





LCBB4001 Accounting Fundamentals
Essay

The study compares and contrasts two companies, Wales plc and Sweet's plc, in terms of their financial performance and overall health. Based on the company's financial records, Wales plc's income statement and balance sheet as of December 31, 2022, will be created in the discussion. To better reflect the financial condition and standing of the firm during the accounting period, the accounts in the ledger are adjusted as new information becomes available.
Conversely, a comprehensive financial ratio analysis is performed for Sweet's plc, a prominent UK-based producer of sweets as well as confectionery with a global market existence, throughout the course of time 2021 and 2020. The company operates within a rapidly expanding market segment. Financial viability, liquidity, and indebtedness will all be assessed with the use of financial ratios, which are computed from the accounting records of the business.
[bookmark: _GoBack]This study's primary goal is to provide a comprehensive analysis of these companies' financial stability and long-term viability. This report aims to provide helpful insights regarding the financial health and strategic future of Sweet's plc, in addition to presenting the accounting records for Wales plc. This essay's overarching goal is to help both organizations grow and develop sustainably by providing context for the financial metrics and statements that form the basis of strategic decisions.
While compiling the income statement and statement of financial position, it is necessary to account for any adjustments that are yet to be specified in the accounts in the ledger (Gibson, 2012).
	Income Statement for the year ended 31st December 2022

	Particulars
	(£)

	Sales
	800,000

	Cost of Sales
	-578,650

	Sales Commission
	-3,000

	Gross Profit
	218,350

	Administrative Expenses
	-30,000

	Directors Remuneration
	-5,000

	Distribution Costs
	-28,000

	Profit Before Interest and Tax
	155,350

	Interest Paid (4% Debentures)
	-2,000

	Profit Before Tax
	153,350

	Corporation Tax
	-100,000

	Profit After Tax
	53,350

	Ordinary Dividend Paid
	-20,000

	Preference Dividend Paid
	-30,000

	Retained Profit for the Year
	3,350



	Statement of Financial Position as of 31st December 2022

	Particulars
	(£)

	Non-Current Assets

	Plant and Equipment
	1,250,000

	
	

	Current Assets

	Stock
	510,850

	Trade Receivable
	171,105

	Cash and Bank
	96,000

	Total Assets
	2,027,955

	
	




	
Equity and Liabilities

	
Equity

	Ordinary Shares
	900,000

	Preference Shares
	500,000

	Retained Earnings
	135,350

	Total Equity
	1,535,350

	Non-Current Liabilities

	4% Debentures
	200,000

	
	

	Current Liabilities

	Trade Payable
	188,625

	Sales Commission
	3,000

	Corporation Tax
	100,000

	Total Liabilities
	491,605

	Total Equity and Liabilities
	2,027,955



In addition to the costs already accounted for in the Income Statement, the Sales Commission, as well as Corporation Tax in Current Liabilities, have been included, and the Trade Receivables have been increased by the amount of Goods (£980) not documented in the ledger account (Gitman and Zutter, 2011).
Since it follows the basic accounting equation, the Statement of Financial Position, often known as the Balance Sheet, always comes out in the balance, Assets = Liabilities + Equity. To rephrase, a business receives money to put towards its obligations (Liabilities) and its investments (Equity) in order to operate (Palepu et al., 2013). This basic concept is the cornerstone of double-entry bookkeeping, which asserts that each and every monetary transaction has an impact that is equal and opposite in at least two independent accounts.
Assets are the resources that are possessed by a corporation, either as a consequence of previous transactions or events or as a result of those from which it is anticipated that it will get future economic advantages. Stock, Trade Receivables, Cash, and Bank Accounts are examples of both current and noncurrent assets held by Wales plc (Financial Times, 2021). It is anticipated that the Non-Current Assets, which include Plant and Equipment for Wales plc and have a value of 1,250,000 pounds, would generate economic advantage over a period of time that is greater than one fiscal year.
Short-term economic advantages of £777,955 could be seen in current assets, trade receivables, stock, and cash and bank. At the close of the fiscal year, the business has an inventory that has a total worth of £510,850. Customers owe the business a total of £171,105 for products and services that were offered on credit. Last but not least, the firm has £96,000 in cash and bank deposits, making this the most liquid asset.
After subtracting the debts owed by the firm (its liabilities), the remaining balance is the equity of the owner in the company. It's the company's remaining stake in its assets after obligations have been paid. Included in this category are Preference Shares, Ordinary Shares, and Retained Earnings held by Wales plc. Common Stock and Preferred Stock The stockholders' capital represents £1,400,000 worth of stock (Brigham and Ehrhardt, 2011). This will provide the firm with funding for the foreseeable future. After paying out dividends, the company has £135,350 in Retained Earnings from previous years. That which is put back into the business comes from the company's earnings.
A company's liabilities include its debts and other financial commitments to other parties. This contains Sales Commission, Trade Payables, and Corporation Tax as present obligations, and 4% Debentures as a non-current obligation, for Wales plc. The £200,000 in 4% Debentures issued to the corporation are a long-term loan with a due date and interest rate set in stone. The total amount owed to vendors by the business for products and services acquired on credit is £188,625 (Accounting Tools, 2021). There is an unpaid commission in the amount of £3,000 payable to salespeople. For the time period under review, a Corporation Tax payment to the government of £100,000 is required.
The whole Assets of Wales plc (£2,027,955) are the same as the total Liabilities and Equity (£2,027,955). The assets equal the liabilities plus the equity; thus, the Statement of Financial Position is in balance. Accounting has a built-in system of checks and balances that helps to prevent fraud and ensures the integrity of financial statements.
The calculation of ratios for Sweets plc is shown below.
It refers to the Return on Capital Employed (ROCE) that determines a company's profitability. Operating profit divided by the gap between total assets & current liabilities yields ROCE.
ROCE for 2021: 805 / (9736 - 2511) = 11.5%
ROCE for 2020: 699 / (10087 - 3046) = 9.6%
Return on Equity (ROE) is a measure of a company's profitability that can be calculated by dividing its net income by its shareholder capital. By dividing the net income by the total equity, the return on equity can be calculated (Palepu et al., 2013).
ROE for 2021: 431 / 3088 = 13.96%
ROE for 2020: 366 / 2912 = 12.57%
When calculating earnings per share (EPS), yearly net income is divided by the total amount of shares outstanding. Assuming a share price of 50 pence and an authorised capital of £300 million, there would be 600,000,000 issued shares.
EPS for 2021: 431 / 600 = £0.72
EPS for 2020: 366 / 600 = £0.61
Simply dividing the Net Profit by the Revenue gives the Net Profit Margin.
2021: 431 / 6738 = 6.4%
2020: 366 / 6441 = 5.7%
The asset turnover ratio measures the efficiency with which a corporation converts its assets into cash flow. The method for it involves dividing Total Revenue by Total Assets, which yields the result (Drury, 2013).
2021: 6738 / 9736 = 0.69 times
2020: 6441 / 10087 = 0.64 times
Stock Holding Days is a ratio that indicates how long an organisation waits to sell its inventory after it has purchased it. The formula for this is (Inventory / Cost of Sales) multiplied by 365.
2021: (708 / 3235) * 365 = 80 days
2020: (659 / 3096) * 365 = 78 days
This ratio, also known as Debtors Collection Period, determines how soon an organisation is able to recover past-due payments from its customers (Gibson, 2012). It is determined by multiplying the ratio of trade receivables to revenue by 365.
2021: (1249 / 6738) * 365 = 68 days
2020: (1287 / 6441) * 365 = 73 days
As a measure of liquidity, the current ratio compares the value of a company's short-term holdings to the worth of its short-term liabilities in order to determine the extent to which the company can satisfy its short-term commitments. It is calculated by subtracting current liabilities from current assets.
2021: 2303 / 2511 = 0.92
2020: 2355 / 3046 = 0.77
The Gearing Ratio is a ratio that is used to quantify the level of financial risk in a business by comparing the amount of owner equity (or capital) to the amount of borrowed cash. The formula for this is (non-current liabilities / Equity) multiplied by 100 per cent.
2021: (4137 / 3088) * 100 = 134%
2020: (4129 / 2912) * 100 = 142%
Interest Cover is a ratio that indicates how readily a corporation can pay the interest that is accrued on any loans that it has. It is determined by taking the Operating Profit and dividing it by the Interest payable (Gitman and Zutter, 2011).
2021: 805 / 226 = 3.56 times
2020: 699 / 181 = 3.86 times
All of these figures are done with numbers in the millions, and percentages are adjusted to the closest two decimal places.
Considering a variety of financial measures computed for the years 2021 and 2020, the financial performance and position of Sweets plc are examined. Stock market value and the continued existence of businesses rely heavily on their capacity to turn a profit. The profitability of Sweets plc is studied here from a variety of angles (Kieso et al., 2010).
As a first indicator of improved profitability, the company's Return on Capital Employed (ROCE) jumped from 9.6% in 2020 to 11.5% in 2021. This growth indicates the company's capacity to transform money into profits has improved, as seen by a higher return on investment. This increased productivity bodes well for the firm in the face of the challenges inherent in operating in the highly competitive confectionery manufacturing sector.
Also, the company's efficiency in generating profits from shareholder equity improved, as measured by Return on Equity (ROE), which rose from 12.57% in 2020 to 13.96% in 2021. Investors should take heart from a rising return on equity (ROE) since this usually suggests that a firm is expanding its profits without correspondingly boosting its stock base. Increases in return on equity (ROE) over time are indicative of successful management and the company's ability to reinvest its profits for further growth (Kimmel et al., 2010). The net profit margin for Sweets plc rose from 5.7% in 2020 to 6.4% in 2021, showing a rise in the company's efficiency at converting revenue into net profit after deducting all expenditures. This might be attributable to the company's better financial management and position of strength, such as via enhanced operational efficiency, pricing power, or cost savings.
Earnings per share (EPS) ended up being £0.72 in 2021, up from £0.61 in 2020. A rising EPS indicates that the firm is becoming more profitable per share of stock issued, which might lead to a rise in the stock price if the market thinks this trend will continue. The ratio of assets turned over per year rose from 0.64 in 2020 to 0.69 in 2021, indicating improved productivity. This growth indicates that Sweets plc made better use of its resources in 2021 to create income. Industry with big capital expenditures, such as manufacturing, often benefits from higher asset turnover since it indicates greater asset utilisation.
The stock holding duration, however, rose from 78 days to 80 days, suggesting a slower turnover of inventories. Problems with inventory management, sluggish sales, or deliberate hoarding are all possibilities (Palepu et al., 2013). While this isn't a huge shift, it does highlight the need for careful inventory management in perishable sectors like the candy business. On the other hand, the company's collection duration for receivables shrank from 73 days to 68 days, showing faster collection activity. This enhancement helps with cash flow and lowers bad debt risk, all of which add up to a stronger financial position.
The current ratio, a measure of the company's capacity to pay its short-term debts, rose from 0.77 to 0.92, indicating improved liquidity. This increase reflects stronger short-term financial stability, while it is still below the usual criterion of 1. But if it's below 1, it means current obligations are more than current assets, which might create liquidity issues. The gearing ratio, which indicates the extent to which a company's capital is funded by debt, fell for Sweets plc from 142% in 2020 to 134% in 2021 (Stickney et al., 2010). Companies with an elevated gearing ratio are likely largely reliant on debt financing, which might expose them to greater financial risk. There is still a need for diligent debt management despite the fact that the amount has decreased somewhat.
The interest coverage ratio also fell, from 3.86 in 2020 to 3.56 in 2021. The decline has not affected the firm's ability to pay interest out of its operational income. But a negative trend that persists might mean heightened financial danger. Over the course of 2020 and 2021, Sweets plc looks to have strengthened its financial position. It is more profitable, generates money more efficiently, and is more financially stable in the near term than it was before. The company's heavy reliance on debt financing, however, raises concerns about its financial stability.
The future strategy should centre on significant financial leverage being reduced while preserving and boosting profitability and efficiency. Cash flow might be improved by reducing the amount of time stocks are held, and financial risk could be mitigated by effective debt management. While evaluating a company's financial health, it is necessary to take into account the sector and broader economic climate (Wild et al., 2011). In order to maintain growth and profitability, it is essential for Sweets plc to keep an eye on market shifts and adjust strategy accordingly.
Wales plc and Sweets plc's financial analyses provided valuable information on the companies' financial health, standing, and future prospects. Wales plc's financial health has been accurately shown after a thorough study of its ledger records and the resulting creation of a statement of earnings and a statement of financial status. Wales plc's well-managed finances, including its healthy surplus and moderate spending, are indicative of strong management and suggest the company has room to expand. The complete financial ratio analysis conducted over a two-year period for Sweets plc, a firm with a global reach in the confectionery sector, reveals a strong financial performance. The firm has shown sustained sales and profit growth while operating in a highly competitive field. It is recommended, however, that the rising gearing ratio and the falling liquidity ratio be handled with due diligence.
The findings from these financial assessments might be used as a basis for making decisions, directing strategy, and shaping the expectations of stakeholders. While both businesses show signs of sound financial management, maintaining growth and expansion over the long term requires constant attention to detail and the adoption of proven tactics. Understanding and accurately analysing financial data is critical in today's fast-paced corporate environment, both for internal decision-making and for presenting transparent and trustworthy information to stakeholders. Both companies can gain from this study by taking a more well-informed and efficient approach to their future development by better matching their plans with their financial reality.
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