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INCOME STATEMENT FOR THE YEAR ENDED 31st DECEMBER 2019


	
	£’000

	Revenue (W1)
	827,630

	Cost of sales
	(578,650)

	Gross profit
	248,980

	[bookmark: _Hlk55498816]Distribution costs(W2)
	(31,000)

	Administration expenses(W3)
	(35,000)

	Operating profit
	182,980

	Finance costs(W4)
	(6,000)

	Profit before tax
	176,980

	Taxation
	(68,000)

	Profit for the period
	 108,980

	
	






















STATEMENT OF FINANCIAL POSITION AS AT 31st DECEMBER 2019

	
	£’000
	£’000

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	632,730
	

	
	
	

	
	
	632,730

	Current assets
	
	

	Inventories
	330,600
	

	Trade and other receivables(W5)
	171,105
	

	Cash and cash equivalents
	 12,900
	

	
	
	 514,605 

	Total assets
	
	 1,147,335

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	171,355
	

	Sales commission payable
Interest unpaid
	   3,000
         4,000
	

	Current tax payable
	 68,000
	

	
	
	246,355

	Non-current liabilities
	
	

	4% Debentures
	100,000
	

	
	
	

	
	
	 100,000 

	Total liabilities
	
	 346,355 

	
	
	

	Net assets
	
	 800,980 

	
	
	

	EQUITY
	
	

	Ordinary shares
	
	310,000

	Preference shares
	
	300,000

	Retained earnings(W6)
	
	190,980  

	Total equity
	
	 800,980 


	Total liabilities and equity
	
	1,147,335
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Adjustments

Income tax expense(Taxation)  68,000
Income tax Payable (Liability)                      68,000
Sales commission Expense        3,000
Sales commission Payable                              3,000
Receivable (Debtors)                    980
Goods sold (Sales)                                             980
Interest unpaid                           4,000
Interest payable	                 4,000


Revenue (W1)= Sales + Goods sold = 826,650 + 980 = 827,630
Gross profit = Revenue – Cost of sales =827,630 – 578,650 = 248,980
Distribution Costs(W2)= distribution costs + sales commission expenses = 28,000+3,000 = 31,000
Administration expenses( W3) = Administrative expenses + Directors remuneration = 30,000 + 5000 = 35,000
Operating Profit = Gross profit - W2 – W3 = 248,980 – 31,000 – 35,000 =182,980
Interest unpaid = 4% Debentures =100,000x 4%= 4,000
Finance costs (W4)= Interest paid + Interest unpaid= 2,000 + 4,000= 6,000
Profit before tax = Operating profit – Finance costs = 182,980 – 6,000 =176,980

Trade and other receivables (W5) = Debtors + Receivable = 170,125 + 980 = 171,105
Retained earnings(W6)= Retained profits at 1st January 2018 + Net profit 2019 – Ordinary dividend paid – Preference dividend paid= 132,000 + 108,980 – 20,000 – 30,000 =190,980
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Explanation of why the statement of financial position balances

The main reason why the balance sheet has to balance is that all the entries in the trial balance have to comply with the accounting equation: Assets= Liabilities + Equity. 
All the entries made to the trial balance, adjustments included, must follow the accounting principle of the double-entry.
The double-entry principle affirms that every financial transaction has equivalent and opposite results in a minimum of two different accounts.
If the double-entry system fails, the trial balance will not have the same amounts on debit and credit, but if they are correctly done, they will balance, and this will reflect in the balance sheet. (Hayes,2020)



Reference

1.A.Hayes, 2020  "Double entry definition"  available at <https://www.investopedia.com/terms/d/double-entry.asp> accessed on 13 November 2020
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	Title
	Formula
	
	2019
	2018

	Return on capital employed         
	Profit before interest(Op. profit)
Assets employed
	x100%
	805 / (9,736 -2,511) x 100= 11.14%
	699/(10,087 - 3,046) x 100 = 9.92%

	Return on equity
	Earnings (Net profit)
Ordinary share capital & reserve
	x100%
	431/(300+ 1,071 + 1,717)x100=13.95%
	366/(300+1,071+ 1,541)x100=12.56%

	Earnings per share
	Earnings
Number of ordinary shares
	
	431 / 300x2 =  0.71 = 71p
	 366 / 300x2 = 0.61 = 61p

	Gross profit margin
	Gross profit
Sales
	x100%
	3,503 / 6,738 x 100 = 51.98%
	3,345 / 6,441 x 100 = 51.93%

	Net profit margin
	Net profit (Operating profit)
Sales
	x100%
	805 / 6,738 x 100 
= 11.94 %
	699 / 6,441 x 100
 = 10.85%

	Asset turnover
	Turnover (Sales)
Assets employed
	
	6,738 /(9,736-2,511)
= 0.93
	6,441/ ( 10,087-     3,046 ) = 0.91

	Stock holding period
	Inventory
Cost of sales

	x365
	708 / 3,235 x 365 
=79.88 = 80 days
	659 / 3,096 x 365 
=77.69 = 78 days

	Debtors collection period
	Trade receivables
Credit sales 

	x365
	1249 / 6738 x 365
=67.65 = 68 days
	1287 / 6,441 x 365
= 72.93 = 73 days

	Creditors payment period
	Trade payables
Credit purchases

	x365
	583 / 3,235 x 365
= 65.77 = 66 days
	655 / 3,096 x 365 
= 77.22 = 78 days

	Current ratio
	Current assets
Current liabilities

	
	2,303 / 2,511 = 0.91
	2,355 / 3,046 = 0.77

	Quick asset ratio
	Current assets - inventory
Current liabilities

	
	2,303 - 708/ 2,511
 = 0.63
	2,355 - 659/ 3,046
 = 0.55

	Gearing ratio
	Debt
Debt. + Equity

	x100%
	4,137/4,137 + 3,088 = 57.25%
	4,129/ 4,129+2,912 =58.64%

	Interest cover
	Profit before interest
Interest charges

	
	805/226 =3.56 times
	699/181=3.86 times
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Comments related to the financial performance and position of Chocco plc


1. A higher percentage of Return on capital employed in 2019 shows more efficient use of the company's capital during that year than the previous one.
2. Return on equity reveals that Chocco Plc was more efficient in generating returns from new investments during 2019.
3. The asset turnover was very efficient in generating sales in both years, with a slight increase during 2019.
4.The gross profit margin shows that the company earned £51.98 on every £100 sales in 2019 and £51,93 in 2018. The gross profit was higher with 5% in 2019, which means that the cost of sales was higher relative to sales revenue in 2018 than in 2019.
5. For every ordinary share held in the company, the company earned 0.61 pence in 2018 and 0.71 pence in 2019 of net profit. Earnings per share show higher earnings in 2019 that mean a  stronger financial position and therefore reliable company to invest from a year to another.
6. In 2018 the company did well in managing its debts because they received the money from the debtors in the first instance and used that money to pay its creditors as the debtors collection period was shorter than creditors payment period, meanwhile in 2019 happened the opposite. However, if we watch both years, 2019 needed fewer days than 2018 to collect its debts and pay its creditors.


Conclusion

By calculating the ratios was possible to set up a vivid picture of the position and performance of the company. The above ratios highlighted the financial strengths and weaknesses of Chocco Plc and revealed a stronger financial position in 2019 and a reliable company for future investments.
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