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Executive Summary
The main purpose of the report is to analyse the financial position of Eccles Plc and Choco Plc by using accounting techniques and fundamental financial information. In this study, an income statement and a balance sheet has been prepared for Eccles Plc. On the other hand, the financial position of Choco Plc has been analysed based on its income statement and balance sheet. It has been revealed in the study that the profit of Eccles Plc has decreased in the current year as compared to that in the previous year. On the other hand, the financial position of Choco Plc has declined in the current year. 
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[bookmark: _Toc55489972]Introduction
Profit and financial growth is the main purpose of business organisations and therefore, all business organisations need to manage its finances effectively. Reputed organisations publish annual reports in which they declare their income, expenses, profit, and loss, achieved and lost business targets and many relevant financial details. These financial details are also used by the accounting professionals of the organisation to develop more effective strategies of finance management considering the business performance of the organisation. The study focuses on the application of accounting techniques for developing and analysing different components of the annual reports of two public limited companies like Eccles Plc and Choco Plc. 
[bookmark: _Toc55489973]Question 1
[bookmark: _Toc55489974]a) Preparation of an income statement and a statement of financial position for Eccles Plc
Income statement is one of the three important financial statements that are found in the annual report of a company. An income statement is also called the profit and loss statement of an organisation (Karavias et al. 2020, p. 1). On the other hand, a statement of financial position is called a balance sheet and the main components of a balance sheet are assets, liabilities, equity and other things. Both the income statement and balance sheet needs to be reviewed in order to analyse the business performance and financial position of a company (Nichols et al. 20177, p. 1378). Income statement helps analysing the performance of an organisation during a certain period of time while the statement of financial position or balance sheet also helps anticipating the future of the company based on its available assets, liabilities debt, equity and other aspects. In this section, an income statement of Eccles Plc based on some provided accounting data.
The cost of sales of the company is £578650 and the amount of debtors is £636515. The total amount of trade creditors is £171355. The submitted tax amount for the current year is £68000. Salespeople have owed a commission of £3000 in December of 2019. The value of goods is £980. Based on the above information the income statement for the year December 2019 has been developed here and the preference shares have been included in the equity. 

	[bookmark: _GoBack]Income statement of Eccles plc
	Year 2018
	Year 2019 

	Particulars 
	Amount (£)
	Amount (£)

	Sales 
	826,650
	909315

	Retained profit 
	132,000
	145200

	Total net revenue 
	958,650
	764115

	Cost of sales 
	578,650
	636515

	Gross profit 
	380,000
	127600

	Expenses 
	 
	 

	Administrative expenses
	30,000
	33000

	Selling costs 
	396,480
	436128

	Distribution costs
	28,000
	30800

	Total expense 
	454,480
	499928

	Interest Expense 
	2,000
	2200

	Profit before taxation 
	377,020
	497728

	Taxation 
	68,000
	74800

	Net profit 
	309,020
	422928



Table 1: Income statement
(Source: created by self)
The above table is the income statement of Eccles Plc. The main components of the income statement are revenue, gross profit or loss, operating profit, profit before tax, profit after tax and earnings per share (Okeke and Nwankpa, 2017, p. 281). At a given point in time, a company's financial status statement reflects the company’s equity, liabilities, and assets. Assets can reflect anything owned by the organisation, such as land, facilities, cash, inventories, and plants, in an accounting context. It is referred to as simply the balances left on the ledger after the company's income statement is prepared. In a company's financial statement, it is appropriate to balance or aggregate.
With the knowledge and appreciation of the shareholder equity of the company, the financial status of the company can be evaluated. In liquidation cases, equity investors in the process of collecting some payments are usually in line with the debt holders. The key factors that assist in the estimation of the organisation's financial condition are the company's share capital, retained profits, net income gained by the organisation in the measurement of the shareholder's equity (Monte‐Mor et al. 2018, p. 175). Therefore, the gross derived shareholder equity is 742000. Since shareholder equity is optimistic, it can be argued that the corporation has surplus assets that outweigh the organisation's liabilities and, thus, in the future years of the organisation, there are opportunities to earn investor interest. A financial status statement can be considered an essential instrument for the decision-making purposes of investors in a company. The total assets in the organisation are 1,146,355 in the financial statement review and assessment of Eccles plc, while the total current and non-current liabilities in the organisation are 271,355. By subtracting retained earnings from share capital, overall shareholder capital has been estimated. 
	Eccles plc Financial position as per 31st December 2018
	Amount (£)

	Assets 
	 

	Non-current(fixed) assets 
	 

	Plants and Equipments 
	632,730

	Current assests 
	 

	Stocks 
	330600

	Recievable amounts 
	170,125

	Cash 
	12,900

	 
	513625

	Total assests 
	1,146,355

	Liabilities 
	 

	Current liabilities 
	 

	Amount payable to the creditor 
	171,355

	Tax payable 
	68000

	Non-current liabilities
	 

	Debentures 
	100,000

	Total liabilities 
	271,355

	Total assests- liabilities 
	875,000

	Shareholder Equity 
	 

	Share capital 
	610000

	Retained earnings 
	132000

	Total Shareholder Equity 
	742000



Table 2: Statement of financial position
(Source: created by self)

It has been noted from the above-mentioned business income statement that the company's net profit is very high relative to the total costs incurred in the enterprise and the taxes charged. The company's gross profit is estimated to be £380,000 with a revenue rate of £ 826,650, and the net profit rate is calculated to be £309,020. The income statement forecast also suggested that the company is expected to improve profitability in the next year, even with an increase in expenditure. The company's positive net profit rate reflects that it is in a strong position in terms of profitability. It also ensures that the company is liquid and capable of paying off running costs and financial commitments (Brede and Henn, 2019, p. 176). 

Figure 1: Income statement of 2 years
(Source: Self-created)
On the other hand, the main components of non-current assets are property, plant equipment, goodwill, investment property and others. From the above discussions, it becomes clear that the amount of total assets of the company has increased considerably in the year 2019 as compared to that in 2018. The equity of the company has been calculated based on its shared capital and the debentures (Ciuhureanu, 2017, p. 79). The total equity of the company in 2018 has been74200. From the above discussions, it can be said that the financial position of the company has been improved considering the assets, liabilities and equity of the company. The profit and loss accounts of activities are highlighted predominantly in the company's income statement. A description of financial transactions and activities over a period of time is given. Analysis of a company's income statement helps to clarify the organisation’s costs when producing income (Al Hayek, 2018, p. 179). The income statement prepared for Eccles Plc on the basis of its balances at the end of the year of 31 December 2018 is given here.
b) Explanation behind balancing the statement of financial position
The balance sheet of the organisation shows the total assets and liabilities of the company. Therefore, it can be said that the company can meet its obligations effectively with the available net assets of the company (Berker, 2018, p. 427). On the other hand, it can be clearly seen from the balance sheet of the company that the equity of the company has increased considerably in the year 2019 and therefore, it can be expected that the equity of the company can increase further in the coming financial years. In this process, it would become easier for the company to pay off the tax, dividends, interest rates and equity to the patent owners (Saros, 2020, p. 42). A suitable balance sheet is therefore still in equilibrium. The "double-entry" accounting rules that are associated with it are one of the major factors for the balance in the financial situation. The company's transaction, which tests the consistent insurance of the entries, is reported in at least two minimum accounts. Though it cannot be denied that the profit of the company has decreased in the current year, the assets of the company have increased and therefore, the company can balance its financial position. 
[bookmark: _Toc55489975]Question 2
[bookmark: _Toc55489976]a) Schedule of ratios
Financial ratios help analysing the financial results effectively. The performance of an organisation can be analysed critically by using financial ratios (Kadim et al. 2020, p. 872). Different types of ratios can be used for analysing the financial position of an organisation like Choco Plc. The ratios are current ratio, debt to equity ratio, quick ratio, profitability ratio, inventory turnover ratio. The ratio calculation also shows if the management can manage the costs of productions and other operations effectively (Nallusamy et al. 2017, p. 165). In order to calculate the financial details of the company are respectively extracted from its balance sheet and income statement. Profitability ratio helps analysing the ability of an organisation to earn profit. The increased profitability ratio indicates the increase of profit margin of an organisation. On the other hand, the decrease of profitability ratio indicates the decline of the profit margin of the organisation (Satryo et al. 2017, p. 55).

	Chocco plc Ratio schedule
	 
	 

	 
	2019
	2018

	Particulars 
	Amount (£)
	Amount (£)

	Current assets
	2,303
	2,355

	Current liabilities
	2,511
	3,046

	Current ratio 
	0.917164476
	0.773145108

	Current liabilities
	2511
	3046

	Non current liabilities
	4,137
	4,129

	Total liabilities 
	6,648
	7,175

	Equity
	3,088
	2,912

	Debt to equity ratio
	2.152849741
	2.463942308

	Current assets
	2511
	3046

	Inventory 
	708
	659

	Current liabilities
	2511
	3046

	Quick ratio 
	0.718040621
	0.783650689

	Net sales 
	6,738
	6,441

	Total assests 
	9,736
	10,087

	Assest turnover ratio 
	0.692070666
	0.638544661


Table 3: Ratio calculation
(Source: Self created)


Figure 2: Table 3: Ratio calculation
(Source: Self created)
Current ratio
Current ratio determines the ability of an organisation to pay off its short term obligations. A good current ratio is 1:2 (Herawati and Fauzia, 2018, p. 50). When the ratio is 1:2, it means that the company has two times more assets than its obligations and it can meet its obligations easily. From the above table, it can be identified that the current ratio of the company is 0.91 which shows that the company has enough assets to meet its obligations. 
Debt to equity ratio
The debt to equity ratio is calculated by dividing the total liabilities of the company with the total equity. Debt to equity ratio helps analysing if the company can become bankrupt in the future (Mahardhika and Marbun, 2016, p. 23). From the above schedule of ratios, it can be seen that the debt to equity ratio of Choco Plc is 2.15 in 2019. However, the ratio has been 2.46 in 2018 and therefore, it can be said that the debt to equity ratio has declined in the year 2019. 
Quick ratio
Quick ratio helps analysing the ability of an organisation to pay off its current liabilities without selling its properties, inventories or getting finances from external sources. Higher quick ratio indicates a better liquidity of the company (Purnomo, 2018, p. 15). From the schedule of the ratios of Choco Plc,it can be identified that the quick ratio of the company is 0.71 in 2019 which has been 0.78 in 2018. From this result, it can be said that the ability of the company to pay its current liabilities has decreased in the current year. Therefore, the sales of the company can decrease in the coming financial year.
Asset turnover ratio
[bookmark: _Toc55489977]The ratio of asset turnover calculates the value of the sales or earnings of a company compared to the value of its properties. The asset turnover ratio can be used as a measure of the efficiency with which a business produces revenue using its assets. The more effective a corporation is at producing income from its assets, the higher the asset turnover ratio. Conversely, if a business has a low asset turnover ratio, it means that it does not use its assets effectively to produce revenue. For the present company, it is seen that their asset turnover ratio has increased from 2018 to 2019 so it shows that the asset turnover of the company has been successful in the last year. 
b) Ratio analysis and commenting on the company’s financial position
From the ratio analysis, it can be seen that the current ratio, quick ratio and debt to equity ratio of the company has been decreased in the current year as compared to the previous financial year. Therefore, it can be said that the ability of the company to pay off its current liabilities without selling its inventories and properties has decreased considerably in the year 2019. The company can face difficulties to pay off its debts and if the company cannot develop effective strategies to manage its liquidity, there are chances of bankruptcy. The current ratio of the company has increased by 0.91% from 2018 to 2019 and profitability ratio has also increased by 9.20%. On the other hand, debt to equity ratio of the company has decreased by 2.15% so it shows a contradiction in the financial position of the Chocos Plc Company. The inventory turnover ratio of the company has also decreased in the year 2019 as compared to that of 2018. Therefore, the company’s ability to generate revenues and profits by selling its inventories has also decreased in the current year (Fisher et al. 2016, p. 44). However, the profitability of the company has increased in the current year and therefore, it can be said that the company can earn more profit and can meet its obligations. It can be seen that the asset turnover ratio of the company was 0.63 in the year 2018 but it had increased suitably by 0.69% in the year 2019. It proves that the company has been able to acquire new potential assets through which they could work on paying off their debts. It also proves that the company is currently situated at a profitable position because all of the financial ratios seem to improve from 2018 to 2019. 
A business like Chocco plc's economic output can be calculated by the company's financial statement, such as the company's profit rate, the company's revenue rate, and the company's ratio plan estimates. It is necessary to note that the higher the organisation's ratio, the more effective the revenue generation organisation is. Chocco Plc's financial statement reveals that both the company's sales and profit rate have risen substantially since 2018.


























[bookmark: _Toc55489978]Conclusion
An income statement provides information regarding the shares, tax, revenues, equities, profit and loss of a company. Therefore, an income statement can be used as a document for analysing the business performance and financial ability of an organisation. These financial details help the shareholders to analyse the financial performance of the company for developing investment strategies. In this study, an income statement and a balance sheet has been prepared for Eccles Plc. On the other hand, the financial position of Choco Plc has been analysed based on its income statement and balance sheet. The study improves the understanding of financial analysts regarding the use of income statements and balance sheets. It has been revealed in the study that the financial position of Eccles Plc has been improved in the current year while the financial position of Choco Plc has declined in the current year. 
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