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Accounting Fundamentals (LCBB4001)


Introduction
The summative goal of this assessment is to focus on accounting fundamentals. Accounting fundamentals can provide vital information about business growth, making money, and indicating profit, accounting fundamentals are important for businesses. By analysing the accounting information, business owners can set valuable decisions insight their businesses. This assessment will demonstrate discussing some accounting principles that are underlaid with the different financial reports. On the other hand, the accounting concepts will also be clear through this assignment. Discuss income statements and preparing an income statement for Wales Plc will also be a crucial part of this assessment considering all the accounting adjustments.  Some essential ratios of Sweet Plc will also be calculated here on the basis of their financial reports for a specific period.
Main Body
The financial statements of the business which help to reflect the financial position of the business by evaluating their difference of cash statements are called the cash flow statements. This statement helps to reflect the cash flow in the business by analysing their cash flow and the outflow of their cash. analysing different kinds of cash flow of the business they are able to determine the value of their cash or cash cash-generating ability of the business at the end of their financial years. It reflects the cash of the business from its operating activities, investing activities, and financing activities. For that, they are able to determine the cash of their business from the different parts of their business operations on investments. This value of the cash is reflected in the assets parts of the balance sheet to reflect the value of their cash in hand or the useful cash in the process of their operations (Schmidt, 2023). 
Non-current assets reflect the assets of the business which used by the business for long-term purposes. For that, the investments of the business in their assets which is more than one year are called the non-cureent assets of the business. Additionally, these types of assets also reflect the definition of fixed assets as the non-current assets are hard to transfer into the cash of the business. In this part of the non-current assets, there were several types of assets included. In the first part, the tangible assets are included. These types of assets have the physical form of the assets and work for a long time in the productional process of the business. Then the intangible assets are formed. This type of asset does not contain proper physical forms. However, these types of assets contained huge numbers of economic value for the business like copyrights and trademarks (Indeed, 2023).
Sharing financial information to the shareholders helps the business to increase the knowledge of their shareholders about the financial performance of the business. For that, the shareholders of the business can make the necessary decisions about their investment. Additionally, it helps the shareholders be knowledgeable about the ethical investments of the business in the process of their production. For that, they can make their correct directions to increase the investments in the business or to decrease the investments in the business. Depending on the decision of the shareholder's investments the financing process of the business is going to be dependent. For that, the managers of the business share their financial information with the shareholders and earn their trust in thor positive financial structure for gathering maximum investments (NetSuite, 2023).
Prepayments are the payments of the goods received by the business in the financial years which can be used or purchased by the customers next years of financing years. For that, it can influence the stock of the business with the inclusion of their income statements. If it is included in the financial position of the business then it can raise the level of profit of the business which is not maid yeat. Additionally, the accruals are the expenses on which goods are served first and the payments of the business are received in the financial years. For that, the stock of the business reflects a lower value. If it is included in the financial position of the business then the profit of the company is going to be decreased and show different results from their actual profits. For this reason, these two factors need to be evaluated in the parts of the accounting financial position of the company (Oseni, et al. 2018).
Regulations are important factors in the evaluation of the financial accounts of the business. By evaluating the financial accounts of the business the business reflects its profit-earning abilities and the use of resources from its financings in front of its shareholders and governments. For that, the regulations of the business help them to maintain ethical accounting in the organisation. Additionally, it helps to maintain the legal structure of the business and maintaining the tax payments structure of the business. These standers help to secure the social activities of the business by analysing the criminal activities of the business and their effects on the consumer's health (Weygandt, et al. 2018).
To understand that the double-entry bookkeeping systems of the organisation are working properly the balance accounts and the trial balance values need to be calculated before calculating the financial statements of the company. It helps to reflect the accuracy of the financial information for the financial accounts. By analysing the accuracy of the financial information by preparing these two accounts before the financial accounts the business can gather proper information for the analysis of their financial structure. Additionally, it can help the business to find accurate results of their profit-earning ability and the financial position of the company (Wafeq, 2023).
An Income Statement is treated as one of the most important reports of accounting that can explore the financial performance of any organisation at a specific time. An income statement can describe all the direct and indirect earnings and expenditures of the business to measure the actual profit. From the income statement, the businesses benefit from estimating their net income. Fundamentally, income statements assist any business in estimating its profitability (Pepple and Ejiogu, 2021). From the initial part of the income statement, gross profit is revealed by considering all the direct earnings and direct expenses of a particular time. In the following steps, only the indirect earnings and expenses are considered to calculate the EBIT. Thereafter the the PBT has been estimated by considering payments of interest. By considering the taxes the PAT calculates at the final phase of the income statement. An income statement can utterly assist business owners in determining the process of generating a profit and also show the effectiveness of the business strategies of a certain time (Guerard et al. 2022). 
The income statement of Wales Plc on 31st December 2022 is provided below considering the given information and adjustments: 
[image: ]
Table 1: Income Statement of Wales Plc
(Source: Own-prepared, 2023)
Working Notes:
a. Sales Revenue= Sales + Total Credit Sales = £ (900,000+1,000)
                                                                                = £901, 000,.
b. Gross Profit= Entire Sales Revenue - Cost of Goods Sold = £(901,000 - 578,650)
                                                                                                         = £322,350.
c. Administrative expenses= £(60,000 + 10,000) 
                                                    = £170,000. 
d. Interest on Debenture= (£100,000 *4%)
                                   = £4,000.
e. Depreciation (on a straight-line basis)= £(650,000*10%)
                                                             = £65,000.
f. Operating Profit (EBIT)= Gross Profit - Total Operating Expenses            
                                                  = £322,350 - £274,000 
                                                  = £48,350.                    
g.  Profit Before Tax (PBT)= Total Operating Profit - Total Expenses for Interest
                                        = £(48,350 - 2,000)
                                        =  £46,350.
h. PAT or Net Profit= PBT - Corporate Tax
                           = £(46,350 - 15,000)
                          = £31,350.
The above statement has provided the financial status and performance of Wales Plc for 31st December 2022. In their income statement, the gross profit of that certain period is calculated at £322,000 considering all the sales revenue and cost of goods sold. As the operating expenses the expenses for administration, remuneration of directors, distribution expenses, interest on debentures, equipment depreciation, and outstanding commission have been considered and estimated as the operating profit at £48,350. Thereafter the payment of interest of £2,000 has been considered to estimate the PBT of that specific year and the PBT is calculated at £46,350. In the last stage the income statement, the net profit of Wales Plc is revealed at £31,350 after considering the corporate tax amounted to £15,000.
Considering the income statement and financial position statement of Sweet Plc for both 2021 and 2022, ten financial ratios have been computed below to analyse the liquidity, efficiency, and profitability of their business.
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Table 2: ROCE Ratio
(Source: Own-prepared, 2023)
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Table 3: ROE Ratio
(Source: Own-prepared, 2023)
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Table 4: Earnings per Share
(Source: Own-prepared, 2023)
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Table 5: Net Profit Ratio
(Source: Own-prepared, 2023)
[image: ]
Table 6: Assets Turnover Ratio
(Source: Own-prepared, 2023)
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Table 7: Stockholding Day
(Source: Own-prepared, 2023)
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Table 8: Debtor Collection Period
(Source: Own-prepared, 2023)
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Table 9: Current Ratio
(Source: Own-prepared, 2023)
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Table 10: Gearing Ratio
(Source: Own-prepared, 2023)
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Table 11: Interest Coverage Ratio
(Source: Own-prepared, 2023)
The ROCE is a kind of financial ratio that can measure the company’s efficiency in generating profit with the effective utilisation of capital. Sometimes this ratio is addressed as the primary ratio. Fundamentally it is an indicator of business efficiency that can state the profit generation by each currency unit (Lisek et al. 2020). The ROCE ratio of Sweet Plc is evaluated at 10% for 2021 and 11% for 2022. As the high ROCE ratio is preferred, it can be stated that Sweet Plc has performed better in 2022 compared to 2021 by using its capital to generate the profit of that particular year. 
The ROE ratio is an important ratio that can measure the profitability of a business regarding its shareholder's equity. This ratio is particularly useful for the investors and potential investors of a business to understand how efficiently the business uses its money to generate profit. This ratio can also assist in understanding the ability of the company’s management to control the contributed amount of investors (Mao, 2023). The ROE ratio of Sweet Plc is evaluated at 13% for 2021 and 14% for 2022. As the high ROE is considered better, it can be stated that the performance of Sweet Plc is better in 2022 in utilising its equity funds to generate profit compared to 2021. 
The earnings per share is an accounting metric that can indicate the profitability of any company. Fundamentally, the EPS is treated as the portion of the profit of the business that is allocated to the outstanding shares of each common stock. In the wider sense, An EPS can measure the company’s value. Through analysing the EPS the investors can understand the company’s capability (Sunaryo, 2022). The EPS of Sweet Plc is evaluated at 122% for 2021 and 144% for 2022. As high EPS is treated as better, it can be stated that the financial performance of Sweet Plc is much better in 2022 than in 2021. Therefore, it is understood that Sweet Plc’s financial status is more satisfied reading their provided EPS to the shareholders. 
The net profit margin can measure the profit percentage of any business that is generated from its total revenue at that specific time. This ratio is also known as the return on sales ratio or the margin of net income. This ratio can reveal the profitability of the business after considering the payments of all the relevant operating expenses, depreciation, amortisation, interest, and, income taxes (Astuti, 2021). The net profit ratio of Sweet Plc is evaluated at 5.7% for 2021 and 6.4% for 2022. The higher net profit always indicates the financial status. Therefore, it can be stated that in 2022 Sweet Plc performed better in developing its revenue and controlling its operating expenses compared to 2021.
The asset turnover ratio is the measurement of the ability of a business to use its assets to generate sales or revenue. This ratio can show the efficiency of a business in efficiently using its resources to generate sales or revenue (Amanda, 2019). The assets turnover ratio of Sweet Plc is evaluated at 0.64 for 2021 and 0.68 for 2022. From the result, it can be mentioned that as the high assets turnover ratio has preferred better, Sweet Plc has performed better in 2022 to efficiently use its assets to generate revenue and sales, compared to the previous year, 2021. 
The stock-holding days can estimate the number of days till a business holds its inventory before selling it. This ratio is an essential inventor metric that can measure the longevity of a product in the store before selling. This ratio can assist in managing the turnover rate of inventories and reduce the carrying expenses of inventories (Jenkins, 2022). The stock holding days of Sweet Plc are evaluated at 78 days in 2021 and 80 days in 2022. The result indicates that Sweet Plc has performed below in 2022 to exchange its products quickly into cash compared to 2021. 
The debtor's collection period indicates the average time taken by a business to collect money from the debtors. This ratio can simplify the performance of the business by demonstrating the efficiency of the business. This ratio helps to understand the capability and efficiency of businesses in collecting trade debts (Rahayu and Ilham, 2023). The debtors turnover period of Sweet Plc is evaluated at 149 days in 2021 and 155 days in 2022. The result of 2022 denotes the inefficiency of Sweet Plc in collecting the debts from the trader compared to their performance in 2021. 
The current ratio can estimate the liquidity of any business to pay off its short-term obligation by using the current assets.  This ratio is considered the metric of the business to estimate its capability to cover its short-term debts (Husna and Satria, 2019). The current ratio of Sweet Plc is evaluated at 0.77 in 2021 and 0.92 in 2022. From the two-year estimation of the current ratio, it is understood that Sweet Plc has better utilised its current assets to meet the short-term debts in 2022, compared to 2021.
The gearing ratio is used to compare the equity of owners to borrowed funds or debts of the business. Fundamentally, the gearing ratio is the measurement of the financial leverage of a company that demonstrates the firm’s activities that are funded by shareholders or creditors (GEZER and KINGIR, 2020). The gearing ratio of Sweet Plc is evaluated at 1.42 in 2021 and 1.34 in 2022 that indicates that indicates the low financial risk of Sweet Plc in 2022 compared to 2021.
The interest coverage ratio is also an essential financial metric that can demonstrate the ability of a business to payments of interest. This ratio can assist in examining the creditworthiness of a business before expanding its credit (Corporate Finance Institute,  2023). The interest coverage ratio of Sweet Plc is evaluated at 3.86 in 2021 and 3.56 in 2022 which indicates the stranger financial status of Sweet Plc in 2021 compared to 2021.
Conclusion
The assessment has remarkably highlighted the different fundamentals. In this assessment, the different accounting principles are discussed. This assessment has also provided an idea of the income statement. The income statement of Wales Plc has been prepared here considering the provided accounting information and relevant adjustments. The financial ratios of Sweet Plc are also efficiently estimated and analysed in this assessment. 
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Calculation for ROE Ratio

Particulars 20t pne
Amount (£) Amount (£)
Net profit 366.00 431.00
Total equity 2912.00 3088.00
Net profit/equity 13% 14%
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Earnings Per Share
- 2021 2022
EarticulyS “Amount (£) Amount (£)
Net profit 366.00 43100
Outstanding share 300.00 30000
N o e T 122% 144%
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Calculation for Net Profit Ratio

- 2021 2022
Rt Amount (£) Amount £)
Total Revemues 6441.00 6738.00
Net profit 366.00 431.00
(Net profit / Revenue) 5.7% 6.4%
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Calculation for Assets Turnover Ratio

Particulars 20t 2022
Amount () | Amount )
Total Asset 10087.00 9736.00
Average total assets 10087.00 9911.50
Net sales 6441.00 6738.00
Net sales/ Average total assets 0.64 0.68
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Calculation for Stockholding Day

i 2021 2022
Particulars
Amount () | Amount )
Closing inventory 659.00 708.00
Cost of goods sold 3096.00 3235.00
Closing inventory/ Cost of goods sold 78 80
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Calculation for Debtor Collection Period

2021 2022
Particulars
Amount (f) | Amount (£)
Total Debt 4129.00 4137.00
Total assets 10087.00 9736.00
Total Debt / Total Assets 149 155
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Current Ratio

2021 2022
Particulars
Amount (f) | Amount (£)
Current Assets 2355.00 2303.00
Current Liability 3046.00 2511.00
Current assets/ Current Liability 0.77 0.92
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Calculation for Gearing ratio

Particulars 20t 2022
Amount () | Amount (£)
Total debt 4129.00 4137.00
Total equity 2912.00 3088.00
Total debt/ Total equity 1.42 1.34
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Calculation for Interset coverage ratio

- 2021 2022
Dt ‘Amount (§) | Amount (£)
Taterest payeble 181,00 226.00
EBIT 699.00 §05.00
EBIT/ Interest expences 3.86 3.56
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In the books of Wales Plc

For the year ended 31st December 2022

Income Statement

Particulars Amount (£)
Sales Revenue 901,000
Cost of sales or purchases 578,650
Gross Profit 322,350
Administrative expenses 170,000
Directors' remuneration 5,000
Distribution costs 28,000
Interest on debentures 4,000
Depreciation of equipment 65,000
Outstanding commission 2,000
Total operating expenses 274,000
Operating Profit/ Profit Before Interest and Tax (EBIT) 48,350
Interests paid 2,000
Profit Before Tax (PBT) 46,350
Corporation Tax 15,000
Profit After Tax (PAT)/ Net Profit 31.350
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Calculation for ROCE Ratio

Particulars 20t pne
Amount (£) Amount (£)
EBIT 699.00 805.00
Capital Employeed 7041.00 7225.00
EBIT/Capital employed 10% 1%




