














ACCOUNTING FUNDAMENTALS
Assessment 1









Student : Mihai Petrina 
Student Number : 1914804
Lecturer : Widin Bongasu Sha’ven
Internal Verifier : Winifred Soribe

Table of Contents
Question 1	3
a) Preparation of Profit and loss statement and balance sheet	3
b) Reason behind balancing of the balance sheet	6
Question 2	7
a) Schedule of ratios	7
b) Evaluation of financial performance of Chocoo plc	12
Reference list	14



[bookmark: _Toc68789569]Question 1
[bookmark: _Toc68789570]a) Preparation of Profit and loss statement and balance sheet
 The statement of income can be classified as the statement of finance that is used in order to summarize the cost, revenues, and expenses that are incurred by the organization. Steffen (2018) has mentioned that the statement of income of an organization provides an overall idea about the inability or ability of an organization to earn profit by incrementing the amount of revenue earned and by reducing the amount of cost incurred for production. Igan et al. (2017) added that it is crucial for an organization to prepare an appropriate profit and loss statement as it helps in taking the appropriate decisions that will be beneficial to earn profit. In addition to that Boeckx et al. (2017) added that it can also be classified that the profit and loss statement helps in mitigating the obligations of the business organization. Further it can be mentioned that the income statement helps in analyzing the requirements of funding. The consolidated loss and profit statement of Eccles Plc for the ending of the year 31st December 2019 is as follows:
	Eccles Plc

	Profit and loss statement for the year ended 31st December 2019

	Particulars
	Amount in pound

	Revenue
	826650

	Cost of sold goods
	578650

	Gross profit
	248000

	Expenses incurred by Eccles Plc
	

	payment of ordinary dividend
	20000

	payment of preference dividend
	30000

	Expenses of administration
	30000

	Payment of interest
	2000

	Remuneration to directors
	5000

	Cost distribution
	28000

	Commission paid
	3000

	Total expenses incurred
	118000

	Total operating profit before payment of tax
	130000

	Payment of tax
	68000

	Total net earnings
	62000


Table 1: Preparation of Income statement for Eccles Plc
From the above table it can be observed that the amount of profit that is earned by Eccles Plc is 62000. In addition to that it can be mentioned that the amount of profit that is earned by the organization will be added with the capital of the organization on the liability side of the balance sheet. Further it can also be mentioned that the balance sheet is the statement of finance that reports about the asset of the organization, equity of the shareholder and also the liability of the organization. Rhodes-Purdy (2017) added that the balance sheet is one of the most crucial statements of finance that gives out a clear picture about the running of the business. Di Tella (2017) stated that the balance sheet is most commonly used by the analysts of the fundamentals in order evaluate the ratio of finance of the organization. Hence it can be classified that in order to determine the position of finance of an organization it is important to prepare a sheet of balance for Eccles plc. The statement of balance for the ending of year 31st December 2018 of Eccles plc is as follows:
	Eccles Plc

	Statement of balance sheet for the year ended 31st December 2019

	Particulars
	Amount in pound

	Assets
	

	Debtors
	170125

	Inventory
	330600

	Plants and machinery
	632730

	Cash
	12900

	Total Assets
	1146355

	
	

	Liabilities
	

	Capital
	62000

	Equity
	781000

	Retained earnings
	132000

	Creditors
	171355

	Total liability
	1146355


Table 2: Preparation of statement of Balance sheet for Eccles Plc
From the above table it can be observed that the total asset and total liability of the organization can be observed as 1146355. Further it can be mentioned that since there was no record of capital of the organization, the amount that is earned as profit in the income and statement is recorded as the capital of the organization. In addition to that it can also be mentioned that since the goods worth 980 pounds were sold on 31st December 2018 there will be no record made in the statement of profit and loss or balance sheet for the year ended 2019. Further it can be mentioned that the commission that was required to be paid will appear as expenses in the profit and loss statement of 2019. 
[bookmark: _Toc68789571]b) Reason behind balancing of the balance sheet 
The sheet of balance is composed of the assets that are owned by the business organization. Aggelopoulos et al. (2017) added that the balance sheet also highlights the amount of money that the company owes for various purposes and it is recorded as the liability of the organization. Further it can be mentioned that the earnings that are retained by the business organization is recorded as the shareholder’s contribution. Sisk et al. (2018) said that the balances of the balance sheet must always balance at the end of the year because the books of accounts are always maintained by following the double entry principle. 
As per the system of accounting every transaction of the organization is recorded in minimum two different accounts. Krstić et al. (2020) mentioned that the balance sheet keeps a check on all the entries that are recorded in the statement of finance in order to make sure that all the entries have been recorded in a consistent manner.  In addition to that it can be mentioned that the sheet of balance is prepared in order to generate an idea about the position of finance of the organization. Dangelico et al. (2017) added that it outlines the total amount of assets that is owned by the organization and it also classifies about the amount that the business organization owes to the banks and other lenders over a certain period of time. The balancing of balance sheets does not mean that the amount of assets that is owned by the company is equivalent to the amount of liability. It is usual for an organization to have more liability than assets or vice versa. However, the sheet of balance always tally’s at the end of the year because of the system of double entry book keeping that is followed globally. Further it can also be classified that the statement of finance helps in giving out the appropriate idea about the functioning of the organization and it also reflects about the condition of finance of the organization as well. Hence it can be specified that proper maintenance of the sheet of balance is compulsory for any organization in order to reflect about the true picture of the organization.
[bookmark: _Toc68789572]Question 2
[bookmark: _Toc68789573]a) Schedule of ratios
It is crucial for an organization to evaluate the liquidity position, profitability, solvency and efficiency of the organization in order to evaluate the future prospect of the business organization. Lindsey-Mullikin et al. (2017) added that ratio analysis of the organization helps in reflecting about the true picture of the financial position of the organization. The analysis of ratio helps in providing an understanding about the company’s profitability and liquidity of the organization. In addition to that it can be highlighted that the analysis of ratio also helps in reflecting about the efficiency and risk involved in business. The schedule of ratios can be divided into 4 basic types namely, profitability ratio, liquidity ratio, efficiency ratio and the solvency ratio. 
The profitability of Chocco plc can be evaluated by identifying the net profit ratio and the gross profit ratio over the period of two years. In order to evaluate the net profit ratio of the organization it is required to divide the net profit or the organization with the revenue of the organization and multiply it with 100. The net profit ratio of the organization is as follows:
	
	2019
	2018

	Net profit
	431
	366

	Revenue
	6738
	6441

	Net profit ratio
	6.39656
	5.68235


Table 3: calculation of net profit ratio
The profitability of the organization can also be evaluated by calculating the gross profit ratio of the organization as well. In order to evaluate the gross profit ratio of the organization it is required to divide the gross profit of the organization by revenue earned. The derived amount is the further required to be multiplied by 100 in order to evaluate the gross profit ratio of the organization. The gross profit ratio of Chocco plc is as follows:
	
	2019
	2018

	Gross profit
	3503
	3345

	Revenue
	6738
	6441

	gross profit ratio
	51.9887
	51.93292967


Table 4: calculation of gross profit ratio
The liquidity of the business organization can be classified as the ability of the organization to quickly change the assets of the organization into cash. The liquidity of the organization can be determined by evaluation of the current ratio and the quick ratio of the organization.
In order to calculate the current ratio of the organization it is required to divide current assets of the organization by the current liabilities of the business organization. The current ratio of Chocco plc is as follows:
	
	2019
	2018

	Total current asset
	2303
	2355

	Total current liability
	2511
	3046

	Current ratio
	0.91716
	0.773145108


Table 5: Calculation of current ratio
The quick ratio helps in analyzing the ability of the organization to mitigate the liabilities that are outstanding by converting the assets of the organization into cash. In order to evaluate the quick ratio of Chocco plc it will be crucial to subtract the assets inventory of the organization from current assets and divide the derived amount by the liability of the organization. The quick ratio of Chocco plc is as follows:
	
	2019
	2018

	Total current asset
	2303
	2355

	Inventory
	708
	659

	Total quick asset
	1595
	1696

	Total current liability
	2511
	3046

	Quick ratio
	0.63521
	0.556795798


Table 6: Calculation of quick ratio
The ability of an organization to internally use its assets and liability can be classified as the efficiency ratio of the organization. The efficiency of the organization can be evaluated by analyzing the asset turnover ratio and working capital ratio of the organization.
In order to evaluate the turnover of asset ratio it is required to divide the total revenue by the amount of total assets. The inventory turnover ratio of Chocco plc is as follows:
	
	2019
	2018

	Revenue
	6738
	6441

	Total asset
	9736
	10087

	Inventory turnover ratio
	0.69207
	0.638544661


Table 7: Calculation of Inventory turnover ratio
The efficiency of the organization can also be evaluated by calculating the working capital ratio of the organization. In order to evaluate the working capital ratio of Chocco plc it is required to subtract the current asset of the organization from current liability after that it is required to divide the derived amount by the amount of sale. The working capital ratio of Chocco plc is as follows:
	
	2019
	2018

	Total current asset
	2303
	2355

	Total current liability
	2511
	3046

	Working capital
	-208
	-691

	Revenue
	6738
	6441

	Working capital ratio
	-32.394
	-9.32127352


Table 8: Calculation of working capital ratio
The ability of the organization to mitigate the long term debt of the organization can be evaluated from the solvency ratios. The solvency of the organization can be evaluated from the debt to asset ratio and financial leverage ratio. 
In order to calculate debt to asset ratio it is required to divide debt of the organization with its total asset. The debt to asset ratio of Chocco plc is as follows:
	
	2019
	2018

	Total Debt
	4137
	4129

	Total asset
	9736
	10087

	Debt to asset ratio
	0.42492
	0.409338753


Table 9: Calculation of debt to asset ratio
In order to evaluate the financial leverage ratio of the organization it is required to divide the total asset of Chocco with its total equity. The leverage of financial ratio of the organization is as follows:
	
	2019
	2018

	Total asset
	9736
	10087

	total equity
	3088
	2192

	Financial leverage ratio
	3.15285
	4.601733577


Table 10: Calculation of financial leverage
[bookmark: _Toc68789574]b) Evaluation of financial performance of Chocoo plc
 It can be observed that the ratio of net profit earned by the organization has increased to 6.3% in the year 2019. However it can also be observed that the net profit ratio for 2018 was 5.68%. Therefore it can be evaluated that the profitability of the organization has increased for the year 2019.
It can be evaluated from the table that the gross profit ratio of Chocco plc has increased over the time period. It can be observed that for the year 2018 the ratio of gross profit was 51.93% and the ratio of 2019 is 51.98%. Hence it can be evaluated that the ratio of gross profit has increased by 0.05%. Therefore it can be specified that the profitability of Chocco plc has increased over the year. Which means that the amount of profit that is earned by the organization has increased since it can be observed that both gross profit ratio and net profit ratio of the organization has increased for 2019 than that of 2018. 
It can be observed that the current ratio of the organization for the year 2019 has increased than that of 2018. It can be evaluated that the current ratio for the year 2018 was 0.77%, however, it can be observed that the ratio of 2019 has increased to 0.91%. Since the current ratio of the organization has increased it means that Chocco plc has been able to mitigate the obligation of short term prospect of the business.
It can be evaluated from the above table that the quick ratio of the organization has improved for the year 2019. The quick ratio of 2018 was 0.55% and the quick ratio of 2019 has incremented to 0.63%. Since the overall current ratio and quick ratio of Chocco plc has incremented it means the overall Liquidity of the organization has enhanced than that of 2018. 
It can be found out that the inventory turnover ratio of Chocco plc has increased for the year 2019. Further, it can be highlighted that the inventory turnover of the organization was 0.63% for the year 2018. However it can be observed that the ratio has increased to 0.69% for the year 2019. It means that the organization has improved in terms of its ability to sell inventories than the previous year. 
It can be seen that the working capital ratio of Chocco plc for 2018 was -9.32%, and for 2019 it has increased negatively to -32.39%.The working capital ratio of the organization has reached a negative value; it means the liability of short terms has increased more than of its asset. Further it can be highlighted that the efficiency of the organization in terms of working capital has deteriorated over the time period. Hence it can be signified that the efficiency of the organization is moderate. 
The debt to asset ratio of the organization for 2018 is observed to be 0.40% whereas for 2019 it has increased to 0.42%. It means that the debt of the organization has lessened than the previous year.
The financial leverage of 2018 was 4.60% and for 2019 it can be observed as 3.15%. It means that Chocco plc’s debt has reduced over the period. Hence it can be classified that the Chocco Plc’s solvency has enhanced.
Therefore it can be classified from the analysis of the scheduled ratios that the performance of Chocco plc has enhanced over the period.
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