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Question1 

      
a) Prepare an income statement for the year ended 31st December 2019 for Eccles plc and a statement of financial position as at that date.


INCOME STATEMENT FOR THE YEAR ENDED 31st December 2019 for Eccles plc


	
	£’000

	Revenue 
	827630

	Cost of sales
	-578650

	Gross profit
	248980

	Other income
	 0

	Distribution costs
	-28000

	Administration expenses                                                   
	    -30000

	Operating profit
	190980

	Finance costs                                                                            
	    -72000

	Profit before tax
	118980

	Taxation                                                                                             
	    -68000

	Profit for the period
	50980

	
	























STATEMENT OF FINANCIAL POSITION AS AT 31st December 2019 for Eccles pcl

	
	£’000
	£’000

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	632,730
	

	Intangible assets
	0
	

	
	
	632,730

	Current assets
	
	

	Inventories
	330,600
	

	Trade and other receivables
	170,125
	

	Cash and cash equivalents
	13,880
	

	
	
	 514,605

	Total assets
	
	 1,147,335

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	-171,355
	

	Short term borrowings
	    -3000
	

	Current tax payable
	-68,000
	

	
	
	-242,355

	Non-current liabilities
	
	

	Long term borrowings
	-100,000
	

	Long term provisions
	0
	

	
	
	-100,000

	Total liabilities
	
	-342,355

	
	
	

	Net assets
	
	804,980

	
	
	

	EQUITY
	
	

	Share capital
	
	310,000

	Share premium
	
	300,000

	Other reserves
	
	0

	Retained earnings
	
	194,980

	Total equity
	
	 804,980

	
	


                            




                                                Question 1. 

b) Explain why the statement of financial position balances.

The reason that the statement of financial position is balancing is that the numbers has been recorded correctly in the year end journal and in the accounts.




































                                          
QUESTION 2


a).    Prepare a schedule of ratios for Chocco plc for 2019 and 2018.
b).   Using the information in the financial statements and the ratios you have calculated, comment on the financial performance and position of Chocco plc.


INVESTMENT RATIOS

Return on capital employed 2019                     Profit before interest x 100%                        Assets employed
                                                                         
 805 / 2,303 x100= 34.954 %


Return on capital employed 2018                         Profit before interest x 100%
        Assets employed
 
  699 / 2,355 x 100= 29.681%


Return on equity 2019                                          Earnings                                           x 100%                Ordinary share capital and reserves

                                                                          431 / 3,088 x 100 = 13.957%


 Return on equity 2018                                       Earnings                                           x 100%                Ordinary share capital and reserves

                                                                                                                                                     
366 / 2,912 x 100 = 12.568%
 					                     

Earnings per share	2019				              Earnings                             
Number of ordinary shares

431 / 300 = 1.436



Earnings per share	2018				              Earnings                             
Number of ordinary shares

366 / 300 = 1.22





Price earnings ratio	2019				         market price                       
Earnings per share

5.12 / 0.5 = 10.24 p

Price earnings ratio	2018				         market price                       
Earnings per share

  4 / 0.5 = 8 p
             



Investment ratios are ratios which are used to assess the performance of a company's shares. Apart of the fact that has a great interest to the ordinary shareholders, investment ratios are also of interest to potential investors, analysts, and competitors.



PROFITABILITY RATIOS

Gross profit margin 2019		Gross profit x 100%
               Sales


   3,503 / 3,235 x 100 = 108.284 %



Gross profit margin 2018		Gross profit x 100%
               Sales


    3,345 / 3,096 x 100 = 108.042 %


Net profit margin 2019                                             	Net profit x 100%
              Sales

                                                                                     431 / 3,235 x 100 = 13.323 %
                                                                                        



Net profit margin 2018	                                          	Net profit x 100%
            Sales
 
                                                                                       366 / 3,096 x 100 = 11.821 %
                                                                                                    


Profitability ratio is a measure of profitability, which is a way to measure a company's performance. Profitability is simply the capacity to make a profit, and a profit is what is left over from income earned after you have deducted all costs and expenses related to earning the income.



EFFICIENCY RATIOS

Asset turnover 2019	    Turnover               
Assets employed


3,235 / 708 = 4.569


Asset turnover 2018	    Turnover               
Assets employed

3,096 / 659 = 4.698



Stock holding period 2019			             Inventory     x 365
Cost of sales


708 / 3,235 x 365 = 79.882




Stock holding period 2018			             Inventory     x 365
Cost of sales


659 / 3,096 x 365 = 77.692




Debtors collection period 2019			Trade receivables x 365
    Credit sales

1,249 / 3,235 x 365 = 140.992


Debtors collection period 2018			Trade receivables x 365
    Credit sales

1,287 / 3,096 x 365 = 151.729




Creditors payment period 2019			 Trade payables   x 365
Credit purchases

                                                                           583 / 3,235 x 365 = 65.778



Creditors payment period 2018			 Trade payables   x 365
Credit purchases

                                                                          655 / 3,096 x 365 = 77.220      





.  Efficiency ratios show how well a company is using the assets that they have at disposition to  generate sales.





LIQUIDITY RATIOS

Current ratio	2019					 Current assets  
                                                                            Current liabilities
                                                                               
                                                                            2,303 / 2,511 = 0.917
                                                                              
                                                                             
Current ratio	2018					 Current assets  
                                                                            Current liabilities


                                                                             2,355 / 3,046 = 0.773


Quick asset ratio 2019			 Current assets - inventory 
                                                                          Current liabilities

                                                                            ( 2,303 – 708 ) / 2,511 = 0.635


Quick asset ratio 2018			 Current assets - inventory 
                                                                          Current liabilities

                                                                          ( 2,355 – 659 ) / 3,046 = 0.556



                                                                               
A liquidity ratio is a type of financial ratio used to determine a company’s ability to pay its short-term debts and obligations. 





FINANCING RATIOS

Gearing ratio	2019	                      	        Debt          x 100%
                                                                    Debt + equity

                                                                    6648 / ( 6648+3088 ) x 100 = 68.282 %



Gearing ratio	2018	                      	        Debt          x 100%
                                                                    Debt + equity

                                                                    7175 / ( 7175+2912 ) x 100 = 71.131 %           
                                                                       




Interest cover 2019			        Profit before interest
                                                                  Interest charges

                                                                  805 / 226 = 3.561




Interest cover 2018			        Profit before interest
                                                                  Interest charges

                                                                  699 / 181 = 3.861








Financial ratios helps the company to see their performance and compare it other similar businesses in their industry, or with previous years of activity.


Conclusion






The financial performance and position of Chocco, has slightly increased from 2018 to 2019, having a profit of £65 million more.
Also we can see in the statement of financial position that the number of shares has been equal in both of the years which means that the company is steady on this aspect.
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