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The following study will be focused on Wales Plc and Sweets Plc respectively and the researcher in the following study will be discussing the preparation of the income statement of the company. Furthermore, the statement of the financial position of the company will also be discussed in the study. In the next part of the study, the report will be focusing on the statement of the financial position balance. The importance of the following in the organization will also be discussed in the following section. The next part of the study will focus on Sweets Plc and the researcher in the following section calculated the ratio analysis on the following company. 
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	In the Books of Wales Plc

	Preparation of Income Statement

	Particulars
	Amount

	Sales Revenue
	8,00,000

	(-) Cost of Sales
	5,78,650

	Gross Profit
	2,21,350

	Less: Operating Expenses
	 

	Administrative Expenses
	30,000

	Interest paid
	2,000

	Directors remuneration
	5,000

	Distribution Costs
	28,000

	Outstanding expenses
	3,000

	Ordinary dividend paid
	20,000

	Preference dividend paid
	30,000

	Total operating expenses
	1,18,000

	Operating Profit
	1,03,350

	Less: Corporate tax
	0

	Net Profit 
	1,03,350
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	In the Books of Wales Plc

	Statement of Financial Position

	Particulars
	Amount

	ASSETS
	 

	Non-current assets
	 

	Plant & Equipment
	6,50,000

	Current Assets
	 

	Inventories
	3,30,600

	Trade Receivable
	1,71,105

	Cash and bank
	75,270

	 
	 

	Total Current assets
	5,76,975

	Total Assets
	12,26,975

	 
	 

	LIABILITIES & EQUITY
	 

	Non-current Liabilities
	 

	 
	 

	Current Liabilities
	 

	Accrued commission
	3,000

	Trade Payable
	1,88,625

	Tax Payable
	1,00,000

	Total Current Liabilities
	       2,91,625 

	 
	 

	Equity
	 

	Ordinary Share
	5,00,000

	Preference Share
	2,00,000

	Retained earnings
	2,35,350

	Total Equity
	9,35,350

	Total Liabilities & Equity
	     12,26,975 



Workings:
	Statement of Retained earnings

	 
	Amount

	Opening Retained profit
	1,32,000

	Add: Net earnings during the year
	1,03,350

	Closing retained profit 
	2,35,350



[bookmark: _Toc109838621]Section B Statement of financial position balance 
The statement of the financial position balance is similar to that accounting equation as it states the company's total assets that are equal to that of the sum of the liabilities and the shareholder's equity. The following relationship that is there between the assets, equities and liabilities is considered to be the foundation of the double entry accounting system. The equity of the company is considered to be on the increasing side when the assets increase and decrease when it is the opposite (Robinson, 2020). The formula for finding out the statement of the financial position balance is Liabilities + Stockholder’s equity. One of the benefits of using the following is that the following is considered to be easy to verify the accuracy of the bookkeeping of the organization. The following also helps in measuring the profitability of the business. The following is considered to be the foundation of the principle of double-entry and the following is said to be applicable in the systems and on the accounting statements (Hasanaj & Kuqi, 2019). The accounting equation helps in the budgeting of the money and tracking down the expenses and the income of the organization. The following also helps in saving for the future and helps in investing in making more money. The liabilities are considered to be the part of the accounting equation that is comprised of accounts payable that are owed to the accrued liabilities as well as the suppliers. The following is therefore said to be related to the income and the sales tax (Franklin, Graybeal & Cooper, 2018). The shareholder's equity on the other part of the equation deals in a more complex way rather than simply being the amount paid to the company by the investors. The following is considered essential for the initial investment of the company that is being paid to the investors. The various applications of the accounting equation in an organization include the financial statements, the double-entry bookkeeping system, the total worth of the company and the income and retained earnings (Marenych, Polyvana & Lutsenko, 2018). 
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Ratio analyses have been used to improve the financial performance measurement for the organization in the current environment. Here, profitability, liquidity, efficiency and solvency ratio have been taken under consideration for the evaluation of ratio analyses (Krueger, 2018). 
	 
	2021
	2020

	ROCE
	11.14%
	9.93%

	EBIT
	805
	699

	Total Assets
	9736
	10087

	Current Liabilities
	2511
	3046

	Capital employed 
	7225
	7041

	ROCE = EBIT / Capital Employed



	 
	2021
	2020

	ROE
	13.96%
	12.57%

	Net Income
	431
	366

	Equity
	3088
	2912

	ROE = Net income / Shareholders Equity



	 
	2021
	2020

	Earnings Per Share
	     0.72 
	     0.61 

	Net income
	431
	366

	Average outstanding share numbers
	600
	600

	EPS = Net income / Outstanding numbers of share



	 
	2021
	2020

	Net profit margin
	6.40%
	5.68%

	Net profit
	431
	366

	Sales
	6738
	6441

	Net profit margin = Net profit / Sales x 100



	 
	2021
	2020

	Assets Turnover
	     0.68 
	     0.64 

	Net Sales
	6738
	6441

	Average total assets
	9911.5
	10087

	Assets turnover = Net Sales / Average total assets



	 
	2021
	2020

	Stock Holding Days
	   77.12 
	   77.69 

	Average inventories
	683.5
	659

	COGS
	3235
	3096

	Stock Holding period = Average Inventories / COGS x 365



	 
	2021
	2020

	Debtors Collection period
	   67.66 
	   72.93 

	Debtors
	1249
	1287

	Sales Turnover
	6738
	6441

	Debtors Collection period = debtors / sales turnover x 365



	 
	2021
	2020

	Current Ratio
	     0.92 
	     0.77 

	Current Assets
	2303
	2355

	Current Liabilities
	2511
	3046

	Current ratio = Current assets / Current Liabilities



	 
	2021
	2020

	Gearing ratio
	     1.34 
	     1.42 

	Total debt
	4137
	4129

	Total equity
	3088
	2912

	Gearing ratio = Total debt / total equity



	 
	2021
	2020

	Interest Coverage
	     3.56 
	     3.86 

	EBIT
	805
	699

	Interest Expenses
	226
	181

	Interest Coverage = EBIT / Interest Expenses
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Following the calculation of the ratio, it is seen that the profitability of Sweets Ltd has increased over the period which is beneficial for the firm. As per the calculation, it is seen that the net profit margin of Sweets Ltd has increased from 5.68% in 2020 to 6.40% in 2021. Return on capital employed of the firm has increased from 9.93% to 11.14% which indicates the higher capital efficiency in business operation. Current ratio trends of the business have indicated the improvement in the profitability of the firm in the current environment (Easton et al., 2018). However, it is seen that the current efficiency of the firm is not effective due to high stock holding periods and the debtor's collection period. The lack of strategic development policies for inventory management and debtor's management is the key reason behind this outcome. 
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The above study focused on the accounting fundamentals of Wales Plc along with Sweets Plc. The researcher in the following study discussed and prepared the income statement for Wales Plc. In the following section, the researcher discussed the statement of the financial position balance of the company. The next section of the study discussed Sweets Plc and the following study discussed the various ratios of the company for 2020 and 2021. 
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