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[bookmark: _Toc153439185]Introduction
The most crucial accounting procedures will be looked at in the present research. A company's financial performance and health can be evaluated with the help of its financial statements. The balance sheet, sometimes referred to as the statement of financial position, is one of these statements that is essential for providing an overview of the financial status of a business at a given moment. The company's equity, liabilities, and assets are presented in this report, which offers important insights into the company's financial situation. Furthermore, over an extended period of time, non-current assets like tangible and intangible assets add to the overall value of the organisation.
[bookmark: _Toc153439186]Question 1
According to Atrill and Mclaney (2018, p.33), instead of showing the amount of cash that entered and left the company over an accounting period, the statement of financial position, often referred to as the balance sheet. It primarily shows the financial situation of a company at a particular point in time, usually at the end of the period. There are three primary sections to it:
[bookmark: _Toc153439187]Assets: The resources that the company possesses are listed in this part. These resources include cash, accounts receivable, inventory, and fixed assets like buildings and machinery.
[bookmark: _Toc153439188]Liabilities: This section lists all the company's debts and obligations such as loans, accounts payable, and other liabilities.
Equity: Equity is the ownership stake or stake of shareholders in the company.
Liabilities + Equity = Assets is the equation for the balance sheet. Its primary function is to show cash inflows and outflows during the accounting period; the statement of cash flows is responsible for doing so. (Atrill and Mclaney, 2018, chapter 2)
[bookmark: _Toc153439189]Non-current assets are assets that can be used over a lengthy period, usually more than a year. They are sometimes referred to as long-term assets or fixed assets. Indeed, these assets might include objects like machinery, buildings, and land that are difficult to move. It's crucial to remember that not every non-current asset is moveable (Atrill and Mclaney, 2018, p. 45). 
There are two primary categories of non-current assets:
Non-current Tangible Assets: These are material assets that help in the day-to-day operations of the company and have an extended useful life. They could consist of property, structures, cars, machinery, and equipment. Although land and buildings are immobile, non-current physical assets like machinery and cars are movable.
Non-physical assets that are somehow valuable to the company and are known as intangible non-current assets. Software licences, copyrights, patents, trademarks, and reputation are a few examples of intangible non-current assets. Although these assets are valuable to the company, they are neither physical nor moveable. (Atrill and Mclaney, 2018, p. 45)
The main difference is that instead of being rapidly consumed or turned into cash, these assets are anticipated to add value to the company over a long period of time.
“Managers should only supply financial information to the “current” shareholders of companies.”
It’s true, however managers have a larger range of obligations when it concerns financial transparency. In addition to meeting the interests of shareholders, transparency and the public release of financial data also help the company's general stability and financial stability as well as its relationships with other stakeholders.
[bookmark: _Toc153439190]Current Shareholders: By evaluating the company's financial standing, performance, and future prospects, shareholders can make well-informed decisions on their investment (Atrill and Mclaney, 2018, p. 121).
[bookmark: _Toc153439191]Regulatory Requirements: Companies are required by several regulatory bodies and stock exchanges to make their financial information publicly available. Usually, annual reports and  quarterly reports are used to provide these disclosures (Atrill and Mclaney, 2018, p. 123).
[bookmark: _Toc153439192]Stakeholders: Businesses must also give a wider range of stakeholder’s access to financial information. This covers workers, creditors, and suppliers. (Atrill and Mclaney, 2018, p. 121-122).
[bookmark: _Toc153439193]Accountability and transparency: Accountability and transparency are promoted by making financial information available to more people. It guarantees that the business is being managed correctly and helps in the prevention of fraud and mismanagement (Atrill and Mclaney, 2018, p. 121-122).
[bookmark: _Toc153439194]Lenders and bondholders: Businesses that have taken out loans from lenders or issued bonds are required to give these parties access to financial data. When evaluating the company's capacity to repay its debts, lenders and bondholders have access to this information (Atrill and Mclaney, 2018, p. 63-64).
[bookmark: _Toc153439195]Government agencies: Depending on the situation, government agencies may ask businesses to submit financial data for tax, regulatory, or economic study purposes (HMRC, 2019).
According to Atrill and Mclaney, (2018, p. 84-88) in order to present an accurate financial picture of a company at a specific point in time, prepayments and accruals must be included on the statement of financial position. These records, which identify upcoming benefits (prepayments) and outstanding liabilities (accruals), guarantee that the financial statements accurately reflect the financial situations of the company. Moreover, they are essential for compliance with generally accepted accounting principles (GAAP) or International Financial Reporting Standards (IFRS).
[bookmark: _Toc153439196]Prepayments (deferred expenses) should be included in assets side of the SFP (balance sheet), as these are expenses which have been paid in advance but have not yet been incurred. For example: rent, insurance, subscriptions.
[bookmark: _Toc153439197]Accruals (accrued liabilities) should be included in liabilities side of the SFP (balance sheet), as these are expenses which have been incurred but have not yet been paid. For instance: salaries, interests, utilities. (Atrill and Mclaney, 2018, chapter 3)
[bookmark: _Toc153439198]Financial accounting regulations are critical for guaranteeing financial reporting accuracy, transparency, and trust. They promote justice and trust in the commercial and financial sectors by serving the interests of investors, creditors, and the business (Palmer, 2022).
[bookmark: _Toc153439199]Comparability: A consistent framework for financial reporting is provided by standardised accounting regulations, such as International Financial Reporting Standards (IFRS) or Generally Accepted Accounting Principles (GAAP). 
[bookmark: _Toc153439200]Credibility: Independent auditors must undertake an audit of the financial statements, which is required by regulations. By offering an unbiased evaluation of a company's financial performance and situation, these audits provide financial reports with greater credibility.
Regulatory regulations ensure that organisations comply with tax laws and other legal duties linked to financial reporting. Accounting accuracy is critical for assessing tax liabilities and other financial obligations (IFRS, 2023).
[bookmark: _Toc153439201]Accounting Ethics: Ethical standards and guidelines for financial professionals, such as accountants, are sometimes included in regulations. By preventing unethical financial practises, these norms aid in upholding the profession's high ethical standards.
[bookmark: _Toc153439202]Global Consistency: International accounting standards and laws support cross-border corporate operations and investments in a world getting more interconnected by the day. Both multinational corporations and investors with a variety of portfolios profit from this constancy. (kenton, 2019)
[bookmark: _Toc153439203]Stakeholder Interests: A variety of stakeholders, such as creditors, employees, and regulatory organisations, use financial reports. All of these parties' interests are taken into account and protected thanks to regulations. (kenton, 2019)
Before completing the financial statements, balancing the trial balance and ledger (T) accounts is a crucial phase in the accounting process. According to Ross (2019) and Kenton (2019) this procedure is crucial is as follows:
[bookmark: _Toc153439204]Trial Balance: A trial balance is an overview of each ledger account and related balance. Each account has both debit and credit balances. The trial balance is used to check whether the total amount of debits and credits is equal. If they do, it means there is balance in the accounting records.
[bookmark: _Toc153439205]Financial Statement Basis: When the trial balance is balanced, it serves as the foundation for creating financial statements. The trial balance balances are used to generate the income statement and balance sheet. Its accuracy is needed for accurate financial statements.
[bookmark: _Toc153439206]Internal and External Use: Management, investors, creditors, and regulatory agencies are just a few of the internal and external stakeholders who rely on accurate financial statements. Making educated decisions and proving financial health depend on the accuracy of financial accounts.
[bookmark: _Toc153439207]Question 2
[bookmark: _Toc153439208]Definition of Income statement.
According to Atrill and Mclaney (2019a) income statement is financial accounting statement, which present losses and profits, expenses, in other words – financial health of the company. Income statement is important, because its measures profitability, tax reporting, the effectiveness and sustainability of a company. 
Working on given additional information: 
The total depreciation on the equipment is £130,000. If the equipment has a 10-year useful life and is depreciated at a rate of 10% per year using the straight-line approach, the yearly depreciation charge would be £65,000 (£650,000 * 10%).
To calculate a depreciation for 2022 the formula must be followed:

Depreciation for 2022= Cost of Equipment−Accumulated Depreciation
Useful Life
​Depreciation for 2022=£650,000−£130,000        =£52,000
                                                      10                        
[bookmark: _Toc153439209]Expenses should be recognised when incurred rather than when paid, according to accrual accounting rules (Atrill and Mclaney, 2018b, pp.84–88). The financial statements for the year that concluded on December 31, 2022, should include the £10,000 in unpaid salaries for that month. When payment come in on 3rd of January, then it should be recognised as an expense included in Financial Statement on 31st of December.
Administrative Expenses=Reported Administrative Expenses +Unpaid Salaries
Administrative Expenses=£160,000 + £10,000 = £170,000

The total expenses for the year should include the company tax, which is an expense. This affects the overall financial performance of the organisation.
Revised Total Expenses=Total Expenses (Administrative expenses +Interest +Directors’ remuneration +Distribution costs)+Corporation Tax Estimate
Revised Total Expenses=(160,000+2,000+5,000+28,000)+£15,000=£210,000

Expenses should be recorded as incurred rather than as paid when they are paid, in accordance with accrual accounting rules.
[bookmark: _Toc153439210]The commission should be recorded as an expense in the financial statements for the year ending December 31, 2022, since it relates to December sales and will be paid on January 31, 2023.
Adjusted Expenses= Total Expenses + Commission Expense
Adjusted Expenses= £195,000 + £2,000=£197,000

[bookmark: _Toc153439211]The credit sale: this has not been recorded in the ledger accounts yet. As this is a credit sale, and the revenue recognition principle applies. Revenue should be recognised when it is earned, not when it is received in cash.
Revenue for the transaction should be recorded in the financial statements for the year ending December 31, 2022, as the products were sent on that day.
In Balance sheet: adding +£1,000 as receivable. In income statement account: adding +£1,000 as sales revenue.

[bookmark: _Toc153439212]Income Statement to Wales plc for the year ended 31st December 2022:
	
	£

	Sales (revenue) 
	900,000

	Cost of sales
	578,650

	Gross Profit
	321,350

	Administrative expenses
	160,000

	Interest paid
	2,000

	Directors’ remuneration
	5,000

	Distribution costs
	28,000

	profit before tax
	126,350

	Corporation Tax Estimate (Not Yet Paid)
	15,000

	net profit after tax
	111,350

	
	



Cost of Sales Calculation:
Cost of Sales=Equipment at Cost−Accumulated Depreciation +Unrecorded 2022 Depreciation
Cost of Sales=£650,000−£130,000+£52,000=£578,650

Gross Profit Calculation:
Gross Profit=Sales (Revenue)−Cost of Sales
Gross Profit=£900,000−£578,650=£321,350

Profit Before Tax Calculation:
Profit Before Tax=Gross Profit − Administrative Expenses − Interest Paid − Directors’ Remuneration − Distribution Costs
Profit Before Tax=£321,350−£160,000−£2,000−£5,000−£28,000=£126,350

Net Profit After Tax Calculation:
Net Profit After Tax=Profit Before Tax−Corporation Tax Estimate
Net Profit After Tax=£126,350−£15,000=£111,350
[bookmark: _Toc153439213]Question 3
[bookmark: _Toc153439214]The ratios. According to Atrill and Mclaney (2018c, Chapter 6, pp.194–244), ratios help us to calculate company performance. 
1-ROCE	
Profit Before Interest x 100
Capital Employed
Capital Employed=Total Assets−Current Liabilities	
			
for 2022					For 2021
Capital Employed=£9,736−£2,511=£7,225	Capital Employed=£10,087−£3,046=£7,041
805 x100= 11.14 %				699 =9.92 %
7225						7041
In 2022, Sweets plc achieved a ROCE of approximately 11.14%. This represents an improvement from the 2021 ROCE of approximately 9.92%. The increase in ROCE suggests enhanced efficiency in capital utilization and improved profitability in the most recent financial year.
2- ROE
ROE=	net profit for the year   x 100 
Equity
for 2022					for 2021
431    x 100 =13.95 %				366    x 100 =12.56 %
3088						2912
ROE measures the return generated for each pound of equity, and the increase from 2021 to 2022 suggests improved profitability and value creation for the company.

3- Earnings per share
EPS = 	Net profit for the year			£
	Number of ordinary shares
for 2022					for 2021
431  =£0.72					366  =£0.61
600						600

The average share price during 2022 was £5.12 (2021: £4.00).
Price earnings =	Current share price	(times)
			Earning per share
For 2022					for 2021
5.12	7.11 times				4.00    6.56 times
0.72						0.61

4- Net profit margin
NPM= net profit 	x 100
Sales (revenue)

for 2022					for 2021
431	x100 =6.39 %				366	x100=5.68 %
6738						6448
It's essential to use the net profit (not operating profit) in the formula to get the accurate net profit margin. The 2022 and 2021 NPM estimates are 6.39% and 5.68%, respectively.
The rise in net profit margin (NPM) from 2021 and 2022 (5.68% to 6.36%) indicates that the company's ability to turn revenues into net profit has improved. When all costs are deducted, a higher net profit margin (NPM) shows that more of sales income is being turned into profit.

5- Asset turnover
Revenue			(times)
Capital employed 
Capital Employed=Total Assets−Current Liabilities

for 2022					for 2021
6738		0.93 times			6441		0.91 times
7225						7041
The Asset Turnover increased slightly from 2021 and 2022 (0.91 times to 0.93 times). This shows that, overall, the business used its assets more efficiently to create revenue in its most recent financial year.

6- Stock holding days
 Inventory       x 365 (days) 
 Cost of sale

for 2022					for 2021
708	x365=79.88 days			659	x365=77.69 days
3235 						3096
The Stock holding days ratio indicates how well a company maintains its inventory. From 2021 to 2022, there is a small increase in stock holding days (77.69 days to 79.88 days). This shows that over the most recent year, the company is holding its inventory for a bit longer.

7- Debtors collection period
Trade Receivables 		x 365 (days) 
Credit sales (or Revenue)

for 2022					for 2021
1249  x365 =67.66 days			1287 x365 =72.93 days
6738 						6441

The Debtors Collection Period has improved from 72.93 days to 67.66 days between 2021 and 2022. This suggests that the business is getting payments from clients faster in the most recent year.

8- Current ratio
Current Assets  (1:x) 
Current Liabilities

for 2022						for 2021
2303 	=0.92 (1:0.92)					2355  =0.77 (1:0.77)
2511		 					3046
A liquidity ratio called the current ratio shows how well a business can use its short-term assets to pay for its short-term liabilities.
The current ratio shows an improvement in 2022 compared to 2021, showing that the firm has more current assets than current liabilities in 2022.

9- Gearing ratio
Long Term Debt                  x 100%
Long Term Debt + Equity
for 2022						for 2021
4137		x100=57.25%				4129            x100=58.64%
4137+	3088						4129+2912
The Gearing Ratio shows a small decrease from 2021 to 2022, which indicates a reducing long-term debt.

10- Interest cover
Profit Before Interest or Operating profit   (times)
Interest Charges or Interest payable
for 2022						for 2021
805 	3.56 times					699    3.86 times
226 							181
There is a slight decrease from 2021 to 2022 shows a little decline. The operating earnings of the business is enough to pay its interest payments several times over in both years, according to the ratios of 3.56 and 3.86.

[bookmark: _Toc153439215]Financial performance and position of Sweets plc. 
Profitability is good. From 10.85% in 2021 to 11.95% in 2022, the Net Profit Margin grew. This implies that the business's capacity to turn a profit on sales has improved. It's a sign of improved operational performance and cost management efficiency.
Regarding liquidity: As short-term liquidity improved, the current ratio increased from 0.77 in 2021 to 0.92 in 2022. Based on its current assets, the company appears to be in a stronger position to pay down its short-term creditors.
In 2022, the Asset Turnover climbed to 0.93 times from 0.91 times in 2021. This suggests that assets are being used more effectively to generate income.
In terms of profitability, asset utilisation, liquidity, and debt management, Sweets plc has shown encouraging trends. The increase in Net Profit Margin and Current Ratio is significant.

[bookmark: _Toc153439216]Conclusion
An overview of a company's financial situation is given by the balance sheet, a crucial financial document. Beyond the needs of present shareholders, financial reporting transparency also considers legal requirements and stakeholder needs. Respecting ethical norms, maintaining financial stability, and providing accurate reporting all depend on compliance with financial accounting laws.
Prepayments and accruals are included on the statement of financial position to guarantee that financial statements fairly depict a company's financial status. Being faithful to accounting principles helps stakeholders make well-informed decisions by enhancing the reliability of financial information.
Using Sweets plc as an example, we examine the significance of income statements and important financial ratios in order to evaluate a company's financial performance.
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