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Introduction
One of the most critical functions of a business organisation is accounting which can be defined as an approach that is used by in order to identify, record, classify, and summarise financial transactions and it plays a significant role in the organisation by providing information that is valuable to make decisions. Since accounting gives valuable financial information, aids with compliance regulations, measures performance, supports planning as well as budgeting, and so on, it is very vital to a business organsiation. The report focuses on representing the understanding of several crucial elements and concepts of accounting. At inception, a comprehensive income statement and a statement of financial position have been prepared based on the given information in the following section. Besides, the reasons for balancing the statement of financial position have been discussed. Moreover, several ratios such as ROCE, ROE, and so on have been calculated based on the given information in the following section.


Question 1 – Wales Plc
a) Preparing an income statement and a statement of financial position for Wales Plc
Wales Plc
Comprehensive Income Statement
For the year ended 31st December 2022
	Particulars
	Amount
	Amount
	Balance

	Revenue
Sales 
Add: Unrecorded sales
	
	£ 8000000
£ 980
	

	Total revenue
	
	
	£ 800980

	
Less: Cost of sales
	

	
	(£ 578,650)

	Gross profit
	
	
	£ 222330

	Less: Operating expenses
Administrative expenses 
Distribution costs
Directors’ remuneration 
	
	£ 30,000
£ 28,000
£ 5,000
	

	Total operating expenses
	
	
	(£ 63000)

	Operating profit
	
	
	£ 159330

	Less: Non-operating expense
Interest paid
Add: Interest payable {(200000x2%)-2000}
Commission expenses
	
£ 2000
£ 2000

	

£ 4000
£ 3000
	


(£ 7000)

	Profit before tax
Less: Corporation tax
Profit after tax or Net income

	
	
	£ 152330
(£100000)
£  52330





Wales Plc
Statement of Financial Position
31st December 2022
	Assets
	Amount
	Balance

	Fixed assets:
Plant and equipment
Current Assets:
Stock at 31st December 2022
Trade receivables (£ 170125+£ 980) 
Cash and bank
	


£ 510850
£ 171105
£ 96000
	
£ 1250000




	Total current assets
	
	£ 777955

	Total Asset
	
	£ 2027955

	Liabilities and Equities
	
	

	Equity:
£1 ordinary shares
10% £1 preference shares

	
£ 900000
£ 500000

	

	
	
	£ 1400000

	Reserve and surplus:
Retained profits at 1st January 2022
Add: Net income
Ordinary dividend paid
Preference dividend paid
Total reserve and surplus

	
£ 132000
£ 52330
(£ 20000)
(£ 30000)
	





£ 134330

	Total equity
	
	£ 1534330

	Long-term liabilities:
4% debenture
Current liabilities:
Commission payable
Trade payable
Interest payable
Deferred corporate tax
Total current liabilities

	


£ 3000
£ 188625
£ 2000
£ 100000
	
£ 200000




£ 293625

	Total liabilities and equity
	
	£ 2027955



b) Describing the reasons of the balancing the statement of financial position
One of the most crucial financial statements of accounting is the statement of financial position. It is also known as the balance sheet and the basic accounting equation balances it which states that the sum of liabilities and equity is equal to assets (Bangma, 2019). A statement of financial position has two sides and they are assets and liabilities and equity these two sides have been affected by every financial transaction of a business organisation that must be balanced each other out.

Apart from this, accounting is constructed based on several principles such as entity concept, going concern concept and so on and there are several principles that aid in balancing the statement of financial position (Chukwudi, 2018). The principles have been discussed in the following paragraph.
· Accounting equation:  is the fundamental equation of accounting and each and every financial transaction of a business organisation that affects the balance sheet must have an opposite or equal effect on both portions of the equation. Based on the equation, the statement of financial position is mainly developed (Frydman, 2016).
· Double-entry bookkeeping: For ensuring that the accounting equation remains in balance, each and every financial transaction of a business organisation must contain at least two entries which are a debit and another credit. This also keeps the statement of financial position in balance (Greenberg, 2019).
· Accrual accounting: There are two kinds of accounting involving cash accounting and accrual accounting. On the basis of accrual accounting, the statement of financial position is constructed which acknowledges revenues and expenses when they are incurred instead of changing cash in hands. This also ensures the statement of the financial position remain balanced by affecting at least two accounts (Petkov, 2020).
· Consistency and materiality: A business organisation must prepare its statement of financial position or balance sheet by following consistent accounting methods and utilising consistent accounting principles in order to keep balance in the statement. Besides, significant or material financial transactions need to be recorded in financial statements. And, insignificant transactions need to be omitted or grouped together (Sobkow, 2020).
It can be ensured that a statement of financial position or balance sheet gives a complete as well as appropriate snapshot of the financial position of an organisation at a given point in time by the balancing principles of it. The imbalance of the statement of financial position demonstrates its incompleteness and inaccuracy of it. However, these principles aid in keeping balance in the statement of financial position.


Question 1 – Sweet Plc
a) Calculating the ratios of Sweet plc
	Pre-Calculation
	2020
	
	2021
	

	
	Amount £
	Total Amount £
	Amount £
	Total Amount £

	Retained earning
	1541
	
	1717
	

	Share capital
	300
	
	300
	

	Share premium
	1071
	
	1071
	

	Total equity
	
	2912
	
	3088

	Average assets
	(9736+10087)/2
	9911.5
	
	

	Average Inventory
	(708+659)/2
	683.5
	
	



1. Return on capital earning
Given that:
	Particulars
	2020
	2021

	Net profit 
	£ 366
	£ 431

	Capital employed
	£ 300
	£ 300



The calculation of the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	Net profit 

Capital employed
	366/ 300 
	431/300

			Result 
	1.22
	1.44





2. Return on earning
Given that:
	Particulars
	2020
	2021

	Net Income
	£ 366
	£ 431

	Total equity
	£ 2912
	£ 3088



The calculation of the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	Net Income

Total equity
	366/ 2912
	431/ 3088

			Result 
	0.126 or 12.6%
	0.139 or 13.9%



3. Earnings per share
The calculation of the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	 Net Income-Preferred Dividends

Average outstanding common share

Outstanding common shares:
2021= (300/4)= 75
2020= (300/5.12)= 58.59
	366/ 75
	431/ 58.59

			Result 
	4.88
	7.37



4. Net profit margin
Given that:
	Particulars
	2020
	2021

	Net Income
	£ 366
	£ 431

	Total revenue
	£ 6441
	£ 6738


The calculation of the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	 Net Profit
 x 100 
Total revenue
	366/ 6441
	431/ 6738

			Result 
	5.68%
	6.40%



5. Asset Turnover
Given that:
	Particulars
	2020
	2021

	Total revenue
	£ 6441
	£ 6738

	Average asset
	£ 10087
	£ 9911.5



The calculation of the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	 Total revenue

Average asset
	6441/ 10087
	6738/ 9911.5


			Result 
	0.638545
	0.679816375



6. Stock holding days 
The calculation of the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	Average Inventory

Cost of sales/No. of Days

	((659 / 3096) x 365
	(((708+659)/2) / 3235) x 365 

			Result 
	75 days
	77 days





7. Debtor collection period
The calculation of the ratios for both of the years 2020 and 2021: 
	Formula  
	2020
	2021

	Trade receivables
x365
sales
	
 (1287/ 6441) x365
	
(1249/ 6734) x365


			Result 
	72.932 or 73 days
	67.6989902 or 68 days



8. Current ratio
The calculation of the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	Current asset 

Current liabilities 
	2355/ 3046
	2303/ 2511


			Result 
	0.773145 
	0.917164476



9. Gearing ratio
The calculation of the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	 Total debt

Total debt+ Equity

	2020: 4,129 ÷ (4,129 + 2,912)
	4,137 ÷ (4,137 + 3,088)

			Result 
	0.59 or 59%
	0.57 or 57%



10. Interest coverage ratio
The calculation of the ratios for both of the years 2020 and 2021: 
	Formula
	2020
	2021

	Operating profit
Interest expense
	805 / 226  
	699 / 181


			Result 
	3.57 times
	3.86 times


 
b) Commenting on the financial performance of Sweet Plc
A long-established sweets and confectionery producer is Sweet Plc and its’s various financial information was given. Based on the given information, several ratios such as ROCE, ROE, Earning per share, and so on have been calculated. The financial performance of the company has been evaluated based on the ratio calculation in the following segment:
· ROCE: Return on capital employed (ROCE) determines the profitability of an organisation on its capital investment (Greenberg, 2019). The ROCEs of the company are 1.22 and 1.44 in 2020 and in 2021 respectively. The efficiency of the organisation has been enlarged in 2021 compared to the precedent year.
· ROE: It measures the profitability of an organisation associated with its equity. In 2020 and 2021, the return on equity ratios of the company are 12.6% and 13.9% respectively. In 2021, the profitability of the company in relation to equity has been increased.
· Earnings per share: The portion of the profit of a company is attributable to each ordinary share is known as earning per share which is mostly known as EPS (Hirshleifer, 2018). It is an important indicator of the performance of the company. In 2020 and 2021, the EPS of the company are £ 4.88 and £ 7.37 respectively. In 2021, the EPS of the company has increased compared to the precedent year.
· Net profit margin: Net profit margin indicates the state's net profit of a company as a percentage of the overall revenue of the company (Kaya, 2019). The ratios of the company are 5.68% and 6.40% in 2020 and 2021. The healthy net profit margin of a company is the value between 5% to 10%. And so, the organisation has maintained a good net profit margin.
· Asset turnover: It is basically a financial ratio that determines a company’s efficiency of using its assets in order to make revenue (Khorunzhak, 2019). 0.64 and 0.68 are the asset turnover ratios of the company in 2020 and in 2021 respectively. Compared to precedent year, the efficiency of the company has increased. 
· Stock holding days: It is also a crucial ratio that determines the average number of days that a company takes to sell its inventory (Kim, 2017). The values of the ratio are 75 days and 77 days in 2020 and 2021 respectively. The period is slightly longer in 2021 compared to 2020.
· Debtors collection period: The ratio determines the average number of days that a company takes to collect payment after making sales (Simasko, 2016). The collection period of the company is 73 days and 68 days in 2020 and 2021. The performance of the company has been improved in 2021.
· Current ratio: The ability of an organsiation of paying its short term obligations using its short term assets is measured by the current ratio (Petkov, 2020). The ideal value of the ratio is 2:1. And, the values of the ratio are 0.77 and 0.92 respectively in 2020 and 2021. The paying of short term obligations of the company is not good. 
· Gearing ratio: It indicates the financial risk of an organisation. The values of the ratio of the company are 59% and 57 % in 2020 and 2021 respectively. The financial risk of the company has been slightly improved in 2021.
· Interest coverage ratio: The ratio determines an organisation’s ability to pay its interest expenses utilising its revenue.  The values of the ratio of the company are  3.57 times and 3.86 times in 2020 and in 2021 respectively. The ability of the company has been slightly decreased.
Overall, the financial position of the company is quite stable with consistent revenue growth over the years. However, some areas of the company such as paying short term obligations need to be improved.




Conclusion 
In order to assess the financial performance of a company, it is essential to prepare financial statements such as income statements and balance sheets. Besides, several principles such as accrual accounting, basic accounting equation, and so on aid in keeping balance in the statement of financial position. Moreover, a vital tool for evaluating the financial health of a company is ratio analysis which has also been conducted based on the given information in the report.
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