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[bookmark: _Toc77678244]Introduction 
Accounting fundamentals carry an initial role in preparing facial statements for an organization. All the income, as well as expenditure of the business, can be tracked with the accounting fundamentals. In this study, the P&L account and balance sheet of Kedison PC have been analyzed. Ratio analysis has been done on the basis of Chocco plc 
[bookmark: _Toc77678245]Question 1
[bookmark: _Toc77678246]a. analysis as per the P&L and balance sheet
Profit and Loss 
This is an important financial statement that helps to summarizes all the expenses, revenues, and costs during a specific period of time. The financial health of a business can be estimated by this (Srito et al. 2018, p.56). The investors and owners can estimate their financial ability by it
.
	Profit and loss of Kedison Plc for the period ended 31st   December 2020
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Figure 1: P&L
(Source: self-prepared)
The above figure helps to analyze the P$L statement of Kadison PLC.  The statement has been prepared for 31st December 2020. The revenue earned by the business was £826650 in this time period. The cost of sales paid for the product is £578650 respectively. After the deduction, the GP value of the business reflects £248000. After paying the distribution cost and administrative expense the Operating profit of the business reflects £190000 respectively. After deducting the income tax the actual net profit earned by the business shows £120000 respectively. 
Balance sheet 
[bookmark: _GoBack]This is the most common and most used financial statement that reports the company’sliabilities, assets, and shareholder’s equity. It reflects how much amount the firm owns and owes from its business. It helps to provide basic computing rates for evaluating the capital structure. 

                         Balance sheet of Kedison Plc as at 31st December 2020
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Figure 2: balance sheet
(Source: self-prepared)
The above figure helps to analyze the balance sheet statement of Kadison PLC. In the non-current assets portion, the firm has recorded £632730 respectively. In the portion of the current assets inventories of £330600, trade receivable of £170125, and cash of £12900 has been recorded. Therefore, after the adjustment total value of the asset side shows £1146355 respectively. The portion of current liability reflects £171355 respectively. The equity portion share capital share premium recorded by the business reflects £710000 and 13000 respectively. The retained earnings amounts reflect £252000 and after the adjustment, the equity and liability side reflects the total amount of £1146355 respectively. 
[bookmark: _Toc77678247]b. Reason for balancing financial position 
Balancing of financial position becomes important for getting snapshots regarding the liability and assets position. The owners and inventors of the Kedison business can get the worth amount at a single point in the business (Pavlovich and Vasilyevna, 2019, p.50). The second reason is as per the accounting principles every double entry statement needs to be balanced for maintaining accuracy and getting error-free transaction recordings. 
[bookmark: _Toc77678248]Question 2
[bookmark: _Toc77678249]a. Ratio analysis 
ROCE 
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Figure 3: ROCE
(Source: Self-prepared)
Meaning 
The profitability in terms of all capital of a business can be measured by the ROCE ratio. It helps to improve the profit-making ability in business. 
Changing values 
In the year 2019, the EBIT values show £539m and capital employed value reflects £7041 respectively.
In the year 2020, the EBIT values changes to £620m, and capital employed value changes to £7225m respectively.
Comparison 
The changes in the EBIT and capital employed value increase the ratio in 2020 from 8 percent to 9 percent. It will help to increase the profitability of the business.
Ways to improve 
Old and unnecessary assets need to be sell to reduce the capital employed and which will improve the Chocco plc ROCE ratio. 
ROE
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Figure 4: ROCE
(Source: Self-prepared)
Meaning 
ROE ratio is useful to measure the financial performance by dividing net income by equity value of shareholders. 
Changing values 
In the year 2019, the NP value reflects £366m and equity value reflects £300m respectively. 
In the year 2020, the NP value increases to £431m and the equity value remains the same as £300m respectively. 
Comparison 
The increase in NP value increases the ROE ratio in 2020 from 1.22 to 1.44. It helps to get a better return on investment.  
Ways to improve 
Chocco plc needs to increase its product price and needs to reduce its labour cost to improve this ratio.
EPS
[image: ]
Figure 5: EPS
(Source: Self-prepared)
Meaning 
The number of earring investors gets from their single value of the investment is denoted as earning per share.
Changing values 
In the year 2019, the value of NP reflects £366m, and the value of outstanding shares was £1071m respectively.
In the year 2020, the value of NP increase to £431m, and the value of outstanding shares remain the same as £1071m respectively.
Comparison 
The increased amount of NP helps to increase the EPS value in 2020 from 34 percent to 40 percent. The amount of return percentage gets increase for the investors.
Ways to improve 
Buying own share from the market can improve the EPS ratio of Chocco plc. 
NP Margin
[image: ]
Figure 6: NP margin
(Source: Self-prepared)
Meaning 
The actual amount of profit left in the business after paying all debts and expenses is called the NP margin.
Changing values 
In the year 2019, the value of sales was £644m and the value of NP was £366m. 
In the year 2020, the value of sales increases to £6738m, and the value of NP increase to £431m respectively.
Comparison 
The increasing amount of sales and NP increase the ratio in 2020 from 0.056 to 0.063. It helps to increase the profit-making ability of Chocco plc. 
Ways to improve 
The number of sales and product price needs to be increased for improving this ratio.
Asset turnover
[image: ]
Figure 7: Assets turnover
(Source: Self-prepared)
Meaning 
The turnover ratio measures the total revenue and the average assets of the business. 
Changing values 
In the year 2019, the value of current assets was £2355m, the value of inventory was £659m and the value of current liability was £3046m respectively. 
In the year 2020, the value of current assets decreases to £2303m, the value of inventory increases to £708m, and the value of current liability decreases to  £2511m respectively. 
Comparison 
The increasing value of inventory and decreasing value of CA decrease the ratio in 2020 from 37 percent to 34 percent. 
Ways to improve 
Chocco plc needs to hold more cash in their business therefore; they need to increasing leasing quantity rather than purchase. 
Stock holding days 
[image: ]
Figure 8: Stock holding
(Source: Self-prepared)
Meaning 
The time period between the purchase and selling of stocks is called the holding period of the product. 
Changing values 
In the year 2019, the inventory value was £659m and the value of COGS was £3096m respectively. 
In the year 2020, the inventory value increases to £708m and the value COGS increases to £3235m respectively. 
Comparison 
The increase in the inventory and COGS value increase the holding period in 2020 from 76.63 to 78.79 respectively.
Ways to improve 
Accurate use of the demand forecasting method can improve the holding period of Chocco plc. 
Debtor’s collection period
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Figure 9: Collection period for debtors
(Source: Self-prepared)
Meaning 
The average time taken to collect money from the customers and clients is called the holding period for debtors.
Changing values 
In the year 2019, the value of the receivable amount was £1287m and the value of sales was £6641m respectively.
In the year 2020, the value of the receivable amount decreases to £1249m, and the value of sales increases to £6738m respectively.
Comparison 
The decrease amount of receivable amount and increase amount of sales helps to decrease this period in 2020 from 72 days to 67 days. It reflects the money collection period gets decreased. 
Ways to improve 
Chocco plc needs to increase its sales amount and needs to apply receivable management techniques to improve the ratio. 
Current ratio
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Figure 10: Current ratio
(Source: Self-prepared)
Meaning 
The current ratio reflects the liquidity portion of the business and the ability to pay the short-term debt. 
Changing values 
In the year 2019, the value of CA was £2355m and the value of CL was £3046m respectively. 
In the year 2020, the value of CA decreases to £2303m and the value of CL decreases to  £2511m respectively. 
Comparison 
The decrease amount of current assets, as well as current liability, increases the ratio in 2020 from 77 percent to 92 percent. It reflects the firm efficiently reduces its current liability portion. 
Ways to improve 
Selling older and unusable assets can increase the liquidity level and improve the ratio. 
Gearing ratio
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Figure 11: Gearing ratio
(Source: Self-prepared)
Meaning 
The gearing ratio helps to determine the financial leverage of a business organization. 
Changing values 
In the year 2019, the total value of debt was £242m and the value of equity was  £300m respectively. 
In the year 2020, the total value of debt increases to £255m and the value of equity remained the same as £300m.
Comparison 
The increasing amount of debt increases the ratio in 2020 from 81 percent to 85 percent respectively.
Ways to improve 
Chocco plc needs to buy back their ordinary shares from the market to improve the ratio. 
Invertors cover 
[image: ]
Figure 12: Inventor cover ratio
(Source: Self-prepared)
Meaning 
The time period between the purchase and selling of stocks is called the holding period of the product. 
Changing values 
In the year 2019, the inventory value was £659m and the value of COGS was £3096m respectively. 
In the year 2020, the inventory value increases to £708m and the value COGS increases to £3235m respectively. 
Comparison 
The increase in the inventory and COGS value increase the holding period in 2020 from 76.63 to 78.79 respectively.
Ways to improve 
Accurate use of the demand forecasting method can improve the inverter cover of Chocco plc. 
[bookmark: _Toc77678250]b. Comments on financial performance 
The financial efficiency is measured by ROCE and ROE ratio in the Chocco plc business. This ratio shows a positive indication for the business. The profitability is measured with the help of the NP margin ratio that indicates that the NP margin gets an increase from the previous year (Pavlovich and Vasilyevna, 2019, p.305). The efficiency ratio collection period for debtors is calculated and it shows a decrease from the previous year. 
[bookmark: _Toc77678251]Conclusion 
The study can be concluded that accounting fundamental is really useful to evaluate the performance of Kedison PLC and Chocco plc. The financial health of a business can be estimated by a P&L statement. The investors and owners can estimate their financial ability by it. The actual amount of profit left in the business after paying all debts and expenses is called the NP margin.
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Balance sheet of Kedison Plc

Assets Amount £
Non-current assets

Property, plant, equipment. 632730
Intangible assets nil

Current assets

Inventories 330600
Trade receivables 170125
Cash 12900
Total assets 1146355
Liabilities Amount £
Current liabi 171355
Non- current I nil

Total lal

Equity

Share capital 710000
Share premium 13000
Other reserves

Retained earnings (profit at start + net profit) 252000
Total equity and liabi 1146355
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ROCE ratio 2019(£m) 2020 (Em)

EBIT 539 620
CAPITALEMPLOYED 7041 7225
ratio (EBIT/CAPITAL EMPLOYED) 8% 9%
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ROE 2019(£m) 2020 (£m)

total equity 300 300
net profit 366 431
net income/total equity 1.22 1.44
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Earnings per share 2019( 2020

m) (Em)
Preference dividend nil nil
Net Income 366 431
Share Outstanding 1071 1071
EPS ratio [( Net income - Preference dividend)/ 34% 0%

outstanding share]
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net profit margin 2019(€m) 2020 (€m)

net profit 366 431
sales 6441 6738
net profit/sales 0.056(6%)  0.063(6%)
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Assets turnover ratio

2019(€m) 2020 (Em)

current assets 2355 2303
inventory 659 708
current liability 3046 2511
Assets turnover ratio 37% 34%
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stock holding period 2019(£m) 2020 (£m)

inventories 659 708
COGS(PURCHASE) 3096 3235
(inventory/purchase)*360

76.63 78.79
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debtors collection period 2019(Em) 2020 (Em)
account receivable days 1287 1249

sales 6441 6738
(receivable/sales)*360 72 67
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current ratio 2019(£m) 2020 (£m)

current assets 2355
current liability 3046
current assets/current liability 77%

2303
2511
92%
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Gearing ratio

2019(€m) 2020 (Em)

debt 242 255
equity 300 300
ratio (debt/equity) 81% 85%
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inventor cover 2019(£m) 2020 (£Em)

inventories 659 708
COGS(PURCHASE) 3096 3235
(inventory/purchase)*360

76.63 78.79
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Profit and loss of Kedison Plc

Particulars

Revenue

Costof sales

Gross profit
Distribution cost
Administrative expense
Otherincome
Operating profit
Income from investment
Finance cost/ interest
Profit before tax
Taxation

Profit for the period

Amounts (£)
826650
578650
248000
28000
30000
nil
190000
nil
2000
188000
68000
120000





