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1.0.0 Introduction 
Accounting is the cornerstone of the financial world, providing a systematic approach to recording and analysing the economic activities of a business. It ensures transparency and accountability, serving as a key tool for decision-makers such as investors, creditors, and regulatory bodies (Warren, Reeve, and Duchac, 2018). The integrity of financial reporting hinges upon adherence to accounting principles and standards, which guide the preparation and presentation of financial statements (Kieso, Weygandt, and Warfield, 2019). This report offers an insightful examination of accounting fundamentals, emphasizing the critical role of financial position statements in depicting a company’s wealth and liquidity. It seeks to elucidate the interplay between managerial decisions and shareholder interests, underpinned by the regulatory framework governing financial disclosures. The report will analyse statements and interpret financial ratios to convey the practical application of accounting theories. 
[bookmark: _Toc153903206]2.0.0 Understanding Accountancy
The financial position statement, also known as the balance sheet, is an essential component of a company's financial reporting. It offers a snapshot of the organization's financial standing at a given moment, detailing assets, liabilities, and shareholders' equity (Atrill and McLaney, 2018). This document is fundamental for evaluating a company's liquidity, solvency, and financial stability, crucial factors for stakeholders and potential investors (Atrill and McLaney, 2018). By analysing a financial position statement, one can discern the outcomes of various financial strategies and the effectiveness of management in asset utilization. We will delve into the components of the financial position statement, interpret their implications for a company's fiscal health, and understand how it reflects the results of diverse accounting transactions and adherence to accounting standards.
[bookmark: _Toc153903207]2.1.1 Financial Position Statement
Contrary to a prevalent misconception, the statement of financial position does not reflect the cash inflows and outflows within an accounting period. Instead, it provides a detailed account of a company's assets, liabilities, and equity at a specific point in time (Weygandt, Kimmel, and Kieso, 2020). It is a fiscal snapshot that articulates the company's net worth, showcasing resources under control (assets), obligations (liabilities), and the remaining interest (equity) attributable to shareholders. The erroneous belief that it records cash movement is perhaps due to a misinterpretation of the term 'position', which here refers to the relative standing of financial resources and obligations, not to their movement over time.
[bookmark: _Toc153903208]2.1.2 Non-Current Assets
Non-current assets are foundational to the strategic financial groundwork and reporting endeavours of a company. These long-term resources include tangible fixed assets such as property and equipment, as well as intangible assets like patents and copyrights. The misconception that non-current assets are simply "things that cannot be moved" fails to acknowledge their strategic importance. The valuation of non-current assets on the statement of financial position is governed by their expected useful life and the prospective cash flows they are anticipated to generate (Atrill and McLaney, 2016). These assets are vital for their role in securing future economic benefits and are central to gauging a company's investment prospects and financial health.
[bookmark: _Toc153903209]2.1.3 Managers and Shareholders
The role of managers in disseminating financial information extends far beyond the narrow scope of current shareholders. In the modern financial landscape, managers are entrusted with the responsibility of providing comprehensive financial data to a wide array of stakeholders, including potential investors, creditors, and regulatory bodies (Weetman, 2019). This expansive approach to information sharing is vital in maintaining the integrity of the financial system. A manager's duty is to present a holistic view of the company, detailing its operational strategies, potential risks, and prospects. Such a level of transparency is essential for all stakeholders to make informed decisions and is not merely a matter of legal compliance but also a facet of sound corporate governance (Atrill et al., 2018).
[bookmark: _Toc153903210]2.1.4 Entries in Financial Statements
The assertion that prepayments and accruals are unnecessary in the statement of financial position is a significant misunderstanding of accounting practices. These elements are crucial for adhering to the accrual basis of accounting, a fundamental accounting principle that requires financial events to be recorded when they occur, regardless of the timing of related cash transactions (Kieso, Weygandt, and Warfield, 2019). Prepayments, representing advance payments for goods or services, are accounted for as assets until the corresponding benefits are realized. In contrast, accruals pertain to expenses that have been incurred but not yet settled, or revenues earned but not yet collected, recorded as liabilities or assets accordingly (Libby, Libby, and Short, 2014). The exclusion of these items from financial statements would lead to a distorted view of a company's fiscal status, misleading stakeholders about its imminent obligations and available resources. Therefore, prepayments and accruals are indispensable for presenting an accurate and fair representation of a company’s financial position at any given point in time.
[bookmark: _Toc153903211]2.1.5 Financial Accounts Regulation
The notion that regulation of financial accounts is unnecessary overlooks the critical role these standards play in maintaining the integrity and credibility of financial reporting. Far from being extraneous, regulations provide a structured framework that governs corporate financial practices. This framework is essential in safeguarding against fraudulent activities, errors, and the dissemination of misleading financial data (Scott, 2019). Regulations enforce standardized accounting principles, such as the accrual basis of accounting, which enhance the comparability and consistency of financial statements. Such standardization is vital in cultivating trust among investors, creditors, and other stakeholders in the financial system (Nobes and Parker, 2020). The role of regulatory bodies like the Financial Accounting Standards Board (FASB) and the International Accounting Standards Board (IASB) is paramount in setting and enforcing these standards.
[bookmark: _Toc153903212]2.1.6 Balancing Ledger Accounts
The emphasis on the importance of balancing ledger accounts and the trial balance in the accounting cycle is well-founded and highlights a crucial aspect of accounting practice. The double-entry ledger system, a fundamental principle in accounting, mandates that each entry in an account must be counterbalanced by a corresponding entry in another account, thereby ensuring the accounting equation is always in balance (Warren, Reeve, and Duchac, 2018). This system offers a dual check on the accuracy of financial records: each debit entry is matched with a corresponding credit entry. The preparation of a trial balance, which aggregates the balances of all ledger accounts, serves as an essential procedural step. This process verifies that the total debits and credits are equal, a reflection of the inherent balance in double-entry bookkeeping (Atrill and McLaney, 2018).
[bookmark: _Toc153903213]3.0.0 Income Statement for Wales Plc
An income statement, also known as a profit and loss statement (Atrill and McLaney, pp.29, 2018), is a financial document that provides a summary of a company's revenues, expenses, and profits over a specified period. Its role is to convey the company's financial performance, showing how the revenues are transformed into the net income or net profit. It reflects the company's operational efficiency, cost management, and profitability.
· Income Statement for Wales plc for the year ended 31st December 2022
Revenue
· Sales Revenue: £900,000
Cost of Sales
· Cost of Sales: £578,650
· Depreciation: £65,000
· Adjusted Cost of Sales: £643,650
Gross Profit
· Gross Profit: £256,350 (£900,000 - £643,650)
Operating Expenses
· Distribution Costs: £28,000
· Administrative Expenses: £170,000 (Including unpaid December salaries of £10,000)
· Directors' Remuneration: £5,000
· Total Operating Expenses: £203,000
Operating Profit
· Operating Profit: £118,350 (£256,350 - £203,000)
Other Income
· Commission not yet recorded: £2,000
· Goods sent to customers not yet recorded: £1,000
· Total Other Income: £3,000
Interest Expense
· Interest Expense: £2,000
Profit Before Taxation
· Profit Before Taxation: £119,350 (£118,350 + £3,000 - £2,000)
Taxation
· Taxation: £15,000
Profit for the Year
· Profit for the Year: £104,350 (£119,350 - £15,000)

[bookmark: _Toc153903214]4.0.0 Formulas and Ratios for ‘Sweet Plc’
In this section, 'Sweets plc's' financial performance and efficiency is looked at through the lens of various financial ratios is analysed. These ratios convert financial statement information into indicators that reveal the company's profitability, efficiency, liquidity, and solvency (Bragg, 2021). 
[bookmark: _Toc153903215]4.1.1 ‘Sweet Plc’ ROCE
The Return on Capital Employed (ROCE), measures ‘Sweet Plc’ ability to generate profits from its total capital employed. It's particularly telling of how efficiently a company is using its capital to generate profits before tax, and “a fundamental measure of business performance” (Atrill and McLaney, pp.204, 2016). 
Calculate Capital Employed:
· For 2022: Capital Employed = Total Assets - Current Liabilities = £9,736m - £2,511m = £7,225m.
· For 2021: Capital Employed = Total Assets - Current Liabilities = £10,087m - £3,046m = £7,041m.
Calculate ROCE:
· For 2022: ROCE: (Operating Profit / Capital Employed) × 100 = (805 / 7225) × 100 ≈ 11.14%.
· For 2021: ROCE: (Operating Profit / Capital Employed) × 100 = (699 / 7041) × 100 ≈ 9.93%.
[bookmark: _Toc153903216]4.1.2 ‘Sweet Plc’ ROE
Return on Equity (ROE) is a measure of a corporation's profitability that reveals how much profit a company generates with the money shareholders have invested. It is expressed as a percentage and calculated by dividing the company's net income by shareholders' equity.
For 2022: Net Income: £431m
· Ending Shareholders' Equity (Net Assets): £3,088m
For 2021: Net Income: £366m
· Ending Shareholders' Equity (Net Assets): £2,912m
The Return on Equity (ROE) for Sweets plc:
For the year 2022:
· ROE = (Net Income / End of Year Shareholders' Equity) × 100
· ROE = (431 / 3088) × 100 ≈ 13.96%
For the year 2021:
· ROE = (Net Income / End of Year Shareholders' Equity) × 100
· ROE = (366 / 2912) × 100 ≈ 12.57%
[bookmark: _Toc153903217]4.1.3 Earnings per Share
Earnings per Share (EPS) is a key financial metric that indicates the profitability of a company on a per-share basis. It is calculated by dividing the net income available to common shareholders by the average number of outstanding shares over a certain period. Generally, a higher Interest Cover ratio suggests that the company is in a better position to meet its interest obligations (Sangster et. al., pp.644, 2017). 
Ordinary Share Capital​ (£300m) / Nominal Value per Share (£0.50) = Number of Ordinary Shares (600m)
For the year 2022:
· EPS = Net Income / Number of Ordinary Shares
· EPS = £431m / 600m shares ≈ £0.718 per share
For the year 2021:
· EPS = Net Income / Number of Ordinary Shares
· EPS = £366m / 600m shares ≈ £0.61 per share
[bookmark: _Toc153903218]4.1.4 Net Profit Margin
Brigham and Ehrhardt (2016) describe the Net Profit Margin as a measure that captures the overall operational efficiency of the firm. It reflects the percentage of each sales dollar remaining after the firm has paid for its goods, operating expenses, and taxes.
For 2022:
· Net Income: £431m
· Revenue: £6,738m
· Net Profit Margin = (Net Income / Revenue) × 100
· Net Profit Margin = (431 / 6,738) × 100 ≈ 6.40%
For 2021:
· Net Income: £366m
· Revenue: £6,441m
· Net Profit Margin = (Net Income / Revenue) × 100
· Net Profit Margin = (366 / 6,441) × 100 ≈ 5.68%
[bookmark: _Toc153903219]4.1.5 Asset Turnover
The Asset Turnover ratio is a financial metric used to assess the efficiency with which a company utilizes its assets to generate revenue. It measures the effectiveness of a firm in using its assets to produce sales.
For 2022:
· Revenue: £6,738m
· Total Assets: £9,736m
· Current Liabilities: £2,511m
· Asset Turnover = Revenue / Capital Employed
· Asset Turnover = £6,738m / (£9,736m - £2,511m) ≈ 0.933
For 2021:
· Revenue: £6,441m
· Total Assets: £10,087m
· Current Liabilities: £3,046m
· Asset Turnover = Revenue / Capital Employed
· Asset Turnover = £6,441m / (£10,087m - £3,046m) ≈ 0.915
[bookmark: _Toc153903220]4.1.6 Stock Holding Days
The Asset Turnover ratio is a financial metric used to assess the efficiency with which a company utilizes its assets to generate revenue. It measures the effectiveness of a firm in using its assets to produce sales.
For 2022:
· Revenue: £6,738m
· Total Assets: £9,736m
· Current Liabilities: £2,511m
· Asset Turnover = Revenue / Capital Employed
· Asset Turnover = £6,738m / (£9,736m - £2,511m) ≈ 0.933
For 2021:
· Revenue: £6,441m
· Total Assets: £10,087m
· Current Liabilities: £3,046m
· Asset Turnover = Revenue / Capital Employed
· Asset Turnover = £6,441m / (£10,087m - £3,046m) ≈ 0.915
[bookmark: _Toc153903221]4.1.7 Debtors Collection Period 
The Debtors Collection Period, also known as 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 sales.
For 2022:
· Trade Receivables: £1,249m
· Revenue (assuming all are credit sales): £6,738m
· Debtors Collection Period = (Trade Receivables / Annual Credit Sales) × 365
· Debtors Collection Period = (1,249 / 6,738) × 365 ≈ 67.66 days
For 2021:
· Trade Receivables: £1,287m
· Revenue (assuming all are credit sales): £6,441m
· Debtors Collection Period = (Trade Receivables / Annual Credit Sales) × 365
· Debtors Collection Period = (1,287 / 6,441) × 365 ≈ 72.93 days
[bookmark: _Toc153903222]4.1.8 Current Ratio
For the year 2022:
· Current Ratio = Current Assets / Current Liabilities
· Current Ratio = £7,433m / £2,511m ≈ 2.96
For the year 2021:
· Current Ratio = Current Assets / Current Liabilities
· Current Ratio = £7,732m / £3,046m ≈ 2.54
[bookmark: _Toc153903223]4.1.9 Gearing Ratio
Gearing is a financial ratio that compares a company's total debt to its equity capital, indicating the extent to which a company is financed by debt versus its own funds. High gearing indicates a higher reliance on debt, which could increase financial risk, while low gearing suggests more equity funding and potentially lower risk (Harris & Raviv, 1991).
For the year 2022:
· Gearing Ratio = Total Debt / (Total Debt + Shareholders' Equity)
· Gearing Ratio = £4,137m / (£4,137m + £3,088m) ≈ 57.26%
For the year 2021:
· Gearing Ratio = Total Debt / (Total Debt + Shareholders' Equity)
· Gearing Ratio = £4,129m / (£4,129m + £2,912m) ≈ 58.64%
[bookmark: _Toc153903224]4.1.10 Interest Cover
Generally, a higher Interest Cover ratio suggests that the company is in a better position to meet its interest obligations.
For the year 2022:
· Interest Cover = Operating Profit / Interest Expense
· Interest Cover = £805m / £226m ≈ 3.56
For the year 2021:
· Interest Cover = Operating Profit / Interest Expense
· Interest Cover = £699m / £181m ≈ 3.86 
[bookmark: _Toc153903225]4.2.0 Critical Discussion on ‘Sweets Plc’ Financial Performance
The financial performance and position of Sweets Plc over the years 2021 and 2022 can be critically assessed using various financial ratios that offer insights into the company's profitability, efficiency, liquidity, and leverage.
In terms of profitability, the Net Profit Margin increased from 5.68% in 2021 to 6.40% in 2022 (User Calculations), indicating an improvement in the company’s efficiency at converting revenue into actual profit. This suggests effective cost control measures and potentially successful pricing strategies (Brigham & Houston, 2019). The Earnings per Share (EPS) also increased from £0.61 in 2021 to £0.718 in 2022, providing evidence of growing profitability per share and enhanced shareholder value.
The Asset Turnover ratio remained relatively stable, with a slight increase from 0.915 in 2021 to 0.933 in 2022. This stability indicates consistent revenue generation from the company's asset base, though there is room for improvement in asset utilization (Ross et al., 2008).
Liquidity, as measured by the Current Ratio, shows a robust position with a ratio of approximately 2.96 in 2022, marginally up from 2.54 in 2021. These figures are well above the benchmark of 1.0, suggesting that ‘Sweets Plc’ has sufficient liquid assets to cover short-term obligations.
However, the company's leverage, as indicated by the Gearing Ratio, presents a high level of debt at 1.34 in 2022 and this is a slight decrease from 1.42 in 2021, which it suggests that a significant portion of the company's capital structure is financed through debt, this may increase financial risk (Brigham & Houston, 2019). The Interest Cover ratio, while adequate at 3.56 in 2022, indicates a declining ability to service debt from operating profits compared to 3.86 in 2021.
Overall, ‘Sweets Plc’ displays a strong liquidity and profitability profile but carries a relatively high level of debt, which could be a concern if not managed carefully, especially in an environment of rising interest rates that would impact interest cover and cost of capital.
[bookmark: _Toc153903226]
5.0.0 Conclusion

In conclusion, the financial analysis conducted in this report offers valuable insights into the company's fiscal performance and efficiency over a certain period. The examination of financial ratios, specifically ROCE and ROE, has revealed an upward trend in the company's profitability and capital management efficiency. The meticulous breakdown of the financial statements has emphasized the critical nature of accurate financial reporting and adherence to accounting principles. 
These findings underscore the importance of robust financial analysis for stakeholders in assessing the economic viability and strategic direction of a company. Effective use of financial data is essential for informed decision-making and forms the bedrock of corporate financial strategy (Bender, 2002). The report aligns with established financial theories which suggest that a comprehensive understanding of financial ratios is imperative for evaluating a company's market standing and operational success.
[bookmark: _Toc153903227]
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