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[bookmark: _Toc78204355]INTRODUCTION 
Accounting can be referred to as the process of integrating and analyzing the financial information of the business organization so that meaningful conclusions can be made. It is therefore important that business organizations make effective considerations regarding the use of accounting principles (Bebbington et al., 2017). In this report the financial statements of kedison plc have been made so that a better idea about the financial analysis of the company can be made. In the second part for better understanding of financial information, ratios have been calculated that also helped in making better financial analysis.
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[bookmark: _Toc78204357]FINANCIAL STATEMENT FOR KEDISON PLC 
Profit and loss statement 
	Particulars
	(£ )

	SALES
	827,630

	(-) Cost of sales
	(578,650)

	Gross Profit
	248,980

	EXPENSES:
	

	(-) Administrative expenses
	(30,000)

	(-) Interest paid
	(2,000)

	(-) Directors remuneration
	(5,000)

	(-) Distribution costs
	(28,000)

	(-) Outstanding salesmen’s commission
	(3,000)

	Profit before taxation or PBT
	180,980

	(-) Corporation tax
	(68,000)

	Profit after taxation or PAT 
	112,980

	(-) Ordinary dividend
	(20,000)

	(-) Preference dividend
	(30,000)

	Net profit for the year
	62,980






STATEMENT OF FINANCIAL POSITION
	Particulars
	(£ )

	ASSETS
	

	Non-Current Assets:
	

	Plant and equipment
	632,730

	Total Non-current assets
	632,730

	Current Assets:
	

	Stock
	330,600

	Debtors
	171,105

	Cash and bank
	12,900

	Total Current assets
	514,605

	Total Assets
	1,147,335

	Equity and Liabilities
	

	Liabilities
	

	Long-Term Liabilities:
	

	4% Debentures
	100,000

	Total Long-term liabilities
	100,000

	Current Liabilities:
	

	Trade creditors
	171,355

	Outstanding salesmen's commission
	3,000

	tax payable
	68,000

	Total Current liabilities
	242,355

	Equity
	

	£1 ordinary shares
	310,000

	10% £1 preference shares
	300,000

	Retained profits at 1st January 2020
	132,000

	Profit for 2020
	62,980

	Total Equity
	804,980

	Total Equity and Liabilities
	1,147,335
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The balance sheet or the statement of financial position is one of the most significant financial statements that is very important in getting the financial position of the company over a certain point of time. A balance sheet is needed to be balanced to makes sure that correct financial position of the business organization has been ascertained. A balance sheet can be said balanced if the assets side of the balance sheet matches with that of the liability side that also contains the equity balance of the company (Fleckenstein and Longstaff, 2020). 
Assets can be referred to as the resources in an economic sense that has been acquired by the business organization so as to generate future income and profits. Assets can be long term and short term; long term assets can be referred to as the the economic resources that generates income for more than a year. Whereas the short term assets ort current assets can be classified as the resources that are used to generate income for less than a year. All the assets are important to the business organization as it helps in generating income that helps in generating cash to meet the needs of working capital. Current assets include inventories, cash balance, and bank balance while non-current assets include the building, machinery and other assets. On the other side of the balance sheet liabilities are the obligations that have to be paid by the business organization in exchanges of services taken. Liabilities cab also be of two types that are short term of long term liabilities or better known as current and non-current liabilities. Short term liabilities have to be paid within a period of one year or less and non-current liabilities have to be paid in more than one year. Payment of liabilities is very important so as to main credibility of the business organization and it also helps in making better credit relations that will in turn helps in raising capital. Along with the liabilities it also contains equity that reflects the shareholders value in the business organizations (Bareja et al., 2017).
To balance the statement of financial position it is very important that the assets and liabilities side of the business organization should be matches that it also helpful in analyzing the correctness of the financial statements of the business organization. The main reason behind the balancing of balance sheet is because of the use of accounting principles like a double book keeping system that demands the financial statements to be balanced. Therefore balancing the statement of financial position has to be balanced so that a better and more correct financial information can be generated by the business organization so that better financial analysis can be made and also helps in making better business decisions (Metzger, 2018).


[bookmark: _Toc78204359]QUESTION 2
[bookmark: _Toc78204360]CALCULATION OF FINANCIAL RATIOS FOR 2 YEARS
Return on capital employed
Return on capital employed is one of the most important ratios that has to be calculated by the companies as it helps in making effective analysis about of the use of capital in the generation of income. It is used in determining the returns that can be attracted by the investments. 
Return on capital employed= Earnings before interest and taxes/Capital employed*100 (Zorn et al., 2018)
RATIO CALCULATION FOR 2019
	= 699/ (10087-3046)*100
= 699/ 7041*100
= 9.93%



RATIO CALCULATION FOR 2020
	= 805/(9736-2511)*100
= 805/7225*100
= 11.14%


As it can be seen, the ratio for 2020 has been increased that reflects the ability of business organisation in making better investments and also in generating profits over investments. It is therefore a favorable increase in the ratios that also helps in gaining the interest of shareholders in the company.
Return on equity
Return on equity can be understood as the ratio that determines the use of equity capital in generating income to the company. this ratios is essentially used by shareholders so that ability of the company in making use of equity so that better returns can be generated. A higher ratio reflects better use of equity capital in generating income and therefore it reflects better financial ability of the company.
Return on equity= Net Income/Shareholders’ equity*100 (Tumonggor et al., 2017)
RATIO CALCULATION FOR 2019
	= 366/2912*100
= 12.57%



RATIO CALCULATION FOR 2020
	= 431/ 3088*100
= 13.96%


Return on equity has been increased from the previous year as the business organization is capable to make efficient use of its equity capital in generating returns. This is also favorable for the shareholders as it will help in generating higher return for the amount that has been invested in the company.
Earnings per share
The earnings per share is the ratio that determines the level of earnings by each share. It can be calculated by dividing the value of earnings to shareholders by the number of share that has been issued by the business organization. 
Earnings per share= Earnings available to equity shareholders/Number of ordinary shares (Tumonggor et al., 2017)
RATIO CALCULATION FOR 2019
	= 366/ (300/0.50)
= 366/ 600
= £0.61



RATIO CALCULATION FOR 2020
	= 431/ 600
= £0.72


The EPS of the company has been increase from the last year and therefore it can be said that the profit has been increased that is available to the shareholders.
Net profit margin
Nate profit margin is the ratio that calculates that ability of business organization in making net profit out of the revenues that have been generated. Higher the ratio higher is the amount of net profit that has been generated by the company.
Net profit ratio= net profit/total revenue*100 (Husain and Sunardi, 2020)
RATIO CALCULATION FOR 2019
	= 366/ 6441*100
= 5.68%



RATIO CALCULATION FOR 2020
	= 431/ 6738*100
= 6.40%


it can be said that net profit of the business organization has been increased from the last year but it still is very low as compared to the average therefore the expenses of the company has to be reduced so that better profitability can be explained.
Assets turnover ratio
It determines the ability of the business organization in using its assets for generating revenues. Therefore it is an important ration that helps in assessing the use of assets of business organization in generating business revenues.
Assets turnover ratio= revenue/ total assets (Patin et al., 2020) 
RATIO CALCULATION FOR 2019
	= 6441/ 10087
= 0.64 times 



RATIO CALCULATION FOR 2020
	= 6738/9736
= 0.69 times


The ratio has been improves from the last year it means that efficiency has been increased and it also reflects ability of business organization to generate more revenue from its assets.
Stock holding days 
Stock holding days provide the number of days that allows the time to business organization to refill the stock
Stock holding days= closing stock/ cost of sales*365 (Jermsittiparsert et al., 2019)
RATIO CALCULATION FOR 2019
	= 659/3096*365
= 77.96 or 78 days



RATIO CALCULATION FOR 2020
	= 708/3235*365
= 79.88 or 80 days


A rise in the inventory holding period is into favorable for the business organization as it will increase the time to hold inventory and therefore it makes it difficult for the business organization to realize it into revenues.
Debtor’s collection period
it refers to the number of days that is required by the business organization in making realization of money from the debtors against credit sales. A reduced number of days help in making better and faster realization of money from debtors and it also helps in making it less possible for the company to have bad debts.
Debtors turnover ratio= debtors/ total revenue*365 (Jermsittiparsert et al., 2019)
RATIO CALCULATION FOR 2019
	= 1287/ 6441*365
= 72.93 days 



RATIO CALCULATION FOR 2020
	= 1249/6738*365
= 67.66 days


Since the debtors collection period has been reduced therefore it will helps the company in regulating the credit period more effectively and hence it is a favorable situation for the company.
 Current ratio 
Current ratio is one of the most essential financial ratios that helps in making better liquidity analysis and therefore it helps in assessing the short term liquidity of the business organization. It analyses current assets and current liabilities against each other so that a better risk analysis can be done. 
Current ratio= current assets/ current liabilities (Madushanka and Jathurika, 2018)
RATIO CALCULATION FOR 2019
	= 2355/3046
= 0.77 times  



RATIO CALCULATION FOR 2020
	= 2303/ 2511
= 0.92 times 


An increase in the current ratio helps in establishing better liquidity in the business organization as it helps in better working capital management and therefore increased the liquidity of business organizations. 
Gearing ratio
It helps in determining the level and the scope of financial leverage in the business organization by making a comparison in debt and equity of the capital structure of business organization. 
Gearing ratio=total liabilities/ equity (Alpi, 2018)
RATIO CALCULATION FOR 2019
	= 7175/2912
= 2.46 times



RATIO CALCULATION FOR 2020
	= 6648/3088
= 2.12 times 


The gearing ratio of the company has been reduced slightly as there is a reduction in the balance of total liabilities and therefore the interest burden of the company will be reduces and the same point the equity has also been increased. 
Interest coverage ratio
the interest coverage ratio helps in determining the capability of business organsiation to pay the interest expenses for the earnings before interest and taxes. This ratio helps lenders in better lending opportunities as organizations with better interest coverage ratio finds it easy to raise funding.
Interest coverage ratio= earnings before interest and taxes/ interest payable (Malikov et al., 2019)
RATIO CALCULATION FOR 2019
	= 699/181
= 3.86 times



RATIO CALCULATION FOR 2020
	= 805/226
= 3.56 times


ICR has been reduced from the previous year therefore it will discomfort the lenders.
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As seen in the ratio calculations it can be said that chocco plc has been performing great and measures consistent growth as the business organization has been making significant growth over the performance of last year. As the profitability of business increases so as the growth of business organization over the last year. Among all the ratios turning positive two ratios that are interest coverage ratio and inventory holding period ratio came out being unfavourable in the current year but the effect of this ratio is not that significant on the profitability of the company, therefore, it does not affects the performance of the company. Also the shareholders have been pleased by the performance of the company as the EPS and ROCE has been increasing (Renes, 2020).
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Through this report it can be concluded that the need of effective financial analysis is important so that better decisions can be made by the management and also the stakeholders can be served by the business organization as if they are provided with the correct and informed financial information they are more interests in making investments in the company (AREAS, 2018). Therefore in this report the financial statements have been prepared and also the ratios have been calculated so that it can be used in making effective financial analysis. 
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