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[bookmark: _Toc81570008]1.a. Profit and loss statement at the end of year 2020

	Profit-and-Loss-Statement-for-the-year-ended-31st-December-2020

	Kedison-PLC

	
	
	
	

	
	2020
	
	

	
	£
	
	

	
	
	
	

	Revenue
	826,650 
	
	

	Cost-of-sales
	(578,650)
	
	

	Gross-Profit
	248,000 
	
	

	Distribution-Costs
	(28,000)
	
	

	Administration-Expenses
	(30,000)
	
	

	Directors-Remuneration
	(5,000)
	
	

	Commission-Owed
	(3,000)
	
	

	Operating-profit
	182,000 
	
	

	Interest-payable (£100,000 x 4%)
	(4,000)
	
	

	Income-from-products-sold-but-not-paid-yet
	980 
	
	

	Profit-before-tax
	178,980 
	
	

	Taxation
	(68,000)
	
	

	Profit-for-the-period
	110,980 
	
	
















[bookmark: _Toc81570009]1.a. Statement of financial position at the end of year 2020 + Calculation of retained profit

	Statement-of-Financial-Position-as-of-31st-December-2020

	Kedison-PLC

	
	2020
	

	
	£
	£
	

	ASSETS
	
	
	

	Non-current-assets
	
	
	

	Property-plant-&-equipment
	632,730 
	
	

	Intangible-assets
	- 
	
	

	
	
	632,730 
	

	Current-assets
	
	
	

	Inventories
	330,600 
	
	

	Trade-and-other-receivables
	170,125 
	
	

	Goods-sold-but-not-yet-paid
	980 
	
	

	Cash-and-cash-equivalents
	12,900 
	
	

	
	
	514,605 
	

	Total-assets
	
	1,147,335 
	

	
	
	
	

	LIABILITIES
	
	
	

	Current-liabilities
	
	
	

	Trade-and-other-payables
	171,355 
	
	

	Interest-paid
	2,000 
	
	

	Salesmen-commission
	3,000 
	
	

	Current-tax-payable
	68,000 
	
	

	
	
	244,355 
	

	Non-current-liabilities
	
	
	

	Long-term-borrowings
	100,000 
	
	

	Long-term-provisions
	- 
	
	

	
	
	100,000 
	

	Total-liabilities
	
	344,355 
	

	
	
	
	

	Net-assets
	 
	802,980 
	

	
	
	
	

	EQUITY
	
	
	

	Share-capital (£300,000 + £310,000)
	
	610,000 
	

	Share-premium
	
	- 
	

	Other-reserves
	
	- 
	

	Retained-earnings
	
	192,980 
	

	Total-equity
	 
	802,980 
	





	Retained-profit
	
	

	
	
	

	Retained-profit-at-1st-January-2020
	
	132,000 

	Profit-for-year
	
	110,980 

	Dividends-paid (£20,000 + £30,000))
	
	(50,000)

	
	
	192,980 



[bookmark: _Toc81570010]1.b. Explanation of why the statement of financial position is always in balance.

On the balance sheet, assets consist of what a company owns and what it is due to receive, and they are quantifiable (Seal, 2015). Business liabilities consist of tax, bills, salaries, and other obligations. The retained earnings and capital supplied by shareholders are displayed in the shareholders' equity section. The total assets in the balance sheet should be equivalent to the total liabilities and equity of shareholders (Hodge & Vere, 2008).
Double entry accounting is the main cause of the balance sheet balance. This accounting system uses at least two different accounts to keep records of transactions, making it a backup check to ensure that the entries are accurate (Jones, 2006).
One might discover that even though it is vital for the balance sheet to always be in balance, in some cases, assets do not equal liabilities plus equity. When the balance sheet equation fails, what is the outcome? Their accounting is flawed. 
Some common mistakes include (Quality Assurance Agency for Higher Education, 2000):
· making just one entry instead of a double one;
· typos;
· a mislabelled entry;
· in lieu of a negative number, input a positive one;
· collecting information from out-of-date or inaccurate sources;
· damage or harm to accounting documents or software;
· precision errors (numbers rounded incorrectly).

Human error or software problems could be to blame, but it must be fixed to restore equilibrium and balance. Though accounting errors can still happen, a healthy balance sheet is proof that all debits and credits have been accurately recorded. This allows anyone to see a comprehensive breakdown of the present business value, which is important for both investment and growth (Seal, 2015).
[bookmark: _Toc81570011]Answers Question 2
[bookmark: _Toc81570012]2.a.1. ROCE

	Return-on-capital-employed
	11.71%
	10.23%



[bookmark: _Toc81570013]2.a.2. ROE

	Return-on-equity
	13.96%
	12.57%



[bookmark: _Toc81570014]2.a.3. Earnings-per-share

	Earnings-per-share
in £/share
	758 
	525 



[bookmark: _Toc81570015]2.a.4. Net-profit-margin

	Net-profit-margin
	12.56%
	11.18%



[bookmark: _Toc81570016]2.a.5. Asset-turnover

	Assets-turnover
	0.93
	0.91



[bookmark: _Toc81570017]2.a.6. Stock-holding-days

	Stock-holding-days
	80 days
	78 days



[bookmark: _Toc81570018]2.a.7. Debtors-collection-period

	Debtors-collection-period
	68 days
	73 days





[bookmark: _Toc81570019]2.a.8. Current-ratio

	Current-ratio
	0.92
	0.77



[bookmark: _Toc81570020]2.a.9. Gearing-ratio

	Gearing-ratio
	57.26%
	58.64%



[bookmark: _Toc81570021]2.a.10. Interest-cover

	Interest-cover
	3.74 times
	3.98 times
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[bookmark: _Toc81570023]2.a.1. ROCE

	Return-on-capital-employed

	
	
	
	

	Formula
	
	
	

	ROCE = (Profit-before-interest / Assets employed) x 100%
	

	
	
	
	

	
	2020 (£m)
	2019 (£m)
	

	Profit-for-the-year
	431 
	366 
	

	Profit-before-taxation
	620 
	539 
	

	Interest-payable
	226 
	181 
	

	Profit-before-interest (PBI)
	846 
	720 
	

	Total-assets (TA)
	9,736 
	10,087 
	

	Current-liabilities (CL)
	(2,511)
	(3,046)
	

	Assets-employed (TA-CL)
	7,225 
	7,041 
	

	 
	 
	 
	

	ROCE = PBI / (TA-CL) x 100
	11.71%
	10.23%
	

	
	
	
	

	Return-on-capital-employed
	11.71%
	10.23%
	



[bookmark: _Toc81570024]Chocco Case Study – Discussion 
A capital efficiency and profitability measure, return on capital employed (ROCE) can be employed by businesses to gauge the performance of their organisations. Therefore, this ratio can aid in identifying how well a firm generates earnings from capital. 
In the case of Chocco, ROCE has increased in 2020 compared to 2019 because their profit has increased and their liabilities are down by almost £550m, which suggests the firm generates more earnings from their capital.







[bookmark: _Toc81570025]2.a.2. ROE

	Return-on-equity

	
	
	
	

	Formula
	
	
	

	ROE = Earnings / (Ordinary-share-capital-and-reserves) x 100%
	

	
	
	
	

	
	2020 (£m)
	2019 (£m)
	

	Earnings or Profit-for-the-year
	431 
	366 
	

	Equity or Net-Assets
	3,088 
	2,912 
	

	 
	 
	 
	

	ROE = Earnings / Equity
	13.96%
	12.57%
	

	
	
	
	

	Return-on-equity
	13.96%
	12.57%
	



[bookmark: _Toc81570026]Chocco Case Study – Discussion 
A corporation's profitability, measured in relation to stockholders' equity, is recorded in return on equity (ROE). How a ROE is judged depends on what's standard in the industry or company. As a shortcut, investors may regard a long-term S&P 500 ROE (14%) near the mean as a fair level, while a ROE of less than 10% would be deemed poor.
In the case of Chocco, ROE has increased from 2019 to 2020 and both values are above 12%, actually the one in 2020 is almost 14%, which suggests a great profitability in relation to shareholders’ equity. That is caused mainly by generating more profit without the need of extra or more capital.












[bookmark: _Toc81570027]2.a.3. Earnings-per-share

	Earnings-per-share

	
	
	
	

	Formula
	
	
	

	EPS = Earnings / Number-of-ordinary-shares
	
	

	
	
	
	

	
	2020 (£m)
	2019 (£m)
	

	Earnings or Profit-for-the-year (P)
	431 
	366 
	

	Dividends-paid (D)
	(255)
	(242)
	

	Retained-profit (RTP)
	176 
	124 
	

	Equity or Net-Assets (E)
	3,088 
	2,912 
	

	Share-capital (E - RTP)
	2,912 
	2,788 
	

	 
	 
	 
	

	Average-share-price (AVS)
in £/share
	5.12
	4.00
	

	Number-of-shares (ShareCapital / AVS)
	568,750 
	697,000 
	

	Number-of-shares (N)
	568,750 
	697,000 
	

	Earnings-per-share (P / N)
in £/share
	758 
	525 
	

	
	
	
	

	Earnings-per-share
in £/share
	758 
	525 
	




[bookmark: _Toc81570028]Chocco Case Study – Discussion 
EPS is the net profit divided by the number of outstanding shares. EPS is a widely used method of determining corporate value because it gives an indication of how much money a company makes per share of stock. Investors will pay more for a company's shares if they think the company has higher profits relative to its share price, so a higher EPS translates to greater value.
In the case of Chocco, the EPS has increased by 44% because the company increased profits and reduced the number of shares.




[bookmark: _Toc81570029]2.a.4. Net-profit-margin

	Net-profit-margin

	
	
	
	

	Formula
	
	
	

	Net-profit-margin = Net-profit / Sales x 100%
	
	

	
	
	
	

	
	2020 (£m)
	2019 (£m)
	

	Profit-before-interest (PBI) is net-profit
	846 
	720 
	

	Sales
	6,738 
	6,441 
	

	 
	 
	 
	

	Net-profit-margin
	12.56%
	11.18%
	

	
	
	
	

	Net-profit-margin
	12.56%
	11.18%
	



[bookmark: _Toc81570030]Chocco Case Study – Discussion 
A net profit margin is how much profit a company earns as a percentage of its total sales.
Net profit margin gives investors an idea of whether the company's management is producing enough revenue to pay back expenses and control overhead and operating costs.
The net profit margin is a leading indicator of the overall financial health of a company.
In the case of Chocco, they have increased their NPM because they have adjusted the product mix and improved products, which allowed them to sell better products, while keeping costs low.












[bookmark: _Toc81570031]2.a.5. Asset-turnover

	Assets-turnover

	
	
	
	

	Formula
	
	
	

	Assets-turnover = Turnover / Assets Employed
	
	

	
	
	
	

	
	2020 (£m)
	2019 (£m)
	

	Turnover (T)
	6,738 
	6,441 
	

	Total-assets (TA)
	9,736 
	10,087 
	

	Current-liabilities (CL)
	(2,511)
	(3,046)
	

	Assets-employed (TA-CL)
	7,225 
	7,041 
	

	 
	 
	 
	

	Assets-turnover (T / (TA-CL))
	0.93
	0.91
	

	
	
	
	

	Assets-turnover
	0.93
	0.91
	



[bookmark: _Toc81570032]Chocco Case Study – Discussion 
The ratio of total sales or revenue to average assets is known as asset turnover.
To evaluate how well firms use their assets to generate sales, investors can use this metric.
Investors compare similar companies in the same sector or group using the asset turnover ratio.
The extent to which a company's asset turnover ratio can be influenced includes both significant asset sales and significant asset purchases in a given year.
In the case of Chocco, this indicator has improved, meaning the company is able to generate more revenues or sales from its assets. That was caused by a better and more effective management which implemented JIT (Just-in-Time) inventory management (buy raw materials only when they are strictly needed).









[bookmark: _Toc81570033]2.a.6. Stock-holding-days

	Stock-holding-days

	
	
	
	

	Formula
	
	
	

	Stock-holding-days = Inventory / Cost-of-sales x 365
	
	

	
	
	
	

	
	2020 (£m)
	2019 (£m)
	

	Inventory
	708 
	659 
	

	Cost-of-sales
	3,235 
	3,096 
	

	 
	 
	 
	

	Stock-holding-days
	79.88
	77.69
	

	Stock-holding-days
	80 days
	78 days
	

	
	
	
	

	Stock-holding-days
	80 days
	78 days
	



[bookmark: _Toc81570034]Chocco Case Study – Discussion 
The SDH (stock-holding-days) ratio is a financial metric that measures the average amount of time it takes a company to convert its inventory into sales, including unfinished products.
In the case of Chocco, this indicator has increased, as a result of the COVID-19 pandemic (beneficiaries of the products are stockpiling other products such as food and water, thus not reordering chocolate as they used to do before the pandemic).













[bookmark: _Toc81570035]2.a.7. Debtors-collection-period

	Debtors-collection-period

	
	
	
	

	Formula
	
	
	

	Debtors-collection-period = Trade-receivables / Credit-sales x 365

	
	
	
	

	
	2020 (£m)
	2019 (£m)
	

	Trade-receivables
	1,249 
	1,287 
	

	Credit-sales
	6,738 
	6,441 
	

	 
	 
	 
	

	Debtors-collection-period
	67.66
	72.93
	

	Debtors-collection-period
	68 days
	73 days
	

	
	
	
	

	Debtors-collection-period
	68 days
	73 days
	



[bookmark: _Toc81570036]Chocco Case Study – Discussion 
On average, the length of time required to collect on a credit sale can be defined as the duration between the date when the sale is made and the date the purchaser pays for the purchase. Businesses must have the capability to keep their average collection period under control in order to run smoothly.
In the case of Chocco, they have managed to decrease this period by negotiating better and more stricter payment terms.












[bookmark: _Toc81570037]2.a.8. Current-ratio

	Current-ratio

	
	
	
	

	Formula
	
	
	

	Current-ratio = Current-assests / Current-liabilities
	
	

	
	
	
	

	
	2020 (£m)
	2019 (£m)
	

	Current-assets
	2,303 
	2,355 
	

	Current-liabilities
	2,511 
	3,046 
	

	 
	 
	 
	

	Current-ratio
	0.92
	0.77
	

	
	
	
	

	Current-ratio
	0.92
	0.77
	



[bookmark: _Toc81570038]Chocco Case Study – Discussion 
CR (current-ratio) is a short-term obligation measurement for a company's ability to pay their near-term debts. It provides investors and analysts with information on how a company can best use its current assets to satisfy debt and other bills.
In the case of Chocco, both values in 2019 and 2020 are under 1, which means they will not have the capital available to pay all their obligations for short-terms, if need be. But they have increased the ratio from previous year, which suggests they are trying to improve their solvency by reducing their current liabilities.












[bookmark: _Toc81570039]2.a.9. Gearing-ratio

	Gearing-ratio

	
	
	
	

	Formula
	
	
	

	Gearing-ratio = Debt / (Debt + Equity) x 100
	
	

	
	
	
	

	
	2020 (£m)
	2019 (£m)
	

	Debt or Long-term-loans (D)
	4,137 
	4,129 
	

	Equity or Net-assets (E)
	3,088 
	2,912 
	

	 
	 
	 
	

	Gearing-ratio
	57.26%
	58.64%
	

	
	
	
	

	Gearing-ratio
	57.26%
	58.64%
	



[bookmark: _Toc81570040]Chocco Case Study – Discussion 
Financial ratios that compare owner's equity (or capital) to debt or funds borrowed by the company are known as gearing ratios. It is a measure of a company's financial leverage, which shows how massively the firm is funded by its shareholders or its creditors.
In the case of Chocco, its gearing ratio of above 50%, although improved by 1.38% in 2020, suggests the company is indeed in great financial risk, mostly because of the company's increased vulnerability to loan default and bankruptcy during times of low profits and high interest rates.












[bookmark: _Toc81570041]2.a.10. Interest-cover

	Interest-cover

	
	
	
	

	Formula
	
	
	

	Interest-cover = Profit-before-interest / Interest-charges
	

	
	
	
	

	
	2020 (£m)
	2019 (£m)
	

	Profit-before-interest (PBI)
	846 
	720 
	

	Interest-charges
	226 
	181 
	

	 
	 
	 
	

	Interest-cover
	3.74
	3.98
	

	Interest-cover
	3.74 times
	3.98 times
	

	
	
	
	

	Interest-cover
	3.74 times
	3.98 times
	



[bookmark: _Toc81570042]Chocco Case Study – Discussion 
To understand how well a company can pay back their outstanding debt, it is helpful to use the interest coverage ratio. While a higher ratio of payouts to claims is better in general, the best ratio for each industry may vary.
In the case of Chocco, although in 2020 one can see a decrease of the indicator, an interest cover of above 3 suggests the company is still considered great by investors and analysts, because they have the ability and means to pay their interests on accumulated debts from their income and also can maintain their level of revenue at consistent levels.
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