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Introduction
In this assessment, various fundamentals of accounting will be discussed and how these fundamentals are applied to the businesses. Three questions have been provided that are to be answered. In question 1, some statements have been attached that are to be evaluated. Suitable examples will be attached to the discussion as well. In question 2, the income statement for Wales plc for the year ended 31st December 2022 will be prepared using the information provided in the trial balance. In question 3, the financial statements of Sweets plc will be used for the evaluation of accounting ratios so that the company’s financial health and performance are compared between the recorded periods.  
Accounting fundamentals are regarded as the set of technical approaches which are to be used to record, analyze, and report the financial transactions of a business for the reported financial period. There are some accounting principles that are used to prepare financial statements like income statements, balance sheets, statements of cash flow, etc. Use of the conventions and proper techniques increases the transparency and accuracy of financial reporting (Toms and Fleischman, 2015). 
Main Body
Question 1
1. This given statement is not justified as the cash inflows and cash outflows are mainly shown in the statement of cash flows of a company. It is also a financial statement alongside the income statement and the statement of financial position or balance sheet. From the difference of cash inflows and cash outflows, net cash flow for the period is evaluated which is then added to the opening cash balance to derive the closing cash balance for each period. Statement of financial of financial position shows the assets, liabilities, and equity of a business and the two sides of a balance sheet should always balance as it follows the accounting equation - Assets = Liabilities + Equity (McLaney and Attrill, 2020).
2. The statement provided above cannot be considered entirely correct. Assets are the resources of a business with economic benefits. A company is said to have current assets and non-current assets. Non-current assets are also regarded as fixed assets as these assets exist more than 12 months and provide economic benefits to the company. Unlike current assets, the value of fixed assets depreciates over time. Plant & Building, equipment & machinery, etc. are the examples of fixed or non-current assets. However, intangible fixed assets like patents, goodwill, copyright, etc. don’t have physical substance (Barker et al. 2022). Still, tangible fixed assets can be moved physically unlike intangible assets. So, the statement doesn’t comply with the accounting definition of non-current assets.    
3. Presentation of financial reports to the current shareholders is not conventional as the regulatory frameworks and jurisdictions propose that the financial information of the company should be provided to all the stakeholders of the company, current as well as potential shareholders and to the creditors, employees, suppliers, customers, etc. This is done to foster transparency and accountability of the financial information so that informed and appropriate business decisions can be made. For listing as the public limited companies on stock exchanges, full disclosure of financial information publicly is necessary (Goldstein and Yang, 2017). The management also finds it easier to make decisions. The chances of misuse of funds or manipulation of information also decrease. Also, the business will become more reputate with the full disclosure of financial reports. 
4. This statement is not justified as the inclusion of prepayments and accruals in the financial statements is important. Prepayment is the money paid in advance for the purchase of goods or services that the company will get in the near future. Accruals are the expenses that have taken place but have not been recorded in the financial statements. These two are recorded in the balance sheet of a company under current assets and current liabilities section respectively. These transactions are to be considered to make the statements precise and adjust the expense account so that the statements can comply with the standards of accounting. Also, to maintain the consistency and comparability of the financial statements, prepayments and accruals are recorded in the statement of financial position (ACCA, 2023).      
5. The statement provided above is not justified as regulation over financial accounts benefits in various ways. To maintain the transparency and integrity of financial information, regulation is required. Also, financial regulation protects the investors or shareholders as the financial performance and position of the business during the reported period is projected accurately through the financial statements. Hence, the investors can feel confident and make optimal decisions regarding the business. Information asymmetry will go down in the market. Also, regulation prevents unethical practices in accounting such as data manipulation, stealing secret information of the business. So, the financial system becomes more stable. Also, after adopting regulatory compliances, the company can look for external sources of financing to raise capital (Naranjo et al. 2014).  
6. The given statement is correct. The ledger accounts and trial balance should be in balance before the preparation of financial statements of a company. In ledger accounts, the financial transactions of a business are recorded. A trial balance shows the debit and credit transactions of a business. To evaluate the mathematical errors of the double entry accounting system and check the accuracy of ledger accounts, trial balance is prepared. If the debit and credit sides of the trial balance are equal, it means the ledger accounts have been correctly recorded (Lumen Learning, 2023). So, accurate financial statements can be produced based on which the stakeholders of the business will make their decisions.    
Question 2 
An Income statement is one of the financial statements by which the financial performance of the business is evaluated. The revenues earned, direct and indirect expenses of the business, taxes and interests, and gross profit, operating profit and net profit are projected through the income statement of the business for the reported year (Atrill and McLaney, 2020). This statement is useful for the external stakeholders and investors in particular to make informed investment decisions in the business. 
	In the books of Wales plc

	For the year ended 31st December 2022

	Income Statement

	Particulars
	£

	Sales revenue 
	9,01,000

	Cost of sales or purchases
	5,78,650

	 
	 

	Gross profit
	3,22,350

	 
	 

	Administrative expenses 
	1,70,000

	Directors' remuneration
	5,000

	Distribution costs
	28,000

	Cost of debentures
	4,000

	Depreciation of equipment 
	65,000

	Outstanding commission
	2,000

	 
	 

	Total operating expenses
	2,74,000

	 
	 

	Operating profit/ Profit before tax and interests (EBIT)
	48,350

	Interests paid 
	2,000

	 
	 

	Profit before Tax (EBT)
	46,350

	Corporation Tax
	15,000

	 
	 

	Net profit / Profit after Tax 
	31,350



Workings:
i. Total sales revenue = Sales + credit sales = £900,000 + £1,000 = £901,000. 
ii. Gross profit = Total sales revenue – cost of sales = £901,000 - £578,650.
iii. Administrative expenses = £160,000 + salaries payable for December = £160,000 + £10,000 = £170,000. 
iv. Cost of debentures = 4% of £100,000 = £4,000. 
v. Depreciation expenses for the year = 10% straight-line basis on £650,000 = £650,000*10% = £65,000. 
vi. Profit before interests and tax = Gross profit – operating expenses = £322,350 - £274,000 = £48,350. 
vii. Profit before Tax (EBT) = Operating profit – interest expenses = £48,350 - £2,000 = £46,350. 
viii. Profit after Tax or Net profit for the year = EBT – corporation tax = £46,350 - £15,000 = £31,350. 
Question 3
a. Calculation of financial ratios
1- ROCE:
ROCE ratio is another useful measure of the firm’s profitability as it evaluates how well the firm manages to use the raised capital for generating operating profit. The divisional value of the firm’s operating profit and capital employed (total assets less current liabilities) is regarded as the Return on capital employed (ROCE) ratio (Lisek et al. 2020). Higher ROCE ratio is always desirable as it denotes that the company effectively uses the capital funds to generate more operating profit.  
	Calculation of Return on capital employed

	Particulars
	2022
	2021

	Earnings before interest and tax (EBIT)
	805
	699

	Total Asset
	9,736
	10,087

	Current liabilities
	2,511
	3,046

	Capital employed
	7,225
	7,041

	ROCE= EBIT/ Capital employed
	11.14
	9.93



2- ROE:
Return on Equity ratio measures the financial performance of a company in generating its net profit using shareholder’s equity (Al-Qudah, 2016). If the ROE ratio is higher, it means that the company has effectively used its equity to generate greater net profit while a lower ROE ratio states the opposite and is not desirable for the firm.
	Calculation of Return on equity (ROE)

	Particulars
	2022
	2021

	Net income
	431
	366

	Shareholders’ equity
	3,088
	2,912

	ROE= Net income/ Shareholders’ equity
	13.96%
	12.57%



3- Earnings per Share (EPS):
To assess the performance of a business, earnings per share (EPS) ratio is relevant as well. The net profit of the business is divided by average ordinary shares to generate the EPS which shows how many shares are sold by the company to generate net income. Higher EPS signifies that the company generates enough net profit by selling sufficient amount of ordinary shares (Indeed Career Guide, 2023). 

	Calculation of Earning per share

	Particulars
	2022
	2021

	Net profit 
	431
	366

	Outstanding shares
	300
	300

	Average outstanding shares
	300
	300

	EPS= Net profit/ Average outstanding shares
	1.44
	1.22



4- Net profit margin:
Net profit margin projects how effectively a company generates net profit from its sales revenue. Net profit is divided by total sales revenue to calculate the net profit margin of the business (McLaney, 2005). A higher net profit margin resembles improved profitability of the business. 
	Net profit margin

	Particulars
	2022
	2021

	Net profit
	431
	366

	Total revenue
	6738
	6441

	Net profit margin= (net profit /revenue)*100
	6.40%
	5.68%



5- Assets turnover:
The assets turnover ratio is used to measure the ability of a business to produce sales revenue in relation to its assets. When the ratio is higher, it signifies that the company uses its assets efficiently to generate more sales. However, the underutilization or misutilization of assets is showcased by a small assets turnover ratio (Forage, 2023).   
	Asset turnover

	Particulars
	2022
	2021

	Total revenue
	6738
	6441

	Total Asset
	9,736
	10,087

	Asset turnover= Revenue/average total asset
	0.69
	0.64



6- Stock holding days:
Stock holding days are a metric of the firm’s financial efficiency. The average number of days required by a firm to sell off its inventory is measured by the inventory days ratio. Average inventories are divided by the cost of sales and then multiplied by 365 to evaluate the inventory days of a firm for the reported period (Kwak, 2019). 
	Stock holding days

	Particulars
	2022
	2021

	Inventory
	708
	659

	Cost of goods sold
	3235
	3096

	Stock holding days= (Inventory/cost of goods sold) x 365
	79.88 days
	77.69 days



7- Debtors collection period:
Trade receivable days is also an efficiency ratio which measures the number of days taken by the credit customers to pay the amount owed to the business (McLaney, 2005). If the trade receivable days of a firm are less, it signifies that the customers take less time to pay the amount for the items supplied by the firm to the customers, which means the company is more financially efficient. 
	Calculation of debtor’s collection period

	Particulars
	2022
	2021

	Trade receivables
	1,249
	1,287

	credit sales
	6,738
	6,441

	Debtors collection period= (Trade receivables/annual credit sales)*365
	67.66 days
	72.93 days



8- Current ratio:
Current ratio is the ratio of current assets and current liabilities available to a company during the reported period (McLaney, 2005). This ratio represents the ability of the business to pay off its short-term financial obligations using its liquid assets. A current ratio more than 1 signifies better liquidity position of the business. 
	Calculation of current ratio

	Particulars
	2022
	2021

	Current asset
	2,303
	2,355

	Current liabilities
	2511
	3046

	Current ratio= current asset/ current liabilities
	0.92
	0.77



9- Gearing ratio:
The proportion of equity that is financed by the long-term debts of the firm is expressed by the gearing ratio. If this ratio is larger, it implies that the financial leverage of the company is greater as the majority of the company’s equity is financed by the debts as debt financing (CFI Team, 2022). 
	Calculation or gearing ratio

	Particulars
	2022
	2021

	Loans and borrowings
	4137
	4129

	Shareholder's equity
	3,088
	2,912

	Gearing ratio= loans and borrowings/shareholder equity
	1.420673077
	1.41792582



10- Interest cover:
Interest cover ratio evaluates the number of times the payment for current interests can be covered by the business using the evaluated profit. A higher interest cover ratio signifies better financial health of the business (GoCardless, 2020).   
	Calculation of interest cover

	Particulars
	2022
	2021

	Earnings before interest and taxes (EBIT)
	805
	699

	Interest expenses
	226
	181

	Interest cover= EBIT/Interest expenses
	3.56
	3.86



b. Assessment of the company’s financial performance and position
The financial performance of Sweets plc can be assessed using the profitability ratios. The net profit margin in 2022 is higher than the net profit margin of 2021, which means the company has performed better. Also, the ROCE ratio is higher, entailing that the capital has been used more effectively by Sweets plc in 2022. The company also makes good use of the shareholder’s equity to generate higher net profit in 2022 as shown by ROE ratio. The utilization of assets has also increased in 2022, because the assets turnover ratio is higher in 2022. The EPS ratio is greater in 2022, resembling that the company makes more profit by selling its shares. Liquidity and efficiency ratios interpret about the financial health of the business. The current ratio has increased in 2022, which refers to better liquidity of Sweets plc that the company can now deal with the short-term obligations more efficiently. However, the current ratio should be more than 1. The company has not improved its position to pay the interests. The trade receivables days have fallen which means the company now manages to collect the owed payments from its customers in less time. However, the stock holding days have increased which means the company takes more time to sell its old inventory. Gearing ratio in 2022 is also higher which means that the company has become more financially leveraged in 2022.    
Conclusion
This assessment has discussed how accounting fundamentals are used by the businesses for various purposes. In financial reporting, interpretation of financial statements and evaluation of the performance and health of the business, accounting fundamentals are necessary. To maintain the transparency and accuracy of the company’s financial statements, full disclosure of financial information and regulatory compliance are required. Also, the information attached in financial reports are used by the stakeholders of the business for decision-making. Here, the scenarios of Wales plc and sweets plc have been considered. 
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