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[bookmark: _Toc81598917]Question 1.1: INCOME STATEMENT FOR THE YEAR ENDED 2020 
	
	£’000

	Revenue 
Credit revenue 
Net incomes 
	826,650
       (980)
827,630

	Cost of sales
Gross profit
Directors remunerations
	 (578,650 )
248,980
    (5,000)

	Distribution costs
Debentures 4% (100,000 x 4%)
	   (28,000)
     (4,000)

	Administration expenses 
Operating expenses
Operating profit
	  (30,000)
  67,000
181,980

	Interest Paid
Income before taxes
Tax                                                                        
	     (2,000)
   179,980
   (68,000)          

	Profit for the period
	  111,980 
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	£’000
	£’000

	ASSETS
	
	

	Non current assets
	
	

	Plant & equipment 
	632,730
	

	
	
	

	Total non current assets
	
	632,730

	Current assets
	
	

	Inventories
Debtors
	330,600
170,125
	

	Trade and other receivables
	980
	

	Cash and cash equivalents
	 12,900 
	

	Total current assets
	
	514,605 

	Total assets
	
	 1,147,335

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables(W3)
	174,355
	

	Accrued Interests
	2,000
	

	Current tax payable
	 68,000 
	

	Total current liabilities
TA – CL                                                                                      
	
                
	244,355
802,980

	Non-current liabilities
	
	

	4% Debentures
Total liabilities                                          
	
	100,000
344,355

	EQUITY
	
	

	Share capital (W2)
	
	610,000

	Retained earnings (W1)
Profit
	
	82,000
110,980 

	Total equity
Total equity and liabilities
	
	802,980
1,147,335



a) W1) Retained profits
	Retained profits at 1.1.20
	132,000 

	Profit for year
	               132,000 

	Dividends paid
	                (50,000)

	
	                 82,000

	

	

	b) W2) Share Capital
Ordinary share
10% £1 preference shares
Total share capital
	
        310,000
300,000
610,000

	c) W3) Trade and other payables 
Trade creditor
Salesmen commission 
Total
	

171,355
3,000
174,355




[bookmark: _Toc81598919]Question 1.3: Why does the statement of financial position balance?

The assets on a balance sheet are quantifiable assets that a business has or will receive in the future. Taxes, payables, wages, and debt are all examples of liabilities that a business owes. The shareholders' equity section shows the company's retained profits as well as shareholder capital contributions. Total assets must match total liabilities and shareholders' equity in order for the balance sheet to be balanced. (Nguyen, 2021)
The accounting concept of double entry is the main reason why a balance sheet balances. All transactions are recorded in at least two distinct accounts in this accounting system, which also serves as a check to ensure that the entries are consistent. (Nguyen, 2021)
The balance sheet is set up such that an entity's total assets match the sum of its liabilities and equity. This may make you question why the balance sheet has to be in balance all of the time.
An entity's assets may be funded either internally (through share capital and earnings) or externally (by credit) (e.g. bank loan, trade creditors, etc.). Because the total assets of a company must equal the sum of equity and liabilities, the total assets of a firm must equal the amount of capital invested by the owners (i.e. in the form of share capital and earnings not taken) plus any borrowings. (Ali, 2021)

As a result, we arrive to the Accounting Equation: Liabilities + Equity = Assets









[bookmark: _Toc81598920]Question 2.1: Calculate the following ratios for Chocco PLC for 2020 and 2019, showing the formulas and working:
1- ROCE - 3
2- ROE - 4
3- Earnings per share - 5
4- Net profit margin - 1
5- Asset turnover - 9
6- Stock holding days - 8
7- Debtors collection period - 10
8- Current ratio - 2
9- Gearing ratio - 6
10- Invertor cover – 7
a. Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Chocco PLC. 
	Profitability Ratios
	2020
£m
	2019
£m

	Net profit margin
Net profit = Profit for the year
Sales
Net profit margin = 
	
431
6,738
6.40%
	
366
6,441
5.68%

	Gross profit margin
Gross profit
Sales
Gross profit margin = 

	
3,503
6,738
51.9%
	
3,345
6,441
52%

	Liquidity Ratios
	2020
£m
	2019
£m

	Current ratio
Current assets: Inventory + Trade receivables  + Investments + Cash
Current liabilities: Trade payables + Other creditors 
Current ratio = 
	
2,303
2,511
0.92 times
	
2,355
3,046
0.77 times

	Investment Ratios
	2020
               £m
	2019
               £m

	Return on capital employed (ROCE)
Profit before interest= Operating profit
Assets employed = Total assets – Current liabilities
Return on capital employed =
 x 100%

	

805

7,225

11.1%
	

699

7,041

9.9%

	Return on equity (ROE)
Earnings = Profit for the year
Ordinary share capital and reserves = shareholder’s equity – dividend payment=
Return on equity= x 100%

	

431
3,088 - 255

15.2%
	

366
2,912 - 242

13.7%

	Earnings per share
Earnings = Profit for the year
Number of ordinary shares = 
Earnings per share = 
	

431
206

210p
	

366
268

137p

	Financing Ratios
	2020
              £m
	2019
 £m

	Gearing ratio
Debt = Loans and other borrowings
Equity
Gearing ratio = 
	

4,137

3,088

57.2%
	

4,129

2,912

58.6%

	

Interest cover
Profit before interest = Operating profit
Interest charges = Interest payable
Interest cover = 

	




805

226

3.6 times
	




699

181

3.9 times

	Efficiency Ratios
	2020
              £m
	2020
              £m

	Stock holding days
Inventory
Cost of sales
Stock holding days =  
	

708

3,235

80 days
	

659

3,096

78 days

	Asset turnover
Turnover = Sales
Assets employed  = Total assets – Current liabilities
Asset turnover = 
	
6,738
7,225
0.93 times
	
6,441
7,041
0.91 times

	Debtors collection period
Trade receivables
Credit Sales = Revenue
Debtors collection period = 
	
1,249
6,738
68 days
	
1,287
6,441
73 days

	Creditors payment period
Trade payables
Credit purchases = cost of sales
Creditor payment period = 
	
583
3,235
66 days
	
655
3,096
77 days



[bookmark: _Toc81598921]Question 2.2: Comment on the financial performance and position of Chocco plc

Financial performance is a subjective indicator of a company's ability to produce income by using assets from its main business. The word may also refer to a broad assessment of a company's overall financial health over time. Financial performance is used by analysts and investors to evaluate comparable companies in the same industry or to analyse whole industries or sectors. (Kenton, 2021)
Chocco plc overall performance was  great during 2020. Net profit increased  from 366m for  the previous year to stunning 431m in 2020. Gross profit stayed mostly the same during both years, because of the Revenue gathered. By calculating the Gross profit margin on the other hand we can clearly see that the company does well with 52%, because  big gross profit margin implies that a business is profitable above and above its expenses. On closer examination, we can see that comparing the current assets for 2019 and 2020 they have decreased from 2,355m to 2,303m. Because of that we can see that some of  the initial investments from 2019 are gone for 2020. Finishing 2020 with a 11.1% ROCE is a good that shows a higher percentage of the company's value can ultimately be returned as profit to stockholders. ROE provides a measure of profit-generating efficiency by evaluating the profits a business can produce from its assets. Investors may use ROE to evaluate whether a business is a profit engine or an inefficient one. Firms that excel in extracting profit from their operations generally have a competitive edge, which typically translates into higher returns for investors. ROE is a particularly useful statistic to analyse because of the connection between the company's earnings and the investor's return. Investors may utilise five-year averages of ROE of businesses in the same sector to identify companies with a competitive edge. (Mcclure, 2021) 
With annual results as much as +15% the company seems to be going in the right direction, by making the correct decisions.
One suggestion is to cut down marketing costs as they seem quite high standing at 1,324m for 2020 and 1,274m for 2019. The necessity to promote oneself on a regular basis is one of the most essential elements of operating a successful company. No one will know you exist until you promote yourself consistently and effectively. However, marketing for the sake of marketing is ineffective as well. This is something you should be doing well. Your marketing efforts must find a balance between making necessary expenses and without sacrificing funds for other purposes. (Smale, 2018) Few ways to do that are: Reducing the marketing channels you use or using more automatic marketing tools.

[bookmark: _Toc81598922]Conclusion
I will now attempt to give an overview of Chocco PLC's financial position after conducting a comprehensive financial analysis based on the financial statements published in the annual reports for 2019 and 2020. Chocco plc, on the other hand, I feel is a forward-thinking business. Despite the challenging operating circumstances, it continues to look forward and is unafraid of failure. (Business, 2021) Overall performance of the company seems to be in good shape, progressing through the years. If we follow the company’s balance sheets and PLS we can clearly follow their growth. If I was to give a grade to   Chocco PLC I would give it a solid 7.5/10 and only thing I can say is that I would definitely invest in that company for the future.
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