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Introduction
Accounting is a great discipline. The broader view is that it is usually the number-crunching of the mind; also, it is a dubious problem as well as a wealthy intellectual follower of sufficient faith. Accountants will often be stereotyped as the corporate bureaucracy relentlessly toils unconscious drones inside (Needles, 2012). However, several accountants will certainly show users this is not technical information; it will show people skills, which is essential for their achievement. Despite being considered self-discipline to identify accuracy in conjunction with strict policies, the accountants used to rely heavily on the best rates as well as informed assumptions that require informed creativity as well as detailed knowledge. Accounting terms are always a method applied by several businesses and firms to make financial calculations. Accounting helps in assessing and estimating the balance of a particular company. Nowadays/ Today, the direction of world civilization is progressing too, accounting is a comparatively popular cause, and the knowledge of accounting is becoming more essential to complete specific tasks. (Britton, 2015). However, learning accounting terms is not easy because students take on ever-increasing assignments. Accounting assignments are always tricky and help Australian experts solve problems that require the services of an accounting assignment. Accounting is all the theories, including calculations that are necessary for future activities. This report will show the aspects of financial statements of an organisation and the critical ratio analysis for knowing the present situation of an organisation.
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Question 1 (a)
[bookmark: _Toc55714977]The financial Statement of an Organisation
For knowing the overall performance of an organisation, the most needed reporting statement is called a piece of financial information. But the not only financial statement is essential, but also balance sheet and equity statement are imperative. These three statements are connected, and without any of these, an organisation and its users cannot know the state of the organisation. Financial information shows the profit or loss of the organisation (Elliott, 2012). By collecting all the revenue from operational activities and operating activities, then deducting all the expenses, states the financial statement—these methods are used in corporate finance and accounting. In the financial statement, there show incomes such as gross profit, revenue, sales, and income. It also shows the expenses such as administrative expenses, other expenses, and taxes. These classifications are measures logically. Financial statements have parts in the information that shows what kind of activities does the organisation has. Financial statements can be estimated variously, mainly how the organisation wants to collect it (Britton, 2015). Some organisation wants to collect it monthly basis; some are the thirteen-term basis, some wants to manage two times in a year, some wants to have in yearly. After a specific time, the organisations combine the statements to make an annual report. The financial statement needs minimum information from the balance sheet and cash flow statement. 
[bookmark: _Toc55714978]Income statement for Eccles plc for the year ended 31st December, 2019
	Particulars
	£m
	£m
	£m

	Sales
	826,650
	
	

	Unearned Sales revenue 
	980
	
	

	Total Sell
	827630
	
	

	(Sales Cost) 
	-578,650
	
	

	Gross Profit 
	
	248,980
	

	Administrative expenses
	-30,000
	
	

	Directors remuneration
	-5,000
	
	

	Distribution costs
	-28,000
	
	

	Preference dividend paid
	-30,000
	
	

	Interest paid
	-2,000
	
	

	Salesman commission 
	-3,000
	
	

	Interest on debentures
	-4,000
	
	

	Other Expenses
	
		102,000



	

	Profit/(loss) before taxation
	
		146,980



	

	Corporation Tax
	
		(68,000)



	

	Profit for the year
	
	
	78,980


[bookmark: _Toc55714979]Statement of Eccles plc of Financial Position as at 31st December 2019
	Particulars
	£m
	£m
	£m

	Non-Current assets
	
	
	

	Plant and equipment 
	
	632,730
	

	Current assets
	
	
	

	Cash and bank
	12,900
	
	

	Unearned sales revenue
	980
	
	

	Ordinary dividend paid 
	(20,000)
	
	

	
	(6,120)
	
	

	Interest on debentures
	4,000
	
	

	Stock at 31st December 2018
	330,600
	
	

	Debtors
	170,125
	
	

	
	
	498,605
	

	Total Assets 
	
	1,131,335
	

	Current Liabilities
	
	
	

	Trade creditors
	171,355
	
	

	Corporate Tax
	68,000
	
	

	Non-Current Liabilities
	
	
	

	4% debentures
	100,000
	
	

	Total Liabilities
	
	(339,355)
	

	Net Assets
	
	
	790,980

	Equity
	
	
	

	£1 ordinary shares
	310,000
	
	

	10% £1 preference shares
	300,000
	
	

	Retained profits at 1st January 2018
	180980
	
	

	Total Equity
	
	
	790,980



[bookmark: _Toc55714980]Calculations of retained profit of Eccles plc at 31st December 2019
	Particulars
	£m

	Retained profits at 1st January 2018
	132,000

	Profit for the year
	78,980

	Preference dividend paid 
	(30000)

	
	180,980


Earnings are the amount of net income for a business after paying dividends to its partners (Finney, 2017). A business earns income, which can lead to loss of profit. Positive profits give the business owner or company management much space to use the earned surplus money. The financial statement shows the profit or loss of the organisation so when an organisation makes a profit, the gain was given to the shareholders which called the retained earnings. A certain amount of profit is kept for reinvesting in the organisation or investing when needed. 
[bookmark: _Toc55714981]Question 1 (b)
[bookmark: _Toc55714982]Statement of Financial position balances
The statement of financial position can be called the balance sheet, where the organisation calculates the profit or loss for a specific period by the given data for the organisation. It has only three parts, and those are assets, liability, and owner’s equity partners (Finney, 2017). This statement helps the organisation to measure various ricks like financial risk and liquidity risk as well as business risk and credit risk by the information in the report. The components are assets, liability, and Equity that makes the statement fulfil.
Assets: For gaining economic profit, assets are owned by an organisation. A company can have several assets like cash, equipment etc. The assets can be classified in two ways, current support and non-current assets. Depending on the economic benefits, the assets classified as existing assets and non-current assets. Those assets give short term or frequent financial service like less than one year are called current assets, and those provide long term economic benefit like more than a year are called non-current assets (Helmkamp, 2019). After the classification of the assets, they report in the financial statement or balance sheet.
Classification of assets 
· Tangible assets & Intangible assets: Tangible assets are those assets that can be seen, and intangible assets are those who cannot be seen (Horngren and Harrison, 2018). Non-current assets that have biological material like property, plant, and equipment can be called tangible assets. Money is also a real asset. But those assets which don’t have any physical material like goodwill is called intangible assets.
· Inventory: In general meaning, the products stored because of selling purpose are called stock. The list is the primary material of a business (Needles, 2012). There are several inventories like raw materials, finished products, and in-progress products. 
· Cash & cash Equivalents: Cash and cash equivalents include any short-term investment that is easily convertible to the amount known as cash.
· Trade receivables: Trade receivables include amounts accrued to customers after the sale of credit in a good part of the trade, including a reduction in allowances for bad debts.
Liability: A liability is an obligation by a 3rd party to the organisation. A business can own money to another party as well as the settlements that involve the resources or cash are called liability (Horngren and Harrison, 2018). Like current and non-current assets, the penalty has two classifications current and non-current liabilities. Debts which are less than one year are called current liability which includes trade creditors and those who have more than one year of the period are called non-current liability which provides for debentures.   
Classification of liabilities 
Liability is mainly due to suppliers and contractors for trade and other payable credit purchases.
· Short term loans: Short term loans are mainly those loans which has less than one year of the period. Bank overdraft can be called a short-term liability because usually the repayment of the loan’s schedules of less than one year.
· Long term debt: Long term debt or loan are those loans which have more than one year of the period for repayment. Usually, an example of long-term debt is debenture which has more than one year of the period for a refund.
· Current Tax Payable: Current tax payable is a liability which shows in a separate line of the financial statement because of the amount of the money.  
· Equity: Equity or Owners equity is own by the business owner (Irwin, 2018). After calculating the total assets and total liability, the owner’s Equity can be measured by deducting the penalty from the support. Owner’s Equity represents the interest over the organisation by the owner. The owners can all the stakeholders of the organisation. 
Classification of Equity 
· Share Capital: The money which has been invested in the organisation by the owners can be called share capital or capital.
· Retained Earnings: After calculating the profit of the organisation, it distributes the profit to the stakeholders (Irwin, 2018). But some of the profit is saved by the organisation for future investments, and those are called retained earnings.
· Revaluation Reserved: if the valuation of the property plant and equipment in the rescheduling reserved is upward than the property plant and equipment will be recognized as Equity.
[bookmark: _Toc55714983]The balance sheet always balances:
The total assets will be equal to the sum of total liability and owner’s Equity in the balance sheet or the statement of financial position (Needles, 2012). The balance sheet or the idea of the economic situation is more or less in an unbalanced state because, during the specific period of the words, there have some adjustments occurs. Before adjusting the actions, the balance sheets are not correctly balanced, and after adjusting entries, the balance sheet changes. The total assets need to be equal to the money that has been invested by the owners and some of the liability, and the owner’s Equity needs to be similar to the assets. The entity of the assets is financed from internal sources like their own money or external sources like loans. Financial statements help the user to know about the financial situation of the organisation. Financial statements or balance sheets helps to know some risks as liquidity risk, financial risk, as well as credit risk and business risk of the organisation. A proper financial statement shows the potential problems that can happen in the organisation. The future earnings of the organisation can be estimated by the balance sheet or the statement of financial position.
[bookmark: _Toc55714984]Question 2 (a) 
[bookmark: _Toc55714985]A schedule of ratios for Chocco plc for 2019 and 2018.
1.Return on Capital Employed: for determining the organisation’s profitability and capital efficiency, the return on the capital employed ratio is measured. This ratio helps to know how perfectly the organisation is making a profit from its capital. Financial managers use this ratio for analysing an investment organisation.
	The format of ROCE is = 

	ROCE for year 2019=  = 8.581%
	ROCE for year 2018= = 7.655%


2.Returen on Equity: Return on Equity (ROE) is measure by the net income and Equity of the owners. By dividing the net income by owner’s Equity, the organisation can measure the return on Equity. The Equity is calculated by deducting debt from assets, and it can be called return on net asset. This ratio can be a measurement of the profitability of the organisation about the owner’s Equity of the organisation (Nikolai, 2014).  
	Return on Equity = 

	ROE for year 2019=  = 13.957 %
	ROE for year 2018=  =12.568%


3.Earning per Share: Earnings per share (EPS) is measured by the earnings divided by the number of common shares. Earnings per share is considered as the financial health of an organisation. The analysts mainly use earnings per share for finding the strength of the organisation. The earning per share is a part of the net income. The higher the earning pe share then higher the organisation can pay for the shareholders.
	EPS = 

	EPS for 2019 = = 3.52 p 
	EPS for 2018= = 2.48 p 


4.Gross Profit Margin: Gross profit margin is measured by dividing the gross profit by sales. After deducting the price of the sold products from the sale of the products, the leftover money is called the gross profit. Sometimes the percentage of sales is measured by the gross profit ratio.
	Gross profit margin= 

	Gross profit margin for year 2019= = 51.988 %
	Gross profit margin for year 2018= = 51.932 %


5.Asset Turnover: Asset turnover mainly measures by dividing the revenue by assets. This turnover ratio measures the organisation's asset efficiency. When the turnover is higher, the profit is higher than the organisation is earning, but when the turnover is lower, the profit the organisation is making is lessened. This turnover is measured from two consecutive years of ratio analysis (Norgaard, 2016). The turnover ratio is calculated annually. The higher the turnover the performance is better, and the profit from the assets are more increased. The turnover ratio can vary from organisation to organisation. For example, an organisation is the same asset-based which has better sales volume. So that the organisation has a higher turnover ratio, in another way, some organisation has more asset but low turnover like real estate business. 
	Asset turnover = 

	Asset turnover for year 2019 = = 2.18
	Asset turnover for year 2018 = = 2.21


6.Stock Holding Period: by dividing the inventory to cost of sales, an organisation can measure the stock holding period. Between the buying and selling of stock, the period is called the stock holding period. The purchase time of property and selling time of the property will be called a long-term stock holding as well as the time of the buying security and time of sale of the deposit can be called a short-term stock holding partners (Finney, 2017). The capital gain can be measured by stock holding period as well as a capital loss. The long-term holding is more than one year, and the short term will be less than one year. Payments of dividend can also be a holding time. This method is used for comparing and knowing the investment held over a different period. This stock holding period is calculated based on the return from the asset. The higher the holding period, the higher profit can be earned from the organisation.
	Stock holding period = 

	The stock holding period for year 2019= = 80 days 
	The stock holding period for year 2018= = 74 days 


7. Debtors Collection Period: Debtors collection period is measured by dividing the trade receivable by credit sales. This calculates to know the collection period to know if there is enough cash on hand. For fulfilling the financial obligation, cash in writing needs to stay, so this measurement is right for this information. This measurement can know the effectiveness of the management. For understanding the best way to manage the organisation average collection period needs to be worked by the organisation quickly.
	Debtors collection period =  

	The debtor's collection period for year 2019=  = 71 days 
	The debtor's collection period for year 2018=  = 73 days 


8. Current Ratio: Current ratio measures by dividing the current ration from the current liability. By measuring the current ratio, an organisation can know the ability to pay the short-term liabilities in the short term like within one year. By this ratio, an investor can see how the organisation can maximize the current asset. Current assets are, cash, accounts receivable etc. That record in the balance sheet and current liabilities are accounts payable, tax payable etc. Which also records in the balance sheet (Powers, 2014). The lower current ratio indicates the high sick, and the higher current rate suggests low risk. But the current ratio cannot be too much higher than the general group. If so, then the organisation is not running correctly.
	Current ratio= 

	The current ratio for year 2019= = 0.917
	The current ratio for year 2018= = 0.773


9.Gearing Ratio: The debt dividing measures gearing ratio by the sum of debt and Equity. It compares the debt-equity to its debt. The gearing ratio measures the leverage of the organisation. The higher gearing ratio, the higher the power of the organisation. This shows that the organisation's equity capital and debt financing situation.
	Gearing ratio= 

	Gearing ratio for year 2019= = 68.282%
	Gearing ratio for year 2018=  = 71.131%


10.Interest Cover: interest cover measured by the profit before interest divided with interest charges. This ratio measures how many times an organisation can overcome its payments with the existing earnings. The security margin of an organisation can be measured by this method. The lower interest covers, the higher the debt burden when the ratio is higher than the debt burden will be lower. If the part covers Less than 1.5, then it is a questionable situation for the organisation (Powers, 2014).
	Interest cover = 

	Interest cover for year 2019= = 2.74
	Interest cover for year 2018=  = 2.97
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[bookmark: _Toc55714987]Analysing the ratios concludes of Chocco plc: 
Analysing the ratios concludes that the organisation is more or less doing good. There is some ratio that has been increased from 2018 to 2019 (Horngren and Harrison, 2018). The organisation is doing well, but the interest cover is not doing so well. Interest cover decreases so that the organisation will face some problem as the organisation will not able to cover the debt burden of the organisation in the long run. The other ratios are all improving now. 
1.In the ROCE ratio shows that the rate was 7.655% in 2018 and 8.581% in 2019, the balance has been increased from 2018 to 2019, and this indicates that the organisational profitability and efficiency is in a good sate and the organisation can make a profit from its capital.
2. In the year 2018 the ROE was 12.568%, and it increased in 2019 by 13.957%, so it can be said that the organisation is profitable because the ratio is rising.
3. The earning per share is 2.48p in 2018, and it increased in 2019 to 3.52p so that the organisation can pay for the shareholders.
4. The gross profit ratio of 2019 is slightly increased by 2018. So, the organisation is making profit each year, and it is increasing day by day.
5. The asset turnover was 2.21 in 2018, but it decreased in 2019 by 2.18. The organisation needs to increase its asset turnover; otherwise, the profit from the assets will be less.
6. The stock holding period of 2018 is 74 days, where the holding period of 2019 is 80 days. It increases from 2018 to 2019.
7. In 2018 the debtor’s collection period was 73 days wherein 2019 the collection period decreases by 71 days, so the organisation is being appropriately managed because falling in debtor collection period is a positive sign for the organisation.
8. The current ratio for the year 2018 is 0.773, and it increased in 2019 by 0.917. The organisation is using its assets properly so that the current rate is rising.
9. The gearing ratio for 2018 is 71.131% which is more than 2019, which is 68.282%. The leverage of the organisation is decreased from 2018 to 2019.
10. The interest cover for 2018 is 2.97 and for 2019 is 2.74. The debt burden for the organisation is increased because the interest cover decreases from 2018 to 2019.
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Conclusion
Accounting is necessary for every business organisation. It allows the stakeholders to know the internal situation of the organisation. It helps the organisation tracking the income and expenses as well as profit and loss. It enables the organisation to understand the inner financial situation so that the organisation can improvise their strategy. Financial statements are mainly for helping the parties to know the best organisation for investing. It allows them to take the necessary decision.
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