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QUESTION 1
a) Income statement
Kedison PLC
Income statement 
Particulars 				Amount £			Amount £
Sales revenue 								826,650
Less cost of sales 							578,650 
Gross profit 								248,000
Less expenses:
Administration expenses		30,000	
Distribution expenses 			28000
Interest expense 			2000
Salaries expenses 			5000				65000
Net profit before tax 							183,000
Corporation tax 							(68,000)
Net profit to balance sheet 						115,000
Retained earnings as at 1st Jan 2020					132000
Less paid dividends 							30,000
Net retained earnings as at 31 Dec 2020				217,000
b) Balance sheet
Kedson PLC statement of financial position
As at 31 Dec 2020
Particulars 					Amount (£)
Non current assets: 
Plant and equipment 				632,730
Current assets:
Cash and bank					12,900
Account receivable 				171,105
Closing stock 					330,600
Total Assets 					1,147,335
Non-current liabilities:
4% debentures 					100,000
Current liabilities 
Trade creditors 					12,900
Accrued commission				3,000
Corporation tax payable 			68000
Interest on debentures 				136,435
Total liabilities 					187,900
Equity 
Ordinary shares 				310,000
10% £ 1 preference shares 			300,000
Retained earnings 				217,000
Total Equity 					827,000
Total liabilities & Equity 			1,147,335

The balancing of a balance sheet
A balance sheet is a financial statement that gives a report that gives a report the liabilities, assets, and shareholder’s equity at the end of a particular financial period. it is used by investors to value the companies ability to pay debts or even to give returns to the investors. It also provides the foundations for the evaluation of the capital structure meaning that it gives a Snapchat of what the company owes and owns and the amount that the investors have owned in the company in the terms of shares. The formula that is used to prepare a balance sheet is as follows:
Assets = Liabilities + Equity
 Assets are the items that a company owns and it is categorized into two sections including the current and non-current assets. Current assets are easily convertible into cash and they are highly liquid because they don’t take more than a year within a company. Current assets are such as cash at hand, cash at bank, account receivable, and others.  On the other hand, long-term assets are the assets that stay in the company for more than a year. They include property, plants, and equipment. Liabilities include the money that the company owes to creditors and they are also classified into two categories including the long-term and current liabilities. Long-term liabilities are those obligations that are payable within more than a year while the current liabilities are the debts payable within one year (Fernado and James 2021). Examples of long-term liabilities are such as long-term loans and an example of a current liability is such as trade creditors.
A balance sheet has various benefits as they keep the owners of the business informed about the performance of the business at the end of a particular financial period. it is through the use of a balance sheet that the owner is able to know the position of his business and identify the strategies to make the business work in a better way. Secondly, it allows the banks to know the financial position of the business so that they will be able to weigh whether the company qualifies for an additional loan or not. Additionally, it helps the investors to understand where their investments go to. They get to know how their money is invested and how it earns its returns for them to be paid and they can predict what they expect in the future. The new investors are also able to know the potential of the company to earn them returns if they invest in the company.
Additionally, it helps the users to identify the trends in the company finances especially when it comes to the customers and suppliers. They need to know how well the company can pay its suppliers on time and that will help in proper decision making. Mostly the balance sheet is a financial statement that is used by external users who are closely associated with the performance of a company.  It means that more liabilities pass a negative message to the users and may discourage the investors from making an investment in the company.
A balance sheet is supposed to balance because of various reasons. One major reason is the accounting principle of double entry. During the making of the record, it is ensured that the transactions are at least in two different accounts (Nguyen, 2021). It, therefore, acts as a check of consistency of the transaction entries. Secondly, for every asset that is claimed by an individual, it must be equal to the liabilities plus the capital or the business net worth. Thus, due to this the balance sheet must balance at when prepared. Generally, the balance sheet gives an overall performance of a company that gives a guide towards the future performance of the company. It is normally along with other financial statements such as the income statement, statement of returned earnings, and a cash flow statement which are all used for analyzing the company financial performance and depict the position it holds even in the future so that the management can develop strategies to improve the financial performance and attract more investors to invest in the company.
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Financial ratios are numerical measures obtained from financial statements that are prepared at the end of a financial period that is used to give a piece of meaningful information about the company. Financial ratios are classified into various categories including liquidity ratios, leverage ratios, efficiency ratios, profitability ratios, and market value ratios. The liquidity ratios are used to measure the ability of a company to repay both the short-term and long-term obligations. Liquidity ratios are like the current asset, acid-test ratio, etc. leverage financial ratios measure the capital amount that is realized from debts and it includes the debt ratio, debt-equity ratio among others. Efficiency ratios are used in measuring the ability of a company to utilize its resources and assets. Some of the company efficiency ratios are as asset turnover ratio, inventory turnover ratio, the receivable turnover ratio, etc. on the other hand, the profitability ratios measure the ability of a company to generate income concerning assets, operating costs, and revenue (Wilkins, 2020). The market value ratio evaluates the share price of the stock of a company. The following calculations of ratios provide a better understanding of the financial ratios of Chocco PLC company.
1. ROCE= EBIT / capital employed*100%
620/3088*100% = 20%
ROCE should be ABOVE 20% for it to be considered favorable to the company as it shows how much a company obtains after investing its capital.
The higher the ROCE the stronger the profitability of the company.
1. ROE = net income / shareholder’s equity
431/3088*100 = 13.96% 
This is undesirable because it is recommended that the favorable ROE should be above twenty percent thus the company does not show positivity with this value.
1. Earnings per share =net income – preferred dividends)/ average common shares outstanding
431-255/300=£ 0.59 per share
This is a lower EPS meaning that the company is not as profitable when it comes to investment. Therefore, if investors decide to look at it then they will be discouraged from investing in this company.
1. Net margin profit = revenue – cost/revenue
3503/6738 *100% = 52%
The net profit margin is above 20% which is the level that is considered average thus it represents a position that indicates that the company is making a high profit margin. The investors would consider making an investment with the company.
1. Asset turnover = sales revenue / average assets
Average assets = (10,087+9736) / 2 = 9911.5
Asset turnover = 6738/9911.5 = 0.68
Asset turnover measures the efficiency if a company to generate revenue and sales through the use of assets. As the ratio is less than one, then it is not good for the company and it indicates something need to be done. A turnover ratio below one is undesirable for the company.
1. Stock holding days = cost of goods sold/ average inventory
= 3235/9911.5 = 0.33 
This is desirable for the company because it means that it takes less time for the company to sell its stock thus increasing the liquidity of current assets of Chocco PLC company.
1. Debtor collection period = (Debtors/sales)*365
= 1249/6738*365 = 67 days
It means that the company takes less than ninety days to collect money from its debtors. Therefore the 68 days that Chocco plc company takes a desirable time for data collection thus minimizing the likelihood of bad debts that might occur.
1. Current ratio= current assets / current liabilities 
 2303/2511 =0.92
It measures the company liquidity in terms of how the company is able to pay its current obligations using the current assets available such as cash. As the company indicates a current ratio that is less than one, then the position of the company to pay its current obligations is not desirable. The situation would be desirable if the current ratio is greater than one.
1. Gearing ratio = total debts/ total capital
4137+2511/3088
6648/3088 = 2.15
The lower the gearing ratio, the better the performance of a company. For example, if Chocco PLC competitor has a higher gearing ratio of about 5.2 then it would mean that Chocco PLC is performing better or is at a better position than its competitor. Gearing ratio measures the financial leverage of a company.
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