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1. [bookmark: _Toc153353046]Introduction

The main objective of accounting is to collect, analyse and communicate financial information, thus those who use this information can make better informed choices. Moreover, If the financial information cannot improve decision-making, there is no point in distributing it. The basic principles of accounting are consistency, accuracy and disclosure. Similarly, to accounting, finance (or financial management) has been designed to assist decision-makers, and it has a deep understanding of how funds are raised and invested by a business in order to assist decision-makers. There are three main components of financial statements, which are the balance sheet, the income statement, and the cash flow statement. In order to comply with regulatory requirements and gain valuable insights into their financial health, organizations can adhere to core principles and utilize financial statements. A firm grasp of accounting principles is very important for financial professionals, in order to provide stakeholders with accurate and understandable financial data (Artrill, 2019).

2. [bookmark: _Toc153353047]Question 1 – True or False

1) This statement is false. In order to understand how an organization's financial position is at a given point in time, one of the most important things to examine is its balance sheet, which displays the assets, liabilities and equity of the organization. However, it does not depict the inflows and outflows of cash during the period covered by the statement. Contrarily, it displays the company's assets, equity and liabilities as of a particular date. In order to check an information about a flow of cash on a certain period of time , it is best to refer to the cash flow statements. The statements provide a detailed description of the inflows and outflows of cash over a specified period, informing the reader of changes to the cash position of the company (Artrill, 2019).

2) This statement is false. Non-current assets are assets that cannot be easily converted into cash and usually they are held for longer than twelve months. Another name that can be used for them is long-term assets. Some examples of non-current assets are: land, properties, plant and machinery, investments, patents and trademarks. On the other hand, currents assets are assets that are most likely to be converted into cash within a period of twelve months and they are typically used to evaluate the liquidity of an organisation. Among them are items, which are held for resale at a profit, receivables, cash in the bank and cash in hand (Sangster, 2018).

3) This statement is false. Primarily stakeholders are the ones who look for financial information, but if any potential investors, regulatory authorities or other stakeholders have an interest to see the financial information of a company, then it is responsibility of the managers to provide it for them. A fundamental principle of corporate governance is transparency and accountability, and providing accurate and timely financial information to a broader audience is essential for maintaining trust and ensuring informed decisions are made (Dyson & Franklin, 2020).

4) This statement is false. Accruals and prepayments should appear on the balance sheet, which is also knows as statement of financial position. Additionally, they provide an accurate representation of a company’s financial position. The accruals are the amounts owing for expenses, which represent any current liabilities that must be paid as soon as possible. One of the rules for accruals Is that transactions must be recorded as soon as the service is provided, even if payment has not been received. The prepayments are payments, that are made in advance for goods or services which will be delivered in the future. They are included in the balance sheet under assets, and they remain there, until services or goods are delivered (Sangster, et al., 2017). 

5) This statement is false. There are some important factors for which regulations over financial accounts are required. Firstly, the regulations are ensuring that customers are treated fairly, and they are protected against any frauds. Secondly, regulatory standards are essential for stopping illegal activities such as money laundering and fraud. They set standards for identifying customers, monitoring transactions, and reporting any suspicious activities to law enforcement. Regulations contribute for the market stability, as they set rules and standards for different financial activities. Moreover, investors are also more likely to participate in financial markets, if they are sure that there are regulations which would protect their interests.

6) This statement is true. It is essential to balance ledger (T) accounts and trial balance, before preparing financial statements. The T Account visually represents individual accounts in the shape of a "T," facilitating the straightforward tracking of all additions and subtractions (debits and credits) to the account (Vipond, 2021). Ledger accounts record individual transactions and  each of these transactions has a debit and a credit entry. A ledger account must be balanced by ensuring that the sum of debit and credit entries is equal. In order to prepare a trial balance, a total debt balance must equal the total credit balance in the ledger account. A trial balance summarizes all ledger account balances, separating out debits and credits. A business will be able to prepare financial statements such as the income statement, the balance sheet, and the cash flow statement once they have completed the trial balance, all of which will provide an overview of the business' financial condition and performance (Dyson & Franklin, 2020).
3. [bookmark: _Toc153353048]Question 2 –  Income Statement

For many users, the income statement - or profit and loss statement, as it is sometimes called - provides information about how much profit a business has generated over a particular period of time. In a typical income statement,  can be found the following components: revenue (sales), cost of sales, gross profit, operating expenses, operating income, expenses, net profit, operating costs, and operating expenses and costs. The information on the statement is very important for stakeholders, because they can see if a business is doing well or bad, in terms of generating profits and they can make more informed decisions (Artrill, 2019). 







Income statement for the year ended 31st of December 2022 for Wales plc.
	
Sales (Revenue)
	
£900,000

	
Cost of Sales
	
(£578,650)

	
Gross Profit
	
£321,350

	



	

	
Depreciation on equipment
	
(£65,000)

	

Income Before Operating Expenses
	

£256,350

	
Operating Expenses:
	

	
Administrative Expenses
	
(£160,000)

	
Unpaid salaries ( Charged in 2022)
	
(£10,000)

	
Interest paid
	
(£2,000)

	
Directors Remuneration
	
(£5,000)

	
Distribution Costs
	
(£28,000)

	
Total Operating expenses
	
(£205,000)

	
Income before tax
	
£51,350

	
Estimated Corporation Tax (2022)
	
(£15,000)

	
Net Income
	
£36,350











4. [bookmark: _Toc153353049]Question 3 – Calculate ratios and discuss company’s performance 

Ratio analysis is the process by which a business's financial performance and health can be evaluated through analyzing the relationships between various financial variables that are included in the financial statement of a business. It is necessary to calculate and interpret different financial ratios in order to determine whether a company is profitable, liquid, solvency, or efficient. The main purpose of ratio analysis is to check different factors of a business such as profitability, efficiency, solvency and liquidity and help stakeholders to make informed decisions. There are a number of profitability ratios that offer stakeholders important insights into a company's ability to generate earnings, including the net profit margins, return on assets, and return on equity. Also, It is vital for companies to determine liquidity and ensure they can cover their immediate liabilities by evaluating ratios such as the current ratio and quick ratio. Among the most important ratios that can be used to analyse the financial stability and long-term solvency of an organization are the debt-to-equity ratio and interest coverage ratio, since these ratios are used to determine how much financial risk there is and whether long-term obligations can be met (Artrill, 2019).
       
A) Calculation of the ratios for Sweet plc for 2022 and 2021
B) Critical discussion of the financial performance and position of Sweet plc. 

1) ROCE ( Return on Capital Employed)

Formula: ROCE = Profit Before Interest.  X 100%
                                             Capital Employed
       2022:
ROCE =  £805,000,000. X 100% = 11,15%
                   £7,225,000
  2021: 

          ROCE =  £699,000,000 X 100% = 9,93%
                           £7,041,000
For the year 2022 the ROCE was 11,15% , which shows that there has been an improvement, as in 2021 the ROCE was 9,93%. This is an indication that the capital is being utilised more efficiently for generating profits in 2022.
2) ROE ( Return on Equity)

Formula: ROE = Earnings X 100% 
                  Equity
 
2022:
ROE = £431,000,000 X 100% =  13,95%
              £3,088,000

           2021:

ROE = £366,000,000 X 100% = 12,57% 
              £2,912,000

Considering the increase in ROE for 2022 from 12.57% to 13.95 percent, it is clear that the company has generated higher profits from its shareholders' equity than in 2021. Accordingly, the management of the company has been able to improve profitability and value creation by optimizing resource allocation and capital allocation.

3) Earnings per share 

Formula: Earnings per share =  Earnings                       
                                     Numbers of ordinary shares

           2022:

Earnings per share = £431,000,000  =  £0.7183
                                   £600,000,000 

           2021:

Earnings per share = £366,000,000 = £0.6100
                                   £600,000,000

The EPS for 2022 (£0.7183) is higher than the EPS for 2021 (£0.6100). This shows that the company's earnings per share increased from 2021 to 2022, which indicates improved profitability. The increase in EPS is generally viewed by investors positively, as it indicates increased shareholder value and potential growth.


4)  Net Profit Margin

Formula: Net Profit Margin = Net Profit X 100%
                                               Net Sales

          2022:

Net Profit Margin = £431,000,000 X 100% = 6.39%
                                £6,738,000

          2021:

Net Profit Margin = £366,000,000 X 100% = 5.68%
                                £6,441,000

The net profit margin for 2022 (6.39%) is higher than the net profit margin for 2021 (5.68%), which indicates that the company was more efficient in converting its sales into profits in 2022 as opposed to 2021. As an indication of effective cost management and a stronger bottom line, an increasing net profit margin is generally viewed positively by investors and analysts.

5) Asset Turnover

Formula: Asset Turnover = Revenue
                                      Capital employed
 
         2022:

Asset Turnover = £6,738,000 = 0.6920 times
                             £9,736,000

         2021:

Asset Turnover = £6,441,000.   = 0.6385 times
                             £10,087,000

The asset turnover for 2022 (0.6920 times) is higher than the asset turnover for 2021 (0.6385 times) , which suggests that the company was generating more revenue per unit of assets for 2022 and it improved its efficiency. 


6) Stock holding days

Formula: Stock holding days = Inventory  X 365 
                                              Cost of Sales                                   

           2022: 

Stock holding days = £708,000,000 X 365  = 79,88 days	
                                   £3,235,000

           2021: 

Stock holding days = £659,000,000 X 365 days = 77,69 days
                                   £3,096,000

There is a slight increase in stock holding days for 2022 (79.88 days) in comparison to 2021 (77.69 days). A higher number of stocks holding days might suggest that the company is taking a bit longer, on average, to sell its inventory in 2022 compared to 2021. There could be a number of factors contributing to this, including changes in demand, disruptions to supply chains, or inventory management practices (Sangster, 2018).

7) Debtors Collection Period

Formula: Debtors Collection Period = Trade Receivables.    X 365 days
                                                          Credit Sales (or Revenue)

            2022:

Debtors Collection Period = £1,249,000 X 365 = 67.65 days
                                            £ 6,738,000


          2021:

Debtors Collection Period = £1,287,000 X 365 = 72.93 days 
                                             £6,441,000

The Debtors Collection Period for 2022 (67.65 days) is shorter than the one for 2021 (72.93 days). For the year 2022 the company has been collecting payments from its customers quicker than in 2021, which is generally considered as a plus, because it reflects efficient credit management and a faster conversion of accounts receivable into cash.

8) Current ratio

Formula: Current ratio = Current assets (x:1)
                                       Current liabilities

           2022:

Current ratio = £2,303,000 (x:1) = 0.9172
                         £2,511,000

           2021:

Current ratio = £2,355,000 (x:1) = 0.7731
                         £3,046,000

2022's current ratio is higher (0.92) than 2021's (0.77), which indicates that the company's short-term liquidity position has improved in comparison with the previous year. If a company's current ratio increases, it indicates that their short-term liquidity position is improving too.

9) Gearing ratio

Formula: Gearing ratio = Long term debt    X 100% 
                                   Long term debt + Equity

           2022:

Gearing ratio = £4,137,000       X 100% = 57,34%
                         £4,137,000+£3,088,000

            2021:

Gearing ratio = £4,129,000.          X 100% = 58.64%
                    £4,129,000+2,912,000

The gearing ratio for 2022 (57.34%) is slightly lower than that for 2021 (58.64%). An organization's gearing ratio indicates how much of its operations are financed by debt. In general, when a company's gearing ratio is low, it implies that the company will be less financially risky since a larger proportion of its capital will be financed through equity rather than debt, so there will be less financial risk associated with that company (Dyson & Franklin, 2020). 

10)  Interest cover

Formula: Interest cover = Profit before interest
                                          Interest charges

             2022:

Interest cover = £805,000,000  = 3.5575 times
                          £226,000,000

             2021: 

Interest cover = £699,000,000 = 3.8618 times
                          £181,000,000

The interest cover for 2022 (3.5575 times) is a bit lower than that for 2021 (3.8618 times). This metric reflects the company's ability to comfortably accomplish its interest obligations. A higher interest cover ratio usually signifies a stronger financial position, demonstrating that the company has more operating income available to meet its interest expenses (Sangster, 2018).
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