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Question 1a

 Kedison PLC

INCOME STATEMENT FOR THE YEAR ENDED 31/12/2020
	
	£

	Revenue (W1)
	827 630


	Cost of sales
	 (578 650) 

	
	

	Gross profit
	248 980


	Other income
	 0 


	Distribution costs
	(28 000)


	Administration expenses(W2)
	(38 000)


	Operating profit
	182 980


	Finance costs (interest)
	(2 000)


	Profit before tax
	180 980


	Taxation(W3)
	(68 000)


	Profit for the period
	 112 980 

	
	


Kedison PLC
STATEMENT OF FINANCIAL POSITION AS AT 31/12/2020
	
	£
	£

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	
	

	Intangible assets
	 632 730
	

	
	
	632 730

	Current assets
	
	

	Inventories
	330 600
	

	Trade and other receivables(W4)
	171 105
	

	Cash and cash equivalents
	 12 900 
	

	
	
	 514 605 

	Total assets
	
	 1 147 335 

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	171 355
	

	Short term borrowings(accrual)
	3 000
	

	Current tax payable
	 68 000 
	

	
	
	242 355

	Non-current liabilities
	
	

	Long term borrowings
	100 000
	

	Long term provisions
	 0 
	

	
	
	 100 000 

	Total liabilities
	
	 324 355

	
	
	

	Net assets
	
	 804 980

	
	
	

	EQUITY
	
	

	Share capital(W5)
	
	610 000

	Dividend (W6)
	
	(50 000)

	Net profit after tax
	
	112 980

	Retained earnings
	
	 132 000

	Total equity
	
	 804 980 

	
	
	


W1- REVENUE 826 650(sales) + 980(debtors) = 827 630
W2- ADMINISTRATION COST 30 000(administration cost) + 5 000(director remuneration) + 3 000(salesmen) = 38 000
W3- TAXATION 0(paid) + 68 000(unpaid) =68 000

W4-TRADE AND OTHER RECEIVABLES 170 125(debtors)+980(accrual)=171105
W5- SHARE CAPITAL 310 000(ordinary share)+300 000(preferent share)= 610 000

W6- SHARE PREMIUM 20 000(ordinary dividends)+ 30 000(preferent dividends)= 50 000
Question 1b
 The other name of the balance sheet is “Statement of financial position” because it shows the assets and liabilities of the company and provides information at a single point in time. It includes three sections which should be balanced at any given moment: 
Assets (1) – Liabilities (2) = Owner`s equity / Capital (3)
1. “An asset is an entity from which the economic owner can derive a benefit or series of benefits in future accounting periods by holding or using the entity over a period of time, or from which the economic owner has derived a benefit in past periods and is still receiving a benefit in the current period.” (Harrison,2006,p.3)

· Current - the company keep them less than 12 months, for example trade debtors, stock and cash at bank

· Non-current (Fixed) - the company keep them for a longer period of time, like cars, equipment, real estate.

2.  “Liability is a business obligation or debt that must be settled by the creditors in accordance   with   the   agreed   agreement. In simple  terms,  liability  can be defined as business debt to be settled by the MAIN with money, goods, or services.” (Bakar,2018,p.4) 

· Current – liabilities that are expected to be paid within 12 month, like income taxes payable, customer deposits, interest payable.

· Non-current - liabilities that are not paid within 12 month, for example debentures, director`s loans, mortgages.

3.  “Capital is  an economic  resource that has been used for a long time and represents a unified system consisting of fixed, working, equity,  loan,  human  and  information capital.  Cumulatively  all  the components  of  capital being  at  its  disposal  and  possessing  the  ability  to  make  a  profit  are  necessary  for  the economic activity of an economic entity.” (Butkova,2020,p.6)

· Share capital- the amount that business receives in sales of shares 

· Share premium- that total amount that business receives over the face value of the shares

· Other reserves- money that are used for future obligations
· Retained earnings - profit that is hold and saved for the future 
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Question 2a
Chocco plc
	Ratio
	2020
	2019

	1.ROCE
	11.14 %
	9.93 %

	2.ROE
	13.96 %
	12.57 %

	3.Earnings per Share
	£1.4
	£1.2

	4.Net profit margin
	11.95 %
	10.85 %

	5.Asset Turnover
	0.55
	0.91

	6.Stock holding days
	79.88 days
	77.69 days

	7.Debtors collecting period
	67.65 days
	72.93 days

	8.Current ratio
	0.92
	0.77

	9.Gearing ratio
	57.26%
	58.64%

	10.Invertor cover
	3.56 times
	3.86 times


1. Return on capital employed= Profit before interest x 100%

                                             Assets employed (Total Assets- Current liabilities)

2020 ROCE= 805/ (9736-2511) x 100% = (805/7225) x100% = 0.1114 x 100%= 11.14 %
2019 ROCE=699/(10087-3046) x100% = (699/7041) x 100% = 0.0993 x 100%= 9.93 %
2. Return on equity=                      Earnings                      x 100%   

                                      Ordinary share capital and reserves

2020 ROE= 431/(300+1071+1717) x 100% = (431/3088) x 100%= 0.1396 x 100%= 13.96 %
2019 ROE= 366/(300+1071+1541) x 100% = (366/2912) x 100% = 0.1257 x 100%= 12.57 %
3. Earnings per share=              Earnings                             

                                            Number of ordinary shares

2020 Earnings per share= 431/300= 1.4
2019 Earnings per share=366/300= 1.2

4. Net profit margin=Net profit x 100%

                                        Sales

2020 Net profit margin= 805/6738 x 100%= 0.1195 x 100%= 11.95
2019 Net profit margin= 699/6441 x 100% = 0.1085 x 100% = 10.85
5. Asset turnover=      Turnover  (Sales, Revenue)             
                                     Assets employed

2020 Asset turnover= 6738/(9736-2511)=6738/12247= 0.55
2019 Asset turnover= 6441/(10087-3046)=6441/7041= 0.91

6. Stock holding period = Inventory     x 365

                                               Cost of sales

2020 Stock holding period=708/3235 x 365 days = 0.2188 x 365 = 79.88 days
2019 Stock holding period =659/3096 x 365 days = 0.2128 x 365= 77.69 days

7. Debtors collection period=Trade receivables x 365

                                                     Credit sales

2020 Debtors collection period= 1249/6738 x 365 days = 0.1853 x 365 = 67.65 days
2019 Debtors collection period= 1287/6441 x 365 days = 0.1998 x 365 = 72.93 days

8. Current ratio=  Current assets  
                                  Current liabilities

2020 Current ratio= (708+1249+145+201)/(583+1928)=2303-2511=0.92
2019 Current ratio = (659+1287+232+177)/(655+2391)= 2355/3046= 0.77
9. Gearing ratio=       Debt          x 100%

                               Debt + Equity (Ordinary share capital+ Share premium + Retained profits)                     

2020 Gearing ratio= 4137/4137+300+1071+1717 x100%=4137/7225 x 100%=0.5726 x 100%= 57.26 %
2019 Gearing ratio= 4129/4129+300+1071+1541 x 100%= 4129/7041 x 100%= 0.5864 x 100%= 58.64%
10. Interest cover =Profit before interest
                                    Interest charges

2020 Interest cover= 805/226= 3.56

2019 Interest cover= 699/181= 3.86
Question 2b

· For every £100 that used to be invested to the company, in return are received £11.14 in 2020, while in 2019 it was £9.93. An increased value of ROCE in 2020 shows increased profitability than in 2019. The used of the capital is more efficient in 2020.
·  For every £100 that are invested by shareholders, the firm generate in return £13.96 in 2020. It was £12.57 for 2019 which shows that Chocco plc is more efficient in generating return from new investment in 2020.
· For every ordinary share in the business, it earned £1.4 of net profit which is £0.2 more than in 2019. The company has strong financial positions and higher earnings.
· Chocco plc earns £11.95 on every £100 sales in 2020 more than in 2019 so it is doing better in turning sales into profit.

· Turnover has decreased in 2020 that shows the company is not using its assets optimally in 2020 and in 2019 the assets were used more effectively in generating revenue.
· Slight increase in stock holding period and decrease debtor`s collection period. Needs of attaching more clients by giving reasonable credit facilities.
· Even the current ratio is better in 2020 than in 2019 it is still low so the company is facing difficulty of paying short-term obligations. 

· Chocco plc has higher degree of leverage and is more susceptible to downturns in the economy and it is able to meet its interest payments 3.56 times.
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