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    Introduction
Today’s world has become globalized and very complex in terms of business management. Previously, companies had simple transactions and those can be managed easily. But now, there are so many complex transactions and now there is also a mandatory requirement to report all the financial positions and performance to the intended users.
A business is an association aimed at gaining profit for its owners so as to make it as great as possible their wealth.
The principle of a business is to bring about and carry on being a customer ( Drucker, 1967).
Accounting is the course of recognizing, gathering, measuring, estimating, and communicating economic transactions. This is done because of admitting informed valuation and decisions for the users of the information. 
All the transactions are reported through the following statements:
1. Cash Flow Statement-shows how the cash is generated and how the cash is used to meet the financial obligations of the company (Franklin and George,1995).
2. Income/Profit and Loss Statement - explains how the revenue is created over a specific period. The income statement reflects the revenue, expenses, and earnings of the company ( Alvarez,2002).
3. Statement of Financial Position/ Balance Sheet- explains the company’s assets, liabilities, and equity at a specific point in time. (Macoujy,2010).
4. Note to the account is an explanation of the content of the financial statement.
  In this report, there are two parts. In Part one, two financial statements (Income statement and Balance sheet) are prepared. And in Part two, financial ratios are calculated to dig down the figures of the given statements.
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Part 1

       Income Statement Wales Plc for the year ended 31/12/2021

Sales                                                                                              800,000.00
Unrecorded sales                                                                                  980.00
                                                                                                       800,980.00 
Less: Cost of sales                                                                          578,650.00
Gross profit                                                                                                                222,330.00
Less: Operating costs
Administrative expenses                                                                   30,000.00
Distribution costs                                                     28,000.00
Accrued sales commission                                         3,000.00
                                                                                                           31,000.00
Directors’ remuneration                                                                      5,000.00 
Interest paid                                                                                         2,000.00
Total operating costs                                                                                                    68,000.00
Profit before tax                                                                                                          154,330.00
Less: Corporate tax                                                                                                       50,000.00
Profit after tax                                                                                                              104,330.00
Preference dividend paid                                                                    30,000.00
Ordinary dividend paid                                                                       20,000.00
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Total dividend paid                                                                                                        50,000.00
                                                                                                                                       54,330.00
Retained profit at 1st January 2021                                                                             132,000.00
Retained profit at 31st December 2021                                                                        186,330.00                                                                                                      
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                 Statement of Financial Position Wales Plc

Current assets:
Stock as 31st December 2021                                                    430,600.00
Trade receivable                                         170,125.00
+ unrecorded sales                                            980.00
                                                                                                   171,105.00
Cash and bank                                                                            176,250.00
Total current assets                                                                                                    777,955.00     
Non-current assets:
Plant and equipment                                                                                                 1,250,000.00
Total Assets:                                                                                                             2,027,955.00
Current liabilities:
Trade payable                                              188,625.00
Total dividend paid                                        50,000.00
Accrued sales commission                              3,000.00
Total current liabilities                                                                 241,625.00
Non-current liabilities
4% Debentures                                                                             200,000.00
                                                                                                                                   441,625.00
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Equity                                                          
£1 ordinary shares                                                                       1,000,000.00
10% £1 preference shares                                                              400,000.00
Retained profit at 31st December 2021                                         186,330.00
                                                                                                                                   1,586,330.00
Total liabilities and equity                                                                                         2,027,955.00                                               
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              Reasons for balancing of Financial Position
Financial Position is one of the financial statements and it shows all the assets and liabilities. This statement has two sides. The first one is the capital wealth of the company, and the other side is the arrears of the company. And both sides are equal to each other.
According to McCallig (2008), balancing is summary of all balances/accounts added together and there is a matching credit for every debit entry. 
In the double-entry system, all the transactions are recorded twice.
For example, the purchase of the vehicle is a financial transaction. When one company procures an asset, it purchases either on credit or on cash. If the company purchases an asset on credit, then for purchasing an asset, it is the owner of that asset. So, its asset is increased. On other hand, if the company purchases that asset on credit, it incurs a liability that will be paid later. So, liability has also increased. On the other hand, if that asset is purchased in cash, then the company needs to pay cash. So, the company has to give another asset. For this transaction, the company’s fixed asset is increased and on the other hand either the current asset is decreased, or the current liability is increased. As a result, the company’s both sides will be equal.
So, the double-entry system is the reason for balancing.
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Part 2

 According to Atrill and McLaney (2019) referring to a  specific aspect of financial performance or position, financial ratios are classified as:
1. Profitability ratios
2. Efficiency ratios
3. Liquidity ratios
4. Financial structure ratios
5. Investment ratios


                  1.Investment ratios:
1.1 ROCE (Return on capital employed) explains the connection between  the  net profit generated to the level of investment used to earn it (primary measure of profitability), (Atrill and McLaney,2019)
[bookmark: _Hlk121137563]ROCE= operating profit (profit before interest and tax) ÷ (non-current liabilities + equity) x100
	 
	2021
	2020

	Operating profit
	805.00
	699.00

	Non-current liabilities
	4,137.00
	4,129.00

	Equity
	3,088.00
	2,912.00

	[operating profit ÷ (non-current liabilities + equity)] x 100
	805/ (4137 + 3088)
	699/ (4129 + 2912)

	 
	11%
	10%



ROCE is increased in the year 2021 because the operating profit is higher. And additional capital has also been injected by the company. It means that the company has incurred more profitability in the year 2021.
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1.2  ROE is also known as Return on equity. It shows the profit available to the owners regards their investment for the particular period. ( Atrill and McLaney,2019).This ratio compares the profit after tax with the total equity of the period. This ratio determines how much profit is produced by the company for each of the amounts of the equity.
ROE= profit after tax ÷ equity (ordinary share capital +reserves) x 100 
	 
	2021
	2020

	Profit after tax
	431.00
	366.00

	Equity
	3,088.00
	2,912.00

	[profit after tax ÷ equity] x 100
	431/3088
	366/2912

	 
	14%
	13%



Profit after tax of 2021 is higher than 2020. And also, the equity capital is also increased by the year 2021. On the other hand, return on equity has also increased. It means that the company has used properly the additional capital in its operation. 
1.3 EPS (Earnings per share) shows shareholders earnings over a particular period, to the numbers of shares (Atrill and McLaney,2019).
EPS=Total earnings ÷ number of shareholders
	 
	2021
	2020

	Profit after tax
	431.00
	366.00

	Number of shares (300/0.50)
	600.00
	600.00

	[Total earnings ÷ number of shareholders]
	431/600
	366/600

	 
	0.72
	0.61



The company’s earnings per share have increased. Because compared to the last year, the company’s profit after tax is also increased but the number of shares has not changed. It means that each shareholder’s earnings have increased.
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                          2. Profitability ratios:
2.1 Net profit margin- rehearse the revenue before tax to the profit that is accumulated for the same period/ difference between sales revenue and the cost of sales ( the profit is divided by the revenue to determine the percentage of net profit compared with revenue). The profit of the company measures the company’s performance, and how well the company is trading (Atrill and McLaney,2019).
Net profit ÷ Revenue x 100.
	 
	2021
	2020

	Profit after tax
	431.00
	366.00

	Revenue
	6,738.00
	6,441.00

	(Net profit ÷ Revenue) x 100
	431/6738
	366/6441

	 
	6.4%
	5.7%



The company’s net profit margin has increased compared to the last year. Because revenue is higher than the last year and so the net profit also. It means that with the increase in revenue, the company’s operating cost has not increased so much. So, additional revenue has also contributed to the net profit.

                        3. Efficiency ratios:
3.1 Asset Turnover- indicates how well the company is using the assets to generate revenue (Atrill and McLaney,2019).  A company can achieve its goals if the company is efficient. When the company becomes successful to utilise the assets properly, that company is also called efficiently operating.  Here revenue is compared with assets. 
Sales/Revenue ÷ Total assets (share capital + reserves +non-current liability) x 100.
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	2021
	2020

	Revenue
	6,738.00
	6,441.00

	Total assets
	9,736.00
	10,087.00

	(Revenue ÷ Total assets) x 100
	6738/9736
	6441/10087

	 
	69%
	64%



Here, the company’s total assets decreased compared to the last year. But the revenue has increased. There are some reasons. Like:
· The company has gotten rid of some unoperated assets.
· It has sold those assets that are incurring more depreciation.
· It has disposed of the assets that may require more repair and maintenance.
3.2 Stock holding days- shows average inventories turnover period (Atrill and McLaney,2019).  If the company can predict the right demand of the market, then it can have sufficient stocks of inventory. Here sufficient means the market demand can be fulfilled and more amount is not stuck with inventory. 
Inventory (average inventories held) ÷ Cost of goods sold x 365.
	 
	2021
	2020

	Inventory
	708.00
	659.00

	Cost of goods sold
	3,235.00
	3,096.00

	(Inventory ÷ Cost of goods sold) x 365
	(708/3235) x 365
	(659/3096) x 365

	 
	80
	78



Here, the company’s stock holding days are increased by 2 days. But from the above calculation, it is clear that the company holds almost 3 months before selling. Actually, there is no standard time of holding stocks. But the days should be minimum such as it does not incur any opportunity cost.
3.3 Debtors’ collection period- measures the efficiency of the collection of due amounts from the receivables. This ratio also helps to determine the liquidity position of the company. Debtors ÷ sales x 365.
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	2021
	2020

	Receivables
	1,249.00
	1,287.00

	Revenue
	6,738.00
	6,441.00

	(Inventory ÷ Cost of goods sold) x 365
	(1249/6738) x 365
	(1287/6441) x 365

	 
	68
	73



The company’s efficiency in collection due from the receivables is increased as the days decreased. This efficiency will help the company to reduce any kind of opportunity cost, bad debt cost and collection cost. 

5. Liquidity ratios
5.1 Current ratio- compares liquid assets/cash of the business with current debts (Atrill and McLaney,2019). If the company is financed by taking on loans rather than by owners’ capital, the extend to which the company is financed by lenders is an important factor in accessing the risk. When a company has fewer current assets, it means that the company does not have proper working capital management. The optimal current ratio should be 1:1 and 2:1. If the current ratio is too low, that shows financial weaknesses. If the current ratio is too high, it shows inefficient management.
Current assets÷ Current liabilities
	 
	2021
	2020

	Current assets
	2,303.00
	2,355.00

	Current liabilities
	2,511.00
	3,046.00

	(Current assets/ Current liabilities)
	2303/2511
	2355/3046

	 
	0.92: 1
	0.77: 1
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From the above calculation, it is obvious that the company has not many current assets if we are comparing with the company’s current debts. Though the c has reduced its current liabilities. But its current assets have also decreased. Due to a decrease in current liabilities, the current ratio is showing a comparatively better result. But current assets need to be higher than current liabilities. If this situation is not addressed properly, the company may not get any trade credit from the market.

6. Financing structure ratios
6.1 Gearing ratio- measures the amount of finance provided by shareholders to that provided by lenders. ( Atrill and McLaney,2019).
Debt (long-term non-current liabilities) ÷ Equity x 100.
	 
	2021
	2020

	Total debt
	    6,648.00 
	      7,175.00 

	Total equity
	    3,088.00 
	      2,912.00 

	(Debt ÷ Equity) x 100
	6648/3088
	7175/2912

	 
	215%
	246%



This company has more debt than equity. But in the year 2021, the debt is decreased. Still, it has more than double debt compared with equity. The company needs to consider its current capital structure and whether it is optimal or not. 
6.2 Interest coverage- determines how the interest is covered by the profit available. (Atrill and McLaney,2019). It determines the ability of the company to pay its cost of debt. A safe level of interest cover ratio is four.
 Operating profit ÷ Interest
	 
	2021
	2020

	Operating profit
	805.00
	699.00

	Interest
	226.00
	181.00

	(Operating profit ÷ Interest)
	805/226
	699/181

	 
	3.56
	3.86
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Here, company’s interest coverage ratio is decreased, though its debt has decreased. But from the ratio it can be assumed that the company may have repaid all the loans and has taken new loan that is incurring more cost of debt. 


[bookmark: _Toc121150165]Conclusion
The company needs to consider its current liquidity position, interest coverage ratio and gearing ratio because these three ratios are showing that the company is not working efficiently.
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