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Introduction
An income statement is the most important aspect of any company to find out their financial performance of a specific year. This is also known as a P/L statement or revenue and expenses, preparing the statement helps to focus on the company's expenses and revenue. Ratio analysis was used by the company to find out their efficiency in operation, liquidity, with the help of financial statements of the particular year. This assignment is based on finding the income statement and the financial statement of Eccles plc at the year ended 31st December 2019 and ratio analysis of chocco plc for the year ended 2018 and 2019. 
Question 1: 
A. Preparation of income statement and balance sheet of Eccles plc 
Income statement For the year ended 31st December 2018 and 2019

In the books of Eccles plc
	Particulars
	
	
	              2019
	2018

	Sales
	
	
	
	827530


	(-)cost of goods sold
	
	
	
	-578650

	gross profit
	
	
	
	248980

	(-) distribution expenses
	
	
	-28000
	

	(-)administrative expenses
	
	
	-30000
	-58000

	operating profit
	
	
	
	190980

	retained earnings
	
	
	132000
	

	dividend paid
	
	
	-50000
	

	salesman commission
	
	
	-3000
	

	interest paid
	
	
	-2000
	

	directors remuneration
	
	
	-5000
	-72000

	profit before tax
	
	
	
	118980

	(-) corporation tax
	
	
	
	-68000

	profit after tax
	
	
	
	50980


Table 1: income statement of Eccles plc 
            (Source: created by researcher)







Balance sheet of Eccles plc as at 31 st December 2019
                                                      2019                             2018
	FA-Plant and machinery
	Cost-b/fwd
	632,730£
	
632,730£
	632,730£
	
632,730£

	Stocks
	Finished goods
	330,600£
	
	330,660£
	

	Debtors
	Trade debtors
	170,125£
	
	171,105£
	

	Bank
	Current account
	10,880£
	
	12,900£
	

	
	
	
	511,605£
	
	514,605£

	Creditors
	Accruals
	0£
	
	-3000£
	

	
	Corporation Tax
	-68,000£
	
	-68,000£
	

	
	Long term contracts
	-100,000£
	
	-100,000£
	

	
	Trade creditors
	-171,355£
	
	-171,355£
	

	
	
	
	-339,355£
	
	-342,355£

	Net assets
	
	
	804,980£
	
	804,980£

	Share Capital
	Ordinary Shares
	310,000£
	
	310,000£
	

	
	Preference Shares
	300,000£
	
	300,000£
	

	
	
	
	610,000£
	
	610,000£

	Profit and Loss account
	Brought Forward
	194,980£
	
	132,000£
	

	
	Net Profit
	0£
	
	62,980£
	

	
	
	
	194,980£
	
	194,980£

	Total Funds
	
	
	804,980£
	
	804,980£


                                                                                                      
                                       Statement of financial position balances 
      
A balance sheet is considered an essential financial statement. It represents the financial performance of an organization of a given time period. The financial statement has three main contents, liabilities, assets, and equity. This statement helps any organization to find out their liquidity, credit, and business risks (Adiloglu, 2019, p.25).
Assets:
For an organization, assets are what a company used to derive benefits. In the balance sheet assets are distinguished between two categories and these two categories are current assets and another is non-current assets. Assets management is important because it helps the company to monitor and manages its assets using a systematic approach. The assets which give benefits to the organization for the long term are known as non-current, on the other hand, the assets which give short term benefits and are expected to deliver benefits within a financial year are known as current assets.
Assets are also distinguished in the financial year depends upon their nature:
Intangible and tangible assets: Assets like plants, equipment, properties that have physical substances are known as tangible assets on the other hand assets which have few or no physical substances are known as intangible assets. Goodwill is categorized under intangible assets. 
Inventories:  inventories are the goods which are used for sales in the organization and these goods are not yet sold. Inventories include finished goods, raw materials, and work-in-progress.  
Trade receivable: trade receivable is the amounts that are recovered from the customers on credit sales. In financial statements, trade receivable comes under current assets after deduction of bad debts (if any). 
Cash equivalent: cash equivalent includes cash in hand and cash at the bank or any short-term investment which can be easily converted into cash.
Liabilities:
Liability is identified as an obligation for a business. It is the amount that is used by the organization to perform its business activities. In the balance, sheet liability can be determined in two categories, current liability, and non-current liability. Liability to be settled over a long term is known as non-current, on the other hand, the liabilities which have been settled within a financial year are known as current liabilities. It can be further classified on their nature basis:
Trade payables: it is the amount of money that has been due to the suppliers for the credit purchase made by the business. Sundry payables have been shown separately on the balance sheet but it comes under the head of trade payables (Charitou et al. 2018, p.183). 
Short-term borrowings: it is the amount of money that is taken by the organization from the bank for meeting any short-term obligation. This amount is needed to be paid within the same financial year or less than 12 months.
Long term borrowings: it is the amount of money which can be paid by the business organization in a long term or over 1 financial year. 

Tax payable: the amount of money that is paid by the organization to the government for the business activities made during the year is known as tax payable (Daryanto and Samidi, 2018, p.16). 

Equity
Equity is the sum of money which is owed by the business from its owners. It is derived by subtracting liabilities from the company’s assets. It represents that the business belongs to the owners. Equity can be of various types:

Share capital: it represents the amount of money that is received from the shareholders; these are the persons who invest in the business in order to receive future benefits from it. Shareholders can be two types mainly, equity share capital and preference share capital (Farfan et al. 2017, p.25). 


Retained earnings: it is the leftover money that determines the profit or loss earned by the business after distributing dividends to their owners.
Reserves: this is the amount that is received by the organization after getting surplus from the revaluation in any assets like, property, buildings, which are recognized in equity directly. 
Reason for the balance sheet tally
The balance sheet is tally in such a way that the total assets of the organization are equal to the total liabilities. This statement is used to help the company to find out financial health over a period of time. It is determined to find out the liquidity risk, credit risk, business risk, and financial risk. The balance sheet is to identify trends and relationships which indicate the area of financial problem and the way to improve it. The reason why balance sheets always tally is because of the assets of the business which are financed from internal sources like profits and share capital or external sources like creditors and bank loans. Therefore the assets of the business should be equivalent to the invested capital by the shareholders or the owner whether in the form of equity share capital, profits, borrowing. The balance sheet is simple as well as very time consuming, 
which shows a detailed report of the business. It shows how much a company is holding its assets and liability. Assets are equal to liabilities of the business plus equity shareholders, or it can also be written as assets minus liabilities are equal to equity shareholders. The other big reason why balance sheets always tally is that the accounting principle is based on double entry. The entries in the accounting systems are recorded in two different accounts which are used to make sure that the entries are correct. On the other hand, if the balance sheet doesn't match and the assets are not equal to the liability then it reflects that the company has a problem in their entries, a small error in the balance sheet can reflect a huge error on the books of accounts (Irawan and Syarif, 2019, p.25). 
Users of financial statements 
There are various users of financial statements: 
Management: the management uses the financial statement to understand the cash flow, profitability, and liquidity of the organization so that it will be helpful for them to undertake various decisions about the company (Ishak et al. 2017, p.163). 
Competitors: the financial statement is used by the competitors to access their financial statements to know about the condition of the firm.

Employees: a financial statement is important for the employee to understand the financial condition.
Investors: Investors are the person who uses the financial statement of their investment purpose. the analysis of the condition of the business before investing in it.  
Suppliers: the financial statement is used by the suppliers to find out whether it will be good or safe to give further credit to the organization. 
Government: the statement is required by the government to find out that the organization is paying their taxes properly or not. 
Union members: the reason why union members use the financial statement is to find out whether the company is able to pay benefits and compensation to the union members or not.  
Significance of choices of accounting policies
The significance of choosing the accounting policy is because it helps the investors, employees, creditors to find the financial performance of the company. The information on the financial statement needs to be according to the standard of accountancy. Publishing a proper statement helps the outsider to make an interest in the company for the investment purpose. This also helps the managers to make appropriate future decisions and expectations of the company
The problem arises at the time of financial statement
Problems might arise at the time of making the financial statement, like an increase or decrease in the value of any assets. For example, the price of any item might rise from 100 to 150 at the time
of purchase and sale of any product. The 50% rise in the value of the product is treated as ordinary income but the company can treat it as an extra profit.


       Question 2 Ratio analysis of chocco plc for the year ended 2018 and 2019

	Ratios
	2018
	2019
	Formula

	                                                                     Liquidity Ratios


	Current Ratio
	2303/2511=0.917
	2355/3046=0.773
	Current Ratio= Current Assets/Current Liabilities

	Quick Ratio
	(2303-708)/2511=0.635
	(2355-659)/3046=0.556
	Quick Ratio= (Current Assets-Inventory)/Current Liabilities


Table 3: liquidity ratio
Liquidity ratio: it is the important aspect of financial statements which is used by any company to find out their ability to pay off their debt without any external capital. This ratio is used to find out the efficiency of the company to pay its debt obligation. This ratio includes quick ratio, current ratio, and cash flow ratio (Krupoderova, 2017, p.182). 
Quick ratio: it is the ratio that is used to find out how quickly the company can pay off their short obligation with the help of their liquid assets excluding inventories. This ratio can be also called the acid ratio. The formula of this ratio is, (cash equivalent plus securities plus amount receivable) divided by current liabilities.
Current ratio: this ratio is used to find out how well the company can pay off its liabilities with the help of its assets within a year. The current assets include receivable amounts, inventories, and cash. The formula of this ratio will be current assets divided by current liabilities.
Day sales outstanding ratio: it refers to the number of days that a company needs to recover its amount after a credit sale. It is generally calculated annually or quarterly. The formula of this ratio is accounts receivable divided by the revenue of the day.

	Ratios
	2018
	2019
	Formula

	                                                        Profitability Ratios

	Gross Profit Margin
	(3503/3235)*100 %=108,2844
	(3345/3096) *100%=108,042
	Gross Profit Margin=(Gross Profit/Sales)*100%

	Net Profit Margin
	(805/3235)*100%=
24,884
	(699/3096)*100%=
22,577
	Net Profit Margin=(Net Profit/Sales)*100%


Table 4: profitability ratio
(Source: created by researcher)
Profitability ratio:
The profitability ratio tells how a company can generate other income related to its profit, asset, or equity. This ratio is very useful when it is compared to other similar companies. There are some
ratios that come under the head of the profitability ratio, they are, gross profit, return on assets, return on equity, operating profit, and net profit ratio (Mustarós et al. 2016, p.25).
Gross profit ratio: the ratio which is used to see a company's profit at various stages of cost which includes gross, operating margin. This ratio is used to see how a company makes its accounting of the cost of goods sold. It represents the percentage of sale after taking all cost and operating expenses  
Net profit margin ratio: this ratio indicates the amount of income generated in terms of revenue. The formula of this ratio is (cost of goods sold minus revenue minus expenses minus taxes minus interest) divided by revenue and multiplied whole by hundred. 
	Ratios
	2018
	2019
	Forumula

	Efficiency Ratio

	Asset Turnover
	6738/7225=0,932
	6441/7041=0,914
	Assets Turnover=Turnover/Assets Employed

	Stock Holding Period
	(708/3235) *365 days=79,88 days
	(659/3096) *365days=77,69 days
	Stock Holding Period =(Inventory/Cost of Sales

	Debtors Collection Period
	(1249/6738) *365=67,65days
	(1287/6441) *365=
72,93 days
	Debtors Collection Period = (Trade Receivables/credit Sales) *365

	Creditors Payment Period
	(583/3235) *365=  65,77  days
	(655/3096)*365 =77,22 days
	Creditors Payment Period=(Trade Payables/Credit Purchases)*365


                                                        Table 5: efficiency ratio
                                                  
(Source: created by researcher)
Efficiency ratio: it is the ratio which is used by the company to find out how better the company is using their assets and liability. This ratio is used to calculate the turnover receivable, payment of liabilities, uses of equity. This ratio helps to find the performance of investment and commercial
banks. This ratio includes inventory, assets, receivable turnover ratio (Sumartaya and Maulana, 2019, p.83).
Inventory ratio: this ratio helps to understand the times of sale or replace ability of the asset that has been done by the company in a given time period, then the company uses the formula to see how many days or months they used to sell that asset. The formula of this ratio is sales divided by average inventory.
Assets turnover ratio: this ratio is used to find the company's revenue related to the value of its assets. The higher the ratio indicates that the company is well enough to generate revenue from their assets, similarly if the ratio does not indicate the higher value then it represents that the company is not good enough to generate revenue from their assets. The formula of this ratio is total sales divided by average assets







	Ratio
	2018
	2019
	Formula

	                                                           Investment   Ratio

	Return On Equity
	(431/3088) *100%=
13,957%
	(366/2912) *100%=12,56%
	Return on Equity= (Earnings/Ordinary Share Capital and Reserves)*100%

	Earnings per Share
	431/300= 1,436
	366/300=1,22
	Earning Per Share=Earning/Number of Ordinary Share

	Price Earnings Ratio
	1324/1,436=922,00
	1274/1,22=1044,26
	Price Earning Ratio=Market Price/Earning Per Share



Return on equity: this ratio is used by the shareholders to find out the amount of return they will receive after investing in a company. The formula of this ratio is income divided by equity shareholders. The return might be increased without putting additional investments (Naumoski, 2016, p.25). 




	Ratio
	2018
	2019
	Formula

	Gearing Ratio
	4137/(4137+3088)/100%=
57,25
	4129/(4129+2912)*100%=58,64
	Gearing Ratio=Debt/(Debt+Equity)*100%

	Interest Cover
	805/226=3,56
	699/181=3,86
	Interest Cover=Profit Before Interest/Interest Charges


                                                               Financing ratio                                                     

Interest Cover. This Ratio is in strength connection with gearing of any businesses. The organizations can use this Ratio to help them easly make interest payments and also will help to find out what margins of safety they built in business. (David Needham, Robert Dransfield ,page 534)

B. comment on the financial performance of the company
 Financial performance of the chocco plc company for the year ended 2019 in comparison to the previous year. To find out the performance various ratio analysis tools have been used like liquidity ratio, profitability ratio, efficiency ratio, and leverage ratio. 
In the liquidity ratio, various ratios have been performed to find out the company like current ratio, quick ratio, and cash ratio and it has been seen that there is quite a bit change in the company financial performance during a year which shows a good sign in the company's performance. Though there is a decrease to lower down their liability in comparison to previous years. The inventory has been increased during the year which is good to manage their current liability obligation. The cash and cash equivalent are increased and the short-term investment has been decreased.
From the view of the leverage ratio, that the debt has been decreased in the year and there is an increment in the equity share as well which shows a good sign that the company will have no trouble while paying off their debt when required.
in the assets also it has been seen that the company has well managed
. Overall the performance looks good for the company chocco plc. And they look financially fit to meet any challenges in the coming future. 

Conclusion
Both the topics were quite good enough to understand their financial performance, as the company chocco plc shows a good response in their financial performance. As after completing their ratio analysis it can be concluded that the company looks good enough to meet any short-term obligation in the future. The company has enough assets so that they could meet any kind of difficulties in the coming future. Moreover, the company is in a good position to compete with any competitors in the market, and it could give future benefits to the company. 





.
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