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QUESTION  1

1. Firstly, the information given is wrong.  Additionally known as the balance sheet, the statement of financial situation does not display the flow of money entering and leaving the business during the designated accounting time. In contrast, it shows a company's assets, liabilities, and current control value. The statement of cash flows is needed to calculate the flow of cash. This statement divides cash activities into three groups: financing, investing, and running. Furthermore, this provides a complete picture of how a business's cash flow changes over time (Kieso, 2020).

2. Non-current assets are an important part of a company's financial structure. They include a variety of resources that are expected to provide benefits for more than one accounting period. These assets include tangible goods, such as land and buildings, which are immovable and provide a secure foundation for long-term operations. Nevertheless, this definition also encompasses moveable possessions, such as automobiles and equipment, which introduces a factor of mobility. The range expands with intangible non-current assets, which do not have a tangible existence but make a substantial contribution to a company's worth. These could include patents, trademarks, and goodwill, with each having a distinct function in enhancing competitiveness over a prolonged period (Wahlen, 2022)

3. Managers are obligated to give financial information to existing shareholders as well as prospective investors, creditors, and other stakeholders who have an interest in the company's performance. Ensuring financial openness is essential for upholding confidence and enabling well-informed decision-making. Furthermore, regulatory obligations frequently necessitate the sharing of information to a wider range of individuals. 

4. Prepayments and accruals are crucial elements in ensuring the accuracy and comprehensiveness of a statement of financial position. Prepayments are payments made in advance for expenses, while accruals are expenses that have been incurred but not yet paid. Both are essential for appropriately representing a company's financial status by acknowledging its entitlements and liabilities. By incorporating prepayments and accruals, the financial statements are able to accurately depict the company's assets and obligations, thereby providing a genuine and unbiased representation ( Warren, 2020).

5. The statement that there’s "No need for regulation over financial accounts" fails to acknowledge the crucial function that financial rules provide in upholding the integrity and trustworthiness of financial reporting. Financial rules are crucial for guaranteeing transparency, accountability, and consistency in the creation and delivery of financial statements. In the absence of regulatory supervision, there is a heightened likelihood of uneven disclosure, possible fraud, and the decline of investor trust. Regulatory frameworks, such as GAAP or IFRS, are implemented to safeguard the interests of investors, creditors, and the general public, hence promoting confidence in financial markets. (Alexander, 2017)

6. Completing the task of balancing ledger (T) accounts and producing a trial balance are essential stages in the accounting process that must be completed prior to finalising financial statements. The process of balancing T accounts involves verifying that the sum of debits equals the sum of credits for each account, assuring precision in the records of individual accounts. The trial balance consolidates these balances to ensure that the sum of debits matches the sum of credits for the full accounting system. It is crucial to identify and resolve any inconsistencies at this point in order to generate precise financial statements. A well-balanced trial balance acts as an initial verification of the accuracy of the accounting records, preserving the reliability of financial reporting. (Wild, 2011)



QUESTION 2

With an income statement, you can quickly see how much money a company made, how much it spent, and its net income (or net loss) for a certain time period. To really understand how well a business is doing, you need to look at its financial account. Net income is usually found by subtracting expenses from income. Income, costs of goods sold, gross profit, running costs, operational income, and net income are the parts. This statement is very important for figuring out how well a business is doing financially, and it is often made for both internal management and public reporting (Kieso, 2020). I've made the income records for Wales PLC below.

Wales PLC
Income Statement 
For the year ended December 31, 2022

                                                                                                                        £
Revenue                                                                                               901,000 (1)
Cost of sales                                                                                         578,650
Depreciation of equipment                                                               65,000

Gross Profit                                                                                         257,350 (2) 

Expenses:
              Administrative expenses                               160,000
              Distribution Cost                                             28,000
              Directors remuneration                                  5,000
              Sales commission                                            2,000
                      
Total Expenses                                                                                       195,000 
Operating profit                                                                                    62,350 (3)

Other expenses:
Interest                                                                                                   (4,000) (4)
                                                                                                                                                                                                       
Income before tax                                                                                 58,350           
Corporation Tax                                                                                     (15,000) (5)

Net Profit                                                                                                £43,350
                                                                        

(1) Revenue is £901,000 because even though the sale isn’t paid, the sale was still made during the current period of the income statement.

(2) Gross Profit is the revenue – (cost of sales + depreciation of equipment)

(3) Operating profit is the gross profit – total expenses.

(4) In the balances there are 4% debentures 

4% x 100,000 = 4,000 even though 2,000 has been paid the rest still remains an expense which should be stated in the income statement
(5) The corporation tax is stated on the balances.


QUESTION 3 –  a. Calculate the following ratios for Sweets plc. for 2022 and 2021. 

Capital Employed = Total Assets – current liabilities 
Average Equity = (3,088 + 2912) / 2 = 3000
Shares = 300 / 0.5 = 600
Average inventory = ( 708 + 659 ) / 2 = 683.5
Average hated receivable = (1249 + 1287) / 2 = 1268

1) ROCE = Operating profit / capital employment x100
Capital utilisation efficacy is quantified by ROCE. Operating profit divided by capital employed yields this value. By indicating the degree to which a company generates returns on its capital investments, ROCE is an essential metric for assessing operational efficacy. (Team, 2022)
2022-

CE = 9736 – 2511 = 7225

805/7225 x 100 = 11.1%

2021-

CE= 10,087-3,046 = 7041

699/7041 x 100 = 9.93%

2) ROE = profit for the year (earnings)  /  equity x100
The return on equity (ROE) metric assesses the profitability of a business entity relative to the equity held by its shareholders. To obtain it, divide profit by shareholders' equity. Return on equity (ROE) serves as a significant metric in assessing a firm's capacity to generate returns for its shareholders and as an indicator of the efficiency with which management employs equity capital.
2022-

431 / 3000 x 100 = 14.4%

2021-

366 / 3000 x 100 = 12.2%

3) Earnings per share = Profit for the year / number of ordinary shares 
Earnings per share (EPS) represents the proportion of a firm's profits that are distributed to every existing share of common stock. The calculation involves dividing the profit by the quantity of outstanding shares. EPS is crucial for investors as it signifies the profitability of a company on a per-share basis.
2022-

431 / 600 = £0.72


2021-

366 600 = £0.61 

4) Asset Turnover = revenue / capital employed 
Asset turnover measures the capacity of a company to generate income from its holdings. To determine it, the total revenue is divided by the capital employed. A higher asset turnover ratio signifies that personnel are operating in an efficient manner and that the assets are being utilised effectively.

2022-

6378 / 7225= 0.88 times 

2021- 

6441 / 7041 = 0.91 times 

5) Stock holding days = average inventory / cost of sales x 365 days 
Inventory days, which are stock holding days, are a metric that quantifies the mean duration an organisation requires to transfer its complete stock. The calculation involves multiplying the result obtained by dividing average inventory by cost of products sold by the number of days in the period. An abbreviated supply holding duration is indicative of effective inventory management.

2022- 

683.5 / 3235 x 365 = 77.1 days 

2021- 

683.5 / 3096 x 365 = 80.6 days 

6) Debtor collection period = average trade receivables / revenue x 365
A company's average number of days required to collect payment from its customers is denoted by the Days Sales Outstanding (DSO), also known as the Debtors Collection Period. A multiplication of the number of days by the average trade receivables to revenue yields this value. Successful administration of receivables is demonstrated by a shortened collection period.

2022 – 

1268 / 6738 x 365 = 68.7 days 
2021 -

1268 / 6441 x 365 = 71.9 days 

7) Current ratio = current assets / current liabilities 
By utilising short-term assets, the Current Ratio assesses a business's ability to fulfil immediate obligations. This value is calculated by dividing current assets by current liabilities. The capability of the corporation to fulfil its short-term obligations is indicated by a ratio exceeding one.

2022 – 

2303/2511 = 0.92

2021 – 

2355 / 3046 = 0.77

8) Gearing ratio = long term debt-  liabilities / total equity
In order to determine the extent to which a business is reliant on debt financing, the gearing ratio is calculated. This amount is obtained by dividing total debt by total equity. A greater dependent on debt financing is signified by a higher gearing ratio, which in turn suggests an increased level of financial risk.
2022-

4137 / 3088 = 1.34%

2021 -

4129 / 2912 = 1.42%


9) Interest cover – earnings before interest / interest 
The metric known as Interest Cover assesses the ability of a corporation to meet the interest obligations of its debt. Earnings before interest is divided by interest to determine this.The capacity of a company to readily repay its interest payments is indicated by a higher interest cover ratio.

2022 –

805 / 226 = 3.56

2021-

699 / 181 = 3.86




QUESTION 3 – b. Critically discuss the financial performance and position of Sweets plc.

Sweets plc, a well-established candy and sweets business, works in a dynamic and competitive sector, manufacturing its products in the UK while serving a global customer base. Various financial ratios for the years 2022 and 2021 will be calculated and analysed to measure sweets plc's financial health and performance. Return on Capital Employed (ROCE), Return on Equity (ROE), Earnings per Share (EPS), Net Profit Margin, Asset Turnover, Stock Holding Days, Debtors Collection Period, Current Ratio, Gearing Ratio, and Interest Cover are examples of these ratios.

Sweets plc demonstrated a praiseworthy financial performance, characterised by significant improvements in crucial financial indicators, indicating the implementation of excellent management tactics. The increase in both Return on Capital Employed (ROCE) and Return on Equity (ROE) from 2021 to 2022 indicates the company's proficiency in generating profits efficiently from its capital and equity, respectively. This favourable result is consistent with the concepts of effective financial management as described (Brealey, Myers and Allen, 2017) which highlights the significance of maximising the use of capital to improve returns for shareholders.

Nevertheless, a detailed investigation uncovers a minor decline in asset turnover, necessitating a more thorough evaluation of operational efficiency and resource utilisation. This aligns with the views expressed by (Brigham and Ehrhardt, 2013), who emphasise the importance of thoroughly examining asset management in order to achieve maximum efficiency. To enhance Sweets plc's profitability and general operational effectiveness, it is crucial to rectify any existing inefficiencies in this aspect.

Regarding liquidity, the higher current ratio indicates enhanced short-term financial well-being and effective management of working capital. The company's ability to efficiently manage stock and receivables is demonstrated by the reduction in stock holding days and debtor collection duration, which is in line with established financial management best practices.

Sweets plc exhibits a notably robust financial structure, as seen by the reduction in gearing and decreased dependence on long-term debt. This highlights the significance of maintaining a well-balanced capital structure to mitigate financial risk. (Hillier et al., 2014). However, it is necessary to do a more thorough study of the marginal decline in interest cover, taking into account the absolute values and underlying factors that affect the company's ability to service its debt.

The increase in Earnings per Share (EPS) demonstrates the company's dedication to improving the value for shareholders, as outlined. This metric functions as a crucial measure of profitability per share, demonstrating Sweets plc's capacity to create favourable returns for its investors.

In order to maintain and improve its favourable financial progress, Sweets plc is recommended to conduct a comprehensive examination of costs, investigate the factors that affect asset turnover, and compare its performance to that of other companies in the industry. In Conclusion, sweets plc demonstrates exceptional financial expertise, with favourable patterns in profitability, liquidity, and financial composition. The company's strategic plans are in accordance with established financial management standards. However, taking a proactive approach to improving operational efficiencies and doing a more thorough study of specific KPIs will strengthen its financial position in the market.
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