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[bookmark: _Toc111410360]Introduction
Accounting is a system that record, classify, and summarize the organization's transaction and provide information to interested users. Bookkeeping is the first fundamental of accounting. In this report an income statement of Wales plc will be prepared first, then a statement of owners’ equity of Wales plc will be presented and a statement of financial position will be prepared for Wales plc. The reason why the balance sheets always show a balancing figure will be described in this report. To analyze the financial statements of a company, calculating and analyzing the financial ratios are very useful. That is why every company as well as every investor analyses the financial ratios of every company to make their decision. Besides the performance of a company can be known by analyzing the ratios. Different financial ratios like ROCE, ROE, Earnings per share, Net profit margin, Asset turnover, Stock holding days, Debtors collection period, Current ratio, gearing ratio, and Interest cover of sweets plc will be calculated in this report. And comment on every financial ratio of sweets plc will be provided in the final part of the report. 
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[bookmark: _Toc111410362]Requirement (a) Preparation of an income statement and balance sheet for the year ended 31st December 2021 for Wales plc
Wales plc
Income statement
 For the year ended 31st December 2021
	Particulars
	£
	£
	£

	Sales
	 
	800,000
	 

	Add: new sales
	 
	980
	 

	Total sales
	 
	 
	800,980

	Less: Cost of sales
	 
	578,650
	 

	 
	 
	 
	578,650

	Gross Profit
	 
	 
	222,330

	Less: Operating expenses
	 
	 
	 

	Administrative expenses 
	 
	30,000
	 

	Directors’ remuneration 
	 
	5000
	 

	Distribution costs 
	 
	28000
	 

	Salesmen commission 
	 
	3000
	 

	 
	 
	 
	66,000

	Operating income
	 
	 
	156,330

	Other expenses
	 
	 
	 

	interest paid
	2000
	 
	 

	Add: accrued interest
	2000
	 
	4000

	Income before tax
	 
	 
	152,330

	Corporate tax
	 
	 
	100000

	Net income
	 
	 
	52,330





Wales plc
Statement of Changes in Equity
 For the year ended 31st December 2021
	Particulars
	£
	£
	£

	Retained profits on 1st January 2021 
	 
	132,000
	 

	Share capital
	 
	500,000
	 

	preference shares 
	 
	200000
	 

	Profit for the year
	 
	52,330
	 

	Less: Dividend paid
	 
	 
	 

	Ordinary 
	-20000
	 
	 

	preference shares 
	-30000
	-50000
	 

	Total Owners Equity
	 
	 
	834,330




Wales plc
Statement of financial position
 For the year ended 31st December 2021
	Particulars
	£
	£
	£

	Assets
	 
	 
	 

	Current Assets
	 
	 
	 

	Trade receivable 
	170,125
	 
	 

	Add: new sale
	980
	171,105
	 

	Cash and bank 
	 
	76,250
	 

	Stock on 31st December 2021 
	 
	330,600
	 

	Total current assets
	 
	 
	577,955

	Non-current assets
	 
	 
	 

	Plant and equipment 
	 
	650,000
	650,000

	Total assets
	 
	 
	1,227,955

	 
	 
	 
	 

	Liabilities and owners’ equity
	 
	 
	 

	Current Liability
	 
	 
	 

	Trade payable 
	 
	188,625
	 

	Commission payable
	 
	3000
	 

	Interest payable
	 
	2000
	 

	Tax payable
	 
	100000
	 

	Total Current Liability
	 
	 
	293,625

	Non-Current Liability
	 
	 
	 

	Debentures  
	 
	100,000
	100,000

	 
	 
	 
	 

	Owner's Equity
	 
	 
	834,330

	 
	 
	 
	 

	Total Liabilities and owners’ equity
	 
	 
	1,227,955





[bookmark: _Toc111410363]Requirement (b) The reason Why a Balance Sheet Balances
A balance sheet or statement of financial position of a company shows the total assets, liabilities, and owner's equity of a company. This balance sheet always balances. The balance sheets have mainly two sides. On one side all assets of an organization are shown (Ogneva, Piotroski and Zakolyukina, 2020). On the other side, all liabilities and owners’ equity are shown. So, the statement of financial position or balance sheet has two mains aside and three main elements. All transaction is recorded under these three main head assets, liabilities, and owner's equity. These three elements of owner’s equity as been described below:
Assets: assets are the first part of a balance sheet where all assets of an organization are classified and shown (Faccia and Mosteanu, 2019). The assets are classified into main categories. They are current assets and current liabilities. Cash and cash equivalent, account receivable, prepaid expense, inventory, marketable security, etc. are considered current assets. On the other hand, property plant and equipment, land, buildings, trademarks, furniture, machines, etc. are considered non-current assets.
Liabilities: In the second part of the balance sheets, there are two major elements. The first of them are liabilities. All external obligations of the organization are considered to be its liability of it (Inghirami, 2020). There are mainly two types of liabilities. The first of them is current liabilities. Future obligations that are due within one year are considered current liabilities. Accrued expenses, accounts payable, trade payable, tax payable, unearned revenue, etc. are considered current liabilities. On the other hand, long-term debt, long-term bank loans, debenture, etc. are considered long-term or non-current liabilities. 
Owners’ equity: In the second part of a balance sheet another component presented is the owners’ equity. Owners’ equity is the portion of assets of an organization that is calculated by deducting all liabilities from the net assets (Kahn and Baum, 2020). Retain earning is a component of the owner’s equity which is a portion of profit held by the organization to invest or to pay the debt. Ordinary share capital, preference share capital, etc. are summed up to find the owners’ equity. On the other hand, the dividend paid is deducted from the owner's equity to find the actual owners’ equity.
To know the reason why the balance sheet always balances, we need to understand the double entry system. Because the reason for balancing the balance sheets all the time is this double entry system.
The Basics of Double Entry
In a double entry system, every transaction is recorded in terms of two entries. One of them is called credit and the other one is called debit entry. For every entry, the amount of debt must be equal to the amount of credit (Sangster, 2022). The double entry system was first used in Europe to rationalize the transaction of organizations. It helps the business to determine its costs and benefits all the time. There is found seven different types of accounts in a business organization under which all business transaction is classified. Seven different accounts are 1) assets, 2) Liabilities, 3) Equity, 4) revenue, 5) expenses, 6) gain, and 7) losses. By considering all these accounts an equation was developed and which is considered to be the basic equation of accounting (Christodoulou and McLeay, 2019). The equation is assets = liabilities +owners’ equity. As the double entry system record, for every transaction in two accounts for this record the equation must be satisfied. For example, when an asset is bought by an organization, the assets account decreases, and cash decreases which is another assets account. So, for this transaction the equation is satisfied. Like this transaction, every transaction is recorded by following this principle and for this, the record satisfies the equation all the time.
In the balance sheet or statement of financial position, we found two sides. One is the assets side where all the assets of the company are accumulated. On the other side, we found owners' equity and liabilities were all the liabilities and owners’ equity are accumulated (Klymenko et al., 2019). So here in the balance sheet, it is found that balance sheet is another form of the accounting equation as total assets, total liabilities, and total owners’ equity are accumulated here and assets side and liabilities and owners’ equity side found same in this statement. As every entity is recorded following a double entry system and using the accounting equation. When all the transactions accumulated on the balance sheet it also balances there.
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1- ROCE
	Description
	2021
	2020

	ROCE= EBIT/Capital Employed
	620 / 5599
= 0.11 
	539 / 5958
= 0.09



Working 01
	Description
	2021
	2020

	Capital Employed = Total Assets – Current Liabilities
	9,736- 4,137
= 5599
	10,087-4,129
=5958



2- ROE
	Description
	2021
	2020

	ROE= Net income/ Shareholder's Equity
	431/3088
	366/2912

	
	0.139527355
	0.125643666



3- Earnings per share
	Description
	2021
	2020

	 Net income/ average Share outstanding
	431/5.12
	366/4

	
	84.01559454
	73.2



4- Net profit margin
	Description
	2021
	2020

	(Net income/ net sales) *100
	(431/6738) *100
	(366/6441) *100

	
	6.46052241
	5.739170936



5- Asset turnover
	Description
	2021
	2020

	(Net sales/Average Assets)
	(6738/19824)
	(6441/19824)

	
	0.339891041
	0.324909201






6- Stock holding days
	Description
	2021
	2020

	Stock holding days = (average inventory / cost of goods sold) x period length
	329.5/3235 x 365

                                      37
	683.5 /3096 x 365 

                                              81

	
	
	



7- Debtors collection period
	
	Description
	2021
	2020

	Debtors collection period ratio
	Debtors (amount of money owned) / sales x period length
	1249/ 6738 x 365
	2355/ 6441 x 365

	
	                      66
	                 133



8- Current ratio
	
	Description
	2021
	2020

	Current ratio
	Current assets/Current Liabilities
	2303/ 2511
	2355/ 3046

	
	1
	1




9- Gearing ratio
	
	Description
	2021
	2020

	Gearing ratio
	Total debt/ Total Equity
	6648/3088
	7175/2912

	
	
	2.1521528
	2.4630965



10- Interest cover
	
	Description
	2021
	2020

	Interest cover
	EBIT/Interest expense
	394/226
	366/181

	
	
	1.7356828
	2.010989
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01. ROCE
The ratio of operating profit to capital employed is displayed here. When we break down the first part of the equation, we find that the industry's operating income or EBIT was 620 and 539, respectively. Within a year, they managed to improve their operational profit. After that, the ratio of capital utilized dropped to 5599 to 5958, indicating a proportional reduction. Finally, the company's return on capital employed (ROCE) in 2020 was 0.09 and its ROCE in 2021 was 0.11. Clearly, their ROCE has improved over time. For a corporation to be in a favorable position over two years, a ratio of 10% is considered typical. When compared to the prior year, this ratio is lower. Rising asset values are a primary factor in this shift.
2. ROE
Simply said, return on equity measures the profitability of an organization as a percentage of the profits retained by the shareholders. The company earned £431 million in 2021, up from £366 million in 2020. That is, 2021 has seen an improvement in net income. It is also certain that the quantity of equity in the company's shares will grow in 2021. The return on equity was 13% in 2021, up from 12% the year before. Here, 15% To 20% is the norm. Comparing 2021 and 2020's ratio analysis results to the average value reveals that they are significantly lower. This means that the return on investment for stockholders is minimal.
3. Earnings per share
Divide the company's fixed dividend by the number of shares to get the profit attributable to each share. Earnings per share, or EPS, is a common method of expressing this figure. Earnings per share is a common measure of a company's profitability. An increase in the number of shares purchased by investors is common if the company has a high earnings per share. In this table, we can see that in 2020, EPS was 73, and in 2021, it was 84.01. The company's per-share earnings rose.
4. Net profit margin
Here we see it represented as a percentage of net income to total revenue. Income after tax was £431 million in 2021, up from £366 million in 2020. That is to say, the level of net profit has grown. Sales on the bottom line for 2021 were also up from the previous year. It is also expected that net profit margin will be greater in 2021 than it was in 2020. Typically, a result of 10% is accepted as satisfactory. However, there are also places in both years that are lower than this mean. Specifically, its net revenue margin is not healthy in any given year.
5. Asset turnover
This graph displays monthly net sales and monthly average assets. The proportion's value shifts when net sales fall or average assets rise (Jurakulovna, 2021). Based on the analysis from 2021, the asset turnover was 34%, whereas the data from 2020 put it at 32%. From 2020 to 2021, the proportion has grown. An asset turnover ratio in the 25-50 percent range is acceptable. Two years as a ratio is a solid choice there.
6. Stock holding day
The number of days a company keeps its stock in storage before selling it is an indication of how long it takes to turn over its inventory (Husna and Satria, 2019). The report reveals the typical turnover time for a company's stock. In 2020, they were able to sell out of their whole stock in just 37 days, which is fantastic; in 2021, however, they took 81 days.
7. Debtors collection period
If a company's collection period is less than 30 days, it's in a good position. The debtor's collection term here in 2020 was 66 days, and in 2021 this was 133 days. It's significantly longer than the barest requirement for a collection. The debtor collection period ratio does not bode well for the organization.
8. Current Ratio
This ratio is a proxy for an organization's financial health. Generally speaking, it's best to strike a balance between setting the bar too high and setting the bar too low when establishing organizational ideals (McCosker, 2021). This ratio plays an extremely important part in keeping the business functioning smoothly. 2020:2021 is a 1:1 ratio. The proportion was unchanged in this situation. The range of 1.2 to 2 is typically accepted as optimal. The company is reasonably well-positioned despite its lower-than-average market valuation.
9. Gearing ratio
In order to assess the financial and leverage stability of a company's debt, the gearing ratio reflects shareholder equity to debt in several different ways (Easton, 2018). A ratio of no more than 2 or 2.5 debt to equity is regarded as optimal. For the business, a 2020 ratio of 2.15 and a 2021 ratio of 2.46 is very encouraging. Gearing-wise, the corporation appears to be in fine shape.
10. Interest cover
The interest cover ratio is a useful metric for gauging a firm's ability to meet interest payments on its obligations (Welc, 2012). The lowest permissible interest coverage ratio for a business is 2. It was 1.73 in 2020, which is excellent, and 2.010 in 2021, which is excellent for the firm.
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[bookmark: _Toc111410367]Conclusion
A balance sheet or statement of financial position of a company shows the total assets, liabilities, and owner's equity of a company. The balance sheets have mainly two sides. On one side all assets of an organization are shown. On the other side, all liabilities and owners’ equity are shown. The reason for balancing the balance sheets all the time is this double entry system. As every entity is recorded following a double entry system and using the accounting equation. When all the transactions accumulated on the balance sheet it also balances there. Besides, the most of the financial ratios of Sweets plc company seems to be in a good position.
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