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[bookmark: _Toc81319962]Introduction
Accounting involves the accurate recording of transactions to ensure that all the essential information is updated. Accounting in every organisation focuses on keeping an appropriate record of the profit and loss of a company (Horngren and Harrison, 2015). A firm cannot succeed without active participation in the recording of sales, transactions, production, and delivery data and information. In this report, the financial accounting problem will be solved. The first problem is related to the development of financial statements and balance for the company. In the second problem, the financial position of the company will be analysed by producing different indicators like ROI, ROCE, and Earning per Share (EPS), and so on. 
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[bookmark: _Toc81319964]Part-A
[bookmark: _Toc81319965]Income statement 
An income statement is the record of profit and loss for a certain period (Nobes and Parker, 2018). It involves recording and analysing sales and expenses for a specific period. In the case of higher sales compared to the total cost, the company experiences a profit and vice-versa. An income statement has been developed below for Kedison Plc. 
	Kedison Public Limited Company
Income Statement
31st December 2020

	Particulars
	Amount (£)
	Amount (£)

	Total sales volume

Cost of sales
	826,650
+980
(-)578650
	

248,980

	
	Gross Profit
	=248,980

	Current expenses
	
	

	Selling and distribution:
Commission for sales
Distribution costs
	
3000
+28000
	

(31000)

	Administrative expenses:
Directors salary
Administrative expenses
	
5000
+30000
	

(35000)

	
	Operating profit
	182,980

	Interest costs
	2000
+2000
	
(4000)

	
	Profit before taxes
	178,980

	Total corporate tax
	
	(68,000)

	
	Net profit
	=110,980
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Statement of financial positions involves the recording of the total assets and liabilities of a firm. It records both current and fixed assets for a given period and at the same time denotes long-term liabilities of a firm (Elliott and Elliott, 2019). Both sides of the balance position called assets and liabilities appear equal due to the basic accounting equation. A financial position statement for Kedision Plc. has been developed below. 
	Balance sheet
Kedison Public Limited Company
December, 2020

	Assets and equivalents 
	Amount (£)
	Amount (£)
	Equity and liabilities 
	Amount (£)
	Amount (£)

	Current assets:
Total cash and bank
Total inventory
Debtors (170125+80)
	
12,900
330,600
+171,105

	



	Current liabilities:
Account payable 
Commission payable 
Tax payable 

Interest payable 
	

171,355

3000

68,000

2000
	

	Total current assets
	
	514605
	Total current liabilities 
	
	244,355

	Fixed assets 
Plan and equipment 
	632,730
	


	Long-term liabilities :
Debentures (4%)

	

100,000

	

	Total fixed assets 
	
	632730
	Total long-term liability 
	
	100,000

	Total assets 
	
	1,147,335
	Equity: 
Ordinary shares
Preferred shares
Retained earnings* 

	
310,000


300,000

192,980
	

	
	
	
	Total equity 
	
	802,980

	
	
	
	Total liabilities and equity 
	
	1,147,335


 Retained earnings:
	Retained earnings (January)
	+132,000

	Retained earnings (December) 
	+110,980

	Ordinary dividend 
	(-) 20,000

	Preferred dividend 
	(-)30000

	Retained earnings (end)
	192,980
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[bookmark: _Toc81319968]Balancing the nature of financial positions in the balance sheet 
Balancing the nature of the financial position is a key miracle in accounting. It is considered as a key principle of accounting where both total assets of a company will be the same as the total liabilities and equity of a firm (Kimmel, 2018). It is also called a basic accounting principle. The basic accounting principle has three different parts called assets, total liabilities, and total shareholder’s equity. Assets include total assets in the hand of a company and they represent both current and fixed assets of a firm (Powers and Needles, 2020). On the other hand, the liabilities of a firm include both temporary or current liabilities plus long-term liabilities. Both short-term and long-term liabilities of a company composes total liabilities. In addition to that, shareholder’s equity denotes a shareholder’s position on a company’s capital. 

Figure: Basic accounting principle, A=L+OE (Powers and Needles, 2020)
Here,
· A-Total assets of a firm
· L-Total current and long-term liabilities/business debts of a firm
· Equity- Owner’s claim on the total capital of a firm 
Another essential clue why the two sides of the balance sheet are similar is; dual entry system. In this system, every transaction is recorded as two sides called debit and credit (Blake, 2017). As both entries are given, at the end both sides of a journal entry become similar in the case of amount or figure. For example, if the owner of Kedison borrows $50000 for business purposes, it will create two sides of financial position according to the dual entry system. 

In this case, the business will have capital which will increase liability and on the other hand, the business will have cash balance to expense which is an asset (Blake, 2017). From this scenario, it has been seen that due to the dual entry system of accounting, every transaction is recorded on both sides of the journal book called debit and credit. That is why experts in the field claim ‘dual entry system’ is the main reason for similar balance at the end in the financial position of a firm. 
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[bookmark: _Toc81319971]Calculation of ratios for the years 2020 and 2019.
[bookmark: _Toc81319972]ROCE (Return on capital employed)
	Formula 
	2020 (Amount in £)
	2019 (Amount in £)

	(Net income after tax/capital employed)*100
	[431/3088+4137)]*100
	[(366/4129+2912]*100

	Result 
	=5.97%
	=5.20%
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	Formula 
	2020 (Amount in £)
	2019 (Amount in £)

	(Net income (After tax)/Total equity)*100
	(3600/2912)*100
	(431/3088)*100

	Result 
	=13.96%
	=12.57%



[bookmark: _Toc81319974]Earnings per share (EPS)
	Formula 
	2020 (Amount in £)
	2019 (Amount in £)

	Net income (after tax)/ total equity share 
	431/600
	366/600

	Result
	=.72
	.61



[bookmark: _Toc81319975]Net profit margin 
	Formula 
	2020 (Amount in £)
	2019 (Amount in £)

	[Net income (after tax)/Sales turnover]*100
	(431/6378)*100
	(366/6441)*100

	Result
	=6.40%
	=5.68%
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	Formula 
	2020 (Amount in £)
	2019 (Amount in £)

	[Net sales turnover /Total asset]*100
	6738/9736*100
	6441/10087*100

	Result
	=.69 times 
	=.64 times 
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	Formula 
	2020 (Amount in £)
	2019 (Amount in £)

	[Inventory/cost of sales]*365
	[708/3235]*365
	[659/306]*

	Result
	=79.88 or 80 days 
	=77.69 or 78 days 



[bookmark: _Toc81319978]Debtors collection period 
	Formula 
	2020 (Amount in £)
	2019 (Amount in £)

	[Days in a year/ Debtor turnover ratio 
	365/5.39
	365/5

	Result
	=68 days 
	=73 days 



[bookmark: _Toc81319979]Current ratio
	Formula 
	2020 (Amount in £)
	2019 (Amount in £)

	Current assets/current liabilities  
	2303/2511
	2355/3046

	Result
	=.92:1
	=.77:1



[bookmark: _Toc81319980]Gearing ratio
	Formula 
	2020 (Amount in £)
	2019 (Amount in £)

	[on-current debt/  capital investment]*100
	[4137/3088+4137]*100
	[4129/2012+41]*100

	Result
	=57.26%
	=.58.6%



[bookmark: _Toc81319981]Interest coverage ratio 
	Formula 
	2020 (Amount in £)
	2019 (Amount in £)

	[Operating profit/ Interest expense]*100
	846/226
	720/911

	Result
	=3.74 times 
	=3.98 times 
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[bookmark: _Toc81319983]Interpretations of financial position 
[bookmark: _Toc81319984]ROCE (Return on capital employed)

Return on capital investment shows the return on total capital invested by a firm (Frank, 2018). The above graph is showing the ROCE of Chocco Plc. The figure showing a promising growth of ROCE in this year. The return is in increasing trend as the graphs show higher return in 2020 compared to 2019. In 2019, ROCE was 5.20% and it becomes 5.97% just after one year with a better growth rate. 
[bookmark: _Toc81319985]ROE (Return on equity) 

Return on earning shows the total trends in earning of equity (Frank, 2018). It is found when the total net income is divided by the total equity position of a firm. The above graph is showing a better trend in the ROE of Chocco Pls. The graph is showing an increase or upward growth of ROE of the company. In 2019, the ROE was 12.57% and it increased in the next year by 13.96% which is a good performance indicator. 

[bookmark: _Toc81319986]Earnings per share (EPS)

Earnings per share show the earning trend in the share of a company. It includes earning of both equity and preferred share of a company (ZEFF and NAPIER, 2016). From the above graph, now it is clear that Chocco Plc. is performing better in the case of equity share. Its EPS is in an upward trend as the EPS increased in 2020 compared to 2019. In 2019, EPS was .61 and it became .72 in the next year. 
1. 
[bookmark: _Toc81319987]Net profit margin 

Net profit margin shows the profit growth or tendency of a firm. It also involves showing the total net income that is generated from total revenue (ZEFF and NAPIER, 2016). In the above graph, it has been found that the net profit margin of Chocco is in the increasing trend. Between 2019 and 2020, the net profit margin has been increased significantly and it shows that the company is performing well. It will also satisfy the shareholder to invest in the company. 



2. 
[bookmark: _Toc81319988]Asset turnover 


The asset turnover ratio shows how effectively a firm is using its total assets to generate sales and profitability (Patrascu, 2015). The higher the rate of turnover ratio, the better the performance of the company.  In the above graph, now it is clear to see that Chocco is performing well when considered its asset turnover ratio. The ratio is almost at a satisfactory level and most importantly the trend is increasing day by day. Between 2019 and 2020, the rate increased from .64 to .69. 
3. 
[bookmark: _Toc81319989]Stock holding ratio

The stock holding ratio shows the total time or an average time that a company holds stocks (Patrascu, 2015). It is a critical measure of how a company holds its stock and at the same time denotes how well a company can manage its stock portfolio. The stock holding ratio of Chocco was a standard level in 2019 and the next year it had increased. Considering this trend, now it can be said that, company’s stock holding performance is not satisfactory.
[bookmark: _Toc81319990]Debtors collection period 

Debtor’s collection period shows how efficiently a company can collect its dues from the customers (Stevenson and Budd, 2018). The lower the period of collection, the most efficient the company. The above graph, it is showing that how Chocco collects its dues from its customers.  The average time it takes is 72 days in 2019 and it has been decreased in 2019 as the collection period decreased to 68.
[bookmark: _Toc81319991]Current ratio

The current ratio shows the present condition of current assets compared to current liabilities (Stevenson and Budd, 2018). As the graph is showing that, the current ratio of 2019, against one pound of liability, Chocco has .77 pound which is not satisfactory. It shows the probability that the company will face liquidity whereas in 2020, the asset per one pound of liability has increased. 
[bookmark: _Toc81319992]Gearing ratio


The gearing ratio of Chocco is showing a promising rate as the gearing ratio higher than 50% is better. In both two periods of time, Chocco had a better state of gearing ratio and it proves the better performance of the company. 
[bookmark: _Toc81319993]Interest coverage ratio 

The interest coverage ratio of Chocco is quite satisfactory. As interest coverage ratio higher than 2 is considered as good. But the thing to worry that, interest coverage is decreasing in the next year and it shows the company's inability to pay off interest regularly. 
[bookmark: _Toc81319994]Conclusion 
Proper recording of a transaction is a key part of the accounting and financial statement of a company. If a proper record is not maintained in a company, that company can't develop accurate and relevant accounting and financial statements. That is why executives working in this area of management must be aware of effective record keeping of data and transactions. 
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Total assets 


Total liabilities and equity 


ROCE (Return on capital employed)

2019	
Category 1	5.1999999999999998E-2	2020	
Category 1	5.9700000000000003E-2	Column1	
Category 1	



ROE (Return on equity)

2019	
0.12570000000000001	2020	
0.1396	Column1	




Earnings per share (EPS)

2019	
0.61	2020	
0.72	Series 3	




Net profit margin

2019	
5.6800000000000003E-2	2020	
6.4000000000000001E-2	Series 3	




Asset turnover 

2019	
0.64	2020	
0.69	Series 3	




Stock holding ratio

2019	
78	2020	
80	Series 3	




Debtors collection period 

2019	
73	2020	
68	Series 3	




Current ratio

2019	
0.77	2020	
0.92	Series 3	




Gearing ratio

2019	
0.58599999999999997	2020	
0.5726	Series 3	




Interest coverage ratio 

2019	
3.98	2020	
3.74	Series 3	




