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[bookmark: _Toc133850373]Introduction 
The accounting fundaments will be discussed in this report. The report is about preparing the income statement and balance sheet of Wales Plc. for the year ending 31 December 2021. The fundamental assets are equal to the liabilities and equity of the company. The double-entry system of accounting works by having both sides of the balances matched. In the second part of the report ratios of the Sweets plc are needed to be calculated. Further, the financial statements and financial ratios will be analysed to assess the financial position of the business.  

[bookmark: _Toc133850374]Answer 1
[bookmark: _Toc133850375]A) Income Statement of Wales Plc 
	Wales Plc 

	Income statement for the year ending 31/12/2022

	Particulars
	(in £)
	(in £)

	 
	 
	 

	Revenue
	 
	800000

	(-) Cost of goods sold
	 
	578650

	 
	 
	 

	Gross Profit (I)
	 
	221350

	 
	 
	 

	Operating Expenses
	 
	 

	 
	 
	 

	 
	 
	 

	Administrative Expenses
	30000
	 

	Distribution cost 
	28000
	 

	salesman Commission 
	3000
	 

	 
	 
	 

	Total Operating Expense  (II)
	 
	61000

	 
	 
	 

	Operating Income (I - II)
	 
	160350

	 
	 
	 

	Non-Operating Expenses 
	 
	 

	Director Remuneration
	5000
	 

	Debenture Interest 
	2000
	 

	Ordinary Dividend Paid 
	20000
	 

	Preference dividend paid  
	30000
	 

	Corporation tax
	100000
	157000

	Net Income
	 
	3350



[bookmark: _Toc133850376]Statement of Financial Position of Wales Plc 
	Wales Plc 

	Statement of financial position as at 31/12/2022

	Particular
	(in £)
	(in £)

	 
	 
	 

	ASSETS
	 
	 

	Non-Current Assets:
	 
	 

	Plant equipment 
	
	1250000

	Current Assets 
	 
	 

	Stock 
	 
	510850

	Bank
	 
	96000

	Trade Receivables
	 
	170125

	
	 
	 

	
	 
	 

	Total Assets                                        (I)
	 
	2026975

	LIABILITIES
	 
	 

	Current Liabilities:
	 
	 

	Trade payable 
	 
	188625

	Outstanding Commission 
	 
	3000

	Outstanding corporation tax 
	 
	100000

	Non-Current Liabilities:
	 
	 

	2% Debenture
	 
	200000

	 
	 
	 

	Total Liabilities                                (II)
	 
	491625

	Net Assets (I - II)
	 
	1535350

	SHAREHOLDER EQUITY:
	 
	 

	£1 Ordinary shares 
	 
	900000

	Retained Profit (132000 + 3350)
	135350
	 

	10% £1 preference shares
	500000
	635350

	Total Equity 
	 
	1535350



[bookmark: _Toc133850377]B) Statement Financial Position 
The balance sheet or the statement of the financial position is a financial statement of a company that expresses a company’s liabilities, assets, and equity on a particular date. This date is usually the end date of the financial or accounting year. This summarises all the final balances of the assets and liabilities.  
Due to the accounting principles of the double entry the balances of both sides that are liabilities and assets of the balance sheet match. According to this accounting system, the accounting transaction that happens in the business are recorded at least in two accounts. The basic accounting equation rule that shows Assets = Equity+ Liabilities is followed by the statement of financial position. Hence, the result of the balance sheet will be the difference between the company’s liabilities and assets (Sembiring, et. al., 2022). 
In other words, it can be said that all the assets of the company are funded out of liabilities and equities. That is why the balances of both sides are always equal. A simple breakdown of this discussed concept is shown in the balance sheet. 
In the double-entry system, all the transactions are recorded on the debit and credit side. The amount on both sides is transferred equally. In the financial statement, all the credit balances are shown on the liabilities side and all the debit balances are shown on the debit side (The Marquee Group, 2019). 
[bookmark: _Toc133850378]Answer 2
[bookmark: _Toc133850379]A) Ratios 
	Sr. No.
	Ratios:
	2021 (£m)
	2020 (£m)

	 
	Operating Income (PBIT)
	805
	699

	 
	Net Profit
	431
	366

	 
	Sales
	6,738
	6,441

	 
	Total Assets
	9,736
	10,087

	 
	Current Liabilities 
	2,511
	3,046

	 
	Capital Employed (Total assets - Current Liabilities)
	7,225
	7,041

	 
	Shareholders Equity 
	3,088
	2,912

	 
	Outstanding shares ( Total value of Ordinary shares/ fv per share)
	600
	600

	 
	Profit for Equity shareholders (Net profit - Dividend paid)
	176
	124

	 
	Dividend paid 
	255
	242

	 
	Inventory 
	708
	659

	 
	COGS
	3,235
	3,096

	 
	Trade Receivables
	1,249
	1,287

	 
	Current Assets
	2,303
	2,355

	 
	Long term liabilities
	4,137
	4,129

	 
	Interest Expenses
	226
	181

	 
	 
	
	 

	Sr. No. 
	RATIOS:
	2021
	2020

	1
	Return on Capital employed
	11.14%
	9.93%

	 
	PBIT/Capital Employed*100
	 
	 

	 
	 
	 
	 

	2
	ROE
	 
	 

	 
	Net Profit/Shareholder's Equity *100
	14%
	13%

	 
	 
	 
	 

	3
	EPS 
	 
	 

	 
	(Profit For Equity shareholders/Outstanding shares 
	0.29
	0.21

	 
	 
	 
	 

	4
	Net Profit Margin 
	6%
	6%

	 
	Net profit /Sales * 100 
	 
	 

	 
	 
	 
	 

	5
	Asset Turnover
	0.69
	0.64

	 
	Net Sales/Total Assets
	 
	 

	 
	 
	 
	 

	6
	Stock Holding Days 
	79.88
	77.69

	 
	(Average Inventory/COGS)*365
	 
	 

	 
	 
	 
	 

	7
	Debtors Collection Period 
	67.66
	72.93

	 
	(Trade receivable/Sales) x 365
	 
	 

	 
	 
	 
	 

	8
	Current Ratio 
	0.92
	0.77

	 
	Current Assets/Current Liabilities
	 
	 

	 
	 
	 
	 

	9
	Gearing Ratio
	0.57
	0.59

	 
	Long-term Liabilities/Capital Employed
	 
	 

	 
	 
	 
	 

	10
	Interest Coverage 
	3.56
	3.86

	 
	(EBIT/Interest Expenses)
	 
	 

	 
	 
	 
	 


[bookmark: _Toc133850380]
B) Analysis of financial position of Sweets Plc
The financial position of Sweet's plc seems nice. Financially it is very good and operating very efficiently. The financial statement of the company is showing a nice position. The analysis of the financial position as it is showing that the long-term investment and its fixed assets such as plant, property and equipment have increased. Further, it has reduced its current liabilities. Also, the total equity of the shareholders has been increased. 
Its ratios are also showing a good performance in many areas while in some areas it is showing a moderate performance. The company is generating a nice operating profit by utilizing its capital employed. The return on equity of the company is around 14% in the year 2021. It is a little less than the ideal value. The ideal value is considered between 15 to 20 percent (Siagian, 2021). The earning per share of the company is also good. The company is earning around 0.29 pounds per share whose face value is 0.5. The company is profitable. Although, the profitability ratios vary from sector to sector. The net profit margin of the company is around 6%. This ratio between 5 to 20 percent is taken as good. Here, the company is enjoying enough profitability. The assets turnover ratio expresses the efficiency of the management. The company is generating a revenue of 0.69 pounds by utilizing its assets of one pound (Siregar and Harahap, 2021). Stock holding days can be described as the time taken to keep the inventory in the stocks. Generally, the company takes around 75 to 80 days to sell its stocks. Debtors collection period showing that in the year 2020 company was taking around 78 days which increased to 80 days in 2021 to collect each bill from the debtors. The current ratio of the company is showing liquidity. Generally in the sweets business, the credit given and taken is usually around 60 days to 90 days. Hence there, is less requirement for liquidity. Still, it should be at least 1. But the company has current assets of 0.92 pounds for one dollar of liability (Marito and Sjarif, 2020). 
The gearing ratio of the company shows that the company has around 0.57 of debt against the 1 pound of capital employed. The interest coverage ratio of the company shows the ability of the company that it has around 3.56 pounds of earnings for 1 pound of interest to be paid (Ji, 2019). 
[bookmark: _Toc133850381]Conclusion 
It has been concluded that the income statement and balance sheet of Wales Plc are good and showing nice results. Both sides of the balance sheet are always equal. This is because all the transactions are recorded on a double-entry basis. This follows the principle of the double-entry system and the accounting equation. The ratios of the company are useful for assessing the financial position of a company. 
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