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[bookmark: _Toc79529534]Introduction	
Financial statements are written documents that detail a company’s operations and financial performance. Government authorities, accountants, businesses, and others frequently audit financial accounts to guarantee accuracy and for tax, financing, and investment purposes. The balance sheet, income statement, and statement of cash flows are the three primary financial statement reports. Investors and financial analysts to assess a company’s performance and forecast its future direction use financial data. 
Financial Statements will be created based on supplied data, and standard approaches for analyzing them will be used in this assignment.


[bookmark: _Toc79529535]Answer to Question no. 1
(A) [bookmark: _Toc79529536]Profit and Loss statement and statement of financial situation calculations
Kedison Plc.
Profit and loss statement
For the year ended 31st Dec 2020
	Particulars
	Amount(£)
	Amount(£)

	Sales-Working 1
	
	827,630

	Cost of sales
	
	(578,650)

	Gross profit
	
	248,980

	Operating Expenses:
	
	

	Administrative expense-Working 2
	33,000
	

	Distribution cost
	28,000
	

	Director’s Remuneration
	5000
	(66,000)

	Total Operating Income
	
	182,980

	Interest Expense-Working 3
	
	(4000)

	Income before tax
	
	178,980

	Taxation
	
	(68,000)

	Net Income
	
	110,980


# Unrecorded sales of £980 were assumed to be documented in the ‘stock” and ‘cost of sales ledger.’


Working-1
Sales as per ledger		£826,650
Adjustments-not recorded	£980
Total				£827,630

Working-2
Administrative Expenses as per ledger	£30,000
Adjustments-commission paid		£3,000
Total						£33,000

Working-3
Total Interest = (£100,000*4%) = £4000
Interest Paid = £2,000
Interest Payable = (£4,000-£2,000) = 2000


Kedison Plc
Statement of Financial position
31st December 2020
	Particulars
	Amount(£)
	Amount(£)

	Non-current asset - Plant and Equipment
	
	£623,730

	Current Asset – Stock at hand
Debtors(working-4)
Cash at Bank
	£330,600
£171,105
£12,900
	

£514,605

	Total Asset
	
	£1,147,335

	Current Liabilities – Creditors
Deferred Tax
Commission Payable
Interest payables(Working 3)
	£171,355
£68,000
£3,000
£2,000
	


(£244,355)

	Non- current Liabilities-Debentures
	
	(£100,000)

	Net Assets
	
	£802,980

	Equity – Ordinary Shares
Preference Shares
Retained earnings(working 5)
	£310,000
£300,000
£192,980
	

	Total Equity
	
	£802,980


Working 4:	Debtors as par ledger		£170,125
		Adjustments			£890
Total			£171,105
Working 5:      retained earnings-Beginning	£132,000
                         Net income			£110,000
                         Ordinary Dividend paid	£20,000
                          Preference Dividend paid	£30,000
		Retained Earnings-Ending	£192,980
(B) [bookmark: _Toc79529537] Reasoning behind Financial Position Balance
The financial position depicts the assets, liabilities, and equity of the firm at a certain point in time. It tells how much a company is worth right now if it’s sold. Two sections make up the financial statement. The company’s assets are described in the first part. The second section explains how much of the overall assets are held by investors and how much by creditors. A ‘Balance Sheet’ in another word for it. The following is the explanation for why the two portions are balanced.
 The basic accounting equation states that a company’s assets must match its liabilities and owner’s equity. If a company does not borrow money from outside sources, its assets must be equivalent to its shareholders’ equity. Alternatively, if the company is founded only on borrowed funds, the entire assets will equal the total debt. The two divisions of the financial statements must balance regardless of how assets, liabilities, or equity are defined or reported. Because the three things in the equations are the aspects of financial position, it’s easy to see why the accounting equation is Total Assets = Liabilities + owners’ equity.
The financial condition at the commencement of the firm may readily be determined by the balance of the accounts. As a result, the equation is simple to verify. When the firm first starts off, it engages in a lot of complicated transactions, which makes balancing the financial situation challenging. The double entry recording technique removes the problem of at least one credit entry for every debit entry, and vice versa. After the commencement of operations, two more accounts, “Revenue” and “Expenses”, are created, and the net of these two accounts is adjusted to the equity part of the financial position. As a result, the financial situation is constantly in balance.






[bookmark: _Toc79529538]The Answer to Question 2:
(A) [bookmark: _Toc79529539]Calculations of different Ratios for Chocco plc for 2020and 2019
1. ROCE (Return on capital employed)

For 2019: (720/7041)		=0.102
For 2020: (846/7225)		=0.117
	*EBIT = Net Income+ Tax + interest
	*Capital Employed = Long term debt+ equity
2. ROE (Return on Equity)

	
For 2019: (366/2912) = 0.126
For 2020: (431/3088) = 0.140
3. Earnings per Share



	For 2019: (366-0)/600 	= 0.610
	For 2020: (431-0)/600		= 0.718

4. Net Profit Margin


	For 2019: (9366/6441)*100 = 5.68%
	For 2020: (431/6738)*100=6.40%

5. Asset Turnover

	For 2019: (6441/10087) = 0.631
	For 2020: (6738/9736) = 0.698

6. Stock Holding Days

For 2019: ((659/(3096/365)) = 77.69 days
For 2020: ((708/(3235/365)) = 79.88 days

7. Debtors Collection Period 
 
For 2019: ((1287/(6441/365)) = 72.93 days
For 2020: ((1249/(6738/365)) = 67.66 days
	
8. Current Ratios
 

For 2019: (2335/3046) = 0.773
For 2020: (2303/2511) = 0.917	



9. Gearing Ratio
 

For 2019: ((4129/(4129+2912)) = 0.586
For 2020: ((4137/(4137+3088)) = 0.572
	
10. Interest Coverage Ratio
 

For 2019: (720/181) = 3.978
For 2020: (846/226) = 3.743	











(B) [bookmark: _Toc79529540]Commentary on Chocco plc’s Financial Performance and Situation
The profit in 2020 has grown, according to the financial figures. Despite the fact that total assets dropped in 2020, owner’s equity grew from 2912 to 3088. A reduction in current obligations has resulted in a drop in total assets. The performance in 2020 appears to be better than in 2019. For a more thorough examination, it should now be compared to financial ratios.
Chocco plc has had a strong performance during the previous two years. In 2020, both ROCE and ROE have risen. For both years, the return is greater than 10%. Earnings per share and profit margins were also trending upwards. The firm has been able to reduce the time it takes to collect money. Asset turnover has increased, indicating that the firm is becoming more efficient. The firm is hazardous since it relies heavily on external borrowing to operate. Despite the fact that the current ratio grew in 2020 compared to 2019, it is still below 1, indicating some liquidity risk. The gearing ratio is virtually unchanged from the previous year, dropping from 0.586 to 0.572.

[bookmark: _Toc79529541]Conclusion
Financial statement preparation is a two-step procedure. The financial performance statement and the financial position statement were prepared in the first section. The second section entails a review of various ratios in order to remark on the company’s performance. This duty has to do with financial statement prep0eration.


[bookmark: _Toc79529542]Reference list 
Chartered Institute Of Management Accountants (2015). Fundamentals of financial accounting. Wokingham, Berkshire: Kaplan Publishing.
Murphy, C.B. (n.d.). How to Interpret Financial Statements. [online] Investopedia. Available at: https://www.investopedia.com/terms/f/financial-statements.asp#:~:text=Financial%20statements%20are%20written%20records%20that%20convey%20the.
Smith, D.R. and Ohio State Bar Association. Continuing Legal Education (2012). How to understand and analyze financial statements : taking the mystery out of financial statements. Columbus, Oh: Ohio State Bar Association Cle.
Austin, H. (2019). Debt to Asset Ratio Formula | Example | Analysis | Calculation Explanation. [online] My Accounting Course. Available at: https://www.myaccountingcourse.com/financial-ratios/debt-to-asset-ratio [Accessed 13 Jul. 2021].
Bansal, P. (2020). Impact of COVID-19 on Unilever’s Performance. International Journal of Company Case Reports and Reviews, 3(3), pp.01–03.
Bragg, S. (2018). AccountingTools. [online] AccountingTools. Available at: https://www.accountingtools.com/articles/2017/5/5/net-profit-ratio [Accessed 13 Jul. 2021].
Cameron, F. (2018). tutor2u. [online] tutor2u. Available at: https://www.tutor2u.net/business/reference/current-ratio [Accessed 13 Jul. 2021].
Carlson, R. (2017). What the Debt-to-Asset Ratio Can Tell You About Your Company. [online] The Balance Small Business. Available at: https://www.thebalancesmb.com/debt-to-asset-ratio-393193 [Accessed 13 Jul. 2021].
Cnn.com. (2021). UL - Unilever PLC Company Profile - CNNMoney.com. [online] Available at: https://money.cnn.com/quote/profile/profile.html?symb=UL [Accessed 13 Jul. 2021].
G Thomas Friedlob and Franklin James Plewa (2006). Understanding Investment Ratios. New York: Wiley.
Goel, S. (2016). Financial ratios. New York: Business Expert Press.

1

12

