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Question 1:

a)

INCOME STATEMENT FOR THE YEAR ENDED 31st DECEMBER 2020
	
	£’000

	Revenue 

Sold goods
	826,650 

980

	Cost of sales
	 (578,650) 

	Gross profit

Directors salary
	248,980

(5,000)

	Distribution costs
	(28,000)

	Administration expenses

Owed commission 
	(30,000)

(3,000)

	Finance costs-interest
	(2,000)

	Profit before tax
	180,980

	Taxation
	(68,000)

	Profit for the period
	 112,980 

	
	


STATEMENT OF FINANCIAL POSITION AS AT 31st  DECEMBER 2020
	
	£’000
	£’000

	ASSETS
	
	

	Non current assets
	
	

	Plant & equipment

Ordinary dividend paid
	632,730
20,000
	

	Preference dividend paid
	 30,000
	

	
	
	682,730


	Current assets
	
	

	Inventories (Stock at 31st December 2020)                                                                         
	330,600
	

	Goods
	980
	

	Debtors
	170,125
	

	Cash and bank
	 12,900 
	

	
	
	 514,605 

	Total assets
	
	 1,197,335

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	171,355
	

	Corporation tax 
Salesmen commission 
	        68,000
          3,000
	

	
	
	

	
	
	

	
	
	242,355

	Non-current liabilities
	
	

	4% Debentures
	100,000
	

	
	
	100,000

	Total liabilities
Net assets 
	
	342,355
 854,980

	
	
	

	EQUITY
	
	

	Net profit
	
	112,980

	10% £1 preferences shares
	
	300,000

	£1 ordinary shares
	
	310,000

	Retained profits
	
	 132,000

	Total equity
	
	 854,980

	
	
	


b) The accounting principle of double entry is the main reason why a balance sheet balances. All transactions are recorded in at least two different accounts in this accounting system, which also serves as a check to ensure that the entries are consistent. The Assets must always equal the sum of the Liabilities and Owner’s Equity.
Assets = Liabilities + Equity
On the debit side, the total of all items recorded in all accounts should equal the total of all items recorded on the credit side of the accounts. 

A trial balance is prepared to ensure that each debit input has a matching credit entry. The trial balance is a list of account balances that are organised by whether they are debit or credit balances (Handbook, 2021).
Question 2:

a)

	
	
	
	
	
	2020
	
	
	

	1)
	Profit before interest
	x 100%
	
	
	805
	x 100%
	=
	11.14%

	
	Assets employed
	
	
	
	9,736-2,511
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	2019
	
	
	

	
	
	
	
	
	699
	x 100%
	=
	9.92%

	
	
	
	
	
	10,087-3,046
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	2)
	Earnings
	x 100%
	
	
	2020
	
	
	

	
	Ordinary share capital + Reserves
	
	
	
	431
	x 100%
	=
	13.95% 

	
	
	
	
	
	3,088
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	2019
	
	
	

	
	
	
	
	
	366
	x 100%
	=
	12.56% 

	
	
	
	
	
	2,912
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	3)
	Earnings
	
	
	
	2020
	
	
	

	
	Ordinary shares
	
	
	
	431
	=
	£1.43 per share
	

	
	
	
	
	
	300
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	2019
	
	
	

	
	
	
	
	
	366
	=
	£1.22 per share
	

	
	
	
	
	
	300
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	4)
	Net profit
	x 100%
	
	
	2020
	
	
	

	
	Sales
	
	
	
	805
	x100%
	=
	11.94%

	
	
	
	
	
	6,738
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	2019
	
	
	

	
	
	
	
	
	699
	x 100%
	=
	10.85%

	
	
	
	
	
	6,441
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	5)
	Turnover
	
	
	
	2020
	
	
	

	
	Assets employed
	
	
	
	6,738
	=
	0.93
	

	
	
	
	
	
	7,225
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	2019
	
	
	

	
	
	
	
	
	6,441
	=
	0.91
	

	
	
	
	
	
	7,041
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	6)
	Inventory
	x
	365
	
	2020
	
	
	

	
	Cost of sales
	
	
	
	708
	x 365
	=
	79.88 days

	
	
	
	
	
	3,235
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	2019
	
	
	

	
	
	
	
	
	659
	x 365
	=
	77.69 days

	
	
	
	
	
	3,096
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	7)
	Trade receivable
	x
	365
	
	2020
	
	
	

	
	Credit of sales
	
	
	
	1,249
	x 365
	=
	67.65 days

	
	
	
	
	
	6,738
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	2019
	
	
	

	
	
	
	
	
	1,287
	x 365
	=
	72.93 days

	
	
	
	
	
	6,441
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	8)
	Current assets
	
	
	
	2020
	
	
	

	
	Current liabilities
	
	
	
	2,303
	=
	0.91
	

	
	
	
	
	
	2,511
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	2019
	
	
	

	
	
	
	
	
	2,355
	=
	0.77
	

	
	
	
	
	
	3,046
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	9)
	Debt
	x
	100%
	
	2020
	
	
	

	
	Debt + equity
	
	
	
	4,137
	x 100%
	=
	57.25%

	
	
	
	
	
	4,137+3,088
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	2019
	
	
	

	
	
	
	
	
	4,129
	x 100%
	=
	58.64%

	
	
	
	
	
	4,129+2,912
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	10)
	Profit before interest
	
	
	
	2020
	
	
	

	
	Interest
	
	
	
	805
	=
	3.56 times
	

	
	
	
	
	
	226
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	

	
	
	
	
	
	2019
	
	
	

	
	
	
	
	
	699
	=
	3.86 times
	

	
	
	
	
	
	181
	
	
	


b) Analysing the financial statements and ratios of Chocco plc, we can determine their evolution and performance from 2019 to 2020. The overall progress shows that the company has grown from 2019 to 2020, increasing their profits, reducing their loss and generating positive cash flows or earnings. 
 We see a higher ROCE, which indicates more efficient use of capital. Higher values are generally favourable meaning that the company is efficient in generating return from new investment. The ratio of a company's sales to its assets is known as the asset turnover ratio. It's an efficiency ratio that measures how well a business uses its assets to create income. A greater turnover ratio indicates that a company can generate more revenue with less assets, indicating that it is a good company that is effectively using its assets. A lower turnover rate indicates that the company is not doing well (Class handbook, 2021). We can conclude that the company has used its asset more effectively in generating revenue.
Looking at a few ratios, there is a noticeable growth for Chocco plc for 2020, showing that the company has been making efforts in achieving the financial goals. 
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