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[bookmark: _heading=h.gjdgxs]Introduction
The accounting department of an organisation is playing a major role to inform the stakeholder about the financial position and condition of the business (Mclaney and Atrill, 2016). It is significantly present about why asset and liability are balanced in the financial statement in this report. This report will also include the calculation of significant financial ratios that contribute to the development decision. An income statement and balance sheet will also include in this report to highlight the performance of the organization. Particularly, graphs and charts and tables will be used to interpret the result of findings.   


[bookmark: _heading=h.30j0zll]Question 1
[bookmark: _heading=h.1fob9te]Income statement 
An income statement is a key financial statement since it displays a company's total profitability. The organisation may also evaluate how well its company can convert expenditures into revenues using its income statement (Sangster and Wood, 2018). 
[bookmark: _heading=h.3znysh7]Elements of the income statement 
	Elements
	Explanation

	Revenue or sales
	It indicates the basic earning of the organisation. An organization may sell goods or services and gets economic benefits as consideration (Wood, 2013). This consideration is known as revenue. 

	Cost of goods sold
	It is the combination of direct material, direct labour and direct manufacturing overhead. It shows how much an organisation needs to spend to prepare goods or services (Sangster and Wood, 2018). 

	Gross profit
	Gross profit is the difference between revenue and the cost of goods sold. It significantly covers the operational and non-operational expenses (Lucey, 2008). 

	Advertising and promotional expenses
	It means the cost for promotional purposes. The management of the organisation needs to promote the product. So it needs to pay an economic consideration. 

	Administrative expenses
	It is the combination of all general and administrative expenses where the manager needs to pay as salary, rent, commission, and other costs (Sangster and Wood, 2018). 

	Earnings before taxes
	The organisation gets the earnings after deducting all kinds of operational and non-operational costs from the revenue before deducting tax (Wood, 2013). 

	Taxation
	The organisation needs to pay corporate tax to the management of the company (Lucey, 2008). 

	Net profit or loss
	It is calculated by the finding of the difference between revenue and all types of cost (Jones, 2013). If the difference shows a positive value, then it is considered as net profit or negative result shows a net loss. 

	EPS
	EPS stands on earnings per share. Significantly, the investor is looking for this. Higher EPS is always helpful for the investment-related decision-making process (Wood, 2013). 



Kadison Plc
Income statement
As of 31st December 2021
	Account
	Amount (£)
	Amount (£)
	Amount (£)

	Sales
	
	826,650
	

	Add: Unwritten sales 
	
	980
	

	Net sales
	
	
	827,630

	Less: Cost of goods sold 
	
	
	578,650

	Gross profit
	
	
	248,980

	Less: Operational cost
	
	
	

	Distribution costs
	
	28,000
	

	Directors remuneration
	
	5,000
	

	Administrative expenses
	
	30,000
	

	Unpaid salesman commission
	
	3,000
	

	
	
	
	66,000

	Less: Non-operating expenses
	
	
	

	Interest paid
	2000
	
	

	Add: Due
	2000
	
	

	
	
	4,000
	

	
	
	
	4000

	Income before tax
	
	
	178,980

	Less: Tax
	
	
	68000

	Net profit
	
	
	110,980



[bookmark: _heading=h.2et92p0]Balance sheet 
Fundamental analysts concentrate on the assessment of an investment opportunity or assessment of a business. The key reasons for the analysis of the balance sheets include fusions, asset liquidations, prospective business investments or if a firm is sufficiently stable to increase or repay its debt (Jones, 2013). The balance sheet includes a lot of essential information, some of which need to be focused on a broad knowledge of a company's health and business.
[bookmark: _heading=h.tyjcwt]Elements of balance sheet 
	Elements
	Explanation of elements

	Current assets
	All current assets are the assets of a firm that are to be sold or used in the next year as a consequence of normal operations. This includes cash, bank balance, cash equivalent, accounts receivable, ending inventory and prepaid expenses (Jones, 2013). 

	Non-current assets 
	It indicates the assets which are fixed at a certain place. It indicates building, furniture, machinery, land etc. (Lucey, 2009).  

	Intangible assets 
	It indicates those assets which have no tangibility. It means copyright, franchise, patent, trademarks and so on (Weetman, 2010).  

	Total assets 
	It indicates the combination of all current assets and non-current assets, including intangible assets (Atrill and Mclaney, 2019). 

	Current liabilities 
	It indicates the short term liabilities such as accounts payable, short term loans, bank balance (credit) and so on. 

	Non-current liabilities
	It indicates those elements which need a long time. The organization needs to pay the creditor within a long period (Lucey, 2009). 

	Equity 
	It indicates the shareholder equities and shares (Atrill and Mclaney, 2019). 

	Total liabilities and equities 
	It is the combination of equity and all types of liabilities of the organisation. 




Kadison Plc
Balance sheet
As of 31st December 2021
	Particular
	Amount (£)
	Amount (£)
	Amount (£)

	Current assets
	
	
	

	Cash and bank
	
	12,900
	

	Debtors
	
	171,105
	

	Stock at 31st December 2020
	
	330,600
	

	
	
	
	514,605

	Non-current assets
	
	
	

	Plant and equipment
	
	
	632,730

	Total assets
	
	
	1,147,335

	Shareholder equities and liabilities
	
	
	

	Current liabilities
	
	
	

	Trade creditors
	
	171,355
	

	Unpaid salesman commission
	
	3,000
	

	Unpaid interest
	
	2,000
	

	Tax liability
	
	68,000
	

	
	
	
	244,355

	Non-current liabilities
	
	
	

	4% Debentures
	
	
	100,000

	Total liabilities
	
	
	344,355

	Shareholder equities
	
	
	802,980

	Total shareholder equities and liabilities
	
	
	1,147,335



	Equity statement

	Particular
	Amount
	Amount

	£1 ordinary shares
	
	310,000

	10% £1 preference shares
	
	300,000

	Retained profits at 1st January 2020
	
	132,000

	Profit for this year
	
	110,980

	Ordinary dividend paid
	
	-20,000

	Preference dividend paid
	
	-30,000

	Net equity 
	
	802,980



[bookmark: _heading=h.3dy6vkm]The statement of financial position balances  
Subramanyam (2014) address that the statement of balance sheet balances is always due to if follows the golden rules of accounting, A = L + O/E. The father of accounting Lucca Pacioli has identified this law in the book of summa de arithmetica proportioni et proportionalita. Lucca Pacioli has mentioned that the assets of the organisation should be equal to the combination of equity and liabilities (Lucey, 2009). It is also known as the double entre system. One may buy an asset and buy a new one (spend cash for something else). People may also borrow a new buy (take out a mortgage to purchase a building). Finally, money from the owners may be taken to buy (sell stock to raise cash for an expansion). All three business events follow the accounting equation and the dual-accounting system, where the equation is always in balance on both sides.


[bookmark: _heading=h.1t3h5sf]Question 2 
[bookmark: _heading=h.4d34og8]Discussion and calculation of financial performance 
[bookmark: _heading=h.2s8eyo1]ROCE
Companies guarantee that they add leverage in their entire capital to their investors and therefore demonstrate greater profits and profits (Walker, 2009). Capital income is a return on capital employed ratio that helps to understand the profit generated by each rupee of the total capital employed. Atrill and Mclaney (2019) demonstrate how effectively a firm may benefit from its commercial activities. It is the ratio of a long-term profit used for assessing the lifespan of a business in terms of its asset performance and of the company's long-term finance. ROCE helps to determine how effectively a business can produce profits utilising its whole capital.
	ROCE
	EBIT/Capital employed

	Year
	2020
	2019

	EBIT
	805
	699

	Capital employed (Total assets-current liabilities)
	7225
	7,041

	ROCE
	11%
	10%






[bookmark: _heading=h.17dp8vu]ROE
The business return on equity measures the return rate in return for the shareholder of the company's common stock. Repay on equity tells how efficient a business is to return its owners' capital (Atrill and Mclaney, 2019). Return on equity Return on equity (ROE) evaluates an annual return or net revenue of a business divided by the value of the whole equity of its owners. ROE is often used as a way to evaluate the efficiency of a company's assets in profit generation (Jones, 2013). Atrill and Mclaney (2013) argue that ROE reflects the full return on its capital stock and illustrates the capacity of the business to make profits from its equity investment. It quantifies the profit on 1 rupee of shareholders' equity in more simple terms.
	ROE
	Net profit/ Total equity

	Year
	2020
	2019

	Net profit
	431
	366

	Total equity
	3088
	2,912

	ROE
	14%
	13%




[bookmark: _heading=h.3rdcrjn]EPS
Earnings per share or EPS is a significant financial metric that shows an enterprise's profitability. It is determined by dividing the net revenue of the business by its entire share number (Wood, 2013). It is a technique commonly used by market players to measure a company's return on business before purchasing its shares. EPS is the part of the profit of an undertaking assigned to each equity share. For investors and individuals who trade in the stock market, this is a word of great significance (Walker, 2009). The greater a company's profits per share, its profitability improves. The weighted ratio should be used in the calculation of the EPS since the number of outstanding shares may vary over time.
	EPS
	Net profit/ Total number of shares

	Year
	2020
	2019

	Net profit
	431
	366

	Total number of share
	60
	60

	EPS
	7.18
	6.10




[bookmark: _heading=h.26in1rg]Net profit margin
Net profit margin is significant because it illustrates the business's profitability and predicts the probability of a company defaulting on its debts. It demonstrates how much every dollar of products or services sold generates cents in profit as a proxy of efficiency (Jones, 2013). In loan choices, the net profit margin is essential to assess, as it effectively indicates the possible net value of the company's profit (Walker, 2009). The immediate impact of this on capital reserves implies that, in the event of unexpected losses, the greater the profit margin the more the company can stay robust. The margin for net profit is used to evaluate a company's overall performance. A large margin of profit shows that a company prices its goods appropriately and exercises excellent cost management. Atrill and Mclaney (2017) claim that the outcomes of companies within the same industry are helpful to compare since they all have a similar business environment and client base and may have roughly the same cost structures.
	Net profit margin
	Net profit/ net revenue

	Year
	2020
	2019

	Net profit
	431
	366

	Net revenue
	6738
	6,441

	Net profit margin
	6.40%
	5.68%




[bookmark: _heading=h.lnxbz9]Asset turnover ratio
Asset turnover is a financial statistic measuring how efficiently a business uses its assets to sell products. It is a measure of how well management uses the assets available for the promotion of sales. The ratio measures the productivity of the assets of a business (Sangster and Wood, 2018). The Asset Turnover Formula numerator indicates the revenues shown in the statement of income, and the denominator displays the assets contained in the balance sheet of a business (statement of financial position) (Mclaney and Atrill, 2016). The fact that each sector has different business strategies does not indicate a high overall value for assets. It also relies on whether labour costs are related to the necessary capital, i.e. if the process is labour-intensive or capital-intensive. The more numbers you have, the better. If a little turnover occurs, this may indicate that the company must use or sell its assets more effectively. It also shows pricing strategies, however: low-profit margins in businesses tend to have large asset sales and low asset sales in those with high-profit margins.
	Asset turnover
	Net revenue/Total assets

	Year
	2020
	2019

	Net revenue
	6738
	6,441

	Total assets
	9736
	10,087

	Asset turnover
	69.21%
	63.85%




[bookmark: _heading=h.35nkun2]Stock holding days 
The inventory sales ratio is an effective ratio that indicates how efficiently inventory is handled when the cost of products sold during a period is compared with the mean inventory. This indicates how often the average stock is 'turned' or sold in a period (Mclaney and Atrill, 2016). In other terms, it counts how many times throughout the year a business sold its whole average stock dollar. This ratio is essential since total sales are determined by two key performance components. Atrill and Mclaney (2017) illustrate that the purchase of shares is the first component. If bigger stock quantities are acquired throughout the year, the business will have to sell larger stock quantities to increase its sales. If it cannot sell these higher inventory volumes, storage and other expense of keeping will be borne by the business. Sales are the second element. Otherwise, sales will not convert successfully to inventory purchases. For this reason, it is necessary to harmonies the buying and sales divisions.
	Stock holding days
	Cost of average inventory/COGS

	Year
	2020
	2019

	Average inventory
	684
	659

	COGS
	3235
	3,096

	Stock holding days
	21.13%
	21.29%




[bookmark: _heading=h.1ksv4uv]Debtor’s collection periods
The average collection period is the length of time a company takes for payment of the accounts receivable due by its customers (AR). Companies compute the average collection period to ensure that their financial commitments are fulfilled with sufficient cash (Sangster and Wood, 2018). The average collection period is determined by dividing the total net credit sales for the period and by multiplying the quotient by the number of days for the period. In general, a smaller average time is better than a larger average duration of collecting. Atrill and Mclaney (2017) highlight that the organism receives money quicker in a small average collecting time. However, there is an inconvenience to this since its loan conditions may be excessively tight. Customers may look for more forgiving payment terms for suppliers or service providers.
	Debtors collection period
	Cost of average inventory/COGS

	Year
	2020
	2019

	A/R
	1249
	1,287

	Net revenue
	6738
	6,441

	Debtors collection period
	68
	73




[bookmark: _heading=h.44sinio]Current ratio
The connection between current assets and current liabilities may be described as the present ratio. The current ratio measures the company's overall liquidity. To establish the existing ratio, the current assets and liabilities of this formula should be computed. The phrase actual assets include the following things (Jones, 2013). If no indication is given of bank overdraft as a permanent scheme or a temporary scheme, bank overdraft will be accepted as current liabilities. Walker (2009) argues that the liquidity of an enterprise company utilising the present ratio for the near term. A rise in the current ratio will enhance the liquidity of the company and vice versa. The current ratio norm is 2:1 as the thumb rule of a banker. It assesses the monetary worth of existing assets and obligations rather than the quality of current assets. If the existing assets are sold urgently, there may be some monetary loss. In addition, all kinds and all current obligations are not equally liquid and cannot be replaced with the same speed.

	Current ratio
	Current assets/Current liabilities

	Year
	2020
	2019

	Current assets
	2303
	2,355

	Current liabilities
	2511
	3,046

	Current ratio
	0.92
	0.77




[bookmark: _heading=h.2jxsxqh]Current ratio
The gearing ratio is an indication of a company's financial risk. It may slip into financial difficulty if a business has too much debt. A high gearing ratio indicates a high debt to equity ratio, whereas another displays a low gearing ratio (Walker, 2009). Capital derived from creditors is riskier than money derived from the owners of the firm because creditors still have to be repaid, regardless of whether the company generates revenue. Both lenders and investors examine the gear ratios of a business since they represent the company's risk levels. In particular, when the loans include variable rates of interest and a rapid rise in rates, a business whose debt is too high may go into default or bankruptcy (Walker, 2009). Comparing the gearing ratio of a business with others in the same sector is essential. Capital-intensive enterprises or businesses with many fixed assets, such as industrial corporations, are likely to receive more debt than enterprises with lower fixed assets.

	Gearing ratio
	Debt/Debt + equity

	Year
	2020
	2019

	Debt
	6648
	7,175

	Equity
	3088
	2,912

	Gearing ratio
	68.28%
	71.13%




[bookmark: _heading=h.z337ya]Interest coverage ratio 
The interest coverage ratio is a financial statistic, which evaluates the capacity of a business to pay interest on its debt promptly. This liquidity ratio has nothing in fact, to do with making principal payments for the loan itself, as opposed to the ratio of debt services coverage. Rather, it estimates the capacity of the company to afford the loan interest (Lucey, 2008). This calculation is used by creditors and investors to evaluate a company's profitability and risk. An investor, for example, is primarily worried about the growth of value in his investment in the business. This assessment is based mostly on profitability and operational efficiency (Walker, 2009). Investors thus want to be able to pay their payments on time without sacrificing their business and earnings.
	Interest coverage ratio
	EBITDA/Interest expense

	Year
	2020
	2019

	EBITDA
	805
	699

	Interest
	226
	181

	Interest coverage ratio
	3.56
	3.86




[bookmark: _heading=h.3j2qqm3]Financial performance 
According to the above calculation, it is found that the performance of Chocco Plc improved in 2020. Most of the ratio has shown an upward movement of the curve. It is very much important for the investor to understand that the project is profitable or not. The net profit margin indicates that the organisation was offering more profit in 2020, and the EPS is also increased here. On the other hand, Chocco Plc has improved the current ratio, which is also significant for the investors. The interest coverage ratio, gearing ratio has declined due to debt has decreased, but equity has increased. But the final statement on the financial performance of the organization is that Chocco Plc is performing better in 2020 than in 2019. 
[bookmark: _heading=h.1y810tw]Conclusion
This report is has discussed the fundamental concept of accounting. In the first part, the income statement and its elements have discussed. The balance sheet and its elements have also been discussed. In the other section, the management has addressed the financial ratios and their significance and also the calculation of financial ratios. The author has analysed the performance of Chocco Plc and shows the efficiency of the organisation. The overall performance of the organisation is well in 2020. But the organisation needs to work on some issues to perform better. 
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EPS	2020	2019	7.1833333333333336	6.1	



Net profit margin	2020	2019	6.3965568417928165E-2	5.68234746157429E-2	



Asset turnover	2020	2019	0.69207066557107644	0.63854466144542477	



Stock holding days	2020	2019	0.21128284389489954	0.21285529715762275	



Debtors collection period	2020	2019	67.658800831107158	72.931998136935263	



Current ratio	2020	2019	0.91716447630426123	0.77314510833880501	



Gearing ratio	2020	2019	0.68282662284305673	0.71131158917418458	



Interest coverage ratio	2020	2019	3.5619469026548671	3.8618784530386741	



ROCE	2020	2019	0.11141868512110727	9.9275671069450358E-2	



ROE	2020	2019	0.13957253886010362	0.12568681318681318	
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