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QUESTION 1
Required:
a) Prepare a Profit and Loss statement for the year ended 31st December 2020 for Kedison PLC and a statement of financial position as at that date.
	Kedison PLC

	Profit & Loss statement 

	For the year ended December 31, 2020

	 

	Sales (£826,650 + £980)
	
	 £    827,630 

	Cost of sales
	
	     (578,650)

	Gross profit
	
	       248,980 

	 
	
	 

	Expenses
	
	 

	Administrative expenses
	 £      30,000 
	 

	Sales commission
	           3,000 
	 

	Directors renumeration
	           5,000 
	 

	Distribution costs
	         28,000 
	 

	Total operating expenses
	
	 £      66,000 

	Operating profit
	
	       182,980 

	Other expenses
	
	 

	Interest paid
	
	           2,000 

	EBT
	
	       180,980 

	Corporate taxes
	
	       (68,000)

	Net Profit 
	
	 £    112,980 

	 
	 
	 










	Kedison PLC

	Statement of financial position

	As at December 31, 2020

	Assets
	 
	 

	Current Assets
	
	 

	Debtors
	 £    171,105 
	 

	Stock
	       330,600 
	 

	Cash
	         12,900 
	 

	Total current Assets
	
	 £    514,605 

	Plant and Equipment
	
	       632,730 

	Total Assets
	
	 £ 1,147,335 

	 
	
	 

	Liabilities and Equity
	
	 

	Current liabilities
	
	 

	Trade creditors
	 £    171,355 
	 

	Sales commission Payable 
	           3,000 
	 

	Taxes Payable
	         68,000 
	 

	Total Current liabilities
	
	 £    242,355 

	4% Debentures
	
	       100,000 

	Total liabilities
	
	 £    342,355 

	 
	
	 

	Shareholder Equity
	
	 

	£1 Ordinary equity
	
	 £    310,000 

	10% £1 preference share
	
	       300,000 

	Retained profits Jan 1
	 £    132,000 
	 

	Net income
	       112,980 
	 

	Ordinary Dividend
	       (20,000)
	 

	Preference dividend
	       (30,000)
	 

	Retained profits Dec 31
	
	       194,980 

	Total equity 
	
	       804,980 

	 
	
	 

	Total liabilities and equity
	
	 £ 1,147,335 

	 
	 
	 



b) Why does the statement of financial position balance?
The statement of financial position balance to signify that the accounting records and information used to prepare the statement are correctly estimated. Additionally, the primary principle of the financial position balancing is due to the double-entry. The double entry works to ensure that every transaction affects two different accounts to inspire consistency in accounting information and records. The above statement confirms the accounting equation, which states that the assets should equal liabilities plus shareholder's equity (Macauley, 2018).

QUESTION 2
Chocco plc is a long-established chocolate and confectionery manufacturer.
Required:
a. Calculate the following ratios for Chocco plc for 2020 and 2019, showing the formulas and workings:
1- ROCE
ROCE=Earnings before Interest and Tax/Capital Employed x 100
	Ratio 1
	Return on Capital Employed (ROCE):

	Formula
	Earnings before Interest & Tax/Capital Employed * 100

	Workings
	(Profit before tax + Interest Payable)/(Total assets - Current liabilities) * 100

	2020
	Profit before tax + Interest Payable (620+226)
	      846 
	11.7%

	
	Total assets - Current liabilities (9,736-2,511)
	   7,225 
	

	2019
	Profit before tax + Interest Payable (539+181)
	      720 
	10.2%

	
	Total assets-Current liabilities (10,087-3,046)
	   7,041 
	



2- ROE
	Ratio 2
	Return on Equity (ROE)

	Formula
	Net Income/Equity

	2020
	Net profit 
	       431 
	14.0%

	
	Equity
	    3,088 
	

	2019
	Net profit 
	       366 
	12.6%

	
	Equity
	    2,912 
	



3- Earnings per share
	Ratio 3
	Earnings per share

	Formula
	Profit for the year/Total No. of Shares

	2020
	Profit for the year
	       431 
	 £ 0.72 

	
	Total No. of Shares (300/0.5)
	       600 
	

	2019
	Profit for the year
	       366 
	 £ 0.61 

	
	Total No. of Shares (300/0.5)
	       600 
	



4- Net profit margin
	Ratio 4
	Net Profit Margin

	Formula
	Net Income/Revenue*100

	2020
	Net profit  
	       431 
	6.4%

	
	Revenue
	    6,738 
	

	2019
	Net profit  
	       366 
	5.7%

	
	Revenue
	    6,441 
	



5- Asset turnover
	Ratio 5
	Asset Turnover

	Formula
	Sales/Total Asset

	2020
	Revenue
	    6,738 
	0.69 times

	
	Total Asset
	    9,736 
	

	2019
	Revenue
	    6,441 
	0.64 times

	
	Total Asset
	  10,087 
	



6- Stock holding days
	Ratio 6
	Stock Holding Days

	Formula
	Inventory/Cost of Sales * 365

	2020
	Inventory 
	       708 
	79.88 days

	
	Cost of sales
	    3,235 
	

	2019
	Inventory 
	       659 
	77.69 days

	
	Cost of sales
	    3,096 
	



7- Debtor’s collection period
	Ratio 7
	Debtors Collection Period

	Formula
	Trade Receivables/Credit Sales * 365

	2020
	Trade Receivables
	    1,249 
	67.66 days

	
	Sales
	    6,738 
	

	2019
	Trade Receivables
	    1,287 
	72.93 days

	
	Sales
	    6,441 
	



8- Current ratio
	Ratio 8
	Current ratio

	Formula
	Current assets/Current liabilities

	2020
	Current assets 
	    2,303 
	0.92

	
	Current liabilities
	    2,511 
	

	2019
	Current assets 
	    2,355 
	0.77

	
	Current liabilities
	    3,046 
	



9- Gearing ratio
	Ratio 9
	Gearing ratio

	Formula
	Total Debt/Total Equity

	2020
	Current assets 
	    4,137 
	1.34

	
	Current liabilities
	    3,088 
	

	2019
	Current assets 
	    4,129 
	1.42

	
	Current liabilities
	    2,912 
	



10- Invertor cover
	Ratio 10
	Invertor Cover

	Formula
	(EBIT) Earnings before Interest & Tax/Interest Expense

	2020
	Earnings before Interest & Tax
	       846 
	3.74

	
	Interest Expense
	       226 
	

	2019
	Earnings before Interest & Tax
	       720 
	3.98

	
	Interest Expense
	       181 
	



b. Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Chocco plc
Based on the above information, Chocco, the financial performance can be described under three metrics: liquidity and efficiency, solvency, and profitability status. The liquidity status of the company shows progression improving from 0.77 to 0.92. The company, therefore, can cover short-term obligations better. 
In terms of efficiency, the asset turnover shows slight improvement, considering that fixed assets fuel assets. Additionally, the company collects debt more efficiently in 2020 compared to 2019. Initially, it took approximately 73 days in 2019, but it now took 68 days to collect outstanding trade receivables. However, the stock holding days slightly changed from 78 days to 80 days, which shows a slight drop in efficiency in turning inventory into sales. 
Leverage takes the more significant portion in financing assets, as displayed by the gearing ratio. More debt than equity is recommended as it has advantages in tax savings. Interest coverage is good as the earnings from operations sufficiently cover all interest payments three times (Leonard, 2018).
Profitability has increased from 2019 to 2020 as the ROCE, ROE, Earnings per share, Net profit margin, and share price increased. Overall,  the company's financial performance has improved only those totals assets have dropped (Easton et al.,2018).
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