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[bookmark: _Toc99225341]Introduction
Accounting is the practice of maintaining record of the financial transactions that are tied to a business. It's all part of the accounting process to describe, evaluate, and report these transactions to the relevant authorities, including oversight organizations, regulators, and tax collectors In a single document, a company's operations, financial position, and cash flows are summarized in its financial and accounting financial statements.It is one of the three key financial statements that summarizes the performance of the business during a certain accounting period (the other two being the balance sheet and the statement of cash flows).It is the difference between total revenues and total expenditures and losses that determines net income:Operational and quasi revenue together make up total revenue, while primary activity and secondary activity costs make up total expenditure. Revenues are distinct from receipts in the accounting sense. The income statement shows how much money has been made. Recipients (cash in or out) are not included. Insights about a company's operations, managerial effectiveness, under-performing areas, and performance in comparison to industry peers may be found in the income statement.The balance sheet may also be referred to as the explanation of financial situation. Assets,liabilities, and equity of the organization are all included in the financial statement as of the date of the report. As a result, it gives a clear picture of a company's financial health at a certain point in time, (WeeMag, 2017). 


[bookmark: _Toc99225342]Question 1
[bookmark: _Toc99225343]a) Prepare an income statement for the year ended 31st December 2021 for Walesplc and a statement of financialposition as at that date.
[bookmark: _Toc99225344]Income statement
	Wales plc 

	Income statement for the year ended 31st December, 2021



	PARTICULARS
To cost of sales 
To interest paid
To distribution cost
To administrative expenses
To sales commission
To directors’ remuneration
To preference dividend paid
To ordinary dividend paid
To prov. For corporate tax

To net profit

	AMOUNT
£5,78,650.00
2,000.00
£ 28,000.00
€ 30,000.00

3,000.00
5,000.00

£30,000.00

£20,000.00

£ 68,000.00


£ 62,980.00
£8,27,630.00
	PARTICULARS
By Sales (£826650 + £ 980)

	AMOUNT
£ 8,27,630.00














£ 8,27,630.00
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Statement of financial position
	Wales plc

	Statement of financial positions as on 31st December, 2021



	Equity and Liabilities
Shareholder's Fund
- £1 Ordinary Shares
-10% £ 1 Preference Shares
-Retained profits at 1st January 2020
Add: Net Profit

Long-Term Liability
- 4% Debentures

Current Liabilities
- Trade Creditors
- Outstanding Sales Commission
- Prov. For Corporate Tax

TOTAL
Assets
Non-Current Assets
-Fixed assets
Plant and Equipment

Current Assets
-Debtors (£170125 + £ 980)
- Stock
-Cash and bank
                                 TOTAL
	




£1,32,000.00
£ 62,980.00


















£ 1,71,105.00
£ 3,30,600.00
£ 12,900.00
	

£ 3,10,000.00
£ 3,00,000.00



£ 1,94,980.00

£ 1,00,000.00


£ 1,71,355.00
3,000.00 
68,000.00



£ 11,47,335.00



£ 6,32,730.00




£ 5,14,605.00
£ 11,47,335.00



[bookmark: _Toc99225346]b) Why does the statement of financial position balance?
In order for a balance sheet to balance, the accounting concept of double entry is the primary factor. This accounting system keeps records of all operations in at minimum two distinct accounts, and so serves as a check to ensure that the records are consistent. Balance sheet assets are those assets that a firm has or expects to return in the future and that can be quantified. What a business owes in the form of taxes, payables, wages, and debts are referred to as liabilities. The investors' equity section shows the company's retained profits and the money that shareholders have contributed. Total assets must equal outstanding debt and shareholders' equity in order for the financial statement to be in balance. Asset, liability, and equity are all balanced when applied to an example like purchasing a vehicle for $10,000. A $5,000 loan (debt), together with $5,000 in cash (equity), might be used in this scenario to acquire the property. The property is worth $10,000, your debt is $5,000, and your equity is $5,000. Your total assets are worth $10,000. Debt plus equity equals assets in this scenario.For the greatest core, the capital structure has formed part of the first section of the periodic financial report for some time. When it's released, it gives a complete view of the organization's financial situation. Net worth is shown in this statement by combining the business assets and liabilities, as well as its shareholders' equity. Liabilities over assets is an indicator that the firm's liabilities have surpassed its assets, which might lead to the company's insolvency or inability to do business, (Financial Express, 2012) Additionally, a company's balance sheet may reveal the company's accessible assets, which can be utilized to grow the company's business via acquisition, creation of a new product or even lending to maintain its operations operating. By looking at the company's balance sheet, an investor may see whether there are any excess surplus shares, above and above what the market requires, due to management's incorrect forecast of future need for the company's products. The fact that the company's assets are being mismanaged might be a strong indicator of this. Even if the figures in each company's financial statement change, the fundamental architecture that supports the whole of their declarations stays the same, (American Express, 2013). As a result, it is able to match the performance of the firms in two different sectors. If you combine the three components that make up a company's balance sheet, you get the following picture:
· Assets.
· Liabilities.
· Investing in a company's shares.
The transmission of cash or another assets is an obligation when an entity seems to have a responsibility to somebody and the fulfillment of that obligation requires it. Financial obligations must be generally considered acceptable or quasi liabilities based on how long it would take to pay them off. Current liabilities are those expected to be met within a year of the date of the report, whereas non-current obligations must be designated as such in the financial statement. The company's balance sheet also classifies liabilities based on their category.Obligations to contractors and suppliers for items purchased on their credit terms make up the majority of trade and other payables. Some payables that aren't big enough to show up on the balance sheet are included in this category. A popular kind of short-term borrowing is an overdraft from a bank or a bank loan with a payback schedule of less than a year. There are two types of long-term borrowings: short-term borrowings and long-term borrowings. The considered relevant of long-term borrowings includes those payments of lengthy borrowed funds that are payable within a year from the reporting date. It is common practice to include current tax liabilities as a standalone product in the financial statement, (Finanacial Express, 2012).The company owes its owners’ equity. Total liabilities are subtracted from total assets to arrive at equity. Thus, it indicates the owners' remaining stake in the company. In a statement of financial situation, equity is often broken down into the following subcategories: The amount of money that the company's owners have put into it is referred to as its "share capital." Kept Earnings constitutes the entire net income or loss preserved in the firm post disbursement to the investors in the shape of payouts. Revaluation Reserves are used to hold the excess of any equity revaluation of property, plant, and equipment.A company's total assets are equal to its total liabilities plus its entire equity on its balance sheet. This raises the question of how and why the financial statement has to be balanced at all times. Assets of a company may either be funded internally (via equity and income) or externally (through loans) firm's total assets must match the total of equities and liabilities because the net assets of a company should match the amount of funds contributed by the shareholders (in the shape of share earnings and assets that have not been taken), (American Express, 2014)
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[bookmark: _Toc99225348]a)Calculate the following ratios for Sweets plc for 2021 and 2020, showing the formulas and workings:
(a) 1. Return on Capital Employed (ROCE):-
= Earning before Interest and Tax/Capital Employed * 100
(i) Earning before Interest & Tax:
	Particulars
	2021
	2020

	Profit before Taxation
	620
	539

	Add: - Interest Payable
	226
	181

	Earnings before interest & Tax
	846
	720


(ii) Capital Employed: - Total Assets Current Liabilities
	Particulars
	2021
	2020

	Total Assets
	9,736
	10,087

	Less: - Current liabilities
	2,511
	3,046

	Capital Employed
	7,225
	7,041


(iii) Return on Capital Employed (ROCE):-
	Particulars
	2021
	2020

	Earnings before interest & Tax (A)
	846
	720

	Capital Employed (B)
	7,225
	7,041

	Return on Capital Employed (A/B) *100
	11.709%
	10.226%


2. Return on Equity (ROE): -
= Net Income/Shareholder Equity
(i) Net Income = Bottom Line Profit before dividend
	Particulars
	2021
	2020

	Net Income
	431
	366


(ii) Shareholder Equity = Total Assets Liabilities (or) Equity Balance
	Particulars
	2021
	2020

	Equity
	3,088
	2,912


(iii) ROE
	Particulars
	2020
	2019

	Net Income (A)
	431
	366

	Equity (B)
	3,088
	2,912

	ROE (A/B)*100
	13.957%
	12.569%



3. Earnings per share
= Earnings attributable to equity shareholders/Total No. of Shares
(i) Earn
	particulars
	2021
	2020

	Net Income
	431
	366


(ii) Total No. of Shares:-
	Particulars
	2021
	2020

	Ordinary Share Capital
	300
	300

	Price per share
	50p
	50p

	No. of Shares
	(300/.50) = 600
	(300/.50) = 600


(iii) Earning per Share
	Particulars
	2021
	2020

	Net Income (A)
	431
	366

	No. of Shares (B)
	600
	600

	Earning per share (A/B)
	0.7183
	0.61

	
	
	



4. Net Profit Margin
= Net Profit/Revenue * 100
(i) Net Profit
	Particulars
	2021
	2020

	Net Profit
	431
	366


(ii) Revenue: -
	Particulars
	2021
	2020

	Revenue
	6,738
	6,441


(iii) Net Profit Margin
	Particulars
	2021
	2020

	Net Profit (A)
	431
	366

	Revenue (B)
	6,738
	6,441

	Net Profit Margin (A/B)*100
	6.40%
	5.682%



5. Asset Turnover
=Sales/Total Asset
(i) Revenue: -
	Particulars
	2021
	2020

	Revenue
	6,738
	6,441


(ii) Total Assets
	Particulars
	2021
	2020

	Total Assets
	9,736
	10,087


(iii) Asset Turnover
	Particulars
	2021
	2020

	Revenue (A)
	6,738
	6,441

	Total Assets (B)
	9,736
	10,087

	Asset Turnover (A/B)
	0.692 times
	0.639 times



6. Stock Holding Days
= Inventory/Cost of Sales * 365
(i) Inventory: -
	Particulars
	2021
	2020

	Inventory
	708
	659


(ii) Cost of Sales: -
	Particulars
	2021
	2020

	Cost of Sales
	3,235
	3,096


(iii) Stock Holding Days
	Particulars
	2021
	2020

	Inventory (A)
	708
	659

	Cost of Sales (B)
	3,235
	3,096

	Stock Holding Days (A/B)*365
	79.88 or 80 days
	77.69 or 78 days



7. Debtors Collection Period: -
= Trade Receivables/Credit Sales * 365
(i) Trade Receivables:-
	Particulars
	2021
	2020

	Trade Receivables
	1,249
	1,287


(ii) Credit Sales: -
	Particulars
	2021
	2020

	Sales*
	6,738
	6,441


                *Assuming all sales are on credit.
(iii) Debtor Collection Period
	Particulars
	2021
	2020

	Trade Receivables (A)
	1,249
	1,287

	Sales (B)
	6,738
	6,441

	Debtor Collection Period (A/B) *365
	67.66 or 68 days
	72.93 or 73 days



8. Current Ratio
= Current Assets/Current Liabilities
(i) Current Assets
	Particulars
	2021
	2020

	Current Assets
	2,303
	2,355


(ii) Current Liabilities: -
	Particulars
	2021
	2020

	Current Liabilities
	2,511
	3,046


  (iii) Current Ratio
	Particulars
	2021
	2020

	Current Assets (A)
	2,303
	2,355

	Current Liabilities (B)
	2,511
	3,046

	Current Ratio (A/B)
	0.917 times
	0.773 times



9. Gearing Ratio
= Total Debt/Total Equity
(i) Debt
	Particulars
	2021
	2020

	Debt
	4,137
	4,129


(ii) Equity: -
	Particulars
	2021
	2020

	Equity
	3,088
	2,912


               
(iii) Current Ratio
	Particulars
	2021
	2020

	Debt (A)
	4,137
	4,129

	Equity (B)
	3,088
	2,912

	Gearing Ratio (A/B)
	1.340 times
	1.418 times



10. Invertor Cover
= Earnings before Interest & Tax/Interest Expense
(i) Earnings before Interest &Tax: -
	Particulars
	2021
	2020

	Profit before Taxation
	620
	539

	Add: - Interest Payable
	226
	181

	Earnings before interest & Tax
	846
	720


(ii) Interest Expense: -
	Particulars
	2021
	2020

	Interest Payable
	226
	181


(iii) Invertor Cover: -
	Particulars
	2021
	2020

	Earnings before interest & Tax (A)
	846
	720

	Interest Payable (B)
	226
	181

	Invertor Cover (A/B)
	3.743 times
	3.978 times



[bookmark: _Toc99225349]b) Using the information in the financial statements and the ratios you have calculated, comment on the financialperformance and position of Sweets plc.
Balance sheet is an accounting term for the financial report that outlines the corporate resources, debts, and ownership as of a given period in the year. Whether greater or poorer, it's a rundown of a business's assets, liabilities, and stakeholder information as of a specific time period. Consequently, you may see it as an image of the organization as it appeared at a certain moment in time. Since it's based on actual events, we can consider this statement to be historically accurate. Everything that was available on the end of a reporting period is shown in the report. Additional financial statements, including the cash flow statement, show a company's activities over a period of time and are provided in a fixed set of columns, J. Curren, 2014) This is in comparison to other financial reports. The information regarding a company's finances is only documented on the last day of each accounting cycle in the balance sheet shows the financial status. Using a financial statement, lenders and investors may go back in time and see how a company's financial situation was at a certain point in the company's history.When comparing the results from the previous year to those in the income statement, it is clear that the firm's quality has improved. In comparison to earlier year, it shows a rising trend in a good way The Return on Equity and Return on Invested capital percentages have both improved dramatically over the last year.Net profit for 2020 has also increased, compared with a net profit in 2019. A total of 366. Because of this, the company's gross profit ratio has increased by about 0.788%. In addition, the long-term growth in profits per share is encouraging. As a result of this upward trend, the company is capable of paying a higher dividend (255 million) than it did the year before (242 million) (242m). Using this data, it can be concluded that Sweets plc is on the rise. It has also increased in price during the year 2020. While the fixed asset turnover ratio has increased somewhat this year, the rise is still seen as being appropriate. Recurring receivables were formerly reimbursed in 73 days;however this has been reduced to roughly 68 days on an ongoing basis. However, notwithstanding the fact that the company has made progress in the last year, it still has to enhance its ability to collect its receivables, (Financial Express, 2014). It's also necessary to enhance the present ratio. The institution has to take even greater measures in this sector ahead, because it has made progress this year. In the prior year, the company's interest expenses increased. It's fine to have a higher gearing ratio while having more equity, but the debt-to-equity ratio has reduced. This is because the company has racked up more debt. Since last year's financial performance was better, it may be concluded that this year's is better as well.


[bookmark: _Toc99225350]Conclusion
In conclusion, financial statements may be improved by including a statement of financial status. Balance sheets may be used to assess long-term patterns in a company's financial health when compared to previous periods. Identifying the company's financial, credit, and commercial risks is especially useful using this tool. The balance sheet may assist discover linkages and patterns that point to possible issues or opportunities for improvement when used in combination with other company’s financial statements and the income reports of its rivals. It is consequently possible to utilize financial statements to anticipate the quantity, timing, and volatility of an entity's future profits by analyzing the statement of cash flows. 
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