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[bookmark: _Toc141807471]Answer 1 
a) [bookmark: _Toc141807472]Income Statement and Balance Sheet for the year ended 31st Dec. 2022 for Wales Plc 
[bookmark: _Toc141807473]Income Statement of Wales Plc
[bookmark: _Toc141807474]For the year ended 31st December 2022
	Particulars
	Amount in £

	Revenue
	800000

	(-) Cost of Sales
	(578650)

	Net Revenue from Operations
	221350

	(-) Administrative Expenses: 30000
Interest Paid: 2000
Distribution Cost: 28000
	(60000)

	Profit before Tax
	161350

	(-) Corporation Tax
	100000

	Net Profit
	61350



Balance Sheet of Wales Plc
As on 31st Dec. 2022
		Particulars
	Note No. 
	Amount (in £)

	I. Equity and Liabilities
	
	

	1) 1. Shareholder’s fund
i. Share Capital
ii. Retained Earning 
iii. Capital Reserve (B/F)
	
1
2
	
1400000
143350
92980

	2) 2. Non-current Liabilities
i. Lond-term Borrowing
             2 % Debentures
	


	

200000

	3) 3. Current Liabilities
a) Trade Payable
b) Outstanding Salesmen Commission
c) Dividend Payable
	
	
188625
3000



	Total Liability
	
	2027955

	II. Assets
	
	

	1. Non-current Assets
i. Fixed Assets 
a. Plant and Machinery
	
	

1250000

	2. Current Assets
a. Unrecorded goods sold to consumer  
b. Trade Receivables 
c. Cash at bank 
d. Closing stock 
	
	
980

170125
96000
510850

	 Total Assets
	
	2027955



Working notes: 
1. Calculation of Share capital 
	Particular
	Amount (in £)

	Equity Share Capital
	900000

	10% Preference share capital
	500000

	Total 
	1400000


 
2. Calculation of Net Retained Earning
	Particulars
	Amount (in £)

	Op. balance of retained earnings as on 1st January 2021
	132000

	(-) Ordinary Dividend Paid: 20000
Preference Dividend Paid: 30000
	(50000)

	(+) Net profit of the year
	61350

	Net Retained earnings as on 31st Dec. 2022
	143350



Please note: In the given question 1 some information’s were missing regarding Wales Plc financial affairs, hence, the report created Capital Reserve by balancing amount. 
b) [bookmark: _Toc141807475]The Reasons for tailoring Financial Position: 
The calculation of the proportion of the two distinct sides in the balance sheet of a business is based on the basic accounting equation, and these states as follows: Assets = Liabilities + Capital. The essential idea of the double-entry system, resulting in the foundation of accounting principles, is reflected in the equation.
In order for the financial statements to appropriately reflect the company's achievements, financial condition, and position within a particular accounting period, the financial status of the company must be tailored (Roychowdhury, Shroff and Verdi, 2019). This is accomplished by putting basic accounting concepts, such as the Dual Concepts of Accounting and the Matching Principle, to use. Why in the world the financial positions of both sides (assets and liabilities) have equal significance is explained in greater detail below:
1. Matching Principle: According to the Matching Principle, which is a foundational accounting rule, expenses must be recorded in the exact same financial year as the revenue they contribute to. An accurate and fair picture of the business's financial health for that period is provided by this principle, which makes it confident that the revenue and expenditures associated with a certain period are adequately matched.
The costs associated with the sales must be recorded at the same time as the income derived from the sales, for instance, if a company sells things in a single accounting period but must pay for their production and distribution in the same period (Craja, Kim and Lessmann, 2020). In this manner, financial statements will faithfully represent the company's profitability during that particular accounting period.
2. Dual Concept of Accounting: According to Durocher and Fortin, 2021, Any accounting transactions have a dual impact on a company's financial condition, according to the double entry system of accounting principles. This impact is documented in the company's accounting records, taking into consideration both the assets and liabilities on the balance sheet. For instance, the Dual Principle requires that a transaction be documented simultaneously on both the asset side as well as the liability portion of the financial statement (that is balance sheet) when a company buys machinery for £500,000. The plant and equipment will be recorded as an asset value, as well as the £500,000 is going to be offset by either a rise in liabilities (loan money) or ownership (such as capital made an investment in the company). As a result, the balance sheet is constantly maintained in a balanced state, with assets equal to the total liabilities and capital.
The accounting formula Assets = Liabilities + Capital is emphasised by the Dual Concept as well. It emphasises the requirement that a company's assets amount to the same as the sum of its obligations and shareholders' equity (Warren, Jonick and Schneider, 2020).
According to Rahaman, Hossain and Bhuiyan, 2023, Financial statements properly reflect a company's financial performance and position during a certain accounting period by conforming to both the Matching Principle and the Dual Concept of Accounting. These guidelines help to deliver trustworthy and useful financial data for decision-making to stakeholders, including investors, creditors, and management. It makes it simpler for stakeholders to analyse and evaluate the financial data of the organisation and aids in determining the business's financial soundness and health.
The Accounting Equation are as: Assets = Capital + Borrowed fund (that is sum up of all the external liabilities) 
Or Capital = Assets – Borrowed Fund
Or Liabilities = Assets – Amount of capital invested
Let’ take an example: On 01-07-2023 - Brought a machinery worth of £ 50000 on a credit basis. 
	Transaction
	Assets (Machinery) 
	Liability (Sundry Creditors)

	Purchased Machinery
	£500000
	£500000



3. Value Conservation: The accounting equation corresponds to the notion of value conservation. It makes sure that the entire value of assets always equals the total amount of claims (liabilities and capital) made against those assets (Meyers, et.al., 2020). The aforementioned concept acknowledges the fact that the market value of resources the company owns (assets) needs to be financed by either owners (equity) or creditors (liabilities).
4. Recording of Every business-related Transaction: According to the matching principles of accounting, all business transactions have two side one is debit and another one is credit. The flow of funds in a particular accounting period is recorded using debits and credits (Amadi and Ejiogu, 2021). Credits have the opposite effect of debits, increasing asset accounts while reducing the amount of equity and debt accounts. The accounting equation remains balanced if all transactions are reported in accordance with this rule.
5. Integrity of the balance sheet: A company's balance sheet is an accurate representation of its financial situation at a particular period. It displays all of the company's assets as well as exactly how these possessions in terms of business assets have been funded by means of liabilities and capital (Abbas, et.al.2021). The statement of assets and liabilities remains accurate and trustworthy by making certain the accounting equation balances and giving stakeholders an accurate understanding of the enterprise's financial health.
6. Error detection: According to Rengganis, et.al. 2019, The balancing accounting equation has an error detection system built into it. If the equation is unbalanced, there was a mistake made when the transactions were recorded. This aids accounting and auditing professionals in finding and fixing any errors or irregularities within the financial records.
7. Accuracy and Consistency: The balancing accounting equation emphasises the significance of accuracy and consistency in transaction recording (Kokina and Blanchette, 2019). It ensures the accurate preparation of the financial accounts and the exact recording of every transaction.
Hence, the practice of double-entry bookkeeping is based on the fundamental concept of balancing both liabilities and assets in the accounting equation. It makes sure that a company's assets and liabilities against those assets are always valued equally, giving a true picture of a business's financial situation beginning at any particular moment. The balancing accounting equation also aids in error identification, encourages accuracy and uniformity in the presentation of financial information, and preserves the balance sheet's integrity.



[bookmark: _Toc141807476]Answer 2  
a) [bookmark: _Toc141807477]Calculation of Accounting Ratios for Sweets Plc for the year 2020 and 2021: 
Let's calculate the requested financial ratios for sweets plc for the years 2021 and 2020:
1. Return on Capital Employed (ROCE):
ROCE evaluates how effectively a business uses its resources to produce profits.
ROCE = 
ROCE (2021) = 
ROCE (2021) = 6.57%
ROCE (2020) = 
ROCE (2020) = 5.32%

[bookmark: _Toc141807377][bookmark: _Toc141807478]Working Notes
1. Calculation of Net Assets
Net Assets = Total Assets – Current Liabilities 
Net Assets (2021) = 9736 – (2511)
Net Assets (2021) = 12247
Net Assets (2020) = 10087 – (3046)
Net Assets (2020) = 13133

2. Return on Equity (ROE):
ROE evaluates the company's return on the equity of its shareholders.
ROE = 
ROE (2021) = 
ROE (2021) = 13.96%
ROE (2020) = 
ROE (2020) = 12.57%

3. Earnings per Share (EPS):
EPS stands for earnings per share, or earnings per available share.
EPS = 
EPS (2021) =  * 100
EPS (2021) = 0.084 per share
EPS (2020) =  * 100
EPS (2020) = 

[bookmark: _Toc141807378][bookmark: _Toc141807479]Working Notes
1. Calculation of Total Number of Outstanding Shares
The payout per share and the yearly average share price are necessary to calculate the aggregate amount of outstanding shares.
Dividend per share = 
Dividend per share (2021) = 
Dividend per share (2021) = £49.80
Dividend per share (2020) = 
Dividend per share (2020) = £60.50
Total Number of Outstanding Shares = 
Total Number of Outstanding Shares (2021) =  
Total Number of Outstanding Shares (2021) = 5,12,000 shares
Total Number of Outstanding Shares (2020) = 
Total Number of Outstanding Shares (2020) = 4,00,000 shares

4. Net Profit Margin:
The proportion of sales that results in profit is measured by net profit margin.
Net Profit Margin = 
Net Profit Margin (2021) =  
Net Profit Margin (2021) = 6.39%
Net Profit Margin (2020) =  
Net Profit Margin (2020) = 5.68%

5. Asset Turnover:
Asset turnover measures how effectively a corporation generates revenue from its assets.
Asset Turnover = 
Asset Turnover (2021) = 
Asset Turnover (2021) = 0.69 times
Asset Turnover (2020) = 
Asset Turnover (2020) = 0.64 times

6. Stock Holding Days:
Stock Holding Days measures the average number of days the company holds its inventory.
Stock Holding Days = (Average Inventory / Cost of Goods Sold) * 365
Average Inventory (2021) = (708 + 659) / 2 = 683.5
Average Inventory (2020) = (659 + 659) / 2 = 659
Stock Holding Days (2021) = (683.5 / 3,235) * 365 = 77.21 days
Stock Holding Days (2020) = (659 / 3,096) * 365 = 77.82 days
7. Debtors Collection Period:
Debtors Collection Period gauges how long it typically takes a business to recover its receivables.
Debtors Collection Period = (Trade Receivables / Revenue) * 365
Debtors Collection Period (2021) = (1,249 / 6,738) * 365 = 67.61 days
Debtors Collection Period (2020) = (1,287 / 6,441) * 365 = 73.12 days
8. Current Ratio:
The business's capacity to cover its short-term commitments using its short-term assets is gauged by its current ratio.
Current Ratio = Current Assets / Current Liabilities
Current Ratio (2021) = 2,303 / 2,511 = 0.92 times
Current Ratio (2020) = 2,355 / 3,046 = 0.77 times

9. Gearing Ratio:
The gearing ratio calculates how much of the business's capital comes from outside (debt) sources.
Gearing Ratio = (Loans and Borrowings / Shareholders' Equity) * 100
Gearing Ratio (2021) = (4,137 / 3,088) * 100 = 134.07%
Gearing Ratio (2020) = (4,129 / 2,912) * 100 = 141.90%
10. Interest Cover:
The ability of the business to deduct interest costs from operating profit is measured by Interest Cover.
Interest Cover = Operating Profit / Interest Payable
Interest Cover (2021) = 805 / 226 = 3.56 times
Interest Cover (2020) = 699 / 181 = 3.86 times
These financial ratio calculations are based on the financial statements provided for many years 2021 and 2020 for Sweets plc.

b. [bookmark: _Toc141807480]Let's examine the financial soundness as well as the position of Sweets plc using the data from the statement of affairs and the computed accounting ratios are as follows:
Profitability: From 2020 to 2021, a combination of the Return on Capital Employed (ROCE) and Return on Equity, or ROE, increased. This shows that the business is making better use of shareholders' capital and funds to generate profits (Alabdullah, 2022). An improvement in profitability is shown by a rise in ROCE and ROE.
Additionally, compared to 5.68% as of 2020 to 6.39% in 2021, the Net Profit Margin increased. As a result, Sweets plc is able to keep a larger portion of its income as earnings, which is a sign of rising profitability.
Efficiency: Based on 0.64 times in 2020 to 0.69 times in 2021, the Asset Turnover has slightly increased. This could mean that the business is making a higher profit by having full utilization of its business assets, which is an indication of increased efficiency.
According to Le, Chuc and Taghizadeh-Hesary, 2019, The fact that the number of shares holding days has stayed largely constant shows that the corporation has maintained its inventory management efficiency. The stock holding periods are still high, though, which may call for closer examination to improve inventory control.
The period used to collect payments decreased from 73.12 days in 2020 to 67.61 days in 2021. This shows that the business is now more effective at collecting its accounts receivable, which demonstrates a good and positive for the management of cash flows.
Liquidity: From 0.77 times in 2020 to 0.92 times in 2021, the current ratio has increased. The improvement predicts a better financial position in 2021, even though the current ratio remains below 1, indicating the business's present investments do not completely cover its current liabilities.
Financial Stability: In 2021, the Gearing Ratio dropped from 141.90% in 2020 to 134.07%. Despite the fact that the ratio of gearing to equity is still quite high, the decline shows that the company is using less debt to fund its day-to-day operations, which is often regarded as a sign of financial soundness (Díaz and Escribano, 2020). Indicating that the business' operating earnings are enough to satisfy the cost of interest and ensure its ability to pay debt commitments, the Interest Cover has remained relatively consistent in the range of 3.56 to 3.86 times.
Hence, Sweets plc's financial performance from 2020 to 2021 showed encouraging signals of growth in profitability, effectiveness, liquidity, and financial stability. Rising operating revenues and margins of net profit have been a result of the growth in sales and gross profit. Additionally, a strong sign of the company's financial position is its capacity to maximize asset utilization while reducing its dependency on borrowing. To promote its growth and competitiveness within the market, the company should continue to concentrate on effectively managing its inventory while retaining a strong liquidity position.
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