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Introduction 
The fundamentals of accounting are highly related with the concept of record keeping. Record keeping is also considered as the most primary function in accounting. A business or an industry must compile their financial or accounting operations with a standard form of retaining, storing, analyzing and interpreting financial resources or information. A company’s overall accounting process is divided into three major sections such as financial accounting, managerial accounting and income taxes. This particular report has focused into the financial accounting part that is mainly associated with preparation and interpretation of  financial statements of a company including income statement, balance sheet and cash-flow statement. 
[bookmark: _Toc121247378]The main users of financial statements and their needs 
The financial statements of any specific company are mainly used by the company's major stakeholders such as investors, market analysts and creditors. It allows them to assess the current financial position of a business that measures a company's ability to hold strong financial holdings (Kadim et al. 2020). Apart from the three types of  users or financial statements, management of the company, customers, competitors, government agencies and employees are also considered as valuable users of financial statements that help them to make financial decisions within critical situations. According to Osadchy et al. (2018), the use of financial statements can be divided into two parts such as external users and internal users. Internal users refer to those people who are internally associated with the business and its financial operations such as employees, management and suppliers. 
On the other hand, the external users include customers, investors and lenders of the business. Although, based on some academic reviews it has been stated that if a company’s financial statement consists of wrong data or interpreting mis-information, it could lead a firm to a drastic situation. Hence, it is essential for the financial managers or the operators of the business to incur only the right resources and financial information to present in the financial statements. Preparing an effective financial statement is needed by many who are typically associated with the organization (Roychowdhury et al. 2019). The major need of financial statements in a firm as it is able to provide a clear and concise snapshot of the organization. 
Furthermore, it includes measurement of financial health, providing deep insights into the performance, operations and as well as cash flow. As it has been already stated that there are three types of financial statements that are  mainly prepared within a company such as income statement, statement of balance sheet and a cash flow statement (Barker et al. 2022). These financial statements provide different insights such as company total income and expenses, current asset and liability level and also the cash flow inflation within a company throughout the year. 
[bookmark: _Toc121247379]Basic principles underlying in financial statement 
Financial principles as per accounting books and journals has been defined as a core process that helps an organization to manage both finances related within and outside of annual budget setting. As per the statement of Quarm et al. (2020), there are five major principles associated with a business that includes consistency, timelessness, justification, documentation and certification. The purpose of mentioning the financial principles underlying the financial statement is to guide a firm and its managers while making investment or financing on decisions. Although, among all the financial principles, it has been highlighted that maintaining a good cash flow in the business is essentially important. Furthermore, the reason cash flow as a core financial principle plays an important role as it is able to draw the possible drawbacks in the company’s financial cash flow statement (Gardi et al. 2021). It is also able to alert financial managers regarding if any negative cash flow inflation is involved within the process that could possibly prevent the major risks that can disrupt a new decision of a management regarding launching a new project or either invest in a product. 
On the other hand, it has been stated financial principles are also able to guide organizations while preparing for vast and various financial statements (Liu et al. 2018). Setting accounting principles while preparing financial statements ensures that they are complete, consistent and also easier to make critical comparisons. Computing financial statements such as income statements, balance sheets and cash flow statements in such a way helps an investor to understand the changes within financial performance of a company over the years (Günay and Fatih, 2020). Moreover, it provides an easier form of the company’s financial insights that helps to acknowledge the specific areas that are needed to be changed or omitted to strengthen the financial position and also increase the level of growth and work efficiency of a particular company. 
[bookmark: _Toc121247380]Recognize the measuring problems arising in financial accounting 
Financial assessment is the conversion of financial or economic data into monetary, hourly, or other units. In the views of Zamora-Ramírez and Morales-Díaz (2018), accounting measuring methods aid in the comparison and evaluation of accounting information. There are special issues that impact the various financial reporting measurement bases, such as absorption costing, value towards the firm, fair value, net realizable value, and valuation in use. Beside all this, other three common issues that arise during the preparation of the financial statements include reporting mistakes, differences in judgment, and misreporting. While it has been further demonstrated that reporting mistakes are errors caused by things like misjudgments or transposition figures (Ravazzi, 2022). Therefore, it is important for a business to maintain proper and ethical accounting principles and an incurred set of rules. As it has been found that Inaccurate financial accounting poses several risks, such as poor operational choices, adverse publicity, monetary penalties, loss of business value, and even civil proceedings against the firm and its executives. 
Meanwhile, the researchers and scholars have demonstrated the major reason or the cause of the leaders of a firm to face several measuring problems that typically arise in financial accounting due to many reasons, specifically it happens while one does not have sufficient and accurate knowledge of financial accounting (Lahiri et al. 2020). Apart from this, A lost opportunity, a loss of money, or a bad investment can all occur in the absence of financial skill, and this is one of the leading causes of monetary issues . Hence, it is suggested to the organizations for taking necessary actions such as recruiting financial experts for conducting the financial evaluation, use of right sources and information, and proper measuring and review is also crucial (Salamzadeh et al. 2019). In addition to this, it is further recommended that the companies do not undertake high-risk investments like speculation property investment, financial securities, or trash bonds. Conserve the money by investing in deposit accounts, alternative investments, treasury securities and explore other options to spend the total  money of the company.
[bookmark: _Toc121247381]“Preparation of income statement and financial position for Wales Plc”
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	“Computation of Income Statement of Wales Plc”

	Particulars
	Amount

	“Revenue”
	8,00,000

	“Cost of sales”
	5,78,650

	“Gross profit”
	221350

	“Administrative expenses”
	30,000

	“Interest paid”
	2,000

	“Directors' remuneration”
	5,000

	“Distribution costs”
	28,000

	“Operating profit”
	132000

	“Profit before tax”
	353350

	“Taxation”
	100000

	“Profit for the period”
	253350



Table 1: Computation of Income Statement of Wales Plc.
(Source: Self-Developed)

[bookmark: _Toc121247383]Computation of Financial Position Statement of Wales Plc 
	“Computation of Financial Position Statement of Wales Plc”

	Particulars
	Amount

	“Assets”
	 

	“Noncurrent assets”
	 

	“Property and equipment”
	6,32,730

	“Current assets”
	 

	“Inventories”
	3,30,600

	“Debtors”
	171105

	“Cash and bank”
	76,250

	“Total assets”
	12,10,685

	“Liabilities”
	 

	“Current liabilities”
	 

	“Trade payable”
	1,71,355

	“Ordinary dividend paid”
	20000

	“Preference dividends paid”
	30000

	“Commission owed”
	3000

	“Non-current liabilities”
	 

	“4% Debentures”
	32,980

	“Total liabilities”
	2,57,335

	“Equity”
	 

	“Ordinary shares”
	4,00,000

	“Preference shares”
	300000

	“Retained earnings”
	253350

	“Total equity”
	9,53,350

	“Total equity and liability”
	12,10,685



“Table 2: Computation of Financial Position of Wales Plc.”

[bookmark: _Toc121247384]“The reason of evaluating financial position statement” 
It has been stated that the economic structure report assists the company in maintaining control of its money, which is particularly significant with regard to the connections the company maintains with its clients and its vendors. The position statement has to be balanced in accordance with the idea of double-entry accounting in order for it to be understandable for the audience to whom it is directed. According to the findings of the study, the assets section of a balance sheet comes first out of the three primary categories that make up the document, and its portion of the total is by far the largest (Homonoff et al. 2020). The worth of all resources that may be reasonably expected to be turned into cash within the next year and that are used to support continuing operations and pay current costs is considered to be the worth of a company's current assets, as the name of this asset category suggests. According to Lea (2021), In the widest possible definition, liabilities are defined that are due by a firm as a result of a past transaction, and the recovery of it that creates a reduction of macroeconomic value for the organization. Both current and noncurrent obligations are both possible types of liabilities. On the contrary, the assets of a business are valued, and the value of those assets, together with the value of any liabilities and equity, are all documented on the firm's financial position statement (Xu and Liu, 2021). An asset is a depiction of resources that are within the control of the organization and have the ability to give future economic advantages to the organization. These resources have the potential to deliver future impact on the bottom line. Existing assets may be divided into two categories such as  current and noncurrent. The distinction between the two is based on the frequency with which the assets have been used during the course of their economic lifetime (Ji et al. 2021). However, there is a good chance that current assets, such as “inventories” and “accounts receivable”, can involve in the income statement within a year of the asset's acquisition. In addition, there are two categories of liabilities that may be distinguished from one another that include accounts payable and non-current obligations. 
It has been demonstrated that company's accounts payable are one example of its current obligations (Amanda, 2019). Accounts payable are a short-term debt owing to the company's suppliers. On a company's balance sheet, the overall sum of obligations due by the company includes not only its current liabilities but also its non-current liabilities. On the other hand, non-current liabilities are protracted commitments or promises which cannot be  evaluated to be repaid within one year and at the prime date the value or variables has been initiated (Brumby, 2022). These liabilities are distinct from current liabilities, which are short-term obligations or commitments. Both the fact also  states that statements of financial position does have a positive net worth in the first place, which is due to the concept of accounting of double entry, and the fact that the owners keep good documents of the cash and billing entries that allows them to be coherent with the company's balance sheet, are attributable to the fact that the accounting simple idea of double entry.

[bookmark: _Toc121247385]Ratio Analysis 

	Computation of Ratio Analysis

	Particulars
	2020
	2021

	ROCE

	Formula of ROCE = Total Assets- Current Liabilities

	Total Assets
	10087
	9736

	Current Liabilities
	2355
	2303

	ROCE
	12%
	11%

	ROE
	 
	 

	Formula of ROE = Net Income / Equity
	 
	 

	Net Income
	366
	431

	Equity
	2912
	3088

	ROE
	13%
	14%

	Earnings Per Share

	“Formula of Earning Per Share = Net Income -preferred Dividend  / Number of Common Shares Outstanding”

	Net Income
	366
	431

	preferred Dividend
	242
	255

	Number of Common Shares Outstanding
	300
	300

	Earnings Per Share
	41%
	59%

	Net Profit Margin

	Formula of Net Profit Margin = Revenue - Cost /  Revenue

	Revenue
	6441
	6738

	Cost
	2646
	2698

	Net Profit Margin
	0.59
	0.60

	“Asset Turnover Ratio”
	 
	 

	“Formula of Asset Turnover Ratio =  Revenue - Total Asset”
	 
	 

	Revenue
	6441
	6738

	“Total Assets”
	10087
	9736

	“Asset Turnover Ratio”
	0.64
	0.69

	“Stock Holding Days”

	“Formula of Stock Holding Days = Inventory / Cost of Goods Sold x 365”

	Inventory
	659
	708

	“Cost of Goods Sold”
	3097
	3235

	“Stock Holding Days”
	78
	80

	“Debtors Collection Period”

	Formula of Debtors Collection  Days = Debtors/ Sales Turnover x 365

	Debtors
	1278
	1249

	Sales Turnover
	6441
	6738

	Debtors Collection Period
	72
	68

	“Current Ratio”

	“Formula of Current Ratio = Current Assets / Current Liabilities”

	“Current Assets”
	2355
	2305

	“Current Liabilities”
	3046
	2511

	Debtors Collection Period
	0.77
	0.92

	Gearing Ratio
	 
	 

	Formula of Gearing Ratio = Debt +Debt / Equity
	 
	 

	Debt
	7175
	6648

	Equity
	10087
	9736

	Gearing Ratio
	1.42
	1.37

	Interest Cover Ratio

	“Formula of Interest Cover Ratio = Current Assets - Current Liabilities / Inventories”

	“Current Assets”
	2355
	2305

	“Current Liabilities”
	3046
	2511

	Inventories
	659
	708

	Interest Cover Ratio
	-1.05
	-0.29


Table 2: Computation of Ratio Analysis of Sweets Plc.

[bookmark: _Toc121247386]“Interpretation of the financial statement and ratio calculation, comment of the financial performance and position of Sweets Plc” 
Ratio analysis is considered as one of the most strategic and efficient financial methods that helps a business to gain information about all the essential financial data or information that could possibly be used while marking an important decision. According to the report of Kliestik et al. (2020), it has been stated that ratio analysis is a core financial method that allows a company to evaluate its current financial position in the competitive market. It has all the capability of comparing the financial statement with its previous year’s financial position. 
Here, for this particular company named as Sweets Plc it is already assumed that the company is effectively able to continue their business in a strong competitive market by leveraging a flexible financial position method. From the financial statements of the company such as income statement and balance sheet statement it is observed that the company has maintained a good financial position that has helped this business further to continue at an efficient level in terms of leveraging liquidity, efficiency and managing the company’s solvency level (Hertati et al. 2020). For example, one of the major proofs that this particular company is shifting forward by gaining a positive inflation in the market, as in the income statement the revenue of the company has been exceeded from $ 6441 to $ 6738. 
Apart from this, to critically measure a company's different financial insights or variables such as profitability, liquidity, efficiency and solvency multiple ratio analysis has been evaluated from Sweets Plc for two years 2020 and 2021 respectively. 
Therefore, the first two ratio calculations have been done including both ROCE and ROE. In general, ROCE and ROE define the meaning of “Return on Capital Employed” and “Return on Equity”. As per the statement of Singh and Das (2018), ROCE or Return on Capital Employed is one of the major accounting ratio calculations that assess a company's profitability and level of capital efficiency. The average ROCE margin in the industries should be at least 20% that shows the company has a good level of capital efficiency and has also generated a good profitability margin within the company. Here, for this particular company the ROCE percentage is 12%  (Waraich, 2019). In the first year and  in the second year the percentage of ROCE is estimated to be 11%. Hence, it shows the efficiency level of holding huge capital or maintaining a good number of profits within the company has been competitively low in the two years compared to its average ROCE margin of industry. 
Meanwhile, a ROE or Return on Equity shows a firm its ability to generate good returns from its investment that has been received from the shareholders (Adawiyah  and Setiyawati, 2019). In general, the average good returns of equity are between 15 to 20% within the industry. Therefore, for Sweets Plc, in two years the percentage of ROE has been 13% and 14%, accordingly. It is highly close to the good ROE value that means this particular company has been in a good position of controlling return on equity from the investment received from its shareholders. Additionally, several other measurements have been done within the ratio analysis of Sweet Plc that includes “EPS or Earning Per Share”, “Net Profit Margin”, “Asset Turnover” and “stock holding days”.
Earnings Per Share Ratio evaluates a company’s profitability that has been distributed to each share of stocks. It can be also defined as the net profit earned by a company and divided with the number of company’s outstanding shares. As per the report of Pointer and Khoi, (2019), it has been stated that evaluation on earning per share of a company analyzes the monetary value or amount a company generates from its each share of stocks. Therefore, a stock with a growth of at least 25% compared to its previous year’s growth indicates a company having strong demand  regarding its product and services. For this particular company, in the first year the earning per share has been estimated at 41% and in the second year or 2021, the earning per share is estimated at 59%. 
Henceforth, it can be assumed that in comparison with the last year’s, in 2021 the demand of product and share has been increased. Meanwhile, the net profit margin of Sweets Plc has been estimated at 0.59 and 0.60 in the two relevant years. Usually, net profit margin ratio is considered as one type of major financial ratio that evaluates a company's profitability level (Osazefua Imhanzenobe, 2020). A 10% net profit margin is referred to as a good net profit margin according to industrial level. Therefore, for this particular company the net profit margin level is competitively placed in a good situation compared to industry average net profit margin. It means that Sweet Plc has been able to generate a good number of profits from each dollar of revenue it has sold. Despite this, an asset turnover ratio under the context of financial ratio indicates a ratio between the value of a company's revenue and its value of assets. According to Purba and Bimantara (2020), an asset turnover ratio simply measures a company’s efficiency level of deploying assets from its produced revenues. Hereby, in this particular case the asset turnover ratio is estimated at 0.64 and 0.69 for the two relevant years 2020 and 2021.
A good asset turnover ratio based on industry average is more than 1. Thereby, the asset turnover of this particular company is competitively lower than the average industrial asset turnover ratio. Under the context of financial ratio evolution, the analysis of stock holding days measures a company's ability or holding days to store a particular stock before its sold (Lins et al. 2019). Here, for this particular company it has been observed that the stock holdings days of this company was 78 days in the year of 2020 and in 2021, the stock holding days is estimated at 80 days. In general, according to most of the industries a good stock holding days is between 5 to 10 days. However, several researchers critically argue that the stock holding days can be varied from one organization to another based on their flow of product selling and also depends on the type of product or service being sold by this particular company. 
Therefore, it can be stated that the stock holding period is extensively broad compared to the industry’s average holding days. It further shows that for selling one unit stock it takes 78 days or 80 days for this company which is also not beneficial for the company. Along with this, other four types of ratios have been calculated that include debtors’ collection period, current ratio, gearing ratio and interest cover ratio. Debtors’ collection period indicates the average taken time by a company for collecting the trade debts (Munene  and Tibbs, 2018). Henceforth, for this particular company it has been assumed that the debtor’s collection period in 2020 was 78 days and in 2021 the debtor’s collection period is estimated at 68 days. 
Based on the industry’s average, less than 2 months is referred to as a good debtor’s collection period for most of the organizations. Although, for this particular company in both of the years the debtor’s collection period has exceeded more than two years. Hence, it is suggested to this company to control the debtor’s collection period in order to retain more profitable gains. Current ratio, under the financial performance evaluation is considered as one of the major and most important financial ratios that interprets a company's current ability to pay all short-term obligations (Hasanaj and Kuqi, 2019). Henceforth, for this particular company the current ratio for two years has been estimated at 1:077 and 1:0.92. It shows that the company has been able to pay short-term obligations within a short-period. 
Apart from this, gearing ratio shows the financial metrics that are possibly able to compare shareholders' equity with company’s debt (Ginting, 2021). Meanwhile, the interest cover ratio examines a firm's ability to pay interest on its outstanding debt. Here, for this particular it is reviewed that the gearing ratio of this company has been estimated at 1.42 and 1.37 for the two years respectively. The interest cover ratio of the company has been estimated at -1.05 and - 0.29. Based on the assumption it can be stated the level of gearing ratio and interest coverage ratio is extensively lower compared to its industrial average value. 
[bookmark: _Toc121247387]Conclusion 
In conclusion of this particular study, it can be evaluated that proper accounting not just facilitates the smooth operation of an organization's day-to-day operations and also contributes to the development of that organization in the years to come. Simultaneously, those financial statements that are generated by the many bookkeeping methods are utilized by a variety of stakeholders in order to make economic choices. Furthermore, based on the case about given companies such as Wales Plc and Sweets Plc, it is assumed that the current financial position might be in a good position, hence it is not as competitive compared to other companies under the same industry. Therefore, it is suggested the companies to use to properly utilized the financial operations and as well as it is further recommended to use multiple other type of analysis method such as CAPEX, projected budget, NPV, ARR and others. 
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	Comuptation of Financial Statement of Wales Plc 

	Particulars 
	Amount

	Assets
	 

	Noncurrent assets
	 

	Property and equipment
	632,730

	Current assets
	 

	Inventories
	330,600

	Debtors
	171105

	Cash and bank
	76,250

	Total assets
	1,210,685

	Liabilities
	 

	Current liabilities
	 

	Trade payable
	171,355

	Ordinary dividend paid
	20000

	Preference dividends paid
	30000

	Commission owed
	3000

	Non-current liabilities
	 

	4% Debentures
	32,980

	Total liabilities
	257,335

	Equity
	 

	Ordinary shares
	400,000

	Preference shares
	300000

	Retained earnings
	253350

	Total equity
	953,350

	Total equity and liability
	1,210,685

	
	



	Comuptation of Income Statement of Wales Plc 

	Particulars 
	Amount

	XRevenue
	800,000

	Cost of sales
	578,650

	Gross profit
	221350

	Administrative expenses
	30,000

	Interest paid
	2,000

	Directors' remuneration
	5,000

	Distribution costs
	28,000

	Operating profit
	132000

	Profit before tax
	353350

	Taxation
	100000

	Profit for the period
	253350





	Computation of Ratio Analysis 

	Particulars
	2020
	2021

	ROCE

	Formula of ROCE = Total Assets- Current Liabilties 

	Total Assets 
	10087
	9736

	Current Liabilties 
	2355
	2303

	ROCE
	12%
	11%

	ROE
	 
	 

	Formula of ROE = Net Income / Equity 
	 
	 

	Net Income 
	366
	431

	Equity 
	2912
	3088

	ROE
	13%
	14%

	Earning Per Share 

	Formula of Earning Per Share = Net Income -Preffered Dividend  / Number of Common Shares Outstanding 

	Net Income 
	366
	431

	Preffered Dividend
	242
	255

	Number of Common Shares Outstanding 
	300
	300

	Earning Per Share 
	41%
	59%

	Net Profit Margin 

	Formula of Net Profit Margin = Revenue - Cost /  Revenue 

	Revenue 
	6441
	6738

	Cost 
	2646
	2698

	Net Profit Margin 
	0.59
	0.60

	Asset Turnover Ratio 
	 
	 

	Formula of Asset Turnover Ratio =  Revenue - Total Asset
	 
	 

	Revenue 
	6441
	6738

	Total Assets 
	10087
	9736

	Asset Turnover Ratio 
	0.64
	0.69

	Stock Holding Days 

	Formula of Stock Holding Days = Inventory / Cost of Good Sold x 365

	Inventory 
	659
	708

	Cost of Good Sold 
	3097
	3235

	Stock Holding Days 
	78
	80

	Debtors Collection Period 

	Formula of Debtors Collection  Days = Debtors/ Sales Turnover x 365

	Debtors 
	1278
	1249

	Sales Turnover 
	6441
	6738

	Debtors Collection Period 
	72
	68

	Current Ratio 

	Formula of Current Ratio = Current Assets / Current Liabilities 

	Current Assets 
	2355
	2305

	Current Liabilties 
	3046
	2511

	Debtors Collection Period 
	0.77
	0.92

	Gearing Ratio 
	 
	 

	Formula of Gearing Ratio = Debt +Debt / Equity 
	 
	 

	Debt
	7175
	6648

	Equity 
	10087
	9736

	Debtors Collection Period 
	1.42
	1.37

	Interest Cover Ratio 

	Formula of Interest Cover Ratio = Current Assets - Current Liabilities / Inventories 

	Current Assets 
	2355
	2305

	Current Liabilties 
	3046
	2511

	Inventories
	659
	708

	Interest Cover Ratio 
	-1.05
	-0.29
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