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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.
This statement is not entirely accurate. The statement of financial position, commonly known as the balance sheet, illustrates an entity's financial standing at a specific date, detailing its assets, liabilities, and owner's equity. It doesn't track the movement of cash in and out of the business during an accounting period. Instead, to analyse the flow of cash within a given period, one should examine the statement of cash flows (Xolmirzaev et al., 2021). This document offers a comprehensive look at cash transactions from operations, investments, and financing activities. While the balance sheet does indicate the end-of-period cash balance, it doesn't provide the detailed movement of cash transactions throughout the period. Differentiating between these financial statements is essential for a precise understanding of a company's fiscal condition.
2. Non-current assets are things that cannot be moved.
The belief that non-current assets are simply items that can't be moved is a misunderstanding. Non-current assets, often referred to as long-term assets, represent resources anticipated to provide value over multiple fiscal periods, typically beyond a year. Their classification isn't based on their physical mobility, but on the duration of their expected utility and their economic role within an enterprise. Some tangible non-current assets like land are inherently immovable. However, others, such as machinery, are definitely movable, dispelling the misconception (Wokeh, 2023). It's essential to also consider intangible assets under the non-current umbrella. These include patents, trademarks, and copyrights, which inherently lack a physical form, rendering the notion of "movement" inapplicable. The true criterion for distinguishing between current and non-current assets lies in their anticipated operational lifespan and how liquid they are, rather than whether they can be moved or not. Using movability as the primary determinant oversimplifies the intricate nature of assets and could lead to misconceptions about their actual role and value in a business context.
3. Managers should only supply financial information to the “current” shareholders of companies.
This statement is limiting and does not adhere to the standards of openness and equitable information sharing in the financial world. While it's true that managers have a primary fiduciary duty to their current shareholders, restricting financial information only to them would be problematic for several reasons. Firstly, potential investors and creditors, who are considering entering into financial transactions with the company, rely on financial information to make informed decisions. Withholding such information would discourage potential investment and limit the company's access to capital (Kimmel et al., 2020).
Secondly, regulatory bodies and stock exchanges often require regular financial disclosures to maintain a transparent and fair-trading environment. This ensures that all market participants have equal access to relevant information. Lastly, other stakeholders, such as employees, suppliers, and customers, might also have legitimate interests in a company's financial position (Duțescu and Duţescu, 2019). Restricting information could undermine trust and hamper business relationships. Transparent and broad dissemination of financial information is essential for a company's credibility, trustworthiness, and overall market health.
4. No need to include prepayments and accruals on the statement of financial position.
This statement is incorrect. Prepayments and accruals are integral components of the statement of financial position (balance sheet) and play a crucial role in ensuring that financial statements are prepared according to the accrual basis of accounting, which matches revenues and expenses to the period in which they are earned or incurred, regardless of when cash is exchanged (Berhad, 2017).
Prepayments (or prepaid expenses) represent amounts paid in advance for goods or services that the company will receive in the future. They are classified as current assets because they will be recognized as expenses in subsequent periods, reducing future cash outflows. Accruals, on the other hand, represent liabilities for expenses incurred but not yet paid or revenues earned but not yet received. Including them ensures that expenses and revenues are recognized in the appropriate accounting period (Duțescu and Duţescu, 2019). Excluding prepayments and accruals would distort the true financial position of a company and misrepresent its financial performance, leading to misleading financial statements.
5. No need for regulation over financial accounts.
This statement is not aligned with the best practices of corporate governance and financial reporting. Regulation over financial accounts is essential for several reasons:
1. Trustworthiness: Regulation ensures that financial statements are prepared accurately, consistently, and transparently. This bolsters investor and stakeholder confidence in the reported financial information (Noh et al., 2023).
2. Protection: Regulatory standards protect stakeholders, especially investors, from fraudulent practices, manipulation, and misleading financial reporting that might lead to uninformed decision-making.
3. Comparability: Regulations provide a standardized framework, like the International Financial Reporting Standards (IFRS) or Generally Accepted Accounting Principles (GAAP), which allows for the comparability of financial statements across companies and industries (Ismail, 2017).
4. Economic Stability: Transparent and accurate financial reporting, upheld by regulations, ensures that markets function efficiently. Misrepresentation can lead to misallocation of resources and, in extreme cases, economic downturns.
5. Accountability: Regulations hold companies and their management accountable for the veracity and accuracy of the financial information they disclose.
Without regulations, the financial reporting landscape would be chaotic, untrustworthy, and susceptible to manipulation, ultimately undermining the foundations of modern financial markets.
6. It is important to balance ledger (T) accounts and trial balance before preparing financial statements.
Absolutely, this statement is correct and fundamental to the accounting process. Balancing ledger (T) accounts and ensuring that the trial balance is in agreement are crucial steps before preparing financial statements for several reasons:
1. Accuracy: Balancing accounts ensures that all transactions have been recorded correctly and that for every debit entry, there is a corresponding credit entry, maintaining the fundamental accounting equation (Maynard, 2017).
2. Completeness: The trial balance serves as a preliminary check to confirm that all ledger accounts have been included and that the total debits equal the total credits. Any discrepancy can highlight errors or omissions that need addressing.
3. Consistency: Regularly balancing accounts and verifying the trial balance ensures that the company maintains a consistent record-keeping practice, crucial for trend analysis and financial forecasting (Miller-Nobles et al., 2018).
4. Integrity of Financial Statements: Financial statements derived from unbalanced accounts may contain errors, leading to misleading reports which can adversely impact stakeholder decisions.
In essence, these steps ensure the reliability and credibility of the financial information presented in the statements.
QUESTION 2
Prepare an income statement for the year ended 31st December 2022 for Wales plc.
	Wales Plc
Income Statement
For the year ended 31st December 2022

	Particulars
	Amount (£)

	Revenue
	

	Sales
	900,000

	Add: Goods sent to customers
	1,000

	Total Revenue
	901,000

	
	

	Cost of Sales
	

	Beginning Cost of Sales
	578,650

	Add: Depreciation on equipment
	65,000

	Total Cost of Sales
	643,650

	
	

	Gross Profit
	257,350

	
	

	Expenses
	

	Administrative Expenses
	170,000

	Distribution Costs
	28,000

	Directors' Remuneration
	5,000

	Salesmen Commission
	2,000

	Interest Paid
	2,000

	Total Expenses
	207,000

	
	

	Profit Before Tax
	50,350

	
	

	Corporation Tax
	15,000

	
	

	Net Profit (After Tax)
	35,350



1. The equipment depreciation is calculated at 10% of £650,000, which is £65,000. This depreciation is added to the cost of sales as mentioned.
2. Salaries of December 2022, not yet paid, are added to the administrative expenses.
3. The commission owed to salesmen and the goods sent to customers, not yet recorded, have been added.
4. The income statement provides the net profit after accounting for all revenues and expenses during the year.
QUESTION 3
a) Calculate the following ratios for Sweets plc for 2022 and 2021, showing the formulas and workings:
	Ratios
	Formula
	2022
	2021

	1. ROCE
	EBIT / Capital Employed * 100
	EBIT = (620 + 226) = 846
C.E = (9,736 - 2,511) = 7,225
846/7,225 * 100 = 11.71%

	EBIT = (539 + 181) = 720 
CE = (10,087 - 3,046) =7,041 
720/7041 * 100 = 10.23%

	2. ROE
	Net Profit / Equity * 100
	431 / 3,088 * 100 = 13.96%
	366 / 2,912 * 100 = 12.57%

	3. EPS
	Net Profit / Number of shares
	431 / 600 = 0.72
	366 / 600 = 0.61

	4. Net Profit Margin
	Net Profit / Revenue * 100
	431 / 6,738 * 100 = 6.40%
	366 / 6,441 * 100 = 5.68%

	5. Asset Turnover
	Revenue / Total Assets
	6,738 / 9,736 = 0.69
	6,441 / 10,087 = 0.64

	6. Stock Holding Days
	(Inventory / Cost of Sales) x 365
	(708 / 3,235) x 365 = 79.9 days
	(659 / 3,096) x 365 = 77.7 days

	7. Debtors Collection Period
	(Trade Receivables / Revenue) x 365
	(1,249 / 6,738) x 365 = 67.7 days
	(1,287 / 6,441) x 365 = 72.9 days

	8. Current Ratio
	Current Assets / Current Liabilities
	2,303 / 2,511 = 0.92 times
	2,355 / 3,046 = 0.77 times

	9. Gearing Ratio
	Total debt/Total Equity
	4,137 / 3,088= 1.34 times
	4,129 / 2,912= 1.42 times

	10. Interest Cover
	EBIT/ Interest Payable
	846 / 226 = 3.74
	720 / 181 = 3.98



Number of Shares = 300/ 0.50 = 600m shares
b. Using the information in the financial statements and the ratios you have calculated, critically discuss the financial performance and position of Sweets plc.
Sweets plc, a long-standing sweets and confectionery manufacturer operating primarily from the UK but selling worldwide, has shown a mixed performance over the years 2021 and 2022, based on the financial statements and ratios analyzed. 
1. Profitability
· ROCE (Return on Capital Employed): An increase in ROCE from 10.23% in 2021 to 11.71% in 2022 indicates that Sweets plc has become more effective in using its capital to generate returns. This signifies improved efficiency in utilizing the company’s capital resources (Gupta et al., 2017).
· Net Profit Margin: With an increase from 5.68% in 2021 to 6.40% in 2022, the company has managed to retain a higher portion of its revenue as net profit. This suggests effective cost management, possibly arising from better negotiation with suppliers or operational efficiencies.
· Earnings Per Share (EPS): The rise in EPS from 0.61 in 2021 to 0.72 in 2022 means that shareholders could potentially receive a higher return on each share they own, assuming the company distributes its profits.
2. Efficiency
· Asset Turnover: It has risen marginally from 0.64 to 0.69, which suggests that the company has improved slightly in using its assets to generate sales. While the increase is not significant, it's a move in the right direction.
· Stock Holding Days: Inventory is held for a slightly longer period in 2022 (79.9 days) compared to 2021 (77.7 days). This could mean that either inventory management has slackened a bit, or they are stocking up for expected increased demand.
· Debtors Collection Period: A considerable increase from 13.4 days in 2021 to 67.7 days in 2022 indicates that it’s taking longer for the company to collect money from its customers. This elongated cycle can potentially strain cash flows and is an area of concern.
3. Liquidity
· Current Ratio: Rising from 0.77 in 2021 to 0.92 in 2022, Sweets plc has enhanced its short-term debt-paying ability. Even though it's below the standard benchmark of 1, the improving trend is positive. It's crucial for a company, especially in a competitive market, to maintain sufficient liquidity to meet short-term obligations (Amanda, 2019).
4. Financial Structure
· Gearing Ratio: A slight decrease in gearing from 1.42 in 2021 to 1.34 in 2022 indicates reduced financial risk. The company has slightly reduced its reliance on external lenders and creditors.
· Interest Cover: The drop from 3.98 in 2021 to 3.74 in 2022 implies that while Sweets plc can still comfortably cover its interest expenses, its buffer has reduced slightly. This could be due to the rise in interest payable or other factors affecting operating profit.
5. Shareholder's Perspective
· The company paid a higher dividend in 2022 (£255m) compared to 2021 (£242m), which is a positive sign for shareholders.
· The increase in the average share price from £4.00 in 2021 to £5.12 in 2022 indicates improved investor confidence and market perception of the company.
Sweets plc's financial performance over the past year has shown areas of strength, such as improved profitability and better liquidity management. However, there are areas of concern, such as the lengthening debtors' collection period and a slight decrease in interest cover. The company operates in a growing yet competitive market. While its UK manufacturing base offers some advantages like quality control, it might also be facing challenges related to global logistics, especially in these unpredictable economic times. Continued monitoring of its financial health and taking strategic actions in areas of concern will be crucial for Sweets plc to maintain and enhance its market position in the coming years.
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