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Question 1: 
a)

Income Statement for the year ended 31st of December 2019 of Eccles plc

	
	£

	Revenue (W1)
	827,630

	Cost of Sales
	(578,650)

	Gross Profit
	248,980

	Distribution Cost (W2)
	(31,000)

	Administration Expenses (W3)
	(35,000)

	Operating Profit (W4)
	182,980

	Finance cost (W5)
	(4000)

	Profit before tax
	178,980

	Taxation
	(68,000)

	Profit for the period (W6)
	110,980















Statement of Financial Position as at 31st December 2019 of Eccles plc

	
	£
	£

	ASSETS
	
	

	Non-current Assets
	
	

	Property, plant and equipment
	
	632,730

	
	
	

	Current Assets
	
	

	Inventories
	330,600
	

	Trade and other receivables (W7)
	171,105
	

	Cash and cash equivalents
	12,900
	

	
	
	514,605

	Total Assets
	
	1,147,335

	
	
	

	LIABILITIES
	
	

	Current Liabilities
	
	

	Trade and other payables 
	171,355
	

	Accruals (W8)
	5000
	

	Current tax payable
	68,000
	

	
	
	244,355

	Non-current liabilities
	
	

	Long-term liabilities
	
	100,000

	
	
	

	Total Liabilities
	
	344,355

	
	
	

	Net Assets(W9)
	
	802,980

	
	
	

	EQUITY
	
	

	Ordinary share capital
	
	310,000

	Preference shares
	
	300,000

	Retained earnings (W10)
	
	192,980

	Total Equity
	
	802,980






Workings

W1: Revenue: 
Sales+	826,650 + 
Goods	980 
	  	827,630

W2: Distribution Cost
Distribution cost+              	28,000 + 
Salesman’s commission		3000
		31,000

W3: Administration Expenses 
Administration expenses+                	30,000 + 
Directors remuneration   		5000
				     		35,000

W4: Operating Profit 
Revenue – 					827,630 -
Cost of Sales				578,650
Distribution cost				31,000
Administration Expenses			35,000
182,980



W5: Finance cost (Interest = paid + unpaid)
Paid interest =2000
Total interest = Debentures 100,000 x 4% = 4000
2000+unpaid= 4000 
Unpaid= 2000 	

W6: Profit for the period 
Operating profit -				182,980 -
Tax (Taxation+ Finance Cost)		72,000 (68,000+4000)
						110,980

W7: Trade and other receivables 
Debtors+		170,125 +
Goods		980
			171,105

W8: Accruals 
Salesman’s commission		3000+
Interest paid 			2000
					5000

W9: Net assets
Net assets = Total Assets- Total liabilities
Net assets= 1,147,335 – 344,355
Net assets= 802,980

W10: Retained earnings =
(Retained profits at 1st of January 2018+		(132,000 +
Profit of the year	) -					110,980) -
(Ordinary dividend paid 	+				(20,000+
Reference dividend paid	)				30,000)
Total: 							192,980




















b)
Statement of financial position is called also ‘balance sheet’.  It can be described as sum of assets, liabilities and owner’s equity in a particular company, done at a specific point of time (monthly, quarterly, yearly, etc.). The report of the sheet indicates that both sides have to balance each time and the equalization represents like:
                   Equity
Liabilities
Assets



The assets are composed of corporation’s possessions, which are able to be measured, or what company will obtain subsequently. Liabilities are what a business owes, like: salaries, taxes, payables, and debts. The investors' equity presents the firm's retained earnings and the capital that was provided by shareholders. So as to a statement of financial position be balanced, total assets has to be equal the total of liabilities and shareholders' equity. (Weetman, 2013, p.54-60)
The most important key reason that the statement of financial position balances is the accounting principle of double entry. That accounting method documented every single transaction in at least two separate accounts, and hence takes action inspecting and ensuring that entries are consistently in line. (Nguyen, 2019)
In the statement of Eccles plc, it counts the same principle of double entry, where sum of all debits (left side) are equal the sum of all credits (right side). Every activity from one of the sides affect the other, for example, when a debit increase, the credit should decrease. In our case, the amount from the debtors’ side is the same as the creditors’ side, because all the assets (plant and equipment, debtors, cash, stock and so on) are equal to liabilities (taxation, trade creditors, accruals) plus owner’s capital.





Question 2:    
a) Ratio for Chocco plc for 2019 and 2018

	Ratio
	Workings (2019)
	Workings(2018)
	2019
	2018

	Return on capital employed
	620/(9736-2511) x100
	539/(10,087-3046) x100
	8,6%
	7,65%

	Return on equity
	431/3088 x100
	366/2912 x100
	14%
	12.6%

	Earnings per share
	431/150
	366/150
	2.87£
	2.44£

	Price earnings ratio
	5.12/2.87
	4/2.44
	1.8£
	1.63£

	Gross profit margin
	3503/6738 x100
	3345/6441 x100
	52%
	52%

	Net profit margin
	805/6738 x100
	699/6441 x100
	12%
	10.8%

	Asset turnover
	6738/7225
	6441/7041
	0.93
	0.91

	Stock holding period
	708/3235 x365
	659/3096 x365
	80 days
	78 days

	Debtors collection period
	1249/6738 x365
	1287/6441 x365
	68 days
	73 days

	Creditors payment period
	583/3235 x365
	655/3096 x365
	66 days
	77 days

	Current ratio
	2303/2511
	2355/3046
	0.91
	0.8

	Quick ratio
	(2303-708)/2511
	(2355-659)/3046
	0.63
	0.55

	Gearing ratio
	4137/(4137+3088) x100
	4129/(4129+2912) x100
	57.2%
	58.6%

	Interest cover
	805/226
	699/181
	3.6 times
	3.9 times




b) Financial performance and position of Chocco plc
In accounting world, understanding and presenting fairly the financial position, financial performance and cash flow are from significant importance of the business value of the company. This can help the investors to evaluate available funds capacity and managers’ potentialities. (Weetman, 2013, p.14, p.396)
Financial ratios present comparatively simple view of financial position of a company and competitive advantages or disadvantages comparing various firms. (Atrill, 2016, p.236)
From the statements given and ratio calculation of the company Chocco plc, we can analyse financial health and differences between 2018 and 2019. 
Regarding income statements, we can see increase in revenue, gross profit, operating profit and profit of the year in 2019 compares 2018. Also slight rise of most of expenses: cost of sales, distribution costs, marketing and selling costs. The increase in revenue shows the company started selling more internationally. Also the company managed to cut admin expenses and sold some of the fixed assets in 2019. That’s why there is a slight grow in the profit of the period as a whole.
When we look at the statement of financial position for both years, we can compare changes in accounting periods. For example, the current assets have increased by 49 £m in 2019 over 2018, while current liabilities have decreased at 2511 £m in 2019 from 3046 £m in 2018. Cash have increased with 24£m (from 177£m in 2018 to 201£m in 2019), but investments (current assets) have reduced significantly with 87£m, which put the company in negative position at that point and it may need to search for the future funding. Furthermore, non-current assets have lessened as a whole, but property, plant and equipment and inventories have enlarged in 2019. That lead to serious improvement in production and vending capacity of the firm. Next, the loan and other borrowings have risen a bit with 8£m, but that it doesn’t affect the final performance too much, as the total owners’ capital have grown with 176£m, as follows: 3088£m in 2019, relatively 2912£m in 2018. 
Calculation of the ratios themselves will not give us much information about the company’s presentation. We need to compare that information with some kind of “standard”, previous period or data from different company. (Atrill, 2016, p.265) 
Regarding ratio analysis, we have to bear in mind different dimensions of financial health:
Investment potential
All the investments ratios (Return on capital employed, return on equity, earnings per share, price earnings ratio) are risen in 2019, compares in 2018. Analysis of that performance represent notable success in investments during the year. All the shareholders will be happy as their returns will be bigger and they can assess risk potential in making new ones.
Profitability
Profitability ratios (gross profit margin and net profit margin) in the table show us very slight increase in year 2019. That means company made a positive result in earnings.
Efficiency and effectiveness
These ratios show directly the managers’ proficiency in the end of each year. There is a grow in effectiveness in debtors and creditors collecting periods, which is quite good result with lessen the days for taking back/giving back the money. Stock holding period has increased with 2 days in 2019. That means company worsen a bit the long-term investments and that will put it in a slower position at the market. (Higgins, 2018, p55-57) Probably, because of increased sales in 2019 and respectively more cost of sales or some other productivity factors the firm has risen stock holding period.
Liquidity
Current ratio and quick ratio look into the connection between cash generated resources and future payments. Suppliers and services on credit will be interested to examine these ratios in order to evaluate, if the firm is able to pay the owing amounts. (Atrill, 2016, p.264) In our case there is a grow in both ratios in 2019, which is a positive the business health and presentation.
Financial structure / gearing
Gearing ratio and interest cover are from remarkable significance of the financial performance of a particular business. Chocco plc have lessen both of them in 2019. That should show us some potential problem. In my opinion, the firm has to increase investments and try to find more funds and new finances in the future.
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