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[bookmark: _Toc77002397]The Profit and Loss statement for Kedison PLC
A profit and loss statement (P&L) is a financial report that shows a business's income, costs, and profit. The Profit and Loss Statement (P&L) is among the most important tools that a company can use to show its financial health and performance. The profit and loss statement (P&L) aggregates together all of a company's income and expenditure for a certain period of time and presents a concluding figure that represents the profit or loss of the company for that time period (Horngren and Harrison, 2015). It shows how much profit the business made and how much money it lost as a result of business transactions. To get at profit and loss, the costs of running the firm — such as cost of products sold, operational expenditures, financing expenses, tax, and so on — are deducted from the income earned. It provides investors and other stakeholders with information on how a company operates and whether it is profitable. This report depicts a company's financial results over a specified period, such as monthly, quarterly, or even a yearly basis. P&L statements offer the information needed to forecast a company's revenue-generating capability, production performance, and profit-generating segments as well as risky investments. If the firm is publicly traded, the P&L will include both basic and diluted earnings per share figures. 
Many people consider the profit and loss statement to be the most important of the financial reports because it indicates the reporting company's capacity to make a profit (EISEN, 2019). As a result, it can be used to strategize for revenue increases and expense reductions that are required to increase profitability. The statement is especially relevant when plotted on a graph to evaluate how an organization has progressed through time.
The Profit and loss statement for Kedison PLC for the year ended 31st December 2020 is produced in the followings: 
Kedison PLC
Profit and loss statement
for the year ended 31st December 2020
	Particulars
	Amount
	Amount

	Revenue:
	 
	 

	Sales
	£826,650
	

	Add: Sales On Credit
	£980
	£827,630

	Less: Cost Of Goods Sold
	
	

	Cost Of Sales
	£578,650
	

	Add: Cost Of Sales On Credit
	£980
	£579,630

	Gross Profit
	
	£248,000

	Less: Operating Expense
	
	

	Administrative Expenses
	£30,000
	

	Interest (£2,000+ £2,000)
	£4,000
	

	Directors Remuneration
	£5,000
	

	Distribution Costs
	£28,000
	

	Accrued Sales Commission
	£3,000
	

	Total Operating Cost
	
	£70,000

	Profit Before Tax
	
	£178,000

	Corporate Tax
	
	£68,000

	Profit After Tax
	
	£110,000

	Less: Dividend
	
	

	Ordinary Dividend Paid
	£20,000
	

	Preference Dividend Paid
	£30,000
	£50,000

	Retained Profit For The Year
	
	£60,000

	Retained Profit b/d
	
	£132,000

	Retained Profit c/d
	
	£192,000



[bookmark: _Toc77002398]The statement of financial position for Kedison PLC
Financial statements are documents that detail a company's operations and financial status. It shows the information of the firm's assets, liabilities, and owner's equity to its users of the financial statements, allowing them to comprehend the financial state of the firm at a given point in time (Cole, 2012). A statement of financial position is an overview of a company's financial performance and financial position.
It is one of the main financial statements because it shows the financial position of the company at a specific point in time. To put it another way, it summarizes a company's financial situation and serves as a picture of the organisation at a specific point in time. It is made up of three important components:
· Assets
Assets are the resources that the company owns and controls. Current Assets and Non-Current Assets are the two types of assets.
· Liabilities
The amount of money owed to Suppliers and Other Creditors is referred to as Liabilities. Current Liabilities and Long-Term Liabilities are two types of liabilities.
· Equity of Shareholders
Shareholder's Equity is the remaining interest of the shareholders in a company's net assets after its obligations have been deducted.
Financial statements are used to provide important information to a wide range of stakeholders. Financial statements are useful for gathering information.
Financial statements are sometimes referred to as the "mirror" of a company since they show a company's operational capability or weaknesses. Financial statements are used by a wide range of people.
Financial statements, for example, benefits managers, shareholders, banks, debtors, officials, the government, businesses, customers, and the general public. A statement of financial position can be used by stakeholders and potential investors to assess if they will obtain a profitable return on their investment. It can be used by creditors and suppliers to assess the amount of risk involved in financing or supplying to the company. A statement of financial situation can be used to examine ratios that are comparable to those from prior years or competitors in the industry (Klein and Marquardt, 2006). As a result, future decision-making will be easier.
The statement of financial position for Kedison PLC is produced in the followings:
Kedison PLC
Statement of financial position
For 31st December 2020
	Particulars
	Amount

	Assets
	 
	 
	 

	Non-Current Assets:
	 
	 
	 

	Plant And Equipment
	 
	 
	£632,730

	Current Assets:
	 
	 
	 

	Cash And Bank
	 
	£12,900
	 

	Stock At 31st December 2018
	£330,600
	 
	 

	Less: Sales On Credit
	£980
	£329,620
	 

	Debtors
	£170,125
	 
	 

	Add: Sales On Credit
	£980
	£171,105
	£513,625

	Total Assets
	 
	 
	£1,146,355

	Liabilities And Shareholder's Equity
	 
	 
	 

	Non-Current Liabilities
	 
	 
	 

	4% Debentures
	 
	 
	£100,000

	Current Liabilities
	 
	 
	 

	Interest Payable
	 
	£2,000
	 

	Corporate Tax Payable
	 
	£68,000
	 

	Accrued Sales Commission
	 
	£3,000
	 

	Trade Creditors
	 
	£171,355
	£244,355

	Share Capital:
	 
	 
	 

	£1 Ordinary Shares
	 
	£310,000
	 

	10% £1 Preference Shares
	 
	£300,000
	£610,000

	Reserves:
	 
	 
	 

	Retained Profit c/d
	 
	 
	£192,000

	Total Liabilities And Shareholder's Equity
	 
	 
	£1,146,355



[bookmark: _Toc77002399]The reason for the equal balance of the financial statement
A statement of financial position is a financial document that presents a company's financial position as of a certain date, generally the end of a reporting quarter or year. The firm's assets are stated in one part, while liabilities and shareholders' equity are shown in another. Total assets and liabilities, as well as shareholders' equity, are always balanced on a statement of financial position. Short-term and long-term assets and liabilities are also separated, and assets and liabilities are organized in a sorted array of liquidity.
On financial statements, assets are measurable assets that a company has or will have in the future. Liabilities are the debts owed by a company, such as fees, accounts payable, wages overdue, and loans. The shareholders' equity segment shows the deferred revenue and capital provided by shareholders. In order for the balance sheet to be balanced, total assets must equal total liabilities and shareholders' equity.
The major reason a financial statement balance is due to the accounting principle of double-entry. According to In this accounting principle, all activities are recorded in at least two different accounts, which also functions as a test to verify that the records are correct. For each record, a balanced entry is created to keep the accounting system in place (JACK, 2013). This method is based on the notion that assets are valued at their acquisition cost or the price at which they were purchased. As a result, improvements in market price are not recorded on the financial statement. Apart from equity investments, only earnings or losses have an influence on shareholders' equity, and gains and losses are countered by growth or decreases in the assets and liabilities that generated them.
Regardless of how much the value of assets, liabilities, and equity fluctuates as a result of transactions, the balances on both parts of the balance sheet are always equal (Ngonzi, 2016). This is because every action that alters the firm's assets will also affect the amount of cash accessible to the business, as well as the liabilities and equity of the business.
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[bookmark: _Toc77002401]The calculations of ratios for including the formulas and workings
An accounting ratio represents and relates two financial report's account elements, such as the income statements, statement of financial position, and cash flow statement (Accounting Ratios - Overview, Examples, Formulas, 2021). It's an effective instrument for stockholders, lenders, and other users to evaluate the profitability of a company, long-term viability, and financial health. Ratios are used by investors and financial analysts to describe and evaluate difficulties or successes over a period of time. Accounting ratios are typically calculated on a yearly or quarterly basis, with some ratios being more important in specific industries. Accounting ratio analysis is a critical component of evaluating a firm's financial position. It may commonly uncover areas that are negatively impacting a company's overall condition and, as a consequence, need to be corrected. Financial ratios can be used to evaluate the effectiveness of new management initiatives, new products, and operational technique changes.
1. ROCE
The return on capital employed (ROCE) is a financial measure that can be used to determine a company's profitability and capital effectiveness. In another way, this ratio can help determine how well a makes a profit from its resources when it is invested.
The formula for calculating ROCE is: 
ROCE = EBIT / Capital Employed
The calculation of the ROCE for Chocco plc for 2020 and 2019 is given below:
ROCE (2020) = EBIT / Capital Employed
                       = £620 / £7,225
                        = 0.086
ROCE (2019) = EBIT / Capital Employed
                       = £539 / £7,041
                        = 0.077
Workings:
Capital Employed (2020) = Total Assets – Current Liabilities
    = £9,736 - £2,511
    = £7,225
Capital Employed (2019) = Total Assets – Current Liabilities
    = £10,087- £3,046
    = £7,041
2. ROE
The return on equity (ROE) is a measure of a company's performance that is calculated by dividing net profit by the shareholders' equity (Horrigan, 2019). The term " net assets" refers to the difference between a company's assets and liabilities. The return on equity (ROE) is a measure of the profitability of the company as a percentage of its equity. 
The formula for calculating ROE is:
Return on Equity = 
The calculation of the ROE for Chocco plc for 2020 and 2019 is given below:
Return on Equity (2020) = 
   = £431 / £300
   = 1.45
Return on Equity (2020) = 
   = £366 / £300
   = 1.22
3. Earnings per share
Earnings per share are calculated by dividing a company's revenue by the number of shares outstanding of common shares. The resultant value is used to calculate a company's financial performance. It is common for a company to report earnings per share (EPS) after adjusting for unexpected items and potential share dilution.
The formula for calculating Earnings Per Share is:
Earnings Per Share = 
The calculation of the Earnings Per Share for Chocco plc for 2020 and 2019 is given below:
Earnings Per Share (2020) = 
= £431 / 600
= £0.72
Earnings Per Share (2019) = 
= £366 / 600
= £0.61
4. Net profit margin
The net profit margin is the proportion of revenue remaining after all expenditures have been subtracted from sales (Pringle, 2011). The calculation indicates how much profit a company can make from its entire sales. Gross sales minus any sales deductions, such as sales allowances, is the net sales component of the equation.
The formula for calculating Net profit margin is: 
Net Profit Margin = 
The calculation of the Net Profit Margin for Chocco plc for 2020 and 2019 is given below:
Net Profit Margin (2020) = 
= £431 / £6,738
= 0.063
Net Profit Margin (2019) = 
= £366 / £6,441
= 0.057
5. Asset turnover
The asset turnover ratio measures a company's assets to the value of sales or profits it generates. The asset turnover ratio is a statistic that determines how well a company utilises its assets to generate revenue.
The formula for calculating Asset turnover is:
Assets Turnover Ratio = 
The calculation of the Assets Turnover Ratio for Chocco plc for 2020 and 2019 is given below:
Assets Turnover Ratio (2020)  = 
= £6,738 / £9,912
= 0.68
Assets Turnover Ratio (2019) = 
= £6,441 / £10,087
= 0.64
Workings:
For 2020,
Average Total Assets = 
    = 
    = £9,912
6. Stock holding days
Stock holding days is a metric that indicates how rapidly a company utilizes its usual inventory. Because it is used to measure the amount of time inventory stays in hand, the Stock Holding Days value represents inventory liquidity. In another word, it is the time the inventory takes to be converted into sales.
The formula for calculating Stock holding days is: 
Stock holding days =  X 365
The calculation of the Assets Turnover Ratio for Chocco plc for 2020 and 2019 is given below:
Stock holding days (2020) =  X 365
= ( £684 / £3,235) x 365
= 77.17 days
Stock holding days (2019) =  X 365
= ( £659 / £3,096) x 365
= 77.69 days
Workings:
For 2020,
Average Inventory = 
    = 
    = £684

7. Debtors collection period
In terms of accounts receivable, the debtor collection period is the time it takes for a firm to recover money due by customers or debtors. Businesses utilize the debtor collection period to assure that they collect cash efficiently and have enough cash on hand to meet their outstanding debts.
The formula for calculating debtor collection period is: 
Debtor collection period =  x 365
The calculation of the Debtor collection period for Chocco plc for 2020 and 2019 is given below:
Debtor collection period (2020) =  x 365
    = ( £1,249 / £6,738 ) x 365
    = 67.66
Debtor collection period (2019) =  x 365
    = ( £1,287 / £6,441 ) x 365
    = 72.93
8. Current ratio
The current ratio is a liquidity indicator that assesses a company's ability to pay off short-term liabilities or commitments (What Is the Current Ratio?, 2021). It demonstrates to traders and investors how a company may use its existing assets on the financial statements to pay off loans and other commitments. 
The formula for calculating the current ratio is: 
Current ratio = 
The calculation of the Current ratio for Chocco plc for 2020 and 2019 is given below:
Current ratio (2020) = 
=£2,303 / £2,511
= 0.92
Current ratio (2019) = 
=£2,355 / £3,046
= 0.77
9. Gearing ratio
Gearing ratios are financial statistics that compare a company's equity to its debts or borrowed funds. Gearing is an indicator of how much a company's activities are funded by shareholders' capital vs creditors' finances.
 The formula for calculating gearing ratio is: 
Gearing ratio = Total debt/ Total equity
The calculation of the Gearing ratio for Chocco plc for 2020 and 2019 is given below:
Gearing ratio (2020) = Total debt/ Total equity
= £6,648 / £3,088
= 2.15
Gearing ratio (2020) = Total debt/ Total equity
= £7,175/ £2,912
= 2.46
10. [bookmark: _Hlk77001086]Invertor cover
The invertor coverage ratio is a debt-to-profitability ratio that determines how readily a firm can pay interest on its debt. The invertor coverage ratio can be determined by dividing a business's earnings before interest and taxes (EBIT) by its financing expense throughout a period of time. 
The formula for calculating the Inventory coverage ratio is:
Invertor cover = EBIT / Interest expenses
The calculation of the Invertor cover for Chocco plc for 2020 and 2019 is given below:
Invertor cover (2020) = EBIT / Interest expenses
= £846 / £226
= 3.74
Invertor cover (2019) = EBIT / Interest expenses
= £730 / £181
= 4.03
[bookmark: _Toc77002402]Analysis of the financial performance and position of Chocco plc
Finance professionals, stakeholders, and potential investors may use the ROCE ratio as one of several profitability factors when evaluating a company for investment (ROCE, 2021). The ROCE of Chocco plc has been raised from 0.077 to 0.086. It denotes a boost in the company's profits. With its utilized capital, the company can now produce a greater profit.
The company's return on equity (ROE) in 2019 was 1.22. The ROE is set to grow to 1.45 by 2020, meaning that every dollar spent in the company will generate £1.45 in revenue. It means that the company is generating more money for every dollar invested.
The company's earnings per share in 2018 and 2019 have been 0.61 and 0.72, accordingly. The number of outstanding shares remained unchanged in both years. As a result, it's clear that earnings per share, as well as the profit of the company, have increased.
The net profit margin of a firm measures how many total sales contribute to the net earnings of the company. For the year 2020, Chocco PLC's profit margin has increased from 0.057 to 0.063. It means that the contribution of sales to net income has increased.
Additionally, the asset turnover ratio has increased from 0.64 to 0.68. It indicates that the firm is concentrating its efforts on generating revenue from its current assets.
The inventory holding period shows how long a company keeps its inventory before it converts to sales (Goel, 2017). Stock holding days in Chocco PLC have reduced from 77.69 to 77.17. It means the firm can now generate sales faster than before. As a consequence, the cost of maintaining inventories has also been reduced.
The debtor collection period is a critical indicator for ensuring the business's cash flow. Chocco PLC's debtor collection duration in 2019 was 72.93 days, however, it was reduced to 67.66 days in 2020. It shows that the company's cash collecting efficiency has dropped. As a result, the company's cash inflow has been pushed back and it cannot utilise its cash efficiently like before.
The current ratio is a measure of a company to meet its financial short-term debt using current assets. In 2019, Chocco PLC's current ratio was 0.77, and it is seen to rise to 0.92 in 2020. It demonstrates that the company's existing assets are insufficient to cover its current liabilities. However, its liquidity has been increased significantly.
This gearing ratio depicts the proportion of a company's capital that comes from loans and shareholder equity. The gearing ratio of Chocco PLC has been reduced from 2.46 to 2.15. It indicates the company's obligations have been decreased and it is now depending more on shareholder equity for financing.
The invertor cover ratio of Chocco PLC has been reduced from 4.03 to 3.74. It means that the company's capacity to cover its interest for profit has reduced. Moreover, the interest expense of the company is about 25% of the EBIT which indicates that about one-fourth of the profit of the company is spending on paying its interest expenses.
Chocco PLC's sales have increased by about 4.6%, showing a significant rise in revenue. In addition, the organization's entire revenue has increased by around 4.7 per cent. The net profit, on the other hand, grew by 18.57 per cent. It implies that the firm has improved its cost-cutting capabilities in order to increase earnings. It can be said that the overall position and performance of the company is satisfactory.
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