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	Sales (Less return ot ward)
	
	£ 826,650

	Less cost of Sales:
	
	

	             Cost of sales 
	£ 578,650
	

	        
	
	

	
	
	£248,000

	
	
	

	Gross Profit
	
	£248,000

	
	
	

	Add other Income
Retained profits at 1st January 2020

	
	£0,00
£132,000


	Total Income
	
	£380,000

	
	
	

	Expenses
Distribution costs                                      £28,000
Interestpaid                                               £2,000                              
Ordinary dividend                                     £20,000
Preference dividend                                 £30,000
Administrative expenses                          £30,000
Directors remuneration                            £5,000
Trade creditors                                        £171,355
Salesmen commission                            £3,000
Corporation tax                                       £68,000
	
	

	

	

	

	

	

	

	

	Total Expenses
	
	£357,355

	
	
	

	
	
	

	Net Profit / (Loss)
	
	£22645
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	ASSETS
	
	

	Non current assets
	
	

	Property, plant, equipment
	632,730
	

	Intangible assets

Debtors
	330,600

170,125
	X

	Current assets
	
	

	Inventories
	X
	

	Trade receivables
	980
	

	Cash
	12,900
	X

	Total assets
	1147335
	X

	LIABILITIES
	
	

	Current liabilities
	302355
	

	Non current liabilities
	103000
	

	Total liabilities
	405355
	X

	EQUITY

£1 preference shares                                                                               300,000
	
	

	Share capital
	310,000
	

	Share premium
	X
	

	Other reserves
	X
	

	Retained earnings

Total equity
	132,000

742,000
	X

	
	
	X
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The financial statement is very important for the analysis and measuring the company wealth and financial stability. It is mainly referring to the company assets, liability and equity. 
Normally it is produced yearly but the companies which want to apply more control over the financial situation can produced quarterly in order to take proper actions on time before the end of the financial year. 
Often if there is lack of control at the end of the year the owners and managers will see that there is more liabilities versus assets which will reflect to the company sustainability on the market and versus the competitors.

QUESTION 2
Required:
a. Calculate the following ratios for Chocco plc for 2020 and 2019, showing the formulas and workings:
1- ROCE    Profit before interest/ Assets employed x 100%   
 
2019 – 366 / 2912 x 100%    = 0.12
2020 - 431 / 3088 x 100%    = 0.14
2- ROE    Earnings/ Ordinary share capital and reserves x 100% 
2019 – 366 / 300 x 100% =1.22
2020 – 431 / 300 x 100% =1.44
3- Earnings per share     Earnings  / Number of ordinary shares
2019 – 366 / 300 =1.22
2020 – 431 / 300 = 1.44
4- Net profit margin    Net profit / Sales x 100%
2019 – 366 / 6441 x 100% =0.05
2020 – 431 / 6738 x 100% = 0.06

5- Asset turnover   Turnover / Assets employed
2019 – 6441 / 2912 = 2.21
2020 – 6738 / 3088 = 2.18
6- Stock holding days   Inventory / Cost of sales  x 365
2019 – 659 / 3096 x 365 = 77
2020 – 708 / 3235 x 365 = 80

7- Debtors collection period  Trade receivables /  Credit sales  x 365
2019 – 659 / 655 * 365 = 367
2020 – 708 / 583 * 365 = 443
8- Current ratio Current assets / Current liabilities
2019 – 2355 / 3046 = 0.77
2020 – 2303 / 2511 =0.92
9- Gearing ratio Debt /  Debt + equity  x 100%
2019 – 2355 / 4129 + 2912 x 100% = 0.33
2020 – 2303 / 4137 + 3088 x 100% =0.32
10- Invertor cover  Profit before interest / Interest charges
2019 – 366 / 181 =2.02
2020 – 431 / 226 =1.91
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From the statements and the Ratios we can see that the company situation need improvement and more control in order to be more sustainable and ready to respond to any challenges. 
If we comment and measure by ration we will see the following information:
Return on Capital Employed which we can see is 0,12 for 2019 and 0,14 for 2020 the higher is this ration the better is the company usage of the invested capital.  Chocco plc. need to apply more control over the usage of the capital and to review the investments strategy in order to increase the ROCE number to 10 as this is the average for good performing company. 
Return on equity is referred to dividing the net income to the shareholders equity and this represents the company profitability. It is considered that the average performance is 10% and anything under this is poor performance. As we can see the 2019 ratio is 1.22 and for 2020 is 1.44 so there is small increasing, but not enough yet. 
Earnings per share ratio is referring to the profit divided to the number of shares and this mainly representing the company profitability. Chocco plc. Earning per share is for 2019 1.22 and for 2020 is 1.44. Ones again here the company performance is poor and there are needs for better control and performance. 
Net profit margin   ration measuring the level of net profit versus the revenue and the rations for 2019 is 0.05 and 2020 is 0.06 which is very low and showing that the company net profit margin in too low and there is need of actions for improving. 
Asset turnover   referring to the use of the company assets in order to delivering profit with the cash flow or the usage of those assets. The company need to apply more focus and action to improve the asset turnover. 
 Stock holding days ratio showing the level of products in stock and the period of time they can cover measuring versus the average daily sales. Here the company stock holding days is not good as it is covering for 2019 nearly for two months and half and in 2020 is getting worst moving to 80 days which is nearly three months. 
Debtors collection period  is other very important ratio as it is showing the period of time when the debtors paid to the company their payments. Here for 2019 the number of days is 367 and for 2020 is 443. This numbers are very high and the company need to take actions immediately to request better and shorter payments and for the 2020 the number of days are over one year. 
Gearing ratio Debt referring to the funds borrowed by the company and this is good to be measured in short and long periods of time. For 2019 is 0.33 and for 2020 is 0.32 which showing some control over the borrowings from the company. 
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