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[bookmark: _heading=h.gjdgxs]Question 1
[bookmark: _heading=h.30j0zll]a) The Profit and Loss statement for Kedison PLC
Profit and loss statement represents the financial performance of the organization. Gross profits determined in profit and loss statement through deducting cost of sales from revenue (Elliot and Elliot, 2019). The operation profit is identified through the deduction of operating expenses from gross profit. However, the overall presentation of statement of financial performance is represented through deducting total revenue from total cost to identify operating profit before tax. Profit and loss statement provides a detailed view of the organizations operation and the efficiency of the operation to generate cash for the organization. In addition, the analysis of company’s profitability can be made through the numbers of profit and loss. The user of financial statement can obtain understanding about the company’s ability to generate positive or negative cash flow can be ascertained through the profit and loss statement.
The profit and loss statement
Kedison PLC
For the year ending December 31, 2020
	Particulars
	Amount
	Amount 

	Sales revenue
	 £    826,650.00 
	 

	(+)  Credit sales
	 £          980.00 
	 £      827,630.00 

	Less: Cost of Goods Sold
	 
	 

	Cost of Sales
	 £    578,650.00 
	 

	(+) Credit purchase (COS)
	 £          980.00 
	-£      579,630.00 

	Gross profit
	 
	 £      248,000.00 

	(-) Operating Expense
	 
	 

	Administrative Expenses
	 £      30,000.00 
	 

	Directors Remuneration
	 £       5,000.00 
	 

	Distribution Costs
	 £      28,000.00 
	 

	Accrued Sales Commission
	 £       3,000.00 
	 

	Total Operating Cost
	 
	-£        66,000.00 

	Profit before interest and tax
	 
	 £      182,000.00 

	(-) Interest (2000+ 2000)
	
	 £          4,000.00 

	Profit before tax
	
	 £      178,000.00 

	(-) Corporate Tax
	 
	 £        68,000.00 

	Profit After Tax
	 
	 £      110,000.00 

	(-) Dividend
	 
	 

	Payment of ordinary dividend
	 £      20,000.00 
	 

	Payment of preference dividend
	 £      30,000.00 
	 £        50,000.00 

	Retained Profit for The Year
	 
	 £        60,000.00 

	Retained Profit b/d
	 
	 £      132,000.00 

	Retained Profit c/d
	 
	 £      192,000.00 



[bookmark: _heading=h.1fob9te]The statement of financial position for Kedison PLC
Financial position represents the asset, liability and equity of the organization. The analysis of financial position from different viewpoints can be made through the review and analysis of financial position (Horngren and Harrison, 2015). It represent the company’s long term asset, current asset, investment and other operating assets while the equity and liability side represent the shareholders equity, long-term liability, current liability and any other liability exists during the closing date of the financial statements. Through the review and analysis of financial statement the user can predict the entity’s future projection, ability to meet investment requirements and the ability to settle liability whenever they fall due. In addition, the company’s ability to use its financial assets to generate cash and the achievement of long term goals can be accessed through statement of financial position.  The debt equity position, leverage, acid test ratio, current ratio, and other indicators can be evaluated through the analysis of the statement of financial position. The components of Kedison PLC's statement of financial position;
Kedison PLC
Statement of Financial Position
For the year ended 31st December 2020
	Particulars
	Workings
	Amount
	Amount

	Assets
	 
	 
	 

	Non-Current Assets:
	 
	 
	 

	Plant And Equipment
	 
	 
	 £          632,730 

	Current Assets:
	 
	 
	 

	Cash And Bank
	 
	 £              12,900 
	 

	Stock At 31st December 2018
	 £       330,600 
	 
	 

	Less: Credit sales
	 £              980 
	 £            329,620 
	 

	Debtors
	 £       170,125 
	 
	 

	Add: Credit sales
	 £              980 
	 £            171,105 
	 £          513,625 

	Total Assets
	 
	 
	 £       1,146,355 

	Liabilities And Shareholder's Equity
	 
	 
	 

	Owner's equity
	 
	 
	 

	£1 Ordinary Shares
	 
	 £            310,000 
	 

	Retained Profit c/d
	 
	 £            192,000 
	 £          502,000 

	Non-Current Liabilities
	 
	 
	 

	10% £1 Preference Shares
	 
	 
	 £          300,000 

	4% Debentures
	 
	 
	 £          100,000 

	Current Liabilities
	 
	 
	 

	Interest Payable
	 
	 £                2,000 
	 

	Corporate Tax Payable
	 
	 £              68,000 
	 

	Accrued Sales Commission
	 
	 £                3,000 
	 

	Trade Creditors
	 
	 £            171,355 
	 £          244,355 

	Total Liabilities and Shareholder's Equity
	 
	 
	 £       1,146,355 



[bookmark: _heading=h.3znysh7]b. The explanation for the financial statement's equal balance
The double entry system in accounting ensures that the credit balance equal to the debit balance. If all the journal entry is posted correctly the debit and credit balance will always match. The accounting process starts from determination transaction and events where a transaction is recorded through using a debit and equal credit amount (Horngren et. al., 2017). After that the journal entry is converted to general ledger which represents the summary of all transaction and category wise account balances at the end of each period. Consequently, the trial balance is prepared from the general ledger balance to check the mathematical accuracy of transactions recorded. If there is any mismatch between debit and credit balance, there must be entries posted wrongly. However, if all entry is posted correctly the trial balance will show debit and credit balance equal. Coming to the point of why the asset, equity and liability represent same balance is due to the preparation of financial statement based on the trial balance which ensures the accounting principles of debit equal to credit. 
On the other hand, in balance sheet or statement of financial position, the balance from profit and loss statement are carried forward which are added to the owners equity. In addition, the liability portion shows the current and not current liability portion in the statement of financial position (Seal et. al., 2015). While in the asset portion the total asset represents the total non-current asset, current assets and investments. When each revenue, equity, asset or liability related instances occurred the journal entry has been posted using the double entry method of accounting. Therefore, the appropriate record of accounting information and the flow of information are forwarded towards the preparation of financial performance and financial position. The calculation of profit or loss is made through presenting the expenses against revenue from which the balance is brought forward to the financial position. Therefore, the account balance in financial position will always match unless there is erroneous accounting record. 

[bookmark: _heading=h.2et92p0]Question 2
[bookmark: _heading=h.tyjcwt]a. Ratio analysis with detailed calculation
Ratio analysis provides the insight of organizational performance and financial position. Each ratio analysis can be the indicators of different performance and position related issue in the financial statements. The use of ROCE, ROE, earning per share, profit margin represents the financial performance while the analysis of debtor collection period, current ratio, liquidity ratio , inventory cover and stock holding days represent the analysis of financial position. Ratio analysis can represent the overall performance and position related information in a summarized form and provides in depth analysis of each indicators in the financial statements. The stakeholders can easily understand and interpret the data through ratio analysis which makes the decision making process of the statekeholders much easier. 
ROCE
ROCE is calculation through dividing the searing before interest and tax by the capital employed. In indicates the ability to generate profit from the capital employed by the organization. 
The formula for ROCE: EBIT / Capital Employed
*** Capital employed is identified through deducting current liabilities from total assets, therefore, Capital employed = Total Assets – Current Liabilities
[bookmark: _heading=h.3dy6vkm]Capital Employed in 2020 is (£9,736 - £2,511)
 = £7,225
Capital Employed in 2019 is (£10,087- £3,046)
    = £7,041
Therefore ROCE for Chocco plc for 2019 and 2020 are:
ROCE for 2020 = EBIT / Capital Employed
                       = £620 / £7,225*100
                        = 8.6%
ROCE for 2019 = EBIT / Capital Employed
                       = £539 / £7,041*100
                        = 7.7%
ROE
Return on equity is calculated through dividing net income through average shareholders’ equity of that particular year. ROE analysis represents the ability to generate return based on the shareholders equity. The formula of ROE is:
Return on Equity (ROE) = Net Income / Average Stockholder Equity
ROE for 2020= = £431 / £300*100
  		 = 145%
ROE for 2019= £366 / £300*100
 = 122%
Earnings per share
Earnings per share represent the ability to generate cash for each share. The share outstanding at the end of the period or the average share during the period is used to calculate the earnings per share. EPS determines the generation of income for each shareholding which are identified through dividing net income by the number of average shares during the period...The formula for calculating EPS is:
Earnings per Share = Net Income / Number of Common Share Outstanding
EPS (2020) = £431 / 600
        = £0.72
EPS (2019) = £366 / 600
        = £0.61
Net Profit Margin
Net profit margin shows the profitability of the company based on sales revenue. It indicates the performance efficiency and the relation between the cost of sales and revenue. Net profit margin is determined through dividing net profit by total revenue. Net profit margin is: 
Net Profit Margin = Net Income / Sales 
Net Profit Margin for (2020) = £431 / £6,738*100
                                          = 6.3%
Net Profit Margin for (2019) = £366 / £6,441
= 5.7%
Asset turnover
Asset turnover shows how many times revenue has been generated in terms of total asset. It is another performance indicator of the organization which shows how efficiently asset is managed to generate sales. The formula of Asset turnover is:
Assets Turnover Ratio = Sales / Average Total Assets 
Assets Turnover Ratio for 2020 is £6,738 / £9,912
= 0.68 times
Assets Turnover Ratio for 2019 is £6,441 / £10,087
= 0.64 times
Stock holding days
Stock holding days presents the information about how many days stock has remained outstanding in the business operation. It is identified through dividing the average inventory by the cost of the goods sold and multiplied by days a year or a particular period as applicable. The formula for calculating Stock holding days is: 
Stock holding days = Average inventory / Cost of goods sold * 365 days
Stock holding days for 2020 is (£684 / £3,235) x 365 days
= 77.17 days
Stock holding days for 2019 is (£659 / £3,096) x 365 days
= 77.69 days
Debtors’ collection period
Debtor’s collection period indicates the organizations ability to convert debt amount into cash. It is identified through dividing average debtors balance by the sales revenue. The more frequency indicates the more efficiency of the organization in collecting debts. The formula for calculating debtor’s collection period is: 
Debtor collection period = Debtors / Sales Revenue * 365 days
Debtor collection period for 2020 is (£1,249 / £6,738) x 365 days
  = 67.66 days 
Debtor collection period for 2019 is (£1,287 / £6,441) x 365 days
 = 72.93 days 
Current ratio
Current ratio indicates the amount of assets available as current asset in terms of the current liability. The availability of current asset against current liability provides the information about the organizations ability to meet current liability requirements (Horngren et. al., 2017). It is identified by dividing the current asset by current liability. The formula for calculating the current ratio is: 
Current ratio = Current Assets / Current Liabilities 
Current ratio for 2020 is £2,303 / £2,511
= 0.92:1
Current ratio for 2019 is £2,355 / £3,046
= 0.77:1
Gearing ratio
Gearing ratio represent the debt in relation to the equity. More equity compared to debt represents strong financial position. The gearing ratio is arrived through dividing the total debt by total equity. The formula for calculating gearing ratio is: 
Gearing ratio = Total Debt/ Total Equity
Gearing ratio for 2020 is £6,648 / £3,088
= 2.15:1
Gearing ratio for 2019 is £7,175/ £2,912
= 2.46:1
[bookmark: _heading=h.1t3h5sf]Invertor cover ratio
The invertor coverage ratio for inverters is a debt-to-benefit ratio which indicates how easily a company can pay interest on its debt.The formula for calculating the Inventory coverage ratio is:
Invertor cover = EBIT / Interest Expenses
Invertor cover for 2020 is £846 / £226
 = 3.74 times
Invertor cover for 2019 is £730 / £181
= 4.03 times
[bookmark: _heading=h.4d34og8]b. Chocco plc's financial performance and position analysis
Comment on financial performance:
The financial performance analysis has been made through the identification of ROCE, ROE, and Earning per share, net profit margin and asset turnover. The ROCE analysis showed positive indication as the ROCE rate has been increased to 8.6% from 7.7% in 2020. It indicates that the organization has been able to use its net asset more efficiently. Return on equity has shown the improvement as the hate has increased by 23% in 2020 compared to the 122% in 2019. The EPS has also been improved to .72 in 2020 from 0.61 in 2019. Net profit margin also showed 0.6% growth in 2020 compared to the rate of 5.7% in 2019.  Asset turnover becomes .68 times in 2020 compared to the asset turnover in 2019 which was 0.64. All the indicators of financial performance showed improvements in 2020 compared to 2019. The entity has been more efficient in managing its resource to generate cash from operation. The improvement shows positive promises to the stakeholders as the EPS increased and the owner’s equity has been increased during 2020. The company’s ability to generate cash from operation will encourage the investors to invest more. 
Comment on financial position
Stock holding days, debtors collection period, current ratio, gearing ratio represent the information about the financial position of the organization. The current ratio and gearing indicates the financial position strength or weakness. The current ratio shows that the organization has 0.92: 1 compared to 077:1. Though, there has been improvement in current ratio during 2020, the current ratio is still below the requirements. As the organization is .08 short of meeting its current debt through its current assets. The gearing ratio of the organization has been improved in 2020 compared to 2019. The gearing ratio stands at 2.15:1 compared to 2.46:1 in 2019. However, the amount of debt is still higher by 1.15 times. The stock holding days and debtor collection period represents the ability of how many times those asset remained outstanding. 77.19 in 2020 compared to 77.69 in 2019. There is an improvement in stock holdings. There is also positive movement of 67 days in cash collection from debtors. However, the conversion days are somewhat higher, through increasing sales and ensuring collection from debtors within short period, the indicators can be improved in future
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