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Introduction:

In this assessment, I will explore the primary users of financial statements and their requirements. It demonstrates the fundamental ideas underpinning financial statements in the two scenarios below. It recognizes the measuring issues that arise in financial accounting. I recognize the relevance of accounting policy decisions. The goal is to interpret simple financial statements using a collection of tools.





















Question 1a
	Kedison PLC
	 

	INCOME STATEMENT FOR THE YEAR ENDED 31st December 2020
	 

	 
	 

	 
	£

	Revenue 
	827,630

	Cost of sales
	 (578,650) 

	Gross profit
	248,980

	Other income
	 X 

	Distribution costs
	-31000

	Administration expenses
	-42900

	Operating profit
	175,080

	Finance costs (Debentures Interest Payable)
	11000

	Profit before tax
	164080

	Taxation
	-68,000

	Profit for the period
	96080

	 
	 

	 
	 

	 
	 

	Workings:
	 

	Revenue 
	826,650+980

	Cost of sales
	 (578,650) 

	Gross profit
	248980

	Other income
	 X 

	Distribution costs
	(3000+28000)

	Administration expenses
	(30,000+12900)

	Operating profit
	X

	Finance costs (Debentures Interest Payable)
	(4%x100000+2000+5000)

	Profit before tax
	X

	Taxation
	-68,000

	Profit for the period
	 X 

	 
	 





	Kedison PLC STATEMENT OF FINANCIAL POSITION AS AT 31st December 2020
	 
	 

	 
	 
	 

	 
	£
	£

	ASSETS
	 
	 

	Non current assets
	 
	 

	Property, plant & equipment
	632,730
	 

	Intangible assets
	 X 
	 

	 
	 
	632,730

	Current assets
	 
	 

	Inventories
	330,600
	 

	Trade and other receivables
	171,105
	 

	Cash and cash equivalents
	12,900
	 

	 
	 
	514,605

	Total assets
	 
	1,147,335

	 
	 
	 

	LIABILITIES
	 
	 

	Current liabilities
	 
	 

	Trade and other payables
	232,355
	 

	Short term borrowings
	7,000
	 

	Current tax payable
	68,000
	 

	 
	307,355
	 

	Net Current Liabilities
	 
	307,355

	 
	 
	 

	Non-current liabilities
	 
	 

	Long term borrowings
	130,000
	 

	Long term provisions
	4,000
	 

	 
	 
	134,000

	Total liabilities
	 
	441,355

	 
	 
	 

	Net assets
	 
	207,250

	 
	 
	 

	Total assets less liabilities
	 
	705,980

	 
	 
	 

	EQUITY
	 
	 

	Share capital
	 
	310,000

	Share premium
	 
	300,000

	Other reserves
	 
	 

	Retained earnings
	 
	178,080

	Total equity
	 
	788,080

	 
	 
	 

	Total Equity +Liabilities
	 
	1,229,435

	 
	 
	 

	 
	 
	 

	 
	 
	 

	Workings
	 
	-82,100

	 
	 
	 

	W1) Retained profits
	 
	178080

	 
	 
	 

	Retained profits at 1st Jan 2020
	132000
	 

	Bank cash
	 
	 

	Profit for year
	96080
	 

	Dividends paid 20000+30000
	-50000
	 

	 
	 
	 

	Trade and other payables 171,355+ 3000+28000+30000
	232355
	 

	 
	 
	 

	Trade and other receivables 170,125+ Accrual 980
	171105
	 

	 
	 
	 

	Short term borrowings 2000+5000
	7000
	 

	 
	 
	 















Question 1b
[bookmark: _Hlk78195848]
Why does the statement of financial position balance? According to: Sangster; Lewis, Wood (2018; p25) You might wish to know how much an account is worth after you've completed certain transactions. For instance, how much money a debtor owes you or how much money you owe someone else. This is accomplished by computing the difference between the totals of the debits and the totals of the credits recorded in that account.
What is the Statement of Financial Position? The double entry bookkeeping system adheres to the accounting equation's requirements, in which every transaction impacts two items. The total of all items recorded on the debit side of the accounts should match the total of all things recorded on the credit side of the accounts. T-accounts must be balanced at various points during the year in order to see what is going on with a certain account. (Article, 2021) Statement of financial position definition)
According to:  Atrill; McLaney; (2016,2017; p 48)
Assets – liabilities = Equity
The balance sheet is also known as the financial status statement. As of the report date, the statement outlines an organization's assets, liabilities, and equity. The information on the statement of financial position can be used to do various financial analyses, such as comparing debt to equity or current assets to current liabilities. It is one of the monetary statements. The structure of the statement of financial status is determined by the basic accounting equation, which states:
Assets = Liabilities + Equity
The statement of financial position is most often provided when a company has a double entry accounting system, because this method allows for continuous changes to accounting for assets, liabilities, and equity If an entity instead uses a single-entry accounting system, there is no easy method to generate the statement, which is frequently created manually.
[bookmark: _Hlk78196459][bookmark: _Hlk78196638]Furthermore, when the statement is created utilizing the basic accounting rules set by the accounting frameworks, such as generally accepted accounting principles or international financial reporting standards, it gives more relevant information.
According to Sangster, Lewis, and Wood (2018; p23) Understanding double entry accounting requires an understanding of the concepts 'debit' and 'credit.' You debit one account and credit another when you record a transaction. The amount deducted from the first account is always equal to the amount credited to the order account. This is why this form of bookkeeping is referred to as "double entry."' These ensure that you enter the proper information every time. Now that you understand what an account is, what the terms "debit" and "credit" imply, and the principles to follow, let's look at what occurs when we record the parts of a transaction. If you keep these ideas in mind, you will always know which accounts to debit and which accounts to credit. Debit always equals Credit.
[bookmark: _Hlk78198270]As stated by McLaney (2016; p171) IAS This financial statement's structure (or layout) is not specified, but it does establish the minimum information that must be displayed on the face of the statement of financial situation.
When it is critical to understand the financial health of the firm, more information should be given. The standard requires a distinction between current assets and non-current assets, as well as current liabilities and non-current liabilities, in the statement of financial condition. However, the standard recognizes that for certain types of companies, such as financial institutions, it may be more appropriate to organize products depending on their liquidity (that is, their proximity to the liquid).
Some of the assets and claims described above may need to be sub-classified in order to meet certain criteria or due to their size and nature. Thus, sub-categories including assets such as property, plant, and equipment, as well as trade receivables and inventories, as well as claims such as provisions and reserves, are required. Certain share capital information must also be given, such as the number of issued shares and their nominal value. However, in order to prevent cluttering up the financial status statement, this additional information has been removed.
McLaney (2016; p36) earlier noticed that This statement illustrates the form in which a company's money is held as well as the quantity of wealth stored in each form. To be more precise regarding the nature of this statement, we may say that it lists a company's assets on one hand and its obligations on the other.
[bookmark: _Hlk78197746]According to: Atrill; McLaney; (2016,2017; p 43) The accounting equation may now be expanded as follows as a result of what we've just seen:
Equity = Assets (at the conclusion of the period) (amount at the start of period)
+ Period profit (or loss)
+Liabilities (at the end of the period)
The quantity of equity, like all other items in the statement of financial positions, is cumulative. This means that any earnings that the owner(s) do not take out as dividends stays in the business. Earnings that are kept (or ploughed back) have the effect of increasing the company.
Assets and claims are typically organized into categories on the statement of financial status. This is to assist users, as a random listing of these goods could be misleading. Current and non-current assets are the two types of asset.



Question 2a
[image: ]

	Ratio Analysis Chocco plc
	2020
	2019
	Analysis

	Investment Ratios
	 
	 
	 

	1- ROCE Return on capital employed
	11.14%
	9.93%
	For every £100 you have invested in the company, you will get £11.14 in 2020 and £9.93 in 2019 in return. There is a slight increase in the return on capital employed. A lower ROCE number suggests a lower level of profitability. A greater ROCE suggests that money is being used more efficiently.

	 
	 
	 
	 

	 
	 
	 
	 

	2- ROE Return on equity
	13.96%
	12.57%
	For every £100 invested by investors/shareholders, the firm will return £13 in 2020 and £12 in 2019. The somewhat higher figures are typically positive, indicating that the firm is efficient in generating returns on new investment.

	 
	 
	 
	 

	 
	 
	 
	 

	3- Earnings per share
	0.71
	0.61
	For every ordinary share held in the company, it earns £0.71 in 2020 and £0.61 in 2019 of net profit. EPS is an indication of a steady, somewhat increased earnings, a good financial position, and thus a trustworthy firm in which to invest.

	 
	 
	 
	 

	 
	 
	 
	 

	PROFITABILITY RATIO
	 
	 
	 

	4- Net profit margin
	11.95%
	10.85%
	This ratio assists a firm in determining how much net profit is generated from sales revenue. This means that Chocco PLC will earn £11.95 in 2020 and £10.85 in 2019 on every £100 sales. This is a consistent low rise. The larger the net profit margin, the better the company's ability to convert revenues into profit.

	 
	 
	 
	 

	 
	 
	 
	 

	EFFICIENCY RATIOS
	 
	 
	 

	5- Asset turnover
	0.93
	0.91
	The asset turnover ratio compares a company's sales to its assets. It is an efficiency ratio that indicates how well the firm uses its assets to produce income. If a firm can create more sales with less assets, it has a higher turnover ratio, which indicates that the company is good since its assets are being used efficiently. Choco Plc's lower turnover percentage indicates that the tells that the company is not using its assets optimally. 

	 
	 
	 
	 

	 
	 
	 
	 

	6- Stock holding days
	80 days
	78 days
	The inventory holding period is the average number of days that a company keeps goods before selling it. Holding inventory for longer lengths of time than necessary may suggest that the company is tying up money in goods that isn't necessary. Choco plc keep the inventory slightly more than two months before turning it into sales. This is long period as the inventory is perishables goods, but most of the sales are from exports, goods are manufactured in UK. That causes the delay and high amount of stock holding days.

	 
	 
	 
	 

	 
	 
	 
	 

	7- Debtors collection period
	68 days
	73 days
	The ratio is used to calculate the average number of days it takes a company to collect its trade receivables after making a transaction. It is an activity ratio that provides data on the effectiveness of sales gathering operations. We need to compare this ratio with creditors payment period to see if we are managing our debt efficiently. The export of goods may be causing the delay in dept collection from foreign customers. However a lower value of debtors collection period is always favourable than a higher value but company also need to think about attracting more customers by giving reasonable credit facilities.

	 
	 
	 
	 

	 
	 
	 
	 

	LIQUIDITY RATIO
	 
	 
	 

	8- Current ratio
	0.92
	0.77
	It assesses a company's capacity to meet short-term obligations (current liabilities). A current ratio of one or greater indicates that current assets exceed current liabilities and that the firm should not have a liquidity problem. Choco plc's current ratio situation is not good, with 0.9 available current assets to pay for 1 current liability, but it is better than the previous year.

	 
	 
	 
	 

	 
	 
	 
	 

	FINANCING RATIOS
	 
	 
	 

	9- Gearing ratio
	57.26%
	58.57%
	Gearing is a measure of an entity's financial leverage that shows how much of a firm's operations are supported by owner money vs external funding. A greater gearing ratio implies that a firm has a higher degree of debt and is more vulnerable to economic downturns. Typically, the threshold is set at 50%. Chocco plc reports that 57 percent of its funds come from outside sources.

	 
	 
	 
	 

	 
	 
	 
	 

	10 - Inventory cover
	4.57
	4.7
	This ratio measures the firm's ability of creating the stock reserves.

	 
	 
	 
	 

	 
	 
	 
	 

	11- Interest cover
	3.56
	3.86
	It is a measure of a company's ability to satisfy its interest-payment obligations. This implies Chocco plc can cover its interest payments more than three times over. A negative interest coverage ratio implies that a firm is unable to fulfill its interest commitments. The interest coverage ratio is particularly important to lenders and bondholders because it serves as a margin of safety.

	 
	 
	 
	 







Question 2b
Q2 Ratio analysis:
Consistent with Sangster; Lewis, Wood (2018; p638) A wide range of stakeholders are interested in financial statement analysis, including shareholders, lenders, customers, suppliers, workers, the government, agencies, and rivals. Nonetheless, kids will be interested in a variety of topics in a variety of ways. As a result, there is no exhaustive list of subjects for investigation that would benefit all of these stakeholder groups. Nonetheless, it is feasible to create a sequence of ratios that, when combined, will give all of them with something important and from which entity. It dispels some of the mystery around financial statements and makes it simpler to identify topics worth further investigation. Can investigate it. If required, continue. A ratio analysis is the first stage in determining a company's financial worth. Nonetheless, it is feasible to create a sequence of ratios that, when combined, will give all of them with something important and from which entity. It dispels some of the mystery around financial statements and makes it simpler to identify topics worth further investigation. can lookinto it if required. A ratio analysis is the initial stage in the process.
According to Atrill; McLaney; (2016,2017; p 196) Financial ratios are a quick and relatively straightforward way to measure a company's financial health. A ratio is merely a relationship between one figure in the financial statements and another figure in the financial statements (for example, operational profit and sales revenue) or possibly to a business resource (for example, operating profit per employee).
When evaluating the financial health of different organizations, ratios can be extremely useful. There may be differences in the size of operations between businesses. As a result, a direct comparison of, say, each company's operating profit may be inaccurate. The difficulty of scale is solved by quantifying operating profit in terms of another metric (for example, capital employed). These ratios can be compared directly, although comparing absolute operating profit data may be less useful. When comparing the performance of the same firm from one period to the next, the necessity to reduce scale disparities using ratios can also apply. ( Atrill; McLaney; (2016)
It is often easy to draw up a revealing picture of a business's status and performance by computing a small number of ratios. As a result, it's no surprise that folks interested in firms and their performance employ ratios frequently. Although ratios are simple to calculate, they can be complex to interpret.
Ratios, rather than offering solutions, let us decide which questions to ask. They can highlight a company's financial strengths and shortcomings; However, they are unable to explain why certain strengths and shortcomings exist or why particular changes have occurred. They serve as a starting point for further study. Only a thorough examination will uncover the true causes.
Ratios can be represented in several ways, such as a percentage or a proportion. The way a certain ratio is provided will be decided by the needs of those who will use the information. Although numerous ratios can be generated, only a few are likely to be relevant to a given user depending on essential relationships. Many of the ratios that may be calculated from financial statements.
There is no widely agreed-upon list of ratios that may be applied to financial statements, nor is there a standard method for computing many ratios. Variations in the choice of ratios and their computation will occur in practice; hence, consistency in the way rations are computed for comparison purposes is crucial.
To anticipate the future, financial measures based on current or previous performance are commonly utilized. Normally, the analyst's judgment and opinion are used to choose ratios and interpret results; but Attempts have been undertaken in recent years to create a more scientific and systematic approach to the use of ratios for prediction purposes. Ratios' potential to anticipate a company's financial demise has piqued the curiosity of researchers. Atrill; McLaney; (2016,2017; p 235)
We define financial failure as a firm that is forced out of business or suffers substantial financial consequences as a result of its inability to meet its financial obligations. It is also known as "going bankrupt" or "going bust." This is, of course, a source of concern for everyone associated with the company.
[bookmark: _Hlk78222650]Ratio analysis is not without limits. Although ratios are a quick and effective way to assess a company's status and performance, they are not without drawbacks and limits. Financial statement quality. Remember that ratios are based on financial statements. As a result, the quality of the underlying claims influences the ratio analysis results. Ratios will inherit the restrictions of the financial statements they are based on. As a result, the conclusion of ratio analysis is dependent on the truthfulness of the underlying statements. Ratios will be subject to the restrictions imposed by the financial statements upon which they are based. Internally promoted. This implies that, while these resources may be valuable, important ratios such as ROSF, ROCE, and the gearing ratio will fail to recognize their presence. (Atrill; McLaney; (2016,2017; p 235)



















Conclusion:

The need for ratio analysis and accurate financial statements is imperative for running a business. Without ratios, financial statements would be virtually meaningless to all but the most knowledgeable readers. Financial statements may be evaluated and productively applied using ratios to meet the demands of the reader. According to: Sangster; Lewis, Wood (2018; p636)
Assume you want to discover which firm makes the most profit. Simply checking and deciding which company makes the most profit. It is nearly hard to examine these data and determine which performance was the greatest and which was the worst. We need standard metric to offer the same base of comparison to each firm. (Sangster; Lewis, Wood (2018; p637)
When a firm uses a double entry accounting system, the statement of financial position is most given since this technique allows for continual adjustments to asset, liability, and equity accounts. If an entity instead uses a single-entry accounting system, there is no easy method to generate the statement, which is frequently created manually. Although ratios provide a rapid and effective means of analysing a company's situation and performance, they are not without flaws and limitations. Quality of financial statements. Always keep in mind that ratios are based on financial statements. As a result, the quality of the underlying assertions has an impact on the ratio analysis fin
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Ratio Analysis Chocco plc

Formula  2020

2020

2019

2019

Investment Ratios

Workings Workings

1- ROCE Return on capital 

employed Profit before interest x 100%  805/

11.14%

699

9.93%

Assets employed

9736- 

2,511=7225 

10087-

3,046=7041

2- ROE Return on equity Earnings         x 100% 431

13.96%

366

12.57%

Ordinary share capital and 

reserves 3088 2912

3- Earnings per share Earnings 431

0.71

366

0.61

Number of ordinary shares 600 600

PROFITABILITY RATIO

4- Net profit margin Net profit x 100% 805

11.95%

699

10.85%

Sales 6,738 6,441

EFFICIENCY RATIOS

5- Asset turnover Turnover 6738

0.93

6441

0.91

Assets employed

9736- 

2,511=7225 

10087-

3,046=7041

6- Stock holding days Inventory x 365 708

80 

days

659

78 days

Cost of sales 3,235 3,096

7- Debtors collection period Trade receivables x 365 1,249

68 

days

1,287

73 days

Credit sales 6,738 6,441

LIQUIDITY RATIO

8- Current ratio Current assets 2,303

0.92

2,355

0.77

Current liabilities 2,511 3,046

FINANCING RATIOS

9- Gearing ratio Debt               x 100% 4,137

57.26%

4,129

58.57%

Debt + equity

4137+3,088=72

25

4129+2,912=70

41

10 - Invertory cover Cost of sales 3235/708

4.57

3096/659

4.7

Inventory

11- Interest cover Profit before interest 805

3.56

699

3.86

Interest charges 226 181


