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Component 1

QUESTION 1 – True or False statements
1. The statement of financial position, also known as the balance sheet, does not directly illustrate the amount of cash that has come into and left an organisation’s account during the accounting period. Instead, it provides an image of the company’s financial situation at an exact moment, showing its assets, liabilities, and shareholders’ equity.
The balance sheet includes information about the company’s cash and cash equivalents, which are part of its assets. However, it does not provide a detailed breakdown of cash inflows and outflows during the accounting period.
To determine the cash flows of a business during a specific period, one would need to refer to the statement of cash flows. This statement provides information about the cash inflows and outflows from operating activities, investing activities, and financing activities.
In conclusion, the statement of financial position, or balance sheet, does not directly show the cash inflows and outflows during the accounting period. It provides a snapshot of the company’s financial position at a specific point in time. The statement of cash flows is the appropriate financial statement to analyse cash flows during a specific period.

2. The statement that non-current assets are things that cannot be moved is not true. Non-current assets are long-term assets that are expected to be held by a company for more than one year. These assets can include property, plant, and equipment, intangible assets, and long-term investments. 
Non-current assets can be physically movable, such as machinery or vehicles, or they can be immovable, such as land or buildings. The movability of non-current assets does not determine their classification as non-current assets. Instead, the classification is based on the expected duration of their use by the company.
For example, according to the International Financial Reporting Standards (IFRS), property, plant, and equipment are classified as non-current assets regardless of their movability. IFRS defines property, plant, and equipment as “tangible items that are held for use in the production or supply of goods or services, for rental to others, or for administrative purposes” (IFRS, 2021).
In conclusion, non-current assets can include both movable and immovable assets. The classification is based on the expected duration of their use by the company, rather than their movability.


3. The statement that managers should only supply financial information to the “current” shareholders of companies is not true. Managers have a responsibility to provide financial information to all stakeholders, including current and potential shareholders, as well as other interested parties such as creditors, analysts, and regulatory bodies.
According to the International Financial Reporting Standards (IFRS), financial statements should provide information that is useful to a wide range of users for making economic decisions. This includes both current and potential shareholders, as well as other stakeholders who rely on financial information to assess the company’s performance, financial position, and prospects.

For example, the IFRS Framework states that financial statements should provide information about the company’s assets, liabilities, equity, income, expenses, and cash flows, which are relevant to the needs of users who are making economic decisions (IFRS Framework, 2018).
Furthermore, companies are often required by law or regulations to disclose financial information to the public. This is to ensure transparency and accountability, and to protect the interests of all stakeholders (THE UK CORPORATE GOVERNANCE CODE, 2018).
In conclusion, managers have a responsibility to supply financial information to a wide range of stakeholders, including both current and potential shareholders, as well as other interested parties. This is in line with the principles of transparency, accountability, and the needs of users for making economic decisions.

4. The statement that managers should only supply financial information to the “current” shareholders of companies is not true. Managers have a responsibility to provide financial information to all stakeholders, including current and potential shareholders, as well as other interested parties such as creditors, analysts, and regulatory bodies.
According to the International Financial Reporting Standards (IFRS), financial statements should provide information that is useful to a wide range of users for making economic decisions. This includes both current and potential shareholders, as well as other stakeholders who rely on financial information to assess the company’s performance, financial position, and prospects.
For example, the IFRS Framework states that financial statements should provide information about the company’s assets, liabilities, equity, income, expenses, and cash flows, which are relevant to the needs of users who are making economic decisions (IFRS Framework, 2018).
Furthermore, companies are often required by law or regulations to disclose financial information to the public. This is to ensure transparency and accountability, and to protect the interests of all stakeholders.
In conclusion, managers have a responsibility to supply financial information to a wide range of stakeholders, including both current and potential shareholders, as well as other interested parties. This is in line with the principles of transparency, accountability, and the needs of users for making economic decisions.

5. The statement that there is no need for regulation over financial accounts is not true. Regulation over financial accounts is essential to ensure transparency, accountability, and the integrity of financial reporting. 
Regulation helps to establish standards and guidelines for financial reporting, ensuring that companies provide accurate and reliable information to stakeholders. It helps to prevent fraudulent activities, misrepresentation, and manipulation of financial statements.
One of the key regulatory bodies that sets standards for financial reporting is the International Financial Reporting Standards (IFRS) Foundation. The IFRS provides a globally recognized framework for financial reporting, which promotes consistency, comparability, and transparency in financial statements (IFRS Foundation).
Regulation also helps to protect the interests of investors, creditors, and other stakeholders by ensuring that financial information is disclosed in a timely and accurate manner. It provides a level playing field for companies and helps to maintain confidence in the financial markets.

Furthermore, regulation over financial accounts is often required by law or regulatory bodies in many jurisdictions. For example, in the United States, the Securities and Exchange Commission (SEC) requires companies to comply with the Generally Accepted Accounting Principles (GAAP) and file regular financial reports (SEC).
In conclusion, regulation over financial accounts is necessary to ensure transparency, accountability, and the integrity of financial reporting. It helps to establish standards, prevent fraudulent activities, protect stakeholders’ interests, and maintain confidence in the financial markets.

6. The statement that it is important to balance ledger (T) accounts and trial balance before preparing financial statements is true. Balancing ledger accounts and ensuring the trial balance is accurate are crucial steps in the financial reporting process.
Balancing ledger accounts involves ensuring that the total debits equal the total credits for each account. This process helps to identify any errors or discrepancies in the recording of transactions. By balancing the ledger accounts, it ensures that the financial information is accurate and reliable.
The trial balance is a summary of all the ledger accounts and their balances. It is used to check the accuracy of the recording and posting of transactions. The trial balance should have equal debits and credits, which indicates that the ledger accounts have been balanced correctly.
According to the International Financial Reporting Standards (IFRS), the trial balance is an important step in the preparation of financial statements. It serves as a basis for preparing the statement of financial position (balance sheet), statement of comprehensive income (income statement), and statement of cash flows.
In conclusion, balancing ledger accounts and ensuring the accuracy of the trial balance are important steps in the financial reporting process. They help to ensure the accuracy and reliability of the financial statements.




QUESTION 2 - Income statement

To prepare the income statement for Wales plc for the year ended 31st December 2022, the data received has to be manipulated as follows:

1. Sales (Revenue): £900,000
2. Cost of Sales: £578,650 (including depreciation on equipment)
3. Administrative Expenses: £160,000 (including unpaid salaries)
4. Directors' Remuneration: £5,000
5. Distribution Costs: £28,000
6. Interest Paid: £2,000
7. Commission Payable: £2,000 (not yet recorded)
8. Estimated Corporation Tax: £15,000

Calculations for the income statement

Week 4 Revision Solutions spreadsheet has been used in carrying out the following calculations:

Sales (Revenue): £900,000 is the initial amount that is provided. However, there is £1000 extra revenue from the goods sold on 31.12.2022 for which the company will be paid in February 2023. 

Revenue(total) = £900,000 + £1000 = £901,000

Cost of Sales:
   - Opening Equipment Cost: £650,000
   - Depreciation (10% of £650,000): £65,000
   - Cost of Sales: £578,650 to which we add the depreciation of the equipment
   - Cost of sales(total) = £578,650 + £65,000 = £643,650
Gross Profit: Revenue - Cost of Sales (total) = £901,000 - £643,650 = £257,350

Administrative Expenses: £160,000
Directors' Remuneration: £5,000
Commission Payable: £2,000 (not yet recorded)
Salaries: £10,000
Distribution Costs: £28,000
Interest Paid £4% of £100,000 debentures = £4000
Total Expenses: £160,000 + £5,000 + £28,000 + £2,000 + £10,000 +£4000 = £209,000

Operating Profit: Gross Profit - Total Expenses = £257,350 - £209,000 = £48,350

Estimated Corporation Tax: £15,000

Net Profit: Operating Profit - Commission Payable - Estimated Corporation Tax = £48,350 - £15,000 = £33,350


The end result of the calculations can be seen below.

INCOME STATEMENT/ P&L FOR THE PERIOD ENDED 31 January 2023
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Revenue
Cost of sales
Gross profit
Distribution costs
Directors' Remuneration
Commission Payable 
Salaries
Interest Paid
Administration expenses
Operating profit
Profit before tax
Taxation
Profit for the period

£’000
901,000
(643,650)
257,350
(28,000)
(5,000)
(2,000)
(10,000)
(4000)
(160,000)
52,350
48,350
(15,000)
33,350




QUESTION 3
a. Calculations
According to W5 Revision Solution-Jerry Plc calculating the ratios for Sweets plc for 2022 and 2021 can be done as follows:

1. 
Capital Employed represents the Total Assets minus the Current Liabilities
2022: ROCE = (805/ 7,225) * 100% = 11.14%
2021: ROCE = (699/ 7,041) * 100% = 9.93%

2. 
2022: ROE = 432/3,088 = 13.96%
2021: ROE = 366/2,912 = 12.57%

3.  £
As mentioned in the requirements the shares are 0.50p each.
2022: EPS = 431/ (300/0.50) = £0.72
2021: EPS = 366/ (300/0.50) = £0.61

4. 
2022: Net Profit Margin = 805/6,738 * 100% = 11.95%
2021: Net Profit Margin = 699/6,441 * 100% = 10.85%

5. 
2022: Assets Turnover = 6738/7,225 = 0.93 (times)
2021: Assets Turnover = 6441/7,041 = 0.91 (times)

6. 
2022: Stock Holding Days = 708/3,235 * 365(days) = 80 days
2021: Stock Holding Days = 659/3,096 * 365(days) = 78 days


7. 
2022: Debtors' Collection Period = (1,249/ 6,738) * 365 (days) = 68 days
2021: Debtors' Collection Period = (1,287/ 6,441) * 365 (days) = 73 days
8. 
2022: Current Ratio = 2,303/2,511 = 0.9 :1
2021: Current Ratio = 2,355/3,096 = 0.8 :1
9. 
2022: Gearing Ratio = 4,137/ (4,127+3,088) * 100% = 57%
2021: Gearing Ratio =4,129/ (4,129+ 2,912) * 100% = 59%

10. 
2022: Interest Cover = 805/185 = 4.4 (times)
2021: Interest Cover = 699/160 = 4.4 (times)

b.  Financial performance and position of Sweets plc:
ROCE increased from 9.93% in 2021 to 11.14% in 2022, indicating improved efficiency in generating profits from capital employed.
ROE increased from 12.57% in 2021 to 13.96% in 2022, indicating higher returns for shareholders.
Earnings per share increased from £0.61 in 2021 to £0.72 in 2022, indicating higher profitability per share.
Net profit margin increased from 10.85% in 2021 to 11.95% in 2022, indicating improved profitability.
Asset turnover increased slightly from 0.91 times in 2021 to 0.93 times in 2022, indicating better utilization of assets to generate revenue.
Stock holding days increased from 78 days in 2021 to 80 days in 2022, indicating a slightly longer time to sell inventory.
Debtors collection period decreased from 73 days in 2021 to 68 days in 2022, indicating improved collection of receivables.
Current ratio improved from 0.8:1 in 2021 to 0.9:1 in 2022, indicating better short-term liquidity.
Gearing ratio decreased from 59% in 2021 to 57% in 2022, indicating a lower reliance on debt financing.
Interest cover stayed the same from 2021 to 2022, with a value of 4.4 times indicating that the ability to cover interest expenses is stable.

Overall, Sweets plc has shown improvements in profitability, efficiency, and liquidity. The increase in ROCE, ROE, and net profit margin indicates better financial performance. The slight increase in asset turnover suggests improved asset utilization. However, the increase in stock holding days and the decrease in interest cover should be monitored. The decrease in gearing ratio indicates a lower reliance on debt, which is positive for the company's financial position.
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