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Accounting is the process of recording, classifying, and summarizing financial transactions to provide information that is useful in making business decisions. It is the language of business and is used to communicate financial information to various stakeholders such as investors, creditors, and management. Accounting provides a way to measure a company's financial performance and is essential for making informed decisions about how to allocate resources. It also helps organizations comply with legal and regulatory requirements. "The role of accounting is to provide relevant, reliable, and comparable financial information that is useful to investors, creditors, and other users in making decisions about allocating resources." as is defined by Jerry J. Weygandt, Paul D. Kimmel, and Donald E. Kieso, (2021). Additionally, accounting information is used to prepare financial statements such as the income statement, balance sheet, and cash flow statement which are important for assessing a company's financial health. In short, accounting is critical for any business's efficient operation and management.
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one of the three important financial statements used for reporting a company’s financial performance over a specific accounting period is the income statement. The other two are the balance sheet and the cash flow statement. The income statement focuses on the revenue, expenses and losses of a company during a particular period, which companies use to report their financial performance to shareholders and other stakeholders.







The income statement of Wales Pls for the year ended 31st of December 2021.


	Income statement for the year ended 31st December 2021 for Wales Plc

	
	£800,980.00

	Cost of sales
	£578,650.00

	Gross profit
	£222,330.00

	
	

	Administrative expenses
	£30,000.00

	Distribution costs
	£28,000.00

	Sales commission
	£3,000.00

	Directors remuneration
	£5,000.00

	Operating profit
	£156,330.00

	
	

	Interest paid
	£2,000.00

	Profit before taxes
	£154,330.00

	
	

	Corporate tax
	£100,000.00

	Preference dividends paid
	£30,000.00

	Ordinary dividend paid
	£20,000.00

	Net profit
	£4,330.00



How the calculations have been made:
Sales = 800,000 + 980 = £800.980
Gross profit = Sales – Cost of sales
Operating profit = Gross profit – operating expenses
Profit before taxes = Operating profit – Non-operating expenses
Net profit = Profit before taxes – Provision for taxes – Dividends paid


	A balance sheet is a financial statement that shows a company's assets, liabilities, and equity at a specific point in time. It shows the company's financial position and is used to determine the company's net assets (assets minus liabilities) and its ability to pay its debts. The balance sheet is divided into two sections: assets, which are resources owned by the company, and liabilities and equity, which are claims against those assets. The difference between the assets and liabilities is the equity of the company. This statement is also known as the "statement of financial position".
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Fixed assets	
Plant and equipment	£1,250,000.00	
Current assets	
Debtors	£171,105.00
Stock	£430,600.00
Cash and bank	£176,250.00
	Total assets	£2,027,955.00	
Liabilities	
Long-term liabilities	
4% Debentures	£200,000.00
Current liabilities	
Trade creditors	£188,625.00
Outstanding sales commission	£3,000.00
Corporate tax	£100,000.00
	Total liabilities	£491,625.00
	
Shareholders' equity	
£1 Ordinary shares	£1,000,000.00
10% £1 Preference shares	£400,000.00
Retained profits on 1st January	£132,000.00
Net profit	£4,330.00
Total shareholders' equity	£1,536,330.00
	
Liabilities and Equity	£2,027,955.00
Assets = Liabilities + Equity 
The equation states that assets are equal to the sum of liabilities and equity. This equation is always true because a company's assets are financed either by borrowing money (liabilities) or by using the money that the company's owners have invested (equity).
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a) Return on Capital Employed (ROCE) is a financial metric that measures a company's profitability in relation to the capital it has employed. It is calculated by dividing the company's operating profit by its capital employed. A higher ROCE indicates that a company is generating more profit from its capital and is therefore more efficient in using its resources. ROCE is often used to compare the performance of different companies in the same industry.


ROCE = Profit before interest / Assets employed X 100
Profit before interest and tax = Profit before tax + Interest payable
Assets employed = Total assets – Current liabilities
ROCE 2020 = (£539 + £181) / (£10,087 - £3,046) X 100 = 10.23%
ROCE 2021 = (£620 + £226) / (£9,736 - £2,511) X 100 = 11.71%
· The calculations are showing an increase in ROCE which means more profit generated.

Return on equity (ROE) is a financial ratio that measures the profitability of a company in relation to its shareholders' equity. It is calculated by dividing net income by shareholders' equity. ROE is often used as a measure of a company's efficiency and profitability and is particularly useful for comparing the performance of companies in the same industry. A high ROE indicates that a company is generating a high level of profit from its shareholders' investment, while a low ROE suggests that the company may be underperforming or facing financial difficulties.
ROE = Net income / Shareholders’ equity X 100
ROE 2020 = £366 / 300+1541 X 100 =  19.8%
ROE 2021 = £431 / 300+1717 X100 = 21.36%

· The calculations are showing an increase in ROE which suggests the company is performing well.


Earnings per share (EPS) is a financial ratio calculated by dividing a company's net income by the number of shares outstanding. It measures the profitability of a company on a per-share basis and is often used to evaluate a company's performance and compare it to other companies or the broader market. A higher EPS ratio generally indicates that a company is more profitable and may be a better investment opportunity.
EPS = Earnings / Number of ordinary shares
EPS 2020 = £366 / 300 = 1.22
EPS 2021 = £431 / 300 = 1.43
· The calculations are showing an increase of 18.03% in EPS from 2020 to 2021 and which indicates again good profitability.
Net profit margin is a financial ratio that calculates the percentage of profit a company makes from its total revenue. It is calculated by dividing the net profit (total revenue minus expenses) by the total revenue. This ratio is used to measure a company's profitability and efficiency in generating profits from its revenue. A higher net profit margin indicates that a company is more efficient and profitable.
Net profit margin = Net profit / Sales X 100%
Net profit margin 2020 = £366 / £6,441 X 100 = 5.68%
Net profit margin 2021 = £431 / £6,738 X 100 = 6.40%
The calculations are showing a 12.68% increase in NPM for the company between 2020 and 2021 which shows good performance.

Asset turnover is a financial ratio that measures how efficiently a company is using its assets to generate revenue. It is calculated by dividing a company's total revenue by its total assets.
Asset turnover = Turnover / Assets employed
Asset turnover 2020 = 6,441 / 10,087 - 3046 = 0.91 times
Asset turnover 2021 = 6,738 / 9,736 - 2511 = 0.93 times
· There is a growth in asset turnover rate between 2020 and 2021.

Stock holding days, also known as inventory holding days or stock turnover days, is a metric used to measure the efficiency of a company's inventory management. It is calculated by taking the average number of days that a company holds its inventory before it is sold. 
Stockholding days = Inventory / Cost of sales X 365
Stockholding days 2020 = £659 / £3,096 X 365 = 77
Stockholding days 2021 = £708 / £3,235 X 365 = 79
· There is an increase in stockholding days with 2 days, which is not a big increase but can be addressed as the lower the number of stock holding days, the more efficiently a company is managing its inventory.  

The debt collecting period is the amount of time it takes for a business to collect payment from its customers for goods or services that have been sold on credit. This period is an important metric for businesses to monitor, as it can indicate the efficiency of the company's credit and collections processes and its overall financial health. It is typically measured in days and is calculated by dividing the total accounts receivable by the sales on credit times 365 days.
Debtors’ collection period = Trade receivables / Credit sales X 365
Debtors’ collection period 2020 = 1,287 / 1,287 X 365 = 365 days
Debtors’ collection period 2021 = 1,249 / 1249 X 365 = 365 days 
· The dept collecting period is the same for both years.
The current ratio is a financial ratio that measures a company's ability to pay its short-term debts or liabilities using its current assets. It is calculated by dividing a company's current assets by its current liabilities. 
Current ratio = Current assets / Current liabilities
Current ratio 2020 = £2,355 / £3,046 = 0.77 times
Current ratio 2021 = £2,303 / £2,511 = 0.92 times

· There is an increase in the current ratio from 2020 to 2021 and this indicates also progress.

Gearing ratio, also known as the leverage ratio, is a financial ratio that measures a company's level of debt compared to its equity. It is used to assess a company's financial risk and stability. A higher gearing ratio indicates a higher level of debt, and a lower ratio indicates a lower level of debt. Gearing ratios are used to assess a company's financial leverage and its ability to meet its financial obligations.
Gearing ratio = Total debt / Total Equity
Gearing ratio 2020 = 4,129/ 4129+2912 X100 = 58 (58/42)
Gearing ratio 2021 = 4,137 /4137 +3,088  X100 =57 (57/43)
· There is a decrease in the gearing ratio which indicates a lowering level of debt.

The interest coverage ratio is a debt and profitability ratio used to determine how easily a company can pay interest on its outstanding debt. The interest coverage ratio is calculated by dividing a company's earnings before interest and taxes by its interest expense during a given period. A high-interest coverage ratio is generally considered a positive sign for the financial health of a company.
Interest cover ratio = profit before interest/ Interest charge
Earnings before interest and tax = Profit before interest + Interest payable
Interest cover ratio 2020 = £730 / £181 = 4.03 times
Interest cover ratio 2021 = 846 / £226 = 3.74 times
· There is a deterioration in the interest cover ratio between 2020 and 2021


b)   A company's performance can be defined as its overall effectiveness and success in achieving its goals and objectives.  
In terms of profitability, all ratios improved in 2021 as compared to 2020 statistics, as noted above. When the share market price increase is taken into account, it can be concluded that the company is expanding and performing effectively in the market.
Moreover, the increase in asset turnover indicates that the company's capacity to manage its resources to create income is improving.
Overall, the company is performing well and shows increasing numbers for the year 2021 which is satisfactory.
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