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QUESTION1
You have been talking to someone who had read a few chapters of an accounting text some years ago. During your conversation the person made the following statements:
1. The statement of financial position shows how much cash has come into and left the business during the accounting period and the resulting balance at the end of the period.
2. Non-current assets are things that cannot be moved.
3. Managers should only supply financial information to the “current” shareholders of companies.
4. No need to include prepayments and accruals on the statement of financial position.
5. No need for regulation over financial accounts. 
6. It is important to balance ledger (T) accounts and trial balance before preparing financial statements.
Required: Comment on each of the above statements, going into as much detail as you can (100-150 words each).
Answer:
1. Financial statement that shows the financial position of a company at a particular point in time is the statement of financial position, sometimes known as the balance sheet. It is usually divided into three main parts.: 
Assets - These are the resources that the business own or manages; they can be either intangible (like patents, trademarks, and goodwill) or tangible (such cash, inventory, property, and equipment).
Liabilities - These are obligations or debts that the company owes to external parties, such as loans, accounts payable, and bonds payable.
Equity - symbolises the owners' claim to the company's assets upon the settlement of all debts. It consists of things like additional paid-in capital, retained earnings, and common stock. 
The balance sheet equation is: Assets = Liabilities + Equity
 	A company's financial health and capacity to fulfil its short- and long-term obligations are both well-explained in the statement of financial status. It is a crucial part of a business's financial statements and is frequently examined by creditors, investors, and other stakeholders in order to evaluate the stability and success of the business's finances (Atrill and  McLaney, 2018).

2.  It is possible to shift or use non-current assets in commercial activities. The fact that these assets aren't anticipated to be used up or turned into cash within the next year is all that the word "non-current" signifies. They help the business create income and profits throughout several accounting periods because they are usually retained for longer periods of time. 
Non-current assets include property, plant, and equipment refers to the tangible assets—such as buildings, machinery, and vehicles—that are utilised in the day-to-day operations of the business. Also include intangible assets: These are things like patents, trademarks, copyrights, and goodwill that are valuable to the business but don't have a physical form (Atrill and  McLaney, 2018).
3. Managers are typically required to provide financial information to various stakeholders as board of directors, shareholders, investors, government agencies, creditors, employees.  In general, managers must guarantee accountability, transparency, and regulatory compliance by giving timely and accurate financial information to a variety of stakeholders (Maverick, 2022).
4. No, prepayments and accruals are typically included on the statement of financial position (balance sheet) because they represent assets and liabilities, respectively, that are relevant to the financial position of the company. Advance payments made for an upcoming supply of goods or services to the company are known as prepayments. They are considered assets because they are financial investments with the potential to bring profits. On another hand expenses that have been incurred but not yet recorded or paid for are known as accruals. They result from events or transactions that have already happened but aren't shown in the financial accounts yet (Atrill and  McLaney, 2018). Prepayments and accruals, which are important to comprehending the company's financial health and obligations but have not yet been realised or settled in cash, are recognised on the statement of financial position, giving a more accurate picture of the company's financial position.
5. Financial account regulation is required to safeguard investors, uphold the integrity of the market, guarantee financial stability, foster economic expansion, improve accountability, and enable cross-border comparability. Businesses may incur costs associated with complying with rules, but the advantages of a well-regulated financial system greatly exceed these expenses, especially when it comes to investor confidence and market efficiency (Kenton, 2023) 
6. Yes, it's crucial to balance ledger accounts and prepare a trial balance before preparing financial statements. Ensuring that all transactions have been appropriately recorded and categorised is ensured by balancing ledger accounts. It assists in locating any mistakes or anomalies, including missing entries or erroneous posts, in the accounting records. It allows to verify that the accounting records are complete and accurate, providing a reliable basis for financial reporting (Kenton, W. (2023). To generate trustworthy financial statements that can be compared over time or with those of other businesses, transactions must be consistently recorded and categorised. 
Financial statements are made using the trial balance as a base, which is created by averaging the balances of all ledger accounts. A preliminary check on the accuracy of the accounting records is provided by the trial balance, which guarantees that total debits and total credits are equal.

QUESTION2
The following balances relate to Wales plc for the year ended 31st December 2022:
	
	£

	Sales(revenue)
	900,000

	Equipment at cost
	650,000

	Equipment accumulated depreciation
	130,000

	4% Debentures
	100,000

	Cost of sales 
	578,650

	Administrative expenses
	160,000

	Interest paid
	2,000

	Director’s remuneration
	5,000

	Distribution costs
	28,000


The following information is relevant:
1. The equipment useful life is 10 years, and it is depreciated using the straight-line method (10% annually). Depreciation on equipment is charged to cost of sales. Depreciation of 2022 has not been recorded yet.
2. Salaries of December 2022 (£10,000) had not been paid until the end of the month. The company paid it on 3rd January 2022. Salaries are charged to the administrative expenses.
3. Corporation tax for the year is estimated at £15,000
4. Salesmen are owed commission of £2,000 in respect of December sales. It will be paid on 31st January 2023 and has not been recorded in the ledger accounts yet.
5. Goods valued at £1000 were sent to customers on 31st December 2022. Payment is due on 28 February 2023. This has not been recorded in the ledger accounts yet.
Required: Prepare an income statement for the year ended 31st December2022 for Wales plc.
Answer: 
1. Straight line depreiation=
Depreciation = 650000/10 = 65 000

2. Administration expenses but is written that they are CHARGED, which means they are already ACCRUED

3. Taxation +15000 

4. Distribution cost + 2000)

5. Sales (+1000)

	
	£

	Sales(revenue) (+1000)
	900,000

	Equipment at cost (SOFP)
	650,000

	Equipment accumulated depreciation (SOFP)
	130,000

	4% Debentures(Long term loan - SOFP)
	100,000

	Cost of sales (+65000) ( L and P)
	578,650

	Administrative expenses (L and P)
	160,000

	Interest paid   (Financial cost) –L and P
	2,000

	Director’s remuneration (LandP)
	5,000

	Distribution costs (L and P) +2000
	28,000







INCOME STATEMENT for the year ended 31st December 2022

	Sales(revenue (+1000)
	901,000

	Cost of sales (+65000)
	(643,650)

	Gross profit
	257,350

	Distribution costs (+2000)
	(30,000)

	Administrative expenses
	(160,000)

	Director’s remuneration
	(5,000)

	PBIT (operating profit)
	62,350

	Interest paid
	(2,000)

	Profit before tax
	60,350

	Corporation tax (+15000)
	(15,000)

	Profit after tax
	45,350





QUESTION3
Sweets plc is a long-established sweets and confectionery manufacturer. All products are manufactured in the UK, but sales are made worldwide. It is a growing but competitive market. Given below are extracts from their financial statements,

Profit and Loss statement for the year ended  31stDecember

	
	2022
	2021

	
	£m
	£m

	Revenue
	6,738
	6,441

	Cost of sales
	(3,235)
	(3,096)

	Gross profit
	3,503
	3,345

	Distribution costs
	(437)
	(422)

	Marketing and selling costs
	(1,324)
	(1,274)

	Administrative expenses
	(937)
	(950)

	Operating profit
	805
	699

	Profit/loss on sale of fixed assets
	19
	(5)

	Investment income
	22
	26

	Interest payable
	(226)
	(181)

	Profit/(loss) before taxation
	620
	539

	Taxation
	(189)
	(173)

	Profit for the year
	431
	366



Statement of Financial Position as at 31st December

	
	2022
	2021

	Non-Current assets
	£m
	£m

	Intangible assets
	5,485
	5,809

	Property, plant and equipment
	1,613
	1,605

	Investments
	335
	318

	
	7,433
	7,732

	Current assets
	
	

	Inventory
	708
	659

	Trade receivables
	1,249
	1,287

	Investments
	145
	232

	Cash
	201
	177

	
	2,303
	2,355

	Total assets
	9,736
	10,087

	Current liabilities
	
	

	Trade payables
	(583)
	(655)

	Other creditors
	(1,928)
	(2,391)

	
	(2,511)
	(3,046)

	Non-current liabilities
	
	

	Loans and other borrowings
	(4,137)
	(4,129)

	Net assets
	3,088
	2,912

	Equity
	
	

	Ordinary share capital(50pshares)
	300
	300

	Share premium
	1,071
	1,071

	Retained profits
	1,717
	1,541

	
	3,088
	2,912


Additional information:
1. During 2022 a total dividend of £255m was paid (2021: £242m)
2. The average share price during 2022 was £5.12 (2021: £4.00)


Required:
1. Calculate the following ratios for Sweets plc for 2022 and 2021, showing the formulas and workings:

1- ROCE
2- ROE
3- Earnings per share
4- Net profit margin
5- Asset turnover
6- Stockholding days
7- Debtors collection period
8- Current ratio
9- Gearing ratio
10- Interest cover

2. Using the information in the financial statements and the ratios you have calculated, critically discuss the financial performance and position of Sweets plc.



Answer:
1:
ROCE=  x100
EBIT= Net profit + Interest + Taxes     EBIT (2022) = 431 + 226 + 189 = 846  
                                                             EBIT (2021) = 366 + 181 +173 = 720
Assets employed (2022) = 9736 – 2511 = 7225
Assets employed (2021) = 10087 – 3046 = 7041
ROCE (2022)= (846/7225) * 100 = 11.70%
ROCE (2021)= (720/7041) * 100 = 10.22%

ROE= x100
ROE (2022) = (431/3088) * 100 = 13.95%
ROE (2021) = (366/2912) * 100 = 12.56%

Earnings per share= 
Earnings per share (2022) =431/300 = 1.43
Earnings per share (2021) = 366/300 = 1.22

Net profit margin= x100
Net profit margin (2022) = (431/6738) * 100 = 6.39%
Net profit margin (2021) = (366/6441) * 100 = 5.68%

Asset turnover=
Asset turnover (2022) = 6738/7225 = 0.93
Asset turnover (2021) = 6441/7041 = 0.91

Stockholding days= x365
Stockholding days (2022) = (708/3235) * 365 = 79.88 or almost 80 days
Stockholding days (2021) = (659/3096) * 365 = 77.69 or almost 78 days

Debtors collection period= x365
Debtors collection period (2022) = (1249/6738) * 365 = 67.65 or almost 68 days
Debtors collection period (2021) = (1287/6441) * 365 = 72.93 or almost 73 days

Current ratio=
Current ratio (2022) = 2303/2511 = 0.91
Current ratio (2021) = 2355/3046 = 0.77

Gearing ratio=x 100  
Gearing ratio (2022) = [4137/(4137+3088)] * 100 = (4137/7225) * 100 = 57.25%
Gearing ratio (2021) = [4129/(4129+2912)] * 100 = (4129/7041) * 100 = 58.64%

Interest cover=
Interest cover (2022) = 846/226 = 3.74
Interest cover (2021) = 720/181 = 3.97  

 2:  By comparing operating profit to the capital used, ROCE calculates how efficiently capital is being utilised. A low ROCE may imply inefficiency or underutilization of capital, whereas a high ROCE shows efficient use of resources to produce profits (Dyson and Franklin, 2020).
Therefore, according to this indicator, we can say that the company is in the right direction of development, since it increased by 1.5 percent ROCE. 

      The return on equity created by shareholders is measured by ROE. It shows how well the business is generating profits with shareholder capital. An efficient use of equity capital is indicated by a high return on equity (ROE), whereas a low ROE may indicate inferior profitability in relation to shareholders' investments (Dyson and Franklin, 2020).
And here we can conclude that the company is going in the right direction as we see an increase and of course in addition we have a record of growth in distributed dividends from 242 million in 2021 to 255 million in 2022.

     Earnings per share (EPS), which shows how much money a company produces for each share, is used to determine corporate value. If a company's earnings are higher than its stock price, investors will pay more for its stock because higher EPS is a sign of greater value (Dyson and Franklin, 2020). As in this case, we observe an increase of 17%, which is a prerequisite for interest from investors.
      
      Net profit margin is the portion of revenue that turns into net profit. It demonstrates the company's ability to control costs and make money from its operations. A higher net profit margin is indicative of increased profitability and cost-effectiveness (Dyson and Franklin, 2020). On average, confectionery businesses tend to have profit margins 10%. In this case, we see an increase from 5.68% in 2021 to 6.4 in 2022, which is proof of the right direction of the company.
      
      The effectiveness with which a business generates sales income from its assets is measured by asset turnover. Greater asset utilisation efficiency is indicated by a greater asset turnover ratio. In this case, we can conclude that the company can improve the use of assets to achieve a score above 1.      

      Inventory turnover days, or stockholding days, are a measure of how long it typically takes a business to sell its stock. Reduced stockholding days ratios are indicative of effective inventory management and quicker inventory turnover (Dyson and Franklin, 2020). According to this indicator, we see an increase of 2 days in 2022 compared to 2021, but on the other hand, the debtors collection period has decreased by 5 days to 68. Accounts receivable turnover days, another name for the debtors collection time, are used to calculate the average number of days that a business needs to collect payments from its clients. Faster receivables collection and efficient credit management are indicated by a shorter debtor collection duration.

      The current ratio evaluates the company's capacity to pay short-term obligations by comparing current assets to current liabilities. While a current ratio below 1 may signal liquidity issues, a ratio above 1 suggests enough cash to service short-term liabilities (Dyson and Franklin, 2020). And although in 2022 the ratio is below 1, it is clear that the company has reduced current liabilities by 17% which shows that management is making the right decisions. 

      A gearing ratio compares some form of equity to money borrowed by the business. Due to the greater reliance on debt financing, a high gearing ratio means a higher level of financial risk (Dyson and Franklin, 2020). In 2021 and 2022, this percentage is high, exceeding 50%, which is an indicator of financial risk. Steps to reduce this percentage can be cost reduction and overall focus on profit improvement, which is clearly visible in 2022. Net profit increased by 17% from 366 to 431 million.

      The interest cover ratio calculates how much of the business's operational profits are used to pay interest costs. While a lower ratio can signal possible debt payment issues, a higher interest cover ratio shows a greater ability to fulfil interest commitments from operating income (Dyson and Franklin, 2020). There is a slight decrease here for 2022 compared to 2021, but it i1s still above 1.5-2, which is a good position for companies.

      In conclusion, we can conclude that the company is taking the right steps for development, as the indicators for 2022 compared to 2021 are better. Assets are more than liabilities, which is a good sign for the company. Expenses are managed properly, which also leads to higher operating profit.
      The reduction in current liabilities is also a good sign for the company, given that it is with a reduction in trade payables, not at their expense. This trend should continue in the coming years for the company to have a positive current ratio. It can be said that the decisions taken by the management led to better results, while of course one has to be careful with the increase in long-term borrowings and cost of sales.
















References:
1. Atrill, P, and  McLaney, E (2018), Accounting and Finance for Non-Specialists, Pearson Education, Limited, Harlow. Available from: ProQuest Ebook Central (Accessed: 11.04.2024).
2. Dyson, J, and Franklin, E (2020), Accounting for Non-Accounting Students, Pearson Education, Limited, Harlow. Available from: ProQuest Ebook Central. (13.04.2024).
3. Kenton, W. (2023) Financial Accounting Meaning, Principals, and Why It Matters. Available at: https://www.investopedia.com/terms/f/financialaccounting.asp (Accessed: 11.04.24).
4. Maverick, J.B. (2022) Why Do Shareholders Need Financial Statement? Available at: https://www.investopedia.com/ask/answers/032615/why-do-shareholders-need-financial-statements.asp (Accessed: 11.04.24).





12

image1.png
Pritysgol Lymiru
% Y Drindod Dewi Sant

S University of Wales
Trinity Saint David

3




