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[bookmark: _Toc55482057]Introduction-
This report aims to  analysis financial factors and the financial situation of  Eccles plc in their respective given situation. This report is the analysis of the financial statement and their relevance for the users of financial statement. It also defines the needs the users have for using the financial statements of a company. In this analysis inclusion of various principles of financial statement and their usage while preparing the same is also been discussed. This analysis also includes the issues that can be or are faced during the preparation and presentation of financial statements. The relevance of the chosen accounting policies by the management as per the needs and procedure of the company is also been discussed. In both the given situation the financial statement have been analysed and discussed along with their interpretation also. These interpreted financial statement have been discussed and analysed and respective and needed calculations have also been made. In the second part of this report the ratios have also been calculated for the situations.


[bookmark: _Toc55482058]Question 1-

a) [bookmark: _Toc55482059]Preparation of financial statements-

	 
	profit and loss account
	 

	(A) Revenue
	
	 

	        revenue from operations
	827630

	  Total revenue
	
	827630

	 
	
	
	 

	(b) Expenses
	
	 

	cost of sales
	
	578650

	administration expenses
	30000

	interest paid
	
	2000

	directors remuneration
	5000

	distribution cost
	
	28000

	preference dividend
	
	30000

	dividend
	
	
	20000

	sales commission
	
	3000

	Total expenses
	
	696650

	 
	
	
	 

	profit before tax and extraordinary item
	130980

	extraordinary item
	
	0

	profit before tax
	
	130980

	corporate tax
	
	68000

	 
	
	
	 

	profit after tax
	 
	62980




	Balance sheet
	 
	 
	 

	 
	
	
	
	 

	1)       Assets
	
	
	 

	        a)  Current assets
	
	 

	               cash and bank
	
	12900

	               accounts receivable
	
	171105

	                inventory
	
	
	330600

	 
	
	
	
	 

	        Total current Assets (A)
	
	514605

	 
	
	
	
	 

	          b) non - current assets
	
	 

	          Plant and machinery
	
	632730

	 
	
	
	
	 

	         Total non-current assets (B)
	632730

	         total assets (A + B = C)
	
	1147335

	 
	
	
	
	 

	2)       Liabilities 
	
	
	 

	       a) current liabilities-
	
	 

	            corporation tax
	
	68000

	            sales commission
	
	3000

	           accounts payable
	
	171355

	         Total current liabilities (d)     
	242355

	 
	
	
	
	 

	       b)  Non-current liabilities
	
	 

	           4 % debentures
	
	100000

	           total non-current liabilities €
	100000

	 
	
	
	
	 

	      Total liabilities  ( D + E = F)
	
	342355

	 
	
	
	
	 

	     Net Assets (C -F)
	 
	 
	804980

	 
	
	
	
	 

	3)       Equity
	
	
	 

	       Equity capital   
	
	
	610000

	       retained earnings
	
	132000

	       
	
	
	
	 

	Add: current year’s profit
	
	62980

	    total equity
	 
	 
	804980




b) [bookmark: _Toc55482060]Income statement 

It is also known as statement of profit and loss account. It is a major financial statement to analyse the company’s financial performance in terms of profitability over periods of time. Profit and loss are determined or analysed by taking all revenues and subtracting it with all the expenses incurred by the firm from both operating and non -operating activities. This statement is prepared by the business in reviewing the expenses and revenues and helps in analysing the profit and loss over the specific time generally on monthly, quarterly and yearly basis (Murray, 2020).
Main purpose of income statement is that it contains a lot of subtotals that provides as assistance in determining the generation of profit and loss for the organisation. GP  is generally deprived from taking the revenues and cost of goods sold together. Whereas, it provides indication of the ability for the business to set the particular price for the customer that would be easily accepted by them, and it also help them in maintaining the cost of services and good that it would provides to its customer (Tagkalakis 2015). Hence, this would result in effective working of the business performance. The other important subtotal is the operating profit, which is operating expenses such as (selling and distribution expenses) minus the gross profit. This provides proper indication of the firm’s ability to generate profit before affecting the financing activities are figured into final profit figure. Therefore, the purpose of income statement or statement of profit and loss depends on the user like investor, lender and the consumer. While, investor may be interested in considering the viability of the business that would be determined from the consistent profit. Whereas, the lender may be interested in knowing weather, the business is generation enough profits in order to pay interest expenses and loaned amount (Bragg, 2019).
In addition to this, unfortunately the profitability of business is also screwed up by fraudulent transactions, that would alter the expenses and revenue that would result in false or unfair profit and loss representation that is different from the actual earning capabilities of the business. For example, someone is falsely claiming higher profit figures that would help in increasing the capitalize gain on assets so that would not be charged as expenses until later period. Thus, fraudulent practices can also interfere the purpose of income statement. whereas, the income statement or profit and loss is the core financial statement which helps in providing complete analysis of the financial performance of the company as its layout the crucial and accurate revenues and expenses in statement of P&L (Tenney, Kalenkoski 2019). 
Furthermore, the income statement is prepared for Eccles plc for the year ended 31st December 2019 after taken into consideration several adjustments into accounts which were not taken into consideration like corporate tax for the year 2019 is estimated to be £68000. The commission of £3000 owed by the salesman that has been paid in 31st January 2019 and goods were sent to customer, payment yet to receive of £980 were adjusted while preparation of the income statement.
Therefore, for more understanding of the financial performance. The statement of profit and loss is been compared from previous year for 2018 with the income statement for 31st December 2019. The various evaluation has been taken in order to understand the company’s profitability or how is there working in terms of profit or loss.
As from the preparation of the income statement it has been calculated as the revenue for 2019 is £827630 and cost of goods sold is 578650. Therefore, the gross profit is crucial in analysing the profit. the gross profit is generally calculated as taking revenue subtracting it with cost of goods sold. and it is calculated as £248980. Which is quite good for this company, whereas the expenses are taken from the company’s information as cost of sales, administrative expenses, interest paid, director remuneration, distribution cost, preference dividend, dividend and sales commission. The total expenses incurred by this firm is calculated as £696650.
The term operating profit in the accounting metrics refer to as measuring profits as the company’s generates from its core business function (Chen, 2018). Whereas, the operating profit is the income earned from its operations of the company before taxes, interest charges and expenses paid. This used to determine the profitability of the company after all the extra cost are paid out. The operating profit for this firm is calculated as £130980. Which is also known as profit before interest and tax.
In addition to this, the net profit is also crucial for the organisation to know the amount of profit made by the firm and this figure is majorly reflects the company’s profitability. The net income is the result of number of calculations that begins with the revenue and comprises of the expenses and income for the given period. The net profit for this firm is calculated as by taking profit before tax and interest with the difference of the corporate tax that is £68000 that is equal to £62980. Which helps in determining that company is performing really well in terms of generating the profit and while analysing the company’s performance it shows positive earnings and limited expenses (Izzalqurny, et.al 2019).
Apart from this, the other financial statement which is also important in analysing the financial performance of the company is the balance sheet. Financial statement or the balance sheet report the company’s assets, liabilities and shareholder’s equity at the specific period of time and helps in determining the rates of return and in the evaluation of its capital structure. It is the financial statement which provides the clear numbers of what company owes and owns. The balance sheet is the most important tools alongside the other financial statement like income statement and statement of cashflows that helps in conducting the financial ratios or doing the fundamental analysis (James, 2020).
Statement of financial position as on 31st December 2019 is calculated as by taking assets  which is classified into current assets and non-current assets. Current assets are those which can be converted into cash within the year or less and non-current assets which can be defined as assets which cannot be converted into cash within a year. Whereas, liabilities are the money which firm’s owes to the outsider parties and lenders (Decker, Kizirian 2017). There are two types of liabilities that are current and non-current. The current liabilities are the money that would be due within a year or less. Whereas, non-current liabilities are those money which would be due at more than one year. And lastly the shareholder’s equity which is the money that is attributable to the owner of the business or shareholders. It is also known as net assets in other words. There are various ratios that could be analysed using the statement of financial position or the balance sheet which has been calculated in appendices.
Working capital ratio is the amount which is remained after taking total current assets and subtracting it with the total current liabilities. The larger the working capital it would most likely to pay its lenders, suppliers and employees etc. the working capital for 2019 is £272250. Which is quite good as it helps the business in working and achieve it long term and short- term goals.        
Therefore, the balance sheet is also used in the calculation of various types of ratios that is debt to equity ratio which is calculated as taking total liabilities dividing it by total shareholder’s equity. This measure the degree to which how the company is performing its financial operation through debt versus the fully owned funds. More specifically the total liabilities is 342355 and shareholder’s equity is 610000. The debt to equity ratio for 2019 as per the balance sheet is calculated as 0.56. the lower ratio means that they are funding their finances through equity rather than the liabilities.
 


[bookmark: _Toc55482061]Question 2

a) [bookmark: _Toc55482062]Schedule of ratios of Chocos plc for 2018 and 2019-

	particulars
	Formula
	2019
	2018

	Current Ratio
	Total current assets / Total current liabilities
	CA / CL
	CA / CL

	 
	
	0.92
	0.77

	 
	
	 
	 

	 
	 
	 
	 

	Liquid Ratio
	(Total current assets - Inventory) / Total current liabilities
	(CA - INV) / CL
	(CA - INV) / CL

	 
	
	0.64
	0.56

	 
	 
	 
	 

	 
	 
	 
	 

	Inventory Turnover Ratio
	COGS / average inventory
	COGS / average inventory
	COGS / average inventory

	 
	
	 
	 

	 
	
	1.18
	4.70

	 
	 
	 
	 

	Earnings per share
	Profit for shareholders / Number of ordinary shares
	0.72
	0.61

	 
	
	 
	 

	Return on Assets
	Net Profit / Average Total Assets
	= 431 / (( 9736 + 10087 ) / 2 )
	= 366 / 10087

	 
	 
	= 0.043
	= 0.036

	 
	 
	4%
	4%

	 
	 
	 
	 

	Return on Equity
	Net Profit / Average Equity
	= 431 / (( 300 + 300 ) / 2 )
	= 366 / 300

	 
	 
	= 1.44
	= 1.22

	 
	 
	 
	 

	 
	 
	 
	 

	Net Profit Margin
	Net Profit / Revenue
	= 431 / 6738
	= 366 / 6441

	 
	 
	= 0.064
	= 0.057

	 
	 
	6%
	6%

	 
	 
	 
	 

	 
	 
	 
	 

	Expense ratio
	Expenses (excluding tax) / Revenue
	2698 / 6738
	2646 / 6441

	 
	Expenses = Total Operating Expenses 
	0.400
	0.411

	 
	Revenue = Net Operating Income
	40%
	41%

	 
	 
	
	 

	Cash flow to sales
	Net cash flow from operating activity / Revenue
	805 / 6738
	699 / 6441

	 
	 
	0.119
	0.109

	 
	 
	11.95%
	10.85%

	 
	 
	 
	 




b) [bookmark: _Toc55482063]Analysis of income statement and financial position of Chocos plc-

The income statement of Chocos plc shows that the revenues of the company have increased and so is the gross profit. Since the increases in revenues the related operating expenses have also increased such as distribution and marketing cost, whereas the administrative cost has reduced slightly. There is a good increase on the operating profit of the company (Murphy 2020). Which has increased to 805 million pound 2019 from 699 million pound in 2018.comoany has also sold its asset which might be obsolete or having low productivity and had a profit on sale of 19 which was a loss of 5 in 2018. The amount of interest paid by the company has also increased which shows the increase in the financial cost of the company. In spite of this the profit before tax is showing an increase in the amount to be 620 in 2019 from 539 in 2018. And the net profit has been 431 in 2019 from 366 in 2018 (Lin, et.al 2018).

In respect to the financial position there is decrease in intangible asset and plant property equipment are almost the same in both year. The company has purchased more investments in 2019 of 53 and a decrease in total non-current assets can be seen in 2019 by 299, which is the considerable amount of decrease in the non-current assets (Bahnson, et.al 2017). In case of current assets, increase can be seen in the amount of cash and inventory and decrease in the receivables and investments in 2019 compared to 2018. Decrease in total assets can be seen by 351 in 2019. Current liabilities comprises of trade payables and creditors and both have reduced in 2019 hence total current liabilities have reduced by 535 which is also a considerable amount but a good indication as well. Noncurrent liabilities have increased slightly (Bahnson, et.al 2017). Under the equity head of financial position, variation is in the retained earning which have increased by 176 in 2019, which is the only change in the equity. The other indication of better performance of Chocos plc in 2019 is that its share dividend have increased which was pao9d to the shareholders in 2019 that is by 13 and also the share price have risen in 2019 to b 5.12 from 4.00 in 2018. This shows the value have increased for the company for its investors as well. 

Analysis of ratios-

According to the ratios calculated for Chocos plc from the extracts of financial statements, it can be said that 

Current ratio- Current ratio is one of the liquidity ratios of the company which defines the capacity of the Chocos plc in meeting its obligation in short term. These ratios defines the liquidity of the company in respect to the paying off the obligations. In this ratio the comparison of current assets of Chocos plc is made with the current liabilities of company which defines the liquid position of the company (Murphy 2020). This ratio inform the investors how the financial statements make the most of current asset of Chocos plc so that the current obligation or the short term debts can be met. In this above calculated ratio the company current ratio has improved from 0.77 to 0.99 which is the good indicator. The apt ratio is considered to be 1:2, hence it is less as per the standards but has improved in comparison to 2018 (Lin, et.al 2018). 

Liquid ratios- The liquid ratios will also define the liquidity or the capacity of Chocos plc for using its liquid or cash assets for paying its current liabilities with immediate effect. The good liquid ratio is considered to be any figure above 1. The Chocos plc has the liquid ratio of 0.64 in 2019 and 0.56 in 2018, which is less than 1, but improvement can be seen in 2019 compared to 2018 (Bahnson, et.al 2017). 

Inventory turnover ratio- This ratio will define the number of times the inventory of Chocos plc will be used or sold in a specified period or a year. This also define the excess of inventory over the level of sales. It is 1.18 in2019 and was 4070 in 2018. This shows that high fall in the ratio that is high decrease in demand in 2019 which was very good in 2018. 

Earnings per share- This ratio defines the earnings available for the equity shareholder of Chocos plc. This company’s EPS is 0.72 for 2019 and 0.61 for 2018. This shows increase in the earnings of the shareholders of Chocos plc which is the good indication for the investors (Bahnson, et.al 2017). 

Return on assets- This ratio defines the percentage as to how profitable are the asset of Chocos plc in generation of revenue for the company, user and the investors. The return on asset of Chocos plc is being maintained at 4 % for both the year. That is the company’s assets generates the revenue of 4 % in both year.

Return on equity- This defines the capacity to generate income of Chocos plc from equity. It also measures the valuation of stock and useful for the investors as well for measuring the performance of the company. Chocos plc has 1.44 ROE in 2019 and 1.22 in 2018 which is showing slight rise. 

Net profit margin- This defines the percentage of net profit of Chocos plc in respect to the revenues of the company. This has been stable for both the years that is to be 6 % for 2019 and 2018 (Murphy 2020). 

Expense ratio- this ratio defines the expenses whether administrative or other towards the total fund assets of Chocos plc. This ratio is also same for both years that is 0.4 which is considered to be appropriate for company (Hayes 2020).  

Cash flow to sales ratio- this ratio defines the generation of cash flow for Chocos plc in proportion to the volume of sales. As per this ratio the company needs to invest more in overheads as its sales would increase. This will then reduce the growth in the cash flow. 

These ratio defines the overall position of Chocos plc which is consider to be good and appropriate, just that it needs to improve in liquidity ratios slightly more to deal with its current liabilities for better situation. In case of other ratios the company is doing well. 

Needs of users of financial statement-

Company has various user of financial statement such as management competitors, customers, investors, employees, lenders, suppliers, etc. and have their own purpose of using those (Accounting tools 2020). These are useful by the for analysing the financial performance, liquidity, cask flows, strategies, etc. these are used for better understanding of the present and analysing the future conditions based on them for various respective purposes. These are the good and authenticated conveyer of the financial position and business activities of a company. Since they are audited hence they are reliable as well as accurate for the users (Lin, et.al 2018).


Limitations of financial statement- 

· Considers historical cost- the asset are initially recorded at their purchase cost, which may change over time and do not match with the existing market value and depicts the wrong information to the user about the assets of the company. 
· Inflation- the effect of high low inflation is nor consider and also not adjusted for inflation, which may affect the exact position of long term asset which most affected by the inflation (Robison, Barry 2020). 
· Non-financial issues- It does not take into consideration the non-financial issues in the operations of the company like attentiveness towards the environment. 






Understanding of accounting regulations-  

Accounting regulations aims to concentrate on the accounting principle, financial accounting. The accounting regulations comprises of accounting standards, the licenses and the compliances, framework applicable, etc. this legal framework is very essential and critical to the regulations of accounting (Kenton 2020). It also defines the type of entities that are there under the law. The accounting standards has a principles set, standards to be followed, and the defined procedures which forms the base for the accounting preparation and presentation of the financial statement of the company. At some places the GAAP is used as the set of accounting to be considered by an organisation (Murphy 2020). 


[bookmark: _Toc55482064]Conclusion-

This report is based on the understanding of the financial statement being used by the various user and the investors for the better understanding of the position of the company. This report also includes the understanding of the relevant of the financial statement and the accounting regulations for the company. It includes the analysis of the income statement, analysis of ratios and the financial performance in the given situations of the company. This report also includes the preparation of the financial statement and its analysis for the given situations. This helps in better understanding of the accounting system of the company. 
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