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[bookmark: _Toc130587636]Introduction 
Accounting is based on the fundamental principles of assets equal to equity and liabilities which is represented through the equation of A= L+ OE. The presentation of financial information through the preparation of profit and loss statements and balance sheet depends on the initial process of recording business transaction through journal, summarizing account balances using ledger and cross matching the fundamental principles debit equals credit and the correctness of accounting balance through trial balance. The analysis of financial data is made through ratio analysis where the stakeholders can interpret and understand data to evaluate performance.
[bookmark: _Toc130587637]Q1. Income statement and balance sheet 
[bookmark: _Toc130587638]Income statement
	Income statement of Wales plc

	For the year ended in 31 Dec 2022
	 
	 

	Particulars 
	 Figures 
	 Figures 

	Sales
	 £800,000.00 
	 

	(+) Credit sales
	 £       980.00 
	 

	Total sales revenue
	 
	 £800,980.00 

	COGS
	 
	 £578,650.00 

	Gross profit
	 
	 £222,330.00 

	Administrative expense
	 
	£ 30,000.00

	Interest expense
	 £    2,000.00 
	 

	(+) Unpaid amount
	 £    6,000.00 
	 

	Total interest expense
	 
	 £    8,000.00 

	Directors remuneration
	 
	 £    5,000.00 

	Distribution cost and sales cost
	 
	£ 31,000.00

	Profit before tax
	 
	 £148,330.00 

	Tax expense
	 
	 £100,000.00 

	Net profits after tax
	 
	£  48,330.00





[bookmark: _Toc130587639]Balance sheet 
	Balance sheet of Wales plc

	As at 31 Dec 2022
	 
	 

	Particulars
	 Figures 
	 Figures 

	Fixed assets
	 
	 

	Plant and equipment
	 
	 £1,250,000.00 

	Current assets
	 
	 

	Trade receivable
	 £170,125.00 
	 

	Cash and bank
	£  96,000.00
	 

	Receivable
	 £       980.00 
	 

	Inventory
	 £510,850.00 
	 

	Total current assets 
	 
	 £   777,955.00 

	Total assets
	 
	 £2,027,955.00 

	Shareholder’s equity
	 
	 

	Ordinary share
	 
	 £   900,000.00 

	Preference share
	 
	 £   500,000.00 

	Retained profits at 1st January 2021
	 £132,000.00 
	 

	Profit after tax
	£  48,330.00
	 

	 
	 
	 £   180,330.00 

	Less: 10% dividend on preference share
	-£  50,000.00
	 

	          Ordinary dividend paid
	-£  20,000.00
	 

	          Preference dividend paid
	-£  30,000.00
	 

	 
	 
	 £   100,000.00 

	Retained earnings at the year end
	 
	 £     80,330.00 

	Total equity
	 
	 £1,480,330.00 

	Current liabilities
	 
	 

	Trade payable
	 £188,625.00 
	 

	payable
	 £    3,000.00 
	 

	Interest 
	 £    6,000.00 
	 

	10% dividend on preference share
	£  50,000.00
	 

	Corporation tax
	 £100,000.00 
	 

	Total current liabilities
	 
	 £   347,625.00 

	Non-current liabilities
	 
	 

	Debenture
	 
	 £   200,000.00 

	Total liabilities
	 
	 £   547,625.00 

	Liabilities and shareholder's equity
	 
	 £2,027,955.00 




[bookmark: _Toc130587640]Explanation of why balancing sheet always balances
The balance sheet refers to the financial statement of the organization which is made based on the assumption that assets will be equal to the liabilities and shareholders’ equity. A balance sheet is prepared at a specific time and total assets must be equal to the liabilities plus equity (Barker et al., 2022). Mathematically, the equation can be written by the formula,
Asset= Liabilities + Owners’ Equity
A= L+ OE
The main reason for balancing the balance sheet is the fundamental accounting equation. The balance sheet follows the double-entry system of accounting principles. In the double-entry system, the records of all the transactions are kept in two different accounts and then the consistency of the entries are cross checked by the equation of A= L+OE. Here, A refers to the assets, L is the liabilities and owner’s Equity is denoted by OE.
The assets of a company include cash, account receivables, inventory, and property plant and equipment which help the organisation to generate economic benefits (Faccia et al., 2019). The assets can be divided into current and non-current assets.
Liabilities are also two types, current Liabilities, and long-term liabilities. Liabilities are the organization’s obligations to provide debts, services, or goods to others. Accounts payable, accrued expenses, bonds payable, lease obligations, etc. are an example of liabilities of an organization (Jeenas and P., 2019). 
The owner’s equity is the shares of owners in the organization.  The owners’ equity determines the organizational value and financial wealth. It is provided as retained earnings to the shareholders or can be re-invested in the organisation. 
The equation of accounting principle is always true and so transactions that occur in the organisation have a direct impact on the balance sheet. The transactions are entered two times in the balance sheet (Sainjargal et al., 2020). For example, borrowing money from the bank will be entered as an asset in the cash balance and will be a liability to the bank at a time. This is how the account remains balanced always in the balance sheet. That is why it can be said that the balance sheet balances all the time.
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Q2. Ratio calculation and comment for performance for Sweet Plc in 2021 and 2020
[bookmark: _Toc130587642]a) The following ratios of Sweets plc for the years of 2021 and 2020 are calculated below:
	S .L
	Particulars
	2021
	2020

	1
	Return on Capital Employed (ROCE.) = 
	

=11.70%
	
=10.23%

	2
	Return on equity(ROE) =
	
=13.96%
	
=12.57%

	3
	Earnings per share=
	
=0.72
	
=0.61

	4
	Net Profit Margin =
	
=6.40%
	
=5.68%

	5
	Asset Turnover Ratio =
	
=4%
	
=4%

	6
	Stock holding Day =
	
=77 days
	
=78 days

	7
	Debtors Collection Period =
	
=69 days
	
=73 days

	8
	Current Ratio =
	
=0.92:1
	
0.77:1

	9
	Gearing Ratio =
	
=0.68:1
	
=0.71:1

	10
	Interest Coverage Ratio =
	
=3.74
	
=3.98



[bookmark: _Toc130587643](b) Detailed analysis of the ratio calculation
1.Return on capital employed: Return on capital employed ,an accounting ratio which is used in finance ,valuation and accounting .It is useful a useful measure for comparing the relative profitability of companies after taking into the account the amount of capital used .The general rule about ROCE is the higher the ratio ,the better .A ROCE of at least 20% is usually a good sign that the company is in  a good financial position .The return on capital employed of Sweets plc is 10.23% in the year of 2020 which is increased to 11.70% in 2021.The return on equity was increasing but it was not  so good because at least 20% ROCE is required to be a good company .
[bookmark: _Hlk130555276]2. Return on equity: The return on equity is a measure of the profitability of company in relation to the equity. Because shareholder’s equity can be calculated by taking all assets and subtracting all  liabilities ,ROE can also be thought of a return on asset minus liabilities .In other words ,it reveals how much net income is earned in comparison to shareholders equity (Almira et al., 2020) . This is a great way to measure the efficiency with which the company is able to use asset to create profit .The ROE of Sweets plc is 12.57% in 2020 which is increased in 2021 by 1.39%.The efficiency level of the Sweets plc was increasing .
[bookmark: _Hlk130556092]3.Earnings per share: Earnings per share is the monetary value of earnings per outstanding share of common stock for a company .It is a key measure of corporate profitability and is commonly used in price stock .It is a tool that a market participants use frequently to gauge the profitability of a company before buying its share .The higher the earnings per share of  a company , the better is its profitability .EPS  of a company should always be considered in relation to other companies in order to make more informed and prudent investment decision .The EPS of Sweets plc is £0.61 in 2020 which is increased to £0.72 in 2021 which is a good sign for Sweets plc.
4. Net Profit Margin: The net profit margin , or simply net margin ,measures how much net income or profit is generated as a percentage of revenue .Net profit margin helps investors assess if a company’s management is generating enough profit from its sales and whether operating costs and overhead costs are under control .It is one of the most important indicators of a company’s overall financial health (Nariswari et al., 2020) .The higher the net profit margin , the better the company’s earnings efficiency. The net profit margin of Sweet plc is 5.68% in 2020 and  it is increased to 6.40% in 2021.The earning efficiency is not so good but it was increasing comparatively.
5.Asset turnover ratio: The asset turnover ratio measures the efficiency of a company’s assets in generating  revenue or sales .It compares the amount of sales (revenue) to its total asset as an annualizes percentage (Shabrina et al., 2021).Generally the higher ratio is favored  because it implies that the company is efficient in generating revenue from its assets .The asset turnover ratio of Sweets plc is 4% in both the years of 2020 and 2021.The company generated the same amount of revenues in both years by using different amount of assets .
[bookmark: _Hlk130559054]6. Stock holding days: Stock holding days or inventory holdings days is the ratio that depicts the number of days for which an company holds inventory before sales .It showa how many days it takes for inventory to rotate in the business .It is a efficiency ratio which indicate the ability of the company to generate cash. The lesser time of inventory holding is good for a company ,as the company convert the inventory into cash within lesser time and can use the cash to further production process. The inventory holding period of Sweets plc in 2020 is 78 days and it became 77 days in 2021.There is no significant difference between   the two financial years .To become a good company the time period should be  kept lower.
7. Debtors collection period: In accounting the term Debtors Collection Period indicates the average time taken to collect trade debts. In other words , a reducing period of time is an indicator of increasing efficiency .It is the time taken to convert account receivables to cash .The lesser time of collecting debtors is good for a company which minimizes the bad debts of the company. The time period of collecting debtors of Sweets plc is 73 days in 2020 and in 2021 it is 69 days. The company reduced the period by 4 days .It is better for the company to reduce the time for gaining efficiency and converting cash easily.
[bookmark: _Hlk130559874]8.Current ratio: Current ratio is a comparison of current assets to current liabilities .It measures the capability of business to meet its short-term obligation that are due within a year.It indicates the financial health of a company and how it can maximize the liquidity of its current assets to settle debt and payable (Kariyawasam and A.H.N., 2019). The current ratio of Sweets plc is 0.77:1 in 2020 and 0.92;1 in 2021.The company has not enough current asset to meet short-term obligation which may cause the company to become insolvent.
9. Gearing ratio: A gearing ratio is a general classification describing a financial ratio that compares some form of owner equity to funds borrowed by the company .It is financial leverage which demonstrates the degree to which a firm’s activities are funded by shareholders funds versus creditors fund. A higher gearing ratio indicates the higher degree of financial leverage and is more susceptible to downturns in the economy and the business cycle .The amount of  leverage is £0.71 against the equity of £1 in 2020 which is decreased to £0.68 which is a positive indication for Sweets plc.
10. Interest coverage ratio: Interest coverage ratio is a measure of a company’s ability to honor its debt payment .It is one of a number of debts ratios that can be used to evaluate a company’ s financial condition .A higher interest coverage ratio is more poised it is to pay its debts while the opposite is true for lower ratios. Creditors can use the ratio to decide whether they will lend the company. The interest coverage ratio of Sweets plc is 3.98 in 2020 which falls to 3.71 in 2021 which rise  a negative impression of the company to lender.
The overall performance of the company was increasing in 2021 than 2020 but that was not satisfiable for the company to survive.
[bookmark: _Toc130587644]Conclusion 
Accounting provides the information to help the stakeholders in making business decisions. However, accounting information must be accurate to represent true and faithful information within due time so that a decision can be made about future based on the information. The fundamental principle of matching balance sheet assets to equity and liability ensures the accounting information is extracted and presented by following the basic rules. The ratio analysis on the other hand helps the decision makers to make comparative analysis to make vertical and horizontal analysis of company performance. it enables the stakeholders to keep track of performance and compare the year to year information.
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