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An organisation management will be able to understand the performance of the business by analysing the financial data. Financial statements help to analyse financial data and understand how the business is performing. Here, income statement, statement of financial position and ratio analysis will be used to analyse financial information.




















[bookmark: _Toc55911429]Question 1
[bookmark: _Toc55911430]a. Income statement and statement of financial position of Eccles Plc.    
	Eccles Plc
Income Statement
For the Year Ended 31 December 2019

	
Sales Revenue 
Add: Due sales 
	Amount (£) 
	Amount (£)
	Amount (£)

	
	
	826650
980
	
827630

	Less: Cost of sales 
	
	
	(578650)

	Gross Profit 
	
	
	248980

	Operating Expenses 
	
	
	

	Selling Expenses: 
Distribution Cost
Sales Commission
Administrative Expenses
Directors remuneration 
	
28000
3000


	

31000
30000
5000
	



66000

	Income before interest and tax 
	
	
	182980

	Less: Corporation Tax
          Interest  
	
	68000
2000
	
(70000)

	Net Income
	112980











	Eccles Plc
Statement of Financial Position
31 December 2019

	Assets

	Non-current assets 
	Amount (£)
	Amount (£)
	Amount (£)

	Plant and equipment 
	
	632730
	632730

	Current assets 
	
	
	

	Cash at bank
Debtors 
Add: Credit sales 
Stock 
	
170125
980

	12900

171105
330600
	


5146005

	Total Assets 
	
	
	1147335

	Equity and Liabilities

	Equity 
	
	
	

	Ordinary share
Preference share
Debentures 
Retained profit
Add: Net income 
Less: Ordinary dividend 
          Preference dividend 
	


132000
112980
(20000)
(30000)
	310000
300000
100000



194980
	





904980

	Non-current liability 
	
	
	0

	Current Liabilities 
	
	
	

	Trade creditors 
Due corporation tax 
Unpaid commission 
	
	171355
68000
3000
	

242355

	Total liability and equity 
	
	
	1147335
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The total assets and total liability and owners’ equity balances in the statement of financial position because of the “double-entry system” (Horngren and Harrison, 2015). This can be understood from a simple example. Consider, Eccles take a loan of £100000 form Prime bank. The journal entry for this will be “cash – dr. and Prime Bank – Cr.” using the same amount. Here, the asset increase in the form of cash and at the same time long-term liability increases in the form of Prime bank. So, when calculated both the side will the zero. This is happening becomes of “double-entry system” and it is the reason for which financial statement balances (Fellingham, 2018).     
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	Current Ratio

	Formula
	2019
	2018

	“Current assets / Current liabilities”
	2303/2511
	2355/3046

	Results
	0.92:1
	0.77:1



	Operating profit ratio

	Formula
	2019
	2018

	“Operating Profit / net sales” x 100
	805/6738
	699/6441

	Results
	11.94%
	10.8%



	Gross profit ratio

	Formula
	2019
	2018

	“Gross profit / net sales” x 100
	3503/6738
	3345/6441

	Results
	51.9%
	51.9%



	Net profit ratio

	Formula
	2019
	2018

	“Net profit after tax / Net sales” x 100
	431/6738
	366/6441

	Results
	6.4%
	5.7%



	ROCE

	Formula
	2019
	2018

	“Net profit after tax / Gross capital employed” x 100
	431/7192
	366/7041

	Results
	6%
	5.2%



	Working Capital Turnover Ratio 

	Formula
	2019
	2018

	Net Sales / Working Capital
	6738/ (208)
	6441/ (691)

	Results
	(32.4)
	(9.3)

	Working capital
	= Current assets – Current liability                              
= 2303 – 2511
=  (208)
	Current assets – Current liability                              
= 2355 – 3046
= (691)




	Capital Turnover Ratio

	Formula
	2019
	2018

	“Cost of Sales / Capital Employed”
	3235/7192
	3096/7041

	Results
	0.45
	0.44

	Capital Employed 
	= Total assets – current liabilities  
= 9736 – 2511
                                       =7192 
	= Total assets – current liabilities  
 = 10087 – 3046
                                         =7041 




	EPS

	Formula
	2019
	2018

	Net profit after tax / No of equity shares” x 100
	431/6000
	366/6000

	Results
	7.2%
	6.1%

	Number of shares
	300/.5 = 6000



	Debtors turnover ratio

	Formula
	2019
	2018

	“Total sales / accounts receivable”
	6738/1268
	6441/1287

	Results
	5.3
	5.0



	Inventory ratio

	Formula
	2019
	2018

	“Net sales / Inventory”
	6738/684
	6441/659

	Results
	9.9
	9.8

	Average inventory
	= (708 + 659) / 2 
= 684
	= (1249 + 1287) / 2 
= 1268



	Debt to equity ratio

	Formula
	2019
	2018

	“Total long term debts/shareholders fund”
	4137/3088
	4129/2912

	Results
	1.3
	1.4
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In term of profitability, the performance of the company developed in 2019. In 2019, the net income of the business was £431 million which was £366 million in 2018. But to understand the real situation of the business the statement of financial position also needs to be considered. The current asset of the business reduces in 2019 and that means that the company losses its the ability to meet with current liability. At the same time, current liability also increases but in 2019 current asset is less than a current liability. In this aspect, the business is not doing well (MANISHA, 2012). 
To achieve a full understanding, financial ratios of the business also needs to be analysed very carefully. The business does not have the capability to repay its current debt as it has only £0.92 to pay a current debt of £1. This will create a liquidity problem for the business. In term of gross profit ratio, the performance of the business is god but its operating profit is not so good. The reason behind is that the business incurs more operating cost (Velez-Pareja, 2012). The profit ratio of the business is not also good because 10%-20% is considered good. But the business is not able to achieve that because of huge interest which the business had to pay. Debt to equity ratio is good but the capital turnover is not. The working capital ratio of the business is very bad. Although the business is performing well in 2019 than in 2018. 
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The financial performance of Eccles plc is good as it achieves a net profit of £112980. One of the most important principles of accounting is using “double-entry system” while keeping record and this is the reason for which statement of financial position balances. The performance of Chocco plc improved in 2019 but the financial ratios of the business is not good, especially current ratio and working capital. The profitability ratios of the business are average.    
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