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[bookmark: _Toc81258291]Introduction
[bookmark: _Toc81258292]The financial performance of any business organization depends on the effectiveness of the various policies taken by the management. There are three types of financial statements which need to be prepared by every publicly listed company such as balance sheet, cash flow statement and income statement. All these three statements must be communicated as an annual report to the stakeholders for the decision-making purpose. Financial reports are important for both internal and external stakeholders to make appropriate decisions regarding the growth of the organization. In this report for the evaluation of the financial performance balance sheet, income statement and ratio analysis are considered. In question 1, the profit and loss statement of Kedison Plc will be calculated and the reason for the balance of the two sides of the balance sheet will be stated. In question 2, various financial ratio analyses such as profitability ratio, liquidity ratio and efficiency ratio will be calculated and a broad discussion will be made on the financial performance of Chocco Plc. Ratio analysis is also important to calculate the actual financial performance and compare it with the previous year. 


[bookmark: _Toc81258293]Question 1 a) Profit and Loss statement
	Profit and Loss statement of Kedison Plc

	For the year 31st December 2020

	Particulars
	Amount £
	Amount £

	Revenue
	827630
	 

	Cost of sales
	578650
	 

	Gross profit
	 
	248980

	Administrative expenses
	30000
	 

	Director's remuneration
	5000
	 

	Distribution cost
	28000
	 

	Salesman commission
	3000
	66000

	Earnings before interest and tax
	 
	182980

	Interest paid (100000* 4%)
	4000
	 

	Total tax
	68000
	72000

	Income after interest and tax
	 
	110980

	Preference dividend
	 
	30000

	Net profit
	 
	80980


Table 1: Profit and loss statement
The above table shows the profit and loss statement of Kedison Plc. A profit and loss statement is prepared to ascertain the profitability of the organization after meeting all the direct and indirect overhead expenses. From the above analysis, it can be seen that this organization is able to upgrade even after meeting all the expenses relating to interest tax and preference dividend (Oncioiu et al., 2021). The preparation of this financial statement is mandatory for publicly listed companies and this must be published in the annual report for the benefit of the stakeholders. This statement not only shows the overall profit of the company but also incorporates the total amount of income and expenses in a particular financial year. This profit and loss statement also provides a broad analysis of indirect expenses like sales Commission, administration expenses and distribution costs of Kedison Plc. The statement of this organization is also necessary for further financial analysis like the determination of ratios. Profit and loss statement is required to the managers for adopting adequate controlling measures to improve the internal business process. 
For the preparation of a profit and loss statement at first total revenue at the rear end is recorded. Additional information is provided that a goods value of £ 980 was sent to the customer on 31st December 2020. However, the transaction is not recorded in the ledger account. That is why the total value of the revenue presented in the trial balance is added with the sales made in the last year that is 980 pounds. The total value of sales at the year-end was £ 827630. The value of the cost of sales represents all the operation related expenses like the purchase of raw materials. The amount of Cost of sales is £578650. This is subtracted from the total value of the revenue for calculating the gross profit. The gross profit of this business organization shows the capacity of the company to earn profit from the core operation (Jamaldeen, 2020). From the gross profit all the indirect expenses like administrative expenses, director’s remuneration, distribution cost and accrued salesman Commission is subtracted to determine the value of earnings before interest and tax, even though the sales Commission is generated in the current year it is will be paid at the end of the next year. As the transaction is generated in the current year, it is reflected in the current year profit and loss statement. The total value of the EBIT is £ 182980. 
In the trial balance, it is stated that the total value of the interest paid is only £2000. However, the total value of the debt capital from the external sources is £ 100000 and the rate of interest is 4%. According to this information, the total value of the interest paid must be £ 4000. The amount of tax is stated as additional information which is £ 68000. The value of interest paid and the total tax is deducted from the EBIT to calculate income available to the preference and equity shareholder. As the information provided in the assignment, the total value of the preference dividend was £ 30000. This value is deducted to determine the amount of profit available for the equity shareholder (Evmenchik et al., 2021). The total value of the net profit after adjusting all the expenses and income at the end of the financial year is £ 80980. The positive value of net profit shows that this organization is able to meet all the expenses from the total revenue earned in the year 2020. 
[bookmark: _Toc81258294]b) The reason for balances position of financial statements
In the balance sheet, there are mainly two sides such as assets side and the liability side. The asset side of the company is presented in the left hand and the liability side is presented in the right hand. The Asset side of the balance sheet consists of assets such as fixed and current assets a company owns. On the other hand, the liability side of the balance sheet represents the total value of owes of the company. The liability of the organization was originally due to the tax payment, various utility payments such as salaries, rent and debt capital. The shareholder equity position off the balance sheet displays the total value of the equity capital, retained earnings and share premium (Yaya et al., 2021). From the balance sheet, it has been observed that both the asset side and the liability side of this financial statement are equal. The major reason for equal balances of asset and liability side is that in every organization double-entry bookkeeping system is performed. According to this accounting system all that transactions are recorded at least into different accounts to make the financial entries consistent. For example, if the Purchase is made by the organization in cash then the purchase account will be debited and the cash account will be credited. In this transaction, the cash account will be increased by the same amount as the Purchase account of the organization is decreased. In the case of selling an asset, the cash account will be increased by the same amount and the Asset account will be decreased (Sheet, 2020). so it can be observed that in the case of a single financial entry both the accounts are debited and credited by the same amount. That is why both sides of the balance sheet are always equal.  In case of any mismatch between the Asset and liability side, it must be considered that there are any discrepancies in recording the financial transactions in the books of account. 
[bookmark: _Toc81258295]Question 2
[bookmark: _Toc81258296]a) Ration calculations
[bookmark: _Toc81258297]1. ROCE
Formula: ROCE = Operating profit / Total capital employed

	Return on capital employed
	2020
	2019

	Operating profit
	805
	699

	Capital employed
	7225
	7041

	Answer
	11.1419
	9.92757


Table 2: Return on capital employed
This ratio is calculated to determine the rate of return on the total capital employed. For the calculation of the total capital invested in this company, total equity capital and the total debt capital is added (Hertati et al., 2020). Return on capital employed is one of the most important profitability ratios to ascertain how the management of Chocco PLC is using its total capital to provide risk return to the investor. According To the market average, the ideal range of ROCE is 10%. 
[bookmark: _Toc81258298]2. ROE
Formula: ROE = Net Income / Shareholder’s equity
	Return on equity
	2020
	2019

	Net income
	431
	366

	Shareholder's equity
	3088
	2912

	Answer
	13.9573
	12.5687


Table 3: Return on equity
Return on equity is calculated to determine the efficiency of the company is using the invested amount of the shareholders and providing enough return to them. According to the market average, the ideal range of ROE is 18% or more. Return on equity is a good indicator of growth in the company's income and ability to generate profit (Haralayya, 2021). The value of return on equity has improved a lot in the year 2020 from the previous year’s 2019. Yet it is lower than the market average. It indicates that the management of this company needs to effectively use the capital collected from equity shareholders for the expansion of the organization. 
[bookmark: _Toc81258299]3. Earnings per share
Formula: EPS = Net profit / total number of outstanding shares 
	Earnings per share
	2020
	2019

	Net income
	431
	366

	Total number of outstanding shares (300/.50)
	600
	600

	Answer
	0.71833
	0.61


Table 4: Earning per share
This ratio shows the return per share after investing one pound in the company. It is another profitability ratio to ascertain whether the investors are getting proper returns against their investment in the company. Earnings per share are the most important indicator for the investors to ascertain the value of their investment in the company in that particular financial year. As the value of Earning per share has increased from the previous year, it denotes that the investor of this company will definitely appreciate the growth and make further investments in the company (Mohsin et al., 2021). 
[bookmark: _Toc81258300]4. Net profit margin
Formula: (Net profit / Total revenue) *100
	Net profit margin
	2020
	2019

	Net profit
	431
	366

	Revenue
	6738
	6441

	Answer
	6.39656
	5.68235


Table 5: Net Profit Margin
Net profit margin is used to calculate the effectiveness of the company to convert the total revenue into the net profit. The net profit of any business organization is calculated by subtracting all the indirect expenses from the gross profit. Net profit is the indicator of the efficiency of the company in generating profit for a particular financial year. The ideal range of net profit margin of an organization is 10% to 12%. As the value of the net profit margin is below the market average the management of Chocco Plc needs to adopt effective measures for the growth of the profitability rate (Perszyk et al., 2021). 
[bookmark: _Toc81258301]5. Assets turnover
Formula: Asset turnover = Total sales / Total assets
	Total assets turnover
	2020
	2019

	Revenue
	6738
	6441

	Total assets
	9736
	10087

	Answer
	0.69207
	0.63854


Table 7: Assets turnover ratio
The asset turnover ratio is calculated to determine the effectiveness of the company to use its assets for generating profit in a specific financial year. The ideal range of asset turnover ratios for a retail organization is 2.5 or more. The lower value of asset turnover ratio denotes that the management of this organization is not effectively using it for generating revenue and overall growth. 
[bookmark: _Toc81258302]6. Stock holding days
Formula: Stock turnover days = (Total inventory /Cost of sales) * 365 days
	Stock turnover days
	2020
	2019

	Total inventory
	708
	659

	Cost of sales
	3235
	3096

	total days in a year
	365
	365

	Answer
	79.8825
	77.6922


Table 8: Stock turnover days
Stock Turnover days is calculated to measure the required time a company needs to sell its inventory. The larger turnover days indicates the inefficiency of the company to attract customers for the sale of goods and services (Maliki, 2020). 
[bookmark: _Toc81258303]7. Debtors collection period
Formula: (Total value of debtor / Revenue) *365
	Debtors Collection period
	2020
	2019

	Debtors
	1249
	1287

	Total revenue
	6738
	6441

	Total days in a year
	365
	365

	Answer
	67.6588
	72.932


Table 9: Debtors collection period
The debtor Collection period depends on the credit policy of the company. Longer debtor periods indicate that the data of the organization takes longer to pay the debts to the company. From the above calculation, it can be noticed that the Data Collection period has improved from the previous year. It indicates that the details of the company now pay quickly and it is beneficial for improving the cash holding position. 
[bookmark: _Toc81258304]8. Current ratio
Formula: current ratio = Current assets / Current liability
	Current ratio
	2020
	2019

	Current assets
	2303
	2355

	Current liabilities
	2511
	3046

	Answer
	0.91716
	0.77315


Table 10: Current ratio
The ratio is the best way to measure the liquidity of the organization. According to the market average, the ideal range of the current ratio is 1 to 1.5. This ratio is the indicator of the short-term debt spring ability of the company. The current ratio shows the efficiency of the company in meeting short term obligations (Borozan et al., 2020).  
[bookmark: _Toc81258305]9. Gearing ratio
Formula: Gearing ratio = total debt / Shareholder’s equity
	Gearing ratio
	2020
	2019

	Total debt capital
	4137
	4129

	Total equity capital
	3088
	2912

	Answer
	1.3397
	1.41793


Table 11: Gearing ratio
The gearing ratio is one kind of financial ratio to compare the equity capital of the owners to the debt capital which is borrowed from external sources. The history of the retail organization must vary 25% to 50%. When the gearing ratio is more than 50% it indicates that the capital structure of the company comprises more debt capital than the equity capital (Kliestik et al., 2020). 
[bookmark: _Toc81258306]10. Interest cover
Formula: Interest coverage = EBIT / Interest expenses
	Interest coverage
	2020
	2019

	EBIT
	805
	699

	Total interest payment
	226
	181

	Answer
	3.56195
	3.86188


Table 12: Interest coverage ratio
The interest coverage ratio indicates whether the company has the ability to pay all the interest expenses from the operating profit. 
[bookmark: _Toc81258307]b) Comment on the financial position
In this assignment, the balance sheet of Chocco Plc and profit and loss statement is provided for the year 2019 and 2020 to evaluate the financial position of the company and compare financial performance between these two years. All the ever-calculated ratios indicate various factors of the financial performance of this organization and this impact the overall growth of the company (Nufus et al., 2020). If the profit and loss statement is considered, then it can be observed that the Total revenue of these organizations has increased from the previous year. it indicates the overall effectiveness of the sales department of the organization for properly marketing the products and expanding the customer ways to improve the revenue growth. On the other hand, if the expense is considered interest payable for the borrowed amount it has also increased. It indicates that in the year 2000 2020 this organization has taken in more borrowed capital from the market. However, the overall growth in the net profit shows the efficiency of the company interning total revenue into profit even after paying all the increased amount of expenditures (Kadim et al., 2020). 
The balance sheet of Chocco PLC shows the Asset and liability position of the company for the years 2020 and 2019. The decrease in the value of current assets shows that the liquidity position of this company has deteriorated from the previous year. The management of the company needs to improve the credit policy and cash holding position to improve the short-term debt paying capacity of the company (Mustarós et al., 2020). The value of fixed assets has also substantially decreased due to a decrease in the value of property and plants. In the year 2020, this organization has also borrowed capital from external sources and increased the value of loans and Borrowings. From the additional information presented in the assignment, it can be observed that the total dividend pay-out in 2020 is £255 Million and it has increased from the previous year. Enhancing the value of the total dividend indicates that shareholders have got a good return from the investment. The total share value of the company has also improved in 2020 and it has increased the market capitalization of the company. The announcement of an increased rate of dividends and a good market capitalization position will help this organization to attract more shareholders to the company (Shalini and Vijayalakshmi, 2021). 
In this assignment, three types of profitability ratios are calculated such as profitability ratio, liquidity ratio and efficiency ratio. Even though the return on capital employed of this organization has increased from the Year 2019 yet it is lower than the market average. This situation is the same for all profitability ratios such as return on equity, earning per share and net profit margin. So it is recommended to the management to improve the selling and marketing strategy for the overall growth of profitability ratio. The current ratio of this organization is also lower than the market average and it is even lower than one. It indicates that the Current liability of this company is greater than its current asset (McCosker, 2021). The value of gearing capital also shows the dependency of these organizations on debt capital. The total value of the equity capital is substantially lower than the total borrowed from external sources. A huge dependency on the dip capital also increases the chances of bankruptcy. As the payment of interest is compulsory for the debt capital it also increases the operating cost of the company. from the efficiency ratio such as asset turnover ratio, data collection period and Inventory turnover period it is predicted that financial performance in these three sections got better from the previous year. However, the increased value of the stock turnover ratio indicates that the marketing team of this organization needs to formulate an effective marketing and pricing strategy. It will help this organization to increase the customer base and instruct the existing customers (Pial, 2021).  
From the overall performance analysis from the balance sheet, profit and loss statement, and ratio analysis it can be concluded that the financial performance of this company has improved from the previous year. However, the management of Chocco Plc needs to take effective measures to make the financial performance at par with the market average. 
[bookmark: _Toc81258308]Conclusion
In this assignment, ratio analysis and financial statements such as income statements are prepared to analyse the financial performance of two different organizations. Income statements are prepared to show the Profitability of the company. On the other hand, various ratios are calculated to ascertain the financial performance of Chocco Plc. Comparing the financial performance of this organization for the last two years it can be concluded that, the financial position has improved in the current year. The preparation of income statements and ratio analysis is important to ascertain the profitability and internal efficiency of the companies. 
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