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a)
	Initial balances provided

	£1 ordinary chares
	
	           £310,000 

	10% £1 preference shares
	
	           £300,000 

	4% debentures
	
	           £100,000 

	Plant and equipment
	            £632,730 
	

	Stock at 31st December 2020
	            £330,600 
	

	Sales
	
	           £826,650 

	Cost of sales
	            £578,650 
	

	Debtors
	            £170,125 
	

	Trade creditors
	
	           £171,355 

	Cash and bank
	               £12,900 
	

	Retained profits at 1st January 2020
	
	           £132,000 

	Ordinary dividend paid
	               £20,000 
	

	Preference dividend paid
	               £30,000 
	

	Administrative expenses
	               £30,000 
	

	Interest paid
	                 £2,000 
	

	Directors’ remuneration
	                 £5,000 
	

	Distribution costs
	               £28,000 
	

	Total
	         £1,840,005 
	       £1,840,005 






The updated financial statements are shown below
	Profit and Loss Account for the year ended 31st December 2020

	
	
	

	Sales
	
	           £827,630 

	Cost of sales
	
	          (£578,650) 

	Gross profit
	
	            £248,980 

	Administrative expenses
	
	            (£30,000) 

	Commission of salesmen
	
	              (£3,000) 

	Distribution costs
	
	            (£28,000) 

	Directors' remuneration
	
	              (£5,000) 

	Operation profit
	
	            £182,980 

	Interest paid
	
	              (£2,000) 

	Corporate tax
	
	            (£68,000) 

	Net income
	
	            £112,980 

	
Retained earnings statement for the year ended 31st December 2020
	
	

	Ordinary dividends paid
	
	            (£20,000) 

	Preference dividend paid
	
	            (£30,000) 

	Retained profits at 1st of January 2020
	
	            £132,000 

	Retained profits at 31st of December 2020
	
	            £194,980 


The new profit and loss statement is prepared on the basis of several adjustments based on accounting transactions during the period. The following key adjustments in several items took place. 
Sales = 826,650+980= 827,630
Gross profit = sales – cost of sales = 827,630-578,650 = 248,980
Earnings before interest and taxes = Gross profit – administrative expenses – commission of salesmen – distribution costs – directors’ remuneration = 248,980-30,000-3,000-28,000-5,000=182,980
Net income = Earnings before interest and taxes – interest paid – corporate tax=182,980-2,000-68,000=112,980
Retained profit = net income - ordinary dividends paid – preference dividend paid + retained profits in beginning of year = 112,980-20,000-30,000+132,000=194,980
	Statement of financial position at 31st December 2020

	
	
	

	Assets
	
	

	Plant and equipment
	
	           £632,730 

	Inventory
	
	           £330,600 

	Accounts receivable
	
	           £171,105 

	Cash and bank
	
	             £12,900 

	Total assets
	
	       £1,147,335 

	
	
	

	Liabilities
	
	

	Trade payable
	
	           £171,355 

	Wages payable
	
	               £3,000 

	Tax payable
	
	             £68,000 

	
	
	           £242,355 

	
	
	

	Equity
	
	

	£1 ordinary shares
	
	           £310,000 

	10% £1 Preference shares
	
	           £300,000 

	Debentures
	
	           £100,000 

	Retained profit
	
	           £194,980 

	Total liabilities and equity
	
	        £1,147,335 

	
	
	


The statement of financial position considers the following adjustment during the accounting period. Debtors = 170,125+980 = 171,105
b) The basic accounting equation is:
ASSETS = LIABILITIES + EQUITY
This equation shows that when a company buys assets, it needs to have the finance either through internal external sources (Brealey et al., 2016). The internal sources of financing typically include retained earnings, available cash and net income, whereas the external ones refer to trade payables, bank loans and other external sources (BBC, 2021). The statement of financial position shows what companies owes and what company owns, as well as the structure of corporate equity (Brealey et al., 2016). It is based on the basic accounting equation and always the value of assets equals the sum of equity plus liabilities. 
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The ratios calculated are shown below along with the formulae used and the detailed quantitative work performed. The formulas are obtained from CFI (2021) and Ittelson (2009). 
ROCE = EBIT / Capital employed
Return on capital employed 2019 = £720/(£10,087-£3,046) = £720/£7,041= 10.23%
Return on capital employed 2020 = £846/(£9,736-£2,511) = £846/£7,225 = 11.7% 
ROE = Net income / Equity
Return on equity 2019 = £366/£2,912 = 12.57%
Return on equity 2020 = £431/£3,088 = 13.96% 
Earnings per share = Net income/Number of shares outstanding 
Earnings per share 2019 = £366/£600 = 0.61
Earnings per share 2020 = £431/£600 = 0.72 
Net profit margin = Net income/Sales revenue
Net profit margin 2019 = £366/£6,441 = 5.68%
Net profit margin 2020 = £431/£6,738 = 6.40%
Asset turnover = Sales revenue / Total assets
Asset turnover 2019 = £6,441/£10,087 = 0.64
Asset turnover 2020 = £6,738/£9,736 = 0.69
Stock holding days = (Inventory/Cost of sales) X 365
Stock holding days 2019 = (£659/£3,096) X 365 = 77.69 days
Stock holding days 2020 = (£708/£3,235) X 365 = 79.88 days
Debtors’ collection period = (Accounts receivable/Sales revenue) X 365
Debtors’ collection period 2019 = (£1,287/£6,441) X 365 = 72.93 days
Debtors’ collection period 2020 = (£1,249/£6,738) X 365 = 67.66 days
Current ratio = Current assets / Current liabilities
Current ratio 2019 = £2,355/£3,046 = 0.77
Current ratio 2020 = £2,303/£2,511 = 0.92 
Gearing ratio = Debt / Equity
Gearing ratio 2019 = £7,175/£2,912 = 2.46
Gearing ratio 2020 = £6,648/£3,088 = 2.15 
Inventory turnover = Cost of goods sold / Inventory
Inventory turnover 2019 = £3,096/£659 = 4.70
Inventory turnover 2020 = £3,235/£708 = 4.57 
b) The ratio analysis shown above leads to the general conclusion that the majority of performance indicators of the company has improved. This is evidenced by a set of indicators which are discussed in more details below. The evidence is solid, as it includes a range of diverse groups of ratios in several key categories. 
The first major area refers to profitability. As explained by the findings, profitability consistently increased in 2020 when compared to 2019. The company managed to increase its net income and return on equity. In addition, Chocco also managed to enhance its earnings per share and return on capital employed. The improvements in all profitability ratios are a key piece of evidence regarding the enhanced performance of the company during the investigated accounting period. Improved profitability is mainly based on the higher revenues as well the reductions in some costs. Thus, higher profitability is a key factor for a successful performance in the marketplace (Booth, 2020). 
Nevertheless, profitability is just one of all areas which indicate the performance of the company. In terms of managerial efficiency, it is also important to analyse the findings due to their impact on performance (Ittelson, 2009). On the one hand, the performance in terms of stock holding days improved due to the shorter periods necessary to sell the available inventory (Hayes, 2021). On the other hand, the company had a lower inventory turnover ratio which indicates a decreased ability to quickly sell the inventory (Furhmann, 2021). This is a sign of worsened efficiency. In addition to being mixed, these changes are also quite insignificant, as explained by the changes in ratios. In addition to all, the company managed to shorten the period of collecting its proceedings for the products sold on credit, as indicated by the changes in debtors’ collection period. This is a positive sign in relation to managerial efficiency (Oxford Reference, 2021). The evidence; however, shows that Chocco has to further improve its overall level of managerial efficiency. 
Chocco also managed to improve its financial stability. For example, gearing ratio has decreased from 2.46 to 2.15 which significantly decreases the dependability of the company on external funding and increases its financial stability. Further reductions in gearing could strengthen the stability of the organisation (Young, 2020). 
The liquidity position of the organisation is an area of concerns. Current ratio also increased from 0.77 to 0.92, showing that for every £1 of current liabilities, the company has £0.92 of current assets to pay for it. However, despite this improvement, this amount is still not enough to cover short-term liabilities (Ittelson, 2009). Thus, the company can work towards improving its liquidity position in order to at least reach the key threshold of 1 or even higher in order to indicate a complete ability to cover the short-term obligations with the available short-term assets (Seth, 2021). 
In general, the company has to continue with the current policies and more closely address the above-mentioned weaknesses. The brand needs to investigate the reasons for that as well and develop strategies to address identified problems. 
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