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Kedison PLC
Profit and Loss statement
For the year ended 31st December 2020
	Particulars
	Amount (£)
	Amount (£)

	Sales
	826,650
	

	Unrecorded sales
	980
	

	Net Sales
	
	827630

	Less: Cost of Goods Sold (COGS)
	
	578,650

	Gross Profit
	
	248,980

	Less: Operating Cost
	
	

	Administrative expenses
	30,000
	

	Interest paid                                                  2,000
	
	

	(+) due ((100,000 x 4%) – 2,000)                  2,000
	
	

	
	4,000
	

	Directors remuneration
	5,000
	

	Distribution costs
	28,000
	

	Commission due
	3000
	

	
	
	70,000

	Operating Profit
	
	178980

	Non-Operating Cost
	
	(Nil)

	Net Profit before tax
	
	178980

	Corporate tax
	
	68,000

	Net Profit after tax
	
	110980







Kedison PLC
Statement of financial position
For 31st December 2020
	Particulars
	Amount (£)
	Amount (£)

	Asset
	
	

	Current Asset
	
	

	Cash and bank
	12,900
	

	Closing inventory
	330,600
	

	Debtor                                                       170,125
	
	

	(+) Unrecorded sales                                     980
	
	

	
	171105
	

	Current Asset
	
	514,605

	Property, Plant and Equipment
	
	

	Plant and equipment
	
	632,730

	Total Asset
	
	1,147,335

	Liquidity and Owner’s Capital
	
	

	Current Liability
	
	

	Trade creditors                                         171,355
	
	

	Due Commission                                        3,000
	
	

	
	174,355
	

	Accrued interest on debenture
	2,000 
	

	Payable corporation tax
	68,000
	

	Current Liability
	
	244355

	Long Term Liability
	
	

	4% Debentures
	
	100,000

	Owners Capital:
	
	

	Share Capital (310,000 + 300,000)
	610,000
	

	Retained profits                                         132,000
	
	

	(-) Ordinary dividend paid                           20,000
	
	

	(-) Preference dividend paid                        30,000
	
	

	
	82,000
	

	Net Profit
	110980
	

	 Owners’ Equity
	
	802980

	Total Liability + Owners’ Equity
	
	1,147,335
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One of the most important characteristics of Balance Sheet which is also known as the Statement of Financial Position, is that the sum of total assets and total liabilities and equity is always becoming equal (Öztürk and Serçemeli, 2016). It makes no difference when the balance sheet is prepared; the result is the same every time it is prepared. There are a number of aspects that must be understood in order to comprehend why the statement of financial position is always in balance. With the use of examples, these elements will now be discussed in further detail.
1. The Double Entry System (DES): The term "Double Entry System" refers to the fact that every single transaction will be entered at least twice. Luca Pacioli, the "Father of Accounting" asserted that every transaction will have equal and opposing consequences in at least two different accounts and that this will be true in every transaction (Smith, 2018). Example: If someone deposits money in a bank, the money will be reflected in two accounts: the bank balance will climb and the cash balance will decline. As a result, the double entry system contributes significantly to the fact that the balance sheet is always balanced.
2. Accounting Equations: It is recognized as the second reason for the balance of statement of financial position.  Accounting concepts are founded on the equation A=L+E. It is considered the fundamental of all accounting equations. This equation will always be balanced in the case of a double-entry system that records every transaction. A transaction may result in increasing the asset and liability or Equity and vice versa. Whatever the transaction, the accounting equation will always stay in a state of equilibrium. Given that after each transaction, the asset (A) stays similar to the liabilities and equity, and the total of assets in the statement of financial position remains equal to the total of liabilities and equity in the balance sheet.
3. Accrual Accounting: Another reason for the balance in the statement of financial position is the use of accrual accounting. Rather than recording revenue or expenses when a transaction occurs, accrual accounting tracks them when a transaction occurs rather than when a cash payment is made or received. It is accrual-based accounting, not cash-based accounting, that is also recognised by the IFRS. As a result, there is no possibility of recording one account while disregarding another, which could occur if firms used cash accounting.
This is why this financial statement always remains balance. When accounting transactions are properly documented by the accountants, the asset section and the liabilities and equity section will always be equal. 
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1. Return on Capital Employed (ROCE)
When it comes to measuring profitability and capital efficiency, the return on capital employed (ROCE) information is important (Almamy et al., 2016). Another way to think about it is that this ratio can be used to determine how efficiently capital is being used by a firm. The ROCE for Chocco plc is calculated below;
We know,
ROCE =
EBIT = EBT + interest payment
Capital Employed = Total Assets – Current Liabilities
	Year
	Earnings before interest and tax
(£ million)
	Capital Employed
(£ million)
	ROCE

	31December 2020
	620 + 226 = 846
	9,736 + 2,511 = 12247
	6.907%

	31December 2019
	539 + 181 = 720
	10,087 + 3,046 = 13133
	5.48%


       
2. Return on Equity (ROE)
ROE measures how successfully a firm uses equity (stockholders' money and retained earnings) to generate profit. Another way to put it is that ROE measures a company's capacity to convert equity capital into profit.
We know,
ROE = 


	Year
	Net Profit
(£ million)
	Shareholder’s Equity
(£ million)
	ROE

	31 December 2020
	431
		3,088 



	13.957%

	31 December 2019
	366
	2,912
	12.568%



3. Earnings Per Share (EPS)
Earnings per share which is also known as EPS is a key financial metric that reflects a company's profitability.
We know,
EPS = 

	Year
	Net Profit – Preferred dividend
(£ million)
	Average outstanding common shares 
(£ million)
	EPS

	31 December 2020
	431 – 0 = 431
		300 /.5 = 600 



	71.833%

	31 December 2019
	366 – 0 = 366
	300 /.5 = 600
	61%



4. Net profit margin
The net profit margin is a statistic that shows how successfully a firm converts its revenues into profits.
We Know
Net Profit Margin = 
	Year
	Net Profit
(£ million)
	Net Sales
(£ million)
	Net Profit Ratio 
(Net Profit/ Net sales)


	31 December 2020
	431
	6,738
	6.39%

	31 December 2019
	366
	6,441
	5.68%



5. Asset turnover
Asset turnover is a ration which is found by dividing the net sales by total assets of a company. This parameter assists investors in determining how well firms use their assets to produce revenues.
We know,
Asset Turnover = 
 / 
	Year
	Net Sales
(£ million)
	Total Assets
(£ million)
	Asset Turnover

	31 December 2020
	6,738
	9,736
	69.20%

	31 December 2019
	6,441
	10,087
	63.85%



6. Stock holding days
The stock holding days shows the average number of days that a firm retains inventory. It is calculated by dividing the inventory by cost of sales and multiply the answer by 365.
We know,
Stock Turnover days = 

	Year
	Inventory
(£ million)
	Cost of Goods Sold
(£ million)
	Stock Holding days

	31 December 2020
	708
	3,235
	79.88 or 80 days

	31 December 2019
	659
	3,096
	77.69 or 78 days



7. Debtors collection period
The debtors' collection period is the average time a firm takes to recover money owing to it by trade debtors
We know, 
 Debtors collection period = 
	Year
	Accounting Receivable
(£ million)
	Sales on Credit
 (£ million)
	Debtors collection period

	31 December 2020
	1,249
	6,738
	67.65 0r 68 days 

	31 December 2019
	1,287
	6,441
	72.93 or 73 days



8. Current ratio
The current ratio is one of the most effective liquidity ratios which is used to determine the capability of an organisation to meet the short-term liabilities with its current asset.
We know,
 Current ratio = 

	Year
	Current Asset
(£ million)
	Current Liability
 (£ million)
	Current ratio

	31 December 2020
	2,303
	2,511
	0.9 :1

	31 December 2019
	2,355
	3,046
	0.77:1



9. Gearing ratio
A gearing ratio is a financial ratio that measures owner equity or capital to borrowed money.
We know,
Gearing ratio = 
	Year
	Total Debt
 (£ million)
	Total Shareholder’s Equity
 (£ million)
	Gearing ratio

	31 December 2020
	2511 + 4137 = 6648
	3,088
	2.15

	31 December 2019
	3,046 + 4129 = 7175
	2,912
	2.46



10. Interest Coverage Ratio
How many times can a company repay its present interest payments with available earnings? That is what the interest coverage ratio measures. As a result, it measures the company's ability to pay interest on its debt within a particular time frame.
We know,
Interest coverage ratio= 

	Year
	Earnings before interest and tax
(£ million)
	Interest expense
(£ million)
	Interest coverage ratio

	31December 2020
	620 + 226 = 846
	226
	3.74

	31December 2019
	539 + 181 = 720
	181
	3.97
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Answer to the question no 2 (b)
In order to comment on Chocco plc’s financial performance and position, the findings of the above calculation have been shown in the table below;
	Serial No
	Ratios
	2020
	2019

	1
	Return on Capital Employed
	6.907%
	5.48%

	2
	Return on Equity
	13.96%
	12.57%

	3
	Earnings Per Share
	71.83%
	61%

	4
	Net Profit Margin
	6.39%
	5.68

	5
	Asset Turnover
	69.20%
	63.85%

	6
	Stock Holding Days
	80
	78

	7
	Debtors Collection Period
	68
	73

	8
	Current Ratio
	0.9:1
	0.77:1

	9
	Gearing Ratio
	2.15
	2.46

	10
	Interest Coverage Ratio
	3.74
	3.97



As shown in the table above, both ROCE and ROE grew in 2020 which indicates that the company is performing well in terms of converting capital into the return. Earnings per share and profit margin also increased in 2020. The increase in asset turnover indicates that Chocco plc is generating more revenue from its assets. Though Average stock holding days rose by 2 days in 2020, this is not causing alarm. The company has reduced the cash collection period. In 2020, the debts are collected 5 days faster. The company's current ratio has also improved, indicating an improved ability to pay current debts.  But it still remains below 1, indicating liquidity risk. The gearing ratio is practically identical to last year's, dropping from 2.46 to 2.15. The company is dangerous due to its reliance on external indebtedness. While 2020's net revenue increased, its interest-paying capacity declined from 3.98 to 3.74. However, it can be concluded that the company has performed well in 2020 compares to 2019.
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