[image: UWTSD London | UWTSD London Campus]
BA (Hons) Business Management 


Accounting Fundamentals
Modul Code: LCBB4001

Assessment 1

Student name: Miglena Toteva
Student ID:2023087





Lecture name: Dr. Widin Bongasu Sha’ven

Table of Contents

Question one A……………………………………………………………………………..3
Statement of Financial Position of Kedison PLC ……………………………………….4
Profit and Loss statement of Kedison PLC………………………………………………5

Working……………………………………………………………………………………...5
Question 1B………………………………………………………………………………...6
Question 2A…………………………………………………………………………………7
ROCE………………………………………………………………………………………..7
ROE………………………………………………………………………………………….7
Earnings per share…………………………………………………………………………7
Net profit margin……………………………………………………………………………8
Asset turnover………………………………………………………………………………8
Stock holding days…………………………………………………………………...…….8
Debtors’ collection period………………………………………………………………….9
Current ratio…………………………………………………………………………………9
Gearing ratio………………………………………………………………….……………10
Interest cover………………………………………………………………………………10
Question 2B…………………………………………………………………..……………11
Referense list………………………………………………………………………………12





Question 1:
A)
Тhe following adjustments have been made to the financial statements of Kendison PLC:


1. The company has a profit of £68 000 which is calculated for the period but not paid. therefore, we add 68 000 in Income statement in part taxation, also current liability in Statement of Financial position increases by £68000.
2. Distribution cost increases with £3000. The sum will be paid after period. 
3. The sales Increases with £980. The sum will be paid after the period. Debtors increasing as well. (accrual)
4. We adding the preference share into equity.




 















Kedison PLC
STATEMENT OF FINANCIAL POSITION as at 31st Desember 2020

	ASSETS
	£
	£

	Non-current assets
	
	

	Property, plant, equipment
	632,730
	

	Intangible assets
	0
	632,730

	Current assets
	
	

	Inventories
	330,600
	

	Trade receivables
	171,105
	

	Cash
	12,900
	514.605

	Total assets
	
	1,147,355

	LIABILITIES
	
	

	Current liabilities
	71,000
	

	Trade payables
Non-current liabilities
	171,355
100,000
	

	Total liabilities
Net assets

	
	342,355
     804,980


	EQUITY
	
	

	Share capital
	310,000
	

	Share premium
	300,000
	

	Retained earnings

	194,980

	

	Total equity

	
	804,980


	
	
	


 
		Kedison PLC


INCOME STATEMENT/ P&L FOR THE PERIOD ENDED 31st December 2020





	

		Revenue
	827,630

	Cost of sales
	(578,650)

	Gross profit
	248,980

	Distribution costs
	(31,000)

	Administration expenses
	(35,000)

	Other income
	0

	Operating profit
	182,980

	Interest payable
	(2,000)

	Profit before taxation
	180,980

	Taxation
	(68,000)

	Profit for the year (net profit)
	112,980



	

	







Working

Revenue 826650+980=£827630
Distr. Cost     28000+3000 (salesman commission) =£31000
Administration expenses   30000+5000 (directors’ remuneration) =£35000
Trade receivable   170125+980=£171105
Current liabilities 3000+68000=£71000
Share capital  310000(Ordinary share)
Share premium 300000(Preference share)
Long term liabilities 100000 (debentures)
Retained earnings Retained profit +net profit-dividends 132000+112980-50000=194980


B)    Statement of finance position described the financial situation of the company on a specific day. (Wood's,2015) It is including three main parts: Assets, Liabilities and Capital

According to Adam (2021) An asset is a resource that companies own and control with the expectation that it will provide an economic benefit in the future. They are:
· Current (the business bought them to be sold, and they are likely to be changed in a short time)
· Non-current. (The business keeping for more than one year)


A liability is an obligation a company owes to somebody as a result of past events or transactions. They are: 
· current (like to pay for one year)
· non-current. (Like to pay for more than one year)
Equity (equity) Equity is the amount of money that shareholders would receive in the event of liquidation of the enterprise after all assets have been liquidated and all debts have been repaid.
· Share capital (Capital from Shareholders)
· Share premium (Profit of selling the shares)
· Other reserves (saving accounting)
· Retained earnings (profit at the start of the year + net profit – dividends)


Assets = Liabilities+ Equity

Assets = Capital (+/-) Loss/Profit + Liabilities


When changes occur to the assets of the companies, there will be compensating changes in the other parts of the SOFP that will ensure that the  Statement will be 'balanced.
	

	
	

	
	

	
	

	




	

	
	



	£’000


Question 2:
A)
1) ROCE (Return on capital employed)

ROCE =       Profit before interest X 100%
                       Assets employed

[bookmark: _Hlk77967370]Calculation
	2020
	2019

	[805/(9736-2511)]x100 = (805/7225)x100 = 11.14%
	[699/(10087-3046)]x100= (699/7041)x100 = 9.93%


Return on capital employed show How much capital in return received the shareholders for every £100 investing in company. 


2) ROE (Return on equity)

ROE =       Earnings                                      x100
                Ordinary share capital and reserves

Calculation
	2020
	2019

	(431/3088)*100=13.96%
	(366/2912)*100=12.57%




Earning meant Profit of the year for every £1000 invest in company will receive 13.96% profit for 2020 and 12.57% profit for 2019. That means that ROE increase. It is good for the company prosperity. 



3) Earnings per share

Earnings per share=             Earning                    
                                Number of ordinary shares

Calculation
	2020
	2019

	431/300=£1,43 per share
	366/300 =£1,22 per share







4) Net profit margin
              Net profit margin=                Net profit   x100
                                                             Sales

Calculation
	2020
	2019

	(805/6738) x100 =11.95%
	(699/6441) x100=10.85%



 Net profit is calculating as total income minus total expenses, that sum we can find in the Income statement as Operating profit. the sum of Sales is located in the Income statement named Revenue. Another name for sales is Turnover. 


5) Asset turnover

Asset turnover =       Turnover        .  
                           Assets employed

Calculation
	2020
	2019

	6738/7225=0.93
	6441/7041=0.91



The Turnover we can find in the Profit and Lost statement as Revenue. The Assets employed we have ready calculated when we did POCE. The ratio tells us how the company use the Assets for realise sales. 



6) Stock holding days

Stok Holding days =     Inventory        x 365
                                   Cost of sales





Calculation
	2020
	2019

	(708/3235) x365= 0.2189*365=79.88 days
	(659/3096) x365= 0.2129x365= 77.69 days



The sum of inventory is in the Statement of the financial position. Inventory means the stock that the company has at the end of the period. Cost of sales is all expenses that the company has related to realising the stock. The sum of it can be found in the Profit and loss statement. This ratio shows how long the stocks hold in the company before selling them. The short period is better for the company. For the analysis essential to know the origin of stocks. And their life period.


7) Debtors collection period



Trade receivables   x365
Credit sales

Calculation
	2020
	2019

	(1249/6738) x 365=0.185x365=67.66 days
	(1287/6441) x365=0.120x365=72.93 days



The trade receivable is found in the Statement of Financial Position as part of Current assets. The Credit sales are Revenue in Profit and Loss Statement. The ratio is calculated to know how many days the company collects its trade receivables. The small period is more favourable for the company.

8) Current ratio

CR=   Current assets
                              Current liabilities


Calculation
	2020
	2019

	2302/2511=0.92
	2355/3046=0.77






9) Gearing ratio
   
GR=             Debt            x100%
             Debt + equity

Calculation
	2020
	2019

	4137/ (4137+3088) x100 =(4137/7225)x100 = 57.26%
	4129/ (4129+2912)x100 =4129/7041= 58.64%



Debt is the sum of money that is owned.  it is in Statement of financial position as Loans and other borrowings in non-current liabilities. The equity means company capital and is in the Statement of Financial Position.




10) Interest cover


Interest cover =    Profit before interest
                              Interest charges 

Calculation
	2020
	2019

	805/226=3.56 times
	699/181=3.86 times



Profit before interest is calculated as Operation profit are divided into interest payable.
It is a measure of how well a company can meet its interest payment obligations.

















B) The analysis of the company Chocco plc is considered in terms of the subject and products it produces.
The ratio ROCE shows that for £100 invested in the business, Chocco plc receives £9.93 in return for 2019 and £ 1.14 for 2020. The ratio increases that means the capital is used more efficiently. The return on equity is very good for the company and increasing as well. The calculating Earnings per share shows that Chocco plc is excellent for and reliable for investment. For every ordinary share, the company earns £1.43 for 2020 and £1.22 for the 2019.Net profit margin is helpful to understand how much the company earn for every £100 sale. This ratio increases for the company from £10.85 to £11.95. Effectively working companies realise more revenue with fewer assets. Unfortunately, Cocco has a low Asset’s turnover of 0.91 for 2019 and 0.93 for 2020, which means the company assets have not been used efficiently.
Stok holding period for the Chocco plc is an average of 78 days for 2019 and 80 days for 2020. The stocks which for the company is chocolate items are realised for sales for two and half months. The inventories have a long-life period, and the ratio is not bad for the company, but it is better to think about shorting this process with any promotions. Debtors’ collection period tells us that the company tends to be more effective for collecting their trade receivables. The period was improved from 73 days for 2019 to 68 days for 2020. Current ratio It measures the company’s power to pay current liabilities. The calculation shows that Chocco plc ratio is under 1 for both observed years. It increases for 2020, but still not enough hight. This shows the percentage of its activity the company is financed from its funds and what percentage from external sources. The higher percentage shows more financing from own funds and greater financial independence. The Gearing ratio for Chocco plc tells for the financial stability of the company. Interest cover measuring of how well a company can meet its interest payment obligations. That means that Chocco plc Company can meet its interest payments more than three times. That shows a good credit rating for the company.










References:

[bookmark: _Hlk78136937]Barone, A. What is asset? Available at: https://www.investopedia.com/terms/a/asset.asp  (Accessed: 25 July 2021)
Available at: https://gocardless.com/guides/posts/interest-coverage-ratio/  (Accessed: 25 July 2021)
Available at: https://www.financetuts.com/gearing-leverage-ratio/  (Accessed: 25 July 2021)
Available at: https://www.accountingverse.com/managerial-accounting/fs-analysis/current-ratio.html  (Accessed: 25 July 2021)
Available at: https://www.youtube.com/watch?v=Sn8ygF7zbY8&list=RDCMUCVGjL-fl6zDA2sLvoNI2Fww&start_radio=1&rv=Sn8ygF7zbY8&t=142  (Accessed: 25 July 2021)
Available at: https://www.myaccountingcourse.com/financial-statements  (Accessed: 25 July 2021)
Available at: https://rksti.com/equity-market/  (Accessed: 25 July 2021)
Wood’S, F. (2015) Business Accounting, 13 teen Ed. London: Pearson

2

image1.png
University of Wales
Trinity Saint David
LONDON




