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[bookmark: _Toc92321536]Answer to 1 (a) 
[bookmark: _Toc92321537]Required profit and loss statement for the company (Kedison PLC) 
The following profit and loss statement have been constructed for the year that ended on 31st December 2020.
	Kedison PLC
Statement for Profit & Loss
For the year ended 31 December

	

	ITEMS
	AMOUNT
	AMOUNT

	Turnover of Sales
	£ 826,650
	

	(+) Revenue accrued
	980
	

	     Net Sales
	
	£ 827,630

	(-) Sales cost
	
	578,650

	GROSS PROFIT
	
	248,980

	(-) Operating Expenses:
	
	

	         Expenses of administration
	30,000
	

	         Expense of commission 
	3,000
	

	         Costs of distribution
	28,000
	

	         Remuneration for directors
	5,000
	66,000

	Profit Before Interest & Tax
	
	182,980

	      Expense for interest
	2,000
	

	(+) Interest accrued (Note 1)
	2,000
	4,000

	Profit Before Tax
	
	178,980

	(-) Income Tax for the year
	
	68,000

	NET INCOME AFTER TAX
	
	£110,980



Notes to support for the Profit and Loss statement for the company
	Supporting Note 1: Calculation of the interest accrued

	Interest at time of the year
	£4000

	(-) Interest that is paid
	2000

	Interest that is accrued
	£2000



[bookmark: _Toc92321538]Required Balance Sheet or Statement of Financial Position
	Kedison PLC
Financial Position statement
31 December, 2020

	

	DESCRIPTION
	AMOUNT
	AMOUNT
	AMOUNT

	Asset which are non-current:
	
	
	

	    Equipments, properties and plants
	
	
	£     632,730

	Current Assets:
	
	
	

	     Stock while closing
	
	£ 330,600
	

	      Debtors
	£ 170,125
	
	

	(+) Revenue that is accrued
	980
	171,105
	

	      Bank and cash
	
	12,900
	

	Total current Asset
	
	
	514,605

	Total Asset (A)
	
	
	£ 1,147,335

	Current Liabilities:
	
	
	

	      Creditors of trade
	
	171,355
	

	      Due commission
	
	3,000
	

	     Interest that is accrued
	
	2,000
	

	     Taxes which got deferred 
	
	68,000
	244,355

	Liabilities which are non-current:
	
	
	

	    Debentures of 4%
	
	
	100,000

	Total Liabilities (B)
	
	
	344,355

	NET ASSET (A-B)
	
	
	£   802,980

	Equity:
	
	
	

	      Shares which are ordinary
	 
	£ 310,000
	

	      Shares of preference
	
	300,000
	

	      Earnings that are retained (Note 2)
	
	192,980
	

	TOTAL EQUITY
	
	
	£   802,980



Notes to support the company in terms of financial position
	Supporting Note 2: Earnings retained

	Earnings retained in the beginning
	 
	 £ 132,000 

	(+) Profit After Tax (PAT) 
	 
	     110,980 

	(-) Dividend pay-out (ordinary)
	 £    20,000 
	 

	(-) Dividend pay-out (Preference)
	       30,000 
	       50,000 

	 Retained Earnings in the end
	 
	 £ 192,980 





[bookmark: _Toc92321539]Answer to 1 (b)

[bookmark: _Toc92321540]The rationale for the Balance sheet always is balanced

The balance sheet is prepared to balance both sides of the balance sheet in terms of the accounting equation. The balance sheet follows the equation of, 
A = L + OE (Asset = Liability + Owner’s Equity) 
This equation is derived from the double-entry accounting system principle. In this type of system, the financial transactions are kept as a record in at least two different accounts (Amartya, 2016). One part of it belongs to the side of debit and another part of it belongs to the side of credit. A few examples of such transactions are, 
i) Any company might buy any equipment for the price of £5,000 in terms of credit. In this case, there will be an increment in the side of an asset by £5,000 as well as there will be any increment in the side of liability by £5,000. 
ii) Any company might also acquire any machinery for £8,000. In this case, the Asset side will see an increment after the equipment is purchased. But the cash section of the financial statement will be lowered by the same amount which tends to lower the overall asset (Barry, 2013). As a result, we can say this transaction will see that one asset has the capability of offsetting another asset. 
iii) Any company might issue new shares worth £15,000. In the case of this transaction, the transaction of the company will see an increment and the share capital will also see an increment simultaneously (Jacklyn, 2017). 
For all the transactions that are mentioned above, both sides of the balance sheet must be equal. As a result, the balance sheet is constructed using the double-entry accounting system and the end result of it is always that both sides will be balanced. 



[bookmark: _Toc92321541][bookmark: _Toc77675113]Answer to 2 (a) 

[bookmark: _Toc92321542]Calculation of different ratios for the company Chocco PLC for both year 2019 and 2020

[bookmark: _Toc92321543]1 – Return On Capital Employed
	Return to be received from Capital Employed 
	
2019
=  ×100
= 5.20%
2020
=  ×100
= 5.97%



[bookmark: _Toc77675114][bookmark: _Toc92321544]2 – Return On Equity
	Return to be received from Equity 
	
2019
=  ×100
= 12.57%
2020
=  ×100
= 13.96%


[bookmark: _Toc77675115][bookmark: _Toc92321545]3 – Earnings Per Share 
	Earnings Per Share
	
2019
= 
= £0.61
2020
= 
= £0.72



[bookmark: _Toc77675116][bookmark: _Toc92321546]4 – NPM (Net Profit Margin)
	Net Profit Ratio
	
2019
=  
= 5.68%
2020
=  
= 6.40%



[bookmark: _Toc77675117]

[bookmark: _Toc92321547]5 – Turnover of Assets
	Turnover of Assets
	
2019
= 
= 0.64 times
2020
= 
= 0.69 times



[bookmark: _Toc77675118]

[bookmark: _Toc92321548]6 – Days for Stock Holding
	Days for Stock Holding
	
2019
=  
= 77.69 days
~ 78 days 
2020
= 
= 79.88 days
~ 80 days


[bookmark: _Toc77675119][bookmark: _Toc92321549]7 – Collection period for the debtor
	Ratio of Debt collection
	
2019
= 
= 72.92 days
~ 73 days
2020
= 
= 67.72 
~ 68 days



[bookmark: _Toc77675120][bookmark: _Toc92321550]8 – Current Ratio
	Current Ratio
	
2019
= 
= 0.77: 1
2020
= 
= 0.92: 1


[bookmark: _Toc77675121]
[bookmark: _Toc92321551]9 – Ratio for Financial Gearing
	Ratio for Financial Gearing 
	
2019
=  ×100
= 58.64%
2020
=  ×100
= 57.26%



[bookmark: _Toc77675122]

[bookmark: _Toc92321552]10 – Cover for Invertor
	Cover for Invertor 
	
2019
= 
= 3.86 times
2020
= 
= 3.56 times




[bookmark: _Toc92321553]Answer to 2 (b) 
[bookmark: _Toc92321554]Providing comment on the position of Chocco PLC based on the financial performance

	[bookmark: _Hlk92283196]Ratios
	2020
	2019

	1. ROCE
	5.97%
	5.20%

	2. ROE
	13.96%
	12.57%

	3. EPS
	0.72
	0.61

	4. Net Profit Margin
	6.40%
	5.68%

	5. Asset turnover
	0.69
	0.64

	6. Stock holding days
	79.88
	77.69

	7. Debtors collection period
	67.66
	72.93

	8. Current Ratio
	0.92
	0.77

	9. Gearing ratio
	57.26%
	58.64%

	10. Invertor cover
	3.56
	3.86




[bookmark: _Toc92321555]Performance of profitability 
The performance of profitability for any company can be determined by analysing the appropriate profitability ratios in order to calculate the efficiency and effectiveness of the management in generating more profit (Blake, 2012). It also helps to maximize the shareholder’s wealth.  For this company, the Return to be received from Capital Employed (ROCE), Return to be received from Equity (ROE), Earnings per share and Net Profit Margin has been analysed in order to draw the conclusion of the performance of profitability. 
ROCE value of the organisation was 5.20% back in 2019. The ratio got a significant improvement in the following year when it jumped to 5.97%, which is a positive rise but very insignificant. The ROE of the company stood at 13.96% in 2020  which is higher than that of 2019. 10 x 25 that the company is generating profit for the amount £13.96 once it invests £100 in terms of equity. EPS of the company stood at £0.72 for the year 2020 which is higher when compared to that of £0.61 from the year 2019. An increment in terms of EPS is also noticeable here. Whether net profit margin is calculated also stands at 6.40% for the year 2020 which is much higher when compared to that of 5.68% from the year 2019. 
It can be counted that when the profitability ratios are analysed there is a significant improvement for Chocco PLC in the year 2020. It provides a satisfactory outcome for the company in terms of profitability performance (Klader, 2011). 
[bookmark: _Toc92321556]Performance of efficiency 
When the ratios of efficiency are taken into consideration it provides the opportunity of the management terms of handling all the assets and liabilities of the company (Christopher, 2017).  In order to identify the performance of efficiency, Asset turnover ratios, Days of stock holding, Collection period of the debtors are taken into consideration. 
In the case of assets turnover ratio, the company recorded 0.69 times for the year 2020. It is a little bit higher when compared to that of 0.64 times of 2019. G 625 that the company was generating £69 in terms of revenue by using £100 of assets. The days of stockholders are calculated at 79.88 days for the year 2020 when compared to that of 77.69 days in 2019.  It indicates that the company used more days in order to convert its inventory into sales (Ferguson, 2011). The collection period of the debtors indicates that the company was able to collect the bills faster in 2020 which took 67.66 days when compared to that of 72.93 days in 2019. 
Performance of efficiency for the company is also satisfactory as well when the ratios are analysed. 
[bookmark: _Toc92321557]Performance in terms of liquidity 
Calculation of the performance of liquidity for Chocco PLC can be best measured when the current ratio is taken into consideration. In this case, the company recorded 0.77:1 for the year 2019 which explains that for every unit of current liabilities of the organisation it held £0.77 in terms of current liabilities. There was a significant rise in this ratio for the year 2020 as it stood at 0.92:1for the year 2020. When this ratio is compared to the industry average of 1:1, the improvement does not seem to be very helpful. So, it can be counted that even after there is improvement in the performance of liquidity it is not much satisfactory when compared to the industry average.
[bookmark: _Toc92321558]Financial Gearing for Chocco PLC 
The financial gearing ratio for the company stood at 58.64% for the year 2019. Whenever a company crosses the barrier of 50% in terms of financial gearing ratio, the company is considered to be highly geared which explains that it is more dependent on debt to finance its activities (Harrison, 2014). It can be said that the company is more reliant on debt than it is on equity. The improved financial performance of the company lowers the ratio to 57.26% for the year 2020 but the change is not significant enough to mitigate the risk of being in the geared position. 
The interest coverage ratio for the company was 3.56 for 2020 and 3.86 for 2019 which are very close, and it indicates that the company was operational in the same level of profit to pay out the debts. 
When all of the ratios are taken into consideration, it becomes very tricky to provide an appropriate comment. The company is doing very well in terms of profitability and efficiency performance, but it lacks when it comes down to the financial during position and the performance of liquidity. 
[bookmark: _Toc92321559]
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