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[bookmark: _Toc78048534]Question 1

a) 
[bookmark: _Toc78048535]Income statement as by 31st December 2020
	
	£

	Revenue
	

	
	

	Sales
	826,650

	Credit sales
	980

	
	

	Net Revenue
	827,630

	
	

	Expenditures
	

	
	

	Cost of sales
	578,650

	Corporation tax
	68,000

	Director’s remuneration
	5,000

	
	

	Total expenditures
	651,650

	
	

	Gross profit
	175,980

	
	

	Expenses
	

	
	

	Administrative expenses
	30,000

	Distribution costs
	28,000

	Interest paid
	2,000

	
	

	Total expenses
	60,000

	
	

	Profit earnings
	115,980

	
	

	
	


































Work 1

The value of net revenue was calculated by adding up the value of sales (£826,650) and of the credit sales (£980). The value of expenditures was calculated by adding up the cost of sales (£578,650), corporation tax (£68,000) and director’s remuneration (£5,000). The value of gross profit is the difference between net revenue (£827,630) and expenditures (£651,650). The profit earnings are calculated by subtracting the value of expenses (£60,000) from the value of gross profit (£175,980).




[bookmark: _Toc78048536]Statement of Financial Position as by 31st December 2020

	
	£
	£

	Assets
	
	

	
	
	

	Non-current assets
	
	

	
	
	

	Plant and equipment
	632,730
	

	
	
	

	Current assets
	
	

	
	
	

	Cash and bank
	12,900
	

	Debtors
	171,105
	

	Inventories
	330,600
	

	
	
	

	Total assets
	
	1,147,335

	
	
	

	
	
	

	Liabilities
	
	

	
	
	

	Current liabilities
	
	

	
	
	

	Trade creditors
	171,355
	

	
	
	

	Non-current liabilities
	
	

	
	
	

	4% Debentures
	100,000
	

	
	
	

	Total liabilities
	
	271,355

	
	
	

	
	
	

	Equity
	
	

	
	
	

	Corporation tax
	68,000
	

	Net earnings
	115,980
	

	£1 Ordinary shares
	310,000
	

	10% £1 Preference shares
	300,000
	

	Retained earnings at 1st January 2020
	82,000
	

	
	
	

	Total equity
	
	875,980

	
	
	

	
	
	1,147,335



Work 2

The value of debtors equals the sum of debtors (£170,125) and goods sent to customers (£980). The value of net earnings equals the difference between sales and costs of goods sold, therefore £827,630 - £651,650 - £60,000, which equals £115,980. Retained earnings have the value of £132,000 (beginning retained profits) - £20,000 (ordinary dividend) - £30,000 (preference dividend).

b) 
[bookmark: _Toc78048537]Why does the statement of financial position balance?

The accounting principle of double entry is the main reason why a balance sheet balances. All transactions are recorded in at least two different accounts in this accounting system, which also serves as a check to ensure that the entries are consistent. (NGUYEN, 2021)

[bookmark: _Toc78048538]Question 2

a)
[bookmark: _Toc78048539]Ratios for Chocco PLC for 2019 and 2020


 

The value of operating earnings (profit before interest) is, £539m (profit before taxation) + £181m (value of interest charges) = £720m. Assets employed equal the difference between total assets (£10,087m) and current liabilities (£3,046m), which is £7,041m. To determine ROCE, we divide the value of £720m by £7,041m and multiply with 100, equaling 10%.

For 2020, the value of profit before interest is £620m (profit before taxation) + £226m (value of interest charges) = £846m. Assets employed equal the difference between total assets (£9,736m) and current liabilities (£2,511m), which is £7,255m. To determine ROCE, we divide the value of £846m by £7,255m and multiply with 100, equaling 11%. 
 



Ordinary share capital and reserves (equity) for 2019 is £2,912m, yet we must subtract the value of dividend paid that year (£242m), which equals £2,670m. The value of earnings (profit for the year) is £366m. By dividing the value of ordinary share capital and reserves from the value of earnings we obtain the value of 13.7%.

Ordinary share capital and reserves (equity) for 2020 is £3,088m yet we must subtract the value of dividend paid that year (£255m), which equals £2,833m. The value of earnings (profit for the year) is £431m. By dividing the value of ordinary share capital and reserves from the value of earnings we obtain the value of 15.2%.




The value of earnings for 2019 is £366m. The number of ordinary shares equals £268m. The value of earnings per share is obtained by dividing £366m by £268m and equals 1.37.

The value of earnings for 2020 is £431m. The number of ordinary shares equals £206m. The value of earnings per share is obtained by dividing £431m by £206m and equals 2.09.


The value of net profit is the difference between total revenue and total expenses, it equals £366m for 2019. In order to obtain the value of net profit margin, we have to divide the value of net profit by the value of sales, which is £6,441m. It equals to 5.7% (or 5.68%).
	
The net profit margin value for 2020 equals to the value of net profit (£431m) divided by the value of sales (£6,738m). It equals to 6.4% (or 6.39%).




For 2019, the value of asset turnover equals the value of £6,441m (turnover) by £7,041m (the difference between total assets and current liabilities). It equals to 0.91.

 For 2020, the value of asset turnover is £6,738m (turnover) divided by £7,255m (assets employed), equaling to 0.92.




For 2019, the value of stock holding days equals . The value of stock holding days for 2019 is 76.65, better put 77 days.

 For 2020, the value of stock holding days equals . The value of stock holding days for 2019 is 40.15, better put 40 days.




For 2019, the value of the debtor’s collection period equals the value of trade receivables (£1,287m) divided by the value of credit sales (£177m) and multiplied by 365. It equals to 2,653.55.

For 2020, the value of the debtor’s collection period equals the value of trade receivables (£1,249m) divided by the value of credit sales (£201m) and multiplied by 365. It equals to 2,268.08.




For 2019, the value of current ratio equaled the value of current assets (£2,355m), divided by the value of current liabilities (£3,046m). It equals to 0.77.

For 2020, the value of current ratio equaled the value of current assets (£2,303m), divided by the value of current liabilities (£2,511m). It equals to 0.91.



For 2019, the value of debt + equity equal the sum of £4,129m + £2,912m = £7,041m. To this, we add the dividend paid, which is £242m and obtain £7,283m. Using the formula stated before, the value of gearing ratio for 2019 is 56%.

For 2020, the value of debt + equity equal the sum of £4,137m + £3,088m = £7,225m. To this, we add the dividend paid, which is £255m and obtain £7,510m. Using the formula stated before, the value of gearing ratio for 2020 is 55%.



For 2019, the value of profit before interest is £539m + £181m (value of interest charges) = £720m. The value of interest cover is 3.97.

	Ratios and years
	2019
	2020

	ROCE
	10%
	11%

	ROE
	13.7%
	15.2%

	Earnings per share
	1.37
	2.09

	Net profit margin
	5.6%
	6.3%

	Asset turnover
	0.91
	0.92

	Stock holding days
	77
	40

	Debtor’s collection period
	2,653.55
	2,268.08

	Current ratio
	0.77
	0.91

	Gearing ratio
	56%
	55%

	Interest cover
	3.97
	3.74


For 2020, the value of profit before interest is £620m + £226m (value of interest charges) = £846m. The value of interest cover is 3.74.





b)
[bookmark: _Toc78048540]Financial performance of Chocco PLC

Financial performance is a subjective indicator of a company's ability to earn revenue from its way of operation. The phrase is used frequently as a broad indicator of a company's overall financial health over time. It is well known that investors assess a company's worth by assessing its financial status and computing various ratios based on its financial statements, the market value of a corporation determines its worth and a company's financial ratios are compared to its competitors and industry benchmarks to assess market value. (Accounting Tools, 2021)

From a subjective point of view, to make an impact, the performance of Chocco PLC must outstand in an already crowded market. For Chocco PLC, most ratios look right, or at least in the average range. The company, however, should put more work into raising their ROCE, by paying off their debt and removing unnecessary assets. A good ROCE promotes a company by being consistent and good in using its resources. The ROE value should also be worked on, by raising the prices of their products, reducing labour costs and operating expenses, as they wear off onto the value of earnings per share. It is obvious that the company presents itself as stable, yet there are always further improvements which can be made, to solve the important differences between profit and slight misuse of it, when it comes to liabilities (A good example here would be the gearing ratio. It has quite high percentages, over 50% and situates the company at higher financial risks, making it more prone to going bankrupt in times of low profit.)
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