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[bookmark: _Toc123345893]Introduction
Record keeping is the most crucial function of accounting, which is why it's so crucial to understand the fundamentals (Kimmel and Kieso, 2020). Businesses must follow set procedures for data storage and upkeep to retrieve essential data in an emergency. Keep thorough and accurate records whenever there is a financial transaction involved, regardless of the cause. There are many fundamental accounting concepts such as concern, consistency, and accrual basis, entity concept, money measurement concept, periodicity concept, accrual concept, matching concept, going concern concept, cost concept, realization concept (Kimmel and Kieso, 2020). 
Financial accounting is used to record, summarise, and make public all financial transactions for a business (Kimmel and Kieso, 2020). They are the balance sheet, cash flow statement, statement of retained profits, and the income statement. Financial accounting's main objective is to provide meaningful information regarding a company's financial situation. Even though management has the ability to assess data produced by financial accounting, they often believe managerial accounting to be more advantageous since it is intended for internal use and cannot be published in external reports. The accepted practise is to use financial accounting to provide financial results for external use. A crucial feature of financial accounting is the capacity to track and evaluate a company's financial activity. They will be able to make informed investment decisions thanks to this. Financial accounting also makes it easier for lenders and investors to receive and distribute financial information about a company (Kimmel and Kieso, 2020).


[bookmark: _Toc123345894]Answer No. 1
1. [bookmark: _Toc123345895]Income statement for the year ended 31st December 2021 for Wales plc and a statement of financial position as at that date.
An income statement is one of the financial statements that a business keeps track of. It is also called a profit and loss account (Easton, 2018). It shows how much money the company made and how much it spent during a certain time period. It explains how the company turns its income or profit after taxes from what it makes into money (Easton, 2018). 
	Wales plc
	

	Income Statement
	

	For the year ended 31st December, 2021
	

	Particulars
	£
	£

	Sales
	800,000
	

	(+) Goods sold on credit
	980
	80,980

	Cost of sales
	
	578,650

	Gross profit
	
	222,330

	(-) Selling, General & Administrative Expenses
	
	

	Distribution costs
	28,000
	

	Directors’ remuneration
	5,000
	

	Administrative expenses
	30,000
	

	Sales commission
	3,000
	66,000

	Operating profit
	
	156,330

	(-) Interest paid
	
	2,000

	Profit before taxation
	
	154,330

	(-) Corporate Tax
	
	100,000

	Profit for the year
	
	54,330


A balance sheet is a summary of a person's or organization's financial position at a certain point in time. It is used in the accounting process. Any kind of firm, whether it be a sole proprietorship, a commercial partnership, a corporation, a private limited company, or any other entity like the government or a non-profit, may use a balance sheet to keep track of their assets and liabilities (Godfrey, 2010).       


     
	Statement of Financial Position

	Wales PLC

	for the year ended 31st December, 2021

	Non- Current assets 
	

	Property, plant and equipment 
	 €    1,250,000 

	Investments 
	 €       376,270 

	 
	 €    1,626,270 

	Current assets 
	

	Trade receivables  
	 €       171,105 

	Cash and bank 
	 €       176,250 

	 
	 €       347,355 

	 
	

	Total assets 
	 €    1,973,625 

	 
	

	Current liabilities 
	

	  Trade payables 
	 €       188,625 

	  Other payables
	 €           3,000 

	 
	 €       191,625 

	Non-current liabilities 
	

	   Loans and other borrowings 
	 €         50,000 

	 
	 €         50,000 

	
	

	Total liability
	 €       241,625 

	 
	

	Equity 
	

	£1 ordinary shares 
	 €    1,000,000 

	10% £1 preference shares 
	 €       400,000 

	4% Debentures
	 €       200,000 

	Retained profits 
	 €       132,000 

	
	 €    1,732,000 

	
	

	Total Liabilities and Equities
	 €    1,973,625 


1. [bookmark: _Toc123345896]Why does the statement of financial position balance?
The statement of financial position balances due to the principle of double entry, which is used in accounting, is the most important component in producing accurate and reliable results. Within this system, each transaction is recorded in at least two distinct accounts. This acts as a double check on the correctness of the accounting that is being done (Sangster, 2016).
In order to keep track of financial transactions and maintain accurate records, double-entry accounting requires that every debit and credit be entered into two distinct accounts. In a system with a duplicate entry, debits and credits have to be balanced out to equal one another. Keeping the books using the double-entry method will assist reduce the number of errors you make and increase the probability that the accounts will be in balance (Sangster, 2016). The use of double entry accounting in organizations is very beneficial since it helps with both the reporting of financial information and the prevention of fraud, in addition to dramatically reducing the chance of errors caused by humans. It is very necessary that the total on a balance sheet always read as zero. If everything went according to plan, the total assets would correspond to the entire liabilities plus the owner equity. The amount of a company's equity can never be more than the difference between its assets and its liabilities. The total liabilities have to always equal the total assets less the owners' equity (Wen and Hu, 2021).
If the figures on the balance sheet do not add up, then there is an error in the accounting. Common reasons of inaccuracy include incorrect estimates of equity, depreciation, or amortization, as well as incomplete or missing data, poorly recorded transactions, incorrect foreign conversion rates, or erroneous inventory totals (Wen and Hu, 2021). When one reconciles the balance sheet, one may check to make sure that all of the entries have been recorded and categorised appropriately. One run the danger of the balances on the balance sheet being wrong if one doesn' reconcile it on a regular basis. It is a best practise for most types of businesses to do a monthly balance sheet reconciliation (Wen and Hu, 2021).




[bookmark: _Toc123345897]Answer No. 2
1. [bookmark: _Toc123345898]Calculating the following ratios for sweets plc for 2021 and 2020, showing the formulas and workings: 
1. [bookmark: _Toc123345899]ROCE 
A financial measurement called ROCE evaluates how effectively and profitably a business uses its capital. Simply said, this ratio may provide insight into how well a company converts its cash flow into profits (Hilkevics and Semakina, 2019). The ability of the Return on Invested Capital Ratio to measure the financial returns on both stock and debt is only one of its many benefits. Other advantages include the following: Additional advantages of ROCE include the following: As a result of this, investors make use of it as a benchmark by which to construct a portfolio and create methods for investing. Comparing organisations that use different methods of capitalization is one of the possible applications for this tool (Hilkevics and Semakina, 2019)
Return on capital employed = EBIT / capital employed
	
	EBIT
	capital employed
	return on employed capital

	2020
	366
	2,912
	0.13

	2021
	431
	3,088
	0.14


1. [bookmark: _Toc123345900]ROE 
Calculating a company's return on equity provides a quantitative measure of its profitability. As shareholder's equity is calculated by adding up all of the company's assets and subtracting all of its obligations, return on equity may also be thought of as a return on assets minus liabilities (Kimmel and Kieso, 2020). Return on equity, also known as ROE, is a useful metric to use when comparing companies operating in the same industry (Kimmel and Kieso, 2020). 
Return on equity = Net income / shareholder’s equity
	
	net income
	shareholders' equity
	return on equity

	2020
	366
	2,912
	0.13

	2021
	431
	3,088
	0.14


1. [bookmark: _Toc123345901]Earnings per share 
To determine a company's profit per share, simply divide the net profit of the company by the total number of shares of common stock that are both issued and outstanding. It is often used as a stand-in for a company's profitability in stock valuation (Jurakulovna, 2021). It provides a detailed explanation of the percentage return that the equity stockholders have received. It makes it easier for investors to compare the success of various equity investments and, as a result, influences the investment strategy they will use in the future (Jurakulovna, 2021).
Earnings per share = (Net income – dividends payments) / weighted average shares outstanding
	
	net income - dividends paid
	weighted average shares outstanding
	earnings per share

	2020
	124
	75
	1.65

	2021
	176
	59
	3.00


1. [bookmark: _Toc123345902]Net profit margin 
The percentage of revenue that is retained as profit is one measure of the robustness of a company's finances. To calculate your net profit, simply divide your earnings by your revenue. This will give you your net profit. To get an accurate picture of their level of success, a lot of companies rely heavily on the return on sales ratio, which is also referred to as the net profit margin (Robinson, 2020). By analysing the net profit margin, an investor can determine whether or not the company can generate a sufficient amount of profit from its sales, as well as whether or not it can keep its operating expenses and overhead costs under control (Robinson, 2020).
Net profit margin = Net income / net sales
	
	net income
	Net sales
	net profit margin

	2020
	366
	3,345
	0.11

	2021
	431
	3,503
	0.12


1. [bookmark: _Toc123345903]Asset turnover 
The asset turnover ratio analyses how well a company's assets create sales or income. The yearly percentage of total assets is used to illustrate the ratio of sales (revenues) to assets. The turnover ratio may be determined by dividing the number net sales or revenue by the total average assets (Schroeder, 2022). This ratio may be helpful in determining how productive a business is, and it may also be able to point the way toward improving the company's ability to transform its assets into cash via the activities of its employees and customers (Schroeder, 2022).
Asset turnover = Net sales / total assets
	
	net sales
	total assets
	asset turnover

	2020
	3,345
	10,087
	0.33

	2021
	3,503
	9,736
	0.36


1. [bookmark: _Toc123345904]Stock holding days 
The DIO calculates the typical amount of time a company keeps its stock on hand before selling it. The amount of time it takes for a corporation to sell off its stock is a gauge of its capacity to turn inventory into cash. It evaluates a company's financial and operational health and assesses liquidity (Welc, 2022). Distribution companies might benefit from having an estimate of their inventory's days of supply since it enables more accurate cost allocation for the inventory's storage. It provides information on the typical number of times per week that the firm sold its goods. It is to the company's advantage to reduce the amount of period it reqiures to sell off its inventory (Welc, 2022). 
Stock holding days = (average inventory / cost of goods sold) × 365
	
	average inventory
	cost of goods sold
	stock holding days

	2020
	659
	3,096
	77.69

	2021
	708
	3,235
	79.88


1. [bookmark: _Toc123345905]Debtor collection period 
The Debtor Collection Period is a statistic used in accounting to determine the typical time it takes to collect corporate debts. To put it another way, a shorter time period is a sign of increasing efficiency. The business may compare how long credit was issued or potentially supplied to how long it really took to collect (Welc, 2022). As a result of increased productivity, the amount of time needed to complete the same amount of work may decrease. This statistic might be used by the company in order to make a comparison between the actual time it takes to collect and the theoretical credit period that is provided (Welc, 2022). 
Debtor collection period = (accounts receivables / total sales) × 365
	
	accounts receivables
	total sales
	debtor collection period

	2020
	659
	6,441
	37.34

	2021
	708
	6,738
	38.35


1. [bookmark: _Toc123345906]Current ratio
The current ratio may be thought of as a subset of the liquidity ratio since it evaluates a company's capacity to meet its immediate financial obligations. (Schroeder, 2022). Investors are able to compare a company to its rivals and peers with the use of a metric called the current ratio, which reveals how well each company is able to pay down its short-term debt using its current assets. One of the limitations of the current ratio is that it makes it difficult to compare performance metrics across different industry groupings (Schroeder, 2022).
Current ratio = (current assets / current liabilities)
	
	current assets
	current liabilities
	current ratio

	2020
	2,355
	3,046
	0.77

	2021
	2,303
	2,511
	0.92


1. [bookmark: _Toc123345907]Gearing ratio 
Gearing ratios are a measurement of the percentage of a company's equity (or capital) to its debt. Examining a company's gearing ratios is one technique to assess the company's financial health (or borrowed money). Gearing is a measure of financial leverage that represents the percentage of a company's activities that are backed by equity investors as opposed to debt investors. Gearing may be positive or negative, depending on how much of the company's operations are supported by equity investors. (Robinson, 2020). When analysing a company's vulnerability to bankruptcy, the gearing ratio is a useful metric to use. If a company has amassed too much debt, it may have financial difficulties. The opposite is true for a low gearing ratio, which shows a large proportion of equity to debt.
Gearing ratio = total debt / total equity
	
	total debt
	total equity
	gearing ratio

	2020
	7,175
	2,912
	2.46

	2021
	6,648
	3,088
	2.15


1. [bookmark: _Toc123345908]Interest cover
A company's interest coverage ratio is a measurement of its financial health that examines the company's interest payments as a proportion of the company's total debt. To get the interest coverage ratio, subtract interest payments from profits before interest and taxes. This will give you the interest coverage ratio (EBIT) (Welc, 2022). A quick calculation of the interest coverage ratio may give valuable insight into a company's ability to satisfy its interest obligations. The figure provides analysts with an overall picture of the financial strength of a firm. In most cases, a ratio of interest paid to total debt that is larger is preferable to one that is lower (Welc, 2022). 
Interest coverage ratio = EBIT / total interest expense
	
	EBIT
	total interest expense
	interest coverage ratio

	2020
	366
	181
	2.02

	2021
	431
	226
	1.91


1. [bookmark: _Toc123345909]Comments on the financial performance and position of sweets plc.  
· ROCE 
The return on capital employed in 2020 was 0.13 and in 2021 was0.14 that is higher than the previous year. A high return on capital employed (ROCE) indicates that more money is being reinvested to expand Sweets PLC and boost shareholder profits. One benefit of reinvesting money more quickly is an increase in earnings per share. Thus, a high return on average capital employed (ROCE) is a sign of a successful, growing company.
· ROE 
The return on equity in 2020 was 0.13 and in 2021 was0.14 that is higher than the previous year. Sweets PLC is successful at converting the capital it raised from investors into cash if it has a high return on equity. Sweets PLC’s leadership has done a good job of expanding the business through the use of capital expenditures if the return on equity is high. Increases in Return on Equity (ROE) show that shareholder capital has been used effectively.
· Earnings per share 
Earnings per share in 2020 was £1.65 and in 2021 was £3 that is higher than the previous year. A greater EPS signifies more value as investors will pay more for a firm's shares if they feel the business has more significant profits than its share price.
· Net profit margin 
Net profit margin in 2021 was greater than 2020. Sweets PLC's capacity to maintain low costs and/or charge prices that are much higher than production costs is a factor in its ability to maintain a good net profit margin. In this context, a high ratio may result from effective management.
· Asset turnover 
Asset turnover in 2021 was greater than 2020. Which is a positive sign. High asset turnover ratio Sweets PLC is particularly effective at converting their assets into cash. Like many other business metrics, the asset turnover ratio excels when compared with companies in the same industry.
· Stock holding days 
The stock holding days in 2020 was 77.69 days and in 2021 was 79.88 days which is higher than the previous year. Sweets PLC may need to move its inventory more quickly to fulfil demand if it has a lot of unsold products on hand (a high day’s inventory outstanding). This could happen if the stock were purchased in excess or sales were weak. Having stuff lying around gathering dust may be terrible for a company since such products may eventually go out of date and become useless.
· Debtor collection period 
[bookmark: _Hlk118842991]The Debtor collection period in 2020 was 37.34 and in 2021 was 38.35 which is higher than the previous year. An extended collection period for Sweets PLC indicates that payments are delayed. However, one shouldn't take this as a representation of how the business really runs. Sweets PLC’s customers' slow payment of invoices may be the cause of the lengthy collection period.
· Current ratio
[bookmark: _Hlk118842770][bookmark: _Hlk118842673]The current ratio in 2020 was 0.77 and in 2021 was 0.92 which is higher than the previous year. A high current ratio indicates that Sweets PLC has sufficient liquid assets to meet its immediate commitments. Sweets PLC with a more excellent current ratio is thus more liquid than one with a lower current ratio.
· Gearing ratio 
The gearing ratio is 2020 was 2.46 and in 2021 was 2.15, which is lower than the previous year. A low gearing ratio shows that debt is not disproportionately onerous compared to equity. Even if a corporation has a low gearing ratio, it doesn't always mean its finances are stable.
· Interest coverage ratio
The interest coverage ratio in 2020 was 2.02 and in 20221 it was 1.91 which is lower than 2020’s. Poor interest coverage ratios increase the company's risk of debt default, which might result in bankruptcy. In other words, if the interest coverage ratio is low, there is not enough revenue to cover the cost of debt servicing.
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