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[bookmark: _Toc78061455]Answer to the question no.1(a)

[bookmark: _Toc78061456]Kedison PLC
[bookmark: _Toc78061457]Profit and Loss Statement
[bookmark: _Toc78061458]31st December 2020, for the year ended
	Particulars
	Amount (£) 

	Amount (£) 

	Amount (£)

	Sales
Add: Unrecorded Sales
Net sales

Less: Cost of sales
Add: Shifted goods

Gross Profit


Less: Operating Expenses 
Distribution costs
Administration expenses
Sales Commission 

Operating Profit


Less: Others non-operating expenses
Interest on debentures
Paid interest
Directors remuneration
Ordinary share dividend expense
Preference share dividend expense 
Profit before tax

Tax expense
Profit after tax
	











           28,000
30,000
             3,000





4,000
2,000
5,000
20,000
       30,000
	8,26,650
                 980


5,78,650
                980







61,000









61,000
	

8,27,630


   (5,79,630)

2,48,000





      (61,000)

1,87,000







       (61,000)
1,26,000
       
(68,000)
    58,000
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[bookmark: _Toc78061460]Statement of financial position
[bookmark: _Toc78061461]31st December 2020, for the year ended
	Particulars
	Amount (£)

	Amount (£)

	Amount (£)


	Fixed Assets:
Plant & equipment


Current Assets:
Cash and bank
Debtor
Add: Unrecognized sales

Stock at the end
Less: Shifted goods

Total Assets



Owner’s Equity and Liability:

Long-term Liability:

4% Debenture

Current Liability:

Trade creditors
Commission liability
Tax liability
4% Debenture interest

Total Liability
Equity:
 
£1 ordinary shares
10% £1 preference shares
Beginning retailed profit
Add: Profit after tax
Total Equity

Liability & Equity






	





1,70,125
             980

3,30,600
                 (980)















1,71,355
3,000
68,000
        4,000






1,32,000
      58,000
	
6,32,730



12,900

1,71,105


     3,29,620










1,00,000






       2,46,355


3,10,000
3,00,000



     1,90,000
	











 11,46,355

















3,46,355






     8,00,000

11,46,355




[bookmark: _Toc78061462]Notes:
1. It is assumed that goods that are shifted to the customers are not recognized in both ending stocks as well as sales. For the unrecognized sales, both sales revenues and account receivable are increased. On the other hand, this adjustment reduces ending stocks too.
2. Salesmen due commission increase the liability as well as expense for the organization.
3. According to the trail balance and adjustments, it is assumed that, 4% debentures interest is not paid.

[bookmark: _Toc78061463]

Answer to the question no. 1(b)
Accounting is an information system that provides useful information to the potential users. This information need to be both accurate as well as authentic (Almagtome and et.al, 2020). In the field of accounting, to make more accurate and authentic information, there are several rules and principles such as accrual basis accounting, going concern assumption, matching principals and other so on. 
[bookmark: _Toc78061464]What is statement of financial position: Statement of financial position is comprised of three major parts named, total assets, total liability and total equity which express an organization’s financial situation at a point of time. The financial position statement is prepared based on going concern assumption that refers an organization will continue its operation for the unlimited period of time but need to know the financial condition after a certain period of time (Baskan, 2020).
[bookmark: _Toc78061465]Why financial position having always equal balance: Accounting always recognizes financial transaction. There are two methods to recognize financial transactions where one is single entry method and another is double entry method. Accounting considered double entry method as scientific method to recognize financial transaction. In accounting, the gist part is “Assets is equal to the sum of liability and owners’ equity”. Double entry system mainly deals with this equation. In double entry system every financial transaction affects both sides of equation equally with the same amount (Stone, 2021). Whatever the transactions are, Assets will be always same as the summation of liability and equity. This equation has an inner meaning. Within an organization, whatever it has is assets. On the other hand, these assets can be claimed either the owners or the lender, Here owners claim is equity and lender’s claim is liability. That is why asset is always equal to the sum of liability and equity (Hiemann, 2021). As assets, liability and equity are the three parts of financial position, so financial position will have always same balance.



[bookmark: _Toc78061466]

Answer to the questions no. 2 (a)
 Ratio analysis is the most significant part to understand and judge a business organization especially the financial statements prepared by the business organization at a point of time. This judgment may be both internal (time series analysis) and external (industry analysis). In time series analysis, an organization compares its present situations to the prior results to get the actual deviation (Xu and et.al, 2021). This deviation may be financial, operational as well as judgment of performance.  Some ratio analyses about an international chocolate and confectionary manufacture are shown bellow for the year of 2019 and 2020.

[bookmark: _Toc78061467]ROCE ratio: Return on Capital Employed (ROCE) ratio is a profitability ratio which benefits all kinds of stakeholders of an organization. This ratio normally judges the profitability based on its investment (Oláh and et.al, 2019). The formula of ROCE is;
ROCE= EBIT/ Capital Employed
Where, EBIT means Earnings before interest and tax
Capital Employed refers to the summation of total capital that is currently working in the business organization. The formula is;
Capital employed= Total assets- Current liability.
	Particulars
	At the year,2020
	At the year,2019

	EBIT
	(805+19+22)= 846
	(699-5+26)= 720

	Total assets
		


9,736
	
10,087

	Current liability
	2,511
	3,046

	Capital employed
	7,225
	7,041

	ROCE ratio
	.1171 or 11.71%
	.1022 or 10.22%



In the ROCE ratio, profitability is measured on the basis of employed capital. The higher ROCE ratio indicates the higher the profitability as well as higher performance from the management. 
[bookmark: _Toc78061468]ROE: Return on Equity is the financial ratio that measures return on the organization actual outcomes based on invested net assets or equity. This ratio is prepared actually from the investor’s point of view. Investors have to know the return before investing in an organization. The formula is;
ROE= (Net profit/ Shareholder’s equity)*100
Net profit is the total acquired profit by an organization after deducting all costs including interest and tax from the sales revenue. 
Shareholder’s equity is the total equity of an organization.
	Particulars
	At the year ended, 2020
	At the year ended, 2019

	Net Profit
	431
	366

	Shareholder’s equity
	3,088
	2,912

	ROE
	0.1396 or 13.96%
	0.1257 or 12.57%



Organization with better ROE attracts more potential investors to the organization and able to increase more capital.
[bookmark: _Toc78061469]Earnings per share: The EPS (earnings per share) calculation measures the per share generated profit. This analysis is also from the investor’s point of view. Investors want to know the per share profitability from the EPS. The formula is; 
EPS= Net profit available for ordinary shares/Number of ordinary shares
	Particulars
	At the year ended, 2020
	At the year ended, 2019

	Net Profit
	431
	366

	Number of shareholders 
	(300*0.50)= 600
	(300*0.50)= 600

	EPS
	0.7183
	0.61



In the EPS, only ordinary shares are considered to calculate number of shares and any preference share dividend is deducted from the net profit.

[bookmark: _Toc78061470] Net profit margin: Net profit margin calculates the portion of net profit from the total sales revenue. This is internal rather than external. Actually management needs to know the percentage of profit that are generated from the sales (Štefko and et.al, 2021). The formula is;
Net profit margin= (Net profit/sales revenue)*100
	Particulars
	At the year ended, 2020
	At the year ended, 2019

	Net Profit
	431
	366

	Sales revenue
	6,738
	6,441

	Net profit margin
	0.0639 or 6.39%
	0.0568 or 5.68%



This ratio is also called the bottom line ratio analysis because this gives the gist information about the organization profitability. For the manufacturing organization, 6 to 10% of profits margin is normal.
[bookmark: _Toc78061471] Asset turnover: Asset turnover ratio determines the total sales generated from the average assets of an organization. The formula is;
Asset turnover ratio= Sales revenue/Average total assets.
To calculate the average assets beginning and ending assets are summed and divided by 2.
Average assets= (Beginning assets + Ending assets)/2
	Particulars
	At the year ended, 2020
	At the year ended, 2019

	Sales revenue
	6,738
	6,441

	Average Assets
	(10,087+9,736)/2= 9,911.5 
	10,087

	Assets turnover ratio
	0.6798
	0.6385



[bookmark: _Toc78061472]Stock holding days: At a given period, how efficiently and effectively an organization can sell its inventory, is measured by inventory holding days (Abd Karim and et.al, 2018). Actually the given period of time is assumed 365 days or 1 year. The formula of stock holding period is;
Inventory turnover days= 365/Inventory turnover
Where inventory turnover is formulated by;
Inventory turnover= Cost of sales/ Average inventory
In this circumspect, average inventory is the average of beginning and ending inventory.
	Particulars
	At the year ended, 2020
	At the year ended, 2019

	Cost of Sales
	3,235
	3,096

	Average inventory
	(708+659)/2= 683.5
	(908+659)/2= 783.5

	Inventory turnover
	4.7329
	3.9514

	Inventory holding days
	77.11 days
	92.37 days



[bookmark: _Toc78061473]Debtor’s collection period: As accounting is accrual basis rather than cash basis, so an organization needs to sell its products on account. The debtor collection period measures the collection time from its debtors. The formula is;
Debtors collection period= (Average account receivable/ Net sell on account)*365
	Particulars
	At the year ended,2020
	At the year ended,2019

	Average account receivable
	1,249
	1,287

	Net sales on account
	6,738
	6,441

	Collection period
	67.65 days
	72.93 days




[bookmark: _Toc78061474]Current ratio: Current ratio measures the capability about meet up an organization current obligation (obligation need to be settled within one year) with its current assets (Andornimye, 2017).  The formula is;
Current ratio= Current assets/Current liabilities.
	Particulars
	At the year ended,2020
	At the year ended,2019

	Current Assets
	2,303
	2,355

	Current liabilities
	2,511
	3,046

	Current ratio
	0.9171
	0.7731



Maintaining lower current assets is not good for any organization. This may create financial as well as reputation risk for an organization.
[bookmark: _Toc78061475]Gearing ratio: Gearing ratio indicates an organization financial structure. As total assets of an organization is comprised either debt or equity, the gearing ratio shows the proportion of debt and equity. This is actually measures the debt and equity portion of an organization. The formula is;
Gearing ratio= Total debt/Total equity
	Particulars
	At the year ended,2020
	At the year ended,2019

	Total debt
	6,648
	7,175

	Total equity
	3,088
	2,912

	Gearing ratio
	2.1528
	2.4639



Higher gearing ratio indicates that the organization accept more fund as debt to mitigate tax burden. 

[bookmark: _Toc78061476]Interest coverage ratio: The capability of settling interest expenses which are generated from debt is the measurement goal of interest coverage ratio. In this part, two major elements are considered as important where one is interest expenses and another is EBIT (earnings before interest and tax). The formula of calculating interest coverage ratio is;
Interest coverage = EBIT/Interest expense
	Particulars
	At the year,2020
	At the year,2019

	EBIT
	(805+19+22)= 846
	(699-5+26)= 720

	Interest expense
		


226
	
181

	Interest coverage ratio
	3.7433
	3.9779





[bookmark: _Toc78061477]Answer to the question no. 2(b)
Chocco Plc is an international chocolate production and distribution organization that needs huge mechanism to maintain the worldwide business. As the financial and social customs vary from place to place, it is difficult to compare the organization to the related industry. For the Chocco Plc ratio analysis, time series interpretation is more accurate and helpful rather than compare to industry. The following table which figures are calculated in the previous part shows the scenario of Chocco Plc.
	Particulars
	At the year ended,2020
	At the year ended,2019
	Normally good
	Comments

	ROCE ratio
	.1171 or 11.71%
	.1022 or 10.22%
	10%
	Good and comparatively better in 2020 to 2019 

	ROE
	0.1396 or 13.96%
	0.1257 or 12.57%
	15% to 20%
	Not so good comparing with the industry but it is better in 2020

	EPS
	0.7183
	0.61
	 situational
	Better in 2020comparing to the 2019

	Net profit margin
	0.0639 or 6.39%
	0.0568 or 5.68%
	10%
	Margin is too low

	Assets turnover ratio
	0.6798
	0.6385
	0.25 to 0.50
	Better

	Inventory holding days
	77.11 days
	92.37 days
	90 to 120 days
	Comparatively better

	Collection period
	67.65 days
	72.93 days
	30 to 40 days
	Not good

	Current ratio
	0.9171
	0.7731
	1.5 to 2
	Not good

	Gearing ratio
	2.1528
	2.4639
	1:1
	Good

	Interest coverage ratio
	3.7433
	3.9779
	Dependent on leverage
	Average according to the leverage



For the ROCE and ROE ratio, Chocco Plc has improved its situations in 2020 comparing to the 2019. In this section, the most satisfactory notion is company is able to increase its total value of equity that indicates the overall improvement that boosts EPS by 0.1083 just in one year. This also indicates the market expansion of Chocco Plc. As market expansion and increasing shareholders interest in the long run are the major destination of an organization, besides the organization needs to concentrate on profit margin too. For any organization, 5% to 6% net profit is not so good but as a growing organization, this may be acceptable. Asset turnover ratio and stock holding days are also satisfactory and higher comparing to the previous. In the collection period, the organization should emphasis more because this may cause of liquidity crisis. For the Chocco plc, current ratio needs to be minimum 1:1 which mitigate the investing risk as well as strengthen stockholder confidence. Having look on the organization’s capital structure, it prefers debt capital rather than equity that gives tax shield to the organization.
Organization’s ratio analysis indicates that the company is far better in 2020 comparing to the financial year 2019.



[bookmark: _Toc78061478]
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