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[bookmark: _Toc78219485]ANSWER TO THE QUESTION NO 1.a
[bookmark: _Toc78219486]Profit and Loss statement for Kedison PLC
In the below, Profit and Loss statement has been demonstrated for the year ended in 31st December 2020

	Kedison PLC
Profit and Loss statement
For the year ended 31 December 2020
(Amount in £)

	

	Sales
	 826,650 
	 

	(-) Accrued 
	                   980 
	 827,630 

	(-) Cost of Goods Sold
	 
	           (578,650) 

	Gross profit
	 
	          248,980 

	(-) Operating Expenses
	 
	 

	Directors’ remuneration
	                5,000 
	

	Administrative Expenses
	              30,000 
	 

	Distribution costs
	              28,000 
	 

	Commission Expense
	                3,000 
	             (66,000) 

	Net profit before interest and tax
	 
	          182,980 

	(-) Interest Expense (See N1)
	                
	               (4,000) 

	Net profit before tax
	 
	          178,980 

	(-) Tax 
	 
	             (68,000) 

	Net Profit After Tax
	 
	110,980
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In the below, statement of financial position has been demonstrated as at 31st December 2020:
	Kedison Plc
Statement of Financial Position
As at 31 December, 2020
(Amount in £)

	ASSETS

	Non-Current Asset
	 
	
	 

	Property, plant and equipment
	 
	
	 £632,730 

	Current Assets
	 
	
	 

	Closing Stock
	 
	£ 330,600 
	 

	Debtors
	 £170,125 
	
	 

	(+) Accrued:
	£980
	    £171,105 
	 

	Cash And Bank
	 
	     £12,900 
	       £ 514,605 

	TOTAL ASSET 
	 
	
	£1,147,335 

	LIABILITIES

	Current Liabilities
	 
	
	 

	Trade Creditors
	 
	    171,355 
	 

	Commission Due
	 
	       3,000 
	 

	Deferred Taxes
	 
	     68,000 
	

	Accrued Interest (See N1)
	 
	       2,000 
	244,355       

	Non-Current Liabilities
	 
	
	 

	4% Debentures
	 
	
	100,000

	TOTAL LIABILITIES
	 
	
	344,355

	NET ASSET (Asset - Liability)
	 
	 
	802,980 

	EQUITY


	Ordinary Shares
	 
	 310,000 
	 

	Preference Shares
	 
	    300,000 
	 

	Retained Earnings (See N2)
	 
	    192,980 
	 

	TOTAL EQUITY
	 
	 
	802,980 



Note 1
Calculation: Interest Expense and Accrued  
	Debenture
	100,000

	Interest expense: [4%]
	4,000

	(-) Payment done in 2020
	(2,000)

	Interest Accrued
	2000



Note 2
Reconciliation for Retained Earnings
	Opening Retained Earnings
	 
	132,000 

	(+) Net Profit After Tax
	 110,980
	

	(-) Ordinary dividend paid
	(20,000) 
	 

	(-) Preference dividend paid
	       (30,000) 
	       60,980

	Closing Retained Earnings
	 
	 £192,980 





[bookmark: _Toc78219488]ANSWER TO THE QUESTION NO 1.b
[bookmark: _Toc78219489]Rationale for Position of Financial Statement being matched
The balances of all the accounts are portrayed in to statement of financial position. On this statement, all the assets are portrayed on the debit side and all the liabilities and equities are portrayed on the credit side. This statement is made up while considering the basic accounting equation which is A= L + OE. Here, A represents all the assets, L represents all the liabilities and the OE represents all the owner’s equity. For a limited company, owners’ equities are reflected through shareholders equity (Broadbent and Laughlin, 2013). Here, the revenues increase the equity and expanses and drawings reduces the equity.
The reason why the financial statement always remain equal on both sides is that the statement follows a dual entry system (Richwood and Thomas, 2018). The dual entry system indicates that every transaction has both debit and credit impact. For every transaction, a debit and a credit entry are given (Smith, 2018). Sometimes one account is both debited and credited and sometimes two or more accounts get debited and credited (Drury, 2013). This dual entry system makes the financial statement easier as it maintains a balance on both sides. 
Using a single-entry system can create chaos and imbalance in the record-keeping system. A single-entry system is troublesome and hard to keep records of all the transactions. So, the Dual entry system is used for making a financial statement and thereby all the assets are equal to the summation of the liabilities and the equities. the main reason behind this equality is that all the assets and resources are acquired through the money attained from the creditors and owners.
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Based on the financial statement of Chocco plc., the following ratios have been calculated for both the year 2019 and 2020. 

	Ratio
	Year
	Calculation
	Result

	ROCE = 
	2019
	=  
	5.20%

	
	2020
	=  
	5.97%

	ROE 
	2019
	= 
	12.57%

	
	2020
	= 
	13.96%

	EPS = 

	2019
	= 
	0.61

	
	2020
	= 
	0.72

	Net Profit Ratio = 
	2019
	=  
	5.68%

	
	2020
	= 
	6.40%

	Asset turnover = 
	2019
	= 
	0.64

	
	2020
	= 
	0.69

	Stock holding days = 

	2019
	=   
	78 days

	
	2020
	=  
	80 days

	Debt Collection Ratio = 

	2019
	= 
	73 days

	
	2020
	= 
	68 days

	Current Ratio = 
	2019
	= 
	0.77

	
	2020
	= 
	0.92

	Gearing ratio = 

	2019
	=  
	58.64%

	
	2020
	= 
	57.26%

	Interest coverage =
	2019
	= 
	3.98 times

	
	2020
	= 
	3.74 times
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Different ratios of Chocco plc. are analysed below:
	Ratio
	Interpretation

	The Return on Capital Employed
	In 2019, the result found from the ROCE ratio, also known as the Return on Capital Employed ratio, was 5.2% and then in 2020, the ratio has seen a slight improvement and in 2020, the ratio was 5.97%. This ratio indicates the profit earnings of a company against capital employed (Kinney and Raiborn, 2011).

	The Return on Equity
	In 2019, the ROE of Chocco plc was 12.57 per cent and then in 2020, the company has seen an increase in the returns on equity. In 2020, the ratio witnessed development of 13.96 per cent. This ratio illustrates the earnings of shareholders through returns provided by the organization (Demski, 2018).

	Earnings Per Share (EPS)
	Earnings per share is the ratio that indicates earnings against each number of shareholders (Maheshwari, 2012). In 2020, Chocco plc has witnessed an increase in the EPS ratio as the ratio was .72 in 2020 and the ratio was .61 in 2019.

	Net Profit Margin
	This ratio of Chocco plc has seen a slight increase as the ratio was 5.68% in 2019 and then the ratio got increased to 6.40 in 2020. This ratio helps in determining the profits earned in a year while considering sales revenue (Macintosh, 2013).


Based upon the above-analysed ratios, it can be decided that, Chocco plc has witnessed slight development in profitability.
	Ratio
	Interpretation

	Asset Turnover Ratio
	This ratio indicates how efficiently a company generates sales revenue from its assets (Drury, 2013). This ratio for Chocco plc was .64 times in 2019 and then in 2020, the ratio has witnessed a small but important development. the ratio was .69 times in 2020. This slight improvement indicates that Chocco plc is becoming more efficient in generating more sales from its assets.

	Stock Holding Days
	It determines the required days of a company for deciding how many days are needed for turning inventory into sales (Macintosh, 2013). Chocco plc required 77.69 days in 2019 and in 2020, the company required 79.88 days.

	Debtor Collection Period
	This period illustrated the days that are required for a company to collect the debts (Kinney and Raiborn, 2011). In 2019, Chocco plc used to need 77.69 days but in 2020, the company required .77 days. As the collection period got increased, Chocco plc required more time for turning its inventories into sales.

	The Current Ratio
	The current ratio indicates the liquidity position of a company and this ratio is determined by dividing all the current assets by the current liabilities (Drury, 2013). This ratio of Chocco plc was 0.77 in 2019 and then this ratio witnessed a significant improvement in 2020. In 2020, the ratio was 0.92 per cent. This result indicates that the company had 0.77 current assets against 1 current liability in 2019. In 2020, the company had 0.92 worth of current assets against 1 worth of current liabilities.

	Gearing Ratio
	This ratio helps in identifying the condition of debts against equity capital (Cole, 2011). This ratio of Chocco plc. had been 68.64% in 2019 and then this ratio has witnessed a small decrease and in 2020, the ratio was 57.26 per cent.

	Interest Coverage Ratio
	This ratio is the determinant of the ability of companies in paying off the interests by generating operating incomes (Kinney and Raiborn, 2011). This ratio of Chocco plc. was 3.98 times in 2019 and then this ratio decreased to 3.74 times. As this change is very small, it can be assured that the position of the financial condition of this company is still the same.
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