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[bookmark: _Toc56131024]Question no. 1.
Answer: (A)
[bookmark: _Toc56131025]Income statement: 
Eccles plc
Income statement
For the year ended 31st December 2019

	Description
	£
	£

	Sales
	826,650

	

	Unrecorded sales 
	980 
	

	Cost of sales
	578,650

	

	Gross Profit
	
	248980

	Other income
	-
	

	Earnings before interest and Tax
	
	248980

	Other expenses: 
	
	

	Administrative expenses
	
	30,000

	Interest paid

	2,000
	

	(+) Accrual Interest 
	2,000
	

	
	
	4000 

	Directors remuneration
	
	5,000


	Distribution costs
	
	28,000


	Accrual commission of Salesman 
	
	3000 

	Earnings before Tax
	
	178980

	Corporation Tax 
	
	68,000

	Net Income or Profit 
	
	110980



[bookmark: _Toc56131026]Statement of Financial Position: 

Eccles plc
Statement of Financial Position
31st December 2019
	Description
	£
	£

	Assets: 
	
	

	Non-current Assets:  
	
	

	Plant and Equipment 
	
	632,730

	Investment:
	
	

	Stock 
	
	330,600

	Current Asset:
	
	

	Debtors 
	170,125

	

	(+) Unrecorded sales 
	980 
	

	
	
	171,105 

	Cash and Bank 

	
	12,900

	Total Assets
	
	11,47,335 

	
	
	

	Equity and Debt: 
	
	

	Ordinary Share  
	310000 
	

	Preference share 
	300000 
	

	
	
	610000

	Retained Earnings 
	
	

	Balance B/D 
	132000
	

	(+) Net Income or Profit 
	110980
	

	(-) Ordinary Dividend 
	(20000)
	

	(-) Preference Dividend
	(30000)
	

	
	
	192980

	Total Capital 
	
	802,980 

	Long term liabilities 
	
	

	Debentures 
	
	100,000

	Short term liabilities 
	
	

	Trade Creditors 
	171,355
	

	Accrual Interest of Debenture 
	2000
	

	Accrual Payment of Sales Commission 
	3000
	

	Reserve of the new tax 
	68000
	

	
	
	244355 

	Total Debt and Equity 
	
	11,47,335


Answer: (B)
[bookmark: _Toc56131027]Explanation of the statement of financial position balances 
The financial position of the company of capital mix from both investors and creditors will aid to understand the relationship and the company’s financial performance. The statement of Financial position illustrates the company’s and organization’s situation in the consideration of Real accounts. The real accounts of business consist of Assets, Liabilities, and Equity. The asset is the combination of Liabilities and Equity. The internal and external liabilities of the organization will aid to ensure the proper supply of Assets in the organizational flow (Fraser and Fraser, 2012). 
	Statements of Financial Position

	Assets
	=
	Liabilities
	+
	Owners’ Equity

	11,47,335
	=
	802,980
	+
	344355



In the Consideration of Eccles plc, the asset amount is 11,47,335 which consists of long term assets, investments, and current assets. The funding source of assets is an internal liability and external liability in an organization (White and Fried, 2015). The funds which are collected from the owners and creditors all will be used for the acquisition of assets. As all the money on the left side will be used by the combination of the Right side that’s why Statement of Financial position always balances. 









[bookmark: _Toc56131028]Question no. 2.
Answer: (A)
[bookmark: _Toc56131029]Profitability ratios 
	Gross profit rate

	2019 
	2018 

	= (3503/6738) 
= 51.98% 
	= (3345/6441) 
= 51.93%

	Return on Sales 

	2019 
	2018 

	= (431/6738) 
= 6.40% 
	= (366/6441) 
= 5.68%

	Return on Assets 

	2019 
	2018 

	= (431/4868) 
= 8.85%
	= (366/5043.5) 
= 7.26%

	Return on Stockholders’ Equity 

	2018 
	2019 

	= (431/1522) 
=28.31% 
	= (366/1406) 
= 26.03% 



Average Stockholders Equity Calculation:
For 2019, 
= {Share Capital + Share Premium + Retained profits} / 2 
= {(300* 5.12) + 1071 + 1717} / 2
= 1522
For 2018, 
= {Share Capital + Share Premium + Retained profits} / 2 
= {(300* 4) + 1071 + 1541} / 2
= 1406
[bookmark: _Toc56131030]Liquidity ratios 
	Current Ratio 

	2019 
	2018 

	= (2303/2511) 
= 0.91:1 
	= (2355/3046) 
= 0.77:1 

	Networking capital  

	2019 
	2018 

	= (2303-2511)  
= -208
	= (2355-3046) 
= -691 



[bookmark: _Toc56131031]Management efficiency ratios 
	Receivable Turnover  

	2019 
	2018 

	= (3503/624.5) 
= 5.61 times 
	= (3345/643.5) 
= 5.19 times 

	Inventory Turnover   

	2019 
	2018 

	= (3235/354) 
= 9.14 times 
	= (3096/329.5) 
= 9.40 times 



[bookmark: _Toc56131032]Leverage ratios 
	Debt Ratios   

	2019 
	2018 

	= (6648/9736) 
= 0.68:1  
	= (7175/10087)  
= 0.71:1  

	Equity ratios    

	2019 
	2018 

	= (3088/9736) 
= 0.32:1  
	= (2912/10087)  
= 0.29:1  

	Debt-Equity ratios    

	2019 
	2018 

	= (6648/3088) 
= 2.15:1  
	= (7175/2912)  
= 2.46:1  



[bookmark: _Toc56131033]Growth ratios 
	Dividend yield ratios    

	2019 
	2018 

	= (5.1/5.12)  
= 0.996:1  
	= (4.84/4)  
= 1.21:1  



Calculation of Dividend per share
For 2019, 
DPS = (255 m / 50) 
= 5.1 
For 2018, 
DPS = (242 m / 50) 
= 4.84  








Answer: (B)
[bookmark: _Toc56131034]Financial performance and position analysis of Chocco plc.
Profitability ratios analysis 
From the gross profit analysis, the situation of Chocco plc. is illustrated that from 2018 to 2019, the profit which is directly linked with sales has been increased by 0.05%. The Return on scale analysis always supports that, “The Higher ROS The Better”. Over the year Return on the scale is increased by 0.72%. 
	Gross profit rate

	2019 
	2018 

	51.98% 
	 51.93%

	Return on Sales 

	2019 
	2018 

	6.40% 
	5.68%

	Return on Assets 

	2019 
	2018 

	8.85%
	 7.26%

	Return on Stockholders’ Equity 

	2018 
	2019 

	28.31% 
	26.03% 



The increase in ROS is a good indicator of Chocco Plc. financial operations. The management efficiency in the usage of assets for generating profit or income is increased to a greater extent (GUILDING, 2013). A 1.5% increasing in return will ensure the profitability of the operation. Investors’ capital return is increased by more than 2%. With the profitability analysis the manager of Choco plc. is ensuring their profitability growth in their operation. 
Liquidity ratios analysis 
Current ratio analysis has shown the ability of Choco Plc. is increasing from 0.77 to 0.92. But the number is not in the favour of the organization. They are suffering from the less adequacy in the fund for repaying their current liabilities incurred cost. This situation can stop the growth of the business over time if the ratio can’t hit 2:1 (Gibson and Frishkoff, 2013). 
	Current Ratio 

	2019 
	2018 

	0.91:1 
	0.77:1 

	Networking capital  

	2019 
	2018 

	-208
	-691 



For operating the business successfully, they have to increase the amount of their invested capital. The networking capital analysis is suggesting that the company is suffering from the deficiency of paying its current liabilities (Prather, 2017). The situation is too much detrimental to the company’s operation in the long run. 
Management efficiency ratios Analysis 
The receivable turnover ratio of an organization aid to understand the management efficiency in the credit collection process. A higher amount of receivable turnover illustrates efficient credit and collection process. From 2018 to 2019, the receivable turnover is continuously increasing which is a good indicator of a company’s financial performance development. It illustrated that company’s credit collection process is becoming stronger.
	Receivable Turnover  

	2019 
	2018 

	5.61 times 
	5.19 times 

	Inventory Turnover   

	2019 
	2018 

	9.14 times 
	9.40 times 


Management efficiency in inventory management is relatively decreasing over time. Here the efficiency in inventory management should be developed for organizational performance. 
Leverage ratios analysis 
Debt ratio analysis is indicating that the obligations to pay debtor are decreasing which is a good factor for the organizational operational performance (Prather, 2017). As a result, the liability of paying is decreasing over time. The contribution of the owners is increasing over time it will reduce the burden of payment to creditors with more and more comfortability with the equity investment. 
	Debt Ratios   

	2019 
	2018 

	= (6648/9736) 
= 0.68:1  
	= (7175/10087)  
= 0.71:1  

	Equity ratios    

	2019 
	2018 

	0.32:1  
	0.29:1  

	Debt-Equity ratios    

	2019 
	2018 

	2.15:1  
	2.46:1  



The capital structure of Choco Plc is illustrating that it’s a leveraged firm. As a leveraged firm, the organization has to face several types of operational and financial risks related to the market and company-specific risk (Prather, 2017). 
Growth ratios analysis 
	Dividend yield ratios    

	2019 
	2018 

	0.996:1  
	1.21:1  



Dividend yield ratios analysis is compared between dividends and market prices. High yield attracts investors for the expansion in the business (Prather, 2017). As the performance of Dividend yield ratios is decreasing, the concern will be targeting the investors. 
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