





ACCOUNTING FUNDAMENTALS
LCBB4001
Mirela Maria Dolca
ID: 2112412
Trinity Saint David









List of contents
Task 1	3
Income statement of Wales Plc.	3
Calculations and workings of income statement	3
Financial position statement of Wales Plc.	4
Calculation and workings of the financial position statement	4
The reason behind the balance in statement of financial position	5
Task 2	5
Evaluation of relevant accounting ratios of Sweets Plc for 2020 and 2021	5
Review of the financial performance and position of Sweets Plc	10
List of references	11




[bookmark: _Toc109819966]Task 1
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	Dr.
	
	
	
	
	Cr.

	In the books of Wales plc

	For the year ended 31/12/2021

	Income Statement

	Particulars
	£
	£
	Particulars
	£
	£

	To purchase
	578650
	
	By Sales
	
	800,000

	To gross profit c/d
	221,350
	
	
	
	

	Total
	800,000
	
	Total
	
	800,000

	
	
	
	By gross profit b/d
	
	221350

	To Administrative expenses
	30,000
	
	
	
	

	To interest paid
	2,000
	
	
	
	

	To director's remuneration
	5,000
	
	
	
	

	To distribution costs
	28,000
	
	
	
	

	To pay ordinary dividend
	20,000
	
	
	
	

	To pay of preference dividend
	30,000
	
	
	
	

	To corporation tax
	100,000
	
	
	
	

	To outstanding commission
	3,000
	
	
	
	

	To net profit
	3,350
	
	
	
	

	
	221350
	
	
	
	221350


Table 1: Income statement of 2021
(Source: Self-report, 2022)
[bookmark: _Toc109819968]Calculations and workings of the income statement
1. Gross Profit C/d: Gross profit c/d is the difference between total sales and total purchases. Here, the value of the difference is = £800,000- £578650= £221,350. In the debit part, Gross profit c/d will be carried over as gross profit b/d.
2. Net profit: Net Profit is the difference between gross profit b/d and total expenses and costs that is £221,350- (30,000+ 2000+ 5000+ 28,000+ 20,000+ 30,000+ 100,000+ 3000) (£) = £3,350.
[bookmark: _Toc109819969]Financial position statement of Wales Plc. 
	In the books of Wales plc

	For the year ended 31/12/2021

	Statement of financial position

	Liabilities
	£
	£
	Asset
	£
	£

	Share capital
	 
	 
	 
	 
	 

	Ordinary share
	500,000
	 
	Fixed Asset
	 
	 

	Pref share
	200,000
	 
	Plant
	 
	650,000

	Total
	700,000
	 
	Current asset
	 
	 

	Add: Net profit
	3,350
	 
	Trade receivable
	 
	170,125

	Add: retained earning
	132,000
	 
	Cash and bank
	 
	76,250

	 
	 
	835,350
	Stock
	 
	330,600

	Debentures
	 
	100,000
	 
	 
	 

	Current liabilities
	 
	 
	 
	 
	 

	Outstanding expenses
	 
	3000
	 
	 
	 

	Corporation tax
	 
	100000
	 
	 
	 

	Trade payable
	 
	188625
	 
	 
	 

	Total 
	 
	1,226,975
	Total
	 
	1,226,975


Table 2: Financial position statement of 2021
(Source: Self-report, 2022)
[bookmark: _Toc109819970]Calculation and workings of the financial position statement 
1. Total assets: Assets are said to be the resources Wales Plc has that will give the company an economic benefit. Here, the total asset is the sum of all resources with financial benefits. 
2. Total liabilities: Total liabilities are the sum of ordinary and preference shares, net profit and retained earnings, debentures, outstanding expenses, corporation tax, and trade payables. 
[bookmark: _Toc109819971]The reason behind the balance in statement of financial position 
A statement of financial position or balance sheet of a company shows the number of liabilities and assets a company has at its disposal in a particular financial year (Assets, 2020). The two sides of the balance sheet should always be at a balance because all entries considered in the general ledger have to acquiesce with the equation of accounting which refers to that Assets are equal to the sum of liabilities and stockholders' equity. The entries of the general ledger take into account two postings that affect both sides of the statement. So, any functioning double entry accounting system which is computerized as well will not allow submitting an entry that would unbalance the statement of financial position (Quora, 2022).  
[bookmark: _Toc109819972]Task 2
[bookmark: _Toc109819973]Evaluation of relevant accounting ratios of Sweets Plc for 2020 and 2021
1. ROCE: ROCE or return on capital employed is evaluated by diving the EBIT with Capital employed and then multiplying the divided value by 100. 
	Calculation of Return on capital employed

	Particulars
	2021
	2020

	Earnings before interest and tax (EBIT)
	805
	699

	Total Asset
	9,736
	10,087

	Current liabilities
	2,511
	3,046

	Capital employed (Assets- Current liabilities)
	7,225
	7,041


So, ROCE of Sweets Plc in 2021= (805/7225)*100 = 11.1419
ROCE of Sweets Plc in 2020= (699/7071)*100= 9.9275
2. ROE: Return on equity is the net income divided by shareholders' equity. 
	Calculation of Return on equity (ROE)

	Particulars
	2021
	2020

	Net income
	431
	366

	Shareholders' equity
	300
	300



ROE of Sweets Plc in 2021: 431/300= 1.436667
ROE of Sweets Plc in 2020: 366/300= 1.22
3. EPS: Earning per share is the divided value of net income and average outstanding shares. 
	Calculation of Earnings per share

	Particulars
	2021
	2020

	Net income
	431
	366

	Outstanding shares
	300
	300

	Average outstanding shares
	300
	150



EPS of Sweets plc in 2021 = 431/300= 1.4367
EPS of Sweets Plc in 2020+ 366/150 = 2.44
4. Net profit margin: Net profit margin is calculated using the formula (net profit/total sales)*100.
	Net profit margin

	Particulars
	2021
	2020

	Net profit
	431
	366

	Total Sales
	6738
	6441



So, net profit margin in 2020 = (366/6441)*100= 5.6823
Net profit margin in 2021 is = (431/6738)*100= 6.3965.
5. Assets turnover: Asset turnover can be derived from dividing total sales by mean total assets. 
	Asset turnover

	Particulars
	2021
	2020

	Total Sales
	6738
	6441

	Total Asset
	9,736
	10,087

	Average total asset
	9911.5
	5043.5


 
Asset turnover for Sweets Plc in 2021= 6738/9911.5= 0.6798
Asset turnover of Sweet Plc in 2020= 6441/5043.5= 1.2770.
6. Stock holding days: 
	Stock holding days

	Particulars
	2021
	2020

	Closing stock
	708
	659

	Cost of goods sold
	3235
	3096



Stock holding days in 2021= (Closing stock/Cost of goods sold)*365= (708/3235)*365= 79.8825 and ibn 2020 is = (659/3096)*365= 77.6921. 
7. Collection period of debtors
	Calculation of debtors’ collection period

	Particulars
	2021
	2020

	The amount owed by Debtors
	1,249
	1,287

	credit sales
	6,738
	6,441


 
Collection period of debtors in 2021= (Amount owed by debtor/annual credit sales)*365= (1249/6738)*365= 67.6588. In 2020, it is (1287/6441)= 72.9319.
8. Current ratio
	Calculation of the current ratio

	Particulars
	2021
	2020

	Current asset
	9,736
	10,087

	Current liabilities
	2,511
	3,046


The current ratio is current assets divided by current liabilities. Here, current ratio in 2021 is= 9736/2511= 3.8773 and in 2020= 10,087/3,046= 3.3115.
9. Gearing ratio 
	Calculation of gearing ratio

	Particulars
	2021
	2020

	Loans and borrowings
	4137
	4129

	Shareholder equity
	3,088
	2,912



The gearing ratio is equal to loans and borrowings divided by shareholder equity. In 2021, gearing ratio is= 4137/3088= 1.4206 and in 2020, it is= 4129/2912= 1.4179.
10. Interest cover 
	Calculation of interest cover

	Particulars
	2021
	2020

	Earnings before interest and taxes
	805
	699

	Interest expenses
	226
	181



Interest cover is the value of EBIT divided by interest expenses.
Interest cover of Sweets Plc in 2021= 805/226= 3.5619
Interest cover of Sweets Plc in 2020= 699/181= 3.8618. 
[bookmark: _Toc109819974]Review of the financial performance and position of Sweets Plc
Total sales of Sweet's plc have increased in 2021 than in 2020 and as a result, Net profit and gross profit have increased as well. While current assets and current liabilities of the company have been reduced in 2021 than the last year. A current ratio of over 3 is good but the value is less compared to that in 2020 which the company needs to improve so that it can have a lot more liquidity in hands. So, all these areas need some scrutiny and improvement while the areas where the company is doing well already need to do better.  
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