



ACCOUNTING FUNDAMENTALS: 
Name: Petyo Marinov




Module: Accounting Fundamentals  
Lecturer: Emad Elkhashen
Date of Submission: 












Question 1

a) Kedison PLC.
Profit and Loss statement for the year ended 31th Dec 2020

	
	£ 

	Revenue
	826,650 

	Accrued Revenue
	980

	Cost of sales 
	(578,650)

	Gross profit
	248,980 

	Distribution costs
	(28,000)

	Administration expenses 
	  (30,000)

	Directors Remuneration 
	  (5,000)

	Accrued Expenses (Commission)
	  (3,000)

	Operating profit
	182,980 


	Interest payable 
	   (2,000)

	Profit before taxation
	180,980 

	Taxation
	  (68,000)

	Profit for the year
	  112,980 





Statement of Financial Position as at 30th September 2019
	
	£ 
	£ 

	Property, plant and equipment 
	
	632,730 

	
	
	

	Current assets
	
	

	Inventory
	330,600 
	

	Debtors
	170,125 
	

	Cash at bank
Accrued Revenue
	     12,900
     980
	

	
	514,605 
	

	Total Assets

Current liabilities
	
	1,147,335

	Creditors
	171,355 
	

	Accrued interest 
	3000 
	

	Taxation 
	68,000 
	

	
	242,355 
	

	

	

	Non-Current liabilities 
Debentures 4%
	100,000
	342,355

	
	
	

	Capital and reserves / Equity 
	
	

	Share capital
	
	310,000 

	Share premium
	
	300,000 

	
	
	

	Retained profits (W1)
	
	194,980


	Total Equity 

Total liabilities and equity 	

	
	804,980 

1,147,335

	
	
	






b) Purpose of the statement of financial position balance and why it does balance?


The statement of financial position must balance because it is based on the double entry system where each transaction is recorded in the debit and credit account. In the end the total assets must equal the liabilities of the business (cite). 
This shows that the business is recording all transaction accordingly and consistently. If it does not balance, then an management accounting should seek for possible mistake in the recorded transactions.
· Benefits of statement of financial position for the businesses are:
That It shows the financial position of the organisation. Review areas of the business where the management should make changes.
· It provide benchmark for comparing financial periods. Thus business can evaluate whether is performing well or not and whether is heading to desired direction or not.
· It is used to attract investments or secure loans from bank institutions.


Question 2

a) Financial ratios for Chocco Plc for 2019 and 2020 


ROCE
ROCE means return of capital employed.
Formula is:
Return on capital employed	=	Profit before interest x 100%
                                                                 Assets employed
2019

Profit before taxes - £699
Assets employed – (Total assets – Current liabilities) = £10,087 - £3,046 = £7,041
Return on capital employed	=	£699 x 100%  = 9.93%
                                                               £7,041


2020


Profit before taxes - £805
Assets employed – (Total assets – Current liabilities) = £9,736 - £2,511 = £7,225
Return on capital employed	=	£805 x 100%  = 11.14%
                                                               £7,225
ROE
ROE means return on equity. 
The formula is:
               Earnings  x  100% ________________                           
       Ordinary share capital and reserves (Equity)
2019
Earnings = £366
Equity = £2,912
ROE = £366 x 100%  = 12.57%
                  £2,912

2020
Net income = £431
Equity = £3,088
ROE = £431 x 100%  = 13.96%
                  £3,088


Earnings per Share (EPS)
Earnings per share means the Earnings per unit of total shares.
 The formula for EPS is: 
                 Earnings__________                                                         
    Number of ordinary shares

2019
Earnings = £366,000,000
Number of outstanding shares = 6,000,000
EPS = 366,000,000 = £61
             6,000,000 
2020
Earnings = £431,000,000
Number of outstanding shares = 6,000,000
EPS = 431,000,000 = £71.83
               6,000,000

Net Profit Margin
Net profit margin means the % of the revenue that is converted to profit.
 The formula is:
Net profit Margin =   ____Net profit         x 100%
                                           Revenue 
2019
Net profit = £366
Revenue = £6,441
Net profit margin = __ £366__ × 100% = 5.68%
                                   £6,441
2020
Net profit = £431
Revenue = £6,738
Net profit margin = __£431__ x 100% = 6.4%
                                   £6,738


Asset Turnover

Asset turnover ratio is used to estimate how the company use asets to make profit. 
The formula is: 
Asset Turnover =     ___Turnover____               
                                   Assets employed
2019
Turnover = £6,441
Total assets = £10,087
Assets employed = £6,441_ = 0.64
                            £10,087
2020
Turnover = £6,738
Assets employed = £9,736
Asset Turnover = _£6,738_= 0.69
                               £9,736    

Stock Holding Days
Stock holding days ratio measure the period that a company holds its inventory before sale them. 
The formula is:
Stock holding days = __Inventory__  × 365
                                     Cost of sales
2019
Inventory = £659
Cost of sales = £3,096
Stock holding days = __£659__ × 365 = 77.69 days
                                       £3,096
2020
Inventory = £708
Cost of sales = £3,235
Stock holding days = __£708__ ×365 = 79.88 days
                                      £3,235

Debtors Collection Period
Debtors’ collection period means for how long the company gets cash for its sales.
 The formula is:
 Trade receivables x 365
    Credit sales
2019
Trade receivables = £1,287
Credit sales = £6,441
_£1287_ x 365 = 72,93 days
  £6,441  
  
2020
Trade receivables = £1,249
Credit sales =£6,738
_£1249_ x 365 = 67,66 days
  £6,738  

Current Ratio
Current ratio is used to measure the use of current assets to pay current liabilities.
 The formula is: 
Current ratio =  Current assets  
                         Current liabilities

2019
Current assets = £2,355
Current liabilities = £3,046
Current ratio = £2,355 = 0.77
                         £3,046 

2020
Current assets = £2,303
Current liabilities = £2,511
Current ratio =  £2,303 = 0.92
                          £2,511 

Gearing Ratio
The formula is:
Gearing ratio =         Debt          x 100%
                          Debt + equity

2019
Debt = £4,129
Equity = £2,912
Gearing ratio = ___£4,129          x 100% = 58%
                          £4,129 + £2912

2020
Debt = £4,137
Equity = £3,088
Gearing ratio = ___£4,137       _   x 100% = 57%
                          £4,137 + £3,088


b) Comment on financial performance of Chocco plc.
It could be concluded that the business is having good performance so far. It is generating good levels of profit, which has increased last accounting period.
Debt collection period is within reasonable limits, however it could go even in lower rates.
The organisation should aim to reduce the level of inventories by turn them into cash from sales.
The share price level is going up which is a good sign for the overall image of the business.
Finally the company should continue to reduce its expenses from interests.
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Workings
W1) Retained profits

	Retained profits on 01.01.20
	132,000 

	Profit for year
	112,980 

	Dividends paid
	   (20,000)

	Preference Dividends paid	   

	(30,000)
194,980 

	



	




