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[bookmark: _Toc118575974]Introduction
Every business organization needs accounting because it enables the identification of business transactions or economic events and how these events are significantly changing the economic entity of the business organisation (Reitenga, 2008). Accounting also makes it easier to prepare financial statements for businesses so that all users of accounting information can receive the necessary financial information. The preparation of financial statements for a business organization as well as the use of various financial ratios to evaluate the financial performance and position of the business firms are both discussed in this study.
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Wales Plc
Income statement
Prepared for the year ended 31st December 2021
	Particulars
	Amount
	Amount
	Amount

	Sales 
	£800,000
	
	

	Add: Credit sales
	£980
	
	

	Net Sales Revenue
	
	£800,980
	

	Less: Cost of sales
	
	£578,650
	

	Gross Profit
	
	
	£222,330

	Less: Operating Expenses
	
	
	

	 Administrative expenses
	
	£30,000
	

	  Directors’ remuneration
	
	£5,000
	

	  Distribution costs
	
	£28,000
	

	  Commission expense 
	
	£3,000
	

	Total Operating Expenses
	
	
	£66,000

	Operating Profit
	
	
	£156,330

	Less: Non-operating expenses
	
	
	

	    Interest Expense
	
	£2,000
	

	    Add: accrued [(£200,000*4%)-£2,000] 
	
	£6,000
	£8,000

	Profit Before Taxation
	
	
	£148,330

	Less: Tax expense for the year
	
	
	£100,000

	 Net Profit 
	
	
	£48,330

	Less: Preference stock dividend 
	
	
	£40,000

	Net Profit Available for common equity holders
	8,330




Wales Plc
Statement of Financial Position
Prepared on the date 31st December 2021
	Particulars
	Amount 
	Amount 
	Amount 

	Non-Current Assets:
	
	
	

	   Plant & Equipment
	
	£1,250,000
	

	Total Non-Current Asset
	
	
	£1,250,000

	Current Asset:
	
	
	

	    Closing stock
	
	£430,600
	

	   Trade receivable
	£170,125
	
	

	    Add: credit sales
	£980
	£171,105
	

	    Cash & Bank
	
	£176,250
	

	Total Current Asset
	
	
	£777,955

	Total Asset
	

	
	£2,027,955

	Liabilities and Equity
	
	
	

	Non-Current Liabilities
	
	
	

	   4% Debenture
	
	
	£200,000

	Current Liabilities
	
	
	

	   Trade Payable
	
	£188,625
	

	   Payable tax expense
	
	£100,000
	

	   Payable commission expense
	
	£3,000
	

	   Payable preferred dividend
	
	£10,000
	

	   Payable interest expense 
	
	£6,000
	

	Total Current Liabilities
	
	
	£307,625

	Total Liabilities
	£507,625

	Shareholder's Equity:
	
	
	

	  10% £1 preference shares
	
	£400,000
	

	  £1 Ordinary shares
	
	£1,000,000
	

	   Retained profit at 1st January, 2021 
	£132,000
	
	

	   Add: Profit in the year 2021
	£8,330
	
	

	   Less: Ordinary Dividend Payment
	£20,000
	
	

	   Retained profit at 31st December, 2022 
	
	£120,330
	

	Total Shareholder's Equity
	
	
	£1,520,330

	Total Liabilities & Shareholder's Equity
	

	
	£2,027,955




[bookmark: _Toc118575977]Task- B
The balance sheet, also known as the statement of financial position, is a one of the financial statements that lists all of the balances of different assets, liabilities, and owner equity of a business firm at a specific date of a particular accounting period(Dosamantes, 2013).  Due to the double entry recording system and accounting equation, the statement of financial position balances. The link between different types of accounts pertaining to asset, liabilities, and equity of a business firm is typically illustrated by the accounting equation which is shown below:
[image: ]
Figure 1 Accounting equation (Dosamantes, 2013)
According to the accounting equation, a firm's asset must be equal to its liabilities and equity. Therefore, it is useful to evaluate the economic impact that each business transaction has on a firm's assets, liabilities, and equity(Lanen, 2010).
The double entry recording system is useful for identifying and recording the economic impact of each financial transaction of a business firm on the accounting equation. According to this system, each financial transaction that is recorded in the accounting books has an impact on at least two accounts. The change in one account is recorded as a debit while the change in other account is recorded as credit. The left side of the equation, which includes asset, is known as debit, and the right side of the equation which includes liability and equity, is known as credit. As a result, it is required to debit one account and credit another account by the same amount while record a financial transaction in the accounting books(Walkshäusl,  2021). This requires the debit side of the accounting equation to equal the credit side of the equation since every business transaction in the organization has an equal and opposite economic impact on both sides of the equation.  As a result, the equity and liability sides of the equation are identical to the equation's asset side.
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1. Return on Capital Employed (ROCE):
It is a financial term that financial managers and investors use to gauge how effectively a company is managing its capital investments to produce profits for the company.
The formula for ROCE is,
[image: ROCE - Return on Capital Employed | Double Entry Bookkeeping]
The provided information of Sweets plc for calculating ROCE is,
	Particulars
	2020 
(Amount in £ millions)
	2021
(Amount in £ millions)

	Operating Earnings
	699
	805 

	Total Asset
	10,087 
	9,736 

	Total Current Liability
	3,046 
	2511 



Based on the provided information, the ROCE of Sweets Plc for 2020 and 2021 is calculated below,
	Year
	2020
	2021

	ROCE
	= *100
= 9.93%
	= *100
  = 11.14%



2. Return on Equity (ROE):
It is a widely used profitability ratio employed by the investors to evaluate how effectively a company manages its equity investments to achieve profits for the shareholders.
The formula for ROE is,
[image: Return on Equity (ROE): Definition and How to Calculate It]
The provided information of Sweets Plc for computing ROE is,
	Particulars
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Net Income
	366 
	431 

	Total Shareholder’s Equity
	2,912 
	3,088 



Thus, The ROE of Sweets Plc for 2020 and 2021 is,
	[bookmark: _Hlk76921954]Financial Ratio
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	ROE
	= *100
         = 12.56%
	= *100
         = 13.96%



3. Earnings Per Share (EPS):
It is widely used valuation ratio used to gauge how much pound sterling the investors are ready to pay in the stock market to have ownership right on one pound sterling reported profit of the Company. 
The formula for EPS is,
[image: Wealth Vidya - Learn Wealth Creation through Value Investing: Earnings Per  Share (EPS) - Formula]

The provided information of Sweets Plc for computing EPS is,
	Particulars
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Net Profit
	366 
	431 

	Number of equity shares outstanding
	=
        = 600 million equity shares
	=
           = 600 million equity shares



Based on the provided information, the calculated value of EPS of Sweets Plc for 2020 and 2021 is,
	Year
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	EPS
	=
 = £0.61 per outstanding equity share
	=
 = £0.72 per outstanding equity share



4. Net Profit Margin:
It is a profitability metric used to assess how well a company manages its cost structure in order to convert revenue into profit for the company. In other words, what portion of total revenue is converted into profit for the equity investors after covering all the manufacturing, operating and financial expense incurred to generate revenue for the business in a particular accounting period. 
The formula for determining net profit margin of a business is,
[image: Net profit margin in sales volume - About accounting with love]
The given information given of Sweets Plc for calculating net profit margin is,
	Particulars
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Net Profit
	366 
	431 

	Sales Revenue
	6,441 
	6,738 



So, the calculated value of net profit margin of Sweets Plc based on the provided information for 2020 and 2021 is,
	Year
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Net profit Margin
	= *100
         = 5.68%
	= *100
         = 6.40%



5. Asset Turnover:
Asset turnover is a commonly used efficiency measure to evaluate the managerial efficiency of a firm’s management team in managing the business resources to earn revenue for the firm.
The formula of Asset turnover is shown below
[image: Asset Turnover Ratio | Double Entry Bookkeeping]
The information provided for Sweets Plc to compute asset turnover in 2020 and 2021 is,
	Particulars
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Revenue
	6,441 
	6,738 

	Total Asset
	10,087 
	9,736 



So, the computed value of asset turnover for Sweets Plc based on the given information is,
	Financial Ratio
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Asset Turnover
	=
             = 0.64
	=
             = 0.69



6. Stock Holding Days:
It is an efficiency ratio used to evaluate how well a company's management team turn its investment in inventory into revenue for the company.

The formula for Stock holding days is

[image: Days in Inventory Formula | Calculator (Excel template)]

The provided information in this case is,
	Particulars
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Closing stock
	659 
	708 

	Cost of goods sold
	3,096 
	3,235 



So, the value of stock holding days of Sweets Plc based on the provided information for 2020 and 2021 is calculated below,
	Year
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Stock holding days
	=
    = 78 days (rounded figure)
	=
   = 80 days (rounded figure)




7. Debtors Collection Period:
It another efficiency ratio used to assess a company's managerial capability to turn credit sales into cash flow for the company.
The formula for Debtors collection period is

[image: ]
The information given for determining the debtor collection period for Sweets Plc in 2020 and 2021 is,
	Particulars
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Trade debtors
	1,287 
	1,249 

	Revenue
	6,441 
	6,738 




Based on the given information, the value of debtors collection period for Sweets Plc is calculated below:
	Year
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Debtors collection period
	=
    = 73 days (rounded figure)
	=
   = 68 days (rounded figure)



8. Current Ratio:
It is short term solvency ratio used to measure liquidity position of the firm by assessing the amount invested in current asset structure to pay the firm's short-term obligations in due time.

The formula for Current ratio is

[image: Current Ratio | Double Entry Bookkeeping]

The information given for determining the current ratio for Sweets Plc in 2020 and 2021 is,
	Particulars
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Current Asset
	2,355 
	£2,303 

	Current Liability
	3,046 
	2,511 



So, the value of current ratio of Sweets Plc based on the given information is,
	Year 
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Current ratio
	=
              = 0.77
	=
             = 0.92



9. Gearing Ratio:
It is a popular long term solvency metric for determining how much debt financing a company has used in its capital structure to finance the asset structure for capitalizing on the growth opportunities. 

The formula for Gearing ratio is,
[image: ]
Where, Total debt= Current liabilities + Non-current liabilities

The information given for determining the current ratio for Sweets Plc in 2020 and 2021 is,
	Particulars
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Current liabilities
	3,046 
	2,511 

	Non-current liabilities
	4,129 
	4,137 

	Total Debt
	7,175 
	6,648 

	Total Equity
	2,912 
	3,088 



So, the gearing ratio of Sweets Plc based on the given information is,
	Financial Ratio
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Gearing ratio
	=
             = 2.46
	=
             = 2.15



10. Interest Coverage Ratio:
It is financial solvency ratio used to determine whether a company is making enough operating profit to cover its financing costs,

The formula for Interest coverage ratio is,
[image: Interest Coverage Ratio | Double Entry Bookkeeping]

The provided information for Sweets Plc to determine the given financial solvency ratio is,
	Particulars
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Earnings before interest & tax/Operating profit 
	699 
	805 

	Total interest expense
	181 
	226 



So, the interest coverage ratio for Sweets Plc in 2020 and 2021 based on the given information is computed below:
	Financial Ratio
	2020
(Amount in £ millions)
	2021
(Amount in £ millions)

	Interest coverage ratio
	=
= 3.86x 
	=
= 3.56x



[bookmark: _Toc118575980]Task-B
· Financial performance of Sweets Plc:
The financial performance of Sweets Plc can be deduced from the critical assessment of ROCE, ROE and net profit margin.
1. ROCE:

Figure-01: ROCE of Sweets Plc
The assessment of ROCE for Sweets Plc in 2020 and 2021 is showing a rising trend as shown in the figure 01 as the ROCE has improved from 9.93% in 2020 to 11.14% in 2021. The upward trend in the ROCE for the firm can be attributed to 15% increase operating earnings as the operating earnings has been increased by £106 million in 2021 due to improvement in revenue of the firm arising increased demand for the sweets and confectionery items after the current pandemic, covid-19. Based on the rising trend in the ROCE, it can be opined that the management of Sweets Plc is making effective utilization of all the available capital to generate earnings for the business, thus helping the business to achieve capital efficiency in its business operation(Marquardt, 2006). 
2. ROE:


Figure-02: ROE of Sweets Plc
Like the ROCE, ROE is also documenting a rise in the ROE for Sweets Plc in the last two financial years shown in figure 2 as the profitability ratio has improved from 12.57% in 2020 to 13.96% in 2021. This marginal improvement in ROE can be attributed to the 4.61% improvement in revenue which has outpaced the 4.13% increase total expense of the business in 2021, thus resulting in 17.8% improvement net profit of the business as the net profit has increased from £366 million in 2020 to £431 million in 2021. The upward trend is suggesting that the management of Sweets Plc is ensuring effective utilization of the equity investments to achieve greater profits for the shareholders, thus contributing significantly in the shareholders wealth maximization process. 
3. Net Profit Margin:

Figure-03: Net profit margin of Sweets Plc
Based on the figure 03, a rising trend can be observed in the net profit margin of the Sweets Plc in the last two financial years as the ratio has improved from 5.68% in 2020 to 6.40% in 2021. The improvement in net profit margin can be attributed to improved revenue of the business in 2021 which has resulted in the net profit margin increased from £366 million in 2020 to £431 million in 2021, thus showing 17.8% improvement in net profit in 2021. This rising trend is eventually suggesting that the management of Sweets Plc is not able to capitalize on the increased demand of sweets and confectionary products to improve sales revenue but also has sufficient control over the cost structure to generate greater profit for the business. 
· Liquidity position of Sweets Plc:
The critical evaluation of current ratio will help to under the liquidity position/ short term financial solvency of the business in the last two financial years.
4. Current ratio

Figure-04: Current Ratio of Sweets Plc
From the figure 4, it can be seen that the current ratio of Sweet Plc is showing a rising trend as the ratio has improved from 0.77 in 2020 to 0.92 in 2021. Despite the rising trend, the current ratio of Sweet Plc was lower than the minimum satisfactory threshold of 1.0 in the last two financial years. This is suggestng that Sweets Plc not only enjoying improved profitability in the last two financial years due to aggressive working capital policy but will also face severe liquity crunch and potential financail distress during the period of declining revenue and cashflows. 
· Efficiency ratios of Sweets Plc:
The managerial efficiency of the management of Sweets Plc can be assessed with the help of asset turnover, stock holding days and debtors collection period. 
5. Asset turnover

Figure-05: Asset turnover of Sweets Plc
The asset turnover is showing a upward trend in the last two financial years as documented in figure 5 as the ratio is showing marginal improvement from 0.64 in 2020 to 0.69 in 2021. This marginal improvement can be attributed to the 4.61% imrpovement in revenue of the business in 2021 arising from increased demand of sweets and confectionary products in 2021. The rising trend is also suggesting that the management of Sweets Plc is esntuing optimal utilization of all of its different resources to genete increased revenue for the business. 

6. Stock holding days:

Figure-06: Stock holding days of Sweets Plc
Based on the figure 6, it can be observed that the stock holding days is showing a rising trend in the last two financial years as the ratio has increased from 78 days in 2020 to 80 days in 2021. The 2 days increase in stock holding days in 2021 is suggesting that it has taken on average 2 days for the management of Sweets Plc to convert raw materials into revenue for the business in 2021, thus demonstrating the managerial inefficiency of Sweets Plc in inventory management in recent time. 
7. Debtors collection period:

Figure-07: Debtor collection period of Sweets Plc
The debtor collection period is showing a declining trend in the last two financial years as the ratio had declined from 73 days in 2020 to 68 days in 2021. The 5 days decline in the debtors collection period in 2021 is suggesting that the management of Sweets Plc has been able to collect money from its credit customer on average 5 days earlier in 2021, thus demonstrating the effective and efficient receivable management policy adopted by the management of Sweets Plc. 
· Solvency position of Sweets Plc:
The long-term solvency of Sweet Plc will be evaluated based on the gearing ratio and the interest coverage ratio
8. Gearing Ratio:

Figure-08: Gearing ratio of Sweets Plc
Based on the figure 8, a declining trend can be observed in the gearing ratio of Sweets Plc in the last two financial years. Despite the decline, the gearing ratio has remained over 2.0 in the last two financial years which indicating that the capital structure of Sweets Plc is highly levered as it can be seen that for every £1000 in equity financing raised by the firm in the last two financial years, debt borrowing on average totalled £2305 in 2020 and 2021. Thus, the management of Sweet Plc should maintain this declining trend in the future through improved equity base supported by consistency in profitability and the timely repayment of debt obligations to ensure long term financial solvency of the business.	
9. Interest Coverage Ratio:

Figure-09: Interest coverage ratio of Sweets Plc
The interest coverage ratio is showing a declining trend in 2021 as the ratio had declined from 3.86x in 2020 to 3.56x in 2021. This marginal decline in 2021 can be attributed to the 24.9% increase in financial expenses of the business in 2021 which has surpassed the 15.2% increase in the operating profit in 2021. Despite the marginal decline, the ratio had remained above the satisfactory threshold of 2.0x in the last two financial years, thus suggesting that Sweets Plc's management has produced enough revenue to generate adequate operating profit to cover the interest costs of its debt financing in the last two financial years.
· Market Valuation Ratio:
10. EPS:

Figure-10: EPS of Sweets Plc
The assessment of EPS is showing a rising trend during the studied period as the ratio has increased from £0.61 per share in 2020 to £0.72 per share in 2021. The rising trend is the result of 17.8% improvement in the net profitability of the business in 2021. The rising trend is suggesting that the management of Sweets Plc is generating sufficient revenue and profit for its shareholders and the continuous rising trend in EPS will help the company to attain greater market valuation through rising share market price in the future. 




[bookmark: _Toc118575981]Conclusion
It is clear from this study that different managerial and financial accounting tools and techniques aid in not only optimizing organizational decision-making but also improving the accuracy and quality of management decisions by disseminating information in the most effective and efficient way possible.
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