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[bookmark: _Toc123571916]Introduction
Every corporation requires accounting because it makes it possible to track business activities and other economic developments and determine how they influence the financial entity of the company organization. In order for all consumers of accounting information to have the essential financial information, accounting also makes it simpler to compile financial statements for firms. This report analyses both the creation of financial statements for a business enterprise and the application of various financial ratios to evaluate the position and financial performance of the business organizations.

[bookmark: _Toc123571917]Question 1

Income Statement of Wales Plc
Prepared For the Year Ended 31St December 2021
	Particulars
	£
	£
	£

	Revenue
	
	
	

	Sales
	800000
	
	

	Add: Credit sales
	980
	
	

	Net Sales Revenue
	
	800980
	

	Less: Cost of sales
	
	578650
	

	Gross Profit
	
	
	222330

	Operating Expenses
	
	
	

	 Administrative expenses
	
	30000
	

	  Directors’ remuneration
	
	5000
	

	  Distribution costs
	
	28000
	

	  Commission expense 
	
	3000
	

	Total Operating Expenses
	
	
	66000

	Operating Profit
	
	
	156330

	Non-operating expenses
	
	
	

	    Interest Expense
	
	2000
	

	    Add: Accrued (200,000*4%)-2,000 
	
	6000
	8000

	Profit Before Taxation
	
	
	148,330

	Less: Tax expense for the year
	
	
	100000

	 Net Profit 
	
	
	48330

	Less: Preference stock dividend 
	
	
	40000

	Net Profit
	
	
	8330




Statement Of Financial Position of Wales Plc
Prepared For the Year Ended 31St December 2021
	Particulars
	£
	£
	£

	Non-Current Assets:
	
	
	

	Plant & Equipment
	
	1250000
	

	Current Asset
	
	
	

	Closing stock
	
	430600
	

	Trade receivable
	170125
	
	

	Add: Credit sales
	980
	171105
	

	Cash & Bank
	
	176250
	

	Total Asset
	
	
	2027955

	Non-Current Liabilities
	
	
	

	4% Debenture
	
	
	200000

	Current Liabilities
	
	
	

	Trade Payable
	
	
	188625

	Payable tax expense
	
	
	100000

	Payable commission expense
	
	
	3000

	Payable preferred dividend
	
	
	10000

	Payable interest expense 
	
	
	6000

	Total Liabilities
	
	
	507625

	Shareholder's Equity:
	
	
	

	  10% £1 preference shares
	
	400000
	

	  £1 Ordinary shares
	
	1000000
	

	   Retained profit 2021 
	132000
	
	

	   Add: Profit in the year 2021
	8330
	
	

	   Less: Ordinary Dividend Payment
	(20000)
	
	

	   Retained profit at 31st December, 2022 
	
	120330
	

	Total Shareholder's Equity
	
	
	1520330

	Total Liabilities & Shareholder's Equity
	
	
	2027955



[bookmark: _Toc123571918]B)
For determining and documenting the financial impact of each financial transaction of a commercial entity on the accounting equation, the double entry recording method is helpful. Each financial transaction that is entered into the accounting books has an effect on at least two accounts, in accordance with this system. In one account, a change is recorded as a debit, but in another, a change is recorded as a credit. The right side of the equation, which contains liability and equity, is known as credit, while the left side, which includes asset, is known as debit (Akron and Taussig, 2022). As a result, while recording a financial transaction in the bookkeeping books, it is necessary to debit one account and credit another account by the same amount.
[bookmark: _Toc123571919]Question 2
[bookmark: _Toc123571920]A)
[bookmark: _Toc123571921]Return On Capital Employed
A corporation's ability to properly manage its capital investments to generate profits for the company is measured using this financial phrase by financial managers and investors. The formula to calculate return on capital employed is,

We know that,
The operating profit in 2020 and 2021 are 699 and 805.
The total asset in 2020 and 2021 are 10087 and 9736.
The current liabilities are 3046 and 2511.
 So, the ROCE in 2020 = *100
                         = 9.93%
So, the ROCE in 2021 =  *100
                                         = 11.14%
[bookmark: _Toc123571922]Return on Equity
Investors frequently use this profitability ratio to assess how effectively of business utilizes its equity investments to produce returns for the owners (Palepu et al, 2020). The formula of calculating return on equity is,
*100
We know that,
The net income in 2020 and 2021 are 366 and 413
Total shareholders’ equity in 2020 and 2021 is 2912 and 3088
So, the ROE in 2020 is = *100
                                         = 12.56%
So, the ROE in 2021 is = *100
                                         = 13.96%
[bookmark: _Toc123571923] Earning Per Share
Earnings per share is due to determine how much money investors are willing to pay in stock market to all the share of the company. Following is the formula of earning per share,

 We know that,
The net profit in 2020 and 2021 are 366 and 431
The number of equity shares are 60 million 
So, earning per share in 2020 = 
                                                      = £0.61
So, earning per share in 2021 = 
                                                      = £0.72
[bookmark: _Toc123571924]Net Profit Margin
Net profit margin is a measure that analyses how effectively the organisation of the company utilizes their investments in order to generate net profit. Following is the formula of net profit,

We know that,
Net profit in 2020 and 2021 are 366 and 431
The sales revenue in 2020 and 2021 are 6441 and 6738
So, the net profit margin in 2020 = *100
                                                          = 5.68%
So, the net profit margin in 2021 is = *100
                                                         = 6.40%
[bookmark: _Toc123571925]Asset Turnover
Asset turnover is a valuation process where the efficiency of the business to utilise its assets are acknowledged based on how much revenue is earned. The formula of asset turnover is,

We know that,
The revenue generated in 2020 and 2021 are 6441 and 6738
The total number of assets in 2020 and 2021 are 10087 and 9736
So, the asset turnover in 2020 is =
                                                    = 0.64
So, the asset turnover in 2021 is =
                                                    = 0.69
[bookmark: _Toc123571926]Stock Holding Days
It is an efficiency ratio used to assess how successfully a management team converts the company's investment in inventory into revenue. The formula for stock holding days is,

 So, we know that,
The closing stock in 2020 and 2021 is 659 and 708
The cost of goods sold in 2020 and 2021 is 3096 and 3235
So, the stock holding days in 2020 =
                                                              = 78 days
So, the stock holding days in 2020 =
                                                        = 80 days
[bookmark: _Toc123571927]Debtor Collection Period
It is another efficiency ratio that is employed to evaluate a company's managerial capacity to convert credit sales into cash flow (Palepu et al, 2020). Following is the formula of debtor collection period,

So, we know that
The amount of trade debtors in 2020 and 2021 are 1287 and 1289
The amount of revenue in 2020 and 2021 are 6441 and 6738
So, the debtor collection period is =
                                                            = 73 days
So, the debtor collection period is =
                                                            = 68 days
[bookmark: _Toc123571928]Current Ratio
Current ratio analysis the liquidity and weight of a business by technology how much the business invested in current assets to mitigate the short-term obligations. Following is the formula of current ratio

We know that,
The current asset is 2020 and 2021 are 2355 and 2303
The current liability in 2020 and 2021 are 3046 and 2511
So, the current ratio in 2020 =
                                                   = 0.77
The current ratio in 2021 =
                                         = 0.92
[bookmark: _Toc123571929]Gearing Ratio
It is a well-known long-term solvency statistic for figuring out how much debt financing a business has utilized in its capital structure to fund the asset structure for taking advantage of growth prospects. Following is the formula of gearing ratio,

We know that,
Total current liabilities in 2020 and 2021 are 3046 and 2511
The non-current liabilities in 2020 and 2021 are 4129 and 4137
The total equity of in 2020 and 2021 are 2912 and 3088
So, the gearing ratio in 2020 is = 
                                                       = 2.46
So, the gearing ratio in 2021 is = 
                                                   = 2.15
[bookmark: _Toc123571930]Interest Coverage Ratio
To ascertain if a business generates enough operational profit to cover its financing expenses, financial solvency ratio is utilized. So, the formula of interest coverage ratio is,

We know that,
The operating profit in 2020 and 2021 is 699 and 805
The interest expense is in 2020 and 2021 is 181 and 226
So, the interest coverage ratio in 2020 is = 
                                                                        = 3.86x
So, the interest coverage ratio in 2021 is =
                                                                  = 3.56x
[bookmark: _Toc123571931]B)
[bookmark: _Toc123571932]ROCE 
Since Sweets Plc's ROCE increased from 9.93% in 2020 to 11.14% in 2021, the assessment of ROCE for those years shows a rising trend. The company's operating earnings have improved by £106 million in 2021 as a result of an improvement in sales brought on by an increase in demand for sweets and confectionery goods during the current outbreak, covid-19. This represents a 15% increase in operating earnings for the company. Based on the upward pattern with in ROCE, it can be concluded that Sweets Plc's management is effectively using all of the capital that is available to the company to produce profits, aiding in the achievement of capital efficiency in the company's operations.
[bookmark: _Toc123571933]ROE 
Similar to the ROCE, the ROE is also increasing which is evident in the last two financial years as the profitability ratio increase approximately 2% making 12.57% of 2020 to 13.96% in 2021. This little rise in ROE may be ascribed to the fact that in 2021, sales climbed by 4.61%, outpacing total expenses by 4.13%. This led to a 17.8% increase in net profit for the company, which rose from £366 million in 2020 to £431 million in 2021. The rising trend suggests that Sweets Plc's management is assuring efficient use of equity investments to generate more profits for the shareholders, considerably aiding in the process of maximizing the wealth of the owners (Black and White, 2003).
[bookmark: _Toc123571934]Earnings per share 
As the ratio climbed from £0.61 per share in 2020 to £0.72 per share in 2021, the evaluation of EPS shows an increasing tendency during the analysed period. The business's net profitability increased by 17.8% in 2021, which is what led to the upward trend. The upward trend indicates that Sweets Plc's management is producing enough profit and income for its shareholders, and the ongoing upward trend in EPS will support the company's future ascent to higher market valuation via an increase in share price.
[bookmark: _Toc123571935]Net profit margin 
The net profit margin of Sweets Plc has increased over the past two fiscal years, going from 5.68% in 2020 to 6.40% in 2021, showing an increasing trend. The rise in net profit margin, which rose from £366 million in 2020 to £431 million in 2021 and represented a 17.8% increase in net profit in 2021, may be ascribed to the company's higher sales in 2021. This upward tendency ultimately suggests that Sweets Plc's management is unable to take advantage of the expanding demand for sweets and confectionery items to enhance sales income (Black and White, 2003).
[bookmark: _Toc123571936]Asset turnover 
According to estimates, the asset turnover has increased over the previous two fiscal years, where the ratio is improving slightly from 0.64 in 2020 to 0.69 in 2021. This little gain can be ascribed to the business's revenue increasing by 4.61% in 2021 as a result of higher demand for sweets and confectionery items that year. The upward trend also suggests that Sweets Plc's management is making the best use of each of its resources to boost the company's income.
[bookmark: _Toc123571937]Stock holding days 
According to estimation, the percentage of stock holding days has climbed from 78 days in 2020 to 80 days in 2021, indicating an increasing trend over the prior two fiscal years. The 2 days rise in stock holding days in 2021 suggests that it took Sweets Plc's management an average of 2 days to turn raw ingredients into revenue for the company in that year, highlighting the company's recent managerial inefficiency in inventory management.
[bookmark: _Toc123571938]Debtors’ collection period 
Since the ratio decreased from 73 days in 2020 to 68 days in 2021, the amount of time it takes to recover debts from customers has been on the decline during the last two fiscal years. The management of Sweets Plc has demonstrated its successful and efficient receivable management policy by reducing the debtor's collection term by 5 days in 2021, which suggests that the management was able to collect payment from its credit customers on average 5 days sooner in 2021.
[bookmark: _Toc123571939]Current ratio 
Estimation leads us to the conclusion that Sweet Plc's current ratio is on the rise, having increased from 0.77 in 2020 to 0.92 in 2021. Despite the upward trend, Sweet Plc's current ratio fell below the minimum acceptable level of 1.0 in each of the previous two fiscal years. This suggests that Sweets Plc would experience a severe liquidity constraint and likely financial trouble throughout the time of falling revenue and cashflows, in addition to enjoying higher profitability during the past two financial years as a result of an aggressive working capital program (Palepu et al, 2020).
[bookmark: _Toc123571940]Gearing ratio 
According to estimates, Sweets Plc's gearing ratio has been dropping over the past two fiscal years. The capital structure of Sweets Plc is highly leveraged as it can be observed that for every £1000 in equity capital raised by the company in the last two fiscal years, debt on average amounted to £2305 in 2020 and 2021. Regardless of the decline, the gearing ratio has stayed over 2.0 in the last two financial years. Therefore, in order to guarantee long-term sustainability, the managers of Sweet Plc should continue this downward trend through enhanced equity basis, consistent profitability, and prompt debt payments.
[bookmark: _Toc123571941]Interest cover
Since the ratio dropped from 3.86x in 2020 to 3.56x in 2021, the interest coverage ratio is showing a downward trend in 2021. This little decrease in 2021 may be attributable to the business's 24.9% growth in finance costs, which outpaced its 15.2% gain in operational earnings. Despite a little dip, the ratio had stayed over 2.0x in the previous two fiscal years, indicating that Sweets Plc's managers had generated sufficient revenue to create the operational profit to cover the expenses of its debt financing in those fiscal years (Black and White, 2003).
[bookmark: _Toc123571942]Conclusion
The purpose of this report is to illustrate how an individual should be calculating financial aspect of organisations in order to acknowledge their financial state from different perspective. This report also illustrated how the financial aspects should be assessed and interpreted for better understanding of the financial health of the organisation. 
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