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Question 1 

INCOME STATEMENT FOR THE YEAR Ended
 31 December 2018
	
	£

	Revenue (826.650 + 980)
	827,630

	Cost of sales
	 (578,650) 

	Gross profit
	248,980

	Distribution costs 28,000+3,000
	(31000)

	Administration expenses 30000+5000
	(35000)

	Operating profit
	182980

	Finance costs 100000 x 4%
	(4000)

	Profit before tax
	178980

	Taxation
	(68000)

	Profit for the period
	 110980

	
	


STATEMENT OF FINANCIAL POSITION AS AT 31 DECEMBER 2018
	
	£
	£

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	
	632730

	
	
	

	
	
	

	Current assets
	
	

	Inventories
	330600
	

	Trade and other receivables(170125 + 980)
	171105
	

	Cash and cash equivalents
	 12900 
	

	
	
	 514604

	Total assets
	
	 1147335

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	171355
	

	Accruals 3000+2000
	5000
	

	Current tax payable
	 68000
	

	
	
	244,355

	Non-current liabilities
	
	

	Long term liabilities
	
	

	
	
	 100000 

	Total liabilities
	
	 344,355

	
	
	

	Net assets
	
	 802,980

	
	
	

	EQUITY
	
	

	Share capital
	
	310,000

	Share premium
	
	300,000

	Retained earnings
	
	 192,980 

	Total equity
	
	 802,980 

	
	
	


Question 2

	Ratio
	Working (2019)
	2019
	2018

	ROCE
	(805+19+22)/ (3088+4137)X100
	11.7%
	10.2%

	Return on equity
	431/3088 x 100
	14%
	12.6%

	EPS
	431/600
	72p
	61p

	Gross profit margin
	3503/6738 x 100
	52%
	51.9%

	Net profit margin
	805/6738 x 100
	11.9%
	10.9%

	Asset turnover
	6738/(3088+4137)
	0.9
	0.9

	Stock holding period
	708/3235x365
	80 days
	78 days

	Debtors collection period
	1249/6738x365
	68 days
	73 days

	Creditors payment period
	583/3235x365
	66 days
	78 days

	Current ratio
	2303/2511
	0.9
	0.8

	Quick ratio
	(2303-708)/2511
	0.6
	0.6

	Gearing ratio
	4137/(3088+4137)x100
	57.3%
	58.6%

	Interest cover
	(805+19+22)/226
	3.7times
	4times


Ratios are important for the financial business position and the understanding of it. As there is different users such as management, bankers, investors and creditors, who use ratios to analyse the financial situation of each business to make their decision if the business is good or bad and etc. below I will be talking and explaining few ratios for the year 2018 and 2019. 
Report of the ratios of the financial year 2018 and 2019 
During the year 2018 the returns on equity was 12.6% whereas in 2019 it increased to 14%. The return on equity usually estimates the profitability of a business. Investors usually consider 14% as a good ratio, and if its less than 10% then is considered quite poor. As we can see in 2018 it was 12.6% which isn’t so bad, but isn’t good. And then in 2019 it increased by 1.4%, which if it’s looked by a business perspective, then it would be considered an acceptable. 
Gross Profit margins which is a profitability ratio, which means its the money that Chocco made in contrast to his expenses. The GPM for Chocco is 52 % for 2019, and 51.9% for 2018. Meaning that for every 1£ for example that Chocco makes, 52% is left as gross profit. It shows that it only has been increased by 0.1% over the one year encounter, which is still an improvement, but not as expected for a business like this. 
Net Profit % is a ratio that looks at the sales turnover % left after all the expenses are deducted from its sales. Chocco’s net profit margin is 11.9% for the 2019 financial year, and 10.9% for 2018. Which is a good improvement for a business like this in just one year. 
Chocco’s debtors collection period for the year 2018 was 73 days, which means that it took him 73 days to pay off his debts to the collectors. And we can see that in 2019 he improved and it took him 68 days to pay off his debt to the collectors, which means that he paid his debts 5 days quicker than last year, which is really good for the business and shows that the business is doing well. 
To conclude Chocco business is doing fairly well, and the figures shows that the business is healthy enough to keep going and boost their sales and increase them each year by cutting out some expenses.
