[image: ]
BA Business Management (BABM)

LCBB 4001 Accounting Fundamentals
A1



Student name: Valentina Ivanova
Student ID: 2022735



Contents
INTRODUCTION	4
QUESTION 1	4
1. Prepare Income statement for the year ended 31st December 2020	4
(b) Why does the statement of financial position balance	5
QUESTION 2	7
a. Calculation of various ratios for the organisation	7
b. Discussion of the situation which is revealed by the ratios	8
CONCLUSION	9
REFERENCES	10


[bookmark: _Toc74680200][bookmark: _Toc74930014][bookmark: _Toc75020457][bookmark: _Toc75201172][bookmark: _Toc75358859][bookmark: _Toc75877414][bookmark: _Toc76827635][bookmark: _Toc77006894]

[bookmark: _Toc81490693]INTRODUCTION
Accounting is the practice of keeping and producing financial documents for a business. It's a wide phrase that may relate to everything from administration to audit to taxation. Accounting is the process of recording a corporation's economic transactions. The accountancy method entails summarizing, evaluating, and disclosing those activities to regulatory authority, controllers, and tax collecting agencies. Accountancy accounting information provides a concise picture of a firm's management, economic standing, and working capital over the course of books of accounts (Boiko and et.al, 2020). Financial records are gathered, classified, and manipulated by lawyers, who work in the field of technology. Accountancy is supported by people, organizations, and a number of other organizations in addition to corporations. It is helpful in assessing monetary sustainability in businesses and other organizations.  The purpose of this research is to assess many aspects of accounting that all organizations must consider. This project covers a wide range of topics, such as evaluating financial data and making necessary modifications, computing ratios to determine a company's present state, and so on.
[bookmark: _Toc77006895][bookmark: _Toc81490694]QUESTION 1
[bookmark: _Toc77006896][bookmark: _Toc81490695]1. 
The income statement, as it recounts the tale of the firm's earnings, is probably the most significant. The income statement, unlike the balance sheet, illustrates each corporation's economic success over an amount of time, usually three month or twelve months (Beck, 2020). It takes investors on a trip through how much the firm acquired to how much it had to spent on inventories, how much it had to expend on other business expenditures, and what sorts of non-operational or one-time occurrences resulted in non-repeatable profits or losses, all the ultimately to the underside profitability. Here is presenting income statement of Kadison Plc:
	Particulars
	Amount (in £)
	Amount (in £)

	Sales revenue
	
	826650

	Less: Cost of goods sold
	
	578650

	Gross Profit
	
	248000

	Less: Indirect expenses 
	
	

	Administrative expenditure
	30000
	

	 Interest paid
	4000
	

	Directors remuneration
	5000
	

	Distribution costs
	28000
	

	Sales commission
	3000
	70000

	EBT
	
	178000

	Corporation tax
	
	68000

	Net Profit
	
	110000

	(-) Preference dividend
	
	30000

	Earnings available to equity shareholders
	
	80000

	(-) Ordinary dividend
	
	20000

	Retained earnings
	
	60000
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A statement of financial status is a list of a company's assets, liabilities, and capital as of a specific date. It can be set up to display total assets as equal to total obligations and equity, or net assets as equal to capital. Other forms are also conceivable, but the totals in the top half must always match the totals in the underside (Garra and et.al, 2020). The accounting principle of double entry is the main reason why a balance sheet balances. All activities are processed in at least two separate categories in these books of accounts, which also serve as a monitoring to ensure that the statements are accurate. The resources on a balance sheet are quantifiable assets that a firm possesses or will acquire in the near. Taxation, payables, wages, and debt are all examples of obligations that a firm owes. The owners' capital section presents the firm's interest income as well as stakeholder capital contributions. Total assets must match outstanding debt and owners' capital in order for the balance sheet to be balanced. 

	Particulars
	Amount (in £)
	Amount (in £)

	ASSETS
	
	

	Fixed assets
	
	

	Plant and equipment
	
	632730

	Current assets
	
	

	Stock
	329620
	

	Debtors
	171105
	

	Cash and Bank
	12900
	513625

	Total assets
	
	1146355

	
	
	

	LIABILITIES
	
	

	Long term liabilities
	
	

	4% Debentures
	
	100000

	Current liabilities
	
	

	Creditors
	171355
	

	Outstanding commission
	3000
	

	Outstanding interest
	2000
	

	Tax payable
	68000
	244355

	Shareholders’ equity
	
	

	Ordinary shares
	310000
	

	10% preference shares
	300000
	

	Profit for the period
	110000
	

	Retained earnings
	82000
	802000

	Total liabilities
	
	1146355



[bookmark: _Toc77006897][bookmark: _Toc81490697]QUESTION 2
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Calculation of different ratios for Chocco Plc is as follows:
	Ratio
	Formula
	2020
	2019

	
	
	Calculation
	Result
	Calculation
	Result

	Return on capital employed
	Operating profit / capital employed * 100
	805 / 7225 * 100
	11.14%
	699/ 7041 * 100
	9.92%

	Return on equity
	Net profit / total shareholder's equity * 100
	431 / 3088 * 100
	13.95%
	366 / 2912 * 100
	12.56%

	Earnings per share
	Net profit / number of shares
	431 / 17.8
	1.03
	366 / 17.8
	0.72

	Gross profit margin
	Gross profit / revenues * 100
	3503 / 6738 * 100
	33.39%
	6441 / 501.3 * 100
	38.26%

	Asset turnover ratio
	Net sales / total assets
	6738 / 9736
	0.69
	6441 / 10087
	0.64

	Stock holding period
	Inventory / cost of sales * 365
	708 / 3235 * 365
	79.88
	659 / 3096 * 365
	77.69

	Debtor collection period
	Debtor / sales * 365
	1249 / 6738 * 365
	67.65
	1287 / 6441 * 365
	72.93

	Current ratio
	Current assets / current liabilities
	2303 / 2511
	0.9
	2355 / 3046
	0.77

	Gearing ratio
	Debts / equities
	1249 / 3088
	0.44
	1287 / 2912
	0.44

	Interest cover ratio
	Operating profit / interest 
	805 / 226
	3.56
	699 / 181
	3.86



Working notes:
	Calculation of capital employed
	

	Particulars
	2020
	2019

	Total assets
	9736
	10087

	Less: current liabilities
	2511
	3046

	Capital employed
	7225
	7041
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Considering the aforementioned statistics, it was determined that Chocco Plc's performance in 2019 was superior to that of 2020. The competitive landscape is favorable; however it was much better in 2019. Monetary term, current, gearing, as well as other metrics are all good in 2019 compared to 2020 due to the person's return on capital employed, capital, and profits per share. In 2020, it looks that the financial value has decreased. Apart from it, the firm's debtor collection period has shortened in 2020, suggesting that it is able to recoup the owed sum from creditors in a smaller time frame. It has also resulted in higher in sales for 2020. Aside from that, the firm was equipped to manage the expense coverage for 2020, which is substantially greater than the previous year's. It shows that the company's revenue in 2020 was exceptional, leading in improved market trust throughout the year (Phan, Yapa and Nguyen, 2020).
Chocco plc's ROCE ratio in 2019 was 9.92 percent, increasing to 11.14 percent in 2020. The firm's capital employed has increased, which is a favorable consequence. Furthermore, there are a variety of techniques that may be used to increase the capital utilized by this organisation, including such disposing outdated gear with reduced power levels. This will reduce the corporate resources and greatly enhance ROCE. Chocco plc's ROE ratio for 2019 was 12.56 percent, increasing to 13.95 percent in 2020. A higher return on investment is regarded as a good indication for the company. As a result, more financiers will be important to the company. A firm's ROE ratio of 15% to 20%, on the other hand, is regarded well. As a result, in order to obtain a competitive advantage in the company, it must raise its equity ratio (Ansell, 2020).
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As per the above report it has been concluded that Accounting is a field of study and practice that focuses on techniques for documenting activities, maintaining accounting statements, executing audit procedures, processing and interpreting financial data to administration, and providing tax advice. It's a method for finding, documenting, analyzing, categorizing, checking, summarizing, analyzing and conveying financial data in a consistent way. 
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