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[bookmark: _Toc153956577]Introduction 
Accounting involves maintaining financial transactions that businesses intend to implement for recording, summarising, analysing, reporting and making decisions. Accounting is the process of reflecting the economic performance of a business within a particular period by analysing and evaluating different statements to identify suitability to meet organisational goals. It is performed by the financial teams who are responsible for maintaining records of the monetary transactions and reporting to the management team to make decisions for improving the current strategy. Accounting relates to the financial statement made by interpreting the transactions within a certain period to determine future changes or rectification of the strategies for getting improved results. Similarly, a company provides their detailed financial statements to the public to show its position in the market and attract potential shareholders. Accounting fundamentals are based on taking insights into operational growth, strength to generate revenue or encountering loss and key drivers impacting them within a business environment (Cai, 2021). Computation of cash flow statements, balance sheets, income statements and ratio analysis can assist a company in gathering knowledge about its performance in the competitive market to collect revenue and adaptive changes needed to mitigate upcoming threats (Warren, et al., 2020). 
In this essay, different accounting concepts and standards will be described briefly to gather perceptions of the accounting rules and statements. An income statement will be prepared for Wales Plc. for the financial year 2022 along with reflecting their economic performance. Also, several financial ratios will be calculated for Sweet Plc. to compare their monetary achievements and drawbacks between 2021 and 2022. 
[bookmark: _Toc153956578]Question 1 
The statement of financial position indicates the balance sheet of a company calculated for a particular fiscal year that indicates a detailed overview of assets, liabilities, income and expenses. It consists of both cash and non-cash transactions made by a business by which an individual can understand the execution of financial aspects (Debelle, 2020). A balance sheet focuses on calculating total assets and total liabilities that enable the balance between them by managing firms’ operational activities. According to the accounting standards, by conducting the balance sheet a financial analyst can identify any falsification of the figures and missing transactions. Simultaneously, a detailed balance sheet provides information regarding share market activities and gains of a company that attracts future shareholders by identifying possibilities to get expected return on investment. It can be stated that a balance sheet does not only reflect cash-related transactions as it also represents the overall business production performance within a financial year. 
Non-current assets contain a large amount of investment done by a company for the long term that does have monetary value that cannot be converted into liquid cash within a short period of time. Some examples of non-current assets are Investments, Plants and Machinery, Real estate, Land and others (Nabella, et al., 2023). Non-current assets are involved with a long-term production process of the company that indirectly contributes to generating revenue. It can be segregated into three kinds such as Tangible, Non-tangible and Natural resource assets. Non-tangible assets which are Goodwill, Patent and Trademark cannot be moved as they have monetary value without a physical presence. They are gathered by a business through its performance and loyalty in the market that has benefits to collect profit for the firms for a long time. On the other hand, tangible assets such as Machinery and Equipment and natural resources like fossil and fuels have physical existence that can be moved by the company as per their requirement. 
Managers are one of the key individuals in a company who are responsible for managing duties and tasks given to the employees and assisting the company in achieving business goals. They are the linkers between the higher executives and employees who direct them with their skills and expertise to help the higher personnel in creating a suitable working environment (Hales, 2019). Managers also help shareholders to get involved with the firm and maintain communication with them constantly for a long time. They are also responsible for managing the cost of production and identifying available opportunities to decrease it and gather more profit. Being the communication bridge among different business entities, managers supply financial information to the current and future shareholders and know their intentions towards the firm. After that manager direct the employees according to their skills and knowledge for enhancing the strategy which will be beneficial for meeting the expected requirements of the shareholders. They also make assumptions about the possible outcomes as per the suggested strategy to rectify the shareholders with the threats and help to mitigate them. Therefore, it can be comprehended that managers should supply financial information to the current shareholders to manage their long-term involvement and attract future shareholders to gain more investment. 
The statement of financial position known as the Balance Sheet should include both accruals and prepayments to understand the actual economic position of a company. The balance sheet contains actual figures of assets, liabilities, income and expenses for a particular period which helps to identify the usage of assets and incomes to cover liabilities and expenses. Prepayment expenses come under current assets for a company indicating the utilisation of funds or income to decrease the payable amount. On the other hand, accrued expenses are current liabilities implying poor utilisation of funds or inefficient amounts of asset to cover the due expenses (Lessambo, 2022). An effective and relevant statement of financial position has to be recorded with prepayment expenses to show the economic strength of the company to use funds for maintaining business operations. Similarly, accrued expenses need to be recorded to assist the firm to know the payable amounts are in due and have to be cleared. 
Accounting is a systematic and logical procedure of recording monetary transactions that follows accounting financial regulations known as accounting standards. Accounting standards provide logical explanations to the companies on how they can maintain financial, records and identify the profit after the financial year (Imhanzenobe, 2022). It also aims to implement transparency and clarity in the records by avoiding misinterpretation and suspicious spending. According to the accounting standards, transactions have to be maintained by following basic bookkeeping and through ledgers which will direct reporting fund inflow and outflow as asset and revenue or liabilities and expenses. Financial regulations proposed by International Financial Reporting Standards guide companies to follow 17 regulations that cover financial recording, inventory management, debtors-creditors settlements and share market performance. A company that does not maintain accounting standards or regulations face issues such as misrepresentation and misconduct of the monetary records. Along with that, financial loss can also occur by not following traditional and modern accounting rules to record financial statements. 
Ledger accounts are used as the basic bookkeeping method of companies where transactions are recorded as simple debits and credits (Zhang, et al., 2021). It follows the traditional accounting rules which are 
1. Debit the receiver and Credit the giver for Personal Account 
2. Debit that comes in and Credit that goes out for Real Account 
3. All expenses or losses will Debit and all gains or losses will Credit. 
A Ledger account maintains the identification of the transaction that enables profit or loss after a particular period and will be equal in the double-entry system. It also helps companies to measure the usage of funds at the end of the day and the amount payable in the following period. Business entities maintain ledger accounts to ensure the stability of the financial performance and to structure the Balance Sheet. Simultaneously, the trial balance has to be performed to recheck the accuracy and relevance of the transactions recorded in the ledger accounts. The trial balance contains two different sides showing debit and credit where all necessary records have to be present. Generally, an effective trial balance is balanced from both sides having the same amount of debit and credit amount indicating proper establishment of the double-entry system. It can be stated that both ledger and trial balance are necessary for the companies to follow for making a transparent accounting procedure. 


[bookmark: _Toc153956579]Question 2 
An income statement contains the transactions related to financial expenses and gains that occurred within a certain period by a business entity (Atukalp, 2023). It also reflects the amount of profit or loss generated by the company by utilising the incomes or gains to meet the expenditures. In this section, a detailed income statement has been shown for Wales Plc. from which it can be found that the firm has gained £145850 as profit after the financial year ended in December 2022. 
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Figure 1: Calculation for Income Statement for the year ended 31st December 2022 for Wales Plc.
(Source: Excel)
From the above calculation, it can be confirmed that the company has gained a positive amount of profit at the end of the financial year which is £145850. It affirms the economic strength of the company in managing profit gained excluding the cost of sales and utilising the fund in meeting the operational expenses. 
[bookmark: _Toc153956580]Question 3 
a) Ratio analysis holds a greater insight into the internal and external operational performance of the companies that target to overview the suitability in gaining profit (Lacombe and Bazinet, 2021). In this section, ten different aspects of ratio analysis have been computed showing the comparison of the internal performance of Sweet Plc in the financial year 2022 with 2021. 
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Figure 2: Calculation for Financial Ratios of Sweet Plc for 2021 and 2022
(Source: Excel)
The Return on Capital Employed (ROCE) ratio relies on the collection of operating profit gained by a business entity by utilising available capital employed such as the difference between total assets from the total non-current liabilities (Shrotriya, 2019). For Sweet Plc, the ROCE ratio in the year was 0.10 indicating the percentage of 10% which is a suitable rate for generating operating profit by utilising its capital employed. At the end of 2022, the ratio increased up to 11% which shows the economic growth of the company. The Return On Equity ratio signifies the distribution of net income according to the shareholders’ equity which is a positive indication of shareholders’ interest in the business entity (Saputra, 2022). The percentage of ROE has increased in 2022 that the previous financial year which affirms the suitability of return on investment. The ratio of Earnings per share is interconnected with the ROE ratio which has also increased in the current financial year. From the ratio of Earnings per share, it can be stated that the shareholders of Sweet Plc are getting the expected amount as a return on investment and will maintain long-term involvement. Net profit margin signifies the percentage of net revenue gained by a business entity. As per accounting standards, a high net profit margin ratio shows the higher profit gained by the company excluding other costs (Nariswari & Nugraha, 2020). From the calculation, it can be found that the company has generated the exact amount of net profit in 2022 as 2021 in spite of conducting more sales. The calculation of the asset turnover ratio implies the execution of assets in generating sales. A higher asset turnover ratio is expected by the companies that will interpret the selling efficiency by including the benefits of the assets. Based on the calculation, Sweet Plc has successfully utilised its assets to maximise sales volume in the current financial year which confirms a systematic inventory management system. 
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Figure 3: Calculation for Financial Ratios of Sweet Plc for 2021 and 2022
(Source: Excel)
The stock holding days refer to the certain period of time that a business entity holds its available inventory before selling in the market. The higher period indicates the inefficiency of the stock management strategy of a company that rotates its inventories within the business for a long time and has not evolved with an efficient supply chain (Tan, et al., 2019). A company should manage its stock-holding period to be within 30 to 60 days where the benefits of the products remain unchanged and have to replenish the stock for further production. The time span of the debtors’ collection period accommodates the collection period from the debtors where a maximum of 45 days is assumed to be a suitable period to collect from the debtors. In this case, the debtors’ collection period for Sweet Plc has increased to 326 days which is a negative sign for the company and can create major financial losses. The current ratio justifies the utilisation of current assets along with current liabilities to conduct business operations. A higher current ratio shows that the company is maintaining assets to cover the liabilities and operating its business activities (Husna & Satria, 2019). The calculation of the capital gearing ratio is crucial to identify the future possibilities of meeting financial loss. A higher percentage of capital gearing ratio is a very concerning stage that refers to the company generating debt to issuing equity. The interest coverage ratio has a significant connection with the capability of the firms to cover the debt amount with their earnings. From the calculation, it can be found that Sweet Plc. lacks relevant share market performance where the company can face severe financial loss by not covering the debts. 
b) From the calculation of different ratios to compare between the economic performance of Sweet Plc in 2021 and 2022, it can be stated that there are both positive and negative results. The ratio of ROCE, ROE, earnings per share, asset turnover and current ratio indicates a positive economic strength of Sweet Plc in generating profit and increasing sales volume. Hence, the net profit margin implies the unchanged amount of net profit in the current fiscal year as per 2021. The calculation of the stock holding days shows that Sweet Plc has a poor stock management strategy that insists stock remains in the business for more time. Similarly, debtors’ collection period, gearing ratio and interest coverage ratio reflect the poor inventory and supply chain management strategy of the company. 
[bookmark: _Toc153956581]Conclusion 
It can be concluded that maintaining accounting fundamentals is necessary for business entities to ensure the transparency and relevance of the financial transactions made within financial years. It is also needed to maintain proper accounting standards and concepts by the companies by which they can identify their current market performance and gather profit. Concepts such as Balance sheets, non-current assets, prepayments or accrued expenses need to be established within the financial management team signifying correct accounting standards to be followed. The importance of shareholder communication by managers, conducting ledgers and trial balance is also necessary for a business entity to generate in-depth ideas of the accounting dynamic environment. Ratio analysis eliminates misinterpretation and misconduct of internal and external business performance of a company that assists the higher authority to take effective actions for mitigating future threats. Therefore, it can be confirmed that understanding accounting fundamentals can guide an individual to gain knowledge regarding the financial process of the companies and provide further concepts of the business environment. 
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