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[bookmark: _Toc77658374]Answer No: 1
Workings
W1: Interest Accrued 
Interest applicable for the year 2020 
= £100,000 × 4%	
= £4000

Accrued Interest 
= Interest applicable for the year 2020 - Interest Paid during the year 2020 
= £4000 - £2000	
= £2000

W2: Retained Earnings
Closing Retained earnings
= Opening retained earnings + Profit for the year – Dividend paid 
= £132,000 + 110,980 – (£20,000 + £30,000)
= £192,980
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[bookmark: _Toc77658375]1.a. Profit and Loss statement
Based on the information provided for Kedison PLC for the year 2020 and using the workings done above, the Profit and Loss statement has been developed for the year ended in 31st December 2020 as following:
	Kedison PLC
Profit and Loss statement
For the year ended 31 December 2020

	
	Particulars
	Amount (£)
	Amount (£)

	
	Sales Revenue
	 826,650 
	 

	Add:
	Accrued (Ref: Additional information 3)
	                   980 
	827,630 

	Less:
	Cost of sales
	 
	           578,650 

	
	Gross profit
	 
	          248,980 

	Less:
	Operating Expenses
	 
	 

	
	Directors’ remuneration
	                5,000 
	

	
	Administrative Expenses
	              30,000 
	 

	
	Distribution costs
	              28,000 
	 

	
	Commission Expense
	                3,000 
	             66,000 

	
	Profit Before Interest and Tax
	 
	          182,980 

	
	Interest Expense
	                2,000 
	 

	Add:
	Accrued (Ref: W1)
	                2,000 
	               4,000 

	
	Profit Before Tax
	 
	          178,980 

	Less:
	Income Tax in 2020
	 
	             68,000 

	
	Profit after interest and tax
	
	£110,980






[bookmark: _Toc77654654]1.a. Statement of financial position 
Based on the information provided for Kedison PLC for the year 2020 and using the workings done above, the statement of financial position has been developed as at 31st December 2020 as following: 
	Kedison Plc
Statement of Financial Position
31 December, 2020

	
	Particulars
	
	Amount (£)
	Amount (£)

	
	NON-CURRENT ASSET
	 
	
	 

	
	Property, plant and equipment
	 
	
	 £632,730 

	
	CURRENT ASSETS
	 
	
	 

	
	Stock as at 31 December 2020
	 
	 £330,600 
	 

	
	Debtors
	 £170,125 
	
	 

	Add:
	Accrued (Ref: Additional information 3)
	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 (Ref: W1)
	 
	       2,000 
	 

	
	Deferred Taxes
	 
	     68,000 
	        

	
	Total Current Liabilities
	
	
	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 (Ref: W2)
	 
	    192,980 
	 

	
	Total Equity
	 
	 
	 £802,980 



[bookmark: _Toc77658376]1.b. Reason of Statement of Financial Position being balanced
Statement of Financial Position is the representation of financial position of a company on the basis of assets, liability and equity on a particular point of time. The foundation of Statement of Financial Position is Assets goes to the debit side; on the other hand, liability and equity go to credit side (McLaney and Atrill, 2016).
Statement of Financial Position is prepared using double entry system of accounting. The principle of this system is every transaction of an entity will go to at least two separate accounts. That is why the debit portion is always equal to the credit portion (Agtarap-San Juan, 2017). For example, if a company purchase a machine in credit, then their asset will be increased by the amount of the machine, on the other hand, for purchasing it in credit their liability will also be increased by the same proportion. So, the asset side will be equal to the liability side. Now, if the machine is purchased in cash, then the assets will be increased by the amount of machine, at the same time the cash of the company will be reduced by the same amount. So, the effect will be zero and the asset side and the other side will be equal. That is why statement of financial position always balances.
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[bookmark: _Toc77658378]2.a. Calculation for ratios
For determining the performance of Chocco plc for the last two years, some ratios have been calculated for 20109 and 2020 based on the financial statement information provided: 

[bookmark: _Toc77658379]1 – ROCE
Formula: Return on Capital Employed = (Net income after tax)/ (Capital Employed) ×100

2

2019
= 366/ (2,912+ 4,129) ×100
= 5.20%
2020
= 431/ (3,088+ 4,137) ×100
= 5.97%


[bookmark: _Toc77658380]2- ROE
Formula: Return on Equity = (Net income after tax)/ (Equity) ×100

2019
= (£431)/ (£3,088) ×100
= 12.57%
2020
= (£366)/(£2,912) ×100
= 13.96%



[bookmark: _Toc77658381]3- EPS
Formula: Earnings Per Share = (Net Income After Tax)/(No of Equity Shares)

2019
= 366/600
= 0.61
2020
= 431/600
= 0.72




[bookmark: _Toc77658382]4- Net profit margin
Formula: Net Profit Ratio = (Net Income After Tax) / (Net Sales Turnover) ×100

2019
= 366/6,441 ×100
= 5.68%
2020
= 431/6,738 ×100
= 6.40%


 
[bookmark: _Toc77658383]5- Asset turnover
Formula: Asset turnover = (Net Sales Turnover)/(Total Asset)  ×100

2019
= 6,441/( £10,087)
= 0.64
2020
= 6,738/( £9,736)
= 0.69


[bookmark: _Toc77658384]6- Stock holding days
Formula: Stock holding days	= Inventory/(Cost of Sales)  ×365

2019
= 659/( £3096) ×365
= 78 days 
2020
= 708/( £3235)×365
= 80 days


 
[bookmark: _Toc77658385]7- Debtor’s collection period
Formula: Debt Collection Ratio= (Months or days in a years)/ (Debtors Turnover Ratio)

2019
= 365/5
= 73 days
2020
= 365/5.39
= 68 days




[bookmark: _Toc77658386]8- Current ratio
Formula: Current Ratio = (Current Assets)/(Current Liabilities)

2019
= 2,355/3,046
= 0.77: 1
2020
= 2,303/2,511
= 0.92: 1

 
[bookmark: _Toc77658387]9- Gearing ratio
Formula: Gearing ratio = (Non-current Debt)/(Capital Employed )  ×100

2019
= 4,129/(2,912+ 4,129) ×100
= 58.64%
2020
= 4,137/(3,088+ 4,137) ×100
= 57.26%


[bookmark: _Toc77658388]10- Invertor cover
Formula: Invertor cover = (Net Income before interest and Tax)/(Interest Expense)  ×100

2019
= 720/181
= 3.98 times
2020
= 846/226
= 3.74 times




[bookmark: _Toc77658389]2.b. Commenting on the Calculated ratios
The ratios computed before for Chocco plc have been analyzed in this section. The financial performance and position of the business have been analyzed using the ratios.
Chocco plc's ROCE, or Return on Capital Employed, ratio. 5.20% in 2019 and 5.97% in 2020. The Return on Capital Employed ratio is the percentage of profit gained on each pound of capital employed (Richwood and Thomas, 2018). It is noted that the ratio dropped somewhat from the previous year, but the reduction was not substantial.
Return on Equity, or ROE, is a term that refers to the profit made by shareholders in a given year (Anil, 2019). Chocco plc. Has a ROE of 12.57%, which was raised to 13.96% in 2020.

Earnings per share, or EPS, is a measure of profitability. It is the ratio of net profit generated to the total number of shares (Demski, 2018). Chocco plc's EPS was 0.61 in 2019 and 0.72 in 2020. As a result, it was raised.

Chocco plc's net profit margin. 5.68% in 2019 and will rise to 6.40% in 2020. This implies that the proportion of net profit to sales has increased from 2019 to 2020.

Thus, based on the aforementioned statistics, it can be concluded that Chocco plc's profitability performance. has been enhanced in 2020 compared to 2019. Although the company's ROCE has dropped marginally in 2020, the reduction is negligible.

The asset turnover ratio is a measure of a business's efficiency in converting its total assets into sales (Marriott et al, 2011). Chocco plc's asset turnover ratio. In 2019, it was 0.64 times, which has increased slightly to 0.69 times in 2020. This indicates that the business is effectively managing its assets and converting them to revenue, even if their efficiency does not increase much over the previous year (Mills et al., 2012).

In 2019 and 2020, the company's stock holding days were 77.69 days and 79.88 days, respectively. This implies that the business needed 77.69 days in 2019 to convert its inventory to revenues, compared to 79.88 days in 2020.

The collection time for debtors is the number of days needed by a business to collect its bill (Phillips et al., 2011). Chocco s.r.l. In 2019, they need 77.69 days to collect their invoices from consumers, compared to 0.77 days in 2020.

Thus, based on the above two ratios, the company's efficiency cannot be determined since, although they collected their bill faster than the previous year, their inventory took longer to convert to sales.

The company's current ratio was 0.77 in 2019 and 0.92 in 2020. The current ratio is the ratio of current assets to current liabilities. It shows a company's liquidity situation (Davies and Crawford, 2011). In 2019, the company's current assets were at £0.77 against its current liabilities of £1. However, by 2020, current assets would equal £0.92 for every £1 of current liabilities. As a result, the company's liquidity performance has improved.

Chocco plc's gearing ratio, in 2019, was 58.64%; in 2020, it will be 57.26%. Although the ratio has dropped somewhat, it remains very high. As a result, the business has a significant debt load in comparison to its equity capital.

The interest coverage ratio indicates how a business deducts interest cost from operational revenue (Cole, 2011). The ratio was 3.98 times in 2019, but was reduced to 3.74 times in 2020. These ratios do not vary much. Thus, the company's interest coverage situation remains unaltered.
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