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Question 1: 
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.
No, what you are describing is called a cash flow statement, which shows the cash inflows and outflows in a given accounting period. A statement of financial position shows a company's liabilities, assets, and equity over a given accounting period. It shows the financial position of a company or simply its net book value. A cash flow statement is important because it can be used to measure the strength, profitability, and future outlook of the organization (Atrill and McLaney, 2019). By looking at the cash flow statement, one can tell whether or not the company has enough cash or is liquid enough to pay its expenses effectively and completely. 

2. Non-current assets are things that cannot be moved.
Not necessarily. There are non-current assets that cannot be moved, such as land and buildings, but there are others that can be moved, such as vehicles and equipment. They are simply long-term investments of a company, and the reason why they are referred to as non-current assets is because they cannot be converted into cash easily. The most important thing to understand about non-current assets is not whether or not they can be moved; it is how important they are to the business and how they are treated in accounting. Non-current assets are found on the balance sheet, and they help the business use other resources to generate earnings (Allad et al., 2015). 

3. Managers should only supply financial information to the "current" shareholders of companies.
For transparency and accountability, the managers should not do this (supplying financial information only to the current shareholders of the company). In fact, managers have a responsibility to provide this information to other stakeholders as well, apart from the shareholders. These other parties also have vested interests in the company's financial performance. All stakeholders are important to the business, and a good relationship with them fostered through accountability about company finances and transparency puts the business in a better position to perform even better as a result of collaborative effort from different stakeholders, as explained by studies such as Lucouw (2013) and Das (2010).

4. No need to include prepayments and accruals in the statement of financial position.

Prepayments and accruals should be included in the statement of financial position. The prepayments are treated as current assets because they are expenses that are paid for in advance. The accruals, on the other hand, are treated as current liabilities on the statement of financial position. This is because they are expenses that the company incurs, but they have not been paid. As Allad et al. (2015) explain, it is very important to ensure that all items have been treated properly since this affects the correctness and accuracy of financial statements. Accurate financial statements enable the business to identify challenges and opportunities. 

5. No need for regulation over financial accounts.
Financial accounts need regulation, and regulation is important because we need a well-functioning financial system in any economy or company. To ensure the soundness and safety of the financial system, financial regulation is key because ensuring the soundness of the financial system protects consumers from fraudulent activities. As Lucouw (2013) explains, in order to maintain the integrity as well as the stability of the financial system, the regulatory report is necessary. This makes it possible to accurately identify and assess any potential risks to the financial system or any issues with the company resources in the context of an organization. 


6. It is important to balance ledger (T) accounts and trial balances before preparing financial statements.
Yes, it is very important to balance ledger accounts and trial balances before preparing financial statements because these accounts check to ensure that the double entry rule has been followed correctly and that all transactions are entered correctly. The trial balance serves to ensure that all journal entries were done correctly, and as such, they should always balance. Balancing the trial balance and the ledgers is about the accuracy in recording business transactions, and as Allad et al (2015) explain, erroneous accounting records could have devastating effects on the business, hence the need to maintain the accuracy at all times. 
Question 2 
Income statement is also known as profit and loss account. Its main purpose is to present the actual performance of the business. The financial statements include main components such as: revenues, expenses, gains, and losses over a specific period of time, typically covering a month, quarter, or year (Atrill and McLaney, 2019). 
The financial statement is very useful for different stakeholders of the business such as: organizational management, investors, suppliers, and employees.
Wales plc 
Income Statement for the Year Ended 31st December 2022
	
	
	

	Revenue
	2020

	
	Gross sales
	                 900,000 

	
	(Less sales returns and allowances)
	 

	
	Net Sales
	            900,000 

	
	
	

	Cost of Goods Sold
	 

	
	Beginning inventory
	 

	
	Goods purchased
	 

	
	Goods manufactured: Raw materials
	 

	
	Goods manufactured: Direct Labor
	 

	
	Total Goods Available
	 

	
	(Less ending inventory)
	 

	
	Cost of Sales
	                 578,650 

	
	
	

	
	Gross Profit (Loss)
	            321,350 

	
	
	

	Expenses
	 

	
	Equipment accumulated depreciation
	                 130,000 

	
	   Administrative Expenses 
	                 160,000 

	
	Directors' Remuneration    
	                     5,000 

	
	Distribution costs
	                   28,000 

	
	4% Debentures
	                 100,000 

	
	Interest paid
	                     2,000 

	
	Salaries (Accrued in December, paid in January) 
	                   10,000 

	
	  Commission Payable (to be paid in January 2023)
	                     2,000 

	
	Total operating expenses
	                 437,000 

	
	Income before tax
	                (115,650)

	
	Corporation Tax (Estimated) 
	                   15,000 

	
	Income After Tax
	                (130,650)



Question 3
1. 
2021
ROCE = EBIT/Capital Employed x 100 = 699/capital employed 
Capital employed = total assets - current liabilities = 10087- 3046=7041
ROCE = 699/7041 x 100 = 9.927 or 9.9%
2022
ROCE = EBIT/Capital Employed = 805 /capital employed 
Capital employed = total assets -current liabilities = 9736 – 2511= 7225
ROCE = 805/7225 x 100 = 11.141 or 11.1%
2. 
2021
ROE = net profit/equity = 366/2912 = 0.126 or 12.6%
2022
ROE = net profit/equity = 431/3088 = 0.14 or 14%
3. Earnings per share 
EPS = net profit/ Number of Ordinary Shares
2021: EPS = 366/600 = £0.61
2022: = (431 / 600 = £0.72

4. Formula: Net Profit Margin = Net profit / Total Revenue * 100%
2021: Net Profit Margin = 366/6,441 x 100% = 5.7%
2022: Net Profit Margin = 431/6,738 x 100% = 6.4%

5.  Asset Turnover = Revenue /Total Assets
2021: Asset Turnover = 6,441/10,087 = 0.64
2022:  = 6,738/9,736m = 0.69

6. Stock Holding Days:
Stock Holding Days = Inventory / (Cost of Sales / 365)
2021: Stock Holding Days = 659 / (3,096m / 365)) = 77 days
2022:  = 708m / (3,235m / 365) = 79 days
7. Debtors Collection Period = Trade Receivables / (Revenue / 365)
2021: Debtors Collection Period = 1,287/ 6,441 x 365 = 72.9 days
2022:  = 1,249 / 6,738 x 365 = 67.65 days.
8. Current Ratio = Current Assets/Current Liabilities
2021: Current Ratio = 2,355/3,046 = 0.77
2022: Current Ratio = 2,303/ 2,511 = 0.92
9. Gearing Ratio= Non-Current Liabilities / Equity
2021: Gearing Ratio = 4,129/ 2,912 = 1.42
2022: = (4,137 /3,088= 1.34
10. Interest Cover = Profit before Tax/Interest Payable
2021: Interest Cover = 539/ 181 = 2.98
· 2022:  = 620/ 226 = 2.74
b) 
Based on the information calculated in the ratios and the information shown in the financial ratios, Sweets PLC is doing well in the following areas: 
The profitability of the company is good, signifying good financial health. ROE, ROCE, and net profit margins showed good performance, while ROCE and ROE stayed about 10%, and one interpretation of this is that the operations are efficient, and the return on investment is strong. In 2022, ROCE was higher than ROE, and as Allad et al. (2015) explain, this means that debt holders in the company are earning higher returns when compared to equity shareholders of the company. ROE assesses the company's profitability regarding shareholder's equity and is computed by dividing net income by shareholder's equity. The ROE of about 10% indicates that the company is generating good returns based on the investments of shareholders. ROCE evaluates a company's efficiency based on capital and was computed by dividing Earnings Before Interest and Taxes (EBIT) with Employed capital. A high ROCE value suggests the company is utilising its capital appropriately to make profits. Myšková and Hájek (2017) further explain that ROE and ROCE that are above 10% are an indication to the investors that this company is able to generate superior returns. As shown in the above calculations, Sweets Plc. is earning a greater return on investment and is using capital appropriately, which suggests effective management and strong financial health.
The company also showed notable growth in revenue between 2021 and 2022. It also boasts better and improving liquidity between 2021 and 2022, as shown by the improvement in the current Ratio. Initially, in 2021, Sweets plc. current Ratio was at 0.77, which indicated that the company had less about current assets to cover its short-term liabilities. As demonstrated by Sexton et al. (2023), this situation is a problem since the company does not have enough current assets to meet the short-term obligation. This means that sweets plc. needed to sell fixed assets, make new sales, or raise funds using other means to meet the current liabilities. The increase of the current ratio to 0.92 in 2022 implies that the company has improved its capacity to meet short-term obligations, suggesting better liquidity. Sweets Plc. has either reduced its current liabilities or increased its current assets, signifying improved financial stability, which can be attributed to debt reduction, better inventory control or receivables management. The company is also able to pay its interest obligations, and this is shown by the interest cover value that has stayed above 2. According to Noghondari et al. (2022), the general rule is that a higher Interest Cover Ratio suggests a company is in a better position to repay its interest obligation, while a lower Ratio implies financial instability. An ICR of at least 2 is preferred for companies with constant cash flow, as it is an indicator of their ability to settle short-term interest obligations (Corporate Finance Institute, n.d.). Sweets experienced a drop in ICR from 2.92 to 274, which could be attributed to an increase in interest expenses and EBIT. Even though the ICR dropped between 2021 and 2022, the value stayed above 2.5, which means the company is financially healthy, and its earnings before taxes and interest can cover its interest expenses 2.74 times over. Nonetheless, despite liquidity being a good thing, especially when accompanied by high revenues, having plenty of cash might be a sign that the company is not investing enough (Kanapickienė & Grundienė, 2015). 
The company also exhibits a few weaknesses. For example, while its ROE and ROCE stayed positive, there was a slight decline in 2022, signalling some significant pressure on the profits. Myšková and Hájek (2017) explain that in some cases, a drop in ROCE is an indication that the company is losing competitive advantage, and this should be an early warning sign for sweet plc. The gearing ratio is also uncomfortably high at 1.34 in 2022, meaning that the company might be relying on debt. This shows that for every pound of equity, there is £1.34 in debt, and due to high leverage, the returns on equity can be amplified during times of success but can also include interest payment obligations and financial risks. Financing is a bit too much, which is risky. This Ratio suggests that the company has more debt than equity in its capital structure, implying an increased level of financial leverage. The company enjoys efficient inventory management, but it should worry the management that stock holding days increased in 2022 between 77 and 79 days. Overall, this company is in a healthy financial position.
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