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Accounting can be defined as the method of recording financial transactions related to a business for a specific period. The main aim of the report is to show how to prepare some financial statements and ratio analysis. For this report, the given organisations are Wales Plc and Sweet Plc. Firstly, an income statement and a financial statement have been prepared based on the given data of Wales Plc. Then, the reasons that balance the statement of financial position have been discussed. Different ratios according to the given data set of Sweet Plc have been calculated. Lastly, the financial position and performance of Sweet Plc have been analysed in the report.


[bookmark: _Toc98187991]Preparing an income statement
Wales Plc
Comprehensive Income Statement
For the year ended 31st December 2021
	Particulars
	Amount
	Amount
	Balance

	Revenue
Sales 
Add: Unrecorded sales
	
	£ 8000000
£ 980
	

	Total revenue
	
	
	£ 800980

	
Less: Cost of goods sold
	

	
	(£ 578,650)

	Gross profit
	
	
	£ 222330

	Less: Operating expenses
Administrative expenses 
Distribution costs
Directors’ remuneration 
	
	£ 30,000
£ 28,000
£ 5,000
	

	Total operating expenses
	
	
	(£ 63000)

	Operating profit
	
	
	£ 159330

	Less: Non-operating expense
Interest paid
Add: Interest payable
Commission expenses
	
£ 2000
£ 2000

	

£ 4000
£ 3000
	


(£ 7000)

	Net Income
	
	
	£152330                                                                    
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Wales Plc
Statement of Financial Position
31st December 2021
	Assets
	 Amount 
	Amount
	Balance

	Fixed assets:
Plant and equipment
Current Assets:
Stock at 31st December 2020
Debtors
Cash and bank
Account receivable
	
	


£330600
£ 170125
£ 76250
£ 980
	
£ 632,730

	Total current assets
	
	
	£ 577955

	Total Asset
	
	
	£ 1210685

	Liabilities and Equities
	
	
	

	Equity:
£1 ordinary shares
10% £1 preference shares

	
	
£ 400000
£ 300000

	

	
	
	
	£ 700000

	Reserve and surplus:
Retained profits at 1st January 2021
Add: Net income
Ordinary dividend paid
Preference dividend paid
Total reserve and surplus

	
	

£ 132000
£ 152330
(£ 20000)
(£ 30000)
	





£ 234330

	Total equity
	
	
	£ 934330

	Long-term liabilities:
4% debenture
Current liabilities:
Commission payable
Trade payable
Interest payable
Total current liabilities

	
	


£ 3000
£ 171355
£ 2000
	
£ 100000




£ 176355

	Total liabilities and equity
	
	
	£ 1210685
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Accounting can be defined as the method of recording financial transactions related to a business. The main aim of accounting is to properly prepare a business’s financial accounts for a specific period (Bangma, 2019).  An organisation demonstrates its financial conditions in front of the stakeholders like shareholders, creditors, tax authorities, and so on through financial statements. There are mainly five types of financial statements and they are-
· Income statement
· Owner’s equity statement
· Financial position statement
· Cash flow statement
· Notes to financial statements
One of the most important financial statements is the financial position statement which is also known as the balance sheet of the organisation that represents the assets, liabilities, and equity of a particular organisation in front of the stakeholders (Frydman, 2016). The fundamental equation of accounting is asset equal liability plus equity (A= L+ OE) that mainly represents in the financial position statement.
To demonstrate true information about an organisation’s assets, liabilities, and equity is the main objective of the financial position statement of an organisation. A financial position statement has three major parts and they are asset, liability, and equity (Greenberg, 2019). An organisation demonstrates its fixed assets, current assets, and fictitious assets in the asset side of the financial position statement. On the liability and equity side, an organsiation represents its short & long-term liabilities, capital, retained earnings, various reserves, and so on.
The major reason that a financial position statement balances are the double-entry system which is the fundamental principle of accounting. In the double-entry accounting system, every transaction is recorded in at least two different accounts (Hirshleifer, 2018). Therefore, it also acts as a check to ensure entries are consistent. “The practice of double-entry principle make sure that the accounting equation always remains balanced, meaning that the left side value of the equation will always match the right side value”.
In the given company, the financial position statement of Wales Plc balances. The total assets of the company are £ 1210685 and the total liabilities and equity of the company are also £ 1210685 due to the double-entry accounting principle which is founded by Luca Pacioli.
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	Pre-Calculation
	2020
	
	2021
	

	
	Amount £
	Total Amount £
	Amount £
	Total Amount £

	Retained earning
	1541
	
	1717
	

	Share capital
	300
	
	300
	

	Share premium
	1071
	
	1071
	

	Total equity
	
	2912
	
	3088

	Average assets
	(9736+10087)/2
	9911.5
	
	

	Average Inventory
	(708+659)/2
	683.5
	
	



1. Return on capital earning
Given that
	Particulars
	2020
	2021

	Net profit 
	£ 366
	£ 431

	Capital employed
	£ 300
	£ 300



Determining the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	Net profit 

Capital employed
	366/ 300 
	431/300

			Result 
	1.22
	1.44





2. Return on earning
Given that,
	Particulars
	2020
	2021

	Net Income
	£ 366
	£ 431

	Total equity
	£ 2912
	£ 3088



Determining the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	Net Income

Total equity
	366/ 2912
	431/ 3088

			Result 
	0.126
	0.139



3. Earnings per share
Determining the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	 Net Income-Preferred Dividends

Average outstanding common
	366/ 75
	431/ 58.59

			Result 
	4.88
	7.37



4. Net profit margin
Determining the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	 Net Profit
* 100 
Total revenue
	366/ 6441
	431/ 6738

			Result 
	5.68%
	6.40%



5. 
Asset Turnover
Determining the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	 Total assets

Average asset
	6441/ 10087
	6738/ 9911.5


			Result 
	0.638545
	0.679816375



6. Stock holding Days
Determining the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	Average Inventory

Cost of sales/No. of Days

	659/ (3096/ 365)
	708 / (3235/ 365)


			Result 
	77.69218
	79.8825



7. Debtor collection period
Determining the ratios for both of the years 2020 and 2021: 
	Formula  
	2020
	2021

	Debtors
*365
sales
	
 (1287/ 6441) *365
	
(1249/ 6734) *365


			Result 
	72.932 
	67.6989902



8. Current ratio 
Determining the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	Current asset 

Current liabilities 
	2355/ 3046
	2303/ 2511


			Result 
	0.773145 
	0.917164476



9. Gearing Ratio
Determining the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	 Long term debt 

Equity

	4129 / 2912
	 4127/ 3088

			Result 
	1.42
	1.34



10. Interest Coverage ratio
Determining the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	EBIT
Interest expense
	694/ 181
	824 / 226


			Result 
	3.83
	3.65
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Ratio analysis can be defined as the analysis that compares line item data from an organisation financial statement to demonstrate insights about liquidity, profitability, operational efficiency, and solvency (Khorunzhak, 2019). It can mark how an organisation is performing over a certain period. The main objective of ratio analysis is simplified accounting information.  Different ratios have been calculated of Sweet Plc based on the given information. The financial performance and position of Sweet Plc based on ratio analysis have been evaluated below:
· Return on capital employed: Return on capital employed measures how efficiently an organisation uses all available capital to generate additional profits. The return on capital employed is 1.22 and 1.44 respectively in 2020 and 2021. The organisation’s efficiency enhances in 2021 as the rate is increased in 2020.
· Return on earning: Return of earning considers profits generated on the equity of shareholders (Kim, 2017). The return on earnings of the organisation is 0. 126 and 0.139 respectively in 2020 and 2021. The profit level of common shareholders is enhanced in 2021.
· Earnings per share: Earning per share refers to an organisation’s net profit divided by the number of outstanding shares. The earning per share of the organisation is 4.88 and 7.37 respectively in 2020 and 2021. The earning per share of the common stockholders of the organisation is increased by 2.49 in 2021.
· Net profit margin: Net profit margin refers to measuring the level or amount of profit or net income is made as a percentage of revenue (Lichtenberg, 2016). It is considered that 5% is a low margin, 10% is a healthy margin and 20% is a high margin. The net profit margins of the organisation are 5.68% and 6.40% respectively in 2020 and 2021. The organisation needs to improve its performance in order to enhance its net profit margin.
· Asset turnover: Asset turnover refers to the ratio of the total revenue and sales to average assets and it helps investors to determine how efficiently organisations are utilizing their assets to made sales (Petkov, 2020). An asset turnover needs to keep between 0.25 to .5. The asset turnovers of the organisation are 0.64 and 0.68 respectively in 2020 and 2021. The assets turnovers of the organisation are quite good.
· Stock holding days: Days in inventory refer to the average period an organisation keeps its stock before it is sold. The holding period of common stocks must exceed 60 days throughout the 120-day period that starts 60 days before the ex-dividend date ((Bangma, 2019). The stock holding days of the organisation are approximately 78 and 80 days respectively in 2020 and 2021. It has been increased in 2021. Moreover, the stock holding days of the organisation are good.
· Debtors collection period: Debtor collection period refers to the average period is taken to collect trade debts. The debtor collection period needs to be ninety days or less. The debtor collection periods of the organisation are 73 and 68 days respectively in 2020 and 2021. The debtor collection periods of the organisation are satisfactory.
· Current ratio: Current ratio is also known as the liquidity ratio which refers to the metric that measures an organisation’s capability to pay short-term liability.
The ideal ratio of the current ratio is 2:1. The current ratios of the organisation are 0.77 and 0.88 respectively in 2020 and 2021. The current ratios of the organisation need to improve.
· Gearing ratio: Gearing ratios refer to the metric that compares some form of owner's equity to debt, or funds borrowed by the organisation. The gearing ratios of the organisation are 1.42 and 1.34 respectively in 2020 and 2021.
· Interest coverage ratio: The interest coverage ratio refers to a debt and profitability ratio that is utilised to identify how easily a company can pay interest on its outstanding debt (Sobkow, 2020). The interest coverage ratio of at least two is considered the minimum acceptable amount for an organisation. The interest coverage ratios of the organisation are 3.83 and 3.65 respectively in 2020 and 2021 which are quite good.
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The net income of Wales Plc is £ 152330 and the total assets and the total liabilities and equity of the company is £1210685. Due to the double entry principle, the financial position statement balances. Different ratios according to the given data set of Sweet Plc have been calculated. The financial position and performance of Sweet Plc are better in 2021 than in 2020. But the company needs to improve its performance for sustaining itself in the market.
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