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Assignment 1

Question 1 
1. False. The statement of financial position, also known as the balance sheet, provides information about a company's assets, liabilities, and equity at a specific point in time. It does not directly show the cash inflows and outflows that occurred during the accounting period. The statement of cash flows is the financial statement that specifically reports cash inflows and outflows. According to the International Financial Reporting Standards (IFRS) framework, the statement of financial position illustrates the profitability of an organisation. (IFRS, 2018). 

2. False. Non-current assets are long-term assets that are expected to benefit the company over multiple accounting periods. They include assets such as property, plant, and equipment, intangible assets, and long-term investments. The term "non-current" refers to the time horizon over which these assets are expected to generate economic benefits, rather than their physical mobility. In fact, many non-current assets, such as machinery or vehicles, can be physically moved.
According to the International Financial Reporting Standards (IFRS), non-current assets are defined as "assets that are expected to be recovered or settled more than twelve months after the reporting period." (IFRS, IAS 1, paragraph 66). This definition focuses on the time horizon of economic benefit rather than the mobility of assets.

3. False. Managers have a responsibility to provide financial information to all stakeholders, not just the "current" shareholders. Shareholders, both current and potential, rely on accurate and timely financial information to make informed decisions about investing in or holding shares in a company. However, financial information is also crucial for other stakeholders, such as creditors, employees, government authorities, and potential business partners, who need to assess the financial health and performance of the company.
According to the International Financial Reporting Standards (IFRS), the objective of financial reporting is to provide information about the financial position, performance, and cash flows of an entity that is useful to a wide range of users for making economic decisions. These users include shareholders, investors, lenders, employees, suppliers, customers, and the general public. (IFRS Framework, 2018).

4. False. Prepayments and accruals need to be included on the statement of financial position. Prepayments represent the advance payment made by a company for goods or services that will be received in the future accounting periods. Accruals, on the other hand, are expenses or revenues that have been incurred or earned but have not yet been recorded in the financial statements.
According to the International Financial Reporting Standards (IFRS), both prepayments and accruals are recognized as assets or liabilities, depending on their nature, and are included in the statement of financial position. For example, prepayments are reported as current assets if they will be consumed within one year, while accruals are reported as current liabilities if they will be settled within one year.

5. False. There is a clear need for regulation over financial accounts. Financial regulation plays a vital role in ensuring transparency, accountability, and the stability of financial markets. It establishes rules and standards that govern the preparation, presentation, and disclosure of financial information. These regulations are necessary to protect investors, maintain public trust, and facilitate economic growth. 
Financial accounts provide crucial information for decision-making by investors, creditors, and other stakeholders. Without regulations, there would be a higher risk of misleading or fraudulent financial reporting, which can lead to financial crises, market failures, and damage to the economy. Regulation helps to prevent such occurrences by setting guidelines for the recording, measurement, and reporting of financial transactions.
Moreover, financial accounts are used by governments to assess tax liabilities, monitor compliance with regulatory requirements, and formulate economic policies. Without regulation, it would be difficult to ensure fairness, consistency, and comparability in accounting practices, hindering effective governance and economic planning.
Financial regulations are typically enforced by regulatory bodies such as the Securities and Exchange Commission (SEC) in the United States or the Financial Conduct Authority (FCA) in the United Kingdom. These bodies oversee compliance with accounting standards, disclosure requirements, and ethical conduct in financial reporting.

6. True. It is crucial to balance ledger accounts and the trial balance before preparing financial statements. Balancing ensures the accuracy and integrity of financial information, which is vital for making informed business decisions and complying with accounting principles.
When preparing financial statements, ledger accounts are used to record and track individual transactions. Each transaction affects at least two accounts, resulting in debit and credit entries. Balancing ledger accounts involves ensuring that the total debits equal the total credits for each account. This process helps identify errors, omissions, or inconsistencies in recording transactions.
The trial balance is a summary of all ledger accounts, showing the total debits and credits for each account. It serves as a preliminary check to verify if the accounts are correctly balanced. The total debits and credits in the trial balance should be equal, reflecting the fundamental double-entry bookkeeping principle.
By balancing ledger accounts and the trial balance, errors or discrepancies can be identified and corrected before preparing the financial statements. If the accounts are not balanced, it indicates that errors have occurred during the recording process, such as mathematical mistakes, incorrect postings, or omitted entries. Resolving these discrepancies ensures the accuracy and reliability of the financial statements.

Question 2

	
	£’000

	Revenue = £900,000(sales of goods) + £1000 (sales of goods with payment in Feb 2023)
	901,000

	Cost of sales(total) = £578,650 (initial COS) + £650,000/10 years (depreciation of equipment) 
	(643,650)

	Gross profit = £901,000 - £643,650
	257,350

	Other income
	

	Distribution costs (given in the requirements)
	(28,000)

	Administration expenses = £160,000(initial amount) + £10,000 (salaries*) + £2000 (commission) + £5000 (director)
	(177,000)

	Operating profit = £257,350(gross profit) - £28,000(distribution cost) - £177,000(Administration expenses)
	52,350

	Finance costs = 4% of £100,000 debentures
	(4000)

	Profit before tax = £52,350 (Operating cost) - £4000(Finance costs)
	48,350

	Taxation (provided in the requirements)
	(15,000)

	Profit for the period	 (sum of all the amounts) 
	33,350



*The requirements provided might have had a typo on the dates. Judging by the other requirements, the assumption that the salaries are paid in January 2023 has been adopted.

Question 3

a. Ratios for Sweets plc for 2022 and 2021
In order to calculate the ratios, the income statements must be observed and simplified. Therefore, Marketing and selling costs can be added to administrative expenses.

1. 		Capital Employed = Total Assets – Current Liabilities		
ROCE2022 = (805/ 7,225) * 100% = 11.14%
ROCE2021 = (699/ 7,041) * 100% = 9.93%
2. 
ROE 2022 = 432/3088 = 13.96%
ROE 2021 = 366/2912 = 12.57%

3.  £
EPS 2022 = 431/(300*2) = £0.72
EPS 2021 = 366/(300*2) = £0.61
4. 
Net Profit Margin2022 = 805/6,738 * 100% = 11.95%
Net Profit Margin2021 = 699/6,441 * 100% = 10.85%

5. 
Assets Turnover2022 = 6738/7,225 = 0.93 (times)
Assets Turnover2021 = 6441/7,041 = 0.91 (times)

6. 
Stock Holding Days2022 = 708/3,235 * 365(days) = 80 days
Stock Holding Days2021 = 659/3,096 * 365(days) = 78 days

7. 
Debtors' Collection Period2022 = (1249/ 6738 ) * 365 (days) = 68 days
Debtors' Collection Period2021 = (1287/ 6441) * 365 (days) = 73 days

8. 
Current Ratio 2022 = 2,303/2,511 = 0.9 :1
Current Ratio2021 = 2,355/3,096 = 0.8  :1

9. 
Gearing Ratio2022 = 4,137/(4,127+3,088) * 100% = 57%
Gearing Ratio2021 =4,129/(4,129+ 2,912) * 100% = 59%

10. 
Interest Cover = 805/185 = 4.4 (times)
Interest Cover = 699/160 = 4.4  (times)
b. Analysis

Analysing the financial performance and position of Sweets Plc using the provided information, we can make the following observations:
1. Revenue and Gross Profit: Sweets plc experienced revenue growth from £6.441 million in 2021 to £6.738 million in 2022. The gross profit also increased from £3.345 million to £3.503 million over the same period. This indicates that the company has been able to generate higher sales and maintain a decent level of profitability.
2. Operating Profit: Sweets plc's operating profit improved from £699 million in 2021 to £805 million in 2022. This indicates effective cost management and operational efficiency, which contributed positively to the company's profitability.
3. Return on Capital Employed (ROCE): Sweets plc's ROCE increased from 9.93% in 2021 to 11.14% in 2022. This suggests that the company has been successful in generating higher returns from the capital invested, indicating improved efficiency in utilizing its .
4. Return on Equity (ROE): Sweets plc's ROE also increased from 12.57% in 2021 to 13.96% in 2022. This signifies that the company has been able to generate higher profits relative to its shareholders' equity, indicating improved profitability and shareholder.
5. Earnings per Share (EPS): The EPS of Sweets plc increased from £0.61 in 2021 to £0.72 in 2022. This indicates improved profitability on a per-share basis, potentially attracting investors and indicating positive growth prospects.
6. Net Profit Margin: The net profit margin increased from 10.85% in 2021 to 11.95% in 2022. This indicates that Sweets plc has been able to effectively manage its costs and increase profitability as a percentage of revenue.
7. Stock Holding Days: Sweets plc experienced a slight increase in stock holding days from 78 days in 2021 to 80 days in 2022. This may suggest that the company has been holding inventory for a slightly longer period, potentially indicating a need for inventory management improvement.
Overall, Sweets plc has demonstrated positive financial performance and improved position, with growing revenue, increased profitability, and efficient utilization of resources. However, the company should continue to monitor and manage inventory levels effectively to optimize working capital and maintain competitiveness in a competitive market.
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