QUESTION 1

a)
INCOME STATEMENT FOR THE YEAR ENDED 31st DECEMBER 2020


	
	£’000

	Revenue (W3)
	827,630

	Cost of sales
	 (578,650) 

	Gross profit
	248,980

	Other income
	 0 

	Distribution costs
	(28,000)

	Administrative expenses (W2)
Directors remuneration 
	(33000)
(5,000)

	Operating profit
	182,980

	Finance costs (W4) 
	(2,000)

	Profit before tax
	180,980

	Taxation (W1)
	(68000)

	Profit for the period
	112,980

	
	




















STATEMENT OF FINANCIAL POSITION AS AT 31ST DECEMBER 2020

	
	£’000
	£’000

	ASSETS
	
	

	Non current assets
	
	

	Plant and equipment 
	632,730
	

	Intangible assets
	0
632,730
	

	
	
	632,730

	Current assets
	
	

	Inventories
Account receivables on 31st Jan 2021 (w3)
	330,600
        980
	

	Debtors
	170,125
	

	Cash and bank
	 12,900 
	
514,605

	Total assets
	
	 1,147,335 

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade creditors 
	171,355
	

	Commission owed on 28 Feb 2021(w2)
	3000
	

	Current tax payable (W1)

	 68000 
	

	
	
	242,355

	Non-current liabilities
	
	

	4% Debentures
Long term borrowings  
	100,000
0
	

	Long term provisions
	 0 
	

	
	
	 100,000 

	Total liabilities
	
	 342,355 

	
	
	

	Net assets
	
	 804,980 

	
	
	

	EQUITY
	
	

	10% £1 preference shares
£1 Ordinary shares 
	
	300,000
310,000

	Retained earnings (w5)
	
	 194,980 

	Total equity
	
	 804,980

	
	
	


b. The statement of financial position is balancing because the total assets are equals to the sum of the total liabilities and the total equity.

 ASSETS = Equity/Capital + Liabilities

Assets are the resources (convertible to future economic benefits) controlled by an entity, arisen from a past transaction or event. The liabilities constitute their obligations. 
Capital are claims against a business and they include money raised by the company from stocks (share capital), from the share premium (difference between market cost and historical cost), other resources (like savings accounts) and retained earning (the funds invested back into the business).
WORKINGS 
· W1 TAX
Paid=0
Unpaid= 68000                         Current liabilities – B/S
Taxation= 0+68000=68000        P&L
· W2
The commission of £3,000 owed to the salesmen is an expense and an accrual since the transaction is due  out of the accounting period selected.
In the income statement will be indicated in the expenses, while in the SOFP in the current liabilities.
ADMINISTRATIVE EXPENSES = 30000 + 3000 (commission owed)
COMMISSION OWED = 3000


· W3 
Account receivables= 980 £
Revenue = 826,650 + 980 = 827,630
Since we sold the goods, we’re supposed to receive an income of 980£ on 28 February 2021.
The accrued income is added to revenue in the P&L, while SOFP is listed as an asset.

· W4
Finance cost= interest paid (2000) + interest unpaid (0)= 2000

· W5
Retained earnings = Profit at the start of the year + Profit for the year – Dividends

Profit for the year = 112,980 
Retained profits at 1st January 2020 = 132,000 
Ordinary dividend paid = 20,000
Preference dividend paid = 30,000
Retained earnings= 132,000+112,980- (20,000+30,000) =194,980





QUESTION 2 
a.
                                                                                       2020                                                                 2019
	ROCE
Profit before interest   x 100%
Assets employed (TA-CL)

	22 + 19+ 805    x 100= 11.75
9,736-2,511
11.8 %

	699+26-5                x 100= 10.22
10,087-3,046
10.2%


	ROE
Earnings                         x 100%
Ordinary share capital and reserves 
	431                      x100= 13.95
3088
14%
	366               x100= 12.56
2912
12.7%

	Earnings per share
Earnings 

Number of ordinary shares 
	431              = 1.43
300 
1.43p
	366           = 1.22
300 
1.22p

	Net profit margin
Net profit  x 100%
sales 

	431         x 100= 6.39
6,738 
6.4 %
	366       x100= 5.68
6,441 
5.7 %

	Asset turnover
Turnover 
Assets employed (TA-CL)

	6,738                     = 0.93
9,736 - 2,511

0.93

	6,441                      = 0.91
10,087 - 3,046

0.91


	Stock holding days
Inventory         x 365
Cost of sales 

	708       x 365 = 79.88
3,235 
80 Days

	659      x 365 =77.69
3,096 
78 Days


	Debtors’ collection period
Trade receivables   x 365
Credit sales 

	1,249   x 365= 67.65
6,738  
68 Days

	1,287    x365= 72.93
6,441 
73 Days


	Current ratio
Current assets 
Current liabilities 

	2,303 = 0.917
2,511
0.92

	2,355 = 0.773
3,046 
0.77


	Gearing ratio

      Debt             x 100%
Debt + equity 

	4,137                x 100= 57.2
4,137 + 3,088 

57%
	4,129            x 100= 58.64
4,129 + 2,912 

59%


	Interest cover


Profit before interest
Interest charges 

	805+19+22 = 3.74

226



3.7 Times 
	699- 5+26 = 3.97

181 



4 Times 




B. 
By Generally looking at the P&L statement of Chocco plc in the year 2020 when can already see that the company has had an improvement in in its net income and in revenues, meaning that the business performance improved in 2020.
When it comes to the SOFP, we can notice how the position slightly decreased in relation to the total assets, but also how the liabilities declined and how instead the company invested its founds into the stock market. 
The ratios calculated are showing in details  the development of Chocco plc under the investment, profitability, efficiency and financing side of the company.
The first ones are showing how well Chocco plc is able to generate returns for its investments, in particular relating the net profit to the level of investments (ROCE) and the returns for ordinary shareholder (ROE\EPS).

The profitability of the company also improved since the value of the net profit is increased of almost 1% compared to 2019, showing how the company is engaging more in evolving the revenues rather that its assets.
Asset turnover, Stock holding period and Debtor’s collection period are all efficiency ratios. Consequently, they are strictly related to the management and how all available resources are used to generate an income. 
Factors like Brexit and Covid 19 have surely brought to challenge each of these figures, especially for a UK manufacturer who’s selling worldwide.
The asset turnover for the year 2020 and 2019 are quite low, which indicates a lack of efficiency in generating revenue from the assets. This can be due to manufacturer difficulty in delivering the product abroad bringing Chocco plc to feel more the competition with the foreign manufacturers.  
However, it’s possible to notice in 2020 that the company had an improvement from 2019 in generating sales from the assets. It can be the result of a high financial adaptability of the company to the external circumstances through a revaluation policy (which can be to increase the revenue avoiding purchasing on credit so that the current liabilities are decreasing). 

The Stock holding period is augmented in 2020 of two days compared to 2019, meaning that the stock is being held more time in the business.
This can be a consequence of slower sales, due to the complications that Covid and Brexit might have caused. 
In 2020, the debtor’s collection period ratio is showing how the time employed to collect these debts decreased, demonstrating how the company decided to improve the credit control.
The Current ratio shows how well the company pays short term financial obligations. It’s evident that both years are characterised by a financial weakness since the value is under 1:1, even though it is possible to see an improvement for 2020. The reason for the change might be a repayment of finance through assets values. 
On the financial level, the Gearing ratio compares the equity to the debt, showing a decreased of 2%.
The values ( 4 ) of the Interest cover assesses that the company is at a safe level and that the interest is properly covered by the profits available. 
 	

