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First statement
The assertion concerning the Statement of Financial Position (previously referred to as the Balance Sheet) is incorrect. The main objective of the financial statement remains to present a precise overview of a company's financial status at a certain moment, rather than illustrating the inflow and outflow of cash during an accounting period. The statement lists liabilities, assets, and shareholders' equity, providing a static perspective rather than a dynamic depiction of cash flows. To have a thorough comprehension of cash flows, it is advisable to consult the Statement of Cash Flows. Accurately differentiating between these financial accounts is essential for gaining precise understanding of the firm's liquidity, solvency, and general financial well-being (Atukalp, 2023).
Second statement
The idea that non-current assets represent immovable objects is somewhat correct but demands explanation. Non-current assets consist of a wide variety of items, such as tangible assets such land and buildings, that are typically not easily moved. Nevertheless, it is crucial to acknowledge that mobility alone is not the exclusive factor for classifying assets as non-current. Non-current assets encompass tangible assets, such as machinery and cars, as well as long-term investments, as long as they aren't meant for sale as part of ordinary business operations. Although the statement acknowledges one component of non-current assets, it's is crucial to understand that this category includes more than just immovable assets. It also includes goods that contribute to a firm's long-term operational or investment activities, regardless of their mobility (Class et al., n.d).
Third statement
The statement that managers should solely furnish financial information to "existing" shareholders is erroneous and disregards a vital element of corporate openness. Managers are obligated to provide financial information with all shareholders, irrespective of their status being current or former investors, as part of their fiduciary duty. Shareholders, both existing and prospective, possess a valid concern in comprehending the business's performance and financial well-being. Transparent communication cultivates confidence and enables stakeholders to make well-informed decisions on their investments. Restricting the disclosure of financial information to only existing shareholders may compromise transparency, potentially resulting in diminished investor trust and regulatory apprehensions. Managers should widely provide financial information to all shareholders in order to ensure transparency and support the principles of excellent corporate governance, as part of their commitment to responsibility and ethical business practices (Seifzadeg et al., 2021).
Fourth statement
The assertion claiming that prepayments and accruals should not be included on a Statement of the Financial Position is incorrect. Prepayments and the accruals are essential elements of a business's financial standing, indicating postponed expenses and commitments that affect the company's liquidity and financial well-being. Omitting them would provide an inadequate and maybe deceptive overview of the financial health of a business. The Statement of Financial Position aims to present a thorough summary of the assets, liabilities, and equity of a business at a particular moment, and both prepayments and accruals are crucial in accurately representing the actual financial responsibilities and resources of the firm. Thoroughly considering these topics guarantees precision and openness in financial reporting, empowering stakeholders to make well-informed judgements regarding the company's financial soundness (Dutescu & Dutescu, 2019).
Fifth statement
The idea that regulation is unnecessary for financial accounts fails to acknowledge the crucial function of regulatory frameworks in guaranteeing transparency, precision, and equity in financial reporting. Regulations, typically established by the accounting boards or governmental entities, are crucial for preserving the accuracy of financial information. They offer a uniform set of regulations and principles, safeguarding against manipulation, fraud, and discrepancies in reporting. The presence of regulatory monitoring inspires trust in creditors, investors, and other stakeholders, promoting fairness and enabling meaningful comparisons between various businesses. In the absence of such oversight, there is a heightened danger of incorrect financial data and unethical actions, which poses a threat to the stability of the financial system and undermines trust in company reporting. Robust rules are essential to maintain the responsibility and dependability of financial accounts, fostering the overall well-being of the financial system (Elliott & Santos, 2012).
Sixth statement
The statement correctly highlights the essential process of reconciling ledger (T) accounts as well as establishing a trial balance prior to generating financial statements. The process of balancing T accounts guarantees the precision of each of the accounts by aligning debits with credits, therefore preserving the authenticity of the underpinning transaction records. The trial balance serves as a first verification by presenting a concise overview of every one of the ledger balances. It is crucial to identify any inconsistencies or mistakes at this point in order to generate precise financial accounts. This technique not only improves the dependability of the financial data provided to stakeholders but additionally simplifies the following stages in the accounting process. It functions as a fundamental criterion, emphasising the significance of internal coherence and accuracy prior to converting financial information into full statements that guide decision-making and financial evaluation (Simanjuntak et al., 2022).
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	£

	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

	Directors’ remuneration
	5,000

	Distribution costs
	28,000



Sales (Revenue) = £900,000
Cost of Sales:
Sales - Cost of sales = £900,000 - £578,650 = £321,350
Depreciation Expense:
Equipment at cost x Depreciation rate = £650,000 x10% = £65,000
This is the annual depreciation; because for 2022, the expense could be £65,000 /10 = £6,500.
Administrative Expenses:
£160,000 (including the unpaid December salaries of £10,000, paid in January 2023).
Interest Expense = £2,000
Net Income = (Revenue – Cost of Sales – Depreciation Expense – Administrative Expenses – Interest Expense)
Net Income = £900,000 - £321,350 - £6,500 - £160,000 - £2,000
Net Income = £410,150
Now, let's account for items that have not yet been recorded into the ledger:
Commission Expense:
Salesmen commission for December sales = £2,000
Goods sent but not yet recorded:
Goods sent to customers on 31st December = £1,000
Adjusted Net Income = Net Income − Commission Expense − Goods sent but not yet recorded
= £410,150 – £2,000 – £1,000 
= £407,150
The financial statement for Wales plc for the fiscal year ending on December 31, 2022 would indicate a net income of £407,150.
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a. [bookmark: _Toc154098148]Calculate:
ROCE - Return on Capital Employed
ROCE = (Operating Profit / Average Capital Employed) x 100
Average Capital Employed = (Total Assets − Current Liabilities2022 + Total Assets − CurrentLiabilities2021) / 2
ROCE 2022 = 805 / [(9736 – 2,511) + (10,087 – 3,046) / 2] x 100
= 805 / (7,225 + 7,041 / 2) x 100
= 805 / 7,133 x 100
= 11.28%
ROCE 2021 = 699 / [(7,732 – 2,046) + (7,732 – 3,046) / 2] x 100
​= 699 / (5,686 + 7,131 / 2) x 100
= 699 / 6,408.5 x 100
= 10.91%
ROE - Return on Equity
ROE = (Net Profit / Average Shareholders` Equity) x 100
Average Shareholders` Equity = (Equity2022 + Equity2021) / 2
ROE2022 = [431 / (3,088 + 2,912 / 2)] x 100
= [431 / (6,000 / 2)] x 100
= 431 / 3,000 x 100
= 14.37%
ROE2021 = [366 / (2,912 + 2,912 / 2)] x 100
= [366 / (5,824 / 2)] x 100
= 366 / 2,912 x 100
= 12.54%

Earnings per share – EPS
EPS = Profit for the year / weighted average number of shares
Weighted average number of shares = (opening shares x share price opening) + (closing shares + share price closing) / 2
EPS2022 = 431 / [(300,000 x £4.00) + (300,000 x £5.12) / 2]
= 431 / [(1,200,000 + 1,536,000 / 2)]
= 431 / 1,368,000
= 0.315
EPS2021 = 366 / [(300,000 x £4) + (300,000 x £5.12 / 2)]
= 366 / [(1,200,000 + 1,536,000 / 2)]
= 366 / 1,368,000
= 0.268
Net profit margin
Net profit margin = (Net profit / revenue) x 100
Net profit margin2022 = (431 / 6,738) x 100
= 6.39%
Net profit margin2021 = (366 / 6,441) x 100
= 5.68
Asset turnover
Asset turnover = revenue / average total assets
Average total assets = (total assets 2022 + total assets 2021) / 2
Asset turnover2022 = 6,738 / [(9,736 + 10,087 / 2)]
= 6,738 / [(19,823 / 2)]
= 6,738 / 9,911.5
= 0.68
Asset turnover2021 = 6,441 / [(7,732 + 7,732 / 2)]
= 6,441 / [(15,464 / 2)]
= 6,441 / 7,732
= 0.83
Stock holding days
Stock holding days = (average stock / cost of sales) x 365
Average stock = (inventory2022 + inventory 2021) / 2
Stock holding days2022 = [(708 + 659 / 2) / 3,235] x 365
= [(1,367 / 2) / 3,235] x 365
= (683.5 / 3,235) x 365
= 77.19
Stock holding days2021 = [(659 + 708 / 2) / 3,096] x 365
= [(1,367 / 2) / 3,096] x 365
= 683.5 / 3,096 x 365
= 67.98
Debtors collection period
Debtors collection period = (average trade receivables / revenue) x 365
Average trade receivables = (trade receivables2022 + trade receivables202) / 2
Debtors collection period2022 = [(1,249 + 1,287 / 2) / 6,738] x 365
= (2,536 / 2) / 6,738 x 365
= 1,268 / 6,738 x 365
= 68.54
Debtors collection period2021 = [(1,287 + 1,249 / 2) / 6,441] x 365
= (2,536 / 2) / 6,441 x 365
= 1,268 / 6,441 x 365
= 71.54
Current ratio
Current ratio = current assets / current liabilities
Current ratio2022 = 2,303 / 2,511
= 0.917
Current ratio2021 =  2,355 / 3,046
= 0.773
Gearing ratio
Gearing ratio = [long-term debt / (shareholders` equity + long-term debt)] x 100
Gearing ratio2022 = (3,088 + 4,137 / 4,137) x 100
= (7,225 / 4,137) x 100
= 174.75%
Gearing ratio2021 = [4,129 / (2,912 + 4,129)] x 100
= (4,129 / 7,041) x 100
= 58.62%
Interest cover
Interest cover = operating profit / interest payable
Interest cover2022 = 805 / 226
= 3.55
Interest cover2021 = 699 / 181
= 3.87


a. [bookmark: _Toc154098149]Critical analysis
Profitability
The Net Profit Margin rose from around 5.68% in 2021 to 6.39% in 2022. This signifies a marginal enhancement in the company's capacity to transform income into profit. Also, the Return on Equity (ROE) rose from around 12.54% in 2021 to 14.37% in 2022. This implies that the corporation yielded greater profits for its stockholders in the latest fiscal year. Furthermore, the earnings per share (EPS) rose from around £0.268 in 2021 to £0.315 in 2022, reflecting a positive enhancement in the earnings allocated to each individual shareholder.
Efficiency
The Asset Turnover declined from around 0.83 in 2021 to 0.68 in 2022. This suggests a decrease in the effectiveness of using resources to generate income. Moreover, the duration for which stocks are held grew from around 67.98 days in 2021 to 77.19 days in 2022. This implies that the company may need more time to sell its stock, which could have an impact on its ability to quickly convert assets into cash. Also, the Debtors Collection Period exhibited a decline from around 71.54 days in 2021 to 68.54 days in 2022, suggesting a marginal improvement in the efficiency of receivables collection.
Liquidity and Solvency
The Current Ratio exhibited an enhancement, progressing from around 0.773 in 2021 to 0.917 in 2022. Although there has been a rise, the ratio remains below 1, indicating possible issues with liquidity. The Gearing Ratio had a substantial increase, rising from around 58.62% in 2021 to 174.75% in 2022. This indicates an increased dependence on borrowing, which could potentially lead to solvency concerns. The Interest Cover ratio declined from around 3.87 in 2021 to 3.55 in 2022. Although the company is still able to meet its interest payments, the decline in revenue raises questions about its capacity to repay its debts.





[bookmark: _Toc154098150]References
Atukalp, M. E. (2023). The effect of financial statements on financial review results. Statement of financial position or income statement?. Gazi İktisat ve İşletme Dergisi, 9(1), 80-96.
Class, B. L. P., Property, I., & Asset, N. C. Non-current assets. Policy, 2150, 045.
Duțescu, A., & Duţescu, A. (2019). The Financial Statements. Financial Accounting: An IFRS Perspective in Romania, 29-62.
Elliott, D., & Santos, M. A. (2012). Assessing the cost of financial regulation. International Monetary Fund.
Seifzadeh, M., Salehi, M., Abedini, B., & Ranjbar, M. H. (2021). The relationship between management characteristics and financial statement readability. EuroMed Journal of Business, 16(1), 108-126.
Simanjuntak, Y. S. M., Ardiansyah, A., & Muda, I. (2022). Prepare a Trial Balance and The Function. Journal of Positive School Psychology, 6(3), 2405-2410.
2 | Page

image1.png
Statement of Financial Position as at 31" December

2022 2021
Non- Current assets £m £m
Intangible assets 5485 5,809
Property, plant and equipment 1,613 1,605
Investments 335
7433
Current assets
Inventory 708 659
Trade reccivables 1249 1287
Investments 145 232
Cash 201 177
2303 2355
Total assets 9736 10.087
Current liabilities
‘Trade payables (583)
Other ereditors (1.928)
2.511
Non current liabilities
Loans and other borrowings (@137)
Net assets 3.088
Equity
Ordinary share capital (S0p shares) 300 300
Share premium 1,071 1,071
Retained profits L7117 1.541
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Profit and Loss statement for the year ended 31 December

Revenue

Cost of sales

Gross profit

Distribution costs
Marketing and selling costs
A strative expenses
Operating profit

Profit/loss on sale of fixed assets
Investment income

Interest payable
Profit/(loss) before taxation
Taxation

Profit for the year
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