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[bookmark: _Toc56124931]Introduction:
Accounting can be defined as the systematic process of identifying and analysing the economic events or business transitions which has monetary impact on the business for the purpose of recording these transactions which can be used for assessing the financial performance and financial position of a business as well as for communicating the financial information to both internal and external users of accounting information for facilitating their decision making process (Ward and Calabrese, 2018). This report is concerned with the preparation of financial statements of business as well as the application of financial ratio analysis for assessing the investment viability of a company.


‘’In submitting this work, I affirm that my work adheres to the scholarly and intellectual standards of honesty and integrity.i affirm that this work is my work only and that in the preparation of this work I have not consulted any person .I affirm that I have not plagiarised or misrepresented the ideas or language of someone else as my own that I have fully and accurately attributed any ideas or text of others to the sources and documented each source’’













[bookmark: _Toc56124932]Question: 01
[bookmark: _Toc56124933]Requirement-A:
Eccles Plc
Income Statement
For the Year ending 31st December, 2019
[image: ]



Eccles Plc
 Statement of Financial Position
Prepared at 31st December, 2019
[image: ]
[bookmark: _Toc56124934]Requirement- B:
The statement of financial position or balance sheet can be defined as summarized document for reporting all the assets, liability and owner’s equity of a business. The statement of financial position balances because of the accounting equation and double entry recording system.
The accounting equation usually demonstrates the relationship among all the assets, liabilities and ownership equity of the business. The accounting equation is shown below:
Assets = Liabilities + Owner’s Equity
As per the accounting equation, the asset of a business must be equal to the liabilities and equities of the business. Thus, it helps to assess the economic impact each business transaction has on the assets, liabilities and equities of a business. 
To record the economic impact of each business transaction on the accounting equation, the double entry recording system is used (Ward and Calabrese, 2018). As per the double entry recording system, the recording of each business transaction in the accounting books results in affecting more than two accounts. One account is recorded as debit while the other one is recorded as credit.
As per the double entry record keeping system, the left side of the accounting is recognized as Debit while right side of the accounting equation is recognized as Credit. Thus, when a business transaction is recorded, the recording of debit will be counterbalanced by the recording of credit in the accounting equation which will ensure that all the asset of a business is equal to the liabilities and owner’s equity of the business (Drury, 2013). As a result, the asset side of balance sheet equals to the liabilities and equity side of balance sheet.






[bookmark: _Toc56124935]Question: 02
[bookmark: _Toc56124936]Requirement- A:
A schedule of financial ratios for Choco plc for 2018 & 2019 is prepared below:
	Financial Ratio
	Formula
	2018
	2019

	Liquidity Ratios

	Current ratio
	
	=
= 0.77
	=
=0.92

	Quick Ratio
	
	=
= 0.56
	=
= 0.64

	Cash Ratio
	
	=
=0.13
	=
=0.14

	Defence Interval Ratio
	
Where,
Daily operating expenses=
	=

= 325 days
	=

= 312 days

	Profitability Ratios

	Return on Asset
	
	=* 100
= 3.63%
	=*100
= 4.43%

	Return on Equity
	
	=*100
= 12.56%
	=*100
= 13.96%

	Gross Profit ratio
	
	=*100
= 51.93%
	=*100
= 51.98%

	Net Profit Ratio
	
	=*100
= 5.68%
	=*100
= 6.4%

	
Efficiency Ratios

	Trade Receivable Turnover ratio
	
Where, Average trade receivable
=
	=

= 5 times
	=

= 5.31 times

	Days Sales Outstanding
	
	=

=73 days
	= 

= 69 days

	Inventory Turnover Ratio
	
Where, Average trade receivable
=
	=

= 4.7 times
	=

= 4.73 times

	Trade Payable Turnover Ratio
	
Where, Average trade payable
=
	=

= 4.73times
	=

= 5.21 times

	Asset Turnover Ratio
	
Where, Average trade payable
=
	=
= £0.64
	=
= £0.68

	Market Valuation Ratios

	Earnings Per Share (EPS)
	
	
= £0.61
	
= £0.72

	Price Earnings Ratio
	
	
=6.55X 
	
= 7.13X

	Dividend pay-out ratio
	
	
= 0.66
	
=0.59

	Dividend Per Share
	
	
= £0.4
	
=£ 0.43



[bookmark: _Toc56124937]Requirement-B:
Analysis of Liquidity ratios:
· [bookmark: _Hlk56110828]Current ratio is used to measure the financial ability of a firm to meet its future short-term obligation through its current asset. The analysis of current ratio of Choco plc reveals that the current ratio was 0.77 in 2018 and 0.92 in 2019 which indicates that the Choco plc £0.77 worth of current asset for every £1 worth of current liability in 2018 and £0.91 worth of current asset for every £1 worth of current liability in 2019. 
· Quick ratio is used to measure the financial ability of a firm to satisfy its future short-term obligation through its liquid assets which can be converted into cash easily without incurring significant loss. The analysis of quick ratio of Choco plc reveals that the quick ratio was 0.56 in 2018 and £0.64 in 2019 which indicates that the Choco plc £0.56 worth of liquid asset for every £1 worth of current liability in 2018 and £0.64 worth of current asset for every £1 worth of current liability in 2019. This indicates that the current asset of the company is usually comprised of liquid assets and a significant portion of the working capital is not tied to the inventory of the business (Drury, 2013). 
· The analysis of defence interval ratio for Choco Plc reveals that Choco Plc can manage its operating expenses for 325 days in 2018 and 312 days in 2019 without resorting to the additional capital fund. Though the defence interval ratio is quite high for the company in 2018 and 2019, it has been declined by 13 days which is indicates that the growth in operating expenses and short-term payment obligations of the firm has outstripped the growth in current asset of the firm, thus demonstrating the high exposure of liquidity risk for Choco Plc in the future.
Analysis of Profitability ratios:
· Return on Asset assesses how efficiently a firm is using its asset to generate profit for the shareholders. The analysis of return on asset of Choco Plc reveals that the Return on Asset was 3.63% in 2018 and 4.43% in 2019 implying that the Choco Plc had generated £3.63 in 2018 and £4.43 in 2019 for every £100 investment in assets of the company. Thus, the Return on Asset has improved in 2019 because Choco Plc has registered 18% increase in net profitability with a 3.5% decline in total assets which signifies the managerial efficiency of Choco Plc in generating profit for its shareholders.
· Return on Equity assesses how efficiently a firm is managing its equity investment to generate earnings for its shareholders. The analysis of Return on Equity of Choco Plc reveals that the Return on Equity was 12.57% in 2018 and 13.96% in 2019 implying that the Choco Plc had generated £12.57 in 2018 and £13.96 in 2019 for every £100 equity investment made by the shareholders of the company. 
· Gross profit margin is used to assess how efficiently the firm is managing its direct material, direct labour and manufacturing overhead expenses to generate sales revenue for the firm. The analysis of Gross profit margin of Choco Plc reveals that the gross margin of the company was same for 2018 and 2019 which implies that the cost of sales has raised simultaneously with the sales revenue as both sales revenue and cost of sales have grown by 5% in 2019.
· The analysis of net profit margin of Choco plc reveals that the net profit margin has improved from 5.68% in 2018 to 6.4% in 2019. This improvement in net profit margin is contributed to the 18% increase in net profit of the firm. The increase in net profit margin in 2019 also implies that the growth in sales revenue (5%) is higher than the growth in operating expenses (1%) in 2019 thus signifying the control the management has over the sales and administrative expenses of the firm.


Analysis of Efficiency Ratio:
· The analysis of trade receivable turnover ratio for Choco Plc reveals that Choco Plc had collected the money from its customers on average 5 times in 2018 and 5.31 times in 2019. This increase in trade receivables turnover ratio signifies the managerial efficiency of Choco Plc in collecting the trade receivables which is essential for improving the liquidity of the firm. As a result, Choco Plc required on average 73 days in 2018 and 69 days in 2019 to collect money of credit sales from its customers.
· The analysis of inventory turnover ratio for Choco Plc reveals that the company has been able to sell out its entire stock of merchandise on average 4.7 times in both 2018 and 2019 thus, implying that the managerial efficiency of Choco Plc in selling off its inventory has been improved. As a result, Choco Plc on average has required 77 days in 2018 and 2019 to convert its inventory into sales revenue for the firm (Drury, 2013).
· The analysis of Trade payables turnover ratio for Choco Plc reveals that the trade payables of the company has been paid off 4.7 times in 2018 and 5.2 times in 2019 and the ratio has improved in 2019 which implies that Choco Plc is making the payment of credit purchase more rapidly in 2019 which may be a sign of improved financial condition for the business. As a result, Choco Plc has taken on average 78 days in 2018 and 70 days in 2019 to pay its suppliers.
· The analysis of asset turnover ratio for Choco Plc reveals that the company has generated £0.64 in 2018 and £0.68 in 2019 for every £1 investment in the asset structure of the business. The analysis thus reveals that the asset turnover ratio has been improved in 2019 due to 5% growth in sales revenue and 3.5% decline in total asset in 2019 which signifies the managerial efficiency of Choco Plc in boosting the sales revenue of the firm.
Analysis of Market Valuation Ratios:
· The analysis of Earning per share for Choco Plc reveals that the company has generated £0.61 in 2018 and £0.72 in 2019 as earnings which attributed to each outstanding common shares of Choco Plc. The earnings per share has improved slightly in 2019 which signifies the managerial efficiency of Choco Plc in maximizing sales revenue and minimizing the operating expenses of the company.
· The analysis of price earnings ratio for Choco Plc reveals that the price earnings ratio has been improved in 2019 which states that the investors are considering the stock of Choco Plc as growth stock which is expected to generate higher level of financial performance and return for the shareholders which is motivating the investors to drive up the market stock price (Warren and Jones, 2018) of Choco Plc.
· The analysis of dividend pay-out ratio for Choco Plc reveals that the company has distributed 66% of its total earnings in 2018 and 59% of its total earnings in 2019 as cash dividend among the shareholders. The analysis reveals that the dividend pay-out ratio has declined in 2019 which states that the company is retaining more profit for supporting its potential investment opportunity in the future (Drury, 2013).
· The analysis of dividend per share for Choco Plc reveals that the company has declared £0.4 in 2018 and £0.43 in 2019 as cash dividend for every outstanding common stock of the company.  The dividend per share has increased in 2019 due to increased cash dividend payment by the company in 2019.
[bookmark: _Toc56124938]Conclusion:
An understanding of different stages of accounting cycle is essential for accurately identifying, analysing, recording the transactions of a business as well as disseminating the financial information of the company with the different stakeholders. 
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