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[bookmark: _Toc80553915]Question One
[bookmark: _Toc80553916]Preparation of the financial statements of Kedison Plc
Income Statement of Kedison Plc for the Year Ended 31st December 2020
	Particulars
	Amount in £
	Amount in £

	Sales
	
	826,650

	 Less Cost of sales
	
	(578,650)

	Gross profit
	
	248,000

	Less distribution costs
	28000
	

	Administrative expenses
	30,000
	

	Directors’ remuneration
	5000
	

	Preferences shares paid
	30,000
	

	Ordinary shares paid
	20,000
	(113,000)

	Earnings before interest and tax
	
	135,000

	Interest expense
	
	2000

	Earnings before tax
	
	133000

	Tax
	
	68000

	Net profit
	
	65000










[bookmark: _Hlk80891727]Balance Sheet of Kedison Plc for the Year Ended 31st December 2020
	Particulars
	Amount in £
	Amount in £

	Non-current assets
	
	

	Plant and equipment
	
	632,730

	Current assets
	
	

	Debtors
	171105
	

	Cash and bank
	12900
	

	Stock
	330600
	514,605

	Total assets
	
	1,147,335

	Current liabilities
	
	

	Accrued expenses
	3000
	

	Trade creditors
	171355
	

	Equity
	
	

	£1 ordinary shares
	310,000
	

	10%£1 preference shares
	300,000
	

	4% debentures
	100,000
	

	Retained profits
	132000
	

	Total
	1,016,355
	



Workings
[bookmark: _Hlk80892141]Total debtors =£170,125+ £980= £171105




[bookmark: _Toc80553917]Comment on why statement of financial position balances
[bookmark: _Hlk80892266]According to Watson and Head (2016) the statement of financial statement is deemed to have balanced when the total assets recorded equal the sum of liabilities and equity of the business. And so, the statement of financial statement balances out to ascertain the accuracy of the recorded transactions within the general ledger and ensure it has observed the double entry accounting system. The double entry accounting system denotes that every financial transaction has an equal and opposite effect on at least two different accounts. For instance, the double entry system allocates every financial transaction a credit and debit entries. Moreover, the balance sheet balances out to affirm the inclusion of the right balance sheet items and amounts within the statement (Pandey, 2015). And so an imbalance in the statement may show existing errors of omission or commission of the balance sheet items.
[bookmark: _Toc80553918]Question Two
[bookmark: _Toc80553919]Ratio analysis of Choco Plc for the year 2019 and 2020
a) Return on capital employed
Return on capital employed = Earnings before interest and tax/Capital employed
EBIT =Profit of the year +Taxation Interest 
Capital employed=Total assets - Current liabilities
Return on capital employed 2020 = (£ 431+£189+£226)/ (£ 9736 - £2511) = 
                  = £846/ £7225 = 0.117
Return on capital employed 2019 = (£ 366+£173+£181)/ (10087- 3046) 
                 =   720/7041 = 0.102




b) Return on equity
Return on equity =Net income/Shareholders equity
Return on equity 2020 = (£ 431+£189+£226)/ £3088 = 0.274
Return on equity 2019= (£ 366+£173+£181)/£2355 = 0.306
c) Earnings per share
Earnings per share =Net income/number of common shares outstanding
Earnings per share 2020=431/300 = 1.437
Earnings per share 2019 =366/300 = 1.22
d) Net profit margin
Net profit margin= (Net profits/ sales)*100%
Net profit margin 2020 = £431/ £6738= 0.064
Net profit margin 2019 = £366/ £6441= 0.057
e) Asset turnover
Asset turnover ratio=Total sales/Average total assets
Asset turnover ratio 2020 =6738/9736 = 0.6920
Asset turnover ratio 2019 =6441/10087 = 0.6385





f) Stock holding days
Stock holding days= 365 days/inventory turnover
Inventory turnover = Cost of goods sold/average inventory
Stock holding period 2020 =365/4.57= 80 days
Inventory turnover ratio=3235/708 = 4.57
Stock holding period 2019=365/4.698= 78 days
Inventory turnover ratio=3096/659 = 4.698
g) Debtors collection period
Debtors collection period =365 days/accounts receivable turnover ratio
Accounts receivable turnover ratio=Sales/average accounts receivables
Debtors collection period 2020= 365/5.39 = 68days
Accounts receivable turnover ratio=6738/1249= 5.39
Debtors collection period 2019 = 365/5.000=73 days
Accounts turnover ratio=6441/1287= 5.000
h) Current ratio
Current ratio=Current assets/Current liabilities
Current ratio 2020 = 2303/2511 = 0.917
Current ratio 2019=2355/3046 = 0.773


	
i) Gearing ratio
Gearing ratio=Long term debt+Short term debt/shareholder’s equity
Gearing ratio 2020 = 4137+2511/3088= 2.15
Gearing ratio 2019 =4129+3046/2912 = 2.46
h) Interest cover ratio
Interest coverage ratio=EBIT/interest expense
EBIT =Profit of the year +Taxation+ Interest 
EBIT 2020 = (£ 431+£189+£226)/ 226= 3.74
EBIT 2019 = (£ 366+£173+£181)/ 181 = 3.98











[bookmark: _Toc80553920]Comment on the financial performance and position of Choco Plc
 As shown by the calculations above the liquidity Choco Plc in 2020 is higher than that of 2019 as illustrated by its improved current ratio. And so it showcases the increased ability of the company to cater for its short term debt obligations (Pandey, 2015). For instance, the current ratio has improved to 0.917 in 2020 from 0.773 in 2019.Whereas; the solvency of the company is deteriorating. Its gearing ratio has decreased from 2.46 in 2019 to 2.15 in 2020. Comparatively, according to Atrill (2014), the profitability of Choco’s operations have slightly increased as showcased by its net profit margin and asset turnover ratios. Its net profit margins have slightly increased by a margin of positive 0.007 while asset turnover ratio has also a positive deviation of 0.0535. Also, the increase the dividends issued in 2020 as compared to 2019 shows that the company has made more profits which has been able to cater for its operational expenses plus maximise shareholder’s wealth. Similarly, the value of equity of the company has increased as showcased by the increase in the average share price from £ 4 in 2019 to £5.12 in 2020(Davidson, 2018). Moreover, the efficiency of the company in collecting its debtors has increased as illustrated by the decrease in the debt collection period from 73 days in 2019 to 68 days in 2020(Hand and Green,2011). However, the business has not ultimately maximised its assets as well as maximised its shareholders wealth. This is depicted by it decreasing return on equity and return on capital employed in 2020 as compared to 2019. Likewise, the company is experience decreased inventory to sales conversion rate. Its inventory holding period has increased to 80 days in 2020 as compared to 78 days in 2019. Conclusively, Choco management enhance its areas of weaknesses to ensure that it maintains healthy financial trends and position in future (Drury, 2016).
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