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QUESTION 1
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.


Profit and Loss Statement for the year ended 31st December 2020 for Kedison PLC


	
	
	
	£
	£

	Sales 
	
	
	
	827,630

	
	
	
	
	

	Cost of Sales
	
	
	
	(578,650)

	Gross Profit
	
	
	
	248,980

	
	
	
	
	

	Add other Income:
	
	
	   -
	      -

	
	
	
	
	

	Less Operating Expenses:
	
	
	
	

	Distribution costs
	
	
	28,000
	

	Administrative Expenses
	
	
	30,000
	

	Director’s remuneration
	
	
	5,000
	

	Salesmen Commission
	
	
	3,000
	

	
	
	
	
	(66,000)

	
Operating Profit
	
	
	
	182,980

	
	
	
	
	

	Less Financial Costs:
	
	
	
	

	Interest paid
	
	
	
	(2,000)

	Profit Before tax
	
	
	
	180,980

	
	
	
	
	

	Corporation Tax 
	
	
	
	(68,000)

	Net Profit
	
	
	
	112,980









Statement of Financial Position as at 31st December 2020 for Kedison PLC

	
	
	
	£
	£

	
	
	
	
	

	Non-Current Assets:
	
	
	
	

	Plant and Equipment
	
	
	
	632,730

	
	
	
	
	

	
	
	
	
	

	Current Assets:
	
	
	
	

	Stock 
	
	
	330,600
	

	Bank & Cash
	
	
	12,900
	

	Debtors
	
	
	171,105
	

	
	
	
	
	       (514,605)

	
Total Assets:
	
	
	
	1,147,335

	
	
	
	
	

	Non-Current Liabilities:
	
	
	
	

	Debentures
	
	
	
	(100,000)

	Current Liabilities:
	
	
	
	

	Trade Creditors
	
	
	174,355
	

	Estimated tax payable 
	
	
	68,000
	

	
	
	
	
	       (242,355)

	
Total Liabilities:
	
	
	
	        342,355

	
	
	
	
	

	Shareholder's Equity:
	
	
	
	

	£1 ordinary shares
	
	
	310,000
	

	Preference Shares
	
	
	300,000
	

	Reserves
	
	
	132,000
	

	Retain Profits
	
	
	112,980
	          

	
	
	
	
	          854,980

	Less Dividend Paid:
	
	
	
	

	Ordinary dividend paid
	
	
	20,000
	

	Preference dividend paid
	
	
	30,000
	

	
	
	
	
	(50,000)

	

Total Shareholder's Equity:
	
	
	
	804,980

	
	
	
	
	

	Total Capital:
	
	
	
	1,147,335


1. b) Why does the statement of financial position balance?
The Statement of Financial Position also known as Balance Sheet represents the business situation at particular point of time. The main Accounting Equation of Balance Sheet or Statement of Financial Position is Assets = Liabilities + Equity. The figures come to Balance Sheet from Trial Balance. But Trial Balance prepared according to the fundamental accounting principle of double entry. It means that every transaction has two effects. Always, transaction touch two accounts. Credited from one account and debited to another account. The reason that Statement of Financial Position are balanced is the Accounting Principle of double entry.  Also, Balance Sheet show that Assets include the sum of Liabilities and Equity. It means that every business Assets Financed by Owners Capital and Liabilities. All transactions related to business has 2 effects, but it keeps the main equation balanced. If Assets decreases Liabilities can be increased, or If owner invest more money in business Assets and Equity increase.

QUESTION 2
a. Calculate the following ratios for Chocco plc for 2020 and 2019, showing the formulas and workings:
1-ROCE
	Ratio
	Formulae
	Calculations (£m)
	2019
	2020

	
Return on Capital Employed (ROCE)

	

Return on Capital Employed =

Operating Profit x100%
Total Assets – Total Current Liabilities 

	
    699 x100%
10,087- 3,046     =9.93%
	9.93%
	

	
	
	
    805 x100%
9,736 – 2,511     =11.14%
	
	11.14%


2- ROE
	Ratio
	Formulae
	Calculations (£m)
	2019
	2020

	
Return on Equity (ROE)

	

Return on Equity =

Net Profit x   100%
          Equity

	
    366 x100%
        2,912         =12.57%
	12.57%
	

	
	
	
    431 x100%
       3,088          =13.96%
	
	13.96%



3- Earnings per share
	Ratio
	Formulae
	Calculations (£m)
	2019
	2020

	
Earnings per Share (EPS)

	

EPS =

Net Profit – Preferred Dividends
          Weighted Average Number of Shares Outstanding

	
    366 – 242 
        600         = £0.21
	£0.21
	

	
	
	
    431 - 255
       600          =£0.29
	
	£0.29


4- Net profit margin
	Ratio
	Formulae
	Calculations (£m)
	2019
	2020

	
Net Profit Margin 

	

Net Profit Margin =

Net Profit x 100 %
  Total Revenue

	
    366 x 100%
           6,441      = 5.68 %
	5.68 %
	

	
	
	
    431 x100%
       3,088          = 6.40 %
	
	6.40 %


5- Asset turnover
	Ratio
	Formulae
	Calculations (£m)
	2019
	2020

	
Asset Turnover 

	

Asset Turnover =

                    Net Sales          
  Average Total Assets

	
            6,441
           10,087      =    0.64
	0.64 
	

	
	
	
                    6,738
(10,087+9,736) /2 =   0.68 
	
	0.68





6- Stock holding days
	Ratio
	Formulae
	Calculations (£m)
	2019
	2020

	
Stock Holding Days 

	

Stock Holding Days =

    Average Stock       x 365 days
  Cost of Goods Sold

	
 659 x 365 days
          3,096      = 78 days
	78 days
	

	
	
	
(659+708) / 2   x 365
           3,235         
       
         =   77 days
	
	77 days


7- Debtors collection period
	Ratio
	Formulae
	Calculations (£m)
	2019
	2020

	
Debtors collection period 

	

Debtor collection period  =

Trade Receivables x 365 days
     Sales on Credit

	
 1,287 x 365 days
          6,441      = 73 days
	73 days
	

	
	
	
1,249    x 365 days
       6,738         
       
         =   68 days
	
	68 days


8- Current ratio
	Ratio
	Formulae
	Calculations (£m)
	2019
	2020

	
Current Ratio 

	

Current Ratio   =

    Current Assets
Current Liabilities

	
          2,355
          3,046   = 0.77 
	0.77
	

	
	
	
       2,303
       2,511      = 0.92
	
	0.92




9- Gearing ratio
	Ratio
	Formulae
	Calculations (£m)
	2019
	2020

	
Gearing Ratio 

	

Gearing Ratio   =

    Long-term liabilities
    Capital employed

	
  4,129 x 100%
        10,087    = 41%
	41%
	

	
	
	
 4137 x 100%
       9,736       = 42%
	
	42%


10- Invertor cover
	Ratio
	Formulae
	Calculations (£m)
	2019
	2020

	
Invertor Cover 

	

Invertor Cover    =

Operating Profit 
Interest Expense

	
      699
      181  = 3.86
	3.86
	

	
	
	
      805
      226   = 3.56
	
	3.56



b. Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Chocco plc.
According to Income Statement of Chocco plc. the company is on positive profit level. Net profit margin indicates 5.68% in 2019 and 6.40% in 2020. Increasing by 0.70% which is around 12.7% shows that company did well from 2019 to 2020. However, the net profit needs improvement. We can see that company’s Cost of Sales are not too high and Gross Profit is around 48% for both years. The areas where company should pay attention are Marketing & Salles costs, and Administrative expenses. Reducing these costs company can increase their Net profit, but the main thing is the Marketing Cost. Managers should carefully evaluate the situation and see how the Marketing Cost can affect the Sales. Reducing the costs should not affect the Sales and vice versa if Marketing Cost significantly increase the Revenue company should take in consideration that fact and strategically use the finances. ROE and ROCE show positive movement from 2019 to 2020, but the figures is less than 15% it means that company should increase their Net Profit.  Current Ratio shows the worried figures: 0.77 in 2019 and 0.92 in 2020. It means that company does not have enough liquidity to cover their short-term liabilities. From 2019 to 2020 this indicator increased. Current Assets did not change, but Current liabilities decreased by 17.6%. Company starts to manage their debts, but is still less than it should be in stable company (Between 1.2 to 2). One of the main factors why current ratio is too low is the Debtor Collection Period and Stock Holding days. Company decreased their Debtors Collection Period from 2019 to 2020 by 5 days, but 68 days is still too high indicator. Company should review their credit policy and decrease Debtor Collection Period. The stock holdings days also is too high, company should review their stock and try the JIT (Just in Time) concept (or close to that).The overall company’s financial position does not look stable, but we can see improvements from 2019 to 2020
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