LCBB4001ACCOUNTING FUNDAMENTALS
Question 1 

INCOME STATEMENT FOR THE YEAR Ended
 31 December 2018
	
	£

	Revenue (826.650 + 980)
	827,630

	Cost of sales
	 (578,650) 

	Gross profit
	248,980

	Distribution costs 28,000+3,000
	(31000)

	Administration expenses 30000+5000
	(35000)

	Operating profit
	182980

	Finance costs 100000 x 4%
	(4000)

	Profit before tax
	178980

	Taxation
	(68000)

	Profit for the period
	 110980

	
	


STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2018
	
	£
	£

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	
	632,730

	
	
	

	
	
	

	Current assets
	
	

	Inventories
	330,600
	

	Trade and other receivables(170125 + 980)
	17,1105
	

	Cash and cash equivalents
	 12,900 
	

	
	
	 514604

	Total assets
	
	 1147335

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	171,355
	

	Accruals 3000+2000
	5,000
	

	Current tax payable
	 68,000
	

	
	
	244,355

	Non-current liabilities
	
	

	Long term liabilities
	
	

	
	
	 100,000 

	Total liabilities
	
	 344,355

	
	
	

	Net assets
	
	 802,980

	
	
	

	EQUITY
	
	

	Share capital
	
	310,000

	Share premium
	
	300,000

	Retained earnings
	
	 192,980 

	Total equity
	
	 802,980 

	
	
	


(B) Explaining the statement of financial position 

Statement of financial position or Balance sheet generally highlights the financial derivatives and value of different financial heads of an organisation within a specific period of time. The financial statement of Eccles plc balances by making equity and liability equals to the assets of the company i.e. 1147355. The amount of assets and equity became equal by passing the three-adjustment entry in the income statement and statement of financial statement of the corporate entity. The first adjustment entry is about the outstanding tax that amounts to 68000 pounds which is deducted in the income statement and it is categorised under the heading of current liability. Outstanding commission is also an important element in the enhancing the value of current liability. The value of debtors is increased by 980 GBP whereas on the other hand the value of inventory is reduced by the same amount. It is crucial to understand 

profit is computed from the income statement and the same is added in the equity balance (Fleckenstein, et al., 2020). The reason stands clear, as the net worth of Eccles has enhanced. However, the major reason, which leads to the balancing of equity and liability side, is due to the double entry principle of accounting which is utilised for the purpose of recording of the accounting entries. Therefore, the entries record two accounts. In the current scenario, all the items of current assets are categorically segregated under three different elements such as the administrative expenses, and selling expenses. All the necessary deductions are performed with the intention of gaining the real value of the net profit. The two aspects of accounting ensure that of item in the balance sheet increases then the other aspect also increases. However, in case one aspect decreases then the other side of balance sheet automatically decreases due to the influence of double entry system of accounting (Lin, et al., 2018).

Question 2

	Ratio
	Working (2019)
	2019
	2018

	ROCE
	(805+19+22)/ (3088+4137)X100
	11.7%
	10.2%

	Return on equity
	431/3088 x 100
	14%
	12.6%

	EPS
	431/600
	72p
	61p

	Gross profit margin
	3503/6738 x 100
	52%
	51.9%

	Net profit margin
	805/6738 x 100
	11.9%
	10.9%

	Asset turnover
	6738/(3088+4137)
	0.9
	0.9

	Stock holding period
	708/3235x365
	80 days
	78 days

	Debtors collection period
	1249/6738x365
	68 days
	73 days

	Creditors payment period
	583/3235x365
	66 days
	78 days

	Current ratio
	2303/2511
	0.9
	0.8

	Quick ratio
	(2303-708)/2511
	0.6
	0.6

	Gearing ratio
	4137/(3088+4137)x100
	57.3%
	58.6%

	Interest cover
	(805+19+22)/226
	3.7times
	4times


(B) Analysing the financial performance and position of Chocco Plc

There are total 12 ratios calculated from 4 different segments in order to gain an in-depth understanding of the financial position of the Chocco plc. The ideal current ratio is considered to be 1.5 times of current liability over current assets, which indicates that the company is in favourable financial liquidity position. The same condition goes with the acid test ratio as per accounting principle which is 1 times. These results indicate that the company faces liquidity crunch or stable liquid position. Here the organization has secured a current ratio less than 1, which indicates that the company Chocco Plc is quite weak in maintaining their liquidity balance. However, in the year 2019, it has been increased slightly but it has noit reached to the ideal value of the ratio. Therefore, it will be important for the organization to reduce the value of receivables by making significant collection of debts to avoid the cash crunch. However, the figures of solvency ratio indicate the burden of debt, company faces in comparison to the equity ownership possessed by the corporate entity. The ideal debt to equity ratio is considered as 2 but in the current scenario. It is much less than that which ensures that business is being carried out on equity capital. As a result, Chocco plc. has to pay lower amount of interest on debt. This is a positive aspect of business to attract more investment. The other solvency ratios also suggest similar kind of picture that company is favor of performing business with their own funds rather than relying on others (Camin,et al., 2016). It is noteworthy to mention that for the purpose of calculating activity ratio certain assumptions are taken into consideration. The establishment is severely suffering in managing liquidity for performing their regular operations. The ideal figures of stock turnover ratio lie somewhere between 4 to 6 and the ideal debtor turnover ratio is considered as 6. The calculated ratios also lie in the following range. This showcases the positive growth of the company in last two financial years. The last part covers the profitability ratio where the company has earned massive profit, which can boost the growth of the organization in the long run. Thus, it will be important to make proper reserve and surplus and increase the entire equity value of the company in order to mitigate any liquidity crunch situation in the forthcoming financial year. Chocco plc has not only kept the entire profit with them but also shared a certain portion of profit with the shareholders in the form of dividend (Zolfani,et al., 2018). This gains the shareholders interest in making investment in the company and maintain the liquidity volume stable in the upcoming operational year. 
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