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[bookmark: _Toc80694094]Introduction
In the first part, the report develops 2 financial statements- Profit-loss statement & statement of financial positions, of Kedison Plc for the year ended 2020. Then, it discusses the reasons behind the balancing feature of the developed statement of financial position of Kedison Plc. in the second part, it calculates some financial ratios for analyzing the financial performance and financial position of Chocco Plc for 2019 & 2020. Finally, it ends with an explanation and comments on the financial performance and position of Chocco Plc based on those ratios. 
[bookmark: _Toc80694095]Question 1
[bookmark: _Toc80694096]Financial Statements of Kedison Plc showing financial performance in 2020 and financial position on 31st December 2020
Table Name: Profit-loss Statement of Kedison Plc for the year ended December 2020
[image: ]
Explanation: As per accounting standards, sales are recorded as revenue when they are sent to customers irrespective of the timing of the payment for the goods by customers to the company (Murphy, 2020). As the company had sent goods to its customers on 31st December 2020, it must be recorded as part of the revenue of its 2020 performance which is why £980.00 unrecorded sales were added to revenue for determining the net sales of the company in 2020. The cost of goods sold was subtracted from net sales for finding gross profit which was £248,980.00. then, the summation of all operating expenses of the company in 2020 was subtracted from the gross profit for finding operating profit in 2020. Now, according to applicable accounting standards, costs must be matched with revenue (Reddy,2020). Here, sales commission was in respect of December sales. As a result, it was added as part of operating expenses.  Then the finance cost was subtracted from the operating profit for finding profit before tax. The workings for finance cost calculation is given below:
Workings 1: Calculation of finance cost of the company
[image: ]
As the company had a £100,000.00 debenture and the interest rate was 4%. So, the total interest expense should have been £4,000.00. but the company only paid 2,000.00. as accrual basis accounting system is required to be followed. So, the accrued 2,000 along with paid 2000 was considered as the finance cost of the year. Finally, the corporate tax expense was subtracted from Profit before tax for finding the net income or profit after tax. Therefore, the company made £110,980.00 profit for its shareholders.
The financial position of the company on 31st December 2020 is shown below through the statement of financial position


Table Name: The statement of financial position of Kedison Plc on 31 December 2020
[image: ]
Explanation: as the company sent its sold goods on 31st December 2020, the credit sales will raise the debtors as well which is why it was added to debtors. As the tax on income of the company in 2020 will be paid in 2021, the tax payable will be a short-term debt as it is expected to be paid within 1 year. The same logic goes with accrued interest costs. As per the company’s policy, the preferred is treated as part of equity. The company keeps its undistributed profit in its retained earnings accounts and pays dividends from this account as well (Franklin, 2020). This is why the two dividend payments were subtracted from retained earnings and profit after tax of the company in 2020 was added to the account. So, the company had an Asset base, net worth, and debt of £1,147,335.00, £802,980.00, and £344,355.00 respectively.
[bookmark: _Toc80694097]Reasons behind the balancing feature of the statement of financial position of the company
Notably, Kedison Plc’s asset base of £1,147,335.00 was equal to the summation of equity, £802,980.00, and liabilities, £344,355.00. The first and the core reason behind this was the usage of a double-entry bookkeeping system in the recording of transactions of Kedison Plc.  The double-entry book-keeping system states that every transaction will affect at least two separate accounts of a company and the extent of the effect will always result in the maintenance of the company’s Assets = Liabilities + Owners’ equity (Peterson, 2020). As a result, if any transaction raises the asset account of a company by a certain amount, it must either have to decrease another asset account or have to raise liabilities or have to raise owners’ equity for making sure the transaction does not violate the equation Assets = Liabilities + Owners’ equity. For example, when £980.00 valued sales were recorded as revenue, it raised the company’s profit which is a part of owners; equity. But at the same time, it also raised Debtors which is a type of Asset by £980.00. as a result, the balancing of the above equation was maintained.
Besides, even if the accounting perspective is set aside, the logic for the balancing can also be made. A company will either have to generate profit or have to raise capital from its owners as part of the equity or have to raise funds as debt so that it can purchase or internally develop its assets (Harshal, 2020).  Now, generated profit and raised capital from owners are considered as part of the equity of the company. this is also another reason for which Kedison Plc’s Statement of financial position had the balancing feature.
[bookmark: _Toc80694098]Question 2
[bookmark: _Toc80694099]Calculation of financial ratios of Chocco plc using financial statements of it in 2020
[bookmark: _Toc80694100] Return On Capital Employed (ROCE)
First, Earnings Before Interest and Tax (EBIT) of Chocco Plc will be calculated for the 2 years by adding profit/loss on sale of fixed assets with operating profit. Then, the calculated EBIT will be divided by capital employed for calculating ROCE (Paul, 2020). The short-term debt of the company will be subtracted from the total asset for calculating the capital employed by the company in the 2 years.
[image: ]
Table name: Calculation of ROCE
[image: ]
The company generated 9.86% and 11.40% returns for its investors in 2019 and 2020 respectively
[bookmark: _Toc80694101]Return On Equity (ROE)
Chocco Plc’s net profit will be divided by its total equity for finding the ROE in the 2 years.
[image: ]
Table name: Calculation of ROE
[image: ]
the company could generate 12.57% and 13.96% returns for its equity holders or owners in 2019 and 2020 respectively.
[bookmark: _Toc80694102]Earnings per Share (EPS)
The net profit of the company will be divided by the number of shares for finding the EPS of the company in the 2 years. The ordinary share capital value of the company will be divided by the per-share book value of the company for finding the number of shares (Greybeal, 2020). Due to the company not having any preferred shares, it will not be subtracted from net profit for finding the EPS of the company.
[image: ]
Table name: Calculation of EPS
[image: ]
So, the company generated £0.61 and £0.72 earnings for its owners in 2019  and 2020 respectively.
[bookmark: _Toc80694103]Net Profit Margin
The net profit of the company will be divided by revenue for calculating this ratio.
[image: ]
Table name: Calculation of Net Profit Margin
[image: ]
Every £1000.0 sale of the company resulted in £56.8 and £64.00 net profit in 2019 and 2020 respectively.
[bookmark: _Toc80694104]Asset Turnover
The revenue of the company will be divided by total assets for finding this ratio in the 2 years (Erkki, 2018).
[image: ]
Table name: Calculation of Asset Turnover
[image: ]
The company could generate £0.64 and £0.69 revenue using every £1 asset in 2019 & 2020.

[bookmark: _Toc80694105]Stock Holding days 
The Quotient, from the division of average inventory by Cost of Sales, will be multiplied by 365 for finding the stock holding days of the company in the 2 years. 
[image: ]
Table name: Calculation of Stock Holding days
[image: ]
The company had to hold its inventory on average 77.69 and 79.88 days before converting them into sales in 2019 & 2020 respectively.
[bookmark: _Toc80694106]Debtors Collection period  
[image: ]
Table name: Calculation of Debtors collection period 
[image: ]
The company needed 72.93 and 67.66 days on average for collecting its trade receivables from its debtors in 2019 & 2020 respectively.
Current Ratio
The company’s total current asset will be divided by its total current liabilities for finding this ratio for the 2 years (Nishanta, 2020).
[image: ]
Table name: Calculation of Current ratio
[image: ]
The company had £77 and £92 current assets for every £100 current liabilities in 2019 & 2020 respectively.
[bookmark: _Toc80694107]Gearing Ratio
The company’s total liabilities will be divided by total equity for finding the gearing ratio of the company in 2019 & 2020.
[image: ]
Table name: Calculation of Gearing ratio
[image: ]
The company’s debtholders had £2.46 & £2.15 investments in 2019 & 2020 respectively for every £1 investment by its owners.
Interest coverage ratio
The calculated EBIT of the company will be divided by interest payable for finding the interest coverage ratios for the 2 years.
[image: ]
Table name: Calculation of interest coverage ratio
[image: ]
The company could pay 3.83 & 3.65 times of its interest payables with its earnings in 2019 & 2020 respectively.
[bookmark: _Toc80694108]Analysis of financial performances and financial position of Chocco Plc in 2019 & 2020 based on the calculated ratios 
The financial performance of a company means its revenue-generating capacity for its investors, its asset utilizing capacity, cost handling capacity, etc. (Barnes, 2019). Firstly, the company generated more than 8% return for its investors and more than 12% return for its equity holders in the 2 years. Whether they were the same or above or below its investors’ expectations can not be said based on the given information. But it successfully managed to raise return for its investors in 2020 compared to 2019. It raised return for its equity holders in 2020 by nearly 1.39 percentage points indicating growth in the company’s performance. Secondly, while assessing asset utilizing capacity, the company generated more sales from per dollar asset usages indicating higher efficiency in terms of asset utilization depicted by its growth of asset turnover ratio (Lee, 2020). The company also lowered its inventory holding period indicating better management of inventory. Because this will reduce its inventory holding costs which will contribute towards the growth of profit. The company also enhanced its receivable collection ability as it took fewer days on average to collect its receivables. This indicates it improved its sales terms fixing ability, customer selection ability, and sales negotiation capacity (Anthony, 2019). Finally, the enhancement of its efficiency had contributed towards higher sales, lower costs. This has resulted in a higher net profit margin in 2020 compared to 2019. The company was able to raise its net profit margin by nearly 0.72 percentage points.
Now, the financial position of a company depicts the types of assets it holds, the level of debt or equity it raises compared to its asset, its debt-paying capacity, etc. In 2019 the company purchased or internally developed 71% of its assets using debt capital. Though it generated a higher interest tax shield for the company it also raised its financial distress cost (Rajan, 2020). But it could reduce its debt exposures by paying some of its debt. The company had more current assets for paying its current debt indicating higher financial strength and lower default possibility. Besides, it could cover 3 times its interest payables with its earnings indicating sound financial strengths and lower default possibility. 
[bookmark: _Toc80694109]Conclusions
So, Kedison Plc generated £110,980.00 profit for its shareholders in 2020 and had an asset base of £1,147,335.00 with £802,980.00 net worth on 31st December 2020. The main reason behind the balancing feature of the statement of financial position is the usage of a double-entry bookkeeping system in the recording of transactions of Kedison Plc. Chocco Plc was able to grow its return for its investors, reduce its financial risk, escalate its efficiency in 2020 compared to 2019.
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Items  2019 2020

Operating profit 699.00             805.00     

Plus: Profit/loss on sale of fixed assets (5.00)                19.00       

EBIT 694.00             824.00     

Total assets 10,087.00        9,736.00  

Less: Current liabilities  3,046.00          2,511.00  

Capital Employed  7,041.00          7,225.00  

ROCE (EBIT÷Capital Employed)*100 9.86% 11.40%
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Items  2019 2020

Net profit or profit after tax 366.00        431.00     

Total Equity  2,912.00     3,088.00  

ROE (Net Profit/Total Equity)*100 12.57% 13.96%
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Items  2019 2020

Ordinary Share Capital (OSC) 300.00        300.00     

Per share Book value (BV) 0.5 0.5

Number of shares (OSC÷BV)

600.00        600.00     

Net profit or profit after tax 366.00        431.00     

EPS (Net Profit / number of shares) 0.61 0.72
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Items  2019 2020

Net profit or profit after tax 366.00             431.00     

Revenue 6,441.00          6,738.00  

Net profit margin (Net profit/Revenue)*100 5.68% 6.40%
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Items  2019 2020

Revenue 6,441.00          6,738.00         

Total assets 10,087.00        9,736.00         

Asset Turnover (Revenue/Total Assets) 0.64 0.69
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Items  2019 2020

Inventory 659.00        708.00     

Cost Of Sales (COGS) 3,096.00     3,235.00  

Stock Holding Days (Inventory/COGS)*365 77.69          79.88       
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Items  2019 2020

Trade receivables 1287 1249

Revenue 6441 6738

Debtors collection period (Trade recivables/Revenue)*365 72.93          67.66       
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Items  2019 2020

Total Current Asset 2,355.00          2,303.00         

Total Current Liabilities  3,046.00          2,511.00         

Current RATIO (current asset/current liabilities) 0.77                 0.92                
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Items  2019 2020

Total Current Liabilities  3,046.00     2,511.00  

Total Non-Current Liabilities  4,129.00     4,137.00  

Total Liabilities  7,175.00     6,648.00  

Total Equity  2,912.00     3,088.00  

Gearing ratio (Total Liabilities/Total Equity) 2.46            2.15         
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Items  2019 2020

EBIT 694.00             824.00            

Interest Payable 181.00             226.00            

Interest Coverage ratio (EBIT/Interest payable) 3.83                 3.65                
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image2.tmp
[Particulars [Amount (§)
[Reveme from sales 826,630.00
[Unrecorded and unledgered Credit Sales 980.00
[Net Sales 827,630.00
|Cost Of Goods Sold (578,650.00)|
[Gross Profit 243,980.00
|Operating Expense

|Administrative expenses (30,000.00)
[Directors remuneration (5.000.00)
[Distribution costs (28,000.00)
[Unrecorded Accrued sales commission (3.000.00)
[Total Operating Expense (66.000.00)
[Operating Profit 182,980.00
[Finance Cost (Workings 1) (4,000.00)
[Finance Income B
[Profit Before Tax 178,980.00
[Tax expense (68.000.00)
[Profit After Tax 110,980.00
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Items  Amount (£)

Paid portion of the interest  2000

Accrued Interest Expense (£4,000-£2,000) 2000

Total finance or Interest Cost (£100,000*4%) 4000
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Particulars  Amount (£)2 Amount (£)3

Assets

Long-Term Assets

Plant and equipment 632,730.00                

Stock investments 330,600.00                

Total Long-Term Asset 963,330.00      

Short-term Assets

Debtors

Plus: Unrecorded and unledgered Credit sales 

171,105.00                

Cash and bank 12,900.00                  

Total Short-term Asset 184,005.00      

Total Asset 1,147,335.00   

Equity and Liabilities 

Short-term Liabilities 

Trade creditors 171,355.00                

Accrued Interest Expense  2,000.00                    

Accrued unrecored Sales Commision 3,000.00                    

Tax payable  68,000.00                  

Total short-term Liabilities  244,355.00      

Long-term Liabilities

4% Debentures 100,000.00      

Total Liabilities  344,355.00      

Equity 

£1 ordinary shares 310,000.00                

10% £1 preference shares 300,000.00                

Retained Earnings 

Beginning Retained Earnings 

Less: Ordinary share Dividend Paid 

Less: Preferred share Dividend Paid 

Plus: Profit After Tax for the ended Dec 2020

Net Retained Earnings  192,980.00                

Total Equity 802,980.00      

Total Equity and Liabilities  1,147,335.00   
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