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Introduction
The report seeks to provide the income statement and statement of financial position of the company Eccles plc. The need for balancing the financial position is also been made to determine why it need to be matched. The importance of determining profits from income statement and presenting it in balance sheet is shown in the report. The trends in the company Chocco plc has been shown using ratios. The financial performance and the financial position of the company have been calculated using the above. It is important to measure efficiency and effectiveness of the preparation of the financial statements. 
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a) [bookmark: _Toc55834346]Income Statement of Eccles PLC
	Income Statement

	(For the year ending 2019)

	(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 of Eccles PLC
	Balance sheet

	(As on 31st December 2019)

	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
	 

	       d) current liabilities-
	 

	            corporation tax
	68000

	            sales commission
	3000

	           accounts payable
	171355

	         Total current liabilities (d)     
	242355

	 
	 

	       e)  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: _Toc55834347]Statement of financial position
Balance Sheet –The financial statement that will report the assets, liabilities and shareholder’s equity at a specific point of time is referred to as balance sheet. It provide basis for calculating rate of returns and evaluating the capital structure. The picture of position of the company at the end of the year has been depicted from the balance sheet. It is used along with other financial indicators. The evaluation of the business and the core financial statements has been used to undertake tasks of the organization. It is used by the fundamental analysts of the companies to calculate financial ratios (Nulla, 2013). 
Users of Financial Position
The financial statements are used by the analysts, government, management, and investors etc. to make certain decisions. The investors can perform investment decisions based on the performance of the company in a particular year. The management can make decisions related to operating the business or a part of the business and use in forecasting and budgeting. The ability of the company to pay liabilities on maturity is organized in a company. The government bodies use the information to be used for making decisions and amendments in the laws of company (Kim, 2018). 
The banks and other financial institutions are interested in the ability of the company to pay upon maturity. The creditors or suppliers are interested in the ability of the company to pay obligations. The users of financial statements usually have financial interests in the company. They are involved in operations of the company in an organization (Nulla, 2013). 
Reasons of balancing of financial position
The assets on one side of the balance sheet shows what the company actually owns and will receive in future that can be measured in an appropriate form. Liabilities are what a company owes for example taxes, payables, debt and salaries. The retained earnings of the company and the capital contributed by the shareholders are determined by the organization (Nam, 2019). 
The reason for the balancing of balance sheet is the principle of accounting of double entry. The accounting system records all the transactions in two different accounts and acts as a measure to check the entries are consistent. For example if there is purchase of plant on loan of $ 100000, with this transaction there is increase in the asset along with increase in liabilities of the company (Kim, 2018). 
Assets
These are among the first three major categories of the balance sheet. It represents the value of all the assets that can be converted into cash within a year. These are used to pay and fund ongoing operations and current expenses of the company. It includes the cash and cash equivalents, accounts receivable, prepaid expenses, inventories of the company. The non-current assets are the long term investments or any asset that can be classified as current. The non-current assets of the organization would include land, trademarks, long term investments and property, plant and equipment (Nulla, 2013). 
Liabilities
These are the short and long term liabilities that are to be paid. Current liabilities are the short term ability to pay within a year. Accounts payable are included in short term liabilities and accrued expenses are expenses that are to be paid but have high probability of being paid. Non-current liabilities are long term debts or obligations that do not expect to be repaid within a year. The examples of these liabilities are long term lease obligations and bonds payable (Nam, 2019). 
Shareholder’s equity is the money held by owners of the company to reinvest in business organization to pay their own debt. The retained earnings are not paid directly to the shareholders of the company in the form of dividends. These are invested back in the company (Accountingtools, 2018). 
The balance sheet of the organization is important to depict the health of the organization. These are the hardest financial statement to have the grip yet. The assessment of financial position of the company is a complex process. The quality and transparency of financial reporting and the financial position that is critical to the success of the organization has been estimated on the basis of necessary controls in the company (Öztürk, 2016). 
The balance sheet of the company depicts various things that are meant for measuring position. These are as follows-
i. Company’s degree of liquidity –it shows whether the company has enough cash, liquid assets and credit to pay the short term obligations of the company. The capital structure must be matched with the asset structure of the company (Osadchy et al., 2018). 
ii. Nature of business –the nature of business is well developed and determined on the basis of inherent risks, appropriateness and conservative or aggressiveness of the company. The balance sheet also shows the method to be used for valuation purpose. The significant proportion of it is used to determine controls in order to estimate and represent long term ability of the company to measure it (Nulla, 2013). 
iii. Estimates and assumptions –the estimated and assumptions must be reasonable and supportable to determine consistency in an organization. The basis of formation of the reserves in a company whether these are forming part of asset valuation and the liabilities of the organization (Osadchy et al., 2018). 
iv. Possibility of impairment –if there is any possibility for evaluating impairment, the same has been assessed on the basis of that. The ability to recover assets of the company has been presented in order to ascertain long term efficiency in the company (Nam, 2019). 
v. Effectiveness and quality of internal controls –the controls help in safeguarding the assets and monitor activities of the accounts (Kim, 2018). 
It also depends on the nature of the business. It is important to measure efficiency in an organization. This is used to organize the assets and liabilities and make the balance in between the usage and consumption of the assets (Accountingtools, 2020). 
The business is in the nature of presenting the usage of efficient controls in a company. This is well depicted from the balance sheet of the company. The balance sheet suggests how much money the company has in order to define relational ability to enhance long term efficiency in the company (Nulla, 2013). 
The balance sheet is important to measure long term efficiency of the company. It is important to ascertain long term stability on an organization to enhance relative nature of the assets and liabilities. The quick view of the balance sheet can be measured with the help of the balance sheet. It is used to track the performance and the position of the company. It also displays the relational view of the company in order to determine long term stability of the organization (Dicle, 2018). 
The assets are the items that a business organization own in order to measure long term efficiency of the company. It is related to measuring the long term stability of the organization. The growth and expansion of the company depend upon survival of the business (Öztürk, 2016). 
The owners of the company must represent the relational basis in order to enhance sustainability in an organization. It represents the financial standing of the company to enhance long term determination of the organization. The balance sheet has not been examined and recognized in order to enhance stability in a company (Kim, 2018).
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[bookmark: _Toc55834349] A) Ratios for Chocco plc for 2019 and 2018.
1. Current ratio
	Current ratio 
	Formula
	2019 (in £m)
	2018 (in £m)

	Inventory 
	 
	708
	659

	Trade receivables 
	 
	1,249
	1,287

	Investments
	 
	145
	232

	Cash 
	 
	201
	177

	Current assets
	 
	2303
	2355

	 
	 
	 
	 

	Trade payables
	 
	583
	655

	Other creditors
	 
	1928
	2391

	Current liability
	 
	2511
	3046

	 
	 
	 
	 

	Current ratio 
	Current assets / Current liability
	0.917164476
	0.773145108



2. Quick ratio
	Quick ratio 
	Formula
	2019 (in £m)
	2018 (in £m)

	Current assets
	 
	2302
	2355

	Inventory
	 
	145
	232

	Quick assets
	 
	2157
	2123

	 
	 
	 
	 

	Current liability
	 
	2511
	3046

	Quick ratio
	Quick assets / Current liability
	0.859020311
	0.696979645



3. Inventory turnover ratio
	Inventory turnover ratio
	Formula
	2019 (in £m)
	2018 (in £m)

	Cost of sales
	 
	6,738
	6,441

	Inventory
	 
	708
	659

	Average Inventory
	 
	683.5
	659

	Inventory turnover ratio
	Cost of sales / Average inventory
	9.858083394
	9.773899848



4. Return on assets
	Return on assets
	Formula
	2019 (in £m)
	2018 (in £m)

	Net profit
	 
	431
	366

	Total assets
	 
	9,736
	10,087

	Average total assets
	 
	9911.5
	10087

	 
	 
	 
	 

	Return on assets
	(Net profit / Average total assets) * 100
	4.348484084
	3.628432636



5. Return on equity
	Return on Equity ratio
	Formula
	2019 (in £m)
	2018 (in £m)

	Net profit
	 
	431
	366

	Equity
	 
	300
	300

	Average Equity
	 
	300
	300

	 
	 
	 
	 

	Return on Equity
	Net Profit / Average Equity
	1.436666667
	1.22



6. Net profit margin
	Net profit margin ratio
	Formula
	2019 (in £m)
	2018 (in £m)

	Net profit 
	 
	431
	366

	Revenue
	 
	6,738
	6,441

	 
	 
	 
	 

	Net profit Margin
	(Net profit / Revenue) * 100
	6.396556842
	5.682347462



7. Gross profit margin
	Gross profit margin ratio 
	Formula
	2019 (in £m)
	2018 (in £m)

	Gross profit 
	 
	3,503
	3,345

	Revenue
	 
	6,738
	6,441

	 
	 
	 
	 

	Gross profit margun
	 (gross profit / Revenue) * 100
	51.98872069
	51.93292967



8. Operating profit ratio 
	Operating profit ratio
	Formula
	2019 (in £m)
	2018 (in £m)

	Operating profit 
	 
	805
	699

	Net sales
	 
	6,738
	6,441

	 
	 
	 
	 

	Operating profit ratio
	(operating profit / net sales) * 100
	11.94716533
	10.85235212



9. Cash Flow to sales 
	Cash flow to sales
	Formula
	2019 (in £m)
	2018 (in £m)

	Net cash flow from operating activity 
	 
	805
	699

	Revenue
	 
	6,738
	6,441

	 
	 
	 
	 

	Cash flow to sales 
	(Net cash flow from operating activity / Revenue) * 100
	11.94716533
	10.85235212



10. Debt to equity ratio 
	Debt to equity ratio
	Formula
	2019 (in £m)
	2018 (in £m)

	Loans and other borrowings
	 
	4137
	4129

	Total Equity
	 
	3088
	2912

	Debt to equity ratio
	 Debt / Equity
	1.339702073
	1.417925824


11. Debt to assets ratio 
	Debt to assets ratio 
	Formula
	2019 (in £m)
	2018 (in £m)

	Loans and other borrowings
	 
	4137
	4129

	Total assets
	 
	9,736
	10,087

	Debt to assets ratio
	Debt / Total assets
	0.424917831
	0.409338753
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i. Current Ratio –the current ratio is the ability of the company to pay off the short term liabilities of the organization. The current ratio is the ability of the company to make day to day transactions being performed in a seamless manner. The working capital can be managed effectively with the help of the ratios. It is important to measure the same to organize the balance of the company. In the above case the current ratio of the company in the year 2018 is 0.77 and that of 2019 is 0.92. The company can able to manage and measure long term stability in an organization (Kim, 2018). 
ii. Quick ratio – the capacity of the company to pay off the short term liquidity position of the company that has been able to measure the short term obligations of the organization. These are used to calculate the near cash assets of the company. The higher the ratio the better id the financial health and liquidity position of the company. In the above scenario the quick ratio of the company in the year 2018 is 0.56 and that in 2019 it is 0.64. The ideal quick ratio is 1:1. In the above scenario the assets is slowly converted into cash as compared to that of debts or obligations of the company (Ugoani, 2018). 
iii. Inventory turnover ratio – The inventory turnover ratio of Chocco plc is 9.77 and 9.85 in 2018 & 2019 respectively, so it is clearly seen that it has been increased in 2019, and it showing the capacity of company is really good in converting their inventory into cash.  
iv. Return on asset – it is the ability of the company to determine how profitable is the company with respect to the total assets of the company. It gives an idea on how efficient the management of the company is while using the assets to generate earnings. It is ability of the company to utilize the assets of the organization. It is important to undertake an appropriate relation to organize relative sequence of the company. In the above case the return on assets for the year is calculated at 3.6% and that if 2019 is 4.3%. The return on assets is quite low that show company should make changes in the usage pattern of the assets of the organization (Öztürk, 2016).
v. Return on Equity – it is the financial performance that is calculated by dividing the net income by the shareholder’s equity of the company. It is based on shareholder’s equity that is divided by the assets of the company. It shows the returns on the equity shares of the company that has been used to organize appropriate relation in a company. In the above case the return on equity for the year 2018 is 1.22 and that of 2019 is 1.44. It is quite better as compared to other forms. There is scope of investment present in the equity capital of the company (Osadchy et al., 2018).
vi. Net profit margin – the net profit margin is the net profit generated as a percentage of revenue. The net profit is the revenue collected by a company that can be translated into the profit. The management of the company that can be developed to organize the generation of the profits with respect to the operating costs and overhead costs of the company. In the above case the net profit margin for the year 2018 is 5.68% and that of 2019 is 6.39%. It is lower as compared to industry and the company should make efforts to cover it up (Ugoani, 2018). 
vii. Gross profit Margin – the margin is a metric that has been used to assess the financial health of the company that would be left after subtracting cost of goods sold from the sales of the company. It has been calculated by dividing the cost of goods sold with sales of the company. The gross profit margin for the year 2018 is 51.93% and that of 2019 is 51.98%. The margin for the year 2018 is approximately equal to that of 2019 (Öztürk, 2016). 

viii. Operating profit ratio – It is a classification of profitability ratio that creates the relationship between Net sales & operating profit and that is expressed in percentage. The Operating profit is computed by dividing the net sales from operating profit and multiplying them into hundred. The result of operating profit ratio of Chocco plc is 10.85% & 11.94% in 208 and 2019 respectively, so it is clearly visible that the operating profit is increased by 1.09% and the probable reason behind increasing in OP ratio is increasing in net sales in 2019 in comparison with 2018. (Accounting tools 2020)
ix. Cash flow to sales ratio – It is an accounting ratio that is used to revels the capability of a company to make cash flow in fraction to volume of sales. It is computed by Net cash flow from operating activity by net sales or revenue. The Cash flow to sales ratio of Chocco plc is 11.95 and 10.85 in 2019 & 2018 respectively, so it is showing the ratio has been increase in 2019 in comparison with 2018, it indicates that the company is earning very well from sales, it is happened due to increases in  sales or revenue in 2019. (Accounting tools 2018)
x. Debt to equity ratio - It is a classification of solvency ratio that is used to measures the financial leverage of company. Chocco plc debt to equity ratio is 1.33 and 1.41 in 2019 and 2018 respectively, it seen that is decreased in 2019 in comparison with 2018 that indicates that company is doing great. (Carlson 2020)
xi. Debt to assets ratio – The debt to assets ratio of Chocco plc is showing 0.42 and 0.40 in 2019 and 2018 respectively, that indicates that company have strong financial structure.
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From the above analysis it has been ascertained that Eccles PLC maintains financial position of the company. It has been used to ascertain long term efficiency in an organization. The financial position of the company is better with sufficient retained earnings and appropriate profits for the year. It is important to measure reliability in the company with respect to profits of the organization. The company can able to recognize long term efficiency in an organization. In the second part the company Chocco plc the trends in two years are measured with the help of the schedule for ratio analysis. The company is performing better with respect to the industrial average. It is important to seek long term efficiency in an organization. The financial performance can be improved and justifications can be made by using the appropriate balances.  
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