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QUESTION 1. 

A. PROFIT AND LOSS STATEMENT 31st December 2020
KEDISON PLC 

	
	£’000

	Sales 
	826,650

	Goods sold 31st December 2020
	980

	Revenue 
	827,630

	Cost of sales
	 (578,650) 

	Gross profit
	248,980

	Distribution costs
	(28,000)

	Administration expenses
	(30,000)

	Sales commission 
	(3000)

	Directors remuneration 
	(5000)

	Preference dividend paid
	(30,000)

	Ordinary dividend paid
	(20,000)

	Operating profit
	132,980

	Interest paid
	(2000)

	Profit before tax
	130,980

	Taxation
	(68,000)

	Profit for the period
	62,980 


























Statement of financial Position at 31st December 2020
KEDISON PLC

ASSETS

Current assets 
Inventory / stock								£330,600
Debtors (+980)								£171,105
Cash and bank  								£12,900
Total current assets 								£514,605 

Non-current assets 
Fixed assets
Property, plant and equipment 						£632,730
Total non-current assets 							£632,730

TOTAL assets 			       				    £1,147,335
			

LIABILITIES 

Current liabilities 
Trade creditors 								£171,355
Outstanding sales commission 						£3,000
Corporate tax 									£68,000
Total current liabilities 							£242,355

Non-current liabilities
Long term liabilities 
4% debentures 								£100,000
Total non-current liabilities 						£100,000

TOTAL liabilities 							£342,355


EQUITY 

Shareholders fund 
Ordinary share capital  							£310,000
10% £1 Preference share 							£300,000
Retained profits 								£132,000
Net profit 									£62,980
Total equity 									£804,980

TOTAL equity + liabilities 						£1,147,335

B. The current assets and non-current assets on the balance sheet include what the company owns or will own in the future. Current liabilities and non-current liabilities are the debts of the organisation such as long and short term loans, taxes, salaries and other payables. 
The equity section shows the organization`s retained earnings and the paid-in capital that has been contributed. For the balance sheet to balance, total assets should equal the total of liabilities and shareholders’ equity. 
	Because of the existing accounting principle of double entry, the records are registered in at least two accounts, this helping the accountants to double check and make sure the entries are consistent, and the stakeholders, by offering a clearer view on financial information.
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	Useful information about the financial status of the organization, shareholders can find by examining the balance sheet. 
	Balance sheet equation is fundamental for the company. When you add up the owners’ equity to the liabilities of the organization they will always equal the total company assets.   




Question 2. 
A. 
1. ROCE = earnings before tax and interest / capital employed x 100
Capital employed = total assets – current liabilities 
ROCE = (profit before taxation +interest paid) / (total assets –current liabilities) x 100

	Earnings before tax and interest

	Year 
	2020
	2019

	Profit before taxation
	620
	539

	Interest paid 
	226
	181

	Total EBIT
	846
	720



	Capital employed 

	Year 
	2020
	2019

	Total assets
	9,736
	10,087

	Current liabilities  
	2,511
	3,046

	Total 
	7,225
	7,041



	ROCE 

	Year 
	2020
	2019

	EBIT
	846
	720

	Capital employed   
	7,225
	7,041

	ROCE %
	11,71 %
	10.23 %



2. ROE = net income / shareholders equity x 100

	ROE = net income / shareholders equity x 100

	Year 
	2020
	2019

	Net income
	431 
	366

	Equity   
	3,088
	2,912

	ROE %
	13.96 %
	12.57 %



3. EARNINGS PER SHARE = Earnings / number of ordinary shares 

	Earnings per share

	Year 
	2020
	2019

	Earnings 
	431
	366

	Ordinary share capital
	300
	300

	Price per ordinary share
	50p
	50p

	Numbers of shares 
(share capital/price per share)
	600
	600

	Earnings per share
	0.72
	0.61



4. NET PROFIT MARGIN = Net profit / Sales x 100

	Net profit margin

	Year 
	2020
	2019

	Net income
	431 
	366

	Sales
	6,738
	6,441

	Profit / Sales x 100
	6.40 %
	5.68 %



5. ASSET TURNOVER = Turnover / assets employed 

	Asset turnover 

	Year 
	2020
	2019

	Turnover 
	6,738
	6,441

	Assets employed
	9,736
	10,087

	Asset turnover 
	0.69 
	0.64 



6. STOCK HOLDING DAYS = Inventory / cost of sales x 365

	Stock holding days

	Year 
	2020
	2019

	Inventory 
	708
	659

	Cost of sales
	3,235
	3,096

	Stock holding days
	80 days
	78 days



7. DEBTORS COLLECTION PERIOD = Trade receivable / credit sales x 365

	Debtors collection period

	Year 
	2020
	2019

	Trade receivable 
	1,249
	1,287

	Credit sales 
	6,738
	6,441

	Debtors collection period 
	68 days
	73 days



8. CURRENT  RATIO = Current assets / current liabilities 

	Current ratio

	Year 
	2020
	2019

	Current assets
	2,303
	2,355

	Current liabilities 
	2,511
	3,046

	Current ratio
	0.92 times
	0.77 times



9. GEARING RATIO = Total Debt / total equity 

	Gearing ratio

	Year 
	2020
	2019

	Debt 
	4,137 
	4,129

	Equity   
	3,088
	2,912

	Gearing ratio
	1.34 times
	1.42 times



10. INTEREST COVER = Profit before interest / interest charges 
	Earnings before tax and interest

	Year 
	2020
	2019

	Profit before taxation
	620
	539

	Interest paid 
	226
	181

	Total EBIT
	846
	720



	Interest cover

	Year 
	2020
	2019

	EBIT
	846
	720

	Interest charges
	226
	181

	Interest cover
	3.74
	3.98




B.  
By analysing the financial statements and the ratios above, we can identify the strengths and weaknesses of Chocco plc. Looking at the current ratio we can observe that liquidity position it is strong, the company being able to pay short-term obligations and relying more on the external funding such as long-term loan, therefore being able to provide a lower protection to creditors. 
We can measure and analyse the data and indicators given and see that the business is able to maintain its market value, by returning to its shareholders sufficient rewards. 
Investors and lenders will consider Chocco plc a stable and a low-risk company, having the gearing ratio value 1.34, in 2020, this shows that the organization it is not threatened by financial risk.  
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