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[bookmark: _heading=h.gjdgxs]Introduction-
This report will include the fundamentals of accounting that helps a business firm improve the business's performance. This report will prepare the income statement and balance sheet for Wales Plc based on the provided information. In addition, the query of balancing the financial position will also be discussed. Further, ratios will also be calculated for Sweets Plc Company for two years, i.e. 2020 and 2021. Its interpretation and analysis will also be generated by watching out the performance of the business over the years. This report will be entirely related to the fundamentals of accounting. 


[bookmark: _heading=h.30j0zll]Question 1-
a) Income Statement for Wales Plc Company-
	 
	Income Statement for Wales Plc 
	 

	 
	For the year ended 2021
	 

	 
	 
	 

	 
	Particulars
	Amount 

	 
	Sales
	800000

	Less: 
	Cost of sales 
	578650

	 
	 
	 

	 
	Gross Profit
	221350

	Less: 
	Expenses
	 

	 
	Distribution Costs
	28000

	 
	Director's Remunerations
	5000

	 
	Outstanding sales commission
	3000

	 
	Administration expenses
	30000

	 
	Total Expenses
	66000

	Add: 
	Accrued income
	980

	 
	Earnings Before Interest and Tax (EBIT)
	156330

	Less: 
	Interest
	2000

	 
	Earnings Before Tax (EBT)
	154330

	Less: 
	Tax
	100000

	 
	 
	 

	 
	Net Profit
	54330



The above table shows the income statement for the year ended 2021. This statement has been prepared to understand the revenue structure and profit structure of Wales Plc Company (Pelekh et al. 2020). According to the revenue of the business being generated in 2021, the cost of sales that have been incurred is very much that needs to be improved, and Wales Company needs to ensure that the expenses occurring for the purchase part need to be reduced as well. 
The gross profit margin of the business firm is very less due to the increase in the cost of sales. Therefore, it is needed that such purchase expense of the business is getting reduced. Considering the non-operating expenses of the business firm, i.e. Wales Plc Company, it can be observed that the distribution costs are very high, and so does the administration expenditures. That reflects that the enterprise, i.e. Wales Plc Company, has spent unnecessarily on the activities out there (Pelekh et al. 2020). However, the business firm has outstanding sales commission and accrued income in the business structure. The interest paid by the business is normal; however, according to the revenue and profit being generated, it can be observed that the tax paid by the business managers is high. Concluding the entire income statement of the business, it can be derived that Wales Plc Company needs to improve its income statement by reducing all the irrelevant expenses and focusing on targeting the revenue accordingly. 
Balance Sheet for Wales Plc Company-
	 
	Balance Sheet
	 
	 

	 
	as of 31st December 2021
	 
	 

	 
	 
	 
	 

	 
	Liabilities
	Notes
	Amount

	 
	Shareholders Fund
	 
	 

	 
	Ordinary Shares
	400000
	 

	 
	Preference Shares
	300000
	 

	Add: 
	Retained Earnings
	132000
	 

	Add: 
	Net Profit
	54330
	886330

	 
	4% Debentures
	 
	100000

	 
	Trade Payables
	 
	171355

	 
	Outstanding Sales commission
	 
	3000

	 
	Dividends paid
	 
	50000

	 
	 
	 
	1210685

	 
	
	
	

	 
	Assets
	 
	Amount

	 
	Plant and Equipment
	 
	632730

	 
	Closing Stock
	 
	330600

	 
	Trade Receivable
	 
	170125

	 
	Cash and Bank
	 
	76250

	 
	Accrued Income 
	 
	980

	 
	 
	 
	1210685



The above table is the balance sheet of Wales Plc Company prepared with the help of the income statement. Both the liabilities and assets side of the business firm is matching. Tallying the liabilities side, the preferences shares are included in the equity of the business firm. That has been done as per the information being provided. It has also included debentures trade payables, just like a normal balance sheet (Safta et al. 2021). However, it is being observed that it has also included the value of outstanding sales commission as this commission is being provided regarding the sales that occurred in December. However, it will be paid in January. Therefore, it can be said that this value will be considered outstanding sales for the current year ended.
In addition, the value of accrued income has also taken place as goods are being purchased; some of the value has been returned to the customers; however, the payment will be done in February (Safta et al. 2021). Therefore, it is a situation where the business, i.e. Wales Plc Company, have generated their income. However, the amount will be received in February. The ordinary dividends and preference dividends that have been paid are also considered under the liabilities value. 
Considering the assets portion of the business, items that are there, plant and equipment, closing stock and many more have been considered. It can be observed that accrued income has taken place on the assets side as it can be said that this amount is being generated. Therefore, such value will be considered under assets value as it is an income for the business firm accordingly (Monahan 2018). The total of both sides is getting matched. 
Hence, from both the income statement and balance sheet of Wales Plc Company, it can be determined that there is a requirement for the business firm to continue to reduce their expenses and accordingly aim at increasing the revenue of the business firm to have a better generation of the profits accordingly. The principles of accounting and its approaches shall be duly achieved in the business structure to help generate long-term sustainability. Based on that, the business firm will sustain itself in the market for a longer period. 



b) Statement of Financial Position-
A balance sheet or statement of financial position consists of the important data and information about the financial position of the business to monitor them and improve the business structure to gain better results. The overall value of the business firm is being generated through the same (Monahan 2018). It is considered a very important document that helps in reporting effective answers and position of the business that is assumed to be true and fair in the business firm. Therefore, it can be said that such statements of the business firm have to ensure great results.  
In addition, it can also be said that recording books of accounts is being recorded through the help of a dual entry system. It is a system under which the business events and transactions are recorded on double sides, i.e. debit and credit. Further, it can also be said that the format of balance sheet=
Assets= Liabilities+ Capital 
It can be seen that whatever is being borrowed by the business firm have to be invested somewhere or the other. That shows that the business firm has to record both sides of the balance sheet with their transactions to have accurate and effective information in the business structure accordingly (Luhsasi et al. 2021). 
This statement of financial position is a category of the numerical report that effectively reports all the business firm's financial aspects. The balances of both assets and liabilities in the business firm have to be considered equal as, through such account, the investors and other users of the business firm are interested in regards with investing in the business firm or not. 
Therefore, from the above conclusion, it can be derived that it is necessary to balance the statement of financial position to gain better results and ensure better options in the business firm (Luhsasi et al. 2021).
 


[bookmark: _heading=h.1fob9te]Question 2-
a) Ratio Analysis-
Profitability Ratios-
1) Return on Capital Employed-
	Return on Capital Employed

	Particulars
	Amount in £

	 
	2021
	2020

	ROCE = Operating profit or EBIT/ Capital employed
	 
	 

	Operating profit
	805
	699

	Capital employed
	7225
	7041

	Return on Capital Employed
	11.14
	9.93

	 
	 
	 

	Capital employed = Total assets - current liabilities
	 
	 

	Total assets
	9736
	10087

	Current liabilities
	2511
	3046

	Capital employed 
	7225
	7041



2) Return on Equity-
	Return on Equity

	Particulars
	Amount in £

	 
	2021
	2020

	Return on equity= Net Profit/ shareholder's equity * 100
	 
	 

	Net profit
	431
	366

	Shareholder's Equity
	3088
	2912

	Return on Equity
	14%
	12.57%



3) Earnings per share-
	Earnings per share

	Particulars
	Amount in £

	 
	2021
	2020

	Return on equity= Net Profit/ shareholder's equity * 100
	 
	 

	Net profit
	431
	366

	Number of outstanding shares
	0.166666667
	0.166666667

	Earnings per share
	2586
	2196

	 
	 
	 

	Number of Outstanding shares
	 
	 

	Face Value
	50
	50

	Ordinary Share Capital
	300
	300

	Number of Outstanding shares
	0.166666667
	0.166666667


 
4) Net profit margin-
	Net Profit Margin

	Particulars
	Amount in £

	 
	2021
	2020

	Net Profit Margin = Net profit / sales * 100
	 
	 

	Net Profit
	431
	366

	Sales
	6738
	6441

	Net Profit Margin
	6%
	5.68%


 
Turnover ratios-
5) Asset Turnover Ratios-
	Asset Turnover Ratio

	Particulars
	Amount in £

	 
	2018
	2019

	Asset Turnover Ratio= Sales/ Total Assets
	 
	 

	Sales
	6738
	6441

	Total Assets
	9736
	10087

	Asset Turnover Ratio
	0.69
	0.64



6) Stock Holding Days-
	Inventory Turnover  days

	Particulars
	Amount in £

	 
	2021
	2020

	ITD = Average Inventory/ Cost of Goods Sold* number of days
	 
	 

	Average Inventory 
	708
	659

	Cost of Goods Sold
	3235
	3096

	Number of days
	365
	365

	Average Inventory days
	79.88
	77.69

	 
	 
	 

	Average Inventory days
	 
	 

	Opening inventory + Closing inventory/2
	708
	659



7) Debtors Collection Period-
	Average Receivables days

	Particulars
	Amount in £

	 
	2021
	2020

	ARD = Average receivables/ total sales * number of days
	 
	 

	Average receivables
	1249
	1287

	Sales
	6738
	6441

	Number of days
	365
	365

	Average Receivables days
	67.66
	72.93

	 
	 
	 

	Average Receivables days
	 
	 

	Opening receivables + Closing receivables/2
	1249
	1287



Liquidity Ratios-
8) Current Ratio-
	Current Ratio

	Particulars
	Amount in £

	 
	2021
	2020

	CR = Current assets / Current liabilities
	 
	 

	Current assets
	2303
	2355

	Current liabilities
	2511
	3046

	Current Ratio
	0.92
	0.77



Capital Structure Ratios-
9) Gearing Ratios
	Gearing Ratio

	Particulars
	Amount in £

	 
	2021
	2020

	Gearing Ratio= Long Term Debt/ Total Equity
	 
	 

	Long Term Debt
	4137
	4129

	Total Equity
	3088
	2912

	Gearing Ratio
	1.34
	1.42



10) Interest Coverage Ratio-
	Interest Coverage Ratio

	Particulars
	Amount in £

	 
	2021
	2020

	Interest Coverage Ratio= EBIT/ Total Interest Payable
	 
	 

	EBIT
	620
	539

	Total Interest Payable
	226
	181

	Interest Coverage Ratio
	2.74
	2.98



b) Interpretation of Ratios-
Profitability Ratios-
· Meaning- The ratios applied in the business firm to understand the productivity and performance of the business organization is defined as profitability ratios. It assists in determining the efficient ability of the business to generate value to gain better results. 
· Comparison- Considering the profitability ratios of Sweets Plc Company, it has been observed that Sweets Plc Company has improved their performance from 2020 to 2021 (Coenders et al. 2018). It shows that the business structure focuses on increasing productivity and reducing unnecessary expenditures. 
· Reasons- The grounds due to which an improvement in the ratios has been seen an increase in the profit due to increase in the sales value. In addition, the business firm is ensuring that dividends are paid effectively due to such improved profits. 
· Improvement- To ensure such profits are maintained in the business for a longer period, the business firm must reduce their irrelevant expenses from the business firm and increase the capital employed for better generation of results (Coenders et al. 2018). In addition, the company can also save around 10% for contingency activities. 
Activity Turnover Ratios-
· Meaning- These are also considered the efficiency ratios of the business that helps in determining the extent that the business can manage and utilize their assets to generate the profits of the business (Musallam 2018). The activity level can be easily measured through the aspect of sales and revenues. 
· Comparison- Considering the activity turnover ratios, the company has held the inventory and stock of the business for a good amount of time. In addition, the value that had to be collected from debtors has improved as Sweets Plc Company took less time in 2021 than 2020. 
· Reasons- The grounds on which activity turnover ratios of the business provide effective results is due to an increase in sales and revenues (Musallam 2018). The increase in the same value has reflected the ratios of the business in positive aspects.
· Improvement- Sweets Plc Company does not require a main enhancement in their ratios; however, increasing the sales every year by some per cent and receiving the amount from the debtors will also lead the business to grow and succeed.
Liquidity Ratios-
· Meaning- The main purpose of these ratios is to measure and secure the short-term finances of the business structure. It determines the ability of the business firm to convert their assets into liquid cash for long term results in the business structure (Restianti and Agustina 2018).
· Comparison- In the aspect of liquidity ratios, the current ratio has been considered. Sweets Plc Company has reduced their liabilities of the business firm; however, the current assets of the business firm have not increased (Restianti and Agustina 2018). That shows the business has paid off liabilities through the cash in hand. 
· Reasons- The main reason such low assets are there in the business structure is fewer investments made in the years. In addition, it was also being observed that an increase in expenditures of the business firms has led to poor utilization of cash accordingly (Sejati et al. 2018).
· Improvements- To ensure that the current ratio of the business firm is improving yearly, then under such case, it can be said that it is necessary for Sweets Plc Company to accordingly increase their assets so that it will be easy to gain better and more effective returns. 
Capital Structure Ratios- 
· Meaning- The long-term stability and growth of the business are being measured and evaluated through the help of capital structure ratios. These ratios are also concerned with the business's funds so that it will be easy to gain better and more effective results (Rosalin et al., 2021).
· Comparison- As per the measurement of the ratios, it can be determined that the performance of Sweets Plc Company has been reduced in the year 2021 compared to the 2020 year. The business firm has increased its long-term debt, due to which the growth of the business is less.
· Reasons- The grounds on which such ratios decrease is because of more debt proportion in the business structure and lesser equity accordingly. Hence, it can be said that improvement is very much necessary in the business firm (Rosalin et al. 2021).
· Improvements- The debt proportion of the business firm needs to be reduced as the entire capital structure of the business firm is increasing and needs to be balanced for effective sustainability. 




[bookmark: _heading=h.3znysh7]Conclusion-
As per the analysis being done for the business firm of Wales Plc and Sweets Plc Company, it can be said that the fundamentals of accounting concepts have prepared the results effectively. The income statement and the statement of financial position prepared for Wales Plc have shown a net profit. The position statement has also resulted in the answers effectively. The ratios that have been measured and evaluated for Sweets Plc Company can be considered effective. However, few recommendations and improvements have also been provided to improve the business structure and sustain the market for a longer period. 
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