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Financial statements are records which give the activities and performance of any organisation.  Professionals usually prepare them in order to shows the income generated against the expenditure, and the result is net profit or loss.  The income statement was previously called the Income and expenditure statement (Dyson J., (2010).


	
	
	ECCLES PLC
	
	
	

	
	
	INCOME STATEMENT FOR THE YEAR ENDED 
31ST DECEMBER 2018
	
	
	

	
	
	
	
	
	2018

	
	
	
	
	
	$

	SALES
	
	(926650+980)
	
	
	$827,630

	Less cost of sales
	
	
	
	-$578,650

	
	
	
	
	
	

	Gross Profit
	
	
	
	$248,980

	
	
	
	
	
	

	Less expenses
	
	
	
	

	Sales commission
	
	
	$3,000
	

	Distribution costs
	
	
	$28,000
	

	Directors remuneration
	
	$5,000
	

	Interest expense 
	(4% x 100000)
	
	$4,000
	

	Administrative expense
	
	$30,000
	-$70,000

	Profit before tax
	
	
	
	$178,980

	Less Corporation Tax
	
	
	-$68,000

	
	
	
	
	
	

	Profit after tax
	
	
	
	$110,980

	
	
	
	
	
	

	Less: -   Preference dividend paid
	
	
	-$30,000

	         -    Ordinary dividend
	
	
	-$20,000

	Retained Profit for the year
	
	
	$60,980

	Add Retained Profit Bfwd
	
	
	$132,000

	Retained Profit C/d
	
	
	$192,980

	
	
	
	
	

	
	
	
	
	

	
	
	Eccles Plc
	
	
	

	
	
	
	
	
	

	statement of financial position as at 31st December 2018

	
	
	
	
	
	

	
	
	
	
	
	

	Details
	
	
	
	
	2018

	
	
	
	
	
	$

	
	
	
	
	
	

	Property Plant and equipment
	
	
	$632,730

	
	
	
	
	
	

	current assets
	
	
	
	

	Sock
	
	
	$330,600
	
	

	Debtors
	(170125+980)
	$171,105
	
	

	Cash at Bank
	
	$12,900
	
	$514,605

	
	
	
	
	
	

	Total Assets
	
	
	
	$1,147,335

	
	
	
	
	
	

	
	
	
	
	
	

	Equity and Liabilities
	
	
	

	Ordinary Shares
	
	
	
	$310,000

	10% Preference shares
	
	
	$300,000

	Retained Profit
	
	
	
	$192,980

	4% Debentures
	
	
	
	$100,000

	
	
	
	
	
	

	Current Liabilities
	
	
	
	

	Trade creditors
	
	$171,355
	
	

	Current tax
	
	$68,000
	
	

	Accrued sales Commission
	$3,000
	
	

	Accrued debenture interest
	$2,000
	
	$244,355

	
	
	
	
	
	

	Total Equity and Liabilities
	
	
	$1,147,335


Explain why the statement of financial position balances.
According to the Companies Act, any organisation should prepare financial statements at the end of every financial year.  There are four main types of financial statements that have to be prepared.  One of them is the statement of financial position.  A statement of financial position was previously referred to as the balance sheet.  It is an essential document when presenting the financial report of any organisation.  The statement of financial position gives the value of the assets held at that period.  They include “property, plant and equipment" normally none as "fixed assets."  This is an essential resource of the company, which is not readily convertible into cash within a short time. Purchase of assets is among the assets we have those that are readily convertible into cash in a short period called the current assets, including inventories thus stocks available, the amount owed by customers, cash, and bank balances (Dyson J., (2010).
The liabilities will include any payments made in advance to acquire services or stock, any due taxes, and any unpaid debts of the organisation at that period.  It also reports the capital that was pumped into the business and the source to establish the business's actual financial position at that date. Another name for capital is equity. These statement helps users to assess the performance of the organisation at that particular period. It can help evaluate if the organisation can repay its debtors without straining (Drury J., 1998).
For this statement to be reliable, it should balance; or in other words, the assets' value should be equal to equity, hence the name balance sheet.  This statement is adopted only if it balances.  When a statement of financial position balances, it means the assets figure and the Equity figure agrees on cent to cent. The accountant or finance manager has the duty or ensuring proper books of the organisation are kept. These accurate records should give correct figures; therefore the statement should balance (Elliott B. and Elliott J. 2015).
In international financial reporting standards, accountants have adopted "double-entry" events overtaken the T-accounting system.  With double entry, accounts are recorded in two different accounts in a transaction. So the entries have to be consistent, and this is a reliable check, and so the statement has to balance in the long run (International Accounting Standards Board, A Guide through IFRS 2015).
When preparing the statement, the difference between the asset figure and the capital invested has always been zero. If the difference is zero, the statement should balance without any problem. 
These statements should always balance because each asset in the organisation is claimed by whoever contributed to its existence. It reveals whether it was purchased in cash, funded by the directors, or bought by a financier like a bank.  These entries will make it balance.
The statement should balance because, in the books of accounts, liability becomes a source of finance for the bank, meaning where it obtained its income. At the same time, the assets are the application hence where the bank spent its finances.  A good example where the balance sheet automatically balances
Another reason is that statement computation is based on accounting principles. So if it doesn't, then it means the principles would not have been applied during its computation.
This statement reports the true position of the organisation. This will mean there should be proper financial controls so that the assets are not easily stolen. In case of fraud, the organisation's accountant will be forced to make up figures, which is unprofessional. The balancing of this statement highly assists the functioning of the organisation as it helps show the amount that was contributed by the business owners and how it was utilized. It also gives a basis for getting the business's worth, which can act as starting capital during the start period.  With viewing the statement of financial position, can encourage investors (Jones M., 2013).
Schedule of ratios for Chocco plc for 2019 and 2018
According to Horrigan (1968), ratio analysis came into existence at an early age and has since been. They are a handy management tool that helps the organisation assess financial performance.  It may be used to measure the efficiency and the profitability of an organisation by using the financial statements prepared by an organisation.  There are five fundamental ratios used in the calculation of financial performance of the organisation, namely: Working Capital Ratio, Quick Ratio, Earnings per Share (EPS), Price-Earnings (P/E) Ratio,  Debt-Equity Ratio and Return on Equity (ROE) (John R. Dyson 2017).
These ratios are essential because they can help the organisation improve performance through understanding the results.  Another importance is that the managers use the ratios to understand the organisation's strengths and weaknesses and establish ways of containing the underlying situation. The ratios can be used by investors who are interested in the organisation to assess that organisation's capacity. Most investors like following the performance trend, so these ratios can help them evaluate the organisation's previous performance. Another importance is that financial data is usually mas and so the rates help summarize and simplify the data. To prepare ratios, one must use the statement of financial position and the income statement.  So these ratios do signify how the two statements are related.
The ratios, despite their importance, they have their short comings.  You find that information used to prepare is based on previous results.  These analyses, therefore, do not disclose the future performance of the organisation. Another shortcoming is that the financial statements are usually prepared periodically and do not consider differences in time; thus, if there was any inflation, then the figures reflected may not be real.  The companies, for own reasons, can change accounting policies and procedures hence affecting financial reporting.  These changes may be ignored during preparation for ratios. To mention but a few, these ratios may not report actual performance when the financial statements have been manipulated.  This is because managers may manipulate the financial report to a better result when different (KPMG, Insights into IFRS, 12th edn, Sweet and Maxwell, 2015/16).
1. Profitability ratio
The profitability ratio is the ability of an organisation or a company to operate at a gain.
						2018			2019
Gross Profit/sales x 100 	3345/6441x100= 51.7%	3503/6728x100 = 52%
2. Liquidity Ratio
The liquidity ratio aims to reveal resources available in the company that can easily be converted into cash or sold faster on the market.
Current Ratio
Current assets/
Current Liabilities		2355/3046 = 0.77:1		2303/2511  =0.92:1
3. Quick ratio 
This discloses the business's ability to pay debts of the business without selling the assets or acquiring loans first.
Current Asset –Inventory/ 	2355-659/3046= 0.57:1	   2303-708/2511 = 0.64:1
4. Activity Ratio
This ratio is used to assess the days a business takes to pay outstanding bills from its suppliers.
Receivable days
Trade receivables x 365/Sales	  1287 x 365/6441 = 73 days	   1249 x 365/6738 = 68 days

5. Inventory Turnover
This is the same as asset management, and it reveals how many times the organisation has been able to buy and utilize the stocks.
Cost of sales/Inventory	3096/659 = 4.7 times		  3235/708 = 5.8 times
6. Gearing ratio (Debt to equity ratio)
Its mainly used to compare the capital owned against the business's funds to finance its activities. The business debt is divided by the equity figure to arrive at the gearing ratio.
Debt/Equity			4137/3088 = 1.34:1		  4129/2912= 1.4:1
7. Debt Ratio
The debt ratio measures the degree to which the company used borrowings to finance the business's acquisition of assets. 
Debt/debt +equity	   (4129/41.29)+2912*100= 58.6%	 4137/4137+3088*100=57.3%
		
Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Chocco plc.
Profitability ratio aims to establish gain during that period, and so based on this ratio, the year 2018, it was 51.7%, while in 2019, it was 52%.  This company is performing well because the percentage increased.  Any investors looking at this could be encouraged to invest. 
There is a liquidity ratio of the company; this is the company's ability to be able to service short term activities.  The ratio in 2018 was 0.77: 1 compared to 2019, which was 0.92:1.  The ratio shows the company's liquidity position is growing, which means the company is stable financially. 
When the quick ratio higher, it reveals that the company is doing well financially, but the business will strain to pay the debts at a lower level.  This ratio is 2018 was 0.57:1, and in 2019 it went higher and became 0.64:1.  This indicates that the business is financially stable and cannot borrow to pay its liabilities (Mandrikova, V.D et al., 2018). 
The activity ratio reveals how fast its assets are converted into cash in the form of sales.  It is also used in evaluating how effective the business is when it comes to generating incomes and managing the complex components of the statement of financial position.  The shorter the period, the more the revenue is obtained. A business performing well should be able to convert the stocks to cash within a shorter period possible.  Basing on the assessment made on Chocco Plc, the number of days spent was 73 days, while in 2019, the number of days reduced to 68 days.  This revealed that the number of days spends on sales reduced, meaning the rate increased.  This is a significant improvement as in 2019, more revenue was collected (Melville A. 2015).
 The Inventory turnover revealed the many times stock was rotated, thus bought and sold. When the turnover is low, it shows that the demand for the stock is reducing.  The company should improve stock management.  In this case, the number of times in 2018 was 4.6 times and in 2019 5.8 times. It shows demand increased, which indicates that the need for stock went up a hence lucrative business.
The Gearing ratio shows how the shareholders fund the business activities compared to the funds acquired from creditors. This ratio tends to vary based on the organisation type, but the standard ratio should always be not above 2.0.  It may be optional for large companies owning heavy industries there may be higher than 2.0.  When amounts are higher than 2 for smaller companies, it's a clear indication that their debt level is high compared to shareholders' financing.  Chocco plc seems to be doing well because, in 2018, the ratio was 0.34:1, and in 2019 the ratio 1.4: 1 showing the ratio is within the limit, thus not more than 2.0 (McLaney and Atrill, 2016).
Serious organisations take the trouble to establish a debt ratio.  The standard percentage for the debt ratio should be less than 100%. When the ratio is more than 100 percent, it indicates that the company used debts to finance assets' acquisition in that particular organisation.  This ratio helps the organisation measure the level at which the organisation uses borrowing to fund its activities.  It also enables to establish the ability to pay the outstanding debts.   In Chocco plc during the yea 2018, the ratio was 58.6%, and in the year 2019, it dropped even lower to 57.3%.   This ratio shows the level is below 100%, meaning shareholders funds funded the remaining percentage.  In 2019 it fell, which means part of the debt financing was paid showing the business operations are improving.  If it would have increased, it could mean the business had borrowed more to finance the assets.  If investors come, they would invest but could not be at a significant risk of huge debt (Ward A., Thomas, A., 2012).
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