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The current report explores the fundamental terms of financial accounting which support the different organisation in estimating the financial position and financial performance for specific time period. The financial ratios are calculated in the current report on the basis of financial statements and balance sheet for analysing the financial wealth of an organisation and current assets and liabilities of the organisation. Financial statements and a statement of financial position for the business organisation Kedison plc for current year is prepared to estimate the organisation assets and liabilities. 
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[bookmark: _Toc81253713]Prepare a Profit and Loss statement for the year ended 31st December 2020 for Kedison PLC and a statement of financial position as at that date
Income statement is the financial statement shows the business income and expenses for the given period of time and helps in estimating the financial health of the organisation for the specific period of time. The relevant financial information is presented in well structured manner and constructed for understanding the financial health of an organisation. The income statement is one of the core financial statements that show the profit and loss over a specific period of time. The statement displays revenues, expenses, selling, gross profit and other income in coherent and logical manner (Robinson et.al, 2020).
Income statement 
For the year ended 31 Dec 2020 for Kedison Plc
	Particulars 
	Working note 
	Amount (£)

	Revenues 
	1
	

	Cost of sales 
	0
	(578650)

	Gross profit 
	
	248980

	Distribution costs of the manufacturing activities 
	
	(28000)

	Administrative cost 
	2
	(38000)

	Profit after above direct and indirect expenses 
	
	182980

	Finance interest cost 
	
	(2000)

	PBT
	
	180980

	Taxation 
	3
	(68000)

	Profit for the end of period 
	
	112980


Working note:-
(1) Revenues= sales + debtors
          826650+980=827630
(2) Administrative cost+ director remuneration+ salesmen
30000+5000+3000= 38000
(3) Taxation (paid+ unpaid)
0+68000= 68000
Financial position is represents by the help of the balance sheet that represent the assets, equity and liabilities of the business organization at the specific period of time for estimating the financial health of the business organization. The financial position measures the summary of the assets and liabilities of the organization (Suzuki et.al, 2019).
Statement of financial position 
At the end of the 31st December 2020
	Particulars 
	Working note
	Amount (£)

	Assets 
	
	

	Non -current assets 
	
	

	Property, plant and equipment 
	
	632730

	Total 
	
	632730

	Current assets 
	
	

	Inventories 
	
	330600

	Accrual 
	
	980

	Debtors amount 
	
	170125

	Cash at bank balance 
	
	12900

	Total assets 
	
	1147335

	
	
	

	Liabilities 
	
	

	Current liabilities 
	
	

	Trade creditors 
	
	171355

	Accrual 
	1
	3000

	Corporation tax 
	
	68000

	Total 
	
	242355

	Non-current liabilities 
	
	

	4% Debentures 
	
	100000

	
	
	100000

	Total liabilities 
	
	342355

	Net assets 
	
	804980

	
	
	

	Equity
	
	

	Share capital 
	2
	610000

	Dividend 
	3
	(50000)

	Net profit 
	
	112980

	Earnings 
	
	132000

	Total equity 
	
	804980




Working note: 
(1) Taxation (paid+ unpaid)
0+68000
(2) share capital+ preferences shares 
310000+300000
=610000
(3) Dividends ordinary dividends+ preference dividends= 20000+30000= 50000
[bookmark: _Toc81253714]Why does the statement of financial position balance 
Financial position is one which has three key elements such as liabilities, capital employed and net current assets which presents the true picture of the company financial position at the specific date. The signs of the good financial health on estimating the statement of a financial position are increase of the revenues, expenses stay flat, cash balances shows the positive long term growth, calculation of different ratios and activity ratios and profitability ratios. The financial position is the current balance of the assets and liabilities and equity of the business organization for the current period which is derived or calculated by examining and comparing the financial transactions of the organization. 
· The financial positional statement examines the financial conditions of the organization for making of various relevant business decisions in the current competitive environment. The strong financial position is a one which has fairly valued with liquid assets which is on combining with small amount of debtors in comparison to owner’s equity results into strong financial position. On the other hand the weak financial position is one which has large amount of debtors and small amount of the equity shareholders. 
· The balance sheet is constructed on the basis of the principles of double entry system. The entries made in the balance sheet on the basis of double entry principle acts as a check to make sure that entries are made consistent and equal. In the concept of the double entry system accounting the statements states that every financial transactions have both opposite and equal effects in two separate accounts. The main reason behind double entry system is to satisfy the accounting equation where the assets are just equal to liabilities+ equity (Adam, 2021). 
· The concept of the double entry system includes both debit and credit transaction. The sums of the debit are just equal to the credit and this improves the accuracy of financial statements which also allows the business organization in detecting the business errors. The main reason behind the balancing of balance sheet is the concept of the double entry system where the total assets are just equal to total liabilities and equity shareholders amount. 
· The concept of the double entry system helps in rationalizing commercial transaction and makes the trade more efficient. The bookkeeping and accounting are the unique ways of measuring, communicating and recording financial information for the purpose of accurate business accounting and making of the balance of the left side for matching with the right side value (Sangster et.al, 2016). The double entry system clarifies that the transactions have two concepts debits and credits. From the above it can be noted that overall transactions recorded in the balance sheet have two aspects one is debit and other is credit. 
· The balance sheet presents the different sourced of the funds such as financing, equity and debt which determines how efficiently resources are utilized and how efficiently the finance in the business organization are utilized. 
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[bookmark: _Toc81253716]Calculate the following ratios for Chocco plc for 2020 and 2019 
ROCE: This is the accounting ratios that are used in the different areas such as finance, accounting and valuation for measuring the profitability of an organization. The ratio represents the efficiency of capital used in the business organization. The organization can calculate the return on capital employed by dividing net operating profits by the capital employed. The following is the calculation of return on capital employed of Chocco plc for the year 2020 and 2019. 
	Particular
	Year  2019 (£m)
	Year 2020 (£m)

	EBIT/ net assets- current liabilities 
	EBIT= Profit after interest+ interest = 539+181= 720
Net asset- current liabilities= 10087-3046
= 7041
	EBIT= Profit after interest+ interest = 620+226= 846
Net assets- current liabilities
= 2511-9736
=7225

	
	= 720/ 7041
= 10.2%
	= 846/7225
= 11.7%



ROE: This is the profitability ratio that measures the management abilities of generating income from the equity capital and factor use in the stock valuation. The formulae of the return on equity is the financial metric that denotes the ability of the company for earning as per the total value of the outstanding shares and signifies the profits that a company can generate periodically on employing shareholders capital by the help of ROE formulae. 
	Particulars
	Year  2019 (£m)
	Year 2020 (£m)

	Net income/ shareholders equity 
	Net income= 366
Shareholders equity= 2912
	Net income= 431
Shareholders equity= 3088

	
	366/2912= 12.56%
	431/3088= 13.95%




Earnings per share: It is the important accounting metric that reveals the company earning figure and is calculated as the amount divided by the total amount of the profit generated in a period by the number of shares listed by the company on the stock market. EPS is use to determine value to attach to each outstanding shares and the amount of profits made by the company with the number of shares listed on different stock exchanges (Jasman et.al, 2017). 

	Particulars
	Year 2019 (£m)
	Year 2020 (£m)

	Net income/ Average outstanding shares 
	366/150
	431/150

	Earnings per share 
	= 2.44
	= 2.87



Net profit margin: It is the financial ratio which represents the percentage of the profits earned by the company from its total revenues. Net profit is calculated as the company expenses minus total revenues which gives the result of profit margin calculation. The net profit margin is the important indicator about the organization capacity of earning some level of the revenues from the sale made in the organization. 
	Particulars
	Year 2019 (£m)
	Year 2020 (£m)

	Net profit=  Net income/ net sales 
	366/6441
	431/6738

	
	= 5.6%
	=6.39%



Asset turnover: It is the ratio that specifically measures the efficiency of the organization in generating the revenues or sales. The asset turnover ratio indicates how effectively the companies use their assets for the generating the sales or revenues. The asset turnover ratio indicates the how effective the assets are used by the business organization. 


	Particulars
	Year 2019 (£m)
	Year 2020 (£m)

	Asset turnover ratio =  Net sales/ Average total assets 
	6441/10087
	6738/ 9736

	
	= 63.8%
	69.2%




Stock holding days: The stock holding days refers to the financial ratio that helps in computing the average number of days the organization takes for selling the current stock of the inventory in the current period. The organization management uses the average inventory period for monitoring the purchasing patterns and trends in sales of the organization.
	Particulars
	2019
	2020

	Inventory/cost of sales*365
	659/3096*365
	708/3235 *365

	
	= 77.69 days 
	= 79.88 days 



Debtors collection period: This is the average time taken by the business to collect the money owed to the trade debtors and is calculated as the amount owed by trade debtors by the annual sales* 365. The period reveals about the amount taken by the business organization in collecting the money due from its customers who have made purchases on credits (Sunjoko et.al, 2016). The good debtor day ratio or the collection period shows the how quickly the organization takes payment from all its debtors. 
	Particulars
	2019
	2020

	Debtors/ annual sale* 365
	1287/6441* 365
	1249/6738* 365

	
	=72.93 days 
	= 67.65 days 



Current ratio: This is the ratio that states about the organization abilities for meeting its current liabilities from funds received by realizing the current assets of the organization. The ratio of 2:1 is considered as satisfactory and indicated better financial position of the organization and also reveals that it has used proper utilization of the scarce resources. The high ratio indicates faster movement of the stock in the business and low ratio indicates slow movement of the stock. The slow movement of the stock results into increase in holding cost and wastage of the stocks. The firm efficiency in terms of its inventory level can be estimated.
	Particulars
	2019
	2020

	Current assets/current liabilities 
	2355/3046
	2303/2511

	
	= 0.7
	=  0.9


 
Gearing ratio: 
The ratio of the gearing indicates the proportion between the fixed interest on debentures and dividend on preference share capital. The capital structure can be evaluated and estimated by the help of this ratio (Muradoglu et.al, 2005).
	Particulars 
	2019
	2020

	Dividend/total capital employed 
	242/7041
	255/7225

	
	= 3.43 times 
	3.52 times 



Interest coverage ratio: It is the financial ratio that indicates the movement of the interest in the organization for specific accounting year. The financial health of the organization can be estimated properly by the help of an interest coverage ratio. This shows the efficiency of the organization to pay fixed interest debt on the debentures taken from outside (Setiany et.al,2021).
	Particulars
	2019
	2020

	EBIT/interest expenses 
	EBIT= Profit after interest+ interest = 539+181= 720
	EBIT= Profit after interest+ interest = 620+226= 846


	
	=720/181
=3.9 times 
	= 846/226
= 3.74 times



[bookmark: _Toc81253717]Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Chocco plc
The above ratios calculated indicate the financial performance of the Chocco plc for the year 2019 and 2020. The financial performance of the organization was increased in 2020 as compare to the financial performance for the year 2019. The data shows that organization with the increase in the revenues has achieved more profit in 2020 as compare to 2019. In 2019 the profit after tax and interest was 366 £ million and in 2020 the profit after tax and interest was 431 £million which shows the increase in the organization sales as compare to the sales in 2019. The ratio of the organization indicates the financial health of Chocco plc which is commented below:
ROCE: In case of the ROCE the organization Chocco plc the ratio in year 2019 was 10.2% and in 2020 the ratio was 11.7% which shows that organization was in better position and financial state due to proper utilization of the scarce resources. The return in capital employed increase also shows that organization has achieved more sales from the net assets of the organization or the owner capital (Shrotriya et.al, 2019).
ROE: The ratio of return of Chocco plc on equity in 2019 was 12.56% and in 2020 the ratio improved to 13.95% which state that the capital of the shareholders has earned more revenues than the previous year. This is the good financial health indication of the organization and shows the positive situation for an organization. It shows greater earnings on the share on the basis of net income. 
Earnings per share: This is the ratio that indicates the earnings per share on the basis of profits. The Chocco plc earning capacity was improved from 2019 to 2020 and this shows the true and good image of an organization in the current competitive environment. The earnings per share in 2019 was 2.44 which increased to 2.87 per share which shows the better returns in the business organization due to the high earnings per share. 
Net profit margin: The NPM ratio shows the organisation efficiency in earnings of the profits from its sales and also shows the ability of the organisation in utilizing all its financial and non-financial resources. The Chocco plc organisation has achieved increase in its net profit margin from 2019 to 2020. In 2019 the organisation net profit margin was 5.6% and that was increase and becomes 6.39% in 2020 which reveals the good and optimum usage of the scarce resources of the organisation and shows positive situation for an organisation. 
Asset turnover ratio: The ratio shows the organisation ability for utilizing its assets for generating its revenues. It was noted that Chocco plc ability in 2019 for earning profits from the assets was 63.8% and that show that organisation utilize its assets approx 63% for making and generating revenues and in 2020 the ratio has been improved and becomes 69.2% which is the good financial health indication for an organisation. 
Stock holding capacity: The ratio of stock holding shows the capacity of the organisation in selling the current stock level and from the above calculation of ratio it was noted that Chocco plc stock holding capacity was low in 2019 with 77.69 days which increased and becomes 79.88 days which shows that organisation has become inefficient in selling of the current stock level and the number of days increase for converting the stock into the revenues. 
Debtor collection period:  The collection ability of the organisation from all the debtors and the person whom the organisation owned was 72.93 days in 2019 which decreased to 67.65 days which is the good and favourable situation in the collection management of the organisation for the specific period of time. The Debtors collection period was decreased in 2020 which is the better collection state of the organisation and hence the organisation capacity for the collection fo the payment has been improved (Podile et.al, 2020).
Current ratio: This is the ratio that shows the organisation capacity to cover all its short term assets for paying off all its current liabilities for the specific period of time. The current ratio of Chocco plc organisation in 2019 was 0.7 and in 2020 it become 0.9 which shows that current liabilities of an organisation has been decreased from 2019 to 2020 which is the good indication of the financial health of an organisation and the positive situation for an organisation. The organisation though was not in the ideal situation but has improved its ratio from the year 2019 to 2020. The unfavourable current ratio in both the year is due to the low current assets and high current liabilities as compare to the lower current assets. 
Gearing ratio:The ratio reveal the capital structure of the organisation in the form of the equity or debt. In Chocco plc the gearing ratio was 3.43 times of the capital employed proportion from the interest or dividend given to the preference shareholders. In 2019 the ratio was 3.43 which become 3.52 in 2020 which shows that organisation has more equity capital in 2019 as compare to the debt and in 2020 the debt was more than the equity capital which shows that organisation was in high interest burden in 2020 than in 2019. 
Interest coverage ratio: The ratio reveal about the organisation capacity for paying of its interest debt on the basis of the earnings. In 2019 the interest coverage ratio of the Chocco plc organisation was 3.9 times and in 2020 3.74 times of earnings before interest and taxes which shows that organisation capacity to pay its interest dues on debentures was more in 2019 as compare to 2020. 
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Conclusion
The above discussion concludes that financial statement And positional statement are the important indicators about the organisation financial health. The evaluation and analysing of the different financial statements helps in making future investment and development decision in the current competitive environment. The report had calculated different financial and activity ratios on the basis of the financial statement and positional statement for comparison between two years performance which reveals about the financial health of an organisation. 
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