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[bookmark: _Toc112682703]Introduction 
Accounting fundamentals involve all the procedures which are essential for assessing  the position and performance of the organisations in the market. It includes record keeping which is the primary and crucial function of accounting (Caswell, 2019). In the report, the fiscal resorts will be computed to evaluate the performance of Wales plc in the UK marketplace. The ratio analysis of Sweets Plc will also be done to examine the real performance of the firm in the market. 




[bookmark: _Toc112682704]Question 1
a) Income Statement and Balance sheet of Wales Plc for the year ended 31st December 2021
Profit and loss accounts can be defined as those financial statements which are prepared and maintained in the company in order to comprehend the precise income, loss, profit, or expenditure incurred when conducting business over a specific period of time. The manager of Wales Plc should prepare a profit and loss account in their company because it is very important as this reveals the exact profit and loss incurred in their company (Semenyshena et al., 2020). As a result, they will be able to know whether their company is making profit or loss during a year. With the help of a profit and loss account, the manager of Wales Plc can make more informed decisions which will enable them to grow their business than their competitors. If the manager of Wales Plc performs better in the market place than their competitors, then they will be able to draw in consumers attention which may assist them to earn a huge amount of profit. One of the biggest advantages of preparing a profit and loss account in the company is that the manager of Wales Plc can know their total expenses because it gives information to them from which they can control their expenses and overspending (Umbach, 2018). As a result, by controlling overspending, the manager of Wales Plc can save some of their money which may help them for future transactions. The income statement of Wales Plc for the fiscal year is computed below:
	“Income Statement of Wales Plc for the Year ended 31st December 2021”
	
	

	“Particulars”
	“Amount (£)”
	“Amount (£)”

	“Sales
	
	800000

	“Add: Unrecorded sales
	
	980

	“Less: Cost of Sales
	
	578650

	
	
	

	“Gross Profit”
	
	222330

	“Less: Non-Manufacturing Expenses”
	
	

	“Ordinary Dividend Paid”
	20000
	

	“Preference Dividend Paid”
	30000
	

	“Administrative Expenses”
	30000
	

	“Interest Paid”
	2000
	

	“Directors Remuneration”
	5000
	

	“Distribution Costs”
	28000
	

	“Outstanding Commission”
	3000
	118000

	“Profit Before Tax”
	
	104330

	“Less: Corporate Tax”
	
	100000

	“Profit After Tax”
	
	4330


Table No.1: “Income Statement of Wales Plc”
(Source: Created by learner)

Working Notes:
1. Total sales or turnover for the current fiscal year = £ (800000 + 980)
                                                                               = £800980
2. Gross Profit for the current fiscal year = £ (800980 - 578650)
                                                                          = £222330
3. Total non-manufacturing expenses of the business for the current fiscal year 
= £ (20000 + 30000 + 30000 + 2000 + 5000 + 28000 + 3000
= £118000
4. Profit of Wales before corporate tax = £(222330 - 118000)
                                                          = £104330
5. Profit of Wales after Tax or Net Profit of the business = £(104330 - 100000)
                                                                                       = £4330

Justification:
Wales 	Plc is a company who mainly operates its business operations in the marketplace of the United Kingdom. In 2021, the company made a total sales of £800980. On the other hand, the total cost of sales of the business for the year 2021 was £57865. As a result of this, the gross profit of Wales Plc for 2021 was £222330. Along with this, the indirect or the non-manufacturing expenses of the business involves ordinary and preference dividend payments, administrative expenses, interest paid, directors remuneration, distribution costs and outstanding commission (Allee et al., 2022). The total indirect expenses of the business for the year was £118000. Therefore from their functions in the marketplace, the management of Wales Plc has earned a revenue of £4330. If the administration of Wales Plc wants to improve their performance then they have to reduce their operational expenses (Xu, 2021). Apart from this, in the upcoming years they have to maximise their revenue levels as it is significant for their growth and development in the marketplace of the United Kingdom. 



Balance Sheet of Wales Plc:
A balance sheet can be defined as a financial statement that includes specific information on the total assets, liabilities, shareholders equity as well as capital of a firm. Balance sheet provides a detailed summary of the assets and liabilities of the company, as well as the amount of investment made by its shareholders, all information disclosed on a single day. As a result, the manager of Wales Plc can better grasp their company's financial situation through which they can make more informed decisions (Susanto et al., 2021). With the help of a balance sheet, the manager of Wales Plc can understand how well they are performing in the marketplace. Balance sheet also helps the manager of Wales Plc to calculate important financial ratios. By calculating financial ratios, the manager of Wales Plc can measure their profitability, liquidity as well as sustainability of their company. A balance sheet also helps the manager of Wales Plc because it gives specific details on the assets as well as liabilities for a certain accounting period (Song et al., 2019). As a result, it will aid them in comprehending their company's solvency condition. So, these are some of the important reasons which entails that the balance sheet is very important in a company. The Balance sheet of Wales Plc for the current fiscal year is computed below:
	“Balance Sheet of Wales Plc for the Year ended 31st December 2021”
	
	

	“Particulars”
	“Amount (£)”
	“Amount (£)”

	“Equity & Liabilities”
	
	

	“Shareholder's Fund”
	
	

	“Share Capital”
	700000
	

	“Retained Earnings”
	86330
	

	“Non-Current Liabilities”
	
	

	“4% Debenture”
	100000
	

	“Current Liabilities”
	
	

	“Trade Payable”
	188625
	

	“Corporation Tax”
	100000
	

	“Outstanding Commission”
	3000
	

	“Total”
	
	1177955

	“ASSETS”
	
	

	“Non-Current Assets”
	
	

	“Plant and Equipment”
	650000
	

	“Current Assets”
	
	

	“Closing Stock”
	330600
	

	“Trade Receivables”
	171105
	

	“Cash and Bank”
	26250
	

	“Total”
	
	1177955


Table No.2: “Balance Sheet of Wales Plc”
(Source: Created by learner)

Working Notes:
1. Share Capital of Wales Plc for the current fiscal year = £(500000 + 200000)
                                                                                      = £ 700000
2. Retained earnings of the business for the current year = £ (132000 + 4330 - 50000)
                                                                                      = £86330
3. Total liabilities and equity of Wales Plc = £ (700000 + 86330 + 100000 +  188625 + 100000 + 3000)
= £ 1177955
4. Trade Receivables/Debtors of the business = £ (170125 + 980)
                                                                     = £ 171105
5. Bank and Cash balance of the business by the end of the year = £(76250 - 50000)
                                                                                                   =  £ 26250
6. Total Assets of Wales Plc =  £ (650000 + 330600 + 171105 +26250)
                                          =   £ 1177955



Justification:
In order to generate capital for the operation of the business, the administration of Wales Plc has issued debentures in the marketplace. Along with this, the total value of the current liabilities or short-term obligation of the business was £291625. Contrastingly, the total value of the current assets of Wales Plc was £527955. Wales Plc has a higher worth of current assets than the short-period obligations (Felber et al., 2021). This means the administration of Wales Plc can reimburse easily their loans or obligations which are less than 1 year. It will provide a better or superior sustainability to the business in the UK marketplace which is essential for their longer survival in the marketplace. 

b) “Why does the statement of financial position balance”? 
The balance sheets which are prepared by the accountants to assess the performance and situation in the market are always balanced and matched because of the “accounting principles of double entry” (Buchak et al., 2018). With the help of this, the accountants of the businesses record or report all the transactions in more than one account which in turn act as a cross checker to ensure that the entries are correct and consistent. The assets must be equal with the liabilities in the balance sheet, otherwise it will not showcase the true growth of the business in the marketplace. 
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a) “Ratio Analysis of Sweets Plc for 2 Consecutive years”:

1. “Return on Capital Employed =  Earnings before interest and tax (EBIT) / Capital employed x 100” 
“ROCE by the year ended 2020”:
= 720 / 7041 x 100
= 10.23% (approx)
 “ROCE by the year ended 2021”:
= 846 / 7225 x 100
= 11.71% (approx) 

Working Notes:
 EBIT of 2020 =  ( 366 + 173 + 181)
                        = 720 
EBIT of 2021 = (431 + 189 + 226)
                        = 846
Capital employed of 2020 = Total assets - Current liabilities 
                                            = 10087 -  3046
                                            = 7041
Capital employed of 2021 = Total assets - Current liabilities 
                                            = 9736 - 2511
                                            = 846

2. “Return on Equity (ROE) =  Net Income / Shareholders Equity x 100”
“ROE by the year ended 2020”:
= 366 / 2912 x 100
= 12.57 %
“ROE by the year ended 2021”:
= 431 / 3088 x 100
= 13.96%

3. “Earning per share of the business =  (Net Income - Preferred Dividends) Total Outstanding Shares” 
“EPS by the year ended 2020”:
= (366 - 242) /6
=  £ 20.67
“EPS by the year ended 2021”:
= (431 - 13) /6 
= £69.67

Working Notes:
Total outstanding shares = 300000000 / 50
                                        = 6000000

4. “Net Profit Margin = Net profit / Sales x 100”
“Net Profit Margin by the year ended 2020”:
= 366 / 6441 x 100
= 5.68%
“Net Profit Margin by the year ended 2021”:
= 431 / 6738 x 100
= 6.40%

5. “Asset turnover =  Net Sales / Total Assets”
[image: ]
“Assets turnover of the business by the end of 2020”:
= 6441 / 10087
= 0.64
“Assets turnover of the business by the end of 2021”:
= 6738 / 9736
= 0.69

6. “Stock Holding Days = Closing Stock / Cost of Goods Sold x 365”
“Stock holding days of the business by the end of 2020”:
= 659 /3096 x 365 
= 78 days (approx)
“Stock holding days of the business by the end of 2021”:
= 708 / 3235 x 365
= 80 days (approx) 

7. “Debtor Collection Period =  Accounts Receivables Balance / Total Net Sales x 365”
“Debtor collection period of the business by the end of 2020”:
= 1287/6441 x 365
= 73 days (approx)
“Debtor collection period of the business by the end of 2021”:
= 1249 /6738 x 365
= 68 days (approx)
8. “Current ratio = Current assets / Current liabilities” 
“Current ratio of the business by the end of 2020”:
= 2355 / 3046
= 0.77:1
“Current ratio of the business by the end of 2021”:
= 2303 / 2511
= 0.92:1

9. “Gearing Ratio = Total Debt / Total Equity” 
“Gearing ratio of the business by the end of 2020”:
= 4129 / 2912
= 1.42
“Gearing ratio of the business by the end of 2021”:
= 4137 / 3088
 = 1.33

10. “Interest Coverage = EBIT (Earning before interest and tax) / Interest expenses” 
“Interest coverage ratio of the business by the end of 2020”:
= 720 / 181
= 4.00 (approx)
“Interest coverage ratio of the business by the end of 2021”:
= 846 / 226
= 3.74 (approx)

b) “Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Sweets plc”.
The ROCE of Sweets Plc for both 2020 and 2021 were 10.23% and 11.71%. In discrimination to previous year, in 2021 there is a slight increment in the ROCE of Sweets Plc. Increase in the profit margins of the company is one of the crucial reasons behind the increase in ROCE. The higher and greater ROCE will prove the company a competitive edge on the rivals of the business in the marketplace. Apart from this, the ROE of Sweets Plc for 2021 and 2020 were 13.96%  and 12.57% (Martin et al., 2020). Similar to ROCE, there is an increment in ROE in 2021. Increase in income margins and shareholder’s equity are the important causes behind this increment. The higher revenue margins will help in the further expansion and development of the business in the marketplace. Contrastingly, the EPS (Earning per share) of Sweets Plc  for 2021 and 2020 were £69.67 and £ 20.67. There is a tremendous increase in the EPS of Sweets Plc in 2021 as compared to the previous year (Choi et al., 2021). The differences in the payment of the dividends of the years is one of the essential reasons behind this change. The higher EPS will help the management to meet the expectations of the shareholders of Sweets Plc.  
The net profit margins of Sweets Plc for 2021 and 2020 were 6.40% qand 5.68%. In contrast to 2020, the net profit margins of Sweets Plc was enhanced by 0.72%.  The increase in the turnover or sales of the company is one of the significant ration behind the increment in the net profit margins. The higher income levels will help the management of the business to smoothly run and operate their business in the UK marketplace. Meanwhile, the asset turnover ratio of Sweets Plc for both the years (i.e. 2020 and 2021) was 0.64 and 0.69. It shows that the administration of Sweets has more effectively used their assets to earn revenue in 2021 as compared to 2020. On the other hand, the stock holdings of Sweets Plc for 2020 and 2021 were 78 days 80 days (Martin et al., 2020). This ratio signifies that the management has converted their stocks into liquid in higher amount of days in 2021 as related to previous year. In future it can reduce the overall operational efficiency of Sweets Plc. Therefore, the management has reduced their stock holdings to perform better in the near future. 
Contrastingly, the debtors collection period of Sweets Plc for 2021 and 2020 were 68 days and 73 days which means the management of the business is collecting their unpaid amount speedily as correlated to 2020. This helps the managers of Sweets Plc to maintain a decent cash balance which in turn help them to grab the new opportunities of the market. Meanwhile, the current ratio of Sweets Plc for 2021 and 2020 were 0.92:1 and 0.77:1. There is an enhancement in the current ratio of Sweets Plc in 2021 as contrast to previous year. But still the administration of Sweets Plc is not capable or liable to compensate their short-term debts in the marketplace. In order to improve their sustainability in the marketplace, the company has to increase the worth of their current assets. On the other hand, the gearing ratio of Sweets Plc for the two years 2020 and 2021 were 1.42 and 1.33. This signifies that the administration of Sweets Plc has taken a lower amount of debt in 2021 as compared to 2020 (Bakhtavar et al., 2021). The lower amount of debt is essential for the smooth operation of the business in the market as it reduces the burden of interest from the company which in turn helps the management to maximise their revenue margins. Meanwhile, the interest coverage ratio of Sweets Plc for 2021 and 2020 were 3.74 and 4.00. The administration of Sweets Plc has taken a lower amount of debt in 2021 in contrast to 2020 which is one of the essential reason behind the fall in the interest coverage of Sweets Plc. 

.




 
[bookmark: _Toc112682706]Conclusion 
In the above study, the notion of accounting fundamentals is briefly and shortly addressed. The ratio analysis and fiscal reports such as income and balance sheet are made to understand or examine the position of Wales Plc and Sweets Plc in the marketplace of the UK. The analysis helps the upper administration of the businesses to prepare or make tactical plans from which the businesses can gain a combative edge on their challengers in the market.  
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