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[bookmark: _Toc55865936]Introduction 

Accounting techniques and tools are used for recording transactions in accurate manner. It covers all possible things that can occur in an organisation’s monetary framework. This helps in recording and presenting the books of accounts to the necessary users. In this report some basic uses of accounting fundaments are explained in depth as well as presented with the help of a practical situation. The practical question requires preparing the statement of financial position and financial statements of the company named Eccles Plc. In the Financial statements we calculate the gross profit, net profit and net profit before taxes with the help of the data given in the question and the practical applications of accounting fundamentals. In the other part we look into the preparation on statement of financial position also known as the balance sheet. We also will look in-depth on what exactly the statement of financial position is and why the amounts on the assets as well as the liabilities side are always equal. 






[bookmark: _Toc55865937]Question 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 Statements
For the year ending on 31st December 2019

	Particulars
	Note No.
	Amount 
	Amount 

	 
	 
	           In £
	           In £

	Sales 
	1
	827,630
	 

	Cost of Sales 
	2
	581,650
	 

	 
	 
	 
	 

	Gross Profit 
	 
	 
	245,980

	 
	 
	 
	 

	Expenses 
	 
	 
	 

	 
	 
	 
	 

	Distribution Costs
	 
	28,000
	 

	Administrative Expenses 
	 
	30,000
	 

	Ordinary dividend paid
	 
	20,000
	 

	Preference dividend paid 
	 
	30,000
	 

	Directors remuneration
	 
	5,000
	 

	 Interest Paid 
	 
	          2,000
	 

	
	
	
	

	Total Expenses
	 
	 
	115,000

	 
	 
	 
	 

	Profit Before Tax 
	 
	130,980
	 

	Corporate Tax
	 
	68,000
	 

	
	
	
	

	Profit After Tax 
	3
	 
	62,980




Notes:

1. For sales a payment of 980 pounds for goods was sent to customers on 31st December 2018 and the payment was due on 28th February 2019. The sales entry was not made in the sales balance of 31st December 2018. We have added the amount of 980 pounds to the sales balance in the income statements for the year ending 2019. 
Sales on 31st December 2018 was 	826,650 
Sales not Accounted was 	        	(+ 980)
Sales on 31st December 2019.      	8,27,630

2. For Cost of ales a salesmen’s commission of 3000 pounds was due in December 2018 but was paid on 31st January 2019. The commission was not even recorded into the ledger in the accounts of 2018. This leads addition in cost of sales as well as reduction in Debtors. 
Cost of sales as on 31st December 2018 was 	 578650 Pounds 
Commission of Salesmen to be added was   	(+3000) Pounds
Cost of Sales as on 31st December 2019 was 	 581650 Pounds

3. Corporation tax for the year 2018 was 68000 pounds and was to be reduced from the profit before tax in order to get profit after tax. 

4. 10% £1 preference shares are to be added into the total equity. The amount for the preference shares is 300000 for the year ending 31st December 2018 (Wild, et.al 2016). 

























Statement of Financial Position as at 31st December 2019
	Particulars
	Note No.
	Amount 
	Amount 

	 
	 
	 
	 

	Equity and Liabilities 
	 
	 
	 

	 
	 
	 
	 

	Equity Share Capital 
	 
	 
	 

	£1 Ordinary Share  
	 
	300,000
	 

	10% £1 preference shares
	4
	310,000
	 

	Retained profits at 1st January 2018 
	 
	132,000
	 

	Profit for The Year 
	 
	62,980
	 

	Total Equity
	 
	 
	804,980

	 
	 
	 
	 

	Non-Current Liabilities 
	 
	 
	 

	 
	 
	 
	 

	4% Debentures
	
	 
	100,000

	 
	 
	 
	 

	Current Liabilities 
	 
	 
	 

	 
	 
	 
	 

	Trade Creditors 
	 
	171,355
	 

	Corporate Tax
	 
	68,000
	 

	Sales Commission 
	 
	3,000
	 

	Total Current Liabilities 
	 
	 
	242,355

	 
	 
	 
	 

	Total Liabilities
	 
	 
	1,147,335

	 
	 
	 
	 

	Non-current Assets
	 
	 
	 

	 
	 
	 
	 

	Plant and Equipment 
	 
	632,730
	 

	 
	 
	 
	 

	Total Non-Current Assets 
	 
	 
	632,730

	 
	 
	 
	 

	Current Assets
	 
	 
	 

	 
	 
	 
	 

	Debtors 
	 
	171,105
	 

	Cash and Bank 
	 
	12,900
	 

	Closing Stock for 31st December 2018
	 
	330,600
	 

	 
	 
	 
	 

	Total Current Assets 
	 
	 
	514,605

	 
	 
	 
	 

	Total Assets
	 
	 
	1,147,335




b) Explain why the statement of financial position balances.
[bookmark: _Toc55865938]Financial position represents a business balance sheet where both assets and liabilities are shown accordingly. From the above table regarding the financial position of Eccles Plc, it is noticed that the statement of financial position balances due to a match of amount regarding total liabilities and total assets. Hence the total liabilities amounted to about £1,147,335 and accordingly the total asset resulted in about £1,147,335. Therefore, this has resulted in showing the business to achieve a positive effect and therefore resulted in having financial balances being the same (Kim and Im, 2017). Other related reasons for the statement of the financial position being balanced are due to the equal amount of current asset and current liabilities being accordingly marked as per the financial situation. Thus, this shows that there is a balance being same as per the financial position resulting in a positive outcome

Conclusion
In conclusion, we went through the different accounting fundamentals in order to prepare an accurate financial statement and statement of financial position of Eccles Plc. We observed while preparation of the financial statement the data provided in the assignment brief is not to be put directly into the statements as we should look into the various notes and details regarding the accounts used to calculate the net profit. After calculation we observed that Eccles Plc. has a net profit of £130,980 before tax and £62,980 after taxes. The statement of financial position shows that the total assets are amounting to £1,147,335 as are the total liabilities. The liquidity position is good with the current assets roughly being double the current liabilities.

	
[bookmark: _Toc55865939]

Question 2
(a) [bookmark: _Hlk56176224]Prepare a schedule of ratios for Chocco plc for 2019 and 2018

Return on capital employed              
. 
[bookmark: _Hlk56107051]2019:       2018:  
 
Return on equity                           

[bookmark: _Hlk56107466][bookmark: _Hlk56108537][bookmark: _Hlk56108317]2019:           2018:        

[bookmark: _Hlk56108879]Price earnings ratio                           

2019:                               2018:                              

PROFITABILITY RATIOS 

Gross profit margin                         

2019:            2018:       

Net Profit Margin                                    

2019:              2018:    

EFFICIENCY PROFIT 

Asset turnover                                          

2019:                            2018:

Stock holding period                                                  
2019:                   2018: 

[bookmark: _Hlk56153918]Debtors collection period                          

[bookmark: _Hlk56153709]2019:                       2018:  

[bookmark: _Hlk56154333]Creditors payment period                            

2019:                         2018:

LIQUIDITY RATIOS 

Current ratios                                                

2019: = 0,91                                         2018: = 0,77


Quick assets ratios                                          

[bookmark: _Hlk56154471]2019: = 0,63                                       2018: = 0,55

FINANCING RATIOS 

Gearing ratios                                                   

2019: = 57,25%                  2018: = 58,6% 
 
Interest Cover                                     

2019:                                               2018: 















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

In the above stated financial statement and as per the ratio analysis, it is noticed that Chocco Plc shows growth in its financial position showing the business to achieve a positive outcome. Net asset shows an increase in amount as per the financial statement of the business, and accordingly, equity results to have a higher amount of growth (Palmborg, 2020). Net assets resulted in about £2912 in the year 2018 and £3088 for the year 2019. However, in the case of ratio analysis, the company shows a growth in the amount in different sectors such as profitability, liquidity and efficiency. As such, there is a growth in the total debtors’ days where the business marked a smaller number of days in quickly paid off (influenced by Patin, 2020). However, it is noticed that the financial performance of the company resulted in an amount of about £1,147,335, which shows the business to ascertain a positive outcome. Henceforth, the company has resulted in marking an effective development which sustains to show the business having a developed market growth.
From the above calculations, it is stated that in the year 2018 the ratio market an amount of about 0,55 and accordingly in the year 2019 it was about 0,63. Hence, there is an increase in the amount of quick ratio that results to show the business in having positive growth managing to have the capacity in paying its current liabilities (Lee and Lee, 2018).
In 2018 the current ratio resulted in about 0,77 and accordingly in the year 2019 it was about 0,91. Thus, there is a high amount of growth in the current ratio, and this marks business resulted in a positive ability to pay off the short term obligations.
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