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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.
Providing a picture of financial performance and position of a company or a business is a accounting financial statements. Financial statements are separated to – income statement, statement of cash flow and statement of financial position. The overall picture of the financial health is provided by them. The statement of financial position represents a company's assets, liabilities, and capital at a certain point in time, describing the previous period's income and spending balance. Serves as a snapshot, providing the most comprehensive picture of a company's financial situation. It shows a company's assets (such as what it owns) and liabilities (such as what it owes). Net assets are the sum of all yearly surpluses and deficits (also known as equity, capital, retained profits, or fund balance). The financial statement also expresses a company's liquidity by stating how much cash it now has and what assets are soon to become cash accessible. Any business to function effectively is necessary to have the vital source cash. It is essential to pay off debts and purchase other resources such as inventory. Cash has been regarded as a company's lifeline. However, simply reporting cash transactions is insufficient to reflect the business's financial health. An income statement is required to determine how much profit was made.

2. Non-current assets are things that cannot be moved.
 Assets are the resources that a company need to conduct and enhance its operations in financial accounting. A company's balance sheet displays two categories of assets: current and non-current assets. Current assets are short-term assets since they are frequently converted to cash throughout a business's fiscal year and are the resources needed to execute daily operations and pay current expenses. Current assets are often reported on the financial statement at their present market value. Non-current assets are long-term investments in a firm having a useful life of a year or more. Non-current assets are difficult to convert to cash. They are necessary for an organization's long-term requirements and comprise assets such as property and heavy equipment. Noncurrent assets can be classed as tangible or intangible. Fixed assets include property, plant, and equipment since they are physical and can be touched. Nonphysical assets include intangible assets such as patents and copyrights. They are classed as noncurrent assets since they bring value to a business.

3. Managers should only supply financial information to the “current” shareholders of companies.
  Financial statements give a picture of a company's financial health at a specific point in time, revealing information about its financial health, activities, cash flow, and general status. Shareholders require financial statements in order to make educated judgements regarding their stock interests, particularly when voting on corporate concerns. Financial statements for publicly listed corporations are required to be publicly available to the audience. These documents are available online and for free to both investors and non-investors through a company's own website. Investors and not only “current” shareholders’ value financial statements because they give information about a company's income, costs, revenue, debt load, and capacity to satisfy short- and long-term financial commitments.

4. No need to include prepayments and accruals on the statement of financial position.
  An accruals expenses, also known as an accrued obligation, is a financial word describing an item that is recorded on the books before it is paid. The expense is recorded during the fiscal year in which it is incurred. Accrued costs are shown as current liabilities on a company's balance sheet because they represent the company's promise to make future cash payments.  A prepaid cost is a type of balance-sheet asset that results from a corporation receiving advance payments for future items or services. Prepaid costs are first reported as assets, but their value is gradually subtracted from the income statement. Unlike typical expenditures, the prepaid expense will benefit the company over a number of accounting periods.

5. No need for regulation over financial accounts
   Regulatory reporting is a critical component of safeguarding the financial system's stability and integrity. Consider a world without it, when financial institutions operate without control and possible economic hazards go unreported. Sending financial and non-financial information to government agencies and other organisations that monitor financial markets and institutions is part of regulatory reporting. The idea is for these markets and organisations to be accessible and responsible. Government authorities closely monitor these firms to ensure that they are following the regulations, and if they are not, they may face fines or other consequences. It is critical for preserving the financial system's stability and integrity. It gives regulators the essential, accurate, and recent data they need to detect, analyse, and mitigate possible financial system risks.

6. It is important to balance ledger (T) accounts and trial balance before preparing financial statements.
  T-Accounts are a fundamental accounting instrument that play an important part in the accounting process. A T-Account is a graphic representation of a company's financial transactions that is used to record and analyse financial information. The trial balance, which is the initial stage in preparing financial statements, is prepared using the T-Account. T-Accounts are used to visually and efficiently record financial transactions. This allows accountants to keep track of the movement of money in and out of the firm and ensure that the accounts are balanced. They are used to review the company's financial statements and discover any problems or anomalies. Accountants can rapidly spot any issues that need to be resolved and make appropriate modifications by visually capturing the accounts. T-Accounts serve to create the trial balance, which is a list of all the accounts and their balances in the firm. The trial balance is used to confirm that the total credits and debits match each other, suggesting that the accounts are balanced. When the trial balance cannot balance, it shows that there is a mistake in the accounts that must be corrected before the financial statements are prepared.

QUESTION 2 
Prepare an income statement for the year ended 31st December 2022 for Wales plc.


INCOME STATEMENT FOR THE YEAR ENDED 31ST DECEMBER 2022

                                                                                                                                
	
	
	
	
	
	

	
	
	
	
	
	£

	Revenue 
	
	
	
	
	900,000

	Cost of Sales (W1)
	
	
	
	
	(668,650)

	Gross Profit 
	
	
	
	
	231,350

	Other Income 
	
	
	
	
	0

	Distribution Costs
	
	
	
	
	(28,000)

	Administration Expenses (W2)
	
	
	
	
	(75,000)

	Operating Profit 
	
	
	
	
	128,350

	Finance Costs (W3)
	
	
	
	
	(4,000)

	Interest Paid 
	
	
	
	
	(2,000)

	Profit before Tax 
	
	
	
	
	122,350

	Taxation (W4)
	
	
	
	
	(15,000)

	Profit for the Period 
	
	
	
	
	107,350



WORKINGS: 
W1 – Cost of Sales + Depreciation of equipment (900,000/ 10 = 90,000)  
         578,650 + 90,000 = 580, 650 

W2 – Administration Expenses + Director’s renumeration + Salaries 
         160,000 + 5,000 + 10,000 = 175,000

W3 – Finance Costs – 4% Debentures of 100,000
         4% x 100,000 = 4,000 

W4 – Taxation = paid + unpaid 
        0 + 15,000 = 15,000
· Equipment at cost and Equipment accumulated depreciation are not included in Income Statement, they are in Profit and Loss Statement. 
· Owed commission and goods sent to the customers will be for the year 2023, and they are not supposed to be included in the income statement for year 2022.


QUESTION 3 
a) Calculate the following ratios for Sweets plc for 2022 and 2021, showing the formulas and workings.


1.ROCE 

Return on capital employed = Profit before interest x 100%
                                                        Assets employed 

2022

805                            x 100% = 11%
9,736-2,511=7,225

2021
699                               x 100% = 9,9%
10,087-3,046=7,041

2.ROE 


                                                Earnings x 100% 
                      Ordinary share capital and reserves
                           

2022 

  431 x 100% = 13,9%
3,088 


2021

  366 x 100% = 12,5%
2,912



3.Earnings per share 


                                                   Earnings   x 100% 
                                               Numbers of ordinary shares  
2022
431 = 143p. 
300

2021 
366 = 122p. 
300

4.Net profit margin 

Net profit     x100%
Sales


2022
  805 x 100% = 11.9% 
6,738

2021
 699 x 100% = 10.8% 
6,441

5. Assets turnover

Turnover
Assets employed
2022 
        6,738                 = 0,93 
9,736-2,511=7,225

2021 
           6,441               = 0,91    
10,087-3,046=7,041


6.Stock holding days
                                                           Inventory   x365 
                                                                           Cost of sales  


2022
 708 x 365 = 79,8 (80 days) 
3,235
2021
  659 x 365 = 77,6 (78 days) 
3,096

7. Debtors collection period 

Trade receivables   x 365
Credit Sales
2022
1,249 x 365 = 67,6 (68 days) 
6,738

2021 
1,287 x 365 = 72,9 (73 days) 
6,441 

8. Current ratio 
                                                          Current assets   
                                                       Current liabilities 
2022

2,303 = 0,91 
2,511

2021 
2,355 = 0,77
3,046
9. Gearing ratio 



          Debt        x100%
Debt + Equity


2022 

           4,137              x 100% = 57%
4,137+3,088=7,225

2021 

       4,129                  x 100% = 58,6%
4,129+2,912=7,041


10. Interest Cover 

Profit before interest
Interest charges
2022 

805 = 3,5 times 
226

2021 

699 = 3,8 times 
181






b) Using the information in the financial statements and the ratios you have calculated, critically discuss the financial performance and position of Sweets plc.
The statement of financial position will be highly instructive without ratios. We may use ratios to determine the business's profitability and loss for the period. 
   Let us look at Sweets plc.'s financial performance and position for the fiscal years 2022 and 2021 ended December 31st:
· Improved capital usage with greater returns for 2022
· Yearly profit is higher--more profit to pay operational costs equals greater sales.
· Profit retained is higher, and the global market is expanding.
· A higher percentage of assets are used to generate revenue.
· Stock holding days are longer, however this is due to the expansion of new global markets and distribution delays.
· The collection term for debtors is shortened, as are the collection periods for creditors.
· The interest cover has been enhanced by repaying the loan.
· Investment is minimal, but interest due is considerable, which must be reduced.
· Distribution costs have risen, but this is due to the introduction of new markets, greater distances incur higher expenses.
· There is a higher tax charge.
· Earnings return is greater.

The conclusion should come following the comments.
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