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[bookmark: _Toc78123645]Introduction 
Accounting fundamentals involve in the financial information and reporting system. A business organisation has to make financial statements to understand the performance during a particular period (Ryan, 2013). This report consists with two parts. The first part contains the profit and loss statement and financial position statement for Kedison PLC. It also discusses the reason of balance in the statement.  The second part contains calculation of ratios and analysis of financial position of Chocco PLC based on the calculation. 

[bookmark: _Toc78123646]QUESTION 1
[bookmark: _Toc78123647]Requirement (a) Preparation of profit and loss statement and statement of financial position for Kedison PLC
	Kedison PLC

	Profit and Loss statement

	For the year ended 31st December 2020

	 
	£
	 
	£
	£

	Sales
	
	
	826,650
	 

	Unrecorded good sold 
	
	
	980 
	827,630

	Cost of sales
	
	
	
	578,650 

	Gross Profit 
	 
	 
	 
	248,980

	Operating expenses:
	
	
	
	 

	Selling expenses :
	
	
	
	 

	Distribution costs
	28,000
	
	
	 

	Salesmen commission due
	3,000
	
	31,000
	 

	General and administrative expenses:
	 
	
	
	 

	Administrative expenses
	30,000
	
	
	 

	Directors remuneration
	5,000
	
	35,000
	66,000

	 
	 
	
	 
	 

	Operating income
	 
	 
	 
	182,980

	Other revenue and expenses:
	
	
	
	 

	Interest paid
	
	
	2,000
	2,000

	 
	
	
	 
	 

	Earnings before tax
	 
	 
	 
	180,980

	Tax
	
	
	
	68,000

	Net income
	 
	 
	 
	112,980






	Kedison PLC

	Statement of financial position

	31st December 2020

	 
	£
	 
	£
	£

	Assets
	
	
	
	 

	Current assets:
	
	
	
	 

	Cash and bank
	
	
	12,900
	 

	Stock
	
	
	330,600
	 

	Debtors
	170,125
	
	
	 

	unrecorded 
	980
	
	171,105
	514,605

	 
	
	
	
	 

	Fixed assets:
	
	
	
	 

	Plant and equipment
	
	
	
	632,730

	Total assets
	 
	 
	 
	1,147,335

	 
	
	
	
	 

	Liabilities and Equity
	
	
	
	 

	Current liabilities:
	
	
	
	 

	Trade creditors
	
	
	171,355
	 

	Income tax payable 
	
	
	68,000
	 

	Salesmen's commission payable
	
	
	3,000
	242,355

	 
	
	
	
	 

	Long-term debt:
	
	
	
	 

	4% Debentures
	
	
	
	100,000

	 
	
	
	
	 

	Stockholders' equity:
	
	
	
	 

	Common stock, £1 ordinary shares
	
	
	310,000
	 

	% £1 preference shares
	
	
	300,000
	 

	Retained profits at 31st December 2020
	
	
	194,980
	804,980

	 
	
	
	
	 

	Total liabilities and equity
	 
	 
	 
	1,147,335




	Retained earnings statement 

	 
	£m

	Retained profits at 1st January 2020
	132,000

	Net income
	112,980

	 Total 
	244,980

	Deduct ordinary dividend paid
	(20,000)

	Deduct preference dividend paid
	(30,000)

	Retained profits at 31st December 2020
	194,980



[bookmark: _Toc78123648]Requirement (b) The Reasons of balance in statement of financial position
The basic accounting equation is A = L+ OE. This principle equates total assets to the summation of liabilities and owner’s equity. Financial statements are prepared based on the double-entry system (Kaplan and Atkinson, 2014). According to this system, every transaction is recorded on two sides. For every debit record, there is an equal credit record in the accounts of a business. The financial statement reports those accounts. So if there is no mistake in the recording, the statement of financial position must be in balance. 




[bookmark: _Toc78123649]QUESTION 2 
[bookmark: _Toc78123650]Requirement (a): Calculation of ratios 
1- Return on capital employed (ROCE)  
Return on capital employed measures the profitability and efficiency of a company with its capital employed (Kaplan and Atkinson, 2014). The formula is given below: 
ROCE = 
Here, 
Operating profit refers to the EBIT 
Capital employed can be calculated in two ways. 
Capital employed = Total assets − Current liabilities
Capital employed = Equity + Noncurrent liabilities
	
	Particulars (£m)
	2020
	2019

	1
	Operating profit
	805
	699

	2
	Total assets
	9,736
	10,087

	3
	Current liabilities
	2,511
	3,046

	4
	Capital employed (2-3)
	7,225
	7,041

	5
	ROCE
	0.111418685
	0.099275671


The result indicates that the return on capital employed of Chocco plc is increased in 2020 compared to 2019. It is a good sign for the company and it indicates that the efficiency of the management is increasing. 
2- Return on equity (ROE) 
Return on equity measures the profitability with the total owner’s equity of a company. The financial analyst can understand the performance of the company based on the ratio. The formula is given below: 
ROE  =  


	Particulars (£m)
	2020
	2019

	Net Income
	431
	366

	Equity
	3088
	2,912

	ROE
	0.139572539
	0.125686813


The result shows that the return on equity of Chocco plc is increased in 2020 compared to 2019. The performance of the company is increasing. 
3- Earnings per share (EPS) 
Earnings per share is also a profitability indicator by which a financial analyst can understand the efficiency of the company (Kieso, Weygandt and Warfield, 2007). Stock investors also can value the share price based on it.  The formula is given below: 
EPS  =  

	Particulars (£m)
	2020
	2019

	Net Income
	431
	366

	Dividend of preferred stock 
	-
	-

	Average outstanding share
	300
	300

	EPS
	1.436666667
	1.22


The EPS of Chocco plc increased in 2020 compared to 2019. It is a good sign for the company and the share price of the company will increase in the market due to this improvement. 
[bookmark: _Hlk78073683]4- Net profit margin 
It measures the amount of net profit of a company gained by net sale. The formula of Net profit margin is mentioned below: 
Net profit margin  =  

	Particulars (£m)
	2020
	2019

	Net Income
	431
	366

	Revenue
	6,738
	6,441

	Net profit margin
	0.063965568
	0.056823475


The net profit margin of Chocco plc increased in 2020 compared to 2019. It indicates that the average operating cost of the company decreased and other expenses of the company also decrease averagely. It also can be happened due to increasing product price. 
5- Asset turnover 
The ratio measures the revenue based on the average total assets. It is also an indicator that shows how efficiently a company uses its asset to generate revenue (Rayman, 2013). The formulation is given below:  
Asset turnover =  
Here, 
Average total assets =   
	Particulars (£m)
	2020
	2019

	Total sales
	6,738
	6,441

	Assets 
	9,736
	10,087

	Average total assets 
(Let, beginning assets is 10,087 in 2020 and 2019) 
	9,911.5
	10,087

	Asset turnover
	0.679816375
	0.638544661


The asset turnover of Chocco plc is increased in 2020 compared to 2019 which is a good signal. It indicates that the ability of the company to generate revenue increased. 
6- Stock holding days 
It refers that how fast the company replaces its inventory and how many times it turns in a year. It reflects how well a company manage its inventory (Alexander, Nobes, Nobes, and Ullathorne, 2013). The formula is given below:  
Stock holding days =   × 365
	Particulars (£m)
	2020
	2019

	Inventory 
	708
	659

	Cost of goods sold  
	3,235
	3,096

	Stock holding days
	80 days 
	78 days 


The stock holding days of Chocco plc is increased in 2020 compared to 2019. It indicates that the efficiency of inventory management is decreased. It also will affect the working capital management of the company.  
7- Debtors collection period
It refers to the average collection period of account receivable of a company. That means how long a company takes to collect the payment owed by its customer. It is also called the average collection period or receivables collection period (Davies and Boczko, 2014). The formula is given below: 
Debtors collection period =   × 365
	Particulars (£m)
	2020
	2019

	Trade receivables balance
	1,249
	1,287

	Total net sale   
	6,738
	6,441

	Debtors collection period
	68 days 
	73 days


The average collection period of Chocco plc is reduced in 2020 compared to 2019. It refers that the company made a change in working capital management and components of the cash conversion cycle. 
8- Current ratio
The ratio refers to the capacity of a company to pay short-term obligations. It is a significant indicator to understand the financial condition of a company (Julia, 2020). An investor and financial analyst can make decisions based on it. 
Current ratio =  

	Particulars (£m)
	2020
	2019

	Current Assets
	2,303
	2,355

	Current liabilities
	2,511
	3,046

	Current ratio
	0.92
	0.77


The current ratio of Chocco plc increased to 0.92 in 2020 compared to the previous year. It indicates the ability to pay short term obligations of the company increased in 2020.  
9- Gearing ratio
It refers to the financial ratios that show a firm’s activities with shareholders' funds versus creditors' funds (Cole, 2012). It measures financial leverage. Two main gearing ratios are a) Debt-to-Equity Ratio, b) Debt Ratio. 
The formulas are given below: 
[image: ]
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	Particulars (£m)
	2020
	2019

	1
	Current liabilities
	2,511
	3,046

	2
	Non-current liabilities
	4,137
	4,129

	3
	Total debts (1+2) 
	6,648
	7,175

	4
	Total equity 
	3,088
	2,912

	5
	Debt-to-Equity Ratio
	2.15
	2.46




	Particulars (£m)
	2020
	2019

	Total debt 
	6,648
	7,175

	Total assets 
	9,736
	10,087

	Debt Ratio
	0.68
	0.71



10- Interest coverage ratio 
The ratio indicates that how easily a company can pay the interest on its debt. It is an indicator of solvency for a company (Ross, and Williams, 2013). The formula is given below: 
Interest coverage ratio =  

	Particulars (£m)
	2020
	2019

	EBIT
	891
	720

	Interest expanses 
	226
	181

	Interest coverage ratio
	3.94
	3.98


The interest coverage ratio of Chocco plc decreased in 2020 compared to the previous year. The figure is a very tiny fraction so it is not a serious issue for Chocco plc. However, the company should try to reduce the ratio. 
[bookmark: _Toc78123651]Requirement (b): Financial performance and position of Chocco plc.
The financial performance of Chocco plc is good enough and the performance is improving compared to 2019. ROCE ratio of Chocco plc increased to 0.12 in 2020 from 0.10 in 2019. Return of equity (ROE) also increased to 0.14 in 2020 from 0.12 in 2019. These are good signs for the company. Earning per share of the company is increased to 1.44 in 2020 from 1.22 in 2019. The net profit margin is also increased to 6.4% in 2020 from 5.7 in 2019. These are also a good sign for the organisation and it will impact the share price of the company in the stock market. the Shareholders will gain more prices in the market. The current ratio of the company is increased to 0.92 in 2020 from 0.77 in 2019. This is also a very significant sign for the company. The ability to pay short term obligations is increased remarkably. The debt ratio of the company is decreased to 0.68 in 2020 from 0.71 in 2019 that indicates a good sign for the company. Based on the above calculation and information can be said that Chocco plc’s financial condition increasing gradually and the financial performance of the company is at a satisfactory level. 


[bookmark: _Toc78123652]Conclusion 
Accounting is very important to do financial analyses of a company and to make business decisions. It helps to understand the performance of a company during a particular time. The finance manager can make effective decisions to control the movement of the company and to manage the default risk. Ratio analysis is very much important to know about a company in a short. It is understood based on the above calculation that the financial performance of Kedison PLC and Chocco plc is good enough. The success of any company depends on perfect financial decision making. So, accurate calculation and information management system is a must for any company. 
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