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[bookmark: _Toc153977869]Introduction
Accounting fundamentals are crucial for the company and they include basic principles and concepts that aid in creating the foundation of financial reporting. This entails principles of accrual accounting, consistency, materiality, and the matching principle. It can be beneficial for the company as it aids in recording accurate and transparent financial record-keeping and helps companies make relevant decisions. It fosters the trust of the stakeholders. This study is mainly based on these accounting fundamentals and three questions have been given. This study comments on the given statement that is related to financial reporting and also this study prepares income statements for Wales Plc for the year ended 31st December 2022. In this study, a ratio analysis of Sweet plc has been done and its financial performance also been evaluated.
[bookmark: _Toc153977870]Question 1
1. In the first statement, it has been stated that the statement of financial position only represents how much cash has come into the business and how much cash has been gone during the accounting period. The resulting balance has been left at the end of the year. But this statement is not correct as a statement of financial position is also referred to as a balance sheet. It mainly offers a snapshot of the financial condition of the business at a particular time. It includes assets, liabilities, and equity but it does not show the cash flow. A cash flow statement can help in showing the outflow and inflow of the cash in the business (Brigham and Daves, 2019). 
2. The second statement is not entirely correct as non-current assets mainly entail tangible items like property, plant, and equipment that can be moveable and immovable. But few non-current assets are immovable such as land or buildings and machinery or vehicles can be transported. The main feature of these assets is that the company buys them for long-term purposes.  It aids stakeholders in understanding the investment of business in assets and it is vital for operations. Hence, non-current assets have embodied a wider spectrum and it mainly accommodates both movable and immovable components according to their usage and purpose in the long-term plan of the company (Brigham and Daves, 2019). 
3. The third statement is inaccurate as the responsibility of the manager to offer financial information to all stakeholders not to only present stakeholders. They have acquired the ethical and legal responsibility to provide information to all stakeholders in the company. In financial reporting, transparency helps in promoting trust and aids in making the relevant choices. Additionally, it has been seen that creditors mainly depend on financial disclosures to evaluate the financial health of the company. With the help of relevant information, the company can reach to larger audience and the manager can help in contributing to the market integrity and entire effectiveness of the capital allocation. If inclusive communication is aligned with the principles of corporate governance then it will foster accountability and fairness in the treatment of all stakeholders (Schroeder et al., 2022). 
4. The statement mainly suggests that there is no requirement to involve prepayments and accruals on the statement of financial position are completely wrong. To get accurate financial reports, prepayments and accruals are crucial. They exemplify the financial commitments and anticipated revenues. It has a direct impact on the financial position of the business. If both elements are omitted then the financial statement will remain incomplete. It shows that there is an omission of the vital components in the statement of the financial position of the company and both elements are crucial for the stakeholders as it offers a thorough understanding of the current financial condition of the business. It aids in providing future financial commitments and enhancing the accuracy and reliability of the financial statements of the company (Warren and Tayler, 2020). 
5. According to the fifth statement, there is no need for regulation over financial accounts is entirely incorrect. In accounting standards, regulation is crucial for ensuring the uniformity and comparability of financial reporting. They mainly establish guidelines for the measurement, presentation, and disclosure of financial information. It also fosters transparency, accountability, and ethical practices. With the help of a regulatory framework, the confidence of investors has been increased and it also aids in making fair market competition. It is majorly preserving the integrity of financial markets. If regulation is absent then there will be inconsistencies and variations in reporting practices. It will erode the trust of the stakeholders and can make irrelevant decisions. It will lead to market ineffectiveness and misconduct (Warren et al., 2020).
6. The last sixth statement is completely true as it suggests that the statement mainly focuses on the significance of balancing ledger accounts and the trial balance before making financial statements. Balancing mainly makes sure that an equal amount has been debited and credited to each account. Therefore, the trial balance sums to zero and this procedure mainly acts as a preliminary check. It mainly aids in detecting errors and making sure of the accuracy of recorded transactions. Significantly, balanced ledger accounts and a reconciled trial balance mainly aid in enhancing the reliability and integrity of the financial reports. It majorly helps in making a solid base for decision-making and financial analysis (Wild and Shaw, 2019).
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Preparation of Income statement for the year ended 31st December 2022 for Wales plc
	  Income statement for the year ended 31st December 2022 for Wales plc

	

	 
	£
	 

	Sales (Revenue)
	900000
	 

	Cost of sales
	578650
	 

	Depreciation on equipment
	65000
	Note 1

	Gross profit
	256350
	 

	 
	 
	 

	Administrative expenses
	 
	 

	Administrative expenses
	160000
	 

	Depreciation on equipment
	6500
	Note 1

	Directors’ Remuneration
	5000
	 

	Salaries adjustment
	-10000
	Note 2

	Operating profit
	94850
	 

	 
	 
	 

	Distribution costs
	28000
	 

	Interest paid
	2000
	 

	Commission adjustment
	-2000
	Note 4

	Profit before tax
	66850
	 

	 
	 
	 

	Estimated corporation tax
	-15000
	Note 3

	Net profit
	51850
	 

	 
	 
	 

	Notes
	
	

	1. The calculation of depreciation on equipment is £650000X10%

	2. For the unpaid December salaries adjustment has been made and it is recorded in January 2023.

	3.The corporation tax is £15,000 and it is deducted from profit before tax

	4. The adjustment for sales commission has been made for the commission owed but not paid yet.
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a. Calculation of financial ratios of Sweet plc for 2022 and 2021
1. Return on Capital Employed (ROCE): Operating profit/ Average capital employedX100
Capital employed= Total assets- current liabilities
2022= 9,736- 2,511 =7225
2021= 10087-3046=7037
Average capital employed= 7225+7037/2 = 7131
2022= 805/7131X100= 11.2
2021=699/7131X100=9.80
2. Return on Equity (ROE): Profit for the Year​/Average shareholders’ equityX100
Average shareholders’ equity for 2022= 300+300+ (1717+1514)/2= 2215.5
Average shareholders’ equity for 2021= 300+300+ (1514+1514)/2=1057
2022= 431/2216X100= 19.44
2021=366/1057X100= 34.62
3.  Earnings per Share (EPS): Profit for the Year−Dividends/Weighted average numbers of shares outstanding
2022= 431-255/255/5.12+300/4= 176/125=1.408
2021= 366-242/242/4+300/5.12= 124/120= 1.033
4. Net profit margin: Profit for the year/ revenue X 100
2022= 431/6738 X100= 6.3
2021= 366/6441= 5.6
5. Asset turnover: Revenue/average total assetsX100
2022= 6738/9,736 +10,087/2X100=67.97
2021= 6441/10,087+10,087/2X100= 63.8
6. Stock holding days: Average stock/costs of goods soldX365
Average stock = 708+659/2=683.5
2022 = 683.5/3235X365= 77.11
2021= 683.5/3096X365= 80.58
7. Debtors collection period: Average trade receivables/revenueX365
Average\ Trade\ Receivables = 1249+1287/2= 1268
 Debtors collection period for 2022= 1268/6738X365= 68.68
2021= 1268/6441X365= 71.85
8. Current ratio: current assets/current liabilities
2022= 2303/2511=0.91
2021= 2355/3046= 0.77
9. Gearing ratio: long-term liabilities/shareholder’s equity
2022= 4137/3088= 1.33
2021= 4129/2912= 1.41
10. Interest cover: Operating profit/interest payable
2022= 620/226=2.74
2021=539/181= 2.97

b) Sweets plc's financial performance provides various valuable insights about its performance and growth within the year. Key highlights of its financial performance are listed below:
Return on Capital Employed (ROCE): In 2022, company saw a robust increase in its return on capital employed. It rose from 9.90% to 11.20% within a year. This improvement reflects that the company has significantly improved its operational efficiency by effectively utilizing its resources (Patin et al., 2020). 
Return on Equity (ROE):  Sweet Plc’s return on equity ratio reflects that company has seen a decline of ROE in 2022. ROE declined from 34.62% to 19.44%. It stresses the need for effective capital management strategy and techniques. It aids in improving the shareholder equity and improve the entire financial condition of the business. 
Earnings per Share (EPS): Company has experienced a significant rise in its earnings per share. EPS of the company has been rose to £1.408 which was reported as £1.033 in 2021 (Setiany, 2021). This reduction shows that there should be improved profitability on a per-share basis. It mainly aids them to lure more investors and can positively influence the financial position of the business. 
Net Profit Margin:  Sweet plc has experienced improvement in its net profit margins in the year 2022.  The net profit margins of the company have been increased to 6.3% from 5.6%. This maximization mainly indicates that there is enhanced profitability and effectiveness in cost management. It is mainly making the maximum percentage of revenue and converts it into net profit for business. 
Asset Turnover:  Asset turnover of the company has been significantly improved from 63.8% to 67.9%. It reflects that company has efficiently utilized its assets (Nariswari and Nugraha, 2020). This enhancement mainly represents the efficient use of business assets and it aids in making more revenues. It shows the operational effectiveness of the business and positively influences the entire financial performance of the business. 
Liquidity and Solvency:  the liquidity and solvency ratio of the company has been significantly increas4ed and the current ratio of 0.91 indicates enhanced liquidity. This increase mainly shows that there is strong liquidity and it is recommending the business’s potential to fulfil their short-term obligations. It is making sure that there is financial stability. 
Operational Efficiency:  the stock holding days of the company reflects the improved operational efficiency of the company (Saputra, 2022). Deceased stock holding days of 68.68 days from 71.85 days reflects its growth.   This decreases mainly demands for the enhanced inventory management and it enables the business to convert stock into sales more quickly. It mainly lessening expenses and improving the entire operational effectiveness. 
Interest Cover:  Sweet plc has experienced a decrease in its interest cover which indicates that it has reduced to 2.74 in 2022 from 2.97 in 2021 (Patin et al., 2020). It shows that there are potential obstacles in fulfilling the interest obligations. This declination mainly recommends a reduced potential to cover interest expenses with operating profits.
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In conclusion, this study mainly shows the importance of financial statements in the business. It is crucial for the stakeholders as it aids them in understanding the financial position of the company.  In the first question, a few statements are incorrect and by commenting on them it has been evaluated that financial statements mainly offers a snapshot of the financial condition of the business at a particular time. It includes assets, liabilities, and equity. A few non-current assets are immovable such as land or buildings and machinery or vehicles can be transported.  With the help of relevant information, the company can reach to larger audience and the manager can help in contributing to the market integrity and entire effectiveness of the capital allocation.  It majorly helps in making a solid base for decision-making and financial analysis. In the second question, there is the preparation of an income statement that can help understand the financial condition of the business.  In the third question, a ratio analysis of Sweet plc has been done and it shows the mixed performance of the company. It has been analyzed that Sweet plc acquired the growth potential but needs to arrange their capital structure and interest obligations for sustained success. 
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