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Task 1
[bookmark: _Hlk153483275]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.

   When you look at a Statement of Cash Flows for a certain time period, it usually shows what happened with the cash flow. This sentence is mostly made up of three parts: operational activities, investment activities, and financing activities. It shows how money was made or spent over time. These documents are not the same as the Balance Sheet or Statement of Financial Position. These documents do not show how cash changed hands during the accounting period. Instead, it shows how much money the company had at a certain point in time. The Statement of Cash Flows shows how much money came in and out during that time.
   As you read the Statement of Financial Position or Balance Sheet, keep in mind that it does not show how cash changed hands during the financial period. Instead, it shows how much money the company had at a certain point in time.

[bookmark: _Hlk153483328]2. Non-current assets are things that cannot be moved.

  A company's non-current assets, sometimes called long-term assets, are those that will continue to generate income for the company for at least another year. Tangible and intangible assets are both acceptable, things like land, structures, machines, and cars are examples. Land and buildings, on the one hand, and machinery and vehicles, on the other, are examples of mobile assets. Intangible non-current assets are those that do not have a physical form. Goodwill, trademarks, copyrights, and patents are some examples.
  In conclusion, non-current assets include a wide range of things. Some may not be movable, like land, but others, like factory equipment or cars, can be. Most importantly, they help the business's finances in the long run.
[bookmark: _Hlk153304055]
[bookmark: _Hlk153483380]3. Managers should only supply financial information to the “current” shareholders of companies.
   In reality, present and future shareholders have a right to know how a company is doing financially. 

Some causes for this are as follows:

  - Disclosure and Transparency: Businesses, particularly those listed on public markets, are obligated to adhere to a number of rules and laws on transparency. The goal of these rules is to make sure that all investors, current and future, have access to accurate financial data.

  - Treating Shareholders Fairly: All shareholders should have equal access to financial information in order to treat them fairly. It aids in avoiding the possibility of some shareholders benefiting at the expense of others through the selective sharing of information.

  - Confidence of Investors: Honest and open communication, which includes sharing financial details, is essential for keeping investors' trust. The confidence of investors and other members of the financial community is bolstered.

  - Legal and Ethical Responsibilities: The provision of accurate and timely financial information to shareholders is a legal and ethical requirement for companies. The corporation risks losing credibility and facing legal repercussions if this doesn't happen.

  For easier access, financial information is usually shared with the public through financial statements, yearly reports, and regulatory filings. Managers may talk to current shareholders directly
through shareholder meetings and other means. Corporate governance and financial transparency principles are in line with this method.
[bookmark: _Hlk153303993]

[bookmark: _Hlk153483471]4. No need to include prepayments and accruals on the statement of financial position.

[bookmark: _Hlk153303921]    To make sure that a company's financial accounts show its financial situation and performance correctly, accountants use adjusting items like prepayments and accruals. Payments received or made in advance for products or services that will be used or earned in the future are called prepayments or deferred expenses or revenue. The accurate amount of assets or liabilities can be seen on the statement of financial position by recording prepayments. As an illustration, a prepaid expense would appear on the balance sheet if a corporation were to prepay their rent for the upcoming year. Recognising revenues or expenses before to their actual receipt or payment is known as accruals. This ensures that a company's financial status is more accurately reflected by aligning revenues and expenses with the period in which they are incurred. For example, a business would note accrued revenue on the balance sheet if it has earned money but hasn't gotten paid yet.
   When a business wants to show its finances in a way that is true to the economy, it needs to include both prepayments and accruals.

[bookmark: _Hlk153483504]5. No need for regulation over financial accounts.

   In order to guarantee that financial reporting is honest, open, and dependable, financial laws are vital. By imposing standards for the reliability and accuracy of financial statement information, financial rules aim to safeguard investors. Because of this, financial report-based investment decisions made by people and institutions must be carefully considered. One benefit of regulations is the confidence they install and sustain in the financial markets. The confidence of stakeholders and investors in the oversight and compliance of financial information encourages their participation in financial markets. The rule of law ensures that all market participants are treated fairly and equally. To prevent businesses from exploiting financial information for undue advantage, standardised accounting principles and reporting regulations create a level playing field. One way in which regulations help keep financial systems stable is by establishing rules and regulations that all financial firms must follow. Compliance with regulations aids in the detection and prevention of unethical behaviour, financial mismanagement, and fraudulent operations. There is less chance of financial mismanagement when organisations undergo both internal and external audits to ensure they are in compliance with legislation. Financial reporting is consistent all around the world because of international rules and norms. This is crucial for businesses with international operations and for investors looking for international financial data comparability.
[bookmark: _Hlk153303865]  The rules for each country may be different, but the main goal of financial control is to make the financial world fair, open, and responsible. Without financial regulation, there could be more risks, less trust among investors, and bad outcomes for both individual investors and the business as a whole.

[bookmark: _Hlk153483525]6. It is important to balance ledger (T) accounts and trial balance before preparing financial statements.

  A trial balance and ledger (T) account balance must be prepared prior to the creation of financial statements. Fundamental to accounting, the actions of balancing T-accounts and creating a trial balance have multiple uses:

- Verification of Accuracy: To verify that the recorded transactions are accurate, it is helpful to balance T-accounts and create a trial balance. Before going on to prepare financial statements, accountants can use it to find and fix mistakes in the ledger accounts.

- Verification of Debits and Credits:  In double-entry accounting, each transaction impacts two accounts with corresponding and opposing entries, known as debits and credits. This ensures that the accuracy of the financial records. As a general check on the quality of the accounting records, balancing T-accounts and making a trial balance assist ensure that debits equal credits.

- Error Detection: Accountants are able to detect and analyse mistakes if the trial balance shows disparities, meaning that the debits do not equal the credits. This guarantees that the data used to prepare financial accounts is accurate.

- Assisting with Audits and Reviews: A common practice for auditors conducting audits or reviews of a company is to check the accuracy of the accounting records by reviewing the trial balance. An in-depth analysis can be initiated with a balanced trial balance.

  It's important to remember that even though the trial balance is an important tool, it doesn't mean that there aren't any mistakes. The wrong account might be used to record a transaction, which would lead to a fair trial balance but wrong financial statements. The trial balance is still an important part of accounting and helps make sure that financial reports are correct and reliable.


[bookmark: _Hlk153483566]Task 2

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
 
To prepare the income statement for the year ended 31st December 2022 for Wales plc, we need to consider various adjustments and additional information provided. Let's go step by step:

[bookmark: _Hlk153483646]1. Calculate Depreciation on Equipment:

The equipment is depreciated using the straight-line method at a rate of 10% per year. The accumulated depreciation is given, but we need to calculate the depreciation expense for the current year.
Depreciation Expenses = Equipment Cost x (Depreciation Rate/100)
Depreciation Expenses = £ 650,000 x (10/100) = £65,000

[bookmark: _Hlk153483707]2. Adjust Administrative Expenses for Unpaid Salaries:

Salaries of £10,000 for December 2022 were not paid until January 3, 2023. Therefore, we need to adjust the administrative expenses to include the unpaid salaries.
Adjusted Administrative Expenses = Administrative Expenses + Unpaid Salaries
Adjusted Administrative Expenses = £ 160,000 + £ 10,000 = £ 170,000

[bookmark: _Hlk153483731]3. Estimate Corporation Tax:

Corporation tax for the year is estimated at £15,000.

[bookmark: _Hlk153483762]4. Adjust Cost of Sales for Depreciation:

Since depreciation on equipment is charged to cost of sales, we need to adjust the cost of sales by adding the depreciation expense.

Adjusted Cost of Sales = Cost of Sales + Depreciation Expense
Adjusted Cost of Sales = £ 578,650 + £ 65,000 = £ 643,650


5. Prepare the Income Statement.

Now we can use the adjusted figures to prepare the income statement:

Sales (Revenue):                                    £ 900,000
Adjusted Cost of Sales:                                             - £ 643,650
Gross Profit:                                           £ 256,350
Adjusted Administrative Expenses:                        - £ 170,000
Interest Paid:                                                              - £ 2,000      
Directors Remuneration:                                         - £ 5,000
Distribution Cost:                                                      - £ 28,000
Net Profit Before Tax:                           £ 51,350
Estimated Corporation tax:                                     - £ 15,000.
Net Profit After Tax:                               £ 36,350

[bookmark: _Hlk153483792]6. Adjust for Unrecorded Items:

   Salesmen's commission of £2,000 and goods sent to customers valued at £1,000 are not recorded in the ledger accounts. These will impact future periods and are not considered in the current income statement.



Task 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:

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


Required:

[bookmark: _Hlk153483890]A) Calculate the following ratios for Sweets plc for 2022 and 2021, showing the formulas and workings:
   
[bookmark: _Hlk153483982]1. Return on Capital Employed (ROCE):

ROCE =       (Operating Profit/Average Capital Employed) x 100
ROCE 2022 = (805/ 8,734) x 100 
                 = 0.0921 x 100
                 = 9.21
Average Capital Employed = (Opening Capital Employed + Closing Capital Employed) / 2
[bookmark: _Hlk153310624]Average Capital Employed2022 = (7,732+ 9,736)/ 2
                                                     = 17,468 /2
                                                     = 8,734
ROSE2021 = (699/8,909.5) x 100
                = 0.0784 x 100
                = 7.84
Average Capital Employed2021 = (7,732 + 10,087) /2
                                                     = 17,819 / 2
                                                     = 8,909.5
[bookmark: _Hlk153484039]2. Return on Equity (ROE):

ROE      = (Profit of the year / Average Shareholders’ Equity) x 100
ROE2022 = (431/3000) x 100
              = 0.1436 x 100
              = 14.36
Average Shareholders’ Equity = (Open Equity + Closing Equity) / 2
[bookmark: _Hlk153311266]Average Shareholders’ Equity2022 = (2,912 + 3,088) / 2
                                                     = 6,000 / 2 
                                                     = 3,000
ROE2021 = (366/2,912) x 100 
              = 0.1256 x 100 
              = 12.56
Average Shareholders’ Equity2021 = (2,912+ 2,912) / 2
                                                           = 5,824 / 2
                                                           = 2912

[bookmark: _Hlk153484122]3. Earnings per Share (EPS):

[bookmark: _Hlk153311534]EPS = Profit of the Year / Weighted Average Number of Shares 
EPS2022 = 431/4.56
             = 94.51
[bookmark: _Hlk153311786]Weighted Average Number of Shares2022 = (5.12 + 4) /2
                                                                         = 9.12 /2
                                                                         = 4.56

EPS2021 = 366/4
             = 91.5
Weighted Average Number of Shares2021 = (4 + 4) /2
                                                                         = 8/2
                                                                         = 4

[bookmark: _Hlk153484157]4. Net Profit Margin:

Net Profit Margin = (Profit of the Year/ Revenue) x 100
Net Profit Margin2022 = (431/6,738) x 100
                                      = 0.0639 x 100
                                      = 6.39
Net Profit Margin2021 = (366/6,441) x 100
                                      = 0.0568 x 100
                                      = 5.68

[bookmark: _Hlk153484183]5. Asset Turnover:

Asset Turnover = Revenue/Average Total Assets
Asset Turnover2022 = 6,738/9,911.5
                                 = 0.6798

Average Total Assets = (Opening Total Assets+ Closing Total Assets) / 2
Average Total Assets2022 = (10,087+9,736)/ 2
                                           = 19,823 / 2
                                           = 9,911.5

Asset Turnover2021 = 6,441/10,087
                                 = 0.6385
Average Total Assets2021 = (10,087+10,087)/ 2
                                           = 20,174/ 2
                                           = 10,087

[bookmark: _Hlk153484222]6. Stock Holding Days:

Stock Holding Days = (Average Stock / Cost of Sale) x 365
Stock Holding Days2022 = (708/3,235) x 365
                                        = 0.2188 x 365
                                        = 79.862
Stock Holding Days2021 = (659/ 3,096) x 365
                                        = 0.2128 x 365
                                        = 77.672

[bookmark: _Hlk153484351]7. Debtors Collection Period:

Debtors Collection Period = (Average Trade Receivables / Revenue) x 365 
Debtors Collection Period2022 = (1,249/ 6,738) x 365
                                                    = 0.1853 x 365
                                                    = 67.6345

Debtors Collection Period2021 = (1,287/ 6,441) x 365
                                                    = 0.1998 x 365
                                                    = 72.927

[bookmark: _Hlk153484391]8. Current Ratio:

Current Ratio = Current Assets / Current Liabilities
Current Ratio2022 = 2,303/ 2,511
                              = 0.9171
Current Ratio2021 = 2,355/ 3,046
                              = 0.7731

[bookmark: _Hlk153484432]9. Gearing Ratio:

Gearing Ratio = [Long-term Debt / (Shareholders’ Equity+ Long-term Debt)] x 100
Gearing Ratio2022 = [4,137/ (3,088+ 4,137)] x 100
                               = (4,137 / 7,225) x 100
                               = 0.5725 x 100
                               = 57.25
Gearing Ratio2021 = [4,129/ (2,912+ 4,129)] x100
                               = (4,129/ 7,041) x 100
                               = 0.5864 x 100
                               = 58.64

[bookmark: _Hlk153484468]10. Interest Cover:

Interest Cover = Operating Profit / Interest Paid
Interest Cover2022 = 805/ 226 
                                = 3.5619
Interest Cover2021 = 699/ 181
                                = 3.8618
                           

[bookmark: _Hlk153484535]B) We must discuss ROCE de Investment and Financial Performance:

1. ROCE and ROE:
    Both ROCE and ROE measure how well capital is being put to use. More favourable utilisation is indicated by higher values.
2. Reported Profit (EPS):
    Profitability and the expectation of returns to shareholders are both reflected in higher earnings per share.
3. Margin of Net Profit:
    Profitability as a percentage of sales is better when the net profit margin is large.
4. Asset Rotation:
    A greater asset turnover ratio indicates that assets are being used efficiently to produce sales.
5. Days of Stock Holding and Period for Collecting Debts:
    A lower number is preferable since it shows that sales to stock and receivables are collected faster.  
6. Present Value:
    Liquidity is indicated by a current ratio greater than 1, although readings that are too high can mean resources are not being used to their full potential.

7. Ratio of Gearing:
    A reasonable gearing ratio indicates that debt and equity financing are used in a balanced manner.
8. Coverage for Interest:
    The capacity to comfortably satisfy interest obligations is indicated by a larger interest cover.

[bookmark: _Hlk153475070]    In conclusion the financial performance of Sweets plc is better in 2022 than it was in 2021. Profitability and capital efficiency are both boosted by higher ROCE and ROE. Better control of expenses is reflected in a higher net profit margin. Liquidity and asset turnover ratios point to healthy liquidity and effective use of assets. A boost in the dividend payout from £242 million to £255 million reflects optimism in the company's financial health. An increase from £4.00 to £5.12 in share price suggests that market sentiment is positive.
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