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[bookmark: _Toc56289253]Introduction
Each entrepreneur and investor started to build or invest in financially stable businesses. They ought to study financial statements and evaluate these statements to find economically stable firms. Revenue and financial status statement are two main financial records that disclose a company's financial practices and results. The corporate world uses the income statement to visualize sustainability, investment value, and operational creditworthiness. They aim to illustrate what investors and managers make profit or loss over the period ending (Alexander, Britton and Jorissen, 2017). The financial statement seems to be an instrument to assess a company's financial health, assets, and stability. Ratio analysis results are a fundamental study by which an analyst can obtain simple insights into a company's financial wellbeing. This statement prepares two financial statements and lays out a schedule of ratio review for the financial results of the organisation.
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[bookmark: _Toc56285645][bookmark: _Toc56289255](a) Preparing Eccles plc's financial statements:
The income statement reviews the progress of a company's service over a span of time. It adds up the revenue, expenditures, gain and deficit that contributes to net income. The portion of these changes is exposed instead of simply introducing net changes in net assets (Kieso et al., 2019). Eccles plc's 2018 income statement is given below.
	Eccles plc
Income Statement
For the year ended 31st December 2018

	

	Particulars
	Amount (£)
	Amount (£)

	      Sales
	826,650
	

	      Credit sales
	980
	

	Net Sales
	
	827,630

	      Cost of sales
	
	(578,650)

	Gross Profit
	
	248,980

	 
	
	

	Operating Expenses:
	
	

	      Administrative expenses
	(30,000)
	

	      Directors remuneration
	(5,000)
	

	      Distribution costs
	(28,000)
	

	      Commission of Salesman
	(3,000)
	

	Total Operating Expenses
	
	(66,000)

	Operating Income
	
	182,980

	 
	
	

	Non-operating income or expenses:
	
	

	      Interest expense
	(2,000)
	

	Add: Interest due (W1)
	(2,000)
	(4,000)

	Profit before tax
	
	178,980

	Income Taxes
	
	(68,000

	Net Profit
	
	110,980



The financial position statements will obtain the type and amount of investments, debt payments and overall capital assets in the capital structure. The financial status statement thus leads to the forecasting of potential cash flows, their duration and their volatility (Nazir and Afza, 2019). The statement of Eccles plc's financial position for 2018 has been presented as follows:
	Eccles plc
Statement of Financial Position
As of the 31st December 2018

	

	Non-Current Asset:
	Amount (£)
	Amount (£)

	      Plant and equipment
	
	632,730

	Current Assets:
	
	

	      Ending Stock
	330,600
	

	      Debtors (170,125 + 980)
	171,105
	

	      Cash and bank
	12,900
	

	Total current Asset
	
	514,605

	Total Asset (A)
	
	1,147,335

	
	
	

	Current Liabilities:
	
	

	      Trade creditors
	(171,355)
	

	      Commission Due
	(3,000)
	

	      Interest Due (W1)
	(2,000)
	

	      Provision for taxes
	(68,000)
	

	Total Current Liabilities
	
	(244,355)

	Non-Current Liabilities:
	
	

	      4% Debentures
	
	(100,000)

	Total Liabilities (B)
	
	(344,355)

	Net Asset (A-B)
	
	802,980

	Equity:
	
	

	      Ordinary shares
	310,000
	

	      Preference shares
	300,000
	

	      Retained Earnings (W2)
	192,980
	

	Total Liabilities & Equity
	
	802,980



Workings:
	W1: Calculation of Interest due:                                                                   Amount (£)

	Interest for the Period
	4000

	Less: Interest Paid
	(2,000)

	Interest Due
	2,000



	W2: Retained Earnings:
	Amount (£)
	Amount (£)

	Beginning Retained Earnings
	
	132,000

	Add: Net Profit
	
	110,980

	Less: Ordinary dividend paid
	(20,000)
	

	          Preference dividend paid
	(30,000)
	

	
	
	(50,000)

	Ending Retained Earnings
	
	192,980
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Asset = liabilities + equity owner is indeed the fundamental equation of accounting. It must be made based on the equation of the financial position. Assets are located in one segment and liabilities and equities are located in another segment of the statement of financial status. A satisfactory financial status statement still balances. The followings are some explanations for balancing it:
With the help of the double-entry accounting system, the balance sheets are balanced on both sides. In the accounting equation of each financial transaction, a double-entry scheme states that equal and opposite influence should be found on at least two separate accounts (Khan and Mayes, 2019). The effect may be an increment in assets and a decline of assets or growth of assets and an increase of liabilities and equities or a fall of assets and liabilities and lower equity. Regardless of the consequence, it balances the equation on both sides.
The essence of the cash inflows and outflows is another explanation. An equivalent amount of decline in assets or an increase in liabilities would apply to each cash entry. Likewise, an equivalent rise or decrease in liabilities will arise with any cash outflow. So, the two hand scales. 
Another rationale for balancing the announcement of the financial condition is accrual accounting. Revenues and losses are remembered in accrual accounting if an economic transaction takes place instead of whether cash is traded. With any investment that results in a rise or reduction in net profit, an increase or a decline in equity would be paid for. For instance, if a cost happens, it flows into lower net benefit and equity. The rise in liabilities compensates for this. The balance is retained against the overall reserves (Nikolai, Bazley and Jones, 2019).
The financial status statement should be matched by the funding asset. For instance, a corporation is started with a £150 million issue and a bank offers another £150.000 million. The financial statement also includes debt and equity worth £300,000. Yet cash grows by £300,000, which is an advantage as a result of such investment practices. Liability and equity are therefore growing wealth fund. As a result, both are balancing side by side. 
Therefore, if any of the activities carried out on an enterprise are appropriately and adequately reported, it is assumed that all parts of the Financial Statement (asset versus liabilities/equity) are matched. For this reason, it seems to be known as the "Balance Sheet" (Khan and Mayes, 2019).
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Accounting relationships express the statistical association between an amount with another. The terminology is sometimes in proportionate or average per cent as well as rate. Relationship or ratio analysis seems to be a collaborative concept used to examine a company's financial position.
[bookmark: _Toc56289258](a) Planning for Chocco plc with a Schedule of Ratios:
A ratio schedule is always made here to evaluate Chocco plc's financial statements (income and financial status statements). The ratio schedule has been utilized to determine a company's earnings, financial stability, profitability, operating fund and capital framework (Shaftoe, 2017).
[bookmark: _Toc56289259]Profitability Ratios:
For the calculation of profits or financial performance of an enterprise over a given duration, profitability ratios have been applied. They demonstrate the productivity of an organisation in using resources to produce investment benefit and value.
	Gross Profit Ratio
	
2018
= 
= 51.93%
2019
= 
= 51.99%

	Operating Cost Ratio
	
Operating Cost = Distribution costs + Marketing and selling costs + Administrative expenses
2018
=  
= 
= 41.09%
2019
= 
= 
= 40.04%

	Operating Profit Ratio
	
2018
= 
= 10.85%
2019
= 
= 11.95%

	Net Profit Ratio
	
2018
= 
= 5.68%
2019
= 
= 6.40%

	Return on Capital Employed 
	
2018
= 
= 5.20%
2019
= 
= 5.97%

	Earnings Per Share
	
2018
= 
= 0.61
2019
= 
= 0.72

	Dividend Pay Out Ratio
	
2018
= 
= 65.57%
2019
= 
= 59.03%

	Dividend Yield Ratio
	
2018
= 
= 10%
2019
= 
= 8.30%

	Price Earnings Ratio
	
2018
= 
= 6.56
2019
= 
= 7.11
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Cash and instant cash ratio are related to short-term debt to cover such obligations and the efficiency of a company determines the efficiency. In contrast with its current liabilities, liquidity ratios operate with the liquid or almost liquid assets of an enterprise (Saleem and Rehman, 2011).
	Current Ratio
	
2018
= 
= 0.77: 1
2019
= 
= 0.92: 1

	Quick Ratio
	
Liquid Assets: Cash + Short-term investment + Trade receivables
2018
= 
= 
= 0.56: 1
2019
= 
=  
= 0.64: 1
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Working Capital Ratio research may use the existing assets to balance the capacities of a company's current obligations or liabilities (Britton and Waterston, 2013). For the lender to assess a business' liquidity, it is an imperative ratio, and how easily a firm can settle the debt by turning its illiquid assets into a liquid asset (Fortin et al., 2019).
	Inventory Turnover Ratio
	
2018
= 
= 4.70 times
2019
= 
= 4.57 times

	Debtors Turnover Ratio
	
2018
= 
= 5 times
2019
= 
= 5.39 times

	Debt Collection Ratio
	
2018
= 
= 73 days
2019
= 
= 67.72 or 68 days

	Creditors Turnover Ratio
	
2018
= 
= 4.73 times
2019
= 
= 5.55 times

	Average Payment Period
	
2018
= 
= 77.16 or 77 days
2019
= 
= 65.77 or 66 days

	Working Capital Turnover Ratio
	
Working capital = Current Assets – Current liabilities
2018
= 
= - 9.32
2019
= 
= -32.39
Both of them are meaningless in comparison.

	




Fixed Assets Turnover Ratio
	
2018
= 
= 0.83
2019
= 
= 0.91

	Capital Turnover Ratio
	
2018
= 
= 1.06
2019
= 
= 1.05
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Using capital structure ratios seems to be a measure of the long-term financial condition of the company. They also evaluate the risk with respect to the borrower's fund of a business.
	Debt Equity Ratio
	
2018
= 
= 2.46: 1
2019
= 
= 2.15: 1

	Proprietary Ratio
	
2018
= 
= 0.29
2019
= 
= 0.32

	Capital Gearing ratio
	
2018
= 
= 0.71
2019
= 
= 0.75

	Debt Service Ratio
	
2018
= 
= 3.98
2019
= 
= 3.74
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The measurement and ratio analysis for financial statements all seem to be devices that assess a company's financial performance. To evaluate its financial results and status Chocco Plc analyses these instruments:
Income Statement:
The benefit or loss of a company appears in the income statement. The revenue forecasting offers information about business revenue performances and the evidence they will forecast profits for the future (Mashkour, 2020), for financial managers and investors. Both years 2018 and 2019 show profits in the revenue statement of Chocco plc. It is a lucrative company in other words. But several improvements have been seen in 2018 and 2019. 
a) Revenue (Income) soared by 4.61* per cent in 2019. 
b) Operational income improved by 15.16* per cent. 
c) In 2019, the benefit from real assets selling amounted to £19 million, a former loss of £5m. Overall benefit on real assets is also £24 million. 
d) Administration spending dropped by 1.37 per cent. 
e) As a result, 2019's net profit rose by 17.76 per cent from £366 million to £431 million. It indicates that Chocco plc's financial output has increased over the year and is rising.

· Additional Calculation
 * [(6,738-6441)/6441]
 * [(805-699)/699]
Financial Statement: 
The financial condition review offers information to funding administrators and customers on the capital structure of a business relative to its rivals. Examination of particular objects on the properties provides investors with valuable insights (Welch, 2014). Comparative financial status analyses suggest a variety of improvements in Chocco's financial arrangement between 2018 and 2019. 
(i) The wealth component reduces all existing and non-current assets, which causes remission of 351m or 3.48 per cent in total assets. Although the main components of non-current assets (PPE) and assets (cash) increased, there was a general reduction in other existing and non-current assets. 
(ii) Retained earnings in equity amounted to £3.088m, a rise of over 6 per cent, from £2,912m in equity. This rise was attributed to the net profit increase in 2019. 
(iii)  Existing liabilities have reduced by £535m or 17.56 per cent in debt category. This means that Chocco has met the existing £535 million exchange and creditors commitments of Chocco plc. 
(iv) 6.04 per cent of the net asset have risen.  
(v) Thus, the study earlier indicates that although Chocco's gross asset dropped by 2019, the net assets again rose by the percentage growth in earnings as a result of the removal of further liabilities. This implies that Chocco plc has preferred retained revenues rather than exploiting additionally for its financial growth.
Ratio Analysis
One such way of measuring the success and productivity of a company is ratio analysis. That is the mechanism required to fully measure, assess and present the relation between the products in the financial reports (Weygandt, Kimmel and Kieso, 2016). The profitability ratios, operating capital ratios and ratios on capital structure a have been utilized for the ratio study of the liquidity ratios of Chocco plc. Liquidity ratios calculate the debt-paying capabilities of a short-term corporation (Elliott and Elliott, 2019). 
Two big liquidity ratios in an enterprise seem to be the current and acid test levels. The first measures short-term liquidity overall and the latter measures short-term liquidity immediately. Both of them have a norm of 1. Much, great. More, better.
i) Chocco plc's present ratio for 2018 was 0.77 and for 2019 it was 0.92. In 2019 the ratio was up, but still not favourable since it was below 1.
ii) The ratio is 0.56 for 2018, and 0.64 for 2019. Incidentally, the swift ratio is less than the present one since certain objects are rejected in a fast ratio. The present ratio is probably not a desirable rapid ratio.
In short, the company's short-term financial condition is therefore not solid.
Profit ratio tests management organisational performance. A variety of methods to assess profitability are being used here (Needles and Powers, 2012). Gross profit margin, net income margin and return on capital invested (R.O.C.E) represent the key ratios for profit calculation (Shaftoe, 2017).
i) The gross profit margin relationship advises consumers about the amount of gross profit for each dollar of sales received by a corporation. Growth in gross profit margin indicates a better return on revenue and productivity in turning goods into profits. The 2018 gross profit margin of Chocco Plc was 51.93 per cent, but it rose somewhat from 2019 to 52 per cent. Chocco Plc's gross profit margin reveals that almost 52 per cent of sales can be translated into profit. It was indeed a good outcome.
ii) The end result in income statements seems to be net profit. The net profit margin ratio indicates a company's money by finding its way to the result. It measures the share of revenue of any penny to benefit on a net basis. Net operating margin is 10 per cent in normal terms. Chocco Plc's 2018 net profit margin rose by 5.68 per cent and rose to 6.40 per cent for 2019. Compared with the gross profit margin, this is very modest and less than the norm. It indicates that Chocco Plc's operating as well as non-operating costs are high. 
iii) Capital gains employed (R.O.C.E) tests an enterprise's productivity in making a profit from exploiting its capital. Investors are generally used to assess the appropriateness of an investment in a business. In 2018, the ROCE of Chocco Plc stood at 5.20 per cent and for 2019 at 5.97 per cent. This results in a return of about 6 per cent, which is not a favourable number, per 1 pound of capital spending.
Thus, by evaluating the three key earnings, it has been learned that Chocco Plc's performance is not up to the mark. Although its gross margin is higher, two other ratios indicate low results.
Working capital ratios also calculate the capacity of the company and the financial stability of its short-term reserves, in accordance with the liquidity ratio (Moles and Terry, 2017). The inventory conversion rates, debtor sales ratios and borrower sales ratios are some major short-term finance working capital ratios. 

i) The turnover ratio for inventory calculates the inventory number of times for a business sold in a given period. Chocco Plc's inventory turnover seems to be 4.70 times for 2018 and 4.57 times for 2019, which is declining. It is reasonably good because it shows that Chocco sells chocolates fast.
ii) The debtor turnover ratio measures the number of times in a given period the business receives cash from its debtors. The Chocco Plc debtor turnover ratio is 5 times in 2018 for 73 days, and 5.39 times in 2019 for 68 days. In 31 days, the default debtor revenue ratio is 11.76 times. The percentage is also very poor in both years.
iii) Borrower turnover ratio calculates the pace at which a corporation pays its customers and creditors for a given period. In 2018 the Chocco Plc creditors' turnover ratio is 4.73 times for 77 days and in 2019 the overall turnover ratio for the period of collection is 5.55 times for 66 days. The 2019 ratio reveals that in 2019, Chocco pays more loans in a shorter period than in 2018. Investors and borrowers find it appealing (Needles and Powers, 2012).
The last form of the ratio is the ratio of capital structure. The percentages of the capital structure reflect how a company's capital is treated structurally. The debt/equity ratio and capital gearing were two of the most commonly used equity arrangement ratios (Kieso et al., 2019). 
i) The debt-to-equity ratio sets the average debt-to-equity weight. In 2018 and 2019, the Chocco share debt ratio was 2.46 and 2.15. This ensures that lenders have £2.46 while borrowers fund the investments with £1. For buyers, it would be enticing, but not so good for creditors. 
ii) Capital gearing analyses equity-to-fixed-interest bearing fund capital structure including long-term debt. In 2018, the Chocco Plc's capital gearing ratio was 0.71 and in 2019, it was 0.75. As the ratios are smaller than 1, Chocco Plc is very well prepared.
[bookmark: _Toc56289264]
Conclusion
For any investor and financial analyst, the financial analysis seems to be a necessary prerequisite. This shows a company's sustainability, creditworthiness, viability, or feasibility for a capital investment guarantee. It allows money managers to decide about the future. An expert reviews a company's financial statements and afterwards examines the details gathered to determine the ratios. Ratios demonstrate quantitative data's statistical correlation used to compare financial data with opponents (Khan and Mayes, 2019). The value of a corporation will be calculated by the compilation of financial statements and the review of such statements. These analysis techniques would be utilized for various reasons by owners, borrowers, lenders and the stakeholders concerned. The expert also needs to be more cautious in carrying out a company's financial review.
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