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[bookmark: _Toc89809740]Introduction
Accounting is the process of evaluating, recording, summarizing, and communicating financial transactions to its users (Napier, 2017). Every business organization should maintain the accounting process to present the (financial picture properly. This report is based on the fundamentals of accounting. It will present a profit and loss statement, a statement of financial position, and the reason why the statement of financial position in task one. Further, it will show ten significant ratios of accounting based on financial performance and financial position and some comments about the performance of the entity in task two.























 
[bookmark: _Toc89809741]Task-1.1 Statement of Profit and Loss and Statement of Financial Position of Kedison Plc.

	KEDISON PLC

	Statement of Profit and Loss

	For the year ended 31st December 2020

	Particulars
	Amount in Pound
	Amount in Pound
	Amount in Pound

	Sales
	£826,650
	
	

	Add: Unrecorded sales on credit
	£980
	
	

	Total sales
	
	£827,630
	

	Less: Cost of sales
	
	(£578,650)
	

	Gross Profit (GP)
	
	
	£248,980

	Less: Distribution & Administrative expenses
	
	
	

	Administrative expenses
	
	(£30,000)
	

	Remuneration of directors
	
	(£5,000)
	

	Distribution expenses
	
	(£28,000)
	

	Commission for sales
	
	(£3,000)
	

	Total Distribution & Administrative expenses
	
	
	(£66,000)

	Operating profit (OP)
	
	
	£182,980

	Less: Expenses for non-operating items
	
	
	

	Interest expenses (Note-1)
	
	
	(£4,000)

	Profit before tax (PBT)
	
	
	£178,980

	Less: Corporation tax
	
	
	(£68,000)

	Net Profit (NP) for the period
	
	
	£110,980

	Less: Dividend payment of preference shares
	
	
	(£30,000)

	Net profit (NP) available for the ordinary shareholder for distribution
	£80,980








	KEDISON PLC

	Statement of Financial Position

	As of 31 December 2020,

	Particulars
	Amount in Pound
	Amount in Pound
	Amount in Pound

	ASSETS
	
	
	

	Non-Current Assets:
	
	
	

	Equipment and Plant
	£632,730
	
	

	Total Non-Current Assets
	
	£632,730
	

	Current Assets:
	
	
	

	Closing Inventory
	£330,600
	
	

	Trade Receivables
	£171,105
	
	

	Bank and Cash
	£12,900
	
	

	Total Current Assets
	
	£514,605
	

	Total Assets
	
	
	£1,147,335

	SHAREHOLDERS’ EQUITY AND LIABILITIES
	
	
	

	LIABILITIES
	
	
	

	Current Liabilities
	
	
	

	Trade Payables
	£171,355
	
	

	Commission payable for sales
	£68,000
	
	

	Interest expenses payable (Note-1)
	£3,000
	
	

	Total Current Liabilities
	
	£244,355
	

	Non-Current Liabilities
	
	
	

	Debentures (4%)
	£100,000
	
	

	Total Non-Current Liabilities
	
	£100,000
	

	Total Liabilities
	
	
	£344,355

	SHAREHOLDERS’ EQUITY
	
	
	

	10% Preference share (£1 per share)
	
	£300,000
	

	Ordinary share (£1 per share)
	
	£310,000
	

	Retained earnings as of 2020, January 01
	£132,000
	
	

	Add: Net profit (NP) available for the ordinary shareholder
	£80,980
	
	

	Less: Dividend payment to the ordinary shareholder 
	(£20,000)
	
	

	Retained earnings as of 2020, December 31
	
	£192,980
	

	Total shareholders’ equity
	
	
	£802,980

	Total shareholders’ equity and liabilities
	
	
	£1,147,335



	Note-1 Interest Expenses
	

	Particulars
	Amount in Pound

	Expenses paid for debenture’s interest
	£2,000

	Add: Interest expenses payable {(£100,000*4%)- £2,000}
	£2,000

	Total interest expense for debenture
	£4,000



	Note-2 Trade Receivables
	

	Particulars
	Amount in Pound

	Recorded Trade receivables
	£170,125

	Add: Goods sold to customers not recorded
	£980

	Total trade receivables 
	£171,355



[bookmark: _Toc89809742]Task-1.2 The reason for the balance of the statement of financial position
The statement of financial position is a snapshot of an entity’s owner’s equity, liability, and asset (NGUYEN, 2021). It is also a significant component of financial statements. The equation of the statement of financial position is that asset equals liabilities and owners' equity. According to the equation, the summation of liabilities and owners' equity will be equal to the summation of an asset always. Owner’s equity and liability or right side represent as credit and assets or left side presents as debit. Every transaction has two same effects. There will be an equal impact of a transaction on both the debit and credit sides in monetary terms (Akhanov, 2021). Thus, the debit and credit will be always equal. As the debit side represent assets and the credit side represents liabilities and owner's equity in the statement of financial position, the statement of financial position will be balanced always.
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Ratio-1 ROCE
"ROCE= Operating profit / Capital Employed" is the formula of ROCE (Return on capital employed) where capital employed is the difference between a total asset and total current liability (Bragg, 2021).
Here is the information of Chocco to evaluate ratios for ROCE.
	Particulars
	2020
	2019

	Operating profit (OP)
	£805 ml
	£699 ml

	Total Asset
	£9,736 ml
	£10,087 ml

	Total current liability
	£2,511 ml
	£3,046 ml



The ROCE of this entity is:
	Ratio name
	2020
	2019

	ROCE
	= £805 ml / (£9,736 ml-£2,511 ml)
	= £699 ml / (£10,087 ml-£3,046 ml)

	
	= 11.14%
	= 9.23%



Ratio-2 ROE
“ROE= Net profit/Total equity” is the formula of ROE (Return on Equity) (Rai, 2020). The net profit of Chocco PLC is £431 ml for 2020 and £366 ml for 2019. The total equity of the entity is £3,088 ml for 2020 and £2,912 ml for 2019.
So, the ROE of the organization is:
	Ratio name
	2020
	2019

	ROE
	= £431 ml / £3,088 ml *100
	= £366 ml /£2,912 ml *100

	
	= 13.96%
	= 12.56%



Ratio-3 Earnings per share (EPS)
“EPS (Earning per share) = net profit / total number of shares outstanding) is the formula of EPS (Earning per share) (Purnomo, 2018). The net profit of Chocco PLC is £431 ml for 2020 and £366 ml for 2019. The total outstanding number of shares is (£300,000,000/£0.5 per share) 600,000,000 shares for 2020 and also (£300,000,000/£0.5 per share) 600,000,000 shares for 2019.

So, the EPS of the organization is:
	Ratio name
	2020
	2019

	EPS
	= £431 ml / 600 ml outstanding shares
	= £366 ml / 600 ml outstanding shares

	
	= £0.72 per share
	= £0.61 per share



Ratio-4 Net profit margin
The organization can calculate the ratio of Net profit margin by dividing the net profit with sales revenue (Purnomo, 2018). The net profit of Chocco PLC is £431 ml for 2020 and £366 ml for 2019. Sales revenue for 2020 is £6,738 ml and £6,441 ml for 2019. So, the ratio for the net profit margin of Chocco is:

	Ratio name
	2020
	2019

	Net profit margin
	= £431 ml /£6,738 ml *100
	= £366 ml / £6441 ml *100

	
	= 6.40%
	= 5.68%



Ratio-5 Asset turnover
The entity can calculate the ratio of Asset turnover by dividing sales revenue by total assets. Sales revenue for 2020 is £6,738 ml and £6,441 ml for 2019. The total asset is £9,736 ml for 2020 and £10,087 ml for 2019. So, the ratio for asset turnover of the entity is:

	Ratio name
	2020
	2019

	Asset turnover
	= £6,738 ml /£9,736 ml
	= £6441 ml /£10,087 ml *100

	
	= 0.69
	= 0.64



Ratio-6 Stock holding days
[bookmark: _Hlk89810031]The organization can calculate the ratio of "stock holding days" by dividing closing inventory by the cost of goods sold (Purnomo, 2018). The closing inventory of the entity is £708 ml for 2020 and £659 ml for 2019. The cost of sales of Chocco is £3,235 ml for 2020 and £3,096 ml for 2019. The “Stock holding days” of the entity is:

	Ratio name
	2020
	2019

	"Stockholding days"
	= £708 ml /£3,235 ml *365 days
	= £659 ml /£3,096 ml *365 days

	
	= 80 days
	= 78 days



Ratio-7 Debtor’s collection period
[bookmark: _Hlk89810000]The entity can calculate the ratio of “Debtor’s collection period” by dividing trade receivables with sales revenue after multiplying 365 days (Rai, 2020). Trade receivable of the entity is £1,249 ml for 2020 and £1,287 ml for 2019. Sales revenue for 2020 is £6,738 ml and £6,441 ml for 2019. The “Debtor’s collection period” of the entity is:

	Ratio name
	2020
	2019

	“Debtor’s collection period”
	= £1,249 ml /£6,738 ml *365 days
	= £1,287 ml /£6,441 ml *365 days

	
	= 73 days
	= 68 days



Ratio-8 Current ratio
The current ratio is the calculation of current assets and current liability. Here the entity can divide current assets by current liabilities to obtain the current ratio (Rizwan, 2021). The current asset of the entity is £2,303 ml for 2020 and £2,355 ml for 2019. The current liability of Chocco PLC is £2,511 ml for 2020 and £3,046 ml for 2019. The current ratio of the entity is:

	Ratio name
	2020
	2019

	Current ratio
	= £2,303 ml / £2,511 ml
	= £2,355 ml /£3,046 ml

	
	= 0.92
	= 0.77



Ratio-9 Gearing ratio
An organization can evaluate the degree of financial leverage through the gearing ratio in its capital structure. The formula of the Gearing ratio is = Total debt/total shareholder equity (Kindness, 2021). Total debt is the summation of long-term debt and short-term debt. The following information is for the total debt and total equity of Chocco.

	Particulars
	2020
	2019

	Short Term Debt
	£2,511 million
	£3,046 million

	Long Term Debt
	£4,137 million
	£4,129 million

	Total Debt
	£6,648 million
	£7,175 million

	Total Shareholders’ Equity
	£3,088 million
	£2,912 million



The gearing ratio of Chocco:

	Ratio name
	2020
	2019

	
	= £6,648 ml / £3,088 ml
	= £7,175 ml /£2,912 ml 

	
	= 2.46
	= 2.46



Ratio-10 Interest coverage ratio
The entity can calculate the ratio of “Inventory coverage ratio” by dividing operating profit (OP) by total financing cost. The operating profit of the entity is £805 ml for 2020 and £699 ml for 2019. The total finance expense is £226 ml for 2020 and £181 ml for 2019. So, the interest coverage ratio of the entity is: 

	Ratio name
	2020
	2019

	‘Interest coverage ratio’
	= £805 ml /£226 ml
	= £699 ml /£181 ml

	
	= 3.56 times
	= 3.86 times
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	“ROCE”
	The ROCE of the entity is 11.14% for 2020 and 9.23% for 2019 indicating that the company will produce £11.14 and £9.23 in 2020 and 2019 as operating profit by using £100 per capital. The ROCE ratio of two years suggests that the entity can produce more operating profit than the previous year. It refers that the entity is comparatively doing well.


	“ROE”
	Chocco PLC has ROE (Return on Equity) 13.96% and 12.56% in 2020 and 2019. The management of this entity can get a return of £13.96 and £12.56 consecutively in 2020 and 2019 after using per £100 capital employed. This ratio presents that the entity improves its net profitability by almost 17.80%.


	“EPS (Earning per share)”
	The EPS (Earning per share) of Chocco is £0.72 and £0.61 for every ordinary share consecutively in 2020 and 2019. This means that the entity earns £72 for every 100 shares in 2020 and £61for every 100 shares in 2019. EPS indicates that the entity is comparatively doing well as the total earning of the firm is increased significantly.


	“Net profit margin”
	Chocco Plc has a 6.4% net profit margin in 2020 and a 5.68% net profit margin in 2019. It indicates that the entity has earned £6.4 and £5.68 from its every £100 sales revenue within 2020 and 2019. During the recent year, the net profitability has enhanced at 17.8% with an increase of 4.6% in sales.


	“Asset turnover”
	The Asset Turnover of the entity is 0.69 for 2020 and 0.64 for 2019 indicating that the company will produce £69 and £64 in 2020 and 2019 as sales revenue by using £100 investment. The Asset turnover ratio of two years suggests that the entity can produce more sales revenue than the previous year. It refers that the entity is comparatively doing well.


	"Stockholding days"
	The Stockholding days of the entity is 80 days for 2020 and 78 days for 2019 indicating that the company can convert its inventory into the sales turnover within 80 days and 78 days in 2020 and 2019. The Stockholding days ratio of two years suggests that the increasing 2 days to convert inventory into sales revenue is the management inefficiency.


	“Debtors’ collection period”
	The Debtors’ collection period of the entity is 68 days for 2020 and 73 days for 2019 indicating that the company can collect receivables from the customers within the mentioned days. The Debtors’ collection period ratio of two years suggests that the decreasing 5 days to collect receivables from the customers is the management efficiency.


	“Current ratio”
	The Current Ratio of the entity is 0.92 for 2020 and 0.77 for 2019 indicating that the company retains £92 and £77 in 2020 and 2019 to repay £100 current liability. The Current ratio of two years suggests that the entity can repay more current liability than the previous year. It refers that the entity is comparatively doing well.


	“Gearing ratio”
	The Gearing ratio of the entity is 2.15 for 2020 and 2.46 for 2019 indicating that the company will generate £215 and £246 in 2020 and 2019 against equity finance of £100. The Gearing ratio of two years suggests that the entity can produce less debt financing than the previous year.
 

	“Interest coverage ratio”
	The Interest coverage ratio of the entity is 3.56 times for 2020 and 3.86 for 2019 indicating that the company will be able to produce more operating profit after paying less interest on debt financing. 


































[bookmark: _Toc89809745]Conclusion
Accounting is the procedure of summarizing and communicating financial events and transactions to its users. Every business organization should maintain the accounting process to present the financial picture properly. The statement of financial position is a snapshot of an entity's owner's equity, liability, and asset. It is also a significant component of financial statements. The equation of the statement) of financial position is that asset equals liabilities and owners' equity. As the debit side represent assets and the credit side represents liabilities and owner's equity in the statement of financial position, the statement of financial position will be balanced always (Bragg, 2021). Chocco Plc is doing better performance compared its previous year's performance. 
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