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Question 1
INCOME STATEMENT FOR THE PERIOD ENDED 31ST DECEMBER 2019

Revenue					827630 	W1
Cost of sales				(581650) 	W2
GROSS PROFIT				245980
Distribution Costs			(28000)
Administration expenses		(35000)	 W3
OPERATION PROFIT			182980
Interest unpaid				(2000)	W4
PROFIT BEFORE TAX		180980
Taxation					(68000)
PROFIT FOR THE PERIOD		112980








STATEMENT OF FINANCIAL POSITION AS AT 31ST DECEMBER 2019

Non-current assets				£
Plant and equipment				632,730
							632,730
Current assets
Stock							330,600
Debtors						170,125
Cash and bank					12,900
							513,625
TOTAL ASSETS					1,146,355
Current liabilities
Trade creditors					171,355
Interest payable					£2,000
Taxation						68,000
							241,355
Non-current liabilities
4% Debentures					100,000
							100,000
TOTAL LIABILITIES				341,355
Equity
£1 ordinary shares				310,000
10% £1 preference shares			300,000
Retained earnings				194,980 
TOTAL EQUITY					804,980

ADJUSTMENTS/WORKINGS 	QUESTION 1

W1
Sales figure/Revenue: 826650 + 980 = 827630

W2
Cost of sales figure: 578650 + 3000 = 581650

W3
Administration expenses: 30000 + 5000 (directors remuneration) = 35000

W4
Finance cost:
Interest paid: 2,000 
Interest unpaid: 4% debentures = 100000 x 0.04 = 4,000
On the income statement we need to put the unpaid liability which is £2,000 (4000 – 2000)

W5
Retained earnings:
132,000 – 20,000 (ordinary dividend) – 30,000 (preference dividend) + 112,980 (net profit) = 194,980

EXPLAIN WHY THE STATEMENT OF FINANCIAL POSITION BALANCES.

The statement of financial position balances because every entry has a credit and debit of equal size which cancel each other out. For example, for a business that sells cars, purchasing a car would be a credit in inventory and a debit in bank/cash. This would sum to zero because the credit and debit are of equal size and opposite signs.


















Question 2

A; Schedule of Ratios for Chocco plc for 2019 and 2018

	Ratio
	2019
	2018

	Return on capital employed
	11.14%
	9.92%

	Return on equity
	13.95%
	12.56%

	Earnings per share
	143p
	122p

	Gross profit margin
	51.98%
	51.93%

	Net profit margin
	11.94%
	10.85%

	Asset turnover
	0.93
	0.91

	Stock holding period
	80 days
	78 days

	Debtors collection period
	68 days
	73 days

	Creditors payment period
	66 days
	78 days

	Current ratio
	0.91
	0.77

	Quick asset ratio
	0.63
	0.55

	Gearing 
	57.0%
	58.0%

	Interest cover
	3.56 times
	3.86 times














B; Comment on the financial performance and position of Chocco plc.

The performance of the company has improved as Return on Capital Employed, Return on Equity and Earnings per share increased.
As the Earnings Per Share has increased the investors can expect more money for dividends.
It looks like they sold investments to have more cash and to pay creditors.
The gearing ratio has decreased so the company is taking on less risk.
The sale of investments has reduced the current assets but the current liabilities have fallen more.
The current ratio increased which means that the company’s assets increased due to current liability reduction. The higher the current ratio is the better.
The net profit margin is higher compare to the previous year as the sales figures went up and there was a drop in administration costs.













ADJUSTMENTS/WORKINGS 	QUESTION 2

	Ratio
	Working (2019)
	
Working (2018)

	Return on capital employed
	805/ (9736-2511)X100
	699/(10087-3046)x100

	Return on equity
	431/3088 x 100
	366/2912 x 100

	Earnings per share
	431/300
	366/300

	Gross profit margin
	3503/6738 x100
	3345/6441x100

	Net profit margin
	805/6738x100
	699/6441x100

	Asset turnover
	6738/(9736-2511)
	6441/ (10087-3046)

	Stock holding period
	708/3235x365
	659/3096x365

	Debtors collection period *
	1249/6738x365
	1287/6441x365

	Creditors payment period **
	583/3235x365
	655/3096x365

	Current ratio
	2303/2511
	2355/3046

	Quick asset ratio
	(2303-708)/2511
	(2355-659)/3046

	Gearing 
	4137/(4137+3088)x100
	4129/(4129+2912)x100

	Interest cover
	805/226
	699/181



*Debtors Collection Period – All sales on credit. We use Revenue figure if not specified. That is what I used.
** Creditors Payment Period – If not specified use Cost of Sales figure. That is what I used.





