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[bookmark: _Toc76946227]Introduction
This study demonstrates with preparation of financial statements for a business organization and how to use different financial ratios to assess the financial performance and financial position of the business. 
[bookmark: _Toc76946228]Question: 1
[bookmark: _Toc76946229]Requirement- A

Kedison PLC
Profit & Loss Statement
For the Year ended 31st December, 2020. 

	Particulars
	Amount in £
	Amount in £
	Amount in £

	Sales revenue
	826,650
	
	

	Add: Unrecorded credit sales
	980
	
	

	Total Sales Revenue
	
	827,630
	

	Less: Cost of sales
	
	578,650
	

	Gross Profit
	
	
	248,980

	Less: Administrative & Distribution Expenses
	
	
	

	 Administrative expenses
	
	30,000
	

	  Directors remuneration
	
	5,000
	

	  Distribution costs
	
	28,000
	

	   Sales commission 
	
	3000
	

	Total Administrative & Distribution Expenses
	
	
	66000

	Operating Profit
	
	
	182,980

	Less: Non-operating expenses
	
	
	

	    Interest Expense (Note: 01)
	
	
	4,000

	Profit Before Taxation
	
	
	178,980

	Less: Corporate taxation
	
	
	68,000

	 Net Profit for The Year
	
	
	110,980

	Less: Preference dividend payment
	
	
	30,000

	Net Profit Available for Distribution to The Ordinary Stockholders
	80,980



Kedison Plc
 Statement of Financial Position as at 31st December, 2020

	Particulars
	Amount in £
	Amount in £
	Amount in £

	Non-Current Assets:
	
	
	

	   Plant & Equipment
	
	632,730
	

	Total Non-Current Asset
	
	
	632,730

	Current Asset:
	
	
	

	    Closing Inventory
	
	330,600
	

	   Trade receivables (Note: 02)
	
	171,105
	

	    Cash & Bank
	
	12,900
	

	Total Current Asset
	
	
	514,605

	Total Asset
	
	
	1,147,335

	Current Liabilities
	
	
	

	   Trade Payables
	
	171,355
	

	   Corporate tax payable
	
	68,000
	

	   Sales commission payable
	
	3,000
	

	   Interest expense payable (Note: 01)
	
	2,000
	

	Total Current Liabilities
	
	
	244,355

	Non-Current Liabilities
	
	
	

	   4% Debenture
	
	
	100,000

	Total Liabilities
	        344,355

	Shareholder's Equity
	
	
	

	  10% £1 preference shares
	
	300,000
	

	  £1 Ordinary shares
	
	310,000
	

	   Retained Earnings at 1st January, 2018 
	132,000
	
	

	   Add: Profit available for distribution
	80,980
	
	

	   Less: Ordinary Dividend Payment
	20,000
	
	

	   Retained Earnings at 31st December, 2018 
	
	192,980
	

	Total Shareholder's Equity
	
	
	802,980

	Total Liabilities & Shareholder's Equity
	
	
	1,147,335



Notes:
· Note 01: Interest Expense

	Particulars
	Amount in £

	Interest expense paid
	2,000

	Add: Interest expense payable [(100,000 *4%) – 2000]
	2,000

	Total interest Expense for 2020
	4,000






· Note 02: Trade Receivables

	Particulars
	Amount in £

	Trade Receivables reported 
	170,125

	Add: Sales revenue not recorded
	      980

	Total Trade Receivables as at 31st December, 2020
	171,355




[bookmark: _Toc76946230]Requirement- B
The statement of financial position is a component of financial statement prepared by the firm to report all the assets, liabilities and equity of a business on the particular date of an accounting period (Bragg, 2012). This statement is based on the following basic accounting equation:
[image: ]
Figure 1: (Lunt, 2006)
According the accounting equation, the sum of all assets of a business will be equal to the sum of all liabilities and equity of a business (Klein and Marquardt, 2006). 
[bookmark: _Hlk76949556]The left side or Asset side of the accounting equation is regarded as Debit and the right side or Liabilities and Equity side of the equation is known as Credit (Jackson et al., 2008). Thus, recording a transaction in the accounting books requires recording one account as Debit and recording another account as Credit in the equivalent amount. As a result, every business transaction in the company has equivalent and opposite economic impact on both sides of the accounting equation which forces the debit side of the equation equals to the credit side of the equation (Wright, 2016). Thus, Asset side of the equation equals to the liability and equity side of the equation
Thus, it is the double entry system which makes the statement of financial position balances. 

[bookmark: _Toc76946231]Question: 02
[bookmark: _Toc76946232]Requirement- A

· Return on Capital Employed (ROCE):
The formula for Return on Capital Employed (ROCE) is,
ROCE= 
Where, Capital employed = Total Asset – Total Current Liability
The information given for Choco Plc is,
	Particulars
	2019
	2020

	Operating Profit
	£699 million
	£805 million

	Total Asset
	£10,087 million
	£9,736 million

	Total Current Liability
	£3,046 million
	£2511 million






Thus, ROCE of Choco Plc is,
	Financial Ratio
	2019
	2020

	ROCE
	= *100
= 9.23%
	= *100
  = 11.14%



· Return on Equity (ROE):
The formula for Return on Equity (ROE) is,
ROE= 
The information given for Choco Plc is,
	Particulars
	2019
	2020

	Net Profit
	£366 million
	£431 million

	Total Equity
	£2,912 million
	£3,088 million



Thus, ROCE of Choco Plc is,
	[bookmark: _Hlk76921954]Financial Ratio
	2019
	2020

	ROE
	= *100
         = 12.56%
	= *100
         = 13.96%



· Earnings Per Share (EPS):
The formula for Earnings Per Share (EPS) is,
EPS=  



	Particulars
	2019
	2020

	Net Profit
	£366 million
	£431 million

	Number of shares outstanding
	=
        = 600000000 shares
        = 600 million shares
	=
          = 600000000 shares
           = 600 million shares



Thus, EPS of Choco Plc is,
	Financial Ratio
	2019
	2020

	EPS
	=
 = £0.61 per share
	=
 = £0.72 per share



· Net Profit Margin:
The formula for Net profit margin is,
Net profit margin = 

The information given for Choco Plc is,
	Particulars
	2019
	2020

	Net Profit
	£366 million
	£431 million

	Sales Revenue
	£6,441 million
	£6,738 million



Thus, Net profit margin of Choco Plc is,
	Financial Ratio
	2019
	2020

	Net profit Margin
	= *100
         = 5.68%
	= *100
         = 6.40%





· Asset Turnover:
The formula for Asset turnover is
Asset turnover =


The information given for Choco Plc is,
	Particulars
	2019
	2020

	Sales Revenue
	£6,441 million
	£6,738 million

	Total Asset
	£10,087 million
	£9,736 million



Thus, Asset turnover of Choco Plc is,
	Financial Ratio
	2019
	2020

	Asset Turnover
	=
             = 0.64
	=
             = 0.69



· Stock Holding Days:
The formula for Stock holding days is

Stock holding days =


The information given for Choco Plc is,
	Particulars
	2019
	2020

	Closing Inventory
	£659 million
	£708 million

	Cost of goods sold
	£3096 million
	£3235 million


Thus, Stock holding days of Choco Plc is,
	Financial Ratio
	2019
	2020

	Stock holding days
	=
    = 78 days
	=
   = 80 days



· Debtors Collection Period:

The formula for Debtors collection period is
Debtors collection period =

The information given for Choco Plc is,
	Particulars
	2019
	2020

	Trade Receivables
	£1,287 million
	£1,249 million

	Sales Revenue
	£6,441 million
	£6,738 million



Thus, Debtors collection period of Choco Plc is,
	Financial Ratio
	2019
	2020

	Debtors collection period
	=
    = 73 days
	=
   = 68 days



· Current Ratio:
The formula for Current ratio is

Current ratio =




The information given for Choco Plc is,
	Particulars
	2019
	2020

	Current Asset
	£2,355 million
	£2,303 million

	Current Liability
	£3046 million
	£2511 million



Thus, Current ratio of Choco Plc is,
	Financial Ratio
	2019
	2020

	Current ratio
	=
              = 0.77
	=
             = 0.92



· Gearing Ratio:
Gearing ratio is widely used to assess the degree of financial leverage employed by a firm in its capital structure to finance its asset structure (Wright, 2016). 
The formula for Gearing ratio is,

Gearing ratio = = 


The information given for Choco Plc is,
	Particulars
	2019
	2020

	Short Term Debt
	£3,046 million
	£2,511 million

	Long Term Debt
	£4,129 million
	£4,137 million

	Total Debt
	£7,175 million
	£6,648 million

	Total Shareholders’ Equity
	£2,912 million
	£3,088 million





Thus, Gearing ratio of Choco Plc is,
	Financial Ratio
	2019
	2020

	Gearing ratio
	=
             = 2.46
	=
             = 2.15



· Interest Coverage Ratio:
The formula for Interest coverage ratio is,
Interest coverage ratio =


The information given for Choco Plc is,
	Particulars
	2019
	2020

	Operating Profit
	£699 million
	£805 million

	Total interest Expense
	£181 million
	£226 million



Thus, Interest coverage ratio of Choco Plc is,
	Financial Ratio
	2019
	2020

	Interest coverage ratio
	=
= 3.86 times
	=
= 3.56 times





[bookmark: _Toc76946233]

Requirement- B
· The Return on Capital Employed (ROCE) for Choco Plc is 9.23% in 2019 and 11.14% in 2020 which is suggesting that the company has been able to produce £9.23 in 2019 and £11.14 in 2020 as operating profit for £100 capital raised by the management of Choco Plc from the investors. It can be observed that ROCE has increased in 2020 due to 15.2% improvement in the operating profit and 3.5% decline in total capital of the firm. 
· The Return on Equity (ROE) for Choco Plc is 12.56% in 2019 and 13.96% in 2020 which is indicating that the company has been able to produce £125.6 in 2019 and £139.6 in 2020 as net profit for £1000 equity capital raised by the management of Choco Plc from the shareholders. It can be observed that ROE has improved in 2020 due to 17.8% improvement in net profitability of the firm. 
· The Earning Per Share (EPS) for Choco Plc is indicating that the company has been able to generate £0.61 for every ordinary share in 2019 and £0.72 for every ordinary share outstanding in 2020. It can be observed that the EPS has improved significantly in 2020 due to 17.8% increase in the net profit of the firm.
· The Net profit margin for Choco Plc is 5.68% in 2019 and 6.4% in 2020 which is indicating that the firm has been able to convert £5.68 in 2019 and £6.4 in 2020 of its every 100 sales revenues into net profit for the firm. Thus, it can be opined that net profit margin has increased in 2020 due to 17.8% improvement in net profitability of the firm. The 17.8% improvement in net profit is achieved due to 4.6% increase in sales revenue of the firm. 
· The Asset Turnover for Choco Plc is 0.64 in 2019 and 0.69 in 2020 which is indicating that the company has been able to produce £64 in 2019 and £69 in 2020 as sales revenue for £100 investment made by the management of Choco Plc in the asset structure of the business. It can be observed that the ratio has improved in 2020 due to 4.6% increase in total sales revenue and 3.5% decline in the total investment in the asset structure made by the firm. 
· The Stock holding days for Choco Plc is 78 days in 2019 and 80 days in 2020 which is suggesting that the management of Choco Plc on average has required 78 days in 2019 and 80 days in 2020 to convert its inventory into sales turnover for the company. The stock holding days has increased by 2 days in 2020 which is suggesting the managerial inefficiency of Choco Plc in converting the finished inventory into sales revenue for the firm. 
· The Debtor collection period for Choco Plc is 73 days in 2019 and 68 days in 2020 which is suggesting that the management of Choco Plc on average has required on average 73 days in 2019 and 68 days in 2020 to collect money from its customers for the credit sales made by the firm. The declining debtor collection period is suggesting the managerial efficiency of Choco Plc in making prompt collection of money from its credit customers (Jackson et al., 2008). 
· The Current ratio for Choco Plc is 0.77 in 2019 and 0.92 in 2020 which is indicating that the company has hold £64 in 2019 and £69 in 2020 as current asset in the asset structure for repaying £100 short term obligation of the firm. Though the current ratio has improved in 2020, it is still less than 1 which is suggesting that Choco Plc does not have sufficient current assets to repay its short-term financial obligations. 
· The Gearing ratio for Choco Plc is 2.46 in 2019 and 2.15 in 2020 which is indicating that the company has raised £246 in 2019 and £215 in 2020 as debt financing for every £100 equity financing raised by the firm. Thus, it can be opined that capital structure of Choco Plc is moderately leveraged. Besides, the gearing ratio has declined in 2020 due to 7.4% decline in the debt financing and 6% increase in the equity financing of the firm which is suggesting that the management of Choco Plc may have adopted deleverage program to improve the financial stability and to reduce the financial risk of the business.
· The interest coverage ratio of Choco Plc is 3.86 times in 2019 and 3.56 times in 2020 which is suggesting that the management of Choco Plc has generated sufficient operating profit to repay the interest expenses of its debt financing. The observable fact here is that the interest coverage ratio has declined in 2020 despite 15.2% increase in the operating profit and 7.4% decline in debt the financing of Choco Plc. 

[bookmark: _Toc76946234]

Conclusion
From this study, it is evident that different tools and techniques of financial accounting and managerial accounting help to facilitate not only the decision-making process of the organization but also helps to improve the financial performance and quality of decisions taken by the management by providing necessary information in the most effective and efficient manner (Valero et al., 2006). 
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