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                                                                                                                       2019
                                                                                 £m                                                   £m
Revenue /Sales     ( See W1)                                                                                 827,630
Cost of sales                                                                 (578,650)
Gross profit           (See W1)                                       248 980
Distribution costs                                                          (28, 000)
Ordinary dividend paid                                                 (20,000)
Preference dividend paid                                               (30,000)
Administrative expenses                                                (30,000)
Directors remuneration                                                   (5,000)
Commision                                                                     (3,000)	
Operating profit        ( See W1)                                      116000             
Profit/loss on sale of fixed assets (See W1)                    132980
Interest payable                                                                (2,000)
Profit/(loss) before taxation    (See W1)                          130,980
Taxation                                                                           (68,000)
Profit for the year     (See W1)                                         62,980

[bookmark: _Toc56115741]Worksheet 1 Income Statement

Revenue : 826,650+980=827,630
Gross Profit : 827,630 – 578,650 = 248,980
Operating Profit : 28,000+ 20,000 +30,000 + 30,000 + 5,000 +3,000 = 116,000
Profit/loss on sale of fixed assets : 248,980 – 116,000 = 132,980
Profit before tax : 132,980 – 2,000 = 130,980
Profit for the year:  130,980 – 68,000 = 62,980
Equity : 300,000 + 310,000 + 194,980 = 804,980

[bookmark: _Toc56115742]Q1 Balance sheet/ Statement of financial position as at 31st December 2019 for Eccles plc
                                                                                                                 £
Non- Current assets 
Plant and equipment                                                                           632,730
                                                                                                           632,730

Current assets
 Stock at 31st Dec 2018                                                                      330,600
 Debtors (See W2)                                                                              171,105
 Cash and bank                                                                                    12,900
                                                               (See W2)                              514,605
Total assets     ( See W2)                                                                  1,147,335

Current liabilities
 4% Debentures                                                                             100,000
 Coorporation tax                                                                            68,000
Trade creditors                                                                               171,355
Accroal                                                                                               3 000
                                        (See W2)                                                  342,355
Noncurrent liabilities  
Net assets            (See W2)                                                               804,980
Equity
1% Ordinary shares                                                                            310,000
10% £1 preference shares                                                                   300,000
Retained profit at 31st Dec 2019 (See W2)                                         194,980
                                                (See W2)                                              804,980
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Debtors:   170,125 + 980= 171,105
Current assets: 330,600 + 171,105+ 12,900 = 514,605
Total assets: 632,730 + 514,605 = 1 147 335
Current liabilities: 100,000 + 68,000 + 171,355 + 3 000 = 342,355
Net assets: 1147 335 – 342,355 = 804,980
Retained profit at 31st Dec 2019:   132,000 + 62980= 194,980

[bookmark: _Toc56115744]Explanation - Why statement of Financial position balances

The balance sheet is a strong predictor of whether a company is willing to satisfy its needs. Financial obligations and the freedom to trade on a constant basis. It reveals the way a company is financed, how much money the organisation hires and how easily the investments of the company are financed company can be translated into cash. The investments on the balance sheet are what the organisation retains or receives in the future and are observable. Liabilities are what a corporation owes, such as taxes, payables, wages and loans. The Shareholders ' Equity portion shows the retained profits of the company and the money contributed by the shareholders. On the balance sheet, the net assets should be equal to the total liabilities and equity of the owners (Adrian & Shin, 2015).
In this case the statement of Financial position for Eccles plc for 2019 balances, because assets = liability + equity        1 147 335 = 804 980 + 804 980
The primary explanation for the balance sheet balance is the concept of double-entry accounting.
I have added :
· Commission of £3000 in Income statement and Accroal of £3000 in balance sheet as an expenses that have been recognised in the present quarter for which the supplier invoice has not yet been paid, or sales that have not yet been invoiced.
· Coorporation tax of £68 000 in Income Statement and also in Current liability £68 000 in Balance sheet
· I have added £980 to the revenue in Income statement and to the Debtors £980 in Balance sheet
[bookmark: _Toc56115745]Q2  Ratios for Chocco plc for 2019 and 2018
[bookmark: _Toc56115746]Worksheet 3
1. Investment Ratio 
· Return on capital employed (ROCE)
2019                                                                                       2018
805 /7225 *100% =11.14%                                       699 /7041  *100% =9.92%                                                              
· Return on equity
2019                                                                                 2018     
431 / 3088 *100% =13.95%                                               366 / 2912 * 100 %= 12.56%
· Earnings per share
2019                                                                                   2018
431 / 300 = £1.43 per share                                                  366 /300  =  £1.22 per share
1. Profitability Ratio
· Gross profit margin
  2019                                                                                     2018
 3503/6738  * 100%  = 51.9 %                                                3345/6441  * 100 = 51.9%
· Net profit margins
2019                                                                                        2018
805 /6738 * 100% = 11.94%                                                  699 /6441  * 100% = 10.85%
1. Efficiency ratio
· Assets turnover
2019                                                                                          2018
6738 / 7225 = 0.93                                                                       6441 / 7041 = 0.91
· Stock holding period
           2019                                                                                            2018
708 / 3235 * 365  =  79.8 days                                          659 / 3096 * 365  = 77.6 days
· Debtors collection period
2019                                                                               2018
1249 / 6738  * 365 = 67.6 days                                             1287 / 6441 * 365 = 72.9 
· Creditors payment period
2019                                                                              2018
1928 / 3235 * 365 = 217.5 days                                          2391 / 3096 * 365  = 281.8 days
1. Liquidity ratio
· Current ratio
2019                                                                                        2018
9736 / 2511 = 3.87                                                                      10 087 / 3046  = 3.31
· Quick assets ratio
2019                                                                                         2018
(2303-708 ) / 2511 = 0.88                                                     ( 2355-659) / 3046 = 0.55 
1. Financing ratios
· Gearing ratio
2019                                                                                   2018
4137/ ( 4137+3088)  * 100% = 57.2%                4129 / (4129+2913)  * 100% = 58.6%

· Interest cover
2019                                                                                  2018
805/ 226 = 3.5 times                                                       699/ 181 = 3.8 times 
1 541 + 431 = 1 972
1 972 – 255 = 1 717
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Return on capital employed (ROCE) is one of the most important ratio as it is evaluate the overall performance of the business (Kwong, et al., 1995). This ratio is a key as it measures of the relative profitability. Also, it gives an indication of how effectively business is turning. 
Having calculated ROCE for Chocco plc for 2018 and 2019 (See W3), it can be analysed for every £100 invest in the company, Chocco plc will get £ 11.14 in return for 2019 and £9.9 for 2018, which is indicating increasing profitability with 1.2% for a year and more efficient use of the capital.
For every £100 invested by investitors or shareholders for 2018, Chocco plc generated 12.56% in return, and for 2019 Chocco plc generated 13.95% in return( W3). This is reasonable % in return for the company and comparing with 2018 Chocco plc increased their return with 1.39% and showing efficiency in generating return from new investment.
Having calculated earnings per share for Chocco plc for 2018 and 2019 (W 3) it can be said that the company earns £1.22 for 2018 per share and £1.43 for 2019. This shows high earnings and financial stability of Chocco plc. Moreover, there is increase of 21 pence for a year indicating the company is reliable to invest.
Gross profit margin for Chocco plc for 2018 and 2019 (W3) is high as the company earns £51.9 for every £ 100 sale. That means that the company could have money left over to spend on other business operations, such as research and development or marketing.
For 2018 Chocco plc made £10.85 on every £100 sales, comparing with 2019 there is increase with £1.09 and Chocco plc for every £100 sale earn £11.94. this ration (W3) shows that Chocco plc were making more net profit from sales revenue in 2019. The company is moving in the right direction with turning sales into profit.
The asset turnover ratio calculates the value of profits or earnings of a company compared to the valuation of its reserves. The asset turnover ratio can be used as a measure of the efficiency with which a business uses its assets to produce revenue (Nurlaela & Mursito, 2019). Having research, the average asset turnover in the industry, it can be said the Chocco plc used its asset effectively in generating revenue, but it needs to continue in this direction as shown in 2019  increased comparing than 2018.
For 2018 Chocco plc held for 77.6 days an average inventory before turning it into sales, comparing with 2019 there were with 2 days more- 79.8 days which is showing that increasing average inventory period indicates it is taking longer to sell the goods.
The average numbers of days for Chocco plc to collect its trade receivables after sale have been created is 72.9 days for 2018 and 67.6 days for 2019 (W3). The average period for both years is low which a preference than higher period is. However, Chocco plc should look into providing more credit facilities for its customer in order to expand and attract more customer
The average number of days Chocco plc pays to its suppliers are 281.8 days for 2018 and 217.5 days for 2019. The period is high, but this is with connection with the debtors period which is lower than the creditors payment period. That means that as soon as the company receives the money from debtors in the first instance and used that money to pay its creditors as the debtors.
Having calculated Debtors and Creditor payments period for Chocco plc for 2018 and 2019 it can be conclude that the creditors  payment period is higher for both years, but the company actually will start repay as soon as it has been paid to it by debtors. That means for 2018 Chocco plc has around 208 days to repay and 149.9 day for 2019. This indicated the company is managing well with creditors payment period.
The liquidity ratio for Chocco plc for 2018 is 3.31 and for 2019 is 3.87. That means the company is at very strong position. For 2018 the company had 3.31 current assets  to pay for 1 liability. Comparing to 2019 Chocco plc is at even better financial position as for 1 liability company has 3.87 assets to pay.
The gearing ratio is a general classification that describes a financial ratio that compares a sort of owner's equity (or capital) to the funds lent by the firm (Adrian & Shin, 2015). The high gearing ratio shows a high proportion of debt to equity for both year with a higher for 2018. Chocco plc has high gearing ratio for both years, but It has more than 3 times interest cover ratio.
The interest cover ratio of a corporation determines when it will pay off its obligations. Typically, the interest-bearing ratio of at least two (2) is assumed to be the minimum appropriate sum for a company with solid , stable sales. For Chocco plc this ratio is over 3 time which is good for the company financial stability. This is an important figure not only for borrowers, but also for lenders and customers. Creditors want to trust if a corporation is going to be able to cover its loans. Chocco plc is able to meet its interest payment more than 3 times over for both years. 
By comparison, if the coverage level were one (1) and with the high gearing ratio that would suggests that a corporation cannot satisfy its existing interest payment commitments and is thus not in good financial condition (Adrian & Shin, 2015).
The financial performance of Chocco plc is well managed. 
The financial performance of Chocco plc is balances because the retained profit from 2018 plus profit for the year 2019 minus £255 dividend for 2019 is 1,717, which is same amount for retained profit for 2019.
1 541 + 431 = 1 972
1 972 – 255 = 1 717
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