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Introduction
Accounting helps with systematic records of organisation information for taking investment decision risk analysis and keeping the record of everyday transactions. The essay covers accounting principles and then makes an income statement for Wales. After the income statement analysis, the ratio helps the company make investment decisions—a comprehensive comprehension of how financial statements are described by economic activity and the situation of a company. Numerous stakeholders, including investors, administrators, and regulatory agencies, must possess this information because their ability to make informed decisions is contingent upon precise financial details. The subsequent analysis examines prevalent misunderstandings and fundamental principles within financial accounting. Specific claims regarding financial reporting and accounting practices are analysed in the essay to know the basic concepts and principles of accounting. This essay aims to clarify the application of accounting principles by increasing the accuracy and reliability of financial information..  














QUESTION 1
Statement 1: 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.
 Cash movements within a business are not detailed in the statement of financial position.  It is commonly known as Balance Sheet.  A financial statement provides an instantaneous representation of a company's assets, liabilities, and shareholder equity at a specific moment in time.  Usually at the end of the fiscal year or quarter.  This contrasted with cash flow statement which describes cash activities in operating, investing and financing segments.  The balance sheet provides stakeholders with permanent information that helps assess the company's capital structure, net worth and financial performance.  Failure to understand the functions of separate financial statements can lead to false assessments of a business's cash management and liquidity practices (Robinson, 2020).
Statement 2: Non-current Assets Cannot Be Moved
The classification of non-current assets includes both tangible and intangible assets for long-term use  which is not expected to be converted into cash within one year.  Tangible non-current assets, such as buildings and heavy machinery, often include items that are not easily movable (Duțescu and Duţescu, 2019). The price that a company paid for noncurrent assets is shown on the balance sheet. Depreciation and amortisation are taken into account, and it can be re-evaluated if the market price falls below the book price. Things like land can be examples of noncurrent assets. However, this category also includes movable items such as vehicles and office equipment.  Again intangible non-current assets such as patents, trademarks and copyrights are inherently non-physical and thus not subject to physical movement.  The claim that non-current assets cannot be transferred misrepresents the diversity within this asset class.  Furthermore, it ignores the nuances between physical immobility and economic variability (Duțescu and Duţescu, 2019).  


Statement 3: Financial Information Should Only Be Supplied to Current Shareholders
Due to the fact that they demonstrate how much money a company produces, how much money it spends, how profitable it is, how much debt it has, and how well it can pay its short-term and long-term debts, financial statements are an essential component for people who invest in businesses.Limiting financial disclosure to existing shareholders is not only impractical but illegal in many jurisdictions.  In many countries, financial transparency is a regulated practice that guarantees fair access to financial information for regulatory agencies, potential investors, and creditors (Toyoda et al., 2017). This simplicity supports a fair and simplified marketplace. An equivalent process promotes well-informed decision-making and enables risk assessment. Reducing access to information exclusively to current shareholders compromises the integrity of corporate governance. 
Statement 4: Prepayments and Accruals Need Not Be Included in the Statement of Financial Position
 This statement misunderstands like this: When a company pays for something in advance, it's called a prepayment.  This money is held as an asset until they pay them.  Also, if a company owes money for something but has not yet paid, it is called an accrual. It is recorded as a liability.  Omitting these from the financial statements can make it appear that the company is doing well or poorly financially, which can be quite misleading (Toyoda et al., 2017).
Statement 5: Regulation of Financial Accounts Is Unnecessary
It describes there should be no rules for financial accounting and ignores the importance of keeping markets fair.  These rules help investors by ensuring that financial reports are consistent and reliable  Standards such as GAAP and IFRS provide clear guidance that makes financial comparisons between different companies and countries easier (Ozili, 2021). Without these rules, it is very easy for people to cheat and mess with the market, which can make things economically unstable.  At the same time, investors will feel hesitant to trust the system anymore.



Statement 6: Importance of Balancing Ledger (T) Accounts and Trial Balances
Balancing the ledger accounts and ensuring that the trial balance is correct are important steps in the accounting cycle (Nykyri et al., 2022).  These processes verify that debits equal credits for each transaction.  Again it maintains the basic accounting equation (assets = liabilities + equity).  Balancing is essential for preparing accurate financial statements.  Any discrepancies in the trial balance may indicate errors that need to be corrected.  Such as double entries, omitted entries, or misclassified transactions ensuring that these are balanced before preparing financial statements is important to the reliability of financial reports (Nykyri et al., 2022).  The fundamental aspects of accounting and financial reporting for analysing the conditiioin of the company which describe principles underlying transparent and reliable financial reporting.  
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QUESTION 2

Adjustment 
	Account
	Original Amount
	Adjustments
	Adjusted Amount

	Adjust Cost of Sales Cost of Sales
	£578,650
	+£65,000
	£643,650

	Adjust Administrative Expenses
	£160,000
	+£10,000
	£170,000

	Distribution Costs
	£28,000
	+£2,000
	£30,000

	Goods Sent to Customers as Revenue Revenue
	£900,000
	+£1,000
	£901,000



Income Statement
Wales plc
Income statement
For the Year Ended 31st December 2022

	Explanation
	Amount (£)
	Amount (£)

	Revenue
	
	901,000

	Less: Cost of Sales
	(643,650)
	

	Gross Profit
	
	257,350

	Less: Administrative Expenses
	(170,000)
	

	Less: Distribution Costs
	(30,000)
	

	Less: Interest Paid
	(2,000)
	

	Operating Profit
	
	55,350

	Less: Directors’ Remuneration
	(5,000)
	

	Profit Before Tax
	
	50,350

	Less: Corporation Tax
	(15,000)
	

	Net Profit
	
	35,350




QUESTION 3
a. Calculation of  the ratios for Sweet's plc for 2022 and 2021

For 2022,
1. ROCE = 
                  = 
                  = 11.14%

2. [bookmark: _Hlk164669088]Return on equity ratio (ROE) = 
                                                           = 
                                                          = 13.96 %
3. [bookmark: _Hlk164667466]Earnings per share =
                               =
                               = £ 1.437
4. [bookmark: _Hlk164667814]Net Profit Margin =
                                         = 
                                         = 6.40%
5. [bookmark: _Hlk164668219]Asset turnover ratio = 

                                           = 

                                     = 0.69 times
6. [bookmark: _Hlk164668501][bookmark: _Hlk164668648]Stock holding days = 
                                          = 
                                          = 79.88 days
7. [bookmark: _Hlk164668819]Debtors collection period = 
                                                     = 
                                                    = 67.66 days
8. [bookmark: _Hlk164668959][bookmark: _Hlk164669359]Current Ratio = ​
                                  =   
                                  = 0.92:1
9. Gearing ratio = 
                                  = 
                                  = 133.97 %

10. Interest cover = 
                                    =   
                                    = 3.56 times



For 2021,
1. ROCE = 

                  = 
                  = 9.93%
2. Return on equity ratio (ROE) = 
                                                           = 
                                                          = 12.57 %
3. Earnings per share =
                               =
                               = £1.22
4. Net Profit Margin =
                                         = 
                                         = 5.68%
5. Asset turnover ratio = 

                                          = 

                                        = 0.64 times
6. Stock holding days = 
                                         = 
                                        = 77.69 days
7. Debtors collection period = 
                                                     = 
                                                     = 7.93 days
8. Current Ratio = ​
                                  =   
                                  = 0.77:1
9. Gearing ratio = 
                                  = 
                                  = 141.79%
10. Interest cover = 
                                    =   
                                    = 3.86 times






b. Discustion of  the financial performance and position of Sweets plc.

Sweets plc is a long-established confectionery manufacturer with global sales.  It shows a dynamic financial profile examining the 2021 and 2022 financial statements.  This detailed analysis helps to transparently assess the performance and financial position of the company over two years by examining various financial ratios and components from the company's financial statements.  This focus on profitability, efficiency, liquidity, solvency and shareholder value which is provides an in-depth strategic direction and its financial management performance.
Profitability Analysis
Earnings Per Share (EPS): Sweets plc's Earnings per Share (EPS) is very important from an investor's point of view.  That rises from £1.22 in 2021 to £1.437 in 2022.  This marked a significant increase of 17.7%.  This increase indicates that Sweets plc has effectively utilised its resources  to grow earnings per share.  This kinds of  growth in EPS is very attractive to both existing and potential investors.  Because it reflects the company's ability to increase shareholder value (Alarussi and Alhaderi, 2018). This performance suggests that Sweet plc is making significant progress in maintaining investor returns in challenging market conditions.
Return on Equity (ROE): The return on equity (ROE) has improved from 12.57% in 2021 to 13.96% in 2022. This improvement justifies that over the years, the company has become more efficient in generating profit earned from the equity invested by the shareholders. ROE growth is in line with the increase in earnings per share (EPS) and this creates a favorable environment for equity holders. This proves that Sweets plc is effectively using its capital in offering higher returns. This is an aspect that may attract both the current and the potential investors, in that the financial performance is an indicator that the company increases profits at the same time when the shareholder value rises (Alarussi and Alhaderi, 2018).
Net Profit Margin: Sweet plc increasing net profit margin trend from 5.68% in 2021 to 6.40% in 2022 for Sweets plc. The development signals that either the firm has become a better cost manager or has perhaps improved its sales strategy (Choiriyah et al., 2020). Sweets plc has been able to generate a higher percentage of revenue as profit through either cost reduction or more effective sales increase than before. This has been a positive change in the net profit margin. This will play a major role in adjusting the company to the competitive market environment.
Efficiency Analysis
Asset Turnover: The asset turnover ratio  was 0.639 in 202 the ratio is reach to 0.692 in 2022.  This increase suggests indicate the company is becoming more efficient then past years. Despite these improvements, the ratio remains relatively low.  Sweets plc may need to further optimise its asset utilisation to maximise sales and improve overall financial performance (Smelyakov et al., 2019).  Perhaps by streamlining operations, increasing productivity, or disposing of underperforming assets  By doing this, the company can achieve a high asset turnover ratio. That is indicative of more effective resource management and operational efficiency.
Stock Holding Days and Debtors Collection Period: Sweets plc stock holding days increased slightly which indicates a marginal decline in inventory turnover.  This trend suggests that more capital is being tied up in inventory.  This is useful for an industry dependent on the freshness of consumer goods. It can lead to reduced cash flow efficiency and potential stock obsolescence (Smelyakov et al., 2019). The loan recovery period increased to 67.66 days from 72.93 days.  This improvement in receivables collection indicates faster conversion of sales into cash. Efficiency is critical to maintaining effective cash flow for supporting operational needs which is  mitigating liquidity risk in a competitive market environment.
Liquidity and Solvency Analysis
Current Ratio: The current ratio of Sweets plc improved from 0.773 in 2021 to 0.917 in 2022. Despite this positive trend, the ratio still falls short of the optimal benchmark of 1.0 that is  suggesting that the company may struggle to meet its short-term liabilities with available short-term assets (Aminah, 2021). This shortfall indicates potential liquidity risks that could impact the company's ability to respond to immediate financial obligations. Maintaining a current ratio below 1.0 requires careful management to ensure that the company can effectively manage its working capital and avoid financial distress (Aminah, 2021).
Gearing Ratio: The gearing ratio which is a measure of solvency, decreased slightly from 141.79% in 2021 to 133.97% in 2022. Although the reduction in this ratio indicates a reduction in dependence on debt, the ratio is still very high.  This implies that a significant portion of the company's financing comes from debt.  A high gearing ratio can mean high risk.  Because the company is highly vulnerable to interest rate fluctuations and economic downturns (Omari, 2020).
Interest Cover: Sweets plc's interest cover ratio fell from 3.86 in 2021 to 3.56 in 2022.  This indicates a reduction in the company's ability to manage interest expense from operating profit.  However, the ratio indicates that Sweets plc still maintains a reasonable buffer to cover its interest obligations.  This decline can be particularly problematic if the company's earnings before interest and taxes (EBIT) decline further or if interest rates rise.  This changes will challenge the company's financial flexibility and its resources (Omari, 2020). Financial planning and management are required to protect against higher financial risks.
Shareholder Value
Improvements in EPS and ROE directly contribute to increased shareholder value.  Higher EPS suggests that shareholders will receive more earnings for each share they own.  And that will make the investment more attractive (Aminah, 2021). An increase in ROE shows that the company is using shareholders' investments more efficiently. This can lead to higher dividend payouts and higher share prices in the future.
Strategic Implications and Recommendations
Given the financial performance and position of Sweet's plc, it is advisable for the company to:
· Enhance Asset Utilisation: Focus on strategies to improve the turnover of assets, potentially by optimising inventory management and enhancing operational efficiencies.
· Strengthen Liquidity Management: Improve current ratios by managing working capital more effectively, possibly through better inventory and receivables management.
· Monitor and Manage Debt Levels: Although the gearing ratio has improved, maintaining a cautious approach towards additional borrowing will ensure financial stability and reduce vulnerability to interest rate changes.
Sweets plc has demonstrated positive trends in profitability and efficiency, with substantial improvements in EPS and ROE. However, challenges remain in liquidity and high gearing levels, necessitating focused strategic management to sustain growth and improve financial condition. 

Conclusion 
In the conclusion , it will be stated that the explanations of statements about accounting practices highlight several critical aspects and common misconceptions. The statement of financial position does not reflect cash flows.  Due to emphasizes the need to distinguish between different financial statements for correct interpretation and reporting of the financial position. The discussion highlights the importance of including prepayments and accruals in financial statements.  To adhere to the accrual basis of accounting, which increases the accuracy of financial reporting.  The requirements of regulations such as GAAP and IFRS were further strengthened.  These standards ensure consistency and transparency, protect stakeholders and maintain market equity.  Again the test confirmed the need to balance ledger accounts and trial balances before preparing financial statements, to prevent errors and ensure reliability.  So ,it is conclude that a proper understanding and application of accounting principles is essential to the preparation of reliable financial statements.  
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