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[bookmark: _Toc153958253]Introduction 
Accounting is directly related to the financial environment of the companies by which the external and internal capabilities of the firm for operating its activities in the market can be understood. It consists of some crucial steps such as recording, segmenting, analysing and making decisions based on the summarisation of the monetary transactions that occurred within a certain period. Effective accounting denotes economic flexibility as well as the operational performance of the companies which gathers information about the profit generated within the financial years (Warren, et al., 2020). For this reason, both the financial and management accounting teams of the firms intend to implement accounting fundamentals that can guide to establishment of effective accounting procedures. Accounting fundamentals contain the rules and regulations which assist in measuring the financial performance of the companies by directing different financial statements. There are five most established accounting fundamentals which are cost principles, matching principles, objectivity principles, revenue recognition principles and full disclosure principles (Cai, 2021). Each of these principles is interrelated with the concept of financial statements that can help in observing the current market positions of the firms and optimise future decision-making processes. The main purpose of accounting fundamentals is to provide an in-depth knowledge of the operational growth of the firms by utilising its strength to generate revenue and identify key drivers causing economic loss. 
In this essay, some accounting concepts and statements will be discussed by giving significant information according to accounting standards. An income statement will be computed based on the information given for Wales Plc. in the financial year 2022 to gather knowledge about its performance in the market. Along with that, a ratio analysis statement will be done for Sweet Plc. to show the comparison between its performance in the market for the fiscal years 2021 and 2022. 


[bookmark: _Toc153958254]Question 1 
The statement of the financial position of a firm contains a consolidated balance sheet reflecting its performance in a particular fiscal year. A balance sheet provides a detailed insight into the assets, liabilities, expenses and revenues collected by the company (Song, et al., 2019). In those segments, both cash and non-cash items are included made by the cash flow statements or other financial statements. The purpose of conducting a detailed balance sheet is to identify the expenses and liabilities created for operating business activities and generate revenue or create assets at the end of the year. For this reason, companies show information related to the share market, creditors, loans and assets purchased by utilising cash and credit facilities. Cash comes under the current asset section whereas purchases such as machinery or plant is fixed assets. Similarly, long-term liabilities and investments also have to be considered in the liability side of the balance sheet which justifies the overall performance of the company. According to the periodical concept of accounting concept, a balance sheet determines the impact of regular transactions held in a firm by identifying revenue generation, tax computation and gathering profit by using the liabilities and assets (Apostol, 2021). Therefore, it can be stated that the balance sheet does not only reflect the cash-related transactions and creates an overall understanding of the business activities of the companies. 
Non-current assets denote the assets that cannot be converted into cash within a short period. Machinery, land, factory equipment, vehicles and bonds are examples of non-current assets that hold a large amount of investment for a long period. Non-current assets can be segmented into three kinds which are tangible assets, intangible assets and natural resources (Marmul & Kucherenko, 2021). Tangible assets indicate the assets that have a long-term useful value and a physical existence. Some of the tangible assets are land, factory, equipment and others. Being a physician substance, these tangible assets can be moved as per the requirement but cannot be easily converted into cash. On the other hand, intangible assets do not have a physical existence but can be purchased by money and have a contribution to the revenue generation process of the companies. Goodwill, trademarks, patents, copyrights, licences and brand value are intangible assets which are gathered by firms by operating in the market successfully and have benefits for a long time. Intangible assets cannot be moved because for have no physical existence and cannot be purchased or sold. Similarly, natural resources such as mines, and oil fields owned by companies cannot be moved but can be purchased or sold to other business entities. Therefore, it can be stated that all non-current assets cannot be moved for having no physical existence but some of them can be moved as per the instruction of the firms. 
Shareholders play a huge role in a company by contributing capital funds to maintain the business operations for a long time. They also participate in the decision-making process that helps in making adaptive changes within the business strategy and gain more benefits by which they can get more returns. Shareholders show their active involvement with companies that have strong economic backgrounds as their main focus is to get expected returns (Battilana et al., 2022). For this reason, the business teams want to attract more potential shareholders for the future who will provide funds for continuous business operations. Managers of the financial or management accounting team are responsible for interacting with future shareholders and maintaining communication to involve them with the companies. In order to attract potential shareholders, they can provide financial information about the firm to both current and future shareholders. Effective supply of the financial information of the companies to the current shareholders maintains their constant participation whereas future shareholders will find the suitability to invest in the future. 
The statement of financial position or the balance sheet should consist of both accrued and prepayment transactions to reflect the actual performance of the firms in the market. Accrued transactions indicate short-term liabilities for companies that cannot be paid within the current financial year. Transactions that are not fulfilled within the current financial year are recognised which should occur in the balance sheet along with recording in the following years in which they will be paid (Barker, et al., 2020). According to the accrual concept of accounting standards, accrued transactions should be maintained in the due year along with the paid year to reflect the actual performance of the firm. Similarly, prepayment transactions can be regarded as a segment of current assets for the companies that are paid before the due period. It shows the economic strength and flexibility by utilising the fund. Prepayment transactions should occur in the current balance sheet which confirms the fulfilment of the liabilities that maintain the originality of the companies. 
Accounting regulations or standards ensure the implementation of the rules and regulations based on the effective accounting process that companies should maintain to identify any misinterpretation and evolve rectification. Based on the dual entry concept of the traditional accounting system, accounting regulations dictate the maintenance of the transactions through Debit and Credit (Kober, et al., 2021). The importance of accounting regulations is to assist companies in recording their transactions through the dual-entry system along with the regulations provided by GAAP. Generally Accepted Accounting Standards (GAAP) signify four major principles which are the cost principle, revenue principle, matching principle and disclosure principle. These principles are necessary to implement which support debtor-creditor balance, inventory management and share market involvement. Therefore, it can be justified that companies that want to promote ethical financial statements should establish accounting regulations in the business process. 
Ledger accounts direct the basic procedure of maintaining the bookkeeping procedure of the companies by segregating them according to traditional debit and credit formats. It is the core process of recording the transactions occur on a daily basis which confirms the efficient transaction recording process (Weigand, et al., 2020). Based on the traditional accounting golden rules, a ledger account segregates the transaction by following 
· In a Personal Account, Debit is the receiver and Credit is the giver, 
· In a real account, Debit that comes in and Credit that goes out,
· All gains or revenues will be recorded as Credit and all expenses or losses will be recorded as Debit. 
Through conducting the ledger account, a trial balance can be prepared which helps in accomplishing the accuracy of the transactions on a daily, weekly or monthly basis. Generally, a proper trial balance should be based on the double-entry system of the accounting concept which suggests to maintain the balance between debit and credit (Schmitz & Leoni, 2019). For this reason, a trial balance is necessary for companies for noticing any misconception or misinterpretation of the figures related to the transactions and direct the preparation of the other financial statements. Therefore, it can be confirmed that maintaining a ledger account and balance sheet is necessary for the companies that will help in making other financial statements at the end of the financial year. 


[bookmark: _Toc153958255]Question 2 
The income statement consists of the transactions related to the flow of cash that occurred within a particular financial year that defines the strength of the firms on the liquidity assets. It underlies the concept of recording cash-related transactions to identify income and expenditure that offers a detailed overview of the operational activities of the companies (Brewer, et al., 2022). An income statement calculated at the end of a particular period shows the revenue and earnings generated by the firms and the utilisation of the funds in meeting the expenses. A company intend to conduct an income statement to identify the transactions which corporate in cash inflow along with taking control of the cash outflow transactions to prevalent the chances of cash scarcity (Blouin & Robinson, 2020). 
[image: ]
Figure 1: Computation for Income Statement for the year ended 31st December 2022 for Wales Plc.
(Source: Excel)
The above image indicates the income statement of Wales Plc by reflecting the cash inflow and outflow transactions that happened in the year 2022. It can be found that the company is effectively utilising its liquid fund to cover expenses such as commission, distribution costs, accrued expenses and others. After meeting with all the cash outflow transactions, a positive surplus has been found by the company as a net income of £145850 million. According to the accounting concept, Wales Plc should utilise the income generated at the end of the year in covering future expenses in the following time period. It also suggests that the company will seek more transactions that will generate more cash inflow for strengthening the economic criteria in the future. 
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a) The ratio analysis interprets the identification of the economic performance that a company performs within a particular financial year in different financial aspects. It assists the financial accounting teams to generate the key aspects of creating revenue in the market along with the share market and inventory control (Manullang, et al., 2020). In this part of the essay, ten different ratios have been computed based on the information from Sweet Plc to compare among the financial achievements in 2022 to 2021. 
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Figure 2: Computation of Financial Ratios for Sweet Plc. For 2021 and 2022
(Source: Excel)
b) The ratio of return on capital employed shows the utilisation of the capital employed present in the organisation which is the difference of total assets and current liabilities in collecting operating profit. Based on the calculation, the ratio of ROCE has increased up to 11% in 2022 affirming the economic development of Sweet Plc. Return on Equity is calculated to understand the share market performance of the company which implies of proper distribution of the net income gathered in the financial year among the potential shareholders. A higher rate of ROE is necessary to be maintained that also reflects a positive rate of earning per share (Killingsworth et al., 2021). Sweet Plc has an increased rate of ROE along with the earnings per share which reflects the suitability of share performance in 2022. The ratio of net profit margin has been calculated to show the difference between revenue and cost gathered at the end of the financial year. The figures prove that the company is failing to generate more net profit in 2022 than in 2021 after increasing sales volume. According to the calculation of the asset turnover ratio for Sweet Plc in 2021 and 2022, it can be stated that the company is accommodating its assets to maximise the net sales volume. 
Ratio analysis statements can also help in identifying the company’s performance in managing its inventory or stock and fulfilment of the debt amount within a specific period (Kapur, 2020). Through having an improved economic execution, Sweet Plc is deteriorating with its poor inventory and debtors’ collection process. In 2022, the number of days for stock handling has increased to 80 days which shows the increased flow of stock present in the business environment. Simultaneously, the company has collected its debt amount from the debtors within 236 days in 2022 that is a negative sign and can cause financial loss from the debtors. The company should reduce the time for both transactions to assure a strong supply chain and collect the receivable amount within a suitable period. The increased rate of current and gearing ratio signifies the utilisation of assets to minimise the liabilities and less involvement of debt in creating market equity in 2022. On the other hand, the decreased ratio of interest coverage confirms the scarcity of the interest payable on the debt or the dividends. 


[bookmark: _Toc153958257]Conclusion 
It can be concluded that accounting fundamentals assure the relevance and accuracy of the monetary transactions of the firms that reflect the flexibility of the financial statement analysis done within the fiscal year. It is important for an individual to learn about the correct accounting principles to understand the structure of the economic base followed by the companies. Simultaneously, it should be conducted by including both accrued and prepayment transactions to assure its accuracy. The statement of financial position or the balance sheet should be prepared by recording both cash and non-cash transactions which will confirm the involvement of cash in different elements. Non-current assets such as Goodwill, Patents, Copyrights and Trademarks cannot be moved but other assets which are land, factories, equipment and natural resources can be moved. It is necessary to identify the difference between tangible, intangible and natural resources to understand the movability of the non-current assets. Managers should attract future shareholders for the companies by providing financial information to attract them towards investment but confidentiality of the sensitive information should be maintained. Ledger and trial balance are the core basic components for companies that intend to record transactions on a daily basis for assisting the other financial statements such as balance sheets and income statements. All these accounting statements and concepts are based on the active establishment of the accounting standards as well as GAAP that directs the suitability of the economic performance of the business entities. An income statement directs the flow of cash in the business and utilisation of the fund in covering the expenses. Similarly, it is necessary to reflect ratio analysis which can assist in comparing the internal business performance made in different financial years. 
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