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Question 1 a)

INCOME STATEMENT FOR THE YEAR          

ENDED 31st December 2019
	
	£

	Revenue 
	827 630

	Cost of sales
	 (578 650) 

	Gross profit
	248 980

	Sales commission

Distribution costs
	(3 000)
(28 000)

	Administration expenses 
Directors remuneration
	(30 000)
(5 000)

	Operating profit
	182 980

	Finance costs
	(2 000)

	Profit before tax
	180 980

	Taxation
	(68 000)

	Profit for the period
	 112 980 

	
	


Adjustment 1:
112980 (from Income St) + 132000 (retained profit 2018) = 244980 
Workings (Income Statement):
Revenue 826 650 + 980 (from additional inf. N3) =827630

827 630 – 578 650 = 248 980

	248 980

-

	(3 000)
(28 000)

	(30 000)

(5 000)


   182 980 OP Profit
182 980- 2 000= 180 980

180 980 – 68 000 (tax from additional info.) = 112 980

STATEMENT OF FINANCIAL POSITION 
AS AT 31st DECEMBER 2019
	
	£
	£

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	632 730
	

	
	
	632 730

	Current assets
	
	

	Inventories
	330 600
	

	Trade and other receivables
	171 105
	

	Cash and cash equivalents
	 12 900 
	

	
	
	 514 605 

	Total assets
	
	 1 147 335 

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	174 355
	

	Current tax payable
	 68 000
	

	
	
	242 355

	Non-current liabilities
	
	

	Debentures
	 100 000 
	

	
	
	 100 000 

	Total liabilities
	
	 342 355

	
	
	

	Net assets
	
	 804 980 

	
	
	

	EQUITY
	
	

	Share capital
	
	310 000

	Share premium
	
	300 000

	Retained earnings
Ordinary dividend
Preference dividend


	
	244 980
(20 000)

(30 000)

	Total equity
	
	 804 980

	
	
	


Workings (Statement of Financial Position)
Trade and other receivables:
170 125+980 (add. inf. N3) =171 105
Current Assets:

	330 600

	171 105

	 12 900 

	514 605


Total assets:  632 730+514 605=1 147 335
Trade and other payables:

171 355+3000(commission, add. Inf. N2) =174 355
Current liabilities:
	174 355

	 68 000


                                                       242 355
Total liabilities:       242 355+100 000=342 355
Net assets = Total assets – Total liabilities

1 147 335 – 342 355=804 980
Retained earnings from adjustment 1 = 244980
(112980+132000=244980)
Total equity:

	310 000


	300 000


	244 980

(20 000)

(30 000)



	804 980

	

	


Question 1 b)

The main reason that Statement of Financial position balances is the principle of double entry. That mean that each transaction is included in two accounts and can be used as check at the end of accounting period.  Because all business assets should have been funded through businesses liability or equity. If balances do not balance that is a sign of missed or wrong entry.
Joseph Nguyen (2019)

Question 2 a)

Schedule of ratios
	Ratio
	Working (2019)
	Working (2018)
	2019
	2018

	ROCE
	805/ (9.736-2.511) x100
	699/ (10.087-3.0460) x100
	11,1%
	9,9%

	Return on equity
	431/3.088
	366/2.912
	13,9%
	12,6%

	EPS
	431/300
	366/300
	1,43p
	1,22p

	Gross profit margin
	3.503/6.738
	3.345/6.441
	52%
	52%

	Net profit margin
	805/6.738
	699/6.441
	11,9%
	10,9 %

	Asset turnover
	6.738/7.225
	6.441/7.041
	0,9
	0,9

	Stock holding period
	708/3.235x365
	659/3.096x365
	80 days
	78 days

	Debtors collection period
	1.249/6.738x365
	1.287/6.441x365
	68 days
	73 days

	Creditors payment period
	583/3.235x365
	655/3.096x365
	66 days
	77 days

	Current ratio
	2.303/2.511
	2.355/3.046
	0,9
	0,8

	Quick ratio
	(1.249+201)/2.511
	(1.287+177)/3.046
	0,6
	0,5

	Gearing
	4.137/ (4.137+3.088)
	4.129/ (4.129+2.912)
	57,2%
	58,6%

	Interest cover
	805/226
	699/181
	3,6 times
	3,9 times


Question 2 b)

· ROCE shows in percentage how much profit is being generated by the capital employed. The ROCE in Chocco plc has improved with 1.2% in 2019 comparing to 2018. That mean that more profit is being generated from the equity invested in the company. It due to increase in profits without any increases in share capital.
· ROE also has increases from 12.6% to 13.9%, so the company is efficiently generating return from new investment.
· Gross profit margin has been kept the same percentage in both years, so it is most likely that no change in product mix, cost or selling prices are being made.
· Net profit margin has increased by 1% which shows that company is doing better in 2019 with turning sales into profit. That might be due to increase in the profit on sales of fixed assets in this year.
· Gearing ratio has slightly decrease (with 1.4%) in 2019. It is most as a result of the decrease in current liabilities, which is good for the business. However, the ratio is still quite high, and it can be an indicator long-term liquidity. Also, company may meet problems if additional funds are needed, as the company will be deemed to be risky.

· Interest covered has dropped with 0.3 times in 2019 compared to 2018 which is due to increase in interest payable in 2019 which has risen with £41million. The company is still able to meet interest obligations, but it is seeing as risky which may affect decisions of future creditors, investors and shareholders. 
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