
Accounting Fundamentals
(LCBB4001)

University name
University of Wales Trinity Saint David

Lecturer's name
Dr. Rita Ukachi-Lois

Student name
Stanislav Momchev Danailov
Student ID
2112418



Contents
Introduction	3
Wales plc financial statements	3
Income statement	3
Statement of financial position	3
Reason why statement of financial position balances	3
Calculation of accounting ratios	3
Comments on the financial performance and position of Sweet plc	5
Conclusion	8
References	10



[bookmark: _Toc98835093]Introduction
As dictated by standards and procedures, accounting durations can be quarterly or yearly. This report will compile an income statement and a statement of financial condition for Wales plc for the year ending December 31, 2021. Besides, this report will give detailed explanations as to why the statement of financial position balances. Similarly, this report will compute various liquidity, efficiency, leverage and profitability ratios belonging to Sweet's plc. Lastly, this report will evaluate Sweets plc's financial performance and position using the financial statement information and computed ratios.
[bookmark: _Toc98835094]Wales plc financial statements
Financial statements are written documents that describe a company's operations and financial success. Government authorities, auditors, and corporations frequently audit financial statements to verify accuracy and taxation, funding, and investment considerations (Claudia et al., 2018).
[bookmark: _Toc98835095]Income statement
	Wales Plc 
	 
	 

	 Income Statement for the year ended 31/12/2021 
	 
	 

	 
	 £ 
	 £ 

	  Cash Sales 
	 
	            800,000 

	 Credit sales 
	 
	                   980 

	 Total sales 
	 
	            800,980 

	 Cost of sale 
	              578,650 
	            578,650 

	 Gross profit 
	 
	            222,330 

	 Less operating cost 
	 
	 

	 Administrative cost 
	                30,000 
	 

	 Distribution cost 
	                28,000 
	 

	 Salesmen commission 
	                  3,000 
	 

	 Directors remuneration 
	                  5,000 
	 

	 Interest cost 
	                  2,000 
	              68,000 

	 Profit before tax 
	 
	            154,330 

	 Less corporation tax 
	 
	            100,000 

	 Net profit 
	 
	              54,330 

	 Less dividends 
	 
	 

	 Preference 
	                30,000 
	 

	 Ordinary 
	                20,000 
	              50,000 

	 Retained earnings 
	 
	                4,330 

	 Retained earnings balance b/d 
	 
	            132,000 

	 Retained earnings balance c/d 
	 
	            136,330 



[bookmark: _Toc98835096]Statement of financial position
	Wales Plc
	
	

	Statement of Financial Position as at 31/12/2021

	 
	 £ 
	 £ 

	 Non-current assets 
	 
	 

	 Plant and machinery 
	 
	           632,730 

	 Current assets 
	 
	 

	 Trade receivables 
	               171,105 
	 

	 Inventory 
	               330,600 
	 

	 Cash and bank 
	                 76,250 
	           577,955 

	 Total Assets 
	 
	        1,210,685 

	 Capital and Liabilities 
	 
	 

	 Ordinary shares 
	 
	           400,000 

	 Preferences share 
	 
	           300,000 

	 Retained earnings 
	 
	           136,330 

	 Long term liabilities 
	 
	 

	 4% debentures 
	 
	           100,000 

	 Current liabilities 
	 
	 

	 Trade payable 
	               171,355 
	 

	  Unpaid Commission  
	                   3,000 
	 

	 Corporation tax 
	               100,000 
	           274,355 

	 
	 
	 

	 Total capital and Liabilities 
	 
	        1,210,685 


[bookmark: _Toc98835097]The reason why a statement of financial position balances
The accounting principle of double-entry is a significant reason why a financial position statement always balances. All transactions are recorded in at least two separate accounts in the books of accounts, which also checks to ensure that the entries are correct. According to the statement of financial position, the total assets of a business equal the amount of liabilities and equity (Decker and Kizirian, 2017). The accounting equation guarantees that the statement of financial position is always in fine condition. For every debit input, there is an equal and opposite credit entry. The assets refer to the company's significant resources. Their responsibilities are represented by their liabilities (Claudia et al., 2018) 
Liabilities and stockholders' capital represent the financing of a company's assets. Furthermore, the statement of financial position guarantees that the objectivity concept is followed and that the valuations of assets, liabilities, and owner's equity are easily confirmed. Moreover, the statement of financial position usually discloses all details about a particular transaction, which has a more substantial impact on the decisions made by various participants (Pascu, 2012).
[bookmark: _Toc98835098]Calculation of accounting ratios

	Ratios
	31/12/2021
	31/12/2020

	Return on capital employed =


Capital employed= TA-CL

	

11.14%
	

9.92%

	Return on equity =



	 

13.95%
	

12.56%

	Earnings per share =




	

71.8 times
	

61 times

	Net profit margin =




	

6.39%
	

5.68%

	Asset turnover =
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1.27

	Stock holding days =
 days


	 days


39 days
	 days


38 days

	Current ratio =




	

0.91
	

0.77

	Debtors collection period

 days


	


67 days

	


72 days


	Gearing ratio



	

21.5%
	


24.6%

	Interest cover=



	


3.56
	


3.86
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Return on capital employed
Return on capital employed is a profitability ratio is used to determine how effectively a company uses its capital to make earnings. The return on capital employed demonstrates how much operating revenue is created for every dollar invested in capital. A higher ROCE is usually preferable because more gains are earned per pound of invested capital (Ningsih and Sari, 2019). The return on capital employed is computed as 11.14% and 9.92% for 2021 and 2020. 
For instance, a return of 11.14% means that Sweet plc profited 11.14 cents for every pound committed in investment in 2021. Notably, a return of 9.92% means that Sweet plc benefited 9.92 cents for every pound committed in investment in 2020.
Return on equity
The higher the return on equity, the more effective a company's management is in producing revenue and growth from its capital reserves (Setiany, 2021). The return on equity is obtained as 13.95% and 12.56% for 2021 and 2020 consecutively. 
The return on equity indicates an increase from 12.56% in 2020 to 13.95% in 2021. Therefore, a consistent and rising return on equity over time means that Sweet plc is good at building shareholder value by knowing how to reinvest its profits.
Earnings per shares
Earnings per share is a popular indicator for measuring corporate value since it shows how much income a firm produces for each share of its stock. Husain and Sunardi (2020) note that investors will pay more for a company's shares if they believe it has more considerable earnings than its share price, so a higher Earnings per share suggests better value. 
The EPS is calculated as 71.8 times and 61 times for 2021 and 2020, respectively. The values depict an increase from 61 times in 2020 to 71.8 times in 2021. Thus, it can be concluded that Sweet plc is more lucrative, meaning that it can distribute more money to its stockholders.
Net profit margin
The net profit calculates how much net profit a company earns per pound of income (Husain and Sunardi, 2020). The net profit is 6.39% and 5.68% for 2021 and 2020. The value obtained indicates an increase from 5.68% in 2020 to 6.39% in 2021. A high net profit margin suggests that Sweet plc's management is effectively pricing its commodities and keeping costs under control.
Asset turnover
This indicator aids investors in determining how efficiently businesses use their assets to create revenue. In a particular period, large asset sales and big asset purchases might influence a corporation's asset turnover ratio (Husain and Sunardi, 2020). 
The asset turnover is calculated as 1.38 and 1.27 in 2021 and 2020. This indicates an increase from 1.27 in 2020 to 1.38 in 2021. This implies that the management of Sweet plc is efficiently using its assets to create more revenue. The higher the asset turnover ratio, the more successful Sweet plc is at generating profits from its assets.
Stock holding days
The Inventory holding period is a statistic used by analysts to assess sales efficiency. A high inventory holding period can imply that a company is not adequately handling its stock. A lower number suggests that a business is selling its stock effectively and frequently (Ak et al., 2013). 
The stockholding days have been calculated as 39 and 38 days in 2021 and 2020, respectively. The values obtained indicate a lower number. It can be concluded that the management of Sweet plc is selling its stock effectively and in real-time. 
Current ratio
The current ratio assesses a company's capacity to meet short-term obligations with current assets. It explains to financial experts how a firm might use current assets on its balance sheet to pay off current liabilities (Muthee, Adudah and Ondigo, 2016). The current ratio is calculated as 0.91 and 0.77 for 2021 and 2020. This implies that Sweet plc was able to meet the short-term obligations when due. 
Debtor's collection period
The debtor collection period indicates the average time it takes to collect trade debts. It allows the company to compare the actual cycle time to the legal payment term. The debtor's average collection period is used by businesses to ensure that they have sufficient cash on hand to pay their obligations (Ningsih and Sari, 2019). The debtor's collection period is calculated as 67 days and 72 days for 2021 and 2020. 
The values obtained indicate a decrease from 72 days in 2020 to 67 days in 2021. It can be concluded that the management of Sweet plc has established efficient policies that ensure debtors remit their payment within the agreed period. 
Gearing ratio
A gearing ratio is a metric that investors use to determine a company's financial leverage. A company with a high gearing ratio is more likely to utilise loans to cover operating costs, putting it in danger amid market crises or interest rate hikes. This could put a firm in financial trouble leading to bankruptcy. Besides, a corporation with a low gearing ratio is more likely to be economical in its expenditures (Muthee, Adudah and Ondigo, 2016). 
The gearing ratio is 24.6% and 21.5% for 2020 and 2021, respectively. It can be concluded that Sweet plc is a low-risk company using stockholder's equity to pay for significant expenses.
Interest cover
The interest coverage ratio is a debt-to-profitability ratio that determines how readily a corporation can pay interest on its debt. The capacity of a corporation to satisfy its interest obligations is a measure of its solvency and thus a key determinant in shareholder returns. Setiany (2021) states that businesses must have more than enough income to make interest payments to endure future financial difficulties.
 The interest cover is computed as 3.86 and 3.56 times for 2020 and 2021. This indicates a high-interest coverage ratio, meaning that an adequate amount of earnings is available to satisfy the debt's interest costs.
[bookmark: _Toc98835100]Conclusion
In a nutshell, financial ratios aid in determining the efficiency with which a company operates. Financial ratios offer users of accounting data with important information about their progress and achievements. Besides, the statement of financial position provides a foundation for determining the business's worth. The statement of financial situation can form a basis for determining the value of a corporation because it lists and values the various assets and liabilities. The income statement depicts the firm's profitability over a span of years. The corporation can figure out how much money it has made.
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