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Accounting is not only about figures, but a complex process. We identify customers, the type of business, our suppliers, our capital sources. A lot of things to identify. Once you know those things, you want to do a research about the fields of interest. You measure the cost involved and compare it in terms of price/quality. Analysis – when you analyse the cost you include the macro and micro factors: environment, tax and regulations, etc. Listen to what the news are saying about a particular supplier or the country they come from. Troubled areas mean tensed and unsecure flow of goods and deliveries. 
In this report, the main focus will be Financial Accounting and its importance within businesses.
There are two main types of accounting : Financial accounting and management accounting. Financial accounting provides relevant and timely information to the external users for their decision making. Among the data provided by Financial Accounting there are financial reports and general purpose financial statements. The above mentioned reports and statements serve the purpose of providing information about a company’s financial position, financial performance and cash flows to a wide range of external users. 
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	£’000



	Revenue ( W1 )
	827,630

	Cost of sales
	(578,650)

	Gross profit
	248,980

	Distribution costs
	(28,000)

	Administrative expenses 
	  (38,000)

	Operating profit
	182,980

	Finance costs
	(2,000)

	Profit/(loss) before taxation
	180,980

	Taxation ( W2 )
	(68,000)

	Profit for the year
	112,980 
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	2020
	

	
Non- Current assets
	£000
	

	Property, plant and equipment
	632,730
	

	    GROSSED Fixed Assets 

	632,730
	

	
	
	

	Current assets
	
	

	Inventory/Stock
Accrual                                              980                   
	               330,600
	

	   Trade account ( debtors )
	170,125
	

	   Cash and bank balance
	12,900 
	

	   GROSSED Current Assets
	              514,605
	

	Total assets

	1,147,335
	

	Current liabilities
	
	

	Accrued expenses     (W3)             
	 (3,000)
	

	Trade creditors                            
Corporation tax                        ( 68,000 )
Total                                           242,355                                            
	(171,355)
	

	
	 
	

	Non current liabilities
	
	

	Loans and other borrowings
4% Debentures                           100,000 
Total Liabilities                          342,355                        
	                  (0)
	

	
Net assets                               804,980
	
	

	
Equity
	
	

	Share capital   (W4)                610,000
Dividend  ( W5 )                     (50,000)
Net profit                               112,980                      
	
	

	Earnings                                132,000
	
	

	Total Equity                          804,980
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W1 – Added Credit sales £980
W2 – Added Corporation Tax ( paid + unpaid ) = 0 + 68,000
W3 – Accrued expenses ( unpaid commission )
W3 – Share capital + preferences share = 310,000 + 300,000 = 610,000
W4 – Ordinary dividends + preference = 50,000




















[bookmark: _Toc81601222]b) Why does the statement of financial position balance? 

The balance sheet assets are what a firm possesses or will receive in the future and are measurable. Taxes, payables, salaries, and debt are all examples of liabilities. The shareholders' equity section shows the company's retained earnings as well as capital contributed by shareholders. Total assets must match total liabilities and shareholders' equity in order for the balance sheet to balance.
The double entry accounting system records all transactions in at least two separate accounts, acting as a double-check to guarantee that the entries are consistent, this being the main reason why balance sheets do balance, as every transaction is recorded at least twice.
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ROCE ( Return on capital employed )
Profit before interest x 100%              
   Assets employed

2020 = 805+19+22x100 =  846x100 = 11.70%
             9,736-2,511               7,225

2019 = 699+5+26x100 =  730 x100   = 10.36%
              10,087- 3,046       7,041


ROE ( Return on Equity )

                     Earnings                      x 100%   
Ordinary share capital and reserves

2020 =      431x100 = 13.95%
                   3,088

2019 = 366x100 = 12.56%
               2,912


EPS ( Earnings per share ) 

              Earnings                             
Number of ordinary shares

2020 = 431 = 1.43
             300 

2019 = 366 = 1.22
             300

NPM ( Net Profit Margin )

Net profit x 100%
    Sales

2020 = 805x100 = 11.94
              6,738

2019 = 699x100 = 10.85%
                6,441
Asset Turnover 

      Turnover               
Assets employed

2020 =       6,738      = 6,738 = 0.93
             9,736-2,511    7,225

2019 =       6,441          = 6,441 = 0.91
              10,087-3,046     7,041


Stock Holding Days 

   Inventory     x 365Days
Cost of sales

2020 =       708x365 days = 80 Days
                      3,235

2019 = 659x365 days = 78 Days
                  3,096

Debtors Collection Period

Trade receivables x 365
    Credit sales

2020 = 1249x365 days = 68 Days
              6,739

2019 = 1,287x365days = 73 Days
              6,441


Current Ratio 

  Current assets  
Current liabilities

2020 = 2,303 = 0.91
             2,511

2019 = 2,355 = 0.77
             3,046
Gearing Ratio 
 
       Debt          x 100%
Debt + equity

2020 = 4,137x100      =    4,137x100 = 57.25%
             4,137 + 3,088          7,225

2019 = 4,129x100      = 4,129x100  = 58.44%
              4,129 + 2,912       7,041


Interest Cover 

Profit before interest
    Interest charges

2020 = 805+19+22 = 844  = 3.74
                  226             226

2019 = 699+5+26 = 730 = 4.03
               181              181
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Financial ratios are instruments that are used to evaluate a company's relative strength by conducting basic calculations on income statements, balance sheets, and cash flow statements. Ratios assess a company's operational efficiency, liquidity, stability, and profitability, providing investors with more relevant information than raw financial data. By utilising the commonly used, and perhaps required, approach of ratio analysis, investors and analysts can get a competitive advantage in the stock market. 
The six most significant areas of research for financial ratios are liquidity, profitability, debt, operating performance, cash flow, and investment value. Having a clear understanding of the  the Income Statement can help draw the right conclusions after analysis ratios. 
Financial ratios are a good predictor of a company's health. They may appear arcane, but to lenders and investors, they reveal the actual tale of a company's financial health and capacity to withstand an economic storm. There are basic measures such as debt to value and sophisticated indicators such as receivables turnover days or payables days. The more money a business earns, the more important complex ratios become. In their most basic form, ratios are used to balance one asset against another or to compare assets and liabilities. Specific ratio evaluation is tough to establish since each sector has unique characteristics. 

Although it is not a high value, it can be noticed that Chocco’s ROE has increased by over 1% in the last year, which means that its investors are now earning more for each pound they invest, indicating therefore a steady growth within the company.
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