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INTRODUCTION

Financial statements are the reports that contain financial records and activities (Lessambo, 2018). It can also be referred as formal records of financial transactions. Likewise, ratio analysis is the analysis is made on the basis of analysis of financial statements. This report will discuss about the aspect of preparation of financial statements. Likewise, a detailed analysis of ratio of Chocco Plc is also a part of this report. 
MAIN BODY

QUESTION 1
A) Preparation of P&L and Balance Sheet
Profit and loss account:
	Particular
	Amount

	Sales
	826,650

	Less: Cost of sales 
	(578,650)

	Gross profit
	248000

	· Sales commission
	(3000)

	· Distribution cost
	(28000)

	· Director remuneration
	(5000)

	· Administrative expense
	(30000)

	EBIT
	152000

	· Interest
	(4000)

	EBT
	148000

	· Tax
	(68000)

	EBT
	110000

	· Preference dividend
	(30000)

	Earnings available to equity shareholders
	80000

	· Ordinary dividend
	(20000)

	Retained earning
	60000


Balance sheet:
	Particulars
	Amount
	Amount 

	ASSETS
	
	

	Fixed assets
	
	

	Plant & equipment
	
	632730

	Current assets
	
	

	Cash and Bank
	
	12900

	Stock
	
	329620

	Debtors
	
	171105

	Total assets
	
	1146355

	
	
	

	LIABILITIES
	
	

	Long term liabilities
	
	

	4% Debentures
	
	100000

	Current liabilities
	
	

	Creditors
	
	171355

	Outstanding interest
	
	2000

	Outstanding commission
	
	3000

	Tax payable
	
	68000

	Shareholders’ equity
	
	802000

	Ordinary shares
	310000
	

	10% preference shares
	300000
	

	Retained earnings
	82000
	

	Profit for the period
	110000
	

	Total liabilities
	
	1146355


Notes:
· Interest expenses:

Interest on debentures: 100000*4%

= 4000

· Since commission is to be made in the month of January so it will be recorded as expense in current month.

· The reduction  of closing stock is to be done by 980 because it will be delivered on 31st December, 2020 to customers.

· Since customer are not making instant payment so balance of debtor is also increased by 980.

B) Balancing of Balance sheet

Balance sheet refers to a statement that shows the financial position of the company’s assets and liabilities. With the compliance of the accounting concept of accounting equation which state that the assets will be equal to the sum of liabilities and equities the balance sheet always shows a balancing figure and amount (Pepple and Ejiogu, 2021). Along with this, the balance of financial position is always in balance because of the principle of double entry book keeping which states that every transaction has double effect in terms of recording in two different accounts which will again act as check in order to ensure that the entries are consistent.
Question 2
A) Ratio analysis
	Ratio
	2020
	2019

	ROCE: Earnings before int and Tax/Capital employed


	= 805/7225

= 0.11


	= 699/7041

= 0.099



	Return on equity: Net Income/ Shareholder's equity


	= 431/3088*100

= 13.95%


	= 366/2912*100

= 12.56%



	Earning per share: Net income- preferred dividend/ weighted average number of shares outstanding


	= 431/600

= 0.72


	= 366/600

= 0.61



	Net profit margin: Net income/Revenue*100


	= 431/6738*100

= 6.39%


	= 366/6441*100

= 5.68%



	Asset Turnover: Net sales/ Average total assets 


	= 6738/9736

= 0.69


	= 6441/10087

= 0.63



	Stock holding days: Stock/ cost of sales *365


	= 708/3235*365

= 79.88 days


	= 659/3096*365

= 77.69 days



	Debtor collection period: Trade receivables/ sales revenue*365


	= 1249/6738*365

= 67 days


	= 1287/6441*365

= 72.93 days



	Current ratio: Current assets/current liabilities 


	= 2303/2511

= 0.91


	= 2355/3046

= 0.77



	Gearing ratio: Total debts/shareholders equity


	= 4137/3088

= 1.33


	= 4129/2912

= 1.41



	Inventory turnover ratio: COGS/average STOCK

	= 6738/708

= 9.52
	= 6441/659

= 9.77


Capital employed: Total assets-Current liabilities 
2020:
= 9736-2511

= 7225

2019:
= 10087-3046

= 7041

Financial performance on the basis of ratio analysis:

ROCE:

It is a financial ratio which shows the amount and percentage of profitability which is being earned by company by employing its capital. With the above analysis the ROCE of Chocco Plc is showing in a increasing trend i.e. 0.09 to 0.11 from 2019 to 2020. This means that the company is in good state with regard to generation of profit in the context of employing the capital. This shows that company is efficiently using its assets and capital with respect to its business.

Return on equity:

It refers to profitability of business in the context of equity (Casielles, 2019). With respect to Chocco Plc the ROE is in increasing state which means that in 2019 it was 12.56 which raised to 13.95 in 2020. This increasing trend cle4arly shows that the company is having good profitability with regard to its equity. This also shows that the company is having good capacity with respect to generation of cash internally. 

Earning per share:

It refers to the earning which is being made available towards the shareholders and equity (Nugraha and et.al., 2020). Higher the ratio would lead to have maximum earning. From the above table it is analysed that EPS of Chocco Plc is in increasing state from 0.61 to 0.72 from 2019 to 2020. This means that the earning which is made available to shareholder would be high. This will lead to have better attraction of investor towards the company.
Net profit margin:

This ratio shows that how much of profit would be generated with respect to revenue. Higher the ratio more profit would be able to generate (Nariswari and Nugraha, 2020). As per the analysis of the ratio of Chocco Plc the NP ratio while making a comparison of 2019 and 2020 shows that it raised from 5.68% to 6.39%. with a rising ratio it can be analysed that the company is having good capacity with respect to raising of profit in respect of revenue.

Asset turnover:

This ration measure the efficiency of the company with respect to the utilising of assets in order to generate sales and revenue. from the above table and it can be analysed that the ratio is increasing from 0.63 to 0.69 from 2019 to 2020. This means that the company is making good utilisation of its assets with respect to generation of sales income and revenue. This shows the efficiency of the company.

Stock holding days:

This ratio shows the average number of days the company holds its stock before making sales (Nofiana and Sunarsi, 2020). From the above analysis it can be understood that the rate is increasing from 77 to 79 days from 2019 to 2020. This means that the Chocco Plc is holding its inventory form more days and this shows that the company is not capable to turn its inventory into sales. This shows the company’s inefficiency.
Debtor collection period:
This ratio shows the average number of days taken by company with regard to collection of debts. This ratio should always be in declining state so the more funds will be available to the company. In respect to Chocco Plc the ratio is declining from 72 to 67 days from 2019 to 2020. This means that the company is in good state with respect to collection of debts from the market. This clearly shows company’s efficiency with respect to debt collection.
Current ratio:

This is also called liquidity ratio. It shows the capacity of company with respect to making payment of its short term obligation (Husna and Satria, 2019). from the above analysis it can be said that the ratio id increasing from 0.77 to 0.91 from 2019 to 2020. This means that Chocco Plc is well capable with respect to making payment to its short term obligations.

Gearing ratio:

This ratio shows the leverage of the company in terms of demonstration of company’s financial structure which is either being funded by debt or equity (Ravivarman, Palaniradja and Sekar, 2019). From the above table and analysis of Chocco Plc it can be state that the ratio is declining from 1.41 of 2019 to 1.33 of 2020. This declining ratio shows that the company is having lower proportion of debt in comparison of equity which need to be manage so that a balance can be achieved.

Inventory turnover ratio:
This ratio shows that how many time company has performed the operation of sell and replacement of its inventory. From the above table it can be analysed that the ratio is declining from 9.77 to 9.52 from 2019 to 2020. This means that the company is holding its inventory for larger period of time before making its sale.

B) Financial performance and position of Chocco Plc
From the above ratio analysis and financial statement, it can be evaluated that the financial position and performance of the company is good. This is because majority of major ratio including net profit, ROCE, ROE, Debtor collection, EPS and various other are showing positive aspect and performance. Since ratio analysis is the reflection of the company’s financial position so with the presence of positive ratio of Chocco Plc it can be evaluated that the performance and position of Chocco Plc is good and favourable. However, some ratio including inventory ratio, gearing ratio shows adverse results but with the taking of adequate and suitable steps these ratios would also be corrected and improved. But on overall basis the company’s position and performance is favourable.
CONCLUSION

From the above report it can be concluded that financial statements are the base and true reflection of the company’s financial position. With the analysis of financial statements and the ratio analysis, financial position along with company’s performance would be determined adequately. This means that are the reflection of company’s financial health and position.
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