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[bookmark: _Toc77675106]Answer to the Problem No. 1 (a)
[bookmark: _Toc77675107]Preparation of Profit and Loss statement for Kedison PLC
A Profit and Loss statement for Kedison PLC has been prepared below for the year ended in 31st December 2020: 
	Kedison PLC
Profit and Loss statement
For the year ended 31 December 2020

	

	DESCRIPTION
	AMOUNT
	AMOUNT

	Sales Turnover
	£         826,650
	

	(+) Accrued Revenue
	980
	

	     Net Sales
	
	£        827,630

	(-) Cost of Sales
	
	578,650

	GROSS PROFIT
	
	248,980

	(-) Operating Expenses:
	
	

	         Administrative Expenses
	30,000
	

	         Commission Expense
	3,000
	

	         Distribution costs
	28,000
	

	         Directors remuneration
	5,000
	66,000

	PBIT
	
	182,980

	      Interest Expense
	2,000
	

	(+) Accrued Interest (Note 1)
	2,000
	4,000

	PBT
	
	178,980

	(-) Income Tax for the year
	
	68,000

	NET INCOME AFTER TAX
	
	£110,980





Supporting notes for the profit Profit and Loss statement for Kedison PLC
	Supporting Note 1: Accrued Interest calculation 

	Interest during the year
	£4000

	(-) Interest Paid
	2000

	Accrued Interest
	£2000




[bookmark: _Toc77675108]Preparation of Statement of Financial Position for Kedison PLC
A statement of financial position for Kedison PLC has been prepared below for 2020: 
	Kedison PLC
Statement of Financial Position
31 December, 2020

	

	DESCRIPTION
	AMOUNT
	AMOUNT
	AMOUNT

	Non-Current Asset:
	
	
	

	     Property, Plant and Equipment
	
	
	£     632,730

	Current Assets:
	
	
	

	     Closing Stock
	
	£ 330,600
	

	      Debtors
	£ 170,125
	
	

	(+) Accrued Revenue
	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
	
	2,000
	

	      Deferred Taxes
	
	68,000
	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 (Note 2)
	
	192,980
	

	TOTAL EQUITY
	
	
	£   802,980


Supporting notes for the statement of financial position for Kedison PLC
	Supporting Note 2: Retained Earnings

	Beginning Retained Earnings
	 
	 £ 132,000 

	(+) Profit After Tax (PAT) 
	 
	     110,980 

	(-) Ordinary dividend paid
	 £    20,000 
	 

	(-) Preference dividend paid
	       30,000 
	       50,000 

	Ending Retained Earnings
	 
	 £ 192,980 




[bookmark: _Toc77675109]Answer to the Problem No. 1 (b)
[bookmark: _Toc77675110]Rational for Statement of financial position always being balanced
Statement of financial position or otherwise is called balance sheet is prepared based on the basis accounting equation (Cole, 2012), 
Asset = Liability + Owner’s Equity
This equation is the outcome of the accounting principle name ‘double entry accounting system’. In double entry accounting system the entity’s financial transactions are recorded in at least two account (Kieso et al., 2019). One of these account goes to debit side and other one is credit side. Some examples can be like these,
i. A company purchases an equipment for £10,000 in credit. For this transaction, the asset side of the company will be increased by £10,000 and at the same time the liability side will be increased by £10,000.
ii. Company purchases another equipment for £7,000 in cash. Here, the asset side of the company will be increased for purchasing the equipment and at the same time the cash of the company will be decreased which ultimately decreased the asset. So, one asset is offset by another asset.
iii. Company issues new share of £20,000. For this transaction, the cash of the company will be increased and the share capital or equity will be increased simultaneously.
For all the transactions above, the debit side of the balance sheet (comprises assets) will be equal to the credit side (comprises liabilities and equity). That is why, as the Statement of financial position is prepared under the double entry accounting system, the final result always balances.

[bookmark: _Toc77675111]Answer to the Problem No. 2 (a)
[bookmark: _Toc77675112]Ratio calculation of Chocco plc for 2020 and 2019
To analyse the overall performance of Chocco plc in the last two years for 2019 and 2020, the required ratios have been calculated using the given information:
[bookmark: _Toc77675113]1 – ROCE
	Return on Capital Employed 
	
2019
=  ×100
= 5.20%
2020
=  ×100
= 5.97%



[bookmark: _Toc77675114]2 – ROE
	Return on Equity 
	
2019
=  ×100
= 12.57%
2020
=  ×100
= 13.96%


[bookmark: _Toc77675115]3 – EPS 
	Earnings Per Share
	
2019
= 
= £0.61
2020
= 
= £0.72



[bookmark: _Toc77675116]4 – Net profit margin 
	Net Profit Ratio
	
2019
=  
= 5.68%
2020
=  
= 6.40%





[bookmark: _Toc77675117]5 – Asset turnover
	Asset turnover
	
2019
= 
= 0.64 times
2020
= 
= 0.69 times



[bookmark: _Toc77675118]6 – Stock holding days
	Stock holding days
	
2019
=  
= 77.69 days
~ 78 days 
2020
= 
= 79.88 days
~ 80 days




[bookmark: _Toc77675119]7 – Debtor’s collection period
	Debt Collection Ratio
	
2019
= 
= 72.92 days
~ 73 days
2020
= 
= 67.72 
~ 68 days



[bookmark: _Toc77675120]8 – Current ratio
	Current Ratio
	
2019
= 
= 0.77: 1
2020
= 
= 0.92: 1




[bookmark: _Toc77675121]9 – Gearing ratio
	Gearing ratio
	
2019
=  ×100
= 58.64%
2020
=  ×100
= 57.26%



[bookmark: _Toc77675122]10 – Invertor cover
	Invertor cover
	
2019
= 
= 3.98 times
2020
= 
= 3.74 times




[bookmark: _Toc77675123]Answer to the Problem No. 2 (b)
[bookmark: _Toc77675124]Commenting on the financial performance and position of Chocco plc.
From the calculation of ratios of Chocco plc., the following results have been derived –
	Ratios
	2020
	2019

	1. ROCE
	5.97%
	5.20%

	2. ROE
	13.96%
	12.57%

	3. EPS
	0.72
	0.61

	4. Net Profit Margin
	6.40%
	5.68%

	5. Asset turnover
	0.69
	0.64

	6. Stock holding days
	79.88
	77.69

	7. Debtors collection period
	67.66
	72.93

	8. Current Ratio
	0.92
	0.77

	9. Gearing ratio
	57.26%
	58.64%

	10. Invertor cover
	3.74
	3.98


Now, based on these ratios the financial performance and position of the company is analysed below – 
Profitability performance
Profitability performance is determined using profitability ratio which shows how efficiently the management of a company is creating profit and maximizing the shareholders’ value (Anthony and Breitner, 2014). For Chocco plc., ROCE, ROE, Earnings per share and Margin has been used for determining their profitability performance.
The ROCE of the company was 5.20% in 2019. It means the company has generated a profit of £5.20 by employing £100 of capital. This ratio was 5.97%. It was an insignificant rise. The ROE of 2020 was 13.96% which is a rise from 2019. This ratio indicates that the company is returning £13.96 of profit for investing £100 of equity. The Earnings per share of the company was £0.72 and £0.61 respectively for 2019 and 2020. This is an improvement in EPS at the net profit of the company increased in 2020. Finally, Net Profit Margin of the company was 5.68% in 2019 and increased to 6.40% in 2020. This increase occurred due to the increase of net profit of the company. 
thus, it is clear that the profitability ratios of the company have improved in 2020 in relation to 2019. So, it can be said that the profitability performance of the company in 2020 is satisfactory.
Efficiency performance
Efficiency ratios are calculated for determining the efficiency of the management in handling the assets and liabilities of the company (Marriott et al., 2011). For determining efficiency performance of Chocco plc., Asset turnover, Stock holding days and Debtors collection period ratios are analysed.
Asset turnover ratio of Chocco plc. was 0.64 times in 2019 and 0.69 times in 2020. This ratio is indicating that in 2020, Chocco plc. was able to use £100 of assets for generating £69 of revenue. This ratio has slightly improved over the year but the change was not worth mentioned. Stock holding days shows how much days are required by a company to turn its inventory into revenue. This ratio was 77.69 days in 2019 and increased to 79.88 days in 2020. It means in 2020 the company required more days to sale its inventory. Debtors collection period determines the days required by a company to collect their bills (Demski, 2018). In 2019, the debtor’s collection period of Chocco Plc. 72.93 days and decreased to 67.66 days in 2020. So, they collected their bills faster than previous year.
So, the overall efficiency performance of company was satisfactory although all of the ratios didn’t provide positive change.
Liquidity performance
Current Ratio is the best measure of determining liquidity performance of a company. The current ratio of Chocco Plc. in 2019 was 0.77:1 which indicates that for each pound of current liabilities the company held £0.77 of current liabilities. This ratio has increased to 0.92:1 in 2020. Although the ratio has improved over the year, the ratio could not cross the industry average which is 1:1. So, the liquidity performance of the company is not much satisfactory.
Geared position
Chocco Plc. had a gearing ratio of 58.64% in 2019. It is said that if a company cross 50% in gearing ratio than the company is highly geared, it means they are highly dependable on debt (Alexander and Nobes, 2014). So, Chocco Plc. is more dependable on debt than equity. Although the ratio decreased to 57.26% in 2020, the change is not significant. So, the company is in risky geared position.
Finally, the interest coverage ratio was 3.98 times and 3.74 times respectively. This ratio indicates the efficiency of a company in handling their long-term liabilities (Nissim and Penman, 2011). The ratios were close in both years. So, the company had relatively same level of profit available for paying their debts. This ratio does not change financial positon of the company.
The overall financial performance of the company based on these ratios cannot be commented properly because the profitability and efficiency performance of the company was satisfactory but the liquidity and geared position of the company was not good. So, they need further analysis to come into a proper conclusion.
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