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Executive Summary:
Every business entity has to record and summarised their activities and transactions in a structured form to have the view of financial position, performance and to track the balances or dues to other parties. Various stakeholders are involved in business environment and thus financial statements and their analysis helps them to guide, interpret and to take decisions. The further detailed analysis can be possible with the help to ratios as they define the trend, comparison, growth or failure etc. Thus, financial statements of kedison have been prepared to provide correct, accurate and concise view. Ratio analysis conducted of Chocco Plc to resolve confusion for final decision of users.














[bookmark: _Toc77783241]Introduction:
The assignment is about to clear, understand and to know the importance of financial statement, their use for different users and to interpret the financial statements. Thus, there are two parts of assignment where the first one is related with the Kedison Plc that to prepare the statement of financial position and profit & loss. The second part is for Chocco Plc to interpret the financial statements by applying the ratio analysis. 
[bookmark: _Toc77783242]Solution 1:
(a) 
	Kedison PLC

	Statement of Profit or Loss for the year ended 31st December, 2020

	 
	 
	 

	Particulars
	Amount
	Amount

	Income
	 
	 

	Sales revenue
	827630.00
	 

	Less: Cost of sales
	578650.00
	 

	Gross Profit
	248980.00
	 

	Total Income
	 
	248980.00

	Less: Expenses
	 
	 

	Administrative Expense
	30000.00
	 

	Distribution costs
	28000.00
	 

	Director remuneration
	5000.00
	 

	Interest expense
	2000.00
	 

	Sales commission
	3000.00
	68000.00

	Profit before tax
	 
	180980.00

	Less: Income tax expense
	 
	68000.00

	Profit for the year 
	 
	112980.00

	Less: Dividend paid
	 
	20000.00

	Less: Preference Dividend paid
	 
	30000.00

	Retained earnings for the year
	 
	62980.00




	Kedison PLC

	Statement of Financial Position as at 31st December, 2020

	 
	 

	Particulars
	2020

	Assets 
	 

	Non-current assets
	 

	Plant and equipment
	632730.00

	Total non-current assets
	632730.00

	 
	 

	Current assets
	 

	Cash at bank
	12900.00

	Account’s receivable 
	171105.00

	Inventories
	330600.00

	Total current assets
	514605.00

	 
	 

	Total assets
	1147335.00

	 
	 

	Liabilities 
	 

	Non-current Liabilities
	 

	4% Debentures
	100000.00

	Total noncurrent liabilities
	100000.00

	 
	 

	Current liabilities
	 

	Sales commission payable
	3000.00

	Income tax payable
	68000.00

	Accounts payable
	171355.00

	Total current liabilities
	242355.00

	 
	 

	Total liabilities
	342355.00

	 
	 

	Net assets
	804980.00

	 
	 

	Equity 
	 

	Share capital
	 

	Equity share capital
	310000.00

	10% preference share
	300000.00

	 
	 

	Retained earnings 
	194980.00

	Opening balance                                    132000
	 

	Add: Current year retained earnings 62980
	 

	Total equity
	804980.00



(b)
The statement of financial position refers to the assets and liabilities that are owned by the business entities at a given point of time. The assets reflect the ownership of property, land & building or any other type of long-term usable equipment that will derive the economic benefit to the business entity. Liabilities refers to obligations that are to be met by the business entity to conduct operations and to apply funds (Subramanyam, 2014).
The balances of statement of financial position generally match due to concept of double entry that equally recognised the same transaction in assets and liabilities both. For example, if any business entity raises capital, then it will boost up the liability and on the same event, the asset in form of bank or cash balance also raised (Sinha, 2012). 
Thus, double entry will result into increase of asset and liabilities both or decrease in both. If any assets are increasing than second assets will decrease and same for liabilities. Thus., statement of financial position always matches the balances of assets and liabilities. Further, due to impact of accounting equations balance always match (Alvarez 2011).
[bookmark: _Toc77783243]Solution 2:

Ratios Calculation for Chocco Plc for the year 2020 and 2019: - 
1. Return on Capital Employed = Earnings before Interest & tax/Capital employed*100
	Particulars
	2020
	2019

	Earnings before Interest & tax
	846
	720

	Capital Employed
	7225
	7041

	Return on Capital Employed
	11.07%
	10.22%



Capital Employed = Total equity+ Long term Liabilities
2020 = 3088+4137 = 7225
2019 = 2912+4129 = 7041
2. Return on Equity = Net Profits/Total assets*100
	Particulars
	2020
	2019

	Net profits
	431
	366

	Total assets
	3088
	2912

	Return on Equity  
	13.95%
	12.56%



3. Earnings Per Share = Earnings available for shareholders/ Outstanding shares
	Particulars
	2020
	2019

	Earnings available for shareholders
	176
	124

	Outstanding shares
	600
	600

	Earnings Per Share
	0.29 times
	0.20 times



Earnings available for shareholders = Net Income – Dividend Payments
2020 = 431-255 = 176
2019 = 366-242 = 124
Outstanding Shares = 300/0.50 paisa per share = 600 shares
4. Net Profit Margin = Net Profits/Revenue*100
	Particulars
	2020
	2019

	Net profits
	431
	366

	Revenue
	6738
	6441

	Net Profit Margin
	6.39%
	5.68%



5. Asset turnover Ratio = Net Revenue/Total assets*100		
	Particulars
	2020
	2019

	Net Revenue
	6738
	6441

	Total assets
	9736
	10087

	Asset turnover Ratio
	0.69 times
	0.64 times



6. Stock Holding Days = Inventory/ Cost of Sales*365
	Particulars
	2020
	2019

	Inventory
	708
	659

	Cost of Sales
	3235
	3096

	Stock Holding Days
	80 days
	77 days



7. Debtors Collection Period = Debtors/ Revenue*365
	Particulars
	2020
	2019

	Debtors
	1249
	1287

	Revenue
	6738
	6441

	Debtors’ collection Period
	67 days
	73 days

	
8. Current ratio = Current Assets/ Current Liabilities

	
	

	Particulars
	2020
	2019

	Current Assets
	2303
	2355

	Current Liabilities
	2511
	3046

	Current Ratio 
	0.92 times
	0.77 times

	 
9. Gearing Ratio = Long term Liabilities/ Capital Employed*100
	
	

	Particulars
	2020
	2019

	Long term Liabilities
	4137
	4129

	Capital Employed
	7225
	7041

	Gearing Ratio
	57.26%
	58.64%

	Capital Employed = Total equity+ Long term Liabilities
2020 = 3088+4137 = 7225
2019 = 2912+4129 = 7041

10. Interest coverage ratio = Earnings before Interest & tax/ Interest
	
	

	Particulars
	2020
	2019

	Earnings before Interest & tax
	846
	720

	Interest
	226
	181

	Interest coverage ratio
	3.74 times
	
3.98 times

	(Yeo, 2014)
	
	


Financial Performance and position of Chocco plc: - 
The Chocco plc is in a better position in the year 2020 in comparison to the year 2019. The company has made some investments in Property, Plant and Equipment in year 2020. The revenue has been increases in the year 2020 in comparison to the year 2019. The company also taken some borrowing in the year 2020 and due to this interest payment also increased. Some fixed assets have been sold by the company in the year 2020 which generated some profits.  
[bookmark: _gjdgxs]The net profits of the company have been increased by 17.76% in the year 2020 and due to this net Profit Margin also increased. Earnings available for shareholders is being calculated by decreasing the dividend distributed from the Net Profits. EPS of the company has been increased as the net profits of the company is increased in 2020 in comparison to 2019. Asset Turnover ratio is being calculated by dividing the Total assets with the Net sales. Net sales of the company has been increased but the asses of the company have been decreased in the year 2020 in comparison to the 2019 year. Assets has been decreased as the company has sold some assets and investments has also been sold.  Stock holding days is the average number of days that a company holds its inventory. Inventory consists of all raw materials, work-in-progress, and finished goods. Stock Holding days has been increased by 3 days in the year 2020 which is not a good sign for the company. Low days sales in inventory indicates that a business is efficient in terms of sales performance and inventory management. Debtor Collection Period indicates the average time taken by the company to collect its trade receivables. Debtor Collection Period has been decreased in the year 2020 which means that the collection period of the company is improving. Current Ratio is also known as liquidity ratio which measures the ability of the company to pay its short-term obligations within a period of 12 months. Current ratio has been increased in the year 2020, but less than 1. Ideal Current ratio is between 1-2.  A ratio less than 1 indicates that a company's debts due in 12 months or less is greater than its assets. Gearing ratio measures the proportion of the company's borrowed funds to its equity. Gearing ratio has been decreased in the year 2020 as the capital employed and long-term liabilities has been increased in the year 2020. Interest Coverage ratio is a profitability ratio which is being used to determine how easily the company can pay the interest on its outstanding debts. Interest coverage ratio has been decreased in the year 2020.
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