   

Programme Title: BA Business Management 
Module: Accounting Fundamentals
Module Code: LCBB4001
Assignment Title: Assignment-A1
Student Name: Loredana Aurora Padure 
Student ID: 2019942













               ACCOUNTING FUNDAMENTALS
                                
                               


Table of Contents
Introduction:	3
Question 1: Financial statement analysis:	3
a) Preparing profit & loss statement and statement of financial position:	3
b) Reason of balancing statement of financial position:	4
Question 2: Case scenario of Chocco Plc	5
a) Calculation of ratios:	5
b) Commenting on financial performance and position of Chocco Plc:	8
Conclusion:	8
Reference list:	10
Appendix 1: Financial information	11
Appendix 2: Information for ratios:	13




[bookmark: _Toc77457686]Introduction: 
The importance of financial statement analysis has been justified in many journals and author studies; moreover, many authors have stated the importance of this. Every year, global firms publish their financial statement for stakeholders’ interest and that is mandatory. Based on the given or published statements, the investors can take necessary decisions for their business investment (Krajňák, 2020). Here, the author has done a complete analysis regarding the financial statements. In this research, the author has organized benefit and misfortune proclamation and fiscal report for outlining the monetary position. Alongside this, towards the examination of monetary position, the specialist has carried out monetary proportions dependent on fiscal summaries. The general investigation has introduced essence data so monetary choice can be taken and business development would be conceivable. 
[bookmark: _Toc77457687]Question 1: Financial statement analysis: 
In this research, the author has considered some financial information and based on that profit & loss statement and balance sheet have been prepared to view the financial position. Here, the author has been constructed the financial statements based on the provided financial data, provided in appendix 1. 
[bookmark: _Toc77457688]a) Preparing profit & loss statement and statement of financial position: 
Preparing Profit and loss statement: 
Based on the above financial data and other additional information, the researcher has framed P/L account. Here, the author has prepared P/L statement, which has shown gross profit of £248000 and net profit of £68000 for the year ended 31st December 2020. 
	Profit & Loss statement

	Particulars
	Amount £
	Amount £

	Sales
	826650
	 

	Less: Cost of sales
	578650
	 

	Gross profit
	 
	248000

	Commission received on sales
	 
	3000

	 
	 
	 

	Expenses: 
	 
	 

	Ordinary dividend paid
	20000
	 

	Preference dividend paid
	30000
	 

	Administrative expenses
	30000
	 

	Interest paid
	2000
	 

	Directors remuneration
	5000
	 

	Distribution cost
	28000
	 

	Corporate tax
	68000
	 

	 
	 
	 

	Total Expenses
	 
	183000

	 
	 
	 

	Net profit
	 
	68000



Preparing Statement of financial position: 
Here, the researcher has framed balance sheet for the year ended 31st December 2020. 
	Statement of Financial position

	Particulars
	Amount £
	Amount £

	Assets
	 
	 

	Plant and equipment
	 
	632730

	Stock at 31st December 2020 (Closing stock)
	 
	330600

	Debtors
	 
	170125

	Cash at bank
	 
	12900

	Retained profit at 1st January 2020
	 
	132000

	Credit sales (additional)
	 
	980

	 
	 
	 

	Total assets
	 
	1279335

	 
	 
	 

	Liabilities
	 
	 

	Ordinary shares (Equity)
	310000
	 

	Preference share
	300000
	 

	Less: 4% Debentures
	-100000
	 

	Capital
	 
	510000

	Trade creditors
	 
	171355

	 
	 
	 

	Total liabilities
	 
	681355

	 
	 
	 

	Net assets
	 
	597980



[bookmark: _Toc77457689]b) Reason of balancing statement of financial position: 
In view of the above assertions, the creator has expressed a net benefit and positive liquidity. The organizations would have to finish budget summaries by adjusting all liquidity and liabilities. It is important to legitimize that liquidity and productivity are adequately achievable to clear the obligation or liabilities (Osadchy, et al. 2018). The adjusting figure is really a make back the initial investment highlight stay away from shortfall; that implies it is important to have abundance valuation of net resources over complete liabilities. Something else, less valuation of net resources would demonstrate less liquidity for the firm. Then again, organization would have to keep a persistent money inflow in business with the goal that budget summary can be shut at an adjusting position.  
[bookmark: _Toc77457690]Question 2: Case scenario of Chocco Plc
In this part, the author has considered the income statement and balance sheet of Chocco Plc to perform financial ratios for 2019-2020; the information is provided in appendix 2. 
[bookmark: _Toc77457691]a) Calculation of ratios: 
Return on capital employed (ROCE): 
According to the estimation, it has been tracked down that the organization Chocco Plc has fostered their ROCE position in 2020 contrasted with 2019 with worth of 0.08581. That implies organization's productivity is 0.08581 or 8% as far as capital, which was less during past monetary year as 7%. Notwithstanding, all out resources valuation has been diminished in 2020. 
	Particulars (Amounts in £ million)
	FY 2020
	FY 2019

	Earnings before interest and taxes (EBIT)
	620
	539

	Total assets
	9736
	10087

	Current liabilities
	2511
	3046

	Return on capital employed (ROCE)
	0.08581
	0.076552



Return on equity (ROE): 
For this situation, organization's ROE has been expanded to 13%; which means organization's value level has been expanded and organization's pay level has upheld that. Here, increment of overall gain has been shown in 2020 contrasted with financial year 2019. This is expressed a positive value position for the organization (Robinson, 2020). 
	Particulars (Amounts in £ million)
	FY 2020
	FY 2019

	Net income
	431
	366

	Shareholder's equity
	3088
	2912

	Return on equity (ROE)
	0.13957
	0.125687



Earnings per share: 
According to the estimation, organization's EPS has been expanded 58% from 41%, which means expansion in capital speculation. This expanded position becomes because of expanded net gain and profits. This increased position becomes due to increased net income and dividends. 
	Particulars (Amounts in £ million)
	FY 2020
	FY 2019

	Net income
	431
	366

	Preferred dividends
	255
	242

	Outstanding shares
	300
	300

	Earnings per share (EPS)
	0.58667
	0.413333



Net profit margin: 
As per the calculation of net profit margin, the company’s net profit margin has been increased to 6% from 5%. According to the computation of net revenue, the organization's net overall revenue has been expanded to 6% from 5%. In any case, that isn't achievable enough for the organization; that implies the organization has expanded degree of working costs and managerial costs (Rukmana, 2018). 
	Particulars (Amounts in £ million)
	FY 2020
	FY 2019

	Net profit
	431
	366

	Total sales / revenue
	6738
	6441

	Net profit margin
	0.06397
	0.056823



Assets turnover: 
Here, the result has shown as 0.69 > 0.63. The resources turnover has been expanded in monetary year 2020 contrasted with earlier year 2019. This has occurred because of expanding pace of net deals, since complete resources didn't expanded in 2020. In this way, it is important to build the complete resources for covering the obligation position of the organization (Sanyaolu, et al. 2020). 
	Particulars (Amounts in £ million)
	FY 2020
	FY 2019

	Net sales
	6738
	6441

	Average total assets
	9736
	10087

	Assets turnover ratio
	0.69207
	0.638545



Stock holding days: 
For this situation, stock holding days have been expanded to 79 days in monetary year 2020. That implies, the organization would have to convey abundance stock holding cost contrasted with earlier year 2019. 
	Particulars (Amounts in £ million)
	FY 2020
	FY 2019

	Inventory
	708
	659

	Cost of sales
	3235
	3096

	Total days in a year
	365
	365

	Stock holding days
	79.8825
	77.69218



Debtors’ collection period: 
As per the calculation of debtors’ collection period, it has been found that the period has been reduced from previous year 2019. According to the estimation of indebted individuals' assortment period, it has been tracked down that the period has been diminished from earlier year 2019. This may have occurred as the organization has permitted some markdown over the installment add up to the debt holders. This could be full of feeling for gathering receivable sum, however every time this couldn't be productive (Thuong, et al. 2018). 
	Particulars (Amounts in £ million)
	FY 2020
	FY 2019

	Debtors’ amount
	1249
	1287

	Sales / revenue
	6738
	6441

	Total days in a year
	365
	365

	Debtors' turnover ratio
	67.6588
	72.932



Current ratio: 
As per the current ratio, it has been found that company’s liquidity position has been increased to 91% compared to previous financial year 2019, which was 77%. According to the current proportion, it has been discovered that organization's liquidity position has been expanded to 91% contrasted with past monetary year 2019, which was 77%. Notwithstanding, the valuation of current liabilities is more contrasted with current resources; however the organization is attempting to recuperate the insufficiency position, in light of the fact that the current proportion worth ought to be more than 1 for better liquidity (Robinson, 2020). 
	Particulars (Amounts in £ million)
	FY 2020
	FY 2019

	Current assets
	2303
	2355

	Current liabilities
	2511
	3046

	Current ratio
	0.91716
	0.773145



Gearing ratio: 
The gearing ratio has stated comparatively weaker position in 2020 compared to previous fiscal year 2019 as value has been reduced to 1.33. The equipping proportion has expressed nearly more fragile situation in 2020 contrasted with past monetary year 2019 as worth has been decreased to 1.33. That implies obligation sum is more contrasted with investors' value; accordingly speculation should have been expanded for better position.
	Particulars (Amounts in £ million)
	FY 2020
	FY 2019

	Total debt
	4137
	4129

	Total shareholders' equity
	3088
	2912

	Gearing ratio
	1.3397
	1.417926



[bookmark: _Toc77457692]b) Commenting on financial performance and position of Chocco Plc: 
Complete financial analysis has taken place by the author. The assets turnover has been extended in financial year 2020 appeared differently in relation to prior year 2019. This has happened due to extending speed of net arrangements, since complete assets didn't extend in 2020. Therefore, assemble the hard and fast assets for covering the commitment position of the association (Sanyaolu, et al. 2020). As per the current extent, it has been found that association's liquidity position has been extended to 91% stood out from past money related year 2019, which was 77%. In any case, the valuation of current liabilities is more appeared differently in relation to current assets; yet the association is endeavoring to recover the need position. As per the calculation, it has been found that the association Chocco Plc has encouraged their ROCE position in 2020 stood out from 2019 with worth of 0.08581. That suggests association's usefulness is 0.08581 or 8% to the extent capital, which was less during past monetary year as 7%. In any case, complete assets valuation has been reduced in 2020. For the present circumstance, association's ROE has been extended to 13%; which implies association's worth level has been extended and association's compensation level has maintained that. Here, addition of by and large increase has been exhibited in 2020 appeared differently in relation to financial year 2019. This is communicated a positive worth situation for the association (Robinson, 2020). 
[bookmark: _Toc77457693]Conclusion: 
The general examination has introduced core data with the goal that monetary choice can be taken and business development would be conceivable. The analysis has stated the financial feasibility of the firm and recommendations are also discussed. In this research, the author of the study has organized benefit and misfortune proclamation and fiscal report for outlining the monetary position. Alongside this, towards the examination of financial situation of the firm, the author of the study has carried out monetary ratios dependent on fiscal reports 2019-2020. As per the overall study a clear financial analysis has been conducted and the company would be able to take necessary decision based on that. 
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[bookmark: _Toc77457695]Appendix 1: Financial information
	Particulars
	Amount £
	Amount £

	£1 ordinary shares
	
	310,000

	10% £1 preference shares
	
	300,000

	4% Debentures
	
	100,000

	Plant and equipment
	632,730
	

	Stock at 31st December 2020
	330,600
	

	Sales
	
	826,650

	Cost of sales
	578,650
	

	Debtors
	170,125
	

	Trade creditors
	
	171,355

	Cash and bank
	12,900
	

	Retained profits at 1st January 2020
	
	132,000

	Ordinary dividend paid
	20,000
	

	Preference dividend paid
	30,000
	

	Administrative expenses
	30,000
	

	Interest paid
	2,000
	

	Directors remuneration
	5,000
	

	Distribution costs
	 	28,000
	 	

	
	1,840,005
	1,840,005





[bookmark: _Toc77457696]Appendix 2: Information for ratios: 
	Particulars
	2020
	2019

	
	Amount £m
	Amount £m

	Revenue
	6,738
	6,441

	Cost of sales
	(3,235)
	(3,096)

	Gross profit
	3,503
	3,345

	Distribution costs
	(437)
	(422)

	Marketing and selling costs
	(1,324)
	(1,274)

	Administrative expenses
	  (937)
	  (950)

	Operating profit
	805
	699

	Profit/loss on sale of fixed assets
	19
	(5)

	Investment income
	22
	26

	Interest payable
	(226)
	(181)

	Profit/(loss) before taxation
	620
	539

	Taxation
	(189)
	(173)

	Profit for the year
	 431 
	366 



	Particulars
	FY 2020
	FY 2019

	Non- Current assets
	Amount £m
	Amount £m

	Intangible assets
	5,485
	5,809

	Property, plant and equipment
	1,613
	1,605

	Investments
	   335 
	   318

	
	7,433 
	7,732 

	Current assets
	
	

	Inventory
	708
	659

	Trade receivables
	1,249
	1,287

	Investments
	145
	232

	Cash
	   201 
	   177 

	
	2,303 
	2,355 

	Total assets
	9,736 
	10,087 

	Current liabilities
	
	

	Trade payables
	(583)
	(655)

	Other creditors
	(1,928)
	(2,391)

	
	 (2,511)
	(3,046)

	Non current liabilities
	
	

	Loans and other borrowings
	(4,137)
	(4,129)

	Net assets
	3,088 
	2,912 

	Equity
	
	

	Ordinary share capital (50p shares)
	300
	300

	Share premium
	1,071
	1,071

	Retained profits
	1,717 
	1,541 

	
	3,088 
	2,912 
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