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[bookmark: _Toc77978044]Introduction
Accounting is the mechanism of recording financial transactions that can be measured in term of money (Libby & Kannan, 2014). Accounting works on paraphrasing, evaluating and sharing financial information to the internal and external users of the business organisation. The main objective of the accounting is to sharing financial information to its users (Henderson and Peirson, 2015). Another two key goals of accounting is to determine the financial result and financial position of a business organisations which can be done by using income statement and financial position statement respectively. In this report, the author will determine the financial result and financial position of Kedison Company. In the second part the author will calculate ratio analysis of Chocco Plc. and comment on the company’s performances based on the calculated ratios. 


[bookmark: _Toc77978045]Solution 1
A) [bookmark: _Toc77978046]Income Statement and Financial Position of Kedison Plc.
Kedison Plc.
Profit & Loss Account
For the Year Ended 31st December 2020
	Particulars
	Amount (£)
	Amount (£)

	Sales Revenue
	
	826650

	Less: Cost of Sales
	
	(578650)

	Gross Profit
	
	248000

	Less: Operating Expenses
	
	

	Administrative Expenses
	30000
	

	Directors Remuneration
	5000
	

	Distribution Costs
	28000
	

	Commission Payable
	3000
	

	Total Operating Expenses
	
	(66000)

	Net Profit Before Interest and Tax
	
	182000

	Less: Interest
	
	(4000)

	Net Profit Before Tax
	
	178000

	Less: Taxation
	
	(68000)

	Net Profit After Tax
	
	110000



	


Kedison PLC 
Statement of Financial Position
31st December 2020
	Particulars
	Amount (£)
	Amount (£)
	Amount (£)

	Current Assets:
	
	
	

	Cash & Banks
	
	12900
	

	Debtors
	170125
	
	

	Add: Unrecorded Amount
	980
	171105
	

	Closing Inventories
	330600
	
	

	Less: Unwritten Goods Sent to Customers
	(980)
	329620
	

	Total Current Assets
	
	
	513625

	Add: Fixed Assets
	
	
	632730

	Total Assets
	
	
	1146355

	Liabilities & Equities:
	
	
	

	Current Liabilities:
	
	
	

	Tax Payable
	
	68000
	

	Trade Creditors
	
	171355
	

	Interest Payable
	
	2000
	

	Commission Payable
	
	3000
	

	Total Current Liabilities
	
	
	244355

	Add: Long Term Liabilities
4% Debenture
	
	
	100000

	Total Liabilities
	
	
	344355

	Add: Equities
	
	
	

	Ordinary Share
	
	310000
	

	Preference Share
	
	300000
	

	Closing Return Earnings:
	
	
	

	Opening Return Earnings 
	132000
	
	

	(-) Ordinary Dividend Paid
	(20000)
	
	

	(-) Preference Dividend Paid
	(30000)
	
	

	Net Profit After Tax
	110000
	192000
	

	Total Equities
	
	
	802000

	Total Liabilities & Equities
	
	
	1146355



B) [bookmark: _Toc77978047]Explaining the reason why financial position statement is balance 
Financial position statement portrays the whole financial scenario of a particular business organisation (Chen, Collins and Kravet, 2018). A company can understand the current status quo of its financial position through preparing a financial position statement. Here, company's available assets are presented into two categories that are current assets and fixed assets. Current assets are the resources that can be used for one years. Generally, cash in hand, bank balance, account receivables, closing stock, prepaid expenses etc. are considered as current assets or short-term assets. On the other hand, fixed assets can be used for more than one years. Buildings, machinery, furniture, office equipment etc. are included under the fixed asset's section of the financial position statement. Along with assets liability and equity are also presented at financial position statements. Here liability is also classified into two categories which are current liability and non-current liability. Current liability is required to pay within one year. Payable, bank overdraft etc. are written under the head of current liability. On the contrary, long term loans like debentures and mortgage loans are non-current liability. The interests of the shareholders are written under the head of equity. According to the law of dual entity, every transaction affects both debit and credit (Putra, 2019). Accounting equation is A=L+OE which is presented in the financial position statement. Due to the effect of dual entities, the financial position statement always balances. Meaning, total assets are equal to the sum of liabilities and owner's equity. If the financial position statement is not balanced, then it can be said that error in recording is placed. To identify the error, all the transactions should be checked.                   
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A) [bookmark: _Toc77978049]Evaluating the Financial Ratios for Chocco Plc.
1. Calculating Return on Capital Employed
	Particulars
	2019
	2020

	Return on Capital Employed = Earnings Before Interest and TAX/Total Assets - Current Liabilities * 100
	ROCE = 699/10087-3046 * 100
            = 699/7041 * 100 
            = 9.9%
	ROCE = 805/9736-2511 * 100 
            = 805/7225 * 100
            =11.1%



2. Calculating Return on Equity
	Particulars
	2019
	2020

	Return on Equity = Net Profit / Total Equity * 100
	ROE = 366/2912 * 100
         = 12.6%
	ROE = 431/3088 * 100
         = 14%



3. Calculating EPS
	Particulars
	2019
	2020

	Earnings Per Share = Net Profit/ No. of Outstanding Share
	Here,
No. of Outstanding Share = Share Capital/ Share Price
= 300000000/4
= 75000000
ROE = 366000000/75000000
         = £4.9
	Here,
No. of Outstanding Share = Share Capital/ Share Price
= 300000000/5.12
= 58593750
 ROE = 431000000/58593750
= £7.4






4. Calculating Net Profit Margin
	Particulars
	2019
	2020

	Net Profit Margin = Net Income/ Net Sales Revenue
	Here, 
Net Income = 366
Net Sales Revenue = 6441
Net Profit Margin = 366/6441
                              = 5.7%
	Here, 
Net Income = 431
Net Sales Revenue = 6738
Net Profit Margin = 431/6738
                              =6.4%



5. Calculating Asset Turnover Ratio
	Particulars
	2019
	2020

	Asset Turnover Ratio = Sales / Average Total Assets * 100
	Here,
Average Total Assets = (Opening Assets+ Closing Assets)/2
Now, ATR = 6441/14779 * 100 = 43.6%
	Here,
Average Total Assets = (Opening Assets+ Closing Assets)/2
= (9736+10087)/2
= 9912
Now, ATR = 6738/9912*100
                   =67.98%



6. Calculating Stock Holding Days
	Particulars
	2019
	2020

	Stock Holding Days = 365/Inventory Turnover
 Whereas, Inventory Turnover = Cost of Goods Sold/ Average Inventory
	Here,
Cost of Goods sold = 3096
Average Inventory = 683
Inventory Turnover = 3096/683
= 4. 53 Times
Now, Stock Holding Days = 365/4.53
= 80.52 Days
	Cost of Goods Sold = 3235
Average Inventory = Opening Inventory + Closing Inventory
= (659+708)/2
= 683.5
Inventory Turnover = 3235/683.5
=  4.73 Times
Now, Stock Holding Days = 365/4.73 = 77. 12 Days


7. Calculating Debtor Collection Period
	Particulars
	2019
	2020

	Debtor Collection Period = Debtors/ Annual Sales * 365
	Debtor Collection Period = 1287/6441 * 365 =72.9 Days
	Debtor Collection Period = 1249/6738 *365 = 77.7 Days



8. Determining Current Ratio
	Particulars
	2019
	2020

	Current Ratio = Current Assets/ Current Liabilities
	Here,
Current Assets = 2355
Current Liabilities = 3046
Current Ratio = 2355/3046 = 0.77:1.
	Here, 
Current Assets = 2303
Current Liabilities = 2511
Current Ratio = 2303/2511 = 0.92:1. 



9. Determining Gearing Ratios
	Particulars
	2019
	2020

	Gearing Ratio = Total Liabilities/Total Equities
	Here,
Total Liabilities = 7175
Total Equity = 2912
= 7175/2912 = 2.46:1
	Here,
Total Liabilities = 6648
Total Equity = 3088
= 6648/3088 = 2.16:1



10. Determining Interest Coverage Ratios
	Particulars
	2019
	2020

	Interest Coverage Ratio = Earnings Before Interest and Tax/Interest Cost
	Here,
EBIT = 720
Interest = 181
Interest Coverage Ratio = 720/181 = 3.98:1.
	Here,
EBIT = 846
Interest = 226
Interest Coverage Ratio = 846/226 = 3.7:1.



B) [bookmark: _Toc77978050]Comment on the Financial Position of Chocco Plc.
Return on Capital Employed: Return on Capital Employed measures the profitability against the investment made by the owners (Ishak and Ismail, 2017). Here the amount of earnings before interest and tax is divided by the amount of capital employed. Amount of capital employed is determined through subtracting the current liability from total assets. From the calculation, we have found that ROCE of Chocco Plc. Company has increased by (11.1-9.9) % = 1.2% from 2019 to 2020. So, it can be said that the profitability ratio of the company has improved. 
Return on Equity: Return on Equity is also used to assess profitability of a company (Kim and Kraft, 2013). Here net income is divided by total equity. The more the rate of ROE the more the profitability will be gained by the company. From the calculation, we have seen that the ROE of Chocco Plc. in 2019 and 2020 is 14% and 12.6% respectively. The company has attained standard ROE in both 2019 and 2020. Moreover, its ROE has improved to (14-12.6) % = 1.4% in 2020. That means, the company's performance has developed. 
EPS: EPS's abbreviation is earning per share which is used to measure the rate of earning against investment in each share by the shareholders (Easton et al., 2018). If the EPS is high, shareholders invest more on the company's share. We can see that EPS of Chocco Plc. has increased by (7.4-4.9)% = 2.5% from 2019 to 2020. This happens due to the company's ability to invest at the right project at the right time. Due to the increase in EPS, the company will get more investors in future. 
Net Profit Margin: Net profit margin portrays the company's rate of net income against net sales revenue. The standard value of net profit margin lies between 10-15%. Chocco Plc. generated 5.7% net profit margin in 2019 and 6.4% in 2020. Though the company has been able to increase its net profit margin, it has still failed to attain standard value. Therefore, we can say that the company's net profit margin is not satisfactory. 
Asset Turnover Ratio: Asset turnover ratio is used to measure operational efficiency of a business organisation. A company can know how much sales are generated through the use of its available assets. The asset turnover ratio of Chocco Plc. In 2019 and 2020 is 43.6% and 67.98% restively. Here, we can see that the company has been able to generate more sales in 2020 compared to previous accounting year. Therefore, the company’s financial performances regarding generation of high sales through using resources is very good. 
Stock Holding Days: It's an efficacy ratio that illustrates how many days a company holds its inventory before selling it (Ishak and Ismail, 2017). The standard value of stock holding days lies between 36-46 days. Chocco Plc's SHD in 2019 and 2020 is 80.52 Days and 77. 12 Days respectively which is far away from the standard value. Here, the company takes high time in converting its inventories into cash. The efficacy in managing inventory is not satisfactory for Chocco Plc. 
Debtor Collection Period: Debtor collection period states how many days a business organisation takes to collect its receivable amounts from the debtors (AREAS, 2018). If the company collects its receivable amounts early from its debtors, its efficiency level will be high. The standard value of debtor collection period is 60 days. From the calculation, we have found that in 2019 and 2020 Chocco Plc's DCP is 72 and 67 respectively. Though the company's DCP is far from standard value, it has been able to collect its receivable amounts from traders earlier than that of 2019. 
Current Ratio: Current ratio measures the liquidity ratio of a company. Its standard value is 2:1. Current ratio is determined through dividing the current assets by current liability (Chen and Kravet, 2018). Chocco Plc's current ratio in 2019 and 2020 is 0.77:1 and 0.9:1. The company's current ratios are very poor. It may face the risk of bankruptcy due to the low amount of current assets against current liability. Shortly, the company's ability to pay short term liability is below average. 
Gearing Ratio: It's a financial ratio that assesses the financial leverage of a company. The company can know the ratio between equity and debt financing. The standard value of gearing ratio is 0.50:1. We can see that Chocco Plc's gearing ratio is much higher than that of standard one. The company may face financial risk due to use high debt financing compared to equity capital. 
Interest Coverage Ratio: Interest coverage ratio is used to determine the company's ability to pay interest expense within a certain time (Nufus and Sunarsi, 2020). It's both debt and profitability ratio. The standard value of interest coverage ratio is 3:1. From the calculation, we have found that Chocco Plc's interest coverage ratio in 2019 and 2020 is 4:1 and 3.7:1 respectively. Both of these years, the company has been able to show great performance in paying the interest expenses. Therefore, it can be said that Chocco Plc's debt and profitability ratio is satisfactory in terms of paying interest expense.   
[bookmark: _Toc77978051]Conclusion
Accounting assists business organisation to know the real financial status of the business. Financial position statement shows the total assets, liability and equity of a business. On the other hand, income statement portrays the financial result of the business. Due to dual principle, financial position statement always balances (AREAS, 2018). Ratio analysis like return on capital employed, return equity, inventory turnover, current ratio, interest coverage etc. are used to measure fanatical status quo of a business.               
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