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INTRODUCTION 
	Accounting is a process of summarizing, reporting, analysing, recording of the financial information related to the business. Accounting fundamentals are assisting principles to perform the financial transactions. Main users of financial information use the financial statements to decision making (de Souza and et.al, 2019). Financial statements are use the basic principles to record and report the transactions. Financial accounting has occurred problems in measurement of various elements. Financial statements are used to calculate the ratios and ratios are helpful to analyse the financial position of the organization by the investors for decision making. In this report there is two task, first task is a preparation of financial statements. And second task is a calculation of ratios.
QUESTION 1
a) Financial statements for Wales Plc.
	               Income statement for the year ended 31st December 2022

	Particulars
	Amount(£)

	Sales
	800980

	Less: Cost of sales
	578650

	Gross profit
	222330

	Administrative expenses 
	30,000

	Interest paid 
	2,000

	Directors remuneration 
	5,000

	Distribution costs 
	28,000

	Outstanding Sales commission
	3,000

	Preference dividend paid
	30,000

	Net profit before tax
	1,24,330

	Less : corporate tax
	1,00,000

	Net profit after tax
	24,330

	Less : ordinary dividend paid
	20,000

	Retained profits 
	4,330



	Balance sheet as on 31st December 2022 

	Liabilities
	Amount(£)
	Assets
	Amount(£)

	£1 ordinary shares 
	9,00,000
	Plant and equipment 
	12,50,000

	10% £1 preference shares 
	5,00,000
	Trade receivable 
	1,71,105

	Retained profits
	1,36,330
	Cash and bank 
	96,000

	2% Debentures 
	2,00,000
	Stock on 31st Dec 2022
	5,10,850

	Trade payable 
	1,88,625
	 
	 

	Outstanding commission
	3,000
	 
	 

	Tax payable
	100000
	 
	 

	 
	20,27,955
	 
	20,27,955



b) Balancing of financial position
Financial position is evaluated by the balance sheet. Balance sheet always have equal balance in both of the side assets and liability side. The major reason for the equal balance in balance sheet assets and liabilities is accounting principle of double entry (Hutahayan, 2020). The system of accounting is records and report all of the financial transactions in two different place of accounts.
Main users of financial statements
Financial statements are crucial equipment for providing information about organization financial performance, position, and cash flows. Several key users depend upon these statements to make informed decisions. The major users of financial statements and their Requirement contains:
Investors and Shareholders:
Investors and shareholders are interested about the financial statements to evaluate the business profitability, financial position, and growth capability. They use this information to investment decision making, assess dividend pay-outs, and find out the value in their shares.
Creditors and Lenders:
Creditors and lenders, along with banks or bondholders, analyse financial statements to assess the organization's potential to repay its debts and interest. They focus at the business liquidity, debt levels, and cash flows to assess credibility and determine the terms and conditions for extending credit or loans.
Management:
The management team of an organization uses financial statements to track the organisation's overall performance, trends identification and make strategic decisions (Gayathri and et.al, 2022). They Depends upon Financial information to evaluate profitability, cost control, resources allocation and set financial goals. Financial statements help management to evaluate the effectiveness strategies and make required adjustments.
Employees:
Employees have an interest in financial statements as they provide insights into the organization's financial balance and profitability. Employees might examine the business's ability to provide stable employment, pay salaries and advantages, and contribute to retirement plans. Financial statements can also be used during in labour negotiations or discussions regarding profit-sharing plans.
Basic principles 
Financial statements are important reports that provide a summary of a business financial overall performance and position over a particular period (Conley and et.al, 2019). The basic principles underlying financial statements include:
Accrual Basis: Financial statements are prepared the using of the accrual basis of accounting, which recognizes sales when it is earned and expenses when incurred no matter when the cash is received or paid.
Going Concern: Financial statements assume that the organization will continue its operations in the foreseeable future. This principle uses in preparation of financial statements under the assumption that the organisation will not liquidate or stop its operations.
Consistency: Financial statements prepared by using of consistency accounting techniques and practices from one duration to other. Consistency enable significant comparisons of financial records between various durations.
Materiality: Financial statements need to document material information that could influence the decisions of users. Materiality depend upon on the nature and importance of an item and requires the disclosure of important information while ignoring immaterial information.
Historical Cost: Financial statements usually report assets at historic cost, which represents the amount paid to accrue them. This principle provides objectivity and verifiability to the financial data.
Entity Concept: Financial statements are prepared for individual business entities, separate from the personal finances of their proprietors (Shodiyev, 2020). The entity concept ensures the separation of personal and business enterprise transactions.
Monetary Unit: Financial statements are expressed in a common monetary unit like the local currency. This principle enables the comparison and combination of financial facts.
Full Disclosure: Financial statements disclose all important information to users, consisting of important accounting rules, potential risks, contingencies, and other relevant information. This principle guarantees transparency and helps customers make informed decisions.
The measurement problems 
Financial accounting contains measuring and quantifying financial events and transactions to report them in financial statements (Moses and Hopper, 2022). However, several measurement issues can rise up in the process. Some common measurement problems in financial accounting contains:
Valuation of Assets and Liabilities: Determining the value of assets and liabilities may be hard. Assets may be recorded at historical value, fair value or other valuation techniques. Similarly, liabilities can also require estimation of future cash flows and discounting to determine their present value.
Depreciation and Amortization: Allotment of the long term assets costs, such as buildings and equipment, over their lifespan needs effective depreciation or amortization methods and periods. Therefore, the impact upon the financial statements and are subjective in nature. 
Estimating Bad Debts:  There is need of the estimation of the bad debts by the company.   There is the involvement of the judgement in the identification of the doubtful accounts and also includes measurement in the form of historical collection period, conditions of economy and credit eligibility of the customers. 
Inventory Valuation: the calculation of the inventory value required the effective method, such as FIFO or LIFO method.  The different result is obtained from each method which influence the probability of the company or its obligations. 
Contingent Liabilities: the measurement of the contingent liabilities, includes potential legal claims or warranties, which needs the evaluation of the likelihood and valuable amount of cash flow for the future (Özcan, 2021). Therefore, there is the presence of the uncertainty and judgements in these estimation. 
Significance of choices of accounting policies
The selections of accounting policies have significant implications for financial reporting and can significantly affect the presentation and interpretation of financial statements. Here are some key motives why the selections of accounting policies are significant:
Impact on Financial Performance: Different accounting policies can result in various measurements of revenues, fees, and net incomes. For example, the selection of depreciation method or inventory valuation method such as FIFO or LIFO can directly have an effect on profitability figures (Carnegie, 2022). These policy selections have a significant impact on how a business enterprise's financial overall performance is observed by means of stakeholders.
Comparability and Consistency: Consistency in accounting policies is significant for comparisons of financial information over time. The selections made by business in choosing accounting policies should be consistently applied from one reporting period to another. Consistency enhances the comparability of financial statements, permitting users to evaluate trends and examine performance over multiple durations.
Decision-Making and Resource Allocation: Financial statements are critical tool for decision-making to investors, lenders, and other stakeholders. The choices of accounting policies can have an effect on the belief of business financial position, profitability, and cash flows. Users depend upon financial information to investment decision making, assess credibility and effective resource allocation. Consistent and appropriate accounting policies are necessary to offer reliable and comparable information for decision-making.
Regulatory and Legal Requirements: Companies are frequently required to observe to specific accounting standards and guidelines set by using regulatory bodies inclusive of the International Financial Reporting Standards (IFRS) or Generally Accepted Accounting Principles (GAAP). These standards provide guidance on accounting regulations and make certain consistency and transparency in financial reporting. The selections of accounting policies should align with the relevant standards and regulations to compliance of legal necessities.
Stakeholder Expectations and Communication: Stakeholders such as investors, creditors, analysts, and regulatory corporations have certain expectancies about the accounting policies used by business (Anagnostopoulou, Tsekrekos and Voulgaris, 2021). The selection of accounting policies can influence stakeholders' belief of an organization financial position, risk profile and future forecasts. Clear and transparent communication regarding accounting policies helps stakeholders recognize the basis of financial reporting and make informed decisions.
Industry and Market Norms: Accounting policies are frequently influenced by industry practices and market norms. Companies within the same industry may adopt similar accounting policies to increase comparability. Deviations from industry norms may require additional causes or disclosures to keep away from confusion or misinterpretation.

QUESTION 2
a) Ratio calculation for Sweets Plc

	S.no.
	Particulars
	Formulas
	Calculations
	Year 2020
	Year 2021

	
	
	
	Year 2020
	Year 2021
	
	

	1
	ROCE
	(EBIT/ Average capital employed) *100
	( 699 / 7041 ) * 100
	(805/7225)*100
	10 %
	11 %

	2
	ROE
	(Profit after tax / shareholders equity) * 100
	( 366 / 2912 ) * 100
	(431/3088)*100
	13 %
	14 %

	3
	Earnings per share
	Retained earnings / Outstanding number of shares
	176 / 600
	124/600
	0.293333 times
	0.206667 times

	4
	Net profit margin
	Net profit / net total  sales
	( 366 / 6441 ) * 100
	(431/6738)*100
	6 %
	6 %

	5
	Asset turnover
	Turnover /Total assets
	6441 / 9736
	6738/10087
	0.661565 times
	0.667989 times

	6
	Stock holding days
	( Average inventory / cost of goods sold ) * 365 days
	( 659 / 3096 ) * 365 days
	(708/3235)*365 days
	77.69218 days
	79.88253 days

	7
	Debtors collection period
	(Accounts receivable / total credit sales) * 365 days
	( 1287 / 6441 ) * 365 days
	(1249/6738)*365 days
	72.932 days
	67.6588 days

	8
	Current ratio
	Current assets / current liabilities
	2355 / 3046
	2303/2511
	0.773145 times
	0.917164 times

	9
	Gearing ratio
	Total debt / total equity
	4129 / 2912
	4137/3088
	1.417926 times
	1.339702 times

	10
	Interest cover
	EBIT / Interest expense
	699 / 181
	805/226
	3.861878 times
	3.561947 times



b) Financial position of Sweets Plc
Return on capital: It calculates the ability of firm in generating profits through employing capital into the business (Haider, Singh and Sultana, 2021). The ratio calculated for the year 2020 and 2021 are 10% and 11%. This shows that the ability of firm has increased in increasing the level of profit with the help of efficiently utilizing the value of capital which is being employed in the entity. 
Return on assets: It shows how much return firm is able to generate by fully using the value of assets of business. The ratio for the year 2020 and 2021 came out to be 13% and 14%. This increase shows that organization is trying to improve its capacity of maximizing the profits through using assets' value. 
Earnings per share: It calculates the ability of business in generating profits from money generated from each share which is being issued. The calculation shows a reduction in the ratio from 0.29 times in 2020 to 0.21 times in 2021. Such reduction demonstrates that investors would be provided with lesser return for the investment they have made or for the shares they have purchased.
Net profit margin: It calculates the amount of profit being generated by the entity by maximizing the sales and reducing the overall cost of business. The net profit ratio calculated for the business is 6% for both the years. This shows that firm does not have made any efforts to increase the profit by increasing the sales. 
Asset turnover ratio: It calculates the ability of business in generating sales through employing assets of business. The ratio calculated for the business was recorded at 0.61 times for the year 2020 and 0.67 times for the year 2021. Such increase in ratio shows that firm is trying its best to bring improvement in its ability of utilizing the asset such that revenue could be generated. 
Inventory turnover: It refers to time period within which the company is able to sell off their assets. Lower the inventory days are considered to be better. In the given case, the inventory turnover days are decreasing from 2020 to 2021. The turnover days in 2020 were 8 days while it decreased to 3 days in 2021. This means that company efficiency to sell its assets are increasing.
Debtors collection period: It refers to the ability to collect money from debtors as quickly as possible. Increase in debtor’s period indicates lower efficiency and vice versa. The debtor’s collection period during 2020 were about 73 days which diminished to 67.65 days in 2021. This means that company is collecting its debts quickly which would help to increase company liquidity.
Current ratio: It refers to the comparison between the current assets and current liabilities. Current assets refer to the assets which are held for 1 year or less. Current liabilities are those obligations which are needed to me met within the year period. The desired ratio for CR is 2:1. The current ratio according to the above computation is found to be 0.77 during 2020 which increased to 0.91 in 2021. This means that current liquidity of company has been increased.
Gearing ratio: It is discussed here is debt to equity ratio. It provides the comparison between total debt employed to total equity. Its desired ratio is 2:1. It means that debt capital must not exceed two times of equity. The current debt equity ratio for company is 1.41 in 2020 which decreased to 1.33 during 2021. This means that the company use of debt is decreasing which would decrease risk factor within the company.
Interest coverage ratio: It helps to compute the ability of the company to meet its interest obligations. It is calculated by dividing EBIT by interest expenses incurred during the period. The Interest coverage ratio is considered to be higher as better. The ICR in 2020 was 3.86 times during 2020 which increased to 3.56 in 2021 which shows company ability to meet its interest liability is decreasing.

CONCLUSION 
	From the above report it can be concluded that the financial statements are crucial part for the organization to evaluate the financial performance. Financial information is helpful to get overview of the financial health of the organization. Financial ratio are easiest way to get financial position overview of the business. Accounting principles are use to preparation of the financial statements.
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