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1. Question 1
Profit and Loss Statement
	KEDISON PLC PROFIT AND LOSS STATEMENT FOR THE YEAR ENDED 31ST DECEMBER 2020

	ITEM
	AMOUNT in £

	Revenue/ Sales 
	826, 650

	Trade Receivables (Due on 28th February 2021)
	980

	Total Sales 
	827,630

	Cost of Sales 
	(578,650)

	Gross Profit (sales minus cost of sales)
	248,980

	Distribution Costs
	(28,000)

	Administrative Costs
	(30,000)

	Directors’ Remunerations
	(5,000)

	Operating Profit (Minus the costs)
	185,980

	Interest Paid
	(2,000)

	Corporation Expenses
	(68,000)

	Total (Profit)
	115,980




Based on the profit and loss statement above, the expenses are expressed in brackets () and are subtracted from the profits. The statement above indicates how much Profit the firm made over the stipulated period. Based on the statement, Kedison PLC made a profit of £ 115,980 after removing all the expenses. The firm could therefore be said to be profitable. 



Statement of Financial Position

	KEDISON PLC Statement of Financial Position for the Year Ended 31st December 2020

	ASSETS
	AMOUNTS in £
	LIABILITIES
	AMOUNTS in £

	Current Assets
	
	Current Liabilities
	

	Inventory
	330,600
	Trade Payables
	3,000

	Trade Receivables
	980
	Tax Payables
	68,000

	Cash and Bank
	12,900
	Trade Creditors
	171,335

	Debtors
	170,125
	Total Current Liabilities
	242,335

	% Shares
	30,000
	
	

	Total Current Assets
	544,605
	Equity
	

	
	
	Ordinary Shares
	310,000

	Non-Current Assets
	
	Preference Shares
	300,000

	Plant & Equipment
	632,730
	Debentures
	100,000

	
	
	Retained Profits
	132,000

	
	
	Dividends
	20,000

	
	
	Remunerations
	5,000

	
	
	Corporate Tax
	68,000

	Total Assets
	1,177,335
	Total Equity and Liabilities
	1,175,335



The statement of the financial position represents the exact financial status of an entity at a particular period in time (Williams & Dobelman, 2017). According to Oliver (2014), the statement shows what a company owns or is likely to receive in the future. As shown in the case of Kedison PLC above, the statement will always balance. This means that at any given time, assets equal liabilities. Bucci (2014) links this situation to the concept of double-entry. This means that every entry or transaction will have an equal and opposite effect that is recorded in at least two different accounts (Ives, 2020; Robinson, 2020). Based on the above reason, the statement of financial position will always be at equilibrium. The rationale here is that the assets invested by business owners will always equal the sum of equity and liabilities (Wahlen, Baginski & Bradshaw, 2014; Griffin & Mahajan, 2019). The statement is particularly helpful in determining the state of the firm’s financial risk as well as possible areas that require improvement. 

2. Question 2
Ratios for Chocco

ROCE   = Profit before interest and tax ÷ Capital Employed 
ROCE 2019 = £699 ÷ Capital employed
Capital employed = Total Assets – Current Liabilities
Capital employed 2019 =  £10087 - £3046  = £7041
Capital employed 2020 = £9736 - £2511 = £7225
ROCE 2019 = £699 ÷ £7041
                     = 0.09927   = 9.93%
ROCE 2020 = £805 ÷ £7225
                    = 0.11141  = 11.14%

ROE  = Net Income ÷ Shareholder’s equity
ROE 2019 = £366 ÷ £2912
                  = 0.12568 = 12.57%
ROE 2020 = £431 ÷ £3088
                  = 0.13957 =13.96%

Net Profit Margin = Net Profits ÷ Revenue
Net Profit Margin 2019  =   £366 ÷ £6441
                                        = 0.0568    = 5.68%
Net Profit Margin 2020 = £431 ÷ £6738 
                                      = 0.0639     = 6.39%
Assets Turnover = Net Sales ÷ Average Total Assets
Assets Turnover 2019 = £6441 ÷ (£10087/2)
                                    = 1.277
Assets Turnover 2020 = £6738 ÷ (£9736/2)
                                    = 1.384
Stock Holding Days = (Average Inventory ÷ Cost of Goods Sold) * 365
Stock Holding Days 2019 = (£659 ÷ £3096) * 365
                                          = 77.69 days 
Stock Holding Days 2020 = (£708 ÷ £3235) *365
                                          = 79.88 days
Debtor’s Collection Period = (Trade Receivables ÷ Total Net Sales) *365
Debtor’s Collection Period 2019 = (£1287 ÷ £6441) * 365
                                                    = 72.93 days
Debtor’s Collection Period 2020 = (£1249 ÷ £6738) *365
                                                     = 67.66 days
Current Ratio = Current Assets ÷ Current Liabilities
Current Ratio 2019 = £2355 ÷ £3046
                               = 0.7731
Current Ratio 2020 = £2303 ÷ £2511
                               = 0.9171
Gearing Ratio = Total Non-Current Liabilities ÷ Total Shareholder’s Equity
Gearing Ratio 2019 = £4129 ÷ £2912
                                 = 1.417
Gearing Ratio 2020 = £4137 ÷ £3088
                                = 1.339
Coverage Ratio = Operating income ÷ Interest Expense
Coverage Ratio 2019 = £539 ÷ £181
                                   = 2.97
Coverage Ratio 2020 = £620 ÷ £226
                                    = 2.74


Financial performance and position for Chocco plc

Based on the financial ratios above, several comments can be made about the firm's financial position. On profitability, the firm generated 9.93% of its Profit from the capital in 2019, a figure that increased to 11.14% in 2020. Equally, the net profit margin increased from 5.68% in 2019 to 6.39% in 2020. This means that, in general, Chocco PLC was more profitable in 2020 than in 2019. A higher profit in 2020 could be linked to a high asset turnover and reduced debt collection period, which means that the firm was able to collect its debts sooner (Sagala, 2019). However, the firm still has a large collection period of over two months compared to 30 days which is the average period taken by many companies (Han & Jang, 2013). The next point is that the current ratio for both 2019 and 2020 is below 1. According to Nuryani and Sunarsi (2020), the recommended ratio is that of 1.5. Under the current situation, Chocco PLC might not be able to satisfy its current debt obligations within the next year. 
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