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[bookmark: _Toc153705058]Introduction 
The objective of this project is to conduct a comprehensive analysis of financial statements. We aim to delve into various financial statements, offering detailed explanations and insights. This project will encompass three distinct questions, each targeting a specific aspect of financial statement analysis.

 1.The statement described appears to conflate the characteristics of the Statement of Financial Position (Balance Sheet) and the Cash Flow Statement, which are distinct financial statements. Additionally, Kimmel, Weygandt, and Kieso (2018).The Statement of Financial Position presents a company's assets, liabilities, and equity at a specific point in time. It does not track cash flows but shows the financial status of the business, including the cash balance at that moment, Wahlen, Baginski, and Bradshaw (2020).
2.  Non-current assets, contrary to the statement, are not necessarily immovable. They are long-term assets that a company holds, not expected to be converted into cash or used up within one year. These assets can be both tangible and intangible:
Tangible Non-Current Assets: These include property, plant, and equipment (PP&E) which are physical, long-lived assets used in the operation of a business. While some of these assets, like buildings and land, are immovable, others, such as machinery and vehicles, can be moved, Brigham and Ehrhardt (2017).
Intangible Non-Current Assets: These are non-physical assets like patents, trademarks, copyrights, and goodwill. These assets are crucial for a company's long-term success and are definitely not characterized by immobility, Kieso, Weygandt, and Warfield (2019).
3. The statement that managers should only supply financial information to the “current” shareholders of companies is a narrow perspective and does not align with modern corporate governance and disclosure practices. In fact, financial transparency and broad disclosure are fundamental principles in contemporary corporate governance.
Financial information is not just for current shareholders but is also essential for potential investors, creditors, regulatory bodies, and other stakeholders. These parties rely on this information for making informed decisions regarding investment, lending, regulatory compliance, and understanding the company's financial health and future prospects.
4. The suggestion to exclude prepayments and accruals from the Statement of Financial Position contradicts standard accounting practices. Prepayments and accruals are fundamental components of accrual accounting, which provides a more accurate picture of a company's financial position than cash accounting.
Prepayments are considered assets, as they represent services or goods to be received in the future for which payment has already been made. Accruals, on the other hand, recognize expenses and revenues that have been incurred but not yet paid or received, respectively. Including these items in the Statement of Financial Position ensures that the financial statements reflect all economic events affecting the company during the period, not just cash transactions.
For instance, Kimmel, Weygandt, and Kieso (2018) emphasize the importance of recording prepayments and accruals for achieving the matching principle in accounting. This principle ensures that revenues are matched with the expenses incurred in generating them, providing a more accurate view of a company's profitability. Similarly, Warren, Reeve, and Duchac (2018) discuss how prepayments and accruals contribute to the completeness and accuracy of financial reporting, which is crucial for informed decision-making by stakeholders.
5. The assertion that financial accounts do not require regulation overlooks the critical role of regulatory frameworks in ensuring transparency, accuracy, and reliability in financial reporting. Financial regulations, such as those enforced by governing bodies like the Securities and Exchange Commission (SEC) in the United States or the Financial Reporting Council (FRC) in the UK, are essential for maintaining investor confidence and the efficient functioning of capital markets.
For example, Palepu and Healy (2020) emphasize the importance of regulations in enhancing the quality and comparability of financial information, which is vital for investors and stakeholders in making informed decisions. Similarly, Spiceland, Thomas, and Herrmann (2019) discuss how financial regulations help prevent financial scandals and contribute to the overall stability of the financial system.
6.Balancing ledger accounts and preparing a trial balance are crucial preliminary steps before compiling financial statements. These processes ensure accuracy and consistency in financial reporting.
Kimmel, Weygandt, and Kieso (2018) emphasize the importance of these steps in ensuring the accuracy of financial data, which is critical for reliable financial statements. Warren, Reeve, and Duchac (2018) also highlight that the trial balance is a foundational step in the accounting cycle, ensuring that subsequent financial statements are based on accurate and verified data.
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-Wales plc
-Income statement
For the year ended December 31,2022
Sales (revenue)                                            900,00
Cost of sales                                                   578,650
Depreciation on equipment                        65,00
       Adjusted cost of sales                        (643,650)
Gross profit                                                 £256,350
Administrative expenses (adjusted)
Administrative expenses                          160,000
Unpaid salaries                                          10,000
Adjusted administrative. 
Expenses                                                   170,000 
 Distribution cost                                      28,000
Operating profit                                        £58,350
Interest paid                                            (2,000)
Profit before tax                                    56,350   
Estimated corporation tax                 (15,000)
Net profit                                             41,350   

This Profit and Loss Statement provides a detailed view of Wales PLC's financial performance for the year, taking into account all relevant adjustments to ensure accurate reporting.
1 Gross Profit-is a key financial metric that measures a company's efficiency in producing and selling its goods or services. It is calculated by subtracting the Cost of Goods Sold (COGS) from the Net Sales. The formula for Gross Profit is:
Gross Profit=Net Sales−Cost of Goods Sold (COGS)Gross Profit=Net Sales−Cost of Goods Sold (COGS)
Here's how each component is defined and calculated:
1. Net Sales: This is the revenue from sales of goods or services, minus returns, allowances for damaged or missing goods, and discounts. Essentially, it represents the total income a company generates from its business activities.
2. Cost of Goods Sold (COGS): This includes all direct costs associated with the production of goods or services that the company sells. These costs typically include materials, labor, and overhead costs directly tied to the production process. It does not include indirect expenses, such as distribution costs and sales force costs.
The Gross Profit figure is an important indicator of a company's profitability, but only from the perspective of its production and sales processes. It doesn't account for other costs like administration, marketing, interest, and taxes, which are considered separately under operating and other expenses. Gross Profit essentially reflects the core profitability of the products or services a company offers.

2 Operating Profit, also known as Operating Income, is a key financial metric that indicates the profitability of a company's core business operations. It is calculated by subtracting operating expenses from the gross profit. The formula for Operating Profit is:
Operating Profit=Gross Profit−Operating ExpensesOperating Profit=Gross Profit−Operating Expenses
Operating Profit provides insight into a company's operational efficiency, indicating how well it manages its direct and indirect costs. It excludes non-operating income and expenses, like interest income/expenses or one-time items, focusing solely on the profitability from the company's core business activities. This makes Operating Profit a crucial indicator for assessing a company's operational performance and management effectiveness.

3Net Profit- also known as Net Income, is a key measure of a company's overall profitability. It represents the amount of income that remains after all operating expenses, taxes, interest, and preferred stock dividends have been deducted from a company's total revenue. The formula for Net Profit is:
Net Profit=Total Revenue−Total ExpensesNet Profit=Total Revenue−Total Expenses
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ROCE is a useful measure for comparing the profitability and capital efficiency of companies, particularly those in capital-intensive sectors. A higher ROCE indicates a more efficient use of capital in generating profits. It's a crucial metric for investors and analysts as it helps assess how well a company is generating profits from its capital, providing insight into operational efficiency and potential returns on investment.
Roce =
2022 

2021=
Roce : The increase in ROCE from 2021 to 2022 suggests that Sweets plc has become more efficient in using its capital to generate earnings. This could be due to better management of assets, more effective use of investments, or improved operational performance. Essentially, for every pound invested in the company, sweets plc is now generating more profit.

[bookmark: _Toc153705061]Return on Equity (ROE)
ROE is a key indicator of financial performance, providing insights into how efficiently a company is managing the equity invested by its shareholders. A higher ROE suggests that the company is more effective in converting the investment into profits. ROE is particularly important for equity investors as it directly reflects their return on investment. However, it's crucial to interpret ROE in the context of the company's overall financial situation, industry norms, and market conditions.
Roe 
2022

2021
The rise in ROE from 2021 to 2022 means that sweets plc is providing more returns to its equity investors. This improvement can be attributed to higher net income or more efficient equity management. An increasing ROE is often seen as a positive signal by investors as it indicates that the company is using their funds more effectively to generate profits.

[bookmark: _Toc153705062]Earnings Per Share (EPS)

Earnings Per Share (EPS) is a financial metric that indicates the amount of profit a company has earned for each share of its outstanding common stock.
EPS=
2022= 
202

The increase in Earnings Per Share (EPS) for sweets plc from 2021 to 2022 reflects higher profitability on a per-share basis. This improvement is directly linked to the company's increased net profit in 2022. For shareholders, this rise in EPS signifies enhanced value, as it indicates more earnings available per share owned.
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Net Profit, also known as Net Income, is a key financial metric representing the amount of earnings remaining after all operating expenses, taxes, interest, and preferred stock dividends (if any) have been deducted from a company's total revenue.

Net Profit Margine  =
2022=
2021 =

The rise in sweets plc's Net Profit Margin signifies greater efficiency in generating profit from its revenue. This improvement could stem from higher sales volumes, enhanced pricing strategies, or successful cost reduction efforts. Essentially, the company is either earning more revenue per sale or spending less to produce and sell its products.
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Asset Turnover is a financial ratio that measures how efficiently a company uses its assets to generate sales or revenue. It indicates how well a company can convert its investments in assets into revenue.
Asset Turnover=
2022=
2021=

The improvement in sweets plc's Asset Turnover ratio suggests enhanced efficiency in utilizing its assets to drive sales. This indicates that the company is generating more revenue for each pound invested in assets, reflecting better management or more productive use of resources like equipment, technology, and inventory.
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Stock Holding Days, also known as Inventory Days or Days Inventory Outstanding (DIO), is a financial metric that measures the average number of days a company takes to turn its inventory into sales. This ratio indicates how quickly a company can convert its inventory into revenue.
Stock Holdings Days
2022= 
2021=
An increase in Stock Holding Days for Sweets plc implies a longer duration for converting inventory into sales. This could indicate potential inefficiencies in inventory management, such as overstocking or slow-moving products. Alternatively, it might reflect strategic choices like stocking up for anticipated demand or altering product lines.

[bookmark: _Toc153705066]Debtors Collection Period
Debtors Collection Period, also known as Accounts Receivable Days or Days Sales Outstanding (DSO), is a financial metric that measures the average number of days it takes for a company to collect payments from its debtors or credit customers.
Debtors Collection Period=
2022= 
2021=
The reduction in sweets plc's Debtors Collection Period reflects improved efficiency in collecting receivables from customers. This accelerated payment collection enhances the company's cash flow, ensuring more immediate access to cash for operational needs and investments.
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The Current Ratio is a financial metric used to assess a company's ability to pay off its short-term liabilities with its short-term assets. It is a key indicator of a company's liquidity.
Current Ratio=
2022=
2021=
The current ratio has improved, indicating better short-term liquidity. The company is in a better position to cover its current liabilities with its current assets.
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The Gearing Ratio, also known as the Debt-to-Equity Ratio, is a financial metric that measures the proportion of a company's capital that is financed through debt compared to equity.
Gearing Ratio=

2022=
2021=
The decrease in the gearing ratio suggests a reduction in financial risk, with less reliance on debt compared to equity.
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Interest Cover, also known as the Interest Coverage Ratio, is a financial metric used to determine how well a company can pay the interest on its outstanding debt with its current earnings before interest and taxes (EBIT)
 Interest Cover=
2022=
2021=
A decrease in the interest cover ratio indicates that the company's ability to cover interest expenses with its operating profit has slightly declined. This could be due to increased interest expenses or changes in operating profit.
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This project successfully underscores the crucial significance of financial statement analysis. Central to the project was a detailed examination of various statements to discern their authenticity, classifying them as either accurate or misleading. Essential to this analysis was not only identifying the truthfulness of the statements but also providing comprehensive explanations and interpretations.
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