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[bookmark: _Toc77347925]Introduction
Accounting is a very mandatory task of any organisation. Accounting mainly organises the financial activities of the organisation.  In an organisation, various types of assets, liabilities owner's equity and transactions occur each day.  To run a business well, generate profit and avoid upcoming loss and also take steps to avoid all vulnerabilities various statements are made through accounting.  Accounting paves the way for creating profit and loss statements, financial position statements, ratio analysis, cash flow statements and so on.  All these statements reflect the positions in every perspective of business operation like how well the organisation is doing with all its financial activities such as purchasing, selling, asset management, liability management and creating owners’ equity can easily be read by making these statements.  There is a universal rule for accounting is that all the transactions, it can be of selling and purchasing or something asset or liability related, but there must be two sides where one will go for debit and the other will go for credit.  By following this rule, both sides of any statement in accounting always balance.  Various ratio analysis gives the notion that how the organisation is making a profit using its stocks, shares, capital, assets and other related segments.  No critical analysis is needed to do this ratio analysis for this reason the concurrent situation can be easily be understood.
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[bookmark: _Toc77347927]a) Profit and Loss statement
	Kedison PLC
Profit and Loss statement
for the year ended 31st December 2020

	
	Amount

	
Sales 
	                                                                     £826,650.00 

	Total revenue
	  826,650.00                                                               

	

	Cost of sales 
	£578,650.00                                                         

	Administrative expenses 
	30,000

	Interest paid 
	2,000

	Directors’ remuneration 
	5,000

	Distribution costs
	28,000

	Total Expense
	643,650

	Net Income
	£183,000.00                                                                    















[bookmark: _Toc77347928]Statement of financial position
	Kedison PLC
[bookmark: _Hlk77258160]Statement of financial position
for the year ended 31st December 2020

	
	
	

	Assets
	 Amount 
	Total

	Plant and equipment
	£632,730.00 
	

	Stock at 31st December 2020
	330600
	

	Debtors
	170125
	

	Cash and bank
	12900
	

	Account receivable
	980
	

	
	
	 £    1,147,335.00 

	Uncertain account
	
	2020

	Total Asset
	
	1149355

	
	
	

	Liabilities and Equities
	
	

	£1 ordinary shares
	310000
	

	10% £1 preference shares
	300000
	

	4% Debentures
	100000
	

	Net Income
	183000
	

	Total Equity
	
	893000

	Trade creditors
	171355
	

	Retained profits at 1st January 2020
	132000
	

	Ordinary dividend paid
	-20000
	

	Preference dividend paid
	-30000
	

	Commission payable
	3000
	

	Total liabilities
	
	256355

	
	
	

	
	
	

	Total liabilities and equity
	
	1149355




[bookmark: _Toc77347929]b) Why does the statement of financial position balance
In the financial statement, assets and liabilities are listed accordingly and both sides are to be equal to be e correct in answering.  Assets and celebrities equal to each other mail leave for one reason that is the principle of double-entry (Habib et al., 2020). In accounting when a transaction is recorded it generally consists of two parts.  one goes for debit and the other for credit (Robinson, 2020).  The universal accounting equation is A= L+ E which means the amount of asset will be equal to laboratory and owners’ equity.  In every transaction, every payment is made to gain something with also indicate that getting something causes cost.  for this reason, whenever any asset is acquired the same amount of expense occurs (Dhole et al., 2021). It is not only the financial statement but also the income statement, cash flow statement and all other accounting-related statements that reflect the same. Even if the earning or payment is not instant, they are also recorded as accrued income or expense. According to Habib et al. (2020), all that accounting principles lead to is the occurrence of the transaction.  It may be in cash or accrued but denotes income or expense.  in a financial statement whenever any asset is acquired the same amount of owner's equity is increased. Another very important issue in this financial statement is that no organisation can invest or purchase or spend more than its ability. According to Dharmapala (2020), organisations neither can borrow money incessantly nor lend money unconsciously. If an asset is acquired then the quantity or amount of asset increased generally.  The asset is acquired through cash or on credit.  So here we can see that at the time of increasing and asset, the amount of liability is increasing in case of credit purchase or the amount of owner's equity is increasing in case of cash purchase.  All the other transactions or entries in financial statements follow this rule with is made by Generally Accepted Accounting Principles (GAAP). For all these reasons both sides of financial statements are always equal.
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a) [bookmark: _Toc77347931]Ratio Analysis
	
	Pre-Calculation
	2020
	
	2019
	

	
	
	Amount £
	Total Amount £
	Amount £
	Total Amount £

	
	retained earning
	1462
	
	1299
	

	
	share capital
	256
	
	200
	

	
	share premium
	1071
	
	1071
	

	
	Total equity
	
	2789
	
	2570

	
	Average assets
	(9736+10087)/2
	9911.5
	
	

	
	Average Inventory
	(708+659)/2
	683.5
	
	

	

	Name
	Formulas
	2020
	2020
	2019
	2019

	
	
	Calculation
	Ratio
	Calculation
	Ratio

	Return on capital
	Net operating income/Capital employed
	805/ (50*5.12)
	3.14453125
	699/200
	3.495

	Return on Earning
	Net Income/Total equity
	431/2789
	0.154535676
	366/2570
	0.142412

	Earnings Per Share
	Net Income-Preferred Dividends/Average outstanding common
	431/256
	1.68359375
	366/200
	1.83

	Net Profit Margin
	Net Profit/Total revenue
	431/6738
	6.396556842
	366/6441
	5.682347

	Inventory Coverage Ratio
	(Working Capital Short Term Liabilities)/ inventories
	(256+2511)/708
	3.90819209
	(200+3046)/656
	4.948171

	Asset Turnover
	Total Sales/ (Beginning Assets Ending Assets)/2
	6738/9911.5
	0.679816375
	6441/10087
	0.638545

	Debtor Collection Period
	(Debts/sales) *365
	(1249/6734) *365
	67.6989902
	(1287/6441) *365
	72.932

	Current ratio
	Current Assets/Current Liabilities
	2303/2511
	0.917164476
	2355/3046
	0.773145

	Gearing Ratio
	Long term debt Short Term Debt/Equity
	(1249/2833)
	0.440875397
	1287/2570
	0.500778

	Stock holding Days
	Average Inventory/(Cost of sales/No. of Days)
	683.5/(3235/365)
	77.11823802
	659/(3096/365)
	77.69218






b) [bookmark: _Toc77347932]Commenting on the financial performance and position of Chocco plc
Return on capital employed (ROCE) ratio means how efficiently capital is used to make a profit. The return on Equity (ROE) ratio reflects how an organisation is generating profit using its shareholders' equity. This ratio must be higher than 1. If the ratio is less than1, it denotes profit is not been generated accordingly (Baroth et al., (2021). The earnings per share (EPS) ratio indicates the prophet wheat is grown from outstanding shares at the end of the fiscal year. The more the EPS ratio is, the better for the organisation. Net profit margin indicates how much profit or income is gained from sales (Blancard et al., 2020). Asset turnover denotes that how efficiently the organisation is using its assets to generate profit. 10% profit margin denotes that $1 generate   $0.10 profit. Stock holding days tell that how frequently the stock is sold to its shareholder. The fewer the days, the better for the organisation. Debtors’ collection period means the estimated time of collecting all account receivables. The fewer days means that it can be collected as soon as possible and more days do not that there will be more costly and the organisation will be out of money and the chances of default receivable amount are also higher (Khasanah & Suryarini, 2020).  The current ratio is calculated to measure the liquidity of short-term debt by using organisations' assets. The gearing ratio depicts the influence of long- and short-term debt on equity.  The higher the ratio, the more chances to occur default depts that means these receivables cannot be received. It mainly hinders the organisations’ growth. The gearing ratio should be more than 4 otherwise the organisation has to show extra guarantees of mortgages (Al-Natsheh & Al-Okdeh, 2020). The inventory coverage Ratio mainly reflects that the company has the ability financially to produce more stock or shares for customers or shareholders. This ratio should be higher than 1. If the ratio is less than 1, it creates an adverse position for the organisation. It may create the possibility of bankruptcy for the company in near future (Sukandani et al., 2021).
 ROCE ratios are almost the same both in 2019 and 2020. In 2020 the ratio is decreased a little bit which means that capital is not widely used to increase equity. ROE ratios of both years are different. In 2020 the ratio increased 14% to 15%. The organisation is being more efficient in making a profit. EPS Ratios are also different in both years.  It got reduced in 2020 by standing 1.68 in 2020 which was 1.83 in 2019. Inventory coverage ratios are in optimal positions in both years. It got reduced in 2020 from 4.94 to 3.90. As higher than one reflects better condition for the organisation so the organisation is doing very well in this segment. The asset turnover ratio increased in 2020 from 2019.  It means that the organisation is doing well in sales revenue gradually. The collection period has also decreased in 2028 it was around 67 days where it was 72 days in 2019.  The organisation is collecting debts frequently. The current ratio has also increased from 2019 to 2020.  it means that the organisation is becoming more capable of liquidating its asset to meet its liability. Gearing ratio decrease in 2020 by reaching 44% which was 50% in 2019. Both the ratios are more than 4 which means they are optimal. The organization has improved in this section too. Stock Holding days remain almost the same that means stocks are not being sold accordingly.
The overall scenario of ratio analysis denotes that the organization is not doing efficiently in many operations. Various vulnerabilities are being found. Though any severe damage has not occurred, it is highly recommended to increase efficiency.
[bookmark: _Toc77347933]Conclusion
The purpose and necessity of financial statements and ratio analysis can easily be perceived through the above discussion. Profit-loss statement gives the description that how the organisation is doing it creating profit day-to-day activities. It also ensures that whether the organisation is expanding more than earning or not.  It can easily be understood why both the side of the financial position statement always balance and how it helps the organisation to access its assets and liability and equity.  The importance of ratio analysis has also been reflected here and the current positions in various segments can easily be gained through this process.  It helps the organisation to analyse the present condition in its operation which is not that complex or costly. 















[bookmark: _Toc77347934]References
Al-Natsheh, N., & Al-Okdeh, S. (2020). The impact of creative accounting methods on earnings per share. Management Science Letters, 10(4), 831-840.
Baroth, J., Briffaut, M., Vu, D., Malecot, Y., & Daudeville, L. (2021). Prediction of perforation into concrete accounting for saturation ratio influence at high confinement. International Journal of Impact Engineering, 103923.
Blancard, S., Boussemart, J. P., & Debruyne, M. (2020). Assessing managerial performance using non-parametric distance functions compared to technical and accounting ratio analysis: an application to French farms in Nord-Pas-de-Calais specialized in field crops.
Dharmapala, D. (2020). The tax elasticity of financial statement income: Implications for current reform proposals. National Tax Journal, 73(4), 1047-1064.
Dhole, S., Liu, L., Lobo, G. J., & Mishra, S. (2021). Economic policy uncertainty and financial statement comparability. Journal of Accounting and Public Policy, 40(1), 106800.
Habib, A., Hasan, M. M., & Al‐Hadi, A. (2020). Financial statement comparability and Idiosyncratic return volatility. International Review of Finance, 20(2), 383-413.
Habib, A., Hasan, M. M., Mollah, S., & Molyneux, P. (2020). Financial statement comparability, earnings smoothing and loan-loss provisioning in banking. Earnings Smoothing and Loan-Loss Provisioning in Banking (June 9, 2020).
Khasanah, U., & Suryarini, T. (2020). The Role of Prudence in Moderating the Effect of Bonus Mechanism, Intangible Assets, and Inventory Intensity Ratio on Transfer Pricing. Journal of Accounting and Strategic Finance, 3(2), 154-168.
Robinson, T. R. (2020). International financial statement analysis. John Wiley & Sons.
Sukandani, Y., Istikhoroh, S., & Widodo, U. P. W. (2021). THE ROLE OF ACCOUNTING CONSERVATISM AS A MODERATE OF DEBT RATIO EFFECT ON FINANCIAL DISTRESS. International Journal of Economics, Business and Accounting Research (IJEBAR), 5(2).
