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Accounting is a fundamental requirement of an organisation to keep track of transactions and present financial information appropriately to the stakeholders (Faello, 2015, page 75). The general principle of accounting is that the debit and credit balance should always match due to the impact of a transaction on both assets and ownership equity and liability. Financial statements represent the financial performance and financial position which represents the critical information to stakeholders. On the other hand, the financial statement analysis supported by the analysis of crucial ratios helps to understand an organisation's overall financial position and performance. The liquidity position helps to evaluate the company's ability to settle debts, while the analysis of return helps to evaluate the company's performance in terms of investment (Lunt, 2022 page 129). The financial statements help to get financial information for a particular period. In contrast, analysing the financial statements help to make effective short and long-run decisions to drive the business mission and vision.
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Income Statement
Wales PLC
For the period of 31December 2021
	Particulars
	Amounts in £
	Amounts in £

	Sales revenue
(Add) Unwritten sales
Total sales revenue for the year
(Less) Commission on sales
Net sales revenue
Less: Cost of sales for the year
Gross Margin
(Less) Operating expenditure
Administrative expenditure
Directors’ remuneration
Operating income for the year
(Less) Non-operating Expenditures
Interest payment
Profit before selling expenditures and tax
(-) Selling expenditure
Distribution expenditure
Profit before tax
Corporate tax for the year
Net income for the year
	£800,000
£980
£800,980
(£3,000)




£30,000
£5,000



	



£797,980
(£578,650)
£219,330


(£35,000)
£184,330

(£2,000)
£182,330

(£28,000)
£154,330
(£100,000)
£54,330








Balance Sheet (Statements of Financial Position)
Wales PLC
For the period ended in 31December 2021
	Particulars
	Amounts in £
	Amounts in £
	Amounts in £

	ASSETS
Fixed Assets
Plant and equipment
Total fixed assets
Current Assets
Closing stocks
Trade receivables
(Add) Unwritten sales

(Less) Commission

Cash and bank balance
Total Current Assets
Total Assets
Liabilities And
Shareholders’ Equity
Equity and preferred shares
Ordinary shares at £1
10% Preferred shares at £1
Total equity including preferred shares
Fund and Balances
Opening Retained earnings 
(Add) Net profit for the year

(Less) Ordinary dividend payment
(Less) Preferred dividend payment
Closing retained earning
Corporate tax for the year
Total fund and balances
Non-current liabilities
4% Debentures
Total non-current liabilities
Current liabilities
Trade payable
Total current liabilities
Total equity and liabilities 
	





170,125
980
171,105
(3,000)











132,000
54,330
186,330
(20,000)
(30,000)



	

£650,000


£330,600




£168,105
£76,250





£500,000
£200,000







£136,330
£100,000


£100,000


£188,625

	


£650,000








£574,955
£1,224,955





£700,000








£236,330


£100,000


£188,625
£1,224,955
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The golden rule of accounting is that the debit and credit will always match (Weygandt et al., 2019, page 131). However, some errors in journal entries might show otherwise. If the preceding discussion of accounting principles is made, we understand that the asset will always be equal to the liability and owner's equity. Owner equity represents the investment and the retained parts of earnings, while liability means the overdue amount or borrowings from the suppliers and lenders. The balance sheet is the summarised presentation ledger balance with the asset, liability, and owners' equity classification. When a journal entry is posted, the debit and credit shall always match, and after the posting of the journal, the entry is clubbed to its respective general ledger account. The trial balance is calculated and based on the genal ledger, which ultimately balances the debit and credit side (Porter and Norton, 2019, page 201). If there is any error, the trial balance should identify the differences. The balance sheet will always balance if the journal and ledger are correctly recorded. The financial statements are generated and analysed by focusing on the trial balance. Since the trial balance debit and credit shall always match if the entries are mathematically correct, the balance sheet shall always balance as it is prepared based on the trial balance.
For broader analysis, the origin of accounting shall be discussed from the time of Luca Pacioli, the renowned father of accounting, for his book ''Summa de arithmetica, geometria, proportioni et proportionalita.'' He explained the general accounting principles of accounting, where the double-entry system for bookkeeping is mentioned. We follow the double entry system for keeping the records of financial transactions set down by Pacioli. The principles of debit entry are matched with credit entry because of the income and expenditure nature of transactions; the ultimate financial presentation made through a balance sheet shall always balance.
In short, every financial transaction must be categorised into two portions debit and credit. It indicates that all the transactions in monetary exchanges shall have an equal and opposite impact on two different accounts, either by addition or subtraction. One example can be the payment made for expenses in cash causes the decrease in cash balances as an asset and the decrease of equity as the expense. The amount of cash decreased is like the owner's equity decrease, which balances the balance sheet amount. Similarly, for cash receipt, cash increases in the form of assets and owners’ equity increases in the form of income. Therefore, the asset and liabilities change for the same amount for each transaction which balances the balance sheet.
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	 Calculation of ratio with details
	2021
	2020

	Earnings before interests and taxes (EBIT)
	                                                              £ 805
	£ 699

	Total Assets
	£ 9,736
	£ 10,087

	Current Liabilities
	£ 2,511
	£ 3,048

	Capital Employed (Total assets – net off current liabilities)
	£ 7,225
	£ 7,039

	1. ROCE =calculation
(Earnings before interest and tax/ Capital employed)
	11.14%
	9.93%

	 
	 
	 

	Net income for the year
	£ 431
	£ 366

	Shareholder’s Equity
	£ 3,088
	£ 2,912

	2. ROE 
(Net income/ Shareholder's Equity)
	13.96%
	12.57%

	 
	 
	 

	Net income
	£ 431
	£ 366

	Ordinary share capital in the amount
	£ 300
	£ 300

	Price per share
	0.5
	0.5

	Number of shares outstanding = (Ordinary share capital in amount/ Price per share)
	600
	600

	3. Earnings per share 
(Net income - Preferred dividends)/ Weighted average shares outstanding]
	0.72
	0.61

	 
	 
	 

	Net profit for the year
	£ 431
	£ 366

	Revenue
	£ 6,738
	£ 6,441

	4. Net profit margin 
(Net profit for the accounting year/ Sales revenue)
	6.40%
	5.68%

	 
	 
	 

	Revenue
	£ 6,738
	£ 6,441

	Total assets
	£ 9,736
	£ 10,087

	Average total assets = [(Current total assets + Total asset of previous year)/ 2]
	£ 9,912
	£ 10,087

	5. Asset turnover 
(Revenue/ Average total assets)
	0.68 times
	0.64 times

	 
	 2021
	2020 

	Inventory
	£ 708
	£ 659

	Average inventory = {(Beginning inventory + Closing Inventory)/ 2}
	£ 684
	£ 659

	Cost of sales
	£ 3,235
	£ 3,096

	6. Stock holding days 
(Average inventory/ Cost of sales)
	77 days
	78 days

	 
	 
	 

	Accounts receivable
	£ 1,249
	£ 1,287

	Average accounts receivable = {(Beginning accounts receivable + Closing accounts receivable)/ 2}
	£1,268
	£ 1,287

	Revenue
	£ 6,738
	£ 6,441

	7. Debtors’ collection period 
 (Average accounts receivable/ Revenue)
	69 days
	73 days

	 
	 
	 

	Current assets
	£ 2,303
	£ 2,355

	Current liabilities
	£ 2,511
	£ 3,046

	8. Current ratio 
(Current Assets/ Current liabilities)
	0.91 times
	0.77 times

	 
	 
	 

	Total debt
	£ 4,137
	£ 4,129

	Total equity
	£ 3,088
	£ 2,912

	Total assets
	£ 9,736
	£ 10,087

	9. Debt-to-equity ratio 
(Total debt/ Total equity)
	1.34
	1.42

	10. Debt ratio 
(Total debt/ total assets)
	0.42
	0.41

	11. Equity ratio 
(Total equity/ total assets)
	0.32
	0.29

	 
	 
	 

	Earnings before interests and taxes
	805
	699

	Interest expense
	226
	181

	12. Interest cover 
(Earnings before interest and taxes/ Interest expenses)
	3.56 times
	3.86 times
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Sweet PLC has improved its overall financial performance in 2021, which is indicated by the increase in ROCE, ROE, net profit margin, EPS, and others. There is an improvement in ROCE, which is nearly 2%. It indicates that the company has been able to generate more profit compared to the shareholders' equity while the company showed improvement in return on equity. There has been an increase in net profit margin in 2021. Though the company is affected by Covid-19, it has been showing improvement in performance in the era of business downfall, which is a good indication of the company's long-term sustainability (Browlin, Martin and Scott, 2020. page 157). The net profit margin currently stands at 6.4% which is 1% higher than the prior year. The company generated lower revenue in 2020, which is the reason for the lower net profit margin, which seems to be recovered by the company in 2021. The company has shown earnings per share at .72 which is higher by nearly 17% compared to 2020. The stakeholders can stay calm about the company's financial performance, given the indication of improvement as time passes. However, adverse market conditions like law enforcement, a new global pandemic, and other external factors like increased market competition, entry of new business and substitute products can threaten the company's profitability growth which is not considered in the ratio analysis. To decide on the performance of Sweet PLC, the stakeholders may also consider the external factors that can affect the company's business in the coming years. However, regarding the numbers concerned, the company has improved in financial performance compared to the previous year.

[bookmark: _Toc112962663]Solvency and liquidity analysis

The company is maintaining healthy liquidity given the current ratio of 0.91, which was 0.77 in 2021. The company has improved its ability to settle its current obligation upon coming due. Though it has been said that the optimum level of the current ratio is 1.00, the current position at .91 is healthy. The company has improved by .14 times compared to the prior year, which is undoubtedly a good sign. On the other hand, the debt-to-equity ratio has also shown improvement as the debt is falling to 1.34 compared to prior years 1.42 times. It indicates that the company is increasing its equity compared to the level of debt. The improvement of .08 times in the Covid-19 era is quite a good sign for the stakeholders. The company's equity portion has been increased to 0.32 from 0.29. However, the debt has increased to 0.42 from 0.41. It possibly indicates that the company must borrow funds to increase its operation, which is shown to be effective given the improvement in the operational performance analysis. The stakeholders can invest more and get confidence about utilising the borrowings to make more profit and increase the operation beyond the current prospect. However, deciding on further improvement and relying on a loan requires a cost-benefit analysis. If the cost is lower than the benefits, the company can go for more borrowing to increase the operation and generate more profit in the coming years.

[bookmark: _Toc112962664]Efficiency ratio analysis

The company has made improvements in terms of operational efficiency. The increased asset turnover decreased payable and receivable's days and inventory turnover increase are the indicators of the increase in operational efficiency in 2021 compared to 2020. The operational efficiency indicated by the asset turnover shows that it currently stands at 0.68 in 2021 compared to .64 in 2020. It means that Sweet PLC utilised its asset more in 2021 than in 2020 in revenue generation. On the other hand, the debt collection period has decreased to 69 days from 72 days. The decreased debt collection period is giving the company an advantage to hold more free cash to invest in the company's operation. The decrease in debt collection period also helps the organisation maintain high unrestricted cash within the business, which will ultimately help the organisation make the operational decision in terms of operating and capital investment. The stock holding days decreased by one day, given that the number was 77 in 2020 and 76 in 2021. The company has shown less improvement in stock holding, given the concern of stock obsolescence. In addition, the stock holding days are higher in Sweet PLC, which gives additional risk to the company's ability to maintain the stock at a lower cost. As stock management needs to be efficient to reduce operational costs, the company needs to improve its stock holding days to reduce the risk of damage and other carrying cost directly linked to the stock (Kadim, Sunardi and Husain, 2020, page 236). Sweet PLC's interest coverage ratio has decreased, which is not a good indication of operational efficiency and solvency. The decreased ability to cover the interest threatens the company's operation, increasing the burden on free cash. The company's ability to cover interest has been down warded by 0.30 times which was 3.86 in 2020, while it was 3.56 in 2021. It is also an indicator of possible insolvency as the interest is significantly higher, which poses questions about the organisation's capital structure and interest management, given the amount of profit it generates to settle its debt. 
The overall performance of Sweet PLC is mixed, having performance improvement, and increased operational efficiency. At the same time, there is a severe threat of solvency issues regarding higher debt and lower interest coverage. Though there is a sign of improvement, the stakeholders need to be more cautious about the debt condition of the company and the ability to generate benefits (Bull, 2008, page 89). Maximum debt utilisation is required for Sweet PLC to maintain a strong financial position.
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Preparing financial statements provides valuable information to the stakeholders regarding the company's financial position and operational indicators. On the other hand, the balance sheet should always match if there is no error in recording financial transactions. The overall reflection of the financial condition and performance is then analysed through the critical performance analysis, which is supported by some significant ratio analyses. Stakeholders rely on financial information to make decisions, driven by the financial statement analysis through KPIs. The proper presentation of financial statements is always the expectation from the stakeholders to make the analysis. All the decision in organisations requires financial analysis supported by the analysis of external factors that can affect the business in the upcoming p [periods.
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