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QUESTION 1
The following balances relate to Kedison PLC for the year ended 31st December 2020  
                                                                                                                        £                              £
£1 ordinary shares                                                                                                                       310,000                                                                                   
10% £1 preference shares                                                                                                           300,000
4% Debentures                                                                                                                            100,000
Plant and equipment                                                                                 632,730
Stock at 31st December 2020                                                                    330,600 
Sales                                                                                                                                            826,650
Cost of sales                                                                                             578,650
Debtors                                                                                                     170,125 
Trade creditors                                                                                                                            171,355
Cash and bank                                                                                          12,900 
Retained profits at 1st January 2020                                                          132,000 
Ordinary dividend paid                                                                               20,000
Preference dividend paid                                                                           30,000
Administrative expenses                                                                            30,000 
Interest paid                                                                                               2,000 
Directors remuneration                                                                              5,000
Distribution costs                                                                                      28,000
                                                                                                               1,840,005                   1,840,005 

The following information is relevant:
1. Corporation tax for the year is estimated at £68,000. 
2. Salesmen are owed commission of £3,000 in respect of December sales. It will be paid on 31st January 2021 and has not been recorded in the ledger accounts yet. 
3. Goods valued at £980 were sent to customers on 31st December 2020. Payment is due on 28 February 2021. This has not been recorded in the ledger accounts yet. 
4. The preference shares should be included within equity. 
Required: 
1. a)  Prepare a Profit and Loss statement for the year ended 31st December 2020 for Kedison PLC and a statement of financial position as at that date. 
2. b)  Why does the statement of financial position balance?
Calculation:                                                                                                                                                   a. 

Kedison PLS 
Income statement for the year ended 31st December 2020 

                                                                                                                            £’000
 Revenue (W1)                                                                                                   827,630
 Cost of sales (W2)                                                                                           (641,923)
Gross profit                                                                                                       185,707
Distribution costs                                                                                                (28,000)
Administrative costs (W3)                                                                                   (38,000)
Other income                                                                                                            0                                                                                  
Operating profit                                                                                                 119,707
Finance costs (W4)                                                                                               (6,000)
Profit before tax                                                                                                 113,707
Taxation (W5)                                                                                                       (68,000)
Profit for the period                                                                                             45,707












Explanations:

 Revenue W1
W1 = 826,650 (sales) + 980 (sell goods)= 827,630

Cost of sales W2
W2 = 578,650 (cost of sales) + 63,273 (accumulated depreciation) = 641,923

Administrative costs W3
W3 = 30,000 (administrative costs) + 5,000 (directors remuneration) + 3,000 (salesmen expense) = 38,000

Finance cost W4
Total interest on debentures = 100,000 * 4% = 4,000
 W4 = (paid + unpaid) = 2,000 (interest paid) + 4,000 (debentures unpaid) = 6,000

Taxation W5
W5 = (paid + unpaid taxation) = 0 + 68,000 = 68,000









Kedison PLS 
Statement of financial position for the year ended 31st December 2020 
                                                                                                     £’000                                    £’000
Assets 
Non current assets
Property, plant, equipment (W1)                                                                       569,457                         
Current assets       
Inventories                                                                    330,600
Trade and other receivables (W3)                                171,105
Cash and cash equivalents                                            12,900
Total Assets                                                               1. 084,062
Liabilities                                                                                                                Current liabilities 
Trade and other payables                                               171,355                               
Current tax payable/interest (W4)                                     72,000  
Accruals (W5)                                                                    3,000
                                                                                         246,355                      
Net assets                                                                                                       837,707
Non-current liabilities                                                                                                Long term borrowings                                                                                      100,000
Total liabilities                                                                                                346,355
Equity
Share capital                                                                                                    310,000
Share premium                                                                                                300,000      
Retained earnings (W6)                                                                                   127,707
Total equity                                                                                                      737,707
Explanation:


(W1) plant and equipment 
Reducing balance percentage: 10%
                                                                     Plan and equipment
Cost at 01.01.2019                                                   632,730
Charge for year                                                        (63,273)
Net book value                                                        569,457 

Cost of sales W2
W2 = 578,650 (cost of sales) + 63,273 (accumulated depreciation) = 641,923

(W3) Trade and other receivables
(W3) = 170,125 (debtors) + 980 (Sell goods on credit) = 171,105

(W4) Current tax payable/ interests
(W4) = 68,000 (tax unpaid) + 4,000 (debentures unpaid) = 72,000

(W5) Accruals
01.01.2020 - 31.12.2020 – accounting year
(Paid on 31.01.2021- after the accounting year)  
 
(W5) = 3,000 (Salesmen expense)  

(W6) Retained earnings 
(W6) = 132,000 (Retained profits at 01.01.2020) + 108,980 (profit for year) – (20,000 ordinary dividend paid) – (30,000 preference dividend paid) = 127,707
Capital = Assets – Liabilities           737,707 = 1.084,062 - 346,355
b. Why does the statement of financial position balance?
The statement of financial position is balanced because assets minus liabilities always equals to capital (Capital = Assets – Liabilities). In addition, any transaction affects always two items with different part of view (Debit and Credit).
Every Business is based on three components: Capital, Assets and Liabilities, also in accounting always used special terms to describe numerous activities. 
Capital is a source of financing when starting our own business. Having capital, we can start our activity and buy resources such as: equipment, plant, vehicle or something else, which are called assets. (Sangster, 2018, p.9-10)
In addition, assets are that part of the business which respond of future economic benefit, control over them and can be measured in money in terms of future. For more clarity use equation: Assets = Capital + Liabilities
Depside the fact that in accounting there are many calculation formulas and a lot of different recording, these two parts of assets and equity together with the liability in the statement of financial position (balance sheet) will always equal. 
In addition, any transaction that may change the balance sheet of assets or liabilities of the business will always be compensating and balancing. (Sangster, 2018, p.9-10)	 
There are two categories of asses, current assets that are detain for a year or less and non-current assets that benefit for the company more one year. 
Current assets are resources such as inventory, cash, when sale on credit we have debtors owed by costumer, resources in the business bank account for operating and for pay current expenses. 
Non-current assets are resources that company have such as equipment, building, vehicle, etc. 
Liabilities include obligations to pay for goods and services provided it in the past, any past transaction. Existing current liabilities that are short term financial obligations and non-current liabilities that are long term.
Current liabilities are financial obligations of the company to pay in term a year of the date of the balance sheet, such as account payables resulting from the unpaid purchases, interest.                                                                                           
Non-current liabilities are financial obligation that must be paid in more than one year. For example, is loans from the bank or other companies, debentures. 


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. 

Profit and Loss statement for the year ended 31st December
                                                                                                                    2020                       2019
                                                                                                                     £m                          £m
Revenue                                                                                                   6,738                       6,441 Cost of sales                                                                                             3,235                       3,096
Gross profit                                                                                               3,503                       3,345 
Distribution costs                                                                                        437                         422
Marketing and selling costs                                                                      1,324                       1,274                                    Administrative expenses                                                                            937                          950 Operating profit                                                                                          805                          699

Profit/loss on sale of fixed assets                                                               19                              5                                                                                               Investment income                                                                                      22                            26
Interest payable                                                                                          226                          181
Profit/(loss) before taxation                                                                        620                           539
Taxation                                                                                                     189                           173
Profit for the year                                                                                        431                           366









Statement of Financial Position as at 31st December
                                                                                                                 2020               2019
Non- Current assets                                                                                         £m                    £m Intangible assets                                                                                               5,485                5,809
Property, plant and equipment                                                                          1,613                1,605           Investments                                                                                                         335                   318                                                                             
                                                                                                                           7,433                 7,732
Current assets                                                                                                                      Inventory                                                                                                            708                   659
Trade receivables                                                                                            1,249                1,287                          Investments                                                                                                       145                   232 Cash                                                                                                                  201                   177                                                                                            2                                                                                                                       2,303                 2,355                                                                            
Total assets                                                                                                    9,736                  10,087
Current liabilities                                                                                                                           Trade payables                                                                                                 583                       655 Other creditors                                                                                                1,928                     2,391
                                                                                                                        2,511                    3,046 
Non current liabilities                                                                                                               Loans and other borrowings                                                                            4,137                    4,129
Net assets                                                                                                       3,088                    2,912
Equity                                                                                                                                    Ordinary share capital (50p shares)                                                                  300                      300 Share premium                                                                                                 1,071                  1,071
Retained profits                                                                                                1,717                   1,541
                                                                                                                        3,088                     2,912
Additional information: 
i. During 2020 a total dividend of £255m was paid (2019: £242m) 
ii. The average share price during 2020 was £5.12 (2019: £4.00). 
Required:                                                                                                                                        1.Calculate the following ratios for Chocco plc for 2020 and 2019, showing the formulas and workings: 
1. 1-  ROCE 
2. 2-  ROE 
3. 3-  Earnings per share 
4. 4-  Net profit margin 
5. 5-  Asset turnover 
6. 6-  Stock holding days 
7. 7-  Debtors collection period 
8. 8-  Current ratio 
9. 9-  Gearing ratio
10. 10-  Invertor cover 
Calculation:         
	Ratio
	Formula
	Working (2020)
	2020 
	2019

	ROCE
	Operating profit x100%
Assets employed (TA- CL)

	
805 / (9,736-2,511) *100% 
     
	% 
11,1
	%
9,9 

	Return on equity
	Profit for the year x100%
Ordinary share capital and reserves
	
431/ (300+1,071+1,717) *100%
	% 
13,9
	%
12,5 

	EPS
	Earnings
Number of ordinary shares
	431 / 300
	p 
144
	p 
122

	Gross profit margin
	           Gross profit x 100%    f    Sales
	
3503 / 6,738 * 100%
	%
52 
	%
51,9 

	Net profit margin
	Operating profit x 100%      Sales 
	
805 / 6,738 * 100%
	%
11,9 
	% 
10,8

	Asset turnover
	    Revenue                    Assets employed (TA- CL)
	
6738 / (9,736 - 2,511)
	
0,93
	
0,91

	Stock holding period
	Inventory x 365 days                 Cost of sales
	
708 / 3,235 * 365

	days 
80
	days 
78

	Debtors
Collection
period
	Trade receivables x 365 days Credit sales (revenue)
	
1,249 / 6,738 * 365
	days 
68

	days 
73


	Creditors
payment
period
	Trade payables x 365 days Credit purchases (cost of sales)
	
583 / 3,235 * 365
	days 
66

	days
77

	Current ratio
	Current assets               Current liabilities
	
2,303 / 2,511
	
0,9
	
0,7

	Quick ratio
	Current assets - inventory Current liabilities
	  
(2,303 – 708) / 2,511
	
0,6
	
0,5

	Gearing ratio
	    Debt  (long term L.)  x 100%                              Debt + equity 
	
4,137 / (4,137+3,088) * 100%
	%
57,2 
	% 
58,6

	Interest cover
	Operating profit            Interest charges
	
805 / 226
	times 
3,6
	times 
3,9



2.Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Chocco plc.
Company using its assets effectively that indicates a turnover and profit.              Gross profit margin is stable.                                                                                                             Since there are many competitors on the market, Chocco pls as a result spend money on marketing, selling and administrative expenses, which leads to decrease in net profit margin.
A holding period is 80 days in 2020 year and is increase, that mean the company spend money for unnecessary purchased, which is not good for the company, because they have a perishable goods.
In fact, debtors’ collection period and creditors payment period are decrease than last year, this means the company have an opportunity to increase the turnover, and the efficiency of assets. Also, with the improvement of the working capital, they to pay loans faster that in 2019 year. 

Chocco pls - 57% of its funds is from external sources (lenders) and only 43% is money of the company, shareholders and investors. In addition, slight increase of gearing ratio, recorded more 50%, that is not good, and company have a higher number of debts compared with shareholders equity, which can create a risk. Above all, Chocco plc need to reduce gearing ratio and increase interest cover, for example repay long terms loans.  
As a result, from the calculations ROE, are more increase than ROSE in 2020 year, which indicates that the company using the investors’ capital more efficiently and allow increase in profitability compared to previous year.
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