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Introduction
The world of accounting is involved with collecting, analysing, and exchange the financial information, as in for help the users to make informed decisions. The purpose of accounting is to prepare financial reports for businesses, to analyse theirs raises and investments. This assessment is concerned in preparing a Profit and Loss statement for Kedison Plc and a Financial position statement for the year ended 31st December 2020, providing all knowledge and implementing formulas. Also, the assessment includes the purpose of balancing statement of financial position. Along with this, towards the analysis of financial position, has implemented calculations of financial ratios based on information of financial statements of Choco Plc for the year 2020 and previous year 2019, concluding with comments of performance and position of company. 
Question 1a
Prepare a Profit and Loss Statement and a Financial position statement for the year ended 31st December 2020

Kedison Plc

Profit and Loss Statement for the year ended 31st December 2020
	
	£’000

	Revenue 
	826,650

	Cost of sales
	      (578,650)

	Gross profit
	248,000

	Distribution costs
	(28,000)

	Administration expenses

Directors remuneration
	(30,000)

  (5,000)

	Operating profit
	185,000

	Finance costs (100,000 x 4%)
	 (4,000)

	Profit before tax
	    181,000

	Taxation
	(68,000)

	Profit for the period
	      113,000

	
	


Working
Revenue - Cost of sales 826,650 – 578,650 = 248,000 – Gross profit;
Distribution costs + Administration expenses + Directors remuneration =
= 28,000 + 30,000 + 5,000 = 63,000 - Total expenses
Gross Profit – Expenses = Operating profit

248,000 – 63,000 = 185,000 – Operating profit
Operating profit – Finance cost = Profit before tax
185,000– 4,000 = 183,000 – Profit before tax
Profit before tax – Taxation = Profit for the year
183,000 – 68,000 = 113,000 – Profit for the period
Kedison Plc
Statement of financial position as at 31st December 2020 
	
	£’000
	£’000

	ASSETS
	
	

	Non-current assets
	
	

	Plant & equipment
	632,730
	

	Total non-current assets
	
	     632,730

	
	
	

	Current assets
	
	

	Inventories (Stock at 31st December 2020)
	330,600
	

	Trade receivables (Debtors)
Other receivables (Goods valued)
	170,125
      980
	

	Cash and bank
	 12,900
	

	Total current assets
	
	    514,605 

	Total assets
	
	 1,147,335 

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade payables (creditors)
Commission
	     171,355
         3,000
	

	
	
	      174,355

	Non-current liabilities
4% Debentures                                           
	     100,000
	

	
	

	     
	
	      100,000 

	Total liabilities
	
	 274,355

	
	
	

	EQUITY
	
	

	Share capital
	
	310,000

	Share premium
	
	      300,000

	Retained earnings
	
	 263,000 

	Total equity
	
	 873,000  

	Total Equity and Liabilities
	
	1,147,355


Working

Total current assets = £330,600 + £170,125 + £980 + £12,900 = £514,605

Total non-current assets + total current assets = £632,730 + £514,605 = £1,147,335 = = (Total assets)
Current liabilities + non-current liabilities = £174,355 + £100,000 = £274,355 (Total liabilities)
Total equity = £310,000 + £300,000 + £263,000 = £873,000
Assets = Capital + Liabilities; £873,000 + £274,000 = £1,147,355

Statement of changes in Equity for the year ended 31st December 2020
                                                     Share capital      Share premium    Retained Earnings
Opening balance
                        310,000             300,000               132,000

Issue of shares

Profit for the period                                                                                   181,000

Dividends paid (preference dividends + ordinary dividends)                   - 50,000
Closing balance
                                   310,000            300,000                263,000
Total                                                                                                          873,000
Opening balance: 132,000 + 181,000 -50,000 = 263,000 (closing balance)

Closing balance: 310,000 + 300,000 = 610,000 + 263,000 = 873,000 (Total) 
Question 1b
Why does the statement of financial position balance?

During the year the financial account need to balance various times. The balance of account is used at each end of period to summarise the situation, position and performance of the business, to demonstrate the valid information about assets, liabilities and equity of company. Also, is needed to calculate the profit for the year, to analyse what happen with respect to account and to shown down the opening balance for the further period. Therefore, by balancing the financial statement of position we can deduct the smaller total profit from the larger total of profit. In addition to compare debit balance and a credit balance (Sangster, et al., 2015). The argumentation that the statement of financial position balance is the accounting fundamentals of double entry. The double entry system reports the total transactions into two different accounts, credit and debit account, also, pursue as a examination that the entries are correct. The assets from the statement of financial position must every time correspond to the sum of the liabilities and owner’s equity. As well as, to check if there is an identical credit entry for every debit entry, is essential to make a trial balance. In conclusion, if the statement of financial position doesn’t balance, that fact indicate that there is a problem with the accounting entries (Dyson & John, 2010). 
Question 2a
Calculation of Accounting ratios for Choco Plc for 2020 and 2019
1.Roce (Return on capital employed) it’s an important measure of business performance, expressing the relationship between operating profit and average long-term capital (Wood & Sangster, 2012).
ROCE = (Profit before interest / Assets employed) x 100%
In Choco Plc case, ROCE = (Operating profit / Total assets – current liabilities) x 100%
Particulars (Amounts in £ million)                 Year 2020      Year 2019

Operating Profit                                                 805                  699

Total assets                                                        9,736
               10,087

Current liabilities                                               2,511
    3,046

Return on capital employed                              11,14
                9,92
805 / (9,736 – 2,511) x 100% = (805 / 7,225) x 100% = 11,14% (11%)
699 / (10,087 – 3,046) x 100% = (699 / 7,041) x 100% = 9,92% (10%)
2. ROE (Return on equity) = (Earnings / Ordinary share capital and reserves) x 100% (Elliot & Elliot, 2015)
In Choco Plc case, ROE = (Profit for the year / Net assets) x 100%;
Particulars (Amounts in £ million)
      Year 2020
     Year 2019

Profit for the year                                        431
          366

Shareholder's equity (net assets)
         3,088
          2,912

Return on equity (ROE)
                    13,95
          12,56

(431 / 3,088) x 100% = 13,95% (14%)
(366 / 2,912) x 100% = 12,56% (13%)
3. Earnings per share = Earnings / Number of ordinary shares (Schoenebeck & Holtzman, 2012)
In Choco Plc case, Earnings per share = Net income - Dividends / Number of ordinary shares
Particulars (Amounts in £ million)
Year 2020
Year 20
Profit for the year                                       431
366

Preferred dividends
                               255
242

Ordinary share                                           300
300

Earnings per share (EPS)
                   0.58
0.41
(431-255) / 300 = 0,58%

(366 – 242) / 300 = 0,41%

4. Net profit margin = (Net profit / Sales) x 100%

Particulars (Amounts in £ million)
Year 2020
Year 2019

Net profit (operating profit)
               805                699

Total sales / (revenue)
                           6,738
6,441

Net profit margin
                           11,94
10,85
(805 / 6,738) x 100% = 11,94% (12%)
(699 / 6,441) x 100 % =10,85% (11%)
5. Asset turnover = Turnover / Assets employed (Subramanyam & Wild, 2015)
In Choco Plc case, Asset turnover = Sales / Total assets
Particulars (Amounts in £ million)
Year 2020
      Year 2019

Turnover (revenue)
                           6,738
           6,441

Assets employed (total assets)
   9,736
           10,087

Asset turnover ratio
                           0.692
            0.638

6,738 / 9,736 = 0,692

6,441 / 10,087 = 0,638

6. Stock holding days = (Inventory / cost of sales) x 365

Particulars (Amounts in £ million)
Year 2020
Year 2019

Inventory
                                         708
               659

Cost of sales
                                         3,235
   3,096

Total days in a year
                             365
               365

Stock holding days                                  79.88             77.69

(708 / 3,235) x 365 = 79,88 (80 days)
(659 / 3,096) x 365 = 77,69 (78 days)
7. Debtors collection period = Trade receivables / Credit sales (Revenue) x 365 

Particulars (Amounts in £ million)
Year 2020
Year 2019

Trade receivables                           
1,249
              1,287

Credit Sales / Revenue
             6,738
              6,441

Total days in a year
                         365
              365

Debtors' turnover ratio
             67.65                72.93

(1,249 / 6,738) x 365 = 67,65 (68 days)

(1,287 / 6,441) x 365 = 72,93 (73 days)

8. Current ratio = Current assets / Current liabilities (Weetman, 2013)
Particulars (Amounts in £ million)
Year 2020
Year 2019

Current assets
                                       2,303
    2,355

Current liabilities
                           2,511
    3,046

Current ratio                                
   0.917
    0.773
2,303 / 2,511 = 0,91 times (1)

2,355 / 3,046 = 0,77 times (1)

9. Gearing ratio = Debt / Debt + Equity x 100%
Particulars (Amounts in £ million)
Year 2020
       Year 2019

Total debt (Long term loan)
               4,137
           4,129

Total debt + equity
                           7,225
           7,041
Gearing ratio
                                        57,25
           58,64
4,137 / (4,137+ 3,088) x 100% =4,137 / 7,225 = 57,25 %
4,129 / (4,129 +2,912) x 100% =4,129 / 7,041 = 58,64 %
10. Interest cover = Profit before interest / Interest Charges
In Choco Plc case, Interest cover = Operating profit / Finance cost
Particulars (Amounts in £ million)
Year 2020
Year 2019

Operating profit
                                  805   
     699

Finance cost (interest payable) 
          226             181

Gearing ratio
                                              3,56           3,86
805 /226 = 3,56 times

699 / 181 = 3,86 times
Question 2b

Comment on the financial performance and position of Choco Plc
Financial ratios of a business provide a means of assessing the financial health of a company. By calculating financial ratios it’s possible to build a picture of the position and performance of a company. Therefore, ratios are used by those interested in business performances. They help businesses to find their strengths and weaknesses and to analyse further changes. Ratios can be expressed in form of percentage or as a proportion. Also, ratios can be grouped in five categories: profitability, efficiency, liquidity, financial gearing and investment ratios (Atrill & McLaney, 2017). By comparing the ratio calculated for 2019 to 2020 for Choco Plc, it’s possible to detect improvement or deterioration in performance. For example, the fact that sales revenue has risen from £m6,441 in 2019 to £m6,738 in 2020 it’s appears to be satisfactory. But this is not enough to demonstrate an improvement, the companies should to plan, target and compare the ratios to achieve their business performance. The best way to explain the financial performance of a company is through providing a financial statement for the period from which can calculate the important ratios. Before starting with detailed comment of the ratios for Choco Plc, it’s important to have a look at the information from financial statement. Return on capital employed (ROCE), return on equity (ROE), and earnings per share ratios may be used to analyse the investment value and profitability of company. Now, we look at each of these in turn.
ROCE- for every £100 that Choco Plc invested will get 11% for 2020 and 10% for 2019 in return. Following the calculation, the company increased their ROCE ratio position for 2020 compared to 2019 value. So, a higher ROCE value in 2020 indicates that use of capital is efficient, generating poor performance on sales revenue. ROE – for every £100 invested by inventors/ shareholders, Choco Plc will return £14 for 2020 and £13 for 2019. The calculation demonstrate that the company increased the ROE ratio and is efficient in generating return from new investment. Earnings per share – gives the prospective shareholder a chance to compare earnings of 2020 year with another 2019. As a result of calculation, for every ordinary share detained the company earned 58 pence of net profit in 2020 and 41 pence in 2019. EPS of Choco Plc has increased, that means the company’s financial position is strong, and is decisive to further investment. Net profit margin – the ratio determines how much net profit the company earned from sales revenue. Therefore, Choco Plc earned in 2020 £11,94 and in 2019 £10,85 on every £100 sales. The net profit margin for the company has increased, because of operating expenses. Asset turnover – the ratio indicates how effectively the business is using the resources to generate revenue. The ratio has increased in 2020, that means the company is using its assets efficiently. Stock holding period – the inventory holding period shows 80 days in 2020 and 78 days in 2019 on overage that a business holds inventory before turning it into sales. Choco Plc has money tied up unnecessarily in inventory, keeping the inventory slightly more until turning its into sales. Debtors collection period – the average number of days decreased in 2020 than 2019. This indicate that the Choco Plc managed their debts efficiently, lowering the value of debtor collection period. Current ratio – the calculations show that the company’s ability to pay current liabilities measures ratio of 1, this mean that the Choco Plc didn’t have any liquidity problems during 2019-2020. Gearing ratio – for the year 2020 the level of gearing ratio for Choco Plc is decreased than 2019, because of lowest contribution of long-term lenders. The measurement of entity’s leverage is higher, more 55%, susceptible to downturns in the economy. Interest cover – analysing the measures can conclude that the company can well meet its interest-payment obligations more than 3 times over (Cope, et al., n.d.), (Elliot & Elliot, 2015),  (Wood & Sangster, 2012).
Conclusion
In conclusion, the purpose of assessment was to prepare financial reports for businesses and to analyse theirs raises and investments. In this assessment was completed the task 1 of preparing a Profit and Loss statement for Kedison Plc and a Financial position statement for the year ended 31st December 2020. Was provided all knowledges and implemented formulas. Also, the assessment included the purpose of why the statement of financial position balance. Along with this, towards the analysis of financial position, has implemented calculations of financial ratios based on obtained information from financial statements of Choco Plc for the year 2020 and previous year 2019, introducing all theoretical formulas and understandings of information of module, providing references. At the end of assessment, especially in task two was deeply provided comments of performance and position of company.
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