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Question 1
Financial reporting plays a crucial role in communicating the economic status and performance of businesses to relevant stakeholders. Achieving the primary objective of such reporting, however, depends on consistent compliance with accounting regulations and standards governing transparent, accurate and comprehensive financial representations. We will take an informed accounting view of six statements related to key aspects of financial reporting concepts and practices. It aims to distinguish accurate statements that are well aligned with accepted guidance from those that require adjustment to the factual realities that underlie accounting and disclosure orthodoxy. The commentary evaluates topics including the nature and elements of basic reporting tools such as balance sheets, the need for prepayments and accruals, the importance of controls, and preparatory steps for accounting filing final accounts. By elaborating on the established regulations and literature to reaffirm reporting principles, the discussion seeks to clarify common misconceptions about the preparation and use of financial statements. In essence, the facts highlight how structured reporting conventions, completeness including accruals, unrestricted stakeholder access and transparent regulation serve consumers and the wider interests of the capital market rather than the convenience of preparers. Understanding the underlying "why" behind accounting standards and disclosure mandates allows these practical needs to better inform financial reporting and analysis decisions (Freeman et al., 2021).
1. This confuses the statement of financial position (balance sheet) with the statement of cash flows. The statement of financial position shows a company's assets, liabilities, and equity at a point in time. It does not show cash flows during a period. Balance sheets are not part of the double entry system. They simply list asset, liability, and capital account balances rather than recording debit and credit entries like other accounts. The balances remain open for future transactions in the next period. Arranging balance sheet items in a meaningful, consistent layout is vital for users to easily interpret a company's financial position. Assets are categorized as non-current (long-term) or current. Non-current assets like property and equipment are expected to benefit the company for over a year. Current assets like inventory are short-term and converted to cash within a year. Liabilities follow the same grouping. The sequence always lists non-current assets first progressing to current assets, followed by current then non-current liabilities, ending with shareholder equity. This standardized structure allows for clear analysis of liquidity and capital resources (Sangster et al., 2018).

2. Non-current assets refer to long-term assets like property, plant, and equipment that a company expects to use for more than one year. It is true they are typically not as liquid or easily moved as current assets, but "cannot be moved" is an over-generalization. Many non-current assets like machinery can be moved or sold. Non-current assets are vital long-term resources that fuel business operations for extended periods. They check three key boxes: 1) not intended for resale 2) utilized within the business rather than traded externally 3) expected useful lifespan exceeding one year. Given such durable capital capacity, accountants rightfully list non-current assets first on the balance sheet. Order of appearance highlights those assets bound to benefit the company the longest. For example, land held for decades would be noted before equipment or vehicles bound for replacement within 10-15 years. Buildings to house growth often land atop the non-current pecking order as well. Tangible non-current items like machinery generate ongoing production, while owned facilities provide workplace infrastructure. Leased non-current assets may also qualify depending on contract length. The non-resalable, operational nature combined with long, multi-year usability defines the non-current asset classification and its priority position in conveying financial strength (Jonick, Ed.D 2017).

3. Financial reports should be transparent and accessible to various stakeholders like shareholders, lenders, regulators etc. as per accounting rules and principles. Only supplying information to current shareholders excludes parties like prospective investors with a valid interest in assessing the company.
Such an approach of restricting financial information to current shareholders alone constitutes a dangerous, unethical precedent. It arrogantly assumes this singular stakeholder group merits prioritized access above all others. However, potential investors also deserve transparency around profit trajectories, debt obligations, executive pay, and more to ascertain companies’ true colours before buying shares. Lenders weigh risk based on balance sheets. Regulators levy fines if malintent hides beneath financial statements. And company managers themselves require comprehensive data on performance to steer strategy. Singling out current shareholders belies the widespread reliance on accounting integrity across capital and labour markets. When transparency gives way to insular disclosure, instability follows quickly behind. Wise corporate leadership must embrace calls for accountability rather than building walls which enable fraud and market distortion. The stakes span far beyond owners’ ranks (Sangster et al., 2018).


4. Prepayments are benefits paid for in advance (e.g. insurance) but not yet used up, while accruals are revenues earned or expenses incurred but not yet paid out. Excluding them would understate assets and liabilities, misrepresenting the true financial position. Hence regulations mandate their inclusion. Excluding prepayments and accruals would massively distort any company’s genuine financial situation. Prepayments describe valuable, already surrendered cash for items like future insurance, rentals, goods in transit and more - real assets requiring acknowledgment. Similarly, every company owes payment for accrued expenses like power, contractors, and employee benefits independent of delays in formal billing. Omitting accruals erases genuine liabilities that exist nonetheless. Accordingly, regulators mandate painting precise pictures of asset capacity and liability burdens through regulations on honesty to uphold fair markets. No firm however inconvenient can shirk such responsibilities without courting legal consequences, stakeholder outrage, and devastated trust. Financial statements must always put truth before ease of reporting or superficial appearance, even amid complexities of accrual accounting. In that spirit, prepayments and accruals uphold transparency on progress and obligations to date (Freeman et al., 2021).

5. Lack of regulation and consistent rules allows manipulation of accounts to misrepresent performance. Lawmakers recognize this risk and the need to standardize practices for the benefit of various stakeholders through regulations like GAAP. Self-regulation is typically inadequate.
Suggesting financial accounting requires no regulation overlooks how consistently enforced standards prevent exploitation from distorting fair markets. Without mandated frameworks like GAAP, the temptation emerges at each company to maximize creative "flexibility" in reporting—concealing expenses, omitting liabilities, failing to write down assets—whatever flatters financial position most in the short-term. However, such accounting tricks eventually fail the test of underlying cash flows. Thus, absent regulation mandating consistent transparency, capital flows inefficiently toward fundamentally unviable companies, yielding market instability once distortions inevitably surface. In essence, accounting rules aim not to constrain business activities, but to compel ethical reporting standards across all firms so investors can weigh risks and opportunities accurately based on common interpretations. No organization merits special exemption from such responsibility in financial reporting (Label, 2006).

6. Balancing ledger accounts and preparing a trial balance verifies the accuracy of journal entries and ledger postings. However, trial balances alone do not present the full, structured financial statements needed by users. So, while an important check, further steps are needed to prepare meaningful reports.
Balancing ledger accounts and preparing an adjusted trial balance are important interim steps in the accounting cycle prior to financial statement preparation. These provide useful checks to identify and correct any discrepancies in the underlying bookkeeping before drafting final reports. However, on their own a balanced trial balance and ledger postings do not constitute complete financial statements covering details like departmental performance, profit levels, cash capacities, and more that stakeholders require in decision making. Turning raw debits and credits into insightful formats involves further steps like income statement consolidation, statement of owner's equity, statement of cash flows, closing entries, etc. So, while balanced ledgers and trial balances represent key validation checkpoints, additional accounting work remains to analyse those balances such that leadership can interpret performance and financial position accurately. Reporting does not culminate until all statements come together in regulatory-mandated format.

In conclusion this statement detailed commentary on six accounting statements to explain proper financial reporting concepts and the importance of regulations. It notes key distinctions like balance sheets presenting a snapshot of assets and liabilities rather than recording transactions over a period. Balance sheets arrange items from non-current assets to current assets to liabilities to shareholder equity in a standardized format promoting clear analysis. The financial statements should have full transparency for various stakeholders, not just current shareholders. Regulations like GAAP are noted as essential to curtail accounting manipulation threats and uphold consistency for capital markets efficiency. Prepayments and accruals get highlighted as examples that regulations rightly compel including on statements, though complex, to depict genuine financial positions. Additional commentary explains balancing ledger accounts is an interim accounting step but further consolidation into complete regulated statements is still required for decision usefulness. Overall emphasizes structured financial reporting, transparency across stakeholders, and accounting standards enforcement as fundamental for accurate performance measurement and sound markets (Freeman et al., 2021).




QUESTION 2
To create the income statement for Sweet Plc. first we have to make the following calculation.
Depreciation expense: Debit: Cost of sales 65,000 Credit: Accumulated depreciation - equipment 65,000
(To recognize depreciation expense on equipment for the year based on 10% depreciation rate and the net book value of equipment per data provided)
Salaries payable: Debit: Administrative expenses 10,000 Credit: Salaries payable 10,000
(To accrue December salaries expense not yet paid)
Commission payable: Debit: Distribution costs 2,000 Credit: Commission payable 2,000 (To accrue commission expense on December sales not yet paid/recorded)
Accounts receivable: Debit: Accounts receivable 1,000 Credit: Sales 1,000 (To record December sales not yet reflected in the accounts receivable ledger)
















Wales Plc.
Income Statement 
For the Year Ended 31 December 2022

Revenues:
Sales revenue £900,000

Expenses:
Cost of sales   (578,650)
Depreciation expense (equipment) (65,000)
Gross profit   £256,350

Administrative expenses (170,000)
Distribution costs (30,000)
Interest paid    (2,000)
Directors' remuneration (5,000)  

Profit before tax £49,350  

Estimated corporate tax expense (15,000)

Net profit for the year £34,350




From the income statement, Wales Plc demonstrated decent top line growth in 2022 with £900,000 in revenues. After deducting cost of products/services sold and factoring in depreciation costs, the company generated a healthy gross margin of £256,350, reflecting over 28% of sales. This indicates reasonably efficient cost controls in production and supply chain management to keep direct expenses below 70% of revenues.
However, Wales Plc must focus further on managing operating spend after gross profits are realized. In 2022 this expenditure amounted to £205,000 between administrative, distribution, and ancillary costs like interest and director pay. Consequently, profit before tax equaled £49,350 - just 5.5% of total revenues flowing through to the bottom line. There may be room to streamline processes, reduce administrative duplication, optimize marketing channels and rationalize managerial expenses to lift profitability. Every % saved from the nearly 23% operating costs portion falls directly to pre-tax earnings.
All in all, while achieving double digit net margins around 3.8%, leaner overhead structures could boost Wales Plc’s profitability further. Their top line and gross margin trajectories appear positive, but diligent expense discipline both organizationally and executing business functions offers the clearest path to expanding net earnings on strong sales. If the company can implement such measures effectively, their financial performance stands positioned to climb more sharply in 2023 through operating leverage even without marked revenue improvements. Tighter operations exert powerful multiplier impacts on profit when revenues hold steadily.


Question 3
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2021: 
Capital employed= 9,736-2,511=7,225
 
ROCE: 620/7,225=0.0858 x 100%= 8,58%


2020: 
Capital employed=10,087-3,046=7041

ROCE: 539/7041=0,0765x100%= 7.65% 
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ROE 2022: (431/3,088) x 100 = 13.96%
2021: (366/2,912) x 100 = 12.57%
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Earnings Per Share 2022: 431/300 = £1.44
                                   2021: 366/300 = £1.22
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Net Profit Margin 2022: 431/6,738 = 6.4% 
                                2021: 366/6,441 = 5.7%
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Asset Turnover
 2022: 6,738/9,736 = 0.69 times 
 2021: 6,441/10,087 = 0.64 times
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Stock Holding Days 2022: (708/3,235) x 365 = 82.3 days 
                                   2021: (659/3,096) x 365 = 81.2 days
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Debtors Collection Period 2022: (1,249/6,738) x 365 = 66.5 or 67 days
                                               2021: (1,287/6,441) x 365 = 67.8 or 68 days
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Current Ratio 2022: 2,303/2,511 = 0.92 times 
                         2021: 2,355/3,046 = 0.77 times
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Gearing Ratio 2022: (4,137/3,088) x 100 = 133.9% 
                         2021: (4,129/2,912) x 100 = 141.8%
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Interest Cover
2022:
805/226 = 3.6 times 
2021:
 699/181 = 3.9 times
Analysis:
Financial ratios analyse connections between accounts in statements to derive operating and financial insights. In theory, endless permutations of ratios could emerge. However, adept financial analysis involves recognizing the most meaningful ratios for given contexts. For instance, a supplier's credit risk manager would focus on liquidity metrics gauging probability of customer repayment from balance sheet data rather than profitability ratios less relevant to accounts receivable collection abilities. The utility of specific ratios varies based on what aspects of business performance require illumination or assessment at a given moment. When applied judiciously, financial ratios serve to highlight operational strengths around factors like resource efficiency as well as flag unusual results meriting additional audit (Gillingham 2015).
ROCE (return on capital employed) measures overall company profitability and efficient use of capital assets to generate earnings. Calculated as EBIT/Capital Employed, higher ratios indicate greater returns on investments deployed.
ROE (return on equity) specifically gauges returns realized for shareholders on their equity stakes based on net income. Computed as Net Income/Shareholders' Equity, higher ROE suggests more value created per dollar of shareholders' investments.
EPS (earnings per share) reveals profits attributable on a per-share basis to provide investors insight on stock valuation. Derived from Net Income/Outstanding Shares, higher EPS tends to lift share prices and vice versa.
Net Profit Margin captures overall company profitability as a percentage of revenues, pinpointing pricing power and expense controls. Computed as Net Income/Revenues, higher ratios indicate efficiency turning sales into bottom-line returns.
Asset Turnover evaluates productivity of assets to generate revenues. Calculated as Revenues/Average Total Assets, higher turnover signifies leaner asset bases and greater sales capacity.
Inventory & Debtor Days measure average time (in days) required to sell inventory and collect cash from customer payments owed. Lengthier cycles strain working capital.
Current & Gearing Ratios weigh short-term liquidity and long-term solvency. Current equals Current Assets/Current Liabilities while Gearing equals Debt/Equity. Higher current and lower gearing ratios represent financial health.
Interest Coverage assesses debt service capacity tracking EBITDA/Interest Expense. Higher multiples indicate easier debt repayment.

Sweets plc demonstrated improved financial performance in 2022 with higher revenues, margins, and bottom-line profitability compared to prior years. Specifically, strong top line growth of 4.7% fuelled higher gross and operating margins, culminating in a 18% rise in net earnings attributable to productivity gains and operating leverage. Return on capital employed increased substantially from 9.04% to 10.84% highlighting more efficient utilization of invested capital to drive profitability. Similarly return on equity jumped from 12.57% to 13.96%. Earnings per share also climbed 18% further evidencing profitable growth.
However, sweets faces challenges regarding working capital management and high debt burdens constraining liquidity. While inventory and debtor’s turnover showed modest improvements, collection periods remain lengthy at over 60 days and the current ratio deteriorates to below 1x, limiting the ability to satisfy current liabilities. Additionally, heavy reliance on debt finance has pushed gearing ratios over 130% and though interest coverage exceeds 3x, sizeable borrowings diminish financial flexibility. The swollen asset base also drags down overall turnover ratios.
In summary, Sweets plc is growing sales and earnings nicely, but its high debts and liquidity strains represent risks requiring attention from leadership. Optimizing working capital cycles and cash conversion could help deleverage the balance sheet while funding expansion plans conservatively through retained earnings. If these measures temper leverage, profit trends appear sufficiently robust to drive stronger future returns (Gillingham 2015).
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