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[bookmark: _Toc79733882]Introduction 
This assignment is tasked with the creation of a profit and loss statement of Kedison PLC for the year ended on the 31st of December 2020. In the assignment, the statement of the financial position of the company is also determined for the year ending the 31st of December 2020. The assignment has also been tasked with determining the various ratios of the company named Chocco PLC and provide a brief analysis on the firm's performance based on those ratios. 


Balances related to Kedison PLC
A) The preparation of profit and loss statement of Kedison PLC for the year ended the 31st of December 2020 and a statement of financial position as of 31st  December 2020
The balance of Kedison PLC-end of the year 31st of December 2020
	[bookmark: _Hlk80964509]Particulars
	Amount (£)

	Sales
	826 650

	Plant & equipment
	632 730

	Cost of sales
	578 650

	Stock or Inventory
	330 600

	Stock or Inventory
	330 600

	£1 ordinary share
	310 000

	10% of £1 preference shares
	300 000

	Trade creditors

	171 355

	Debtors

	170 125

	Retained profits-1st of January 2020

	132 000

	4% debentures
	100 000

	Administrative expenses

	30.000

	Preference dividend paid

	30.000

	Ordinary dividend paid

	20.000

	Cash and bank 
	12 900

	Directors remuneration

	5.000

	Interest paid

	2.000

	Total

	1 840 005


(Table 1- Primary statement of the balance of Kedison PLC)
Source: Created by Mihail Daniel Gusa

	STATEMENT OF PROFIT AND LOSS OF KEDISON PLC

	For the year ended 31st December 2020

	Particulars
	Amount (₤)

	Sales 
	826 650

	Cost of goods sold
	578 650

	Gross Profit
	248 000

	Distribution Cost
	28 000

	Administrative Expenses
	30 000

	Directors Remuneration
	5 000

	Total Operating Expenses
	63 000

	Income from Operations (GP-Total Operating Expenses)
	185 000

	Interest paid
	2 000

	Income Before Tax
	183 000

	Taxation 
	68 000

	Net Income
	115 000

	Retained profits for the year 2019
	132 000

	Total Profit 
	247 000

	Ordinary Dividend Paid
	20 000

	Preference Dividend Paid
	30 000

	Retained profits for the year ending 2020
	197 000


(Table 2- Statement of Profit and loss of Kedison plc for the year ended 2020)
Source: Mihail Daniel Gusa

	BALANCE SHEET OF KEDISON PLC

	FOR THE YEAR ENDING the 31st of December 2020

	ASSETS
	Amount (£)

	          Cash at Bank
	12 900

	          Stock or Inventory
	330 600

	          Plant and Equipment
	632 730

	          Debtors
	170 125

	TOTAL ASSETS
	1 146 355

	LIABILITIES AND SHAREHOLDERS EQUITY 

	Current Liabilities
	 

	          Taxation
	68 000

	          Trade Creditors
	171 355

	Equity
	 
	 

	          £1 ordinary Share
	310 000
	 

	         10% £1 Preference Shares
	300 000
	 

	         4% Debentures
	100 000
	 

	         Retained Earnings
	197 000
	907 000

	TOTAL SHAREHOLDER EQUITY AND LIABILITIES
	1 146 355


(Table 3- Statement of Financial position of Kedison PLC as of the 31st of December 2020)
Source: Created by Mihail Daniel Gusa
Table 1 constructed above is the balance summary of Kedison PLC at the end of the financial year on the 31st of December 2020, which was extracted from the module of this assignment. The table shows the value of the ordinary share of the company at 310 000. The value of the 10% preference share is stated to be 300 000; along with the preference share, the value of 4% debenture of the company is valued at 100 000. The ending stock of the company is valued at 632 730. The sale of the company throughout the year is stated to be 330 600. The cost of goods sold of the company at the year ending has amounted to be 578 650. The debtors of the company at the end of the fiscal year stood at 170 125. The total amount to be payable towards the supplier of the company stood at 171 355. The balance of the company at bank at the year ending was 12 900. The company has retained some profits from the previous year 2019 that stands out to be 132 000. During the regular operation of the company it has decided to pay the dividend to the ordinary shareholders of the company which amounted to 20 000.
Along with the payment of dividends to the ordinary shareholders, the company has decided to pay the dividend due to the preference of shareholders of the company, which amounted to 30 000. During the regular operations, the company has incurred the administrative expense of 30 000. The company has also paid off its accrued interests, which amounted to 2000, for maintaining its regular operation and generating a subtle amount of profit. The director of the firm has been remunerated with an amount of 5000 pounds. The company has incurred various costs for selling its products which amounted to 28 000.
Table 2 constructed above shows the profit and loss statement of Kedison PLC, which was constructed from the balance summary provided in the module. In the statement of profit and loss, the gross profit of the company stood at 248 000. After paying all the expenses regarding the selling of the products and the administrative expenses, and the director's remuneration, the company had an operational profit of 185 000. After the payment of the accrued interest amount of 2000 and the corporation tax of 68 000, the company's net profit stood at 115 000. The company, after ascertaining its net profit, has paid its dividend from the amount of retained earnings of the previous year which stood at 132 000. After the payment of the dividends of the company, the company has generated retained earnings of 197 000 for the year ended 2020. 
Table 3 constructed shows the company balance sheet or the statement of financial statement of the company for the year ended the 31st of December 2020 (Abernathy et al., 2019). 
B)  The reason for balancing the statement of financial position
[bookmark: _Toc79733884]The foremost reason behind the balancing of a financial statement or balance sheet is the presence of a system known as a double-entry system. The double entry system ensures that each and every financial transaction is cross recorded and well accounted for in the company's books of accounts. The double entry system records all the financial transactions in a minimum of two books which keep a check on the other. For instance, if the company sells its products to the market, the company will receive gains in the form of cash. So subsequently, the company will record the sale of the goods in its selling books, and the cash received is recorded in the cash ledger of the company. And after that, the amount of goods or products sold is deducted from its inventory books; thus, in all way, the books remained tallied (Fleckenstein and Longstaff, 2020). 

Financial statements for Chocco PLC
 ROCE
Return on capital employed reflects the amount of profit generated by the business on the invested capital by the owners (Lisek et al., 2020).
The formula for calculation of Return on capital employed = Earnings before interest and tax / Capital employed x 100
Earnings before interest and tax 2019 = 720
Earnings before interest and tax 2020 = 846
Capital employed 2019 = Total assets – Current Liabilities = 10087 – 3046 = 7041
Capital employed 2019 = Total assets – Current Liabilities = 9736 – 2511 = 7225
ROCE 2019 = 720 / 7041 x 100= 10.22% 
ROCE 2020 = 846 / 7225 x 100 = 11.70%
ROE      
Return on equity is a technique or method which determines the financial profitability of any organisation in association of the equity or capital investment of the shareholders (Alpi, 2018).
The formula for calculation of Return on equity = Net income of the company/shareholders fund or equity x 100
Net income of the company 2019 = 366      
Net income of the company 2020 = 431      
Share holders fund or equity 2019 = 2912
Share holders fund or equity 2020 = 3088
ROE 2019 = 366 / 2912 x 100 = 12.56%
ROE 2020 = 431 / 3088 x 100 = 13.95%
Earnings per share
Earnings per share show the rate of earning provided by the company to the shareholders of the company after paying the dividends of the company (Kumar, 2017).
The formula for calculation of earnings per share = Net income – dividends/total share
Net profit of the firm 2019 = 366
Net profit of the firm 2019 = 431
Dividend paid 2019 = 242
Dividend paid 2020 = 255
Total share 2019 and 2020 = 300
EPS 2019 = 366 – 242 / 300 = 0.41
EPS 2020 = 431 – 255 / 300 = 0.58
Net profit margin
Net profit margin is generally a method used by analysts to determines the percent of gain generated on the given income of the company (Tumanggor, 2020).
The formula for calculation of net profit of margin = Revenue – cost / Revenue x 100
Revenue 2019 = 6441
Revenue 2020 = 6738
Cost of goods sold 2019 = 3096 
Cost of goods sold 2020 = 3235
Net Profit margin 2019 = 6441 – 3096 / 6441 x 100 = 51.93%
Net Profit margin 2020 = 6738 – 3235 / 6738 x 100 = 51.98
Asset turnover ratio 
The asset turnover ratio simply calculates the efficacy of a particular set of assets incorporated by the company in propagating the income or revenue of the company.
The formula for calculation of Asset turnover ratio = Net Sales / total assets
Net sales 2019 = 6441
Net sales 2020 = 6738
Total assets 2019 = 10087
Total assets 2020 = 9736
Asset turnover ratio 2019 = 6441 / 10087 = 0.64
Asset turnover ratio 2019 = 6738 / 9736 = 0.69
Stock holding days
The stock holding days is s technique that determines the number of days a company holds its sock in the inventory before selling.
The formula for calculation of stock holding days = Stock / Cost of goods sold x 365
Stock 2019 = 659
Stock 2020 = 708
Cost of goods sold 2019 = 3096
Cost of goods sold 2020 = 3235
Stock holding days 2019 = 659 / 3096 x 365 = 78 days
Stock holding days 2020 = 708 / 3235 x 365 = 80 days
Debtor collection period 
This ratio shows the average day it takes the company to collect the amount from all its debtors.
Formula for calculation of debtors collection period = Net sales / Trade receivables x 365
Trade receivables 2019 = 1287
Trade receivables 2019 = 1249
Net sales 2019 = 6441
Net sales 2020 = 6738
Debtor collection period 2019 = 1287 / 6441 x 365 = 73 days
Debtor collection period 2020 = 1249 / 6738 x 365 = 68 days
Current Ratio 
Liquidity ratio or the current ratio is the technique which evaluates the organisation's capacity to fend off the current or short term debts of the company within a period of one year (Husna and Satria, 2019).
The formula for calculating the current ratio = Current assets / current liabilities 
Current assets 2019 = 7732
Current assets 2020 = 7433
Current liabilities 2019 = 3046
Current liabilities 2020 = 2511
Current ratio 2019 = 7732 / 3046 = 2.53
Current ratio 2020 = 7433 / 2511 = 2.96


Gearing ratio
It is a technique or method by which the analysts determine the fiscal leverage a company has borrowed in simple terms, it determines the amount of borrowed financing used by the company to run its operations.
Formula for gearing ratio = Total debt / total equity 
Total debt 2019 = 4129
Total debt 2020 = 4137
Total equity 2019 = 2912
Total equity 2020 = 3088
Gearing ratio 2019 = 4129 / 2912 = 1.41
Gearing ratio 2020 = 4137 / 3088 = 1.34
Interest coverage Ratio 
The ratio simply provides the company with the view of how many times the company can cover the interest of the investors with its earning.
Formula for calculating ICR = EBIT / Interest payable
EBIT 2019 = 720
EBIT 2020 = 846
Interest 2019 = 181
Interest 2020 = 226
ICR 2019 = 720 / 181 = 3.9 times
ICR 2020 = 846 / 226 = 3.7 times
B) Evaluation of the financial performance of the company based on the Ratios done above
In the above calculation, the ROCE of the company has increased from 10.22% in the year 2019 to 11.7%, which implies that the company has been making more profit from the previous year and more part of the profit can be invested in the company for better Return. The Return on equity provided by the company to the shareholders of the company has also increased from 12.56% in 2019 to 13.95% in 2020, which implies that the company is generating more profit by utilizing less capital. 
The earnings per share of the company have also increased from 0.41 to 0.58, which implies greater value of the company (Kasasbeh, 2021). The net profit ratio above shows that the company is making substantial amount of profit than the past year and has not increased much- 51.93% to 51.98% in 2020. The asset turnover ratio has also increased from 0.64 to 0.69, as a higher asset turnover ratio means that the company is becoming more efficient in generating revenue from the assets. 
The stock holding days of the company have increased from 78 days to 80 days indicates that the company is unable to convert its existing stock to sales. The debt collection period has decreased substantially from 73 days to 68 days which means the company is quick in converting its debt to cash. 
The current ratio of the firm has increased from 2.53 to 2.96 as a higher current ratio simply indicates the company is more capable to meet its short-term obligations with its liquid or short-term assets. The gearing ratio of the company has decreased from 1.41 in 2019 to 1.34 in 2020, which means the company has covered its liabilities, and low gearing means a firm has a fraction amount of debt compared to the equity. 
The overall financial position of Chocco PLC can be determined healthy and strong from the ratio analysis.


[bookmark: _Toc79733885]Conclusion 
In this assignment, the profit and loss statement of the firm named Kedison PLC for the year ended the 31st of December 2020 was made and evaluated along with the firm's statement of financial position. 
The ratio analysis of the firm named Chocco PLC is done in part B of the assignment, along with the ratio analysis. The financial performance of the company has been briefly explained.
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