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Assignment 1




Name and student id:
Sorina Soflau-Moscaliuc: 2247224
Module code: LCBB4001
Module name: Accounting Fundamentals
Lecturer: Dr. Winifred Soribe



Question 1
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.
Answer:
The statement of financial position is a very important statement for each company revealing how profitable the company is in some cases but also showing if the company has liabilities and debts that cannot be repaid which may lead the company to failure. Other items included in the statement should be the inventories, property, plant, and equipment owned by the company, intangible assets, equity attributable to the owners of the company as well as the investments either in associates or controlled entities (Ifrs, 2015).
2. Non-current assets are things that cannot be moved.
Answer:
Non-current assets can be described as assets that will generate economic value in the future but in the present period, they are intangible and cannot be turned into cash. On the other hand, non-current assets can also be tangible assets such as land, buildings, and vehicles. Some types of non-current assets that can be described on a financial statement are property, plant, and equipment, this type includes the tangible assets from machinery to land. Another good example of how the non-current asset can be moved is when an organization has a surplus of cash and they what to invest that money in a project that will generate profit in the future such as stocks or external projects (CFI, 2024).
3. Managers should only supply financial information to the “current”, shareholders of companies.
Answer:
Managers should think about the well-being of the company not just the satisfaction of its shareholders. Although it is very important to keep the shareholders happy because they own the company in one way, as a manger, you must think and do what is best for the success of the company including sharing all the information about the current situation of the company about and what goes well and where are the problems. In one way or another the shareholder had invested money in the company, therefore they have the right to know in what stage the company is and if it heads to bankruptcy, it’s a legal requirement not an option.
4. No need to include prepayments and accruals on the statement of financial position.
Answer:
In order to have a proper accounting financial statement it is crucial to add the prepayments and accrued expenses on the financial position. Being considered assets the prepaid expenses should be recorded on the balance sheet and gradually they will become recognized as expenses. On the other hand the accrued expenses are considered to be liabilities and therefore should also be included in the balance sheet until they are paid off entirely. In conclusion, the statement that these should not be on the statement of financial position it is not accurate and may lead to errors (Solvermatic, 2024).
5. No need for regulation over financial accounts.
Answer:
This affirmation does not comply with the law. Financial regulation is the one that prevents fraud issues such as market manipulation and excessive risk-taking which could lead to bankruptcy. Also, the main scope of being transparent with finances as a company is to gain customers' trust, preventing and protecting them from fraudulent activities.
6. It is important to balance ledger(T) accounts and trial balances before preparing financial statements.
Answer:
The trial balance is a very important tool helping us to write the right information in the right place. For example, the trial balance includes all the accounts in the general ledger including adjusting entries and non-zero balances. This step helps us identify any errors that may have appeared from the other steps of writing a financial statement. This T account also helps us identify which one is a debit balance or a credit balance and puts them in the correct position within the financial position statement. Also, the decision-making process token in a business cannot be proceeded without financial statements (Franklin,Graybeal, Cooper, 2020).

Question 2
The following balances relate to Wales plc for the year ended 31st December 2022.

                                                                                        £
Sales (revenue)                                                 900,000
Equipment at a 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
Directors remuneration                                           5,000
Distribution costs                                                   28,000



The following information is relevant:
1. The equipment's useful life is 10 years, and it is depreciated using the straight-line method(10% annually). Depreciation on equipment is charged to the 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 a commission of £2000 in respect of December sales. It will be paid on 31st December 2023 and has not yet been recorded in the ledger accounts.
5. Goods valued at £1000 were sent to customers on the 31st of 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 December 2022 for Wales plc.

Answer: 
Company Accounts
Wales LTD
Income statement for the year ended 31th December 2022

	 Revenue

Cost of sales 
	£’000
900,000
(578,650)

	Gross profit
	322,000

	Distribution costs
	(28,000)

	Administrative expenses   (160,000+10,000)
Directors remuneration
	(170,000)

5000

	Operating profit
	119,000

	Interest payable (100,000x4%)
Interest paid

	(4000)
(2,000)

	Profit before taxation
	113,000

	Taxation
	15,000

	Profit for the year
	98,000




Workings
Equipment

	Equipment
	

	 Cost at 31.12.2022
	 650,000

	Accumulated depreciation at 31.12.2022
	
130,000

	Charge for year
	64,974
194,974

	Net book value (650,000 -194,974.4)
	455,025



(650,000 – 256)/10 = 649,744/10 = 64,974

 Retained profits

	Retained profits at 31.12.2022
	1,000

	Profit for year
	98,000

	
	99,000



Question 3
Sweets plc is a long-established sweets and confectionary 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 31st December
                                                                         2021                            2022
                                                                          £m                                  £m   
                                                            
Revenues                                                         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 of 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)                                                  (4,129)

Non-current liabilities 
Loans and other borrowings                                 (4,137)                                  (4,129)
Net assets                                                            3,088                                      2,912

Equity             
Ordinary share capital (50 p shares)                              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: 
a) Calculate the following ratios for Sweets plc for 2022 and 2021, showing the formulas and workings:
1. ROCE or the Return on capital employed which relates the level of investment used to earn it, calculated for 2022 and 2021.
Answer: 






Retained profit for 2022     3,088
Profit for the year                431
Dividends paid for 2022     ( 255)
                                            3,264


2. ROE or Return on Equity generated for ordinary shareholders, calculated for 2022 and 2021.

Answer: 




3. Earnings per share (EPS) which measures the total returns for ordinary shareholders in pence or pounds, calculated for 2022 and 2021.
Answer: 

Number of ordinary shares for 2022 300x average £5.12=1,536

Number of shares for 2021 033 x average £4.00= 1,200

4. Net profit margin for 2022 and 2021
Answer:




5. Asset turnover indicates how effectively the business is using total available resources, calculated for 2022 and 2021.
Answer:
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6. Stock holding days represents the period for which inventories are being held in the business, calculated for 2022 and 2021.
Answer:



7. Debtors collection period represents the time taken to collect trade debts, calculated for 2022 and 2021.
Answer:



8. The current ratio shows the adequacy of current assets to cover current liabilities it should be between 1: and 2:1, calculated for 2022 and 2021.
Answer:



9. The gearing ratio compares the amount of finance provided by shareholders to that provided by long-term lenders, calculated for 2022 and 2021.
Answer:


Retained profit for 2022     3,088
Profit for the year                431
Dividends paid for 2022     ( 255)
                                            3,264
Retained profit for 2021   2,912
Profit for the year              366
Dividends paid for 2021   (242)
                                           3036

10. Interest cover assesses how well interest is covered by the profits available, for 2021 and 2022.
Answer:




b) Using the information in the financial statements and the ratios you have calculated, critically discuss the financial performance and position of Sweets plc.
Sweets plc although has high turnover for the last 2 years according to its income statement and financial position, the organization seems to be going down. For example, the profitability ratio of return on capital employed decreased from 11.14% in 2021 to 9.92%  in 2022, but to be a company having a stable and good financial position it should have an ROCE of at least 20%. On the other hand, the ratio varies from sector to sector, therefore having a continuous decrease in return of equity could lead the company to failure and disappear from the market. 
The value of Eps varies from one industry to another but in general, if the value is high it is better for the company, but in our case of  Sweets plc the value is quite small which may indicate that the organization is struggling to survive, and that the company profitability is not stable and the company may not be sustainable in the future. As an example, Sweet's plc had a value per share of only 0.30 pence in 2021 which decreased to 0,27 pence in 2022, therefore the company is not profitable at all and its situation is not improving as time goes by. In general, when the current ratio is low that means that the company is weak from the financial point of view and that the company is struggling to pay its current liabilities which unfortunately is the case of the Sweet plc organization. Also, another factor that may indicate the problems faced by the company is the interest cover which is measured in times and should be 4 to situate the business on a safe level but our company did not even reach the level of 4 but started to decrease gradually on all the performance indicators ratios. Therefore, we came to the conclusion after critically analysing the ratios calculated we may draw the statement that the company is heading to failure.
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