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QUESTION 1 (A)
INCOME STATEMENT FOR THE YEAR ENDED 31ST DECEMBER 2019
	
	£’000

	Revenue 
	827.630

	Cost of sales
	 (578.650) 

	Gross profit
	248.980

	Other income
	 0 

	Distribution costs
	(31.000)

	Administration expenses
	(35.000)

	Operating profit
	182.980

	Finance costs
	(4000)

	Profit before tax
	178.980

	Taxation
	(68.000)

	Profit for the period
	 110.980 

	
	


Working:

Revenue

Sales 826.650 + good valued of  980 = 827.630

Cost of sales as shown in the exercise, 578.650

Gross profit

Revenue 827.630 – cost of sales 578.650 = 248.980

Other income, 0

Distribution costs

28.000 +  salesman owed commission of  3000 = 31.000

Administration expenses

30.000 + directors renumeration of 5000 = 35.000

Operating profit

Gross profit of 248.980 – distribution costs of 31.000 – administration expenses of 35.000 = 182.980 

Finance cost 

4% debentures 100.000 = 4000 (4% x 100.000 = 4000)

2000 interest unpaid = 4000 – 2000 interest paid = 2000

2000 interest paid + 2000 interest unpaid = 4000
Profit before tax

Operational profit of 182.980 – interest paid of 2000 – interest unpaid of 2000 = 178.980

Taxation as sais in the exercise, 68.000

Profit for the period

Profit before tax 178.890 – taxation 68.000 = 110.980 

STATEMENT OF FINANCIAL POSITION AS AT 31ST DECEMBER 2019
	
	£’000
	£’000

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	632.730
	

	Intangible assets
	 0 
	

	
	
	632.730

	Current assets
	
	

	Inventories
	330.600
	

	Trade and other receivables
	171.105
	

	Cash and cash equivalents
	 12.900
	

	
	
	 514.605 

	Total assets
	
	 1.147.335

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
Accrued liabilities                                   3000

Accrued interest                                  2000
	171.355
	

	Short term borrowings
	0
	

	Current tax payable
	 68.000 
	

	
	
	244.355

	Non-current liabilities
	
	

	Long term borrowings
	100.000
	

	Long term provisions
	 0 
	

	
	
	 100.000 

	Total liabilities
	
	 344.355 

	
	
	

	Net assets
	
	802.980 

	
	
	

	EQUITY
	
	

	Share capital
	
	610.000

	Share premium
	
	0

	Other reserves
	
	0

	Retained earnings
	
	 192.980 

	Total equity
	
	802.980

	
	
	


Working: 

Assets

Non-curent assets

Plant and equipment of 632.730
Intangible assets, 0

Non-current total assets – 632.730

Current assets

Inventories, is the stock made on 31st  December 2018, 330.600

Trade and other receivables are the debtors, 170.125 + goods of 980 = 171.105
Cash and cash equivalents, 12.900

Current total assets 

330.600 + 171.105 + 12.900 = 514.605

Total assets 
632730 + 514605 = 1.147.335 

Liabilities
Current liabilities 

Trade and other payables, 171.355 
Accured liabilities are the  salesman commission of 3000
Accrued interest is the interest paid of 2000
Short term borrowings. 0

Current tax payable, 68.000
Current liabilities total

171.355 + 3000 + 2000 + 68.000 = 244.355
Non-current liabilities

Long term borrowings, 100.000

Long term provisions, 0 

Non-current liabilities total

100.000

Liabilities total

244.355 + 100.000 = 344.355 

Net assets total

Total assets 1.147.335 – total liabilities 344.355 = 802.980 
Equity
Share capital

£1 ordinary shares 310,000 + 10% £1 preference shares 300,000 = 610.000 

Share premium

Other reserves

Retained earnings 
Retain profit 1st Jan, 132.000 + profit for the period 112.980  - ordinary dividend paid of  30.000 – preference dividend of 20.000 = 194.980
Total equity 610.000 + 194.000 = 804.890
QUESTION I (B)

Explain why the statement of financial position balances.
The major reason that a balance sheet balances are the accounting principle of double entry. This accounting system records all transactions in at least two different accounts and therefore also acts as a check to make sure the entries are consistent. 

QUESTION II
ACCOUNTING RATIOS
INVESTMENT RATIOS
Return on capital employed
Profit before interest x 100%
     Assets employed 
Return on equity                                                                        Earnings                      x 100%   

Ordinary share capital and reserves

Earnings per share




                        Earnings                             

Number of ordinary shares

Price earnings ratio
 market price                       

Earnings per share

PROFITABILITY RATIOS
Gross profit margin
Gross profit x 100%

       Sales

Net profit margin
Net profit x 100%

    Sales

EFFICIENCY RATIO
Asset turnover
 Turnover               
Assets employed

Stock holding period
 Inventory     x 365

Cost of sales

Debtors collection period
Trade receivables x 365

    Credit sales

Creditors payment period
Trade payables   x 365

Credit purchases

LIQUIDITY RATIOS
Current ratio
  Current assets  
 Current liabilities

Quick asset ratio                                                                 Current assets - inventory 
        Current liabilities

FINANCING RATIOS
Gearing ratio
       Debt          x 100%

Debt + equity

Interest cover
Profit before interest
    Interest charges

Working

ACCOUNTING RATIOS
INVESTMENT RATIOS 2018
Return on capital employed

Profit before interest  x 100%  =    operating profit 699 x 100                     =  699  x 100  =  0.09927 x100 = 9.927%
     Assets employed                  total assets 10.087 - current liability 3046     7041
Return on equity          

               Earnings                   x 100% = profit for the year 366 x 100 = 12.56%
Ordinary share capital and reserves            total equity 2912   
Earnings per share




                        

             Earnings                x 100%  = 366 = 1.22 pounds
Number of ordinary shares                  300
Price earnings ratio
   market price         =  ordinary share capital 300   = 245.90 pounds
Earnings per share            1.22 pounds
PROFITABILITY RATIOS
Gross profit margin

Gross profit x 100% = 3345 x 100 % = 0.5193 x 100 = 51.93 %
       Sales                      6441
Net profit margin

Net profit x 100%  = operating profit 699 x 100% = 0.1085 x 100 = 10.85 %
  Sales                             sales 6441
EFFICIENCY RATIO
Asset turnover

      Turnover       =   sales 6441 =  0.91     
Assets employed         7041
Stock holding period

 Inventory     x 365 = 659 x 365 = 0.2128 x 365 = 77.69 of days
Cost of sales             3096
Debtors collection period

Trade receivables x 365 = 1287 x 365 = 0.199 x 365 = 72.93 of days

 Credit sales                       6441
Creditors payment period

Trade payables   x 365  =          655          x 365 = 0.211 x 365 = 77.22 of days 
Credit purchases             cost of sales 3096
LIQUIDITY RATIOS
Current ratio
  Current assets   =  2355 = 0.77
 Current liabilities   3046  
Quick asset ratio

Current assets - inventory   = 2,355 – 659 = 1696 = 0.55
        Current liabilities
     3.046         3.046
FINANCING  RATIONS 
Gearing ratio

          Debt            x 100% =      short term loans +2391 + long terms loan 4129  x 100%  =   6520  x 100 = 
   Debt + equity                           6520+ equity 2.912                                                                 9432
= 0.6912 x 100 = 69.12 %

Interest cover

Profit before interest     =   operating profit 699   = 3.8  
    Interest charges              interest payable 181
                                      RATIOS FOR CHOCCO PLC FOR 2019

Investment ratios

Return on capital employed

Profit before interest   x 100%   =          operating profit 805    X 100 =     805   x 100% = 11.14 %            

   Assets employed
         total assets 9.736 -current liabilities 2.511    7.225 
Return on equity 

                  Earnings                         x  100%   = profit for the year 431 x 100% =  13.95 %
Ordinary share capital and reserves
                     total equity 3.088
Earnings per share

            Earnings                  =      profit for the year 431      x 100% = 0.1395 x 100 = 13.95 %
Number of ordinary share      ordinary share capital  3,088

Price earnings ratio

     Market price      =    ordinary share capital 300   = £ 209.79
Earnings per share
   earnings per share £1.43

PROFITABILITY RATIONS 
Gross profit margin

Gross profit   x 100% = gross profit 3,503  x 100% = 0.5198 x 100 = 51.98 %
   Sales                              revenue 6,738

Net profit margin

Net profit x 100% =   operating profit 805  x 100% = 0.1194 x 100 = 11.94%
    Sales                            revenue 6.738

EFFICIENCY RATIONS 
Asset turnover

Turnover         =                     sales 6.738                                    =   6.738    =  0.93  
Assets employed     total assets 9.736 - current liabilities 2.511      7.225

Stock holding period

   Inventory  x 365 = 708  x 365 =  0.218 x 365 = 79.88 of days
Cost of sales
        3.235

Debtors collection period

Trade receivables    X 365 =        1,249          x 365 = 0.185 x 365 = 67,65 of days 

    Credit sales                   
revenue 6.738

Creditors payment period

Trade payables   x 365 =                583              x 365 = 0.180 x 365 = 65.77 days
Credit purchases
       cost of sales 3.235

LIQUIDITY RATIONS 
Current ratio

   Current assets        =     2,303   =   0.91
Current liabilities
     2.511 

Quick asset ratio

Current assets - inventory   = 2,303- 708 = 1595 = 0.63
      Current liabilities
2.511           2.511
FINANCING RATIONS 

Gearing ratio
         Debt               X 100% =   1.928+4.137  x 100% = 6.065  x 100 = 0.66 x 100 = 66.2 %
   Debt + equity                         6.065+ equity 3.088        9153
Interest cover

Profit before interest =   operating profit 805  = 3.56 

    Interest charges
   interest payable 226
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