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[bookmark: _Toc153707749]Introduction 
This comprehensive project is devoted to unravelling the intricacies of financial accounting, a cornerstone of corporate management and investor relations. At its heart, the study of financial accounting is about understanding how businesses communicate their financial health and strategies through standardized reports. These reports, or financial statements, are essential not only for internal decision-making but also for external stakeholders, including investors, regulators, and the broader financial community.
The project will delve into several key aspects of financial accounting, each aimed at demystifying the complex world of financial reporting and analysis. We begin by examining the nature and purpose of various financial statements, primarily focusing on the Statement of Financial Position, the Income Statement, and the Cash Flow Statement. Each of these statements serves a distinct purpose: the Statement of Financial Position (or Balance Sheet) provides a snapshot of a company's assets, liabilities, and equity at a specific point in time, offering insights into what the company owns and owes; the Income Statement details the company's revenues and expenses over a period, highlighting its profitability; and the Cash Flow Statement reveals how changes in the Balance Sheet and Income Statement affect cash and cash equivalents, shedding light on the company's liquidity and financial flexibility.

[bookmark: _Toc153707750]Question 1

1. Statement of Financial Position:
· Incorrect Understanding: It shows cash inflows and outflows.
· Corrected View: The Statement of Financial Position, commonly known as the Balance Sheet, actually shows a company's assets, liabilities, and equity at a specific point in time. It does not detail cash flows. The statement that tracks cash inflows and outflows is the Cash Flow Statement (Kimmel, Weygandt, and Kieso, 2018).
2. Non-current Assets:
· Incorrect Understanding: They are assets that cannot be moved.
· Corrected View: Non-current assets are long-term assets not expected to be converted into cash within a year. They include both tangible assets (like property and equipment, which may or may not be movable) and intangible assets (like patents and trademarks) (Bragg, 2021).
3. Supply of Financial Information:
· Incorrect Understanding: Only current shareholders should receive financial information.
· Corrected View: Financial information is typically available to a variety of stakeholders, including potential investors, creditors, and regulatory bodies, not just current shareholders (Palepu and Healy, 2020).
4. Prepayments and Accruals:
· Incorrect Understanding: They are not included on the Statement of Financial Position.
· Corrected View: Prepayments and accruals are included in the financial statements. Prepayments are recorded as assets, and accruals are recognized as liabilities, reflecting future obligations or expenses (Warren, Reeve, and Duchac, 2018).
5. Regulation Over Financial Accounts:
· Incorrect Understanding: There's no need for regulation.
· Corrected View: Regulation is essential in financial accounting to ensure accuracy, transparency, and consistency in financial reporting, which is important for investor protection and market efficiency (Epstein and Jermakowicz, 2017).
6. Balancing Ledger and Trial Balance:
· Correct Understanding: It is crucial to balance ledger accounts and the trial balance before preparing financial statements. This ensures the accuracy of financial information and that every transaction is accounted for correctly (Weygandt, Kimmel, and Kieso, 2019).




[bookmark: _Toc153707751]Question 2

[bookmark: _Toc153707752]Depreciation on Equipment for 2022:
· Annual Depreciation = 10% of Equipment Cost = 10% of £650,000 = £65,000.
· This amount will be added to the cost of sales.
[bookmark: _Toc153707753]Unpaid Salaries for December 2022:
· The unpaid salary of £10,000 will be added to the administrative expenses.
[bookmark: _Toc153707754]Corporation Tax:
· Estimated at £15,000 for the year.
[bookmark: _Toc153707755]Salesmen Commission:
· Owed commission of £2,000 will be added to the distribution costs.
[bookmark: _Toc153707756]Goods Sent to Customers:
· An increase in sales (revenue) by £1,000.
Let's calculate the adjusted figures:
· Adjusted Sales (Revenue): £900,000 + £1,000 = £901,000.
· Adjusted Cost of Sales: £578,650 + £65,000 = £643,650.
· Adjusted Administrative Expenses: £160,000 + £10,000 = £170,000.
· Adjusted Distribution Costs: £28,000 + £2,000 = £30,000.
[bookmark: _Toc153707757]Income Statement for Wales plc
For the Year Ended 31st December 2022 (All figures in £)
· Sales (Revenue): £901,000
· Cost of Sales: £643,650
· Gross Profit: £257,350
[bookmark: _Toc153707758]Operating Expenses:
· Administrative Expenses: £170,000
· Interest Paid: £2,000
· Directors’ Remuneration: £5,000
· Distribution Costs: £30,000
· Total Operating Expenses: £207,000
Operating Profit: £50,350
Corporation Tax: £15,000
Net Profit: £35,350
This statement provides a comprehensive view of the financial performance of Wales plc, incorporating adjustments such as equipment depreciation, unpaid salaries, salesmen commission, and additional sales revenue. The Net Profit of £35,350 reflects the company's profitability after accounting for all expenses and taxes. ​
[bookmark: _Toc153707759]Question 3
2022 Ratios:
1. ROCE (Return on Capital Employed): 11.14%
· Formula: Operating Profit / (Total Assets - Current Liabilities)
2. ROE (Return on Equity): 13.96%
· Formula: Net Profit / Equity
3. EPS (Earnings Per Share): £0.72
· Formula: Net Profit / Number of Shares
4. Net Profit Margin: 6.40%
· Formula: Net Profit / Revenue
5. Asset Turnover: 0.69
· Formula: Revenue / Total Assets
6. Stock Holding Days: 79.88 days
· Formula: (Inventory / Cost of Sales) × 365
7. Debtors Collection Period: 67.66 days
· Formula: (Trade Receivables / Revenue) × 365
8. Current Ratio: 0.92
· Formula: Current Assets / Current Liabilities
9. Gearing Ratio: 133.97%
· Formula: Long-Term Liabilities / Equity
10. Interest Cover: 3.56
· Formula: Operating Profit / Interest Payable
2021 Ratios:
1. ROCE: 9.93%
2. ROE: 12.57%
3. EPS: £0.61
4. Net Profit Margin: 5.68%
5. Asset Turnover: 0.64
6. Stock Holding Days: 77.69 days
7. Debtors Collection Period: 72.93 days
8. Current Ratio: 0.77
9. Gearing Ratio: 141.79%
10. Interest Cover: 3.86
These ratios provide a comprehensive picture of Sweets plc's financial health and performance. The analysis shows improvements in profitability (ROCE, ROE, Net Profit Margin), efficiency (Asset Turnover, Stock Holding Days), and liquidity (Current Ratio) from 2021 to 2022. The EPS increase suggests higher returns for shareholders. However, the slight decrease in Interest Cover and a high Gearing Ratio indicate areas of potential financial risk. ​
[bookmark: _Toc153707760]Conclusion 

In conclusion, this project has provided a comprehensive exploration of financial accounting, demystifying the complexities of financial statements and addressing common misconceptions in the field. Through detailed analysis and clarification of various aspects of financial reporting, the project has illuminated the crucial role of financial statements in conveying a company's financial health and operational efficiency.
We have seen that financial statements are much more than mere numerical records; they are a reflection of a company's strategic decisions, operational capabilities, and market position. The Statement of Financial Position, Income Statement, and Cash Flow Statement each serve unique and vital roles in providing a holistic view of a company's financial status. By debunking common misconceptions, such as the nature of non-current assets and the significance of cash flow reporting, we have clarified the true purpose and interpretation of these financial documents.
The project's foray into the realm of financial ratios has underscored their importance as analytical tools. Ratios like ROCE, ROE, and EPS offer invaluable insights into a company's profitability, efficiency, and shareholder value. They serve as key indicators for investors and stakeholders to assess a company's performance and make informed decisions.
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