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This report will consist of the calculation of financial statements i.e., profit and loss account and balance sheet. Furthermore, it will also include the assumptions and footnotes which will be related to balance sheet and profit and loss account. This report will also include the financial performance presentation of the company. In addition to this, it will also include the reason for matching balance sheet always. In the part two this report will consider the valuations and computation of ratios related to the company. It will include the numerous ratios like return on capital employed ratio, gearing ratio is the profitability ratio, current ratio shows the liquidity of the company, assets turnover ratio states that how efficiently or effectively company uses their fixed assets, return on equity ratio, net profit margin ratio, debtor collection period represent the number of days company had to convert receivables into cash and earnings per share of the company. Apart from this, this report will consider the reason for increasing or decreasing of these ratios by using the financial statements which include balance sheet, income statement account, comprehensive income statement account and owner’s equity account of the company and the calculations of ratio related to the company. 
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A):
Income Statement Account 
	Profit and Loss Account for the year ending 31 January 2020 of Kedison Plc

	Particulars 
	
	Amount in £

	Sales
	
	826,650

	Add: accrued sales
	
	980

	Net sales
	
	827,630

	Less: cost of sales
	
	578,650

	Gross profit
	
	248,980

	Less: Operating expenses
	
	

	Outstanding commission
	3,000
	

	Administrative expenses
	30,000
	

	Distributions costs
	28,000
	

	Directors’ remuneration
	5,000
	66,000

	Earnings before interest and tax
	
	182,980

	Less: Interest paid
	
	2,000

	Earnings after tax
	
	180,980

	Less: tax
	
	68,000

	Net profit after tax
	
	112,980

	Less: ordinary dividend paid
	20,000
	

	Less: preference dividend paid
	30,000
	50,000

	Retained earnings of Kedison Plc
	 
	62,980



Balance Sheet
	Balance Sheet as on 31 January 2020 of Kedison Plc

	Assets
	Amount in £
	Amount in £

	Non-current assets
	 
	 

	Plant and equipment
	632,730
	 

	Total noncurrent assets
	 
	632,730

	Current assets
	 
	 

	Cash and bank
	12,900
	 

	Inventory
	330,600
	 

	Accrued income
	980
	 

	Debtors
	170,125
	 

	Total current assets
	 
	514,605

	 
	 
	 

	Total assets
	 
	1,147,335

	 
	 
	 

	Liabilities
	 
	 

	Current liabilities
	 
	 

	Creditors
	171,355
	 

	Outstanding commission
	3,000
	 

	Total current liabilities
	 
	174,355

	 
	 
	 

	Non-current liabilities
	 
	 

	Debentures
	100,000
	 

	Total noncurrent liabilities
	 
	100,000

	 
	 
	 

	 
	 
	 

	Total liabilities
	 
	274,355

	 
	 
	 

	Net assets
	 
	872,980

	 
	 
	 

	Equity
	 
	 

	Equity stock
	610,000
	 

	Retained Earnings
	262,980
	 

	Total Equity
	 
	872,980



Footnotes
· Accrued sales of goods are added to the sales in the income statement account which was valued at pound 980.
· Preference shares are added to the equity in the balance sheet while calculating share capital.
Income statement accounts and balance sheet shows the financial performance of the Kedison Plc. Profit for the year ending 2020 of Kedison Plc was £ 62,980. The total Retained earnings of the Kedison Plc were £ 262,980. Noncurrent liabilities are more than noncurrent assets of Kedison Plc whereas current assets are more than current liabilities of Kedison Plc. Payables are also more than debtors which shows that Kedison Plc purchased material or goods on credit instead of cash. The capital contributed by the shareholder of Kedison Plc was £ 610,000. Formula for calculating net profit was revenue minus total expenses are considered here. Total dividend paid by the Kedison Plc was £ 50,000 to its both preference and ordinary shareholder.
B):
Balance sheet refers to the financial position of the company.  The balance sheets always show the assets will be equivalent to shareholder capital and liabilities. The balance sheets involve assets which gives the economic future benefits, liabilities that company must be paid in nearer future and the share capital which represent the retained earnings and capital contributed by shareholders (Johnson, 2017). 
The major reason behind the balance of balance sheet because it’s followed the fundamental principle of accounting i.e. double entry. This accounting process recognized all the activities in at least 2 diverse accounts. Therefore, it does also ensure that entries are correct or consistent. 
For example, if company decided that they would sell office equipment for worth £ 50,000. In this scenario company assets account would be go down by £ 50,000 whereas cash account of the company goes up by £ 50,000, so by this way balance sheet balanced.
Assets are fore most important part of balance sheet. Assets include two types of assets first one current assets and another one is noncurrent assets. Current assets represent those assets which are to be transformed into cash within one year or one operation cycle whichever is greater. Current assets include inventory, accounts receivables, prepaid expenses, cash and cash equivalents (Leonard, 2018). Noncurrent assets represent the long-term assets of the organization, and which are to be transformed into cash more than a year. Noncurrent assets include plant and machinery, land and building, fixed assets and trademarks.
Liabilities are the component of balance sheet, and it is the obligation of the company. Liabilities include two types of liabilities first one current liabilities and another one is noncurrent liabilities. Current liabilities represent those liabilities which are to be paid in one year or one operation cycle whichever is greater. Current liabilities include creditors, outstanding expenses, and short-term loan and notes payables. Noncurrent liabilities represent the long-term financing or debt of the organization, and which are to be paid in more than a year. Noncurrent liabilities include long term debt and loans (Kevorkova et al., 2019).
Shareholders’ capital includes the retained earnings, and it refers to the part of the net profit which is not distributed in shareholder as dividend and instead of this it can be used by company in reinvest purpose (Ball et al., 2020). And it also includes share capital that is contributed by the shareholder of the company. Shareholder shows the net value of a business and helps in to estimate or evaluate financial health of the company. 
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A): 
Financial ratios are very important tools and technique which help the company or the management to analysis the financial performance and the position of the company so that they can invest the process to the same and increase the interest income of the company (Wood, 2019).
	A):  Financial ratios

	1):
	 
	 
	 

	Return on Capital employed
	 
	 
	 

	Formula:
	EBIT/Equity + Long term liability
	 
	 

	2020
	 
	2019
	 

	EBIT
	805
	EBIT
	700

	Equity
	3088
	Equity
	2912

	Long term liability
	4137
	Long term liability
	4129

	 
	 
	 
	 

	ROCE: 
	11.14%
	ROCE: 
	9.94%

	 
	 
	 
	 

	2):
	 
	 
	 

	Return on Equity
	 
	 
	 

	Formula:
	Net income/Average equity
	 
	 

	2020
	 
	2019
	 

	Net income
	431
	Net income
	366

	Average equity
	3088
	Average equity
	2912

	 
	 
	 
	 

	Return on equity
	13.96%
	Return on equity
	12.57%

	 
	 
	 
	 

	3): 
	 
	 
	 

	Earnings per share
	 
	 
	 

	Formula:
	Net income/number of share outstanding
	 
	 

	2020
	 
	2019
	 

	Net income
	431
	Net income
	366

	Share outstanding
	1536
	Share outstanding
	1200

	 
	 
	 
	 

	EPS
	0.280599
	EPS
	0.305

	 
	 
	 
	 

	4): 
	 
	 
	 

	Net profit margin 
	 
	 
	 

	Formula:
	Net income/revenue 
	 
	 

	2020
	 
	2019
	 

	Net profit
	431
	Net profit
	366

	Revenue 
	6738
	Revenue 
	6441

	 
	 
	 
	 

	Net profit margin
	6.40%
	Net profit margin
	5.68%

	 
	 
	 
	 

	5): 
	 
	 
	 

	Asset turnover ratio:
	 
	 
	 

	Formula:
	Revenue/ average total assets
	 
	 

	2020
	 
	2019
	 

	Revenue
	6738
	Revenue
	6441

	Average total assets
	9736
	Average total assets
	10087

	 
	 
	 
	 

	Assets turnover ratio
	0.6920707
	Assets turnover ratio
	0.6385447

	 
	 
	 
	 

	6): 
	 
	 
	 

	Stock holding days
	 
	 
	 

	Formula:
	365/Inventory turnover ratio
	 
	 

	2020
	 
	2020
	 

	Average inventory
	708
	Average inventory
	659

	COGS
	3235
	COGS
	3096

	Inventory turnover ratio
	4.569209
	Inventory turnover ratio
	4.6980273

	 
	 
	 
	 

	Stock holding days
	79.882535
	Stock holding days
	77.692183

	 
	 
	 
	 

	7): 
	 
	 
	 

	Debtor collection period
	 
	 
	 

	Formula:
	365/receivable turnover ratio
	 
	 

	2020
	 
	2019
	 

	Average receivable
	1249
	Average receivable
	1287

	Net sales
	6738
	Net sales
	6441

	Receivable turnover ratio
	5.3947158
	Receivable turnover ratio
	5.004662

	 
	 
	 
	 

	Debtor collection period
	67.658801
	Debtor collection period
	72.931998

	 
	 
	 
	 

	8): 
	 
	 
	 

	Current ratio
	 
	 
	 

	Formula:
	Current assets/current liability
	 
	 

	2020
	 
	2019
	 

	Current assets
	2303
	Current assets
	2355

	Current liability
	2511
	Current liability
	3046

	 
	 
	 
	 

	Current ratio
	0.9171645
	Current ratio
	0.7731451

	 
	 
	 
	 

	9): 
	 
	 
	 

	Gearing ratio:
	 
	 
	 

	Formula:
	Total debt/Total equity
	 
	 

	2020
	 
	2019
	 

	Total debt
	4137
	Total debt
	4129

	Total equity
	3088
	Total equity
	2912

	 
	 
	 
	 

	Gearing ratio
	1.3397021
	Gearing ratio
	1.4179258

	 
	 
	 
	 

	10):
	 
	 
	 

	Investor cover ratio
	 
	 
	 

	Formula:
	Operating profit/dividend
	 
	 

	2020
	 
	2019
	 

	Operating profit
	805
	Operating profit
	700

	Dividend
	255
	Dividend
	242

	 
	 
	 
	 

	Investor cover ratio:
	3.1568627
	Investor cover ratio:
	2.892562



B): Analysis of the financial performance and the position of Chocco PLC as per the calculation of the above ratios: 
· Return on capital employed: This ratio measures the company’s ability to generate the profits with the money of the promoters. In the financial year 2019 the ratio was 9.94% and in financial year 2020 it was at 11.4% which is a good sign for the management of the company as this ratio is in an increasing trend. 
· Return on equity: This ratio measures the company’s ability to generate the net income with the shareholders equity including the retained earnings as well. From financial year 2019 to financial year 2020, this ratio is also in the increasing trend which means that the profit generating capacity of the companies have improved (Suryawan, 2017).
· Earnings per share: This ratio measures the earning that an investor can get from its one share. Highest ratio is good for the company. These ratios have decreased since 2019 which is not a good sign from the investor view point as it makes the company less attractive. 
· Net profit margin: This ratio identifies the company’s ability to generate the net profit from its revenue from operations. These ratios of the company have increased from 2019 to financial year 2020 which is a god sign for the management of the company. In 2019 it was at 5.6% and in 2020 it is at 6.4%. (Leeds, 2019). 
· Assets turnover ratio: Asset turnover ratio is that efficiency ratio which measures the company’s capability to manage assets. It tells that how much return the company gets from using its assets. In financial year 2019, it was at 0.63 and in financial tear 2020 it was at 0.69. It has increased in past 1 year which is a good sign for the efficiency perspective (Amanda, 2019).
· Stock holding period: Stock holding measure is that ratio which tells the number of days taken by the company to convert inventory into cash. If ratio is high than it means that the company is taking good number of days to sell its inventory and it is not a good sign for the liquidity perspective and this is the case of Chocco plc Company. Management should take some measures and should mitigate the impact of the issues on the business operations. 
· Debtor collection period: This financial ratio measures the company’s ability or how much the management of the company is taking to collect the remaking payment from its debtor. If this ratio is increasing, it means that the company’s collection policy is not good and need some adjustment and this is the case of the company. In financial year 2019 the ratio was at 5 days and in 2020 it is at 5.39 which is a warning sign from the liquidity perspective. The management should compare the same figure with the industry average. 
· Current ratio: This ratio measures the company’s ability to meet the short-term obligations. This ratio is in an increasing trend which means that the liquidity of the company has improved. The management or the analysts should compare these figures with the peer’s companies operating in the same industry. Then the investor should that company which has the highest current ratio.
· Gearing ratio: This ratio measures the company’s ability to meet the long-term liability and it is very important financial ratio. This ratio is in decreasing trend which is a positive trend from the efficiency viewpoint. It means as compares to the total equity, total debt of the company has declined. 
· Investor cover ratio: It measures the company’s ability to meet the dividend from the operating profit viewpoint. It has been seen that the ratio has increased which means that the company is operating in the mature stage in which it pays the regular and the constant dividend (Bragg, 2021).
Financial performances are measured by the income statement ratios, and it has been seen that the financial performance of the Chocco company have increased from financial year 2019 to 2020 which is a very positive sign for the company’s management. However, financial positions as suggested by the balance sheet ratio have given the mixed result. Some ratios are in increasing trend which is a positive sign and some ratios are in a decreasing trend which is a warning sign for the management of the company. They should take some corrective and the timely steps to mitigate the impact of the working capital and the solvency issues on the business operations so that they can increases the efficacy and the profit ability power of the company. It has been seen from the past 1 decade that with the help of the financial ratio, management have analysis various types of companies and invest in them. It also helps the corporate or the firm to raise the finance either from the debt or from the equity. However, the finance team of the company should know the advantages and the disadvantages of the finance sources from the equity and the debt (Leeds, 2019).
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This report emphasized on the computation and valuation of financial statements which included the profit and loss account and balance sheet. In aid to this, this report also considered the assumptions and footnotes which were associated with the balance sheet and profit and loss account. This report also included the explanation of financial statement of the company and explained the performance of the company. In addition to this, it was also considered the basis for harmonizing balance sheet all the time. In the part two this report included the valuations and calculation of ratios associated to the company. It included the abundant ratios like gearing ratio is the profitability ratio, assets turnover ratio states that how resourcefully or successfully company used their fixed assets, current ratio shows the liquidity of the company, net profit margin ratio reacted to the profitability ratio and this ratio considered very important for the company and investors point of view, return on capital employed ratio, debtor collection period signifies the number of days company had to convert receivables’ into cash, return on equity ratio and earnings per share of the company. Apart from this, this report also reflected the abundant explanation for mounting or declining of these ratios by using the financial performance and financial position of the company and the estimations of ratio related to the company. 
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