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[bookmark: _Toc153963741] INTRODUCTION

In the dynamic world of accounting and finance, precision and accuracy are essential attributes. This report embarks on a comprehensive analysis of various accounting principles and financial statements, delving into the nuances of key concepts and practical applications. The report is structured to address three distinct questions, each exploring different aspects of accounting and financial management.
In Question 1, we critically assess a series of statements made by an individual regarding accounting concepts, unravelling misconceptions, and reinforcing fundamental accounting principles. In Question 2, we apply our accounting knowledge to prepare an income statement for Wales plc, considering adjustments and relevant financial information. Lastly, in Question 3, we calculate and analyse various financial ratios for Sweets plc, providing insights into its financial performance and position.



[bookmark: _Toc153963742]             Answer to the Question No 1
1. Statement: 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 period.
 Comment: The statement is not correct because the statement of financial position, also known as the balance sheet, does not show how much cash inflow and outflow during the accounting period. The statement of financial position shows the value of assets, liabilities and shareholders’ equity at the balance sheet date. It shows a snapshot of the financial position of a company (Australian Accounting Standards Board, 2018). On the other hand, the statement of cash flow shows how the cash inflows and cash outflows of a business during the accounting period. At the end of the accounting period, the cash flow statement shows the final balance of cash by deducting cash outflows from cash inflows (Accounting Standards Board (Great Britain, 2020). So, the statement is not correct. 

2.  Statement: Non-current assets are things that cannot be moved. 
Comment: The statement is partially correct and partially not correct because some non-current assets are movable. Non-current assets are the type of assets that provide long-term benefits to the business, and they are used in the business operation with long term. There are some non-current assets that can be moved, such as vehicles. On the other hand, there are also some non-current assets that cannot be moved, such as land, buildings etc. So, it is not mandatory that non-current assets always be immovable. So, the statement told by the person about non-current assets is not correct (Matthieu Charpe, 2019).
3. Statement: Managers should only supply financial information to the current shareholders of companies. 
Comment: This is not correct because all stakeholders, including current and potential shareholders, creditors, lenders, investors, suppliers, employees, and government regulatory body are the users of financial information. For example, shareholders may make decisions by analyzing the financial statements of a company whether they should invest or not. In the same way, creditors and lenders see the financial health and position of a company by using financial information and make decisions whether they sell on credit or provide loans or not. Investors also make investment decisions by using financial information of a company. On the other hand, every company must submit its financial statements to the government authority body. So, financial information is not only for the current shareholder but also all stakeholders. So, the statement given by the persons is not correct (Association Of Chartered Certified Accountants (Great Britain, 2017).
4. Statement: There is no need to include prepayments and accruals on the statement of financial position. 
Comment: This is not correct at all because prepayments and accruals are the two mandatory adjusting accounts of the statement of financial position. The statement of financial position does not show the actual picture of the financial condition of a company without adjusting the prepayments and accruals. Prepayments are the expense that is paid in advance that include in the current assets section in the statement of financial position (Office and Office, 2013). Accruals are the expenses that occur but are not paid yet that include in the current liability section in the statement of financial position. If prepayments are not included in the statement of financial position, it understates the assets, hence it may not show the actual picture of assets of the company. Similarly, if accruals are omitted from the balance sheet, it understates the liabilities, that’s why it may not show the actual picture of liabilities (DeFond and Subramanyam, 2020). So, prepayments and accruals must be included on the statement of financial position.
5. Statement: No need for regulation over accounts.
      Comment:  Everything in business has to be done by maintaining laws and regulations. Accounting also has some standards and principles, including Generally Accepted Accounting Principles (GAAP) and International Financial Reporting Standards (IFRS) etc. It is mandatory to follow these regulations while preparing the financial accounts. The statement is therefore incorrect. If financial accounts are prepared without following regulations, they are not acceptable. Besides, accountants have to follow laws and regulations at every step of the accounting process in order to protect the investors, creditors and shareholders from fraud and errors. It is clear that the person of the statement has not sufficient knowledge of accounting (Taylor, Peter John Taylor and Turley, 2016). 
6. Statement: It is important to balance ledger (T) accounts and trial balance before preparing financial statements.
Comment: Ledger is the second step of accounting cycle. Ledger accommodates all same types of accounts from journal. Trial balance makes sure that debit is equal to the credit. They help to identify errors. The person said that preparing ledger balance and trial balance before preparing financial statements is important. The statement of the person is correct because of the accuracy and completeness of financial statements. The ledger balance is used to make sure that all transactions have been recorded accurately and the total debits equal to the total credits and trial balance shows the balance of general ledger after adjusting entries have been posted that verify the mathematical accuracy of the ledger balance and identify errors (Matthieu Charpe, 2019).

[bookmark: _Toc153963743]IMPORTANCE OF INCOME STATEMENT 
Business primarily exists to create wealth or generate profit. The income statement, also known as the profit and loss account, quantifies, and communicates the amount of profit a business has produced during a specific timeframe. Consequently, it holds significant importance for various stakeholders (Atrill, 2019). 
The income statement and the statement of financial position have distinct purposes and are not interchangeable. While the statement of financial position shows a snapshot of a company’s wealth at a specific moment, the income statement focuses on the flow of profit over a period. Despite their differences, these two statements are interconnected (Atrill 2017). 
The income statement is crucial for assessing a company's financial performance, revealing its profitability, and providing insights into its ability to generate sustainable earnings.




[bookmark: _Toc153963744]                           Answer to the Question No 2
	Wales Plc.
Income Statement
For the year ended 31st December 2022

	

	Particulars
	Amount
	Amount
	Amount

	Sales Revenue
	
	900000
	

	(+) Acrued sales
	
	1000
	

	
	
	
	901000

	Less: Cost of Sales:
	
	578650
	

	(+) Depreciation on equipment
	
	65000
	

	
	
	
	-643650

	Gross Profit 
	
	
	257350

	Less: Operating Expense
	
	
	

	Administrative expense
	160000
	
	

	(+) Acrued Salary
	10000
	
	

	
	
	170000
	

	Directors' Renumeration
	
	5000
	

	Distribution Costs
	
	28000
	

	Sales commission
	
	2000
	

	
	
	
	-205000

	Operating Profit
	
	
	52350

	Other Income / Expense
	
	
	

	Interest Paid 
	
	
	-2000

	Profit before Tax
	
	
	50350

	Less: Corporation Tax
	
	
	-15000

	Net Profit 
	
	
	35350
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Ratio analysis involves comparing different figures by expressing the relationship between them as a percentage of factors. This method is highly valuable for assessing the connections between various amounts in a straightforward manner (Dyson, J.R).
Ratio analysis is of paramount importance in financial analysis as it distils complex financial data into meaningful insights, enabling stakeholders to evaluate a company's performance, financial health, and efficiency, ultimately aiding in informed decision-making and strategic planning.
Ratio analysis helps identify trends, benchmarks performance against industry standards, and highlights areas that may require attention or improvement. It is an essential tool for making informed financial decisions, formulating strategies, and monitoring a company's financial well-being over time.
Top of Form
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a. Calculation the ratios of Sweet plc for 2022 and 2021:



1. 


2


2. Return on Capital Employed (ROCE):

For 2022,
ROCE = (Operating Profit/ (Total Assets-Current Liablities))*100
	= (£805m/ (£9,736m - £2,511m) *100
	= (£805m/ £7,225m) *100
	=11.14%

For 2021,
ROCE = (Operating Profit/ (Total Assets-Current Liablities) *100
	= (£699m/ (£10,087m - £3,046m) *100
	= (£699m/ £7,041m) *100
	=9.93%
1. Return on Capital Employed (ROCE):
Return on capital employed is a ratio analysis matric that measures how efficiently a company is using its capital for generating profits. ROCE measures the profitability of a company. A higher return on capital employed indicates that the company can manage and use its capital more efficiently. Return on Capital Employed of Sweet plc in 2021 was 9.93%. On the other hand, ROCE of the company in 2022 is 11.14%. The return on capital employed has increased from 9.93% to 11.14% that indicates the company is using its capital more efficiently in order to generate profit. It is a good sign for every company. 

3. Return on Equity (ROE):
For 2022,
ROE= (Profit for the year/Shareholders’ Equity) * 100
	= (431/ 3088) * 100
	= 13.96%




For 2021,
ROE= (Profit for the year/Shareholders’ Equity)* 100
	= (366/ 2912) * 100
	= 12.57%

2.Return on Equity (ROE):
Return on Equity is also a useful financial metric for ratio analysis that measures how efficiently a company is using its shareholders’ equity in order to generate profit. It measures the profitability of a company. The more higher return on equity, the better performance. The return on Equity of Sweet plc in 2021 was 12.57%. On the other hand, the ROE of the company in 2022 is 13.96% that is a large increment from the previous year. As the return on equity of the company has increased from the previous year, it indicates that the company is using more efficiently its shareholders’ equity and be able to generate more profit. As a result. The company is able to provide higher dividend to its shareholders that is the positive sign of the company. 


4. Earning per Share (EPS):
               Earnings per share = Profit for the year / Number of shares outstanding
Number of shares outstanding = Equity / Ordinary share capital per share 

For 2022,
Number of share outstanding = 3088 / 6 = 514.67m
Earnings per share = 431 / 514.67 = 0.84 per share

For 2021,
Number of share outstanding = 2912 / 6 = 485.33m
Earnings per share = 366 / 485.33 = 0.75 per share 
3.Earnings per share (EPS) is a financial tool that measure how much profit a company makes for each share during a specific period of time. It is a useful tool for investors in order to compare the profitability of different companies over a specific time. Higher EPS is better for attracting investors. The EPS of Sweet plc in 2022 is 0.84 per share. On the other hand, the EPS of the company is 2021 was 0.75 per share. The EPS of the company has increased from the previous year that is the good news for every shareholder. Shareholders are attracted to those companies whose EPS is higher. So, according to the EPS analysis, it can be said that the financial performance of Sweet plc is well. 

5.  Net Profit Margin:

For 2022,
Net profit margin = (Net profit / Sales revenue) * 100
	= (431 / 6738) * 100
	= 6.4%


For 2021, 
Net profit margin = (Net profit/Sales revenue) * 100 = (366/6441) * 100
= (366/6441) * 100
=5.68%

4.Net profit margin is another tool for evaluating the financial performance of a company. It shows the percentage of net profit that a company makes from its total revenue. Higher net profit margin indicates that the company is more efficient and profitable. Net profit margin of Sweet plc in 2022 is 6.4%. On the other hand, the net profit margin of the company in 2021 was 5.68%. The net profit margin has increased from 5.68% to 6.4% that indicates the good financial performance of the company. The company can make much more profit over its total revenue. It is a positive sign for the company. 

5. Asset Turnover:
 
For 2022,
Asset turnover = (Total revenue / total assets)
		= (6738 / 9736)
		= 0.69 times
For 2021,
Asset turnover = (Total revenue / total assets)
		= (6441 / 10087)
		= 0.64 times
5.Asset turnover is a financial ratio analysis tool that indicates how efficiently a company can use its assets to generate revenues. A higher asset turnover indicates that the company is using its assets more efficiently in order to generate profits. The assets turnover of Sweet plc in 2021 was 0.64 times. On the other hand, the asset turnover of the company in 2022 is 0.69 times that is an increment from the previous year. This increment on asset turnover indicates that the company is using its assets more efficiently in order to make sales. It is also a positive sign for the company. 
6. Stock Holding Days:
For 2022,
Stock holding days = (Average Inventory / (Cost of Sales /365)
			= (708 / (3235 /365)
                                     = (708/8.86)
			= 79.88 days or 80 days
For 2021,
Stock holding days = (Average Inventory / (Cost of Sales /365)
			= (659 / 3096)/ 365)
                                    = (659/8.48)
			= 77.69 days or 78 days
6.Stock holding days, also known as inventory days on hand, is a financial tool that measures how many days a company holds its inventory before selling it.  Stock holding days is used for assessing the efficiency of inventory management of a company. Higher stock holding days indicates that the company cannot sell its inventory quickly that is bad for the company. On the other hand, lower stock holding days indicates that the company can sell its inventory very quickly and the inventory management of the company is more efficient. The stock holding days of Sweet plc in 2021 was 78 days. On the other hand, the stock holding days of the company in 2022 is 80 days that indicates an increment from the previous year by 2 days. The increment of stock holding days indicates that the company holds its inventory 2 days more before selling than the previous year. It shows the inefficiency of inventory management. The management should concentrate and monitor on inventory holding days effectively.  



7. Debtors Collection Period:

For 2022,
Debtors collection period = (Trade receivables / Sales revenue) * 365
				= (1249 / 6738) * 365
				= 67.66 days or 68 days
For 2021,
Debtors collection period = (Trade receivables / Sales revenue) * 365
				= (1287 / 6441) * 365
				= 72.93 days or 73 days
7.Debtors collection period is financial metric that measures how much time a company takes to collect payments from its customers for credit sales. A shorter debtor collection period is better because shorter collection period indicates that the company is able to collect its payments quickly from its customers that is the efficiency of debtor management of the company. The debtors’ collection period of Sweet plc in 2022 is 68 days. On the other hand, it was 73 days in 2021. The debtors’ collection period of the company has decreased from 73 days to 68 days that indicates that the company is able to collecting payments from account receivables an manage cash efficiently. 

8. Current Ratio:
For 2022,
Current ratio = (Current assets / current liabilities)
		= (2303 / 2511) 
		= 0.92:1 

For 2021,
Current ratio = (Current assets / current liabilities)
		= (2355 / 3046) 
		= 0.77:1 
8.Current ratio is a financial metric that measures the ability of the company to pay its short term obligation with its short term assets. A higher current ratio indicates that the company has more current assets than current liabilities. The current ratio of Sweet plc in 2022 is 0.91. On the other hand, the current ratio of the company in 2021 was 0.77. Though the company’s current ratio is better than the previous year, yet it is not good because standard current ratio is 2:1 whereas the company’s current ratio is under the standard current ratio. It shows that the company does not have sufficient current assets on hand to cover its short-term liabilities. So, the management of the company should focus on managing current assets effectively. 
 9. Gearing Ratio:
For 2022,
Gearing ratio= (Non-current liabilities / Equity)
		= (4137 / 3088)
		= 1.34
For 2021,
Gearing ratio= (Non-current liabilities / Equity)
		= (4129 / 2912)
		= 1.42
9.Gearing ratio, also known as leverage ratio or debt to equity ratio, is a financial metric that is used to measure the proportion of company’s assets that are financed by debt. A   higher gearing ratio indicates that the company is very dependent on debt for its operations that can be risky. The gearing ratio of Sweet plc in 2021 was 1.42 whereas in 2022 is 1.34. The gearing ratio of the company has decreased from 1.42 to 1.34 that indicates that the company decreases its reliance on debt financing. It is good news for the company.

10. Interest Cover:
For 2022,
Interest cover = Profit before taxation / Interest Payable 
		= 620 / 226
		= 2.74
For 2021,
Interest cover = Profit before taxation / Interest Payable 
		= 539 / 181
		= 2.98
10.Interest cover is a financial metric that is used to measure the ability of a company to pay its interest expense or obligations on its outstanding debt. A higher interest cover indicates that the company can generate sufficient profit by which the company can cover its interest expenses. The interest cover of Sweet plc was 2.98 in 2021. On the other hand, the interest cover of the company in 2022 is 2.74 that indicates a slight decrease on interest cover from the previous year. The standard interest cover is generally 2 whereas the company has above 2 in both two years that indicates that the company has sufficient interest cover. The company should focus on monitoring the interest cover as it has decreased slightly from the previous year. It is a negative signal for the company (Foster, 2019). 





[bookmark: _Toc153963747]CONCLUSION 
In conclusion, this report has delved into the intricacies of accounting principles and financial statements, addressing a range of questions that explore different facets of the accounting and finance domain.
In Question 1, we meticulously debunked misconceptions and clarified essential accounting concepts, emphasizing the importance of accurate financial reporting and regulatory oversight.
Question 2 led us through the process of preparing an income statement for Wales plc, incorporating adjustments and additional information to present a comprehensive financial overview of the company.
Finally, in Question 3, we evaluated the financial performance and position of Sweets plc by calculating and analyzing various financial ratios. These ratios provided valuable insights into the company's profitability, efficiency, liquidity, and leverage.
Through these analyses, we have deepened our understanding of accounting principles, financial reporting, and the vital role they play in decision-making and performance evaluation within the business world. The application of these principles is essential for informed financial management and sustainable business growth.
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