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This report consists of Profit & Loss Statement and Statement of financial position of Kedison Plc. The report also consists of detailed information about Ratio Analysis. Different types of ratios classified into various categories and financial analysis of Chocco Plc for the year 2020 and 2019. 



[bookmark: _Toc78988574]Question 1 
[bookmark: _Toc78988575]Profit & Loss Account of Kedison Plc 

In the books of Kedison Plc
Profit & Loss Account A/c
For the year ended 31st December, 2020
	Particulars 



To Gross Profit c/d 










To Administrative Expenses 

To Interest Paid 

To Salesman Commission 

To Gross Profit transferred to Balance Sheet 
	Amount



1156270






1156270



30000

2000

3000


1121270




1156270
	Particulars 

By Sales                       826650
Less: Goods Sold on 
sale on return basis         980


By Closing Inventory       







By Gross Profit b/d 
	Amount 



825670


330600



1156270



1156270











1156270
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Balance Sheet
As on 31st December, 2020
	
Particulars
	
Amount 

	
LIABILITIES AND EQUITY 

Equity 
£1 Ordinary shares 
10% £1 Preference shares 
Retained Profits as at 1st January 2020
4% Debentures 


Current Liabilities 
Trade Creditors 

Non-Current Liabilities 

Total Liabilities

ASSETS 

Current Assets 
Cash and cash equivalents 
Debtors 
Inventory 

Non-Current Assets 
Plant and Equipment’s


Total Assets
	



310000
300000
132000
100000

842000

171355

     -

1013355




12900
170125
330600
513625

632730


1146355





B) 
There has been a profit and Loss account made on Kedison Plc for the year ended 31st December 2020. The gross profit of the firm in its initial stage was 1,156,270 and the sales for the calendar year were 826650 from which goods sold on sales has been deducted to get 825670. The statement of financial position balances because of the accounting principle of the double entry system (McLaney and Atrill, 2016) The financial balance contains record of two different accounts which helps them understand the liabilities and assets altogether. The balance sheet mainly consists of all the assets that the company owns and all the liabilities that the company owes to pay in the near future or currently paying (Robinson,, 2020) The equity for this company has been calculated by adding the ordinary shares, preference shares, retained profits and debentures. The trade creditors were also added to the current liabilities. Even in the assets section certain assets were added to get the analysis and financial position of the company. The current assets are founded by adding the cash and cash equivalents, debtors and the inventories. Even the plant and equipment’s are added to the current assets as they are the non-current assets. If a certain balance does not balance then there is a problem in the calculation of the entries.
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A) 
Ratio Analysis is the method of knowing about the company’s profit, efficiency, liquidity by analyzing the financial statements for the given period of time. It helps a company in knowing about its present financial position and helps in comparing the company’s financials with that of other companies of the same sector or industry (Kabir, et al, 2017). It also serves as a good indicator of a company’s financial health. There are various different ratios that help a company to know about different aspects such as turnover, profitability, debts, etc. Ratios can be broadly classified into various different heads such as: 
A) Solvency Ratios - These types of ratios help a company to compare its debt level with its liabilities, assets, and equity. It helps the company to ascertain that it can pay its long-term debts and its interests on time (Baraja, and Yosya, 2019) Solvency Ratios consists of various ratios such as interest coverage ratios, debt to equity ratios, and debt to assets ratio, etc. 

B) Profitability Ratios - These types of ratios help to ascertain how well a company can generate profits from its day-to-day operations. (Baraja, and Yosya, 2019). Profitability ratios consist of various ratios such as gross margin ratio, return on equity (ROA), return on capital employed, etc
.
C) Liquidity Ratios- These types of ratios help a company to measure its ability to pay off its short-term debts using the company’s current assets. Liquidity ratios consist of various ratios such as current ratio, acid test ratio, etc. 

D) Coverage Ratios - These types of ratios help a company to pay the interest and other payments related to debts.  Coverage ratios consist of various ratios such as debts coverage ratios etc.
 
E) Efficiency Ratios - These types of ratios help a company to ascertain how well it uses its assets and liabilities to maximize the profit margins and attain profits. Efficiency ratios consist of various ratios such as inventory ratio, inventory days, turnover ratio, etc. 
1. 

[bookmark: _Toc78988578]Calculation of Accounting Ratios for Chocco Plc for the year 2020

1. Return on Capital Employed (ROCE) - It is a ratio that helps a company to analyse its capital efficiency and profitability (Shrotriya, 2019). This ratio helps a company to see how well it uses its capital to generate profits. 
The formula for calculating Return on Capital Employed is 
Return on Capital Employed = EBIT / Capital Employed 
Where EBIT stands for Earnings Before Interest & Tax 
           , Capital Employed = Total Assets - Current Liabilities 
Return on Capital Employed = 620 / 7225
                                               = 0.08581
Where, EBIT = 620
           , Capital Employed = 9736-2511
                                            =7225

The Return on Capital Employed is 0.08581 for the year 2020. 
2. Return on Equity (ROE) -It is a ratio that helps a company to analyse and measure its profitability in terms of stockholder’s equity. It is calculated by dividing net income by Shareholder’s fund. 
The formula for calculating Return on Equity is  
Return on Equity (ROE) = Net Income / Average Shareholder’s Equity 
Where, Net income = Sales -COGS- Selling and administrative expenses 
	Return on Equity (ROE) = 974/3000
                                                         = 0.3246  
Average Shareholder’s fund = Opening equity + closing equity / 2 
                                               = 3088+2912 / 2
                                               = 6000/ 2
                                               = 3000 

Where, Net Sales = Sales - COGS - selling and administrative expenses 
                                         = 3235 -1324 - 937 
                                         = 974 
The Return on Equity for the year 2020 is 0.3246
3. Earnings Per Share (EPS) - It is the ratio that indicates what a company makes for each of its shares. It is used as a great tool to measure corporate value. Higher Earnings per Share indicates that the company has greater value as the investors in the market will pay more than the market price for the shares if the company has higher profits. It is calculated by dividing the company’s profit by outstanding shares of its stock price. 
The formula for calculating Earnings per Share is 
Earnings per Share (EPS) = Profit - Preferred Dividends / Average numbers of shares outstanding 
Earnings per Share (EPS) = 431-255/5.12
                                           = 34.38 % 
The Earnings per Share (EPS) IS 34.38% for the year, 2020.
4. Net Profit Margin - It is the net margin that measures the net income generated by the company as a form of revenue (Naris Wari, and Nugraha, 2020). It is an important indicator of a company’s overall financial health. Net profit margin is generally expressed as a percentage. 
The formula for calculating Net Profit Margin is 
Net Profit Margin =Net Profit /Total Revenues
Net Profit Margin = 431/6738
                                 = 6.397 %
The Net Profit Margin is 6.397% for the year 2020.
5. Assets Turnover Ratio = It is the ratio that measures the value of the revenue or sales for the company in relation to the value of its assets. It is a great indicator to check the efficiency of the company in generating profits by using the company’s assets. 
The formula for calculating the Assets Turnover Ratio is 
Assets Turnover Ratio = Net Sales / Total Assets 
Assets Turnover Ratio = 6738/ 9736
                                     = 0.6920 
The Assets Turnover Ratio is 0.6920 for the year 2020. 
6. Stock Holding Days - Stock Holding Days are also known as Inventory Days of Supply. This ratio indicates that how many days do the company holds the inventory before selling the product or goods. 
The formula for calculating Stock Holding Days is
Stock Holding Days = Cost of Average Inventory /COGS X 365 
Stock Holding Days = 77.1182 / 
Cost of Average Inventory = 708+659/2
                                            = 77.1182
7. Debtors Collection Period = Debtors Collection Period is the average period a company needs to receive Payments due from its clients. 
The formula for calculating Debtors Holding Days is 
Debtors Collection Period = Debtors / Sales Turnover X 365
Debtors Collection Period = 1249/6738 X 365 
                                           = 67.65 Days
The company takes 67.65 days to receive payments from its clients in the year 2020. 
8. Current Ratio - It is the ratio that measures the company’s ability to pay back its short term loans (Nuryani, and Sunarsi., 2020)
The formula for calculating Current Ratio = Current Assets / Current liabilities 
                    Current ratio = 2303/2511
                                          = 0.916 
The Current Ratio is 0.913 for the year 2020. 
9. Gearing Ratio - It is the ratio that compares funds borrowed by the company and the owner’s equity (Wen, and Zhu, 2019). 
The Formula for calculating Gearing Profit is 
Gearing Profit = EBITDA / Interest expenses
Where Interest Expenses= Loans and other Borrowings 
Gearing Ratio = 1249/9736
                       = 0.1282 
The Gearing Ratio is 0.1282 for the year 2020.
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1. Return on Capital Employed (ROCE) - It is a ratio that helps a company to analyse its capital efficiency and profitability. (Shrotriya, 2019).  This ratio helps a company to see how well it uses its capital to generate profits. 
The formula for calculating Return on Capital Employed is 
Return on Capital Employed = EBIT / Capital Employed 
Where EBIT stands for Earnings Before Interest & Tax 
           , Capital Employed = Total Assets - Current Liabilities 
Return on Capital Employed = 539/7042
                                               = 0.07655
Where, EBIT = 539
           , Capital Employed = 10087- 3046
                                            =7042 

The Return on Capital Employed is 0.07655 for the year 2019. 
2. Return on Equity (ROE) -It is a ratio that helps a company to analyse and measure its profitability in terms of stockholder’s equity. It is calculated by dividing net income by Shareholder’s fund. 
The formula for calculating Return on Equity is  
Return on Equity (ROE) = Net Income / Average Shareholder’s Equity 
Where, Net income = Sales -COGS- Selling and administrative expenses 
	Return on Equity (ROE) = 872/3000
                                                         = 0.2906  
Average Shareholder’s fund = Opening equity + closing equity / 2 
                                               = 3088+2912 / 2
                                               = 6000/ 2
                                               = 3000 

Where, Net Sales = Sales - COGS - selling and administrative expenses 
                                         = 3096-1274-950
                                         = 872
The Return on Equity for the year 2019 is 0.2906
3. Earnings Per Share (EPS) - It is the ratio that indicates what a company makes for each of its shares. It is used as a great tool to measure corporate value. Higher Earnings per Share indicates that the company has greater value as the investors in the market will pay more than the market price for the shares if the company has higher profits. It is calculated by dividing the company’s profit by outstanding shares of its stock price. 
The formula for calculating Earnings per Share is 
Earnings per Share (EPS) = Profit - Preferred Dividends / Average numbers of shares outstanding 
Earnings per Share (EPS) = 366-242/4.00
                                           = 31 % 
The Earnings per Share (EPS) is 31% for the year, 2019.
4. Net Profit Margin - It is the net margin that measures the net income generated by the company as a form of revenue. It is an important indicator of a company’s overall financial health. Net profit margin is generally expressed as a percentage. 
The formula for calculating Net Profit Margin is 
Net Profit Margin =Net Profit /Total Revenues
Net Profit Margin =366/6441
                                 = 5.682 %
The Net Profit Margin is 5.682 % for the year 2019.
5. Assets Turnover Ratio = It is the ratio that measures the value of the revenue or sales for the company in relation to the value of its assets. It is a great indicator to check the efficiency of the company in generating profits by using the company’s assets. 
The formula for calculating the Assets Turnover Ratio is 
Assets Turnover Ratio = Net Sales / Total Assets 
Assets Turnover Ratio = 6441/10087
                                     = 0.6385 
The Assets Turnover Ratio is 0.6385 for the year 2019
. 
6. Stock Holding Days - Stock Holding Days are also known as Inventory Days of Supply. This ratio indicates that how many days does the company holds the inventory before selling the product or goods. 
The formula for calculating Stock Holding Days is
Stock Holding Days = Cost of Average Inventory /COGS X 365 
Stock Holding Days = 77.1182 / 
Cost of Average Inventory = 708+659/2
                                            = 77.1182
7. Debtors Collection Period = Debtors Collection Period is the average period a company needs to receive Payments due from its clients (Wen, and Zhu, 2019) 
The formula for calculating Debtors Holding Days is 
Debtors Collection Period = Debtors / Sales Turnover X 365
Debtors Collection Period =1287/6441 X 365
                                           = 72.93 Days
The company takes 72.93 days to receive payments from its clients in the year 2019. 
8. Current Ratio - It is the ratio that measures the company’s ability to pay back its short term loans (Nuryani, and Sunarsi., 2020)
The formula for calculating Current Ratio = Current Assets / Current liabilities 
                    Current ratio = 2355/3046
                                          = 0.773 
The Current Ratio is 0.773 for the year 2019. 
9. Gearing Ratio - It is the ratio that compares funds borrowed by the company and the owner’s equity.
The Formula for calculating Gearing Profit is 
Gearing Profit = EBITDA / Interest expenses
Where Interest Expenses= Loans and other Borrowings 
Gearing Ratio = 1287/10087
                         = 0.1275
The Gearing Ratio is 0.1275 for the year 2019. 
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Financial Analysis is important for every business organization as it helps the business organization to ascertain its current financial position. This report contains Profit & Loss Account and Statement of Financial position of Kedison Plc. This report also contains detailed information about Ratio Analysis, different types of Ratios based on their different categories. This report also consists of accounting ratio analysis of Chocco Plc for the year 2020 and 2019. 
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