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[bookmark: _Toc78230214]INCOME STATEMENT FOR THE YEAR ENDED 31st DECEMBER 2020
										    
	
	£

	Revenue 
	826650

	Cost of sales
	 (578650) 

	Gross profit
	 248000

	Accrual income W1
	980

	Distribution costs
	(28000)

	Administration expenses W2
	(38000)

	Operating profit                                                                                                                      
	182980

	Finance costs W3
	(4000)

	Profit before tax
	178980

	Taxation
	(68000)

	Profit for the period
	 110980

	
	














[bookmark: _Toc78230215]STATEMENT OF FINANCIAL POSITION AS AT 31st DECEMBER 2020
								      £		               £
ASSETS
Non-current assets
Property, plant & equipment				          632730
Total non-current assets								632730
Current Assets
Inventories						           330600
Trade and other receivables				           170125
Accrued income     W4					     980
Cash and cash equivalents					 12900
Total current assets									514605
Total Assets										1147335
LIABILITIES
Current liabilities
Trade and other payables				           171355
Unpaid interest     						   2000
Accrued expenses W5						   3000
Current tax payable						 68000
Total current liabilities								244355
Non-current liabilities
Long-term borrowing						100000
Total Liabilities									344355
Net Assets										802980
EQUITY
Ordinary share capital						310000
Preference share capital					300000
Retained earnings W6						192980
Total Equity										802980


[bookmark: _Toc78230216]WORKINGS 

	W1 
Since we sold goods in value of 980£ on the 31st of December 2020 and we haven’t received a payment for them at the end of the period, we have created an accrual income which is placed on the other income item in the Income Statement.
	W2 
Administration expenses are calculated here by adding all the expenses (except the costs of sales) the company incurred at the end of the period. These expenses include everything associated with the general administration of the company. In our case, beside the administrative expenses implied in the trial balance, we must pay 3000£ commission to the sale force, which will be paid after the period and so it becomes an accrual expense, and have paid the directors remuneration, possible as bonuses, so this is treated as an administrative expense as well.
Administrative expenses = administrative expenses + accrual expense + directors’ remuneration
Administrative expenses = 30000£ + 3000£ + 5000£ = 38000£
	W3
Finance costs refer to interest and other costs paid by the company in relation to the long-term borrowing. In this case, we have a long-term liability, in the form of debentures, of 100000£ at a 4% interest rate. This means that we must pay 4% of 100000£, which is 4000£. Even if in the trial balance we have paid 2000£ as interest, in the Income Statement we must introduce the total amount of interest paid and unpaid on the debentures, that is 4000£.  
	


W4
Because we sold goods in value of 980£ on the 31st of December, for which we haven’t received any payment at the end of the period, in the Statement of Financial Positioning we create a current asset for the accrued income.
	W5
Since the company hasn’t paid the commission of 3000£ owed to the sales force at the end of the period, we must create a current liability in the Statement of Financial Positioning for the accrued expense.
	W6
When calculating the retained earnings we must consider the retained profit at 1st of January 2020, the profit for the year calculated in the Income Statement and any dividends paid by the company. 
Retained profits at 1st of January 2020 = 132000£
Profit for the year = 110980£
Ordinary dividend paid = 20000£
Preference dividend paid = 30000£
Retained Earnings = 132000£+110980£-20000£-30000£ = 192980£
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A statement of financial position, also known as a balance sheet, is a financial statement that lists a company’s assets, liabilities, and shareholder equity at a specific point in time. It provides the information of what a company owns and owes, as well as the amount invested by the shareholders (Sangster, 2018). The statement of financial position must always balance, and this can be reflected by the accounting equation expressed as:
Assets – Liabilities = Equity   
				or
Assets = Equity + Liability
	The main reason that a balance sheet balances is the accounting principle of double entry bookkeeping. This means that every time a single transaction occurs it will be recorded in two accounts, and each transaction will have two elements, an item exchanged and a form of settlement, that must be entered on the corresponding sides known as debit and credit. When deciding which account to debit and which account to credit, we should always remember the principles of double entry bookkeeping. First, a form of settlement given is always a credit. Secondly, a form of settlement received is always a debit, and thirdly, the item exchanged is always on the opposite side of the form of settlement entry (Sangster, 2018). 
	After recording all transactions for an accounting period, we can prepare a trial balance to summarise the assets, income, expenses, equity, and liabilities that a company has recorded for that specific period. The three main purposes of a trial balance are to check that all the transactions have been entered correctly, to confirm that the balance on each account is correct, and to assist in the preparation of the income statement and the balance sheet. The trial balance lists each debit and credit balance in columns and the total amounts of each column should balance after adding them up (Dyson, 2010). Now that we have an equal debit and credit trial balance, we can eliminate all accounts for revenue and expenses, and aggregate the remaining accounts for assets, liabilities, and equity in preparation for the balance sheet. 
Assets is the first of the three major categories on a statement of financial position and refers to the resources held by a company. There can be non-current assets in the form of property, plant, equipment, and current assets that include inventories, trade receivables and cash, at bank or in another form. The assets represent what the company owns. The second category is represented by the liabilities, which can be current liabilities for short term debts, or long-term liabilities for money borrowed for a longer period. All this represents what the company owes. The last major category is represented by equity, which means the claim that the owner or owners have against the company (Atrill, 2016).
From the above points we can see that the trial balance of Kedison PLC balances because all transactions recorded using the double entry bookkeeping are done correctly and so the accounting equation balances. 
[bookmark: _Toc78230218]Question 2.a

1. ROCE (Return on capital employed) relates the net profit to the level of investment used to earn it.
[bookmark: _Hlk78122178]            ROCE = Profit before interest x 100%
                             Assets employed                             

Profit before interest is represented by the operating profit in the Income Statement.
Assets employed refers to the total assets of the company minus the current liabilities, which can be found in the Statement of Financial Positioning.

2. ROE (Return on equity) is the return generated for ordinary shareholders.
             ROE =                      Earnings                      x 100%   
                          Ordinary share capital and reserves

Earnings is represented by the profit for the year.
Ordinary share capital and reserves refers to the ordinary shares, share premium and the retained profits of the company, and can be found in the Statement of Financial Positioning.

3. Earnings per share 

             Earnings per share =               Earnings                             
Number of ordinary shares

Earnings is represented by the profit for the year.
Number of ordinary shares is the value of ordinary shares capital found in the Statement of Financial Positioning.

4. Net Profit Margin

             Net profit margin = Net profit x 100%
Sales

Net profit is represented by the profit before interest and taxation, also known as operating profit. Sales refers to the revenue generated by the company.

5. Asset turnover indicates how effectively the company is using the total available resources

             Asset turnover =       Turnover               
                Assets employed

Turnover represents the sales, or the revenue generated by the company. 
Assets employed refers to the total assets of the company minus the current liabilities, which can be found in the Statement of Financial Positioning.

6. Stock holding period is the amount of time that stock spends in the business before being sold.

             Stock holding period =    Inventory     x 365
               Cost of sales

The values for the inventory and the cost of sales can be found directly in the financial statements.

7. Debtors collection period is the amount of time taken to collect trade debts.

              Debtors collection period = Trade receivables x 365
                            Credit sales
Trade receivables can be found in the Statement of Financial Positioning under the current assets tab and represents the value of all goods sold by the company for which we haven’t received any form of settlement at the date of the statement.
Credit sales is represented by the revenue generated by the company.

8. Current Ratio assesses the ability of the company to meet its short-term financial obligations.

              Current Ratio =    Current assets  
                                         Current liabilities

Both current assets and current liabilities can be found on the Statement of Financial Positioning.
9. Gearing Ration compares the amount of finance provided by shareholders to that provided by lenders.

               Gearing Ratio =        Debt          x 100%
                                          Debt + Equity

Debts can be the long-term loans provided by various lenders and equity is the total amount of finance provided by shareholders. Both values can be found on the Statement of Financial Positioning.
10. Interest Cover assesses how well the profits available covers the interest that must be paid.
                
               Interest Cover = Profit before interest
                                            Interest charges
Profit before interest is represented by the operating profit and Interest charges refers to the 
Finance cost incurred by the company. Both these values can be found in the Income Statement.
							                    (Weetman, 2013)


Below we have the above ratios calculated for Chocco PLC for both 2019 and 2020.
	Ratio
	Workings 2020
	2020
	Workings 2019
	2019

	ROCE
	805/ (9736-2511) *100
	11.14%
	699/ (10087-3046) *100
	9.92%

	ROE
	431/3088*100
	13.95%
	366/2912*100
	12.56%

	Earnings per share
	431/300
	1.43£
	366/300
	1.22£

	Net profit margin
	805/6738*100
	11.94%
	699/6441*100
	10.85%

	Asset turnover
	6738/ (9736-2511)
	0.93
	6441/10087-3046)
	0.91

	Stock holding days
	708/3235*365
	80 days
	659/3096*365
	78 days

	Debtors collection period
	1249/6738*365
	68 days
	1287/6441*365
	73 days

	Current ratio
	2303/2511
	0.91
	2355/3046
	0.77

	Gearing ratio
	4137/ (4137+3088) *100
	57.26%
	4129/ (4129+2912) *100
	58.64%

	Interest cover
	805/226
	3.56 times
	699/181
	3.86 times
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Based on the calculation above and the statements presented we can make some comments on the financial performance and position of Chocco PLC.
ROCE has increased in 2020 vs 2019 from 9.92% to 11.14%, which means that for every 100£ invested in 2020 we will get a return of 11.14£. This was due to the increase in operating profit, from 699m £ in 2019 to 805m £ in 2020, and the increase of the assets employed. Even thought the total assets have decreased in 2020, the current liabilities have also decreased in 2020 vs 2019, meaning we have less money to pay to other creditors, and so the capital employed in 2020 is 7225m £ in comparison with 7041m £ in 2019.
ROE has increased in 2020 vs 2019 from 12.56% to 13.95%, which means that for every 100£ invested by investors or shareholders, the company will generate 13.95£ of return in 2020. This happened because the operating profit increased in 2020 and to the fact that the ordinary shares total has slightly increased in 2020 vs 2019, from 2912m £ to 3088m £.
Earnings per share (EPS) has increased from 1.22£ to 1.43£ in 2020, which means that for every ordinary share held in the company we earn 1.43£ of net profit. Even though the ordinary share value remained the same in 2020 vs 2019 the profit for the year in 2020 has increased from 366m £ to 431m £. A high EPS is a sign of higher earnings, strong financial position, and therefore reliable company to invest in. This has also led to the dividends paid in 2020 to increase from 242m £, in 2019, to 255m £.
Net profit margin has increased from 10.85% in 2019 to 11.94% in 2020, which shows how much of the net profit is made from sales revenue earned. This means that the company will earn 11.94£ on every 100£ sale. This increase reflects that both operating profit and revenue have increased in 2020 vs 2019. Even though we can see in the Income Statement that the distribution costs and marketing and selling costs have increased in 2020, possibly from the company expanding its operations in different new markets, the revenue created from those efforts is greater that the additional costs implied.
Asset turnover has seen a slight increase from 0.91 to 0.93 in 2020, which means that the assets employed to generate the revenue aren’t used in the most effective manner. This figure means that for every 1£ of assets employed the company generates 0.93£ of sales. This is still a low figure for a retail company and could have various reasons like a decrease in investments or an increase in inventory.
Stock holding days has seen an increase from 78 days in 2019 to 80 days in 2020, which means that the company holds inventory before turning it into sales for a relatively long period, considering that its a chocolate and confectionery manufacturer. We can see from the financial statements that in 2020 there has been an increase in stocks and an increase in costs of sales, which might suggest a change in policy or production methods. This might also indicate that the input costs for producing the goods sold are increasing, possibly from suppliers that now have other opportunities to sell their materials to rival companies in an increasing competitive market. The suppliers here have the power to bargain for better prices for themselves. 
Debtors collection period has decreased from 73 days in 2019 to 68 days in 2020, which means that we collect our trade receivables faster from the previous year, after the sales are made. From the balance sheet we can see that trade receivables have slightly decreased in 2020 and that the most impact of the decrease in debtors collection period is represented by the revenue created, which implies a change in customers base that pay faster for the goods purchased.
Current Ratio has increased in 2020, from 0.77 to 0.91, but is still under the ratio of 1:1, which indicates financial weakness in meeting in short term obligations with the current assets available. The increase to 0.91 in 2020 is mostly because the company has paid some of its short-term obligations but hasn’t been able to increase its current assets, possibly form the decrease of investments made.
Gearing Ratio has decreased from 58.64% in 2019 to 57.26% in 2020, meaning that the company has over 50% of its funds from external sources such as banks. This is a high degree of leverage, and the company is more susceptible to downturns in the economy. 
Interest cover has decreased from 3.86 times in 2019 to 3.56 times in 2020, which indicates that the company may have problems covering the finance costs with the operating profit generated.  
All the above ratios provide some insight in the company financial performance, but these ratios don’t have always all the information available and presents some limitations when trying to analyse a certain business. Changes can be caused by unforeseen events and financial ratios cannot reveal all changes that a business is going through. 
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