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[bookmark: _Toc153956206]Introduction 
Accounting is the procedure of recording financial statements which significantly pertain towards the business. This accounting procedure mainly involves reporting, analyzing and summarizing that transaction for effectively overseeing the tax collection entities, regulations and agencies. The financial statement utilized in this accounting is the brief summary of the financial transaction across the accounting period, significantly briefing the overall operation of the company, cash flows and financial position. Accounting is the key function concerning all kinds of businesses. The reports mainly generated through the different accounting streams such a managerial accounting and cost accounting are invaluable for helping management in order to make better business decisions. Accounting plays a vital role in properly running a business as it assists in tracking expenditure and income, providing government, management and investors quantitative financial information besides ensuring statutory compliance (Weygandt, et al. 2020). Some of the vital objectives or fundamentals of accounting are analysis, reporting and record-keeping. One of the crucial accounting fundamentals involves record keeping which is the main function of accounting. An organization should properly utilize a standard form of retaining and storing information, hence it could effectively retrieve the demands when it would arise. Financial reporting is further the key accounting fundamentals after the record keeping. It includes putting together all the detailed transactions besides the necessary reports. However, this essay will identify various kinds of standards and concepts for collecting the perception regarding account statements and rules.in this study, an income statement will be prepared concerning Wales Plc. during the financial year of 2022 besides reflecting their overall financial performance. Aside from this, multiple financial ratios will be calculated regarding Sweet Plc. to compare the monetary achievements besides the drawbacks between 2021 and 2022. 
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The statement of financial position is another concept of balance sheets. The statement list mainly involves equity, liabilities and assets regarding an organization as a report date. Furthermore, it also provides a short brief regarding the overall financial condition of a business as a partial date. It is one of the financial statements which is initially represented in the statement of cash flow and income statements (Hasanaj & Kuqi, 2019). The financial statement which reflects the company's reflectivity is the main income statement. This statement of owner equity is further known as the “Statement of the retained earnings”. On the other hand, the balance sheets indicate the company's solvency bride the financial position. The cash flow statement effectively shows the cash outflows and inflows regarding the organization's specific period of time (Robinson, 2020). In short, financial statements are short reports in which the information gets obtained through the day-to-day bookkeeping activities regarding the bookkeepers and financial accounts. 
An asset is the same kind of resource or items along with monetary values which a business effectively owns. The current assets are those kinds of assets which could be effectively converted within cash in a certain year such as accounts receivable or short-term investment returns. On the other hand, the non-current assets mainly indicate the longer-term assets along with a full value which cannot be recognizable unless after one year (Duțescu & Duţescu, 2019). Non-current assets could be both intangible and tangible which indicate that thighs could physically touch resource which does not have physical forms. Current assets could be categorized as more liquid and liquid aspects depending on how rapidly an individual could convert those into amounts of cash (Wokeh, 2023). In short, the non-current assets are significant long-term investments in which the full value would not be realized in an accounting year. They are initially highly illiquid meaning that those assets could be easily converted into cash. Some of the instances of non-current assets mainly involve equipment, real estate, intellectual property and investment. 
The financial statements give a brief regarding the corporation’s financial health in a specific period of time, providing core insights concerning its performance, overall condition, cash flow and operations. Shareholder’s demand financial statements for an informed decision regarding equity investments, particularly when it comes for the period of corporate matters. There are different kinds of shareholders' tools which had their disposal for making equity implementations (Fridson & Alvarez, 2022). In order to make a much better decision, it is vital to properly analyze the overall stock utilizing measurement variety of instead of a few measurements. Some of the other metrics which are available mainly involve price ratios, efficiency ratios, debt ratios, liquidity ratios and profitability ratios.  
The statements regarding the financial position are mainly called the balance sheets which include both prepayments and accruals for understanding the accurate economic position of a company. An accrued expense further known as the accrued liabilities is an accounting term that refers towards expenses which are effectively recognized within the books even before it has been paid (Martini, et al., 2020). Accrued expenses mainly get recognized within the books while it would be incurred, not while it would get paid. Besides, accrual accounting demands many journal entities compared to the initial cash balance accounting. It provides a much more accurate financial picture compared to the cash basis accounting. As the accrued expenses mainly represent the company's obligations for making future cash payments, it could be shown in the company’s balance sheets regarding the current liabilities (Christofzik, 2019). Thereby, there is no need to involve the accruals and prepayments within the statements of financial position.  
Financial regulation mainly indicates the rules beside the law firms which operate within the financial industry such as assets managers, financial brokers, insurance companies, credit unions and banks. The financial industry must follow those financial regulations. However, financial regulation is much more about having rules within a certain place, it's further about the ongoing oversights besides the enforcement of those rules (Kliestik, et al., 2020). A proper and well-functioning financial system is crucial for the consumers, businesses and the economy. Financial regulation is the portion of ensuring the soundness and safety of the financial system besides protecting the consumers. Poor and badly regulated financial institutions had the potential to undermine the financial system's stability. Financial regulations confirm the systematic and logical concepts and standards that companies should follow for assuring the relevance of their financial statements. It can be evaluated by accomplishing rules, regulations and protocols suggested through Generally Accepted Accounting Principles (Papík & Papíková, 2022). According to GAAP, four core principles are there which are the cost principle, the matching principle, the matching principle and the disclosure principle. Successful implementation of these four principles assists companies to establish the balance between assets, liabilities, expenses and gains which supports the accounting principles (Nothhelfer, 2022). The failure of introducing financial regulations harms the core aspect of businesses which is revenue recognition and deteriorates the decision-making process of the companies. Therefore, it is necessary to imply relevant financial regulations to manage the operational activities and conduct financial statement analysis to increase the profit volume. 
Ledger accounts are maintained by firms to perform the transaction record process on a daily basis that depends on the traditional accounting golden rules. Similarly, the trial balance shows the accuracy and interpretation of the relevant transactions shown in the ledger accounts (Weigand, et al., 2020). Based on the double-entry system of accounting, the trial balance should be balanced by reflecting the debited and credited amounts that occurred in the ledger accounts. Both accounts are interconnected with the basic concept of dividing the debit and credit transactions which are 
1. Debit that comes in and Credit that goes out, 
2. Debit the receiver and Credit the giver, and 
3. All revenue or gains will be Credit and all expenses or losses will be Debit. 
A ledger account is necessary for the companies that help in measuring the expenses or losses and revenues or earnings that occur on a daily basis. Simultaneously, the trial balance is generally used to reflect the gathering or loss within a particular month which can help in making balance sheets and income statements quarterly, half-yearly or annually. It can be confirmed that ledger accounts and trial balances are compulsory for the operating firms to generate the source of information for the annual financial statements. 
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In this section, a detailed income statement has been calculated to gather knowledge about the utilisation of profit in conducting the expenses by Wales Plc. An income statement shows the difference between the gross profit gained within a particular fiscal period with the operating cost that occurred during the business activities (Barker, et al., 2020). It relies on the amount of net income generated at the end of a particular period where a positive amount shows an income and a negative amount shows an operating loss. 
[image: ]
Figure 1: Income Statement for the year ended 31st December 2022 for Wales Plc. 
(Source: Excel)
The calculation determines the suitability and efficiency of the cost management team of Wales Plc as they generated a positive amount of income at the end of the financial year of 2022. The gross profit of the company after subtracting the cost of sales is £ 321350 confirming the efficient profit gained. On the other hand, the amount collected as net income or profit is £145850. It proves that Wales Plc is operating its business in an efficient way where they are collecting net income or surplus. As per the accounting standards, the company should utilise the surplus in the following years as the opening balance. Similarly, the company can also find alternative ways to maximise the cash inflow-related transactions which will generate more income in the future time period. 
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a) In this part of the essay, the ratio analysis statement has been computed by using ten different ratios related to the profit, sales, inventory and equity balance of Sweet Plc. The ratio analysis determines in-depth knowledge regarding the external and internal business activities of the firm (Sukandani, et al., 2021). It relies on a quantitative perspective of the companies based on the numerical amount gathered by the financial statements showing gains, expenses, equity and share market. The purpose of conducting the ratio analysis is to get an overview of the internal and competitive performance to measure the current position of the company in the market (Wild & Shaw, 2019). Here in this task, information collected on Sweet Plc for the fiscal year 2022 is compared with the outcomes of 2021. 
[image: ]
Figure 2: Calculation of Financial Ratios for Sweet Plc. For 2021 and 2022
(Source: Excel)
Return on Capital Employed directs the performance of a company by optimising capital employed which is the difference between total assets and total current liabilities to generate operating profit. It is necessary for firms to assure a higher rate of ROCE as it denotes the higher profit gathered by the company within a particular period. The rate of Return on Equity interprets the suitable distribution of the net income generated at the end of the fiscal period among the shareholders as their return. A high rate of ROE is expected by the shareholders and the company which ensures the higher earnings per share. The rate of net profit margin is interrelated with the revenue earned after covering the operational cost. It determines the amount of profit that can be utilised by companies to manage the investment return and other internal works. The asset turnover ratio generates an understanding of the usage of assets in making sales. Stock holding days show the movement of stocks or inventories in the business environment indicating a negative supply chain management. For this reason, companies intend to control the number of stock-holding days within 30 to 60 days. A higher stock holding period implies a poor supply chain and inventory management system of the companies. The debtor's collection period is the number of days that is expected by companies to receive from debtors. The current ratio reflects the utilisation of current assets to reduce the current liabilities of the firm. A higher current ratio is needed to be maintained whereas it reflects the positive movement of assets than current liabilities. The gearing ratio can be proposed to measure the availability of equity in creating a company’s debt. A higher interest coverage ratio indicates the capability of a firm in paying the debt. These ratios are necessary to calculate by the companies to get a proper knowledge of the internal and external business environment. 
b) From the above calculation, it can be confirmed that Sweet Plc. has a suitable economic strength to meet the required amount of income by generating more sales. The higher rate of ROCE shows that the company is collecting more operating profit in 2022 than the previous year. The increased ratio of ROE also provides a positive impact on the return to the shareholders with the higher net income gathered in 2022. The rate of earnings per share has also increased in the current financial year indicating the return received by the shareholders from the distribution of the net income. Hence, the constant rate of net profit margin indicates that the company did not gain enough net profit in 2022 than 2021. The increased rate of the current ratio and the asset turnover ratio implies the effective involvement of assets in collecting funds. The decreased rate of interest coverage ratio reflects the lack of debts to the shareholders. On the other hand, the raised number of stock holding days and debtors collection period implies the negative supply and inventory management of Sweet Plc in 2022 than the previous year. Therefore, it can be stated that Sweet Plc has to improve its stock management and decrease the period of debtor collection to prevent future financial loss. The company should also improve its net profit margin by reducting operational costs. 
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In conclusion, it can be concluded that understanding accounting fundamentals is necessary for an individual to gather knowledge about the economic outcomes of a company. In order to conduct an effective balance sheet or the statement of the financial position of a firm, both cash and non-cash transactions are needed to be recorded. It consists of the changes in assets, liabilities, gains and expenses that occurred in a particular financial year where prepayments and accrued transactions will be executed. Non-current assets can be segmented into three parts such as tangible, non-tangible and natural resources among which only tangible assets can be moved. Individuals are needed to gain knowledge about the correct non-current assets to know the moveability of the assets. Managers are the core component for managing communication with the shareholders and they can provide financial information to the future shareholders for getting their attention towards the company. Proper maintenance of the ledger accounts and trial balance ascertain the deliverance of the accounting statements such as balance sheet, income statement and others. It is necessary for the companies to promote all these accounting statements accordingly with the implementation of accounting rules or standards. In this essay, an income statement has been prepared for indicating the usage of profit in covering the expenses of Wales Plc. The income statement has significantly shown the active usage of cash or liquid funds by the company and generates a positive surplus as the net income. On the other hand, a ratio analysis has been conducted here to compare the economic performance of Sweet Plc from the current year 2022 with the previous year 2021. 
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[Amount [Amount
[Particulars £ £

Sales revemue 900000

[Less: Cost of Sales 578650)

[Gross profit 321350|
[Less: Operating expenses

[Depreciation of equipment cost

|charged @10% annually for 10 years 6500]

|Administrative expenses 150000)

[Prepaid salesman's commission 2000]

[Directors' remunaration 5000)

[Distribution cost 28000)

[Accrued expenses 1000)

[Operating cost before tax 102500]
[Interest paid 2000]

[Corporate tax 15000)

[Operating cost after tax 175500)

[Net Tncome at the end of the year

145850)
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[Particulars [Formulas 2022 2021

1. Retum On Capital |Operating profit Capital employed thatis

[Employed Total assets- total current iabilies 011 0.10|

2 Retum on Equity _|Net income/ Sharcholders' Equity 021 013
[Net income/ Oustanding shares in common

3. Earnings per share |stock 1.44] 122

[4-Net profit margin _|Revenme- cost/ revenne 052 052

5. Assct tumover | Net sales average total assets 138 128

6. Stock holding days | Average inventory/ COGS *363 80| 78

7. Debtors collection

lperiod (days) | Accounts recievable / net credit sales*365 236] 196

8. Current ratio | Current assets/ current liabilties 092 077

9 Gearing ratio [ Total debt total equity 134] 142
[Earmings before interest and tax inferest

10 Tnterest cover __|expense 274 298





