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Question 1: Kedison Plc
[bookmark: _Toc80260924]Requirement (a)
[bookmark: _Toc80260925]Profit and Loss Statement
Kedison Plc.’s
Statement of profit and Loss
For the year ended 31 December 2020
	 
	 Amount (£)
	 Amount (£)
	 Amount (£)

	Revenue from sales
	 
	  826,650.00 
	 

	Add: Revenue from sales (Unrecorded)
	 
	         980.00 
	 

	 
	 
	 
	  827,630.00 

	Less: Cost of sales
	 
	 
	  578,650.00 

	Gross profit
	 
	 
	  248,980.00 

	Less: Operating Expenses
	 
	 
	 

	Administrative expenses
	 
	    30,000.00 
	 

	Interest paid 
	    2,000.00 
	 
	 

	Add: Interest payable (Note-1)
	    2,000.00 
	 
	 

	 
	 
	      4,000.00 
	 

	Remuneration of Director
	 
	      5,000.00 
	 

	Cost of Director
	 
	    28,000.00 
	 

	Dividend paid (For ordinary shares)
	 
	    20,000.00 
	 

	Dividend paid (For Preference shares)
	 
	    30,000.00 
	 

	Commission expense payable
	 
	      3,000.00 
	 

	Total operating cost
	 
	 
	  120,000.00 

	Profit before tax
	 
	 
	  128,980.00 

	Less: Corporate tax
	 
	 
	    68,000.00 

	Profit after tax
	 
	 
	    60,980.00 

	Retained earnings brought forward
	 
	 
	  132,000.00 

	Retained earnings carried forward
	 
	 
	  192,980.00 



Note -1: Interest Payable
(100,000 * 4%) – 2,000
= 4,000 – 2,000 = 2,000 (Payable of interest)
[bookmark: _Toc80260926]Statement of Financial Position
Kedison Plc.’s
Statement of Financial Position
For 31 December 2020
	Accounts name
	 Amount (£)
	 Amount (£)
	 Amount (£)

	Current assets:
	 
	 
	 

	Ending inventory
	 
	  330,600.00 
	 

	Trade receivables
	  170,125.00 
	 
	 

	Add: Unrecorded receivables
	         980.00 
	 
	 

	 
	 
	  171,105.00 
	 

	Cash and Cash equivalents: Cash at bank
	 
	    12,900.00 
	 

	 Total Current assets
	 
	 
	     514,605.00 

	Non-current assets:
	 
	 
	 

	Plant and Equipment
	 
	  632,730.00 
	 

	 Total non-current assets
	 
	 
	     632,730.00 

	Total Assets of the company
	 
	 
	  1,147,335.00 

	 
	 
	 
	 

	Equity:
	 
	 
	 

	£1 Ordinary Shares
	 
	  310,000.00 
	 

	10% £1 Preference Shares
	 
	  300,000.00 
	 

	Retained Earnings brought forward
	 
	  192,980.00 
	 

	 Total Equity
	 
	 
	     802,980.00 

	Non-current liability:
	 
	 
	 

	4% Debentures
	 
	  100,000.00 
	 

	 Total non-current liability
	 
	 
	     100,000.00 

	Current liabilities:
	 
	 
	 

	Trade Payables
	 
	  171,355.00 
	 

	Corporate tax payable
	 
	    68,000.00 
	 

	Interest payable
	 
	      2,000.00 
	 

	Commission expense payable
	 
	      3,000.00 
	 

	 Total Current liabilities
	 
	 
	     244,355.00 

	Total Equity and Liability
	 
	 
	  1,147,335.00 






[bookmark: _Toc80260927]Requirement (b)
Statement of financial position balances because of following the double entry system (Scott and O'Brien, 2018). For every debit entry there is a credit entry. And from the accounting equation, we know that Total Assets = Total liability + Total equity (Warren et al, 2020).
Because of this equation, the financial position balances. Because when a liability increases, an asset has also been increased for the same amount (Godfrey et al, 2015). When equity increases, asset also increases for the same amount. Due to this equation and double entry system, financial position always balances.


[bookmark: _Toc80260928]Question 2: Choco Plc.
[bookmark: _Toc80260929]Requirement (a)
[bookmark: _Toc80260930]Return on Capital Employed (ROCE)
It is a financial analytical tool that helps the management to determine the efficiency and profitability of the company. It determines how much a company can earn or can convert the capital into return through its efficiency and skills.
Return on Capital Employed = Profit before interest and tax/ Capital employed (Warren et al, 2020)
	Description
	2020 (£)
	2019 (£)

	Profit before tax
	620.00
	539.00

	Add: Payable of interest
	226.00
	181.00

	Profit before interest and tax
	846.00
	720.00

	 
	
	

	Capital employed:
	
	

	Ordinary share capital (50p shares)
	300.00
	300.00

	Share premium
	1,071.00
	1,071.00

	Capital employed
	1,371.00
	1,371.00

	 
	
	

	Return on capital employed:
	
	

	Profit before interest and tax
	846.00
	720.00

	Capital employed
	1,371.00
	1,371.00

	Return on capital employed
	62%
	53%



Here, we can see that the ROCE has been increased in the year 2020 compared to the year 2019 because the profit has been increased though the capital employed has been the same as the year 2019. It is indicting that the company’s efficiency has been increased.
[bookmark: _Toc80260931]Return on Equity (ROE)
It is another tool of financial analytics that helps to determine that how much a company can generate for each of the penny of the equity. It also indicates that how much an equity holder will get for each penny investment.
Return on Equity (ROE) = Net profit/Shareholder’s equity (Kieso et al, 2016)

	Description
	2020 (£)
	2019 (£)

	Net profit
	431.00
	366.00

	 
	
	

	Shareholder's Equity:
	
	

	Ordinary share capital (50p shares)
	300.00
	300.00

	Share premium
	1,071.00
	1,071.00

	Retained profits
	1,717.00
	1,541.00

	Shareholder's Equity
	3,088.00
	2,912.00

	 
	
	

	Return on Equity:
	
	

	Net profit
	431.00
	366.00

	Shareholder's Equity
	3,088.00
	2,912.00

	Return on Equity (ROE)
	14%
	13%



In the year 2019, total equity and net profit both were lower than that of the year 2020. As result the ratio has been increased in the year 2020 and it is indicating that now the shareholders are getting more for their investment.
[bookmark: _Toc80260932]Earnings per Share (EPS)
Earnings per share is also a profitability ratio which indicates that how much earnings are being generated by the company for each share. This is the calculation of per share earnings which then helps then the shareholders to determine their investment decision and this ratio also helps the management to determine the performance of the company.
	Description
	2020 (£)
	2019 (£)

	Net profit
	     431.00 
	     366.00 

	Outstanding shares:
	 
	 

	Ordinary share capital (50p shares)
	     300.00 
	     300.00 

	Per share price
	         0.50 
	         0.50 

	Outstanding shares
	     600.00 
	     600.00 

	 
	 
	 

	Earnings per share:
	 
	 

	Net income
	     431.00 
	     366.00 

	Outstanding shares
	     600.00 
	     600.00 

	Earnings per share
	         0.72 
	         0.61 



Due to increase in net profit in the year 2020 compared to the year 2019, the earnings per share has been increased in the year 2020.
[bookmark: _Toc80260933]Net Profit Margin
Net profit margin is a profitability ratio that indicates how much a company has earned profit out of the total revenue. It also indicates how much the company is efficient in managing the operating and administrative expenses.
Net profit margin = Net Profit/Revenue (Horngren et al, 2020)
	Description
	2020 (£)
	2019 (£)

	Net profit
	     431.00 
	     366.00 

	Revenue
	  6,738.00 
	  6,441.00 

	Net Profit Margin
	6%
	6%



Here we can see that the margin is same in the both year because as the revenue has been increased in the year 2020, operating and administrative expenses have also been increased compared to the year 2019. It is indicating that the company is being consistent with their operating cost.
[bookmark: _Toc80260934]Asset Turnover
Asse turnover is an efficiency ratio that indicates that how much a company can earn from investing or using its assets. It has been observed for companies that they have strong and useful assets, but they can’t utilize it due to lack of proper manpower or skills or proper management. As it just provides a ration of revenue and asset, but it can also indicate that efficiency of man power and management also.
Asset Turnover = Sales Revenue/Total Assets (Warren et al, 2020)
	Description
	2020 (£)
	2019 (£)

	Sales Revenue
	  6,738.00 
	    6,441.00 

	Total Assets
	  9,736.00 
	  10,087.00 

	Asset Turnover
	69%
	64%



Here, we can notice that the turnover ratio is higher (69%) in the year 2020 compared to that of the year 2019. Because the sales revenue has been increased in the year 2020 but the assets have been decreased in the year compared to the year 2019. As it is an efficiency ratio, it is indicating efficiency. But we have also considered that the assets have been decreased. The decreased assets implication could be adverse because through the revenue figure we can assume that the company is large. If its assets are decreasing than it is alarming for the company that there is high chance of increasing debt that could be long term which in turn will be giving raise to the interest expenses. So, it will be difficult for the company to maintain its profit margin ratio as finance expenses will be high. So, this matter will also be affecting the others efficiency of the company. The management should consider the matter immediately. 
[bookmark: _Toc80260935]Stock Holding days
From the name of the ratio, it is clear that the ratio is all about period. In a manufacturing company, inventory is one of the prominent current assets and we can say it a crucial asset also. Because unlike other assets this asset should be enough and sufficient appropriate quantity for continuous manufacturing and continuing the business. Say for example: a company is producing products which requires 1-ton materials per day, so it is obvious that they have to stock minimum 1-ton raw materials. But we know that of there are extra or higher orders, there will be requiring higher materials. On the other hand, stocking higher materials will be costing the company more like warehouse expenses, opportunity expenses etc. But there is a common analysis that if a company holding the stock for lower period, it means that they are being effective in manufacturing and that have been able to convert the materials into finished goods so efficiently.
Stock Holding days = Inventory/Cost of goods sold * 365 (Godfrey et al, 2015)
	Description
	2020 (£)
	2019 (£)

	Inventory
	708.00
	659.00

	Cost of goods sold
	3,235.00
	3,096.00

	Days
	365.00
	365.00

	Stock holding days
	79.88
	77.69



Here, we can see that in the year 2020, the company is holding the stock almost 3 days more than the year 2019. Though the days are very minimum, but it could be alarming for the upcoming year that may be the employees are losing their skills pr there is deficiency in part of management. Or in this year, there has been some unplanned inventory purchases.
[bookmark: _Toc80260936]Debtors Collection Period
Debtors are those to whom the company has sold the goods in credit. They are basically the customers. Unlike other current assets, it is not efficient if the company has higher amount debts. Sometimes higher debts indicating that the company is unable collect the receivables and it can also indicate the efficiency in the part of the management. If the collection period is lower, that means that the company is able to convert the debtors into cash so promptly and there is less chance of uncollectible debtors.
Debtors Collection Period = Debtors/Net sales * 365
	Description
	2020 (£)
	2019 (£)

	Debtors
	1,249.00
	1,287.00

	Net Sales
	6,738.00
	6,441.00

	Days
	365.00
	365.00

	Debtors collection period
	67.66
	72.93



It is good sign that the company’s collection period has been reduced in the year 2020 (68 days) from the year 2019 (73 days). And the difference of days is visible (5 days). The reason of this could be, the customers are very good in payment or the collection team of the company has become active in collecting from the receivables. But while dealing with receivables, the management should keep in mind that the receivables are the customers and they should be dealt very strategically.
[bookmark: _Toc80260937]Current Ratio
One of the most common and popular ratios of financial analysis. It determines the liquidity of the company. Liquidity is another required issue in the company as it is indicating how much cash a company has in its hand to pay its current labilities and to grab opportunity. Though is seems very normal issue but due to lack of liquidity a company can lose its reputation in the market, it may arise the opportunity cost.
Current ratio = Current Liabilities: Current Assets


	Description
	2020 (£)
	2019 (£)

	Current Assets
	  2,303.00 
	    2,355.00 

	Current Labilities
	  2,511.00 
	    3,046.00 

	Current ratio
	1.09: 1
	1.29: 1



As we can see that the company has higher current liability compared to the current assets. It means that the company is in liquidity crisis. But from the year 2019, the position of liquidity has been improved.
[bookmark: _Toc80260938]Gearing Ratio
Gearing means of using debt into the capital structure. We know that optimum capital structure is that structure which can minimize the cost of capital. And the cost of debt is tax deductible, so it helps a company to get optimum capital structure. But the management should keep in mind that higher debt may affect the performance of the company.
Gearing ratio = Total liabilities / Shareholder’s equity (Scott and O'Brien, 2018)
	Description
	2020 (£)
	2019 (£)

	Shareholder's Equity:
	 
	 

	Ordinary share capital (50p shares)
	     300.00 
	       300.00 

	Share premium
	  1,071.00 
	    1,071.00 

	Retained profits
	  1,717.00 
	    1,541.00 

	Shareholder's Equity
	  3,088.00 
	    2,912.00 

	 
	 
	 

	Total Liabilities:
	 
	 

	Long term liabilities
	  4,137.00 
	    4,129.00 

	Short-term liabilities
	  2,511.00 
	    3,046.00 

	Total Liabilities
	  6,648.00 
	    7,175.00 

	 
	 
	 

	Gearing Ratio:
	 
	 

	Total Liabilities
	  6,648.00 
	    7,175.00 

	Shareholder's Equity & Liabilities
	  9,736.00 
	  10,087.00 

	Gearing Ratio
	68%
	71%



From the above calculation, we can see that the gearing ratio has been decreased. It is a good sign that the company has paid off the debts, but it should also be considered that decreasing gearing could result in higher cost of capital.
[bookmark: _Toc80260939]Interest Coverage
Interest Coverage = Earnings before interest and tax / Interest expense (Warren et al, 2020)
	Description
	2020 (£)
	2019 (£)

	Profit before tax
	     620.00 
	       539.00 

	(+) Interest payable
	     226.00 
	       181.00 

	Profit before interest and tax
	     846.00 
	       720.00 

	Interest payable
	     226.00 
	       181.00 

	Interest Coverage ratio:
	 
	 

	Profit before interest and tax
	     846.00 
	       720.00 

	Interest payable
	     226.00 
	       181.00 

	Interest Coverage ratio
	         3.74 
	           3.98 



[bookmark: _Toc80260940]Requirement (b)
· The company should work on its liquidity as we can see that it is in crisis of liquidity.
· In the year 2019, the company has higher coverage for its interest expenses than the year 2020. Though we have seen in the gearing ratio that the ratio has been decreased. So, the company should find out which source is charging more interest.
· From the other ratios, it can be concluded that the company is maintaining its efficiency in a good way. So, it should continue with this efficiency.
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