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This report will examine various statements related to financial reporting principles and managerial decisions. Each statement is analysed for accuracy to established accounting practices and principles. The statements will navigate through different aspects, from the purpose of the statement of financial position to the inclusion of prepayments and accruals, the necessity of financial regulations, and the significance of balancing ledger accounts before preparing financial statements. We will also analyse Wales plc's income statement for the fiscal year concluding on December 31, 2022, and the performance and position of Sweets plc for the years 2021 and 2022, using key financial ratios. The report concludes with a critical assessment of Sweets plc's overall financial performance, underlining areas that need attention.
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“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 the period.”
The statement is misinterpreting the purpose of the statement of financial position, also known as balance sheet, as this type of statement provides an overview of a company's financial position at a certain time segment, outlining its assets, liabilities and equity (Atrill, 2019, pp. 33-34). Moreover, it does not give explicit details about the cash flow during the assessed accounting period. To identify the cash flow, we can use a cash flow statement specifically designed to showcase the inflow and outflow of cash during a given time segment (Atrill, 2019, p. 29). The company's financial health and capability to meet its long-term and short-term obligations are reflected in its statement of financial position. Recognising the differences between these financial statements is essential, as this ensures a comprehensive understanding of a company's financial situation and operational efficiency.

“Non-current assets are things that cannot be moved.”
The statement above is not accurate as non-current assets, also known as fixed assets, are items with long-term value for a business and mobility is not a main characteristic that describes them. The non-current asset is a term that incorporates a wide variety of items like property, equipment, motor vehicles, fixtures and fittings, etc. While some fixed assets, like buildings, may be immovable, others, such as vehicles, are used with a different level of mobility or designed for movement. Therefore, the term "non-current" or "fixed" is used to describe the long-term utility and not the ability to be relocated (Sangster, 2018, p. 16). Understanding the diverse nature of non-current assets and their purpose in a business is crucial for precise financial reporting and, subsequently, for business decision-making and strategic planning.

“Managers should only supply financial information to the "current" shareholders of companies.”
This statement is impractical and may be against the principles of transparency and corporate governance. Management has to provide financial information to a wide variety of users like potential investors, customers, competitors, investment analysts, and government to promote transparency, trust and accountability, subsequently fostering confidence in the company's operations and enhancing stakeholders' decision-making. Current and potential stakeholders need the financial information to understand the actual state of the business and its prospects. By supplying information exclusively to the current stakeholders, the business may lose investors or damage its reputation by creating an impression of non-transparency. Promoting transparency contributes to an honest and non-discriminatory marketplace, following the principles of corporate governance and regulatory requirements (Atrill, 2019, pp. 2-6).

“No need to include prepayments and accruals on the statement of financial position.”
The statement is inaccurate in the context of accepted accounting principles as prepayments and accruals are fundamental components of financial reporting, and excluding them would result in an incomplete representation of a business's financial position. According to Weetman (2013, p.p. 258-279), prepayments represent expenses paid in advance, while accruals account for incurred but not yet paid expenses. Both are imperative for an accurate economic position of a business at a given point in time. Including prepayments and accruals in the statement of financial position (balance sheet) enhances its accuracy, reflecting a wider picture of the company's financial obligations. Financial statements are not exclusively about cash transactions as they aim to present a fair view of a company's financial position, performance, and cash flows, considering the economic substance of transactions rather than just their timing. Therefore, excluding prepayments and accruals would compromise the integrity of financial reporting, weakening stakeholders' ability to make the right decisions.

“No need for regulation over financial accounts.”
Regulations play an important role in ensuring financial accounts' accuracy, transparency, and reliability. The global efforts towards harmonisation, led by the International Accounting Standards Board (IASB), further emphasise the recognition of standardised rules for transparent financial information. By introducing standardised accounting practices, financial regulations protect the investors, stakeholders, and market interests. Without regulatory control, there is a risk of financial fraud and misleading financial reporting, potentially leading to catastrophic consequences within the economic environment. Regulations provide a framework for consistency, comparability, and accountability and are essential to maintain the integrity of financial information and contribute to the stability of the overall economic system (Walker, 2011, p. 16).

“It is important to balance ledger (T) accounts and trial balance before preparing financial statements.”
The statement underlining the importance of balancing ledger (T) accounts and the trial balance before preparing financial statements is true and fundamental to accounting practices. Balancing ledger accounts involves calculating the net balance by subtracting total credit entries from total debit entries, ensuring the preciseness of individual accounts and maintaining track of a business's financial transactions. Balancing at regular intervals enhances control over financial management. The trial balance, an imperative document at the end of an accounting period, validates the accuracy of transactions in the ledger system, verifies the correctness of individual account balances, and facilitates the preparation of financial statements. If the debit and credit column totals in the trial balance match, it provides confidence that the double-entry procedures have been executed accurately. This systematic approach is important to add integrity and reliability to financial statements, promoting transparency, and informed decision-making (Dyson, 2020, pp. 56-66).
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The income statement provides a comprehensive overview of the business's financial performance over a specified timeframe. Often referred to as the profit and loss statement, it provides information about a company's profitability by detailing all revenues and deducting operating and non-operating expenses. This statement is an important component in corporate finance and accounting, serving as an essential financial statement alongside the balance sheet and cash flow statement. The income statement systematically analyses the company's revenue, costs, gross profit, selling and administrative expenses, other income and expenses, taxes paid, and the ultimate net profit. It provides aid in understanding a company's financial position and performance, making it an indispensable tool for each business (CFI Education Inc., 2023).


	Wales plc Income Statement for the year ended 31st December 

	                                                                                             (£)

	Sales
	900,000

	Cost of Sales
	(578,650)

	Gross Profit 
	321,350

	Operating Cost

	Administrative Expenses
	160,000

	Interest Paid
	2,000

	Director’s Remuneration
	5,000

	Distribution Costs
	28,000

	Debenture Interest (100,000*4%)
	4,000

	Depreciation (650,000*10%)
	65,000

	Outstanding Commission
	2,000

	Outstanding Salaries
	10,000

	Outstanding Receivable 
	(1,000)

	Total 
	275,000

	Operating Profit (Gross Profit – Operating Cost)
	46,350

	Annual Corporation Tax 
	(15,000)

	Net Profit
	31,350



Gross Profit is calculated by subtracting the Cost of Sales from Sales (Revenue). As a result, In the year ending on the 31st of December 2022 Wales plc generated a Gross Profit equal to 321,350 £. Operating Profit is calculated by subtracting the Total Operating Cost from Gross Profit thus the Operating Profit is equal to 46,350 £. The Net Profit is calculated by subtracting the value of Corporate Tax from Operating Profit and the result is equal to 31,350 £.
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	Sweet plc financial ratios results

	Ratio
	2021
	2022
	Formula

	ROCE
	7.66%
	8.58%
	(Profit before tax / Capital employed) * 100% = ROCE

	ROE
	12.57%
	13.96%
	(Net income / Equity) * 100% = ROE

	Earnings per share
	1.22
	1.44
	Net income / Number of Ordinary shares = Earning per share

	Net profit margin
	5.68%
	6.4%
	(Net Profit / Revenue) * 100% = Net profit margin

	Asset turnover
	0.64
	0.69
	Revenue / Total Assets = Asset turnover

	Stock holding days
	77.69 days
	79.88 days
	(Inventory / Cost of sales) * 365 days = Stock holding days

	Debtors collection period
	72.93 days
	67.66 days
	(Trade receivable / Credit sales) * 365 days = Debtor collection period 

	Current ratio
	0.77
	0.92
	Current assets / Current liabilities = Current ratio

	Gearing ratio
	58.64%
	57.26%
	[Non-current liabilities / (Equity + Non-current liabilities)] * 100% = Gearing ratio 

	Interest cover
	3.86
	3.56
	Operating profit / Interest payable = Interest cover
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Return on Capital Employed (ROCE), known as a profitability ratio, assesses the effectiveness with which a company utilises its capital to generate earnings (CFI Education Inc., 2023). The ROCE for Sweets plc is:
2021 year “[539 / (10,087 – 3,046)] * 100% = 7.66%”
2022 year “[620 / (9,736 – 2,511)] * 100% = 8.58%”

Return on Equity (ROE) quantifies a company's yearly return (net income) relative to the total value of its shareholders' equity, presented as a percentage (CFI Education Inc., 2023). The ROE for Sweets plc is:
2021 year “(366 / 2,912) * 100% = 12.57%”
2022 year “(431 / 3,088) * 100% = 13.96%”

The Earnings per Share formula represents a company's capacity to generate net profits for its shareholders (Schmidt, 2023). The Earnings per Share for Sweets plc is: 
2021 year “366 / 300 = 1.22”
2022 year “431 / 300 = 1.44”

The Net Profit Margin, alternatively termed "Profit Margin" or "Net Profit Margin Ratio," is a financial tool used to determine the percentage of profit relative to revenue generated (CFI Education Inc., 2023). The Net Profit Margin for Sweets plc is:
2021 year “(366 / 6,441) * 100% = 5.68%”
2022 year “(431 / 6,738) * 100% = 6.4 %”

The Asset turnover ratio analyses how effectively a company utilises its assets to generate sales. A company exhibiting a high asset turnover ratio operates more efficiently and vice versa (Schmidt, 2023). The Asset turnover for Sweets plc is:

2021 year “6,441 / 10,087 = 0.64”
2022 year “6,738 / 9,736 = 0.69”

Stock holding days ratio is a tool used to assess the speed at which a company utilises the average inventory at its disposal (CFI Education Inc., 2023). The Stock holding days for Sweets plc are:
2021 year “(659 / 3,096) * 365 = 77.69 days”
2022 year “(708 / 3,235) * 365 = 79.88 days”

The Debtors collection period assesses the average duration it takes for a business to receive payments owed by clients or customers. Monitoring the average collection period is essential to ensure that a company maintains sufficient available cash to meet its imminent financial obligations (CFI Education Inc., 2023). The Debtors collection period for Sweets plc is:
2021 year “(1,287 / 6,441) * 365 = 72.93 days days”
2022 year “(1,249 / 6,738) * 365 = 67.66 days”

The Current ratio assesses a business's capacity to fulfil its short-term obligations that are payable within a year (Vipond, 2023). The Current ratio for Sweets plc is:
2021 year “2,355 / 3,046 = 0.77”
2022 year “2,303 / 2,511 = 0.92”

The gearing ratio represents the proportion of debt, relative to equity capital, employed by a company for its operational funding. A high gearing ratio indicates an elevated debt-to-equity ratio, thereby potentially heightening the risk of financial instability for the business (CFI Education Inc., 2023). The Gearing ratio for Sweets plc is:
2021 year “[4,129 / (4,129 + 2,912)] * 100% = 58.64%”
2022 year “[4,137 / (4,137 + 3,088)] * 100% = 57.26%”

The Interest Coverage Ratio is a financial tool utilised to understand a company's ability to meet the interest payments on its outstanding debts (CFI Education Inc., 2023). The Interest Coverage Ratio for Sweets plc is:
2021 year “699 / 181= 3.86”
2022 year “805 / 226 = 3.56”
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Sweets plc indicates positive trends in profitability, asset utilisation, and inventory turnover. However, the increase in the current ratio and a decline in the interest coverage ratio suggest areas that need attention, especially in managing short-term obligations and interest payment capabilities. Overall, Sweets plc appears to perform well, but ongoing vigilance is imperative for sustained financial health and stability.
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In conclusion, this report analysed various aspects of financial reporting principles and managerial decisions, ranging from the purpose of the statement of financial position to the inclusion of prepayments and accruals, the necessity of financial regulations, and the importance of balancing ledger accounts before preparing financial statements. Additionally, the examination extended to the assessment of Wales plc's income statement, and a comprehensive analysis of Sweets plc's financial ratios.
This report offers a comprehensive view of financial principles, and practical applications through examples. As businesses navigate through dynamic economic landscapes, a continuous focus on financial management remains imperative for success.


[bookmark: _Toc153487216]References

Atrill, P. (2019) Accounting and finance for non-specialists. 11th edition. Harlow, England: Pearson.
CFI Education Inc. (2023) Gearing. Available at: https://corporatefinanceinstitute.com/resources/accounting/gearing/ (Accessed: 12.12.2023).
CFI Education Inc. (2023) Income Statement. Available at: https://corporatefinanceinstitute.com/resources/accounting/income-statement/ (Accessed: 12.12.2023).
CFI Education Inc. (2023) Return on Capital Employed (ROCE). Available at: https://corporatefinanceinstitute.com/resources/accounting/return-on-capital-employed-roce/ (Accessed: 14.12.2023).
CFI Education Inc. (2023) Return on Equity (ROE). Available at: https://corporatefinanceinstitute.com/resources/accounting/what-is-return-on-equity-roe/ (Accessed: 14.12.2023).
CFI Education Inc. (2023) What is Days of Inventory on Hand (DOH)?. Available at: https://corporatefinanceinstitute.com/resources/accounting/days-of-inventory-on-hand-doh/ (Accessed: 14.12.2023).
CFI Education Inc. (2023) What is Interest Coverage Ratio (ICR)?. Available at: https://corporatefinanceinstitute.com/resources/commercial-lending/interest-coverage-ratio/ (Accessed: 14.12.2023).
CFI Education Inc. (2023) What is Net Profit Margin?. Available at: https://corporatefinanceinstitute.com/resources/accounting/net-profit-margin-formula/ (Accessed: 14.12.2023).
CFI Education Inc. (2023) What is the Average Collection Period?. Available at: https://corporatefinanceinstitute.com/resources/accounting/average-collection-period/ (Accessed: 14.12.2023).

Dyson, J. R. (2020) Accounting for non-accounting students. 10th edition. Harlow, England: Pearson.
Sangster, A. (2018) Frank Wood's Business Accounting 1. 14th edition. Harlow, England: Pearson.
Schmidt, J. (2023) 'Asset Turnover Ratio', Corporate Finance Institute. Available at: https://corporatefinanceinstitute.com/resources/accounting/asset-turnover-ratio/ (Accessed: 14.12.2023).
Schmidt, J. (2023) 'Earnings Per Share Formula (EPS)', Corporate Finance Institute. Available at: https://corporatefinanceinstitute.com/resources/valuation/earnings-per-share-eps-formula/ (Accessed: 14.12.2023).
Vipond, T. (2023) 'Current Ratio Formula', Corporate Finance Institute. Available at: https://corporatefinanceinstitute.com/resources/accounting/current-ratio-formula/ (Accessed: 14.12.2023).
Walker, J. (2011) Accounting in a Nutshell. 3rd edition. Burlington: Elsevier Science.
Weetman, P. (2013) Financial accounting. 6th edition. Harlow, England: Pearson.
2

