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[bookmark: _Toc111407403]Introduction 
Modern accounting is almost entirely dependent on the double entry system.  The double entry system divides a transaction into two separate but equal categories that create debit and credit accounts.  This report will show how basic accounting statements can be prepared using various financial data.  The presentation of these accounting statements will be summarized at the beginning of this report.  The report will then discuss why both sides of a balance sheet balance.  Here it will be shown how the double entry system helps balance the balance sheet by keeping both sides correct.  Also this part of the report will give a detailed idea about all the effects of double entry system.  
[bookmark: _Toc111407404]
QUESTION-1
[bookmark: _Toc111407405]A) Preparing income statement 
Wales plc
Income statement
 For the year ended 31st December 2021
	Particulars
	£
	£
	£

	Sales
	 
	800,000
	 

	Add: new sales
	 
	980
	 

	Total sales
	 
	 
	800,980

	Less: Cost of sales
	 
	578,650
	 

	 
	 
	 
	578,650

	Gross Profit
	 
	 
	222,330

	Less: Operating expenses
	 
	 
	 

	Administrative expenses 
	 
	30,000
	 

	Directors’ remuneration 
	 
	5000
	 

	Distribution costs 
	 
	28000
	 

	Salesmen commission 
	 
	3000
	 

	 
	 
	 
	66,000

	Operating income
	 
	 
	156,330

	Other expenses
	 
	 
	 

	interest paid
	2000
	 
	 

	Add: accrued interest
	2000
	 
	4000

	Income before tax
	 
	 
	152,330

	Corporate tax
	 
	 
	100000

	Net income
	 
	 
	52,330





Wales plc
Statement of Changes in Equity
 For the year ended 31st December 2021
	Particulars
	£
	£
	£

	Retained profits on 1st January 2021 
	 
	132,000
	 

	Share capital
	 
	500,000
	 

	preference shares 
	 
	200000
	 

	Profit for the year
	 
	52,330
	 

	Less: Dividend paid
	 
	 
	 

	Ordinary 
	-20000
	 
	 

	preference shares 
	-30000
	-50000
	 

	Total Owners Equity
	 
	 
	834,330




Wales plc
Statement of financial position
 For the year ended 31st December 2021
	Particulars
	£
	£
	£

	Assets
	 
	 
	 

	Current Assets
	 
	 
	 

	Trade receivable 
	170,125
	 
	 

	Add: new sale
	980
	171,105
	 

	Cash and bank 
	 
	76,250
	 

	Stock on 31st December 2021 
	 
	330,600
	 

	Total current assets
	 
	 
	577,955

	Non-current assets
	 
	 
	 

	Plant and equipment 
	 
	650,000
	650,000

	Total assets
	 
	 
	1,227,955

	 
	 
	 
	 

	Liabilities and owners’ equity
	 
	 
	 

	Current Liability
	 
	 
	 

	Trade payable 
	 
	188,625
	 

	Commission payable
	 
	3000
	 

	Interest payable
	 
	2000
	 

	Tax payable
	 
	100000
	 

	Total Current Liability
	 
	 
	293,625

	Non-Current Liability
	 
	 
	 

	Debentures  
	 
	100,000
	100,000

	 
	 
	 
	 

	Owner's Equity
	 
	 
	834,330

	 
	 
	 
	 

	Total Liabilities and owners’ equity
	 
	 
	1,227,955




[bookmark: _Toc111407406]B) Reason for balancing Balance sheet
The overall assets, liabilities, and owner's equity of a firm are presented on the balance sheet or statement of financial position of that company. This balance sheet equalizes properly. Generally speaking, to prepare the balance sheets, it needs to consider two sides as an entry will affect onboth sides. All of an organization's assets are displayed on one side. All obligations and owners' equity are displayed on the opposing side. There are two primary items set aside and three key elements in the statement of financial condition or balance sheet. These three primary headings, assets, liabilities, and owner's equity, are used to record all transactions (Bachri et al., 2021). As detailed below, owner's equity consists of these three components:
Assets: Assets are the initial section of a balance sheet that lists and categorize all of a company’s assets. The assets are divided into major groups. They are current debts and assets. Current assets include cash and cash equivalents, accounts receivable, prepaid expenses, stocks, convertible securities, etc. On the other hand, non-current assets include real estate, machinery, buildings, patents, furnishings, and other items (Bustani et al., 2021).
Liabilities: It is the 2nd part of the balance sheet which indicates the due or payable amount for an entity. Almost every business has liability except those who operate their activities with cash. For long-term or short-term financing, Company could go for borrowing money (Gajah, 2018). So, liability is another section where the effect has been shown. 
Owner’s Equity:based on this section, the equity statement has been prepared. After preparing the equity statement, the Net balance will be applicable for further adjustment in the balance sheet. Normally, the statement shows how much finance a company has invested in business (Lacombe and Bazinet 2021). 


Reason for balancing 
The main concept for balancing the balance sheet is Double entry system. The double entry system was first invented by Luca Pacilio in 1494. Since then, almost all concepts and current situation of accounting depend on this issue. The basic idea here is that there will be two parties to a calculation or a transaction and equal effect will be shown to both parties. As a result, the formula A=L+OE was discovered. Here it is seen that the total assets will be equal to the total liabilities and ownership of the company. Therefore, any transaction has to affect 2 of these three elements (Campisi et al., 2019).
If an asset is increased for a transaction, the same transaction may reduce another asset or increase a liability and also increase the amount of ownership. That is, the debit and credit side of the transaction will always equal. An example will make the matter better understood.
Purchase of £10,000 furniture on loan for office. Here furniture is an asset that enhances the Asset section. Similarly, liabilities will increase as purchases are made on credit. The amount of increase in assets equals the amount of increase in liabilities, debit - credit, resulting in the formula of A=L+OE being correct. Since the balance sheet is prepared with this double entry concept, its two sides must be equal (Chandra et al., 2020).

[bookmark: _Toc111407407]QUESTION-2
[bookmark: _Toc111407408]A) Calculating the Financial Ratios Sweets plc
1- ROCE
	Formula
	2021
	2020

	ROCE= EBIT/Capital Employed
	620 / 5599
= 0.11 
	539 / 5958
= 0.09



Working 01
	Description
	2021
	2020

	Capital Employed = Total Assets – Current Liabilities
	9,736- 4,137
= 5599
	10,087-4,129
=5958



2- ROE
	Formula
	2021
	2020

	ROE= Net income/ Shareholder's Equity
	431/3088
	366/2912

	
	0.139527355
	0.125643666



3- Earnings per share
	Formula
	2021
	2020

	 Net income/ average Share outstanding
	431/5.12
	366/4

	
	84.01559454
	73.2





4- Net profit margin
	Formula
	2021
	2020

	(Net income/ net sales) *100
	(431/6738) *100
	(366/6441) *100

	
	6.46052241
	5.739170936



5- Asset turnover
	Formula
	2021
	2020

	(Net sales/Average Assets)
	(6738/19824)
	(6441/19824)

	
	0.339891041
	0.324909201



	Working-02
	

	Average Assets
	9736 +10087

	
	19824





6- Stock holding days
	Formula
	2021
	2020

	Stock holding days = (average inventory / cost of goods sold) x period length
	329.5/3235 x 365

                                      37
	683.5 /3096 x 365 

                                              81

	
	
	



Working 
Average inventory = (Beginning inventory + Ending Inventory)/2 = (0+659)/2 = 329.5
 Year 2021 (659+708)/2 = 683.5
Cost of goods sold = 3235 & 3096
Period Length =   365
7- Debtors collection period
	
	Formula
	2021
	2020

	Debtors collection period ratio
	Debtors (amount of money owned) / sales x period length
	1249/ 6738 x 365
	2355/ 6441 x 365

	
	                      66
	                 133



8- Current ratio
	
	Formula
	2021
	2020

	Current ratio
	Current assets/Current Liabilities
	2303/ 2511
	2355/ 3046

	
	1
	1




9- Gearing ratio
	
	Formula
	2021
	2020

	Gearing ratio
	Total debt/ Total Equity
	6648/3088
	7175/2912

	
	
	2.1521528
	2.4630965



10- Interest cover
	
	Formula
	2021
	2020

	Interest cover
	EBIT/Interest expense
	394/226
	366/181

	
	
	1.7356828
	2.010989
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B) Comment on Ratio analysis 
01. ROCE
Here the ratio between EBIT and Capital Employed is shown. Looking at the first component, it can be seen that the company's operating profit or EBIT was 620 and 539. Their operating profit has increased in the span of 1 year. Then the amount of capital employed was 5599 and 5958 which means a relative decrease. Finally it is seen that the ROCE of the company in 2020 was 0.09 and in 2021 their ROCE was 0.11. Here it is seen that their ROCE has increased. A standard value is 10% where the two year ratio of the company represents a good position. This ratio has decreased compared to the previous year. One of the main reasons for this change is the increase in total assets (Mulyadi and Sihabudin ,2020).
2. ROE
Return on equity basically refers to the relative relationship between net income and shareholders' equity. In 2021 the company's net income was 431 and in 2020 the company's net income was 366. That is, net income has increased in 2021. Similarly, it is seen that the amount of share equity in 2021 has increased. ROE was 13% in 2021 and 12% in 2020. The standard value here is 15%-20%. Analysis shows that the ratio analysis results of 2021 and 2020 are much lower than the standard value. That is, the earnings that the company is generating from its share equity are relatively low (Nuryani and Sunarsi, 2020).
3. Earnings per share
The fixed dividend of the company has to be divided by the total number of shares of that company which will result in an amount of profit against each share. This amount of profit can be understood as earnings per share or how much share one will get per share. The higher the earnings per share of a company, the more profitable the company is considered to be. Generally, if the earnings per share are high, investors tend to invest more in buying the shares of the company. Here it is seen that Eps in 2020 was 73 and in 2021 it was 84.01. Earnings per share increased (Smarandache et al., 2022).


4. Net profit margin
Here it is expressed as a ratio between net income and sales. In 2021 the net income was 431 and in 2020 it was 366. That is, the amount of net income has increased here. Likewise, net sales for 2021 increased compared to 2020. The position of net profit margin is also seen higher in 2021 than in 2021. Generally 10% value is considered good average. But in both years there are positions below this average. That is, the net income margin is not in a good position in any year (Bachri et al., 2021).
5. Asset turnover
Net sales and average assets are shown here. This ratio tends to change its value when net sales decrease or when average assets increase. From the above analysis it can be seen that the asset turnover ratio was 34% according to the analysis of 2021 and 32% according to the analysis of 2020. The ratio has increased from 2020 to 2021. Asset turnover ratio of 25% to 50% can be considered good. The ratio of two years stands in good stead in this regard (Nuryani and Sunarsi, 2020).
6. Stock holding day
Stock holding days indicates that a company holds inventory before sales. It shows that how many days it takes for inventory to rotate in the company. This indicates that sells its entire inventory within a 37-day period in 2020, which is impressive in 2021 it shows 81 days which is not that good (Chandra et al., 2020).
7. Debtors collection period
The favourable collection period for a company is lower than 30 days. Here in 2020 the debtor’s collection period is 66 days and 2021 it was 133 days. It is very higher than the minimum collection period. The company are not in a good condition in relation to the debtor’s collection period ratio (Lacombe and Bazinet 2021).


8. Current Ratio
This ratio basically means the liquidity of an organization. Organizational values ​​should generally not be set too high and should not be set too low. The efficient role of this ratio is very essential for running the day-to-day operations of the organization. The ratio of 2020 and 2021 is 1:1. In this case the ratio neither increased nor decreased. A value of 1.2 to 2 is generally considered a good value. Although the company's value is below standard value, it is relatively well positioned (Bustani et al., 2021).
9. Gearing ratio
The gearing ratio compares shareholder's equity to company debt in various ways to evaluate company debt in leverage and financial stability. The standard of debt to equity ratio is around 2 or 2.5 is considered good. In 2020 it was 2.15 and in 2021 it was 2.46 is quite good for the company. The company is in good condition in relation to the Gearing ratio (Nuryani and Sunarsi, 2020).
10. Interest cover
The interest cover ratio is used to determine how easily a company can pay interest on its outstanding debts. An interest coverage ratio of at least 2 is considered the minimum acceptable amount for a company. Here in 2020, it was 1.73 which indicates good condition, but in 2021 it was 2.010 which were good for the company (Mulyadi and Sihabudin ,2020).

[bookmark: _Toc111407410]Conclusion
This report shows how the main accounting statements are prepared using various financial data.  The presentation of these accounting statements is presented at the beginning of this report.  The report then discusses why both sides of a balance sheet balance.  Here is how the double entry system helps balance the balance sheet by keeping both sides correct.  Ratio analysis plays a very important role for any organization.  The ratios of this report provide an analytical result of the company's liquidity position and net earnings, profit margin.  Also shown here are various types of essential working to understand how the impact of the ratios is noticeable on the company.
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