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[bookmark: _Toc77601941]Question 1: Financial statements
a) The information provided in the case study shows the following balances:
	Kedison PLC - for the year ended 31st December 2020

	£1 ordinary chares
	
	           310,000 

	10% £1 preference shares
	
	           300,000 

	4% debentures
	
	           100,000 

	Plant and equipment
	            632,730 
	

	Stock at 31st December 2020
	            330,600 
	

	Sales
	
	           826,650 

	Cost of sales
	            578,650 
	

	Debtors
	            170,125 
	

	Trade creditors
	
	           171,355 

	Cash and bank
	               12,900 
	

	Retained profits at 1st January 2020
	
	           132,000 

	Ordinary dividend paid
	               20,000 
	

	Preference dividend paid
	               30,000 
	

	Administrative expenses
	               30,000 
	

	Interest paid
	                 2,000 
	

	Directors remuneration
	                 5,000 
	

	Distribution costs
	               28,000 
	

	
	         1,840,005 
	       1,840,005 




Based on this and the additional data presented, the following Profit and loss statement and Statement of financial position have been created:
	Profit and Loss Statement for the year ended 31st December 2020

	
	
	

	Sales
	
	           827,630 

	Cost of sales
	
	           578,650 

	Gross profit
	
	           248,980 

	Administrative expenses
	
	             30,000 

	Commission of salesmen
	
	               3,000 

	Distribution costs
	
	             28,000 

	Directors' remuneration
	
	               5,000 

	Earnings before interest and taxes
	
	           182,980 

	Interest paid
	
	               2,000 

	Corporate tax
	
	             68,000 

	Net income
	
	           112,980 

	
	
	

	Ordinary dividends paid
	
	             20,000 

	Preference dividend paid
	
	             30,000 

	Retained profits in beginning of year
	
	           132,000 

	Retained profits at end of year
	
	           194,980 



These financial statements are based on the foundation from the one for the previous year and the changes which took place during the analysed accounting period. Thus, the proposed figures in the statement of profit and loss and the one for the financial position of the company incorporate several key adjustments in several fields, as follows: 
Notes to Profit and Loss:
1) Sales = 826,650 + 980 = 827,630
2) Gross profit = sales – cost of sales = 827,630 - 578,650 = 248,980
3) Earnings before interest and taxes = Gross profit – administrative expenses – commission of salesmen – distribution costs – directors’ remuneration = 248,980-30,000-3,000-28,000-5,000 = 182,980
4) Net income = Earnings before interest and taxes – interest paid – corporate tax = 182,980-2,000-68,000 = 112,980
5) Retained profit at the end of the year = net income - ordinary dividends paid – preference dividend paid + retained profits in beginning of year = 112,980-20,000-30,000+132,000 = 194,980
Notes to statement of financial position: Debtors = 170,125+980 = 171,105
	Statement of financial position at 31st December 2020

	
	
	

	Assets
	
	

	Plant and equipment
	
	           632,730 

	Stock
	
	           330,600 

	Debtors
	
	           171,105 

	Cash/bank
	
	             12,900 

	Total assets
	
	       1,147,335 

	
	
	

	Liabilities
	
	

	Creditors
	
	           171,355 

	Employees payable
	
	               3,000 

	Tax payable
	
	             68,000 

	Total liabilities
	
	           242,355 

	
	
	

	Equity
	
	

	Retained profit
	
	           194,980 

	Ordinary shares
	
	           310,000 

	Preference shares
	
	           300,000 

	Debentures
	
	           100,000 

	Total equity
	
	           904,980 

	Total liabilities and equity
	
	       1,147,335 



b) The Statement of financial position balances due to the basic accounting equation, positing that assets always equal liabilities plus equity, which is represented by this financial statement. The Statement of financial position presents all assets, liabilities and equity elements of a company (CFI, 2021a). Assets are the possessions of the company and, in order to be obtained, they have to be funded either by equity or liabilities. This is why the two sides are equal (CFI, 2021a). This represents the fact that assets are financed either through internal sources of finance or external debt. 
This development is logical and explained by the nature of accounting transactions and the key principle of double entry (Accounting Coach, 2021). As a result, an increase/decrease in the asset side of the statement of financial position is always associated with a corresponding and equal of size increase/decrease change in terms of liabilities or equity (Accounting Coach, 2021). 
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ROCE = Earnings before interest and taxes / Capital employed
Capital employed = Total assets – Current liabilities
ROCE 2020 = 846/(9,736-2,511) = 846/7,225 = 11.7%
ROCE 2019 = 720/(10,087-3,046) = 720/7,041= 10.23%

ROE = Net income / Shareholders equity
ROE 2020 = 431/3,088 = 13.96%
ROE 2019 = 366/2,912 = 12.57%

Earnings per share = Net income/Shares outstanding 
EPS 2020 = 431/600 = 0.72
EPS 2019 = 366/600 = 0.61

Net profit margin = Net profit/Sales
NPM 2020 = 431/6,738 = 6.40%
NPM 2019 = 366/6,441 = 5.68%

Asset turnover = Sales / Total assets
Asset turnover 2020 = 6,738/9,736 = 0.69
Asset turnover 2019 = 6,441/10,087 = 0.64

Stock holding days = (Inventory/Cost of sales)*365
Stock holding days 2020 = (708/3,235)*365 = 79.88 days
Stock holding days 2019 = (659/3,096)*365 = 77.69 days

Debtors collection period = (Accounts receivable/Sales)*365
Debtors collection period 2020 = (1,249/6,738)*365 = 67.66 days
Debtors collection period 2019 = (1,287/6,441)*365 = 72.93 days

Current ratio = Current assets/Current liabilities
Current ratio 2020 = 2,303/2,511 = 0.92
Current ratio 2019 = 2,355/3,046 = 0.77

Gearing ratio = Total debt / Total equity
Gearing ratio 2020 = 6,648/3,088 = 2.15
Gearing ratio 2019 = 7,175/2,912 = 2.46

Inventory turnover = Cost of goods sold / Inventory
ICR 2020 = 3,235/708 = 4.57
ICR 2019 = 3,096/659 = 4.70
b) Based on the information in the financial statements provided and the ratio analysis, it can be stated that Chocco Plc has improved significantly its performance in 2020 as when compared to 2019. 
The Profit and loss account shows increase in sales and net income, as well as decrease in administrative expenses. The Statement of financial position shows a slight decrease in assets but also a decrease in liabilities, which is also evident by the gearing ratio. Equity, at the same time, has increased. All ratios which have been calculated show improvement in 2020 compared to 2019 results. Thus, it can be stated that the company improved its operational efficiency, profitability, liquidity and overall financial stability positions. More specifically, profitability increased as a result of higher earnings per share, improved net profit margin and increased ROE and ROCE. 
In relation to managerial efficiency, it should be noted that Chocco has been more efficient in collecting the funds from its debtors, as explained by the shorter debtor collection period in 2020. Nevertheless, stock holding days has slightly increased which is an area of concern (Hayes, 2020). It may mean a worsened ability to sell the products and keeping a higher amount of financial resources in inventory (Wild and Shaw, 2018). In contrast, the inventory holding period declined which could be seen as a positive development for the managerial efficiency of the company. Moreover, the company has managed to shorten the time of collecting its revenues from selling products on credit, as indicated by the decreased debtor collection period (Kenton, 2021). This is another sign for improved managerial efficiency. 
However, it should be noted that, the gearing and current ratios still need to be further improved as they identify a high reliance on debt and a certain degree of inability to cover short-term liabilities with current assets. In general, the current ratio should be above the threshold of 1 in order to establish a stable liquidity position (Wild, 2017).  The current levels of indebtedness and liquidity could cause issues for the company, especially in current times which are challenging for businesses around the world and featured with the impacts of global pandemic (CFI, 2021b). 
To sum up, the ratio analysis is of value in identifying key strengths and weaknesses of the company based on its financial performance during the period. Thus, it is possible to focus on certain areas of improvement in the future (Ingram, 2019). Moreover, the metrics are standardised and deliver objective findings (Ingram, 2019). Nevertheless, financial ratios analysis is quantitative in nature and overreliance may lead to missing important aspects of organisational decision-making. The analysis is also past-oriented due to its reliance on already happened events and may not be very indicative for some already occurring or future changes at the company (Vitez, 2021). Financial ratios are also inadequate in reflecting major macroeconomic trends affecting the company (Vitez, 2021). 
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