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1 (a)
 In the books of Dale Ledger accounts for the year ending December 31, 2019 
Bank account
	Dr.
	
	
	Cr.

	Particulars
	Amount (£)
	Particulars
	Amount (£)

	To Balance B/D
	5000
	By Creditor Account
	29000

	To Debtor Account
	45000
	By Delivery Van Account
	12000

	To Cash Account
	3000
	By Balance C/D
	12000

	
	53000
	
	53000



Cash Account
	Dr.
	
	
	Cr.

	Particulars
	Amount (£)
	Particulars
	Amount (£)

	To Balance B/D
	1000
	By Purchases Account
	15000

	To Sales
	20000
	By Office Expenses Account
	9000

	To Debtor Account
	7000
	By Bank Account
	3000

	
	
	By Balance C/D
	1000

	
	28000
	
	28000


 
Creditor account
	Dr.
	
	
	Cr.

	Particulars
	Amount (£)
	Particulars
	Amount (£)

	To Bank Account
	29000
	By Balance B/D
	2000

	To Balance C/D
	3000
	By Purchases Account
	30000

	
	32000
	
	32000


 
Debtor Account
	Dr.
	
	
	Cr.

	Particulars
	Amount (£)
	Particulars
	Amount (£)

	To Balance B/D
	6000
	By Bank Account
	45000

	To Sales Account
	50000
	By Cash Account
	7000

	
	
	By Balance C/D
	4000

	
	56000
	
	56000


Furniture Account
	Dr.
	
	
	Cr.

	Particulars
	Amount (£)
	Particulars
	Amount (£)

	To Balance B/D
	10000
	By Balance C/D
	10000

	
	10000
	
	10000


 
Purchases Account
	Dr.
	
	
	Cr.

	Particulars
	Amount (£)
	Particulars
	Amount (£)

	To Dodd Account (Creditor)
	30000
	By Balance C/D
	45000

	To Cash Account
	15000
	
	

	
	45000
	
	45000


 
Sales Account
	Dr.
	
	
	Cr.

	Particulars
	Amount (£)
	Particulars
	Amount (£)

	To Balance B/D
	70000
	By Cash Account
	20000

	
	
	By Fish Account (Debtor)
	50000

	
	70000
	
	70000


 
Office Expenses Account
	Dr.
	
	
	Cr.

	Particulars
	Amount (£)
	Particulars
	Amount (£)

	To Cash Account
	9000
	By Balance C/D
	9000

	
	9000
	
	9000


 
Delivery Van Account
	Dr.
	
	
	Cr.

	Particulars
	Amount (£)
	Particulars
	Amount (£)

	To Bank Account
	12000
	By Balance C/D
	12000

	
	12000
	
	12000


 
Capital Account
	Dr.
	
	
	Cr.

	Particulars
	Amount (£)
	Particulars
	Amount (£)

	To Balance C /D
	20000
	By Balance B/D
	20000

	
	20000
	
	20000


Trial Balance
 
	
	Debit
	Credit

	Particulars
	Amount (£)
	Amount (£)

	Bank
	12000
	

	Cash
	1000
	

	Fish Account (Debtor)
	4000
	

	Dodd Account (Creditor)
	
	3000

	Furniture Account
	10000
	

	Sales Account
	
	70000

	Purchases Account
	45000
	

	Office Expenses Account
	9000
	

	Delivery Van Account
	12000
	

	Capital Account
	
	20000

	
	93000
	93000


 
Statement of Profit or Loss for the financial year ended at December 31, 2021
 
	Particulars
	Amount (£)
	Amount (£)

	Sales
	
	70,000

	Less: Cost of Goods Sold:
	
	

	Purchases
	45000
	45000

	Gross Profit
	
	25000

	Less: Operating Costs:
	
	

	Office Expenses
	9000
	9000

	Net Profit
	
	16000


 
 
Balance sheet for the year ended December 31, 2017
 
	Particulars
	Amount (£)
	Amount (£)

	Sources of Funds:
	
	

	
	
	

	Owned Funds:
	
	

	Capital
	20000
	

	Profit for the year
	16000
	36000

	Total
	
	36000

	
	
	

	
	
	

	Funds Applied:
	
	

	Fixed Assets
	
	

	Furniture
	10000
	

	Delivery Van
	12000
	22000

	
	
	

	Working Capital
	
	

	
	
	

	Current Assets
	
	

	Cash Account
	1000
	

	Bank Account
	12000
	

	Fish Account (Debtor)
	4000
	

	(A)
	17000
	

	Current Liabilites
	
	

	Dodd Account (Creditor)
	3000
	

	(B)
	3000
	14000

	Total
	
	36000
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Profit is essentially an item derived from the income statements. Whereas, Cash is an item of the Balance Sheet or statement of the financial position. Cash is a tangible asset. Hence, its actual outflow or inflow is recorded. It is physical, and real. Profit on the other hand is of notional nature. It is derived as a result of surplus of revenues over the expenses of the business for an accounting year (Priyadharshini & Rajeshwari, 2020). 
However, the best practices in accounting while recording a business transaction is based on the concept of conservatism to determine whether a business was profitable in a particular financial year or not (Hutapea & Sudjiman, 2020). The conservatism concept of accounting includes any expenses or payments that have actually been accrued for the year. Any payment which has not been paid yet but has accrued already, will be considered. However, any payment which has already been paid in advance, but has not yet accrued will be excluded. This is to reflect the true expenses of the business for the financial year.
Secondly, an income statement may reflect a number of non cash expenses, such as depreciation or provision for doubtful debts. Whereas, the cash outflow, for example, in a transaction to purchase an asset, would not reflect in the income statement.
For example, the income statement may reflect that a business has earned a considerable profit for a particular period, and in that very accounting year, there was a huge cash payment for purchase of building and machinery (Rashid, 2018). As a result, the cash in hand, or cash at bank may be much lesser than expected by the layman. However, a close examination will reveal that the cash transaction of the purchase of building and machinery did not reflect as an expense of the current year in the income statement. It was recorded as an asset in the Statement of financial position (ElMassah, AlSayed & Bacheer, 2019). Thus, the increased profit for the business does not necessarily mean an increase in cash. Similarly, an expense for the business which was either outstanding for previous year, or which is paid in advance for the current year, will affect the current year’s cash flow. But the same expenses would be excluded from the current year’s income statement. This scenario will also result in an increase in the current year’s profit in the income statement, whereas the cash balances might show a different result. This is the reason why an increased profit may not also mean an increase in cash. Similarly, an increase in cash may not necessarily mean an increase in the profit levels of the company for the financial year.
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Profitability Ratios

	Profitability ratios
	2020
	2019

	Gross margin
	(406400/1,159,850)*100
	(340995/1,391,820)*100

	
	35.03%
	24.49%

	Operating Margin
	(235450/1,159,850)*100
	(179545/1,391,820)*100

	
	20%
	12.90%

	Operating Profit
	(406,400-170,950)
	(340,995-161,450)

	
	235450
	179545

	Return on Assets
	(155150/341,400)*100
	(118745/509,590)*100

	
	45%
	23.30%

	Return on Equity
	(155,150/407,420) * 100
	(118,745/546,165) * 100

	
	38.08%
	21.74%



Gross margin is calculated after dividing the revenue, which is calculated by subtracting the cost of goods sold. In the year of 2019, the gross profit ratio is 35.03%, which is showing that the organization has a high profit the previous year and in the year 2020 the rate of GP is 24.49%, which indicates that the profit becomes lower than the previous years. When the COGS become higher it will reflect that the company is raising the manufacturing expenses and for this reason the profit becoming lower. 
On the other hand, When the COGS will be lower then it will reflect that the company has the chance to gain higher profit in that particular year. It reflects that the Dale authority has to reduce the operational cost to minimize the COGS and increase the profit level. It also can be said that the efficiency of the management, as well as the employees, need to improve. The increasing selling price decreases the demand of customers to buy the product. Hence, the authority has to focus on the GP ratio.

Operating Margin = ”(Operating Profit / Net Sales) * 100”

The Operating Profit Margin of Dale is lower than the earlier year. In 2019, the operating margin was 20% which is a decrease in the year 2020 of 12.9%. This ratio is helpful for measuring the profitability of the company (Abadi et al., 2019). When the operating expenses of the organization will rise then the operating profit will be minimum. On the contrary, the lower cost of operation results in a high operating margin ratio. It is considered that when the saving portion of the organization is calculated after deducting all the expenses (Haralayya, 2021). Hence, the profit margin is that portion of sales that is not used in any operational activities of the organization. 
The profit margin can be used as the factor of pricing control for the Dale management. Profitability ratios refer to the ability of the firm which depicts earning ability from its operations. It generally indicates how well the company is efficient in revenue and values for shareholders. The two-year profitability ratios of the Dale company depict that its gross profit has increased in 2020. It was quite higher in the previous year and in the current year, the performance of the company is decreasing. 


Operating Profit = “(Gross Profit - Operating Expenses)”

Return on Assets = “(Net Income/ Assets) * 100”

For 2019
(118745/509,590)*100=23.3%

When the company has used the assets to generate revenue then it is called the ROA. It is effective for the assets measurement of the company. The value of assets can be estimated by the effective ROA formula. The return on equity of the two years depicts an increment in return from its shares. This is a good sign for the company that is depicting it has a good return on the equity. The return on equity for the year was 38.08% in 2020. 

Liquidity Ratios



	Current Ratio
	(390,710/241,590)
	(528,855/430,680)

	
	1.61
	1.22

	Quick Ratio
	(206550 + 95,400) /241,590
	(419,455) / 430,680

	
	1.24
	0.97

	Cash Ratio
	(95,400/241,590)
	0/430,680

	
	0.39
	0




The ratio that measures a company’s ability to meet short term obligations or the payments that are due to be met in the period of one year. (Abadi et al. 2019)
From the above analysis it is clear that the current ratio for the company during the year 2019 was 1.22 and that of 2020 was 1.61.
The current ratio has thus improved for the company. This means that the company is able to meet its short-term obligations on time.
Quick Ratio = “(Cash and Cash Equivalents, Accounts Payable, Short-Term Investments) / Current Liabilities)”
Without selling its inventory or obtaining a further loan, a company’s capacity to pay its current liabilities is depicted in the Quick Ratio.
From the above analysis, it is clear that the quick ratio for the company for the year 2020 is 1.24 as against 0.97 in the year 2019. Quick ratio is important for the sustainability of Dale for long time. It will give the boost to the company to take future decision. As the quick ratio is based on the current assets and current liabilities then it is important for plan of the organization. 
Therefore, it is evident that the company has improved upon its ability to pay the current liabilities without selling its quick inventory or obtaining further short-term loan assistance over the year 2020.

Cash Ratio = “(Cash and Cash Equivalents) / Current Liabilities”
The Cash ratio says when a company is able to meet its current liabilities i.e. the short term liabilities are met only through its cash balances.
From the above analysis, it is evident that in the year 2019, the company did not have sufficient cash or cash equivalent assets to pay off its current liabilities. However, in the year 2020, the company’s cash and cash equivalent assets have been able to meet 0.39 times of the current liabilities, which is still below the average of a cash ratio of one (Rimawan, 2021). 
The company needs to focus on cash management and also needs to ramp up its cash flow operations in order to achieve a good cash ratio. Cash ratio ensures a company is in a good position to meet its short term current liabilities through only cash or cash equivalent assets.

Efficiency ratios

	Efficiency ratio
	2020
	2019

	Working Capital Turn over
	(1,159,850/ (390,710-241,590)
	1391820 / (528,855- 430,680)

	
	7.77
	14.17

	Inventory Turnover Ratio
	(753,450/88,760)
	(1,050,825/109,400)

	
	8.48
	9.6




The relation between a company’s net working capital and its net revenues or turnover is depicted in the Working capital turnover ratio (Bionda & Mahdar, 2017). The ratio is an indicator of the firm’s operational efficiency. It generally means how a company is efficiently able to utilise its funds which are available at its disposal to produce its goods or services in a focused and streamlined manner. (Nkem  and Akujinma, 2017) It means how many times a working capital is needed in order to complete the annual sales.
From the above analysis it is evident that the company was able to streamline its production in the year 2020 as compared to the year 2019.
Inventory Turnover = Cost of Goods Sold/Average Inventory
Efficiency ratios measure the ability of the company to generate income from its assets. For measuring efficiency ratios for Dale company two financial metrics have been taken. Firstly, working capital ratio and secondly, inventory turnover ratio . Generally it is understood that when the firm’s working capital ratio drops and falls below 1 it depicts the company has negative cash flows. In the case of Dale company it is depicting the company has less current assets over its current liabilities (Septikasari, 2021). 
Analyzing the two year working capital of Dale company. A fall can be observed. It was 14. 17% in 2019 and decreased to 7.77% in 2020. This is depicting that it has less cash to meet its short term obligations as compared to the previous year. A fall can create difficulty in  meeting short-term obligations. In addition, it can be understood that a fall represents the company remaining unsuccessful in running its business operations (Gurskaya, Kuter & Bagdasaryan, 2019, May). On the other hand, inventory turnover ratio is referred to a rate on which inventory stock will be sold , replaced or used. This is generally calculated by the cost of goods sold over average inventory. The two year inventory turnover ratio is depicting  a fall in ratios from 9.6% to 8.48% in 2020. This depicts that the efficiency of the company will decrease in the year 2020.
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4 (a)
 
In the books of Liz and Kate:
 Schedule of expense for public liability insurance to be reported in the Statement of Profit or Loss for the year ending 31st December 2017.
 
	Particulars
	Amount (in £)
	Note

	Payment made on 1st January 2017 for 6 months ending on June 30, 2017
	550
	A

	Expense to be considered for the financial year 2017 out of the payment made on 1st January 2017 for 12 months ending on June 30, 2018 (July to December 2017 i.e., {(1100 / 12)*6 }
	550
	B

	Total Insurance Expense (A) + (B)
	1100
	 

	Prepayments for the year 2017 for the Insurance payments of 2018 is 550 {1100 - (B)}
	550
	 


 4(b)
In the books of Liz and Kate:
Since the payments, which are yet to be accrued for the year 2018, are already made in the year 2017, it will be shown as a prepayment of the expense in the Statement of Financial Position as at 31st December 2017. The value of the prepayment of the public liability insurance would be £550.00 (The working is tabulated in the above expense schedule)
 
4 (c)
 
In the books of Liz and Kate:
 Depreciation Schedule for 4 financial years of the Delivery Vehicle purchased on October 1, 2017
 
	Method:
	Reducing Balance Method

	Rate of Depreciation:
	20 percent per annum

	Financial Year ends on:
	December 31st every year

	 
	 

	Particulars
	Amount (in £)

	Cost of Delivery Van on October 1, 2017
	25000

	Less: Depreciation for the year 2017  (for 3 months, i.e. from October to December)
	1250

	(25000*20%) * 3/12
	 

	Balance as on January 1, 2018
	23750

	Less: Depreciation for the year 2018
	4750

	(23750*20%)
	 

	Balance as on January 1, 2019
	19000

	Less: Depreciation for the year 2019
	3800

	(19000*20%)
	 

	Balance as on January 1, 2020
	15200

	Less: Depreciation for the year 2020
	3040

	(15200*20%)
	 

	Balance as on January 1, 2021
	12160
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