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a)
Below is the income statement for the year ended 31st December, 2018.
	Particulars 
	Amount (£)
	Amount (£)

	Retained profit as on 01/01/2018
	1,32,000
	

	Sales revenue
	8,26,650
	

	Total revenue 
	
	9,58,650

	Less: Cost of sales
	578650
	

	Gross profit 
	
	3,80,000

	Less: Overhead
	
	

	Distribution overhead
	28,000
	

	Administrative overhead
	30,000
	58,000

	Profit before interest and tax (Afif and Nawirah, 2020)
	
	3,22,000

	Less: Interest
	2,000
	

	Tax
	68,000
	70,000

	Net profit
	
	2,52,000






























Below is the financial position of Eccles Plc as on 31st December, 2018 (Naseem et al., 2017).

	Balance Sheet of Eccles plc
as per 31st December 2018

	Equities & Liabilities
	Amount (£)
	Amount (£)
	Assets
	Amount (£)
	Amount (£)

	LIABILITIES
	
	
	CURRENT ASSETS
	
	

	Non-current liabilities
	
	
	Receivable amounts 
	1,70,125
	

	Debentures
	100000
	
	Stocks 
	330600
	

	Current Liabilities
	
	
	Cash 
	12,900
	5,13,625

	tax payables
	68000
	
	FIXED ASSETS
	
	

	Payable amount to creditors
	171355
	339355
	Plants and Equipment 
	6,32,730
	632730

	
	
	
	
	
	

	EQUITY
	
	
	
	
	

	Retained earnings
	132000
	
	
	
	

	Share capital
	610000
	742000
	
	
	

	Suspense account
	
	65,000
	
	
	

	Total Equities & Liabilities
	
	1146355
	Total Assets
	
	11,46,355




b)
The structure of the balance sheet is maintained in a manner so that the enterprise's total assets equal to the aggregate of equity and liability. Balance sheets always follow the below accounting equation. Assets = Equity + Liability. Assets of the organization required to be financed through various internal sources which are profits and share capital. External sources can also be utilized which are trade creditors, bank loans and so on. The owner's capital investment, borrowing, retained earnings and profits are required to be equal to the total assets of the business. Due to this reason, the total value of liabilities and equities must be equal to the business's total assets. In the double-entry accounting system, financial information is recorded in two segmented ways to maintain the authenticity and reliability of data. Each and every debit transaction should have a contra credit translation in the organisational record-keeping system. This structure of the balance sheet is highly effective in identifying investment prospects, risk factors, the scope of capital investment and so on. This two-way structure also helps the organisation to maintain transparency in the financial data monitoring process. Differences in the amount of assets side and liability and equity side can effectively determine the variances and inaccuracy in the financial data maintenance. Evaluating the balance sheet in a regular manner can help the organisation to take necessary preventive actions if required.
[bookmark: _Toc56197200]Question 2
a)
Below is the preparation of the ratio schedule of Chocco Plc for the financial year 2018 and 2019.

	Ratio 
	Formula
	Amount (£)
	Amount (£)

	
	
	2018
	2019

	Current ratio 
	Current assets / Current Liabilities
	0.773145108
	0.917164476

	Current liabilities
	 
	3,046
	2,511

	Current assets
	 
	2,355
	2,303

	Debt to equity ratio
	Total liabilities / Equity
	2.463942308
	2.152849741

	Equity
	
	2,912
	3,088

	Non-current liabilities
	
	4,129
	4,137

	Current liabilities
	
	3,046
	2,511

	Total liabilities
	
	7,175
	6,648

	Asset turnover ratio 
	Net sales/total asset
	0.638544661
	0.692070666

	Total assets 
	
	10,087
	9,736

	Net sales 
	
	6,441
	6,738

	Quick ratio 
	(Current assets - Inventory)/Current Liabilities (Chalu and Lubawa, 2018)
	0.556795798
	0.635205098

	Inventory 
	
	659
	708

	Current assets
	
	2,355
	2,303

	Current liabilities
	
	3,046
	2,511







b)
The current ratio demonstrated the capability of the company to pay off the current liabilities with the help of current assets. This ratio is highly significant for investors as this because, with the help of this ratio, investors can determine the capability of the company regarding expanding the asset and satisfy the short term liabilities through the current assets. The standard value of the current ratio should remain between 1.2 to 2. Organisation required current assets at least 2 times more than the current liabilities. In this context, it can be said that the current ratio scenario of Chocco Plc is not good enough. For both of the financial years, it is lower than the standard value. However, an increasing trend is visible in the current ratio. It has increased from 0.77 (2018) to 0.92 (2019). 
The debt to equity ratio reveals the relative proportions of the ability of shareholders to asset financing of the organisation. It is also known as leveraging or gearing ratio. The ideal debt to equity ratio is considered as 2.00. Companies with hefty amounts of non-current assets, generally have debt-equity ratios of more than 2. It can be said that the debt-equity ratio of the company is in a controlled manner as the debt to equity ratio of both the financial year is more than 2.00. It is 2.46 in 2018 and 2.15 in 2019. The total liabilities of Chocco plc have been compared with the total equity of the organisation in order to determine the value of this ratio. These values depict that the company has high valued shareholders who can suitably finance the total assets of the company. However, a reduction in the ratio in 2019 indicates that shareholder's capability has decreased. This depicts that company management is inefficient in retaining all the shareholders of the company.
The quick ratio also determines the ability of the company to pay off its liabilities with the help of quick assets. Quick assets do not include inventory. It identifies whether a company is able to satisfy the current liabilities without any additional financing or sale of existing inventory. There is no specific standard value of this ratio. A higher ratio depicts better financial health of a company. The lower quick ratio indicates that the company is unable to pay its current liabilities in a timely manner. Considering the above discussion it can be said that the liquidity scenario of Chocco Plc is highly disappointing. The quick ratio of 2018 is 0.56 and it has increased to 0.64 in 2019. Total current assets have been considered except the inventory while calculating the ratio. These values clearly show that the company is battling to pay off the current liabilities in a timely manner (Arkan, 2016). Investors should focus on this point while considering Chocco Plc as an investment option.
The asset turnover ratio determines the efficiency of the management in utilizing the total assets in high amounts of revenue earning from sales. 2.5 is the ideal value of asset turnover ratio but in general, the company aims to achieve an asset turnover ratio from 0.25 to 0.50. The asset turnover ratio of the company is 0.64 in 2018 and it has increased to 0.69 in 2019. This indicates that the company management is highly efficient in utilizing the assets to increase the revenue from sales.
It is evident from the overall ratio analysis that the financial position of the company is not stable. The company was inefficient to increase the debt-equity ratio in 2019 and lost a few shareholders. This may demotivate potential shareholders to invest in this company. Due to this reason, the company’s equity position has deteriorated. Management is also required to focus on the liquidity position of the company in order to timely pay off the debt. However, an increasing trend can be observed in the quick ratio and current ratio. Management is also efficient in managing the assets of the company. 
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