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Executive Summary
Drawing financial statements draws the line between a successful and a failing business. A profit and loss statement helps to identify areas of improvement in the business. A statement of financial position is prepared on the principal statement: Assets = Liabilities + Equity. This means that it must always balance. failure to balance usually arises from errors such as calculation and miscategorizing errors. Kedison PLC made a profit before tax of £180000. The statement of financial position for Kedison PLC balanced at £904000.  Chocco PLC is a growing business with its revenue growing from £6441 to £6738 between 2019 and 2020. However, the company’s debt rose from £4129 to £4137. The current ratio of the company stands at 0.92 while the return on capital employed is 0.1. Although the two ratios have improved from the previous year, the financial state of Chocco PLC is still hanging on a thread. The company requires better management to improve the revenue, especially for the shareholders.
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	Preparing financial statements can draw the line between a successful business and a failing business. A profit and loss statement also called an income statement is used to measure the revenue versus the expenses of a business within a given period. Profit and loss statements are used to identify areas of improvement to avoid loss of cash and improve on income. Income statements are prepared periodically, quarterly, semi-annually, or annually. A statement of financial position or a balance sheet reports three things at the end of a given trading period. These are assets, liabilities, and equity. Financial statements often offer insufficient information to investors. Ratios are used to analyze the information on the financial statements to offer information that is better understood by the investors and other interested parties (Brown, Beekes, and Verhoeven, 2010). This report will analyze the financial statements of Kedison PLC and further do a ratio analysis of the financial statements of Chocco PLC.
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	KEDISON PLC
	
	 
	 

	PROFIT & LOSS STATEMENT
	 
	 

	FOR THE YEAR ENDED 31ST DECEMBER 2020
	 

	
	£
	£
	

	Sales
	
	           826,650.00 
	

	 Cost of sales 
	        578,650.00 
	
	

	Gross profit
	
	           248,000.00 
	

	Less expenses
	
	
	

	       Administrative expenses
	          30,000.00 
	
	

	       Interest paid
	            2,000.00 
	
	

	       Director's remuneration
	            5,000.00 
	
	

	       Distribution costs
	          28,000.00 
	
	

	       Commissions
	            3,000.00 
	
	

	Total expenses
	          68,000.00 
	
	

	Profit before tax
	
	           180,000.00 
	

	Corporation tax
	          68,000.00 
	
	

	Net Profit after tax
	
	           112,000.00 
	

	Less: ordinary dividends paid
	          20,000.00 
	
	

	      Preference dividends paid
	          30,000.00 
	             50,000.00 
	

	Retained profit for the year
	
	             62,000.00 
	

	Add retained profit b/f
	
	           132,000.00 
	

	Retained profit c/f
	
	           194,000.00 
	

	
	
	
	



(EISEN, 2019)
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	KEDISON PLC  
	
	 

	 STATEMENT OF FINANCIAL POSITION 
	 

	 FOR THE YEAR ENDED 31ST DECEMBER 2020 

	
	 £ 
	 £ 

	 NON - CURRENT ASSETS 
	
	

	 Plant and equipment 
	
	     632,730.00 

	 CURRENT ASSETS 
	
	

	 Debtors 
	  171,105.00 
	

	 Inventory  
	  329,620.00 
	

	 Cash and Bank 
	    12,900.00 
	     513,625.00 

	 TOTAL ASSETS 
	
	  1,146,355.00 

	 NON-CURRENT LIABILITIES 
	
	

	 Creditors 
	  171,355.00 
	

	 Accrued commissions 
	      3,000.00 
	

	 Corporate tax 
	    68,000.00 
	

	 TOTAL LIABILITIES 
	
	     242,355.00 

	 NET ASSETS 
	
	     904,000.00 

	 EQUITY 
	
	

	 £1 ordinary shares 
	  310,000.00 
	

	 10% £1 preference shares 
	  300,000.00 
	

	 4% Debentures 
	  100,000.00 
	

	 Retained earnings 
	  194,000.00 
	

	 TOTAL EQUITY 
	
	     904,000.00 

	
	
	


(Consolidated Financial Statements, 2013)
A statement of financial position is derived from a simple equation: Assets = Liabilities + Equity (What Is a Balance Sheet? 2021). Assets include all the things owned by a business including the tangible as well as the intangible assets. Examples include equipment and goodwill respectively. Liabilities are debts that the business owes others such as the suppliers in form of credit payables, banks in form of loans, and so on. Equity is the difference between assets and liabilities. It is the input from the owner in form of owner’s equity or the shareholders in form of shares. This equation explains why the balance sheet must always balance. The failure of a balancing of a statement of financial position is mostly due to errors. These may arise from things such as errors in calculations, misplaced data, errors in recording, unbalanced transactions, among other sources
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Return on capital employed(ROCE) = profit before interest and tax(operating profit)
						Total capital employed
			2020		= 620					
(300+1071+4137)
= 0.113
			2019		=539
					(300+1071+4129)
					=0.098 
Return on Equity (ROE) =   Net income    
			       Shareholders’ Equity

		2020	=    431-255		= 0.116
			      300×5.12
		2019	=   366 – 242		= 0.103
			     300 × 4
Earning per share	=  Net income – Preferred dividends
			      Number of outstanding shares
		2020	=    431		= 1.437
			      300
		2019	=    366		= 1.22	
			      300
(Accounting Ratios, 2021)
Net profit margin	= Net profit × 100	
			   Sales
		
2020	= 431 × 100	= 6.397
			      6738
		2019	= 366 ×  100	= 5.682
			     6441
Asset turnover		= 	sales 
				Total assets
		2020	= 6738		=0.692
			    9736
		2019	= 6441		= 0.639
			   10087
Stock holding days	= Inventory × 365
			   Cost of goods sold
		2020	= 708 × 365	= 79.88
			     3235
		2019	=659 × 365	= 77.69
			     3096
Debtors collection period = Debtors × 365
			          Sales turnover
		2020	= 1249 × 365	= 67.65
			          6738
		2019	= 1287 × 365	= 72.93
			       6441
Current ratio	= 	    Current assets
			   Current liabilities	
		2020	= 2303		= 0.92
			   2511
		
		2019	= 2355		= 0.77
			   3046
Gearing ratio		= long-term liabilities × 100
			    Capital employed
			= 4137 × 100		= 67.22%
			   (1717+4137+300)
			= 4129 × 100	          = 69.16
			   (1541+300+4129)
Interest cover ratio	= Earning before interest and tax
			  Interest on long-term debt
		2020 = 620	= 2.74
			226
		2019 = 539	= 2.98
			181
(Bragg and Bragg, 2021)
	The financial statements of Chocco PLC show a normal growth trajectory for a healthy business. The company experienced a growth of revenue from 2019 from £6441M to £6738M. the profit also grew from £366M to £431M. there is however a decrease in the asset value and an increase in liabilities. This is a normal scenario for a business in its growth phase. This should however be kept in check not to exceed this level. The gearing ratio confirms that the company is using relatively high amounts of debt financing which puts it at a higher financial risk.  This is confirmed by the current ratio which is below one (Niezgoda, 2017).  
	Return on capital employed is another indicator that the company requires to review its management of resources and make better decisions that will generate more revenue for the shareholders. A value of 0.1 or 10% is relatively low. The higher the value the better for the business (Acquiring and Managing Finances, 2021). The stock holding days are relatively high averaging at above 70days meaning that the stock goods are taking a long time to generate revenue for the business. Generally, the company’s financial status is at an average, hanging by the thread. This can be improved by better management to reduce debt and increase sales.
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	An income statement is used to analyze the profit or loss of a business. A statement of financial position analyses the assets, liabilities, and equity of the business. These financial statements are usually prepared periodically either quarterly, semi-annually, or annually. For a better understanding of the information contained in the financial statements ratios are calculated. Kedison PLC made a profit of £180000 before tax in 2020. This is a healthy gain for the company. Equity and assets of Kedison PLC balanced at a value of £904000. Chocco PLC shows a growth of revenue from 2019. However,   the debt levels of the company have risen significantly hence lowering the return on capital employed gearing ratio. This puts the company at a financial risk which requires better management to improve the situation.
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