[image: Text

Description automatically generated]









Name: Alina Don
Student ID: 2209918
Module code: LCBB4001
Module name: Accounting Fundamentals
Lecturer: Ivana Rozic



                                                      Table of content 
Introduction	3
Main body	3
QUESTION 1	3
a) Income statement of Wales Plc	3
b) The Balance sheet of Wales Plc	5
c) Why does the statement of financial position balance?	6
QUESTION 2	6
Part One	6
a) ROCE	6
b) ROE	7
c) Earnings per share	8
d) Net profit margin	8
e) Asset turnover	9
f) Stock holding days	9
g) Debtors collection period	10
h) Current ratio	10
i) Gearing ratio	11
j) Interest cover	11
Part Two	12
Conclusion	12
References	13



[bookmark: _8ar3lgohg5x2]Introduction 
The purpose of the report is to provide information through the calculation of various types of financial aspects concerning the question provided. Computation of different types of financial aspects, which includes financial ratios, income statements, statement of the financial position of Wales plc and many more. The process related to the following computation is known as financial fundamentals. With the help of this financial analysis regarding the financial report of the company its different segments can be understandable. The segment includes profitability, liquidity, and efficiency of its operation. In simple terms, overall, the financial position and its condition can be examined through this process. This report provides the concept of ratio analysis, preparation of income statement, and Balance sheet of the company. 
[bookmark: _maw1z2lyubl7]Main body
[bookmark: _9es6ipen6ga4]QUESTION 1
[bookmark: _sg2t1gw6gj38]Profit & Loss account 
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Table one: Profit & Loss account of Wales Plc
(Source: Self-Developed, 2023).
The represented table deals in showing the computation of the Profit & Loss account of Wales Plc for the period ending 31 December 2022. An Income statement of the company is the main component through which a user of it avails the information about the financial health of the company. It provides information about the profitability, sustainability, and efficiency of the management in the conduction of the company operation. In simple terms, the income statement of the company deals with showing the company expenditure, revenue and profit that it incurred over the period. It is also known by the name Profit & Loss Account or Earning Statement. The following information can be used with the use of this statement. It shows the revenue generated by the company through the selling of products or services. It shows the expenditure incurred by the company in making the revenue. It provides information about the net profit that is left after meeting all the expenses of the business (BDC, 2023). From the above Income statement of Wales plc, the information concluded that it generated sales of £8,00,000 and the cost of sales related to it is £5,78,650. The difference between both gives the figure of gross profit which is £2,21,350.  After that, all the expenses related to the operation of the company will be deducted from the figure of Gross Profit. The operating expenses include administrative expenses of £3000, amount of interest paid of £2000, Remuneration of directors was £5000, cost of distribution of £28000, dividend on ordinary shares of £2000, dividend on preference shares of £30000, amount of tax was £100000, and outstanding commission amount to £3000. The total cost of operation was £218000. The difference between Gross Profit and cost of operation (£2,21,350 - £2,18,000) gives the figure of net profit of £-650. The purpose of the Income statement is to provide information about the net profit or net loss incurred by the company from the operation over the period. This information helps the company in taking timely decisions in order to make sure the business is on the right path. The net profit incurred by Wales Plc is £-650 which is not favorable as this figure is negative. 
[bookmark: _krjmaoc6jh0z]b) The Balance sheet 
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Table Two: Balance sheet of Wales Plc
(Source: Self-Developed, 2023).
The represented table deals in the Statement of Financial Position of Wales Plc which enables the user to impart information about the position related to the finances of the company at year end. Along with Cash flow statements and Income statements, it helps in evaluating the financial standing of the company. With the preparation of this statement, it enables the company to compare its statement with its competitors. If the company has more current assets than its current liabilities then the business has a sound financial position to meet its short-term financial obligation (Chase, 2023). It is one of the most important financial reports among the three different financial reports that the company prepared to check its performance during the period. Assets= Liability + Equity (Corporate Finance Institute, 2022a). The above table shows the Balance sheet of Wales Plc which provides information that it has Plant as a Fixed asset of £650000 along with Trade Receivable of £170125, Cash and bank of £76250 and stock of £330600. This gives the figure of total assets which is £2026975. The liabilities include the total share which is £700000 along with net profit and retained earnings. Further, the current liabilities include trade payable, corporation tax and outstanding experiences. The total figure of the liabilities is £2026975. It can be concluded that the figure of assets must be similar to that of liabilities. 
[bookmark: _9rfil9fqgxk]c) Why does the statement of financial position balance?
The core of the statement is Assets = Shareholder's Equity + Liabilities. For the healthy financial position of the company, total liability must match its total asset of it. Assets to the business must be funded by a reasonable combination of liability and equity. In simple terms, the main rule of making a balance sheet is to be sure that both sides are to be matched. Matching both sides symbolizes the purity and correctness of preparing the balance sheet (GoCardless, 2021). The reason behind the balancing of the financial position due to Double entry book-keeping system. All transactions must be recorded in two different accounts namely debits and credits. The system of double entry also means following an equation of accounting which is (assets = owner's equity + liabilities) and following this equation always balances both sides of the financial statement (Averkamp, 2023).
[bookmark: _3hfwkd1k6hqr]QUESTION 2   
[bookmark: _8t3my1dzdlvy]Part One 
[bookmark: _lstgfi8p7ys6]a) ROCE
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Table Three: Computation of ROCE
           (Source: Self-Developed, 2023).
The above table deals in showing the computation of ROCE which is a profitability ratio. The purpose of calculating this is to show the efficiency of the organisation in terms of using its capital employed to generate profits. This ratio is mainly used by the investors in determining the capacity of the company to make a profit which leads to the decision about investing in the company or not. The ratio can be computed with the help of EBIT divided by total capital employed. The amount of employed capital can be obtained by subtracting current liabilities from total assets (Corporate Finance Institute, 2023b). With the help of the above table, the EBIT for the years 2020 and 2021 was 699 and 805 respectively. Capital employed for 2020 and 2021 were 7041 and 7225 respectively. The following data provided the ROCE for the year 2020 and 2021 was 9.93 and 11.14. It is observed that ROCE has increased which means the organization profitability has risen in the year 2021. 
[bookmark: _3wjsowtckyfl]b) ROE
[image: ]
Table Four: Computation of ROE
           (Source: Self-Developed, 2023).
Table 4 deals with the computation of ROE. With the help of this ratio, the company can measure its performance over the given period. In other words, ROE helps to measure the efficiency of the company in using the money invested by the investor. In simple terms, it shows how a business is effective in using the investor's money to enhance its performance. This ratio can easily be computed by dividing the net income from the operation of the business by shareholders' equity. Net income means the amount obtained after deducting operating costs from the revenue generated. On the other hand, shareholders' equity means remaining profits after all debts of the business (Corporate Finance Institute, 2023c). The above represents the net income for the period 2020 and 2021 which were 366 and 431 respectively. The shareholders' equity for the periods 2020 and 2021 were 300 and 300 respectively. The ROE were 1.22 and 1.437, which shows that Sweets plc's efficiency in utilizing the money invested by the investor has increased over the period. 
[bookmark: _yccq3brhfkav]c) Earnings per share
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Table Five: Computation of EPS
           (Source: Self-Developed, 2023).
It is the most important metric which is used by the company to know its earning figure. It is simple to calculate by division of the net income generated by the company over the year by the shares listed of the company (IG, 2023). The above table represents the computation of the earnings per share of Sweets plc in the year 2020 and 2021 respectively. The EPS related to both the year were 2.44 and 1.43. It has been observed that this ratio has been decreasing which means that the company is not likely to distribute all the profit and this discourages the investor from investing. 
[bookmark: _6gytwuqbs2r8]d) Net profit margin
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Table Six: Computation of Net Profit Margin
(Source: Self-Developed, 2023).
Net Profit Margin is the ratio which helps the company to measure the percentage of net income generated from sales revenue for the year. It helps the company in revealing the percentage of profit in the sales figures. It is also called the net income margin (Rehayem, 2022). The above table which deals with computing the ratio for Sweets plc for the year 2020 was 5.68 and for the year 2021 was 6.39 which shows that it has increased. The increase in net profit margin indicates that the company's profit margin on sales has increased.
[bookmark: _29cwtkycbigs]e) Asset turnover
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Table Seven: Computation of Assets Turnover
(Source: Self-Developed, 2023).
Assets Turnover is the ratio which helps the company to know its efficiency in using its owned resources to contribute to enhancing its sales. The ratio is used to compare the gross revenue of the company with the average total assets. A high ratio indicated that the company is efficient in using its assets to generate revenue (Brush, 2023). From the above table, it has been concluded that the ratio of Sweet's plc has been decreasing. The asset turnover ratio for the years 2020 and 2021 were 1.27 and 0.67 respectively. This decrease in this ratio shows that the company's efficiency in using its resources has decreased. 
[bookmark: _4l1gwyxwrxxi]f) Stock holding days
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Table Eight: Computation of Stock Holding Days
(Source: Self-Developed, 2023).
The ratio provide the count of days a buisness holds its stock to sell. In other words, this ratio provides the time period to convert the amount invested in stock into cash. A longer time period means companies take a long time to convert their stock into cash. From the above table, it has been found that the stock holding period of Sweet's plc for the years 2020 and 2021 were 77.69 and 79.88 respectively. An increase in assets turnover period indicates that the company takes a longer time than before in clearing the inventory and converting it into cash. 
[bookmark: _5nbc5vvesgvp]g) Debtors collection period
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Table Nine: Computation of Debtors Collection Period
(Source: Self-Developed, 2023).
The debtor's collection period indicates the time a company takes to collect all its debts related to trade. The longer time taken by the company to collect debts from its debtors means that it is inefficient. On the other hand, a shorter time indicates the efficiency of the company in the collection of its debts from the debtors (Capital, 2023). From the above table, it is found that the debtor's collection period of Sweet's plc for the years 2020 and 2021 were 72.93 and 67.65 respectively which shows that the company became efficient in the collection of debts from its debtors. It takes a shorter time than earlier to collect its debts. 
[bookmark: _7aygcsprc35]h) Current ratio
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Table Ten: Computation of Current Ratio
(Source: Self-Developed, 2023).
The current ratio is used by the organisation to understand the financial health for a given year. Through this ratio, the company compare its current assets with its current liability. This ratio refers to the ability of the organisation in paying off its short-term debts (Girardin, 2023). From the table, it is concluded that the current ratio for Sweet's plc has increased from 0.77 to 0.91 which indicates that the efficiency of the company in meeting its short-term debts has been increased. The company can pay off its debts without taking additional loans. 
[bookmark: _13utqhwucumi]i) Gearing ratio
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Table Eleven: Computation of Gearing Ratio
(Source: Self-Developed, 2023).
This ratio is used to measure the amount of the funds borrowed by the company to its equity. It refers to the risk related to finance. A higher ratio indicates high debt to equity and a low of it represents a lower proportion of debt to equity (Bragg, 2023). The above table deals with the computation of the gearing ratio for the period 2020 and 2021 which were 1.41 and 1.42 respectively. The ratio for both years was the same.  
[bookmark: _cb0mjrdh23pc]j) Interest cover
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Table Twelve: Computation of Interest Coverage Ratio
(Source: Self-Developed, 2023).
It is used to measure the potential of the organisation to pay the interest on its outstanding debts. Higher the figure of this ratio indicates that the company can pay interest on the borrowed loans. Lowering the ratio indicates that the company will default in paying the interest (Bragg, 2022). The information concluded from the above table the ratio of the company Sweets plc for the years 2020 and 2021 was 3.86 and 3.56 respectively which shows that there is a decreasing trend in the ratio which means that paying off the interest on the borrowed loans of the company has decreased. 
[bookmark: _1p9en9tcbsi4]Part Two   
From the evaluation of the ratio analysis for Sweet's plc, it has been concluded that the company has improved its efficiency in some of the fields. Decreases in some of the ratios as compared to the last year indicate the inefficiency in those sectors which need to be improved to enhance its performance. Those fields are respected for the profitability of the company which covers the current liabilities. Due to this reason, it can be concluded that the company lacks liquid assets which it resolved in the current year. It is also observed that the profitability of the company also decreases in those years, which leads to inefficiency in its operation. On the other hand, there has been observed an increase in the performance of the company in several ratios like the debtor's collection period. 
[bookmark: _62kh1dsbcop9]Conclusion 
After completing this report, the information concluded about the rules of preparing income statements and the Balance sheet of the company which help in imparting the information about the financial and health of the position of the company. Further, through this report, the information imparted about the ratio analysis helps companies to take decisions in various prospects. Ratio analysis helps in determining the efficiency of the company in its operation. 
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Calculation of Return on equity (ROE)

Particulars 2021 2020
Net income 431 366
Shareholders equity 300 300

ROE~ Net income/Shareholders equity | 1436666667 122
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Calculation of Earning per share

Particulars 2021 2020
Net income 431 366
Outstanding shares 300 300
Average outstanding shares 300 150

EPS= Net income/ Average outstanding share{ 1.436666667 2.44
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Net profit margin

Particulars 2021 2020
Net profit 431 366
Total revenue 6738 6441

Net profit margin= (net profit /revenue)*100

6.396556842

5.682347462
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Asset turnover

Particulars 2021 2020
Total revenue 6738 6441
Total Asset 9,736 10,087
Average total asset 9911.5 5043.5
Asset turnover= Revenue/average total asset | 0.6798163749 | 1.277089323
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Stock holding days

Particulars 2021 2020
Closing stock 708 659
Cost of goods sold 3235 3096

Stock holding day

(Closing stock/cost of goods sold) x 365

79.88253478

77.69218346
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Calculation of debtors collection period

Particulars 2021 2020
Amount owed by Debtors 1,249 1,287
credit sales 6,738 6,441

Debtors collection period= (Amount owed by debtor/annual credit sales)*365

67.65880083

72.93199814
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Calculation of current ratio

Particulars

2021 2020
Current asset 2,303 2,355
Current liabilities 2501 3,046

Current ratio= current asset/ current liabilities

0.9171644763

0.7731451083
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Calculation of gearing ratio

Particulars 2021 2020
Loans and borrowings 4137 4129
Shareholder equity 3,088 2912

Gearing ratio= loans and borrowings/shareholder equity 1.420673077 | 1.417925824
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Calculation of interest cover

Particulars 2021 2020
Earning before interest and taxes 805 699
Interest expenses 226 181

Interest cover= EBIT/Interest expenses

3.561946903

3.861878453
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In the books of Wales plc
For the year ended 31/12/2022
Income Statement
Particulars £ £ Particulars £
To purchase 578650 By Sales 800,000
To gross profit C/d 221,350
Total 800,000 Total 800,000
By gross profit b/d 221350
To Admin exp 30,000
To interest paid
To director's remuneration
To distribution costs
To pay of ordinary dividend
To pay of preference dividend| 30,000
To corporation tax 100,000
To outstanding commission
To net profit
Total 221350 Total 221350
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In the books of Wales ple
For the year ended 31/12/2022
Statement of financial position
| mibimtes [ & [ e [ Ase [ & [ & |
Share capital Fixed Asset
Ordinary share 900,000 Plant 1,250,000
Pref share 500,000 Current asset
Total 1,400,000 Trade receivable 170,125
Add: Net profit -650 Cash and bank 96,000
Add: retained caming 132,000 Stock 510,850
1,531,350
Debentures 204,000
Current liabilities
Outstanding expenses 3000
Corporation tax 100000
Trade payable 188625
Total 2,026,975 Total 2,026,975
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Calculation of Return on capital employed

Particulars 2021 2020
Earning before interest and tax (EBIT) 805 699
Total Asset 9,736 10,087
Current liabilities 2,511 3,046
Capital employed 7,225 7.041

ROCE= EBIT/ Capital employed

11.14186851

9.927567107





