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Introduction

Financial statement analysis is vital at evaluating the general performance of a company. Moreover, the data recorded in the financial statements are helpful to the various users, including internal and external users who want to make financial decisions. For instance, an organisation might use the information to assess the staff performance, formulate credit policies, and determine the creditworthiness of the borrowers. Therefore, this report will prepare an income statement and balance sheet for Kedison PLC. Notably, this report will provide reasons as to why the statement of financial position balance. Finally, various financial ratios such as ROCE, ROE, EPS, net profit margin, stockholding days, debtor collection period,  current ratio, gearing ratio and inventory cover will be computed.
INCOME STATEMENT/P&L FOR THE YEAR ENDED 31/12/2020
	
	£

	Revenue (W1) 
	827,630

	Cost of sales (W2)
	 (578,650) 

	Gross profit (W3)
	248,980

	Distribution costs
	(28,000)

	Accrued sales commission
	(3,000)

	Administrative cost(W3)
	(35,000)

	Operating profit (W4)
	182,980

	Finance costs
	(2,000)

	Profit before tax (W5)
	180,980

	Taxation
	(68,000)

	Profit after tax
	112,980

	Dividends
	(50,000)

	Profit for the period (W6)
	 62,980 

	Add Retained profit balance b/d
	       132,000

	Retained profit balance c/d (W7)
	       194,980


STATEMENT OF FINANCIAL POSITION AS AT 31.12.2020
	
	£’000
	£’000

	ASSETS
	
	

	Non-current assets
	
	

	Plant & equipment
	632,730
	

	
	
	632,730

	Current assets
	
	

	Trade and other receivables
	171,105
	

	Cash and cash equivalents
	 12,900 
	

	
	
	 514,605 

	Total assets (W1)
	
	 1147,335 

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	174,355
	

	Current tax payable
	 68,000 
	

	
	
	242,355

	Non-current liabilities
	
	

	Long term borrowings
	100,000
	

	
	
	 100,000 

	Total liabilities( W2)
	
	 342,355

	
	
	

	Net assets (W3)
	
	 804,980 

	
	
	

	EQUITY
	
	

	Share capital
	
	310,000

	Share premium
	
	300,000

	Retained earnings
	
	 194,980 

	Total equity(W4)
	
	 804,980 



Reasons why the statement of financial position balance

Pascu (2012) states that a balance sheet is created to provide a general view of the company's performance at a particular period. The main reason why the statement of financial position balances is because accountants are mandated to ensure that the accounting concept of double-entry is observed. For instance, the double-entry concept requires that any business transaction must be recorded in 2 books of accounts. 
Any record on the credit side is followed by a record on the debit side of the accounts involved. A balance sheet typically contains a set of 2 lists, with the debit side consisting of assets and the credit side consisting of the liabilities and owner's equity. The assets are the economic resources that a firm possesses, and they have future benefits. On the other hand, liabilities are the short term and long term obligations owned by a firm. 

Notably, the double-entry ensures consistency in recording the transactions, which makes the balance sheet easily balance. Besides, the balance sheet ensures that the principle of objectivity is adhered to and the values of assets, liabilities and owner's equity can easily be verified. Finally, the balance sheet normally discloses all facts about a given transaction which has a greater influence on the decisions made by various users (Carlin, 2019). 

Accounting ratios

	Investment ratios
	2019
	2020

	ROCE
	12.56%
	13.95%

	ROE
	143.66%
	122%

	EPS
	61
	71.83

	
	
	

	Profitability ratio
	
	

	Net profit margin
	5.68%
	6.39%

	
	
	

	Efficiency ratios
	
	

	Asset turnover
	0.638
	0.692

	Stockholding days
	78 days
	78 days


	Debtors collection period
	73 days
	69 days

	
	
	

	Liquidity ratios
	
	

	Current ratio
	0.773
	0.917

	
	
	

	Financing ratios
	
	

	Gearing ratio
	1.417
	1.339

	Inventory cover
	78
	155


	
	
	


Analysis of financial position and performance of Chocco PLC

Liquidity ratios 

These ratios provide an analysis of how an organisation using its current assets to pay off its short term obligations. For instance, the commonly used ratio is the current ratio which indicates how the current debts are covered by the assets that are convertible into cash at the period when the debts have matured (Ningsih and Sari, 2019).
 The current ratio of Chocco limited 2019 and 2020 are 0.773 and 0.917, respectively. This implies that the firm was able to efficiently meet its short term debt in 2020 compared to 2019 since the current ratio for 2020 is higher than 2019.
Efficiency ratios 

They are used to measure the effectiveness by which an organisation is utilising the total available assets. For instance, ratios calculated under this part include assets turnover, debtor's collection period, inventory cover and stockholding days (Pascu, 2012). Chocco limited asset turnover for 2019 and 2020 was 0.638 and 0.692, respectively, meaning that the firm is efficient in making investments using the available assets. Besides, the debtor's collection period for 2019 and 2020 was 73 and 69 days, respectively. This implies that the management was able to use a shorter period in collecting debts from customers in 2020 compared to 2019 due to effective credit policies that were put in place.
Similarly, the stockholding days for 2019 and 2020 were 78 days, which means that the firm is successfully selling its commodities to customers in various parts. Finally, Chocco limited inventory cover for 2019 and 2020 is 78 and 155, respectively. This means that the firm could create more inventory reserves in 2020 compared to 2019 thus, boosting its financial capacity. 
Financing ratios

Muthee, Adudah and Ondigo (2016) state that financing ratios are used to provide an analysis of how a company has successfully employed the use of debt in financing its daily operations. Besides, this ratio analyses the ability of a firm to pay the principal amount along with the interest rate when due. The Chocco limited gearing ratio for 2019 and 2020 is 1.147 and 1.339, respectively. 
According to the case study, the company was highly leveraged in 2020 compared to 2019 since the debt to equity ratio in 2020 is greater than in 2019. Generally, Chocco limited company has a low financial risk since the gearing ratio in both years is below 25%. Additionally, the majority of the shareholders normally prefer a highly leveraged firm. 
Profitability ratios

These ratios include net profit margin, return on equity, earning per share and return on capital employed. Husain and Sunardi (2020) note that these ratios are key to measuring the effectiveness of the management. Moreover, the net profit margin for Chocco limited in 2019 and 2020 was 5.68% and 6.39%, respectively, which means that the firm could utilise the favourable economic conditions in 2020 to generate greater profits at a faster rate in 2020 compared to 2019. 

As a result, the earnings per share in 2019 and 2020 was £61 and £71.83, respectively. However, the earnings for Chocco limited increased from £61 to £71.83 since the firm was highly leveraged in 2020 thus, a higher EPS. Notably, the return on equity for 2019 and 2020 is obtained as 122% and 143.66%, respectively. This implies that the owners received greater returns in 2020 compared to 2019 due to greater efforts put by the managers in ensuring that the wealth of the shareholders is fully maximised. Contextually, the return on capital employed for 2019 and 2020 was 12.56% and 13.95%.
According to the case study, the company stands a greater chance of reinvesting profits in 2020 due to an improved business valuation.

Adjustments for the income statement
W1- revenue/sales= sales + accruals sales
826,650+980 = 827630
W2- cost of sales = 578,650
W3 Gross profit
Sales (revenue) – cost of sales (sales of goods) =gross profit 

827630 -578650=248,980
Administrative cost = Directors remuneration+ Administration expenses
30000+5000=35000
 W4-operating profit = Gross profit – Expenses
Expenses = 28000+3000+5000+30000 = 66000
248980-66000= 182980

W5- profit before tax

Operating profit –finance costs

182980-2000= 180980

W6-profit after tax

Profit before tax-tax paid

180980-68000= 112980

W7- profit for the period

Profit after tax- dividends(cost)
(180980-68000)-50000= 62980
W8- Retained profit balance c/d

Profit from 1st jan + retained profit balance b/d
62980 + 132000= 194980
Adjustments for the balance sheet

W1- Total assets

Fixed assets + Current assets

632730+ (171105+12900) = 1147335

W2- Total liabilities

Current liabilities + Non-current liabilities

(Trade and other payables+ tax payable)+ 4% debentures

(174355+68000) + (100000) = 242355

W3-Net assets

Total assets – Total liabilities

1147335-242355= 804980

W4-Total equity

Share capital+ share premium+ retained earnings

310000+300000+194980= 804980

Accounting ratios calculations
	Ratios
	2020
	2019

	
	Amount £ million
	Amount £ million

	Investment ratios
	
	

	ROCE 

Profit after tax______

Total capital employed


	431     x 100%   

3080

13.95%
	366    x 100%   

2912

12.56%

	ROE

                     Earnings                      x 100%   

Ordinary share capital and reserves

	431    x 100%   

300

143.66%
	366    x 100%   

300

122%

	Earnings per share

Earnings              _____               

Number of ordinary shares

	431 

6

71.83
	366 

6

61

	Profitability ratios
	
	

	Net profit margin

Net profit 

Sales


	431 ×100%

6738

6.39%
	366    x 100%   

6441


5.68%

	Efficiency ratios
	
	

	Asset turn over 
Turnover               
Assets employed

	6738 

9736
0.692
	6441 

10087
0.638

	Stock holding days
   Inventory     x 365Days

cost of sales



	683.5 x365
3235
78 days
	659 x365
3096

78 days

	Debtor's collection period

Trade receivables x365
Credit sales


	1268 x365
6738

69 days
	1287 x365
6441

73 days

	Liquidity ratios
	
	

	Current ratio

Current assets 

Current liabilities



	2303 

2511

0.917
	2355 

3046

0.773

	Financing ratios
	
	

	Gearing ratio

Debt____________ 

Book value of equity


	4137 

3088

1.339
	4129

2912

1.417

	Inventory cover

365_______________

Inventory turnover ratio


	365 days 

2.366
155 
	365 days 

4.698
78 


Conclusion

In summary, various financial statements such as income statements and statements of financial position will continue to have a greater impact on the success of any business. Therefore, it is profound for various users to ensure that the information recorded in the financial statements is clear and can be easily retrieved.
 Notably, various financial ratios must be carefully analysed to ensure that all factors, including accounting policies and current economic events, are considered since they influence the business transactions. 
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