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	Kedison PLC
	 
	 

	Income Statement For the Year ended 31-Dec-2020
	 
	 

	 
	£
	£

	Sales
	 
	827,630.00 

	Cost of Sales
	 
	(578,650.00)

	Gross profit
	 
	248,980.00 

	Less expenses
	 
	 

	Administrative expenses
	(30,000.00)
	 

	Director remuneration
	(5,000.00)
	 

	Distribution costs
	(28,000.00)
	 

	Commission paid 
	(3,000.00)
	 

	Interest paid
	(4,000.00)
	 

	Tax paid
	(68,000.00)
	 

	Profit for the year 
	 
	110,980.00 

	
	
	

	
	
	

	Kedison PLC
	 
	 

	Statement of Financial position as at  31-Dec-2020
	£
	£

	Non-current assets 
	 
	 

	Plant and Equipment 
	 
	632,730.00 

	Current assets 
	 
	 

	Cash and cash equivalents
	12,900.00 
	 

	Trade receivables
	170,125.00 
	 

	Inventory 
	330,600.00 
	 

	Other receivables
	980.00 
	514,605.00 

	Total Assets 
	 
	1,147,335.00 

	Equity and liabilities
	 
	 

	Equity
	 
	 

	Ordinary share capital
	310,000.00 
	 

	Preference share capital
	300,000.00 
	 

	Retained earnings (132000+110980-30000-20000)
	192,980.00 
	 

	Total equity 
	 
	802,980.00 

	Non-current Liabilities 
	 
	 

	4% debentures
	100,000.00 
	 

	Current liabilities 
	 
	 

	Trade payables
	171,355.00 
	 

	Commission payable 
	3,000.00 
	 

	Tax payables
	68,000.00 
	 

	Interest payable 
	2,000.00 
	344,355.00 

	Total Equity and Liabilities 
	 
	1,147,335.00 
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The balance sheet is set up such that an entity's total assets equal the sum of its liabilities and equity. An entity's assets can be financed either internally (through share capital and income) or externally (by credit). The balance sheet aids users of financial statements in determining an entity's financial health (Bareja-Wawryszuk, 2020). 
Out of Financial Statements, a Profit and Loss Statement is prepared first which shows the net profit for the accounting year. A Profit and loss statement is made by deducting all of the expenses of the business from all of the revenue it has earned which gives rise to either net profit or net loss (Calota, 2016). In a situation of Net profit, the amount of revenue exceeds the number of expenses. On the other hand, in a situation of Net Loss, the expenses of a business exceed the revenues of a business. The net profit/net loss is then transferred to the Balance Sheet. 
The Balance Sheet is after once the Profit and Loss Statement is prepared. According to this situation, all of these assets within an organization should equal the amount of owner’s equity plus Liability. The amount of profit/loss that is earned during the accounting year is reported under the owner’s equity section (Greenlaw, and Harris, 2018). Such that, if a business has made a profit over the year, the owner’s equity will increase and the overall value of the business will increase. If the business has made a net loss, then the value of the owner’s equity will fall and the overall value of the business will also fall. 
Assets within the balance sheet can be defined as resources that have been used to generate revenue. Examples of Assets can include such as Motor Vehicles for business, Factory Equipment, and Machinery, Office Building, etc (Deegan, 2017). Liabilities can be defined as the amount of money that a business owes to its suppliers and other institutions. Examples of liabilities can include the amount owed to suppliers, bank loans from banks,etc (Juarez, 2016). 
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	Question 2 
	 
	£
	£
	 

	Ratios
	Formulas and Workings
	2019 
	2020 
	 

	ROCE
	Operating profit/Capital Employed
	10 
	12 
	%

	ROE
	Operating profit/Equity 
	26 
	28 
	%

	Earnings per share
	Net income - preference dividends/No. of shares
	0.6 
	0.7 
	per share

	Net profit margin
	Profit/Revenue*100
	5.68 
	6.40 
	%

	Asset Turnover
	Net Revenue/Assets 
	0.9 
	0.8 
	Times

	Stock holding days
	Inventory/Cost of sales*365
	78 
	80 
	Days

	Debtors collection period 
	Receivables/Credit Sales*365
	73 
	68 
	Days

	Current ratio
	Current assets/Current liabilities
	0.8 
	0.9 
	:1

	Gearing ratio
	Non-current liabilities/(Equity+Non-current liabilities)*100
	59 
	61 
	%

	Interest cover 
	Operating profit/Finance cost 
	4 
	4 
	Times
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The ROCE has improved from 10% to 20% in 2020 which means greater returns to investors and efficient business performance. Similarly, the return on equity improved by the same proportion with a 2% increment in the year 2020 (Song et al, 2019). The earnings per share of the company has improved to 0.7% which shows 16.67% improvement compared to prior year. The net profit margin of the company has improved by 12.67% in the year 2020 which implies that the organisation is performing exceptionally well (Mizikovsky et al, 2016). 
However, the efficiency of Chocco plc has slightly deteriorated as the asset turnover fell by 0.1 times in the period 2020 and the stock holding days grew to 80 which means it will take two more days for the stock to be converted into finished goods sales giving rise to costs in form of tied-up capital and obsolescence. The debtors collection period fell by 5% which may improvise the liquidity potential of the organisation and depicts effective credit control (Song et al, 2019). But the current ratio has slightly improved to 0.9:1 which is still far below than the ideal ratio of 2:1, thus improvement is needed. Although, the interest cover has remained same for both years, the gearing of the company is substantially high as it exceeds 50% in both the years and continues to do so which requires significant attention (Mizikovsky et al, 2016).  
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