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[bookmark: _Toc78232956]Question 1
[bookmark: _Toc78232957]Part A
[bookmark: _Toc78232958]PROFIT AND LOSS STATEMENT
Revenue                                                                 827,650                          
Cost of sales                                                          ( 581,650)
Gros profit                                                              246,000
Distribution costs                                                   (28,000)
Administration expenses                                       ( 35,000)
Operating profit                                                      183,000
Finance costs                                                           (2,000)
Profit before tax                                                     181,000
Taxation                                                                 ( 68,000)
Profit for the period                                               113,000
[bookmark: _Toc78232959]STATEMENT OF FINANCIAL POSITION
Non- Current Assets                                                                  
Plant and equipment                                                632,730
Current Assets                                                                           
Debtors                                                                     171,105
Stock at 31st December                                           330,600
Cash and bank                                                           12,900
Total Assets                                                              1.147,335
Current Liabilities
Trade creditors                                                          171,355
Directors renumeration                                             5,000
Non- current liabilities
Debentures                                                                 100,000
Administrative expenses                                            30,000
Preference dividend paid                                            30,000
Unearned revenue                                                        980
Corporation tax                                                               68,000
Total Liabilities                                                             405,335
EQUITY
Ordinary shares                                                                310,000
Preferance shares                                                             300,000
Retained profits at 1st January 2020                               132,000
TOTAL EQUITY +LIABILITY                                   1.147,335
[bookmark: _Toc78232960]Part B. Why does the statement of financial position balance?
One of the most important documents of a company is the statement of financial position, which it must present in order, to maintain its status as a company on the market (Wood & Sangster, 2017). The purpose of this document is to summarize all the financial changes in a company that take place in a certain period, of time. In order to demonstrate the validity of the financial position, it needs to be balanced, ie the company's assets correspond equally to the company's liabilities and equity (Atrill & McLaney, 2016). The major reason that a balance sheet balances is 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 (Drury, 2018).
[bookmark: _Toc78232961]Question 2
[bookmark: _Toc78232962]Part A
[bookmark: _Toc78232963]1.ROCE=PROFIT BEFORE INTEREST /ASSETS EMPLOYED X100
Assets employed-total assets less current liabilities 
ROCE 2019-   
699/10,087-3,046 X10
699/7,041 X100 =9.9 %
ROCE 2020 -   
805/9,736-2,511 X100
805/7,225 X100= 11.1 %
[bookmark: _Toc78232964]2.ROE =EARNINGS /ORDINARY SHARE+RESERVES X100
ROE 2019-   
366/2912 X100 =12.5 %
ROE 2020 -  
431/3088 X100 = 13.9 %
[bookmark: _Toc78232965]3.EPS=EARNINGS/NUMBER ORDINARY SHARE RANKING FOR DIVIDEND
EPS 2019 -  
366/300=1.22 p
EPS 2020 -  
 431/300=1.44 P
[bookmark: _Toc78232966]4.NET PROFIT MARGIN=NET PROFIT MARGIN (profit before interest)/SALES X 100
NET PROFIT MARGIN 2019
699/6,441 X100=10.8%
NET PROFIT MARGIN 2020
805/6,738 X100 =11.9 %
[bookmark: _Toc78232967]5.ASSET TURNOVER=SALES/ASSETS EMPLOYED
ASSET TURNOVER 2019
6,441/(10,087-3,046) =
6,441/7,041= 91.4 %
ASSET TURNOVER 2020
6,738/(9,736-2,511)=
6,738/7,225=93.2%
[bookmark: _Toc78232968]6.STOCK HOLDING DAYS=INVENTORY /COSTS OF SALES X365
STOCK HOLDING DAYS 2019
659/3,096 X365= 78 DAYS
STOCK HOLDING DAYS 2020
708/3,235 X365 = 80 DAYS 
[bookmark: _Toc78232969]7.DEBTORS COLLECTION PERIOD= TRADE RECEIVABLES/CREDIT SALES X 365
DEBTORS COLLECTION PERIOD 2019
1,287/6,441 X365 =73 DAYS
DEBTORS COLLECTION PERIOD 2020
1,249/6,738 X365 =68 DAYS
[bookmark: _Toc78232970]8.CURRENT RATIO=CURRENT ASSETS/CURRENT LIABILITIES
CURRENT RATIO 2019
10,087/3,046=3.3
CURRENT RATIO 2020
9,736/2,511=3.9
[bookmark: _Toc78232971]9.GEARING RATIO=DEBT/DEBT+EQUITY X100%
GEARING RATIO 2019
4,129/4,129+2,912 X100% =58.6 %
GEARING RATIO 2020
4,137/4,137+3088 X100% =57%
[bookmark: _Toc78232972]10.INTEREST COVER=PROFIT BEFORE INTEREST/INTEREST
INTEREST COVER 2019 
699/181 =3.9 times
INTEREST COVER 2020
805/226=3.6 times
[bookmark: _Toc78232973]Part B Financial performance and position of Chocco Plc 
1.Investment ratios-based on the ROCE, ROE and Earnings per share calculation of Choco plc. We can see an increase performance in 2020 compared to 2019. Profitability ratios- The net profit margin increase in 2020 compared to 2019.A higher net profit margin means that a company is more efficient at converting sales into actual profit. Efficiency ratios-We can see an increase in asset turnover in 2020 with 1.8 % The higher the asset turnover ratio, the more efficient company is at generating revenue from its assets. A high, days inventory indicates that o company is not able to quickly turn its inventory in sales. This can be due to poor sales performance or the purchase of too much inventory. The debt collection period decrease, in 2020 and means that a company’s client’s take less time to pay their bills. Another, way to look at it is that a lower collection period means the company collects payment faster. Liquidity ratios-The current ratio increase show, us the ability of the business to generate cash to meet its short-term obligations. Financing structure-The gearing ratio decreases in 2020 with 1.6 % compared with 2019. A low gearing ratio represents a low proportion of debit to equity and indicates lower financial risk. Typically, a low gearing ratio means a company is financially stable. The interest cover, get lower, therefore there is a lower amount of profits available to meet the interest expense on the debt (Weetman, 2013).
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