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Introduction

This assignment will firstly show how Income Statement and Statement of Financial Position are prepared for Eccles pls and explain why the Financial Position one balances.
Secondly, will show how schedule of financial ratios are prepared from Chocco's pls Income and Financial Position Statements and will discuss the financial performance and position of Chocco pls.
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INCOME STATEMENT FOR THE YEAR ENDED 31 December 2019
                                                                        £’000

	

	Revenue 
	 826.650

	Cost of sales
	 (247.070) 

	Gross profit
	579.580

	Other income
	    2000

	Distribution costs
	(28.000)

	Administration expenses
	(30.000)

	Operating profit
Income from investments
	523.580
   50.000

	Finance costs
	(1000.000)

	Profit before tax
	473.580

	Taxation
	(68.000)

	Profit for the period
	 405.580 
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STATEMENT OF FINANCIAL POSITION AS AT 31 December 2019

	
	£’000
	£’000

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	632.730
	

	Intangible assets
	 N/A 
	

	
	
	632.730

	Current assets
	
	

	Inventories
	247.070
	

	Trade and other receivables
	170.125
	

	Cash and cash equivalents
	 12.900 
	

	
	
	 430.095

	Total assets
	
	 1.062.825

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	174.355
	

	Short term borrowings
	3000
	

	Current tax payable
	 68.000 
	

	
	
	242.355

	Non-current liabilities
	
	

	Long term borrowings
	 N/A
	

	Long term provisions
	 N/A
	

	
	
	 N/A

	Total liabilities
	
	N/A

	
	
	

	Net assets
	
	 820.470 

	
	
	

	EQUITY
	
	

	Share capital
	
	300.000

	Share premium
	
	310.00

	Other reserves
	
	78.470

	Retained earnings
	
	 132.000 

	Total equity
	
	 820.470 
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Explanation why the Statement of Financial Position balances

1. Income statement is a report that shows the profit and loses generated over a particular period of a company 
Statement of financial position (Balance sheet) shows the accumulated wealth at a certain point in time. (Chen J., 2020)
2. “ The balance sheet is divided in to two main categories: assets and liabilities”.  The assets include all cash, buildings, land owned by the company and equipment. The liabilities include bills that have not been paid , debt obligations.
“The balance sheet is structured by dividing assets and liabilities into one of the two time periods current and non-current.”
Those assets that will be converted into cash in the coming year are called current assets, this includes the balances in the checking and saving accounts of the business and the value of the inventory that will be sold in the coming year. The non-current assets are those items that have been used more than a year and that would not be sold in the coming year, those assets include buildings, equipment, land. (Engle CR, 2012)
On page 3 above we can see the Balance sheet of the Eccles pls , the total value of the business is calculated by subtracting total liabilities from total assets to receive the net asset ( net worth), that is the bottom line of the balance sheet.
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Chocco pls schedule of financial ratios

The schedule ratios help to seЕ the performance of the company at different accounting periods. Also is used to check the Company performance by comparing their figures to their rivals. Moreover, to find how the company is performing in the industry the average industry figure is used.

The ratios that are important to be measured are Investment ratios, Profitability ratios, Efficiency ratios, Liquidity ratios and Financing ratios. 

This information(ratios) can be used by internal and external users to the Company. External users are Investors, tax authorities, etc. Internal users are managers, employees, and the owner. 



Profitability Ratios 

Earnings per share = Earnings / number of ordinary shares 

(2018)    Earnings per share = 2912-1071 / 4,00= 1841/4=460,25 per share

(2019)   Earnings per share = 3088-1071 /5,12 = 2017/5,12=393,95 per share



Gross profit margin = Gross profit/ Sales x 100 
5
2018) Gross profit margin = 3345 / 6441 x 100 = 0,52%

2019) Gross profit margin = 3235 / 6738 x 100 = 0,48%



Net profit margin = Net profit / Sales x 100 

2018) Net profit margin = 2912 / 5809 x 100 = 50 %

2019) Net profit margin = 3088 / 5485 x 100 = 56%



Efficiency ratios / activity financial ratio

Asset turn over measure the efficiency of the company and how the company uses their asset to generate revenue. 

 Asset turnover = Turnover (total sales) / Asset employed (beginning +end asset / 2 ) x 100 

2018) Asset turnover = 6,441 / 10,087 x 100 = 0,64 %

2019) Asset turnover = 6.738 / 9,763 x 100 = 0,69 %

Stock holding period = inventory/ cost of sales x 365 

2018) Stock holding period = 1,287 /3,096 x 365 = 151.7

2019) Stick holding period = 1,249 / 3,235 x 365 = 140.9



Liquidity Ratios 

Liquidity ratios are financial ratios they show if the company will be able to repay their obligation in the short and long period.

Working Capital = Current asset – Current liabilities

2018) Working Capital = 2355 – 3046 = (691)

2019) Working Capital = 2303 – 2511 = (208)

The Company working capital is negative for both years (2018 and 2019), which means that they do not have abilities to pay it.



Current ratio = Current asset / Current liability 

2018)  Current ratio = 2355/ 3046x100 = 77%
7
2019)   Current ratio = 2303/ 2511 x 100 = 92%



It the relationship between the Asset and liabilities within one-year period (short-term)

2018) For every £ of (2018) current liability the company has £ 0,77 current assets.



 2019) For every £ of (2019) current liability the company has £ 0,92 current assets.



When compared the two periods (2018 and 2019) it shows that the company had more difficulty in 2018 than 2019 with liquid ratio.

To understand the performance of the company better they need to be compared with their rival and the industry average.  

Quick asset ratio = current assets -inventory / current liabilities 

2018)  Quick asset ratio = 2,355 – 1,287 / 3,0461 = 35%

2019) Quick asset ratio = 2,303-1249/ 2,511 = 42%



Solvency / Leverage ratio 

Leverage ratio evaluates the company levels of debt. And the debt ratio is measuring the asset of the company that proved from debt. 

Debt total asset ratio = total liability / total asset x 100 

2018) Debt total asset ratio = 6648 / 9736 x 100 = 68%

2019) Debt total asset ratio = 7175/ 10087x100 = 71%

Compare to last year (2018) shareholders owned more of the total assets.

So, for 2018 ratio means that every £ of assets was finance by 71%

For 2019 ratio means that every £1 of asset was financed by 68%


Debt to equity ratio = total liability / total shareholder investment
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Total shareholder investment 

2018)  242x 4,00 = 968m

2019) 255x 5.12 = 1,305.6m

2018) Debt to equity ratio = 7175/ 968 x100 = 7,41%

2019) Debt to equity ratio = 6,648 / 1,305,6 x 100 = 6,42



Solvency / Leverage/ debt ratio – is the ability to pay interest as it comes due and repay balance of debt due at its maturity. It measures the Company’s ability to survive. (corporatefinanceinstitute, 2020), (Drake PP, 2020)









10




References:

1 Chen J. (2020), Income Statement. Available at: https://www.investopedia.com/terms/i/incomestatement.asp
Accessed: (07.11.2020)

2 Engle CR. (2012), Assessing the financial position of Aqua culture business: Using balance sheets. SRAC Publication, No 4401. 

3 corporate finance institute (2020) Financial Ratios, The use of financial figures to gain significant information about a company. Accessed: (12.11.2020) Available at: https://corporatefinanceinstitute.com/resources/knowledge/finance/financial-ratios/

4 Drake PP (2020) Financial Ratios formulas. Available at educ.jmu.edu. Accessed: (12.11.202)








11


Appendix
[image: ]

[image: ]




image2.jpeg
s ] NG
formla s Revenc g — Cosrar Selley = Erdss frét
Revenue /- S&//. e < :
EEEoHmE s mpe, [neator o+ Mk —eudiy Pt
Gross profit
Distribution costs
Administration expenses
Other income QY [corl Hnettorme) otbGlE Compacs
Operating profit
Income from investments - djvidents, G fite/, §G 1S
Finance costs

Profit before tax
Taxation

Profit for the period \;@.* aSSet =2 tote] ofSet — Toh| m.ﬂp_@;,\_m

INCOME STATEMENT FOR THE PERIOD ENDED 4 2019

£'000 l
X 326 550 |
X (Y7070 v”,
X S e
) (2 B voo)|
mx%_wb\ Gock ,

X Deyears M

|
{
|
!
!

X M)ﬁ\, X0
X) (Fogoog)
. AFEGE B

X (ggese




image3.jpeg
S

5ol
Dec. <*
ST, ATEMENT OF FINANCIAL POSITION AS AT -_:«}-/ pe

£7000 £°000
ASSETs
On current assets

foperty, plant & equipment X 6327/
Intangipe assets X p o ATd(P
P R
Current assets
Inventories X 2 ¢f7o70
Trade and other receivables

X 7o ra
Cash and cash equivalents
Total assets

LIABILITIES
— B LITIES

Current liabilities
rade and other payables
Short term borrowings

X =
Current tax payab]e X o5 OOOX 2 e sg{
Non-current liabilities :
Long term borrowings D
Long term provisions = Gt
S
Total liabilities X

Net assets (e

EQUITY

Share capital X S,
Share premium ' - .

Ot





image1.png




image2.png




