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[bookmark: _Toc76835571]Executive Summary
This whole assignment is all about accounting information. We start our discussion with a profit and loss account, a statement of financial information. Then we continue our discussion on telling the reason why the statement of financial information equalizes the assets with liabilities and owner’s equity. This is all about our answer to the first question. In the second question, we make some mathematics of accounting of various ratios. We calculate the value of ROCE, ROE, EPS, assets turnover ratio, stock holding days, debtors collection days, current ratio, gearing ratio, and inventory coverage ratio. Finally, we end our discussion by on commenting the decision from the ratio that we have calculated. (Importance of Accounting | Global Finance School, 2021)
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[bookmark: _Toc76835572]Introduction
Though at first time accounting looks like just making debit and credit, then we realize how much it is useful for us. We can calculate the profit and loss, the property or asset of an organization through accounting. That’s why accounting is important not only in an organization but also in our family or a profit organization. However, this assignment is all about some basic information of accounting which includes the math of profit and loss account, balance sheet, various ratios such as ROCE, ROE, EPS, asset turnover ratio, current ratio, and so on. It is all about a combination of mathematics of accounting and some important theories relating thereto. (Importance of Accounting | Global Finance School, 2021)







[bookmark: _Toc76835573]Answer: 1
[bookmark: _Toc76835574]Answer: 1(a)
Kedison PLC
Profit and Loss Account
For the year ended December 31, 2020
	Particulars
	Amount
	Amount

	
Total revenues:
              Sales
            Add: Additional sales incurred on Dec. 30

Less: Total expenses:
             Cost of sales
             Administrative expenses
             Interest paid                                                  2,000
            Add: Interest payable                                     2,000
                                                                                   ----------
            Directors remuneration
             Distribution cost
             Salesman’s commission

                                                      Profit before tax:
                                        Less: Corporation tax
                                                       So Net profit after tax:

	

826,650
980


578,650
30,000


4,000
        5,000
28,000
3,000

	



827,630









(648,650)
178,980
(68,000)
110,980






Kedison PLC
Statement of Financial Position
As on December 31, 2020
	Particulars
	Amount
	Amount

	Assets:
Current Assets:
            Debtors                                                      170,125
           Add: New goods sold on account                      980
                                                                                ---------------
            Cash and Bank
             Ending stock

Property, Plant and Equipment:
         Plant and Equipment

                                                        So total Assets: 

Stockholder’s Equity and Liabilities:
Stockholder’s Equity:
             Ordinary shares                                    310,000
             10% preference shares                         300,000
                                                                        ---------------
               Net profit after tax
              Retained profit at 1st January, 2020
              Less: Ordinary dividend paid               20,000
                        Preference dividend paid            30,000
                                                                      ------------------
                                                                             
Long term liabilities:
                4% debentures

Current liabilities:
                 Trade creditors
                 Interest payable
                 Commission payable
                 Corporation tax payable

                           So Stockholder’s equity and liabilities:

	



171,105
12,900
330,600










610,000
110,980
132,000



(50,000)




171,355
2,000
3,000
68,000

	






514,605

632,730

1147,335
-------------------














	
802,980

100,000









244,355
1147,335
------------------




Working:
1. Interest on debenture= 100,000
In this paid 2,000 amount of interest has already been paid by the company, so the remainder 2,000 will be recorded in current liabilities as interest payable. 

[bookmark: _Toc76835575]Answer: 1(b)
Statement of financial position is a kind of accounting tool where all assets equal to stockholder’s/ owner’s equity in an organization. 
That means, Assets= Liabilities+ Owner’s Equities
It is the basic equation of accounting. We all know that every accounting transaction involves two sides. One side is debit and another side is credit. That is why all the transactions must equal with this accounting equation. And it was proved by Luca Pacioli a long years ago, who is being known as the father of the double entry system. As every transaction must have two sides, it must be equal on both sides. We can make it clear with an easy example. Now I am giving an easy example to clarify it easily.
Suppose, ABC Company has 5 transactions in this month as follows:
1. Purchased goods in cash for 2,000
2. Sales goods in cash for 3,000
3. Took a loan from XYZ bank for 100,000
4. Sales goods on account for 2,000
5. Gave capital for 5,000
Now the journal is as follows:
1. Purchase account debit 2,000; Cash account credit 2,000
2. Cash account debit 3,000; Sales revenue credit 3,000
3. Cash debit 100,000; Loan of XYZ bank account credit 100,000
4. Accounts receivable debit 2,000; Sales revenue credit 2,000
5. Cash debit 5,000; Owner’s capital account credit 5,000
Now the balances of each ledger are as follows:
1. Purchase account debit- 2,000
2. Cash account debit-106,000
3. Sales revenue credit– 5,000
4. Loan of XYZ bank- 100,000
5. Accounts receivable debit- 2,000
6. Owner’s capital 5,000
 So it is also the balance of a trial balance. Now if I want to make a statement of financial position, it will be as follows:
1. Assets= Cash+ Accounts receivable= 106,000+2,000= 108,000
2.  Liabilities= Loan of XYZ bank= 100,000
 Owner’s equity= Owner’s capital+ net profit= 5,000+ (5,000-2,000) = 8,000
  So liabilities and owner’s equity= 100,000+8,000= 108,000
Therefore it can be proved that for the effect of double entry system, the statement of financial statement balances. (2021)


[bookmark: _Toc76835576]Answer: 2
[bookmark: _Toc76835577]Answer: 2(a)
1. 
      [image: ]
   For 2020,
     [image: ]
                                 = 9736- 2511
                                 = 7225
                 [image: ]
                            = 431+ 226+ 189
                             = 1146
              So ROCE= (11467225)
                               = 15.86%
    For 2019,
      [image: ]
                                 = 10087- 3046
                                 = 7041
           [image: ]
                            = 366+ 181+ 173
                             = 720
              So ROCE= (720 7041)                             
                               = 10.23%
(EBIT Formula: How to Calculate EBIT | Revolut, 2021) (Return on Capital Employed (ROCE), 2021)




2. We know,
 [image: ]
For 2020,
ROE= (431 3088)  
         = 13.96%
For 2019,
 ROE= (366 2912)  
         = 12.57%
(How to Calculate Return on Equity (ROE), 2021)

3. We know,
Earnings Per Share (EPS) = 

 For 2020,
Earnings Per Share (EPS) = 
                                = 3.52

For 2019,
Earnings Per Share (EPS) = 
                                = 2.48
(Earnings Per Share Formula - Examples, How to Calculate EPS, 2021)



4. We know,
[image: ]	

For 2020,
Net Profit Margin= 100
                       = 6.40%
For 2019,
Net Profit Margin= 100
                       = 5.68%     (Formula, 2021)

5. We know,
[image: ]
For 2020,
Asset Turnover Ratio= 
                                   = 0.68
           For 2020,
   Asset Turnover Ratio= 
                                      = 0.64 (Asset Turnover Ratio - How to Calculate the Asset Turnover Ratio, 2021)



6. We know,
[image: ]
Here, Cost of average inventory= (Beginning inventory+ Ending inventory)/2

For 2020,
Cost of average inventory= (659+708)/2
                                         = 683.5
Stock holding days= 365
                               = 77 days 

For 2019,
Cost of average inventory= 659
                                         
Stock holding days= 365
                               = 78 days	 (Inc, 2021)

7. We know,
[image: ]   
For 2020,
Debtors Collection Period= 365
                                         = 67.66	

For 2019,
Debtors Collection Period= 365
                                         = 72.93 (Debtor's Collection Period, 2021)

8. We know,
 [image: ]

For 2020,
Current Ratio= = 0.92:1


For 2019,
Current Ratio= = 0.77:1 (Current Ratio Formula - Examples, How to Calculate Current Ratio, 2021)

9. We know,
[image: ]
For 2020,
Gearing Ratio= = 5.07:1

For 2019,
Gearing Ratio= = 3.98:1 (Gearing Ratio Formula, 2021)



10.  We know,
[image: ]
For 2020,
Working capital= 2303-2511= -208
Inventory coverage ratio= (-208+ 2511)708
                                       = 3.25

For 2019,
Working capital= 2355-3046= -691
Inventory coverage ratio= (-691+ 3046)659
                                       = 3.57 (inventory coverage ratio, 2021)

[bookmark: _Toc76835578]Answer: 2(b)
By using the information in the financial statements and the ratios I calculated, commenting on the financial performance and position of Chocco plc are as follows:
1. We know that in the case of ROCE, the higher the percentage of ROCE, the higher it is good for the company. In this case the company has developed a lot because it increased its percentage in 2020 compared to 2019. (Return on Capital Employed (ROCE), 2021)
2. We know that in the case of ROE, the higher the percentage of ROE, the higher it is beneficial for the company. In this case the company has developed a lot because it increased its percentage in 2020 (13.96%) compared to 2019 (12.57%). (How to Calculate Return on Equity (ROE), 2021)
3. In this case of earnings per share, we know that the higher EPS is acceptable and beneficial for the company. As we can see, the higher eps falls on 2020, the company has developed in the case of eps.
4. In the case of net profit margin, we know that the higher percentage is accepted and appropriate from the two projects. So from the point of net profit margin, the company has also developed as before.
5. In the case of assets turnover ratio, we know that the higher ratio is accepted and beneficial for the company. Because lower ratio indicates that the organization has experienced poor selling performance or that its fixed assets are not well utilized. As the company has increased its ratio, it has developed from this side.
6. We know that if our stock holding days are higher than preferred, we might want to decide to introduce discount on the product line or to introduce new product with reasonable price in the market. So in this case the company should not do this as it decreases its stock holding days.
7. The company did not develop from the case of debtor collection period which is not beneficial for the company.
8. We know that in the case of. current ratio the perfect ratio is 2:1. In this case the company is in very bad position in both years.
9. We know that in the case of gearing ratio the perfect ratio is 0.5:1 or 1:2. In this case the company is in very bad position in both years.
10. We know that in the case of inventory coverage ratio the ideal answer is 1. As we get more than one in both years, so the company is in comfortable position from inventory coverage ratio. (inventory coverage ratio, 2021)


[bookmark: _Toc76835579]Conclusion
Profit and loss account is very much important for any organization. Because it has several objectives such as to understand the overall scenario of earning profit, to control the excessive costs, to analysis profit making capability, to fix the rate of dividend etc. Not only profit and loss account, balance sheet is also very much crucial for every organization. It helps us understand the overall scenario about total assets, liabilities and stockholder’s equity. By making balance sheet, we can evaluate our overall performance of the company as it equalizes total assets with total liabilities and owner’s equity. Just like profit-loss account and balance sheet, knowing various ratios helps us taking some crucial business decision which directly relates to the company’s mission and vision. For a continuous growth of an entity, it is necessary for every entity to make the best use of its accounting tool. (Importance of Accounting | Global Finance School, 2021)
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