability and equity sections, the company's current and long-term debts, as well as its capital, retained earnings, reserves, etc. might be seen. 
The double-entry method, the cornerstone of accounting, ensures that financial statements always end up in a state of equilibrium. Each transaction in double-entry accounting is documented in at least two separate accounts (Sangster, 2015). It also serves as a consistency check to guarantee that all data is correct. When using the double-entry method, the accounting equation is guaranteed to be in equilibrium at all times. Because of this, the left-hand side of the equation will always be equal to the right-hand side. In addition, GAAP, or generally accepted accounting principles, are followed by the vast majority of companies when preparing their financial statements. Cost, revenue, matching, and disclosure are the four most important concepts in accounting under GAAP (Haller, 2013). The total amount shown on a financial statement must comply with these standards as well. The financial statement of Wales Plc is in a state of equilibrium due to the factors mentioned. So, this accounting practice helps in identifying the financial position of Wales and both asset and liability sides are equalled at £2,027,955. 
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Ratios quantify the relationship between numerous financial statement components. A particularly effective application is comparing results across multiple periods. This enables the internal management and investors to watch the success of the firm over time and identify early warning signals of problems (Gowthorpe, 2020). In addition, it compares or analyses prior financial performance in order to assist shareholders in recognising patterns that can affect their future investment decisions. So, these reasons are justifying calculating and analysing the ratios of Sweets Plc according to the given information-
Calculating Ratios for Sweets Plc
	No.
	Names
	Formula
	The year 2021 (£m)
	The year 2020 (£m)

	1
	ROCE
	
	
	

	2
	ROE
	
	
	

	3
	EPS
	
	
	

	4
	NPM
	
	
	

	5
	Asset Turnover
	
	
	

	6
	Stock Holding Days
	
	
	

	7
	Debtors Collection Days
	
	
	

	8
	Current Ratio
	
	
	

	9
	Gearing Ratio
	
	
	

	10
	Interest Cover
	
	
	


Note: Years are assumed on 360 Days.
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As mentioned earlier, ratio analysis is the process of analysing the financial data from a company's financial statement to make conclusions about its liquidity, profitability, operational efficiency, and solvency (HORHOTĂ, 2015). It is a great tool for analysing the growth of an organisation over a certain period. The primary purpose of ratio analysis is to simplify complex accounting information and compare it with the peer companies’ positions. Several ratios have been computed for Sweet Plc, as required, using the available data. Based on ratio analysis, the following calculations of Sweet Plc's financial performance have been produced:
1. An organization's ability to maximise earnings from its use of capital is quantified by its return on capital employed (Ali, 2017). Rates of return on capital employed are 1.22 per cent in 2020, and 1.44 per cent in 2021. An improvement in 2021 productivity can be attributed to the rate hike in 2020.
2. Stockholders' equity increases are factored into the return on earnings calculation (Ali, 2017). In 2020 and 2021, the company is expected to have a return on earnings of 0.13 and 0.14. There will be a greater percentage of profits given to common shareholders in 2021.
3. When calculating earnings per share, the total net profit of a company is divided by the number of outstanding shares (Afrin, 2019). Per-share earnings are expected to rise from $4.88 in 2020 to $7.36 in 2021 for this business. Profits per share for the company's common stockholders increased by 2.49 per cent in 2021.
4. Calculating a company's net profit as a proportion of its revenue is known as the net profit margin, mentioned as NPM (Jansen, 2012). Traditional wisdom holds that a margin of 5% is poor, 10% is adequate, and 20% is very healthy. Estimates for the company's net profit margins in 2020 and 2021 are 5.68 and 6.40 per cent, respectively. As a result of the improved efficiency, Sweets Plc's net margin has grown. 
5. Investors can get a sense of how efficiently businesses use their assets to create sales by looking at asset turnover- which is just the ratio of total revenue and sales to average assets (Pervan, 2012). Maintaining a turnover rate of 0.25 to 0.5 is ideal for assets. The company expects its asset turnover to be 0.64 in 2020, and 0.68 in 2021. The advice states that the company has large asset turnovers, which have grown as the company has become more efficient.
6. An organization's inventory or stock turns over an average of once every number of days. There are an estimated 76 and 78 days of holding Sweet Plc stock in 2020 and 2021, respectively. The inventory turnover has increased that need to be addressed, and Sweet might need to change its credit terms to reduce its turnover. 
7. The debtor collection period is the typical length of time it takes to get paid for business debts (Bragg, 2012). Compared to 2019, the company's debt collection time will be 7.93 days shorter in 2020 and 2021, at 66.73 days. The durations taken to recover debts by the company are adequate for their current needs.
8. A company's ability to pay the short-term financial obligations can be measured by the current ratio, which is also known as the liquidity ratio (Tin, 2017). The current ratio needs to move closer to 2:1 in order to achieve optimal results. Both 2020 and 2021 see current ratios of 0.77 for the company. While it is possible to draw a positive conclusion from the company's current ratios, it would be prudent for the company to strengthen its short-term asset management policies.
9. The ratio of owner equity to total debt, which can include loans, is known as the "gearing ratio." The company's gearing ratio is 1.42 in 2020, and 1.34 in 2021. The decline in the firm's gearing ratio indicates that it is using less long-term debt compared to the last year and in proportion to equity.
10. The interest coverage ratio is a metric of debt and profitability that indicates the company's capacity to meet its interest payments on its total debt (Greenwald, 2019). When calculating this ratio, all of the company's debt is taken into account. In general, a ratio of interest expense to interest income of at least 2 is required for a company to be solvent. The interest coverage ratio for the corporation is 3.98 in 2020, and 3.74 in 2021. But now that it has been dropped to a certain point, Sweet Plc needs to evaluate it to determine whether any changes are necessary regarding their business’s current operational activities.
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Conclusion
This report uses an illustration to show that Wales has a net income of £54,330 and a financial position of £2,027,955. The stability of the balance sheet is attested to by the application of the double entry principle. Several ratios have been computed based on the information provided for Sweet Plc. Most projections show that Sweet Plc's finances and performance improved in 2021 compared to 2020. The company needs to sustain itself in the market with a superior competitive edge, but to do so it must enhance its performance and analyse the ratios regularly. 
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