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[bookmark: _Toc77930129]Introduction
The report is prepared on accounting fundamentals. The report has two parts. Firstly, the financial reports are made including the income statement and the financial statement. Accounting can be defined as the combination of different terms that are used in an organisation to record the transactions, identifying, and present the summary of the transactions in reports format in front of stakeholders. For the first part of the report, the company is named “Kedison Plc”. The financial position system is one of the vital ones. It represents the total assets, and total liabilities, and owner’s equity in front of stakeholders. Stakeholders can be defined as the individuals who have interested in the business including the owner, manager, shareholders, customers, tax authority, and so on. Besides, for the second part of the report, the company is named “Chocco Plc”. An accounting ratio can be defined as a comparison between the two-line pieces in an organisation’s financial statement, namely income statement, owner’s equity statement, cashflow statement, and financial position statement. Ratios are made to identify the financial performance of the company. Different ratios have been analysed in the report including current ratio, ROCE, ROE, and so on.



[bookmark: _Toc77930130]Question 01
a) [bookmark: _Toc77930131]Preparing a profit & loss statement
	Kedison PLC
Profit and Loss statement
For the years ended 31st December 2020

	
	Amount

	Revenue
Sales 
	                                                                826,650.00 

	Total revenue
	  826,650.00                                                               

	
Expenses

	Cost of goods sold
	578,650.00                                                         

	Administrative expenses 
	30,000

	Distribution costs
	28,000

	Directors’ remuneration 
	5,000

	Interest paid
	2,000

	Total Expense
	(643,650)

	Net Income
	£183,000.00                                                                    





[bookmark: _Toc77930132]Financial Position Statement
	Kedison PLC
[bookmark: _Hlk77258160]		Statement of financial position
For the years ended 31st December 2020

	
	
	

	Assets
	 Amount 
	Total

	Plant and equipment
	632,730.00 
	

	Stock at 31st December 2020
	330600
	

	Debtors
	170125
	

	Cash and bank
	12900
	

	Account receivable
	980
	

	
	
	  1,147,335.00 

	Uncertain account
	
	2020

	Total Asset
	
	1149355

	
	
	

	Liabilities and Equities
	
	

	£1 ordinary shares
	310000
	

	10% £1 preference shares
	300000
	

	4% Debentures
	100000
	

	Net Income
	183000
	

	Total Equity
	
	893000

	Trade creditors
	171355
	

	Retained profits at 1st January 2020
	132000
	

	Ordinary dividend paid
	(20000)
	

	Preference dividend paid
	(30000)
	

	Commission payable
	3000
	

	Total liabilities
	
	256355

	
	
	

	
	
	

	Total liabilities and equity
	
	1149355


b) [bookmark: _Toc77930133]
Why the financial position balance
Accounting can be defined as the combination of different terms that are used in an organisation to record the transactions, identifying, and present the summary of the transactions in reports format in front of stakeholders (Khorunzhak, 2019). A business organisation mainly prepared four types of accounting reports. They are
· Income Statement
· Owner’s Equity Statement
· Cashflow Statement
· Financial Position Statement
Among them, the financial position system is one of the vital ones. It represents the total assets, and total liabilities, and owner’s equity in front of stakeholders. Stakeholders can be defined as the individuals who have interested in the business including the owner, manager, shareholders, customers, tax authority, and so on (Kim, 2017). If they want to make decisions, they firstly look at the financial position statement of the organisation. The statement influences their decisions.
In the financial statement, an organisation represents the list of assets including short-term assets, fixed assets, unreal assets, and so on. On the other side of the financial statement, an organisation represents the short-term and long-term debt of the organisation, and the equity including the capital, retained earnings, and so on (Lichtenberg, 2018).
A=L+OE
Here, 
A= Assets
L= Liabilities
OE= Owner’s Equity
‘A=L+OE’ is the universal basic formula of accounting. Accounting can be defined as the combination of different terms that are used in an organisation to record the transactions, identifying, and present the summary of the transactions in reports format in front of stakeholders. In the financial statement, the organisation mainly shows the equation. In the statement, if both sides are equal, it is assumed that the math is correct (Petkov, 2020). The accounting follows the double-entry system. It means every expenditure is occurred to gain some value. Every transaction is made to gain some value. The equation refers to that the number of assets that will be equal to the liabilities and owner’s equity. 
In the financial position statement, if organisation purchases an asset, then the amount of owner’s equity also increased. In recent times, every organisation follows the accrued system. Without ensuring the money transactions, the transaction is recorded in the ledger book. 
All the transactions are recorded are the financial statement according to GAAP. GAAP refers to the Generally Accepted Accounting Principles. Accounting can be defined as the combination of different terms that are used in an organisation to record the transactions, identifying, and present the summary of the transactions in reports format in front of stakeholders. The definition is also accepted by GAAP (Sobkow, 2020).
 Among them, the financial position system is one of the vital ones. It represents the total assets, and total liabilities, and owner’s equity in front of stakeholders. In the financial statement, the organisation mainly shows the equation (Simasko, 2016). In the statement, if both sides are equal, it is assumed that the math is correct. The accounting follows the double-entry system. The financial position system is one of the most important statements for the organisation.

[bookmark: _Toc77930134]Question 02
a) [bookmark: _Toc77930135]Calculating the ratios for Chocco plc
	Pre-Calculation
	2020
	
	2019
	

	
	Amount £
	Total Amount £
	Amount £
	Total Amount £

	Retained earning
	1462
	
	1299
	

	Share capital
	256
	
	200
	

	Share premium
	1071
	
	1071
	

	Total equity
	
	2789
	
	2570

	Average assets
	(9736+10087)/2
	9911.5
	
	

	Average Inventory
	(708+659)/2
	683.5
	
	



Return on capital earning
Given that
	Particulars 
	2019
	2020

	Net profit 
	805
	699

	Capital employed
	256
	200



Determining the ratios for both of the years 2019 and 2020: 
	Formula  
	2019
	2020

	Net profit 

Capital employed
	805/ (50*5.12) 
	699/200

			Result 
	3.14453125
	3.495



Return on earning
Given that,
	Particulars 
	2019
	2020

	Net Income
	431
	366

	Total equity
	2789
	2570



Determining the ratios for both of the years 2019 and 2020: 
	Formula  
	2019
	2020

	Net Income

Total equity
	431/2789
	366/2570

			Result 
	0.154535676
	0.142412



Earnings per share
Determining the ratios for both of the years 2019 and 2020: 
	Formula  
	2019
	2020

	 Net Income-Preferred Dividends

Average outstanding common
	431/256
	366/200

			Result 
	1.68359375
	1.83



Net profit margin
Determining the ratios for both of the years 2019 and 2020: 
	Formula  
	2019
	2020

	 Net Profit

Total revenue
	431/6738
	366/6441

			Result 
	6.396556842
	5.682347



Inventory Coverage ratio
Determining the ratios for both of the years 2019 and 2020: 
	Formula  
	2019
	2020

	Working Capital Short Term 
Liabilities inventories
	(256+2511)/708
	(200+3046)/656

			Result 
	3.90819209
	4.948171




Asset Turnover
Determining the ratios for both of the years 2019 and 2020: 
	Formula  
	2019
	2020

	 Total assets

Average asset
	6738/9911.5
	6441/10087

			Result 
	0.679816375
	0.638545



Debtor Collection Period 
Determining the ratios for both of the years 2019 and 2020: 
	Formula  
	2019
	2020

	Debts
*365
sales
	(1249/6734) *365
	(1287/6441) *365

			Result 
	67.6989902
	72.932



Current ratio 
Determining the ratios for both of the years 2019 and 2020: 
	Formula  
	2019
	2020

	Current asset 

Current liabilities 
	2303/2511
	2355/3046

			Result 
	0.917164476
	0.773145



Gearing Ratio
Determining the ratios for both of the years 2019 and 2020: 
	Formula  
	2019
	2020

	 Long term debt Short Term Debt

Equity

	1249/2833
	1287/2570

			Result 
	0.440875397
	0.500778





Stock holding Days
Determining the ratios for both of the years 2019 and 2020: 
	Formula  
	2019
	2020

	Average Inventory

Cost of sales/No. of Days

	683.5/ (3235/365)
	659/ (3096/365)

			Result 
	77.11823802
	77.69218


 
b) [bookmark: _Toc77930136]Commenting on the financial performance and position of Chocco plc
An accounting ratio can be defined as a comparison between the two-line pieces in an organisation’s financial statement, namely income statement, owner’s equity statement, cashflow statement, and financial position statement (Frydman, 2016). Ratios are made to identify the financial performance of the company. Accounting can be defined as the combination of different terms that are used in an organisation to record the transactions, identifying, and present the summary of the transactions in reports format in front of stakeholders. There are various kinds of ratios including ROCE, ROE, Gearing ratio, and so on. The financial performance of Chocco plc is discussed below:
[image: ]
Figure: Ratio analysis (Chukwudi, 2018)
Return on capital indicates the profitability of an organisation, and it also takes into account the capital amount that the organisation used. In 2019, the ROCE ratio of the organisation is 3.14 and in 2020, it is 3.49. The ROCE is increased in 2020 of Chocco Plc. Besides, ROE refers to return on equity. The return on Equity ratio indicates the profitability of the company based on the shareholder’s equity (Greenberg, 2019). Both ratios reflect the profit-generating ability of the company. It’s higher position indicates that the company runs well.
EPS refers to Earnings per Share. It indicates the existing amount of profit that is available for shareholders for the fiscal years. The higher rate of EPS is a good sign for the organisation. Besides, the net profit margin is another important ratio for the organisation (Hirshleifer, 2018). Net profit margin determines the profitability of the company. It helps an organisation to determine the percentage of net profit and sales. The major way earning of the company is sales. The net profit margin of the company is reduced by 2020 approximately 1%.
The inventory coverage ratio is another important ratio for the organisation. It is a financial sustainability ratio. It indicates that the organisation has enough sources of finance for the stock forming (Kaya,  2019). It increases in 2020 than in 2019. Besides, the assets turnover ratio indicates a company how efficiently and effectively used their assets to generate profit. It has been reduced in 2020 than in 2019.
Another vital ratio for the organisation is the Debtor collection period. It denotes an organisation how it takes to clear the account receivable of the company. An organisation needs to know it (Bangma, 2019). It has been enhanced in 2020 than in 2019. The current ratio is also known as liquidity ratio, acid ratio, and so on. It is identified as the ability to pay the short-term debt of a company. It has been reduced in 2020 than in 2019. The gearing ratio compares between equity and debt of the company. It has been enhanced in 2020 than in 2019.
From the overall discussion, it can be said that the efficiency of the company is not so good through different operations. The company needs to enhance efficiency.


[bookmark: _Toc77930137]Conclusion
The main objective of the report is accounting fundamentals. Accounting can be defined as the combination of different terms that are used in an organisation to record the transactions, identifying, and present the summary of the transactions in reports format in front of stakeholders. For the first part of the report, the company is named “Kedison Plc”. The financial position system is one of the vital ones. It represents the total assets, and total liabilities, and owner’s equity in front of stakeholders. The report has two parts. Firstly, the financial reports are made including the income statement and the financial statement. An accounting ratio can be defined as a comparison between the two-line pieces in an organisation’s financial statement, namely income statement, owner’s equity statement, cash flow statement, and financial position statement. Ratios are made to identify the financial performance of the company. Different ratios have been analysed in the report including current ratio, ROCE, ROE, and so on
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