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Introduction:
The assignment revolves around various accounting and financial concepts. Accounting and Financial concepts of a company uses the basic rules of the accounting fundamentals used in recording business transactions and preparing accounts which tells the financial position of the company Starting with income statement and financial statement of Eccles plc. Moving towards the balance sheet and it is worth mentioning that balance sheet is always equal due to the double entry accounting system, which means every transaction must be recorded in at least two accounts. Due to this reason balance sheet will always match. Apart from this it moves toward the financial ratios of Chocco PLC, as ratios are quite important and provide quite insights which our normal absolute figures cannot give us. Over all financial ratios of Chocco improved with the time (Dr.S.T.Surulivel2, d. .,2017). 
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	Income Statement for 2018

	Description
	Amount

	Sales
	   826,650 

	Credit Sales
	           980 

	Cost of Sales
	- 578,650 

	Gross Profit
	   248,980 

	Admin Exp
	-    30,000 

	Dist. Exp
	-    28,000 

	Commission
	-      3,000 

	Director 
	-      5,000 

	Operating Profit
	   182,980 

	Interest 
	-      2,000 

	EBT
	   180,980 

	Tax
	-    68,000 

	PAT
	   112,980 



	Current Assets
	 
	Amount

	Inventory
	 
	      330,600 

	Debtors
	 
	      170,125 

	Director remuneration
	 
	           5,000 

	Cash and Bank
	                                        12,900 
	           7,900 

	less: Director remuneration
	                                          5,000 
	 

	Other receivable
	 
	               980 

	Total Current Assets
	 
	      514,605 

	Non-Current Asset
	 
	 

	PPE
	 
	      632,730 

	Total Assets
	 
	   1,147,335 

	 
	 
	 

	Current Liabilities
	 
	 

	Creditors
	 
	      171,355 

	Tax Liability
	 
	         68,000 

	Salesmen commission
	 
	           3,000 

	Non- Current Liabilities
	 
	 

	Debentures
	 
	      100,000 

	Total Liabilities
	 
	      342,355 

	Equity
	 
	 

	Ordinary Shares
	 
	      310,000 

	Preference Shares
	 
	      300,000 

	Retained Earnings
	 
	      244,980 

	Dividend paid
	 
	-       20,000 

	Preference dividend paid
	 
	-       30,000 

	Total Equity
	 
	      804,980 
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As modern accounting is based on double entry system, which means every transaction that happens in the business will not only record in one account, but it will be recorded in at least two different accounts, it can be more than accounts as well but two is the minimum (Hilkevics, S. ,2019).
For example: consider a company buys good for selling purposes. Due to this transaction (assuming goods are bought on cash) company cash account will be credited by the amount of goods but on the other side the inventory account will be debited by the same amount and our assets side will be balanced again. So that’s how the statement gets balanced and it reflects in the financial position of the company also. 
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The ratio calculation is done in various parts such as it is dividend in profitability ratio, liquidity ratio, solvency ratios and efficiency ratio (Myšková, R.,2017).
· Profitability ratio tell us about the profitability of the company because absolute figures can be confusing and may be, they do not represent the true picture of the company. So, we analyze profitability ratio to get the actual standing of the company. This ratio includes gross profit margin, net profit margin and operating profit margin etc.
· Liquidity Ratios: These ratios tell us about the liquidity level of the company and how they will manage it. If this ratio is greater than 1 then it means it has sufficient current assets to pay off their short-term dues. On the other side if its smaller than 1 then it will not have enough assets to meet its short-term obligations from its short-term assets. This ratio includes current ratio and cash ratio etc (THEOGENE, H., 2017).
· Solvency Ratios: Like above ratio this also measures the ability of a firm but over here it measures the long-term ability of the firm to pay off the long-term obligations based up on the cashflows of them firm. Plus, it measures the health of the firm in financial terms. This ratio includes debt-to-equity and interest coverage ratio etc.
· Efficiency Ratios: This ratio tells us about the efficiency of the organization in terms of how their assets are operating to generate revenue or how they are managing their expenses. This ratio mainly includes asset turnover (which tells us about the efficiency of the assets), days of receivables, days of payables, inventory turnover, operating cycle and cash cycle (Miles, W., 2019).








	Description
	2019
	2018

	Profitability Ratios
	 
	 

	Gross Profit Margin
	52.0%
	51.9%

	Net Profit Margin
	6.4%
	5.7%

	Liquidity Ratios
	 
	 

	Current Ratio
	          0.92 
	          0.77 

	Cash Ratio
	          0.08 
	          0.06 

	Solvency Ratios
	 
	 

	Debt-to-Equity
	          1.34 
	          1.42 

	Interest Coverage Ratio
	          3.58 
	          3.86 

	Efficiency Ratios
	 
	 

	Asset Turnover
	          0.69 
	          0.64 

	Accounts receivable days
	              68 
	              73 

	Account payables days
	              66 
	              77 

	Inventory days
	              80 
	              78 

	Cash Cycle
	              82 
	              73 
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1) Profitability Ratio 
If we look at the profitability ratio (gross profit margin) it is quite high and it increased a bit from 2018 to 2019 from 51.9% to 52%. Both the cost and sales figure rose during the year, but sales figure rose at a faster pace as compared to cost. This is why our gross profit margin has improved. On the other side if we look at net profit margin it has rose as well 5.7% to 6.4%. The sales figure rose with much higher pace that all other expenses below gross profit also rose except admin expenses, but their pace was lower than sales pace that’s why our net profit margin increased (Ferrero, S., 2020). 
2) Current Ratio 
If we look at the current ratio of Chocco PLC we can see that its less than one in both years, in 2019 and 2018 it stood at 0.92 and 0.77. This means that their current assets aren’t sufficient to meet their short-term obligations and they will need other sources in order to pay their short-term dues. Plus, if we analyze cash ratio which only considers the cash in current ratio is also quite low which means they do not have enough cash to meet their short-term obligations and they will have to go for other assets and liquidate them to get funds. 

3) Interest Coverage Ratio  
Their interest coverage ratio stood at 3.58 and 3.86 in 2019 and 2018. This ratio means that from their operating income or income before tax and interest they can pay around this much time their interest on the debt.  If this ratio goes down then they will face difficulty paying the interest and might end in default.  From this ratio we can analyze the strength of the company to pay the interest. Because if they default on the interest then they might end up in bankruptcy.  Chooco PLC has this ratio above 3 which is quite good which means they have the ability to pay their interest by 3 times. However, there is slight downfall, but it is quite minor (Okeke, R.C. and Nwankpa, L.O., 2017). 
4) Debt to Equity Ratio   
Debt to equity ratio tells us about the capital structure of a company. As we know capital is composed of equity and debt and this ratio tells how much weight does debt has in terms of equity. In case of Chooco Plc their debt-to-equity ratio has reduced from 1.42 to 1.34 from 2018 towards 2019. If we analyze the reason for it we can see that there increase in debt but on the other side there is an increase in equity as well. If we further dig down in equity, we can see that there is an increase in retained earnings section of the organization. Again, we can link this with our profitability ratios and other efficiency ratios. As from 2018 to 2019 our gross and net profit margin has increased due to increase in sales figure this means in the end company has more profit which later on goes to the equity side and support the increase in retained earnings and later on decrease in debt-to-equity ratio. Further, we can make a link between efficiency ratio of Chooco PLC and Debt-to-Equity ratio in a way that from 2018 towards 2019 their assets efficiency has increased which means that assets are generating more revenue as compared to last year this will increase the sales and other profitability ratios and from above ratios, we see that it happened and later on this increase will pass on to the equity section and increased the retained earnings and reduce the debt-to-equity ratio (Ogneva, M., Piotroski, J.D., 2020)  
5)  Efficiency Ratio 
If we analyze their efficiency ratios, we can see that their asset turnover ratio has increased from 64% towards 69%. This ratio tells us that how a company is using their assets to generate revenue. In Chooco PLC case their assets are working above the 60% of their value, it means they are generating revenue which is equal to around 60-70% of their value. We can see an increment from 2018 towards 2019 which also means that there have started to utilize their assets in more efficient way and if we link it with profitability ratios, they both have showed the same trend. Because when the assets started to improve their utilizations level it has increased the sales figure at much higher pace as compared to the cost. 
Lastly, we will analyze cash cycle and its components. If we look at receivable days it will tell us how many days will it take if we sell goods on credit and receive cash from those customers. For Chooco plc we can see that the days reduced from 73 towards 68 which means we will receive cash faster and our money will be blocked for lesser days as compared to the previous year. Further if we look at payable days it will tell us from the suppliers from whom we have taken goods on credit, how long will it take us to pay our suppliers. As we can see that from 2018 towards 2019 this ratio reduced which means we are paying faster as compared to last year. This can be linked with previous ratio in a way that we are getting paid earlier from our debtors and in return we are paying earlier to our creditors (Ostanaqulov, A., 2018).  
However, if we take long to receive funds from our customers, we might face issues related to liquidity as our cash will be blocked. On the other side if we pay our suppliers late then it might end up in bad terms with our suppliers as they might not give us goods on credit terms in future or in extreme case, they might refuse us to give us goods. If we analyze our cash cycle for Chooco plc we can see that it has increase from 2018 towards 2019. If we analyze inventory days it has increased from 2018 towards 2019 from 73 to 82. This means it will take us more time to sell inventory. Overall cash cycle has increased. Cash cycle tells us how long the chooco plc will be deprived from its cash because cash cycle covers all the stages of goods such as from buying it from the suppliers, then keeping it has inventory and lastly selling it on credit and getting funds from them. In our chooco plc case inventory is taking a longer time to sell that’s why our cash cycle has increased otherwise rest of the two components has showed us a downfall in absolute terms (Florou, A., Kosi, U., P.F., 2017).
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Over all if we look from 2018 towards 2019 the financial position of the Chooco PLC has improved. The company was more leveraged in 2018 whereas, now it has reduced its leverage status by increasing the equity section by increasing the retained earnings. Whereas there isn’t any dividend policy of the Chooco which could be interpreted as it has some profitable ventures in near future and chooco plc wants to save funds because external financing such as raising debt or equity could be costly. Whereas internally generated finance is the cheapest one and, in our case, their retained earnings has improved so it is quite positive. 
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Following are the formulas that are using in the calculations for the ratios:
· Gross Profit Margin: Gross profit divided by the sales.
· Net Profit Margin: Net profit divided by the sales.
· Current Ratio: Current Assets divided by Current Liabilities.
· Cash Ratio: Cash divided by Current Liabilities.
· Interest Coverage Ratio: Earnings before interest tax and depreciation divided by Interest expense.
· Debt to Equity: All the interest-bearing loans either short or long-term divided by the equity.
· Assets Turnover: Sales divided by all the assets of the organization. 
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