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Accounting fundamentals are the necessary standards and principles of maintaining the accounting books which organisations need to follow as per the IFRS (International Financial Reporting Standards). It is necessary to comply a unified and systematic approach of accounting practices and using these accounting fundamentals this report has been prepared for measuring the financial performance and analysing those performance of Eccles plc and later Choco Plc. Financial performance analysis is a great way an organisation can understand its financial strengths and weaknesses.  
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Eccles Plc
Income Statement
For the Year ending 31st December, 2019 
(Amount in £)
	Particulars
	Column 1
	Column 2
	Column 3

	Sales revenue
	826650
	
	

	Add: Unrecorded credit sales
	980
	827630
	

	Less: Cost of sales
	
	578650
	

	Gross Profit
	
	
	248980

	Less: Selling & Administrative Expenses
	
	
	

	    Distribution Cost
	28000
	
	

	    Add: Sales commission
	3000
	31000
	

	    Administrative Expenses
	
	30000
	

	    Directors remuneration
	
	5000
	

	Total Selling & Administrative Expenses
	
	
	66000

	Operating Profit/ Earnings Before Interest & Tax
	
	
	182980

	Less: Non-operating expenses
	
	
	

	    Interest Expense
	2000
	
	

	    Add: Accrued interest expense
	2000
	
	4000

	Earnings Before Tax
	
	
	178980

	Less: Corporate Tax
	
	
	68000

	Earnings After Interest & Tax
	
	
	110980

	Less: Preference dividend payment
	
	
	30000

	Net Income Available to the ordinary stockholders
	
	80980



Eccles Plc

[bookmark: _Toc56187459]Question -01 (b) Explanation of the reasons why the statement of financial position balances

There are several reasons why the statement of financial position balance and the most important one is it is followed by the double entry accounting system which means every e ledger transaction has equal and balancing impact on both sides of an accounting book and that's why the statement of financial position balances (Phillips and Libby, 2011). As every transaction is recorded in two different accounts and there is a checking system and that's why this checking system makes the statement of financial position to be balanced and also the other accounting books to have a balanced impact in the similar way. Every accounting transaction is recorded in two sides of debit and credit which means they will have a counterbalancing effect in the ultimate balance of an accounting book and that’s why Asset side equals the liability and Owner’s equity (Lanen, 2010). 
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Question- 02 (a) Schedule of Ratios for Choco plc 
With the income statement and financial statement information of Choco plc, the following ratios have been calculated-
	Liquidity ratios
	2018
	2019

	Current ratio
	0.773145
	0.917164

	Quick ratio
	0.556796
	0.635205

	Cash ratio
	0.134274
	0.137794



Current ratio Calculation: (total current asset/total current liability)
2018:  = 0.77
2019:  =0.92
Quick ratio Calculation: (cash and cash equivalents + accounts receivables)/ total current liability 
2018:  = 0.56
2019:  =0.63
Cash ratio calculation: (cash and cash equivalents/ total current liability)
2018:  = 0.13
2019:  = 0.14
	Profitability ratios 
	2018
	2019

	Gross profit margin
	51.93%
	51.99%

	Net profit margin
	5.68%
	6.40%

	Return on asset 
	3.63%
	4.43%

	Return on equity 
	12.56%
	13.96%



Gross profit ratio: (gross profit/total sales revenue)
2018:  *100 = 51.93%
2019: *100= 51.99%
Net Profit margin: (net profit/total sales revenue)
2018: *100 = 5.68%
2019: *100 = 6.40%
Return on asset: (net profit/total asset)
2018:  *100= 3.63%
2019: *100 = 4.43%
Return on equity: (net profit/total equity)
2018: *100 = 12.56%
2019: *100 =13.96%
	Leverage ratios
	2018
	2019

	Debt to equity ratio
	2.463942308
	2.152849741

	Debt ratio
	0.711311589
	0.682826623

	Interest coverage ratio
	3.86 times 
	3.56 times 



Debt to equity ratio: (total debt/total equity)
2018:  = 2.46
2019:  =2.15
Debt ratio: (total debt/total asset)
2018:  = 0.71
2019:  =0.68
Interest coverage ratio: (operating profit/interest expense): 
2018:  = 3.86 times
2019:  =3.56 times
	Efficiency ratios
	2018
	2019

	Accounts Receivable turnover
	5.004662
	5.31388

	Inventory turnover
	4.698027
	4.732992

	Asset turnover
	0.638545
	0.679816



Accounts receivable turnover: (total credit sales/average accounts received)


Accounts receivable turnover: (total credit sales/average accounts receivable)
2018:  = 5 times
2019:  =5.31 times
Inventory turnover: (cost of sales/average inventory)
2018:  =4.7 times
2019:   = 4.73 times
Asset turnover: (total sales revenue/average total assets) 
2018:  =0.64
2019:  =0.68
	Market ratios
	2018
	2019

	Earnings Per Share
	0.61
	0.718333333

	Price earnings ratio
	6.557377049
	7.127610209

	Dividend per share
	0.403333333
	0.425

	Dividend pay-out ratio
	0.661202186
	0.591647332



Earnings per share: (net income-preferred share dividend)/number of shares 
2018:  = 0.61
2019:  = 0.72
Price earnings ratio: (the average share price/earnings per share)
2018:  = 6.55
2019:  =7.13
Dividend per share: (total dividend/number of shares outstanding)
2018:  = 0.40
2019:  = 0.425
Dividend pay-out ratio: (total dividend/net income)
2018:  = 0.66
2019: =0.59
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Statement of Financial Position
Prepared at 31st December, 2019
(Amount in £)
	Particulars
	Column 1
	Column 2
	Column 3

	Non-Current Assets:
	
	
	

	  Plant & Equipment
	
	632730
	

	  Total non-current asset
	
	
	632730

	Current Asset:
	
	
	

	  Cash & Bank
	
	12900
	

	  Trade receivables
	170125
	
	

	   Add: Unrecorded credit sales
	980
	171105
	

	   Closing Inventory
	
	330600
	

	   Total current asset
	514605

	Total Asset
	1147335

	Current Liabilities
	
	
	

	   Trade Payables
	
	171355
	

	   Accrued tax expense
	
	68000
	

	   Accrued sales Commission
	
	3000
	

	   Accrued interest expense
	
	2000
	

	  Total Current Liabilities
	
	
	244355

	Non-Current Liabilities
	
	
	

	   4% Debenture
	
	
	100000

	Total Liabilities
	344355

	Shareholder's Equity
	
	
	

	  10% £1 preference shares
	
	300000
	

	  £1 Ordinary shares
	
	310000
	

	   Retained Earnings at 1st January, 2018 
	132000
	
	

	   Add: Net profit
	80980
	
	

	   Less: Ordinary Dividend Payment
	20000
	
	

	   Retained Earnings at 31st December, 2018 
	
	192980
	

	Total Shareholder's Equity
	802980

	Total Liability & Shareholder's equity
	1147335






Question-02 (b): commenting on the financial performance and position of Choco plc
· Liquidity indicators: Liquidity ratios are often used to measure the financial capability of a firm to meet the future short-term obligations of the firm (Phillips and Libby, 2011). Current, quick and cash ratio has been calculated in this regard. And the data shows that Choco Plc have a stable performance in terms of all three liquidity indicators as the ratios along 2018 and 2019 remains almost static. As the current ratio is 0.77 and 0.92 it means the company’s capacity to meet short term obligations of £1 are well enough. Though the current ratio has slightly improved in 2019, the company is required to improve its current ratio further to improve the financial the solvency of the company. Quick ratio is also stable. And the cash ratio is not too much and not too less which means there is no idle cash being unused in Choco plc. 
· Profitability indicators: Profitability ratios are used to assess the managerial efficiency of a firm in generating profit in relation to all types of expenses incurred by the firm to earn revenue for the firm. ROA, ROE, gross profit margin and net profit of Choco plc indicate that compared to 2018 the company was more profitable in 2019. The gross profit margin is above 50% in both years but the net profit margin is slightly low. The return on equity is 12 to 13% of every 100-taka equity invested in Choco plc. 
· Leverage indicators: The leverage ratio is used to assess the composition of funds the firm has used to finance its asset structure for the purpose of evaluating the long-term financial solvency of a firm. The debt to equity ratio of Choco plc indicates that it has less amount of debt in capital structure which is 0.71 and even lower in 2019 which is 0.68. So, in 2019 the company’s rate of equity financing was higher compared to debt financing. But the interest coverage indicates a decrease from 2018 to 2019 by 0.30 times due to large interest expense. 
· Efficiency indicators: Efficiency ratio measures how effectively the management of a firm is managing and using its asset structure to generate revenue for the firm (Lanen, 2010). All the indicators like accounts receivable, inventory and asset turnover etc. indicate that Choco plc was more effective in 2019 compared to 2018. Accounts receivable turnover increased by five times in 2019 from 4.7 to 5.2. Inventory turnover also increased from 4.69 to 7.3 which represents greater efficiency also. The dividend per share also increased in 2019 due to issuing preferred shares dividend. The pay-out ratio also was higher as net income was higher in 2019 compared to 2018. 
[bookmark: _Toc56187462]Conclusion
From the above analysis of Eccles Plc and Choco plc, the application of financial accounting tools and techniques have been presented accordingly. This will help both the company understand their financial performance at one period of time and comparison of the financial performance will help them find the gaps, critical issues to consider for better performance in future. 
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