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INTRODUCTION


Accounting fundamental refers to  providing  guidance in respect to  recording, summarizing and analysing  business transaction.  In  the current era, it sis essential for the organization to utilize  accounting fundamental concepts in turn higher accuracy in decision making can be obtained.  The current report will comprise profit & loss and balance sheet calculation and reason for balancing  financial position.  Ratio calculation and analysis fro organizational performance will be included.  

QUESTION 1

a)

Profit and loss account for the year ended 31st December 2020 for Kedison PLC
	Particulars
	Amount

	Sales
	826650

	Less: Cost of Sales
	-578650

	Gross Profit
	248000

	(-) Administrative expenses
	-30000

	(-) Interest paid
	-4000

	(-) Directors remuneration
	-5000

	(-) Distribution costs
	-28000

	(-) Sales commission
	-3000

	(-) Corporation tax
	-68000

	Net Profit
	110000

	(-) Preference dividend
	-30000

	Earnings available to equity shareholders
	80000

	(-) Ordinary dividend
	-20000

	Retained earnings
	60000



 The above prepared income statement  shows that  firm has earn good  amount of net profitability of 110000 which  helps in accomplishing  objectives. There are distinct kinds  of cost which  the specified  organization has pent in turn higher profitability can be attained. It comprises  expenses like  sales commission, distribution cost,  directors remunerations,  administrative  expenditure.  In addition to this,  it helps in identifying crucial aspects which provides assistance in identifying   liquidity level  possessed by Kedison Plc. From the evaluation it can be identified that  entity  possess effectual amount of funds to  handle the different  kinds of expenses. On the basis of above prepared income statement it can said that   company  is following proper structure for managing income and expenditure (Nadar and Wadhwa, 2020).

Balance sheet for the year ended  31st December 2020 

	Particulars
	Amount
	Amount 

	ASSETS
	
	

	Fixed assets
	
	

	Plant and equipment
	
	632730

	Current assets
	
	

	Stock
	
	329620

	Debtors
	
	171105

	Cash and Bank
	
	12900

	Total assets
	
	1146355

	
	
	

	LIABILITIES
	
	

	Long term liabilities
	
	

	4% Debentures
	
	100000

	Current liabilities
	
	

	Creditors
	
	171355

	Outstanding commission
	
	3000

	Outstanding interest
	
	2000

	Tax payable
	
	68000

	Shareholders equity
	
	802000

	Ordinary shares
	310000
	

	10% preference shares
	300000
	

	Profit for the period
	110000
	

	Retained earnings
	82000
	

	Total liabilities
	
	1146355



On the basis  of above prepared   financial position it can be ascertained that   Kedison Plc has  equal amount of total assets and liabilities (Turtle and Wang, 2017).  Balance sheet   of company indicates that  organization has enough amount  current assets that comprises  stock, debtors and cash & bank. On the other side it involves  current liabilities such as creditors and outstanding expenses. By comparing both the mention head it can identified that Kedison Plc is  having enough   cash & equivalent resources  to  overcome its short term obligations.    In  fixed asset head  plant & equipment   is present which can be taken into practice to analyse that  firm   possess good assets turnover which contributes in achieving success. In addition to this, equity part of specified company has been formulated by including the  ordinary, preference,   retained earnings which helps in boosting liquidity  of firm. On the basis  of above data  it can be interpreted that organization is having  stable liquidity to   attain higher operational efficiency. 

b) Explaining by financial position balances 

 
Balance sheet is  formulated by included  three crucial elements such as  assets, liabilities and equity. Financial statement is  prepared by following double entry system of book keeping which helps in recording in accurate manner.   Double entry book keeping system is concerned with  recording full picture of business transaction  by  including it into tow or more  accounts.  Double entry book keeping system is the procedure which focuses on having appropriate exposure of  prevailing transactions in turn higher ability  to cover all the aspects can be exerted. In addition to this,  double entry booking system  allows  organization to be in position  to record and summarize all   the aspects of transaction which are needed to include fro formulating strategic decision. 


 Financial position statement is constructed by giving emphasis  on  equation which is formed by including equity, liabilities and assets. The equation is assets equals  to liabilities and equity which allows  to get appropriate involvement of all the aspects so that accurate  financial health can be ascertained ( Accounting equation,  2021).  On the basis of this,  it can  be identified that  total assets is  equals to  sum of liabilities & equities.  The two reasons which  provides assistance in always balancing financial  position statement is double entry system & specified  equation.  These both the mentioned reasons are crucial to  execute in  order to formulate accurate balance sheet so that proper decision can be formulated

QUESTION 2 

a) Determination  of ratios 

ROCE

	Particulars 
	Formula 
	2020
	2019

	Operating profit
	
	805
	699

	(Total asset-Total Current liabilities)
	
	(9,736-2,511) 

= 7,225
	(10,087- 3,046)

=7,041

	Return on capital employed
	Operating profit / (Total asset-Total Current liabilities)*100
	11.14
	9.92


ROE

	Particulars 
	Formula 
	2020
	2019

	Net profit 
	
	431
	366

	Shareholders’ equity 
	
	3,088
	2,912

	Return on equity 


	Net profit / Shareholders’ equity*100
	13
	12


Earnings per share

	Particulars 
	Formula 
	2020
	2019

	Dividend per share 
	
	0.85
	0.80

	Market price 
	
	5.12
	4

	Earnings per share


	Dividend per share/ Market price
	0.166
	0.201


Net profit margin

	Particulars 
	Formula 
	2020
	2019

	Net profit
	
	431
	366

	Revenue
	
	6,738
	6,441

	Net profit margin
	Net profit/ Revenue*100
	6.39
	5.68


Asset turnover 

	Particulars 
	Formula 
	2020
	2019

	Revenue
	
	6,738
	6,441

	Total assets 
	
	9,736 
	10,087

	Asset turnover 


	Revenue/ Total assets
	0.69
	0.63


Stock holding days

	Particulars 
	Formula 
	2020
	2019

	Average Inventory 
	
	708 
	659

	COGS
	
	3,235 
	3,096

	Stock holding days


	 Average Inventory/ COGS  *365
	79.88
	77.69


Debtors collection period

	Particulars 
	Formula 
	2020
	2019

	Trade receivables
	
	1,249 
	1,287

	Sales
	
	6,738
	6,441

	Debtors collection period


	Trade receivables/ Sales*365
	67.65
	72.93


Current ratio

	Particulars 
	Formula 
	2020
	2019

	Current assets
	
	2,303 
	2,355

	Current liabilities
	
	2,511
	3,046

	Current ratio


	Current assets / Current liabilities
	0.92
	0.77


Gearing ratio

	Particulars 
	Formula 
	2020
	2019

	Total Debt 
	
	6,648
	7,175

	Total equity
	
	3,088 
	2,912

	Gearing ratio

	Total Debt/ Total equity 
	2.15
	2.46


Inventory turnover ratio 

	Particulars 
	Formula 
	2020
	2019

	COGS
	
	3,235 
	3,096

	Average inventory 
	
	708 
	659

	Inventory turnover ratio 


	COGS/ Average inventory 
	4.5
	5.44


b) Describing the financial position  of Chocco plc

· Return on  capital employed helps in analysing that how much company  can give return  on invested capital.  From the evaluation it can be identified that  in 2019  and 2020 the obtained outcome is 9.92 and 11.14% respectively.  It can be interpreted that company's ability  of providing return has inclined as  compared to previous. 

· Return on equity   of Chocco  plc is in increasing situation as it has inclined from 12 to 13%. This is   indicating positive financial position  of organization as compared  previous performance. The cause behind this can be higher revenue, low COGS, etc that helps in gaining greater  net profitability. 

· Earning per share  helps  in assessing how much organization is earning on each stock  of company.  In the year 2020  and 2019  Chocco Plc  EPS is 0.201 & 0.166 that is showing that organization's capacity has lessen as compared to earlier year  performance.   It can be improved by paying attention on  factors which can incline markets share (HASANUDDIN  and et.al.,  2021). 

· Net  profit margin  sued by companies to evaluate to how much profitability  it generates from revenue.  The derived outcome is 5.68 & 6.39% for the year2019 and 2020  respectively.  By comparing both the figures it can be analysed that firm's  ability has increased to generate  profits.  It can positively influence the organizational potential performance by satisfying its stakeholders via fulfilling it expectations (Batubara, 2021). 

· Assets turnover  ratio  of Chocco Plc  in the year 2019 & 2020 the derived outcome is 0.63 and 0.69  respectively. It indicates that  assets ability to generate revenue has increased as compared to earlier efforts  of specified company. It   helps in assessing that organization has improved its financial performance in industry.

· Stock holding Day  is concerned with making measurement of duration in which  company is replacing its  inventory to convert into sales.  The derived duration in terms of days  for  Chocco Plc is  77.69 and 79.88 for the period 2019 & 2020 respectively. It can be interpreted that firm's efficiency of generating as decreased as compared to 2019 which is reflecting negative liquidity position. 

· Debtors collection period helps in assessing that how easily firm can collect its payments from  customers.   The two specified years performance h are 72.93 & 67.65 days which is  showing firm has  increased its efficiency of  collecting payments from clients which is reflecting that  Chocco Plc  liquidity has improved (Brodunov  and et.al.,  2021). 

· current ratio  is the helps in assessing  company  can pay off its current debts with help of assets. The ideal  ratio is 1.2-1.5times which is greater than derived outcome which are 0.77 and 0.92. it  in 2020 it  showing upward direction growth as compared to previous year.  

· gearing ratio  of company is 2.46 & 2.15 which has decreased as  reflecting low risk  and inventory  turnover ratio  in two years  are 5.44 and 4.5 which is  showing positive financial health.

CONCLUSION 


From the above  report it can be concluded that  accounting fundamental play crucial role in gaining  ability to make proper decision.  The current report has comprised  income statement balance sheet, and reason for ba\lancing financial position.  Ratios computation and financial performance of time on the basis of this has been comprised in the report. 
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