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[bookmark: _Toc153107914]Question 1
Statement 1: In the first statement the speaker said that financial position shows the amount of cash that enters and leaves the business. This statement is incorrect. The person providesa statement from the concept of cash flow statement where the amount of cash an organization receives and the amount of cash an organization spend is calculated. On the other hand, the cash financial statement presents the assets, liabilities and shareholder’s equity of an organization for a defined time (Fridson and Alvarez, 2022). This is formally known as a balance sheet from where a person can get an overview of the organization and get an idea regarding the situation of the organization. 


[bookmark: _GoBack]Statement 2: I do not entirely agree with the second statement as some of the fixed statescannot be moved, however, some fixed assets like long-term financial assets and some intangible assets are movable. Fixed assetsare the types of assets that provide long-term economic benefits to the organization beyond the current accounting period (Agirman and Yilmaz, 2018). The fixed assets comprise land, property, and equipment, some intangible fixed assets that have no physical identity are also known as fixed and the organisation can move many of these  besides that they can sell and purchase new  while necessary. 
Statement 3: This statement is not accurate as well because an organisation has to share accurate financial statements with the shareholders. Based on this information the investors, suppliers, lenders, employees and other stakeholders make their respective decisions (Wijaya and Yustina, 2019). If the organisation restrict the access of the stakeholder to the detailed information  are hugely interrupted and the stakeholders of the organisation will lose their trust in the organisation in that case that creating further problems for the organisation. Therefore, organisations share their detailed and accurate information withtheir stakeholders which increases the credibility of the organisation and the organisation can be run more smoothly. 
Statement 4: Repayment means the payment that is paid for getting service, however, services have not been received yet. On the other hand, accrual means the service that an organisation already consumed but its charge has not been paid yet. Besides that according to the accounting rules, the assets and liabilities of an organisation arerecorded on its reporting and if an organisation do not record repayment and the accrual in the financial position then the asset and the liabilities of the organisation cannot be defined precisely that leads the management to make a wrong decision(Majeed and Zainab, 2021). The shareholders do not get accurate result and this hugely impact the organisation’s transparency and accountability, therefore, this statement the person is incorrect as well.
Statement 5: Regulation in an organisation is a very crucial part and every organisation needs to regulate its financial accounts as it helps the organisations to ensure comparability, reliability and relevance of financial position because of that the stakeholders may be misled and they might make a bad decision for the organisation. Because of regulations, the organisations get a clear and realistic picture of the organisation that helps the organisation to ensure transparency and the managers can make precise economic decisions accordingly (Kustiningsih et al., 2020). Regulations protect the shareholders as they get original information that helps them to learn the organisation in deep, make their investment decisions and a trustful relation is developed. Therefore, this statement of that person is not correct as well. 
Statement 6: In accounting, the ledger and trial balance are prepared before making the final income statement and therefore, this statement is correct. The preparation of the general ledger and trial balance is essential as it helps an organisation determine potential errors before making the final income statements. In the general ledger, debits and equal credits are checked which helps to determine the potential error. (Wild et al., 2018). Therefore, both the general ledger and trial balance are crucial for an organisation to determine errors before the final statement, which is why this statement of the person is entirely correct. 

[bookmark: _Toc153107915]Question 2
Income statement for Wales Plc.
	Wales Plc

	Income statement 

	31-Dec-22

	Statements 
	£
	£
	£

	Sales revenue 
	 
	900000
	 

	Less: Cost of goods sold 
	 
	 
	 

	Purchases 
	578650
	 
	 

	Less: Closing inventory 
	1000
	 
	 

	Cost of goods sold
	 
	577650
	 

	Gross profit
	 
	322350
	 

	Less: Operating expenses 
	 
	 
	 

	Administrative expense
	160000
	 
	 

	Depreciation expense
	65000
	 
	 

	Distribution costs 
	28000
	 
	 

	Total operating expenses 
	 
	253000
	 

	Opening income 
	 
	69350
	 

	Less: Non-operating expenses 
	 
	 
	 

	Interest expense
	 
	2000
	 

	Income before tax
	 
	67350
	 

	Less: Income tax expense
	 
	15000
	 

	Net income 
	 
	 
	52350



Notes: 
1. Depreciation is calculated on the equipment of £650000 where depreciation of annual 10% for 10 years is considered. 
2. £10000 payable salaries is included in the expenses list.
3. In the income statement, payable sales commission of £2000 and goods shipped of £1000 is not considered these transaction will considered in 2023. 
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(a) [bookmark: _Toc153107917]Ratio calculation
	
	2022
	2021

	Return on capital employed 
Operating profit/ capital employed *100
	£805/Equity+ non-current liabilities) *100
=
= 11.42%
	=
= 9.38%

	Return on equity= 
Net profit/shareholders’ equity *100
	
= 13.96%
	
= 12.57%

	Earnings per share= 
Net profit – preference dividends)/ Number of ordinary shares
	
= £1.44
	
= £1.44

	Net profit margin=
Net profit/revenue *100
	
= £6.40%
	
= £5.68%

	Asset turnover = 
Revenue /Total asset
	
= 0.69 times
	
= 0.64 times

	Stock holding days= 
Average inventory/ (Cost of sales/ 365)
	
= 75.93 days
	
= 77.69 days

	Debtors collection period= 
Trade receivables/ (Revenue / 365)
	
= 67.66 days
	
= 72.83 days

	Current ratio= 
Current asset/ Current liabilities
	
= 0.92
	
= 0.77

	Gearing ratio= 
Non-current liabilities / Equity *100
	
= 134%
	
= 142%

	Interest cover= 
Operating profit / Interest payable
	
= 3.56 times
	
= 3.86 times



[bookmark: _Toc153107918](b) Comment on the ratios
In the ratio ten different ratio calculation of Sweets Plc is calculated where the ratio of 2021 and 2022 is presented which helps to realise the situation of the organisation in those two years. From the table, it is seen that the return on capital employed in 2022 is 11.42% and in 2021 is 9.68%. From the ratio is seen that the ROCE of the organisation is increasing, which is a good sign, besides that the rate of ROCE in 2022 is more than its corporate standard of 10%, which indicates that the organisation generate a good amount of profit from its employed capital. 
In the second ratio the return on equity of the organisation is determined where it is seen return on equity of Sweet Plc is 12.57% in 2021 and 13.96% in 2022. The standard value of return on equity is 11-12% whereas in the case of Sweet Plc the ROE is 12.57% and 13.96%, which indicates the organisation can generate more profit in 2022 than the previous year with each unit of shareholder’s equity (Carlon et al., 2019). This situation is considered as a positive impact on the business, which strengthens the organisational position and its effectiveness. 
After that Earnings per share of Sweet Plc is determined, which is used for evaluating the profitability of the organisation and its performance. An increasein earnings per share is considered good for the organisation as it indicates that the organisation is growing its profitability on its share basis. In the case of Sweet Plc, the earnings per share of the organisation in 2021 was £1.22 and in 2022 it was £1.44. The standard earning per share is £1 whereas in both years Sweet EPS is more than the standard value (Hilton and Platt, 2020). In 2022, it becomes better than the previous year and it makes the organisation’s position stronger than before.
Net profit margin compares the net profit of an organisation with the revenue an organisation made in a particular period. Net profit is calculated by excluding all operational expenses and adding all operational income with the gross profit and after that by dividing the net profit by revenues net profit margin is determined (Al-Htaybat et al., 2018). In the net profit margin ratio, the larger value is considered as better than the smaller one as it indicates the organisation can make more profit for the organisation after excluding all the potential costs. In the case of Sweet Plc. it is seen that the net profit margin of the organisation was 5.68% in 2021 and that is increased to 6.40%. The average corporate net profit margin is around 6 or 7% whereas Sweet made more profit in 2022, however, it was below the standard level in 2021. Therefore, the situation of the organisation improves over time. 
The increasing value of the asset turnover ratio indicates that the organisation can utilise its assets more than before (Nugraha et al., 2020). The standard asset turnover ratio for an organisation is 0.8 whereas the asset turnover ratio of Sweet Plc was 0.64 in 2021 and 0.69 in 2022. This presents that in both years the asset turnover rate of the organisation is lower than its standard value and the organisation needs to develop its situation to improveits capability more. 
The stock holding period indicates the length of time that a particular investor holds. In different circumstances, investment goals and market conditions the increase or decrease of the stock holding period varies (Campisi et al., 2019). Sometimes holding stocks for a long period providesa tax advantage for the organisation as long-term stocks require less tax compared to short-term stocks, however, in general, a shortening stock holding period indicates more sales for the organisation which indicates better. The average stock holding period of the organisations is two or three months. In the case of Sweet Plc, the holding period of the organisation in 2021 was 77.69 days whereas in 2022 was 75.93 days. In both cases, the stock holding period is less than three months which indicates a better situation for the organisation and compared to 2021 the organisation’s performance in 2022 increases as its holding period reduces which means the organisation increase its sales. 
In number seven the debtors’collection period is determined. The term debtors collection period indicates the time that an organisation is required to collect its accounts receivable from customers. The average debtors’ collection period for the organisation is 45 to 50 days, on the other hand, the debtors’ collection period for Sweet Plc is 67.66 days in 2022 and 72.83 days in 2021. Therefore, the capability of the organisation in debtors’ collection is less than the average values, which may create various types of discrepancies including a low amount of capital to invest in the business, the organisation may suffer from liquidity issues as debtors collection period is one of the main source of organisation’s liquidity. Because of that the organisation will not be able to pay short-term payables that hampers the image of the organisation. 
In the current ratio analysis, the performance of the organisation was better in 2021 when the current ratio was 0.77 and in 2022 it was reduced to 0.92this indicates that the organisation's performance in this perspective was reduced. The average current ratio is 1.5:1 which indicates that the organisation needs to increase its performance as because of a low current ratio the organisation may suffer from liquidity ratio, lack working capital and meet vulnerabilities (Zorn et al., 2018). Because of that an organisation needs to maintain a certain rate of current ratio otherwise, it may hampers the image of the organisation and in that case organisation will not be able to pay its short-term debts. 
In number nine, the gearing ratio of the organisation is determined, which is also known as the debt-equity ratio or leverage ratio thatprovides information on the ratio of debt to equity financing a company's capital structure. It is computed by dividing total debt by total equity in a business. In the case of Sweet Plc in 2021 gearing ratio was 142% whereas in 2022 gearing ratio was 134%
Interest cover ratio is a ratio that measures an organisation’s ability to cover its expenses with its operating income, which provides insights into the organisation’s ability to meet its interest obligations and act as an indicators of financial risk. In 2021 the interest cover ratio was 3.86 times on the other hand in 2022 the ratio was 3.56 times. The organisation's average interest ratio is 5-6 times, which indicates that the organisation is facing problems in meeting financial costs. 
At the end of the analysis, it said thatincreasing net profit margins and operational profit indicate improved profitability. Additionally, ROCE and ROE grew, demonstrating the capacity to provide a return on capital used. Additionally, asset turnover increased. Despite significant improvement, the liquidity position is still tight with a current ratio below 1. A high gearing ratio also suggests a need for outside funding. The fact that overall revenue increased shows how strong market demand is (Khalifaturofi'ah, 2023).  Additionally unknown are the market circumstances. In conclusion, performance has improved, but there is limited room for error if market conditions or cash flows deteriorate due to restricted liquidity and a heavy dependence on debt financing.
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