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Question No. 1
Preparation of Income statement for the year ended 315t Dec 2019 and

statement of financial position as at that date:

The income statement of Eccles for the year ended 31.12.19

Particulars Amount Amount
Sales 826650
(-) Cost of Sales 578650
Gross Profit 248000
(-) Operating Expenses
Administrative Expenses 30000
Selling Expenses 28000
Directors Remuneration 5000 63000
Operating Profit before Interest and Tax 185000
(-) Interest Paid 2000
Operating Profit Before Tax 183000
(-) O/S Tax 68000
Net Profit After Tax 115000
(+) Retained Earnings 132000
Net Profit 247000
(-) Dividend Paid
Preference Dividend Paid 30000
Ordinary Dividend Paid 20000 50000
Net Profit After the payment of dividend 197000

Statement of Financial Position of Eccles as on 31.12.2018

Particulars Amount Amount

Non-Current Assets
Plant and Machinery 632730

Current Assets

Debtors 171105

Cash and Bank 12900
Inventory 329620 513625
Total Assets 1146355

Equity & Liability




Share Capital

Ordinary Shares 300000
10% Preference Shares 310000
Net Profit 197000 807000

Non-Current Liability

4% Debenture 100000
Current Liability
Trade Creditors 171355
0O/S Tax 68000
O/S Commission 3000 242355
Total Liability 1146355
Workings
Workings - 2
Debtors 170125
(+) O/S Debtors 980
171105
Workings - 3
Inventory 330600
(-) O/S 980
329620

Explaining the financial status statement

The financial status statement or balance sheet usually highlights the financial
derivatives and the valuation over a particular period of time of the various

financial heads of an entity. Eccles plc balances the financial statement by

making equity and liabilities equal to the company's assets, i.e. 1146355. The
number of assets and equity became comparable bypassing the three-

adjustment entry in the statement of sales and the statement of financial The



corporation's entity. The first change entry concerns the unpaid tax, which
amounts to 68,000 pounds, which is deducted in the declaration of income and

is

classified under the heading of current liability. The outstanding commission is
also an important factor in maximizing the benefit of the present liability. The
value of the debtors is increased by GBP 980, while the value of the inventory is
decreased by the same amount. It is important to realize that net profit is a The
capital balance is determined from the income statement and the same is
applied to the equity balance (Fleckenstein, et al . , 2020). The explanation is
obvious as the net value of Eccles has risen. However, the primary reason for
balancing the equity and liabilities side is due to the concept of double-entry
accounting, which is used to document accounting entries. So, the entries
report two accounts. In the current situation, all things of current assets are
categorically divided into three distinct elements such as administrative and
sale expenses. The required deductions shall be made in order to achieve the
actual value of the net profit. The two aspects of accounting ensure that the
component in the balance sheet increases so the other aspect increases as
well. However, in the event that one factor decreases, the other side of the
balance sheet immediately decreases due to the impact of the double-entry

accounting system (Lin, et al ., 2018).

Question No. 2

Schedule of ratio for Chocco Plc for the year 2019 and 2018

Liquidity Ratio:



Current Ratio = Current Assets / Current Liabilities

2019 = 2303 /2511 0.92
2018 = 2355/ 3046 0.77
Quick Assets = Current Assets - Inventory
2019 = 2303 - 708 1595
2018 = 2355 - 659 1696
Acid Test Ratio = Quick Asset / Current Liabilities
2019 = 1595/ 2511 0.64
2018 = 1696 / 3046 0.56
Solvency Ratio:
Debt Equity Ratio = Long Term Debts / Shareholders Funds
2019 = 4137/ 3088 1.34
2018 =4129/ 2912 1.42
Total Asset to Debt Ratio = Total Asset / Long Term Debt
2019 =9736/4137 2.35
2018 = 10087 / 4129 2.44
Proprietary Ratio = Shareholders Funds / Total Assets
2019 = 3088 / 9736 0.32
2018 = 2912 /10087 0.29

Activity Ratio:

Average Stock = (Opening Stock + Closing Stock) / 2

2019 = (659 + 708) / 2 683.5
2018 = (659 + 659) / 2 659
Note: The opening stock of 2018 is not specified in the question. So, the
opening and closing stock of 2018 is assumed to be equal.
Stock Turnover Ratio = Cost of Goods Sold / Average Sock
2019 = 3235/ 683.5 4.73
2018 = 3096 / 659 4.70




Average Trade Receivable = (Opening Trade Receivable + Closing Trade

Receivable) / 2
2019 = (1287 + 1249) / 2 1268
2018 = (1287 + 1287)/ 2 1287

Note: In 2018, there is no specification of the opening balance of the trade
receivables. The stock opening and closing in 2018 is therefore projected to be equal.

Trade Receivable Turnover Ratio = Credit Sales / Average Trade Receivable

2019 = 6738/ 1268 5.31

2018 = 6441/ 1287 5.00

Note: Entire Sales for the year 2018 and 2019 are considered as credit sales.

Working Capital = Current Assets - Current Liabilities

2019 = 2303 - 2511 -208

2018 = 2355 - 3046 -691

Working Capital Turnover Ratio = Net Sales / Working Capital

2019 = 6738/ (-208) -32.39
2018 = 6441/ (-691) -9.32
Asset Turnover Ratio = Net Sales / Total Assets
2019 =6738/9736 0.69
2018 = 6441 /10087 0.64
Profitability Ratio:
Net profit margin = (Net profit / Net Sales) *100
2019 = (431 /6738) *100 6.40%
2018 = (366 / 6441) * 100 5.68%

Operating profit margin = (Net profit + Interest + Tax) / Revenue * 100

2019 = (431 + 226 + 189) / 6738 * 100 12.56%

2018 = (366 + 181 + 173) / 6441 * 100 11.18%




Dividend Pay-out ratio = (Total dividend /Net income)
2019 = (255/431) 0.59
2018 = (242 / 366) 0.66

Analysing the financial performance and position of
Chocco Plc

There are a total of 12 ratios calculated from 4 different segments to gain an in-
depth understanding of the financial position of Checco plc. The ideal current
ratio is considered to be 1.5 times current liability over current assets, which
indicates that the company is in a favorable financial liquidity position. The
same condition goes with the acid test ratio as per the accounting principle
which is 1 time. These results indicate that the company faces a liquidity crunch
or stable liquid position. Here the organization has secured a current ratio of less
than 1, which indicates that the company Chocco Plc is quite weak in
maintaining its liquidity balance. However, in the year 2019, it has been
increased slightly but it has not reached the ideal value of the ratio. Therefore, it
will be important for the organization to reduce the value of receivables by
making a significant collection of debts to avoid the cash crunch. However, the
figures of the solvency ratio indicate the burden of debt, the company faces in
comparison to the equity ownership possessed by the corporate entity. The ideal
debt to equity ratio is considered as 2 but in the current scenario. It is much less
than that which ensures that business is being carried out on equity capital. As a
result, Chocco plc. has to pay a lower amount of interest on the debt. This is a
positive aspect of a business to attract more investment. The other solvency
ratios also suggest a similar kind of picture that the company is in favor of
performing business with its funds rather than relying on others (Camin, et al.,
2016). It is noteworthy to mention that to calculate activity ratio certain
assumptions are taken into consideration. The establishment is severely

suffering in managing liquidity for performing their regular operations. The



ideal figures of stock turnover ratio lie somewhere between 4 to 6 and the ideal
debtor turnover ratio is considered as 6. The calculated ratios also lie in the

following range.

This showcases the positive growth of the company in the last two financial
years. The last part covers the profitability ratio where the company has earned
a massive profit, which can boost the growth of the organization in the long
run. Thus, it will be important to make proper reserve and surplus and increase
the entire equity value of the company to mitigate any liquidity crunch
situation in the forthcoming financial year. Chocco plc has not only kept the
entire profit with them but also shared a certain portion of profit with the
shareholders in the form of dividends (Zolfani, et al., 2018). This gains the
shareholder's interest in investing in the company and maintain the liquidity

volume stable in the upcoming operational year.
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