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Executive summary 
The retort studies and evaluated the basic principles of financing and accounting. The financial statements and the ratios of the organisation from the financial performance has been evaluated in the study which helps the business understand own position and scope in the market and also helps to evaluate the performance and market position. The shareholder equity value analysis helped to understand the position of the company in the market. With the analysis of the financial statement, the study also evaluated the problems in the organisation and showed the investment position in the company. Both the company showed effective performance and future scope of growth and development. 
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Introduction 
The process of accounting involves recording and management of financial information and data of an organisation effectively to take effective decisions in the organisations. The fundamentals of accounting mainly deal with three major areas: capital of the organisation, liabilities, and assets. Companies generally use the processes of effective accounting also to measure and understand the position in which it stands in an economic sense. However, it is also important to remember that reports of accounting also include the utmost importance of different outside entities like the regulatory body’s creditors, and the investors in the organisations. In this study, following the principles of accounting, financial statements have been prepared and analysed to understand the position of the organisation and also recognise the measurement problems that can arise from the financial accounting process followed in the company. 
[bookmark: _Toc55489520]Question 1
[bookmark: _Toc55489521]a) Income statement and statement of financial position 
In the income statement of the company, mainly the profit and the loss statements of operations are highlighted. It provides a summary of the financial transactions and the operations over a period. Analysis of the income statement of a company helps to understand the expense incurred by the organisation while generating revenue (Al Hayek, 2018, p. 179). Below is the income statement prepared for Eccles Plc on the basis of their balances at the end of 31st December 2018 year. 
	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: Self-created)

Figure 1: Income statement 
(Source: Self-created)
From the above income statement of the company prepared, it has been observed that the net profit of the company is quite high when compared with the overall expenses incurred in the organisation and the taxation paid. With a sales rate of £826,650, the gross profit of the company is calculated to be £380,000 and the net profit rate is calculated to be £309,020. The estimation of income statement even stated that is a chance of an increase in profitability in the next year in the company even with an increase of expense incurred. The positive net profit rate in the company denotes that it stands in a good position in terms of profitability. It also signifies that the company is liquid and capable to pay off the operating expenses and financial liabilities (Ferrero, 2020, p. 56). 
Financial position statement 
The financial position statement of a company represents the equity, liabilities, and assets of the business at a particular point in time. Assets in an accounting sense can represent anything that is owned by the business like the property, equipment, cash, stocks, and plants (Mućko et al. 2019, p. 203). It is referred to as simply the balances that remain on the ledger after the income statement of the company is prepared. In a financial statement of a company, it is important to balance or agree on the two sides of the statement. 

	Eccles plc Financial position as per 31st December 2018
	Amount (£)

	Assets 
	 

	Non-current(fixed) assets 
	 

	Plants and Equipments 
	632,730

	Current assets 
	 

	Stocks 
	330600

	Receivable amounts 
	170,125

	Cash 
	12,900

	 
	513625

	Total assets 
	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 assets- liabilities 
	875,000

	Shareholder Equity 
	 

	Share capital 
	610000

	Retained earnings 
	132000

	Total Shareholder Equity 
	742000


Table 2: Financial position evaluation as per 31 December 2018
(Source: Self-created)
Financial position of the company can be analyzed with the knowledge and understanding of the shareholder Equity of the company. In liquidation events, equity holders are generally in line with the debt holders in the process of receiving any payments. In the calculation of stockholder’s equity, the main factors that help in the analysis of the financial position of the organisation are the share capital of the company, retained earnings, net income earned by the organisation (Goud and Kumar, 2019, p. 2016). For the decision making purpose of investors in the organisation, a financial position statement can be considered an important tool. In the financial statement analysis and evaluation of the company Eccles plc, the total assets in the organisation are 1,146,355 while the total current and non-current liabilities in the organisation include 271,355. Total shareholder capital has been calculated by subtracting retained earnings from share capital (Campbell et al. 2018, p. 81). Therefore the total shareholder equity derived is 742000. As the shareholder equity is positive, it can be stated that the company has surplus assets that exceed the liabilities of the organisation and therefore there are chances to earn the interest of the investors in the future years of the organisation. 
[bookmark: _Toc55489522]b) Balance of financial positions 
The financial entity of a company at a given entity is presented in the financial position also called the Balance sheet. The leaders and managers of an organisation can evaluate the financial soundness of the company in terms of financial risks, credit risks, liquidity risks, and business risks. The balance sheets or the financial positions are always structured in a manner that the company’s total assets are always equal to the sum of equity and liabilities of the company (Kohler, 2020, p. 96). Therefore, an appropriate balance sheet is always at equilibrium. One of the important reasons for the balance in the financial position is the “double-entry” accounting principles that are associated with it. In at least two minimum accounts, the transaction of the company is recorded which checks as the consistency insurance of the entries.
The assets in the financial sheets are generally financed from external credits like the trade creditors, bank loans, and others and internal sources like the profit earned and the share capital of the company. The relationship between the growth of the firm and the problems underlying the operations can be identified with the help of balance sheet analysis. In maintaining an appropriate balance sheet in the company, it is also important to remember that the total asset of the business also needs to be the same as the total amount of capital invested (Ireland, 2019, p. 69). On the other hand, it is also important to consider that any borrowing with total assets in the business needs to be equal to the sum of liabilities and equity calculated. 
[bookmark: _Toc55489523]Question 2 
[bookmark: _Toc55489524]a) Ratio schedules for Chocco plc for 2019 and 2018
Reinforcements are involved in the ratio schedules after a certain number of responses have been emitted in the company. In the calculation of ratios, time is an important factor to be considered. There are different types of ratio schedules that are applied in the business organization. Some of the common ratio schedules are current ratio, debt to equity ratio, and quick ratio (Aini et al. 2019, p. 15). Based on the financial statements and values in the long-established confectionery and chocolate manufacturer Chocco plc of the UK, a schedule of ratios for the year 2018 and 2019 has been prepared. 
Current ratio 
The current ratio is the liquidity ratio that measures the ability of the company to pay the obligations that are short term. It helps the investors of the company and the analysts to understand and derive ways that can help in the maximisation of current assets on the balance sheet to effectively satisfy the current debts and different other payables. It actually compared all the current assets of the company with the current liabilities (Irman and Purwati, 2020, p. 41). In accountancy, it is also referred to as the working capital ratio in the company. 
Debt to equity ratio 
This ratio is calculated by dividing the company’s total liabilities that are available by its shareholder equity. In the processes of corporate finance, the debt to equity ratio can be considered as an important metric that is used in the process of corporate finance. It is an important measure of the degree up to which organisations and firms are financing its operations effectively through debt at variance with wholly-owned funds in the company. When analysed and evaluated in a more detailed manner, debt to equity ratio also reflects the ability of equity of shareholders to shield the debts that are outstanding in the company in the business downtown event. It can be considered as a particular hearing ratio of the organization (Atmoko et al. 2018, p. 106). The debt of equity ratio is calculated by dividing the total liabilities of the company by the total shareholder’s equity. 
Quick ratio 
The short-term liquidity of the company is an indicator of the quick ratio. It measures the ability of the company to meet the short term obligations. The ability of the company to use the near-cash assets is also reflected in quick ratio evaluation in the company. According to the opinion of Kamar (2017, p. 75), it is considered as an important conservative measure than the organisational current ratio. All current assets in the company like the current liabilities and its coverage are included in the quick ratio calculation. It is even considered that the higher the quick ratio of the company the better is the position of the liquidity of the company and finances. A lower ratio in the company may suggest that the company might have to struggle to pay the debts incurred in the organisation. In order to calculate the quick ratios in the company, the current assets and current liabilities of the company are considered. However, it is important to remember that customer payment and management of customers can affect the quick ratio of the company. 
Asset turnover ratio 
It helps the investors to understand how effectively, the company can generate sales in the organisation using their assets. The strengths and weaknesses of the company can be identified by analyzing the asset turnover ratio. It is being calculated by dividing the net sales rate of the organization by average total assets (Sunjoko and ARILYN, 2016, p. 79). The implication of the asset turnover ratio in the generation of profit and maximisation of sales rate is very important. 

	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

	Noncurrent 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 assets 
	9,736
	10,087

	Assets turnover ratio 
	0.692070666
	0.638544661


Table 3: Ratio schedule for Chocco Plc 
(Source: Self-created)

Figure  3: Ratio schedule for Chocco Plc 
(Source: Self-created)
For the company Chocco plc, the ratio schedule in the company is calculated by the current ratio, debt to equity ratio, and quick ratio. The current ratio derived in the concerned company is 0.917164476 for 2019 and 0.773145108 for 2018. It stated that the current liabilities of the company exceeds the current assets which are not an effective position for a company to be in.   The debt to the ratio in the company is calculated by comparing the liabilities of the company with the equity of the company. In Chocco plc, the debt to equity ratio derived for the year 2019 is 2.1528, and the debt to ratio value derived for the year 2018 is 2.4639. It signifies that the company has a good personal equity debt ratio (Khalid et al. 2018, p. 118). In the quick ratio calculation, current assets, inventory, and current liabilities have been considered. The value evaluated for the year 2019 is 0.71804 and for the year 2018, the value derived is 0.78365. It suggests that the company may face difficulties in paying off the current liabilities of the company in a short term. For the year 2019, the asset turnover ratio is 0.69207, and for the year 2018, it is 0.638544. 
[bookmark: _Toc55489525]b) Financial performance and position of the company 
The financial performance of a company like Chocco plc can be measured by the financial statement of the company like the profit rate, and the sales rate of the company, and the ratio schedule calculations of the company. It is important to remember that the higher is the ratio of the organisation, the more efficient is the organisation in generating revenue. The financial statement of Chocco Plc suggests that both revenue and profit rate in the company increased significantly from the year 2018 to 2019. The company has enjoyed a rate of a positive gross profit in both the years in the company. This suggests the effective financial performance of the firm. However, the position of the company in the competitive market is largely determined by shareholder equity. It is because it helps to understand the total liabilities and current assets available in the company to manage and pay off the liabilities (Aini et al. 2019, p. 20). 
Looking into the schedule ratio of the organization calculated, it can be stated that the company still needs to improve its performance in order to attain the desired position in the market. The asset turnover ratio of the organization is not positive which suggests that the company is not efficient enough to generate much revenue utilizing their assets properly. Therefore, the sales generated in the organization cannot be even considered enough. However, the other ratio calculations like the debt of equity ratio and the equity ratio has highlighted that the company has the capability to payback all the liabilities in the company may be not in the shorter term but in the longer term of the organisation. Therefore for the investors of the company needs to determine and analyse effectively in the company before making any kind of investments. 
[bookmark: _Toc55489526]Conclusion 
Accounting process analysed the transaction that occurred in the organisation to oversight regulators, entities of tax collection, and agencies. Any activities of businesses are dependend on capital and therefore it can be considered as the foundation of any business. From the analysis of the financial conditions and statement of the companies considered in the study, it can be stated that both equity and debt considerations are important ways that can help the business organisation to obtain effective funds and capital in the organisation for their operations. However, in the management of the organisation, it has been also highlighted that emphases on the long term business goals of the organisation is important to understand. It has been also understood that equity financing does not majorly have any additional financial burden on the company although therefore is downside to the factor. The most important area that needs to be focused by the organisation is the capital structure as it improved the overall operations and growth of the firm by using different fund sources. Both the organisation has been seen performing well in the business market however also highlighted enough scope for further growth and development. 
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