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                                                                                               £’000
Revenue (W1)                                                                                 827,630
Cost of sales (W2)                                                                          (586,650)
Gross profit                                                                                      240,980
Distribution cost                                                                             (28,000)
Administration expenses                                                               (30,000)
Other income                                                                                     0.000
Operating profit                                                                             182,980
Finance costs/interest                                                                      (2,000)
Profit before tax                                                                             180,980
Taxation (W3)                                                                                   (68,000)
Profit for the period                                                                       112,980





















STATEMENT OF FINANCIAL POSITION AS AT
31/12/2020



ASSETS

Non -current assets                                                £’000
Property, plant and equipment                       632,730
Intangible assets                                                                           632,730


Current assets
Inventories                                                          330,600
Prepayment
Trade and other receivables (W4)                  171,105
Cash and cash equivalents                                 12,900
  

                                                                                                        514,605
TOTAL ASSESTS                                                                         1,147,335                           



LIABILITIES

Current liabilities
Trade and other payables                               171,355
Short term borrowings
Current tax payable                                            68,000
Accruals                                                                   3,000


Non- current liabilities
Long term borrowings                                      100,000

TOTAL LIABILITIES                                                                             342,355

Equity 

Share capital                                                      300,000
Share premium                                                  310,000
Other reserves
Retained earnings (W5)                                   194,980



TOTAL EQUITY                                                                                   804,980



b) The statement of financial position balances because of the equation A= C+ L     1,147,335= 804,980 + 342,355

The accounting equation is the foundation concept for understanding accounting records and the position of assets, debt and capital in each transaction. Every transaction that occurs is analysed in the accounting equation. It is the principle of balance between assets, liabilities and equity i. e it reflects the wealth, debt and capital of the company. This relationship between assets, liability and equity is shown in the equation:

Assets= Liabilities+ Equity.

 The accounting equation applies to all business activities and transactions. Assets will always be equivalent to liabilities and owner’s equity. If assets increase, both liabilities and equity must increase to balance the equation. If assets decrease, liabilities and equity also decrease. (Ulfah et al. 2020, p. 457-458)

Assets are economic benefits owned by the businesses as a result of past transactions or events. They are controlled by organisations by either being sold in a form of inventory or stock or being used such as furniture or cars.
 Assets owned by the company would be used as a source of expenditure in activities obtained through the Owner and the Creditor. Resources which the owner spends are referred to as equity. Stockholders’ equity or capital is the amount of financing provided by owners of the business and operations. (Libby and Libby, 2001) Owners can increase their share of ownership by donating funds or reducing equity by withdrawing company funds. In other words, income increases equity and cost decrease equity.

Source of expenditure that has been obtained from the creditor to the owner is a debt that will be paid back and it is referred to as an obligation or liability.
Liabilities are debts of businesses that result from past transactions or events. Just as assets they are divided into two groups: current and non-current, depending on the time they last- one year or more than one year subsequently. Examples of the most common obligations are debt account, bank loans, personal and employee loans.


















WORKINGS


W1 revenue (826,650+ 980) = 827,630

W2 cost of sales (578,650+ 5,000+3,000) =586,650

W3 tax paid 0, unpaid 68,000       (0+ 68,000)= 68,000

W4 trade and other receivables (170,125+ 980) =171,105

W5 retained earnings (132,000+112,980- 50,000) =194,980













	Ratio
	Working 
(2020)

	Working 
(2019)
	2020
(rounded to
the second
decimal)
	2019
(rounded to the second decimal)

	ROCE
	805+19+22/
(9,736-2,511)
x100
	699+5+26/
(10,087-3,046) x100
	11,709%=
11,71%
	10,367%=
10,37%

	ROE
	431/3,088x100
	366/2,912x100
	13,957%=
13,96
	12,568%=
12,57%

	EPS
	431/300
	366/300
	1,436p=
1.44p
	1,22p

	Net Profit 
Margin 
	805+19+22/6,738
x100
	699+5+26/6,441
x100
	12,555%=
12,56%
	11,333%=
11,33%

	Asset 
Turnover 
	6,738/(9,736-2,511)
	6,441/10,087-3,046)
	0,932= 0,93
	0,914= 0,91

	Stock Holding Days 
	708/3,235x365
	659/3,096x365
	79,88 =80 days
	77,69= 78 days

	Debtors collection period
	1,249/6,738x365
	1,287/6,441x365
	67,65=68days
	72,93=73days

	Current Ratio
	2,303/2,511
	2,355/3,046
	0,917= 0,92
	0,773= 0,77

	Gearing Ratio
	4,137/
(4,137+3,088)
X100
	4,129/
(4,129+2,912)
X100
	57,259%=
57,26%



	58,642%=
58,64%






	Invertor 
Ratio
	805+19+22/226
	699+5+26/181
	3,74 times
	4,03 times




b) 
ROCE and ROE in 2020 are higher than 2019 which means a slight increase in profitability and return on investment. This is possibly because of new markets rather than price reduction. The company sells internationally. It also exists in a competitive market and it is long established, leaving not much possibility of increased prices either. Earning per share for 2020 indicates higher EPS and therefore better financial position. In 2020 Chocco company made £12,56 profit on every £100 sales, which is an increase from 2019 when it generated £11,33 profit on every £100 sales. The net profit margin is affected by decrease in operating expenses such as wages, fees and taxes, suppliers.
Assets turnover ratio shows that the company has used its assets slightly more efficiently in generating revenue in 2020 but also uncovers possible problems with the management, the company could be affected by inflation, recent investment or Covid- 19. The stock holding period is increased to 80 days, which is long time to keep inventory before turning it into sales. It could mean that the business has invested more funds in inventory or has longer shipping times. Debtors collection period for 2020 is lower meaning that the company takes less time to collect its trade receivables after the sales have been made. This could be due to improved credit control, change in customer base (as this ratio is affected by the company doing business abroad), new payment discounts, electronic invoicing and change in credit terms. The current ratio, which shows the company’s ability to pay current liabilities, has increased in 2020 which is favourable for the company because the higher the current ratio the less possibilities for the company to face liquidity. The current ratio is less than 1.0 which could mean that the company does not have the capital on hand to pay its short- term obligations if they were to be paid at once. Different situations can affect the current ratio such as company’s payments and collections which leads to higher current ratio and lower as those collections are shifted. Gearing ratio is decreased in 2020 and it shows that 57,26% of the company’s funds are from external sources which could be a threat in possible downturns in the economy. The higher the gearing ratio, the more vulnerable the company is to increasing interest rates. The threshold is 50% so most lenders are likely to refuse further finance for the company. The invertor ratio measures how well a company arranges its interest payment obligations. In 2020 it was more than 3 times over, which is less than in 2019. This could mean a new loan or liability.
In conclusion, Chocco company’s financial statements indicate better company performance for the year 2020. Some ratios such as the Stock holding period has slightly increased due to possible changes in policy, production methods or slow sales as well as Covid 19. Interest cover ratio being less than 4 in 2020 could indicate problems or new finance. The environmental changes, as well as Covid- 19 and the changing regulations that come with it is a huge factor in the company performance for both the years 2019 and 2020, especially because it sells worldwide.
In order to boost Asset turnover ratio, the company could look for ways to boost sales. Minimizing returns and offering credit as an alternative to refunds. Introduction of new products that don’t require any additional investment in assets, therefore opening new revenue opportunities for the company.
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