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[bookmark: _Toc77264682]Introduction
Financial accounting is the study of recording all the financial transactions to develop the financial reports and analyse the key numbers generated in the process. Accounting is called the mirror of a business because everything happening in a business reflects on the accounting calculation (Anderson, 2008). Here, the two most important financial statements; profit and loss statements and statements of financial position have been prepared based on the given information. An analysis of financial statements also has been done using the ratio analysis technique.
[bookmark: _Toc77264683]Question 1
[bookmark: _Toc77264684]a) Profit and Loss statement and a statement of financial position for Kedison PLC.
Profit and Loss statement 
For the year ended 31st December 2020
For Kedison PLC
	Items
	Amount £
	Amount £

	Sales
	
	827,630

	Cost of sales
	
	(578,650)

	Gross profit
	
	248,980

	Operating expense:
	
	

	Administrative expenses
	30,000
	

	Directors' remuneration
	5,000
	

	Distribution cost
	28,000
	

	Salesmen's commission
	3,000
	

	     Total operating expenses
	
	(66,000)

	Operating profit
	
	182,980

	Interest expense
	
	(4,000)

	Income before tax
	
	178,980

	Corporation tax for the year
	
	(68,000)

	Net income
	
	110,980


Answer: Net profit for the year ended 31st December 2020 for Kedison PLC is £110,980.

Statement of financial position
On 31st December 2020 
For Kedison PLC
	Items
	Amount £
	Amount £

	Assets
	
	

	Debtors
	
	171,105

	Cash and bank
	
	12,900

	Stock at 31st December 2020
	
	330,600

	Plant and equipment
	
	632,730

	Total assets
	
	1,147,335

	Liability and owners' equity
	
	

	Current liabilities
	
	

	Commission payable
	3,000
	

	Interest payable
	2,000
	

	Trade creditors
	171,355
	

	Tax payable
	68,000
	

	Total current liabilities
	
	244,355

	Total long-term liabilities (4% Debentures)
	
	100,000

	Total liabilities
	
	344,335

	Owners’ equity
	
	

	Retained profits at 1st January 2020
	132,000
	
	

	Less: Ordinary dividend paid
	(20,000)
	
	

	Less: Preference dividend paid
	(30,000)
	
	

	Add: Net profit for the year
	110,980
	
	

	Retained profits at 31st December 2020
	192,980
	

	£1 ordinary shares
	310,000
	

	10% £1 preference shares
	300,000
	

	Total owners’ equity
	
	802,980

	Total liability and owners' equity  
	
	1,147,335


Answer: The sum of the total assets and the sum of the total liability and owners' equity is equal to 1,147,335 on 31st December 2020.
[bookmark: _Toc77264685]b)  Why does the statement of financial position balance?
The assets on a statement of financial position are quantifiable assets that a firm possesses or will receive in the future. Taxes, accounts payable, wages, and debts are all examples of liabilities that a business owes. The owners' equity section shows the business's retained earnings as well as capital contributed by the owners. Total assets must match total liabilities and owners' equity for the statement of financial position to be balanced (Amiram, Bozanic and Rouen, 2014). The accounting standard of the double-entry is the main reason why a statement of financial position balances. All transactions are recorded in at least two separate categories in this accounting information system, which also serves as a check to ensure that the records are consistent.
The accounting equation based on the double-entry system also states that assets would be equal to the sum of liability and owners' equity because every transaction has impacts that make sure that the equation is balanced. For example, the unpaid interest expense of £2,000 kept the cash and bank balance high, thus the amount of total assets high. On the other hand, the unpaid interest expense has increased the liability of the business. Thus, both side of the accounting equation and both side of statement of financial position is affected equally. For example, sales increase the profit which increases the owners’ equity in the statement, on the other hand, the asset will be increased in form of cash or bank or account receivables. The implementation of the double-entry system keeps the statement of financial position balanced at any particular point in time (Mayhew, 2006). If the statement of financial position is not balanced then it needs to be understood that there is a flaw in the process of recording or posting the transactions. Every correct accounting process will generate a statement of financial position which balances.
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[bookmark: _Toc77264687]a) Calculating the following ratios for Chocco plc for 2020 and 2019
The calculation is shown below consists of the amount in millions as provided in the question.
1-ROCE: Return on capital employed
Equation = Earning before taxation / Capital employed
Here, capital employed = Owners’ equity + Non-current liabilities
Or, capital employed = Total assets – Current liabilities
Calculation for 2019 = 539 / 7,041 = 7.66%
Calculation for 2020 = 620 / 7,225 = 8.58%
2-ROE: Return on equity
Equation = Net profit / Equity
Calculation for 2019 = 366 / 2,912 = 11.53%
Calculation for 2020 = 431 / 3,088 = 13.96%
3-Earnings per share
Equation = (Net profit – Preferred dividends) / Weighted average shares outstanding
Calculation for 2019 = 366 / 600 = 0.61p
Calculation for 2020 = 431 / 600 = 0.72p
4-Net profit margin
Equation = Net profit / Sales revenue
Calculation for 2019 = 366 / 6,441 = 5.68%
Calculation for 2020 = 431 / 6,738 = 6.40%
5-Asset turnover
Equation = Sales revenue / Total assets
Calculation for 2019 = 6,441 / 10,087 = 63.85%
Calculation for 2020 = 6,738 / 9,736 = 69.21%
6-Stock holding days
Equation = (Average inventory / Cost of sales) × 365
Here, average inventory = (Beginning inventory + Ending inventory) / 2
Calculation for 2019 = (659 / 3,096) × 365 = 77.7 days
Calculation for 2020 = (683.5 / 3,235) × 365 = 77.12 days
Note: Average was not able to be calculated for the year 2019 as the beginning balance was not known.
7-Debtor's collection period
Equation = (Average trade receivable / Sales revenue) × 365
Here, average trade receivable = (Beginning trade receivable + trade receivable) / 2
Calculation for 2019 = (1,287 / 6,441) × 365 = 72.93 days
Calculation for 2020 = (1,268 / 6,738) × 365 = 68.69 days
Note: Average was not able to be calculated for the year 2019 as the beginning balance was not known.
8-Current ratio
Equation = Current assets / Current liabilities
Calculation for 2019 = 2,355 / 3,046 = 0.77
Calculation for 2020 = 2,303 / 2,511 = 0.92
9-Gearing ratio
Equation = Total liabilities / (Total liabilities + Total equity)
Calculation for 2019 = 7,175 / 10,087 = 0.71
Calculation for 2020 = 6,648 / 9,736 = 0.68
10-Interest cover
Equation = Earning before tax and interest / Interest expense
Calculation for 2019 = 720 / 181 = 3.98 times
Calculation for 2020 = 848 / 226 = 3.75 times
[bookmark: _Toc77264688]b) Commenting on the financial performance and position of Chocco plc.
A ratio analysis is a review of items listed in a company's financial statements. Ratio analysis is used to assess a variety of concerns with a company, including liquidity, operational efficiency, and profit (Drake and Fabozzi, 2012). Because financial statements are their main source of knowledge on a company, this sort of analysis is especially beneficial to experts outside of a firm. Business executives, who have easy access toward more comprehensive operational knowledge about the firm, find ratio analysis less effective. However, for outsiders, ratio analysis can provide a deep overview of the organisational performance within brief communication.
The return on capital employed is a profitability ratio that shows the profitability from the operation of an organisation. There is no standard profitability ratio as the profitability varies in different industries. But the more an organisation can earn profit it is better for the organisation. Hence higher value in the profitability ratio is expected (Thomas, Tietz and Harrison, 2019). From the calculation, it can be shown that the company was able to increase its return on capital employed ratio by a small percentage. This shows that the company has become more profitable compared to the last year.
Return on equities another profitability ratio. This ratio calculates the net profit earned on the shareholders’ or owners' equity. It is better for an organisation to an as much as the return on the equity possible (Purnomo, 2018). Like the return on capital employed ratio return on equity ratio also has increased for the year 2020 compared to the year 2019. We should be the company is doing well and its operation is more profitable than the previous. If the company can hold this rise in profitability in India in upcoming years then that will be great for the company.
Earnings per share is another profitability ratio that shows the earnings the company has been able to act in the financial year based on each share. This ratio is a very good tool for investors to understand the profitability of the company. It is better to score more in terms of earnings per share (Needles and Powers, 2012). Aligning with the previous two profitability ratio this ratio also has increased for the year 2020 compared to the previous year. These three days shows that the volume of profit has increased compared to the resources used for the operation.
Net profit margin is a calculation of the operational efficiency of an organisation. Organisations often can make a gross profit as the sales price is set up about the cost of the products. However, many organisations fail to return the gross profit and make a net profit (Purnomo, 2018). Those kinds of scenarios happen because of the lack of control over the operating costs. But from the calculation, it can be seen that the company was able to increase its net profit margin from 5.68% to 6.40%. This shows that not only the volume of the profit of the company is increased but also the quality of the profit has increased.
The turnover ratio shows the mobility of the assets being used in an organisation. When an organisation can score high in the asset turnover ratio it means that the business is being able to extract the best out of the assets invested in the organisation. Is the standard of asset turnover ratio can vary from industry to industry. However, from the comparison between two years Chocco plc. Has improved its asset turnover ratio from 63.85% to 69.21%. This shows that the operation of the company has become more efficient to generate more sales compared to the use of assets.
The stock holding days is the calculation of the average duration the stock often organisation stays at the organisation. The shorter the duration, the better it is for the organisation. Because when a company can sell the products earlier it can have the money back earlier as well(Velez-Pareja, 2012). From the calculation, it can sing that the duration of the stock holding has not changed much for the company. In both years duration is around 77 days.
Debtors' collection is the calculation of the days to collect the money from the customers after selling a product. The lower the debtors’ collection period the better it is for the organisation as the money can be used for the further operation of the organisation (Boháčková and Svatošová, 2012). Debtor's collection period has decreased around four days in 2020 compared to that of 2019. It shows that the company has improved in terms of collecting did you from the customers. 
The current ratio is the calculation of the capability of the organisation to pay out the liabilities that can be claimed instantly (Supriyanto and Darmawan, 2018). In most businesses it is better to have at least 1 in terms of the current ratio, otherwise, the business will be at the risk of not being able to pay the creditors on time. It can be seen that the company has significantly improved in terms of the current ratio. The current ratio has increased from 0.77 to 0.92. It is a very positive side for the financial wellbeing of the company.
The gearing ratio is the calculation of the portion of the money invested in the business from the outsiders in form of a loan. Loan investment or loan capital often comes up with the obligations to pay interest or to pay the whole amount at any time of demand (Supriyanto and Darmawan, 2018). The lower the gearing ratio the better it is for the financial wellbeing of the organisation. More than half of the invested money in the organisation comes from external liabilities which is not good for the business but the business has become able to decrease a small portion of liability in 2020.
The interest cover ratio is the calculation of the availability of the money to pay the interest expense which is often fixed. It’s better to have a bigger amount in terms of earnings before tax and interest to cover the interest expenses (Needles and Powers, 2012). The company had around four times earnings before tax and interest compared to the interest expense in 2019. But in 2020 the ratio has decreased. 
Except for the one or two ratios the organisation has been done well in terms of all the ratios analysed here. It shows the operational efficiency and development of the organisation from the year 2019 to the year 2020. The company should work hard to retain the development for the upcoming years as well. Only then it can be able to successfully bring down the liabilities to a bearable extend.
[bookmark: _Toc77264689]Conclusion
Being able to prepare and understand financial statements is one of the basic requirements for business managers and businessmen. Hence, this assignment was a very good tool for exercising the basics of financial accounting. The ratio analysis is a very important tool. Understanding of which can provide a person with the advantages to analyse the businesses easily. The ratio analysed here shows the live picture of the operation of the business which also helps to save the time of the readers and to make things understandable to more people.
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