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A) Eccles Plc Income Statement 
For the year ended 31st December 2019 
	
	£
	£

	Sales (826,650 + 980)
	
	827,630

	Cost of sales
	578,650
	

	Gross profit 
	
	248,980

	Administrative expenses
	30,000
	

	Distribution costs 
	28,000
	

	Accrued wages 
	3,000
	

	Directors remuneration
	5,000
	66,000

	
	
	

	Operating profit 
	
	182,980

	Interest paid
	
	2,000

	Profit before tax
	
	180,980

	Corporation tax
	
	68,000

	Net profit
	
	112,980


 
 









Eccles Plc Balance Sheet 
As at 31st December 2019
	
	£
	£

	Non-current assets: 
	
	

	Plant and equipment 
	
	632,730

	
	
	

	Current assets:
	
	

	Stock 
	330,600
	

	Debtors
	170,125
	

	Cash and bank 
	12,900
	

	Accrued income
	980
	

	Total current liabilities
	
	514,605

	
	
	

	Total assets
	
	1,147,335

	
	
	

	Non-current liabilities:
	
	

	4% Debentures 
	
	100,000

	
Current liabilities:
	
	

	Trade creditors 
	171,355
	

	Accrued commission 
	3,000
	

	Tax payable
	68,000
	

	Total current liabilities
	
	242,355

	
	
	

	Equity:
	
	

	£1 ordinary shares
	310,000
	

	10% £1 preference shares
	300,000
	

	Retained profits at 1st Jan
	132,000
	

	Net profit added (112,980 - 20,000 - 30,000)
	62,980
	

	Total equity
	
	804,980

	
	
	

	Total equity and liabilities
	
	1,147,335



 
a.  
In order to balance the Statement of Financial Position, generating a correct net profit figure from the Income Statement is of the essence. To reach the net profit figure, several adjustments have been from the information provided that is in addition to the trial balance provided. The sales figure includes the £980 of accrued income on the basis of the revenue recognition principle. The operating expenses are comprised of administrative expenses, distribution costs, directors’ remuneration as well as the accrued salesmen’s commission of £3,000, which needs to be recognized in the Income Statement as it includes expenses incurred over the accounting period, even though no payment will be made until the next period. Once interest paid and corporation tax have been accounted for, the net profit figure derived amounts to £112, 980. 
In terms of the balance sheet, no adjustments are made to the plant and equipment. However, within the items of current assets, accrued income is added as a corresponding entry to the figure in the Income statement. Thus, the total assets for Eccles Plc have a value amounting to £1,147,335, which has to be matched by the sum of total equity and total liabilities in order for the balance sheet to balance. No adjustments are made with regards to the 4% debentures; however, the accrued commission expense has been added to the current liabilities' category as a corresponding entry to the same figure in the Income Statement. Furthermore, the tax liability has also been added as a current liability since it is only an estimate and has not yet been paid, thus it represents an arising liability that would need to be handled in the short-term. As part of equity, the ordinary shares, preference shares and retained profits have been considered. Meanwhile, the profit for the net profit has been added, but the ordinary dividend and preference dividend have been subtracted as those would be distributed to the shareholders and would not become part of the retained earnings. Consequently, the sum of the total equity and total liabilities matches the total assets, thereby balancing the balance sheet.
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The financial performance of Chocco Plc has improved across each profitability ratio calculated. Although gross profit margin has barely increased, the operating profit margin has reported a greater growth, indicating for optimisation of the expenses, while ROCE has also increased substantially, suggesting for an efficient use of the equity and debt financing employed within the firm (Atrill and McLaney, 2016). 
Nonetheless, it could be observed that the efficiency ratios have suffered as the inventory turnover period has increased slightly, suggesting that the company is taking longer to sell its stock, while the creditors’ payment period has reduced, which is a negative trend since it means that the company’s working capital management is weakening (Atrill, 2012). This is true since the company takes very long to receive cash (80 days to sell inventory and 68 days to collect the debtors; total = 148 days), while the payment for the stock is made much earlier (66 days), indicating that the firm needs to use interest-bearing financing (Melville, 2017). 
The liquidity ratios of the firm also demonstrate a relatively unstable financial position as the current ratio is below 1, but on a positive note it has improved significantly since 2018. The quick ratio has also slightly improved in 2019, which is a positive sign as it indicates that the firm has a greater accumulation of liquid assets that are either cash or easily converted into cash (Stolowy et al., 2013). Meanwhile, as the current ratio is below 1, this suggests that the company may struggle to finance its short-term financial obligations if they were to become due immediately, thereby putting strain on its financial position (Atrill and McLaney, 2013). Nonetheless, there are a lot of organisations that are successfully managing a current ratio below 1 and still able to pay their short-term obligations, thus, to get a better idea of Chocco Plc’s current ratio, it would have to be compared to a rival or industry average. 
The solvency ratios demonstrate extremely high risk as they show that the company is financed mainly through debt, which accounts for 57.3% of the total capital employed. Although the gearing has slightly reduced, the financial position of the firm is still extremely risky as there is a much higher risk of default (Elliott and Elliott, 2019). Furthermore, the interest cover of the company has reduced which is concerning, but overall the firm seems to have the ability to meet its interest payable (Melville, 2015). 
The EPS has increased significantly due to the improved financial performance, which is also reflected in the decision to increase the DPS, both of which are positive trends in the investment ratios. The P/E ratio has increased slightly, indicating for enhanced investor confidence in Chocco Plc, but on a negative note the dividend yield of the firm has reduced to 8.1%, which suggests that investors would receive a lower dividend return if they were to buy into the company at the current share price (Atrill, 2012).
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