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INTRODUCTION
Accounting Fundamentals (AF) refers to activities of identifying, recording and summarizing financial information. In present era, it is important for organization to have sufficient practicing of accounting fundamentals so that competitive advantages to get meet organizational need can become possible. The current report will comprise   profit & loss account and information regarding why statement of financial position balances. Ratio calculation and related interpretation will be comprised in present case study.
MAIN BODY

QUESTION 1 
a) 
Profit and Loss statement for the year ended 31st December 2020 

	
	Particulars 
	Amount (£)

	
	Sales 
	826,650

	Less:
	Cost of sales 
	578,650

	
	 
	 

	
	Gross profit 
	248,000

	
	 
	 

	Less: 
	Administrative expenses
	30,000

	
	Interest paid
	4,000

	
	Distribution costs
	28,000

	
	Directors remuneration 
	5,000

	
	Corporation tax
	68,000

	
	sales man commission 
	3,000

	
	Net profit
	110,000


On the basis of above prepared income statement it can be interpreted that income statement of  Kedison PLC is showing profitability of 110000.   In order to get this level of profitability the firm has incurred expenses like administration, distribution, directors’ remuneration, sales commission, etc.   From the evaluation of 2020 profit & loss account it is critical to derive information regarding the expense that are due or not recorded so that proper evaluation can be done.   This can be stated that firm is keeping efforts to have good profit margin to retain and provide satisfaction to its stakeholders.
 Statement of financial position for the Kedison PLC as on 31st December 2020
	Particulars 
	Amount £

	 
	 

	Current Assets 
	 

	Closing Stock 
	329,620

	Debtors 
	170,125

	Trade Receivables 
	980

	Cash and bank
	12,900

	 
	 

	Fixed Assets 
	 

	Plant and equipment
	632,730

	 
	 

	Total assets 
	1,146,355

	 
	 

	liabilities 
	Amount

	 
	 

	Current Liabilities 
	 

	Outstanding interest 
	2000

	Outstanding Commission
	3000

	Trade creditors
	171,355

	Tax payable 
	68000

	Long term borrowing Debentures
	100,000

	Equity 
	 

	£1 ordinary shares
	310,000

	10% £1 preference shares
	300,000

	Retained profits
	82,000

	Profit for the year
	110,000

	Total equity and liabilities 
	1146355



The above illustrate table represents the information regarding equity, current assets & liability of  Kedison PLC.  From the assessment of financial position formulated for the year eended 2020.  In current assets head there is involvement of closing stock, debtors, receivables and cash which presents good efficiency of meeting short term debt (Walkshäusl, 2021). It is important for the company to get good amount of current assets as stakeholders’ decision highly get influenced from it (Abernathy and et.al., 2019).  From evaluation of current liability, it can be stated that here is presence of outstanding expenses like commission, interests etc. which reflect ineffectiveness in order to order to pay short term debt. Equity is made up of ordinary, preference shares, retained profits, etc.   On the basis of this, it can be identified that Kedison PLC has good financial position in industry. The stable monetary condition can be ensured by good equity and assets able within frim to make smooth functioning of company.
b)

Explaining the reason behind the statement of financial position balance 

Balance sheet is made up of equity, assets and liabilities that helps in identifying net worth of company.   This is basically prepared to get the summary of available resources and debts in turn effectual decision making on the basis of presented information (Florou, Kosi and Pope, 2017).  The main reason behind the balance of financial position is made of equation which assets are equal to liabilities plus equity.  

Financial position statement is prepared by including assets such as cash, receivables, inventory, land, trademark, etc. In the head of liabilities, the balance sheet comprises accrued expenses, long term obligations and in equity retained earnings, etc. type of transactions are included.    It is prepared by utilizing double entry book keeping system which ensures transactions are recorded from the both side as debit & credit to get whole picture of trade (Why should liabilities be equal to assets in a balance sheet? 2021). It is exerted to checked the consistency of organizational transactions entries.  It is one of the most important aspect taken into consideration by stakeholders’ holders in order to take crucial decision regarding investment. It helps in understanding that what are resources & debts available within company. These two are the major reason for which financial position get balanced at equal amount. 
QUESTION 2
a) Computation of ratio matrix
Return on capital employed (ROCE)
	Particulars 
	Formula 
	2020
	2019

	Operating profit
	
	805
	699

	(Total asset-Total Current liabilities)
	
	(9,736-2,511) 

= 7,225
	(10,087- 3,046)

=7,041

	Return on capital employed
	Operating profit / (Total asset-Total Current liabilities)*100
	11.14 
	9.92


ROE (Return on equity)

	Particulars 
	Formula 
	2020
	2019

	Net profit 
	
	431
	366

	Shareholders’ equity 
	
	3,088
	2,912

	Return on equity 


	Net profit / Shareholders’ equity*100
	13
	12


Earnings per share (EPS)
	Particulars 
	Formula 
	2020
	2019

	Dividend per share 
	
	0.85
	0.80

	Market price 
	
	5.12
	4

	Earnings per share


	Dividend per share/ Market price
	0.166
	0.201


Net Profit Margin (NPM)
	Particulars 
	Formula 
	2020
	2019

	Net profit
	
	431
	366

	Revenue
	
	6,738
	6,441

	NPM
	Net profit/ Revenue*100
	6.39
	5.68


Assets Turnover
	Particulars 
	Formula 
	2020
	2019

	Revenue
	
	6,738
	6,441

	Total assets 
	
	9,736 
	10,087

	Asset turnover 


	Revenue/ Total assets
	0.69
	0.63


Stock holding days
	Particulars 
	Formula 
	2020
	2019

	Average Inventory 
	
	708 
	659

	COGS
	
	3,235 
	3,096

	Stock holding days


	 Average Inventory/ COGS  *365
	79.88
	77.69


Debtors collection period 
	Particulars 
	Formula 
	2020
	2019

	Trade receivables
	
	1,249 
	1,287

	Sales
	
	6,738
	6,441

	Debtors collection period


	Trade receivables/ Sales*365
	67.65
	72.93


Current ratio 
	Particulars 
	Formula 
	2020
	2019

	Current assets
	
	2,303 
	2,355

	Current liabilities
	
	2,511
	3,046

	Current ratio


	Current assets / Current liabilities
	0.92
	0.77


Gering ratio
	Particulars 
	Formula 
	2020
	2019

	Total Debt 
	
	6,648
	7,175

	Total equity
	
	3,088 
	2,912

	Gearing ratio


	Total Debt/ Total equity 
	2.15
	2.46


 Inventory Turnover ratio 
	Particulars 
	Formula 
	2020
	2019

	COGS
	
	3,235 
	3,096

	Average inventory 
	
	708 
	659

	Inventory turnover ratio 


	COGS/ Average inventory 
	4.5
	5.44


Interpreting the calculated financial ratios of Chocco Plc.
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From the evaluation of above calculated ratios it can be evaluated that ROCE is upward moving direction.  It can be stated by referring the result obtained has changed from 9.92 to 11.14 from the year 2019 to 2020 which is a positive indicator. This is computed to assess company’s profitability and capital efficiency (Robinson, 2020). It can be articulated that there is requirement in terms of capital utilization efficiency of Chocco plc is effective.
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On the absis ofa boev pictorical presenattion it can eb  intedtifeid that return on equity ahs raised  in current yaer 2020 as compared to previous  period. It si determined to emasure financial performance in terms of sahreholders equity. From the assessment it can be stated that  in 2019 & 2020 it is 120& 13 % respectively that is inclining position.
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 The aboev presenetd garph indicates how much money Chocco plc. Makes per share of its company’s stock. From the assessment it can be identified that there is declining trend prevailing in company’s financial performance regarding earning per share.  From the year 2019 to 2020 it has decreased from 0.201 to .166 which may affect investors decision making criteria.  It represents lower financial position and growth of company in respective manner. There requirement to bring certain changes in organizational performance to  have smooth functioning in industry.
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There is  an upward movement shown in presenetd pictorical  presentation regarding assets turnover.  This  absically represenst effeceincy of company in terms of utilizing  assets to generate revenue (Monahan, 2018). Teher are variosu tyeps of stakholders like investros, fianncail institutions, banks, etc that keep focus on  this aprticualr ratio to have information regarding internal effecicny.  From the ascertainment  it can be identified that this has enahnced from 2019 to 2020 by 0.63 – 0.69 times. it si indicating good financail position but require certain modifiactiopnto match industrial standards.
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It is computed to idnetified number of days firm hold ist inventory. From the anlsyis of above illustrated  graph it can eb entailed that  it is enahncing from 2019 to 2020. It has inclined from 77.69 to 79.88 days that is validating lower liquidity position of Chocco plc. That require certain changes to obtain lower period.
[image: image6.png]Debtors collection period

72.93

67.65

2020

2019






This is one of the improtant ratio which provides assistance in measuringe effecicny of company in terms of collecting  funds (Easton and et.al., 2018).  These transactiosn are doen when custoemr have bought goods on credit period and paymenst are deu to collect. It is an crucial indicator of company’s liquidity which required to be measured to atke crucail decsion. In the yaer 2019 & 2020 it si 72.93 and 67.65 which is  positive sign of liquidity.  The ideal days are 36.5 which si lower than obatined outcome. 
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 On the bassi of abovegraph it can eb idnetifeid that it is in upward directional movement.  It has eahanced from 0.77 to 0.92 times in the year 2019 & 2020 respectively.  The ideal current ratio is 1.2 to 1.5 which is graeter that derievd results so fibnancial position is not much competitive. 
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From the evalaution  this can be articulated that in the period 2019 and 2020 year are 2.46 & 2.15 which is presenting decaresed risk assocaited with firm. It is showing  comapartivel good monertary condition. 
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The ideal inventory turnover ratio is 5-10 that ensures smooth functioning. On the basis of above chart it can be stated that it si inclining movement direction from 2019 to 2020 which has derived results of 5.44 to 4.5 respectively it is showing lower financial performance of Chocco plc.
CONCLUSION 

From the above report it can be summarized that fundamentals of accounting helps in getting better evaluation of company’s processing. The current report has involved income and financial position statement. It has involved ratio calculation and interpretation to judge firm’s monetary health.
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