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Question 1
A:
Kendison PLC financial statements
	Profit and Loss account 
	 

	Sales 
	826,650.00

	COGS  
	578,650.00

	GP(Gross Profit)
	248,000.00

	Expenses 
	 

	Dividends(Ordinary) 
	20,000.00

	Interest Paid 
	2,000.00

	Administrative Expenses
	30,000.00

	Preference dividends 
	30,000.00

	Distribution Costs
	28,000.00

	Directors remuneration
	5,000.00

	Total expenses 
	115,000

	 
	 

	EBIT
	133,000

	Corporate tax 
	68,000

	Retained  Earnings
	65,000

	 
	 

	Statement  of Financial position 
	 

	Assets
	 

	Stock 
	330,600.00

	Debtors
	170,125.00

	Plant and Equipment 
	632,730.00

	Debtors accrued
	980

	Cash and bank 
	12,900.00

	Total Assets
	1,147,335

	Liabilities 
	 

	Trade Creditors
	171,355

	Commission owed to Sales men 
	3,000

	Total liabilities
	174,355

	Financed By 
	 

	Retained profits brought forward
	12,900

	Retained earnings
	65,000

	Ordinary shares 
	310,000

	10% Preference shares 
	300,000

	4% Debentures 
	100,000

	Owners Equity 
	185,080






 B:
Why does the statement of financial position balance?
The IFRS statute of double entry is the main rationale why a balance sheet balances. All entries are recorded in at least two different accounts as required by the IFRS standards. The same standard provides guidelines that serve as a check to ensure that the entries are comparable. Assets should always match the total of liabilities and owner's equity as required by the IFRS principle. 
















Question 2
A:
Ratios for Chocco plc 2019 and 2020
The Rations 
	
	
	2020
	2019

	1
	 ROCE =  EBIT/Capital Employed 
	
	

	
	EBIT 
	846
	720

	
	Capital Employed 
	7225
	7041

	
	ROCE
	0.117093
	0.102258

	
	
	
	

	2
	ROE =Net Income / Shareholders’ Equity 
	2020
	2019

	
	Net Income 
	431
	366

	
	Shareholders’ Equity 
	3088
	2912

	
	ROE 
	0.139573
	0.125687

	
	
	
	

	3
	EPS=(Net income - preferred dividends)/Average outstanding common shares
	2020
	2019

	
	Net income 
	431
	366

	
	Average outstanding common shares
	300
	300

	
	
	1.436667
	1.22

	4
	Net Profit margin = Net Profit  ⁄  Total revenue x 100
	2020
	2019

	
	Net profit
	431
	366

	
	Total Revenue 
	6738
	6441

	
	
	6.396557
	5.682347

	5
	Asset turnover Ratio=Net sales/ Average Assets 
	2020
	2019

	
	Net sales revenues
	6738
	6441

	
	Average Assets 
	9736
	10087

	
	
	0.692071
	0.638545

	6
	Stock holding days =(Inventory/Cost of sales)*365
	2020
	2019

	
	Inventory 
	708
	659

	
	Cost of Sales 
	3235
	3096

	
	
	79.88253
	77.69218

	7
	Debtors collection Period=(Trade Receivables/ Sales Revenue)*365
	2020
	2019

	
	Trade Receivables 
	1249
	1287

	
	Sales Revenue 
	6738
	6441

	
	
	67.6588
	72.932

	8
	Current ratio=Current Assets/Current Liabilities 
	2020
	2019

	
	Current Assets
	2303
	2355

	
	Current Liabilities 
	2511
	3046

	
	
	0.917164
	0.773145

	9
	Gearing Ratio=Total debt/Stockholders’ Equity
	2020
	2019

	
	Total debt 
	4137
	4129

	
	Stockholders’ Equity 
	3088
	2912

	
	
	1.339702
	1.417926

	10
	Inventory Cover ratio=Cost of goods Sold/Average Inventory 
	2020
	2019

	
	Cost of goods sold 
	3235
	3096

	
	Average Inventory 
	708
	659

	
	
	4.569209
	4.698027



Statement of Financial position 
	Profit and Loss account 
	

	Sales 
	             826,650 

	Cost of sales 
	             578,650 

	Gross profit
	             248,000 

	Expenses 
	

	Ordinary dividends 
	               20,000 

	Preference dividends 
	               30,000 

	Administative Expenses
	               30,000 

	Interest Paid 
	                 2,000 

	Directors renumeration
	                 5,000 

	Distribution Costs
	               28,000 

	Total expenses 
	             115,000 

	
	

	EBIT
	             133,000 

	Corporate tax 
	               68,000 

	Retained  Earnings
	               65,000 

	
	

	Statement  of Financial positon 
	

	
	

	Assets
	

	Plant and Equipment 
	             632,730 

	Stock 
	             330,600 

	Debtors
	             170,125 

	Debtors accrued
	                     980 

	Cash and bank 
	               12,900 

	Total Assets
	         1,147,335 

	Liabilities 
	

	Trade Creditors
	             171,355 

	Commission owed to Sales men 
	                 3,000 

	Total liabilities
	             174,355 

	Financed By 
	

	Retained profits brought forward
	               12,900 

	Retained earnings
	               65,000 

	Ordinary shares 
	             310,000 

	10% Preference shares 
	             300,000 

	4% Debentures 
	             100,000 

	Owners Equity 
	             185,080 



ROCE
ROCE is a profitability financial ratio that assesses how proficiently a firm spends its funds. The ratio denotes to the analyst how much profit each amount of currency generates. ROCE is computed by dividing a corporation's EBIT (net earnings before interest and taxes) by the capital employed. Capital employed is defined as the total assets of the firm less all liabilities (Shrotriya, 2019)  EBIT often referred to as operating income denotes how much a firm earns from its operations exclusively, not including  interest and taxes. EBIT is computed by deducting sales revenue from COGS (cost of goods sold) and operating expense (Shrotriya, 2019).
ROCE=  EBIT/Capital Employed 
	
	2020
	2019

	 ROCE =  EBIT/Capital Employed 
	
	

	EBIT 
	846
	720

	Capital Employed 
	7225
	7041

	ROCE
	0.117093
	0.102258



ROE
ROE is the measure of a firm's annual revenue divided by the value of firm entire shareholders' equity given as a percentage. ROE can also be computed by dividing the firm’s dividend by its profits retention rate. ROE is a metric that quantifies a firm’s profitability in relation to its stockholders' equity (Utami and Darmawan 2019, p 20).The higher the return on equity the better a firm’s management is at creating profits and growth from its equity investment.
ROE = Net earnings (Income) / Shareholders’ Equity 
	ROE  
	2020
	2019

	Net Income 
	431.0
	366.0

	Shareholders’ Equity 
	3088.0
	2912.0

	Result
	0.139573
	0.1298



Earnings per Share (EPS)
EPS stands is computed by dividing net income accessible to common shareholders by the average number of shares outstanding for specified time duration(t). The EPS is computed by dividing a firm’s net Income by the number of outstanding shares of common stock. Since corporations may issue or buy back shares year round, the genuine EPS is difficult to calculate , an average is utilised when computing the ratio(Arsal, 2021, p. 15) Since the quantity of outstanding shares can fluctuate, utilising a mean of outstanding shares yields  a more precise representation of the firm ’s earnings.
EPS=(Net income(earnings) - preferred dividends)/ Mean average of  outstanding  shares(common)

	EPS
	2020
	2019

	Net income 
	431.0
	366.0

	Average outstanding common shares
	300.0
	300.0

	EPS
	1.4897
	1.22


Net profit Margin
The NP margin is a profitability ratio that computes net income or profit as a percentage of sales revenue. This ratio represents a firm’s segment's net profits (earnings) to gross revenues. The NP margin indicates how much profit a firm can generate out of each dollar of revenue it receives. Investors can utilise the NP margin to see if a firm’s management is making adequate sales revenue money from its sales and also ensure that operational and overhead costs are under control (Nariswari and Nugraha, 2020, p.88) This profitability ratio is determined as a percentage by subtracting all of the firm’s expenses from its total sales revenue.
Net Profit margin = Net Profit  ⁄  Total revenue x 100
	
	2020
	2019

	Net profit
	431.0
	366.0

	Total Revenue 
	6738.0
	6441.0

	
	6.396557
	5.682347



Asset turnover
The asset turnover ratio denotes the firm’s ability to create revenue streams or sales from its assets. The ratio compares the total movable and immovable assets to net sales. Net sales are computed as a proportion of total assets in the asset turnover ratio. This efficiency ratio is computed by dividing net sales by a firms average movable and immovable assets (Patin, et al., 2020, p.25) When comparing to industrial peers with a lower ratio, a firm with a  robust asset turnover ratio is more efficient. , Net sales are the total revenue generated after subtracting sales returns, discounts, and allowances.
Asset turnover Ratio=Net sales/ Average movable and immovable Assets 

	Asset turnover Ratio=Net sales/ Average movable and immovable Assets 
	2020
	2019

	Net sales revenues
	6738
	6441

	Average movable and immovable Assets 
	9736
	10087

	
	0.692071
	0.638545



Stock holding days
The stock holding period denotes the mean number of days a firm keeps inventory. To establish the stock holding time, divide stock by cost of goods sold and proliferate the result by 365 days (Fernande and Shetty, 2019)
	Inventory  holding days =(Inventory/Cost of sales)*365
	2020
	2019

	Stock(Inventory)
	708
	659

	Cost of Sales 
	3235
	3096

	
	79.88253
	77.69218



Debtors collection Period
The average time it takes to collect credit debts is indicated by the Debtor Collection Period. A shorter amount of time is a sign of improved efficiency. The ratio allows the business to evaluate the actual collection period to the credit term awarded or theoretically. The mean average  debt collection period is derived by dividing a firm annual accounts receivable(AR) balance by its total net sales for the previous year, then multiply that sum by 365 to get a number in days(Ranaweera et al., 2020)
	Debtors collection Period=(Trade Receivables/ Sales Revenue)*365
	2020
	2019

	Trade Receivables 
	1249
	1287

	Sales Revenue 
	6738
	6441

	
	67.6588
	72.932



Current Ratio
The current ratio is the amount of cash on hand divided by the amount of money owed. Current assets are divided by current liabilities to compute the current ratio. The current ratio denotes how much a firm’s current assets can cover up its current obligations. This metric indicates how liquid the firm’s assets are, and hence how readily it will be able to reimburse its short-term obligations as they reach maturation.
	Current ratio=Current Assets/Current Liabilities 
	2020
	2019

	Current Assets(CA)
	2303.0
	2355.0

	Current Liabilities (CL)
	2511.0
	3046.0

	
	0.917164
	0.773145


Gearing Ratio
The firm’s financial leverage, or else the amount of interest-bearing liabilities in  firms capital structure, is evaluated by the gearing ratio. The most effective method to compute the ratio is to divide total debt by stockholders equity (capital). It can also be computed by multiplying total debt by total capital (Rahman, 2018)
	Gearing Ratio=Total debt/Stockholders Equity
	
	

	Total debt 
	4137
	4129

	Stockholders’ Equity 
	3088
	2912

	
	1.339702
	1.417926



Inventory Cover ratio
The inventory turnover (stock turnover ratio) is a financial ratio of inventory management efficiency. This efficiency ratio is computed by dividing the cost of goods(COGS) sold by total or average stock to decide how many occasions inventory is  sold in a financial year . The ratio is used to identify if inventory levels of inventory were high in comparison to sales (Nofiana and Sunarsi., 2020,p.100)
	Inventory Cover ratio=Cost of goods Sold/Average Inventory 
	2020
	2019

	Cost of goods sold 
	3235.0
	3096.0

	Average Inventory 
	708.0
	659.0

	
	4.569209
	4.698027



Comment on financial performance and position of Chocco Plc 
Chocco Plc current ratio indicates solid liquidity. The firm appears to be doing  well in controlling their debt collection times. However, the rationale for the longer trade payable collecting timeframes must be investigated. The firm has long inventories holding times. Longer-than-necessary inventory holding could mean that the firm has funds locked up in inventory unnecessarily. The asset turnover (AS) ratio of the firm is more than 60%. The robust the ratio, the more effective the firm is at generating sales or revenues from its existing asset base. A lower ratio denotes that a corporation is not effectively utilising its assets and may be experiencing financial difficulties. . Furthermore, the firm has multiple gearing ratios. A high gearing ratio denotes that a high debt-to-equity ratio, whilst a less gearing ratio illustrates a low debt-to-equity ratio. In general terms the firm has feasible financial health and its likely to continue operations into foreseeable future.
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