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[bookmark: _Toc153779001]Introduction 

In this assessment, I will critically evaluate fundamental aspects of financial accounting. Initially, I'll address several common misconceptions in accounting by analysing six specific statements. Following this, I will prepare an income statement for Wales plc for the year ended 31st December 2022, to provide insights into the company's financial performance.
Furthermore, I will calculate and analyse key financial ratios for Sweets plc for the years 2022 and 2021.
[bookmark: _Toc153779002]Question 1 
1. Statement of financial position: It's a common error to think that the balance sheet, also known as the statement of financial position, shows a company's cash flow. The balance sheet is a momentary glimpse of the company's financial status, listing its assets, liabilities, and shareholders' equity as of a specific date. It doesn't track cash inflows and outflows; that's the job of the cash flow statement. The cash flow statement details how cash is produced and spent during a financial period, giving a clear picture of the company's cash liquidity and overall financial health. In contrast, the balance sheet focuses on the longer-term financial situation of a company, indicating what it owns and what it owes. Understanding these distinct roles of the financial statements is essential for proper financial analysis and interpretation (Libby, Libby, & Hodge, 2019).

2. Non-current assets are things that cannot be moved. The belief that non-current assets are exclusively immovable items is incorrect in accounting terms. Non-current assets, sometimes referred to as fixed assets, are assets a company plans to use over a period extending beyond one year. These assets can include tangible items like property and machinery, some of which may be immovable, but also cover movable assets such as vehicles and various equipment. Additionally, non-current assets include intangible items such as patents, trademarks, and goodwill, which are non-physical in nature. The critical aspect of non-current assets is their contribution to generating business value over a prolonged period, unlike current assets such as cash or inventory that are typically either converted into cash or consumed within a year. This classification encompasses a wide array of assets that a business invests in for long-term operational effectiveness and growth (Kieso, Weygandt, & Warfield, 2019).

3. Managers should only supply financial information to the “current” shareholders of companies: The idea that financial information should be exclusively shared with current shareholders is a limited perspective that fails to consider the wider roles and duties involved in financial communication. In the modern corporate landscape, the responsibility of ensuring transparency and accountability in reporting extends well beyond just the existing shareholders. Public companies are required to share financial details with a diverse group of stakeholders, including prospective investors, lenders, regulatory bodies, and the broader public. This obligation is not just a legal mandate but also a crucial element of ethical corporate governance. By openly providing detailed financial information, businesses build trust and establish their credibility in the marketplace. Such transparency is instrumental in helping potential investors make well-informed choices, contributing to the overall functionality and stability of financial markets. Restricting this information to only current shareholders might create a disparity in information distribution, which could unfairly affect other stakeholders and alter the market's view of the business (Tricker, 2019).

4. No need to include prepayments and accruals on the statement of financial position: The idea that prepayments and accruals are not needed in the statement of financial position, or balance sheet, is at odds with essential accounting practices. This statement is integral to accurately reflecting a company’s financial condition at a particular moment, including all assets, liabilities, and equity. Central to this are prepayments, which are advance payments for future expenses or services, recognized as current assets and symbolizing resources not yet fully used. Equally important are accruals, representing either expenses incurred but unpaid or revenues earned but not received, and recorded as liabilities or assets. This approach is in line with accrual accounting, ensuring that expenses and revenues are recorded when they occur, not when cash changes hands. Ignoring prepayments and accruals can result in a misleading balance sheet, missing key information vital for a thorough evaluation of a company’s financial health and strategic decision-making (Harrison Jr. et al., 2020). 

5. No need for regulation over financial accounts: The claim that financial accounts don't require regulation fails to recognize the importance of such oversight in guaranteeing transparency, accuracy, and trustworthiness in financial reporting. Regulatory frameworks like Financial Accounting Standards Board (FASB) and International Financial Reporting Standards (IFRS) are crucial for standardizing financial statements, ensuring they are understandable and comparable for investors, authorities, and other interested parties. Absent these regulations, the risk of inconsistent reporting, financial deception, and misleading data increases, potentially damaging investor trust and market stability. These rules are pivotal in upholding investor confidence and ensuring the efficient operation of capital markets, especially in a global economy where business transcends national boundaries. Hence, regulatory oversight of financial accounts is indispensable for safeguarding stakeholder interests and maintaining the health of the broader financial system (FASB, 2022 & Napier & Stadler,  2020).

6. It is important to balance ledger (T) accounts and trial balance before preparing financial statements: The assertion validating the accuracy of balancing ledger accounts and preparing a trial balance is indeed accurate. These procedures are integral components of the accounting process. Balancing ledger accounts is crucial to ensure that debits match credits within individual accounts, preserving precision at a detailed level. Simultaneously, the trial balance acts as a foundational verification, confirming that the total debits equal the total credits throughout the entire accounting system. This thorough reconciliation is imperative before progressing to the generation of financial statements, serving as a protective measure to detect errors and uphold accuracy in recording financial transactions. This approach contributes to the dependability and honesty of financial reporting by mitigating the risk of significant misstatements Essentially, the processes of balancing ledger accounts and preparing a trial balance are crucial for establishing a robust and accurate accounting framework (Kucic & Battaglia, 1981).  

[bookmark: _Toc153779003]Question 2 
Income statement 

The income statement, or profit and loss statement, is a crucial financial document that records a company's financial performance over a designated period. This report specifies the company's total revenue and delineates the expenses incurred to generate this revenue, culminating in the net income calculation. Often referred to as the statement of operations or earnings, this document is indispensable for analysts assessing a company's profitability, a fundamental aspect in both equity and credit analysis. Typically presented either independently or within a comprehensive income statement, it starts with the profit or loss figure and incorporates other comprehensive income components (Atrill, Peter, et al., 2018). 


INCOME STATEMENT FOR THE YEAR ENDED 2021 

 Wales Plc                      
	
	£

	Revenue                                                                                                                                                                                                                                       

	

	Sales                                                                            
	901,000

	Cost of sales
	

	Original cost of sales 
	(578,650)

	Depreciation on Equipment
	(65,000)

	Total Cost of sales 
	(643,650)

	Gross profit
	257,350

	Operating expenses 
	

	Distribution costs
	(28,000)

	Administration expenses
	(170,000)

	Directors’ renumeration
	(5,000)

	Total operating expenses 
	(203,000)

	Operating profit
	54,350

	Other expenses 
	

	Interest paid 
	(2,000)

	Salesman commission
	(2,000)

	Debentures interest 
	(4,000)

	Total other expenses 
	(8,000)

	Profit before tax
	46,350

	Taxation
	(15,000)

	Profit for the period
	31,350

	
	

	
	



The income statement for Wales plc for the year ended 31st December 2021 reflects the company's financial performance. Revenue from sales, including goods sent to customers in December but not paid for until 2022, is recognized, adhering to accrual accounting principles. Expenses, including cost of sales (with added depreciation on equipment), administrative expenses (inclusive of unpaid December salaries), and other expenses like interest and salesmen commission, are deducted from revenue. The statement concludes with the net profit, calculated after subtracting these expenses and estimated corporation tax from the total revenue, providing a comprehensive view of the company's earnings for the year.

[bookmark: _Toc153779004]Question 3 (a+b)
Ratio analysis is an essential tool in financial analysis, crucial for understanding a company's performance, efficiency, and financial health. It involves comparing various financial statement figures, aiding stakeholders like management, investors, and analysts in making informed decisions. This method, as described in Atrill, Peter, et al., 2018, evaluates key ratios such as Return on Capital Employed (ROCE), Return on Equity (ROE), and Earnings Per Share (EPS), each assessing different aspects of a company’s operations.

In this analysis, I apply these ratios to Sweets PLC's 2021 and 2022 financial data, providing insights into its financial and operational effectiveness. The study not only assesses annual performance but also compares these two years. This approach, based on principles from “Accounting and Finance for Non-Specialists”, Chapter 6 by Atrill, Peter, et al., aims to offer a comprehensive view of Sweets PLC's financial trajectory and strategic position during this period, highlighting its financial evolution and key operational aspects.

1. ROCE=  x 100%
ROCE 2022:  x100% = 11,70%
ROCE 2021:  x 100%= 10.23%   
The improvement in ROCE from 10.23% in 2021 to 11.70% in 2022 for Sweets suggests a notable increase in the company's efficiency in using its capital to generate profits. This positive shift indicates that the company has made effective operational and investment decisions, potentially outperforming industry standards. This increase reflects well on the company’s financial health and management effectiveness.     
2. ROE=  x 100%
Roe 2022: x 100% = 13,95%
ROE 2021:  x100% = 12, 57% 
The increase in Return on Equity (ROE) from 12.57% in 2021 to 13.95% in 2022 signifies a positive trend in Sweets’s financial performance. ROE, a key measure of profitability, indicates the company's ability to generate earnings from shareholders' equity. This upward movement suggests enhanced efficiency in utilizing equity capital, potentially reflecting successful management strategies and operational improvements.
3. Earnings per share=   £
Number of ordinary shares (2021, 2022) = 
                                            =     = 600 million shares 
EPS 2022:  = 0, 718£
EPS 2021: = 0, 61£


Sweets’s Earnings Per Share (EPS) has risen from £0.61 in 2021 to £0.718 in 2022, demonstrating a favourable upward trend in the company's profit-making ability. As a vital measure of financial performance, EPS represents the profit allocated to each share of common stock. This increase points to Sweets plc effective strategies in boosting its profitability, likely driven by growth in revenues. Such a positive shift in EPS underscores the company's success in amplifying its earnings power.
4. Net profit margin=  x 100%
2022:  x100% = 6,39%
2021:  x100% = 5,68%

Sweets Net Profit Margin saw a commendable rise from 5.68% in 2021 to 6.39% in 2022. This key financial ratio, which calculates the proportion of net income generated from total revenue, underscores the company's capacity to translate sales into profits effectively. The uptick indicates enhanced control over operational expenditures and/or more efficient sales strategies. An increasing Net Profit Margin is an encouraging sign, demonstrating not just revenue growth but also the company's ability to convert a greater share of these revenues into profits. This year-over-year enhancement signals robust financial well-being and superior operational management.
5. Asset turnover=  (times)
 2022:   = 0, 93 
2021:  = 0, 91

The Asset Turnover Ratio has shown a slight improvement from 0.91 in 2021 to 0.93 in 2022. This ratio, which measures how efficiently a company uses its assets to generate sales, is calculated by dividing total revenue by total assets. The increase from 0.91 to 0.93 indicates that Sweets has become marginally more effective in using its assets to produce revenue. While this is a positive development, the change is relatively small, suggesting only a modest enhancement in asset utilization efficiency. Nonetheless, in financial analysis, even small improvements in efficiency can be significant, especially when considered alongside other financial metrics.
6. Stock holding days=  x 365 (days)  
2022:  x 365= 79, 88
2021:  x365= 77, 69 

The Stock Holding Days for Sweets plc saw a minor rise, moving from 77.69 days in 2021 to 79.88 days in 2022. This metric reflects the average duration that inventory remains with the company before being sold. The uptick suggests that, on average, Sweets plc took a bit longer to sell its inventory in 2022 compared to 2021. This might be indicative of a slight slowdown in sales pace or adjustments in how inventory is managed. However, given the small magnitude of the change, it points to only a slight shift in the rate at which inventory is turned over.
7. Debtors collection period =  x 365 (days)
2022:  x 365= 67,66 days 
2021:  x 365= 72,93 days 
Sweets PLC demonstrated a significant improvement in its Debtors Collection Period, decreasing from 72.93 days in 2021 to 67.66 days in 2022. This metric reflects the average time taken by the company to collect payments from its customers. The reduction in this period indicates enhanced efficiency in Sweets PLC's receivables management. Such a decrease could be attributed to more effective credit control policies, improved customer payment practices, or a more proactive approach in collections. A shorter Debtors Collection Period is generally advantageous, as it suggests better liquidity and efficient cash flow management for the company.
8. Current ratio =   ( x:1)
2022:  = 0,92:1
2021:  – 0,77:1 

The Current Ratio of Sweets PLC significantly improved from 0.77:1 in 2021 to 0.92:1 in 2022, indicating a stronger liquidity position. This key financial metric, which compares current assets to current liabilities, reflects the company's capability to meet its short-term obligations. The increase suggests Sweets PLC has effectively managed its working capital, possibly by increasing liquid assets or reducing short-term debts. Approaching a 1:1 ratio is favorable, signifying near-equal assets and liabilities. This improvement is a positive indication of Sweets PLC's financial health, highlighting its ability to cover short-term liabilities, maintain operational stability, and ensure financial flexibility in the short term.
9. Gearing ratio =  x 100%
2022:  x100%= 57,26%
2021:  x 100%= 58,64% 

Sweets PLC's Gearing Ratio, a key indicator of financial leverage, slightly decreased from 58.64% in 2021 to 57.26% in 2022. This ratio, calculated by dividing long-term debt by the sum of long-term debt and equity, reflects the company's reliance on debt financing. The reduction suggests a minor shift in Sweets PLC's financial strategy, favouring equity over debt. This adjustment points towards a strategic move to reduce financial risk and interest-related burdens, indicative of a cautious approach to maintaining a balanced capital structure for better financial resilience and stability.

10. Interest cover =  (times) 
2022:  = 3,74 
2021:  = 3,98 

Sweets PLC experienced a decrease in its Interest Cover from 3.98 times in 2021 to 3.74 times in 2022. This financial ratio, calculated by dividing profit before interest by the interest charge, indicates the company's ability to meet its interest obligations from its profits. The slight drop in the Interest Cover ratio suggests a reduction in the company's ease of covering interest expenses from its operating profit. While the change is not drastic, it points to either a slight increase in financial burden due to interest or a reduction in profitability relative to these charges. However, with a ratio still above 3, Sweets PLC maintains a reasonable level of coverage, indicating a solid capacity to manage its interest payments.
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