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Introduction :

The assessment contains two specified questions. The first one will be focused on preparing the Profit and Loss Account and the Balance sheet (Financial statement) of the year 2020 for Kedison PLC. That will show the company’s financial position and the second question is based on the estimation of the company’s overall financial conduct. This will be prepared by using the specified range of accounting finance ratios along with the case study extracts that has been provided for Chocco PLC enterprise. This will help the company to predict whether their performance has been up to the expected standard Applicable suggestions and comments for rectification will also be given to Chocco PLC for the financial period 2020.










[bookmark: _Toc76502514]Question1:
[bookmark: _Toc76502515]a) Preparation of Profits and Losses Statement (Income Statement) as well as Statement of Financial Position
A. Statement for Profits or Losses Creation for Kedison:-
Books for Kedison PLC
For year ending 31st December 2020
	Particulars

	W.N.
	Details
	Amount
	Amount

	Revenues
	
	
	
	

	Sales
	
	826650
	
	

	Add : Credit Sales
	1
	980
	
	

	Net Revenue
	
	
	827630
	

	Expenditures :
	
	
	
	

	Less – cost of sales
	
	578650
	
	

	Corporation taxes
	2
	68000
	
	

	Directors Remuneration
	
	5000
	651650
	

	Gross Operating
	
	
	
	

	Profit (Earnings)
	
	
	175980
	

	Less : Non operating 
	
	
	
	

	Cost :
	
	
	
	

	Selling & Distribution Expenses :
	
	
	
	

	Administrative Expenses
	
	30000
	
	

	Distribution Cost
	
	28000
	
	

	Finance Cost
	
	
	
	

	Interest Paid
	
	2000
	
	

	Net Non-Operating
	
	
	
	

	Expenses
	
	
	60000
	

	Net Operating
	
	
	
	

	Profit Earnings
	
	
	
	115980



 SUMMERY OF THE STATEMENT:

After Applying the required principles of accounting, adjustments given in the case study a statement of profit and loss has been prepared as per the requirement of the assessment. The working note for each adjustment has been showed after the end of the question. From the statement prepared, we can figure out that the company Kedison PLC has earned profits of $1,15,980. This indicates that the company has earned sufficient surplus balance. Two separate headings has been showed in the assessment (Expenses & Income). The above statement shows the expense suffered by the firm such as the cost selling expense, tax, non-operating expenses etc. It also shows the revenue and the profit earned by the firm after subtracting all the expenses that are stated above.
 
B. Statement for Financial Position Creation for Kedison:-
Books for Kedison PLC
For year ending 31st December 2020
	Particulars
	W.N.
	Amount
	Amount
	Amount


	ASSETS :
	
	
	
	

	NON CURRENT ASSETS :
	
	
	
	

	Fixed Assets
	
	
	
	

	Plant and Equipment
	
	
	632730
	

	GROSS FIXED ASSETS :
	
	
	632730
	

	CURRENT ASSETS :
	
	
	
	

	DEBTORS
	1
	171105
	
	

	Investors
	
	330600
	
	

	Cash and Bank
	
	12900
	
	

	Gross Current Assets
	
	
	514605
	

	Total
	
	
	
	1147335

	
	
	
	
	

	EQUITY AND LIABILITIES
	
	
	
	

	Equity Shareholders Funds :
	
	
	
	

	Retained Earnings (as of 01.01.20)
	3
	82000
	
	

	Corporation Tax
	2
	68000
	
	

	10% 1 Preference shares
	
	300000
	
	

	1 Ordinary Shares
	
	310000
	
	

	Net Operating Earnings
	
	115980
	
	

	TOTAL EQUITY
	
	
	875980
	

	
	
	
	
	

	LIABILITIES
	
	
	
	

	
	
	
	
	

	NON CURRENT LIABILITIES
	
	
	
	

	
	
	
	
	

	Debentures
	
	100000
	
	

	GROSS NON – CURRENT
	
	100000
	
	

	LIABILITIES
	
	
	
	

	
	
	
	
	

	CURRENT LIABILITIES
	
	
	
	

	
	
	
	
	

	TRADE CREATORS
	
	171355
	
	

	GROSS CURRENT
	
	
	
	

	LIABILITIES 
	
	171355
	
	

	
	
	
	
	

	TOTAL LIABILITIES
	
	
	271355
	

	TOTAL EQUITIES 
	
	
	
	

	AND LIABILITIES
	
	
	
	1147335

	
	
	
	
	



SUMMERY OF THE STATEMENT :
After applying and using the different methods of financial accounting principles a statement of the financial position has be prepared with the additional adjustment given in the assessment. The working notes has been prepared at the end of the question, from the statement prepared after applying the adjustment, it shows that the firm is good and sustainable. The company’s net worth is at a stable for as the value of the assets are higher than the liabilities. This shows that the firm can run its business for a longer period.

Working Notes for both the Statements of Profits and losses and that of Financial Position:-
1. DEBTORS ADJUSTMENT :

	Debtors
	Amount

	Debtors Balance
	170125

	Add : Credit Sales
	980

	Total Debtors and Total Sales
	171105




2. Corporative Tax Adjustment:
Corporation tax is usually considered as an EXPENSE under the accounting principle. Hence it has been adjusted under operating expenses in the profit and loss statement. It also been shown under the Equity subdivision of the financial statement (Liabilities).

3. Retained Earnings Adjustments:

	RETAINED EARNINGS:-
	             £Amounts

	Retained earnings as of JAN 2020
	1,32,000

	Less: preference dividend payment
	30,000

	Less: ordinary dividend payment
	20,000

	ADJUSTED RETAINED EARNINGS
	82,000




[bookmark: _Toc76502516]b) The possible reasons for the balancing out of the financial position
The major reason that a balance sheet balances is the accounting principle 
of double entry. This accounting system records all transactions in at least two 
different accounts, and therefore also acts as a check to make sure the entries 
are consistent.
Building on the previous example, suppose you decided to sell your car for 
10,000. In this case, your asset account will decrease by 10,000 while 
your cash account, or accounts receivable, will increase by 10,000 so that 
everything continues to balance.
Assets
Assets are the first of three major categories on the balance sheet. Current 
assets represent the value of all assets that can reasonably expect to be 
converted into cash within one year and are used to fund ongoing operations 
and pay current expenses. Some examples of current assets include:
• Cash and cash equivalents
• Accounts receivable
• Prepaid expenses
• Inventory
• Marketable securities
Noncurrent assets are a company’s long-term investments or any asset not 
classified as current. Both fixed assets, like plant and equipment, and in
nd intangible assets, like trademarks, fall under noncurrent assets. Some 
examples of noncurrent assets are:
• Land
• Property, plant, and equipment
• Trademarks
• Long-term investments and even goodwill
Liabilities
Current liabilities are short-term liabilities that are due within one year and 
include:
• Accounts payable are a short-term debt owed to suppliers.
• Accrued expenses are expenses that have yet to be paid, but have a 
high probability of being paid.
Noncurrent liabilities are also listed on the balance sheet and are included in 
the calculation of a company's total liabilities. Noncurrent liabilities are longterm debts or obligations and unlike current liabilities, a company does not 
expect to repay its non-current liabilities within a year. Some examples of 
noncurrent liabilities include:
• Long-term lease obligations
• Long-term debt like bonds payable
For example, a company's long-term lease that lasts more than one fiscal year 
is listed on the balance sheet. The rental arrangement is listed as an asset on 
the balance sheet, and the lease obligation is listed as a liability. Since the 
lease lasts longer than one fiscal year, it is a noncurrent liability.







[bookmark: _Toc76502517]Question2:

[bookmark: _Toc76502518]a) Computation of a range of Accounting Ratios as specified for 2020 and 2019 (in £m)


1) RETURN ON CAPITAL EMPLOYED(ROCE)
	
	2020
	2019

	
Formula as Universally followed:-

ROCE=
	EBIT= £846
CE= 
TOTAL assets= £9,736
CURRENT liabilities= £2,511
CE= =£7,225
So, ROCE will be;
ROCE=
=£0.117 or £0.12
	EBIT= £720
CE= 
TOTAL assets= £10,087
CURRENT liabilities= £3,046
CE= =£7,041
So, ROCE will be;
ROCE=
=£0.102 or £0.10




2) RETURN ON EARNINGS(ROE)
	
	2020
	2019

	


Formula as Universally followed:-


ROE=

	
Revenue (NI)= £431
(Adjusted) Shareholders’ Equity(S. E.)= 
TOTAL equity= £3,088
Dividend Payment= £255
So, SE=  =£2,833
So, ROE will be;
ROE=
=£0.152 or £0.15
	
Revenue (NI)= £366
(Adjusted) Shareholders’ Equity(SE)= 
TOTAL equity= £2,912
Dividend Payment= £242
So, SE=  =£2,670
So, ROE will be;
ROE=
=£0.137 or £0.14




3) EARNINGS PER SHARE(EPS)
	
	2020
	2019

	

Formula as Universally followed:-


EPS=
	
Revenue (NI)= £431
PREFEERNCE dividend= NIL
Share numbers Outstanding= 206 shares
So, EPS will be;
ROE=
=£2.092 or £2.10
	
Revenue (NI)= £366
PREFEERNCE dividend= NIL
Share numbers Outstanding= 268 shares
So, EPS will be;
ROE=
=£1.365 or £1.37






4) NET PROFIT MARGIN(NPM)
	
	2020
	2019

	

Formula as Universally followed:-

NP Margin=

	
NET income (NI)= £431
GROSS REVENUE or SALES= £6,738
So, N.P. margins will be;
N.P. margins=
=6.396% or 6.40%
	
NET income (NI)= £366
GROSS REVENUE or SALES= £6,441

So, N.P. margins will be;
N.P. margins=
=5.682% or 6.70%




5) ASSETS TURNOVER RATIO(AT Ratio)

	
	2020
	2019

	

Formula as Universally followed:-

AT Ratio =
	NET REVENUE or SALES= £6,738
Avg. TOTAL assets= 
OPENING TOTAL assets= £10,087
CLOSING TOTAL assets= £9,736
So, then Avg. TOTAL assets= 
= 
=£9,911.50
So, AT Ratio will be;
AT Ratio =
=£0.679 or £0.68
	NET REVENUE or SALES= £6,441
Avg. TOTAL assets= 
OPENING TOTAL assets= £NIL
CLOSING TOTAL assets= £10,087
So, then Avg. TOTAL assets= 
= 
=£5,043.50
So, AT Ratio will be;
AT Ratio =
=£1.277 or £1.30





6) STOCK or INVENTORY HOLDING DAYS(IH Days)
	
	2020
	2019

	


Formula as Universally followed:-

I.H. Days =

	
NET REVENUE or SALES= £6,738
Avg. STOCK or INVENTORY= 
OPENING STOCKS= £659
CLOSING STOCKS= £708
So, then Avg. STOCKS= 
= 
=£683.50
COST OF THE GOODS SOLD(COGS)= £3,235
So, IH Days will be;
I. H. Days ratio =
I. H. Days ratio =
=77.144 days or £77 days

	
NET REVENUE or SALES= £6,441
Avg. STOCK or INVENTORY= 
OPENING STOCKS= £NIL
CLOSING STOCKS= £659
So, then Avg. STOCKS= 
= 
=£329.50
COST OF THE GOODS SOLD(COGS)= £3,096
So, IH Days will be;
I. H. Days ratio =
I. H. Days ratio =
=38.85 days or £39 days




7) DEBTORS’ COLLECTION PERIOD or DAYS(DC Period)
	
	2020
	2019

	

Formula as Universally followed:-

D. C. Period =
	NET REVENUE or SALES= £6,738
Avg. DEBTORS or RECEIVABLES= 
OPENING DEBTORS= £1,287
CLOSING DEBTORS= £1,249
So, then Avg. DEBTORS= 
= 
=£1,268
So, D.C. Periods will be;
D.C. Periods ratio =
D.C. Periods ratio =
=68.689 days or 69 days
	NET REVENUE or SALES= £6,441
Avg. DEBTORS or RECEIVABLES= 
OPENING DEBTORS= £Nil
CLOSING DEBTORS= £1,287
So, then Avg. DEBTORS= 
= 
=£643.50
So, D.C. Periods will be;
D.C. Periods ratio =
D.C. Periods ratio =
=36.467 days or 36.50 days







8) CURRENT RATIO(C. R.)
	
	2020
	2019

	

Formula as Universally followed:-

C. R. =
	GROSS CURRENT Assets= £2,303
GROSS CURRENT Liabilities= £2,511
So, CURRENT Ratio will be;
CURRENT Ratio =
=£0.917 or £0.92
	GROSS CURRENT Assets= £2,355
GROSS CURRENT Liabilities= £3,046
So, CURRENT Ratio will be;
CURRENT Ratio =
=£0.773 or £0.80




9) GEARING RATIO(G. R.)
	
	2020
	2019

	

Formula as Universally followed:-

GEARING RATIO(G. R.) =
	BANK OVERDRAFT(Bank o/d)= £Nil
LONG-TERM debts= £4,137
SHORT-TERM debts= £2,511
(Adjusted) Shareholders’ Equity(S.E.)= 
TOTAL equity= £3,088
Dividend Payment= £255
So, S. E.=  =£2,833
So, GEARING RATIO will be;
GEARING RATIO(G.R.) =
GEARING RATIO(G.R.) =
=£2.346 or £2.35
	BANK OVERDRAFT(Bank o/d)= £Nil
LONG-TERM debts= £4,129
SHORT-TERM debts= £3,046
(Adjusted) Shareholders’ Equity(S. E.)= 
TOTAL equity= £2,912
Dividend Payment= £242
So, SE=  =£2,670
So, GEARING RATIO will be;
GEARING RATIO(G.R.) =
GEARING RATIO(G.R.) =
=£2.687 or £2.70




10) INTEREST COVERAGE RATIO(I. C. Ratio)
	
	2020
	2019

	

Formula as Universally followed:-

I. C. Ratio =

	EBIT= £846
Interests Expenditure(I. E.)= £226
So, I. C. Ratio will be;
I. C. Ratio =
=£3.743 or £4
	EBIT= £720
Interests Expenditure(I. E.)= £181
So, I. C. Ratio will be;
I. C. Ratio =
=£3.977 or £4











[bookmark: _Toc76502519]b) Suitable comments to Chocco plc regarding its financial state of performance
The study compromises of 5 different categories of ratios. Some components have been used in the formulation and understanding the financial position of Chocco PLC. Some of the component found out current ratio is used for understanding and establish the rate of solvency. The ratio has shown a rise in the current year 2020 as compared to 2019. The liquidity ratio is low. This shows that the company is improving its financial status, by recovering its debts using it assets. The second category of ratio contains the financially leveraging ratio and interest coverage ratio. This decline in the current year (2020) as compared to (2019). This shows that company is unable to focus, its efforts on long term advances.
               The ratio that shows the efficiency of the firm like the stock holding ratios, it shows the financial performance of the enterprise Chocco PLC. The ratio shows to be declined in the current year 2020 as compared to 2019. This shows that the financial status of the company has gone down. It is also been seen that the company’s profitability ratio like ROCE and ROE by been rised. This shows that the company strength towards generating its profit and returns is not been declined. The company’s fund-rising capacity is excellent as it has been observed from its gearing ratio formulation.























[bookmark: _Toc76502520]Conclusion

The assessment has been completed. It contains two questions Q1 & Q2 with sub-question (a) & (b). The first question contains the preparing of profit and loss Accounting with the calculation of the adjustment and the financial statement of Kedison PLC.
           The second question has been solved by using the different ratio of financial accounting along with the data given in the case study. Appropriate comments whenever require has been provided regarding the financial status after examining the data given in the case study.
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