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[bookmark: _Toc77717508]Introduction 
Businesses holds the economy of a country. In business, the calculation is needed to find out financial status of the organisation (Amalina, Amelia and Alfatah, 2019). Accounting fundamentals is the key to understand the base of the accounting principles and procedure which consecutively developed and grew more critical but very helpful with the decision making of an organisation (Salavei, 2010). To understand various financial decision accounting fundamentals is a toolkit in the way of discovering the intentions and notions of financial decisions taken by the management. Balance sheet, income statement, cash flow statement, financial statement and shareholders’ equity all these accounting tools to assess financial condition of an organisation gives information and data to make better decision and continue smooth operation of an organisation. In a nut shell, accounting is the systematic process of create entry of financial data, collecting, summarising, analysing and reporting to aid an organisation. In this assessment, profit and loss statement of Kedison PLC is presented, reason of the balanced financial position in financial statement is assessed (Toms and Fleischman, 2015). Various ratio calculation such as ROCE, ROE, Earnings per share, Net profit margin, asset turnover, Stock holding day, Debtors collection period, Current ratio, Gearing Ratio and invertor cover are being done in this assessment. Financial performance and financial position of Chocco plc has been assessed base on the financial data of the organisation. Accounting can be used in any type of organisation. It is an essential department to run an organisation. The organisation can be core financial organisation or non-financial organisation. But to function properly accounting is a must for every type of organisation. 


[bookmark: _Toc77717509]Answer to the Question No 1 (a)
[bookmark: _Toc77717510]Profit and Loss Statement & Statement of Financial position of Kedison PLC for the year ended 31 December, 2020
Financial information of an organisation presents viable information to take vital decision for the organisation. The information presented in financial statement must be analysed to understand the financial performance of the organisation (Salavei, 2010). The formal financial records and reports of financial activities of the organisation gradually goes through various methods and equations to revel the financial position and performance of the organisation. Profit and Loss statement, financial position assessment statement, income statement, balance sheet of the organisation and owner’s equity statements are the type of financial reports important for the organisation to assess financial performance and position of an organisation. Income statement is also known as profit and loss statement of the organisation (Salavei, 2010). This financial report calculates the income, expense and profit, loss of the company over a period of time. The profit and loss statement of an organisation provides clear information about the operation of an organisation. The changes in equity is being presented in the equity statement of the financial reports (Toms and Fleischman, 2015). All the financial reports of the organisation is essential and functions following few basic accounting principles. These statement variations are intertwined. The fundamental accounting equation is also known as balance sheet equation is A = L + OE (Assets = Liabilities + Owner’s Equity). Every transaction occurs in business that effects two of the accounts. The accounting fundamental formula presents a logic that asset of the organisation either depends on its liability or investment of the owners. 
The operating activities and account balances of Kedison PLC for the ended year of 31 December 2020 is accounted for to create a profit and loss statement (Amalina, Amelia and Alfatah, 2019). The profit and loss statement and the essentials for the statement of financial position of Kedison PLC is given below: 


Income Statement or Profit & Loss statement of Kedison PLC
For the year ended 31 December 2020
	Particulars
	£m
	£m
	£m

	Sales
	826,650
	
	

	Unearned Sales revenue 
	980
	
	

	Total Sell
	827630
	
	

	(Sales Cost) 
	-578,650
	
	

	Gross Profit 
	
	248,980
	

	Administrative expenses
	-30,000
	
	

	Directors remuneration
	-5,000
	
	

	Distribution costs
	-28,000
	
	

	Preference dividend paid
	-30,000
	
	

	Interest paid
	-2,000
	
	

	Salesman commission 
	-3,000
	
	

	Interest on debentures
	-4,000
	
	

	Other Expenses
	
		102,000



	

	Profit/(loss) before taxation
	
		146,980



	

	Corporation Tax
	
		(68,000)



	

	Profit for the year
	
	
	78,980



In the profit and loss statement of Kedison PLC Gross profit of the organisation is £248,980 and the yearend profit of the company is £78,980. 
A financial statement that reports the fundamental accounting equation elements is known as the balance sheet of the organisation (Amalina, Amelia and Alfatah, 2019). The balance sheet of the company showcases the assets, liabilities and the shareholder’s equity. The balance Sheet of the Kedison PLC for the 31 December 2020 is as follows:


Balance Sheet of Kedison PLC
For the year ended 31 December 2020
	Particulars
	£m
	£m
	£m

	Non-Current assets
	
	
	

	Plant and equipment 
	
	632,730
	

	Current assets
	
	
	

	Cash and bank
	12,900
	
	

	Unearned sales revenue
	980
	
	

	Ordinary dividend paid 
	(20,000)
	
	

	
	(6,120)
	
	

	Interest on debentures
	4,000
	
	

	Stock at December 31 2019
	330,600
	
	

	Debtors
	170,125
	
	

	
	
	498,605
	

	Total Assets 
	
	1,131,335
	

	Current Liabilities
	
	
	

	Trade creditors
	171,355
	
	

	Corporate Tax
	68,000
	
	

	Non-Current Liabilities
	
	
	

	4% debentures
	100,000
	
	

	Total Liabilities
	
	(339,355)
	

	Net Assets
	
	
	790,980

	Equity
	
	
	

	£1 ordinary shares
	310,000
	
	

	10% £1 preference shares
	300,000
	
	

	Retained profits on January 1, 2019
	180980
	
	

	Total Equity
	
	
	790,980



In the balance sheet of Kedison PLC the Net Assets of the organisation is £790,980 and the total equity of the company is £790,980 (Toms and Fleischman, 2015). So the statement above shows that the sum of Assets and the sum of equity is balanced according to the accounting fundamentals equation. 
The statement of owner’s equity is also known as the equity statement presents the changes of the equity in the organisation (Bhutta and Shah, 2013). The equity statement includes changes in earned profits, in flow of equity, withdrawal of equity, net loss, dividends and many more equity related balance. The equity statement of Kedison PLC is given below: 


The Statement of Equity
Kedison PLC
	Particulars
	£m

	Retained profits at January 1 2019
	132,000

	Profit for the year
	78,980

	Preference dividend paid 
	(30000)

	
	180,980



The simple understanding of owner’s equity can be described as it is the amount of money shareholders invested along with the accumulated earnings of them (Ross, 2017). At the end of the year the equity statement is prepared along with other important financial reports of the organisation. The statement portrays the change occurs form the beginning to the end of the fiscal year on the equity of the organisation (Salavei, 2010). The equity statement of Kedison PLC shows the amount of profit for the organisation and the profit amount for the organisation. 
Various financial reports of the organisation portrays the financial health of the organisation and assists the management of the organisation to take essential decisions to make further progress of the business organisation. 
[bookmark: _Toc77717511]Answer to the Question No 1 (b) 
[bookmark: _Toc77717512]Financial Statement position always balance: the reasons behind it 
The statement of financial position has another name that is the balance sheet. The financial position statement reports the assets, liabilities and the equity of the business organisation within the given period of time (Bhutta and Shah, 2013). This financial statement of position is the quick view of the financial condition of the company at a certain period of time. The accounting fundamental equation A = L + OE (Assets = Liabilities + Owner’s Equity) is the base of the financial statement position reports. 
There are few accounting principles among them the double entry accounting principle is popular and vastly used (Purnomo, 2018). One of the major reason the financial statement position or balance sheet balances is the principle of double entry. In this double entry accounting system all account balances of transections get entry in at least two accounts. That is why the balance of balance sheet is remains equal (Purnomo, 2018). From the fundamental accounting equation all the Components is needed and traded carefully to keep the balance of the financial statement position. It shows transparency and affectivity of the equation. 
Assets 
In the fundamental accounting equation the A stands for the Assets. This is one of the major categories of the balance sheet among three (Purnomo, 2018). Assets are the thing which company owns or has control over it. The asset can be current and non-current. Current asset are the short term and adds values for a year whereas non-current asset are the long term asset which brings long term financial benefits exceeding one year period. 
In the statement of financial position assets can be classified, there are different type of assets depending on the nature of it. 
· There are tangible and intangible asset, asset such as property, equipment or Site has physicality they are tangible and the asset such as goodwill has no physical substances is considered as the intangible asset. 
· The sellable goods, raw materials, finished goods are considered as the inventory of the business. Inventories are also current asset of the organisations. 
· Cash and the probable short term investments those can be converted into cash in any minute is the asset of the company. 
· Accounts receivable of the organisation which are the money customers owes to the company is an asset for the organisation. 
Liabilities 
Liabilities is the second component of the accounting fundamental equation (Curran, 2017). It is an obligation of the organisation to pay in cash or in other settlements to the people or entities what it owes to them (Bhutta and Shah, 2013). There is current and non-current liabilities depending on the duration the settlement is going to take place (Moon, 2018). If the settlement is going to happen in short term it is current liabilities. The long term settlements of the liabilities are the non-current liabilities. 
· Trade of the goods on credit and other payables of the company increases the liability of the organisation.
· The bank loans and bank overdrafts scheduled for less than a year is a liabilities of the organisation. 
· Long term loans or long term borrowing are long term liabilities but the present years instalment and the interest of the payment is considered as the current liabilities of the organisation. 
· Current tax payable is being paid to government every year. The tax of the organisation is current liabilities. 
Owner’s Equity or Equity
Equity is the amount of money that organisation owes to its owners or investors. Owner’s equity statement of the organisation showcases the position of the owners in the organisation (Moon, 2018). The owner’s equity is calculated by deducting liabilities from the asset that shows the current equity with the profit amount for the owner of the organisation. 
· The capital of the share indicates the amount invested by the owner in the organisation. 
· The organisation distributes profit among the investors or owners of the organisation in the form dividends. After the completion of the distribution process the organisation reserves an amount of money for the future of the organisation which is also called retained earnings. 
· The revaluation of any property, plant or equipment is considered as the owner’s equity in the organisation. 
The balance sheet or the statement of financial position is designed in a matter that the total asset of the organisation will always be equal to total amount of liabilities and owner’s equity (Curran, 2017). As we assessed the reason behind the balance of financial statement of position or balance sheet, we retrieve data and can conclude that the asset of the organisation is resourced form both external source such as bank loans and the internal source such as share capital and profits (Moon, 2018). Because of that the total asset will be equal to total ownership or the investment of owners and total borrowing of the money from the other sources. 
In accounting equation we can see that Asset = Liabilities + Owner’s equity (Yorston, Smyth, Kenley and Brown, 2015). That is why the balance sheet balances always balance. 
Statement of financial position of the organisation assists to understand the financial health of the organisation (McBride and Verma, 2021). Balance sheet provides information regarding the organisation’s liquidity risk, credit risk, financial risk, and business risk. The statement of financial position of the organisation enables to take vital decisions and know risks associated with the further earnings of the organisation. 



[bookmark: _Toc77717513]Answer to the Question no 2 (a)
[bookmark: _Toc77717514]Calculation of various ratios for the Chocco PLC for the year 2020 &2019: formulas and workings 
1. ROCE stands for Return Of Capital Employed. This financial ratio determines the profitability and efficiency of the applied capital in the organisation (Curran, 2017). High ration of ROCE indicates the fruitful uses of the company resources (McBride and Verma, 2021). ROCE formula and calculation of the Chocco PLC for the year of 2020 and 2019 is given below: 
	

	ROCE for year 2020=  = 8.581%
	ROCE for year 2019= = 7.655%



2. ROE is an acronym of Return on Equity (McBride and Verma, 2021). It is calculated dividing net income by the shareholder equity ROE is the return percentage from the net assets of the organisation (Yorston, Smyth, Kenley and Brown, 2015). ROE of Chocco PLC is calculated below for the year of 2020 and 2019: 
	

	ROE for year 2020=  = 13.957 %
	ROE for year 2019=  =12.568%



3. Earnings per share is also known as EPS in short calculated as company’s profit divided by the Common Stock’s outstanding shares (Mason, Davidson and Schindler, 2017). The result or the EPS number after being calculated indicates the profitability of an organisation. The calculation of EPS for the Chocco PLC is given below: 
	

	EPS for 2020 = = 3.52 p 
	EPS for 2019= = 2.48 p 



4. The Net profit margin is calculated to measures the percentage of income or profit from the total revenue generated by the organisation (Curran, 2017). The ratio of net profit to revenues of the business organisation is the net profit margin. 
	

	Net profit margin for year 2020= = 51.988 %
	Net profit margin for year 2019= = 51.932 %



5. The ratio of total sales or revenue to average assets is known as the asset turnover ratio. This metric provides information that indicates the efficiency of the uses of the asset of the organisation to generate revenue for the organisation (Hoffman, Pacsy and Flashner, 2019). The Turnover Asset of the Chocco PLC is given below for the year of 2020 and 2019: 
	

	Asset turnover for year 2020 = = 2.18
	Asset turnover for year 2019 = = 2.21



6. Stock holding Days is also known as inventory outstanding. Inventory days or outstanding days or stock holding days is calculated as average inventory divided by the cost of goods sold for the year (Mason, Davidson and Schindler, 2017). The stock holding days of Chocco PLC is given below for the year of 2020 and 2019: 
	

	Inventory days for year 2020= = 77 days 
	Inventory days for year 2019= = 39 days 



7. The average time to collect debts of the organisation is known as the debtors’ collection period (Yorston, Smyth, Kenley and Brown, 2015). The formula of Debtors collection period and the calculation for the Chocco PLC is given below for the year of 2020 and 2019:
	

	The debtor's collection period for year 2020=  = 264 days 
	The debtor's collection period for year 2019= = 137 days 



8. The business organisations has liabilities and current obligations to meet. To assess the credibility of the organisation to meet those current obligation is called Current ratio (Hoffman, Pacsy and Flashner, 2019). Current ratio is calculated dividing current asset by the current liabilities of the business organisation (Mason, Davidson and Schindler, 2017). Current ration of Chocco Plc is calculated below for the year of 2020 and 2019: 
	

	The current ratio for year 2020= = 0.917
	The current ratio for year 2019= = 0.773



9. Gearing ratio is the sort of financial ratio that measures the financial leverage of the organisation (Kieso, Weygandt and Warfield, 2013). It is a comparison between owner’s equity and borrowed money for the organisation or debt (Yorston, Smyth, Kenley and Brown, 2015). The Gearing ratio for the Chocco PLC for the year of 2020 and 2019 is given below: 
	

	Gearing ratio for year 2020= = 68.282%
	Gearing ratio for year 2019=  = 71.131%



10. Interest coverage ratio is the ratio which measures the rate of in what extent an organisation can repay its outstanding debt interest (Hoffman, Pacsy and Flashner, 2019). It is a debt and profitability ratio. The formula and the calculation of interest cover ratio of the Chocco PLC for the year 2020 and 2019 are as follows: 
	

	Interest cover for year 2020= = 2.74
	Interest cover for year 2019=  = 2.97



Calculation of the ratio done above for the Chocco PLC provides various range of accounting ratios to assess various aspects of the organisation to assess the financial condition of the organisation. 
[bookmark: _Toc77717515]Answer to the Question No 2 (b)
[bookmark: _Toc77717516]Analysing the financial position of the Chocco PLC depending on the Ratio Results
The Cocco PLC is a renowned organisation and making progress. To assess the various aspects of the organisations debt, asset, liabilities and equity status calculation is made in previous section of the assessment (Hyk, 2020). The analysis of the Chocco PLC’s financial position and performance relying on the various ratios are given below: 
1. Chocco PLC’s Return of Capital Employed (ROCE) for the year 2020 is 8.581% and for the year 2019 is 7.655%. The higher number of ROCE indicates the higher uses of capital for the organisation (Kieso, Weygandt and Warfield, 2013). The ideal percentage of ROCE is cannot be determined as it differs from industry to industry. In the competitive market average of 10% ROCE is considered good. For the Chocco PLC the number of ROCE is increased compared to the ROCE of 2019. It indicates the profitability and efficiency of capital uses of the organisation. 
2. ROE 13.957% in 2020 and 12.568 in 2019 for the Chocco PLC is the indication of increased Return on Equity. Average ROE of 15% to 20% is considered good (Yorston, Smyth, Kenley and Brown, 2015). The ROE of the Chocco PLC is Closer to 15% indicates the betterment of the organisation in performance for the upcoming financial year. 
3. Earnings per share also known as EPS for the company Chocco PLC is 3.52 p for the year 2020 and 2.48 p for the year of 2019 (Hyk, 2020). The EPS of any organisation can be 1 to 99. The 99 means the increase rate of profit growth at the highest pick. The EPS of the Chocco PLC is greater than 2019 but not that much good. 
4. Chocco PLC’s Net profit margin for the year 2020 is 51.988% and for the year 2019 is 51.932%. Net profit margin indicates the net income of the organisation by increasing sales (Hyk, 2020). 10% profit margin is considered as an average where as 20% is considered as good. The Chocco PLC has approximately 52% of net profit margin for the consecutive years. It means the company is doing excellent in making revenues and controlling its cost in production of goods. 
5. Chocco PLC’s Asset turnover is 2.18 in 2020 and 2.21 in 2019. 2.5 Or more Asset turnover ratio is considered good (Yorston, Smyth, Kenley and Brown, 2015). The asset turnover of Chocco PLC is close to good but decreased compared to the figure of 2019. 
6. Stock holding days or inventory days of Chocco PLC for the year of 2020 and 2019 is 77 days and 39 days respectively (Kieso, Weygandt and Warfield, 2013). For the most of the industries 5 to 10 inventory days considered good. It means a company stocks 1 or 2 times per month and this indicates the increased amount of sales for the company (Yorston, Smyth, Kenley and Brown, 2015). The increased inventory days for the Chocco PLC is bad but the pandemic situation is the main reason behind this increased inventory days of the company. 
7. The Debtor’s collection period for Chocco PLC is 264 and 137 for the year 2020 and 2019. The longer time indicates longer period to collect debt for the Chocco PLC. 
8. The current ratio for the Chocco PLC is 0.917 and 0.773 for the year of 2020 and 2019 respectively. Current ratio indicates that Chocco PLC will face hard time meeting its current obligations. 
9. Gearing ratio for the year 2020 and 2019 is 68.282% and 71.131%. Gearing Ratio of the Chocco PLC is decreased compared to the previous year. But still the gearing ratio of Chocco PLC is highly geared as the standard. 
10. Chocco PLC’s interest cover ratio for the year 2020 is 2.74 and 2.97 is for the year of 2019 (Kieso, Weygandt and Warfield, 2013). The interest cover ratio of the Chocco PLC is good although it decreased as the pandemic came in this world last year. 
[bookmark: _Toc77717517]Conclusion
Fundamentals of accounting is the essence that gives ability to figure out the financial condition of the organisation. The assessment of assets, liabilities and owner’s equity gives the clear picture of the organisation and helps greatly in decision making. To run successful organisation uses of accounting and accounting tools is very necessary. In the world of accounting there are now many technology and software to calculate accounting essentials for the organisation which both saves time and energy for the organisation and gives accurate results to predict the financial future of an organisation.
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