[image: Text

Description automatically generated]



           Assessment 1
Accounting Fundamentals - Resit



Name: Krasimira Chausheva 
Student ID: 2231627
Module code: LCBB4001
Module name: Accounting Fundamentals
Lecturer: Hossein Shokri



Table of contents


1. Introduction……………………………………………………..………….3
2. Question 1……………………………………………………………….…3
3. Question 2…………………………………………………………….……5
     3.1 Income statement……………………………..……………………..5
4. Question 3………………………………………………………………….6
    4.1 RATIOS for Sweets PLC for 2022 and 2021.………………………7
    4.2 Financial performance and position of Sweets plc. .…………...…9
5. Reference list ………………………………………………………..……11

















1. Introduction
Accounting focuses on gathering, analysing, and communicating financial data. The objective is to assist individuals in using this knowledge to make more informed decisions. Finance, or financial management, is a tool used to assist decision-makers, just as accounting. It focuses on the strategies a business uses to raise and distribute resources. The decision about financing and investments may have a big impact on a business's performance since they often raise and invest large amounts of money over long periods. There are several strategies to generate money, and the one chosen should fit the demands of the business. Gaining knowledge about finance can assist in determining the following:
 - the primary financing options available,
 - the advantages and disadvantages of each financing option,
 - the risks connected to each financing option, 
 - the function of financial markets in providing financing. 
After money has been raised, it needs to be invested wisely (Atrill and McLaney,
2016).
[bookmark: _Hlk153305775]According to (Dyson and Franklin, 2020), the word "account" is frequently used in place of an explanation or a report of specific deeds or occurrences. For instance, if you work as an employee, you might be required to report to your boss on how you have been spending your time, or if you manage a company, you might be required to explain to the owner how the company is doing. Naturally, you will need to recall what you were doing or what happened to report or explain. It might be necessary to keep some written records because it is not always easy to remember. One could say that these kinds of records serve as the foundation for a basic accounting system.
2. Question 1
2.1 This reasoning is not true because the statement of financial position also known as the balance sheet, presents the financial situation of a business at a certain moment in time. It lists the equity, liabilities, and assets of the business as of a specific date. Conversely, the cash flow statement displays the amount of money that has entered and exited the company during a given time frame. The cash inflows and outflows from financing, investing, and operating activities are summed up here. Consequently, the cash flow of a business throughout an accounting period is not displayed in the statement of financial condition.
In the balance sheet is always truth to the accounting equation: assets equal equity plus liabilities. It illustrates the idea that a company must generate money equivalent to the cost of new operations to add new ones. The entire cost of all acquired assets must always equal the sum of all liabilities and equity (Atrill & McLaney, 2022).
2.2 Not all non-current assets are things that cannot be moved. They are assets that are expected to be held for more than one year. This includes assets such as land, buildings, equipment, and investments. When an asset cannot be easily converted into liquid or almost liquid (cash) or when its value cannot be deducted from the income statement in a single accounting period, it is considered non-current. Since these assets are permanent in nature and are only used to generate or earn revenue, they cannot be resold. As a result, part of the assets' historical cost must be charged to the profit or loss account each accounting period to determine the actual profit. Provision for depreciation is a type of annual reserve used to replace the asset after it has worn out fully or its book value has been depleted. Depreciation is the decline in the value of non-current assets due to usage, natural causes, or technical improvement.  A depreciation charge is a provision for future costs rather than an actual expense (Wokeh,2023).
2.3 It is not generally agreed upon that managers should just provide financial information to the company's present owners. In corporate governance, it is generally accepted that disclosure of financial information to various stakeholders, such as creditors, workers, existing shareholders, and future investors, is crucial. Prospective and existing shareholders alike have a stake in knowing how a firm is doing financially and operatively. Disseminating financial information to a larger audience promotes investment, fosters educated decision-making, and helps to establish confidence.
In conclusion, even if present owners are significant users of financial data, a wide range of stakeholders can have a justifiable need to have this data to make wise judgments.
2.4 It is incorrect to say that prepayments and accruals do not need to be included in the statement of financial position. The balance sheet, or statement of financial position, should contain crucial components such as accruals and payments.
Accruals are considered very current obligations since they must be settled very soon. Although the products prepaid are referred to as "prepayments," they might also be referred to as prepaid costs or payments in advance. Like accruals, they should be received very quickly, therefore they represent extremely current assets (Sangster et al., 2018).
The statement of financial position offers a comprehensive and precise picture of a company's financial situation at a certain moment in time by integrating prepayments and accruals.
2.5 Regulation of financial accounts is necessary. This is because different stakeholders, such as creditors, investors, and regulators, employ financial accounts. To make wise decisions, these stakeholders must be able to depend on the completeness and accuracy of financial records. The accuracy and completeness of financial accounts cannot be guaranteed in the absence of regulation. This might result in several issues, such as: 
- If investors invest in a firm based on false financial information, they risk losing money.
- If creditors give money to a firm that is not financially stable, they risk suffering consequences.
- Regulators can overlook financial issues that might endanger the financial system.
Regulations that establish requirements for financial reporting and impose penalties on businesses that fail to meet them can aid in resolving these issues. Supervision of financial accounts helps protect creditors, investors, and regulators against financial problems such as fraud. The financial system would be less efficient and more vulnerable to exploitation in the absence of regulation.
2.6 Before creating a financial statement, trial balances and ledger accounts (T) must be balanced. This is a crucial sign of accurate and comprehensive accounting records. A trial balance that is out of balance indicates an error in the accounting records, which prevents the financial statements from being prepared until the problem is corrected. It is extremely important to balance trial balances and ledger (T) accounts for the following reasons:
Accuracy: One of the best indicators of the accuracy of the accounting records is a balanced trial balance. This is because the trial balance must show that all the ledger accounts' debits and credits are equal.
Completeness: Another strong sign that the accounting records are comprehensive is a balanced trial balance. This is due to the requirement that the trial balance contain all the transactions that have been entered into the ledger accounts. The trial balance will not reflect any missing transactions, and the financial statements will not be comprehensive if there are any.
Confidence: Users of financial statements may feel more confident in the completeness and correctness of the data being provided if there is a balanced trial balance.
3. Question 2
The Income statement aggregates income and expenses for one accounting period, usually 12 months. In this case, we will examine the Income statement to Wales plc for the period from 01/01/2022 to 31/12/2022.
Corporation tax is paid on the profits shown at the time the profit or loss statement is created. The following example illustrates a profit or loss statement for a corporation Wales plc. Net profit for the year is allocated between tax payments, dividend payments, and internal business use. The profit or loss statement includes the tax allocation. A separate statement shows the remaining distribution revenue. The company's net profit for the year will be used to pay taxes, distribute dividends, and fund internal operations. The profit or loss statement includes the tax allocation. A separate statement shows the remaining distribution revenue (Dyson and Franklin, 2020).
3.1 INCOME STATEMENT FOR THE YEAR ENDED 31st DECEMBER 2022 FOR WALES PLS.

	Description
	£
	£

	Sales
	900,000
	

	Goods sent to customer
	1,000
	

	Revenue total
	
	901,000

	Cost of sales
	(578,650)
	

	Depreciation expense
	(65,000)
	

	Salesmen commission expense
	(2,000)
	

	Cost of sales total
	
	645,650

	Gross Profit
	
	255,350

	Expenses:
	
	

	Administrative expenses
	(170,000)
	

	Director’s remuneration
	(5,000)
	

	Distribution costs
	 (28,000)
	

	Total expenses:
	
	203,000

	Profit before tax and interest
	
	52,350

	Interest paid
	(2,000)
	

	Profit before tax
	
	50,350

	Corporation tax
	15,000
	

	Net income
	
	35,350





4. Question 3
A quick and comparatively simple method for evaluating a company's financial health is to use financial ratios. Ratios are a valuable tool for evaluating the financial standing of various companies. While comparing absolute operational profit data might be far less useful, these ratios can be easily compared. When evaluating the success of the same firm across time, it is equally important to use ratios to avoid scale disparities. It is frequently feasible to create an insightful picture of the state and performance of an organization by computing a small number of ratios. It follows that the widespread usage of ratios by those with an interest in business and business success is not unexpected. Although they are easy to compute, ratios can be challenging to understand.
Ratios do not give the answers; instead, they assist us in choosing which questions to ask. They can aid in highlighting a company's financial strengths and shortcomings, but they are unable to explain why such problems or strengths exist at all, much alone why specific changes have taken place. Finding the underlying reasons will need a thorough examination. Even while many ratios may be computed, only a select handful that is based on important relationships are often helpful for a given user.
There is no standard way to calculate many ratios, nor is there a list of ratios that can be applied to financial statements that are widely acknowledged (Atrill & McLaney, 2022).
The odds we are going to discuss for Sweets Plc are very popular – probably because they are considered useful for decision-making purposes. We will compare two reporting periods.


4.1 Ratios analysis for Sweets plc for 2022 and 2021.

		INVESTMENT RATIOS

	Calculations and Ratios for the Year 2022 £m
	Calculations and Ratios for the Year 2021 £m


	
 EPS (Earnings per Share) = 
	Earnings
	£

	Number of ordinary shares
	



	

EPS = 431/300 = £ 1.44
	

EPS = 366/300 = £ 1.22

	PROFITABILITY RATIOS

	
	

	
	ROCE (Return on Capital Employed) =

	Profit Before Interest
	x 100%

	Capital Employed
	




	
	




*Capital Employed (CE)= Total assets – Current liabilities

	

ROCE =805/7225x 100% = 11.14%
 
CE = 9736 – 2511 = 7225
	

ROCE=699/7041x100%=9.93 %


CE = 10087 – 3046 = 7041

	
	ROE (Return on Equity) = 

	Earnings
	x 100%

	Equity
	




	
	



	

ROE = 431/3088 x 100% = 13.96%
	

ROE=366/2912 x100%=12.57%

	
NPM (Net Profit Margin) = 

	Operating profit
	x 100%

	Sales
	



	

NPM = 805/6738x100% = 11.95%
	

NPM=699/6441x100%=10.85%

	EFFICIENCY RATIOS

	
	

	
	Assets Turnover (AT) = 

	Revenue (sales)
	(times)

	Capital employed
	




	
	



	

AT = 6738/7225 = 0.93 times

	

AT = 6441/7041 = 0.91 times



	
	
	
	
	
	
	
	
	
	
	
	
	
	


	
	Stock Holding Period (SHP) = 

	Inventory
	x 365 (days)

	Cost of sales
	




	
	



	

SHP = 708/3235 = 80 days
	

SHP =659/3096 = 78 days

	
	Debtors' Collection Period (DCP) = 

	Trade Receivables
	x 365 (days)

	Credit sales (or Revenue)
	




	
	



	

DCP = 1249/6738 x 365 = 
68 days
	

DCP = 1287/6441 x 365 =
73 days

	LIQUIDITY RATIOS

	
	

	
	Current Ratio (CR) = 

	Current Assets
	(x:1)

	Current Liabilities
	




	
	



	

CR = 2303/2511 = 0.9: 1
	

CR = 2355/3046 = 0.8: 1

	FINANCING STRUCTURE

	
	

	
	Gearing Ratio (GR) = 

	Long Term Debt
	x 100%

	Long Term Debt + Equity
	




	
	



	

GR=4137/4138+3088=57.3%
	

GR= 4129/4129+2912= 58.6%

	
Interest Cover (IC) = 

	Profit Before Interest
	(times)

	Interest Charges 
	



	

IC = 805/226 = 3.6 times
	

IC = 699/181 = 3.9 times



4.2 The financial performance and position of Sweets plc.

Ratios aim to assess five essential facets of financial well-being:
1) Investment - Ratios can be used by shareholders who do not manage the firm to assess the profits and dividends they get as an investment. 
The main coefficient of this group is the earnings per share (EPS). Its ratio compares the number of shares in circulation to the earnings the company generates and makes accessible to shareholders over a given period (Atrill, 2022).
In 2021, Sweets Plc's EPS is £1.22, but in 2022, it rises to £1.44, indicating a greater capacity to draw in investors.
2) Profitability – Creating money for its owners is the primary objective of enterprises. Profitability ratios demonstrate how well this objective has been accomplished. The financial statements, often display the profit of a business resource or other significant data.
Return on capital employed (ROCE) – Atrill (2022) states that the return on capital employed ratio is a crucial indicator of a company's performance. The relationship between the average long-term capital invested in the company and the operational profit realised over a specific period is demonstrated by this ratio.
The ROCE of Sweets plc from 9.93% in 2021 increased to 11.14% in 2022. This data shows the increased efficiency in earning a huge return that can lead to increased attraction of investors.
Return on equity (ROE) - The return on equity (ROE) indicates a company's capacity to make money from the selling of equity shares. An organization's enhanced capacity to produce a return from equity shares is shown by its ROE. In 2022, Sweets plc's ROE is 12.57%; by 2022, it will rise to 13.96%. Sweets plc's improved return on equity (ROE) demonstrates how well this business converts equity to profit.
Net profit margin (NPM) - NPM is a measure of business efficiency in making a profit through the sale of goods and services. A high NPM indicates that a business can increase more profit. In the context of Sweets Plc, NPM is 11.95% in 2022 and 10.85% in 2021. A higher NPM indicates that it is good to generate more profit by selling products.
3) Efficiency – According to Atrill (2022) efficiency ratios are employed to evaluate the degree of effectiveness with which the business's diverse resources are managed. The ratios that follow consider some of the key elements of resource management:
Assets turnover ratio - Asset turnover is a measure of how well a company uses all its resources. In this case, the increase from 0.91 in 2021 to 0.93 in 2022 indicates that the company has made some improvements in its asset utilization, despite the small difference.
Stock holding period – The period for which inventories are being held in the business before a sale. It takes Sweets approximately 78 days to sell its inventory in 2021 and 80 days in 2022. The decreasing inventory holding period may indicate better inventory management and faster inventory turnover.
Debtors’ collection period – The time taken to collect trade debts. The collection period for debtors stands at 73 days in 2021 which decreases to 68 days in 2022. This data shows that Sweets plc efficiently collects money from its customers within a specific period.
4) Liquidity - The ability to pay for amounts that must be paid shortly with sufficient liquid resources is essential to the business's sustainability. The association between liquid resources and lengthy payable sums soon is sought for by liquidity ratios (Atrill, 2022).
Current ratio - It displays how well current assets balance current obligations. It should be between 1:1 and 1:2. A current ratio of Sweets plc stands at 0,7:1 in 2021 which increases to 0,9:1 in 2022 representing the increased ability to meet debt obligation but there are less than 1 and it shows financial weakness.
5) Financial gearing - The link between the owner and lender contributions to a business's financing is the subject of this category of ratios. The retention ratio may be used to shed light on how much debt financing is used and how it affects the level of risk that the company takes (Atrill, 2022).
Gearing ratio - contrasts the amount of funding offered by long-term lenders with that from shareholders. Crucial whenever fresh funding is being raised. The gearing ratio of Sweets plc stands at 58.6% in 2021 which decreases to 57.3% in 2022 representing increased efficiency.
Interest cover – Assesses how well interest is covered by the profit available. Sweets plc’s interest cover ratio stands at 3.9 times in 2021 which declines to 3.6 times in 2022, representing reduced debt interest servicing efficiency.
All things considered, Sweets plc showed improved liquidity, efficiency, and profitability in 2022. To maintain financial stability, the business must focus on maintaining or increasing its interest coverage because it still has a substantial debt load.
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