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QUESTION 1 

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
	
	£’000



	Revenue (W1) 


	827,630

	Cost of sales


	(578,650) 

	Gross profit (W2)

	248,980

	Other income


	 0 

	Distribution costs (W3)

	(31,000)

	Administration expenses (W4)

	(35,000)

	Operating profit (W5) 

	182,980

	Finance costs (W6)

	(4,000)

	Profit before tax (W7)

	178,980

	Taxation


	(68,000)

	Profit for the period (W8)
	 110,980 

	
	


STATEMENT OF FINANCIAL POSITION AS AT 31ST DECEMBER 2019
	
	£’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 (W9)
	171,105
	

	Cash and cash equivalents
	 12,900 
	

	
	
	 514,605 

	Total assets
	
	 1,147,335 

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables(W10)
Accrued interest
	174,355
2,000
	

	Short term borrowings
	0
	

	Current tax payable
	 68,000 
	

	
	
	244,355

	Non-current liabilities
	
	

	Long term borrowings
	100,000
	

	Long term provisions
	 0 
	

	
	
	 100,000 

	Total liabilities
	
	 344,355 

	
	
	

	Net assets
	
	 802,980 

	
	
	

	EQUITY
	
	

	Share capital
	
	610,000

	Share premium
	
	0

	Other reserves
	
	0

	Retained earnings (W11) 
	
	 192,980

	Total equity
	
	 802,980 

	
	
	


WORKINGS
Income statement for the year ended 31st December 2019 
· (W1) Revenue

            Sales + Goods valued =£826,650+£980=£827,630
· (W2) Gross profit 

      Revenue – Cost of sales =£827,630-£578,650=£248,980
· (W3) Distribution costs
      Distribution costs + Salesman commission =£28,000+£3,000=£31,000
· (W4) Administration expenses

Administration expenses + Director remuneration =£30,000+£5,000 =£35,000
· (W5) Operating profit 

Gross profit – Distribution costs – Administration expenses =                 £248,980-£31,000-£35,000=£182,980
· (W6) Finance cost 
Debentures interest = 4% of 100,000= 4,000

Interest paid+ Interest unpaid= 2,000 + Interest unpaid= 4,000

Interest unpaid= 4,000-2,000= 2,000

Finance cost = Interest paid+ Interest unpaid=£2,000+£2,000=£4,000
· (W7) Profit before tax 

Operating profit – Finance cost = £182,980-£4,000=£178,980
· (W8) Profit for the period 

Profit before tax – Taxation = £178,980-£68,000=£110,980
Statement of financial position as at 31st December 2019
· (W9) Trade and other receivables
            Debtors + Goods = £170,125 + £980= £171,105
· (W10) Trade and other payables
Trade creditor + Salesman commission= £171,355+ £3,000 = £174,355
· (W11) Retained earnings
Retained profit at 1st January 2018- ordinary dividend paid – preference dividend paid + profit for the period = (£132,000-£20,000- £30,000)+ £110,980 = £192,980
QUESTION 1 

b) Explain why the statement of financial position balances
In an organization, the balance sheet is important because it is an organized plan by which you understand the financial situation of your company, which includes the income statement and cash flow. It has other uses such as accurate recording of debts and credits. Those interested could find out information about the company, analysing its balance sheet. Through it we can also find out if something is wrong in our organization, so that we can solve the problem more easily. (Macauley E., 2020)
Both the balance sheet and the accounting equation are always in balance, the assets being always equal to the sum of liabilities and capital. The company uses three ways to acquire assets: it can use an asset it owns to buy a new one and it can take out a loan or take money from the owners to buy something. These acquisition methods work according to the double entry accounting system and the accounting equation which is always in balance. (Shaun, 2020)
References: 
· Macauley E. October 8, 2020, How Does a Balance Sheet Balance?, Available at:  https://sba.thehartford.com/finance/accounting/balance-sheet/, Accessed: November 13, 2020
· Shaun, 2020, Statement of Financial Position, Available at: https://www.myaccountingcourse.com/financial-statements/statement-of-financial-position, Accessed: November 13, 2020
QUESTION 2
 a) Prepare a schedule of ratios for Chocco plc for 2019 and 2018.
RATIOS FOR CHOCCO PLC FOR 2018

Investment ratios

· Return on capital employed

Profit before interest    x 100% =          operating profit             X 100%=                     Assets employed
                 total assets-current liabilities 
=          699           X 100%=   699    X100% = 9.92%
    10, 087-3,046                     7,041
· Return on equity 
                     Earnings                      x 100%   = profit for the year   X100%=  
Ordinary share capital and reserves
total equity
= 366    X 100% = 12.56%
   2,912
· Earnings per share
            Earnings               = profit for the year       = 366 = £ 1.22/122 pence per share
Number of ordinary share   ordinary share capital     300
· Price earnings ratio
     Market price       =    ordinary share capital = 300    = £ 245.90 / 24,590 pence
Earnings per share
earnings per share
£1.22
Profitability ratios
· Gross profit margin
Gross profit      X 100% = gross profit   X 100% = 3,345   X100%=   51.93%
       Sales
revenue
6,441
· Net profit margin
Net profit    X 100% =   operating profit   X 100% = 699   X 100% = 10.85%
    Sales
                  revenue                             6,441
Efficiency ratios

· Asset turnover
      Turnover          =                 sales                        =         6,441         = 6,441 = 0.91

Assets employed       total assets-current liabilities     10, 087-3,046      7,041
· Stock holding period
   Inventory     X 365 = 659   X 365 = 77,6 days
Cost of sales
3,096
· Debtors collection period
Trade receivables    X 365 = 1,287       X 365=   1,287   X 365 = 72.9 days
    Credit sales
revenue 
6,441
· Creditors payment period
Trade payables     X 365 =        655         X 365 = 655     X 365 =   77.2 days
Credit purchases
cost of sales
3,096
Liquidity ratios 
· Current ratio
   Current assets         = 2,355 = 0.77
Current liabilities
3,046
· Quick asset ratio
Current assets - inventory   = 2,355 – 659 = 0.55
        Current liabilities
     3,046
Financing ratios
· Gearing ratio
  Debt        x 100% = short term loans + long term loans + interest owned      X100%=

Debt + equity        short term loans + long term loans + interest owned +equity
=           2,391+4,129        X 100%   =   6,520    X 100% =  59,12 %
    4,129 + 2,391+ 2,912
              9,432
· Interest cover
Profit before interest     =   operating profit     =   699   = 3.8  
    Interest charges
interest payable
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RATIOS FOR CHOCCO PLC FOR 2019
Investment ratios
· Return on capital employed
Profit before interest   X 100%   =          operating profit              X 100%=             
   Assets employed
                total assets-current liabilities
=    805            X 100% =   805       X 100% =   11.14 %
   9,736- 2,511
           7,225

· Return on equity 
                  Earnings                          X   100%   = profit for the year   X100%=  

Ordinary share capital and reserves
                         total equity

=   431    X 100% = 13.95 %

3,088

· Earnings per share
            Earnings                  =   profit for the year       =   431   X 100% =   13.95 %
Number of ordinary share       ordinary share capital     3,088
· Price earnings ratio
     Market price       =    ordinary share capital    =   300    =   209.79 £ / 20, 979 pence
Earnings per share
     earnings per share

£1.43
Profitability ratios
· Gross profit margin
Gross profit      X 100% = gross profit   X 100% = 3,503   X 100% = 51.98 %
   Sales
Revenue
6,738
· Net profit margin

Net profit    X 100% =   operating profit   X 100% = 805      X 100%   = 11.94%
    Sales    
   revenue                          6,738
Efficiency ratios 
· Asset turnover
      Turnover         =                 sales                        =     6,738          =    6,738    =  0.93  
Assets employed       total assets-current liabilities     9,736 – 2,511        7,225

· Stock holding period
   Inventory     X 365 =   708   X 365 = 21.8 days
Cost of sales

3,235
· Debtors collection period
Trade receivables    X 365 =   1,249      X 365 =   1,249   X 365 = 67,6 days 
    Credit sales                   
revenue 

6,738
· Creditors payment period
Trade payables      X 365 =        583           X 365 =   583      X 365 =   65.7 days

Credit purchases
           cost of sales

3,235

Liquidity ratios
· Current ratio
   Current assets        =     2,303   =   0.91
Current liabilities
     2,511 
· Quick asset ratio
Current assets - inventory   = 2,303- 708   =   0.63
        Current liabilities
2,511
Financing ratios 

· Gearing ratio
  Debt        x 100% = short term loans + long term loans + interest owned      X100%=
Debt + equity        short term loans + long term loans + interest owned +equity

=            1,928+ 4,137         X 100%   =   6,065   X 100% = 66.26%
        4,137 +1,928+ 3,088
9153
· Interest cover
Profit before interest     =   operating profit     =   805   = 3.5 

    Interest charges
        interest payable
       226
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