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Introduction

Accounting involves systematically carrying out several key steps to provide financial details about a company. First, the relevant financial information is identified and recorded. Next, the data is measured and categorized into financial statements that classify where the money came from and where it was spent. Accountants verify the accuracy of the statements and summarize the key points. The purpose of accounting is to interpret and communicate these financial reports to internal managers and external stakeholders like investors and regulators. By presenting this financial data, accounting enables users to analyse the company's financial health and performance to make well-informed business decisions. Overall, accounting is a vital process that produces financial reports to ensure various users can understand and use financial information for decision-making. Fundamental accounting concepts and principles form the foundation of the accounting discipline and financial reporting. Adhering to these concepts such as the accounting equation, double entry bookkeeping, accruals, going concern and monetary unit allows for consistent recording and standardized reporting (Horngren et al., 2018).
Accounting information affects many stakeholders like management, investors, lenders, suppliers, employees, customers, regulators and the general public. For example, managers require accounting reports to make decisions related to controlling costs, determining selling prices, budgeting and assessing performance. Investors and lenders analyze financial statements like the income statement, balance sheet, statement of changes in equity and cash flow statement to evaluate the financial health, viability and risks of an organization as part of investment or lending decisions (Elliot and Elliot, 2021). Employees use accounting information to assess job or retirement security. Suppliers and vendors may request accounting statements to determine credit limits or terms.
Fundamental accounting concepts and standards also lend credibility, transparency and comparability to financial reporting across different companies, industries and time periods (Horngren et al., 2018). Regulators can more effectively monitor company activities while customers and the public gain increased confidence in the functioning of businesses. In summary, accounting fundamentals and financial reporting play a vital role in enabling users to make informed economic decisions about organizations.



INCOME STATEMENT FOR THE YEAR ENDED 31st DECEMBER 2022



	
	£
	£

	Sales
	800,980
	

	Cost of good sales
	(578,650)
	

	Gross Profit
	
	222,330

	Expenses:
	
	

	Administrative expenses
	(30,000)
	

	Distribution costs
	(28,000)
	

	Director’s remuneration
	(5,000)
	

	Interest expenses
	(2,000)
	

	Sales commission
	(3,000)
	

	Total expenses:
	
	68,000

	Income before tax
	154,330
	

	Corporation tax
	100,000
	

	Net income
	
	54,330


















Statement of financial position for the year ended 31st December 2022
                                                                                                              £
Assets
Non - current Assets
Plant and equipment              					      1,250,000
Current assets      
Stock				 				        510,850
Trade receivable		    				        171,105
Cash and bank		        				                      96,000
Total Assets                         					      2,027,955

Liabilities
Currents Liabilities
Trade payables		    				        (188,625)
Outstanding sales commission				            (3,000)
Corporation tax 		    				         (100,000)
Total current Liability		                                             291,625

Non-current liabilities
2% debentures						                     200,000
Shareholder’s equities
£1 Ordinary shares                                  900,000
Less: Dividend			        20,000		          880,000	
10% £1 preference shares		      500,000
Less: Dividend 			        30,000		          470,000
Add: Retained Profits						          132,000	
Add: Net Profit							54,330
Total shareholders equities					         1,536,330

Total liabilities and shareholder’s equities			          2,027,955

1.b) 
The fundamental accounting principle that assets equal liabilities plus equity serves as the basis for the balance sheet. To maintain this equation, accountants utilize double-entry accounting, recording each transaction in at least two accounts. This process ensures that every credit has a matching debit so that the books stay balanced. More specifically, increases or decreases in assets must have corresponding increases or decreases in liabilities or equity. The dual entry for each transaction acts as a control to verify accuracy. 
A company's balance sheet is a key financial statement that summarizes its financial position for a set period of time. The balance sheet provides an overview of a company's assets, liabilities, and shareholders' equity to evaluate its financial performance. The balance sheet shows a snapshot of a company's financial makeup on a given date. Companies prepare balance sheets quarterly, monthly, or annually depending on how frequently their finances change. The balance sheet helps management assess the company's ability to meet its obligations. It should balance, meaning total assets must equal the sum of liabilities and shareholders' equity, as per the double-entry accounting principle. Comparing current and past balance sheets allows analysis of changes in assets, liabilities, and equity over time. Overall, financial experts can extract valuable insights about a company's financial health from its balance sheet. By reviewing assets, liabilities, and equity, they can evaluate the company's financial position and performance. Therefore, following the double-entry bookkeeping system is the primary reason that the balance sheet remains in equilibrium (Kimmel et al., 2022). This proven methodology provides a reliable mathematical validation of financial transaction recording.


Ratios

	ROCE: 
	Return on Capital Employed = Profit before interest / Capital Employed x 100%

	CE:
	Capital employed = Total assets – Current liabilities



2021: Capital employed= 9,736-2,511=7,225 
ROCE: 805/7,225=0.111 x 100%= 11,14%
2020: 
Capital employed=10,087-3,046=7041
ROCE: 699/7041=0,0992x100%= 9,92% 

	ROE 

	Return on Equity = (Earnings / Equity) x 100%



2021: 431 / 3,088=0,1395
0,1395 x 100 = 13.96%

2020: 366 / 2,912=0,1256
0,1256 x 100 = 12.57%

	Earnings per Share

	Earnings per Share = (Net income – Preferred dividends)/Number of ordinary shares



2021: 431-255 =176
176/300 = £0.59 per share 

2020: 366-242=124
124 /300 = £0,41 per share

	Net Profit Margin

	Net Profit Margin = (Net profit / Sales) x 100% 



2021: (431 / 6,738) x 100 = 6.4% 
2020: (366 / 6,441) x 100 = 5.7%


	Asset Turnover

	Asset Turnover = Net sales/ Total Assets



2021: 6,738/9,736=0.69 times
2020: 6,441/10,087= 0.63 times

	Stock Holding Days

	Stock Holding Days = (Inventory / Cost of Sales) x 365 (days)



2021: 708/3,235 x 365 = 0.218 x 365= 79,88 (80 days)
2020: 659/3,096 x 365 = 0,212 x 365 = 77,69 (78 days)

	Debtors Collection Period

	Debtors Collection Period = (Trade Receivables / Revenue) x 365



2021: (1,249 / 6,738) x 365 = 0.185 x 365 = 67.65 (68 days)
2020: (1,287 / 6,441) x 365 = 0.199 x 365 = 72.93 (73 days)


	Current Ratio

	Current Ratio = Current Assets / Current Liabilities (x:1)



2021: 2,303 / 2,511 = 0.92 times 
2020: 2,355 / 3,046 = 0.77 times

	Gearing Ratio

	Gearing Ratio = Long Term Debt / (Long-Term Debt +Equity) x 100%



2021: 4,137 / (4,137 + 3,088) x 100=4137/7225 x 100 = 0.5725 x 100= 57.25% 

2020: 4,129 / (4,129 + 2,912) x 100 = 4,129/7,041 x 100= 0,5864 x 100= 58.64%

	Interest Cover

	Interest Cover = Operating Profit / Interest Payable



2021: 805 / 226 = 3.56 times
2020: 699 / 181 = 3.86 times 
 




Sweets plc - financial performance and position

The financial results of Sweets plc improved in 2021 versus 2020. The return on capital employed (ROCE) rose from 7.65% to 8.58%, signalling enhanced capital utilization.
The return on equity (ROE) also increased from 12.57% to 13.96%, indicating higher returns for shareholders. Earnings per share grew from £0.41 to £0.57, showing greater profitability per share.
The net profit margin edged up slightly from 5.68% to 6.39%, denoting improved profitability. Asset turnover increased from 0.63 times to 0.69 times, implying more efficiency in generating revenue from assets.
Inventory holding days rose marginally from 78 days to 80 days, suggesting some differences in inventory management.
The accounts receivable collection period also improved from 73 days to 68 days, indicating more effective accounts receivable administration.
The current ratio progressed from 0.77 times to 0.92 times, signalling stronger short-term liquidity. The debt-to-equity ratio decreased slightly from 58.64% to 57.25%, implying a lower dependence on debt financing.
The interest coverage decreased from 3.86 times to 3.56 times, denoting a slightly reduced capacity to cover interest payments.
Overall, Sweets plc demonstrated enhanced profitability, efficiency, and liquidity in 2021. However, the company still has a fairly high debt load and needs to concentrate on sustaining or growing its interest coverage to ensure financial stability (Palepu et al., 2022).
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