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	[bookmark: _Toc59450390]In the books of Eccles plc 
	 
	 
	 
	 

	Income statement 
	 
	 
	 
	 

	For the year ended 31st december 2019
	 

	 
	 
	 
	 
	 

	 
	 
	 
	 
	 

	particulars 
	 
	 
	 
	2018

	 
	 
	 
	 
	 

	sales 
	 
	 
	 
	827630

	(-)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 remunaration
	 
	 
	-5000
	-72000

	profit before tax
	 
	 
	 
	118980

	(-) corporation tax
	 
	 
	 
	-68000

	profit after tax 
	 
	 
	 
	50980

	 
	 
	 
	 
	 

	
	
	
	
	








	In the books of Eccles plc
	 
	 
	 

	balance shhet as on 31st december 2019
	 
	 

	 
	 
	 
	 
	 
	 

	Assets
	 
	 
	 
	amount
	amount

	 
	 
	 
	 
	 
	 

	current assets 
	 
	 
	 
	 
	 

	cash at bank
	 
	 
	 
	 
	171355

	 
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 

	non current assets 
	 
	 
	 
	 
	 

	plants and equipment 
	 
	 
	 
	 
	632730

	 
	 
	 
	 
	 
	 

	current assets 
	 
	 
	 
	 
	 

	debtors
	 
	 
	 
	 
	170125

	 
	 
	 
	 
	 
	 

	total assets
	 
	 
	 
	 
	1304810

	 
	 
	 
	 
	 
	 

	liablities
	 
	 
	 
	 
	 

	 
	 
	 
	 
	 
	 

	shareholders fund 
	 
	 
	 
	 
	 

	equity capital
	 
	 
	 
	610000

	 
	 
	 
	 
	 
	 

	non current liablities 
	 
	 
	 
	 
	 

	debenture 
	 
	 
	 
	 
	100000

	 
	 
	 
	 
	 
	 

	current liablities 
	 
	 
	 
	 
	 

	trade creditor
	 
	 
	 
	 
	171355






Introduction
The income statement is one of the important financial tools which are used by the company in order to find the performance of a certain year. The main objective of preparing this account is to find the expenses and the revenue made by the company during a certain time period, On the other hand, the ratio analysis helps the company to know its financial position during the year. This assignment will help to understand the income statement of the Eccles plc and the ratio analysis of Chocó plc for the year ended 2018 and 2019. 
[bookmark: _Toc59450391]Question 1: 
a. [bookmark: _Toc59450392]Preparation of income statement and balance sheet of the company Eccles plc
In the books of Eccles private limited company
Income statement
For the year ended 31st December 2018
[image: https://lh6.googleusercontent.com/Q-yu0eqcuwh_WGwzR8xZU10IASMcBaKU_z5uw5GpVdceWer8xGVgbaTzotfMM6VZWBRfdBy-6hUsK4LegDQsSwb8xb3HNajdK59xHdy-wo9qbnU8eId-gwuWs9UZ1cuJuHBi8TfB]
Table 1: income statement of Eccles plc for the year ended December 2019
(Source: created by researcher)


In the books of Eccles plc
Balance sheet as on 31 December 2019

[image: https://lh6.googleusercontent.com/L8k1E-L2IF34sx-_3XMVTRozo4D5OR5sVyCVPLlZfjG1gIysGEeKp8si0bC_-Pv3NugKmMqXKNRCBu66rZI4YjmsAnD0BPdcjyHhEbg1CDMTaSyTadjT8AzYtaTJPDSdfn-5PWEf]
Table 2: balance sheet of Eccles plc for the year ended 31st December 2019
(Source: created by researcher)

[bookmark: _Toc59450393]B. reasons for balance sheet tally
[bookmark: _Toc59450394]Balance sheet
A balance sheet is an important part of the company as it helps them to understand its financial performance over a certain time period. This statement includes two main aspects; one is liabilities which contain all the accounts related to capital, and shareholders etc (Akbarinasaji and Bener, 2016, p.38). on the other hand, another account are the assets, which contents the accounts related to income and assets of the company. The balance sheet is one of the branches of the three statements; the other branches are the income statement and the cash flow. 
This account is known to be as the snapshot of the companies finance and represent the use of assets and liability during the year. The formula of this account is assets equals to company’s liabilities plus the entire shareholder’s equity including debenture and retained earnings (Goldberg and Zipursky, 2016, p.734). This balance helps the company to make the ratio which will be useful for the outsider as well as the insider to understand the condition of the business in order to further invest in it. There are several accounts that come under the two heads of the balance sheet i.e. on the assets head and on the liability head.
Assets 
Under the assets head, there are certain accounts like current assets, cash equivalents and non-current assets. For the company, the asset is known to be as an important organ which helps them to derive certain benefits. These assets help them to continue the business operation effectively which will allow them to increase its productivity and to make the business position high. The assets which give benefits to the company for the long term is known as the non-current assets and on the other hand, the assets which give benefits to the company for the short term is known as the current assets (Shygun et al. 2020, p.430). 
The assets content several accounts and some of them are been discussed underneath. 
Intangible and the tangible assets 
This account includes assets which are used by the company for its long term benefits like, property, plants, machinery and the equipment. These are the important assets as they are been used in the company in order to perform its operation effectively. Goodwill on the other hand is the intangible assets which represents the reputation of the company for a certain year. 
Inventories
The inventories include the assets which are used by the company in order to sale. It includes the raw materials as well as the finished goods.
Trade receivable
This account gives a brief ides to the company about their payment owe from its debtors. The company always tries to sale its product to their customers on a credit basis in order to increase its sale (Tysiachna and Azizova, 2016, p.25). 
Cash balance
This account includes the balance of cash in the hand of the company and the balance in the bank. The company uses this account in order to meet its short term obligation.

Figure 1: branches of assets
(Source: Ševkušić, 2018, p.41)

Liabilities
The liabilities in known to be as the amount of money that is owed by the external parties including shareholder, debenture holders etc. these external parties invest in the company in order to help them to continues its business operation effectively (Ševkušić, 2018, p.41). There are a couple of categories which comes under the head of liabilities are, current liability and the other is the non-current liabilities. The payment which is settled by the company for the long term is the non-current liabilities and on the other hand, the payment which is going to settle down within the financial year is known as the current liabilities. There are certain categories which come under the head of liabilities are been discussed underneath. 
Trade payables
This accounts included all the payment which is owed by the creditors for the company. The company purchases raw materials in order to continue its operation. Therefore the company purchases goods from its supplier on a credit basis (Marin and Lazăr, 2016, p.544).
Short term loan
The company takes short term loan from the bank to perform its task. This owed money needs to be paid to the bank within a financial year. This is the reason why it is known as the short term. 
Long term loan
The money which is taken by the company for the purpose of long term projects is known as long term loan. This company can pay off this loan after one financial year or more (Corbet et al. 2018, p.28). 
Equity
The equity is the amount of money which is taken by the company to operate its operation. This is the money which is invested by the shareholders in order to earn the profit. These shareholders are known to be the owner of the company till the date of the invested money. 

Figure 2: branches of liabilities
(Source: Corbet et al. 2018, p.28)
[bookmark: _Toc59450395]Reason for tallying the balance sheet
The balance sheet is the mixture of assets and the liabilities and is known to be as an important aspect for the company in order to continue with its operation. The formula of tallying the balance sheet is assets equal’s liabilities and equity capital. It helps the company to understand the performance of a certain financial year. The company can identify its liquidity risk, business risk and its credit risk. The reason behind the tally of the balance sheet is because the assets must be equal to the liabilities which will indicate that the company is using its capital effectively to operate its business. The balance sheet also helps the company to make its ratio analysis as it will indicate the performance of a financial year and helps the insider as well as the outsider to know the working condition of the company in the year. Therefore it becomes important that the assets and the liability should always tally in order to maintain the continuous flow of the business. The balance gives ideas about the places where it lags and also suggests them to improve it. 
However, the balance sheet is the way time consuming as to prepare it, several other accounts need to be taken into consideration like the trading accounts and the profit and loss accounts. This report gives a brief idea about the holding capacity of assets and the liabilities by the company during a financial year. The other big reason behind tally of the balance sheet is because the accounting principle is completely based upon double entry. Every entry has more than one ledger posting which indicates that the entries are been recorded in two different places. This reflects that these account entries are in the correct position. In double entries transaction are been recorded in two sides of the account one is debit and the other is credit side. Since the debits accounts must be equal to the credit side, therefore the sum of two accounts exactly must be the same. In another word, every account put an impact on the other side and in the same way. The basic example in order to understand is if the company Eccles plc purchases any items on a cash basis, then thy debit the amount of purchase and credit the amount of cash. 












Question 2

	[bookmark: _Toc59450396]Liquidity Ratio
	2019
	2018
	
	profitability ratio
	2019
	2018

	 
	 
	 
	
	 
	 
	 

	Current ratio
	-0.9172
	-0.7731
	
	gross profit margin
	108.284
	108.043

	Current asset
	2303
	2355
	
	gross profit
	3503
	3345

	Current liabilities
	-2511
	-3046
	
	sales
	3235
	3096

	
	
	
	
	
	
	

	quick ratio
	-0.6352
	-0.5568
	
	operating profit margin
	24.8841
	22.5775

	 
	 
	 
	
	operating profit
	805
	699

	current assets
	2303
	2355
	
	sales
	3235
	3096

	inventories
	708
	659
	
	
	
	

	Current liabilities
	-2511
	-3046
	
	net profit margin
	13.323
	11.8217

	
	
	
	
	net income
	431
	366

	
	
	
	
	sales
	3235
	3096

	
	
	
	
	
	
	

	cash ratio
	-0.0888
	-0.0666
	
	return on assets
	5.79847
	4.73357

	cash and cash equivalent
	201
	177
	
	net income
	431
	366

	short term investmnent
	22
	26
	
	assets
	7433
	7732

	current liabilites
	-2511
	-3046
	
	
	
	












	efficiency ratio
	 
	2019
	2018

	 
	 
	 
	 

	inventory turn over ratio
	 
	4.56921
	4.69803

	cost of goods sold
	 
	3235
	3096

	avarage inventory
	 
	708
	659

	
	
	
	

	Asset Turnover ratio
	 
	170.263
	619.2

	sales
	 
	3235
	3096

	avarage total Assets
	 
	19
	5

	
	
	
	

	Receivable turnover ratio
	 
	2.59007
	2.40559

	credit sales
	 
	3235
	3096

	avarage accounts Receivable
	 
	1249
	1287

	
	
	
	

	Leverage ratio
	 
	
	

	 
	 
	
	

	Debt Ratio
	2.152849741
	 
	

	total debt
	6648
	 
	

	total equity
	3088
	2.46394
	

	
	
	7175
	

	debt capital
	0.682826623
	2912
	

	total debt
	6648
	
	

	total equity
	3088
	0.69911
	

	
	
	7175
	

	debt assets ratio
	0.894389883
	3088
	

	total debt
	6648
	
	

	assets
	7433
	0.9276
	

	
	
	7175
	

	
	
	7735
	




Question 2
a. [bookmark: _Toc59450397]Preparation of Ratio analysis 
In financial ratio analysis, it compares the financial position of a company. The company gets help in the decision making of a company. In the financial position estimation, it helps to evaluate several issues that are faced by a company. The several issues like the efficiency of a company, profitability and the liquidity factor of a company. In the ratio analysis, it helps to demonstrate the financial state of a company and also provide support in future decision making in the company.   
[bookmark: _Toc59450398]B. comment on the financial performance
Liquidity ratio 
In the part of the financial decision making of the Chocco plc Company, it elaborates certain factors that determine the ability to pay off the debt of the company. The company uses external capital to influence the financial position of a company (Anwar et al. 2016, p.231236). In the liquidity ratio, it states the financial decision making through resolving the debt and other long term debt of the company. As per the liquidity ratio, it needs to estimate three types of ratio that reflect the financial state of a company. The ratios are the current ratio, quick ratio, cash ratio.   
 [image: ]
Table 3: Ratio calculator
(Source: Created by the researcher)

Current ratio
In the liquidity calculation, it estimates the current ratio to analyze some of the factors over the current assets and current liabilities of a company. In financial decision making, it defines the ability to resolve the short debt with the efficient use of current assets. Through this ratio analysis, it focuses on the financial change of Chocco plc. In the year 2018, the current ratio of Chocco plc Company has decreased in the year 2019. It indicates the ability to solve the short term liability has reduced due throughout the year (Siahaan, 2018, p.433). As per the financial state of the Chocco plc Company, it indicates a negative sign in the growing market situation.     
[image: ]
Table 4: Ratio calculator
(Source: Created by the researcher)

Quick ratio
The quick ratio is determined as an indicator to resolve the short term liability in the financial position that measures the ability to pay off the short term obligation by using the liquid assets of the company. In the part of the quick ratio analysis of Chocco plc, it has seen that the company has increased the ability to resolve the debt amount of the company (Utami, 2017, p.32). The quick ratio for the company in 2018 is -0.55 and in the year 0.63. It is close to the ideal value 1. It needs to close to the ideal value that reflects a good sign for a company. The Chocco plc is creating the liquid assets that will help to resolve its debt.   
[image: ]
Table 5: Ratio calculator
(Source: Created by the researcher)

Cash ratio
In the cash ratio analysis of the Chocco plc, it has exposed the financial decision making that reflects the financial position as per the cash and the cash equivalent of a company. As per the short term investment Chocco plc company has decreased investment that helps to increase in the cash value of the company. The cash ratio of the company is estimated in 2019 0.0888 and in the previous year, it has calculated -0.0666. Through this calculation, it has exposed that Chocco plc has increased the cash margin in the company, it will help to expose the3 several factors in the future aspects of the Chocco plc Company. 
Profitability ratio
Profitability ratio helps to the business analyst and the investor to know the profit margin of a company. In the future aspects of a company, the profit margin denotes on the basis of the gross profit, net profit, operating profit and return on assets in a company (Nuryani and Sunarsi, 2020, p.310). 
Gross profit ratio
[image: ]
Table 6: Ratio calculator
(Source: Created by the researcher)

In the profit analysis of a company, it has calculated the gross profit ratio for the company. It reflects a higher profit margin in the company. As per the profitability ratio, it has exposed a profit margin throughout the year. In the year 2018, the gross profit of Chocco plc is estimated 3345 which has increased in the next year 3503. The gross profit of the company has increased due to the increase in the sales margin of Chocco plc.     

[image: ]
Table 7: Ratio calculator
(Source: Created by the researcher)


In the calculation of the operating profit of Chocco plc, it has exposed the a higher a profit margin comparing with the previous year. The operating profit denotes the capital structure in the operation of the company. In the part of the financial decision making an operating profit is a useful part that involves the daily operation of Chocco plc Company (Nulhakim, 2018, p.64). Through the ratio, it has exposed the company has increased the operating profit margin throughout the year. 
[image: ]
Table 8: Ratio calculator
(Source: Created by the researcher)

In the probability ratio, the net profit margin is one of the important ratios for a company. The net income for the Chocco plc Company in 2018 is 366. In the year 2019, the net income of the company has increased due to the change in the sales margin of the company. As per the net profit margin of the company, it reflects a good position throughout the year. The company has made a profit in the year 2019 comparing to the year 2018.  

[image: ] 
Table 9: Ratio calculator
(Source: Created by the researcher)
In the part of the return on assets, it reflects the return on the basis of the assets margin of the Company. In the company, it has estimates the net income of the company. It is calculated by dividing the net income from the assets of the company. The return on assets is calculated 5.7 which are much higher than the previous year return. The company has given a higher return due to increase the profit margin.  
Efficiency ratio
Efficiency ratio analyses the efficiency of a company as per the payments and the recipient of a company. In the calculation of the ratio, the company gets helps to know the way of resolving the liabilities of a company. In this ratio calculation, it calculates the utilization factor on the basis of the usage in the equity margin in a company. 
[image: ]
Table 10: Ratio calculator
(Source: Created by the researcher)

In the calculator of the inventory ratio, it calculates the turnover on the basis of the inventory for Chocco plc. The inventory calculation is on the basis of 2019 and 2018. The average inventory turnover has decreased on the basis of the previous year. 

[image: ]
Table 11: Ratio calculator
(Source: Created by the researcher)


The asset turnover estimates of the Chocco plc has decreased in the year 2019. The assets turnover of the company has decreased throughout the year. The total assets of the company have decreased and this will impact on the profitability factor of the company.  
[image: ] 
Table 12: Ratio calculator
(Source: Created by the researcher)
 
In the receivable ratio, it estimates the credit sales of a company. In the ratio analysis, it has increased in the receivable ratio that indicates the company has increased in the credit sales of Chocco plc. 
Leverage ratio
[image: ]
Table 13: Ratio calculator
(Source: Created by the researcher)

In the leverage ratio, it reflects the leverage factor of a company through the debt ratio. In the debt ratio calculation, it exposes the ability to resolve the debt of a company on the basis of the total debt and total equity of the company (Husain and Sunardi, 2020, p.15). It should be more than the value 1.
[image: ]
Table 14: Ratio calculator
(Source: Created by the researcher)

In the debt capital of Chocco plc is based on the total debt of the company. Company has decreased in the total debt margin that indicates a good capital margin with respect to the company. 
[image: ]
Table 15: Ratio calculator
(Source: Created by the researcher)

The debt assets ratio has exposed the debt solving the structure of a company that is based on the debt of a company. Through the ratio, it has exposed the financial condition of Chocco plc as per the total debt. 


[bookmark: _Toc59450399]Conclusion
In the study, it has exposed the financial state of two companies through the income statement and the ratio analysis. In the income statement, it has evaluated the financial position of Eccles plc. As per the statement, it has briefly described the financial state that will help in future decision making. The income statement elaborates the present cash generation. In the ratio analysis portion, it has thoroughly analyzed the financial state of Chocco plc. It can be concluded that the project has widely explained the financial decision making through the different type of ratio calculations.
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