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Question 1
Preparation 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 Eccles plc for year ended 31st December 2019
        Revenue                                                                           826 650  
       Add revenue                                                                980 
Total Revenue                                                                     827630                                                                                                                                                                                               
Cost of sales                                                                        578650
Gross profit                                                                         248980
        Distribution costs                                                             28000
        Commission                                                                      3000
Total distribution cost                                                        31000
        Administration expenses                                              30 000 
        Directors remuneration                                                5000
Total administration expenses                                        35000
Operating profit                                                                182980
Finance costs (4% from 100000= 4000)                        4000
Profit before tax                                                                 178980
Taxation                                                                               68000
Profit for the year                                                             110980

Statement of Financial position as at 31 December 2018
Assets
Non-current assets
Plant and equipment                                          632,730
Total non-current assets                                                     632,730
Current assets                       
Inventories                                                                              330,600
         Trade receivable                                                                     170,125
         Accrual receivable                                                                   980    
Total trade debtors                                                             171,105                                                                 
Cash and bank                                                                     12,900
Total current assets                                                          514,605
TOTAL ASSETS                                                                         1,147,335

Liabilities
Current liabilities                                          
Trade and other payables                                             171,355                  
               Accruals expenses for commission                              3,000
               Other Accruals expenses                                               2,000
Total accrual liabilities                                                    5,000
Current tax payable                                                       68,000 
Total current liabilities                                                  244,355   
Long term liabilities 
Debentures                                                                       100,000
Total long term Liabilities                                               100,000  
TOTAL LIABILITIES                                                           344,355                
NET ASSETS                                                                      802,980
Equity
Ordinary share capital                                                          310,000
Preferences shares                                                                300,000
        Retained profit at 1st January                                      132,000
        Profit for the year                                                          110,980
        Less        Ordinary dividend paid                                                 (20,000)
        Less        Preference dividend paid                                             (30,000)
Total retained earning earnings                                                                  192,980
TOTAL EQUITY                                                                             802,980
Explanation why the statement of financial position balances. 
The statement of financial position is the value of the business and it should always be balance, if it is correctly prepared. It is based on the fact that assets are equal liabilities and equity. Assets show what resources have the company and how they are managed.
A(assets = L(Liabilities) – E(equity)
This statement help us to evaluate the financial structure of the business, it represent resources, obligations and capital on a specific time. We can be appreciate if there are some risk or indicate some problem.
 And we can see here that the total value of assets less the value of liabilities gives us net asset or equity. In general net assets express the difference between owns or owes of entity. It will be good if net assets is positive if not they will be struggling with some issues. Also the SOFP  can be used for forecasting purposes.






Question 2
Preparation a schedule of ratios for Chocco plc for 2019 and 2018 and comment on the financial performance and position of Chocco plc. 
Accounting ratio for Chocco plc for:
2019                                                                                           2018

ROCE = 805/(9736-2511)x100%=11.14                                 ROCE = 699/(10087-3046)x100%=9.93
Here ROCE indicates profitability. In this case it is positive and keep rise in 2019.

ROE=431/3088x100%=13.96                                                  ROE=366/2912x100%=12.57
This show generating return from investment. In this case we have good march year after year.

EPS = 431/300=1.43                                                               EPS = 366/300=1.22
Eps show how reliable is company to invest. Its earning from every share is 1.22 
% for 2018 and 1.43% for 2019 for net profit, that keep good and in progress.


2. Profitability ratio
Gross profit margin=3503/6738x100%=51.99                    Gross profit margin=3345/6441x100%=51.93 
It show the gross profit that company makes and it is really very well. The business is able to generate profit. Regarding net profit below we can see that the operating expenses are high, but this the big company that need distribution and good marketing to generate high quality performance and increase customer value.

Net profit margin=805/6738x100%=11.95                         Net profit margin=699/6441x100%=10.85 
And after deducting some expenses we see that the net profit keeps ability to turn sales into profit.

3. Efficiency ratios
Asset turnover= 6738/ (9736-2511) =0, 93                            Asset turnover= 6441/ (10087-3046) =0.91
This show that company not using its assets optimally. If we explore in deep we see that currant liabilities is still keep great value.  In case of difficulties the company have not full ability of assets to cover overdone liabilities. The company may not manage your finance properly or use too much overdraft or long term loan.
Stock holding period=708/3235x365=80                            Stock holding period=659/3096x365=78
The stock holding period is relatively good. It is not reasonable to tie up his money in inventory stock and it will be better to have a quick turn into sales. But take it into account that is a long established chocolate company it is relevant in this risky times to have enough provision for future undisturbed implementation of his orders. Moreover the company may receive additional discount for larger order from suppliers. 
Debtors collecting period=1249/6738x365=68                 Debtors collecting period=1287/6441x365=73
It is not too big period of collecting its trade receivable. No doubt it is better to be relatively small but in this case is still good, because the company need to think about attracting new customers.
Creditors payment period=583/3235x365=66                  Creditors payment period=655/3096x365=77
This average of two months show how long the company pays to its suppliers. Comparing the previous ratio it better this period to be little longer to have enough time to manage payment received from debtors and use it to pay its creditors. 


4. Liquidity ratios
Current ratio=2303/2511=0, 92                                           Current ratio=2355 /3046=0.77
This ratio show the ability of company to pay its current liabilities. Bearing in mind this numbers it will be difficult to dial with some liquidity problems. In case of difficulties the company have not full ability of assets to cover overdone liabilities. The company may not manage your finance properly or use too much overdraft or long term loan.

Quick asset ratio=2303-708/2511=0.64                            Quick asset ratio=2355-659/3046= 0, 56   
Asset ratio show that company cannot quickly generate cash to cover its current liabilities. It is show some risk to being trouble into debt in the future. In addition this will be not enough good for potential investors and creditors. And how we can see from SOFP trade payables are less than trade receivable but liabilities to other creditors are still higher.
	
5. Financing ratios
Gearing ratio=4137/ (3088+4137) x100%=57.3%        Gearing ratio=4129/ (2912+4129) x100%=58.6%
This gearing ratio show that most of firm’s activities are funded by external funds and have some risk to downturns in the economy. Comparing 2019 with 2018 there are some slightly decreasing in gearing ratios. Nevertheless this big company may use expensive assets and need to be financed, in this case the ratio is slightly justified.

Interest cover=805/226=3.6 times                                    Interest cover=699/181=3.9 time
This mean that Chocco plc is able to meet its interest payments more than three times and can pay its outstanding debt 
Finally the overall performance of Chocco plc has improved. The company is able to manage costs and generating sales. Increased value of gearing show that the company still use external finance like loans and other borrowings shown in SOFP. Growing dividend payment and price of shares show stability and health of the company. 
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