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[bookmark: _Toc123850043]INTRODUCTION 
Accounting can be referred as a process of recording the information, analysing the data and making final reports which would show the results of the operations. This data is being provided to the different internal and external users so that they can make informed decisions. Financial statements which includes balance sheet, profit and loss account and cash flow statement is being prepared by the business so as to ascertain the financial position of the entity. The major objective of accounting is to make reports of the financial transactions and performance of the entity (Amiram, and et.al., 2018). Financial ratios are calculated by using the data from the statements in order to gain meaningful insight about the operations and working of the company. In this report, final accounts of the business have been prepared including income statement and balance sheet. Different ratios have also been calculated which tells about the liquidity, efficiency and profitability position of the entity. Financial performance of the organization have been evaluated which is further used by stakeholders.      
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[bookmark: _Toc123850045]Question 1.
a) Income statement and balance sheet in the books of Wales plc.
	Income statement for Wales plc for the year ended 31st Dec 2021

	Particulars
	Amount
	Particulars
	Amount

	To opening stock A/c
	-
	By sales
	800000

	To Purchases A/c
	1009250
	By Closing stock
	430600

	To gross profit A/c
	221350
	 
	 

	Total 
	1230600
	Total 
	1230600

	 
	 
	By GP
	221350

	Admin Exp.
	30000
	 
	 

	Interest Exp.
	2000
	 
	 

	Director remuneration
	5000
	 
	 

	Distribution Exp.
	28000
	 
	 

	To Tax payment
	100000
	 
	 

	To O/s Commission
	3000
	 
	 

	To NP
	53350
	 
	 

	Total 
	221350
	Total 
	221350



	Balance sheet

	Liabilities
	
	Amount ( £ )
	Assets
	Amount ( £ )

	Capital
	1400000
	 
	Plant and Equipment
	1250000

	Profits
	53350
	 
	Closing Stock
	429620

	Net Capital
	 
	1453350
	Trade receivable
	171105

	Retained Profits
	132000
	 
	Cash at bank
	76250

	(Less) Ordinary Dividend 
	20000
	 
	 
	 

	Preference dividend
	30000
	 
	 
	 

	 
	 
	82000
	 
	 

	Debentures
	 
	200000
	 
	 

	Trade payable
	 
	188625
	 
	 

	O/s Commission
	 
	3000
	 
	 

	 
	 
	 
	 
	 

	 
	 
	1926975
	 
	1926975



b) Reason for matching of financial statement:
The balance sheet is a business statement that describes the financial position of the operations. A better understanding of the performance of the operations can be gained by preparing the balance sheet for the business. It includes equities, assets, and liabilities for a given period of time. The assets side shows what a firm owns, which is measurable. Liabilities on the statement are what the business owes to its creditors. The equity side considers the capital invested by shareholders and the retained earnings of the entity (Belot and Serve, 2018). The data provided in such reports helps in assessing the ability of an organisation to meet its obligations and generate profits that are to be invested in the entity's further growth. The principle of double entry bookkeeping dictates that both sides of the balance sheet be balanced. This system says that each and every transaction is required to be recorded in two accounts, which also help management so that they can check whether all the entries are considered and are correctly recorded. Sometimes, a situation may arise where the balances do not match. Reasons could be the recording of incomplete information, transactions entered in the wrong manner, errors in calculations, inventory-related issues, etc.
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a) Calculation of ratios for Sweet plc
· Return on Capital Employed = Earnings Before Interest and Tax ( EBIT ) / Capital Employed
	For 2020
	ROCE = [699 / ( 10087 – 3046 )] * 100
		= ( 699 / 7041 ) * 100
		= 9.93 %
	For 2021 
	ROCE = [805 / ( 9736 – 2511 )] * 100
		= ( 805 / 7225 ) * 100
		= 11.14 %
· Return on Equity = Net Income / Shareholder Equity
	For the year 2020
	Return on equity = ( 366 / 2912 ) * 100
 			   = 0.1256 * 100
			    = 12.57 %
	For the year 2021
	Return on equity = ( 431 / 3088 ) * 100
			    = 0.1395 * 100
			    = 13.96 %
· Earning per Share = Net income – Preference Dividend / Outstanding Shares
	For the year ending 2020
	Earning per share = 366 / 600 
			     = 0.61
	For the year ending 2021  
	Earning per share = 431 / 600
			      = 0.718
· Net Profit Margin = ( Net Profit / Revenue ) * 100
	For the year 2020
	Net Profit Margin = ( 366 / 6441 ) * 100 
			      = 0.0568 * 100
			      = 5.68 % 
	For the year 2021
	Net Profit Margin = ( 431 / 6738 ) * 100
			      = 0.0639 * 100
			      = 6.39 %
· Asset Turnover = Total Sales / Average Total Assets
			   = Total Sales / (Beginning Assets + Ending Assets / 2)  
	For the year ending 2020
	Asset Turnover = 6441 / 10087
			  = 0.6385
	For the year ending 2021
	Asset Turnover = 6738 / ( 10087 + 9736 / 2 )
			  = 6738 / ( 19823 / 2 )
			  = 6738 / 9911.5
			  = 0.6798
· Stock holding days = (Average inventory / Cost of goods sold) * 365
	For 2020, 
	Stock holding days = (659 / 3096) * 365
       = 78 days
	For 2021,
	Stock holding days = ([(708+659)/2] / 3235) * 365
        = 77 days
· Debtor's collection period = (Account receivable / sales turnover) * 365
	For the year ending 2020,
	Debtor's collection period = (1287 / 6441) * 365 
      = 73 days
	For the year ending 2021,
	Debtor's collection period = (1249 / 6738) * 365 
      = 68 days
· Current ratio = current asset / current liabilities
	For 2020,
	Current ratio = 2355 / 3046 
         = 0.77 times
	For 2021,
	Current ratio = 2303 / 2511 
         = 0.92 times
· Gearing ratio
	(i) Debt to equity ratio = total debt / total equity
	For the year 2020 
	Debt to equity ratio = 7175 / 2912 
        = 2.46
	For the year 2021
	Debt to equity ratio = 6648 / 3088 
        = 2.15
	(ii) Equity ratio = total shareholder's equity / Total assets
	For 2020 
	Equity ratio = 2912 / 10087 
        = 0.30
	For 2021
	Equity ratio = 3088 / 9736 
        = 0.32
	(iii) Debt ratio = total debt / total assets 
	For the year ending 2020 
Debt ratio = 7175 / 10087 
     = 0.71
	For the year ending 2021
	Debt ratio = 6648 / 9736 
     = 0.68
· Interest cover ratio = Earnings before interest and taxes / Interest expense
	For the year 2020
	Interest coverage ratio = 699 / 181 
= 3.87
	For the year 2021 
	Interest coverage ratio = 805 / 226 
= 3.56
b) Interpretation of the ratios related to financial performance of Sweet plc.
Return on capital employed: It is a profitability ratio that measures the ability of the firm to generate profits from its capital (Essandoh, Islam, and Kakinaka, 2020). It evaluates the state of a company's capital and is commonly used in capital-intensive industries because it demonstrates the financial performance of firms that are in debt. The above calculation for the years 2020 and 2021 is 9.93% and 11.4%, respectively. Such an increase indicates that there would be a rise in value that would be provided to the shareholders. A higher percentage of profit would be provided to the shareholders, which would further increase the chances of attracting more investors.
Return on equity: It calculates how efficiently the firm is able to generate profits and also have growth from the equity funding of the organization. It is another measure that is being used by the investors to identify how much return a firm would be able to provide them for the amount they have invested. For the years 2020 and 2021, the ratios calculated are 12.57% and 13.96also have growth from the equity funding of the organization. It is another measure that is being used by the investors to identify how much return a firm would be able to provide them for the amount they have invested. For the years 2020 and 2021, the ratios calculated are 12.57% and 13.96%, which show that the entity is effective in making full utilisation of its resources in order to generate profit. Increased returns are being provided to the shareholders for the amount they have invested.
Earnings per share: It is being calculated by dividing the profit of the firm for a particular period of time with the outstanding shares (Gutierrez et al., 2018). It helps in determining the value of the firm as it calculates how much the business is earning from each stock or share. The calculation shows that the firm has generated 0.61 and 0.718 of EPS for 2020 and 2021, respectively. This increased ratio indicates that an entity's capacity for profit generation from a single share is maximizing. 
Net profit ratio: It is calculated to determine the business's profitability position. It shows the amount of profit earned from the sales of the entity. Total income generated is divided by revenue for a particular period of time. For the years ending 2020 and 2021, the calculated ratios came out to be 5.68% and 6.39%, respectively. This increase in ratio shows that the firm is able to increase its profits by maximising its selling capacity. The organisation is utilising effective marketing strategies so as to maximise their sales and profit.
Asset turnover ratio: It is a measure to identify the efficiency of the entity. It helps in the identification of how efficiently the firm is utilising its assets so as to increase sales (Henry and Sansing, 2018). The net revenue from operations is divided by average assets. From the above calculation, the ratio calculated for the same is 0.6385 and 0.6798 for the years 2020 and 2021, respectively. Such a little rise states that the entity is not efficient enough to generate or increase sales by fully utilising the available assets.
Stock holding ratio: The inventory holding period is calculated based on the ability of the business to convert its stock or inventory into sales in a given time period. It specifies the number of days the stock is rotated in operations until final sales are made. The ratio calculated is 78 and 77 days for both years. This tells us that the entity is not able to reduce the time period for converting its stock into cash. A firm is keeping its goods in inventory for a longer period than required, which decreases the value of the firm.
Debtor collection period: It refers to the amount of time required so as to collect the cash from its debtors. If the period of collection is shorter, then it is good for business, and if it is longer, then it is not considered positive for the working of the business. The ratios for 2020 and 2021 are 73 and 68 days, respectively. This reduction shows that the organisation is effective in collecting the amount from its debtors and is able to reduce the duration of collection from debtors; it is also able to efficiently collect the amount due from the customers or debtors.
Current ratio: This ratio is used by the entity in order to identify its liquidity position and calculates how much current assets the firm holds as compared to the short-term liabilities it has taken (Hoseini et al., 2018). It identifies the ability of the business to meet its short-term obligations that are required to be covered in a year from its assets. The calculation shows that the firm has 0.77 and 0.92 for the years 2020 and 2021, respectively. An increase in the ratio indicates that the firm is effectively meeting its obligations by utilising all of its current assets. The ratio is still below the ideal, which means the company must make more efforts to increase its capabilities.
Debt to equity ratio: It is a financial ratio that helps in identifying the financial leverage and health of the entity. The formula for calculating the same is to divide the total debt by the equity of the company. A high ratio shows that an organisation is more dependent on borrowed funds to have capital in the business, while a low ratio shows dependency on own assets rather than money to be taken as a loan. The above ratios for the years ending 2020 and 2021 are 2.46 and 2.15, respectively, which say that the firm is making better use of its own assets than it is borrowing money from outsiders to invest in its operations.
Equity ratio: It is another ratio to measure the leverage position of the firm (Hyndman and McConville, 2018). It identifies the ability of an organisation to fund its operations without raising money from the market. It demonstrates how much of the entity's assets are financed through share issuance rather than borrowing funds. The ratios calculated are 0.30 and 0.32 for the years ending 2020 and 2021, respectively. There is no such change in the ratio, which says that the company is utilising its equity to manage its funds.
Debt ratio: This ratio is used by the entities in order to identify what parts of their assets are being financed by external debt. It is being calculated by dividing the total debts that are taken on by the business by the assets it holds. The calculation shows that 0.71 and 0.68 debt ratios are being extracted for 2020 and 2021, respectively. It says that there is a significant reduction in the debt utilisation in order to raise funds that are to be invested to increase the assets. Choosing the debt option to raise money for assets is not adopted by the entity.
[bookmark: _Toc123850047]Interest coverage ratio: The ratio identifies the company's ability to pay the interest on the debts it has taken on (Kapp, 2018). The ideal ratio related to the same is different for different industries, but overall, the higher ratio is considered to be the better one. The ratios for the years ending 2020 and 2021 are 3.87 and 3.56, respectively. This decreased ratio implies that the interest-paying capacity of the entity has been reduced to a great extent, and businesses are advised to take actions for the same.

CONCLUSION 
From the above report, it can be concluded that accounting plays a significant role in identifying the financial position of the operations of the business. Reports and statements are prepared for the same, which are being utilised by the stakeholders so that they can make proper decisions regarding investment, loan approval, tax, etc. Statements are primarily used by the management to gain knowledge about the efficiency of the operational process and the reporting procedure of the entity. Financial ratios are also utilised by management and other users so as to evaluate the performance and position of the entity. Various ratios tell different stories about the firm's condition. The profitability ratio shows how much profit a firm is able to generate for a given period of time. Efficiency ratios describe how well businesses perform in a competitive environment, whereas liquidity ratios describe the organization's ability to meet its obligations to creditors. 
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