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Introduction

The following assignment is based on the accounting fundamentals. Therefore, the performance of Kedison Plc and Chocco Plc for the years 2019 and 2020 will be evaluated in this assignment. Furthermore, the data provided by Kedison PLC will be utilised effectively for the preparation of the profit and loss statement and the financial position statement for the year 2020. Therefore, the organisation would get a better knowledge about its financial status through its financial position statement. Along with this, the cause behind the matching balances in the financial position statement will be explained in this assignment. Moreover, the data provided by Chooco PLC is extracted and used for determining the accounting ratios for the organisation. In addition, some comments will be added for the performance of the organisation basing on the accounting ratio.  

[bookmark: _Toc77781279]Question 1
[bookmark: _Toc77781280]Preparation of profit and loss statement of Kedison PLC to show the financial statements
[bookmark: _Toc77781281]a. Profit and loss statements of Kedison PLC
In the books of Kedison PLC
Profit and Loss Statement 
For the year ended 31st December, 2020
[image: ]
Evaluation: 
The adjustment that have been given for the making the profit and loss statement of Kedison PLC have been adjusted in the P/L statement effectively. The details of the calculation have been shown above in the profit and loss statement. Furthermore, the data that have been adapted for creating the profit and loss statement is the activities of the business. Moreover, the organisation has adopted a good quality of business practice for the growth and development of business. This business practice has helped the organisation to gain a good amount of surplus. Therefore, the profit earned by Kedison PLC as per the profit and loss statement for the year ended 31st December 2020 was £115980. Thus it can be said that the organisation have gained success in the business by using the revenues for covering up the suffered costs. Furthermore, those suffered costs can be distribution costs, administrative costs or interest paid. The organisation have the ability to apply the sales proceeds in an efficient manner so that a good amount of surplus can be gained. For the preparation of the profit and loss statement, various functions have been applied so that the higher authority of the organisation can get a better understanding of the organisations' performance. In addition, the higher authority is able to know the current profitability within the organisation and this will also help them to make decisions for improving the profitability in the business. 
[bookmark: _Toc77781282]b. Financial position statement of Kedison PLC
In the books of Kedison PLC
Financial Position Statement 
For the year ended 31st December, 2020
[image: ]

Evaluation: 
The adjustments that have been attached with the case study are applied efficiently for obtaining the financial statement of the organisation. Thus the financial status of Kedison PLC has been prepared by using the adjustments. The notes of working will be given below when the evaluations of both statements are completed. The following statement shown above is about the financial statement. The data have been obtained by are the activities of the organisation. Moreover, the organisation has applied the best practices so that the organisation can have healthy finance. Furthermore, in the financial position statement, it is seen that both balances are the same for the assets and liabilities of the organisation that is £11,47,335. The balance shows that the company have been successful in maintaining its financial position after doing the settlement of all the debts of the company. Those debts can be a loan, long-term borrowings and business creditors. Thus it can be said that by maintaining healthy finance the organisation would be able to cover up all the debts. Along with this, for obtaining the financial position statement the organisation various functions are applied. This would help the management director to know the financial position of the organisation clearly. Hence, the management director takes various steps for enhancing the financial position of the organisation. In this way, the organisation is able to keep the finance of the organisation healthy. 
[bookmark: _Toc77781283]Working notes for the P/L statement and Financial position statement 
[bookmark: _Toc77781284]a. Trade Debtors Adjustment
Working notes is shown below 
	1. Debtors 
	Amounts (£)

	Debtors for 2020
	170,125

	Add: Credit Sales 
	980

	Total Debtors 
	171,105



[bookmark: _Toc77781285]b. Corporation Tax Adjustment 
Generally, Corporation Tax is related to the expenses within the organisation. Furthermore, this factor is also included in the books of accounting of Kedison PLC. Along with this, corporation tax was adjusted under the subdivision of the operating expenses in the profit and loss statement of the company. This type of item can be entered twice within a statement. Therefore, this adjustment is again under the equity so that the financial status of Kedison PLC can be determined.  
[bookmark: _Toc77781286]c. Adjusted retained earnings 
	3. Retained Earnings 
	Amounts (£)

	Retained earnings for 1st Jan 2020
	132,000

	Less: Preference dividend paid
	30,000

	Less: Ordinary Dividend Payment 
	20000

	Adjusted Retained Earnings 
	82000



[bookmark: _Toc77781287]Causes behind the balanced financial position statement 
[bookmark: _Toc77781288]a. Elucidating Balance Sheet
It is very important for each and every organisation to prepare a balance sheet for a particular period as it will give information about the financial status of the organisation. Furthermore, the total assets, total liabilities and obligations in the business can be identified through the balance sheet (Allanson, 2017). The financial statement determined above have been divided into two categories and that is assets and equities and liabilities. At first, assets were shown under those various subdivisions were shown and secondly, equities and liabilities were shown and similarly is contained some subdivisions. At last, it was determined that the balance of both the category were similar.  The obligation that has been determined from the balance sheet shows it is related to the equity owners or the long-term trade. Furthermore, the main function of the balance sheet is hidden in its name that is the similar balance of the categories. Generally, a balance sheet is calculated at the end of the period. The reason behind being similar balance in both categories is stated below. 
Double-entry practice: This type of practice is adopted from the guidelines of universal GAAP and this is one of the reasons behind the matching balance of the two categories in the financial statement of the organisation. Normally, most of the small and medium-sized organisations of the UK follow the single-entry method. This method has been used by the organisations as they don't have a high amount of profits. Along with this, the meaning of double-entry lies within its name (Faccia, and Mosteanu, 2019). Thus, when this data is entered twice then its nature is changed. Furthermore, the nature of the entries is credit and debit. Therefore, the entries are done on the credit side and one entry is done on the debit side. It is very important for the organisation to apply for double entries or else the organisation would be able to see a partial view of the financial position. Through this entry, the organisation would be able to exchange the monetary fund’s simultaneously so that it can be shown in the spending. Moreover, double entry of good cause in the financial position statement shows that it is one of the reasons behind the rise of profit within the organisation but when the monetary funds are exchanged simultaneously then the wealth of the company falls down (Carruthers, and Espeland, 2021). Therefore, when there is a double entry of corporation tax within the organisation the balance sheet of the organisation is neutralised. In simple, words the final balance of both assets and equity and liabilities is matched.  


[bookmark: _Toc77781289]Question 2
[bookmark: _Toc76502518][bookmark: _Toc77182352][bookmark: _Toc77781290]Creating a diverse estimation of Accountancy Ratios as needed for 2 fiscal periods (2020 and 2019) (in £m)
[bookmark: _Toc77781291]a. RETURNS ON CAPITAL EMPLOYED(R.O.C.E.)
Definition: ‘ROCE’ is considered an essential KPI parameter for judging the efficiency as well as the financial productivity. This means the entity Chocco plc’s potential for managing its business operations optimally. It allows for the ideal management of business productivity (Freudenberg, 2020).
	Used Formula:-

	R.O.C.E.=



Results: -
	For period-2020

	E.B.I.T.=£846
C.E.=
(GROSSED) Assets=£9,736
(CURRENT) Liabilities=£2,511
C.E.==£7,225
Then here, R.O.C.E., as needed, will be;
R.O.C.E.==£0.117 (or being £0.12)

	For period-2019

	E.B.I.T.=£720
C.E.=
(GROSSED) Assets=£10,087
(CURRENT) Liabilities=£3,046
C.E.==£7,041
Then here, R.O.C.E., as needed, will be;
R.O.C.E.==£0.102 (or being £0.10)



[bookmark: _Toc77781292]b. RETURNS ON EARNINGS(R.O.E.)
Definition: The ratio ‘ROE’ is an essential measurement parameter for entities such as Chocco for finding out the returns that its common stock owners (stakeholders) have a chance of receiving in the form of returns as a result of their invested shareholdings (StockEdge, 2018).
	Used Formula:-

	R.O.E.=



Results: -
	For period-2020

	REVENUES(N.R.)=£431
(CORRECTED) Shareholders’ EQUITY(S.E.)=
(GROSSED) Equity=£3,088
Payments regarding Dividend=£255
Then here, S.E.=  =£2,833
Then here, R.O.E., as needed, will be;
R.O.E.==£0.152 (or being £0.15)

	For period-2019

	REVENUES(N.R.)= £366
(CORRECTED) Shareholders’ EQUITY(S.E.)=
(GROSSED) Equity=£2,912
Payments regarding Dividend=£242
Then here, S.E.= =£2,670
Then here, R.O.E., as needed, will be;
R.O.E.==£0.137 (or being £0.14)



[bookmark: _Toc77781293]c. EARNINGS PER SHARE (E.P.Sh.)
Definition: The ratio ‘E.P.Sh.’ is an essential measurement parameter for entities such as Chocco for identifying the degree of profitability or the individual extent of unit profits that could be returned on every share. This tool lets interested investors understand the most desirable option or alternative for investment into the entity Chocco.
	Used Formula:-

	E.P.Sh.=



Results: -
	For period-2020

	REVENUES(N.R.)=£431
(PREFERENCE) Dividends=£NIL
Share units left Outstanding(o/s)=206 shares
Then here, E.P.Sh., as needed, will be;
E.P.Sh.==£2.092 (or being £2.10)

	For period-2019

	REVENUES(N.R.)=£366
(PREFERENCE) Dividends=£NIL
Share units left Outstanding(o/s)=268 shares
Then here, E.P.Sh., as needed, will be;
E.P.Sh.==£1.365 (or being £1.37)



[bookmark: _Toc77781294]d. NET PROFIT MARGIN(N.P.margins)
Definition: The ratio ‘N.P.margins’ is an essential measurement parameter for entities such as Chocco for indicating the left out earned income that is estimated after every bill, cost and finance-relevant spending have been settled and covered (Ferguson, 2021).
	Used Formula:-

	N.P.margins=



Results:-
	For period-2020

	(NET) incomes(N.I.)=£431
GROSS Earnings (or as SALES)=£6,738
Then here, N.P.margins, as needed, will be;
N.P.margins==6.396% (or being 6.40%)

	For period-2019

	(NET) incomes(N.I.)=£366
GROSS Earnings (or as SALES)=£6,441
Then here, N.P.margins, as needed, will be;
N.P.margins==5.682% (or being 6.70%)



[bookmark: _Toc77781295]e. ASSETS TURNOVER RATIOS(A.T. Ratios)
Definition: The ratio ‘Assets Turnover’ is an essential measurement parameter for entities such as Chocco for identifying their internal potential for optimally utilising its available assets and transforming them into generated sales. This parameter presents the company’s overall revenue production efficiency (StockEdge, 2018).
	Used Formula:-

	A.T. Ratios=



Results: -
	For period-2020

	(NET) Earnings (or as SALES)=£6,738
Avgs. of (GROSSED) Assets=
(OPENING GROSSED) Assets=£10,087
(CLOSING GROSSED) Assets=£9,736
Then here, Avgs. of (GROSSED) Assets=
==£9,911.50
Then here, A.T. Ratios as needed will be;
A.T. Ratios==£0.679 (or being £0.68)

	For period-2019

	(NET) Earnings (or as SALES)=£6,441
Avgs. of (GROSSED) assets=
(OPENING GROSSED) Assets=£NIL
(CLOSING GROSSED) Assets=£10,087
Then here, Avgs. of (GROSSED) Assets=
==£5,043.50
Then here, A.T. Ratios as needed will be;
A.T. Ratios==£1.277 (or being £1.30)



[bookmark: _Toc77781296]f. (STOCK) or INVENTORY-HOLDING DAYS(I./H. Days)
Definition: The ratio ‘Stock-Holding Days’ is an essential measurement parameter for entities such as Chocco for judging the average extent of days that the stocks present in its inventories is held before they are transformed into generated sales (Henry, 2020). It presents the entity’s efficiency degree towards creating rapid sales throughout the year.
	Used Formula:-

	I./H. Days=



Results: -
	For period-2020

	(NET) Earnings (or as SALES)=£6,738
Avgs. of (STOCKS) or INVENTORY=
Beginning Stocks=£659
Ending Stocks=£708
Then here, Avgs. of STOCKS=
==£683.50
COST OF TRADED ITEMS(C.O.G.S.)=£3,235
Then here, I./H. Days, as needed, will be;
I./H. Days ratios=
I./H. Days ratios==77.144 days (or being £77 days)

	For period-2019

	(NET) Earnings (or as SALES)=£6,441
Avgs. of (STOCKS) or INVENTORY=
Beginning Stocks=£NIL
Ending Stocks=£659
Then here, Avgs. of STOCKS=
==£329.50
COST OF TRADED ITEMS(C.O.G.S.)=£3,096
Then here, I./H. Days, as needed, will be;
I./H. Days ratios=
I./H. Days ratios==38.85 days (or being £39 days)



[bookmark: _Toc77781297]g. DEBTORS’-COLLECTION PERIODS (or as DAYS) (D./C. Periods)
Definition: The ratio ‘Debtors-Collection Periods’ is an essential measurement parameter for entities such as Chocco for judging the average extent of days that the entity might need to gather the accrued (owned) payments from its trade clients (Isaac, 2020). When the entity is able to gather these payments fast, this shows correctly implemented and designed credit-selling regulations.
	Used Formula:-

	D./C.Periods=



Results: -
	For period-2020

	(NET) Earnings (or as SALES)=£6,738
Avgs. of DEBTORS (or as RECEIVABLES)=
Beginning Debtors=£1,287
Ending Debtors=£1,249
Then here, Avgs. of DEBTORS=
==£1,268
Then here, D./C.Periods as needed will be;
D./C.Periods ratios=
D./C.Periods ratios==68.689 days (or being 69 days)

	For period-2019

	(NET) Earnings (or as SALES)=£6,441
Avgs. of DEBTORS’ (or as RECEIVABLES)=
Beginning Debtors=£Nil
Ending Debtors=£1,287
Then here, Avgs. of DEBTORS=
==£643.50
Then here, D./C.Periods, as needed, will be;
D./C.Periods ratios=
D./C.Periods ratios==36.467 days (or being 36.50 days)



[bookmark: _Toc77781298]h. CURRENT RATIOS(C.Ratios)
Definition: The ratio ‘CURRENT Ratios’ is an essential measurement parameter for entities such as Chocco for judging and appraising its competence regarding the optimal usage of its operating assets by liquidating them and then covering or settling the accrued operating debts (StockEdge, 2018).
	Used Formula:-

	C.Ratios=



Results: -
	For period-2020

	(GROSSED CURRENT) Assets=£2,303
(GROSSED CURRENT) Liabilities=£2,511
Then here, ‘CURRENT Ratios’ as needed will be;
C.Ratios==£0.917 (or being £0.92)

	For period-2019

	(GROSSED CURRENT) Assets=£2,355
(GROSSED CURRENT) Liabilities=£3,046
Then here, ‘CURRENT Ratios’ as needed will be;
C.Ratios==£0.773 (or being £0.80)



[bookmark: _Toc77781299]i. GEARING RATIOS(G.Ratios)
Definition: The ratio ‘GEARING RATIOS’ is an essential measurement parameter for entities such as Chocco for judging its financial strength as an added advantage. This strength is calculated based on the debts bearing some interest (Jan, 2020). The entity Chocco plc can use this ratio as an elevation tool for amplifying its ROE returns by enlarging the debt proportions existing in its current capital structure.
	Used Formula:-

	GEARING RATIOS(G.Ratios)=



Results: -
	For period-2020

	BANK Overdrafts(Bank o/d)=£Nil
LONG-STANDING debts=£4,137
SHORT-STANDING debts=£2,511
(CORRECTED) Shareholders’ EQUITY(S.E.)=
(GROSSED) Equity=£3,088
Payments regarding Dividend=£255
Then here, S.E.= =£2,833
Then here, ‘GEARING RATIOS(G.Ratios)’ as needed will be;
GEARING RATIOS(G.Ratios)=
GEARING RATIOS(G.Ratios)==£2.346 (or being £2.35)

	For period-2019

	BANK Overdrafts(Bank o/d)=£Nil
LONG- STANDING debts=£4,129
SHORT- STANDING debts=£3,046
(CORRECTED) Shareholders’ EQUITY(S.E.)=
(GROSSED) Equity=£2,912
Payments regarding Dividends=£242
Then here, S.E.= =£2,670
Then here, ‘GEARING RATIOS(G.Ratios)’ as needed will be;
GEARING RATIOS(G.Ratios)=
GEARING RATIOS(G.Ratios)==£2.687 (or being £2.70)



[bookmark: _Toc77781300]j. INTEREST-COVERAGE RATIOS (I./C. Ratios)
Definition: The ratio ‘I./C. Ratios’ is an essential measurement parameter for entities such as Chocco for judging its competency regarding the meeting of its accrued interests in a timely fashion. The parameter enables the entity Chocco to understand the frequency of times it could use its operating earnings or profits to pay off the interests accrued on its debts (StockEdge, 2018).
	Used Formula:-

	I./C. Ratios=



Results: -
	For period-2020

	E.B.I.T.=£846
Interests Spending(I.E.)=£226
Then here, I./C. Ratios, as needed, will be;
I./C. Ratios==£3.743 (or being £4)

	For period-2019

	E.B.I.T.=£720
Interests Spending(I.E.)=£181
Then here, I./C. Ratios, as needed, will be;
I./C. Ratios==£3.977 (or being £4)



[bookmark: _Toc76502519][bookmark: _Toc77182353][bookmark: _Toc77781301]Supplying Relevant comments to Chocco plc’s management concerning the financial situation of performance and conduct
With the understanding of the accountancy concept and its financial ratios, the accountants of the entity Chocco plc need to undertake correct scrutiny of the available corporate statements and appraise the entity's financial state through the accounted and formulated ratios. The Ratios generally have 5 vital categories that enable a proper estimation. One of the ratios defining the solvency rate for the entity Chocco is the enumerated ‘current ratios. As understood from the financial documents and enumerated ratios developed here, the entity Chocco lies in a relatively good state regarding its solvency. This has been justified here through the contrast conducted here among the ratios of the last (2019) period and the presently continued period (2020). The contrast has shown a positive elevation of the solvency rate in the 2020 period, thus, establishing its competency regarding the easy settlement of its accrued corporate debts using the operating assets as is available (Revolut, 2020). Another identified and enumerated ratio defining the leveraging property for the entity Chocco is the enumerated ‘interests-coverage ratios. As understood from the financial documents and enumerated ratios developed here, the entity Chocco lies at a relatively unfavourable or critical state regarding its leveraging strength. This has been justified here through the contrast conducted here among the ratios of the last (2019) period and the presently continued period (2020). The contrast has shown a negative elevation of its leveraging strength in the 2020 period, thus, being unable to display its competency in regaining its interest spending as was based on its long-standing corporate debts (Arora, 2021).
One other enumerated ratio defining the operational efficiency property for the entity Chocco is the enumerated ‘stock-holding days ratios’. As understood from the financial documents and enumerated ratios developed here, the entity Chocco lies at a relatively unfavorable or critical state regarding its efficiency of operations. This has been justified here through the contrast conducted here among the ratios of its last (2019) period and the presently continued period (2020), where the holding days have displayed an abrupt rise. The contrast has shown a positive elevation of the efficiency property in the 2020 period, which gives an inverse resultant effect. Thus, Chocco has been unable to establish its competency regarding the transformation of stocks present in its inventories into creating rapid sales throughout the year. In any case, the entity’s enumerated R.O.C.E. returns along with its R.O.E. returns ratios have shown a significantly positive elevation regarding its return-generating property during the 2020 period. This has been justified here through the contrast conducted here among the ratios of the last (2019) period and the presently continued period (2020) for both the cases. Thus, the entity has been able to establish its competency regarding the production of desirable gains or returns out from the contributed monetary investments of their common-stock holders (D'Angelo, 2020). The entity’s competency concerning the sourcing of the needful funds using its ‘Gearing Ratios’ was also observed to remain commendable during the contrast conducted here among the ratios of the last (2019) period and the presently-continued period (2020).

[bookmark: _Toc76502520][bookmark: _Toc77182354][bookmark: _Toc77781302]Conclusion
The assignment created above has been based on the appraising and assessment of two manufacturing entities: one being Kedison plc and another being Chocco plc. During the creation of this assignment, the entity Kedison plc’s accounting documents and other consolidated statements have been skillfully scrutinised and used for further elucidation. The statements for P/L and also the one for summarising its financial condition has been accurately developed here. The theoretical property of matching the final balances of this 'Financial Summary Statement' has also been elucidated with valid reasons. Additionally, the assignment has developed a vast range of ratios used in the accountancy field for establishing detailed insight regarding the entity Chocco plc's financial situation and trend patterns of performance. Furthermore, additional comments have been supplied to the entity's managerial board, while simultaneously linking the obtained outputs and insights from the financially developed ratios.
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