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Finance & Accounting
Question 1
a. 
	Eccles plc
Income Statement
For the year ended 31st December 2019 (in million Euros)

	Revenues
	826,650

	Cost of sales
	578,650

	Gross Profit
	248,000

	Distribution Costs
	(28,000)

	Administrative Expenses
	(30,000)

	Commission Paid
	(3,000)

	Directors Remuneration
	(5,000)

	Operating Income
	182,000

	Interest Paid
	(2,000)

	Profit/Loss before taxation
	180,000

	Taxation
	(68,000)

	Profit for the year
	112,000



	Eccles plc
Balance Sheet
As at 31st December 2019 (in million Euros)

	Non-current Assets
	

	Plant and Equipment
	632,730

	
	

	Current Assets
	

	Inventory
	329,620

	Accounts Receivables
	171,105

	Cash and Bank 
	9,900

	
	510,625

	Total Assets 
	1,143,355

	
	

	Current Liabilities
	

	Trade Creditors
	171,355

	
	171,355

	Non-current liabilities
	

	4% Debentures
	100,000

	Net Assets
	872,000

	
	

	Equity 
	

	£1 ordinary shares
	310,000

	10% £1 preference shares
	300,000

	Retained earnings 
	262,000

	
	872,000



b. 
The statement of financial position is also known as the balance or the statement of financial position. It shows the entity’s financial status or position at the end of the specified fiscal year (Weygandt, Kieso & Kell, 2008). The statement comprises of three key elements, i.e., assets, liabilities, and shareholders’ equity. Normally, the balance sheet is structured in a manner that the total assets minus the total liabilities equal to the shareholders’ equity. In other instances, the balance sheet is structured in a way that the total assets equal to the sum of total liabilities and shareholders’ equity. Regardless of the approach, the balance sheet normally balances. That’s the reason it is called the balance sheet. The reason why a balance sheet balances always is because assets are financed by both internal and external sources, including share capital, retained earnings, trade creditors, bank loans, etc. Since total assets are financed by share capital, profits, and borrowings, then the balance sheet must balance (Weygandt, Kieso & Kell, 2008).
Question 2
a. 
	Chocco plc Financial Ratios

	Liquidity Ratios
	
	

	Current Ratio
	0.91716
	0.77315

	Quick Ratio
	0.63521
	0.5568

	Working Capital Ratio 
	- £208M
	-£691M

	
	
	

	Profitability Ratios
	
	

	[bookmark: _Hlk56099769]Gross Profit Margin
	51.99%
	51.93%

	Operating Profit Margin
	11.95%
	10.85%

	Net Profit Margin
	6.40%
	5.68%

	Return on Total Assets (ROA)
	0.04427
	0.03628

	Return on Stockholders’ Equity (ROE)
	0.13957
	0.12569

	
	
	

	Leverage Ratios
	
	

	Debt to Assets Ratio
	0.42492
	0.40934

	Debt Equity Ratio
	1.3397
	1.41793

	
	
	

	[bookmark: _Hlk56102609]Activity Ratios
	
	

	Inventory Turnover
	9.13842
	9.39605

	Assets Turnover
	0.08854
	0.07257



b. 
[bookmark: _Hlk56107232]Liquidity ratios are basically financial ratios that examines the ability of an entity to pay its short-term or current liabilities via the use of its current assets (Weygandt, Kieso & Kell, 2008). The most commonly used liquidity ratios are quick ratio, working capital ratio, and current ratio. In reference to the liquidity ratios above, it is evident that the current ratio increased from 0.7731 in 2018 to 0.9171 in 2019. Also, the quick ratio increased from 0.5568 in 2018 to 0.6352 in 2019. Although the current ratio and quick ratio are increased from 2018 to 2019, they are less than 1, and hence, Chocco plc is not in a position to pay its short-term debts. Furthermore, the working capital ratio for 2018 and 2019 is negative, and therefore, Chocco plc is left with no liquid capital to invest. 
Profitability ratios examine how efficient a company is in generating revenues (Weygandt, Kieso & Kell, 2008). Gross profit margin increased from 51.93% in 2018 to 51.99% in 2019. Similarly, the operating profit margin increased from 10.85% in 2018 to 11.95% in 2019, and the net profit margin increased from 5.68% to 6.40% in 2019. This means Chocco plc is more profitable in 2019 compared to 2018. Furthermore, return on assets (ROA) increased from 0.0362 in 2018 to 0.0442 in 2019, and the return on equity (ROE) increased from 0.1256 in 2018 to 0.1395 in 2019. Hence, Chocco plc is more profitable in the current year. 
Leverage ratios indicate the amount of debt in relation to assets and equity. The debt to equity ratio increased from 0.4093 in 2018 to 0.4249 in 2019, meaning that the company has more debt in the current year than the previous year. The debt to equity ratio declined from 1.4179 in 2018 to 1.3397 in 2019. Since the debt to equity ratio is greater than 1, it means Chocco plc is financed by more debt than equity. The company risks being declared insolvent. The activity ratios, also referred to as efficiency ratio, examine how efficient a company effectively generates income from assets. Assets turnover increased from 0.07257 in 2018 to 0.08854 in 2019. Hence, more efficient in generating profit from its assets. Inventory turnover declined from 9.39 in 2018 to 9.13 in 2019, meaning Chocco plc takes less time to convert its inventory to sales and hence, effective.
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