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[bookmark: _Toc78204063]Introduction
Accounting fundamentals are generally observed to be covering all the significant bases, that is, from writing the checks to the preparation of the income statement as well as closing the accounts after the end of every fiscal year within the business. Applying appropriate accounting fundamentals is essential for a business since it plays a significant role towards running the business, thus helping to keep an appropriate track regarding the expenses and income of the business, ensuring the statutory compliance of the standards along with providing the management, government and the investors the quantitative financial information that shall be important to make decisions of the business (Monte‐Mor, et al., 2018). This report shall be focusing on understanding in what ways the accounting principles, such as a statement of profit and loss and financial position is created to understand the financial aspects of the company as well as to get the knowledge of why the balance sheet always balances at the end. This report shall also be providing a detailed ratio analysis of an organisation to understand the position of the business financially and in the market of its operation.
[bookmark: _Toc78204064]Question 1
a. [bookmark: _Toc78204065]Prepare a Profit and Loss statement for the year ended on 31st December 2020 for Kedison Plc and a statement of financial position as at that data.
The following is the profit and loss statement for Kedison Plc.
	Profit and Loss Statement

	Kedison Plc.

	For the Year Ended on 31st December 2020

	Particulars
	Amount (£)
	Amount (£)

	Revenue
	
	826650

	Less: Cost of Sales
	
	578650

	Gross Profit
	
	248000

	Operating Expenses -
	
	

	Ordinary Dividend
	20000
	

	Preference Dividend
	30000
	

	Administrative Expense
	30000
	

	Director's Remuneration
	5000
	

	Distribution cost
	28000
	

	Commission
	3000
	

	Total Operating Expense
	
	116000

	Operating Income
	
	132000

	Non-Operating Income -
	
	

	Goods
	982
	

	Interest Expense
	-2000
	

	Total Non-Operating Income
	
	-1018

	
	
	

	Net Income
	
	130982

	
	
	


Source:  Author
Following is the statement for the financial position of the business.
	Statement of Financial Position

	Kedison Plc.

	For the Year Ended on 31st December 2020

	Particulars
	Amount (£)
	Amount (£)

	Assets
	
	

	Current Assets -
	
	

	Cash and Cash Equivalents
	12900
	

	Accounts Receivables
	170125
	

	Inventories
	330600
	

	Total Current Assets
	
	513625

	Non-Current Assets -
	
	

	Plant and Equipment
	632730
	

	Total Non - Current Assets
	
	632730

	
	
	

	Total Assets
	
	1146355

	
	
	

	Liabilities and Shareholder's Equity
	
	

	Current Liabilities -
	
	

	Accounts Payable
	173373
	

	Total Current Liabilities
	
	173373

	Non - Current Liabilities -
	
	

	Long Term Borrowings (Debentures)
	100000
	

	Total Non - Current Liabilities
	
	100000

	Shareholders Equity -
	
	

	Ordinary Shares
	310000
	

	Preference Shares
	300000
	

	Retained Earnings
	132000
	

	Profit at the end of 31st December 2020
	130982
	

	Total Shareholder's Equity
	
	872982

	
	
	

	Total Liabilities and Shareholders' Equity
	
	1146355

	
	
	


Source: Author
b. [bookmark: _Toc78204066]Why does the statement of financial position balance?
One of the major reasons associated with the balance sheet balancing at the end of the calculations is that the accounting principle for the double-entry system is applied to the calculation and completion of the balance sheet. The accounting system aims at recording all the necessary details in at least two different accounts and thus also tends to act as the check which makes sure that all the entries remain consistent with the information received. The statement of financial position tends to balance the assets, equity and liabilities of the organisation for a certain time period. With respect to the above stated financial position statement, it is observed that the company is able to earn a significant amount of profit when appropriate calculations related to incomes and expenses are done with the help of profit and loss statements and that information of profit earning has been applied within the financial position analysis of Kedison Plc. The company has a certain understanding and application of ordinary shares and preference shares as well as debentures which are required to be calculated and placed in a significant manner so that both the sides balance off appropriately. The amount related to corporate tax has not been used in this case since corporate tax tends to be such an amount that is generally considered and applied after the completion of the profit and loss statement as well as the financial position statement. Since the amount for the corporate tax could have hampered the balancing of the financial position, thus have been excluded from the overall analysis. Also, the consideration of assets and liabilities generated within the business provided the aspect where the balancing of the statement became appropriate and secure for balancing both sides of the financial statement or balance sheet.
Hence it can be said from the above calculations for the statement of profit and loss and financial position that all the components used for making the statements help in balancing the financial position at the end of the year making the business sustainable for future growth and continuance.



[bookmark: _Toc78204067]Question 2
a. [bookmark: _Toc78204068]Calculate the ratios for Chocco Plc. for 2020 and 2019, showing the formulas and workings.
1. 
	ROCE (Return on Capital Employed)

	
	2020 (£m)
	2019 (£m)

	ROCE = Earnings Before Interest and Tax (EBIT) / Capital Employed
	620 / 7225
	539 / 7041

	
	0.0858
	0.0766

	
	
	



	Notes:

	Capital Employed =
	Total Assets - Current Liabilities

	
	2020 (£m)
	2019 (£m)

	
	9736 - 2511
	10087 - 3046

	
	7225
	7041

	
	
	



2. 
	ROE (Return on Equity)

	
	2020 (£m)
	2019 (£m)

	ROE = Net Income / Shareholder's Equity
	431 / 3088
	366 / 2912

	
	0.1396
	0.1257

	
	
	



3. 
	Earnings Per Share (EPS)

	
	2020 (£m)
	2019 (£m)

	EPS = (Net Income - Preferred Dividends) / End of Period Common Share Outstanding
	(431 - 255) / 300
	(366 - 242) / 300

	
	0.59
	0.41

	
	
	



4. 
	Net Profit Margin

	
	2020 (£m)
	2019 (£m)

	Net Profit Margin = Net Profit / Sales
	(431 / 6738) *100
	(366 / 6441) * 100

	
	6.4%
	5.7%



5. 
	Asset Turnover Ratio

	
	2020 (£m)
	2019 (£m)

	Asset Turnover = Net Sales / Total Assets
	6738 / 9736
	6441 / 10087

	
	0.6921
	0.6385



6.
	Stock Holding Days

	
	2020 (£m)
	2019 (£m)

	Stock Holding Days = (Inventory / Cost of Sales) * 365 days
	(708 / 3235) * 365
	(659 / 3096) * 365

	
	79.88
	77.69

	
	80 days (approx)
	78 days (approx)

	
	
	



7.
	Debtors Collection Period

	
	2020 (£m)
	2019 (£m)

	Debtors Collection Period = (Accounts Receivable / Net Sales) * 365 days
	(1249 / 6738) * 365
	(1287 / 6441) * 365

	
	67.66
	72.93

	
	68 days (approx.)
	73 days (approx.)

	
	
	


8. 
	Current Ratio

	
	2020 (£m)
	2019 (£m)

	Current Ratio = Current Assets / Current Liabilities
	2303 / 2511
	2355 / 3046

	
	0.9172
	0.7731

	
	
	



9.
	Gearing Ratio

	
	2020 (£m)
	2019 (£m)

	Gearing Ratio = Total Debt / Total Equity
	6648 / 3088
	7175 / 2912

	
	2.153
	2.464

	
	
	



	Notes:

	Total Debts =
	Current Liabilities + Non - Current Liabilities

	
	2020
	2019

	
	2511 + 4137
	3046 + 4129

	
	6648
	7175



10. 
	Inverter Cover

	
	2020 (£m)
	2019 (£m)

	Inverter Cover = Earnings Before Interest and Taxes (EBIT) / Total Interest Expense on Company's Outstanding Debts
	620 / 226
	539 / 181

	
	2.74
	2.98

	
	
	


[bookmark: _Toc78204069]
b. Using the information in the financial statements and the ratio analysis you have calculated, comment on the financial performance and position of Chocco Plc.
The information related to the financial statement of Chocco Plc., the profit and loss statement and the financial position has provided the fact that the business is in a better position in the year 2020 when compared with that of 2019. From the profit and loss statement, it has been observed that in 2019, the revenue of the business was £6441 million but in 2020 it raised £6738 million. In the same way, the gross profit earning of the company for 2019 was £3345 million but in 2020 it was £3503, which is higher than the previous year. Also, the net profit for the year after all the expenses and income consideration is £366 million for 2019 and £431 million for 2020. Such figures and a comparison of the data for both years provide the notion that the financial position of Chocco Plc is better in 2020 than in 2019.
On the other hand, by considering the information received from the financial position statement or balance sheet, it is observed that the position related to assets was better in 2019, that is it resulted in an amount of £10087 but in 2020 it was lower and the amount was £9736. This shows that the assets position has declined within the company from its previous year, which can significantly disturb the company position in terms of its earnings in the future years. The liabilities as well as lower for 2019 than it is in 2020, that is, £2912 million and £3088 million respectively. Such difference and rise in the liabilities as well as in 2020 provide the notion that the financial position of Chocco Plc is not appropriate to achieve better growth and earning in the future days if necessary st6eps to lower the liabilities and make the assets of the business higher is not applied.
Considering the results achieved from the ratio analysis, it can be said that certain results are in favour of the business currently but some are not. The results of the Return on Capital Employed ratio analysis for 2019 is 0.0766 but for 2020 it is 0.0858. The good ROCE for a business is towards a higher percentage which results in a higher percentage towards the value of the business being returned as profit to the stockholders. In this case, the ROCE in 2020 provides a better chance at a higher return than it was in 2019. In the case of Return on Equity, it was observed that for 2020 the ROE is 0.1396 and for 2019 it is 0.1257. Generally, ROE within the range of 15-205 is considered good and thus ROE for 2020 is nearest to the good range which suggests the company is at a better return of an equity position in 2020 than in 2019.
The EPS of 2019 is 0.41 but for 2020 it is 0.59, suggesting that EPS fr 2020 is better than its previous year and provides better earning for every share to the stockholders of the company. The net profit margin for 2019 is 5.7% but it increased to 6.4% in 2020, suggesting that the net profit-earning capacity of the business improved and increased by a good rate in 2020. In terms of asset turnover ratio, the values for both the year are in a very similar range suggesting that the asset turnover has not been highly impacted in the business during the future years. Considering the calculator for stock holding days, in 2019, it was approximately 78 days but in 2020 it ceased to be approximately 80 days. Having higher stock holding days in 2020 suggests that the business is not being able to quickly turn their inventory within sales amount, suggesting the factor was better in 2019. Considering the debtor’s collection period, in 2020 it is approximately 68 days and in 2019 it is 73 days approximately. Having a lower period of debtor collection is generally considered to be favourable for the company, which suggests that the days for 2020 is favourable for the company. The current ratio can appropriately be said that it is better in 2020 than it was in 2019 since the ratio is higher in 2020m, suggesting good current circumstances in the company’s financial position. The gearing ratio for 2019 is 2464 but in 2020 it is 2.153, suggesting that in 2019 the ratio was better but in 2020 it has fallen down. Lastly, the inverter cover ratio showcases that in 2020 it is 2.74 but in 2019 it is 2.98, suggesting the position to be better in 2019 than 2020.
Hence from the above analysis, it can be appropriately said that the final position of the company in 2020 is better than 2019 but there are certain areas which are making the business remember to lose that are required to be corrected by applying proper accounting strategies and standards.
[bookmark: _Toc78204070]Conclusion
Hence it can be concluded from the above discussion that there are various factors that are necessary to be considered while performing the financial analysis of a company and such information helps in understanding whether the company shall be able to sustain its profit earning in the future days also or it will possess loss after a certain period if necessary, measures are not taken from the early period.
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