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INTRODUCTION:

The modern accounting system is based on the principles of the double-entry system which was initially introduced by a famous mathematician and economist named Luka Pacioli back in 1494. In this scientific system, all types of financial transactions are firstly converted into journals and ledgers. Going through some more steps, the most important publicly available Financial Statements are prepared and published (Ellerman and Bagatelle, 2012). This particular report consists of the solution to two major questions and some scrutinised calculations. At first, the Profit-Loss statement and the Statement of Financial Position of Kedison Plc. are prepared with which some brief analysis has been provided. Then, the reasons behind the balance in the Balance Sheet are identified and scrutinised. In the next question, based on the provided materials (Profit-Loss statement, Financial Position Statement, and Additional information) of Chocco Plc, some ratio formulation, calculation, and interpretation have been conducted.  Finally, considering the overall output of these ratios and provided materials, some remarks about the financial performance and position have been given.





















QUESTION -1 

Kedison PLC Financial Statement:

The statements through which an entity discloses its overall financial performance and current financial position to all the interested third parties are called the Financial Statements. Every publicly listed business is obliged to disclose these financial statements. Hence, they must create and publish these statements along with other financial information and ratio analysis. The five core financial statements are- Statement of Profit-Los & other comprehensive Income, Statement of Retained Earnings, Balance Sheet, Cash Flow Statement, and Notes to the Financial Statements (Ellerman and David, 2011). Now, as per the requirement of the task, the Profit-Loss statement and the Financial Position Statement of Kedison Plc. are prepared below.
Income statement Profit-Loss for the year ended 31st December 2020
The income statement profit-loss is prepared to disclose the overall financial performance regarding the revenue and expenses of an entity as of a particular income year. In the statement, the main output is the Net Profit after Tax. Initially, all the sales-related direct costs are subtracted from the sole Income source of the business (Sales) to get the Gross Income. Then, different administrative and marketing-related costs (Operating Costs) are deducted to find out the Operating Profit (Sangster and Grunt, 2014). Finally, by adding the non-operating Income and subtracting the non-operating expenses and Corporation tax, Net Profit after Tax is found.














INCOME STATEMENT FOR THE YEAR ENDED 
31/12 2020

	
	£

	Revenue (W1)                                                                    827,630

	Cost of sales
	 (578,650)

	Gross profit
	248,980

	Distribution costs
	(28,000)

	Administration expenses(W2)
	(38,000)

	Operating profit
	182,980

	Finance costs
	(2,000)

	Profit before tax
	180,980

	Taxation(W3)
	(68,000)

	Profit for the period
	 112,980 

	
	



























Statement of Financial Position for 31 December 2020

Statement of Financial Position exposes the overall amount of all the Assets, Liabilities, and 
Shareholders’ Equity of an entity as of a particular date especially the last date of the accounting year. Through this statement, the interested third parties can determine what is the current financial position and decide whether to invest in this business. Here, while preparing the statement, the Total asset amount must be equated with the sum of Liabilities and Shareholders’ Equity (Kroot and Duyor, 2015). The asset part includes Current Assets, Fixed Assets, Investments, and Uncoordinated expenses. On the other side, the Liabilities include the Current liabilities, Fix Liabilities, Paid-up Capital, Different reserves, and final balance of the Statement of Retained Earnings.























STATEMENT OF FINANCIAL POSITION AS AT 
31/12/2020

	
	
	

	ASSETS
Non-current assets 
	£
	£

	
	

	Property, plant & equipment
	632,730
	

	
	
	

	
	
	632,730

	Current assets
	
	

	Inventories
Debtors                                               
	330,600
170,125
	

	Accrual (W1)
	980
	

	Cash and bank
	 12,900
	

	
	
	          514,605
 

	Total assets
	
	1,147,335

	 
	
	

	LIABILITIES

	
	

	Current liabilities
	
	

	Trade creditors 
	171355
	

	Accrual(W2)
	3000
	

	Corporation tax(W3)
	 68000 
	

	
	
	242,355

	Non-current liabilities
	
	

	4% Debentures
	100,000
	

	
	
	

	
	
	 100,000


	Total liabilities
	
	 342,355 

	
	
	

	Net assets (total assets-total liabilities)

	
	 804,980 

	
	
	£

	EQUITY
	
	

	Share capital (W4)
Retained earnings (W5) 

Total equity 


	
	610,000
194.980

804.980

	
	
	

	

	

	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	





























ADJUSTMENT/ WORKINGS

 REVENUE   W1
 Sales £826.650 (revenue, p&l)
Debtors £980 (good valued) (SOFP current assets)
Total=£ 827.630

 ADMINISTRATION COST W2
Administration cost £30.000
Salesmen =£3.000
Director remuneration =£5.000
Total = £38.000
 
TAXATION W3
 Paid= £0
Unpaid= £68.000(p&l, liab-SOFT)
Total =£68.000

 SHARE CAPITAL W4
£1 Ordinary share=£ 310.000 
10% £1 Preference shares = £300.000 
Total =£610.000
 
RETAINED EARNINGSW5 (profit at the start of the year +net profit-dividends)
Profit of the year start =£132.000
Net profit                      = £112.980
Dividends                     =£ (50.000)
 
Ordinary dividend paid= £20.000
Preference dividend paid=£30.000
Total Dividends = (£50.000)

Total = £194.980















Reasons behind the balance of the Statement of Financial Position (Assets and Liabilities):

The most obvious reason why the Asset and Liabilities sides of the Statement of Financial Position balance is that the whole accounting system including these financial statements is prepared considering the double-entry system. In the double-entry system, each financial transaction of an organisation affects at least two accounts (Debit and Credit side). Consequently, a transaction must always affect either positively or negatively both the Asset and Liabilities account (Leon, 2011). For instance, for this transaction- ‘Cash payment of wages to the employees, in the Debit side, ‘Cash’ asset would be decreased and in the Credit side, ‘Wages expense’ would decrease the Internal Liabilities or Equity. Hence, there would equal impact in the Dr. and Cr. Side thus, making a balance in the Statement of Financial Position. 
In a different scenario, a transaction could result in both an increase and decrease of a similar type of account. For example, for this transaction- ‘Purchase of Office Equipment on Cash’, on the Dr. side, the fixed Asset ‘Office Equipment’ would be increased. Then, on the Cr. side, the ‘Cash’ asset would be reduced. Hence, an increase in the Office Equipment Asset would be offset by a decrease in the Cash Asset. Consequently, there would be no positive or negative impact on the balance sheet thus resulting in equalisation of assets and liabilities side. 
Considering the Accounting equation ‘A=L+E’ based on which both the accounting system and Statement of Financial Position works, the Asset of an organisation is financed from only two sources- Internal sources and External sources (Keene and Tan, 2016). Here, Internal sources include Share Capital or Paid-up Capital, Retained Earnings, and different reserves. And External one includes the fixed and current liabilities. So, ultimately each asset is backed by any kind of debt financing or equity financing. Therefore, the Assets and liabilities side of the Financial Position Statement must always balance and a deviation from that would be considered as a Calculation error. So, both sides of the Balance must always come into an equilibrium position.










QUESTION-2


Formula, working and interpretation of different Financial Ratios:

Based on the double-entry system whole 10 steps of the accounting cycle are operated. The Financial Ratio step appears after the preparation of the financial statements. These ratios are the most crucial disclosed part based on which the stakeholders of an organisation make their respective decisions. There are different ratio analyses which are expressed in different forms like percentage, ratio, times, days, amount, etc. (Ramirez and Mustakim, 2012). Now, based on the provided tools and information, the following ratios would be calculated and interpreted. 

ACCOUNTING RATIOS

INVESTMENTS RATIOS



Return on capital employed	Profit before interest x 100%
   Assets employed


Assets employed= total assets - current liabilities

 Assets employed= 10087-3046=7041

699+26-5=720      720 x100=10.22% (2019)
                               7041
Assets employed= 9736-2511=7225  

805+19+22=846   846 x100=11.70% (2020)
                                7225

Return on equity					                              Earnings                                             x 100%   
Ordinary share capital and reserves

366 x100=12.56% (2019)
2912

431 x100=13.95% (2020)
3008

Earnings per share					              Earnings                             
Number of ordinary shares


366=1.22 per share (2019)                                           431=1.43 per share (2020)
300                                                                                     300

PROFIABILITY RATIOS
    

Net profit margin	Net profit x 100%
    Sales



366 x100=5.68% (2019)                                                   431 x100=6.39% (2020)
6441                                                                                   6738
 
EFFICIENCY RATIOS
Asset turnover						      Turnover               
Assets employed


6441 =0.91 (2019)                                                              6738 =0.93 (2020)
7041                                                                                     7225


  Stock holding period                                                 Inventory     x 365Days
Cost of sales

659 x 365=77.69 days (2019)                                            708 x365=79.88 days (2020)
3096                                                                                     3235


Debtors’ collection period	Trade receivables x 365
    Credit sales

1287x365=72.93 days (2019)                                        1249 x365=67.65 days (2020)
6441                                                                                    6738

LIQUIDITY RATIOS

Current ratio	                                                                        Current assets
                                                                                                 Current liabilities

2355=0.77 (2019)                                                               2303=0.91 (2020)
3046                                                                                      2511

 FINANCING RATIOS

Gearing ratio						           Debt               x 100%
Debt + equity
                                                                                                 
4129 x100=58.64% (2019)                                4129+2912=7041
7041

4137 x100=57.25% (2020)                               4137+3088=7225
7225


Interest cover	 Profit before interest
    Interest charges


720=3.97 (2019)                                                           846=3.74 (2020)
181                                                                                  226













Ratio output Interpretation:
1. Return on Capital Employed (ROCE)
ROCE denotes the overall productivity and profitability of an entity in terms of its overall capital collected from both debt and equity financing. The ratio indicates how much the entity earns against a particular capital amount (Bull, 2014). The ROCE ratio of Chocco plc. during the income years, 2020 and 2019 are respectively 11.70% and 10.22%. So, the company’s total earning is ruffly 10% to 12% as against 100% Debt & Equity capital.
[bookmark: _Toc65705148][bookmark: _Toc76771314]2. Return on Equity (ROE)
ROE denotes how profitable an entity is in terms of its Equity Capital. Here, After Profit Net Income is divided by Total Common and Preferred stock or Equity capital. The ROE ratio is for the income years 2020 and 2019 are respectively 13.96% and 12.57%. To define, the Chocco plc. Net profit against the 100% equity capital. 
[bookmark: _Toc65705149][bookmark: _Toc76771315]3. Earnings per Share (EPS)
EPS is calculated to find out how much Net Profit is generated against each unit of stocks. This is calculated by dividing the Net profit by the total no. of outstanding shareholders (Consler and Lepak, 2014). The EPS of Chocco Plc are £1.22 and £1.43 respectively in 2019 and 2020. So, each shareholder holding one unit of Chocco Plc’s stock can make somewhat £1.22 to £1.43 during these two years.
4. Net Profit Margin
[bookmark: _Toc65705151][bookmark: _Toc76771317]Net Profit margin denotes, by making a Revenue of 100%, what percentage of Net Profit an entity can make. Here, the company’s Net Profit Margin ratios are respectively 5.68% and 6.39% during the years 2019 and 2020. This indicates that although Chocco plc. can make revenue of £100, it can hold to itself as a profit of not more than £5 to £7.
5. Asset Turnover 
The Asset Turnover ratio is applied to find out how much efficient the assets of the entity are in producing Revenue (Utami, 2014). The formula is – Total Sales or Revenue divided by Total Assets. The Asset Turnover Ratio of Chocco Plc. has been between 0.91 to 0.93 during the last two income years 2019 and 2020 which indicates each £100 worth asset can generate revenue of more than £90.
6. Stock holding days
Stock holding days denote the average period up to which an organisation holds or retains its inventory (Pareja, 2017). The Stock Holding days are calculated by dividing the Inventory by the Cost of Sales and multiplying by 365 days. The company’s stock holding days are respectively 77.69 days and 79.88 days during the last two years which indicates that its inventory is usually stocked on an average of 77 to 80 days until getting sold.
7. Debtors Collection Period
Debtors Collection Period denotes how long it takes to collect due payments from the clients in terms of the entity’s total Accounts Receivable (Slater and Meyer, 2015). The Debtors collection period of Chocco Plc. are respectively 67.65 and 72.93 days in the 2019 and 2020. This ratio indicates that usually, the company requires as many as 67 to 78 days before it gets its due payment from the debtors.
8. Current Ratio
The current ratio, a liquidity ratio, denotes how much capable the entity is in terms of its current assets to fulfil its short-term obligations (Jobst, 2019). In the case of Chocco Plc., the ratios are sequentially 0.77(1) and 0.91(1) during the income years 2019 and 2020. This result indicates that the company possesses fewer current assets than its current liabilities, thus highlighting its liquidity crisis or weakness to fulfil short-term obligations. 
9. Gearing Ratio
Gearing is a measurement of the entity financial leverage, which demonstrates the degree to which a firm activity is founded by owners versus external founds. Higher gearing ratio indicate a company has higher degree of leverage and is more susceptible to downturns in the economy. In Chocco Plc.,it shows that 58.64% and 57.25% for 2019 and 2020 of its found is from external sources(bank).
10. Interest Coverage Ratio
Interest Coverage Ratio denotes the profitability and debt ratio which helps determine an entity’s ability to meet its debt-security payment obligation by using its Earnings (Seddon, 2012). The Chocco plc. has an Interest coverage ratio of respectively 3.98 and 3.74 during the last two years. This indicates that the firm has more 3.7 to 4 times than its debt security expenses (interest expenses). 


Standard and Actual Financial Ratio Comparison 

Now, as per the comparison between the standard and actual financial ratios and given statements of Chocco Plc. some comments would be provided. Although the ROCE and ROE ratios of the company are quite close to standard, the firm needs to improve the ratio to ensure its competitiveness. The higher these ratios would be the better it would be for the company as it indicates the higher strength of the firm’s productivity and profitability. The EPS ratio, Interest Coverage Ratio, Debt to Equity ratio is quite praiseworthy since these are all above the standard level. Chocco Plc. should not worry about these ratios. 
However, the Debt & Equity Ratio, Current Ratio, Debtor’s collection period, Stock holding days, Asset Turnover, and Net Profit Margin of the business is significantly lower than the standard ones. The 0.77 and 0.91 Current Ratios indicate lower liquidity availability. The Net Profit Margin of 5.68%-6.39% dictates below-average profitability with respect to the Revenue. Moreover, the debt ratio is an indicator of lower equity possession in regard to Total Assets. Besides, Stock Holding days and Debtors Collection periods are quite higher which indicates lower efficiency of the firm’s operations and management. 
Considering the additional information provided in the task, the company’s stock price has increased from £4.00 in 2019 to £5.12 in 2020 which is a good sign of growth and progress. Besides, the firm has offered a dividend of £255 million in 2020 compared to £242 million in 2019 which dictates its higher profitability and commitment to the shareholders.
Based on the whole scrutinised analysis, it can be remarked that the company has some growth potential and progress opportunities. However, it must improve its liquidity and profitability, and efficiency a bit more to retain its competitiveness and success. 


























Conclusion:

The scientific double-entry method of accounting is widely practised around the world. Here, in this report, Kedison Plc.’s Profit-loss and Financial Position Statements are prepared using the double-entry system (Forrester, 2013). The company’s Gross Profit and After-Tax Gross Profit are respectively £248980 and £112980 which is derived from the Profit-Loss Statement. In the Financial position statement, Total assets and Liabilities are equated at £1147335. Then, since each transaction impacts at least two accounts- Dr. and Cr., the Financial Position Statement would always balance. As per the requirement in the next question, the ratios of Chocco Plc. are calculated. The Debt Ratio, Stock holding days, Net Profit Margin, Asset Turnover, Current Ratio, and the Equity ratio of the firm are not quite satisfactory, hence improvement is required. However, ROE, ROCE is close to standard. The EPS ratio, Debt-to-Equity ratio, Coverage Ratio are, on the other hand, quite satisfactory. So, the Chocco firm must give some emphasis on Equity leverage, productivity, and liquidity to maintain a smooth and progressive journey.
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