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Introduction
The report covers the various perspective of accounting segment of a business organsiation. The report covers the financial statement and reason behinds the financial position statement balance. The report also covers the various ratios of business organisation and uses of those ratios to determine the financial position.
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Question 1
A) Profit and Loss Statement and Statement of Financial Position
Kedison Plc
Profit & Loss Statement
For the year ended, 31st December 2020
	Particulars
	Amount (UK Pounds)
	Amount (UK Pounds)

	Sales Revenue:
Sales 
(Add): Credit sales of December 

Net Sales
	
826,650
980

	



827,630

	Less: Costs of goods sold
	
	(578,650)

	Gross Profit
	
	248,980

	Less: Operating Expenses
Administrative expenses
Interest expenses
Directors’ remunerations
Distribution expenses
Salesmen commission 

Total operating expenses
Net income before Tax
	
30,000
2,000
5,000
28,000
3,000

	






(68,000)
180,980

	Less: tax expenses
	
	(68,000)

	Net Income After tax
	
	112,980







Kedison Plc
Statement of Retained Earnings
For the year ended, 31st December 2020
	Particulars
	
	Amount (UK Pounds)

	Retained profit in January, 2020
	
	132,000

	Add: Net Income
	
	112,980

	Less: Dividends
Ordinary stock dividend
Preferred stock dividend
	
20,000
30,000

	


(50,000)

	Retained Profit in December, 2020
	
	194,980





Kedison Plc
Statement of Financial Position
For the year ended, 31st December 2020
	Particulars
	Amount (UK Pounds)
	Amount (UK Pounds)
	Amount (UK Pounds)

	Equity and Liabilities
	
	
	

	Shareholder’s Equity:
Equity on December 
Retained earnings 
Total shareholder’s equity
	
	
330,600
194,980
	



525,580

	Liabilities:
Non-current Liabilities:
4% debentures
Current Liabilities:
Trade creditors
Due commission 
Tax payable
Total Liabilities
Total shareholder’s equity and liabilities
	


	

100,000

171,355
3,000
68,000
	






339,355
864,935

	Assets
	
	
	

	Fixed Assets:
Plant and equipment
	
	
632,730
	

	Current Assets:
Debtors
Add: Credit sales
Net Debtors
Cash and Bank
	
170,125
980

	


171,105
12,900
	

	Total Assets
	
	
	864,935


B) Reasons for Why the Statement of Financial Position Balances
Statement of financial position is also called the balance sheet which shows the financial health of an entity and it is provided to the outsiders so that they can get a clear picture of the financial performances of the company to take quick and effective decisions regarding the entity (Barnes and Warman, 2019). The decision-makers can get the actual and trendy data and information of several years that supports their decisions. The balances of the statement of financial position help the decision-makers to calculate the business risk, financial risk, liquidity risk, and debt risk, and some other issues like the profitability, solvency, efficiency, etc. so that they can find the business entity reliable (Ferranti, 2020). The balance sheet works with 2 sections the equity and liability section and the asset section where both the side should be balanced to meet up with the standard of double-entry system of accounting which implies that the equation should always be met that is “A = L + P” (Gilbert, 2018). The balance of both the section should be met to increase the credibility for the business entity that it is made of following the accounting principles and standards. If the balance of both sides does not match, there should be some problem or wrong transactions that happened in the balance sheet (Barnes and Warman, 2019).








Question 2
A) Calculating various financial ratios
1. ROCE of Chocco Plc.
Formula: EBIT (Earnings Before Interests and Tax paid)/ Total Assets – total current liabilities
EBIT for 2019 = Net profit + (interest paid + tax paid)
                        = 366 + (181 + 173) m UK pounds
                        = 720 m UK ponds
EBIT for 2020 = 431 + (226 + 189) m UK Pounds
                        = 846 m UK pounds
ROCE (2019) = 720/ (10,087 – 3,046) m UK Pounds
                        = 0.102
ROCE (2020) = 846/ (9,736 – 2,511) m UK pounds
                         = 0.117

2. ROE of Chocco Plc.
Formula: Net Income/ shareholder’s Equity
ROE (2019) = 366/ 2,912 m UK pounds
                     = 0.126
ROE (2020) = 431/ 3,088 m UK pounds
                    = 0.140
3. Earnings per share of Chocco Plc.
Formula: Net income/ weighted average outstanding shares of the company
Number of outstanding shares,
2019 = 300 m UK pounds/ 4 UK pounds
         = 75 million shares
2020 = 300 m UK pounds/ 5.12 UK pounds
          = 58,593,750 shares
EPS (2019) = 366/ 75 shares
                    = 4.88
EPS (2020) = 431,000,000/ 58,593,750 shares
                  = 7.36
4. Net Profit Margin of Chocco Plc.
Formula: (Net Profit/ Net sales) * 100
NPM (2019) = (366/ 6,441) * 100
                      = 5.6%
NPM (2020) = (431/ 6,738) * 100
                      = 6.40%
5. Asset Turnover of Chocco Plc.
Formula: Sales revenue/ Average Total Assets
Average total assets (2019) = (current year sales + last year sales)/ 2
                                             = (10,087 + 0)/ 2 m UK pounds
                                             = 5,044 m UK pounds
Average total assets (2020) = (9,736 + 10,087)/ 2 m UK pounds
                                             = 9,912 m UK pounds
Asset Turnover (2019) = 6,441/ 5,044 
                                       = 1.28
Asset Turnover (2020) = 6,738/ 9,912
                                       = 0.67 
6. Stock Holding Days of Chocco Plc.
Formula: (inventory/ costs of goods sold) * 365
Stock holding days (2019) = (659/ 3,096) * 365
                                            = 78 days
Stock holding days (2020) = (708/ 3,235) * 365
                                            = 80 days
7. Debtor’s collection period of Chocco Plc.
Formula: (Debtors/ net sales on credit) * 365
Debtor’s collection period (2019) = (1,287/ 6,441) * 365
                                                      = 73 days
Debtor’s collection period (2020) = (1,249/ 6,738) * 365
                                                      = 68 days
8. Current Ratio of Chocco Plc.
Formula: Current Asset/ Current Liabilities
Current ratio (2019) = 2,355/ 3,046
                                  = 0.77
Current ratio (2020) = 2,303/ 2,511
                                 = 0.92
9. Gearing ratio of Chocco Plc.
Formula: total debt/ total shareholder’s equity
Gearing ratio (2019) = 4,129/ 2,912
                                  = 1.42
Gearing ratio (2020) = 4,137/ 3,088
                                 = 1.34
10. Invertor Cover of Chocco Plc.
Formula: Total asset – total current liabilities
Inverter Cover (2019) = 10,087 – 3,046
                                    = 7,041 m UK pounds
Inverter Cover (2020) = 9,736 – 2,511
                                    = 7,225 m UK Pounds
B) Commenting on the Financial Performances of Chocco Plc. based on the above Calculations
ROCE: the ROCE (return on capital employed) reflects the profitability of a company of how it can generate more profit from each unit of capital invested in the business. Here, 1 is an ideal number and the higher ratio is considered better and more acceptable (Gilbert, 2018). Chocco Plc has a ROCE ratio of 0.102 and 0.117 in the years 2019 and 2020 respectively. The company shows its less attentiveness to profitability as the ratios are below the ideal number 1. But the increasing trend of ROCE ratio can provide a good vibe that the company is gaining its goal of profitability and after some years of better performances, it will cross the ideal ratio of ROCE with a better profitability inspiration (Amir and Kama, 2018).
ROE: the ROE (Return on Equity) implies that the company is enjoying more capital with the present level of equity investment. That means the company needs not any additional capital to raise its profitability (Nariswari and Nugraha, 2020). Here, the higher ratio of return on equity is considered as better performance for the company. Chocco Plc. has an ROE ratio of 0.126 and 0.140 in the years 2019 and 2020 respectively which indicates the company is not getting more profit although it has a huge capital investment. But as the ratio is increasing yearly, it can be said that the company can get higher profitability in the recent future years (Park, 2020).
Earnings Per Share: the earnings per share (EPS) implies that how much the company is generating profit from each unit of its stocks. This ratio also reflects the profitability of the company of how much it is earning from the capital invested. The higher earnings per share rate are widely accepted although there is no rule of thumb for its acceptance. Chocco Plc has earnings per share rate of 4.88 and 7.36 UK pounds from each share in the years of 2019 and 2020 respectively. The result shows the company is doing better in 2020 as it has a higher rate of earnings per share (Consler and Lepak, 2019).
Net Profit Margin: the NPM or Net Profit Margin shows the profitability of a company that implies how much the company is generating profit on a percentage of its total revenue earned. The higher profit margin is accepted widely. Chocco Plc. has net profit margins of 5.6% and 6.4% in the respective years of 2019 and 2020. The profit margin shows the company is growing its profitability from the total revenue generation and it is in a better position in 2020 rather than 2019 as in 2020, it has a higher profit margin (Nariswari and Nugraha, 2020).
Asset Turnover: basically, the asset turnover ratio implies the comparison of sales revenue with total assets to show that whether the company is generating higher revenues by utilizing the total assets or not. Here, the ratio implies that how efficiently the company is earning revenues from the given assets. The higher ratio is acceptable here (Nariswari and Nugraha, 2020). Chocco Plc. has an asset turnover ratio of 1.28 and 0.67 in the respective years of 2019 and 2020. The result of 2019 shows that the company was enough efficient with utilizing its assets to earn greater revenue but in 2020, the company fails to earn more revenues as it shows inefficiency with its asset utilization which is expressed by the lower turnover ratio (Sari, 2020).
Stock Holding Days: the stock holding period implies that for how much time the company is holding its inventory. The higher holding days are not preferable for every business because it shows the unnecessariness of holding the money for a long time. So, the lower holding period is accepted widely. Chocco Plc. has a holding period of 78 days and 80 days respectively in 2019 and 2020. The company has a lower holding period in 2019 which was better than that of 2020 as it has a higher holding period and the company is less enjoying the money facilities (Schaub, 2020).
Debtors Collection Period: the debtors' collection period implies that the ability of any company to collect the due amount from its debtors. The lower collection period is preferable as the company can use the earliest collected money in better options of investment. Chocco Plc. has its collection period of 73 days and 68 days in the years 2019 and 2020 respectively. The results show that the company is enjoying liquidity by getting the due amount earlier in 2020 than that of 2019 and can use the money for further settlement of debits or credits (Hirczy de Mino, 2019).
Current Ratio: the current ratio shows the capability of a company of how it can settle the current liabilities using the current assets. The ratio from 1:2 to 2 is preferable. Chocco Plc has the current ratio of 0.77 and 0.92 in the respective years of 2019 and 2020. The ratio shows the company is unable to settle its current liabilities with the current assets in both years as the company shows the ratio below 1. But the ratio is quite increasing over the years which implies the company can get its solvency after some financial periods (Purnomo, 2018).
Gearing Ratio: basically, the gearing ratio shows the financial leverage of the company of how it can bear the interest payment by the current level capital investment. A ratio from 25% to 50% is preferable. Chocco Plc has a gearing ratio of 1.42 and 1.34 in the respective years of 2019 and 2020. The result implies that the company is solvent to pay the interests for debt taken to form the capital structure. The ratio is in a declining trend and the company should work for it to increase the ratio for the solvency of the business (Situm, 2019).
Inverter Cover: the inverter cover generally tells that whether the company has enough assets to settle the current liabilities or not. The positive amount of preferable here shows the company is enough solvent. Chocco Plc. has an inverter cover of 7,041 and 7,225 m UK pounds in the years 2019 and 2020 respectively. The result of both years is positive which implies the company has enough solvency to settle the current liabilities with its total assets and the amount is growing which is a positive indication for the company to be financially solvent (Gilbert, 2018). 

Conclusion
The financial position statement will always be balanced as total assets of the company are equal to the combination of liabilities and owners equities. The management should be carefull at the time of conducting financial statements. Through the ratio analysis, it can be seen that, Chocco Plc. Has satisfactory financial position. 
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