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a) Profit and Loss Statement for the year ended 31st December 2020
	Particulars 
	Amount (£) 
	Amount (£) 

	Sales 
	826,650
	-

	Less: Cost of Sales 
	578,650
	-

	Gross Profit
	-
	248,000

	Less: Distribution Costs
	28000
	-

	         Administrative Expenses 
	30000
	-

	         Outstanding Expenses 
	3000
	-

	         Interest Paid
	2000
	-

	         Director’s Remuneration
	5000
	-

	Operating Profit
	-
	

	Add: Outstanding Income
	980
	-

	Profit Before Taxation
	-
	180,980

	Less: Corporation Tax
	68000
	-

	Profit After Taxation
	-
	112,980


Table 1: Profit and Loss Statement 
(Source: Self-created)




 Statement of financial position as of 31st December 2020

	Assets
	Amount (£) 
	Amount (£) 

	Non-Current Assets
	
	

	Plant and Equipment
	-
	632,730

	Current Assets
	
	

	Closing stock 
	-
	330,600

	Debtors
	170,125
	-

	Add: Outstanding Income
	980
	171,105

	Cash and Bank
	-
	12,900

	Total Assets
	-
	1147,335

	Liabilities
	
	

	Trade Creditors
	171,355
	-

	Add: Outstanding Expenses 
	3000
	174,355

	Non-current liabilities
	-
	-

	Long-term Liabilities
	
	

	4% Debentures
	-
	100,000

	Total Liabilities
	-
	274,355

	Equity
	
	

	Share Capital (Ordinary Shares+10% Preference Shares+Net profit before taxation)
	-
	790,980

	Share Premium
	-
	-

	Other Reserves
	-
	-

	Retained Earnings
	132,000
	-

	Less: Dividend Paid (Ordinary Dividend+ Preference Dividend paid)
	50,000
	82,000

	Total Equity 
	
	1147,335


Table 2: Statement of Financial Position
(Source: Self-created)
b) In the case of the organisation Kedinson Plc, the financial position is balanced. This is primarily because the total assets are equal to the total liabilities and the total equity. That further explains the double-entry recording system, which helps the transactions to be recorded in two specific accounts (Schroeder et al., 2019). This itself acts as a checking system ensuring the balancing nature of the financial statement. For instance, as the company decides to sell its asset in the form of an organisation car for £10,000 in cash, not only will the asset side decrease by £10,000. The cash account or receivable side will also increase by £10,000. 
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a) Ratio Analysis

	Particulars 
	Formula
	2019
	2020

	Investment Ratios
	
	
	

	Return on Capital Employed
	Net Operating Profit/Total Assets-Current Liabilities
	0.09%
	0.11%

	Return on Equity
	Net Income or Total Sales/ Shareholder’s Equity
	1.09%
	0.92%

	Earnings per Share
	Net Income-Preference Dividend paid/ Number of common shares
	6037.66
	6313

	Profitability Ratios
	
	
	

	Net Profit Margin
	Net Profit/Sales*100
	5.68%
	6.39%

	Efficiency Ratio
	
	
	

	Asset Turnover Ratio
	Total Revenue/ Assets in the beginning+ Assets in the end/2
	1.27
	1.38

	Stock Holding Days
	Inventory/Cost of Sales*365
	77.69 days
	79.88 days

	Debtors Collection Period
	Trade Receivables/Credit Sales*365
	73 days
	68 days

	Liquidity Ratio
	
	
	

	Current Ratio
	Current Assets/Current Liabilities 
	0.77
	0.91

	Financial Ratio
	
	
	

	Gearing Ratio
	Debt/ Debt+ Equity*100
	54.94
	91.75

	Inventory Coverage Ratio
	Profit before interest/Interest
	20.96
	17.87


Table 3: Ratio Analysis
(Source: Excel)

b) In the first ratio, from Table 3 the ‘return on capital employed’ measures the organisation of Chocco plc's effectiveness to earn profits. That is in respect to the capital invested in the business, and comparing the same with its operating gains (Kimmel et al., 2018). In comparing both ratios of 2019 and 2020, it can be seen that the former generates a better return on capital at 0.11%. 

The second ratio, or the ‘return on equity’ measures the capacity of the organisation of Chocco plc to produce greater income through the shareholder's equity. This is because the equity is equal to the company's assets excluding its debts. The year 2019 has better ROE at 1.09% in comparison to 0.92% in 2020.

In the third ratio or 'earnings per share,' the value is computed after dividing the profits by the outstanding shares (Heriyanto et al., 2021). If the resulting number is higher than that shows the company is earning profits. The company of Chocco plc earns more shares in 2019. 

As per the profitability ratio, 2020 has borne more revenue for the organisation of Chocco plc. That shows that the profits have increased by 0.71%, compared to 2019.  

With regards to the efficiency ratios, the asset turnover ratio allows the company to determine if they are utilising its assets in a good manner to generate sales (Heriyanto et al., 2021). The percentage is higher in 2020, with 1.38 which shows that it has started judiciously using its assets, as compared to 2019. With a better stock holding period in 2020, the organisation is also making sure that its stock is creating more capital gains within 79 days. While it is lesser in 2019 with 77 days. This is further proved with a lesser number of days in 2020 towards collecting trade debts that is about 68 days and 73 days in 2019. That explains that the business of Chocco plc is up to efficiency in 2020. 
The liquidity ratio in the form of the current ratio indicates that both values in the years 2019 and 2020 are below 1. That means that the company of Chocco plc will be unable to meet their short-term obligations with their capital. 
Finally, the financial ratios show the financial leverage in terms of debts for the company Chocco plc. The year 2020, has a higher gearing ratio that shows that the organisation is bound by a risky structure and is susceptible to the economy (Heriyanto et al., 2021). While 2019 is less risk-prone due to lower gearing. 
The interest coverage ratio considers how the company of Chocco plc, utilises its debts and profitability for paying interests. In 2020, the interest coverage ratio times are higher than in 2019. This shows it is better at covering their interests in the year as compared to 2019. 
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