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Every business organization needs accounting because it makes it easier to identify business transactions and how they affect the company's economic entity. Accounting is also important because it makes it easier to prepare financial statements for businesses and to provide the required financial information to all recipients of accounting information. This study shows how to prepare financial statements for a corporate organization
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Wales Plc
Income statement
Prepared for the year ended 31st December 2021
	Particulars
	Amount
	Amount
	Amount

	Revenue 
	£800,000
	
	

	Add: unregistered credit sales
	£980
	
	

	Net Revenue
	
	£800,980
	

	Less: Cost of sales
	
	£578,650
	

	Gross Profit
	
	
	£222,330

	Less: Operating Expenses
	
	
	

	 Administrative expenses
	
	£30,000
	

	  Sales commission expense
	
	£3,000
	

	  Directors’ remuneration
	
	£5,000
	

	  Distribution costs
	
	£28,000
	

	Total Operating Expenses
	
	
	£66,000

	Operating Profit
	
	
	£156,330

	Less: Non-operating expenses
	
	
	

	    Interest expense
	
	£2,000
	

	    Add: interest payable [(£200,000*4%)-£2,000] 
	
	£6,000
	£8,000

	Profit Before Taxation
	
	
	£148,330

	Less: Taxation
	
	
	£100,000

	 Net Profit 
	
	
	£48,330

	Less: Preferred dividend 
	
	
	£40,000

	Profit Available for common stockholders for the year
	8,330





Wales Plc
Statement of Financial Position
Prepared on the date 31st December 2021
	Particulars
	Amount 
	Amount 
	Amount 

	Non-Current Assets:
	
	
	

	   Plant & Equipment
	
	£1,250,000
	

	Total Non-Current Asset
	
	
	£1,250,000

	Current Asset:
	
	
	

	    Closing stock
	
	£430,600
	

	   Trade receivable
	£170,125
	
	

	    Add: credit sales
	£980
	£171,105
	

	    Cash & Bank
	
	£176,250
	

	Total Current Asset
	
	
	£777,955

	Total Asset
	

	
	£2,027,955

	Current Liabilities
	
	
	

	   Trade Payable
	
	£188,625
	

	   Tax payable
	
	£100,000
	

	   Sales commission payable
	
	£3,000
	

	   Preferred dividend payable
	
	£10,000
	

	   Interest payable 
	
	£6,000
	

	Total Current Liabilities
	
	
	£307,625

	Non-Current Liabilities
	
	
	

	   4% Debentures
	
	
	£200,000

	Net Assets
	
	
	£1,520,330

	
	
	
	

	Shareholder's Equity:
	
	
	

	  10% £1 preference shares
	
	£400,000
	

	  £1 Ordinary shares
	
	£1,000,000
	

	   Retained profit at 1st January, 2021 
	£132,000
	
	

	   Add: Profit in the year 2021
	£8,330
	
	

	   Less: Ordinary Dividend Payment
	£20,000
	
	

	   Retained profit at 31st December, 2022 
	
	£120,330
	

	Total Equity
	
	
	£1,520,330
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The statement of financial position or balance sheet balances due to the double entry recording system used in recording business transactions to show the monetary effect of each transaction in the accounting equation to gain valuable insights regarding firm performance. The relationship between different types of accounts relevant to a business firm's assets, liabilities, and equity is often shown by the accounting equation shown below:
[image: ]

The asset of a company must match its liabilities and equity in accordance with the accounting equation.
Each financial transaction that is documented in the accounting books has an effect on at least two accounts, according to the double entry recording method. In one account, a change is recorded as a debit, but in another, a change is recorded as a credit. Debit refers to the portion of the equation that includes assets on the left, while credit refers to the portion of the equation that includes liabilities and equity on the right. In order to record a financial transaction in the accounting books, one account must be debited and the other account must be credited by the same amount. Due to the fact that every business transaction inside the company has an equal and opposing economic impact on both sides of the accounting equation, the debit side of the equation must equal the credit side of the equation. In other words, If the asset of the business increases by a business transaction, then it will be accompanied by either an increase in liabilities/equity of the business or a decline in asset of the business. Similarly, a decrease in assets will be accompanied by either a decline in liabilities/ reduction in equity of the business or increase in the assets. The structural or net changes brought by a business transaction in the accounting equation in ensures that the balance sheet balances at the end of the period. The economic effects of any business transaction on the assets, liabilities, and equity of a company should thus be assessed. Thus, equation's asset side and equity and liability sides are equivalent and identical which results in total debit balance equalling total credit balance in the balance sheet at the end of the period. 
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· Return on Capital Employed (ROCE):
ROCE of Sweets Plc for 2020 and 2021 is calculated below:
	Formula of ROCE
	
Here, Capital Employed=Total Asset-Total Current Liabilities

	Calculation of ROCE

	Particulars
	Provided information
(in £ millions)
	ROCE in 2020
	ROCE in 2021

	Year
	2020
	2021
	

= 0.099
=9.9%
	

= 0.111
=11.1%

	Operating Profit
	699
	805
	
	

	Total Asset
	10,087
	9,736
	
	

	Total Current Liabilities
	3,046
	2511
	
	


Table-01: ROCE of Sweet Plc
· Return on Equity (ROE):
ROE of Sweets Plc for 2020 and 2021 is calculated below:
	Formula of ROE
	
Here, NPAT =Net profit after tax

	Calculation of ROE

	Particulars
	Provided information
(in £ millions)
	ROE in 2020
	ROE in 2021

	Year
	2020
	2021
	

= 0.126
=12.6%
	

= 0.14
=14.0%

	NPAT
	366
	431
	
	

	Total Equity
	2,912
	3,088
	
	


Table-02: ROE of Sweet Plc

· Earnings Per Share (EPS):
EPS of Sweets Plc for 2020 and 2021 is calculated below:
	Formula of EPS
	
Here, NPAT =Net profit after tax

	Calculation of EPS

	Particulars
	Provided information
(in £ millions)
	EPS in 2020
	EPS in 2021

	Year
	2020
	2021
	

= £0.61 per share
	

= £0.72 per share

	NPAT
	366
	431
	
	

	Volume of shares outstanding
	600 million shares
	600 million shares
	
	


Table-03: EPS of Sweet Plc
Note: Determination of total outstanding shares
	Particulars
	2020
(in £ millions)
	2021
(in £ millions)

	Total ordinary equity capital
	300
	300

	Face value of per share
	£ 0.5 per share
	£ 0.5 per share

	Number of shares outstanding
	

        = 600 million shares
	

           = 600 million shares




· Net Profit Margin:
Net profit margin of Sweets Plc for 2020 and 2021 is calculated below:
	Formula of Net profit margin
	
Here, NPAT =Net profit after tax

	Calculation of Net profit margin

	Particulars
	Provided information
(in £ millions)
	Net profit margin in 2020
	Net profit margin in 2021

	Year
	2020
	2021
	

=0.0568

= 5.7%
	

=0.064

= 6.40%

	NPAT
	366
	431
	
	

	Total Revenue
	6,441
	6,738
	
	


Table-04: Net profit margin of Sweet Plc
· Asset Turnover:

Asset turnover of Sweets Plc for 2020 and 2021 is calculated below:
	Formula of Asset turnover
	

	Calculation of Asset Turnover

	Particulars
	Provided information
(in £ millions)
	Asset turnover in 2020
	Asset turnover in 2021

	Year
	2020
	2021
	

= 0.639
=63.9%
	

= 0.692
=69.2%

	Total Revenue
	6,441
	6,738
	
	

	Total Asset
	10,087
	9,736
	
	


Table-05: Asset turnover of Sweet Plc

· Stock Holding Days:
Stock holding days of Sweets Plc for 2020 and 2021 is calculated below:
	Formula of Stock holding days
	 *365 days
Here, COGS= Cost of sales

	Calculation of Stock holding days

	Particulars
	Provided information
(in £ millions)
	Stock holding days in 2020
	Stock holding days in 2021

	Year
	2020
	2021
	

=77.69

= 78 days (approximate)
	

=79.88

= 80 days (approximate)

	Closing stock
	659
	708
	
	

	Cost of sales
	3,096
	3,235
	
	


Table-06: Stock holding days of Sweet Plc
· Debtors Collection Period:

Debtors collection period of Sweets Plc for 2020 and 2021 is calculated below:
	Formula of Debtors collection period
	 *365 days
Since the volume of credit sales is not mentioned, the reported sales revenue in 2020 and 2021 is assumed as the credit sale for Sweets Plc.

	Calculation of Debtors collection period

	Particulars
	Provided information
(in £ millions)
	Debtors collection period in 2020
	Debtors collection period in 2021

	Year
	2020
	2021
	

=72.93

=73 days (approximate)
	

=67.66

 =68 days (approximate)

	Trade receivables
	1287
	1249
	
	

	Sales revenue
	6441
	6738
	
	


Table-07: Debtors collection period of Sweet Plc

· Current Ratio:

Current ratio of Sweets Plc for 2020 and 2021 is calculated below:
	Formula of Current Ratio
	


	Calculation of Current ratio

	Particulars
	Provided information
(in £ millions)
	Current ratio in 2020
	Current ratio in 2021

	Year
	2020
	2021
	

= 0.773
	

= 0.916

	Current Assets
	2,355
	2,303
	
	

	Current Liabilities
	3,046
	2,511
	
	


Table-08: Current ratio of Sweet Plc

· Gearing Ratio:

Gearing ratio of Sweets Plc for 2020 and 2021 is calculated below:
	Formula of Gearing Ratio
	


	Calculation of Gearing ratio

	Particulars
	Provided information
(in £ millions)
	Gearing ratio in 2020
	Gearing ratio in 2021

	Year
	2020
	2021
	

= 2.464
	

= 2.153

	Total Equity
	2,912
	3,088
	
	

	Total Liabilities
	7,175
	6,648
	
	


Table-09: Gearing ratio of Sweet Plc

· Interest Coverage Ratio:
Interest coverage ratio of Sweets Plc for 2020 and 2021 is calculated below:
	Formula of Interest Coverage Ratio
	


	Calculation of Interest coverage ratio

	Particulars
	Provided information
(in £ millions)
	Interest coverage ratio in 2020
	Interest coverage ratio in 2021

	Year
	2020
	2021
	

= 3.862
	

= 3.562

	Operating profit
	699
	805
	
	

	Interest expense
	181
	226
	
	


Table-10: Interest coverage ratio of Sweet Plc
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· ROCE:
Since the ROCE increased from 9.9% in 2020 to 11.1% in 2021, the ROCE evaluation for Sweets Plc in 2020 and 2021 demonstrates a rising trend as shown in table 1. A conclusion that can be drawn from the growing trend in the ROCE is 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 operation of the company.  
· ROE:
Sweets Plc's ROE has increased over the past two fiscal years, as indicated in table 2, as the profitability ratio has increased from 12.6% in 2020 to 14.0% in 2021. The growing trend indicates that Sweets Plc's management is making sure to use equity investments effectively in order to generate more profits for its equity holders, greatly aiding in the process of maximizing shareholder wealth.
· EPS:
Since EPS has grown from £0.61 per share in 2020 to £0.72 per share in 2021, it can be ssiad that EPS has been on the rise over the investigated period of Sweets Plc. The growing trend in EPS suggests that Sweets Plc's management is producing enough income and profit for its equity investors. In the future, rising EPS will help to attain greater market share prices which will eventually assist the firm to increase its market valuation.
· Net profit margin:
Table 4 shows a rising trend in Sweets Plc's net profit margin over the last two fiscal years, with the ratio increasing from 5.7% in 2020 to 6.4% in 2021. This upward tendency implies that Sweets Plc's management is not only able to take advantage of the expanding demand for sweets and confectionery goods to raise sales revenue but also have the ability to exert adequate control over the cost structure to increase profit for the company.

· Asset turnover:
Table 5 documents an increase in asset turnover over the past two fiscal years as the ratio has improved from 63.9% in 2020 to 69.2% in 2021. Based on this growing trend it can be implied that Sweets Plc's management is making the best use of its available resources to generate more revenue for the firm.
· Stock holding days:
Given that the stock holding days has grown from 78 days in 2020 to 80 days in 2021, it is clear from table 6 that the stock holding days have been increasing over the last two fiscal years, thus suggesting Sweets Plc's poor managerial performance in inventory management in turning finished inventories into revenue for the business. 
· Debtors collection period:
With this efficiency ratio falling from 73 days in 2020 to 68 days in 2021, it can be opined that the debtor collection period has been on the decline over the past two fiscal years, thus indicating that Sweets Plc's administrative expertise in timely collecting money from its credit clients. 
· Current ratio:
Table 8 illustrates the growing trend of Sweet Plc's current ratio, which increased from 0.773 in 2020 to 0.916 in 2021. Despite the growing trend, Sweet Plc's current ratio in the previous two fiscal years was below the minimum acceptable level of 1.0. According to this, Sweets Plc would likely experience financial difficulties throughout the period of falling sales and cashflows even though it has increased profitability over the previous two financial years as a result of active working capital management.
· Gearing ratio:
Table 9 shows that Sweet Plc's gearing ratio maintained over 2.0 during the course of the last two fiscal years, indicating that the management is increasingly depending on outside borrowing to support its capital structure. this suggests that Sweets Plc's capital structure is heavily leveraged as more than 70% of the capital structure is comprised of debt financing. However, the gearing ratio declined marginally in 2021 and the Sweet Plc’s management should be focus on this continuous decline in the gearing ratio in the future to improve its financial solvency. 

· Interest coverage ratio:
From table 10, it is clear that the interest coverage ratio is on the decline, going from 3.86 in 2020 to 3.56 in 2021. Despite a little dip, the ratio had stayed over the desirable cut-off point of 2.0x for the previous two fiscal years, indicating that the management had generated sufficient revenue to cover the expenses of its debt financing during the investigated periods.
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It is clear from this study that various accounting tools and approaches assist in improving the financial performance and quality of management choices by disseminating relevant information in the most effective and efficient way. This helps to facilitate the organization's decision-making process.
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