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[bookmark: _Toc76879595]Introduction
Accounting fundamentals is the accounting process which represents recording interpretation classification analysing and summarising of various financial information (Yu and et.al  2018). The entire report focuses on accounting fundamentals. This report provides detailed information about profit and loss statement and balance sheet. This record provides different Information about various ratios such as return on capital employed return on equity current ratio to getting ratio etc. 
[bookmark: _Toc76879596]QUESTION 1
[bookmark: _Toc76879597]Profit and Loss statement for the year ended 2020

	Particular
	Amount 

	Revenue 
	826650

	Cost of sales 
	578650

	Gross profit 
	248000

	Distribution cost 
	(28000)

	Administrative expenses 
	(30000)

	Operating profit 
	1,70,000

	Interest paid 
	2000

	Profit before tax 
	1,68,000

	Tax 
	(68,000)

	Profit of the year 
	1,00,000



Profit and loss statement
Profit and loss statement is a part of financial statement which analyses and summarise all the revenue cost expenses earnings of the organisation for a specific period. Profit and loss statement can be prepared on what basis apart from this it can be prepared on yearly basis as well. Profit and loss statement is similar to the income statement because it also provides the earnings as well as expenses of the organisation. Profit and loss statement is one of the important statement of the organisation because company needs is statement on regular basis. From this it is helpful to the organisation because it provides all the financial conditions such as the situations of creditors and apart from that attach to the organisation to conduct market analysis and also look at the view of investors so that this is statement can provide financial soundness and various growth opportunities to the business (Weygandt and et.al2021). It is also helpful for the investors because it provides the financial health and snapshot of the efficiency of the organisation so that investors can make their decisions by considering profit and loss statement. This statement provides all the detailed information about the earnings generated by the organisation for a given period of time apart from this it also States about the expenses which has been incurred to the organisation. Profit and loss statement is necessary for the organisation because it provides detailed information that how company can easily generate profit and can increase their revenues by reducing different cost. Profit and loss statement includes all the revenues which is being conducted by the company for the particular year apart from that it states about the cost of goods sold so that company can minimise such cost and generate more revenue. Along with this property and loss statement include various marketing and selling expenses administration expenses and whatever interest which is being deceived by the company is also being mentioned in this statement. Profit and loss statement is very important for the organisation because it provides detailed information about the expenses which is being offered to the company in the form of marketing in selling and various promotions as well. Profit and loss statement also States about the situation of text within the companies paying tax on time or not this also be mentioned in this report. Profit and loss statement is one of the important statements which is prepared by the management of the organisation because it gives all the information that how much profit has been generated by the organisation and how much expenses they have incurred. Along with this it also helps organisation to find out how they can improve overall sales and revenue so that they can generate higher profitability for the upcoming years and this will help the organisation to draw the attention of new to investors. It is also helpful for the organisation because it helps them to identify their sales target and help them to achieve it. 
[bookmark: _Toc76879598]Statement of Financial Position for the year ended 2020

	Particulars 
	Amount 

	Non- Current assets
	

	Plant and equipment
	632730

	Current assets
	

	Stock
	330600

	Debtors 
	170125

	Cash and bank 
	12900

	Total asset 
	563955

	Current liabilities
	

	Creditors assets
	171355

	Noncurrent liabilities 
	-

	Net assets 
	392600

	Equity 
	

	Ordinary share capital 
	3,10,000

	Preference share 
	3,00,000



Statement of financial position popularly known as balance sheet which represents all the assets liabilities and equity of the business for a specified time duration. It includes current assets such as Cash, debtors, inventory etc. On the other hand statement of financial position represents fixed assets of the company in the form of plant and machinery properties land and building and other equipments. Balance sheet also includes liabilities of the organisation the basic meaning of liability is that whatever company has borrowed it is the liability of the organisation that they must repay them. Liability includes current liability and non current liabilities. Current liabilities are creditors bills payable short term loans and obligations of the organisation and on the other hand long-term liabilities which is popularly known as noncurrent liabilities includes long duration loans for the organisation. In simple words balance sheet provides a snapshot of all the Assets and liabilities of the organisation for a particular year. This statement is also one of the important statement because it is helpful for the investors before investing in any organisation firstly they check the balance sheet because it shows the capability of the organisation to repay their obligations and liabilities (Kimmel and et.al2018). If the assets are higher than the liabilities then it shows that company is a good position and it can easily repay their all the loans whether it is short term or long term with the help of proper assets. Assets side also includes Goodwill of the organisation which states that how much reputation company has built in the market and if Company get wind up then how much money they will get in the form of between. Investors our state of the organisation because it represents whatever owned by the business and how much control business have apart from this how much money business has borrowed from outsiders for the  Welfare and development of the organisation. Balance sheet provides all the details about the financial health of the organisation for specified time duration and it can be prepared on quarterly half yearly and yearly basis. Except liabilities and assets there is one more important head mentioned in balance sheet which is known as shareholders equity. Assets usually equal to the liabilities and the equity of owner (Sellami and et.al 2017). Capital of owner is being used in case of sole proprietorship and on the other hand equity of shareholder is being used by the company is a corporation in other words this is also known as book value of the entire organisation. Financial statement is necessary for the organisation because with the help of this statement organisation can get to know how much profit they are earning and how much loss they have faced during the specific years. By checking balance sheet the management of the organisation can create various marketing and promotional activities and strategies so that organisation do not have to face any kind of loss and difficulties in the near future and they may earn higher profitability as compared to the past years. 
[bookmark: _Toc76879599]QUESTION 2
[bookmark: _Toc76879600]Ratios 

Return on capital employed 

	Particular
	2019
	2020

	PBIT
	366
	431

	Total Assets
	10,087
	9,736

	Current liabilities
	2,511
	3,046

	ROCE
	4.83%
	6.44%



Return on capital employed is one of the popular financial ratio which is used by the organisation to you know the overall profitability and efficiency of the capital. This ratio is used to understand and measure how a company is generating profit by capital. It is very beneficial for the organisation to know that how much capital they have invested to start the business and how much return is been generated on the behalf of such capital and therefore this is one of the important ratio for the overall organisation and its growth. For the year 2019 the return on capital employed ratio was 4.83 % which has been increased in 2020 and becomes 6.4 %. It is clearly seen that this organisation is using their capital effectively and therefore this ratio is continuously increasing and generating more profit for the company.

ROE

	Particular
	2019
	2020

	Net profit 
	366
	431

	Equity 
	300
	300

	ROE
	122%
	143.67%



Return on equity ratio is used by the organisation to measure the overall financial performance of the organisation. This ratio is being calculated by dividing the net income with shareholders equity (Nicholls 2020). It has been stated that shareholders equity is equal to the overall asset of the companies which is being deducted debt from them. Therefore this ratio is being used to measure the overall profitability of a corporation which is in relation to the stockholders equity. It is known as one of the satisfactory ratio because it depends on the overall performance of the company. Return on equity uses net income as well as NET income refers to the total of income expenses and various taxes and therefore return on equity provides accurate results to the organisation. Return on equity of this organisation as 122 percent in 2019 which has increased 143% 2020 which is a good sign for the organisation that they are generating more profit. 
Earnings per share

	Particular
	2019
	2020

	Net Income 
	6441
	673

	Preference dividend 
	255
	255

	Share outstanding 
	300
	300

	EPS 
	20.62
	21.61



Earning per share
Earning per share is being calculated from the company's profits which is being divided by the outstanding shares. This ratio is also used to indicate the overall profitability of the company. Earnings per share ratio indicates that how much money is being made by the company and how its corporate value so that company can easily attract new customers. Earning per share ratio of this organisation was 20.6 to in 2019 which has increased in 2020 and becomes 21.61 which shows that a company is generating good profit so that they may go for further investment as well. 

Net profit margin

	Particular
	2019
	2020

	Profit
	366
	431

	Revenue
	6441
	6738

	Margin
	5.68
	6.39



Net profit margin ratio identified the net income and profit is being generated by the company in the form of percentage of revenue (Ahmed, 2017). As the name suggests net profit margin ratio is used to measure overall profit margin of the organisation for a particular point of time. Net profit margin ratio indicates how much income and profit is been generated by the company in the form of percentage by using their revenue. It is one of the important financial ratio which indicates the overall financial health of their organisation by measuring different profits and sales apart from this it also includes operating cost so that it can provide more accurate result to the organisation. Net profit margin ratio was 5.68 percent in 2019 and in 2020 this ratio increased to 6.39 percent which represents that company is in profit.

Asset turnover 

	Particular
	2019
	2020

	Revenue
	6441
	6738

	Total assets 
	10,087
	9,736

	Asset turnover 
	0.63
	0.69



Asset turnover ratio is used to measure the overall value of Companies revenue and sales in relation with its assets. If the Asset turnover ratio of the company is high when it shows that company is more efficient and it can easily generate revenue. This ratio also assists investors to understand the effectiveness of company so that they can use their assets property to generate cash and revenue. The overall asset turnover ratio of this company was 0.63 in 2019 which has increased o.69 in 2020. 

 Stock holding days
	Particular
	2019
	2020

	Cogs 
	6441
	3096

	Average inventory 
	659
	9,736

	Stock holding days
	79.88
	77.69




Debtors’ collection period

	Particular
	2019
	2020

	sales 
	6,441
	6738

	Average net receivables 
	1287
	1248

	Total amount of days in period 
	365
	365

	Debtor Collection period
	72.93
	67.60














Debtor’s collection period refers to the average time period taken to collect all the trade debts. If the debtor’s collection period is less in number then it will be beneficial for the organisation because it increases the overall efficiency of the organisation. In other words latest collection period refers to the time which is being taken by the company to get the payment of sales from their customers . It is very necessary for the organisation that the mast monitor and ensure the overall cash available with the company and we should monitor the average collection period as well so that only do not have to run short of any kind of finance and money. As per this company the overall debtors Collection period was 72 days in 2019 but it has reduced in 2020 and become 67 days which is beneficial for the company that the customers are not taking much time to repay. 

Current ratio
Current assets of 2019 = 2355
Current liabilities = 3046
=0.77
Current assets of 2020 = 2,303
Current liabilities = 2511
=0.92
Current ratio is being used by the company to know how they are using current assets so that they can easily repay all the short term debts and liabilities. Current ratio is very useful for the company because it provides detailed information that how a company is using their current assets that the people the short term liabilities and obligations. Current ratio is also important for the perspective of working capital because company needs to pay applications and money for purchasing raw material and paying salary and wages to their workers. The ideal ratio is 2: 1 which means Company must have double Assets of their liabilities so that they can easily repay them. The overall current ratio in 2019 was 0.77 % which has increased 20.9 2% in the year 2020. 
Gearing ratio

	Particular
	2019
	2020

	Total debt 
	4129
	4137

	Average inventory 
	300
	300

	Gearing ratio
	1376.33
	1379



Gearing ratio is a financial ratio which provides comparison between the borrowed fund and equity of owner. Is ratio is used to measure the financial leverage and various operations of the organisation. In 2019 the ratio was 1376 and in 2020 it was 1379  (Pribić,2018). This represents that company is using wearing ratio effectively and it is implementing borrowed fund as well as the equity of owner property so that company can generate more and high profitability. 

Inventor cover

	Particular
	2019
	2020

	EBIT 
	366
	431

	Interest payable 
	181
	226

	Inventor cover
	1.99
	1.90



This ratio uses over on earnings before interest and tax of the organisation and also loses interest payable so that it can generate proper profitability for the organisation. This ratio is helpful for generating good evening which is less than interest and tax (Zhao, 2019). This ratio helps Organisation to create for various new strategies so that the overall profitability and earning can be increased. The overall inventor cover ratio was 1.9 % in 2019 which has decreased to 1.90 in 2020. 
[bookmark: _Toc76879601]Financial performance of Chocco plc
Financial performance of this company is effective and generating good return and profitability in the favour of company. All the ratios are generating positive result and are in the favour of the company suggest return on capital employed ratio is also increasing as compared to 2019 and showing that company is effectively generating profitability and providing good returns to the investors as well. Apart from this the return on equity ratio is also increasing in 2020 which shows that company is properly using their equity to generate revenue and sales. Apart from this the overall Earning per share ratio is also increasing and this is also showing that investors are interested in investing in this company (Petromichelakis, 2018). Apart from this net profit margin ratio which represents the overall profit for the company is also showing positive simple and it is also increasing in 2020. Apart from this the Asset turnover which is also increasing which shows that companies properly using their assets to generate profitability and revenue. Other hand stock holding days were continuously decreasing for the company which shows that company is not using stock for so long and converting their stocks into revenue and which is a beneficial result for the company. Apart from this current ratio is also working in the favour of the company and generating high profitability and revenue. Apart from this gearing ratio is also working in the favour of the company and generating good output for the organisation. So after analysing all this it can be stated that the overall performance of the company is accurate and generating good return for the investors as well. This will help the organisation to attract new investors as well so that company can make for the tourist mint and generate high revenues. 
[bookmark: _Toc76879602]Conclusion
After analysing the entire report it has been concluded that this report focuses on accounting fundamentals and provide all the relevant information about accounting and fundamentals. This report provides profit and loss statement which will help the organisation to know the overall revenues and expenses so that bye checking profit and loss statement organisation can easily create different strategies so that they can improvise their revenues. Apart from this balance sheet and various financial position as has been mentioned in this report which gives detailed information about the Assets and liabilities of the organisation and how organisation Can attract new investors so that company can make further investment. This report focuses on providing detailed information about various ratios such as return on capital employed return on equity net profit margin ratio of assets turnover ratio of gearing ratio and debtors collection period. This will help the company to know the position of profitability and expenses so that company can know how much lower level income in the future and in against of such loss they can form different strategies. 
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