Accounting Fundamentals – Martina Chorlova – 20208046 

Question 1 a): Prepare a Profit and Loss statement for the year ended 31st December 2020 for Kedison PLC and a statement of financial position as at that date. 

INCOME STATEMENT FOR THE YEAR ENDED 31st DECEMBER 2020
                                                                                                                            £
Revenue (W1)                                                                                          827,630
Cost of Sales (W2)                                                                                  (581,650)
Gross Profit                                                                                               245,980
Other Income                                                                                                 0
Distribution Costs                                                                                    (28,000)
Administration Expenses (W3)                                                              (35,000)
Operating Profit                                                                                       182,980
Interest Paid                                                                                              ( 2,000)
Finance Costs (W4)                                                                                  ( 4,000)
Taxation (W5)                                                                                          (68,000)
Profit for the Period                                                                                108,980
















STATEMENT OF FINANCIAL POSITION AS AT 31st DECEMBER 2020
                                                                          £                           £
ASSETS
Non current assets 
Property , plant & equipment                                       632,730
Intangible assets                                                                   0
                                                                                                                                    632,730

 Current assets 
 Inventories                                                                       330,600
Trade and other receivables (W6)                                171,105
Cash and cash equivalents                                               12,900 
                                                                                                                                    514,605
 Total assets                                                                                                          1,147,355 

LIABILITIES 
Current liabilities 
Trade and other payables (W7)                                     174,355
Short term borrowings                                                         0
Current tax payable                                                            68,000
                                                                                                                                  242,355

Non- current liabilities
Long term borrowings                                                         4,000
Long term provisions                                                      100,000
                                                                                                                                  104,000 
Total liabilities                                                                                                       346,355

Net assets                                                                                                               800,980

EQUITY 
Share capital                                                                                                           310,000
Share premium                                                                                                       300,000
Other reserves                                                                                                              0
Retained earnings (W8)                                                                                         190,980               
                                                                                                                                   800,980



WORKINGS    

(W1) – Revenue + Goods valued 
             826,650 + 980 = 827,630  

(W2) – Cost of sales + Owed commission 
             578,650 + 3,000 = 581,650 

(W3)  - Administration expenses + Directors remuneration
              30,000 + 5,000 = 35,000  
               
(W4) – Finance costs – 4% Debentures of 100,000 £
              4% x 100,000 = 4,000 

(W5) – Taxation ( paid + unpaid ) 
             0 + 68,000 = 68,000  

(W6) – Trade and other receivables = Debtors + Goods valued
             171,105 = 170,125 + 980 

(W7) – Trade and other payables = Trade creditors + Owed commission
              174,355 = 171,355 + 3,000  

(W8) -  Retained profit + Profit for the Year – Dividend paid 
               132,000 + 108,980 – 50,000 = 190,980 









Question 1 b) : Why does the statement of financial position balance? 

   The statement of financial position balance, that is because always both sides will be equal doesn’t matter how many transactions are made. If our balance sheet doesn’t balance ,that is meaning that somewhere our calculations are with mistakes. 
  Equation shows to us the relationship between Profit and Loss statement and Balance Sheet, the Revenue and owner contributions create the equity. Revenue increase the equity, while the expenses decrease, for that is important both sides to be equal. 
  The accounting equation is important, gives you a clear vision of your business. Also helps you to check do you have enough assets to purchase more equipment, or are they enough to cover the liabilities  
  In equity ,we can see the units of ownership and that are ordinary shares. They are the primary risk – takers, because the share profits of the company are only after other claims been made. 
   Accounting equity is important part of managing the financial risk of your business and to prevent bankruptcy, for that always assets must be equal to liabilities.   






















Question 2 a) : Calculate the following ratios for Chocco plc for 2020 and 2019 , showing the formulas and workings: 

1.ROCE 
                                          Profit before interest x100%
                                                               Assets employed
                             2020                                                      2019
                 805 x100% = 11 %                                                                          699 x 100% = 9,9%
                  9,736 – 2,511                                                                         10,087 – 3,046
                       ( 7,225)                                                                                   ( 7,041) 
2.ROE 
                                                Earnings  x 100%
                                                            Ordinary share capital and reserves
                           
                             2020                                                      2019 
                          431     x 100% = 13,9%                                                         366     x100% = 12,5% 
                        3,088                                                                                      2,912  


3.Earnings per share 
                                                     Earnings   x 100% 
                                               Numbers of ordinary shares  
                   2020                                                     2019
                   431   = 143p.                                                               366  = 122p.
                   300                                                                               300 

4.Net profit margin 
                                                         Net profit     x100% 
                                                                               Sales 
                    2020                                                    2019
                    805    x100% = 11.9%                                            699    x100% = 10.8% 
                      6,738                                                                    6,441 

5. Assets turnover
                                                     Turnover      
                                                     Assets employed
                      2020                                                   2019
                        6,738       = 0,93                                                    6,441       = 0,91
                 9,736-2,511(7,225)                                               10,087-3,046(7,041) 
    6.Stock holding days 
                                                             Inventory   x365 
                                                                           Cost of sales  
                           2020                                                     2019 
                708     x365 = 79.8 (80 days)                                 659   x365=77.6(78days)
                3,235                                                                      3,096 

7. Debtors collection period 
                                                           Trade receivables   x 365 
                                                                               Credit Sales 
                       2020                                                   2019 
                 1,249   x365 = 67.6(68 days)                             1,287    x365= 72,9(73 days) 
                 6,738                                                                   6,441 

8. Current ratio 
                                                          Current assets   
                                                       Current liabilities 
                      2020                                                      2019 
                    2,303  = 0,91                                                                2,355  = 0,77
                    2,511                                                                             3,046

9. Gearing ratio 
                                                                Debt        x100% 
                                                           Debt + Equity 
                      2020                                                     2019 
                 4,137           x100% = 57%                                    4,129        x100% = 58,6% 
           4,137 + 3,088 (7,225)                                          4,129 + 2,912 ( 7,041) 

10. Invertor Cover 
                                                        Profit before interest 
                                                            Interest charges  
                       2020                                                   2019
                   805   = 3,5 times                                                      699  = 3,8 times 
                       226                                                                             181 

  
               
     
   Question 2 b): Using the information in the financial statement and the ratios you have calculated, comment on the financial performance and position of Chocco plc. 

   Without ratios, the statement of financial position will be very informative. With ratios we can check exactly what is the profitability and loss of the business for the period. 
   Let see the financial performance and position of Chocco plc., for both years
2020 and 2019 ended 31st December: 
· Better use of capital for 2020 with higher return 
· Retained profit is higher, worldwide market is growing
· Profit for the year is higher- more profit to cover operating costs, that is meaning more sales 
· Higher percent assets for generating sales 
· Stock holding day are higher, but that is caused of the reaching of new worldwide markets and delays in distributions.  
· Debtors’ collection period is decreased and decreased the creditors 
· Interest cover is good improved by repaid the loan 
· Investment is low, but interest payable is higher that needs improvement 
· Distribution costs are increased but that is from the new market places, longer distance cause more costs 
· Taxation is higher charge
· Return on earnings is higher  
Conclusion should follow the comments made. 
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