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[bookmark: _Toc78221467]Problem 1: Kedison PLC
[bookmark: _Toc78221468](a) Income Statement
For determining the net profit of Kedison PLC, an income statement has been presented here –
	Statement of Profit and Loss
Income Statement
For the year ended 31 December 2018

	Net Sales (£826,650 + £980)
	£ 827,630
	

	Cost of Sales
	(578,650)
	

	Gross profit
	
	£ 248,980

	
	
	

	Selling and Distribution Expenses
	
	

	            Sales Commission
	3,000
	

	            Distribution costs
	28,000
	35,000

	General and Administration Expenses
	
	

	            Directors remuneration
	5,000
	

	            Administration Costs
	30,000
	31,000

	Total Operating Expenses
	
	(66,000)

	Operating Profit
	
	182,980

	
	
	

	Interest Expense (2,000 + 2,000)
	
	4,000

	Profit Before Taxes
	
	178,980

	
	
	

	Income Tax Payable
	
	68,000

	Net Profit
	
	£   110,980




[bookmark: _Toc78221469]Statement of Financial Position
For determining the financial position of Kedison PLC, a Statement of Financial Positionhas been presented here –
	Statement of Profit and Loss
Statement of Financial Position
For the year ended 31 December 2018

	Assets
	
	

	Current Assets:
	
	

	            Cash and bank
	12,900
	

	            Inventory
	330,600
	

	            Debtors (£ 170,125 + £980)
	171,105
	514,605

	Total Current Assets
	
	

	Non-Current Assets:
	
	

	            Plant and equipment
	632,730
	

	Total Non-Current Assets
	
	632,730

	Total Assets
	
	1,147,335

	
	
	

	Equity and Liabilities
	
	

	Current Liabilities:
	
	

	            Trade Creditors
	171,355
	

	            Accrued Commission
	3,000
	

	            Tax Payable
	68,000
	

	            Interest Payable
	2,000
	

	Total Current Liabilities
	
	244,355

	Long-term Liabilities:
	
	

	            4% Debentures
	100,000
	

	Total Long-term Liabilities
	
	100,000

	Shareholder’s equity
	
	

	            Ordinary shares
	310,000
	

	            Preference shares
	300,000
	

	            Retained Profits 
           (132,000 + 110,980 – 20,000 – 30,000)
	192,980
	

	Total Shareholder’s equity
	
	802,980

	Total Equity and Liabilities
	
	1,147,335




[bookmark: _Toc78221470](b) Equal Balancing nature of financial statement position
Statement of Financial position indicates the balances of all the assets, liabilities and equities of a company. This statement proves the basic accounting equation A= L + OE. Here, A indicates all the assets of an organisation. Assets are the economic resources that are owned by that company. The L in the equation indicates all the liabilities that an Organisation posses. Liabilities can be regarded as the financial obligations of an Organisation to other parties (Schroeder and Cathey, 2019). OE represents all the equities of an organisation. OE is the owners’ claim to the Organisation. Net profit or net loss, drawings, owners’ capital etc. helps in the increase and decrease of OE of an Organisation. The inherent reasons of the assets are equal to the liabilities and equities is that all the assets are owned through the resources attained from the owners and the creditors (Harrast and Bromley, 2010). 
[image: What is the Accounting Equation? | Overview, Formula, and Example |  BooksTime]
Figure 1: Accounting Equation (Schroeder and Cathey, 2019)
The reasoning behind having the financial statement equal on both sides is that the statement follows a dual entry system where every transaction gets at least two entries, one is the debit entry and the other is the credit entry (Smith, 2018). In the dual entry system, either one account gets both credited and debited for a transaction or two or more accounts get debited and credited (Ezzamel, 2012). As both debit and credit entries are given, this system is more scientific and easier to keep a record. If organisations use a single-entry system, then the record-keeping might become troublesome. So, organisations use a dual entry system for keeping track of all the records.


[bookmark: _Toc78221471]Problem 2: Chocco plc
[bookmark: _Toc78221472]a) Calculation of ratios for 2019 and 2020
A calculation of ratios is provided based on the given data for Chocco plc in 2020 and 2019.
i) ROCE: Ratio between Net income after tax and Capital Employed. So, equation –
= [(Net income after tax) / (Capital Employed)] ×100
2019
ROCE 	= [366 / (2,912+ 4,129)] ×100
 	= 5.20%
2020
ROCE 	= [431 / (3,088+ 4,137)] ×100
	= 5.97%
ii) ROE: Ratio between net income and equity. So, equation –
= [(Net income after tax) / (Equity)] ×100
2019
ROE	= [£431 / £3,088] ×100
 	= 12.57%
2020
ROE	= [£366 / £2,912] ×100
	= 13.96%

iii) Earnings per share (EPS): Ratio between net income and share outstanding. So, equation –
= (Net Income After Tax) / (No of Equity Shares)
2019
EPS	= £366 / 600
 	= £ 0.61
2020
EPS	= £431 / 600	
= £ 0.72
iv) Net profit margin: Ratio between net income and net sales. So, equation –
= [(Net Income After Tax) / (Net Sales Turnover)] ×100
2019
Net profit margin = [£366 / 6,441] ×100
 		    = 5.68%
2020
Net profit margin = [£431 / 6,738] ×100	
    = 6.40%
v) Asset turnover: Ratio between net sales and total asset. So, equation –
= [(Net Sales Turnover) / (Total Asset)] ×100
2019
Asset turnover = £6,441 / £10,087
= 0.64 times
2020
Asset turnover = £6,738 / £9,736
= 0.69 times
vi) Stock holding days: Ratio between the days in month and inventory turnover ratio. Equation of this ratio –
= Inventory / Cost of Sales × 365
2019
Stock holding days = [£659 / £3,096] × 365
       = 77.69 days or 78 days
2020
Stock holding days = £708 / £3,235 × 365
       = 79.88 days or 80 days
vii) Debtors collection period: Ratio between the days in month and Debtor turnover ratio. Equation of this ratio –
= Days in a year / Debtors Turnover Ratio
2019
Debtors collection period = 365 / 5
     = 73 days
2020
Debtors collection period = 365 / 5.39

       = 68 days
viii) Current ratio: Ratio between current assets and current liabilities. So, equation –
= Current Assets / Current Liabilities
2019
Current ratio	 = 2,355 / 3,046
= 0.77: 1
2020
Current ratio	 = 2,303 / 2,511
= 0.92: 1
ix) Gearing ratio: Ratio between Non-Current Debt and Capital Employed. So, equation –
= [(Non-current Debt) / (Capital Employed)] ×100
2019
Gearing ratio	 = [4,129 / (2,912+ 4,129)] ×100
= 58.64%
2020
Gearing ratio	 = [4,137 / (3,088+ 4,137)] ×100
= 57.26%


x) Invertor cover: Ratio between operating profit and interest. So, equation of this ratio –
= [Operating profit / Interest Expense] ×100
2019
Invertor cover	 = 720 / 181
= 3.98 times 
2020
Invertor cover	 = 846 / 226
= 3.74 times


[bookmark: _Toc78221473](b) Interpreting calculated ratios
Interpretation and analysis of different ratios of Chocco plc. are reflected below,
1. The ROCE ratio is found by dividing the net income after tax by the capital employed. This ratio helps in identifying the percentage of profit earnings against employed capital (Phillips, 2011). 

In 2019, Chocco plc. got 5.20% in the ROCE ratio and then the next year the ratio increased to 5.97%.
2. Return on Equity helps shareholders in understanding the percentage of returns against equity (McLellan, 2014). 

It helps shareholders in understanding their returns in the ongoing year. The ROE of Chocco plc. has seen an increase in 2020 as the ROE ratio was 12.57% in 2019 and 13.96% in 2020.

3. Earning Per Share helps in identifying earnings against each number of available shares (Schroeder and Cathey, 2019). This ratio is found by dividing the net profit after tax by the total number of shares. This ratio of Chocco plc. was 0.61 in 2019 and then the ratio has seen a slight development. The ratio was .72 in 2020.

4. Net profit Margin helps in identifying the profits of n Organisation against the amount of sales revenue the company has achieved (Schroeder and Cathey, 2019). This ratio of Chocco plc. was 5.68 per cent in 2019 and then the next year the ratio increased to 6.40 per cent.


5. Asset Turnover Ratio helps organisations in identifying the effectiveness of the company for using the assets for generating more and more sales (Mills et al., 2016). In 2020 Chocco plc. has become more efficient than before as the asset turnover ratio of Chocco plc. was .64 times in 2019 and the ratio was .69 times in 2020.

6. Stock Holding Days are found by dividing the inventory by the cost of sales and this ratio helps in understanding the ability of a company in turning inventory into sales (Ezzamel, 2012). In 2019, this ratio was 78 days and the next year the ratio increased by 2 days as the ratio was 80 days in 2020.
7. The debtor collection period helps in determining the required number of days that a company needs to collect the debts (Gaffikin and Aitken, 2014). The smaller the ratio is the better the condition of that Organisation is. 

In 2019 the ratio was 73 days but the condition got better in 2020 as the result in 2020 was only 68 days. Because of becoming more efficient and effective in collecting debts, the company required more time to change its inventories into sales.

8. The current Ratio helps in identifying the ability to pay the current liabilities. It helps in determining the available current assets against one unit of current liability. In 2019, Chocco plc. has .77 units of assets against 1 unit of current liability and in 2020 the company has .92 units of current assets against 1 unit of current liability.

9. The gearing ratio is determined by non-current debts by the capital employed. This ratio was 58.64 per cent in 2019 but the next year the ratio has seen a decrease as the ratio was 57.26% in 2020.

10. The Interest Coverage ratio is determined by dividing the operating profits by the interest expense. This ratio helps in understanding the ability to pay the interest expanse from operating profits (Schroeder and Cathey, 2019). This ratio was 3.98 times in 2019 but in 2020 the ratio was decreased to 3.74 times. As this setback is very insignificant, the financial condition of Chocco plc. would remain the same.
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2. ROE	
2020	2019	0.1396	0.12570000000000001	



3. EPS	
2020	2019	0.72	0.61	



4. Net Profit Margin	
2020	2019	6.4000000000000001E-2	5.6800000000000003E-2	



5. Asset turnover	
2020	2019	0.69	0.64	



6. Stock holding days	
2020	2019	79.88	77.69	



7. Debtors collection period	
2020	2019	67.66	72.930000000000007	



8. Current Ratio	
2020	2019	0.92	0.77	



9. Gearing ratio	
2020	2019	0.5726	0.58640000000000003	



10. Invertor cover	2020	2019	3.74	3.98	



1. ROCE	
2020	2019	5.9700000000000003E-2	5.1999999999999998E-2	
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