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[bookmark: _Toc77924746]Introduction
In this assignment, the importance of accounting is described. Accounting is often regarded as one of the most important parts of an organization. Based on accounting the development and enhancement of profit depend. To be more successful in a business an organization like Kedison PLC must give value to the fundamentals of accounting. Increasing opportunities in a business depend on the effective fundamental roles of an organization. 
[bookmark: _Toc77924747]Question 1
[bookmark: _Toc77924748]a. Projection of P&L and balance sheet
Profit and loss
P&L is the financial statement that helps to summarize the expenses, cost, and revenue of a business. The financial health of an organization can be measure by it. The management team of a business gets to know about the actual amount of income they earned from their business for making better decisions to improve their business (Persson and Fafatas, 2018, p.55). It shows the actual amount of profit or loss faced by a firm during its business.
                                   

 Income Statement for the year ended 31/12/2020

                                                                                                                                 £`000

Revenue (W1)                                                                                                         827630
Cost of sales (W2)                                                                                                  581650
Gross profit (W3)                                                                                                    245980
Other income                                                                                                               ---
Distribution costs                                                                                                     28000
Administration expenses                                                                                        30000
Operating profit(W4)                                                                                               187980
Finance costs                                                                                                             2000
Profit before tax(W5)                                                                                               185980
Taxation  (0+68000)                                                                                                 68000
Profit for the period(W6)                                                                                        117980



The above figure reflects the P&L statement of Kedison PLC on the date of 31st December 2020. The sales were made by the business £826650 and £980 amount was unrecorded in the books therefore; the actual revenue record in the business is £827630 (W1). The cost of sales was £578650 and £3000 communion was charged on sales, therefore, the actual cost of sales reflects £581650 (W2). After the deduction, the Gross profit of the business reflects £245980 (W3) respectively. The distribution cost paid by the business was £28000. The administrative cost paid by the business is £30000 respectively. Therefore after deducting these two expenses from the gross profit the operating profit of the business reflects £187980 (W4). The amount of interest paid by the business during this period is £2000. After deducting the interest expense the profit before tax amount reflects £185980 (W5). The tax amount paid by the form during this period was £68000 and after deducting it from the profit before tax amount the net profit of the business reflects £117980 (W6) respectively. 
Balance sheet
This is the most common and useful financial statement to evaluate the equity, liability, and assets of a business. The balance sheet gives a quick view of the cash available, assets and liability status, fund availability, and future growth of the business to the interest parties (Greenlaw et al. 2018, p.54). The amount of money a firm owns and owes from a business can be estimated by this. It provides the basic computing rate for evaluating the capital structure. 
[image: ]
Figure 2: balance sheet
(Source: self-prepared)
The figure reflects the balance sheet statement of Kedison PLC dated 31st December 2020.  Total noncurrent assets reflect in the business is £632730 and the total amount of current assets shows in the business is £513625 respectively. Total current liability reflects £171355 and non-current liability is nil. The total value of share capital reflects £723000 and total retained earnings reflects £252000 respectively. Therefore, the assets and liability side of the balance sheet shows an equal amount that is £1146355. 
[bookmark: _Toc77924749]b) Relevant reasons for balancing financial position:
To record all relevant spending of this organization and to denote the earning of an exact period the financial position is regarded. Related owns as well as owe of a business are reflected by financial position. As the financial position is mainly about the projection of business-related information, it is needed to balance. In terms of valuation for liability needs which are considered to be equal to the value of the assets, this is also important. Financial balance is mainly the important value of assets about liability (Osadchyet al. 2018, p. 45). To estimate the relevant strength of obligation regarding this organization this is significant. According to FRS 102, 105, in terms of estimating the total financial position of a company it is required to estimate financial position first. This is helpful in terms of reflecting appropriate structure. Besides that, the relevant principle of double-entry is also regarded as helpful in the process of determination of recording two different accounts. Within a book of enterprises, all related and relevant entries are recorded in two different accounts. 
[bookmark: _Toc77924750]Question 2
[bookmark: _Toc77924751]a. Ratio Analysis 
[Refer to appendix 2]
ROCE 
[image: ]
Figure 3: ROCE
(Source: Self-prepared)
Meaning
The profitability and profit-making ability of a business are measured with the ROCE ratio.
Changing values 
In 2019 the EBIT value shows £720m and in 2020 it increases to £846m. The value of capital employed in 2029 was £7225m and in 2020 it decreases to £7041m respectively.
Comparison 
Therefore, the changes in the values increase the ROCE ratio from 8 percent in 2019 to 9 percent in 2020 (W7).
Ways to improve 
Old equipment needs to be sold for reducing the capital employed and increasing the ratio.
ROE
[image: ]
Figure 4: ROE
(Source: Self-prepared)
Meaning 
The net income of the shareholder is calculated by the ROE ratio.
Changing values 
In 2019 equity value shows £300m and in 2020 it is also the same. The NP shows £366m in 2019 and in 2020 it increases to £431m.
Comparison 
The increasing NP value increases the ratio from 1.22 in 2019 to 1.44 percent in 2020 (W8). 
Ways to improve 
Chocco plc needs to increase their product price to improve this ratio.
EPS
[image: ]
Figure 5: EPS
(Source: Self-prepared)
Meaning 
The single amount of return the inventors get from their investment is called Earning per share.
Changing values 
In 2019, the value of NP was £366m and in 2020 it increases to £431m. The value of the outstanding share was £1071m in 2019 and 2020.  
Comparison 
Changing the value of NP increases the ratio from 34 percent in 2019 to 40 percent in 2020 (W9).
Ways to improve 
Buying back its own share will reduce the outstanding stock and improve the ratio.
NP Margin
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Figure 6: NP margin
(Source: Self-prepared)
Meaning 
The amount of net income a firm earns after paying its expenses and debts is called NP margin. 
Changing values 
In 2019, the value of NP was £366m and in 2020 it increases to £431m. The sales amount was £6441m in 2019 and increases to £6739m in 2020.
Comparison 
Increasing the values increase the NP margin ratio from 0.056 in 2019 to 0.063 percent in 2020 (W10).
Ways to improve 
Chocco plc needs to increase their sales to improve this ratio.
Assets turnover
[image: ]
Figure 7: Assets turnover
(Source: Self-prepared)
Meaning 
Average assets and the net amount of sales are measured by the assets turnover ratio.
Changing values 
In 2019, assets value was £10087m and in 2020 it decreases to £9736m. The sales value was £6441m in 2019 and in 2020 it increases to £6738m.
Comparison 
Increasing the value of sales increases the ratio from 64 percent in 2019 to 69 percent in 2020 (W11).
Ways to improve 
Chocco plc needs to increase their cash holding by increasing their leasing capacity to improve the ratio.
Stock holding period
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Figure 8: stock holding
(Source: Self-prepared)
Meaning 
Time difference between purchasing a selling a stock is called the stock holding period. 
Changing values 
In 2019, inventory value was £659m, and in 2020 it increases to £708m. The COGS in 2019 was £3096m and in 2020 it increases to £3235m.
Comparison 
Changes in the values increase the holding period from 77.69 in 2019 to 79.88 in 2020 (W12).
Ways to improve 
Demand forecasting needs to be done more accurately to improve this timing.
Debtor’s collection period
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Figure 9: collection period for debtors
(Source: Self-prepared)
Meaning 
The average time taken to collect money from customers is called the collection period for debtors.
Changing values 
In 2019 sales were £6441m and it increases £6738 in 2020. The value of the receivable amount was £1287m in 2019 and in decreases to £1249 in 220.
Comparison 
Increasing sales amount decreases the ratio from 72 days in 2019 to 67 days in 2020 (W13).
Ways to improve 
Chocco plc needs to implement receivable management to improve this timing.
Current ratio
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Figure 10: Current ratio
(Source: Self-prepared)
Meaning 
The liquidity position and short-term debt payable abilities can be determined by the CA ratio.
Changing values 
In 2019, CL value was £3046m and it decreases to £2511 in 2020. The value of CA was £2355m in 2019 and in 2020 it decreases to £2303m.
Comparison 
Decreases in both values increase the ratio from 77 percent in 2019 to 92 percent in 2020 (W14).
Ways to improve 
Old assets need to be sold by Chocco plc to improve the liquidity and the ratio.
Gearing ratio
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Figure 11: Gearing ratio
(Source: Self-prepared)
Meaning 
The financial leverage of a business can be determined by the gearing ratio.
Changing values 
In 2019, equity was £300m and it remains the same in 2020. The debt value was £242m and increase to £255m in 2020.
Comparison 
Increasing debt value increases the ratio from 81 percent in 2019 to 85 percent in 2020 (W15).
Ways to improve 
They need to buy back their ordinary shares to improve the ratio.
Inverter cover
[image: ]
Figure 12: Inventor cover ratio
(Source: Self-prepared)
Meaning 
Time difference between purchasing a selling a stock is called the stock holding period. 
Changing values 
In 2019, inventory value was £659m, and in 2020 it increases to £708m. The COGS in 2019 was £3096m and in 2020 it increases to £3235m.
Comparison 
Changes in the values increase the holding period from 77.69 in 2019 to 79.88 in 2020 (W16).
Ways to improve 
Demand forecasting needs to be done more accurately to improve this timing.
[bookmark: _Toc77924752]b) Commenting on the important financial statement and ratios:
In terms of identifying the financial health of Choco PLC, the analysis of ratios has been computed. As per the calculation the sales volume is seen to increase. It is considered a positive sign of business to the investors. As a comment, it can be said that the business of this company has various and enough capability for generating income from the volume of sales. As both the return from equity and return from the capital have increased during 2020, the investors will get advantages. A positive sign and trend are also seen in the current ratio. The indication can be regarded as a good ability to overcome liabilities regarding assets (Easton et al. 2018, p. 57). The company Choco PLC's business indicates a decrease in coverage ratio, which is a good sign also. In terms of enough profit, a lower ratio is also a positive sign. Besides, the reason for the decrease in the collection period can be mentioned as the increase in sales value. 
[bookmark: _Toc77924753]Conclusion
Based on the ratio analysis and its description it can be concluded that the company must evaluate its business process based on this analysis. The description of these ratios is very important to understand the financial performance of this organization. With the help of offering discounts in early payment, the companies can improve their collection period. In terms of credit policies, they also need to focus more. To enhance profit the management of the accounting department must be more effective and relevant. Financial, account-related activities can be regarded as an important part of every business.
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Workings (Income Statement)
Workings 1
Revenue =£826650
Goods not recorded =£980
Revenue = £826650 + £980=£827630
Workings 2
COGS= £578650
Sales commission = £3000
COGS = £578650+£3000=£581650
Workings 3
Gross profit= Revenue -COGS
=£827630-£581650
=£245980
Workings 4
Operating profit = (Gross profit - distribution cost- administrative cost)
=£245980-£28000-£30000
=£187980
Working 5
Profit before tax = Operating profit -interest paid
=£187980-£200
=£185980
Workings 6
Profit after tax = Profit before tax - Tax paid 
= £185980 - £68000
= £117980


[bookmark: _Toc77924757]Appendix 2 [Ratio analysis]
Workings 
Workings 7
ROCE = Profit before interest and tax/capital employed 
Ratio = £720m/£7225m =10 percent in 2019 and 12 percent in 2020.
Workings 8
ROE = Total equity / net profit 
=£300m/£366m
=1.22 percent in 2019 and 1.44 in 2020.
Workings 9
EPS = (net income -preference dividend)/ outstanding share
(£366m-nil)/£1071m
=34 percent in 2019 and 40 percent in 2020.
Workings 10
NP Margin =net profit / sales
=(£366/£6441)
=6 percent in 2019 and 6 percent in 2020.
Workings 11
Assets turnover = net sales / average total assets 
= £6441m/£10087m 
=64 percent in 2019 and 69 percent in 2020.
Workings 12
Stock holding days = inventories / COGS 
=£659M / £3096
=77.69 in 2019 and 79.88 in 2020.
Workings 13
Debtors collection period = accounts receivable / sales 
=£1287m / £6441m 
=72.93 days in 2019 and 67.66 days in 2020
Workings 14
Current ratio = current assets / current liabilities 
=£2355m / £3046m 
=77 percent in 2019 and 92 percent in 2020.
Workings 15
Gearing ratio = debt / equity 
=£242m / £300m
=81 percent in 2019 and 85 percent in 2020.
Workings 16
Inverter cover = inventories / COGS 
=£659M / £3096
=77.69 in 2019 and 79.88 in 2020.





















	



Ratio of CHOCCO PLC
	 
	 

	 
	 
	 
	 

	liquidity ratio 
	 
	2019(£m)
	2020 (£m)

	 
	 
	 
	 

	current assets 
	 
	2355
	2303

	current liability 
	 
	3046
	2511

	inventory 
	 
	659
	708

	sales 
	 
	6441
	6738

	 
	 
	
	

	current ratio 
	 
	2019£
	2020 £

	current assets 
	 
	2355
	2303

	current liability 
	 
	3046
	2511

	current assets/current liability
	 
	77%
	92%

	 
	 
	 
	 

	quick ratio
	 
	 
	 

	(current assets-inventory)/current liability
	 
	0.556795798
	0.635205098

	 
	
	 
	 

	Assets turnover ratio
	 
	2019(£m)
	2020 (£m)

	assets 
	 
	10087
	9736

	net sales 
	 
	6441
	6738

	 
	 
	 
	 

	Assets turnover ratio (net sales/ average total assets)
	 
	64%
	69%

	
	
	
	

	
	
	
	

	


















	
	
	

	PROFITIBILITY RATIO 
	 
	 
	 

	 
	 
	2019
	2020

	 
	 
	 
	 

	sales 
	 
	6441
	6738

	 
	 
	 
	 

	total equity
	 
	300
	300

	total assets 
	 
	10087
	9736

	net profit margin
	 
	2019(£m)
	2020 (£m)

	net profit 
	 
	366
	431

	sales 
	 
	6441
	6738

	net profit/sales 
	 
	6%
	6%

	ROE
	 
	2019(£m)
	2020 (£m)

	total equity
	 
	300
	300

	net profit 
	 
	366
	431

	net income/total equity
	 
	1.22
	1.44

	 
	 
	 
	 

	 
	 
	 
	 

	
	
	
	

	
	 
	 
	0

	 
	 
	 
	 

	Gearing ratio 
	 
	2019(£m)
	2020 (£m)

	debt
	 
	242
	255

	equity
	 
	300
	300

	 
	 
	 
	 

	ratio (debt/equity)
	 
	81%
	85%

	 
	 
	
	

	
	
	
	

	efficiency ratios
	 
	 
	 

	 
	 
	2019(£m)
	2020(£m)

	inventories 
	 
	659
	708

	COGS(PURCHASE)
	 
	3096
	3235

	sales
	 
	6441
	6738

	receivable 
	 
	1287
	1249

	
	
	
	

	




	
	
	

	
	
	
	

	debtors collection period 
	 
	2019(£m)
	2020 (£m)

	account receivable 
	 
	1287
	1249

	sales 
	 
	6441
	6738

	(receivable/sales)*365
	 
	72.93
	67.66

	
	
	
	

	Earning per share
	 
	2019(£m)
	2020 (£m)

	Preference divident
	 
	nil
	nil

	Net Income
	 
	366
	431

	Share Outstanding
	 
	1071
	1071

	EPS ratio [( Net income - Prefernce divident)/ outstanding share] 
	 
	34%
	40%

	
	
	
	

	invetor cover
	 
	2019(£m)
	2020 (£m)

	inventories 
	 
	659
	708

	COGS(PURCHASE)
	 
	3096
	3235

	 
	 
	 
	 

	(inventory/purchase)*365
	 
	77.69
	79.88

	
	
	
	

	ROCE ratio
	 
	2019(£m)
	2020 (£m)

	Profit before interest and tax
	 
	720
	846

	Capital employed
	 
	7225
	7041

	Ratio
	 
	10%
	12%
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Balance sheet of Kedison Plc

Assets Amount€
Non-currentassets

Property, plant, equipment 632730
Intangible assets nil

Current assets

Inventories. 330600
Trade receivables 170125
cash 12900
Total assets 1146355
Liabilities Amount€
Current liabiiity 171355
Non- current liability nil

Total liabilties

Equity

Share capital 710000
Share premium 13000
Otherreserves

Retained earnings (profit at start + net profit) 252000

Total Liabilities 1146355
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