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[bookmark: _Toc80307538]Introduction
Fundamental Accounting is the process of identifying, recording, analyzing, and interpreting the financial information of a business firm (Elliott, 2019). The fundamental accounting conducted different types of accounting mechanisms, theories, and analytical implications. Financial statements represent the overall outlook of the business firm. The financial statements have consisted of three statements. The balance sheet is one of the significant out of them which is the record of all the assets on the debit side and all the liabilities and shareholder’s equity on the credits side (Gibson, 2013). In this report, the presentation is to solve the questions and implications of the accounting mechanism. The first question is to solve the financial statement and position of the firm. The last question is to analyze the ratio analysis of the firm and commenting the position of the firm. 

[bookmark: _Toc80307539]Answer to the Question No.-01
[bookmark: _Toc80307540]Requirement (a)
[bookmark: _Toc80307541]Statement of Profit/Loss Account - Kedison PLC
Kedison PLC
Statement of Profit/Loss Account
For the year ended 31 December 2020
	Particulars
	Amount
	Amount
	Amount

	Revenue
	C1
	
	827630

	(-) Cost of Sales
	
	
	(578650)

	Gross Margin
	
	
	248,980

	(-) Total Operating costs:
	
	
	

	Administration costs:
	
	
	

	  Directors remuneration
	5000
	
	

	  Other Admin. Costs
	30,000
	35000
	

	Sales and distribution costs:
	
	
	

	  Sales Commission 
	3000
	
	

	  Distribution costs
	28000
	31000
	(66,000)

	Operating Income
	
	
	182,980

	 
	
	
	

	(-) Interest expense
	C2
	
	(4,000)

	Income before tax
	
	
	178,980

	(-) Corporate Income Tax
	
	
	(68,000)

	Net Income
	
	
	110,980




The calculation for Particulars:
C1: Revenue
Goods valued at £980 were sent to customers on 31st December 2020. And the total amount was not recorded, and it remained due for next year. But the sales amount needs to be included in the total sales revenue. 
So, Total Revenue = Sales + Credit sales
                              = £826,650 + £980 
                             = £ 827,630
C2: Interest Expenses
Total Interest Expenses during the year 2020 = [100,000 * 4%] = £4000
Interest Expenses paid during the year 2020                                = £2000
Interest Expenses due                                                                   = £2000
[bookmark: _Toc80307542]
Statement of Financial Position - Kedison PLC
Kedison Plc
Statement of Financial Position
For the Year 31st December 2020
	Particulars
	Amount
	Amount
	Amount

	Assets:
	
	
	

	Fixed Assets:
	
	
	

	Plant and equipment
	
	
	632,730

	Current Assets:
	
	
	

	Stock (31 December 2020)
	
	330600
	

	Cash and bank
	
	12900
	

	Debtors
	C1
	171105
	514,605

	Total Assets
	
	
	1,147,335

	Equity and Liabilities:
	
	
	

	Equity:
	
	
	

	 Ordinary shares
	
	310,000
	

	 Preference shares
	
	300,000
	

	 Retained Profits:
	
	
	

	   Retained profits (1 January 2020)
	132,000
	
	

	   (+) Net Margin 
	110,980
	
	

	 
	
	242,980
	

	   (-) Ordinary dividend paid
	-20,000
	
	

	        Preference dividend paid
	-30,000
	50000
	802,980

	 
	
	
	

	Non-Current Liabilities:
	
	
	

	Debentures
	
	
	100,000

	Current Liabilities:
	
	
	

	Trade Creditors
	
	171355
	

	Tax Payable
	
	68000
	

	Interest Due
	C2
	2000
	

	Accrued Sales Commission
	
	3000
	244,355

	Total Equity and Liabilities
	
	
	1,147,335




[bookmark: _Toc80307543]Requirement (b)
The Reason Behind the being Balance of Both Side of the Balance Sheet
Financial statements are the formal record that represents the overall outlook of the business firm. In an accounting information system, the main purpose is to identify, record, analyze, measure, and inform its stakeholders (Iatridis, 2012).  The balance sheet is one of the significant statements out of the three statements.  The balance sheet is the record of total assets, liabilities, and shareholder’s equity. The balance sheet contains two sides such debit and credit which represent an equation denotes as A= L+ OE. The left side contains total assets. On the other hand, the right contains two parts liabilities and shareholder’s equity (Oktalina, 2020). The OE denotes the owner’s equity and its affecting factors such as revenue, expenditures, and drawings. 
[image: Definition and Characteristics of Balance Sheet: Finance Essay Help | EWA  Blog]
Figure: Items of Balance Sheet
Source: (Turtle, 2017)
The dual entry method is a generally accepted accounting principle which records each transaction into both the debit and credit sides of the accounting equation (Soin, 2013). If one transaction is recorded on only the debit side, Another transaction is recorded on the credit side in the same way. Therefore, the sum of all the transactions on the debit side will be equal to the credit side (SHAW, 2021). Because of the dual entry system, both sides of the balance sheet become balanced. Before introducing dual entry systems, the single entry method was practiced. But there was instability in maintenance in measuring the system. Then, improving the single entry systems the dual entry system is introduced (Schultz, 2018). Therefore, the recording system has become more fruitful in balanced the total assets side and liability plus shareholder’s equity side.
[bookmark: _Toc80307544]Answer to the Question No.-02
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Calculation of Ratio:
	Ratio
	2019
	2020

	1. ROCE=
	= 366 / (2,912+4,129) *100
= 5.20%
	= {431 / (3,088+4,137)}*100
=5.97%

	2.ROE= 
	= (366 / 2,912)*100
= 12.56%
	= (431 / 3,088) *100
= 13.96%


	3. EPS=  
	= 366 / 600
= 0.61
	=431 / 600
=0.72

	4.Net Profit Margin
= 
	= (366 / 6,441) *100
=5.68%
	= (431 / 6,738) *100
= 6.40%

	5.Asset Turnover
= 
	= 6,441 / 10,087
= 0.64 times
	= 6,738 / 9,736
= 0.69 times

	6.Stock Holding Days
= 
	= (659 / 3,096) *365
=77.69 days 
	= (708 / 3,235) *365
=79.88 days

	7.Debtors collection Periods
=
	=365 / 5
= 73 days
	= 365 / 5.39
= 68 days

	8.Current Ratio
= 
	= 2,355 / 3,046
=0.77
	=2,303 / 2,511
= 0.92

	9.Gearing Ratio
=
	= {4,129 / (2,912+4,129)}*100
= 58.64%
	= {4,137 / (3,088+4,137)}*100
= 57.26%

	10.Interest Coverage ratio
= 
	= 720 / 181
= 3.98 times
	= 846 / 226
=3.74 times
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[bookmark: _Toc80307547]Analysis of Chocco plc and Interpretation of Its Ratios
Financial ratio analysis represents the overall financial position of a business organization from any perspective. The analysis conducts the insight of the firm through analyzing the liquidity, operational efficiency, and profitability. The ratio analysis is the quantitative analysis of financial accounting which indicates the financial performance through interpreting quantitative approaches (Elliott and Elliott, 2019). 
ROCE- Return On Capital Employed: 
The return on capital employed is using for evaluating the profitability of a business form from its total used capital during financial periods. The employed capital indicates the total invested capital of the firm. The ratio conducted the procedure of measuring the profit generations based on its used capital (Gibson, 2013). From observation of the Chocco PLC’s ratio analysis of the return on capital employed. The result of the return on capital employed ratio in 2019 is 5.20% and the ratio increases in 2020 to 5.97%. The increment is the result of the profitability increment. Chocco plc can be able to generate a net profit of £366 in 2019 and they can be able to increase the net profit to £ 431 in 2020 as well as they also increase the sales turnover £6441 in 2019 to £6,738 in 2020. Therefore, they can be able to increase the return on capital employed ratio. 
ROE- Return On Equity: 
The ratio return on equity is the method to evaluate the firm profitability depending on the equity of shareholders. Return on equity is a significant performance indicator of the financial performance of financial management which considers the total equity of the shareholders (Iatridis, 2012). When a firm has a satisfying return on equity percentage, it can be able to increase the value of the share as well as the firm. Chocco PLC earned a 12.57% return on equity, and they can be able to increase the ratio is 2020 to 13.96%. They can be able to increase the ratio because of the increment in net profit as well as the increment in total equity of shareholders. Chocco Plc can increase the net profit by 17.55% and 6.04%. Therefore, the profit margin is higher, and it results in a satisfactory return on equity. 
EPS- Earning Per Share:
Earnings per share is the profitability ratio based on the number of the share outstanding of the business firm. The ratio indicates the per share earned of the firm. It is a metric of the net profit which means the allocation of net profit to one share. Chocco Plc is earned £0.61 per in the year 2020 and they can be able to increase the amount in 2020 to £ 0.72. The result can be possible because of the increment in the net profit in 2020. The net profit of Chocco Plc is £366 which increases to £431 in the year 2020. 
Net Profit Margin ( NPM):
Net profit margin is the indicator of profit turnover of the firm based on the revenue of the year. The net profit margin represents the overall image of the firm present condition of profitability. The ratio indicates the percentage of the income of the total revenues (Oktalina, 2020). Chocco Plc can be able to make a net profit in 2019 of £366 and the net profit increased in 2020 to £431. Therefore, the net profit margin increases from 5.68% in the year 2019 to 6.40% in the year 2020. 
Assets Turnover:
Assets turnover ratio is the method of the evaluation of the total revenues based on total assets. The ratio indicates the efficiency of the firm’s assets to generate profit during any financial year. The ratio indicates the productivity of the long-term investment in the firm (Schultz, 2018). Chocco Plc produces the assets turnover ratio 0.64 times during the year 2019, and the firm can be able to increase a little bit in 2020 to .69 times. The increment indicates the productivity of the assets to generate the revenue as well as also indicates how efficiently the firm using its assets to earn the sales revenue. Chocco Plc has earned £10,087 million in 2019 which is decreased in 2020 to £9,736 million. But the revenues are increased as a result the turnover ratio got increased and result in satisfaction.
Stock Holdings Days:
The way how a company determines the day of holding the stock in hand and the company can count available stock in the firm (SHAW, 2021). Chocco Plc results in stock holding days of approximately 78 days in 2019 and the days are increased in 2020 to approximately 80 days. The result does not indicate positive vibes because they need more times to convert stock in liquid in 2020 than in 2019. And therefore, the level of stock such inventory available in hand is increased. Chocco Plc has £659 in the year 2019 and it is increased in 2020 to £708. 
Debtor Collection Time:
The time needs to collect the amount of the receivable of the firm is regarded as the debtor collection times (Soin, 2013). Chocco Plc results in 78 days to collect the debtor in 2019 and they can be able to decrease it in the year 2020 to 77 days. The result can ensure by increasing the debtor turnover ratio 5 in 2019 to 5.39 in 2020. Therefore, it is a satisfactory result.
Current Ratio:
The current ratio indicates the ability of the business firm to pay the short-term debt. Chocco Plc experienced with 0.77:1 and the ratio of 2020 is 0.92:1. The ratio is evaluated by dividing total current assets by total current liabilities. The result represents the liquidity position of the firm. By considering the current ratio of 2029 and 2019, the firm can increase its ability to pay the short-term obligation in 2020. So, they can ensure the position of short-term liquidity. The level of current liabilities is decreased in 2020 from 3,046 million to 2511 million and it indicates the strengthens of the firm (Soin, 2013).
Gearing Ratio:
The ratio implies the relentless of the firm equity and debt financing. The ratio is measuring of equity multiplier. The capital structure determination is the ultimate output of the gearing ratio (Turtle, 2017). Chocco Plc gains a ratio of 58.64% in 2019 and it little bit decease in 2020 to 57.26%. Though there is a decrement in the gearing ratio, the rate of gearing is very high. Therefore, It pressures more debt burden than its equity. The result of the financial statement about capital employed is increased in 2020 from 7,041 million to 7,225 million.
Interest Cover Ratio:
The ratio determines the ability of the firm to pay its interest of outstanding debts available. The interest expenses are subtracted from the operating income of the firm (Elliott, 2019). Chocco Plc experienced 3.98 in 2019 and it decreased in 2020 to 3.74. But the interest rate is considered unchanged. Chocco Plc has 181 million interest expenses in 2019 and it is increased in 2020 to 226 million euros. Therefore, the interest cover ratio results in unsatisfactory assessment. 



[bookmark: _Toc80307548]Conclusion
Accounting information systems are the producers of recording the financial data of the firm and use it to decide on strategic management (Gibson, 2013). This report is the application of analytical mechanisms and theoretical questions. The firm question is the implication of the accounting systems as a financial statement which records the profit and loss account of an organization (Iatridis, 2012). The last question is the application of ratio analysis of an organization, and they comment based on the financial position and ratio outstanding.
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