


QUESTION 1.

1. You have been talking to someone who had read a few chapters of an accounting text some years ago. During your conversation 
the person made the following statements: 
2. 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. 
3. Non-current assets are things that cannot be moved.
4. Managers should only supply financial information to the “current” shareholders of companies.
5. No need to include prepayments and accruals on the statement of financial position. 
6. No need for regulation over financial accounts. 
7. It is important to balance ledger (T) accounts and trial balance before preparing financial statements.

1. Statement: "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."
Comment: This statement is incorrect. The statement of financial position, also known as the balance sheet, provides a snapshot of a company's financial position at a specific point in time. It includes assets, liabilities, and equity, but it does not detail cash flows over a period. The cash flow statement, not the statement of financial position, is specifically designed to show cash inflows and outflows during an accounting period.

2. Statement: "Non-current assets are things that cannot be moved."
Comment: This statement is not entirely accurate. Non-current assets are long-term assets that are not expected to be converted into cash or used up within one year. They can include tangible assets like buildings and machinery, as well as intangible assets like patents and goodwill. While some non-current assets, such as buildings, may be immovable, others, like vehicles or machinery, can be moved. The key characteristic of non-current assets is their long-term nature rather than their mobility. It's essential to recognize the diverse nature of non-current assets and consider their specific characteristics when evaluating their mobility.

3. Statement: "Managers should only supply financial information to the 'current' shareholders of companies."
Comment: This statement is not accurate. The responsibility of managers is to provide financial information to all shareholders, not just the current ones. Shareholders, both current and potential, have a legitimate interest in the financial performance and position of the company. Timely and transparent financial reporting is crucial for maintaining investor confidence, attracting new investors, and ensuring the fair treatment of all shareholders. Regulatory bodies and accounting standards generally require companies to provide financial information to the public, ensuring transparency and accountability. Therefore, managers should communicate financial information openly and inclusively to all stakeholders, contributing to a fair and informed market.

4. Statement: "No need to include prepayments and accruals on the statement of financial position."
Comment: This statement is incorrect. The inclusion of prepayments and accruals is essential for an accurate representation of a company's financial position on the statement of financial position (balance sheet). Prepayments are advance payments for goods or services yet to be received, while accruals represent expenses incurred but not yet paid. Including prepayments and accruals ensures that the financial statements reflect the company's obligations and resources more accurately. Omitting them would result in an incomplete and misleading representation of the company's financial position, as it would not account for all liabilities and assets at the reporting date.

5. Statement: "No need for regulation over financial accounts."
Comment: This statement is not advisable. Regulation over financial accounts is crucial for several reasons. Regulatory frameworks, such as accounting standards and financial reporting requirements, are established to ensure transparency, consistency, and comparability in financial reporting across companies. These regulations help investors, creditors, and other stakeholders make informed decisions by providing a standardized basis for evaluating financial information. Additionally, regulatory oversight helps prevent fraudulent activities and unethical accounting practices, contributing to the integrity of financial markets. Without proper regulation, there is a risk of misinformation, lack of accountability, and potential harm to investors and the broader economic system. Therefore, regulatory oversight is essential to maintain the credibility and reliability of financial accounts.




6. Statement: "It is important to balance ledger (T) accounts and trial balance before preparing financial statements."
Comment: This statement is correct. Balancing ledger accounts and preparing a trial balance are crucial steps in the accounting process before finalizing financial statements. Ledger accounts, represented in a T-account format, capture the detailed transactions for each account. Balancing these accounts ensures that the debits equal the credits, maintaining the accounting equation (Assets = Liabilities + Equity).
The trial balance summarizes all the ledger account balances to ensure that the total debits equal the total credits. While a trial balance is an important internal control tool, it doesn't guarantee the absence of errors. Discrepancies may still exist, such as errors of omission or mistakes in account classification.
Once the trial balance is accurate, it serves as a foundation for creating financial statements. This process helps in identifying and correcting errors before the financial statements are presented to external users.

The following balances relate to Wales plc for the year ended 31st December 2022:
£
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
The following information is relevant:
1. The equipment useful life is 10 years, and it is depreciated using the straight-line method (10% annually). Depreciation on 
equipment is charged to cost of sales. Depreciation of 2022 has not been recorded yet. 
2. Salaries of December 2022 (£10,000) had not been paid until the end of the month. The company paid it on 3rd January 
2022. Salaries are charged to the administrative expenses. 
3. Corporation tax for the year is estimated at £15,000.
4. Salesmen are owed commission of £2,000 in respect of December sales. It will be paid on 31st January 2023 and has not 
been recorded in the ledger accounts yet.
5. Goods valued at £1000 were sent to customers on 31st December 2022. Payment is due on 28 February 2023. This has not 
been recorded in the ledger accounts yet.
Required: Prepare an income statement for the year ended 31st December 2022 for Wales plc.

Answer:
Wales plc
Income Statement
For the Year Ended 31st December 2022

£
---------------------------------------------------------
Sales (Revenue)                                           900,000
Cost of Sales:
Opening Inventory                                           -
Purchases                                                 -
Goods Sent to Customers (not recorded)                  1,000
Closing Inventory (Assumed same as opening)                 -
---------------------------------------------------------
Gross Profit                                              899,000

Operating Expenses:
Administrative Expenses                                160,000
Depreciation on Equipment (10% of £650,000)             65,000
Distribution Costs                                       28,000
Directors’ Remuneration                                  5,000
---------------------------------------------------------
Total Operating Expenses                                  258,000

Operating Profit                                          641,000

Other Income and Expenses:
Interest Paid                                            2,000

Profit Before Tax                                         639,000

Income Tax Expense (Estimated at £15,000)                  15,000
---------------------------------------------------------
Net Profit for the Year                                    624,000

Explanation:

1. Sales (Revenue): £900,000 represents the total sales for the year.

2. Cost of Sales: This includes the cost associated with goods sent to customers. Since opening inventory and purchases information is not provided, it's assumed to be zero for simplicity.

3. Gross Profit: Calculated by subtracting the cost of sales from total sales.

4. Operating Expenses: Includes administrative expenses, depreciation on equipment, distribution costs, and directors’ remuneration.

5. Operating Profit: Calculated by subtracting total operating expenses from gross profit.

6. Other Income and Expenses: Includes interest paid.

7. Profit Before Tax: Calculated by subtracting other income and expenses from operating profit.

8. Income Tax Expense: Estimated at £15,000, as provided in the information.

9. Net Profit for the Year: Calculated by subtracting income tax expense from profit before tax.

QUESTION 3
Sweets plc is a long-established sweets and confectionery manufacturer. All products are manufactured in the UK, but sales are 
made worldwide. It is a growing but competitive market. Given below are extracts from their financial statements,












Profit and Loss statement for the year ended 31st December
2022 2021
£m £m
Revenue 6,738 6,441
Cost of sales (3,235) (3,096)
Gross profit 3,503 3,345
Distribution costs (437) (422)
Marketing and selling costs (1,324) (1,274)
Administrative expenses (937) (950)
Operating profit 805 699
Profit/loss on sale of fixed assets 19 (5)
Investment income 22 26
Interest payable (226) (181)
Profit/(loss) before taxation 620 539
Taxation (189) (173)
Profit for the year 431 366
Statement of Financial Position as at 31st December
2022 2021
Non- Current assets £m £m
Intangible assets 5,485 5,809
Property, plant and equipment 1,613 1,605
Investments 335 318
7,433 7,732
Current assets
Inventory 708 659
Trade receivables 1,249 1,287
Investments 145 232
Cash 201 177
2,303 2,355
Total assets 9,736 10,087
Current liabilities
Trade payables (583) (655)
Other creditors (1,928) (2,391)
(2,511) (3,046)
Non current liabilities
Loans and other borrowings (4,137) (4,129)
Net assets 3,088 2,912
Equity
Ordinary share capital (50p shares) 300 300
Share premium 1,071 1,071
Retained profits 1,717 1,541
3,088 2,912



Additional information:
I. During 2022 a total dividend of £255m was paid (2021: £242m)
II. The average share price during 2022 was £5.12 (2021: £4.00)


a. Calculate the following ratios for Sweets plc for 2022 and 2021, showing the formulas and workings:
1- ROCE
2- ROE
3- Earnings per share
4- Net profit margin
5- Asset turnover
6- Stock holding days
7- Debtors collection period
8- Current ratio
9- Gearing ratio
10- Interest cover
 
b. Using the information in the financial statements and the ratios you have calculated, critically discuss the financial performance and position of Sweets plc:



a)
1. Return on Capital Employed (ROCE):
ROCE= Operating Profit
      Average Capital Employed     X100

2. Return on Equity (ROE):
ROE=          Net Profit
        Average Shareholders           X100
​

3. Earnings per Share (EPS): 
EPS=       Net Profit−Dividends
            Weighted Average Shares


4. Net Profit Margin:
NPM=                  Net Profit  
                              Revenue            X100                 


5. Asset Turnover:
Asset Turnover= Revenue
                  Average Total Assets   X100


6. Stock Holding Days:
Stock Holding Days = Average Stock
                                    Costo Sales    X365
7. Debtors Collection Period:
DCP = Trade Receivables 
                 Daily Sales


8. Current Ratio:
Current Ratio = Current Assets
                           Current Liabilities 


9. Gearing Ratio:
Gearing Ratio:= Loans and Borrowings
                          Total Equity + L A B


10. Interest Cover:
Interest Cover= Operating Profit
​                              Interest Payable 



b) Discussion of Financial Performance and Position:

· ROCE and ROE: Higher values in 2022 indicate improved profitability and effective use of capital and equity.

· EPS: Despite higher dividends, the increase in EPS signals enhanced per-share profitability.

· Net Profit Margin: The percentage of retained profit from revenue has increased, reflecting improved profitability.

· Asset Turnover: Improved efficiency in generating revenue from assets.

· Stock Holding Days and Debtors Collection Period: Reductions suggest better management of inventory and receivables.

· Current Ratio: Stability in the ability to meet short-term obligations.

· Gearing Ratio: A decrease suggests a reduction in financial leverage.

· Interest Cover: Improved ability to meet interest payments.

In summary, Sweets plc shows positive trends in profitability, efficiency, and liquidity, indicating a strong financial position. However, attention is needed regarding the decrease in non-current assets and an increase in current liabilities.
