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Question 1

a) Income Statement and statement of Financial position for the year ending 31st December 2019

INCOME STATEMENT FOR THE YEAR ENDED 2019
	
	

	Revenue (826,650.00 + 980.000)
	827,630

	Cost of sales
	(578,650)

	Gross profit
	248,980

	Distribution costs (28000)
	28,000

	Administration expenses (30000+3000)
	33,000

	Directors Remuneration
	5,000

	Operating profit
	(182,980)

	Finance costs  (4%x100000)
	(4,000)

	Profit before tax
	178,980

	Taxation
	(68,000)

	Profit for the period
	110,980

	
	


STATEMENT OF FINANCIAL POSITION AS AT 2019
	
	
	

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	632,730
	

	Intangible assets
	0
	

	
	
	632,730

	Current assets
	
	

	Inventories
	330,600
	

	Trade and other receivables (170,125+980)
	171,105
	

	Cash and cash equivalents
	 12,900
	

	
	
	514,605

	Total assets
	
	 1,147,335 

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	171,355
	

	Accruals (3000+2000)
	5,000
	

	Current tax payable
	 68,000
	

	
	
	244,355

	Non-current liabilities
	
	

	Long term liabilities
	100,000
	

	Long term provisions
	 0 
	

	
	
	 100,000

	Total liabilities
	
	 344,355

	
	
	

	Net assets
	
	 802,980

	
	
	

	EQUITY
	
	

	Ordinary share 
	
	310,000

	Preference share 
	
	300,000

	Retained earnings
	
	192,980

	Total equity
	
	 802,980

	
	
	

	Total Equity and Liabilities 
	
	1,144,7335

	
	
	

	Working 
	
	

	Retained Profits at 1st January 2018
	
	132,000

	Profit for the year 
	
	110,980

	Preference Dividend paid
	
	(30,000)

	Ordinary Dividend Paid
	
	(20,000)

	
	
	192,980


b) Why statement of financial position balances?

Balance sheet of a company should always be balanced. As named on the fact, that company assets will always be equal to liabilities & shareholders' equity. Assets over balance sheet consists of what is owned by company or will be receiving in future. Liabilities are what is owed by company like debt, salaries, payables, taxes. The equity section display retained earnings of the company and capital contributed by the shareholders. Total assets should be equal to total of the liabilities and shareholder equity. 

It all works due to a process that accountants refer to as “double-entry accounting”. This process means that every time a single transaction occurs it will be recorded in at least two places. The transaction impacts both sides, where the money came from and what is being used for. Whit both record always being entered at the same time, the balance sheet should always balance.


The Balance between the assets, liabilities and the equity should always be there as per the principle of double entry book keeping.  

However if the Balance sheet does not balance, there must be an error somewhere in the report. This can either be human or software error.

Question 2.

a) Preparing the schedule of ratios For Chocco Plc
Liquidity Ratio
	
	
	2018
	2019

	Current ratio
	Current Assets/Current Liabilities
	
	

	Current assets
	
	2355
	2303

	Current liability
	
	3046
	2511

	Result
	
	0.77
	0.92

	Quick ratio
	(Current assets-Inventory)/Current Liabilities
	
	

	Quick assets
	
	1696
	1595

	Current liability
	
	3046
	2511

	Results
	
	0.56
	0.63


Efficiency Ratio
	
	
	2018
	2019

	Assets Turnover Ratio
	Revenue/Assets Employed
	
	

	Revenue 
	
	6441
	66738

	Assets Employed
	
	7041
	7225

	Result
	
	0.91
	0.93

	Stock holding period
	Inventory/Cost of sales x 365
	
	

	Inventory
	
	659
	708

	Cost of sales
	
	3096
	3235

	Results
	
	78 days
	80 days

	Debtors collection period
	Trade receivable/Credit sales x 365
	
	

	Trade receivable
	
	1287
	1249

	Credit sales
	
	6441
	6738

	Results
	
	73 days
	68 days

	Creditors payment period 
	Trade payables/Credit purchases x 365
	
	

	Trade payables
	
	655
	583

	Credit purchases
	
	3096
	3235

	
	
	77 days
	66 days


 Profitability Ratio
	
	
	2018
	2019

	Gross Margin
	Gross profit/Sales x 100
	
	

	Gross Profit
	
	3345
	3503

	Sales 
	
	6441
	6738

	Results
	
	51.93%
	51.99%

	Net profit Ratio
	Net profit/Sales x 100
	
	

	Net profit
	
	699
	805

	Sales
	
	6441
	6738

	Results
	
	10,9 %
	11,9%


Financing Ratio
	Gearing Ratio
	Debt/Debt + Equity
	2018
	2019

	Debt
	
	4129
	4137

	Debt + Equity
	
	7041
	7225

	
Results

	
	58.6%
	57,2%

	Interest cover
	Profit before interest/Interest charge
	
	

	Profit before Interest
	
	730
	846

	Interest charge
	
	181
	226

	Results
	
	4.0
	3.7


b) Comments on financial position of the company
[image: image1.emf]Financial position could be described as actual performance of the company. In order to  analyse it ,   the managers can use ratios.  Ratio analysis could be defined as the process of  analysing organisational performance on the ba sis of final accounts so that actual position of  the business could be determined  


By analysing the ratios of Chocco Plc it has been analysed that performance of the company is very good in 2019 compared to 2018, because the ratios for the year are increased and resulted in improved performance of the company.
· Current Ratio

The Current Ratio of Chocco Plc is 0.92, which has increased from 0.77. Increasing in the current ratio over the time may indicate that the company is “growing into” its capacity. The current Ratio of 0.92 is still too low. The ideal Current Ratio is 1:1 and 2:1. The low Current Ratio of 0.92 indicates financial weakness and difficulty meeting current obligations. The reason for the situation maybe repayment of finance.
· Quick Ratio

The Quick Ratio, that measures the ability of the business to pay for current liabilities, is very low as well of 0.63 for 2019.  Choccoo Plc has a Quick Ratio of less then 1 and may  not be able to fully pay off its liabilities in the short term. The situation may be result of not increasing the sales of the company. In addition if the Quick Ratio is much lower then the Current Ratio, it means that the company`s current assets are highly dependent on inventory.
· Assets Turnover Ratio
The Ratio depends of type of the business, but low figure suggest ineffective management. The Assets Turnover Ratio for Chocco Plc is 0.93 for 2019 which could indicate that the company is not using its assets to generate sales. 

· Stock holding period 

Stock holding period is the amount of time stock spends in the business. Chocco Plc is facing problem to sell its goods by keeping them for long period of 80 days for 2019. From the figures above, we can see that the company was doing better in 2018 by keeping the stock for 68 days. In my opinion, the company may have purchased more stock then they need or they sell slower the items they have. 
· Debtors collection period
Debtors collection period is the time taken to collect trade debts after sales have been created. The average collection period for most companies is 36.5, however the collection period for Chocco Plc is 86 days for 2019, wich means the company needs to think of other way for receiving its money in short term in order to pay off its obligations. 
· Gross profit ratio

 The Gross profit of Chocco Plc has not shown major change in 2019 compared to 2018. However, a higher ratio is usually preferred , which means the ratio of 51.99% for 2019 is not bad at all, as this would indicate that the company is selling inventory for a higher profit.
· Net profit ratio

The Net profit ratio of Chocco Plc  has increased  in 2019  to 11,9% , which means the company has been increased its revenue along with its net profit. The average Net Profit vary considerably by industry, but as a general rule of thumb, is a 10% . 

· Gearing Ratio 

The Gearing ratio is a financial ratio that compares some form of owner`s equity (or capita) to debt, or funds borrowed by the company. The Gearing Ratio for Chocco Plc is 57,2% which is lower then 2018-58.6%. However a Gearing Ratio higher then 50% is typically considered highly levered or geared. In this order the company is still doing well. 
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