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Question 1 a)
	Kedison PLC

	 Profit and Loss Statement as at 31st December 2020

	
	
	 £ 
	        £ 

	Sales 
	
	   826,650.00 
	

	Credit sales on 31st Dec
	
	           980.00 
	

	Total sales revenue
	
	
	  827,630.00

	Less: Cost of Sales
	
	
	(578,650.00)

	Gross Profit
	
	                          
	   248,980.00 

	
	
	
	

	Less Expenses:
	
	
	

	Administrative Expenses
	
	     30,000.00 
	

	Distribution Expenses
	
	     28,000.00 
	

	Directors remuneration
	
	       5,000.00 
	

	Accrued Expenses: Sales Commission
	
	       3,000.00 
	

	Total Expenses
	
	
	     66,000.00 

	Profit before Interest and Tax
	
	
	   182,980.00 

	Interest Paid
	
	
	(2,000.00) 

	Corporation Tax for the year
	
	
	(68,000.00) 

	Net Profit 
	
	
	   112,980.00 











	
Question 1 b)

	
	
	

	Kedison PLC
Statement of Financial Position for the Year Ended 31st December 2020

	
	£
	 £ 
	      £ 

	Current Assets
	
	
	

	Stock
	 (330600-980) 
	            329,620.00 
	

	Debtors
	 (170125+980) 
	      171,105.00 
	

	Cash & Bank
	
	        12,900.00 
	

	Total Current Assets
	
	
	       513,625.00 

	Non-Current Assets
	
	
	

	Plant & Equipment
	
	      632,730.00 
	

	Total Non-Current Assets
	
	
	       632,730.00 

	Total Assets
	
	
	   1,146,355.00 

	
	
	
	

	Financed by:
	
	
	

	Current Liabilities
	
	
	

	Trade Creditors
	(171355+3000) 
	      174,355.00 
	

	Total Current Assets
	
	
	       174,355.00 

	Non-Current Assets
	
	
	

	4% Debentures
	
	
	       100,000.00 

	Total Non-Current Assets
	
	
	       274,355.00 

	Equity
	
	
	

	 £1 Ordinary Shares 
	
	
	       310,000.00 

	4% £ 1 Preference shares
	
	
	       300,000.00 

	Retained Profit b/d
	
	      132,000.00 
	

	Ordinary Dividend paid
	
	(20,000.00) 
	

	Preference Dividends paid
	
	(30,000.00) 
	

	Profit for the Year
	
	      112,980.00 
	

	Net retained Earnings c/d
	
	
	       194,980.00 

	Total Equity & Liabilities
	
	
	   1,079,335.00 

	
	
	
	



Question 1) c
The statement of financial position shows the assets controlled by a business, and all debts owed to creditors. The total assets must equal the total amount that is owed to creditors. This does not include equity but it can be found by subtracting liabilities from assets. The reason why the statement of financial position should balance is that the assets and liabilities that are owed to creditors should equal the total amount that is owned by creditors. This includes any equity as well as long-term and short-term debt. It helps to ensure that the accounts have been correctly processed and reflect a true and fair view as per the accounting equation (Warren, 2016). 

Question 2 a)
Chocco Plc Financial Ratios
i. Return on Capital Employed - ROCE
This is a financial ratio that shows how effectively a company is utilizing its assets to generate profits. 
Formula: ROCE =  
                       			         FY 2020			        FY 2019
             EBIT                            =       				720
             Capital Employed        =      7,225                                      7,041
      ⸫    ROCE           		  =		          
ii. Return on Equity – ROE
This ratio helps to indicate the profitability of a company in relation to the equity employed in the business.
             Formula: = 
                                                     2020			                 2019	
      Net Income                 =           431                                                    366
        Shareholder Equity   =       3,088                                              2,912
      ⸫ ROE                         =                             

iii. Earnings Per Share – EPS refers to a company’s proportion of net income per each ordinary share; how much of a firm’s net income can be attributable to each ordinary share.
Formula: EPS = 
		                                  2020				2019		
Net income                                =   431                                          366
Number of Shares Outstanding =      6 				6	
⸫   EPS = 													
iv. Net Profit Margin
This is a ratio that helps to show the profitability of a company.
  Formula: Net Profit Margin = (
					        2020			              2019
  Net Profit      =                                             431                                              366
  Total Revenue =                                        6,738                                            6,441
⸫ Net Profit Margin =                                                                 

v. Assets Turnover
The assets turnover ratio helps to show how efficiently a company utilizes its assets to generate revenue.
Formula:    
                                                                2020                                           2019
Total Revenue        =                             6,738                                          6,441
Total assets	        =                            9,736                                        10,087
⸫ Assets Turnover   =                                                         


vi. Stock Holdings days
This ratio helps to show the number of days on average that a business takes to sell its inventory.
Formula:    
                                                                2020                                           2019
Inventory                        =                         708                                          659
Cost of sales	               =                       3,235                                         3,096
⸫ Stock Holding days    =                                     

vii. Debtors Collection Period
This ratio helps to indicate the number of days it takes on average for a company to get payments from its debtors.
Formula:    
                                                                2020                                           2019
Accounts receivable                  =            1,249                                          1,287
Total Net sales	                          =            6,738                                           6,441
⸫ Debtors Collection Period     =                        

viii. Current Ratio
This is a liquidity ratio that helps to show the ability of a company to meet its current liabilities as and when they fall due using its current assets. 
Formula:    
                                                                2020                                           2019
Current Assets                  =                   2,303                                           2,355
Current Liabilities            =                   2,511                                            3,046
⸫ Current Ratio                 =                    = 1:0.9                               

ix. Gearing Ratio
The gearing ratio shows the extent to which a company’s equity or debt is used to finance its assets.
                    Formula:    
                                                                        2020                                              2019
                  Total Debt                =                   6,648                                             7,175
                  Total Assets              =                  9,736                                            10,087
               ⸫ Gearing Ratio           =                  = 0.68                                   
x. Inventor Turnover ratio
This ratio shows the number of times inventory has been sold in a given period. 
                    Formula:    
                                                                    2020                                              2019
                  Net Sales                          =        6,738                                            6,441
                  Inventory                          =          708                                              659
             ⸫ Inventory Turnover ratio   =        times                           


Question 2  b)
Chocolate manufacturer, Chocco Plc is a going concern and had a positive net income for this financial year. Holding other factors constant, therefore, the company is able to continue operation into the foreseeable future (Zorn et al, 2018). Chocco Plc also has a satisfactory level of liquidity based on the current ratio of 1:0.9. It's not overly liquid, however, it still allows them to pay off all their liabilities in less than one year. 
The company has a reasonable level of profitability, as indicated by the calculated net profit margin. Based on the income statement, the net profit margin in 2020 was 6.3% up from 5.63% in the previous fiscal year. The trend in this ratio also appears to be upwards, indicating that Chocco Plc's revenue is increasing relative to its costs. This can be attributed to an increase in their sales prices against constant material costs for the two years under review.
The company is also able to meet its debt obligations and has a reasonable level of gearing, as indicated by the calculated debt-equity ratio. The gearing ratio of 0.68 is lower than the 0.75 that would be preferred however it does mean that interest charges account for a smaller portion of their costs, compared to if they were paying say 5%.
On the other hand, Chocco Plc has a low level of liquidity when compared to its debt levels, indicated by the current ratio. The trend in this ratio also shows an increasing lack of liquidity for the company over the last three years. This implies that it is taking longer each year for Chocco Plc to pay off its current liabilities using its current assets. 
Based on the above analysis, it appears that Chocco Plc's financial performance and position are satisfactory. It is able to use its assets to generate earnings, is able to meet its debt obligations, and has a degree of risk appetite. Also, Chocco's has a debtor’s collection period and a cash conversion cycle which indicates it is better than its peer group. The company also has the ability to service and pay off its debt, as indicated by the gearing ratio. However, Chocco Plc does need to improve its current liquidity position if it continues to increase its liability levels as this will lead to increased bank debts.
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