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Question 1 a) and b)
Question 1 a) solutions:
For the purposes of preparing a Statement of financial position, a Profit and Loss statement should be done before that.
Kedison PLC Profit and Loss statement as per 31 December 2020
	Details
	£

	Revenue
	826,650

	Cost of sales
	(578,650)

	Gross profit 
	248 000

	Distribution costs (28,000 + 3,000)
	(31,000)

	Administration expenses (30,000 + 5000)
	(35,000)

	Operating profit 
	182,000

	Finance costs (4% Debent. of 100,000)
	(4,000)

	Profit before tax
	178,000

	Taxation 
	(68,000)

	Profit for the period
	110,000



Statement of financial position as at 31st of December 2020
	Details
	£
	£

	Assets
	
	

	Non-current assets
	
	

	Plant and equipment
	
	632,730

	
	
	

	Current assets
	
	

	Inventories
	  329,620
	

	Receivables (170,125 + 980)
	171,105
	

	Cash and cash equivalents
	12,900
	

	
	
	513,625

	Total assets
	
	1,146,355

	Liabilities
	
	

	Current liabilities
	
	

	Payables 
	171,355
	

	Accruals (3,000+2,000)
	5,000
	

	Current tax payable 
	68,000
	

	Total current liabilities
	244,355
	(244,355)

	
	
	

	Long term liabilities (debentures)
	
	(100,000)

	Net assets
	
	802,000

	
	
	

	Equity
	
	

	Ordinary share Capital
	
	310,000

	Preference shares
	
	300,000

	Retained earnings (See W1)
	
	192,000

	Total equity
	
	802,000




Retained Profit
Retained profits at 1st January 2021		132,000
Profit for year					110,000
Ordinary dividend paid			           (20,000)
Preference dividend paid			           (30,000)
                                  Total Retained Profit     192,000

         Financial accounting is the process of collecting and analysing financial information for prepairing financial reports and financial statements that companies use for decision making.Financial accounting  provides external users (investors,creditors,suppliers,customers) relevant and timely information about company’s performance and position.                                                                  
One of the three important financial statements of a company is an income statement or profit and lost statement.An income statement shows how profitable the business was over reporting period , it shows revenue minus expenses and losses.The above prepared income statement for Kedison PLC shows that company generated  £110000 profit for the period and aslo shows the amount of all expenses -distribution cost,sales commission,directors remunerations, administrative expendure.
        Statement of financial positon shows the overall value of the business and is an important financial document,because helps companies run their business efficiency and profitably.Financial statement use tre main components -assets,liabilities and equity.The assets consist of what a company owns or will receive in the future and also wich is measurable.On the other side what a company owes - taxes,salaries,payables,debt are liabilities. In simplest form statement shows the difference between total assets and current liabilitiesThe above prepared statement of financial position shows that Kedisn PLC has equal amount of total assets and  current liabilities,wich means that company has enough funds in terms of cash,bank deposit ,stocks to overcome its short term obligations.Analysing plant and equipmentshows that company own good assets turnover which contributes in achieving success.On the basis of equity part- retained earnings,ordinary,preference company has stable liquidity to run higher efficiency.

Question 1 b) answer:
      The statemen of financial position known also as a balance sheet , is a financial statement in its two sides, because it shows the net assets on one side and on the other side it shows the way the net assets have been financed. Statement of financial position included assets,liabilities and equity.  This statement shows the items present on the time of the report. That is the main difference with other financial reports like the income statement which presents company activities over a period of time . Balance sheet is balances because used the accounting principle of double entry and every transaction affects at least two accounts. The transaction is recorded as a debit in one account while in other account is recorded as a credit. The debits and credits accounts must be always equal. The double -entry bookkeeping format is the most efficient way to limit human errors and to keep tabs on a business financial growth. Balance sheet is displaying what the company own and owe, and gives potential and current investors an idea of the company’s position.
                                                       QUESTION 2    
      a)                           INVESTMENT RATIOS
ROCE

	
	Formula
	          2020
	           2019

	Operating profit
	

	805
	969

	Assets employed=
Total assets-
Current liabilities
	
	(9736-2511)

=7225
	(10087-3046)

=7041

	Return on capital employed
	Profit before interest/assets employed x 100%
	805/7225 x 100% = 11.14%
	969/7041 x 100% = 9.92%



ROE
	
	Formula
	           2020
	             2019

	Earnings
	
	431
	366

	Ordinary share capital and reserves
	
	3088
	2912



	
	Formula
	           2020
	          2019

	Earnings
	
	431
	366

	Ordinary shares capital
	
	300
	300

	Earnings per share

	Earnings/number of ordinary shares
	431/300 = 1.44
	366/300 = 1.22


  
NET PROFIT MARGIN
	
	   Formula
	             2020
	            2019

	Net profit
	
	805
	699

	Sales/Revenue
	
	6738
	6441

	Net profit margin


	Net profit / Sales x 100% 
	805/6738 x 100% = 12%
	699/6441 x 100% = 11%



            EFFICIENCY RATIOS
 ASSET TURNOVER
	
	   Formula
	           2020
	          2019

	Sales
	
	6738
	6441

	TA-CL
	
	7225
	7041

	Asset turnover


	Turnover/Assets employed
	6738/7225 = 0.93
	6441/7041 = 0.91



STOCK HOLDING PERIOD
	
	     Formula
	          2020
	         2019

	Inventory
	
	708
	659

	Cost of sales
	
	3235
	3096

	Stock holding period


	Inventory/Cost of sales x 365
	708/3235 x 365 = 80 days
	659/3096 x 365 =78 days


         
DEBTORS COLLECTION PERIOD
	
	      Formula
	          2020
	          2019

	Trade receivable
	
	1249
	1287

	Credit sales
	
	6738
	6441

	Debtors collection period
 
	Trade receivables / Credit sales  x 365
	1249/6738=0.18 x 365 =68 days
	1287/6441 x 365 =          73 days



         LIQUIDITY RATIOS
            CURRENT RATIO
	
	       Formula
	          2020
	             2019

	Current assets
	
	2303
	2355

	Current liabilities
	
	2511
	3046

	Current ratio

	Current assets/Current liabilities
	2303/2511 = 0.92
	2355/3046 = 0.77


      
           GEARING RATIO                                                                                                                                                                                                     
	
	      Formula
	          2020
	            2019

	Debt
	
	4137
	4129

	Debt + Equity
	
	(4137 +3088) =7225
	(4129 + 2912) = 7041

	Gearing ratio


	Debt/Debt + Equity x 100%
	4137/7225 x 100% =57%
	4129/7041 x 100% =58%


                    
                                                                                                                                                                                
	
	      Formula
	          2020
	             2019

	Profit for the year
	
	431
	366

	Interest payable
	
	226
	181

	Invertor cover

	 Profit for the year/Interest payable
	431/226 = 1.91
	366/181 = 2.02


     
          b)                                                                                                                                                                                                   
-  Return on capital employed shows how much company can receive back on invested capital . A lower value indicates lover profitability for 2019 -10% .A higher  result for 2020 – 11% indites more effective use of capital.
-  Return on equity – that is the rate of return that shareholders receive on the capital they invested in the company. According to the results company will receive higher value for 2020 , because for every £100 invested by investors  generate £13 ,more than 2019-£12 . That means that the company has a good financial position and in general for comparing a company’s profitability with ither companies in its industry.
-  Net profit margin is one of the main ratios used by investors for a quick check  companies profitability. Is better to have the higher company’s profit margin, because for every business is important to generate profit from sales. Results for Chocco plc shows that 2020 net profit margin is higher than 2019.That mean that company is doing better at turning sales into profit and company has improved it financial performance in industry. This ratio affects by operating expenses ,change  in cost or selling price ,change in product mix.                                                                                                                                          – Asset turnover indicates how effectively the company is using its resources. Analysed results for 2020 and 2019 indicate increasing which mean that Chocco plc is a good company, because is using its assets efficiently .
- Stock holding period is very important for creditors and investors, because they want to know how valuable are company’s inventory. It is better this ratio too be low, because the days sales shows how fast the company is moving its inventory. Results for Chocco plc shows that company efficiency decreased from 78 to 80 days for 2020 which is reflecting negative position .They should be different reasons for that – change in production methods, change in policy. The reasons should  be very careful analysed for better results in the future.
    - Debtors collection period is an activity ratio which shows how long – how many days it takes to collect all trade receivable. If compare this ratio with creditors payment period will see is the company managing its debts efficiently. It is better this ratio to be lower . For Chocco plc debtors collection period was 68 days, lower than 2019 – 73 days , which mean that the company has increased its efficiency of collecting payments from its clients.                                                                                                                                                                                                                                                                          
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