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[bookmark: _Toc123201152]Introduction
Financial Accounting deals with the transactions generated from various events and recording those transactions in their respective places which provides a summarized report to the intended users. It is a complete evaluation of the overall condition of the company. It measures assets, equities, liabilities, expenses, revenues, and profitability. Again, management accounting deals with accounting records from a managerial perception. Financial accounting promises to give a true and fair value to the presentations to external users. Financial statements help the shareholders to take decisions about investments and other concerned parties. It mainly focuses on the financial statements preparation of an organization. It uses a historical approach and provides a material alteration to both internal and external users. Preparing an income statement and statement of the financial position of Wales PLC is discussed in detail. Sweets PLC financial ratio is also discussed here. 
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The income statement includes only revenue and expenses, and the financial position describes assets, equity, and liability. It shows the income and expenditure of a company and even provides a report on whether the company is making a profit or bearing a loss for a given period. It expresses the financial health conditions of a company. The importance of an income statement is beyond description. It helps the managers take decisions on the profitability ratio. For example, the manager of Wales PLC noticed that their profit is not as growing as in previous years. He even noticed that revenue is generated from huge sales growth, but profit is less. Then, analyzing the income statement, he understood the reason behind the low profit. He realized that expenditures are quite high and as a result, the profit is low despite high sales. This took the manager to plan on decreasing costs and increasing profit. He then left no stone unturned to reduce the expenditure and this is done only by analyzing the income statement. The income statement and statement of financial position for Wales PLC are calculated as follows:

Income Statement for
Wales PLC
For the year ended on 31st Dec in 2021

	Particulars
	£
	£

	Sales (800,000+980)
	
	800,980

	Less: Cost of Sales
	
	(578,650)

	Gross Profit
	
	222,330

	Less: Operating expense
	
	

	Administrative expense                           
Interest paid (2,000+6,000)
Directors’ remuneration
Distribution Costs
Sales commission
	30,000
   8,000
   5,000
 28,000
   3,000
	

	
	
	(74,000)

	Profit before tax
	
	148,330

	Less: Tax
	
	(100,000)

	Net profit/profit after tax
	
	48,330







Statement of financial position for
Wales PLC
On 31st December 2021
	Particulars
	£
	£

	Assets:
Plant and equipment
Stock at 31st dec 2021
Trade receivable (170,125+980)
Cash and bank

	
1,250,000
   430,600
   171,105
    176,250
	

	Total Assets
	
	2,027,955

	Equities and Liabilities:
£1 ordinary share
£1 preference share
Retained earnings(132000+48330-20000-30000)
Total Equity

	
1,000,000
   400,000
   130,330
	



1,530,330

	4% debentures

Accrued commission
Trade payable
Accrued interest
Tax payable
Total Liability

	

      980
188,625
     6,000
100,000
	       200,000





297,625

	Total equity and liabilities
	
	2,027,955
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The balance sheet is normally known as the statement of financial position which discloses the assets, liabilities, and equities of a company. The owner’s equity is also called the net worth of the company. By preparing a financial performance statement, a company’s operational efficiency can be discussed and described critically. 

Firstly, asset valuation is required, and it is based on the historical concept of asset valuation. For example, an asset is always measured or reported in the financial position in its value by which it was acquired and every year we report a depreciation cost against it. This depreciation concept is a non-cash concept. We assume that the expense is incurred where nothing as such happened. Again, the asset is of two types-long term and short-term. The short-term asset is also concerned with working capital management which is a part of financial ratio analysis. 

Now comes liability which is also known as an external liability as the company is only liable to the suppliers, loan providers, and banks. Equity means the owner’s equity which is payable to the owner. Though companies follow the rules of the individual entity concept, owners are like a liability to the business organization. Equity consists of Capital, revenues, expenses, and drawings. Preparing a statement of financial position, income statement and cash flow statement, and lastly statement of financial position is the elements of financial statements. (Scott, 2013) 

Among the elements of financial statements, the statement of financial position is the most significant one. The elements included in this section are an asset, equity, and liability. The balance sheet must always balance as it follows the concept of double entry. (Tissen, 2019) The asset must equal equity and liability every time. (Kieso, 2018) A balance sheet indicates how much a company has as assets and how much they are liable to external factors and its equity portion. Investors need to know the structure of their financial position as it helps them to make decisions about whether to invest or not. The balance sheet displays the equity part which includes the total capital contributed by the investors. The capital can be from shareholders, loan providers, or from preference shareholders. The liability part includes trade payable, account payable, and other payables which are to be paid to external factors by the company. Sometimes, the company purchases raw materials or products on credit or account from the suppliers and as a result, the transaction creates a liability for the company to pay the suppliers. The asset section includes both the current asset and non-current assets. (Dice, 2019) The current asset contains cash available on hand, stock, or inventory. Non-current assets include furniture, equipment, machinery, etc. 

The main reason for the balance of the balance sheet is following the principle of the double entry system. (Koen, 2016) Double entry refers to equating the two sides of the transaction- debit and credit. When a transaction is generated from an event and it is to be measured in monetary value, it requires the manager to divide the transaction into two parts-the one who takes the advantage and the other one who provides the advantage. For example, 20000 sales have been generated from selling the products to a customer on credit. First of all, the identification of the transaction is necessary, as is the monetary valuation. After that, the transaction will be divided into two parts. (Scott, 2013) Here, Accounts receivable is debit and sale is credit. (Scott, 2013) As the customer didn’t pay in cash, an asset called debtor is obtained and a sale is done here which will generate income and thus will increase the equity section. That’s why the statement of financial position must always balance. 
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The financial ratio of a company shows the profitability, capability to pay liability, and operating ability. The calculation of Ratios with formulas and workings are shown as follows:
	Ratios
	Formula
	2021 £m
	2020 £m

	ROSE 
	= operating profit/capital employed x 100
	=805+19+22/ (9736-2511) x 100
=11.71%
	699-5+26/(10087-3046) x 100
=10.22%

	ROE
	= PAT/Net Worth x 100
	=431/3088 x100
=14%
	=366/2912x100
=13%

	Earnings Per Share
	= (Net Income-Preference dividend)/Number of outstanding common shares
	= (431-0)/6
=71.83
	= (366-0)/6
=61

	Net Profit Margin
	= (Net profit/total revenue) x100 
	= (432/6738) *100
=6.41%
	= (366/6441) x100
=5.68%

	Asset turnover
	=net sales/average total asset
	=6738/9736
=0.69
	=6441/10087
=0.64

	Stock holding days
	= (Average inventory/cost of goods sold) *365
	= (708/3235) x365
=80 days
	= (659/3096) x365
=78 days

	Debtors collection period
	= (accounts receivable/sales) x365
	= (1249/6738) *365
=68 days
	= (1287/6441) x365
=73 days

	Current ratio
	=Current asset/current liability
	=2303/2511
=0.92
	=2355/3046
=0.77

	Gearing ratio
	=total debt/total shareholders’ equity
	=4137/3088
=1.34
	=4129/2912
=1.42

	Interest Cover
	=EBIT/interest expense
	=805/226
=3.56
	=699/181
=3.86
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ROCE refers to the efficiency of a company in how it utilizes its initial available capital to earn additional profit. It also indicates the situation of a company while comparing it with other businesses with debt analysis. It considers debts and equities too. (Welc, 2022) 

On the other side, ROE or return on equity shows operational efficiency and it means the profit generated against the equity of the shareholders. The analysis of return on equity and return on capital employed is considered when someone wants to know about the future growth of the company. Return on equity is an expression of the percentage of net income or net profit as it generates the profit for the shareholders. It also represents the concept of maximizing the shareholders’ profit. It also shows an alternative consideration for the investors or shareholders. In 2020 and 2021, the ROCE is11, and the ROE is 13 and 14 respectively. It is considered to keep the ROE and ROCE up to 20%, so the condition of the company is not that profitable. (Scott, 2013) 

Earnings per share is the value generated from the ordinary share while subtracting the number of preference shares. Its ratio for 2021 and 2020 are respectively 72 and 61 per share. The net profit margin is the net profit generated against the revenue of the company. It is a percentage ratio for the profit which is calculated against the total revenue. It can also be shown in decimal form. It is one of the significant ratios for understanding a company’s financial situation. For 2021 and 2002 the ratio is 6.41% and 5.68% approximately which is comparatively lower and thus the company is not able to keep its profit higher. (Tissen, 2019) For example, if the revenue is growing fast but the expenses are also growing faster than revenues, then the profit margin will be comparatively downward. 

The asset turnover ratio is referred to as the percentage of the generated revenue against the total value of its assets. It can be an opportunity for the company to show the efficiency of making a profit against the sum of the value of the assets. The higher the ratio, the more efficient operation of a company. It is measured on annual basis. The annual total sale is divided by the annual total asset and is the measurement of calculating the asset turnover ratio. The better the ratio, the nicer a company is performing. In some specific sectors such as retailing businesses tend to have higher asset turnover ratios as they sell their products very frequently to customers and customers mostly complete the payment in comparatively lesser time. 

For Sweets Plc, the asset turnover ratio is 0.69 and 0.64 respectively for the years 2021 and 2020 which means the company can use its asset over the year more than half of the time. Stock holding days work as an indicator for the company’s managers to assess its liquidity ratio. It means how many days are required for the company to turn the inventory into final goods and then generate cash out of selling the final goods and how many days sweets plc can hold the inventory until it is turned into finished goods and the days are 80 and 78 for 2021 and 2020 respectively. 

Debtor’s collection period means the days or time required for the companies to receive their payment from their customers or buyers. For 2021 and 2020, the debtor collection period is 68 days and 73 days which is good because customers take more time to pay the receivables and Sweets Plc cannot be able to run their daily activities smoothly. Besides, it is considered to be good that customers who purchase goods on credit are paying fast and taking less time to be debtors. The current ratio is the percentage of the current assets divided by the current liability. It indicates how much a company has assets to pay its liability. For 2021 and 2020, the current ratio of Sweets PLC is 0.92:1 and 0.77:1 respectively. the standard ratio for the current ratio is 2:1. So, so the current ratio is not satisfactory for Sweets Plc. (Welc, 2022) The gearing ratio for 2021 and 2020 is 1.34 and 1.42 respectively and it is not considered to be quite good as the standard or optimal ratio is 0.50. The interest coverage ratio is considered to be at least 2 or 3, but here the ratio for 2021 and 2020 is 3.56 and 3.86 respectively, which is quite high. Thus, it is over the standard ratio and Sweet Plc pays its interest very frequently.
[bookmark: _Toc123201157]Conclusion
Financial statements and financial ratio analysis express how a company is going and the capability of a company to pay off its debt and also the ability to declare and provide dividends to the shareholders. Financial statements work from recording transactions to generating a profit and it shows the asset, equity, and liability part to enhance the impression of the company. Besides, financial ratio analysis also shows the profitability, capability to operate daily expenses and increase per-share value. Shareholders take decisions about investment after analyzing the financial statements and financial ratio discussion. It also helps them to purchase shares or stock and invest in the company. It even draws an overview of the whole operation activities, investments, and profitability of the concerned organization. The managers and board of directors take major decisions based on the financial statement and financial ratio analysis and implement their plan to achieve the overall objective of the company.
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