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Q # 1 
a) Prepare a Profit and Loss statement for the year ended 31st December 2020 for Kedison PLC and a statement of financial position as at that date. 
[image: ]


[image: ]
b) Why does the statement of financial position balance? 
Assets are considered s those economic sources of an organization that are owning by company or they would be retained in future. Assets are accounted for in balance sheet of an organization. In contrast to it, liabilities are those payment that need to be paid by company and these may include debt, salaries, payables, and taxes. Capital and retain earnings of company are indicated in section of shareholders' equity in balance sheet. Basic formula that is used in preparing balance sheet of an organization that value of total shareholders' equity and liabilities must be equal to value of total assets of company (Song et al., 2019).
The accounting principle of double entry is considered as basic principle-based n which balance sheet is prepared. Th8si principle is based on recording of all kinds of transaction that have occurred in accounting period. In this way consistency of relative entities is ensured by checking them in balance sheet. 
There are two entries that are made in preparing balance sheet. One is credit and other is debit entry. This means that two sides are affected by every transaction in business. Based on this an accounting equation is drawn that is given below:
Assets of company= Liabilities of company
Fixed Assets of company + Current Assets of company = Owner's Equity of company + Liabilities of company
Fixed Assets of company + Current Assets of company = Capital of company + Reserves & Surplus of company + Long Term & Short-term liabilities of company
Therefore 
Assets of company =Liabilities of company + Capital of company (Porter and Norton, 2017).
Left Side Vs Right Side
Left side of the accounting equation shows total assets of an organization. This side is based on including those assets that are owning by the company and these may include machinery, machinery, land, inventory, and cash etc. Owners and creditors provide funds to the company based on which assets are acquired by company. 
Aspects paid for assets is indicated by right side of equation. Liabilities are those aspects that would be paid by the company such as creditors have paid loan that comes in balance sheet as liabilities. Equity in this section is amount of finance that has provided by company’s owners. The total funds that was obtained by company is represented by sum of Equity and liability. Changes in elements of balance sheet could be made but at end both sides should be matched. This show change in one is resulted into change in other (Faccia and Mosco, 2019).




Q # 2 

a) Calculate the following ratios for Chocco plc for 2020 and 2019, showing the formulas and workings 
1. Return on Capital Employed (ROCE):-
Capital efficiency and profitability are two important aspects that are measured and assessed based on using a financial ratio known as ROCE (Return on capital employed). So, capability of generating profits from using capital is measured and understood by looking at this ratio (Lisek, Luty and Zioło, 2020).
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Return on capital employed showing in table given above is indicating that performance was better in year 2020 because ROCE was 11.709% but in year 2019 it was 10.226%. This result is indicating that management has showed better control in term of using capital and resources were used by management effectively.
2. Return on Equity (ROE):-
Financial performance of an organization is measured based on using this important ratio and calculation of ROE is based on division of net income of company by shareholder equity. ROE is considered as return on asset of an organization because of reason that assets minus debt is resulted into shareholders' equity. Profitability of an organization is measured by ROE in perspective of stockholders’ equity (Nurmasari, 2017).


[image: ]Return on Equity showing in table given above is indicating that performance was better in year 2020 because ROE was 13.957% but in year 2019 it was 12.569%. This result is indicating that management has showed better control in term of capital structure and equity were used by management effectively.
3. Earnings per share
Financial performance of an organization in term of generation of earning over every stock or share is measured based on using this important ratio and calculation of EPS is based on division of net profit of company by number of common shares. It could see that greater value is indicated by higher EPS and reason is that for share of company more will be pay by investor based on their perception that higher profits would be generated in term of share price (Jasman and Kasran, 2017). 
[image: ]Based on looking at the results that are showing in table above it could see that EPS was 0.61 in year 2019 but EPS has increased to 0.7183 in year 2020. This is indicating that company has gained trust of investor by increasing share price during year 2020. Thus, performance in term of EPS was better in 2020. 
4. Net Profit Margin
Net profit margin is another important ratio of measuring profitability level and its calculation is based on division of net income by revenue or net profit by net sales made by company during specific period. One important aspect is that net income and net profit that are used in calculation is that they are used interchangeably (Öztürk and Karabulut, 2018).
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Based on looking at the results presented in table above it could see that performance of company was better in year 2020 because of increasing level of net profit margin. NPM of company in year 2019 was 5.682% and it was 6.40% in year 2020 that mean effective control on expenses was made. 
5. Asset Turnover
Value of revenue or sales of company relative to value of assets of company is measured based on using this asset turnover ratio. Efficiency level of an organization in term of use of available assets is indicated by this ratio (Irman and Purwati, 2020).
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Table given above is indicating that asset turnover ratio was 0.639 times in year 2019 but it has increased to 0.692 times in year 2020. In this way, effective management of available assets could be witnessed in year 2020 that eventually has resulted into increase of revenue. 
6. Stock Holding Days
Average time that is taken by an organization in term of days for converting available inventory into sales is measured and indicated by using this financial ratio of days sales of inventory (DSI) (Wu and Yaron, 2018).
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Based on comparing performance of company in term of Stock Holding Days, results in above table are showing that Stock Holding Days were 77.69 or 78 days in 2019 and in year 2020 Stock Holding Days were 79.88 or 80 days. In this way it is clearly showing that more days are taking by company in 2020 based on which it could say that performance was better in 2019.
7. Debtors Collection Period: -
This ratio is used for indicating time that is taking by company in term of collecting and receiving amount holding in its accounts receivable. This is amount that is owed by clients to company. For meeting financial obligation, company need average collection period (Ullah, 2021).

[image: ]Based on comparing performance of company in term of Debtor Collection Period, results in above table are showing that Debtor Collection Period were 72.93 or 73 days in 2019 and in year 2020 Debtor Collection Period were 67.66 or 68 days. In this way it is clearly showing that more days are taking by company in 2019 based on which it could say that performance was better in 2020.  
8. Current Ratio
A liquidity ratio is known as current ratio that is used for measuring capability of an organization of making payments of its outstanding short-term obligations based on using its current assets (Tumanggor, M., 2020).

[image: ]Based on looking at the results presented in above table it is noted that current ratio of company was 0.773 times in 2019 but an increase has occurred in current ratio to 0.917 times in 2020. This is showing that company has paid its current obligation during 2020 due to which performance is better in 2020.
9. Gearing Ratio
Funds that are borrowing by company or equity portion to debt in capital is measured and compared based on using Gearing ratio. Financial leverage is measured in this way that show level finding is made by debt vs equity capital (BANSAL and KUKKAR, 2019).

[image: ]Based on consideration of results extracted by calculating Gearing Ratio it has seen that Gearing Ratio was 1.418 times in 2019 and it was reduced to 1.340 times that is showing that company has reduced use of debt financing in 2020 as compared to equity. Therefore, company is less risky in 2020. 
10. Invertor Cover
Times or level to which current interest payment are covered by an organization by using earnings available is measured based on using this Invertor Cover ratio (Rodrigo et al., 2018).
[image: ]Comparison of performance of company based on results presented in table above regarding Invertor Cover has indicated that 3.978 times was Invertor Cover in 2019 and it was 3.743 times in 2020. This is indicating that company has showed better performance in 2019. 
b) Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Chocco plc. 

An increase in performance of company is concluded by comparing different ratio by using information from financial statements. Based on comparison to previous year it has indicated that increasing trend is showing by company in term of performance. 
As compared to previous year, an increase has noted in respect of Return on Equity and Return on Capital Employed. Analysis of above ratios has revealed that an increase has also occurred in 2020 in perspective of net profit ratio because this increase has noted as 0.718% when it was compared to previous year 2019.
Company has potential of declaring high dividend (255m) as comparison to previous year because increasing trend has identified in term of EPS ratio. In this way an increase in 2020 has occurred in market price of Chocco Plc that has showed that it is a growing entity.
A little change has identified in respect of assets turnover but one important aspect is that this change was acceptable. Certain improvement is needed by company in collecting its receivables because of little improvement as compared to previous year. Same is a case in perspective of current asset ratio that was increase with low level that mean improvement is needed.
Since previous year it is noted an increase has occurred in interest expense because of increase of equity, gearing ratio was considered acceptable in 2020 but increase of debt has resulted into decrease of interest coverage ratio.
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NPM = Net Profit/Revenue * 100

2019

Net Profit 431 366
Revenue 6,738 6,441
Net Profit Margin 6.40% 5.682%
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Asset Turnover =Sales/Total Asset

2019

Revenue 6,738 6,441
Total Assets 9,736 10,087
Asset Turnover 0.692 times 0.639 times
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Debtors Collection Period

Receivables/Credit Sales * 365

Trade 2020

Trade Receivables 1,249 1,287

Sales 6,738 6,441

Debtor Collection Period 67.66 or 68 days 72.93 or 73 days
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Current Ratio = Current | 2020 2019
Assets/Current Liabilities

Current Assets 2,303 2,355
Current Liabilities 2,511 3,046
Current Ratio 0.917 times 0.773 times
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Gearing Ratio Total Debt/Total | 2020 2019
Equity

Debt 4,137 4,129
Equity (B) 3,088 2912
Gearing Ratio 1.340 times 1.418 times





image12.png
Invertor Cover = Earnings before Interest
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Earning before interest & Tax (A 846 720
Interest Payable ( 226 181
Invertor Cover (A/B) 3.743 times 3.978 times
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Kedison PLC

Statement of Financial Position
As of 31* December 2020

ASSETS

Cash and Bank £ 12,900
Debtors £ 170,125
Stock £ 331,580
Plant and Equipment £ 632,730
Total Assets £ 1,147,335
Liabilities and Equity

Liabilities:

Trade Creditors £ 171,355
Commission payable £ 3,000
Tax Payable £ 68,000
Debentures £ 100,000
Total Liabilities £ 342,355
Equity:

Ordinary Share Capital £ 310,000
Preference Shares £ 300,000
Retained Profits £ 194,980
Total Equity 804,080
Total Liabilities and Equity 1,147,335
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Kedison PLC

Profit and Loss Statement
As of 31° December 2020

Sales £ 826,650
Less:Cost of Goods Sold £ 577,670
Operating Expenses: £ 248,980
Administrative expenses £ 30,000
Director remuneration £ 5,000
Distribution Costs £ 28,000
Sales Commission £ 3,000
Total Operating Expenses £ 66,000
Earnings Before Interest and taxes(EBIT) £ 182,980
Less: Interest paid £ 2,000
Earnings Before taxes(EBT) £ 180,980
Less: Tax Expense - | £ 68,000
Net Income £ 112,980
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before Interest and

ROCE = Earnings
Tax/Capital Employed * 100

Earning before interest & Tax (A) 846 720
Capital Employed 7,225 7,041
Return on Capital Employed 11.709% 10.226%
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ROE = Net Income/Shareholder | 2020 2019
Equity

Net Income 431 366
Equity 3,088 2912
ROE 13.957% 12.569%
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EPS = Eamings attributable to | 2020 2019
equity shareholders/Total No. of

Shares

Net Income 431 366
No. of Shares 600 600
Earning per share 0.7183 0.61





