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QUESTION 1 
No 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. 
The statement of financial position of a firm only shows the balance of assets and liabilities on a particular date of reporting. Thus if a statement of financial position is prepared the same would show the cash balance in the current asset section of the assets. Next year's statement of financial position would show the cash balances (closing). So the statement of financial position only shows the balance of cash assets and not how the cash asset has changed and the movement of the asset. However to know the movement of cash into the firm and out of the firm a statement named cash flow statement is prepared and the same shows the opening cash balance, closing cash balance, and the movement of cash flows. 

2. Non-current assets are things that cannot be moved. 
True. Non-current assets are those assets that can't be moved like other assets. These assets are called lumpy assets sometimes because they are large and bulky and need permanent installation. Unlike the current assets of the firm that can be converted into cash as and when they are needed non-current assets can't be converted into cash quickly and normally they would also have a larger life period. Also, the noncurrent assets are used to generate revenue and help operate the business. However, some non-current assets can be moved. For example, Heavy vehicles can be moved but Land and buildings are immovable assets. 

3. Managers should only supply financial information to the “current” shareholders of companies. 
Managers of a firm are given the task of operating the business keeping books of accounts for reporting year-end income statements and preparing Balance sheets and cash flows. These general-purpose financial statements are published for sharing information with the public and not just the shareholders. General information is given for the benefit of the investors, shareholders, lenders creditors, etc. so it's not correct to say that information is provided by the managers to the current shareholders only. 

4. No need to include prepayments and accruals on the statement of financial position. 
Under the accrual basis of accounting, entities report revenues and expenses of a period in the same period even if they are not received or paid in the same period. This means if the entity has paid for expenses in advance then the same means cash is spent in advance and these are assets for the business which would be exposed in the next term when the service is used. In this current year, the asset would be shown as prepaid expenses and would treated as expenses in the period in which the service would be utilized. 

5. No need for regulation over financial accounts. 
Financial accounts or books are kept by the management of a firm to record all monetary transactions done by a firm in a given year. These records are then used to prepare the year-end financial statements. Shareholders and investors of a firm and lenders and creditors use this to make investing and lending decisions. The regulation of the financial statements and books of accounting is required to make sure only fair information is used to prepare the financial statements and misleading financial information is not used to mislead shareholders and the general public. The regulators must make sure the firm management follows accounting principles to prepare financial statements and present a fair financial statement for use by various user groups.


6. It is important to balance ledger (T) accounts and trial balances before preparing financial statements. 
Yes. That’s true. Before the financial statements are prepared a firm's management must make sure they keep the journals of the transactions and then the journals and vouchers are posted to the T-Accounts. Ledgers or T-Accounts are used to find closing balances of accounts like cash, debtors, creditors, equity, etc. Once the ledgers are made – the next logical step is to prepare the trial balance. The Asset balances and expenses are recorded in the debit balance of the Trial balance and Equity and liabilities are recorded in the credit side. Both sides must be equal after the trial balance is prepared. Then only the logical process is to prepare three different financial statements for reporting purposes. 


No 2:
	Income Statement of Wales plc for the year ended 31st December 2022

	
	£
	£

	Sales (revenue)
	
	901,000

	less:
	
	

	Cost of sales 
	
	578,650

	Gross Profit
	
	322,350

	
	
	

	
	
	

	
	
	

	Equipment depreciation
	65,000
	

	Administrative expenses
	160,000
	

	Interest paid
	2000
	

	Directors’ remuneration
	5,000
	

	Distribution costs
	28,000
	

	
	
	

	Saleman's Commission Outstanding 
	2,000
	

	Total Expenses
	
	262,000

	Profit Before tax 
	
	60,350

	Corporation tax
	
	15,000

	Net Profit 
	
	45,350


No 3:
a) 

	
	2022
	2021
	Formuale
	
	2022
	2021

	1- ROCE 
	11.14%
	9.93%
	EBIT/CE
	EBIT
	805
	699

	2- ROE 
	0.140
	0.126
	Net Profit/Total Equity
	Interest Expenses
	226
	181

	3- Earnings per share 
	0.718
	0.610
	Net profit/n
	Total Debtors
	1,249
	1287

	4- Net profit margin 
	0.064
	0.057
	Net profit/Revenue 
	Net Profit 
	431
	366

	5- Asset turnover 
	0.692
	0.639
	Revenue/Total Assets
	Revenue 
	6,738
	6,441

	6- Stock holding days 
	79.883
	77.692
	Closing Stock/ COGS*365
	Total Assets
	9,736
	10,087

	7- Debtors collection period 
	67.659
	72.932
	Debtors/Credit sales*365
	n
	600
	600

	8- Current ratio 
	0.917
	0.773
	CA/CL
	Equity
	3,088
	2912

	9- Gearing ratio 
	2.153
	2.464
	Debt/Equity
	CA
	2,303
	2355

	10- Interest cover 
	3.562
	3.862
	EBIT/Interest Expenses
	CL
	2,511
	3046

	
	
	
	
	Total Debts
	6,648
	7,175

	
	
	
	
	Non-current liabilities
	4,137
	4129

	
	
	
	
	Closing stock 
	708
	659

	
	
	
	
	COGS
	3,235
	3,096

	
	
	
	
	Capital employed 
	7,225
	7,041


b) 
Using the information in the financial statements and the ratios you have calculated, critically discuss the financial performance and position of Sweets plc. 

1- ROCE 
The Return on capital employed is computed to find if the firm's management has been investing in assets and other infrastructure and the same can generate enough return for the equity shareholders. 

ROCE is calculated by deducting the current liabilities from the Total assets. In 2021, Sweets Plc can generate an ROCE of 9.93% which means for every 100 pounds of Capitla employed it has been able to generate EBIT of 9.93 pounds. In 2021, Sweets Plc can generate an ROCE of 11.14% which means for every 100 pounds of Capitla employed it has been able to generate EBIT of 11.14 pounds. This shows that there is a significant increase in the firm's ROCE and shareholders and management shall be elated about the fact that the capital employed is being used in the right way. 



2- ROE 
Return on equity is computed by the shareholders and others to find out how much return the firm's current operation is generating each year and a decent return would ensure shareholders are satisfied and new investors are interested in buying the firm’s shares. A good and growing return would ensure that the company's shares are in demand and the firm’s stock prices see increases leading to upward market valuation. 
In 2021 the Return on equity for the firm is estimated to be .126 or 12.6% and in 2022 the same increased by approx. 10% to reach 14%. This indicates that the management can generate a decent growth in returns for the shareholders. 
3- Earnings per share 
The earnings paper share of a firm indicates how much per share profit is generated by a firm in a given year. A higher EPS is appreciated by the equity shareholders and keeps the stock prices upwards. In 2021 EPS of the Sweets plc was .610 and the same increased to 71.8 pence by 2022. As the management of Sweets plc was able to significantly increase the EPS the same would result in more interest in the stocks of the firm and increase the market value of the firm. 



4- Net profit margin 

The net profit Margin of a firm indicates how the management has been managing the current business operations to generate profit for the shareholders. Net profit shall be defined as the part of the revenue thats retained by the firm after meeting all expenses in a given year. In the FY 2021 Sweets Plc was able to generate a net profit margin of .057 or 5.7%. This indicated that after meeting all direct expenses and the operating expenses of the firm 5.7% of the revenue is retained by the firm. However, the Management was able to increase the net profit margin to 6.4% in 2022 which indicates that after meeting all direct expenses and the operating expenses of the firm 5.7% of the revenue is retained by the firm. This also means the management has put in efforts to reduce overall expenses of the operations by approx. .7% in 2022. The increase in net profits means the firm's operations are now generating synergy and containing expenses.
5- Asset turnover 

The asset turnover ratio of Sweets Plc shows how the management is using the firm's assets to generate revenue. A higher ratio would indicate better utilization of the total assets of the firm and vice versa. In 2021, the Sweet plc operations were able to generate an asset turnover of .639. This has indicated that for every 100 pounds of assets being used by the firm, it can generate revenue of 63.9 pounds. In 2022, the Sweet plc operations were able to generate an asset turnover of .692. This has indicated that for every 100 pounds of assets being used by the firm, it can generate revenue of 69.2. This means management has been able to adjust the operations to improve the asset turnover and asset turnover has increased by approx. 10% in 2022 over the level achieved in 2021.
6- Stock holding days 
Stock holding days for Sweets Plc show that a particular day of stock is held by the firm. In 2021 the stockholding period is 77.69 days and the same in 2022 is 79.883 days. This means that the firm is keeping 77 days of stock in place and 80 days in 2022. This seems to be slightly on the higher side and management needs to make efforts to reduce the same a little bit. This can be done by increasing sales and reducing the amount of closing stock the firm is maintaining. 

7- Debtors collection period

The debtors collection period for Sweet plc is 72.932 days in 2021 and the same is slightly lower at 67 days in 2022. This shows that the firm can collect credit sales in 73 days in 2021 and 67 days in 2022. This seems to be slightly on the higher side and a more robust plan shall be made to collect credit sales in the future periods.


 8- Current ratio 
The current Ratio of Sweets PLc is .773 in 2021 which means the management has been able to keep current assets that’s only .773 times the firm's current liabilities. In 2022 the current ratio of the Sweets PLc is .917 which means the management has been able to keep current assets that are only .917 times of the firm's current liabilities.The current ratio has increased significantly in 2022 but despite the increase current ratio of the firm is quite poor and lenders and creditor would not feel adequately covered. Management of the firm needs to make sure current ratio of the firm is at least 1.5 to 2.00. 

9- Gearing ratio 
Gearing Ratio otherwise known as the Debt-Equity ratio tells if the firm under analysis is utlising more debts or equity in its capital structure. Debt Equity Ratio for Sweets Plc in 2021 was 2.464 which means the firm is using 2.46 times more debts than the equity used. However, in 2022 the debt-equity has slightly declined to 2.153 which is slightly lower. This shows that the firm's management is trying to lessen the use of debts in its capital structure and lower the gearing and financial risk. 

10- Interest cover 
Interest cover shows us how the firm's operations creating operating profit ( EBIT) to cover the interest expenses or the finance costs. In 2021, interest cover for Sweets pls has a ratio of 3.862 which means the EBIT is 3.862 times of the firm's interest expenses. In 2022, interest cover for Sweets pls has a ratio of 3.562 which means the EBIT is 3.562 times the firm's interest expenses. This shows that interest cover has declined slightly but the same remains quite good despite the decline. 
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