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ACCOUNTING FUNDAMENTALS BY IAVOR STANIMIROV

“In submitting this work, I affirm that my work adheres to the scholarly and intellectual standards of honesty and integrity.  I affirm that this work is my work only and that in the preparation of this work I have not consulted any person.  I affirm that I have not plagiarised or misrepresented the ideas or language of someone else as my own and that I have fully and accurately attributed any ideas or text of others to the sources and documented each source”.


QUESTION NO. 1
(a): Prepare an income statement for the year ended 31st December 2019 for Eccles plc and a statement of financial position as at that date.

INCOME STATEMENT

· We first street with General entries

	General Journal Sheet

	S. No
	Date
	Account Name & Description
	Debit 
	Credit

	1
	12/31/2018
	Tax Expense
	68,000
	 

	 
	 
	Tax Payable
	 
	68,000

	2
	12/31/2018
	Account Receivable
	980
	 

	 
	 
	Sales
	 
	980

	3
	12/31/2018
	Sales Commissions Expense
	3,000
	 

	 
	 
	Commission Payable
	 
	3,000




· Next we create an Income Statement
	Eccles Plc
Income Statement
For the year ended on 31st Dec' 2018

	Sales
	  827,630 

	Cost of Sales
	  578,650 

	Gross Margin
	  248,980 

	Operating Expenses
	    66,000 

	Sales Commission Expense
	      3,000 

	Distribution Cost
	    28,000 

	Director Remuneration
	      5,000 

	Admin Expense
	    30,000 

	Operating Income
	  182,980 

	Other Income and Expenses
	      2,000 

	Interest Expense
	      2,000 

	Income before Tax
	  180,980 

	Tax 
	    68,000 

	 
	 

	Net Income
	112,980





· Now we create a statement of retained earnings.
	Eccles Plc
Statement of Retained Earnings
For the year ended, 31st Dec 2018

	Retained Earnings at Jan 1' 2018
	132,000

	Add: Net income earned in 2018
	112,980

	Subtotal
	244,980

	Less: Preferred Dividend
	(30,000)

	Less: Common Stock Dividend
	(20,000)

	 
	 

	Retained Earnings at 31st Dec, 2018
	194,980




STATEMENT OF FINANCIAL POSITIONS
	Eccles Plc
Statement for Financial Position 
As on 31st Dec' 2018

	Total Assets
	   1,147,335 
	 
	Total Liabilities
	                                       342,355 
	 
	Stockholders’ Equity
	   804,980 

	Cash & bank
	         12,900 
	 
	Trade Creditors
	                                        171,355 
	 
	10% preference shares
	   310,000 

	Accounts Receivable
	       171,105 
	 
	Commission Payable
	                                            3,000 
	 
	Ordinary Shares
	   300,000 

	Stock 
	       330,600 
	 
	Tax Payable 
	68,000
	 
	RE
	   194,980 

	P& E 
	       632,730 
	 
	Debentures
	                                        100,000 
	 
	 
	 



(b) Explain why Statement of Financial Position balances:
The major reason that a balance sheet (Statement of Financial Position) balances is the accounting principle of double entry and matching. This accounting system records all transactions in at least two different accounts, and therefore also acts as a check to make sure the entries are consistent. Moreover, in this particular case, the adjusting entries are also passed using double-entry method, hence, the statement of financial position balances.


QUESTION (2):

(a): Prepare a schedule of ratios for Chocco plc for 2019 and 2018.

	 
	2019
	2018

	Liquidity Ratios
	 
	 

	Current Ratio
	0.92
	0.77

	Acid Test Ratio
	0.6352051
	0.5567958

	 
	 
	 

	Leverage Ratios
	 
	 

	Debt Ratio
	0.68282662
	0.71131159

	Debt to Equity Ratio
	2.15284974
	2.46394231

	Interest Coverage Ratio
	3.5619469
	3.86187845

	 
	 
	 

	Efficiency Ratios
	 
	 

	Asset Turnover Ratios
	0.67981637
	0.63854466

	Inventory Turnover Ratios
	4.73299195
	4.70

	Days Sales Inventory 
	77.118238
	77.6921835

	 
	 
	 

	Profitability Ratios
	 
	 

	GM Ratio
	0.51988721
	0.5193293

	Operating Margin Ratio
	0.11947165
	0.10852352

	ROA
	0.04426869
	0.03628433

	ROE
	0.13957254
	0.12568681




(b): Comment on the Financial Performance and Position of Chocco plc.

Given that Chocco PLC is a manufacturing concern, the current ratio seems to be in a safe range, but the acid test ratio is low, meaning the company does not have enough current assets to cover its short-term debt obligations. The leverage ratios are high and increasing in trend indicating that the company is sinking more in debts. As for the efficiency ratios, they are decreasing but in a normal range. The profitability however is quite low in terms of the profitability ratios and its decreasing as well. In a nutshell, Chocco PLC does not have a very sound financial performance and position in 2019.
		
