
 
ASSIGNMENT 1
Financial accounting



Valentin Borisov (2219028)

Accounting Fundamentals (LCBB4001)

Lecturer: Ivana Rozic





Contents
Question 1:	2
Income Statement for Wales plc Year Ended 31st December 2022	2
Statement of Financial Position for Wales Plc as of 31st December 2022	3
Explanation of the Balanced Financial Statement for Wales plc at the close of 31st December 2022	5
The Bedrock of Accounting	5
Categorisation and Identification	5
Adherence to the Accrual Accounting Principle	5
Incorporation of Supplementary Data:	5
Treatment of Equity	5
Abidance by Established Accounting Protocols	6
Thorough and Comprehensive Record-Keeping	6
Question: 2	7
Calculation of the ratios for Sweets Plc for the years 2021 and 2020	7
Analysis of Sweets Plc's Financial Performance and Position	17
Conclusion	20
References:	21



[bookmark: _Toc144504123]Question 1:
[bookmark: _Toc144504124]Income Statement for Wales plc Year Ended 31st December 2022
	Particulars
	Amount (£)
	Amount (£)

	Revenue
	
	

	Sale
	800,000
	

	Sales yet not recorded
	980
	

	Cost of sales
	(578,650)
	

	
Gross Profit
	
	
222,330

	Operating Expenses
	
	

	Administrative Expenses
	(30,000)
	

	Director’s Remuneration
	(5000)
	

	Sales Commission
	(3000)
	

	Distribution Cost
	(28000)
	

	Operating Profit
	
	156,330


	Finance costs
	
	

	Interest Paid
	(2000)
	

	Profit Before Tax
	
	154,330


	Taxation
	
	

	Corporation Tax
	(100,000)
	

	Net Profit of the year
	
	54,330


	Dividends
	
	

	Ordinary Dividend Paid
	(20,000)
	

	Preference Dividend Paid
	(30,000)
	

	
Retained Profit for the year
	
	
4,330




[bookmark: _Toc144504125]Statement of Financial Position for Wales Plc as of 31st December 2022
	Particulars

	Amount (£)
	Particulars
	Amount (£)

	Assets
	
	Liabilities
	

	Non-Current Assets
	
	Non-Current Liabilities
	

	Plant and Equipment

	1,250,000
	2% Debentures
	200,000

	Current Assets
	
	Current Liabilities
	

	Stock
	510,850
	Trade Payable
Salesman commission not recorded yet

	188,625

3000

	Trade Receivable

	171,105
	Corporation Tax
	100,000

	Cash and bank
	96,000
	Total Liabilities
	491,625

	
	
	
	

	
	
	Equity
	

	
	
	£1 Ordinary Share
	900,000

	
	
	10% £1 Preference share
	500,000

	
	
	Retained profits as at 1st Jan 2022
	132,000

	
	
	Retained Profit for the year
	4,330

	
	
	Total Equity
	1,536,350

	
	
	
	

	Total Assets
	2,027,955

	Total Liabilities & Equity
	2,027,975



1. 
2% Debentures x £200,000                 Interest
                                                                       2%      £4,000 = £2,000 paid
                                                               
2. Accruals

                                              Income	                         Expenses
	                               £980 sold goods	         £2,000 interest
		                                                               £20,000 preference dividends
		                                                               £3,000 salesman commission
                                          Total	£980	                    £25,000




[bookmark: _Toc144504126]Explanation of the Balanced Financial Statement for Wales plc at the close of 31st December 2022

[bookmark: _Toc144504127]The Bedrock of Accounting: 
The core principle that asserts that assets are always the sum of liabilities and equity holds true here. To illustrate, both the total assets and the combination of total liabilities and equity stand at £2,027,975, making the financial statement coherent (Awoyade,2018).
[bookmark: _Toc144504128]Categorisation and Identification: 
Every element in the statement is correctly placed. For instance, elements like ordinary shares, preference shares, and accumulated earnings fall under equity. On the flip side, items like debentures, outstanding bills, and the provision for corporate tax fall under liabilities. The asset side sees the inclusion of items like machinery, inventory, outstanding account receivables, and monetary holdings in banks (Awoyade,2018).
[bookmark: _Toc144504129]Adherence to the Accrual Accounting Principle: 
This financial statement is prepared based on the accrual accounting method. This means that transactions are registered as and when they occur, without waiting for the actual cash movement. This method ensures that all pertinent financial movements, including obligations for corporate tax, sales commission and sales not recorded yet find their place in the statement (Hayes,2023).
[bookmark: _Toc144504130]Incorporation of Supplementary Data:
A provision for corporate tax amounting to £100,000 is marked as a short-term obligation.
Also, the commission due to sales reps and the merchandise dispatched to clients had entries in the accounts by 31st December 2022, so now they don’t interfere with the balance.
[bookmark: _Toc144504131]Treatment of Equity: 
The inclusion of preference shares under the equity head, as per the details furnished, ensures a meticulous calculation of the equity section.


[bookmark: _Toc144504132]Abidance by Established Accounting Protocols: 
From what we can glean, the financial statement aligns with prevailing accounting guidelines, confirming that each item aligns with standardized accounting norms.
[bookmark: _Toc144504133]Thorough and Comprehensive Record-Keeping: 
The data at hand does not hint at any lapses or oversights in logging transactions. The statement is comprehensive, having integrated all necessary tweaks and encompassing all pertinent components.
To wrap up, the balance in the financial statement of Wales plc for the year ended 31st December 2022 comes from meticulous accounting, thorough incorporation of additional data, and steadfast adherence to the foundational accounting equation. The rigor in following accounting norms and factoring in the provision for corporate tax ensure the statement offers an accurate depiction of Wales plc's financial health. (Assets = Liabilities + Equity)



[bookmark: _Toc144504134]Question: 2

[bookmark: _Toc144504135]Calculation of the ratios for Sweets Plc for the years 2021 and 2020

1. Return on Capital Employed (ROCE)
Using the formula to calculate the ratio of ROCE:
ROCE =  
Where; Capital Employed =Total Assets − Current Liabilities
ROCE for 2020:
So, Capital Employed = £10,087m - £3,046m = £7,041m
& Profit before interest = £720m
Now, putting values into the formula above for ROCE;
ROCE 2021​ =  = 10.21%
ROCE  for 2021:
So, Capital Employed = £9,736m - £2,511m = £7,225m
& Profit before interest = £846m
Now, putting values into the formula above for ROCE;
ROCE 2021​ =  = 11.70%


2.  Return on Equity (ROE)
Using the formula to calculate the ratio of ROE for Sweets Plc 2020 & 2021:
ROE =   
ROE for 2020:
Where given; Equity = £2,912m, Net Profit = £366m
Putting values into the formula above for ROCE;
ROE 2020 =       = 12.58%
ROE for 2021:
Where given; Equity = £3,088m, Net Profit = £431m
Now, putting values into the formula above for ROCE;
ROE 2020 =       = 13.96%



3. Earnings Per Share (EPS)
Using the formula to calculate the ratio of EPS for Sweets Plc 2020 & 2021:
EPS =   
Where; Number of Shares =   
EPS for 2020:
So, Number of Shares =  £300m / £0.50 = £600m shares
& Net Profit = £366m
Now, putting values into the formula above for EPS;
EPS 2020 =      = £0.61
EPS for 2021:
So, Number of Shares =  £300m / £0.50 = £600m shares
& Net Profit = £431
Now, putting values into the formula above for EPS;
EPS 2020 =      = £0.71



4.  Net Profit Margin:
Using the formula to calculate the ratio of Net Profit Margin for Sweets Plc 2020 & 2021:
Net Profit Margin =  
Net Profit Margin 2020:
Where; Net Profit = £366m & Revenue = £6441m
Now, putting values into the formula above for Net Profit Margin;
Net Profit Margin =    = 5.68%
Net Profit Margin 2021:
Where; Net Profit = £431m & Revenue = £6,738m
Now, putting values into the formula above for Net Profit Margin;
Net Profit Margin =    = 6.40%



5.  Asset Turnover:
Using the formula to calculate the ratio of Asset Turnover for Sweets Plc 2020 & 2021:
Asset Turnover =   

Asset Turnover for 2020:

Asset Turnover for 2021:
                                                       



6. Stock Holding Days:
Using the formula to calculate the ratio of Stock Holding Days for Sweets Plc 2020 & 2021:
Stock Holding Days = 
Stock Holding days for 2020:
Where; Inventory = £659m & Cost of Sales = £3096m
Now, putting values into the formula above for Stock Holding Days;
Stock Holding Days =     = 77.7 days
Stock Holding days for 2021:
Where; Inventory = £708m & Cost of Sales = £3,235m
Now, putting values into the formula above for Stock Holding Days;
Stock Holding Days =     = 79.8 days



7.  Debtors Collection Period
Using the formula to calculate the ratio of Debtor Collection Period for Sweets Plc 2020 & 2021:
Debtors Collection Period = 
Debtors Collection Period for 2020:
Where; Trade receivables = £1287m & Revenue = £6,441m
Now, putting values into the formula above for Debtors Collection Period;
Debtors Collection Period =     = 73 days
Debtors Collection Period for 2021:
Where; Trade receivables = £1249m & Revenue = £6,738m
Now, putting values into the formula above for Debtors Collection Period;
Debtors Collection Period =     = 67.8 days



8. Current Ratio
Using the formula to calculate the ratio of Current Ratio for Sweets Plc 2020 & 2021:
Current Ratio =   
Current Ratio for 2020:
Where; Current Assets = £2,355m & Current Liabilities = £3,046m
Now, putting values into the formula above for Current Ratio;
Current Ratio =        = 0.77:1
Current Ratio for 2021:
Where; Current Assets = £2,303m & Current Liabilities = £2,511m
Now, putting values into the formula above for Current Ratio;
Current Ratio =        = 0.92:1



9. Gearing Ratio
Using the formula to calculate the ratio of Gearing Ratio for Sweets Plc 2020 & 2021:
Gearing Ratio =   
Current Ratio for 2020:
Where; Non-current Liabilities = £4,129m, & Equity = £2,912m
Now, putting values into the formula above for Gearing Ratio;
Gearing Ratio =      = 58.7 %
Current Ratio for 2021:
Where; Non-current Liabilities = £4,137m, & Equity = £3,088m
Now, putting values into the formula above for Gearing Ratio;
Gearing Ratio =      = 57.3 %



10.  Interest Cover
Using the formula to calculate the ratio of Interest Cover for Sweets Plc 2020 & 2021:
Interest Cover =   
Interest Cover for 2020:
Where; Profit before interest = £720m, & Interest Payable = £181m
Now, putting values into the formula above for Gearing Ratio;
Interest Cover =    = 3.96 times
Interest Cover for 2021:
Where; Profit before interest = £846m, & Interest Payable = £226m
Now, putting values into the formula above for Gearing Ratio;
Interest Cover =    = 3.73 times




[bookmark: _Toc144504136]Analysis of Sweets Plc's Financial Performance and Position

1. Assessing Profitability:
ROCE (Return on Capital Employed):
There was a notable uptick in the ROCE from 10.21% in 2020 to 11.70% in 2021. This demonstrates an enhancement in Sweets Plc's ability to derive returns from the capital at its disposal. When we see a rise in ROCE, it often means the company is making effective use of its capital to bolster its profit margins.
ROE (Return on Equity):
The ROE underwent a rise, moving from 12.58% in 2020 to 13.96% in 2021. This is indicative of a boost in the efficiency with which Sweets Plc generates returns using the equity injected by shareholders. A growing ROE typically signals to shareholders that their investments are being wielded efficiently to yield higher returns.
Net Profit Margin:
Sweets Plc saw its net profit margin ascend from 5.68% in 2020 to 6.40% in 2021. This change underscores the company's enhanced capability in transforming its top-line revenue into bottom-line profit during 2021 in comparison to the year prior.
Earnings Per Share (EPS):
There was a rise in the EPS, moving from £0.61 in 2020 to £0.7183 in 2021. This upward shift highlights that for each share held, the profitability has improved, making it an encouraging trend for investors.




2. Evaluating Efficiency:
Asset Turnover: 
For the year 2021, the company reported an asset turnover of 0.93 times. What this essentially conveys is that for every pound worth of assets held by the company, it managed to generate £0.93 in sales. It offers a perspective into the efficacy with which Sweets Plc utilizes its assets to drive sales.
Stock Holding Days: 
There was a marginal climb in the stock holding days, rising from 77.7 days in 2020 to 79.8 days in 2021. This could insinuate that there's been a minor slowdown in inventory movement for 2021, potentially suggesting a higher inventory level or a slightly decreased sales velocity.
Debtors Collection Period: 
The duration Sweets Plc took to gather its receivables saw a reduction, plummeting from 73.0 days in 2020 to 67.8 days in 2021. This is a favorable trend as it demonstrates a heightened efficiency in collecting outstanding dues.



3. Assessing Liquidity:
Current Ratio: 
Sweets Plc witnessed an upswing in its current ratio, with figures progressing from 0.77 in 2020 to 0.92 in 2021. This trend showcases a betterment in the company's ability to cover its short-term liabilities using its short-term assets. However, it's crucial to note that a current ratio of less than 1 hints at potential difficulties Sweets Plc might encounter if required to settle all short-term liabilities simultaneously.
4. Understanding Financial Leverage:
Gearing Ratio: 
The company's gearing ratio experienced a dip, descending from 58.7% in 2020 to 57.3% in 2021. This subtle decline conveys that Sweets Plc has taken a step back in terms of relying on borrowed funds in comparison to equity. Nevertheless, a ratio that's higher than 50% still indicates a substantial proportion of debt financing. Such a high level could pose risks in scenarios where interest rates surge or if the firm grapples with erratic cash flows.
Interest Cover: 
The metric for interest cover observed a slight reduction, moving from 3.96 times in 2020 to 3.73 times in 2021. Even with this reduction, Sweets Plc appears capable of managing its interest expenses. But the decline in this ratio necessitates monitoring, as a continuous downtrend might become a worrisome factor in the future.



[bookmark: _Toc144504137]Conclusion

Sweets plc has shown improvements in several areas, including profitability, efficiency in collecting receivables, and a slight reduction in gearing. However, there are areas that require attention, such as the company's liquidity position and its reliance on debt. The increase in stock holding days suggests a potential inefficiency in inventory management. Overall, while Sweets plc appears to be on a positive trajectory, it would be prudent for the management to address potential liquidity concerns, monitor its debt levels, and improve inventory turnover.
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