[bookmark: _Toc133587920][image: Text

Description automatically generated with medium confidence]

Accounting Fundamentals Assignment- A1
Name: Vladimir Stoyanov (2219021)
Module code: LCBB4001
Lecturer’s name: Ivana Rozic


Accounting Fundamentals:



Contents
Accounting Fundamentals:	1
QUESTION 1:	2
Why statement of financial position balance:	4
QUESTION 2 Sweets plc:	4
Financial performance and position of Sweets plc:	7
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Income Statement:
	
	£

	Sales
	800,000

	Cost of sales
	(578,650)

	Administrative expenses
	(30,000)

	Distribution costs
	(28,000)

	Gross profit
	221,350

	Interest paid
	(2,000)

	Profit before tax
	161,350

	Corporation tax
	(100,000)

	Net profit for the year
	61,350

	Dividends:
	

	- Ordinary
	(20,000)

	- Preference
	(30,000)

	Retained profit for the year
	11,350










Statement of financial position:
	
	£

	Non-current assets:
	

	Plant and equipment
	1,250,000

	Debentures
	200,000

	Total non-current assets
	1,450,000

	Current assets:
	

	Stock
	510,850

	Trade receivable
	170,125

	Cash and bank
	96,000

	Commission payable
	3,000

	Goods sent to customers
	980

	Total current assets
	781,955

	Total assets
	2,231,955

	Equity and liabilities:
	

	Equity:
	

	Ordinary shares
	900,000

	Preference shares
	500,000

	Retained profit
	11,350

	Total equity
	1,411,350

	Non-current liabilities:
	

	Debentures
	200,000

	Total non-current liabilities
	200,000

	Current liabilities:
	

	Trade payable
	188,625

	Corporation tax payable
	100,000

	Total current liabilities
	288,625

	Total equity and liabilities
	2,231,955



[bookmark: _Toc133587922]Why statement of financial position balance:
The statement of financial position, also known as the balance sheet, is a financial statement that reports a company's assets, liabilities, and equity at a specific point in time. It is called a "balance" sheet because the total assets of a company must equal the sum of its liabilities and equity. In other words, the balance sheet must always balance, and any changes made to one side of the equation will be reflected in the other side. This is because every transaction a company engages in affects its financial position, and these effects must be recorded in the balance sheet. Therefore, the statement of financial position provides a snapshot of a company's financial position and is useful for evaluating its liquidity, solvency, and financial health.
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1- ROCE:
 ROCE = Operating Profit / (Non-Current Assets - Current Liabilities)
 2021: ROCE = 805 / (7,433 - 2,511) 
= 12.53% 
2020: ROCE = 699 / (7,732 - 3,046) 
= 10.40%
2- ROE:
ROE= Profit for the Year / Equity 
2021: ROE = 431 / 3,088 = 13.97% 
2020: ROE = 366 / 2,912 = 12.57%

3- EPS:
 EPS = Profit for the Year / Weighted Average Number of Ordinary Shares
 Weighted Average Number of Ordinary Shares = (Opening Shares + Closing Shares) / 2 
2021: EPS = 431 / ((300+300)/2) 
= 1.44 
2020: EPS = 366 / ((300+300)/2)
 = 1.22


4-  Net Profit Margin
 Net Profit Margin = Profit for the Year / Revenue 
2021: Net Profit Margin = 431 / 6,738
 = 6.40% 
2020: Net Profit Margin = 366 / 6,441
 = 5.68%
5-  Asset Turnover:
 Asset Turnover = Revenue / Total Assets 
2021: Asset Turnover = 6,738 / 9,736 
= 0.69 times
 2020: Asset Turnover = 6,441 / 10,087 
= 0.64 times
6-  Stock Holding Days:
Stock Holding Days = (Inventory / Cost of Sales) x 365
2021: Stock Holding Days = (708 / 3,235) x 365
 = 79.99 days 
2020: Stock Holding Days = (659 / 3,096) x 365 
= 77.77 days
7-  Debtors Collection Period:
Debtors Collection Period = (Trade Receivables / Revenue) x 365 
2021: Debtors Collection Period = (1,249 / 6,738) x 365 
= 67.64 days 
2020: Debtors Collection Period = (1,287 / 6,441) x 365
 = 73.03 days
8- Current Ratio:
 Current Ratio = Current Assets / Current Liabilities 
2021: Current Ratio = 2,303 / 2,511 
= 0.92 times 
2020: Current Ratio = 2,355 / 3,046 
= 0.77 times
9-  Gearing Ratio:
 Gearing Ratio = Loans and Other Borrowings / (Loans and Other Borrowings + Equity) 2021: Gearing Ratio = 4,137 / (4,137 + 3,088) 
= 57.22%
 2020: Gearing Ratio = 4,129 / (4,129 + 2,912) 
= 58.68%
10-  Interest Cover: Interest Cover = Operating Profit / Interest Payable
2021: Interest Cover = 805 / 226 
= 3.57 times
2020: Interest Cover = 699 / 181 
= 3.86 times
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The company's ROCE increased from 9.27% in 2020 to 11.28% in 2021, showing that it was able to make more money with the capital it used. Similar to the ROE, which climbed from 12.57% in 2020 to 13.97% in 2021, the business was able to produce more returns for its owners.
Additionally, the net profit margin increased from 5.68% in 2020 to 6.40% in 2021, showing that the business was able to make more money for every pound of revenue it brought in. Additionally, the asset turnover went up from 0.64 in 2020 to 0.69 in 2021, showing that the business was able to make more money from its assets. The corporation is in a better position to satisfy its short-term obligations now that the current ratio has increased from 0.77 in 2020 to 0.92 in 2021. The gearing ratio, which shows how heavily leveraged and indebted the corporation is, has, however, marginally fallen from 141.48% in 2020 to 134.26% in 2021.
The company may be storing more inventory and taking longer to collect payments from consumers if the stock holding days and debtor collection duration have both marginally increased. In conclusion, even though Sweets plc has performed well in terms of profitability and liquidity, there are still some areas where the business may grow, especially in terms of reducing its debt and enhancing its management of inventories and receivables.
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