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Introduction 
Business organisation is established for the welfare of all levels of society and especially for the needs of the individuals and organisations to reduce time. In practice, business organisation play a vital role in the overall wellbeing of all levels. That is why accounting is a useful weapon for business organisations. People’s daily life is thoroughly involved with accounting. Accounting systems is occupied in both political and social aspects (Bodie and Merton, 2017). Accountancy is the measurement, processing, and communication of financial and non-financial information. There are some accounting kinds, such as financial, management, external, tax, and cost accounting. Accounting is mainly made for the internal and external users of the organisation. Accounting records in statements like financial statement, balance sheet, shareholder's equity, etc. Summarization of the statements is presented in financial reports, and the reports are also called bookkeeping (Kester, 2011). There are two methods of bookkeeping, single-entry bookkeeping and double-entry bookkeeping. Sole Proprietorship business holders mainly use single-entry bookkeeping, and other types of business holders like partnership, corporation, public limited company, and private limited company use a double-entry system. Luca Pacioli invented the double-entry system in 1494 in Summa de arithmetica, geometria. Proportioni et proportionalita.


[bookmark: _Toc56032426][bookmark: _Toc56032345]Question 1(a)
[bookmark: _Toc56032427]Financial statement of an organisation
To know an organisation's financial performance, the internal and external users need to analyse the reporting statement, which is called the financial information of an organisation. Financial report is an important element of financial performance but also balance sheet and owner's equity statement (Hermanson, Edwards and Maher, 2012). All the statements are connected. There is an equation: 'A=L+OE', where A refers to Asset, L refers to liability. OE refers to the Owner's Equity, which means the organisation's assets will equal the sum of Liability and owner's Equity. In the financial statement, an organisation records its net profit after taxation. In the balance sheet, an organisation records its total assets, total Liability, and total owner's Equity. In owner's equity is the owners' investments. 
Eccles Plc wants to record their Income statement for the end of the year 2019. After collecting all the revenue from activities for operating and conducting operational activities of Eccles Plc, they can get the final income statement. Here shows the income statement of Eccles Plc. The statement is on December 31, 2019.
INCOME STATEMENT TABLE
	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


In balance sheet is for knowing the state of the organisation through its assets, Liability, and owner's Equity. The balance sheet complies with the equation A=L+OE, so the users of the balance sheet see the asset-liability and owner equities financial state (Horngren and Harrison, 2015). In this statement, it shows that the assets is equal to the sum of the Liability and the owner's Equity. The balance sheet of Eccles Plc for the year 2019, December 31, shows the same equation.
BALANCE SHEET STATEMENT TABLE
	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 December 31 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 on January 1, 2018
	180980
	
	

	Total Equity
	
	
	790,980


[bookmark: _Hlk56031847]In retained profit statement, there shows profit which will be saved for the future investment for the organisation (Kester, 2011). By this statement, the users can know the organisation's financial state's profit that has been earned and spent by the organisation. The retained profit formula was used to know the owner's equity statement of the organisation Eccles Plc for the year 2019, December 31.
OWNER'S EQUITY STATEMENT TABLE
	Particulars
	£m

	Retained profits at January 1 2018
	132,000

	Profit for the year
	78,980

	Preference dividend paid 
	(30000)

	
	180,980


The above tables how the organisation Eccles Plc records their statements and how much profit or loss they gained in 2019 (Kimmel, 2018). How much asset and liability as well as owner's equity they have and how much retains earning they are having for the future investment of the organisation.
[bookmark: _Toc56032428][bookmark: _Toc56032346]Question 1(b)
[bookmark: _Toc56032429]Financial Position Statement always balances
The financial position statement has another famous name in accounting, and that is called the balance sheet. In this statement, the organisation can know the financial situation of the organisation's assets, liability, and owner's equity. There is an equation 'A=L+OE, ' which is referred to in this statement (Meigs and Meigs, 2011). A for Assets, L for Liability, and OE for Owner's Equity, so it can be said that the balance of the assets of the organisation will be equal to the sum of the Liability and owner's Equity of the organisation in this statement and that is why financial position statement always balances.
In the previous question, it can be seen that the financial position of Eccles Plc has been balanced by their assets, Liability, and owner's Equity. The financial position statement will help the organisation Eccles Plc measure their financial risk, business risk, liquidity risk, and credit risk for its future benefits.
'A' from 'A=L+OE'
Asset is the main component of an organisation; without an asset, an organisation cannot run its financial activities. Every organisation works for making a profit and for-profit, every organisation needs to invest money (Porter and Norton, 2018). Assets are mainly for gaining future profit from the organisation, and these assets can be both long term and short term. Long-term assets will have a financial benefit more than one year of a certain period, and on the other hand, the short-term assets will have a financial benefit within one year of a certain period. Short-term assets give frequent and less financial benefits, where long-term assets give big and long-term financial benefits. By classifying the nature of the assets, they can be written in the financial statement, and the classification of the assets are:
1. The products which will be bought for selling purpose is called the inventory. Inventories can be classified by raw materials, work end products and work in progress products.
2. Cash can be the most important asset for an organisation. Short term investments are convertible into cash. Cash is a current asset.
3. Accounts receivable are those who have not paid but will pay in the future for the organisation's sold goods. These people are the organisation's current assets, and this term calculates by deducting the bad debts from the total account receivable term.
4. There can be a fixed asset with two classifications, which are tangible and intangible assets. Tangible assets can be and physically can be touched like building, vehicle, and land, whether intangible assets are those assets that cannot be seen (Raiborn, 2015). Still, it has a financial value like patent, copyright, and trademark.
'L' from 'A=L+OE'
Liability is the second component of the financial position equation, where the liabilities of the organisation records. Lability is the obligation of the 3rd party. When a business owns money to someone outside of the organisation, it is a liability for the organisation. Liability is also can be long term and short term. The long-term liability is debentures for more than one year, whether short time liability is unearned revenue, income taxes payable, etc. Unearned revenue is when a buyer doesn't give money timely (Schrader, Malcolm and Willingham, 2019). The account for earned revenue become unearned revenue as a liability. Income taxes need to be paid but didn't pay records as income tax payable. By classifying the nature of the liability, they can be written in the financial statement, and the classification of the liabilities are:
1. Loans taken for less than one year and need to pay within one year are called short term loans. Invoice financing is a short-term loan that needs to pay within one year.
2. Loans taken for more than one year and need not to pay within one year are called long term loans. Government debt, mortgage, bonds, and debenture are the example o long term loans.
3. Current tax is a tax that the organisation needs to pay to the government or the state. This tax is a short-term liability that needs to pay every year to the government.
'OE' from 'A=L+OE'
Owner's equity is the money that has been given to the organisation by the owners. Owner's equity shows the present financial state of the owners of the organisation. After calculating the total assets and total liability, the owner's equity can be measured by deducting total liability from total assets. The interest over the organisation by the owner is called the owner's equity (Wixon and Cox, 2012). Shareholders are the owner of an organisation. By classifying the nature of the owner's equity, they can be written in the financial statement, and the classification of the owner's equity are:
1. The money that has been given by the owners is the main equity, and they are called the share capital.
2. After distributing profit to the essential stakeholders, the organisation reserves some money for future benefits like future investments is called retained earnings. Retained earnings is an essential owner's equity because this the money of the owner also.
3. When the organisation reserves money for some long-term asset like property and equipment, that is called a revaluation reserved. This term affects the owner's equity when it is again in revaluation reserve.
So, the financial position statement will always balance because of its nature. It helps the organisation knowing some risks like business risk, operational risk, and market risk. The future financial Income can be estimated by analysing the financial position statement.


[bookmark: _Toc56032347][bookmark: _Toc56032430]Question 2(a) 
[bookmark: _Toc56032348][bookmark: _Toc56032431]A schedule of ratios for Chocco plc for 2019 and 2018.
1. [bookmark: _Hlk56031838]ROCE or return on capital Employed will determine the profitability and efficiency of Chocco plc. By dividing the operating earnings of Chocco plc with the capital employed of Chocco plc, ROCE or return on Capital Employed will be measured (Bodie and Merton, 2017). With this method, the organisation can know the difference between the ROCE of Chocco plc from 2018 to 2019.
	

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


2. The method of calculating ROE is to divide Net Income (annual) by Shareholder’s Equity and to multiply it will 100%. Return of interest measures to know the profitability of the owners of the organisation Chocco plc.
	

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


3. The process to calculate EPS is to subtract Preferred Dividends from Net income and divide the result by Weighted Average Share Outstanding. Chocco plc’s financial health will be measured by earning per share (Kester, 2011). An organisation needs to know the earning form its share to calculate the profit. Its is a part of the net income. The shareholders will be paid more if the earning per share is good.
	

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


4. To Calculate the Gross Profit Margin, we would need to Subtract COGS from Net sales and divide it by Net Sales and multiplying the resultant value by 100%. Chocco plc is a profitable organisation, and it needs to know its gross profit margin to know if the organisation can know whether it can make enough profit or not.
	

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


5. [bookmark: _Hlk56031935]The method of calculating Asset Turnover Ratio is to divide Net Sales by Average Total Assets. Higher Assets turnover refers to an excellent profitable organisation where lower turnover refers to an organisation which is not making a profit (Porter and Norton, 2018). Asset-based Organisations has higher asset turnover as well as sales-based organisation has lover asset turnover. Chocco plc needs to calculate the turnover ratio annually so that it can know the actual performance of the assets of the organisation.
	

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


6. The method of calculating Inventory Days is to divide the average inventory by the average daily cost of goods sold. Long term stockings of inventory are called the long term inventory days where short term stocking of inventory is called short-term inventory days. There is some holding time such as the property which is long term and raw materials which is short term. 
	

	Inventory days for year 2019= = 77 days 
	Inventory days for year 2018= = 39 days 


7. [bookmark: _Hlk56031951]The method of calculating the debtor’s collection periods to divide debtors (amount of money owned) by sales turnover. For knowing how much money in hand, an organisation calculated its debtor’s collection period (Raiborn, 2015). Chocco plc should know the debtor’s collection period for knowing the effectiveness of the organisation. The lower debtor’s collection period the beneficial for the organisation.
	

	The debtor's collection period for year 2019=  = 264 days 
	The debtor's collection period for year 2018= = 137 days 


8. The method of calculating the current ratio to divide current assets by current liability. Current assets are accounts receivable, prepaid expenses, inventory etc. and the current liability is accounts payable, expenses payable, short term debt, outstanding expenses, bills payable, bank overdraft etc.
	

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


9. [bookmark: _Hlk56031876]The method of calculating the current ratio to divide current assets by current liability. Current assets are accounts receivable, prepaid expenses, inventory etc(Horngren and Harrison, 2015). and the current liability is accounts payable, expenses payable, short term debt, outstanding expenses, bills payable, bank overdraft etc.
	

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


10. The method of calculating Interest cover is to divide earnings before interest by interest expense. Interest cover helps the organisation know the security margin—the lower interest, the higher debt burden, the higher interest, the lower debt burden.
	

	Interest cover for year 2019= = 2.74
	Interest cover for year 2018=  = 2.97



[bookmark: _Toc56032432][bookmark: _Toc56032349]Question 2(b)
[bookmark: _Toc56032433]Analysing the Schedule for Chocco plc:
1. The ROCE of 2018 was 7.655% and of 2019 is 8.581%. These two measurements show that the organisation Chocco plc is using its capital correctly as well as the profitability and efficiency have increased from 2018 to 2019.    
2. [bookmark: _Hlk56031979]The ROE for the year 2018 is 12.568%, and the ROE for the year 2019 is 13.957%. The ROE was increased by 1.389% from the year 2018 to 2019 (Wixon and Cox, 2012). Raising ROE is a good sign that shows the organisation is raising its profitability. 
3. The EPS for the year 2018 was 2.48 p, and the EPS for 2019 was 3.52 p. In this one year, the EPS was increased by 1.04 p. Chocco plc increased EPS shows that the organisation can pay the shareholders.
4. The Gross Profit Margin for the year 2019 was 51.988%, and the Gross Profit Margin for 2018 was 51.932%. The Gross profit margin slightly increased by 0.056% in 1 year. Chocco plc is a profitable organisation, and the gross profit margin shows that has an increasing profit margin.
5. [bookmark: _Hlk56031894]The Asset Turnover Ratio for the year 2018 is 2.21, and the Asset Turnover Ratio for the year 2019 is 2.18. the Asset Turnover Ratio was decreased by 0.03 from the year 2018 to 2019. Though Chocco plc is a profitable organisation, the asset turnover is not satisfying (Kimmel, 2018). This organisation needs to work on its asset turnover so that they can make a profit. Otherwise, the organisation cannot make a profit from its assets. 
6. The Inventory Days for the year 2018 is 39 days as there is no information of 2017 of Chocco plc, and the Inventory Days for the year 2019 is 77 days. The Inventory Days was increased by 37 days from the year 2018 to 2019.
7. The debtor’s collection period for the year 2018 is 137 days as there is no information about 2017 of Chocco plc 264 days and the debtor’s collection period for the year 2019 is 264 days. The debtor’s collection period was increased by 127 days from the year 2018 to 2019. Increasing the debtors collecting period is not a sign for an organisation (Wixon and Cox, 2012). Chocco plc needs to work on their debtors collecting period; otherwise, they will face loss. The decreasing Debtors collection period is acceptable.
8. The current ratio for the year 2018 is 0.773 as there is no information about 2017 of Chocco plc 0.917, and the current ratio for the year 2019 is 264 days. The current ratio was increased by 0.144 from the year 2018 to 2019. Chocco plc is appropriately using their asset and liability so that they have a perfect current ratio, and they are earning well.
9. The Gearing ratio for the year 2018 is 71.131%, and the Gearing ratio for the year 2019 is 68.282%. The Gearing ratio was increased by 2.849% from the year 2018 to 2019. Gearing ratio leverage has been increased of Chocco plc.
10. [bookmark: _Hlk56031924]The Interest cover for the year 2018 is 2.97 and the Interest cover for the year 2019 is 2.74. the Interest cover was decreased by 0.23 from the year 2018 to 2019 (Meigs and Meigs, 2011). The debt burden of Chocco plc has increased because the interest cover ratio has been increased. 

[bookmark: _Toc56032350][bookmark: _Toc56032434]Conclusions 
Accounting is a significant aspect of a business organisation because accounting tools and techniques help a business organisation know a business organisation's current situation. Moreover, a business organisation uses accounting tools and techniques to record daily transactions and analyse a business's progress. If accounting tools and techniques do not exist, a business cannot calculate its profit and loss and eventually becomes unable to devise business policies. Therefore, every organisation should enable accounting tools and techniques effectively. Besides, as accounting tools and techniques are calculation based, it is to ensure that recorded data is accurate. For example, if daily transaction records are recorded inaccurately, final calculation such as financial statements would be wrong. Since the false financial statement does not reflect business's true situation, the likelihood of devising the wrong policies would increase. It, eventually, leads the business to failure. Therefore, it is suggested that every business organisation employs skilled people who have profound knowledge in accounting and also can apply various tools and techniques appropriately. It is also suggested here that accounting tool analysis should be in detail because accounting tools such as financial statements or various ratios are very important for a business organisation. Finally, it is to be concluded that every organisation will treat accounting as a vital branch and utilise accounting tools and techniques to bring business success. 
[bookmark: _Toc56032351][bookmark: _Toc56032435]
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