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[bookmark: _Toc78219004]Adjusting the relevant information:
Information 1: Corporation tax of £68,000
Profit and Loss Statement: 		Tax Expense		£68,000
Statement of Financial Position:	Deferred Tax 		£68,000

Information 2: Salesmen commission of £3,000
Profit and Loss Statement: 		Salesmen commission		£3,000
Statement of Financial Position:	Deferred Tax 			£3,000

Information 3: Goods amounted to £980 were sent to customers but not recorded
Profit and Loss Statement: 		Sales add			£980
Statement of Financial Position:	Accrued Sales 			£980

Adjustment 1: 4% Debenture
Interest Expense	= 100,000 @4%	= 4,000
Accrued portion	= 4,000 – 2,000	= 2,000
Profit and Loss Statement: 		Interest Expense		£4,000
Statement of Financial Position:	Accrued Interest		£2,000





[bookmark: _Toc78219005]Profit and Loss statement for Kedison PLC
Based on the trial balance provided and adjusting the above information, Profit and Loss statement for Kedison PLC for the year ended in 31st December 2020 has been constructed in the following:
	Kedison PLC
Profit and Loss statement
For the year ended 31 December 2020

	

	
	Amount (in £)
	Amount (in £)

	Sales
	 826,650 
	 

	Plus: Accrued (Ref: Information 3) 
	                   980 
	 827,630 

	Minus: Cost of Sales
	 
	           578,650 

	Gross profit
	 
	          248,980 

	Minus: Operating Expenses
	 
	 

	Directors’ remuneration
	                5,000 
	

	Administrative Expenses
	              30,000 
	 

	Distribution Expense
	              28,000 
	 

	Salesmen commission (Ref: Information 2)
	                3,000 
	

	Operating Expenses
	
	             66,000

	PBIT
	 
	          182,980 

	Minus:  Interest Expense (Ref: Adjustment 1)
	                
	               4,000 

	PBT
	 
	          178,980 

	Minus:  Tax Expense (Ref: Information 1)
	 
	             68,000 

	PAT - Profit After Tax
	 
	£110,980
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Based on the trial balance provided and adjusting the above information, statement of financial position for Kedison PLC as at 31st December 2020 has been constructed in the following:
	Kedison Plc
Statement of Financial Position
As at 31 December, 2020

	
	Amount (in £)
	Amount (in £)
	Amount (in £)

	Non-Current Asset
	 
	
	 

	Property, plant and equipment
	 
	
	 632,730 

	Current Asset
	 
	
	 

	Inventory as at 31 December 2020
	 
	 330,600 
	 

	Debtors
	 170,125 
	
	 

	Plus: Accrued (Ref: Information 3)
	980
	    171,105 
	 

	Cash and Bank
	 
	     12,900 
	        514,605 

	TOTAL ASSET
	 
	
	1,147,335 

	Current Liabilities
	 
	
	 

	Trade Creditors
	 
	    171,355 
	 

	Deferred Taxes (Ref: Information 1)
	 
	     68,000 
	

	Commission Due (Ref: Information 2)
	 
	       3,000 
	 

	Accrued Interest (Ref: Adjustment 1)
	 
	       2,000 
	244,355       

	Non-Current Liabilities
	 
	
	 

	4% Debentures
	 
	
	100,000

	TOTAL LIABILITIES
	 
	
	344,355

	NET ASSET
	 
	 
	£802,980 

	
	
	
	

	Ordinary Shares
	 
	 310,000 
	 

	Preference Shares
	 
	    300,000 
	 

	Retained Earnings
	 
	    192,980 
	 

	TOTAL EQUITY
	 
	 
	£802,980 
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[bookmark: _Toc78219008][bookmark: _Hlk78215406]Position of Financial Statement being balanced
The statement of financial position, also regarded as a balance sheet, represents the balance of all the assets, liabilities and equities of a firm. In a financial statement, assets are reflected on the debit side and all the liabilities and equities are positioned on the credit side. 
[bookmark: _Hlk78169683]The financial statement is made after relying upon the basic accounting equation and the equation is A= L + OE. 
[image: The Accounting Equation May Be Expressed as A = L + O/E | BooksTime]
Figure 1: fundamental accounting equation (Drury, 2013)
The reason why all the financial statements have the same position on both sides is that the basic accounting equation follows a double-entry system. In the dual entry system, for every transaction, an account gets debited and another account gets credited (Smith, 2018). If two accounts do not get impacted, then one account becomes credit and then the same accounts get debited. For every transaction, there lies a debit and a credit impact by using a dual entry system which eventually ensures equality on both sides of the accounting equation. 
As the accounting equation follows dual entry system, both side of the financial statement remains equal (Maheshwari and Maheshwari, 2021). If entries are kept using a single-entry system, then it might become difficult and troublesome to keep a record of all the financial data in a proper manner. So, the financial statement made by using a dual entry system are equal on both sides and are easy to keep the record (Ward, 2012). The inherent reason why both sides are equal is that all the assets that a company owns are owned from the resources got from the owners and the creditors.
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[bookmark: _Toc78219011]Ratios Calculation
The ratio for 2019 and 2020 of Chocco plc. has been calculated using the given financial information:
	Ratio Analysis
Chocco plc.
For the year ended in 2019 and 2020

	[bookmark: _Hlk78218076]ROCE

	Formula = 
	2019
=  ×100
= 5.20%
	2020
=  ×100
= 5.97%

	ROE

	Formula
	2019
=  ×100
= 12.57%
	2020
=  ×100
= 13.96%

	EPS

	Formula = 

	2019
= 
= 0.61
	2020
= 
= 0.72

	Net Profit Ratio

	Formula = 
	2019
=  
= 5.68%
	2020
=  
= 6.40%

	Asset turnover

	Formula = 
	2019
= 
= 0.64
	2020
= 
= 0.69

	Stock holding days

	Formula = 

	2019
=  
= 78 days 
	2020
= 
= 80 days

	Debt Collection Ratio

	Formula = 

	2019
= 
= 73 days
	2020
= 
= 68 days

	Current Ratio

	Formula = 
	2019
= 
= 0.77: 1
	2020
= 
= 0.92: 1

	Gearing ratio

	Formula = 

	2019
=  ×100
= 58.64%
	2020
=  ×100
= 57.26%

	Interest coverage

	Formula =
	2019
= 
= 3.98
	2020
= 
= 3.74
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Analysis on the ratios for Chocco plc. has been portrayed below,
· The Return on Capital Employed (ROCE) ratio in 2019 for Chocco plc. was 5.20 per cent and the ratio increased to 5.97 per cent in 2020. This ratio illustrates the profit earning against capital employed. It can be observed that Chocco plc has witnessed a slight but not significant increase in the ROCE ratio.
· The Return on Equity, also known as ROE indicates the earning of shareholders through returns in a year (Maheshwari and Maheshwari, 2021). The ROE of Chocco plc was 12.57% and then the ratio was increased by 13.96% in 2020.
· EPS reflects the earnings against each number of shareholders. The EPS of Chocco plc was .61 in 2019 and the ratio has seen a slight development as the ratio increased to .72 in 2020.
· The net profit margin ratio helps in understanding the change in net profit while considering the sales (Kusmayadi and Abdullah, 2018). The ratio of Chocco plc has witnessed an increase as the ratio increased from 5.68% in 2019 to 6.40% in 2020.
The results of the above-analysed ratios indicate that Chocco plc is witnessing an improvement in the profitability of the company.
· The Asset Turnover Ratio is the indicator of the efficiency of a company in generating more sales by using all the assets (Maheshwari, 2012). In 2019, this ratio of Chocco plc was .64 times but later on, this ratio has seen an improvement by 5 times in 2020. In 2020, the ratio was .69 times and thereby this ratio is indicating that Chocco plc has become more efficient in using its assets into generating more sales.
· The stock holding days for Chocco plc was 77.69 days in 2019 and then it increased to 79.88 days in 2020. It means Chocco plc needed 77.69 days for turning its inventory into sales and in 2020, the company required 79.88 days for turning its inventory into sales.
· Debtor collection period indicates the requisite days of a company for collecting all the bills. In 2019, Chocco plc required 77.69 days for collecting payments and in 2020, the company required .77 days. As the company collected all of its bills more efficiently than before, the company required more days for turning inventories into sales.
· The current ratio is found by dividing the current assets by current liabilities and this ratio is the indicator of the liquidity condition of a company (Ward, 2012). In 2019, Chocco plc. has .77 current assets against 1 current liabilities. In 2020, the company has .92 current assets against 1 current liabilities. It indicates that the liquidity position of Chocco plc. got improved.
· The condition of gearing ratio of Chocco plc. was 58.64 per cent in 2019 and then this ratio was decreased to 57.26 per cent. This ratio depicts the debt condition of Chocco plc. against the equity condition.

· The Interest Coverage ratio helps in determining a company’s ability in paying the interest from operating income (Maheshwari and Maheshwari, 2021). In 2020, the ratio was 3.74 times which is a slight setback from 2019 as the ratio was 3.98 times in 2019.  As this change is very insignificant, the financial position of the company remains unchanged.
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