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In this report, the income statement and statement of financial position will be prepared for the business of Wales PLC. In the profit and loss statement, all the expenses will be listed. The revenues, gross profit, operating, and net profits will also be calculated. Further, the profits will be transferred to the statement of financial position. This statement will list all the assets and liabilities of the business along with the balance of equity. The explanation will explain why the balance sheet always tallies or gives an equal total on both assets and liabilities. In the next part, ratios will be calculated for the business of Sweets PLC. Based on the financial statements and the ratios, the business's financial position will be analyzed. The ratios will be calculated in liquidity, profitability, capital structure, efficiency, and turnover ratios for this purpose.     
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a) Income statement and statement of financial position
	 
	Income Statement
	 
	 

	 
	Sales
	 
	800980

	Less
	Cost of sales
	 
	578650

	 
	Gross profits
	 
	222330

	 
	 
	 
	 

	Less
	Operating expenses
	 
	 

	 
	Administrative expenses
	 
	30000

	 
	Interest paid
	 
	2000

	 
	Directors' remuneration
	 
	5000

	 
	Distribution costs
	 
	28000

	 
	Commission expenses
	 
	3000

	 
	Provision for tax
	 
	100000

	 
	Total expenses
	 
	168000

	 
	 
	 
	 

	 
	Net profit
	 
	54330



	Statement of financial position
	 
	 

	 
	 
	 

	Equity capital
	700000
	 

	Retained profits at 1st January 2021
	132000
	 

	 
	 
	 

	Add profits
	54330
	 

	Reserve for dividends
	50000
	 

	Total equity
	 
	936330

	Non-current liabilities
	 
	 

	4% Debentures
	100000
	100000

	 
	 
	 

	Current liabilities
	 
	 

	Trade payable
	171355
	 

	Outstanding commission
	3000
	174355

	Total equity and liabilities
	 
	1210685

	 
	 
	 

	Current assets
	 
	 

	Trade receivable
	171105
	 

	Cash and bank
	76250
	 

	Closing stock
	330600
	577955

	 
	 
	 

	 
	 
	 

	Fixed assets
	 
	 

	Plant and equipment
	632730
	632730

	 
	 
	 

	Total assets
	 
	1210685



Notes- Trial balance adjustments
	Trial Balance
	 
	 
	Adjustments
	 
	Adjusted Trial Balance
	 

	 
	Dr £
	Cr £
	Dr £
	Cr £
	Dr £
	Cr £

	£1 ordinary shares
	 
	400000
	 
	 
	 
	400000

	10% £1 preference shares
	 
	300000
	 
	 
	 
	300000

	4% Debentures
	 
	100000
	 
	 
	 
	100000

	Plant and equipment
	632730
	 
	 
	 
	632730
	 

	Stock at 31st December 2021
	330600
	 
	 
	 
	330600
	 

	Sales
	 
	800000
	 
	980
	 
	800980

	Cost of sales
	578650
	 
	 
	 
	578650
	 

	Trade receivable
	170125
	 
	980
	 
	171105
	 

	Trade payable
	 
	171355
	 
	 
	 
	171355

	Cash and bank
	76250
	 
	 
	 
	76250
	 

	Retained profits at 1st January 2021
	 
	132000
	 
	 
	 
	132000

	Ordinary dividend paid
	20000
	 
	 
	 
	20000
	 

	Preference dividend paid
	30000
	 
	 
	 
	30000
	 

	Administrative expenses
	30000
	 
	 
	 
	30000
	 

	Interest paid
	2000
	 
	 
	 
	2000
	 

	Directors remuneration
	5000
	 
	 
	 
	5000
	 

	Distribution costs
	28000
	 
	 
	 
	28000
	 

	Commission expenses
	 
	 
	3000
	 
	3000
	 

	Outstanding commission
	 
	 
	 
	3000
	 
	3000

	 
	1903355
	1903355
	980
	980
	1904335
	1904335



b) Balancing the statement of financial position
The statement of financial position prepared by a business always balances as it is prepared based on the double-entry accounting basis. A transaction is posted on multiple accounts in the double-entry systems, and the number of credits and debits from that transaction always tally. For example, when the goods are purchased on credit for £1000, the accounting entry will be-
Dr Inventory £1000
Cr Creditor             £1000
Here, the amount at which the inventories are purchased will be the same as what is owed to the creditors. On the accounting equation, there will be an impact on both sides-(Amisano, 2017)
Liabilities + Equity = Assets
1000 + E = 1000
Here the current liabilities will increase as the business has debts to pay. At the same time, the assets will also increase by 1000 since the inventories balance has been increased. That will have an equal impact on both sides of the balance sheet, and it will be tallied. 
Similarly, all other transactions will have the same implications. The basic concept behind the double-entry system is that a transaction will have several folded impacts, and the amounts of debits will tally with the number of credits. The trial balance prepared based on this system also tallies because of that. Another example is when all the above inventories are sold for 1200, the impact on the equation will be-
Equity + Liabilities = Assets
200 + L = (-1000 inventories) (+1200 cash)
In the above scenario, it is visible that the inventories are sold for 1200, the cost to which for the business was 1000; thus, its balance will be reduced. The cash has been realized, and the cash balance is up by 1200 on the asset side. The overall impact is that the asset side is reporting 200 positives. The profit will be reflected in the owner's capital on the equity side. Thus, the double-entry system is also maintained, and the balance sheet totals are tallied across both sides of the equation.     
The elements of the accounting equation are defined as under- (Johnson, 2017)
1) Equity- It is the capital contributed by the owner of the business. In big companies, it comprises reserves, equity capital and retained profits. Everything that falls in the equity belongs to the owners of the business. The equity does not reflect the share prices of the company; it only presents the paid-up share capital based on the face value of the share. 
2) Liabilities- It represents the debts that the company is liable to pay to its creditors. All outstanding expenses for the year are also shown in the liabilities. These are classified into short- and long-term liabilities based on the time factor. The current liabilities include outstanding expenses, creditors and short-term loans. On the other hand, long-term liabilities comprise debts and long-term loans. 
3) Assets- Assets represent the items where the funds have been invested from the funds raised in the business. These are classified into current and fixed assets. Current assets are short term assets that include inventories, trade receivables and cash and bank balances. The fixed assets are used in business production, and they charge depreciation each year. These are in machinery, vehicles, land and building (Johnson, 2017).  
It is evident that when a transaction occurs, the impact is felt on both sides of the accounting equation. When liabilities increase, the assets also increase by the same amount. Or it can also happen that one item on either of these sides increases and the other on the same side decreases. For example, when payments are collected from debtors, the debtor's balance reduces but the cash balance increases. Therefore, it can be said that due to this double-entry system, the statement of financial position always shows an equal balance on the assets and liabilities side (Schroeder, Clark & Cathey, 2019). 
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The calculation for financial ratios
	 
	Sweets PLC
	2021
	2020

	 
	 
	 
	 

	1
	Return on capital employed
	 
	 

	 
	Operating profit
	805
	699

	 
	Total assets
	9736
	10,087

	 
	Less- current liabilities
	2511
	3046

	 
	Capital employed
	7225
	7041

	 
	Operating profit/ capital employed X100
	11.14%
	9.93%

	 
	 
	 
	 

	2
	Return on equity
	 
	 

	 
	Net profits
	431
	366

	 
	Equity
	3088
	2912

	 
	Net profits/ equity X 100
	13.96%
	12.57%

	 
	 
	 
	 

	3
	Earnings per share
	 
	 

	 
	Net profits
	431
	366

	 
	Number of shares outstanding
	600
	600

	 
	Net profits/ number of shares
	0.72/share
	0.61/share

	 
	 
	 
	 

	4
	Net profit margin
	 
	 

	 
	Net profits
	805
	699

	 
	Sales
	6738
	6441

	 
	Net profit/ sales X 100
	11.95%
	10.85%

	 
	 
	 
	 

	5
	Asset turnover
	 
	 

	 
	Sales
	6738
	6441

	 
	Total assets
	9736
	10087

	 
	Sales/ total assets
	0.69
	0.64

	 
	 
	 
	 

	6
	Stock holding days
	 
	 

	 
	Inventory
	708
	659

	 
	Cost of sales
	3235
	3096

	 
	Inventory/ cost of sales X 365
	79.88
	77.69

	 
	 
	 80 days
	 78 days

	7
	Debtors collection period
	 
	 

	 
	Receivables
	1249
	1287

	 
	Sales 
	6738
	6441

	 
	Receivables/ sales X 365
	67.66
	72.93

	 
	 
	 68 days
	 73 days

	8
	Current Ratio
	 
	 

	 
	Current assets
	2303
	2355

	 
	Current liabilities
	2511
	3046

	 
	Current assets/ current liabilities
	0.92
	0.77

	 
	 
	 Ratio: 0.92:01
	 Ratio: 0.77:01

	9
	Gearing Ratio
	 
	 

	 
	Debt
	4137
	4129

	 
	Equity
	3088
	2912

	 
	Debt/ Debt+ equity X 100
	57%
	59%

	 
	 
	 
	 

	10
	Interest cover
	 
	 

	 
	Operating profits
	805
	699

	 
	Interest expenses
	226
	181

	 
	Operating profits/ interest expenses
	3.56
4 times
	3.86
4 times




b) Comment on financial performance based on financial statements and  ratio analysis
1. Liquidity ratios
These ratios are used to know the liquidity position or the availability of working capital in a business. The current ratio can be used to measure liquidity. The ratio comes out to be 0.92 times in 2021, which was only 0.77 in 2020. It means the liquidity has improved in the business over the years. It indicates a favourable scenario for the business as it now has more funds to pay to the creditors if these are to be settled on an urgent basis (Logan, 2021). 
2. Profitability ratios
The profitability of a business can be measured through ratios such as the net profit and the operating profit ratios. On analyzing the financial statements, it is found that the net profits were 366 in the year 2020, which increased to 431 in the year 2021. The sales also increased during this time from 6411 to 6378. The net profit margin increased from 5.68% in 2020 to 6.40% in 2021. This increase suggests that the net profits have increased, and the increase in sales is not as much as the increase in profits. It indirectly represents that the expenses are under control and that the profitability has increased. The ROCE, too, has increased from 9.93% to 11.14% in the same time interval (Nariswari & Nugraha, 2020).  
3. Efficiency ratios
These ratios are used to analyze business processes. For example, the performance of business functions such as debtors, creditors, and inventories is checked (Bragg, 2022). The stock or inventory days are 77 days in 2020 which increased to 79 days in 2021. This ratio must be reduced as it implies the number of days goods remain in the business. If these days are high, it means the product is not selling well. The debtor's collection period has decreased from 73 days to 67 days. A decrease these days is a favourable sign as it means the debtors are making quick payments. 
4. Turnover ratios
These ratios represent the outcomes in time. For example, how many times the sales have been achieved over the total asset figure. As it can be seen that the asset turnover is 0.64 times in the year 2020, which increased to 0.69 times in the year 2021. It is favourable as it indicates that the assets are being used for more productive purposes. The interest coverage has declined over the period. The ratio for 2020 was 3.86 times which decreased to 3.56 times in 2021. That is because the firm has more interest expenses now, and fewer profits are available to pay for these (Weygandt, Kimmel & Kieso 2018).   
5. Investor ratios
These ratios are to enable the investors in the decision-making process. Ratios such as return on equity and the EPS are ratios in which investors take interest to formulate their investment decision making. As it can be seen in the income statement, the net profits have increased from 366 to 431 over the years 2020 and 2021, the return on equity has also increased. The ROE was 12.57% in 2020, which increased to 13.96% in the year 2021. This increase shows that now more profits are available to the investors. The EPS has also increased slightly from 0.61 to 0.72 over the period. It is also positive and will draw inventors toward the business (Pointer & Khoi, 2019).   
6. Gearing ratios
These ratios are used to check how much of the company's capital is financed through debts and what proportion is financed by equity (Logan 2021). On observing the balance sheet, it can be seen that the debts have increased marginally from 4129 to 4137, but the increase in equity has been aggressive. It can be seen that the equity was only 2912 in the year 2020, which increased to 3088 in the year 2021. The debt-to-equity ratio was 141.7% in 2020, which has reduced to 133.97%. It conveys that now the business is focusing on funding the financial needs through equity more than the debts. The debts are less preferred because they increase the burden of the business's interest expenses. 


[bookmark: _Toc99620776]Conclusion
Based on this report, it can be said that the company has earned profits of 54330 in the year 2021. The gross profits during this period were 222,330. The profits can be improved if the company works tominimize its expenses. This profit has been transferred to the statement of financial positions. The balance sheet has been tallied, which shows the accuracy of financial records. The tax amount is shown in the income statement while the dividends are paid out of reserves; hence are shown in the balance sheet. The balance sheet totals always match based on a double entry system of accounting. The financial performance of Sweet PLC has improved over the year. The liquidity has been more favourable, efficiency has been increased, the profitability is more, and capital gearing has been reduced. It represents the fact that the company has been doing sustainable business, and the investors can safely place their capital in this business through investments.   



[bookmark: _Toc99620777]References
· [bookmark: _tyjcwt]Amisano, C. (2017). What Is a Basic Accounting Equation? [online] Bizfluent. Available at: https://bizfluent.com/facts-7214514-basic-accounting-equation-.html [Accessed on: 26 March 2022] 
· Bragg, S. (2022). What is Accounts Receivable Days? [online] Available at: https://www.accountingtools.com/articles/what-is-accounts-receivable-days.html [Accessed on: 26 March 2022] 
· Bustani, B., Kurniaty, K. & Widyanti, R. (2021). The Effect of Earning Per Share, Price to Book Value, Dividend Payout Ratio, and Net Profit Margin on the Stock Price in Indonesia Stock Exchange. Jurnal Maksipreneur: Manajemen, Koperasi, dan Entrepreneurship, 11(1), pp.1-18.
· Gardi, B. (2021). Investigating the effects of financial accounting reports on managerial decision making in small and medium-sized enterprises. Available at SSRN 3838226.
· Johnson, R. (2017). What Are the Three Elements of an Accounting Equation? [online] Bizfluent. Available at: https://bizfluent.com/info-8614323-three-elements-accounting-equation.html [Accessed on: 26 March 2022]
· Logan, M. (2021). What Is Ratio Analysis? [online] The balance smb. Available at: https://www.investopedia.com/terms/r/ratioanalysis.asp [Accessed on: 26 March 2022]
· Nariswari, T.N. & Nugraha, N.M. (2020). Profit growth: impact of net profit margin, gross profit margin and total assests turnover. International Journal of Finance & Banking Studies (2147-4486), 9(4), pp.87-96.
· Pointer, L.V. & Khoi, P.D. (2019). Predictors of return on assets and return on equity for banking and insurance companies on Vietnam stock exchange. Entrepreneurial Business and Economics Review, 7(4), pp.185-198.
· Schroeder, R.G., Clark, M.W. & Cathey, J.M. (2019). Financial accounting theory and analysis: text and cases. John Wiley & Sons.
· Weygandt, J.J., Kimmel, P.D. & Kieso, D.E. (2018). Financial Accounting with International Financial Reporting Standards. John Wiley & Sons.

1

