Accounting Fundamentals 

Assignment 1 
Code: LCBB4001
Lecturer: Ivana Rozic
Ioan-Alexandru Sas
Student Number: 2213949














[image: Text

Description automatically generated]

Table of Contents
Question 1	3
Question 2	7
References	14



[bookmark: _Toc132960363]Question 
	Income Statement
	 

	 
	 

	Particulars 
	Amount in  £

	 
	 

	Sales 
	800000

	Add- Outstanding
	980

	 
	 

	Total
	800980

	 
	 

	Less- 
	 

	Cost of goods sold
	578650

	 
	 

	Gross Profit
	222330

	 
	 

	Less- 
	 

	Administrative Expenses
	30000

	Distribution costs
	28000

	Directors Remuneration
	5000

	Outstanding expenses
	3000

	Interest paid
	2000

	Add- Outstanding Interest
	2000

	 
	 

	 expenses
	70000

	 
	 

	Gross Profit
	152330

	 
	 

	Less- Income tax
	100000

	 
	 

	Net profit for the year
	52330

	Less-
	 

	Ordinary Dividend 
	20000

	Preferences share 
	30000

	 
	 

	Net profit after tax, interest and dividend
	2330



Interpretation
Profit and loss account is also known as income statements. An accountant prepares it for a particular period. Companies use this statement to evaluate their net profit and loss. The investor uses it during the time of investment. It is the process of accounting and the accountant fulfill all the requirements while documenting and publishing the accounts in the annual reports (Wahlen et al., 2022, p. 145).
 This account is prepared after the trial balances, and it includes three heads which are income, expenses, and net loss and profit for a certain period. The above statement shows a net profit before the dividend paid amount for the year ended 2022 was £ 52330, and after, it was £ 2330. Sweet Plc earns £ 800000 from its business operations (Wahlen et al., 2022, p. 140). The COGS of this year was £ 578650, and the resulting amount after that amount deducted from the revenue is known as the gross profit, which was £ 222330. The various indirect cost incurred by Sweet Plc included administrative, director remuneration, and distribution costs.
As per the provided information, there are some adjustments also included in this financial statement, such as outstanding, accrued, and paid amounts of the dividend. The accumulated interest of the £ 980 and outstanding expenses was £ 2000. During the financial year 2022, the Sweet company pays a total dividend of £ 50000. 
It is a very useful statement because it provides accurate information about the firm growth and sustainability. Income statement help in calculating the profitability ratio of the company such as net profit, operating profit, return on assets or investment, and gross profit margin (Turlington et al., 2019, p. 429). It supports the preparation of the statements of financial. Sweet company expenses are more than in the respect of the revenue, which means the company has had a profitable state, but its expenses value is more. It can improve its profit by efficiently monitoring its costs and various areas that could lead to increased expenses in the company. 

Financial statement as of December 31, 2022
	Balance Sheet
	Amount 

	 
	 

	I- Assets
	 

	 
	 

	Non- Current Assets

	 
	 

	Plant and Equipment
	1250000

	 
	

	Total 
	1250000

	 
	 

	Current assets

	 
	 

	Stock at 31st December 2022
	510850

	Trade Receivable 
	170125

	Cash and bank
	96000

	Accrued Income
	980

	 
	 

	 Total
	777955

	 
	 

	Total assets
	2027955

	 
	 

	II- Equity and Liabilities
	 

	 
	 

	Equity
	 

	 
	 

	10% 1 preference shares
	500000

	1 Ordinary Share
	900000

	Retained Profit at 1st January 2022
	132000

	less - Net Profit
	2330

	Capital reserve
	100000

	 
	 

	Total Equity
	1534330

	 
	 

	Liabilities
	 

	 
	 

	Non-Current Liability
	 

	 
	 

	2% Debenture
	200000

	 
	 

	 
	 

	 
	 

	Current Liabilities
	 

	 
	 

	Trade Payable 
	188625

	Outstanding Expenses
	3000

	Outstanding Interest
	2000

	Total
	193625

	 
	 

	Total of equity and liabilities
	2027955



Interpretation-
The above table demonstrates the figures of the financial statements which include the equity, assets, and liabilities values for a certain period. It reflects both the historical and present values of the items included in this statement. The accountant prepares this account after the profit and loss account. 
It is used by both internal and external users for determining the financial ratios for evaluating the business performance for the year. In addition, the values of assets and liabilities or equity are equal as per the accountant's rules and standards (Zdanovskin and Pilvere, 2019, p. 102). The total assets of the company were £ 2027955. The company uses debenture and equity in its capital structure. 
The trade is payable and receivable £ 188625 and £ 170125, respectively. Here, the company opens the capital reserve account for balancing the financial statement with the amount £ 100000. The cash and cash equivalent for the year was £ 96000. It carried forward various adjustment entries from income statements to balance sheets as per the accounting rules. However, it calculates efficiency, liquidity ratio, earnings per share, and solvency ratios. 
The balance of the financial statement always be equal. The reason behind this is fundamental accounting equations: total liabilities and equity amount is the same as the assets for the year. The accounting principles of the dual concept and other standards refer that every transaction that is incurred in the accounting period must be recorded on the same day, and this entry impact two accounts with this, the debit and credit balance always be the same (Zdanovskin and Pilvere, 2019, p. 122). If any deviation arises in the books of account and the balance sheet is not matched, that referred to the books of account includes the financial mistakes. 
It assures the business about each economic transaction recorded in which accurate and satisfied along this is recorded either on the side of ownership claims and debts. It consists of information about the source of funding the company uses at a particular point in time. It includes the current assets, current liabilities, as well as the short-term period and long-term liabilities. However, it also includes information about the total amount of equity owned by Sweet Company and how much profit is retained for future growth (Wahlen et al., 2022, p. 140). This statement is useful for comparison purposes with their own company or with others for determining the growth, opportunity, and weak areas. 
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Question 2
a- 
Ratios for Sweets Plc for the accounting period 2021 and 2020- 
1. 
	ROCE (Return on Capital Employed Ratio)

	Details
	Amount (£m)

	 
	2021
	2020

	Net Profit After Tax
	805
	699

	Total Assets
	9736
	10087

	Total Current Liabilities
	2511
	3046

	 
	 
	 

	Capital Employed (Total Assets- Total Current Liabilities)
	7225
	7041

	 
	 
	 

	Formula= Operating profit/ Capital employed*100

	 
	 
	 

	Ratio in %
	11%
	10%



2. 
	Return on Equity

	 
	 
	 

	Details
	Amount (£m)

	 
	2021
	2020

	 
	 
	 

	Net Income 
	431
	366

	Shareholder equity
	3088
	2912

	 
	 
	 

	Formula= Net Income/ Total equity *100

	Ratio in %
	13.96
	12.57



3. 
	Earnings per share

	 
	 
	 

	Details
	Amount (£m)

	 
	2021
	2020

	 
	 
	 

	Net Income
	431
	366

	Average Outstanding Shares
	150
	150

	 
	 
	 

	 Formula= Net Income / Average Outstanding Shares

	 
	 
	 

	Ratio (£ Per Share)
	2.87
	2.44



4. 
	Net Profit Margin

	 
	2021
	2020

	 
	Amount (£m)

	Profit for the year
	431
	366

	Revenue
	6738
	6441

	 
	 
	 

	 Formula= Net Income / Revenue*100

	 
	 
	 

	Ratio 
	6%
	6%



5. 
	Asset Turnover Ratio

	 
	2021
	2020

	 
	Amount (£m)

	Revenue
	6738
	6441

	Total Assets
	9736
	10087

	 
	 
	 

	Formula= Sales/ Total assets

	Ratio in times
	0.69
	0.64



6. 
	Inventory days

	 
	 
	 

	Details
	Amount (£m)

	 
	2021
	2020

	 
	 
	 

	Inventories
	708
	659

	Cost of sales
	3235
	3096

	 
	 
	 

	Formula= Inventory/ COGS *365

	 
	 
	 

	Ratio (In days)
	79.88
	77.69



7. 
	Debtor Collection Period

	 
	 
	 

	Details
	Amount (£m)

	 
	2021
	2020

	 
	 
	 

	Trade Receivable
	1249
	1287

	Revenue
	6738
	6441

	 
	 
	 

	Formula= TR/ Revenue *365

	 
	 
	 

	Ratio (In days)
	67.66
	72.93



8. 
	Current Ratio

	 
	 
	 

	Details
	Amount (£m)

	 
	2021
	2020

	 
	 
	 

	Current Assets
	2303
	2355

	Current Liabilities
	2511
	3049

	 
	 
	 

	Formula= Current Assets/ Current Liabilities

	 
	 
	 

	Ratio (in Times)
	0.92
	0.77



9. 
	Gearing  Ratio

	 
	 
	 

	Details
	Amount (£m)

	 
	2021
	2020

	 
	 
	 

	Non-Current Liabilities
	4137
	4129

	Shareholder Funds
	3088
	2912

	 
	 
	 

	Formula= Long term liabilities/ Total equity 

	 
	 
	 

	Ratio (in Times)
	1.34
	1.42



10. 
	Interest Coverage Ratio

	 
	 
	 

	Details
	Amount (£m)

	 
	2021
	2020

	 
	 
	 

	Operating Profit
	805
	699

	Interest Payable 
	226
	181

	 
	 
	 

	Formula= Operating Profit/ Interest Payable 

	 
	 
	 

	Ratio (in Times)
	3.56
	3.86



b)  Financial Performance and its Interpretation- 
Ratio analysis is the most popular technique of finance for evaluating the business performance for a particular period as well it is useful in the comparison of ratios with the previous years and from its competitors. It will help in understanding liquidity, solvency, and various other ratios. The users of the company used this for their investment purpose and sometimes it is contained in the annual reports (Lukic and Hadrovic Zekic, 2021, p. 6). The above part includes mostly all types of ratios. 
Ratio of Profitability-
· This ratio is increased in the financial year 2021 of the company Sweet Plc. The return on equity was 13.96 % and 12.57 % in 2021 and 2020 respectively. On the other side, its ROCE also significantly increased in 2021 by 1 %. The ratio of net profit of the company is 6 % in both accounting periods and it is below the standard ratio. 
· As per the above ratio analysis, it is concluded that Sweet Plc performed well in the accounting period 2021. Its revenue increased in this period by £ 297 million which resulted in improving the net profit and gross profit margin.
· The company ratio of return on capital employed and ROE indicates that it generates a sufficient amount from investors and shareholders.
· Earnings per share refer that how much money the company received on its outstanding ordinary shares in the period, and it was £2.44 in 2020 and £2.87 in 2021. It improves by increasing the sale proportion and cost of products as well as services. The company supervises its employee's activities for monitoring that all are performing their duties perfectly. 
Current Ratio-
· Its calculation is also shown in the above-given table and is part of the liquidity ratio. It is determined by the company to evaluate the capability of Sweet Plc concerning how efficiently it is paying the current obligation from its short-term assets for a certain year. 
· It decreased from its ideal ratio, which was 2:1 times, but the firm ratio increased, and it was 0.92 times and 0.77 times in 2021 and 2020 accordingly. It means the firm faced a liquidity problem in both years due to inefficient management of the company finance and the unbalanced distribution of resources (Schmitz and Leoni, 2019, p. 338). The company increased its liquidity ratio by efficiently managing its funds, optimised way of using its assets and reducing expenses. 
Efficiency Ratio-
· This financial ratio is increased, which is not a good sign for the company's financial position. 
· Here, included the stock holding and collection period and it represented that the firm policies of collecting funds from its customer are not good, in another side its inventory is increased due to decreased sales in the company (Lukic and Hadrovic Zekic, 2021, p. 5). 
· This problem arises due to the lack of control over its stocks and management operation activities. It improves when the firm is developing new strategies and offering discounts or rewards to its customer, such as cashback and cash discounts at the time of sales. 
Gearing Ratio-
· It decreased in 2021 of the company, which means the proportion of equity or preference share is more than the total debt. It is decreased by 0.08 times. 
· The debt is used by those enterprises whose earnings increase every financial year because it will help reduce debt. On the other side, the asset turnover ratio increased in the accounting period 2021 by 0.05 times. It means that the company is efficiently using its fixed asset, which can lead to an increase in the production level, which could lead to sales (Al-Hanandeh et al., 2020, p. 105). 
· The interest cover ratio is decreased, which means that the finance cost of the company increased, such as operating and debt amount.
Finding and suggestion-  
In contrast, there are some areas in the company where it must be focused, such as its inventory and trade receivables period ratios increased in the current year, which demonstrates that the firm takes a long time to convert its stock into sales and cover money from debtors respectively (Biddle et al., 2022, p. 298). Further, the debt-to-equity ratio of Sweet Plc is relatively high because it takes more debt proportion in respect of equity. 
The company needs to evaluate the various ratio to determine the company's financial strengths and weaknesses. It will help improve health and profit for the upcoming years. The analysis of the financial statement of Sweet Plc indicates that the company should increase its profits when it efficiently manages its working capital and adopts new policies as well as strategies that will help in increasing overall performance. 
 It is a growing and profitable company, but there are some departments or areas where it should take several steps to improve it. It includes Sweet Plc must focus on managing its working capital and decreasing the debt amount level to increase the business performance. 
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