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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.”
As stated by Atrill and McLaney (2019), the statement of financial position, also known as balance sheet, shows the wealth that a business holds at a particular date and which form is held in. The statement is used to understand the financial situation of an organization at the end of a reporting period, also known as accounting period or financial period. In the statement are included the assets (what is owned), the liabilities (what is owed), and the equity (also called capital, net assets, retaining earnings or fund balance) of the business. Equity is the result of assets less liabilities (Equity=Assets – Liabilities). In conclusion, the statement of financial position shows the economic health of the organization, how much cash the business owns at the date of the statement. Producing this statement regularly can be beneficial in observing the company’s financial growth and in the future decision-making process.

[bookmark: _Int_iSUgsIxf]2. “Non-current assets are things that cannot be moved.”
Non-current assets, also known as fixed assets, are goods that cannot be converted to cash within a year and are considered long-term investments in a business. Non-current assets can be tangible: land, property, plant, equipment, vehicles; or intangible: long-term investments, trademarks, patents, contracts, copyrights. These assets are important for a company, as they determine its proficiency to use resources and gain profit. Non-current assets are a crucial part of a balance sheet, as they contribute to a business's capabilities and future growth, and therefore are not intended to be sold before one year. However, non-current assets can be converted to cash if the owners require it. Depreciation can be a cause for moving a tangible asset from a company. The value reduces over time due to wear, breaking, or modern technology on the market. Or they can be used as collateral to secure financing or loans.

3.” Managers should only supply financial information to the “current" shareholders of companies.”
There are various groups of people interested in accounting information relating to a business, using it to improve their decision-making: customers, competitors, employees, government, community, suppliers, lenders, investment analysts, managers, owners. Financial accounting reports release the position and the performance of a business for the past period, while management accounting reports show information about future and past performance (Atrill, 2022). The information provided by the latter is not for the wide public to know, but for the internal management of the business. Managerial accounting includes information about financial data like revenues, sales, expenses, cost controls, helping with decision-making within the company.

[bookmark: _Int_z9e8Dtj1]4.”No need to include prepayments and accruals on the statement for financial position.”
When there are adjustments in the financial statements, the balance left in the income statement should appear on the balance sheet too (Sangster et al., 2017). Also, all expenses should match the period in which the revenue reported is related to (Atrill, 2019). Accruals and prepayments should be included in the statement of financial position; the accruals, called also expenses payable, should be treated as current liabilities, as they will be paid soon, and the prepayment, or payments in advance, should be included at current assets, as they will be received soon. As Atrill (2019) cited from the accrual convention, profit is the excess of revenue over expenses for a period, not the excess of cash receipt over cash payment.

[bookmark: _Int_cSkYmeyY]5.”No need for regulation over financial accounts.”
Many stakeholders use the information from financial statements for decision making. The statements are prepared adhering to rules and procedures established by regulations, called accounting standards (Dyson et al., 2020). The need for regulations over financial statements is a necessary step in protecting both the stakeholders and the companies. The directors are required by legislation to provide through financial statements a true and fair view of the dates, or the profit or loss of the business for the mentioned period. The accounting standards stand for providing “recognition, measurement, presentation and disclosure in a way that reflects economic reality” (Financial Reporting Council, 2024).

6. “It is important to balance ledger (T) accounts and trial balance before preparing financial statements.”
Preparing ledger accounts and trial balances before a financial statement helps in detecting possible mathematical errors. T-accounts must be done first, to gather the transactions in separate ledgers, sales, and purchases, bringing them together in a general ledger account to check if the debit balance matches the credit balance. The purpose of a trial balance afterwards is to verify if the financial transactions from the ledger account are correct. If there is equality between the total debit and total credit, there should be no mathematical errors. However, there is no need for businesses to do lodger accounts and trial balances, though these could give the managers a better view of the financial transactions of their company and help in a better decision-making process.
QUESTION 2
1.  Charge for the year = cost x percentage of depreciation
    Depreciation = 650000 x 10% = 65000
   Cost of sales = 578650 + 65000 = 643650
   Straight line method = (Cost – Residual value) / Useful life

2. Administrative expenses + Salaries of December 2022
       160000 + 10000 = 170000
3. Taxation = 15000
4. Distribution cost +Salesman Commission for December
       28000 + 2000 = 30000
5. Sales + Trade receivables
      900000 + 1000 = 901000
 
  INCOME STATEMENT FOR YEAR 2022 ENDED 31ST DECEMBER FOR WALWS PLC

Revenue                                                                       901000
[bookmark: _Int_qmC6YjaH]Cost of sales                                                             (643650)
Gross Profit                                                                257350
[bookmark: _Int_B3UF4TIp]Distribution cost                                                      (30000)
[bookmark: _Int_g6W3OnFR]Administrative expenses                                     (170000)
[bookmark: _Int_pLQ5TTdq]Director’s remuneration                                      (5000)
[bookmark: _Int_pHy7PGZv]Net profit (PBIT)                                                        52350     
[bookmark: _Int_WeSVg3Gl]Interest                                                                        (2000) 
Profit before taxation                                            50350
[bookmark: _Int_Wj1ZS80k]Taxation                                                                      (15000)
Earnings                                                                      35350  

QUESTION 3
a)   
1. ROCE (RETURN ON CAPITAL EMPLOYED)
     ROCE = (Profit before interest / Assets Employed) x 100%
     Profit before interest = Net profit + Taxation + Interest
     Assets employed = Total assets – Current liabilities
     Profit before interest (2021) = 366 + 173 +181 = 720
     Profit before interest (2022) = 431 + 189 + 226 = 846
     Assets employes (2021) = 10087 – 3046 = 7041
     Assets employes (2022) = 9736 – 2511 = 7225
     ROCE (2021) = (720 / 7041) x 100% = 10.22 %
     ROCE (2022) = (846 / 7225) x 100% = 11.70 %
2. ROE (RETURN ON EQUITY)
    ROE = (Earnings / Ordinary share capital and reserves) x 100 %
    ROE (2021) = (366 / 2912) X100% = 12.56 %
    ROE (2022) = (431 / 3088) X100% = 13.95 %
3. EARNING PER SHARE (EPS)
     EPS = Earnings / number of ordinary shares
     EPS (2021) = 366 / 300 = 1.22
     EPS (2022) = 431 / 300 = 1.43
4. NET PROFIT MARGIN
    Net profit margin = (Net profit / Sales) x 100 %
    Net profit margin (2021) = (366 / 6441) x 100 % = 5.68 %
    Net profit margin (2022) = (431 / 6738) x 100 % = 6.39 %
5. ASSET TURNOVER
   Asset turnover = Revenue / Asset employed
   Asset turnover (2021) = 6441 / 7041 = 0.91
   Asset turnover (2022) = 6738 / 7225 = 0.93
6. STOCK HOLDING DAYS
   Stock holding days = (Inventory / Cost of sales) x 365
   Stock holding days (2021) = (659 / 3096) x 365 = 77.69 days (about 2 and a half months)
   Stock holding days (2022) = (708 / 3235) x 365 = 79.88 days (about 2 and a half months)
7. DEBTOR COLLECTION PERIOD
   Debtor collection period = (Trade receivables / Credit sales) x 365
   Debtor collection period (2021) = (1287 / 6441) x 365 = 72.93 (73 days)
   Debtor collection period (2022) = (1249 / 6738) x 365 = 67.65 (68 days)
8. CURRENT RATIO
   Current ratio = Current assets / Current liabilities
   Current ratio (2021) = 2355 / 3046 = 0.77
   Current ratio (2022) = 2303 / 2511 = 0.91
9. GEARING RATIO
   Gearing ratio = [Debt / (Debt + Equity)] x 100 %
   Gearing ratio (2021) = [4129 / (4129 + 2912)] x 100 % = 58.64 %
   Gearing ratio (2022) = [4137 / (4137 + 3088)] x 100 % = 57.25 %
10. INTEREST COVER
   Interest cover = Profit before interest / Interest charges
   Interest cover (2021) = 720 / 181 = 3.97
   Interest cover (2022) = 846 / 226 = 3.74 

[bookmark: _Int_xkgcXhIO][bookmark: _Int_XlF4CXgo]b)  Accounting ratios analysis is important in determining the financial performance and profitability of a business based on financial reports. The results can benefit both the owners of the business and the investors, with the purpose of finding the issues of an eventual decreasing performance and its weak points, or to determine investment options. Considering the financial statements of Sweets plc, the report will discuss the impact of the financial situation of the company on its performance and position, using the calculated ratios.
There are several types of accounting ratios, each analyzing a different domain of financial performance: profitability, liquidity, financial, and investment ratios are some of the most important used in accounting research. 
[bookmark: _Int_hPcU5BOA][bookmark: _Int_P0BYVB8v][bookmark: _Int_Q0c2WkkU]Profitability ratios, which include return on capital employed, return on equity, and net margin profit, judge the performance of the business by measuring the earnings and expenses. Current ratio is a liquidity ratio, that asses the company’s ability to meet its short-term financial duties. Financial ratios, such as gearing ratio and interest cover, are used by lenders and investors to check the financial structure of the company. Earning per share is an investment ratio, used to evaluate shareholders' return and investment decisions. The efficiency ratios, explained through asset turnover, stock holding period, debtors collection period, assess the effectiveness of capital management.
[bookmark: _Int_Z0ntp4op] The ratio analyses for Sweets plc was calculated for the years 2022 and 2021. Based on the results obtained, the report will interpret the position of the company, referring to each ratio calculated above. 
Return on capital employed measures profitability, relating the net profit of the business to the level of investment used to earn it. In 2022, Sweets had a higher ROCE, a good sign of a better financial position than the previous year.
Return on equity measures the company's ability to generate net income using the shareholders' equity. As seen in Sweets’ analysis, the Roe increased in 2022, indicating an efficient use of equity capital.
Earnings per share estimates the value of earnings, in pence or pounds, on each share the company holds. The higher the value, the more profitable the company. Sweets registered an increase in earnings per share. 
Net profit margin measures the profit generated as a percentage of sales. Sweets plc registered in 2022 growth in earnings and share price, as they are usually considered highly correlated. Larger profit margins mean more profit.
Asset turnover is the ratio analyzing how effective a business's resources are used to generate sales. Although the company had a higher ratio than a year before, the result is still under 1, which means the business is not generating enough capital from its assets. However, there is improvement, and the asset turnover of Sweet is closer to the limit.
Stock holding days represent the period for which inventories are being held in business before being sold. The figures show more days in Sweets’ analysis, which indicates the company has difficulties in quickly selling its inventory.
[bookmark: _Int_3G0xOrlx]Debtors collection period represents the time needed to collect the trade debts.  The less time used to collect, the more efficient the company is. The number of days in the accounting analysis decreased from 2021 to 2022 by five days. Ideally, the average collection period should be under sixty days. However, there is improvement in this ratio.
[bookmark: _Int_hjs4dAEi]Current ratio is a liquidity ratio that asses the ability to meet short-term obligations by measuring how many times current assets can cover current liabilities. A low balance indicates financial weakness. As the company’s ratio for 2022 is under 1, even if it is better than the previous year, Sweets plc could be considered a financial risk by creditors, not being considered reliable in paying short-term debts.
[bookmark: _Int_BEwdxEfV]Gearing ratio is a financial ratio that assesses the percentage of a company’s finance is provided by long-term debts. If the ratio is larger than 50%, the company has more debt than equity, which means difficulty in paying the borrowed capital. Sweets has in 2022 a rate of 57.25%, a little lower than in 2021. Nonetheless high enough to raise issues.
Interest cover determines how many times the amount of profit could cover the interest. The company has in 2022 an excellent rate of 3.74, a little lower though than the year before. However, this ratio does not deal with the payment rate of the actual loan, which is still an issue according to gearing ratio analysis.
[bookmark: _Int_aVcmor1B]In conclusion, the financial performance of Sweets plc, as shown from the accounting ratio analysis, is higher in 2022 than in 2021. With higher revenue and profit the company improves its performance and financial position. The debts the company struggles with do not benefit the company in front of investors or creditors. But the value of total assets decreased in the Statement of Financial Position and the current liabilities, which means the company used the payment from the dividends to pay some debts. It is recommended to follow the progress of the business in the following two to three years to have a better overview of the company’s financial situation for better decision-making.
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