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[bookmark: _Toc92645015]QUESTION 1
The following balances relate to Kedison PLC for the year ended 31st December 2020

	Profit and Loss statement for the year ended 31st December 2020 for Kedison PLC

	
	
	

	Sales (Less return ot ward)
	
	£826,650

	Less cost of Sales:
	£578650
	£248000

	             Opening Stock
	£330600 
	

	        +   Other expenses (+ carriage inwards - returns outward)
	£3,000
	

	        -    Closing inventory
	£0
	

	
	£3,000
	£245000

	
	
	

	Gross Profit
	
	£245000

	
	
	

	Add other Income
	
	£0,00

	Total Income
	
	£245000

	
	
	

	Expenses
	
	

	Dividends paid 
	£50000
	

	Administrative expenses 
	£30,000
	

	Interest paid 
	£2000
	

	Directors remuneration
Distribution cost 
	£5000
£28000
	

	
	
	

	Total Expenses
	
	£115000

	
	
	

	
	
	

	Net Profit / (Loss)
	
	£130000






Statement of financial position
	Current Assets
	 
	Current liability
	 

	Cash 
	12.900
	Admin cost
	37,000

	Stock
	330,600
	Dividends paid
	50,000

	 
	 
	 
	 

	 
	 
	Corporation tax
	68,000

	 
	 
	Tax due
	 

	 
	 
	 
	 

	Non-current assets
	 
	Non-current
	 

	 
	 
	liabilities
	 

	Trade creditors
	171,355
	Salesmen
	3,000

	Plant and equipment
	632,730
	Cost of sales
	578,650

	Goods
	980.00
	 
	 

	Debtors
	170,125
	Equity
	 

	Retained profits
	132,000
	4% Debentures
	100,000

	 
	 
	10% £1 preference shares
	300,000

	 
	 
	£1 ordinary shares
	310,000

	Total assets
	1,436,810
	Total liabilities
	1,436,810



	
[bookmark: _Toc92645016]Why does the statement of financial position balance?
A balance sheet should never be out of balance. The term "balance sheet" points to the belief that financial assets will always equal shareholders' equity. The balance sheet is crucial because it enables owners and investors to see cumulative and in depth assets as well as what they own in comparison to obligations, allowing them to assess the financial performance of the business and long-term viability.

	
	
	

	
	
	








[bookmark: _Toc92645017]QUESTION 2
Chocco plc is a long-established chocolate and confectionery manufacturer. All products are manufactured in the UK, but sales are made worldwide. It is a growing but competitive market. Given below are extracts from their financial statements.

Calculate the following ratios for Chocco plc for 2020 and 2019, showing the formulas and workings:
Current ratio 
Current assets / Current liabilities
2019 – 2303 / 2511 = 0.917
2018 – 2355 / 3046 = 0.773
Acid Test Ratio
Current Assets less Inventories / Current liabilities
2019 - 1595 / 2511 = 0.635
2018 – 1696 / 3046 = 0.556
Gearing Ratio 
                          Non-current liabilities + Bank overdraft / Share capital + Reserves+ Non current liabilities+ Bank overdraft * 100%
2019  -  4137 / 150+4137*100% = 0.965
2018 – 4129 / 150 + 4129*100% = 0.964
                       
     Interest Cover Ratio
                    Operating profit / Interest charges payable
2019 - 805.000.000 / 226.000.000 = 3.56
2018 – 699.000.000 / 181.000.000 = 3.86
Earnings per share 
Profit for the year / Number of ordinary shares
2019 – 431 / 300 = 1.44
2018 – 366 / 300 = 1.22
Dividend Cover Ratio
Profit for the year / Total dividend
2019 – 431 / 255 = 1.69
2018 – 366 / 242 = 1.51


[bookmark: _Toc92645018]Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Chocco plc.
As can be seen, the current ratio increased from 2018 to 2019, indicating that liabilities are rising and that the company has more power over them. This ratio focuses on the financial position of a company awaiting costs on time. In our particular instance, the ration increased from 0.55 in 2018 to 0.63 in 2019, indicates that the firm is losing the ability to pay all existing payments on time, posing a risk that requires more supervision and recommendation for action. The gearing ratio displays the company's debts, allowing owners and shareholders to keep track of them. This must be done quickly, especially if the company is large in size.
The interest cover ratio depicts the company's ability to pay off its debts at any given time. As can be seen, the number is increasing between 2018 and 2019, indicating a reduction in payment options. Earnings per share (EPS) indicates how much a shareholder will receive for one share of the company. Positives can be seen here, with the number rising from 1.22 in 2018 to 1.44 in 2019. The dividends cover ratio is good if it is greater than two; however, we can see that the dividend level is not good in our case, as it is 1.51 for 2018 and 1.69 for 2019. We are seeing an increase in numbers, which is encouraging, but there is still a need for more focus.
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