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[bookmark: _Toc55765054]Preparation of Statements: 
Income Statement:
This statement has the purpose of presenting true and reliable information about the profit or loss of the company to the relevant stakeholders. Reporting the financial data and performance of the business has been the necessary duty and responsibility of the businesses as defined in the accounting standard and accounting laws. All relevant parties may expect the growing performance of the entities as the growth of the business may improve their income and wealth (Warren et al., 2011). The income statement for Eccles plc is given below: 
	Income Statement As of 31st December 2019

	Particulars
	Amount (£)
	Amount (£)

	Sales
	 
	827,630

	Cost of sales 
	 
	578,650

	Gross Profit
	 
	248,980

	Administration expenses 
	30,000
	 

	Outstanding commission 
	3,000.00
	 

	Directors remuneration 
	5,000.00
	 

	Distribution expenses 
	28,000
	 

	Total expenses 
	 
	66,000

	EBIT
	 
	182,980

	Interest 
	 
	2,000

	Net income
	 
	180,980

	Tax
	 
	68,000

	Net profit for the year
	 
	112,980



Balance Sheet: 
This is a statement that enables the users of the financial report and statements to understand the position of the company and to analyze its ability to meet the short or long-term monetary obligation. Lenders, suppliers, shareholders, and other stakeholders generally analyze the statement of financial position for deciding whether they should invest in the firm or not or whether the firm should be given trade credit or not (Robinson, 2020). 
	Balance Sheet Statement As of 31st December 2019

	Particulars
	 
	Amount (£)
	Amount (£)

	Assets
	 
	 
	 

	Current Assets:
	 
	 
	 

	Closing Inventory
	 
	329,620
	 

	Receivables
	 
	170,125
	 

	Cash at Bank 
	 
	12,900
	 

	Total Current Assets
	 
	 
	512,645

	Fixed Assets:
	 
	 
	 

	Plant and equipment 
	 
	632,730
	 

	Total Fixed Assets
	 
	 
	632,730

	Total Assets
	 
	 
	1,126,335

	Capital and Liabilities
	 
	 
	 

	Current Liabilities:
	 
	 
	 

	Payables
	 
	171,355
	 

	 
	 
	 
	 

	Total Current Liabilities
	 
	 
	171,355

	Long-term Liabilities:
	 
	 
	 

	Debenture 
	 
	 
	100,000

	Capital
	 
	 
	 

	Capital (equity share and preference)
	(310,000+300000)
	610,000
	 

	Net Profit
	 
	112,980
	 

	Retained Earnings 
	 
	132000
	 

	Total capital
	 
	 
	854,980

	Total capital and liability 
	 
	 
	1,126,335

	 
	 
	 
	 

	 
	 
	 
	 



[bookmark: _Toc55765055]Reason for balance sheet balances:
As infested by its name, the balance sheet ensures quality in the balance of two sides such as liabilities and assets. It happens almost always that two sides of the balance sheet must be equal and they should match (Watson and Head, 2013). Equality of the balance of two sides in the statement ensures the accuracy of the accounts and balances included in the statement. The accounting principle of double-entry is followed in the accounting practice by the organization and the double-entry bookkeeping system ensures the double-entry of each transaction (Collier, 2015). This system ensures the effects of each transaction on two accounts because it aids to easily trace the issues and mistakes in the accounts. For example, if the organization will purchase equipment for $10000, it will increase the fixed assets while will decrease the cash at hand or bank in the company. It continues to balance assets and liabilities. Another example to understand balance sheet is long term liability or debt. If a company borrow fund from the banks, it would increase the liability side with the amount borrowed by the bank  (Flower and Ebbers, 2018). On other hand, it would increase the asset side by increasing the cash in the company with the same amount. It would keep the balances equal. The total assets of the company are found equal to the total of the liabilities and equity of the organization on the balance sheet. 
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The ratio is an effective measure that is useful to interpret the performance and to determine the trend of the performance of the enterprise. Ratio analysis is a useful method for assessing the statement of finance developed by an organization and this may aid to make important decisions by the management and other relevant stakeholders. This is considered an important measure because it considers four statements and determines the trend line of the performance such as profitability, efficiency, liquidity, market performance, and solvency (Warren et al., 2011). 
	Ratio
	Formula
	2019
	2018

	ROCE
	Profit After Tax/Capital employed
	0.0443
	0.0363

	 
	Profit after tax
	431.00
	366.00

	 
	Capital employed
	9,736.00
	10,087.00

	Gross profit margin
	Gross Profit / Net sales*100
	51.99%
	51.93%

	 
	Gross profit
	3,503.00
	3,345.00

	 
	Net sales 
	6,738.00
	6,441.00

	 
	 
	 
	 

	Net profit 
	Net income / Sales*100
	6.40%
	5.68%

	 
	Net income
	431.00
	366.00

	 
	Sales
	6,738.00
	6,441.00

	 
	 
	 
	 

	Asset turnover 
	Net sales / Total assets
	0.692
	0.639

	 
	Net sales
	6,738.00
	6,441.00

	 
	Total Assets
	9,736.00
	10,087.00

	 
	 
	 
	 

	Inventory Turnover
	Inventory / Cost of Goods Sold *365
	79.88253478
	77.69218346

	 
	Inventory
	708.00
	659.00

	 
	Cost of Goods Sold
	3,235.00
	3,096.00

	 
	 
	 
	 

	Debtors collection period
	Trade receivables/sales*365
	67.65880083
	72.93199814

	 
	Trade receivables 
	1,249.00
	1,287.00

	 
	sales 
	6,738.00
	6,441.00

	 
	 
	 
	 

	Current ratio
	Current assets/Current Liabilities
	0.92
	0.77

	 
	Current Assets 
	2,303.00
	2,355.00

	 
	Current Liabilities
	2,511.00
	3,046.00

	 
	 
	 
	 

	Gearing Ratio
	Long term loans/Internal liabilities
	1.34
	1.42

	 
	Long term liability
	4,137.00
	4,129.00

	 
	Total equity 
	3,088.00
	2,912.00

	Earnings per share
	Net income/number of ordinary shares
	0.72
	0.61

	 
	Net income
	431.00
	366.00

	 
	number of ordinary shares
	600.00
	600.00

	Dividend payout 
	Dividend/income
	0.59
	0.66

	 
	Dividend
	255.00
	242.00

	 
	Income
	431.00
	366.00

	P/E ratio
	Share Price/EPS
	7.11
	6.56

	 
	Share Price
	5.12
	4.00

	 
	EPS
	0.72
	0.61
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Profitability:
From the analysis of the ratio table, it can be stated that the profitability of Chocco plc is increasing. This can be measured based on net profit, gross profit, and ROCE. The overall profitability of Chocco Plc is quite effective and has swelled up in 2019. This is the indicating the ability of the organization to produce a good amount of profit and income so that the wealth of the owner of the company can be improved (Robinson et al., 2015). 
Net profit to Chocco plc in 2019 is 6.40% but it was just 5.83% only in 2018. The situation identified and profit growth ascertained is showing the efficacy of Chocco plc to reduce the operating expenses and grow the sales of the products in the market to attain the objective of growth in the profit. 
Similarly, gross profit is showing slight growth but is not significant. It has gone to 51.99% in 2019 that was 51.93% in lasts year. Here, the cost of sales is higher and fluctuation in the cost of material and labor has influenced the gross profit of the entity (Robinson et al., 2015). Here, Chocco plc needs to take action and adopt strategies to control the soaring cost of labor and material to inflate the profit (Brigham and  Daves, 2012). 
Efficiency and management effectiveness:
ROCE of Chocco Plc is showing this company can invest in effective and productive activities and projects to raise the value and increase the income. Hence, the ROCE for Chocco Plc is 0.044 in 2019 whereas it was only 0.36 in 2018. Chocco Plc is quite efficient in making good investment decisions to improve income (Warren et al., 2011). 
The turnover on the assets of Chocco Plc is extended to 0.692 in 2019 which was about 0.639 in the preceding year. It is depicting the ability of the enterprise to use the assets and effectively manage the assets to create a good return on the utilization and improve the sales. Chocco Plc has good effectiveness in managing the assets for their use to attain the goals of profit growth (Martin and Alvarez, 2011). 
Inventory turnover in Chocco Plc has increased that is indicating the lesser efficiency in the management of the stock and using the stocks because a higher inventory turnover period is stating a lesser frequency of filling the stocks (Brigham and Houston, 2012). The period for a stock is 79.88 days in 2019 but this period was 77.69 days in 2018. It makes the cash blocked for a long time that indicates the ineffectiveness of the management in the utilization of the assets and management of the inventory.
At the same time, the period for debtors has been down by 67.65 days from 72.93 days. It is depicting the efficiency of the credit policy of Chocco Plc to recover money from the consumer frequently that enhances the position of the company. It contributes to increasing the cash in the company as consumers pay off their money (Weil et al., 2013). 
Liquidity:
Liquidity experienced by Chocco Plc went high in 2019 but it was lesser in 2018. The liquidity refers to the ability of an enterprise to settle up the short term obligations towards the creditors. The excess of the current assets over the current liabilities of an enterprise may state the liquidity whether it is good or bad (Weetman, 2013). If the current liability is over the current assets, it is not good because the company does not have good capacity. Hence, it should be above 1.0 to ensure the firm has a good ability to reimburse its liabilities. The current ratio identified for Chocco Plc was 0.77 in 2018 and it extended to 0.92 in 2019. It is depicting the progression in the liquidity of Chocco Plc that may put the company in a better position to reimburse its short duties and liabilities. 
Solvency:
The solvency aid to investigate the firm’s ability to ensure improvement in the return on investment and pay the money back to the shareholders, debenture holder, and lenders. The risk of solvency is considered by investors and lenders because they consider a higher risk of solvency bad for their investment and vice versa. The gearing ratio is generally applied for measuring the solvency of the firms. Hence, the gearing ratio found for Chocco Plc in 2018 was 1.42 that went down to 1.34 in 2019. The ratio is not favorable and effective in two years but somewhat Chocco Plc improved its position. Therefore, the debt fund and capital are much greater than the equity of the businesses (Epstein and Lee, 2014). This needs to be improved more for managing the capital structure. 
Market Performance: 
The performance should be improved to raise the share value and income of shareholders. Earnings per share in Chocco Plc in 2018 were 0.61 which went high in 2019 by 0.72. This indicates the growth of the revenue and income of the enterprise. The net income should be higher for boosting up EPS so that shareholders of the business can get a higher return on their investment. This indicates a higher performance of the enterprise (Martin and Alvarez, 2011). 
Dividend payout is also an important ratio for the measurement of the statement of the company. Chocco Plc’’s dividend payout is 0.59 in 2019 that was higher in 2018. It was 0.66 in 2018. The dividend paid to the consumer has inflated in 2019 but the ratio is lesser (Brigham and Ehrhardt, 2013). It is indicating the policy of the dividend in 2019 has been shrunk by the company due to some reason for further investment and others. 
P/E ratio is indicating a good improvement in the market performance of Chocco Plc because it became 7.11 in 2019 but it was just 6.56 in 2018. It means there is good growth in the market performance and share prices of the company in 2019 (Brigham and Ehrhardt, 2013). 
Overall, it can be stated that the performance of the firm is not effective but it has controlled and improved its performance in 2019 as compared to performance in 2018. 
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