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QUESTION 1
a) Prepare a Profit and Loss statement for the year ended 31st December 2020 for Kedison PLC and a statement of financial position as at that date. 
Profit and loss statement
Kedison PLC                          Year ended December 31st in pounds

Net Sales                                   826, 650

Operating expenses                                 

      Cost of sales                        578,650
      Administrative expenses     30,000
      Distribution costs                28,000

Total operating expenses         636,650
Gross profit                              190,000

Interest paid                                 2,000
Directors’ remuneration            28,000

Before taxes income                160,000      

Corporation tax                            68,00

Net profit                                   92,000

Statement of financial position

Kedison PLC                          Year ended December 31st in pounds

Current Assets
       Cash and bank                                       12,900
        Stock at 31st December 2020               330,600
        Debtors                                                 170,125
Total current Assets                                      513,625

Non-current Assets

       Plant and equipment                               632,730
       Retained profits at 1st January 2020      132,000

       Ordinary dividend paid                             20,000

       Preference dividend paid                          30,000
Total non-current Assets                                 814,730

Total Assets                                                  1,328,355            

Liabilities

Current liabilities

         4% Debentures                                    100,000
         Corporate tax                                       68,000

Total current liabilities                                168,000

Non-current liabilities

         Trade creditors                                    171,355
                     Total liabilities:                                      339,355 

 b) Why does the statement of financial position balance?
       The statement of financial position is a financial statement which summarizes at a given moment what the company owns, called the “asset” (land, buildings, etc.) and its resources, called the “liabilities” (capital, reserves, loans, etc.). The balance sheet is one of the documents that make up the financial statements, but the financial statement gives much more information than a simple balance sheet (Szydelko and Biadacz, 2016). 
The financial statement is a statement of the assets and liabilities of the company which makes it possible to carry out a company valuation, and more precisely to know after restatement (for example from an asset perspective to that of a fair value option for the adoption of international standards) how much it is worth and whether it is creditworthy. For small businesses, the balance sheet is mainly used by third parties (banks, administrations, etc.) who can thus check whether the company is solvent (by analyzing ratios or cash flows in particular) and to assess the taxes owed. The annual accounts (including the balance sheet, income statement, appendices, etc.) must be drawn up at the end of the financial year (Dutesco, 2019). 

      For large companies, it may also be useful to draw up a balance sheet more than once during the financial year (4 times a year for example). The balance sheet forms an inseparable whole with the income statement and the appendices (and other documents according to the standards followed) to form the annual accounts. Indeed, the amount of the result for the financial year found in the balance sheet is always equal to the amount of the result found in the income statement. In association with the income statement, the balance sheet also provides information on performance and profitability. The whole should be presented or accessible to beneficiaries (owners, suppliers, lenders, tax authorities, etc.) (Lessambo, 2018).
        It normally constitutes a guarantee of transparency for them and must be certified by an auditor for certain companies (public limited companies, etc.). There are therefore three purposes in the balance sheet: The generally detailed internal accounting balance sheet used by company managers for various internal analyzes; The official balance sheet, intended for third parties (shareholders, banks, customers, employees, communities, etc.) (Osadchy and co, 2018). 
It is controlled by the auditor and published and approved at the time of the ordinary general meeting of shareholders; The fiscal (accounting) balance sheet, which is used to determine the taxable profit. To limit the administrative cost, companies seek to converge the fiscal balance sheet with the official accounting balance sheet, but this is less and less possible. Tax optimization does not seek to automatically obtain a fair representation in the eyes of third parties of the value and the result of the company (Hasanaj and Kuqi, 2019).
QUESTION 2
          a) Calculate the following ratios for Chocco plc for 2020 and 2019, showing the formulas and workings:
1- ROCE
ROCE = operating earnings / capital employed = operating earnings / (total assets – current liabilities)
ROCE 2019 = 805,000,000 / (9,736,000,000 – 2,511,000,000) = 805,000,000 / 7,225,000,000 = 0.1114

ROCE 2020 = 699,000,000 / (10,087,000,000 – 3,046,000,000) = 699,000,000 / 7,041,000,000 = 0.0993

2- ROE
ROE = net income / shareholder equity = net income / (equity – dividends paid)

ROE 2019 = 431,000,000 / (3,088,000,000 – 242,000,000) = 431,000,000 / 2,846,000,000 = 0.1514
ROE 2020 = 366,000,000 / (2,912,000,000 – 255,000,000) = 366,000,000 / 2,657,000,000 = 0.1377
3- Earnings per share
EPS = (Net Income – Preferred Dividends) / End of period Shares Outstanding
EPS 2019 = (431,000,000 – 242,000,000) / (242,000,000 /4) = 189,000,000 / 60,500,000 = 3.124 pounds
EPS 2020 = (366,000,000 – 255,000,000) / (255,000,000 /5.12) = 111,000,000 / 49,804,687.5 = 2.2287 pounds
4- Net profit margin
Net profit margin = (Revenue - Cost) / Revenue

Net profit margin 2019 = (6,738,000,000 – (3,235,000,000 + 437,000,000 + 1,324,000,000 + 937,000,000 + 226,000,000 + 189,000,000)) / 6,738,000,000 = (6,738,000,000 – 6,348,000,000) / 6,738,000,000 = 390,000,000 / 6,738,000,000 = 0,5788
Net profit margin 2020 = (6,441,000,000 – (3,096,000,000 + 422,000,000 + 1,274,000,000 + 950,000,000 + 181,000,000 + 173,000,000)) / 6,441,000,000 = (6,441,000,000 – 5,241,000,000) / 6,441,000,000 = 1,200,000,000 / 6,441,000,000 = 0,1863
5- Asset turnover
Asset turnover = Revenue /Assets

Asset turnover 2019 = 6,738,000,000 / 9,736,000,000 = 0.692
Asset turnover 2020 = 6,441,000,000 / 10,087,000,000 = 0.639
6 - Stock holding days
Stock holding days = Inventory /Cost of sales x 365

Stock holding days 2019 = 708,000,000 /3,235,000,000 x 365 = 0.2176 x 365 = 79.424
Stock holding days 2020 = 659,000,000 /3,096,000,000 x 365 = 0.2129 x 365 = 77.709
7- Debtors collection period
Debtors collection period = Debtors /Sales turnover x 365

Debtors collection period 2019 = 583,000,000 /6,738,000,000 x 365 = 0.0865 x 365 = 31.5725
Debtors collection period 2020 = 655,000,000 /6,441,000,000 x 365 = 0.1017 x 365 = 37.1205
8- Current ratio
Current ratio = Currents assets / Current liabilities
Dividends paid included in current assets!

Current ratio 2019 = (2,303,000 + 242,000,000) / 2,511,000,000 = 2,545,000,000 / 2,511,000,000 = 1.0135
Current ratio 2020 = (2,355,000 + 255,000,000) / 3,046,000,000 = 2,610,000,000 / 3,046,000,000 = 0.8569
9- Gearing ratio
Gearing ratio = Total debt / Total capital
Debt is made of the borrowings, loans, etc!

Gearing ratio 2019 = (2,511,000,000 + 4,137,000,000) / (2,511,000,000 + 4,137,000,000 + 3,088,000,000 + 242,000,000) = 6,648,000,000 / 9,978,000,000 = 0.6663
Gearing ratio 2020 = (3,046,000,000 + 4,129,000,000) / (3,046,000,000 + 4,129,000,000 + 2,912,000,000 + 255,000,000) = 7,175,000,000 / 10,342,000,000 = 0.6938
10- Invertor cover or the so called Inventory coverage ratio 
Invertor cover = (Working capital + short term liabilities) / Inventory

Working capital = Current assets – Current liabilities!

Invertor cover 2019 = (2, 303,000,000 – 2,511,000,000 + 2,511,000,000) / 708,000,000 =     2, 303,000,000 / 708,000,000 = 3.2528
Invertor cover 2020 = (2,355,000,000 – 3,046,000,000 + 3,046,000,000) / 659,000,000 = 2,355,000,000 / 659,000,000 = 3.5736
       b) Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Chocco plc.
The company develops between 2019 and 2020 in the following manner:
1. The ROCE decreases which means that a smaller part of the profits can be invested back and bring value for the stakeholders. So, this is an alarming sign. 

2. The ROE decreases which means that the profits are decreasing. It is again a negative financial indication.

3. The EPS decreases which means that shareholders will gain less in 2020 than they have gained in 2019, so again it means that the company is regressing.

4. The net profit margin falls drastically between 2019 and 2020 which shows that the company is losing profits and should again be an alarming indication for the management. 
5. The asset turnover of 2019 is higher than the one of 2020 which means that the company worsens its performance in employing its assets to boost sales. So, again it is a financially bad sign. 

6.  The stock holding days in 2020 decrease compared to 2019, which means that the company holds the products for a longer time at inventory instead of selling it. Again it is a problematic indicator. 
7. The debtors collection period of 2019 is shorter than in 2020, which means that in 2020 the company finds more challenges in collecting its debts and that may be one of the obvious reasons of less capital of its disposal. So, again a bad sign. 
8. The current ratio in 2020 is lower than in 2019 which means that liabilities of the company overall grow instead of the assets and it creates a harder burden for the enterprise. So, the management has another indication to worry about. 
9. The gearing ratio in 2020 is higher than in 2019 which reveals that the company plunges more and more deeper in debt and is again an alarming sign.
10. The invertor cover increases between 2019 and 2020 and it means that the company worsens its market performance which leads to less working capital at disposal and falls deeper in the liabilities. So, that is the last bad sign.

         Based ont he indicators above – all of them worsen between 2019 and 2020 – so we can definitely conclude that the company is losing competitiveness and falls in the debts. So, the overall performance of the enterprise worsens. In such cases, usually it means that actions should be taken in aim to boost sales, selling some assets that are not in use to get fresh capitals and even restructuring debts to leave to the enterprise more financial resources for research and development, investments and market expansion (Kotane, 2012).
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