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[bookmark: _Toc152784712]Question 1
[bookmark: _Toc152784713]1. Statement of financial position represents the cash inflows and outflows 
The balance sheet, frequently referred to as the Statement of Financial Position, gives an overview of the financial situation with the organization at a certain moment in time. The liabilities, equity, and assets make up its main components. It does not directly capture cash inflows and outflows, but it does indicate the funds (assets) and liabilities (obligations) that a corporation has (Hasanaj and Kuqi, 2019). The Cash Flow Statement provides a better depiction of cash flow operations by classifying cash movements into operating, financing, and investments. Although cash transactions are not specifically mentioned in the summary of financial position, it is crucial for evaluating bankruptcy, liquidity, and general financial health.
[bookmark: _Toc152784714]2. Analyzing the current and noncurrent assets
It cannot be stated that non-present assets are items that are immobile. Long-term assets, occasionally referred to as non-current assets, are assets like real estate, machinery, and other items that have a useful life longer than a year. These also include intangible assets. Different assets have different levels of mobility (Yadav and Shrotriya, 2019). Thus, whereas buildings and land are usually immovable, non-current assets like machinery or cars can be moved. Consequently, the immovability of non-current assets is not the only attribute that identifies them. Rather than referring to their movement, "non-current" indicates their longer useful life. The proper understanding of asset classifications is necessary for accurate financial reporting and choices, underscoring the need of dispelling myths such as the one stated in the statement.
[bookmark: _Toc152784715]3. Financial information only for the current stakeholders
Financial reporting must be transparent for a number of reasons. It may be more difficult to draw in new creditors, shareholders and or investors if financial information is restricted to existing participants only. A strong reputation is bolstered by clear and easily accessible financial disclosure, which cultivates credibility and trust within the corporate community (Nuseir, 2020). It also facilitates decision-making with regard to information, promotes accountability, and meets with legal and regulatory standards. Limiting financial data can breed doubt, make it hard for the business to expand, or make it more challenging to get capital. For the general well-being and viability of a business, it is required to maintain the financial transparency in terms of developing financial statements and providing it to stakeholders. 
[bookmark: _Toc152784716]4. Prepayments and accrual should not be there in statement of financial position
Prepayments and accruals, showing the company's present assets and financial commitments, are crucial parts of a company's financial status statement. Accruals include costs incurred but not yet paid, whereas payments in advance are payments for goods or services not yet received. Giving an all-encompassing view of a company's financial health, both are essential for reliable financial reporting (Allah and Al-Khalidi, 2022). The usefulness of the financial statement for investors in making decisions regarding the organization's financial health would be compromised if prepayments and the accruals were excluded. This would lead to an incomplete and misleading representation of a business's liabilities and assets.
[bookmark: _Toc152784717]5) No need for regulation over financial accounts
The above statement is not correct as in the financial accounts it is essential to maintain the rules and regulation to protect the business financial transaction and also to ensure that all the financial treatments and recordings have been true and fair based on the appropriate accounting standards  set by the Generally accepted accounting principle and international framework reporting standard maintain the stability, principle and integrity of the financial statement by the business organisation (BARG, 2023).
[bookmark: _bi16cze9p9gk][bookmark: _Toc152784718]6) It is vital to balance the ledger account and trial balance before preparing the financial statement
Yes, the above statement is correct, it is essential to balance the ledger and trial balance before creating a financial statement which includes the income statement and balance sheet. Ledger includes the posting of all the financial transaction information which is recorded in the journals and posted in the ledger. Consider the closing balance from the ledger and post in trial maintaining the debit and credit side where all assets and expenses come in debit and all liabilities and income are credited. Thus this information is then posted in the income statement and balance sheet to match the asset and liabilities during the period. 
[bookmark: _Toc152784719]Question 2
[bookmark: _Toc152784720]Prepare income statement 
	In the books of Wales Plc

	Income statement for the year ended

	31st December 2022

	Particulars
	Amount £
	Amount £

	INCOME
	
	

	sales (revenue)
	
	£900,000

	less: cost of sales
	£578,650
	

	(-) depreciation on equipment
	£65,000
	

	
	
	£513,650

	Gross profit (sales- cost of sales)
	
	£386,350

	
	
	

	EXPENSES
	
	

	
	
	

	Administrative expenses
	£160,000
	

	less: salaries charged
	£10,000
	

	
	
	£150,000

	Salaries
	
	£10,000

	Distribution costs
	
	£28,000

	Interest paid
	
	£2,000

	debenture interest
	
	£4,000

	directors' remuneration
	
	£5,000

	
	
	

	Total expenses
	
	£199,000

	Net profit ( Gross profit - total expenses)
	
	£187,350




	WORKINGS
	Amount £

	equipment (at cost)
	£650,000

	less: accumulated depreciation
	£130,000

	less: depreciation using straight line method @ 10% annually for 10 years
	£65,000

	balance as of 31st December 2022
	£455,000

	
	

	4% debentures
	£100,000

	debenture interest @ 4%
	£4,000



[bookmark: _Toc152784721]Definition of income statement and importance 
Income statement is a part of a financial statement which shows how the company’s income and expenses are generated. It includes and evaluates the income and expenses of the business during the specific period of business operation. In the above case the income statement has been prepared for Wales Plc, the component its incomes within the income statements are sales or revenue is the income which has been deducted from direct and indirect expenses includes, cost of sales, distribution cost, salaries, administrative expenses, interests, depreciation and directors revenues (Robinson, 2020). All the income and expenses has helped earn the net profit of £187,350. 
The income statement is useful for the business management, stakeholders and investors to understand the financial performance and ability of the business to generate sales and profit during the year. This statement is used to make effective decisions on business profitability and also make strategies based on performance.  For stakeholders, it helps in making decisions on a company's profits, expenses and sales and further investments (Cfainstitute, 2023).
[bookmark: _Toc152784722]Question 3
a. [bookmark: _Toc152784723]Calculate the ratio for Sweets Plc for 2022 and 2021
	
	
	
	Calculation

	
	Ratios
	Formula
	2022
	2021

	1
	ROCE or return on capital employed
	(EBIT or operating profit)/ Capital employed
	0.1114 or 11.14%
	0.0993 or 9.93%

	
	Capital employed (£m)
	Total asset - current liabilities
	7225
	7041

	
	
	
	£m
	£m

	
	Operating profit
	
	805
	699

	
	Total assets
	
	9736
	10087

	
	Current liabilities
	
	2511
	3046

	
	
	
	
	

	2
	ROE or return on equity
	Net profit/ equity shareholder
	0.1396 or 13.965
	0.1257 or 12.57%

	
	
	
	£m
	£m

	
	Net profit
	
	431
	366

	
	Equity shareholder
	
	3088
	2912

	
	
	
	
	

	3
	Earning per share
	[Net Income / Total Shares Outstanding]
	0.7183
	0.6100

	
	
	
	£m
	£m

	
	Net income or Net profit
	
	431
	366

	
	Total share outstanding
	
	600
	600

	
	per share value
	
	50p
	50p

	
	
	
	
	

	4
	Net profit margin
	[Net profit/ Net sales] * 100
	6.40%
	5.68%

	
	
	
	£m
	£m

	
	Net profit
	
	431
	366

	
	Net sales
	
	6738
	6441

	
	
	
	
	

	5
	Asset turnover
	Net sales/ total assets
	0.6921
	0.6385

	
	
	
	£m
	£m

	
	Net sales
	
	6738
	6441

	
	Total assets
	
	9736
	10087

	
	
	Formula
	2022
	2021

	6
	Stock holding days
	[Stock/ Cost of sales] * 365 days
	79.88 days
	77.69 days

	
	
	
	£m
	£m

	
	Stock or inventory
	
	708
	659

	
	Cost of sales
	
	3235
	3096

	
	
	
	
	

	7
	Debtors collection period
	(Debtors/ net sales)* 365 days
	67.66 days
	72.93 days

	
	
	
	£m
	£m

	
	Debtors or trade receivables
	
	1249
	1287

	
	Net sales
	
	6738
	6441

	
	
	
	
	

	8
	Current ratio
	Current Asset/ Current Liabilities
	0.9172
	0.7731

	
	
	
	£m
	£m

	
	Current Asset
	
	2303
	2355

	
	current Liabilities
	
	2511
	3046

	
	
	
	
	

	9
	Gearing ratio
	Total long term debt / Total equity shareholder
	1.34
	1.42

	
	
	
	£m
	£m

	
	Total long term debt
	
	4137
	4129

	
	Total equity shareholder
	
	3088
	2912

	
	
	
	
	

	
	
	
	
	

	10
	Interest cover ratio
	Earning before Interest and tax and depreciation/ Total interest expenses
	3.56
	3.86

	
	
	
	£m
	£m

	
	EBIT or Earning before Interest and tax and depreciation or operating profit
	
	805
	699

	
	Total interest expenses
	
	226
	181




[bookmark: _Toc152784724]Ratio analysis and its importance
Ratio analysis is used to determine the performance of the company using its financial statement which is revealed during each financial year. This ratio analysis helps the management and stakeholder, investors to understand the business profitability, liquidity, efficiency, gearing and investment ratio. This is also vital for the companies to determine the business trend and comparison between two companies as well as compare the two or more years of the same company to understand the business trend in profitability, liquidity, efficiency, gearing and investment (Robinson, 2020)
The ratio helps in making various decisions regarding the business investment whether the business needs to use debt or not or use assets to generate sales and share the profit share to the shareholder so that they can use or use for the business development purpose. Thus use of ratio analysis helps determine various financial obligations like liquidity shortage or it is sufficient, how the company is able to collect the business collection from its customers and pay its debt on time. Thus all these can be evaluated using various ratios like profitability, liquidity, efficiency, solvency and investment (Banerjee, 2023).
[bookmark: _Toc152784725]B. Interpret  and discuss the financial performance of sweet plc and its position
[bookmark: _Toc152784726]1.	ROCE
ROCe or the return on capital employed is the ratio which determines the profitability ratio. This ratio is used to determine the ability of the company to use the capital to generate the operating income for each pound so to indicate the profit generated from each pound of the capital employed into the business. Higher ROCE is favourable for the business (CFI, 2023). For Sweets plc ROCE in 2021 was 9.93% which increased to 11.14% in 2022. This implies the ability of the business to generate profit from the capital investment has been increased in 2022 and if it continues to increase it would be much favourable for the company in future. 
[bookmark: _Toc152784727]2.	ROE
ROE or the return on equity is the indicator of profitability and measures the financial performance by dividing the net income by equity shareholders to determine the ability of business to generate the profit using the equity fund. When the ratio is higher the better for the business to convert its equity for financing and generate profit. It says that 15% or more than that is determined to be good for the business (Srivastav, 2023). However, For Sweet Plc, in 2021 ROE was 12.57% which increased to 13.96% in 2022. This implies that for this business ROE increases and the business also increases the ability to generate profitability. Hence, more profitability helps the business to perform well in future.
[bookmark: _Toc152784728]3.	Earnings per share
Earning per share is the investment and profitability ratio which determine the ability of the company to make money from each share of its share or stock. This ratio can be used by the stakeholders and investors to understand the company's high profit making from its share price and how much the investor has to pay for the company’s share (Fajaria and Isnalita, 2018). Higher EPS is considered to be good for the business profitability. For sweet plc it shows that in 2021 it generated 0.61p per share whereas in 2022, the EPS increased to 0.7183p per share. Thus the share price increases and business will be earning more profit from shares.
[bookmark: _Toc152784729]4.	Net profit Margin
Net profit margin is the profitability ratio which determines the ability of the business to generate profit from the sales after covering all the expenses. The net profit is used to measure the financial health and performance of the company using the sales and all the running costs of the business which the business has incurred during the period. The ideal net profit ratio is 10% to 20% (Team, 2021). However, Sweet plc has generated 5.68% in 2021 which has increased to 6.40% in 2022. Though the business has increased the net profit margin in 2022, 6.40% is not healthy for the business. Thus, this business needs to reduce the expenses to increase the profit to maintain healthy profitability or to increase the sales.
[bookmark: _Toc152784730]5.	Asset turnover
Asset turnover ratio measures the efficiency of the company to be able to use its assets to generate the revenue or sales of the business. More sales generation from assets is favourable for the company. This can be evaluated by dividing the sales or revenue by total assets. Based on the above results of Sweet Plc, in 2021 it generated 0.6385  which increased to 0.6921 in 2022. Thus the ideal asset turnover ratio is more than 1, which implies that business is using its full asset effectively to generate sales and the ability of the company is good in using resources (Team, 2022). Hence, sweet plc needs to increase its asset turnover efficiency.

[bookmark: _Toc152784731]6.	Stock holding days
Stock holding day is the time between the purchase of the asset and sales of the asset. This determines the time of holding the stock for investment by the investors between the period of purchase and sales of the goods or security. When the holding period is more, the ability and efficiency of the business seems to be low (Lake, 2022). Sweet plc in 2021 has taken 77.69 days or 78 days on holding stocks whereas in 2022, 79.88 days or 80 days holding stocks which reduces the efficiency of the business to increase sales.
[bookmark: _Toc152784732]7.	Debtors collection period
Debtor collection period is the efficiency ratio which determines the ability of the business to collect its payment in time (Mathuva, 2015). The more days will tend to decrease the efficiency of the business. In 2021 it found that sweet plc business took 72.93 days whereas in 2022, it reduced to 67.66 days. However, sweet plc need to reduce its collection period to increase efficiency
[bookmark: _Toc152784733]8.	Current ratio
Current ratio is the liquidity ratio which determines the ability of the business to meet the short term obligation of the business. The ideal current ratio is 2: 1. For sweet plc business it shows 0.77 in 2021 which increased to 0.92 in 2022. Thus, businesses need to increase liquidity ability which helps the business to meet its short term debt obligation during the period and it seems above that business has low current ratio in both the years (Utami, 2017).
[bookmark: _Toc152784734]9.	Gearing ratio
Gearing ratio is the financial risk indicator and measures the solvency of the business. It compares the long term debt to the business equity and from the above sweet plc, it seems that in 2021 the gearing ratio is 1.42 which decreased to 1.34. Thus, it implies that business uses more debt than equity and it has more geared and higher financial risk for the business (Blessing and Sakouvogui, 2023).
[bookmark: _Toc152784735]10.	 Interest cover
Interest coverage ratio means the ability of the business to pay off its debt interest easily. It can be found that a minimum of 1.5 is considered to be healthy for some companies. Hence for sweet plc it seems to be interest coverage in 2021 is 1.42 which reduced to 1.34. This implies that the burden for debt payment is more for this company (Indeed, 2023).
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