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QUESTION 1
a)                               ECCLES PLC
STATEMENT OF FINANCIAL POSITION AS AT 31ST DECEMBER 2018
                                                                                                   £
              £
ASSETS

NON-CURRENT ASSETS   

Property, plant and equipment                                                                                           632,730

CURRENT ASSETS

Inventories                                                                               330,600

Trade receivables (170,125+980)                                            171,105  
Cash and bank                                                                            12,900  
                                                                                                                                              514,605             
TOTAL ASSETS                                                                                                             1,147,335  
 LIABILITIES
NON - CURRENT LIABILITIES

Loan – long term                                                                                                                (100,000)
CURRENT LIABILITIES

Trade payables                                                                        171,355

Accruals (3,000+2,000)                                                              5,000

Current tax payable                                                                   68,000

                 244,355

TOTAL LIABILITIES                                                                                                     344,355  
NET ASSETS                                                                                                                     802,980                             

EQUITY

Ordinary share capital                                                              310,000

Preference shares                                                                      300,000

Retained profit (Task 1)                                                           192,980
TOTAL EQUITY                                                                                                              802,980

Task 1:                                                                                       £
Retained profit at 1st January 2018                                     132,000

Profit for year                                                                      110,980
Ordinary dividend paid                                                        (20,000)

Preference dividend paid                                                      (30,000)

Retained profit at 31st December                                      192,980

ECCLES PLC

INCOME STATEMENT FOR THE YEAR ENDED 31ST DECEMBER 2018

         



      £

REVENUE (826,650+980)                                                                  827,630

COST OF SALES                                                                               (578,650)


GROSS PROFIT                                                                     248,980

DISTRIBUTION COSTS (28,000+3,000)                                           (31,000)

ADMINISTRATIVE EXPENSES (30,000+5,000)                              (35,000)

OPERATING PROFIT                                                           182,980

INTEREST PAYABLE (100,000x4%)                                                   (4,000)  


PROFIT BEFORE TAX                                                         178,980

TAXATION                                                                                           (68,000)   


PROFIT FOR THE PERIOD                                                 110,980

b) According to Harold Averkamp, “The statement of financial position (balance sheet) reports a corporation’s assets, liabilities, and stockholders’ equity as of a moment in time.” (Averkamp, 2020) Unlike revenues and yearly expenses, which report amounts for a period of time, the balance sheet reports amounts as of the final moment of the day. The aforementioned is shown in the heading of the sheet. The amount of the corporation’s should always equal the total sum of the stockholders’ equity and the liabilities. In other words, as Averkamp puts it: “…the balance sheet reflects the accounting equation: assets = liabilities + stockholders’ equity.”(Averkamp, 2020)
QUESTION 2

SCHEDULE OF RATIOS FOR CHOCCO PLC FOR 2019 AND 2018

	INVESTMENT RATIOS
	CALCULATIONS
	2019
	CALCULATIONS
	2018
	
ANALYSES


	Return on capital employed =
Profit before interest x100%

Assets employed
	(805+19+22) *100%
(9,736-2,511)
	11,71%
	(699-5+26) *100% 
(10,087-3,046)
	9,93%


	For every £100 invested in the company, they will get £11,14 in return for 2019 and £9,93 for 2018. It shows a more efficient use of capital in 2019.

	Return on equity=
Earnings x100%

Ordinary share capital and reserves
	431*100%

3,088
	13,96%
	366*100%

2,912
	12,57%


	For every £100 invested by investors/shareholders the  company will generate £13,96 in return in 2019 and £12,57 in 2018.

	PROFITABILITY RATIOS
	
	
	
	
	

	Gross profit margin =
Gross profit x 100% 
Sales
	3,503*100%

6,738
	51,99%
	3,345*100%

6,441
	51,93%


	This means that the company will earn £51,99 on every £100 sales in 2019 and £51,93 in 2018. It shows the gross profit Chocco makes after deducting the cost of sales. The trend continues in the two observed years.

	Net profit margin =
Net profit x100%

Sales
	805*100%

6,738
	11,95%
	699*100%

6,441
	10,82%
	That shows how much net profit is made from sales. It shows that the company will earn £11,95 on every £100 sales in 2019 and £10,82 in 2018.(Increase about 1% in the 2019 year).

	EFFICIENCY RATIOS
	
	
	
	
	

	Asset turnover =

Turnover

Assets employed
	6,738

9,736-2,511
	0,93
	6,441

10,087-3,046
	0,91
	It shows how successfully the company is using its assets to generate revenue. The current results show that the company has not used its assets properly in generating revenue because in both years assets turnover is less than 1.

	Stock holding period=
Inventory x365

Cost of sales
	708*365

3,235
	80 days
	659*365

3,096
	78 days
	This ratio shows how many days on average a business holds inventories before selling them. These periods are more than 2 months (perhaps because the company operates in the international markets).

	Debtors collection period =
Trade receivables x365

Credit sales
	1,249*365

6,738


	68 days 
	1,287*365

6,441
	73 days
	This ratio shows the time that the company needs to collect trade debts. The situation in 2019 is better than in 2018 but it is still too long a period (more than 2 months).

	Creditors payment period =
Trade payable x365

Credit purchases
	583*365

3,235
	66 days
	655*365

3,096
	78 days
	Creditors payment period shows the average number of days in which a business pays its suppliers. Current results show that the payment period is too long but it’s getting better in 2019.

	LIQUIDITY RATIOS
	
	
	
	
	

	Current ratio =
Current assets

Current liabilities


	2,303

2,511
	0,92
	2,355

3,046


	   0,77


	This ratio shows that in 2018 the company had a problem paying current liabilities with current assets but in 2019 the situation is getting better because the current liabilities go down.

	Quick asset ratio =
Current assets -inventory

Current liabilities
	2,303-708

2,511
	0,64
	2,355-659

3,046
	0,56
	We can see increases in this ratio in 2019 than in 2018 which shows an improvement in payment of current liabilities when they come due.

	FINANCING RATIO
	
	
	
	
	

	Gearing ratio =
Debt 

Debt + equity
	4,137*100%

4,137+3,088
	57,26%
	4,129*100%

4,129+2,912
	58,64%
	In both years this ratio is more than 50% which shows that the business is “highly geared” (Riley, 2018) but it has improved very slightly in 2019.

	Interest cover =
Profit before interest

Interest charges
	805+22+19
226
	3,74
times
	699-5+26
181
	3,98
times
	The company can meet its interest more than 3.7 times in 2019. It is a lower level comparison with 2018 –about 4 times.



In conclusion, based on the aforementioned calculations the company as a whole is working well. As a result, we can see that the ROCE, the gross and net profit margins are increasing which shows that the management of the company at a good level. 

The debtors’ collection period is high; however, it is decreasing over the course of last year. The longer period is because due to the international trading and the period of exporting its products.
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