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The profit and loss (P&L) statement is a financial statement that shows sales, revenues, and expenses of a company for a certain time period, generally a fiscal quarter or year (Needles, Powers and Crosson, 2012). The profit and loss statement (P&L) informs managers and investors whether a firm made profits or lost the money during the reporting period.
This report reveals a company's capacity (or incapacity) to generate income through growing revenue, lowering costs, or sometimes both. A profit and loss statement demonstrates how a company converts income into profits, allowing managers to see the rise and fall of revenue and expenses. A P&L is also used by investors and creditors to assess the amount of risk involved in financing a business or lending cash to a company. Gains and losses that will be taxed or reimbursed for Internal Revenue Service considerations are also stated on the statement.
For disclosure requirements, public companies must provide three key financial reports: a profit and loss statement, a statement of financial position, and a cash flow statement, on a quarterly and yearly basis (RAMACHANDRAN., 2014). Profit and loss statements are generated on a regular basis by private firms for internal management and investment objectives.
A profit and loss statement can be constructed in one of two ways. As per the simple single-step technique, from the totals revenues of a business is expenses is deducted to get the profit margins. The more difficult multi-step process starts by subtracting operating expenditures from revenue, resulting in operational income. After subtracting non-operating revenues, non-operating costs, and investment gains and losses, pre-tax income is calculated. The net income is determined after income taxes are deducted. 
The Profit and loss statement for Kedison PLC for the year ended 31st December 2020 is given below: 
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: _Toc76900917]Preparation of statement of financial position for Kedison PLC
The balance sheet, also known as the statement of financial position, is a financial statement that shows a firm’s assets, liabilities, and Shareholders' equity as of a specific date (Hillman, Kochanek and Norgaard, 2016). It displays a company's resources, responsibilities, and ownership data on a given day.  It only displays elements that were existing on the day the report was published. This statement is in contrast to other financial reports such as the profit and loss statement, which shows a company's operations throughout time. The corporate account information on the ending day of an accounting cycle is only recorded on the statement of financial position.
Investors are given a set of financial statements each year in order to give them proper facts about the organization's current performance and financial condition. The statement of financial position provides information on the company's assets, liabilities, and owners' equity (Robinson, 2013). The status of these items at the conclusion of the accounting period is reflected in the statement of financial position. It should be completed on an annual basis, although it can also be completed half-yearly or quarterly.  The fundamental accounting equation is similar to the format of the statement of financial position. The formula for a company is:
Assets = Liabilities + Stockholders' Equity.
Basic accounting concepts and rules, such as expense, comparability, and complete disclosure, must be included in the statement of financial position. As a result, when the statement of financial position is produced using the accrual accounting method, it has greater meaning. Users of financial statements can utilize the Statement of Financial Position to analyse an entity's financial health in respect of financial risks, investment risk, creditworthiness, and operational risks. This statement aids stakeholders such as investors, the government, and analysts in understanding the company's financial position and allowing them to compare the data to previous periods or other firms in the same sector. The statement is also beneficial to management since it allows them to assess the company's financial situation and take immediate measures. The statement of financial position for Kedison PLC is given below:
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
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A balance sheet is a financial document that contains the financial status of a firm as of a specific date, usually the conclusion of a reporting period or year. The assets of the firm are listed in one section, while liabilities and owners' equity are included in another section. In a balance sheet, total assets are always equal to the total liabilities and shareholders' equity (Statement Of Financial Position, 2021). Assets and liabilities are also divided into short-term and long-term categories, with assets and liabilities arranged in ascending order of liquidity.
The assets on a statement of financial position are quantifiable assets that a firm possesses or will obtain in the future. Liabilities are the obligations that a business owes, including due taxes, accounts payable, salaries payable, and borrowing. The retained earnings and capital supplied by shareholders are displayed in the shareholders' equity section. Total assets must match total liabilities and shareholders' equity in order for the balance sheet to be balanced.
The accounting principle of double-entry is the main reason why a balance sheet balances. All transactions are recorded in at least two separate accounts in this accounting system, which also serves as a check to ensure that the entries are accurate. A balancing entry is generated for each entry, maintaining the accounting equation. This approach is based on the fact that assets are documented at the basis of their historical cost, or the cost at which they were bought (Fellingham, 2018). Therefore market value gains are not shown on the balance sheet. Apart from financing operations, only profits or losses impact shareholders' equity, and profits or losses are offset by growth or declines in the assets and liabilities that produced them.
Despite the fact that the amounts of assets, liabilities, and equity might fluctuate as a consequence of transactions, the sums on both sides of the accounting equation are always equal. This is because each and every transaction that changes the assets of the business will change the amount of cash available to the business or the liabilities or the equity by the same amount.
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An accounting ratio reflects and compares two financial statement line components, such as the income statement, statement of financial position, and cash flow statement (Haber, 2014). It is a useful tool for shareholders, investors, and other stakeholders to assess a company's profitability, sustainability, and financial condition. Accountants and financial analysts utilize the ratios to explain and examine issues or accomplishments over a set time. Accounting ratios are frequently computed on an annual or quarterly basis, with certain ratios being more essential in different sectors. Accounting ratio analysis is a very important stage in assessing a company's financial performance. It may frequently identify areas that are lowering a company's financial performance and, as a result, need to be improved. Accounting ratios can be used to assess the success of new management strategies, new goods, and adjustments in operational methods.
Accounting ratios are also useful for both the firm and investors when comparing companies in the same sector. Accounting ratios may be used by companies to assess how they compete with their rivals, and investors can use accounting ratios to identify whether the firm is the better choice.
A comprehensive accounting analysis might be a challenging task, but calculating accounting ratios and evaluating them is an easy practice of comparing two line items found on a financial report, that provide a summary section of clear analysis to investors or shareholders.
1. ROCE
The return on capital employed (ROCE) is an accounting ratio that can be used to evaluate the profitability and capital efficiency of a firm (Steffy, Zearley and Strunk, 2014). To put it another way, this ratio can assist in determining how successfully a firm generates profits from its capital when it is deployed.
The formula for calculating ROCE is: 
ROCE = EBIT / Capital Employed
The ROCE for Chocco plc for 2020 and 2019 is calculated below:
	Particulars
	2020
	2019

	EBIT
	£620
	£539

	Capital Employed
	£7,225
	£7,041

	ROCE
	0.086
	0.077



Workings:
For 2020,
Capital Employed= Total Assets – Current Liabilities
    = £9,736 - £2,511
    = £7,225
For 2019,
Capital Employed= Total Assets – Current Liabilities
    = £10,087- £3,046
    = £7,041
2. ROE
The return on equity (ROE) is a business performance indicator that is determined by dividing net income by the equity of the shareholders. ROE stands for return on net assets, which is equivalent to a company's assets less its liabilities. The return on equity (ROE) is an indicator of a company's profitability in proportion to its shareholders' equity. The formula for calculating ROE is:
Return on Equity = 
The ROE for Chocco plc for 2020 and 2019 is calculated below:
	Particulars
	2020
	2019

	Net Income
	£431
	£366

	Average Stockholder Equity
	£300
	£300

	Return on Equity
	1.45
	1.22



3. Earnings per share
The income of a firm is divided by the total number of outstanding shares of its common stock to compute earnings per share (EPS) (Childs, 2015). The resulting figure is used to determine the profitability of a company. It is normal for a firm to publish earnings per share (EPS) that has been adjusted for unusual items and probable share dilution. The formula for calculating Earnings Per Share is:
Earnings Per Share = 
The Earnings Per Share for Chocco plc for 2020 and 2019 is calculated below:
	Particulars
	2020
	2019

	Net Income
	£431
	£366

	Number of Common Shares Outstanding
	600
	600

	Earnings Per Share
	0.72
	0.61



4. Net profit margin
The net profit margin, often known as the net margin, is a percentage of revenue that reflects how much net income or profit is earned. For a business or manufacturing sector, it indicates the percentage of net profits to sales. The net profit margin shows how much profit a firm makes out of each dollar of revenue it receives. The formula for calculating Net profit margin is: 
The Net profit margin for Chocco plc for 2020 and 2019 is calculated below:
Net Profit Margin = 
	Particulars
	2020
	2019

	Net Income
	£431
	£366

	Sales
	£6,738
	£6,441

	Profit Margin
	0.063
	0.057



5. Asset turnover
The asset turnover ratio compares the number of assets of the company to the number of its sales or revenues. The asset turnover ratio is a metric that measures how well a firm uses its assets to produce income. The formula for calculating Asset turnover is:
Assets Turnover Ratio = 
The Asset turnover for Chocco plc for 2020 and 2019 is calculated below:
	Particulars
	2020
	2019

	Sales
	£6,738
	£6,441

	Average Total Assets
	£9,912
	£10,087

	Assets Turnover Ratio
	0.68
	0.64



Workings:
For 2020,
Average Total Assets = 
    = 
    = £9,912
6. Stock holding days
Stock holding days is a measure that reflects how quickly a firm uses the average inventory it has on hand. The Stock holding days value reflects inventory liquidity since it is used to calculate the period of time that inventory remains in hand. The formula for calculating Stock holding days is: 
Stock holding days =  X 365
The Stock holding days for Chocco plc for 2020 and 2019 is calculated below:
	Particulars
	2020
	2019

	Average inventory
	£684
	£659

	Cost of Goods sold
	£3,235
	£3,096

	X 365

	Stock holding days
	77.17
	77.69



Workings:
For 2020,
Average Inventory = 
    = 
    = £684

7. Debtors collection period
The debtor collection period is the length of time it requires for a company to recover the payments owed by its customers in terms of accounts receivable (AR) (Velez-Pareja, 2012). The debtor collection period is used by businesses to ensure that they are efficient in collecting cash and they have sufficient cash on hand to satisfy their financial obligations. The formula for calculating debtor collection period is: 
Debtor collection period =  x 365
The Debtor collection period for Chocco plc for 2020 and 2019 is calculated below:
	Particulars
	2020
	2019

	Debtors
	£1,249
	£1,287

	Sales Turnover
	£6,738
	£6,441

	X 365

	Debtor collection period
	67.66
	72.93



8. Current ratio
The current ratio is a financial ratio that evaluates a company's capacity to pay short-term debts or obligations. It explains to analysts and investors how a business may make the most of its existing assets on its balance sheet to pay down current debt and other obligations. The formula for calculating the current ratio is: 
Current ratio = 
The Current ratio for Chocco plc for 2020 and 2019 is calculated below:
	Particulars
	2020
	2019

	Current Assets
	£2,303
	£2,355

	Current Liabilities
	£2,511
	£3,046

	Current ratio
	0.92
	0.77



9. Gearing ratio
Gearing ratios are financial metrics that relate some type of shareholder's equity to debts or loaned cash (Gearing ratio definition, 2021). The extent to which a firm's operations are supported by shareholders' capital against creditors' funds is measured by gearing. The formula for calculating gearing ratio is: 
Gearing ratio = Total debt/ Total equity
The Gearing ratio for Chocco plc for 2020 and 2019 is calculated below:
	Particulars
	2020
	2019

	Total debt
	£6,648
	£7,175

	Total equity
	£3,088
	£2,912

	Gearing ratio
	2.15
	2.46



10. Invertor cover
Inventory Coverage Ratio Is a financial stability ratio that determines if the firm has sufficient financial resources to support stock formation. The formula for calculating the Inventory coverage ratio is:
Inventory Coverage = (Working Capital + Short-Term Liabilities) ÷ Inventories
The Inventory Coverage for Chocco plc for 2020 and 2019 is calculated below:
	Particulars
	2020
	2019

	Working Capital
	- £208
	- £691

	Short-Term Liabilities
	£2,511
	£3,046

	Inventories
	£708
	£708

	Inventory Coverage ratio
	3.25
	5.28


 
Workings:
For 2020,
Working Capital = Current Assets – Current Liabilities
    = £2,303 - £2,511
    = - £208
For 2019,
Working Capital = Current Assets – Current Liabilities
    = £2,355- £3,046
    = - £691
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Ratio Analysis
ROCE: When evaluating a firm for investment, finance experts, stakeholders, and prospective investors may utilize the ROCE ratio as one of the numerous profitability ratios (Evans, 2016). In Chocco plc, the ROCE has been increased from 0.077 to 0.086. It indicates the increased profitability of the business. The business can now generate more profit using its employed capital.
ROE: In the year 2019, the company's ROE was 1.22. In the year 2020, the ROE is seen to rise to 1.45, implying that every dollar invested in the firm can yield £1.45 in revenue. It indicates that the business is earning more for each dollar of equity.
Earnings per share: For the years 2018 and 2019, the company's earnings per share were 0.61 and 0.72, respectively. For both years, the number of shares outstanding remained constant. As a result, it is evident that the earnings per share have grown.
Net profit margin: The contribution of sales to net earnings is expressed by a company's net profit margin (Nariswari and Nugraha, 2020). Chocco PLC's profit margin has grown from 0.057 to 0.063 for the year 2020. It indicates that the sales-related net income has grown.
Asset turnover: The asset turnover ratio has also risen from 0.64 to 0.68. It means that the company is focusing more on creating income using its existing assets.
Stock holding days: This ratio indicates how much time a business holds its inventory before selling it. In Chocco PLC the stock holding days has been decreased from 77.69 to 77.17. It indicates that now the company can make sales earlier than before. And as a result, the cost of holding inventory has also been decreased.
Debtors collection period: This is a very important metric to ensure the cash inflow of the business. The debtors' collection period for Chocco PLC in 2019 was 72.93 days which has been decreased to 67.66 days in 2020. It indicates that the cash collection efficiency of the company has been decreased. As a result, the cash inflow of the company has also been delayed.
Current ratio: The current ratio demonstrates a company's capacity to pay down short-term obligations using current assets (Morley, 2015). Chocco PLC's current ratio was 0.77 in 2019, and it is set to increase to 0.92 in 2020. It shows that the firm does not have enough current assets on hand to meet current liabilities. However, its liquidity has grown by a substantial amount.
Gearing ratio: This ratio shows how much of the company's capital originates from borrowing and shareholder equity. Chocco PLC's gearing ratio has now been lowered from 2.46 to 2.15. It means the firm has reduced its liabilities and is relying more on shareholder equity for funding.
Invertor cover: In Chocco PLC inventory cover ratio has been decreased from 5.28 to 3.25. It indicates that the capability of the company to form inventory from its financial sources has been decreased. Though the inventory cover ratio indicates a safe position of the company, the decreasing inventory cover ratio indicates the decreasing financial sustainability of the company.
Financial statement analysis
Chocco PLC's sales have grown by around 4.6 per cent, indicating a substantial increase in revenue. Furthermore, the organization's overall income has grown by approximately 4.7 per cent. However, the net profit increased by 18.57 per cent. It suggests that the company has become more effective in reducing costs in order to boost profits.
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