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[bookmark: _Toc77654652]Solution: 1 (a)
[bookmark: _Toc77654653]Preparation of Profit and Loss statement
Using the provided trial balance and additional information, a Profit and Loss statement has been prepared for Kedison PLC for the year ended in 31st December 2020: 
	Kedison PLC
Profit and Loss statement
For the year ended 31 December 2020

	

	Sales
	 £826,650 
	 

	Add: as for accrued sales
	                   980 
	 

	     Net Sales Revenue
	 
	 £827,630 

	Less: COGS
	 
	           (578,650) 

	Gross profit
	 
	          248,980 

	Operating Expenses:
	 
	 

	         Directors’ remuneration
	                5,000 
	

	         Administrative Expenses
	              30,000 
	 

	         Distribution costs
	              28,000 
	 

	         Commission Expense
	                3,000 
	             (66,000) 

	Operating Profit
	 
	          182,980 

	      Interest Expense
	                2,000 
	 

	Add: As for accrued interest (See WR 1)
	                2,000 
	               (4,000) 

	Profit Before Tax
	 
	          178,980 

	Less: Income Tax 
	 
	             (68,000) 

	Net Profit After Tax
	 
	£110,980





[bookmark: _Toc77654654]Preparation of statement of financial position
Using the provided trial balance and additional information, a statement of financial position has been prepared for Kedison PLC as at 31st December 2020: 
	Kedison Plc
Statement of Financial Position
31 December, 2020

	

	Non-Current Asset:
	 
	
	 

	     Property, Plant and Equipment
	 
	
	 £632,730 

	Current Assets:
	 
	
	 

	     Closing Stock
	 
	 £330,600 
	 

	      Debtors
	 £170,125 
	
	 

	      Add: as for accrued sales
	980
	    171,105 
	 

	      Cash And Bank
	 
	     12,900 
	 

	Total Current Asset
	 
	
	        514,605 

	Total Asset (A)
	 
	
	 £ 1,147,335 

	Current Liabilities:
	 
	
	 

	      Trade Creditors
	 
	    171,355 
	 

	      Commission Due
	 
	       3,000 
	 

	      Accrued Interest (See WR 1)
	 
	       2,000 
	 

	      Deferred Taxes
	 
	     68,000 
	        

	Total Current Liabilities
	
	
	244,355

	Non-Current Liabilities:
	 
	
	 

	      4% Debentures
	 
	
	100,000

	Total Liabilities (B)
	 
	
	344,355

	Net Asset (A-B)
	 
	 
	 £   802,980 

	
Equity:
	 
	
	 

	      Ordinary Shares
	 
	 £310,000 
	 

	      Preference Shares
	 
	    300,000 
	 

	      Retained Earnings (See WR 2)
	 
	    192,980 
	 

	Total Equity
	 
	 
	 £802,980 



[bookmark: _Toc77654655]Supporting Workings
Working Reference (WR): 1 Calculation of the interest of the 4% debenture of £100,000
	Interest applicable for the year 2020 [£100,000 × 4%]
	£4000

	Less: Interest Paid during the year 2020
	(2000)

	Accrued Interest
	£2000



Working Reference (WR): 2 Calculation of Retained Earnings
	Beginning Retained Earnings
	 
	 £ 132,000 

	Add: Net Profit After Tax (From Profit and Loss Statement)
	 
	     110,980 

	
	
	242,980

	Less: Ordinary dividend paid
	 £    20,000 
	 

	Less: Preference dividend paid
	       30,000 
	       (50,000) 

	Ending Retained Earnings
	 
	 £192,980 





[bookmark: _Toc77654656]Solution: 1 (b)
[bookmark: _Toc77654657]Statement of financial position at all times being balances
The depiction of a company's financial situation based on its assets, equity, and liabilities at a certain point of time is called a Statement of Financial Position (Marriott et al, 2011). Assets are on the debit side of the statement of financial position, while liabilities and equity are on the credit side. This is prepared based on the fundamental equation of accounting: 
A= L + OE
The reason for which Statement of financial position always balances is the accounting principle based on which this statement is prepared, the double entry system (Paton, and Stevenson, 2012). 
In this system, the transactions that are incurred in an entity impact two distinct accounts at least. So, either the one account goes to debit and another goes to credit side or both accounts go to one side and offset one another (Warfield et al, 2017). That is why both side is always equal. If an entity prepares their accounts based on single-entry system, then the result might be different. In that case preparing Statement of financial position will be much difficult.
So, if an entity prepares their Statement of financial position based on double entry system of accounting, then it will be definitely balanced. Because the assets a company owns are derived from the combination of its equity as well as its liability.



[bookmark: _Toc77654658]Solution: 2 (a)
[bookmark: _Toc77654659]Calculation of Ratios
Ratio analysis is done basically to find out the business performance from different aspects. For Chocco plc, this ratio analysis has been conducted in order to find so for the year 2019 and 2020. The detailed calculations along with formulas have been shown below:
	Ratio
	Formula
	2019
	2020

	ROCE
	= 
	=  ×100
= 5.20%
	=  ×100
= 5.97%

	ROE
	
	=  ×100
= 12.57%
	=  ×100
= 13.96%

	EPS
	= 

	= 
= 0.61
	= 
= 0.72

	Net Profit Ratio
	= 
	=  
= 5.68%
	=  
= 6.40%

	Asset turnover
	= 
	= 
= 0.64
	= 
= 0.69

	Stock holding days
	= 

	=  
= 77.69 days
~ 78 days 
	= 
= 79.88 days
~ 80 days

	Debt Collection Ratio
	= 

	= 
~ 73 days
	= 
~ 68 days

	Current Ratio
	= 
	= 
= 0.77: 1
	= 
= 0.92: 1

	Gearing ratio
	= 

	=  ×100
= 58.64%
	=  ×100
= 57.26%

	Interest coverage
	=
	= 
= 3.98 times
	= 
= 3.74 times


 
[bookmark: _Toc77654660]Solution: 2 (b)
[bookmark: _Toc77654661]Interpreting the ratios 
Here, an analysis has been given on the ratios calculated above for Chocco plc. Based on the ratios the financial performance and position of the company has been analysed.
The ROCE or Return on Capital Employed ratio of Chocco plc. in 2019 was 5.20% and 2020 was 5.97%. Return on Capital Employed ratio determines the portion of profit that is earned by employing each pound capital (Richwood and Thomas, 2018). It is observed that the ratio has been slightly decreased from previous year though it was not significant. 
ROE or Return on Equity refers to the return of shareholders earned in a particular year (Anil, 2019). In 2019, Chocco plc. had a ROE of 12.57% which has been increased in 2020 by 13.96%.
EPS is the earning per share. It is the portion of net profit earned in relation to the number of total share (Demski, 2018). In 2019, EPS of Chocco plc was 0.61 which was 0.72 in 2020. So, it was increased.
Net profit margin of Chocco plc. in 2019 was 5.68% which has been increased to 6.40% in 2020. It means the portion of net profit in relation to sales has been improved in 2020 from 2019.
So, based on the above ratios it can be said that, the profitability performance of Chocco plc. has been improved in 2020 in relation to 2019. Although the ROCE of the company has slightly decreased in 2020 it is insignificant.
Asset turnover ratio is the indication of the efficiency of a company to turn its total assets into sales (Marriott et al, 2011). The asset turnover ratio of Chocco plc. in 2019 was 0.64 times which has slightly improved in 2020 by 0.69 times. It means the company is efficiently managing its asset and turning them into revenue although their efficiency does not improve that much in relation to the previous year (Mills et al., 2012).
Stock holding days of the company was 77.69 days and 79.88 days respectively in 2019 and 2020. It means the company required 77.69 days in 2019 to turn its inventory into sales where it required 79.88 days in 2020.
Debtors collection period in the days required by a company to collects its bill (Phillips et al., 2011). Chocco plc. needed 77.69 days in 2019 to collect their bills from their customers where they needed 0.77 days in 2020.
So, based on the above two ratios the efficiency of the company cannot be concluded because although they were able to collected their bill fast then previous year, their inventory required more days to convert into sales.
The current ratio of the company was 0.77 in 2019 and 0.92 in 2020. Current ratio is the ratio of current asset and current liability that indicates the liquidity position of a company (Davies and Crawford, 2011). In 2019, the company had £0.77 of current assets in relation to £1 of current liability. But in 2020 the current asset level increased to £0.92 for £1 of current liability. So, the liquidity performance of the company has improved.
Gearing ratio of Chocco plc. was 58.64% in 2019 and 57.26% in 2020. Although the ratio has slightly decreased but still they are quite high. So, the company has high debt in relation to their equity capital. 
Interest coverage ratio is the determinant how a company is paying their interest expense from their operating income (Cole, 2011). In 2019, the ratio was 3.98 times which was decreased to 3.74 times in 2020. The change of these ratios is not significant. So, the position of the company based on its interest coverage can be said unchanged.
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