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Question 1(a)

Adjustments which must be done 

	REF
	Titles of the accounts 
	Debit 
	CREDIT 

	1
	Tax expense
	 £        68,000.00 
	

	
	Ta payable 
	
	 £        68,000.00 

	2
	Sales Commission 
	 £          3,000.00 
	

	
	Commission payable 
	
	 £          3,000.00 

	3
	Stock at 31st December 2020
	 £             980.00 
	

	
	Cost of sales 
	
	 £             980.00 



	Unadjusted Trial Balance 
	Adjustments
	Adjusted Trial Balance
	Income Statement 
	Balance Sheet

	ACCOUNT  
	DEBIT
	CREDIT 
	REF
	DEBIT
	CREDIT
	ACCOUNT
	DEBIT
	CREDIT
	
	DEBIT
	CREDIT 
	
	DEBIT
	CREDIT

	Ordinary shares
	
	 £                                                   310,000.00 
	
	
	
	Ordinary Shares
	
	 £      310,000.00 
	
	
	
	
	
	 £      310,000.00 

	Preference shares 
	
	 £                                                   300,000.00 
	
	
	
	Preference Shares
	
	 £      300,000.00 
	
	
	
	
	
	 £      300,000.00 

	Debentures 
	
	 £                                                   100,000.00 
	
	
	
	Debentures
	
	 £      100,000.00 
	
	
	
	
	
	 £      100,000.00 

	Plant and equipment 
	 £                                  632,730.00 
	
	
	
	
	Plant And Equipment
	 £      632,730.00 
	
	
	
	
	
	 £      632,730.00 
	

	Stock
	 £                                  330,600.00 
	
	3
	 £       980.00 
	
	Stock
	 £      331,580.00 
	
	
	
	
	
	 £      331,580.00 
	

	sales
	
	 £                                                   826,650.00 
	
	
	
	Sales
	
	 £      826,650.00 
	
	
	 £  826,650.00 
	
	
	

	Cost of sales 
	 £                                  578,650.00 
	
	3
	
	 £       980.00 
	Cost Of Sales
	 £      577,670.00 
	
	
	 £  577,670.00 
	
	
	
	

	Debtors
	 £                                  170,125.00 
	
	
	
	
	Debtors
	 £      170,125.00 
	
	
	
	
	
	 £      170,125.00 
	 £      171,355.00 

	Trade Creditors
	
	 £                                                   171,355.00 
	
	
	
	Trade Creditors
	
	 £      170,355.00 
	
	
	
	
	
	

	cash and bank 
	 £                                    12,900.00 
	
	
	
	
	Cash And Bank
	 £        12,900.00 
	
	
	
	
	
	 £        12,900.00 
	

	Retained Profit 1st January 2020
	
	 £                                                   132,000.00 
	
	
	
	Retained Profit 1St January 2020
	
	 £      132,000.00 
	
	
	
	
	
	 £      132,000.00 

	Ordinary dividend Paid 
	 £                                    20,000.00 
	
	
	
	
	Ordinary Dividend Paid
	 £        20,000.00 
	
	
	
	
	
	 £        20,000.00 
	

	Preference dividend paid 
	 £                                    30,000.00 
	
	
	
	
	Preference Dividend Paid
	 £        30,000.00 
	
	
	
	
	
	 £        30,000.00 
	

	administrative expenses
	 £                                    30,000.00 
	
	
	
	
	Administrative Expenses
	 £        30,000.00 
	
	
	 £    30,000.00 
	
	
	
	

	Interest paid 
	 £                                       2,000.00 
	
	
	
	
	Interest Paid
	 £          2,000.00 
	
	
	 £      2,000.00 
	
	
	
	

	Director remuneration
	 £                                       5,000.00 
	
	
	
	
	Director Remuneration
	 £          5,000.00 
	
	
	 £      5,000.00 
	
	
	
	

	Distribution costs
	 £                                    28,000.00 
	
	
	
	
	Distribution Costs
	 £        28,000.00 
	
	
	 £    28,000.00 
	
	
	
	

	Tax Expenses
	
	
	1
	 £  68,000.00 
	
	Tax Expenses
	 £        68,000.00 
	
	
	 £    68,000.00 
	
	
	
	

	Tax payable 
	
	
	1
	
	 £  68,000.00 
	Tax Payable
	
	 £        68,000.00 
	
	
	
	
	
	 £        68,000.00 

	Sales Commission
	
	
	2
	 £    3,000.00 
	
	Sales Commission
	 £          3,000.00 
	
	
	 £      3,000.00 
	
	
	
	

	Commission payable 
	
	
	2
	
	 £    3,000.00 
	Commission Payable
	
	 £          3,000.00 
	
	
	
	
	
	 £          3,000.00 

	Total
	 £                               1,840,005.00 
	 £                                                1,840,005.00 
	
	 £  71,980.00 
	 £  71,980.00 
	Total
	 £  1,911,005.00 
	 £  1,910,005.00 
	
	 £  713,670.00 
	 £  826,650.00 
	
	 £  1,197,335.00 
	 £  1,084,355.00 



Profit and Loss account as at 31 December, 2020

	Sales 
	
	 £                                                826,650.00 

	
	
	

	Less: Cost of Goods Sold
	
	-£                                               577,670.00 

	Operating Expenses
	
	

	Administrative Expenses
	 £                                    30,000.00 
	

	Director remuneration
	 £                                       5,000.00 
	

	Distribution Costs 
	 £                                    28,000.00 
	

	Sales Commission 
	 £                                       3,000.00 
	

	
	
	

	Total Operating Expenses 
	
	 £                                                  66,000.00 

	Earnings Before Interest and Taxes (EBIT)
	
	 £                                                182,980.00 

	Less: Interest Paid 
	
	-£                                                    2,000.00 

	Earnings Before Taxes
	
	 £                                                180,980.00 

	Less: Tax Expenses 
	
	-£                                                  68,000.00 

	Net Income 
	
	 £                                                112,980.00 

	
	
	

	STATEMENT OF RETAINED PROFIT
	
	

	Retained profit at 1st January, 2020
	 £                                  132,000.00 
	

	Less: Ordinary dividend
	-£                                    20,000.00 
	

	Less: Preference dividend 
	-£                                    30,000.00 
	

	Add: Net Income 
	 £                                  112,980.00 
	

	Retained profit at 31st January, 2020
	 £                                  194,980.00 
	



	BALANCE SHEET 

	
	ASSETS
	
	LIABILIITIES and EQUITIES 

	Cash and Bank
	 £                                    12,900.00 
	 Trade Creditors 
	 £                                                171,355.00 

	Debtors
	 £                                  170,125.00 
	Commission Payable
	 £                                                    3,000.00 

	Stock 
	 £                                  331,580.00 
	Tax payable
	 £                                                  68,000.00 

	Plant and equipment 
	 £                                  632,730.00 
	Debentures 
	 £                                                100,000.00 

	
	
	Ordinary share capital 
	 £                                                310,000.00 

	
	
	Preference shares
	 £                                                300,000.00 

	
	
	Retained Profits
	 £                                                194,980.00 

	Total Assets 
	 £                               1,147,335.00 
	Total liabilities and equities 
	 £                                             1,147,335.00 




Question 1(b)
Why does the statement of financial position balance?
The balance sheet shows a statement of the financials of a business. A balance sheet is divided into two major sections. These include the top half, where we have the assets, and the bottom half, listed liabilities and equities. The top half-asset section shows how the value owned by the company is being utilized within the business. And on the other hand, the bottom half, liability and equity, show the company's funding sources. The two halves balance since the total assets shall be funded by the liabilities and equities of an organization. When they fail to balance, it shows that some errors have been made or some things are missing. All these are made possible through double-entry accounting. In the double-entry, it means that whenever a single transaction is executed, such transactions shall be recorded within at least two places within the accounting books. 
Assets-These are appearing on the top half of the balance sheet. They contribute to the business value. Assets range from cash at hand and in bank account towards the plant and equipment a company owns. It is possible to view the value of money an organization owes other though not yet paid accounts receivable. All these are counted as assets though they have not yet been acquired in cash. Thus, since the balance sheet has to balance at any point, the assets indicate the complete worth of all the things an organization owns. 
Liability and equity -Overall, the bottom half is mapping out how an organization is acquiring its values. The sideshows approach was employed in paying for the assets listed on the top half. Liabilities indicate all forms of sums of money that an organization owes. These are taking all forms of debts, such as outstanding tax payments or loans. On the top half is the account receivable, where it is possible to view the money that the company owes others (charge payable). Again, equity refers to whichever profits have been made from the previous period and any money which had been invested into the business by the shareholder. Combining liabilities and equity provides one with the total money which has been invested into the business. All these monies are employed within the top half as assets. Thus, the balance sheet can't fail to balance at all times. Therefore, balanced sheet for this our case balance due to the following reasons: 
i. All the entries into various accounts were done appropriately 
ii. There was no mistyping of the provided figures 
iii. The data was pulled from the correct sources 
iv. There was no data corruption 
In summary, the two halves –assets and liabilities/Equities appear as the two sides of a similar coin. Thus, it is expected that assets must always be equal to liability and equity. In this case, the balance sheet balances because all the entries have been done correctly. 










	Question 2(a)

	1. Return on capital employed (ROCE)=Earnings before interest and Tax/capital employed*1000

	Earnings before interest and Tax

	Particulars
	2020
	2019

	Profit before taxation
	£         620.00
	£         539.00

	Add: Interest payable
	£         226.00
	£         181.00

	Earnings before interest &Tax
	£         846.00
	£         720.00



(ii) Capital Employed= Total Assets-Current Liabilities

	Particulars
	2020
	2019

	Total Assets
	£      9,736.00
	£    10,087.00

	Less-current assets
	-£      2,511.00
	-£      3,046.00

	Capital Employed
	£      7,225.00
	£      9,060.00



Thus, ROCE is attained as indicated in the table below

	Particulars
	2020
	2019

	Earnings before interest &Tax(A)
	£         846.00
	£         720.00

	Capital Employee(B)
	£      7,225.00
	£      7,041.00

	ROCE=A/B
	11.709%
	10.226%



	2. Return on Equity(ROE)=Net income/shareholder equity

	(i) Net income=Bottom line profit before dividend



	Particulars
	2020
	2019

	Net income
	431
	366



	(ii) Shareholder equity=Total Assets-Liabilities (or) Equity balance

	Particulars
	2020
	2019

	Equity
	£      3,088.00
	£      2,912.00

	
	
	

	(iii)ROE
	
	

	Particulars
	2020
	2019

	Net Income(A)
	£         431.00
	£         366.00

	Equity(B)
	£      3,088.00
	£      2,912.00

	ROE(A/B)*100
	13.957%
	12.569%





3. Earnings per share=Earnings attributable to equity shareholders/Total No. of share

	(i) Earnings attributable to equity shareholder
	
	

	Particulars
	2020
	2019

	Net Income
	£         431.00
	£         366.00

	(ii) Total No. of shares
	
	

	Particulars
	2020
	2019

	Ordinary share capital
	£         300.00
	£         300.00

	Price per share
	50.0%
	50.0%

	No. of shares
	600
	600




(iii) Earnings per Share

	Particulars
	2020
	2019

	net Income(A)
	£         431.00
	£         366.00

	No. of shares(B)
	£         600.00
	£         600.00

	Earnings per share(A/B)
	0.718333333
	0.61







4. Net Profit Margin=Net profit/Revenue*100

	(i) Net Profit
	
	

	Particulars
	2020
	2019

	Net Profit
	£         431.00
	£         366.00

	(ii) Revenue
	
	

	Particulars
	2020
	2019

	Revenue
	£      6,738.00
	£      6,441.00

	(iii) Net Profit Margin
	
	

	Particulars
	2020
	2019

	Net Profit(A)
	£         431.00
	£         366.00

	Revenue(B)
	£      6,738.00
	£      6,441.00

	Net Profit Margin(A/B)*100
	6.397%
	5.682%




5. Asset Turnover=Sales/Total Asset

	(i) Revenue
	
	

	Particulars
	2020
	2019

	Revenue
	£      6,738.00
	£      6,441.00

	
	
	

	(ii) Total Assets
	
	

	Particulars
	2020
	2019

	Total Assets
	£      9,736.00
	£    10,087.00

	
	
	

	(iii) Asset Turnover
	
	

	Particulars
	2020
	2019

	Revenue(A)
	£      6,738.00
	£      6,441.00

	Total Assets(B)
	£      9,736.00
	£    10,087.00

	Asset Turnover(A/B)
	0.692070666
	0.638544661




6. Stock Holding days=Inventory/Cost of sales *365

	(i) Inventory
	
	

	Particulars
	2020
	2019

	Inventory
	£         708.00
	£         659.00

	(ii) Cost of sales
	
	

	Particulars
	2020
	2019

	C.O.S
	£      6,738.00
	£      6,441.00

	
	
	

	Stock Holdings
	
	

	Particulars
	2020
	2019

	Inventory(A)
	£         708.00
	£         659.00

	C.O.S(B)
	£      6,738.00
	£      6,441.00

	Stock Holdings (A/B*365)
	127.9306931
	37.34435647




7. Debtors Collection Period=Trade Receivables/Credit sales *365

	(i) Trade receivables(A)
	
	

	Particulars
	2020
	2019

	Trade Receivables
	£      1,249.00
	£      1,287.00

	(ii) Credit sales(B)
	
	

	Particulars
	2020
	2019

	Sales
	£      6,738.00
	£      6,441.00

	Debtors Collection period(A/B*365)
	67.65880083
	72.93199814






8. Current Ratio= Current Assets/Current Liability

	(i) Current Asset
	
	

	Particulars
	2020
	2019

	Current Asset(A)
	£      2,303.00
	£      2,355.00

	Particulars
	2020
	2019

	(ii) Current Liability(B)
	£      2,511.00
	£      3,046.00

	
	
	

	Current Ratio(A/B)
	0.917164476
	0.773145108




9. Gearing Ratio=EBIT/Total Interest payable

	(i) EBIT
	
	

	Particulars
	2020
	2019

	EBIT (A)
	£         846.00
	£         720.00

	(ii) Interest payable
	
	

	Particulars
	2020
	2019

	Interest payable(B)
	£         226.00
	£         181.00

	Gearing Ratio(A/B)
	£              3.74
	£              3.98




10. Invertor Cover =Cost of sales/Inventory Cost

	(i) Cost of sales
	
	

	Particulars
	2020
	2019

	Cost of sales(A)
	£      3,235.00
	£      3,096.00

	(ii) Inventory Cost
	
	

	Particulars
	2020
	2019

	Inventory Cost(B)
	£         708.00
	£         659.00

	Inventory Cost(A/B)
	4.56920904
	4.698027314



Question 2(b)
Financial performance and position of the Choco Company from the calculations
For the organization's efficiency of capital operations and profitability, ROCE for 2020 and 2019 was calculated. This ratio assisted in comprehending how the company is generating the capital then putting them into use within an organization.  As a financial ratio, ROCE quantifies the profitability concerning the capital. It is used just like the return on invested capital (ROIC). The ratio is employed in making comparisons on the performance of the capital-intensive sector.  ROCE takes into consideration the debts and equity. This assists in neutralizing financial performance analysis for the organizations having essential obligations. Appropriate calculations of the ROCE provide information on the amount the company generates as per the $1 of the employed capital. When the company has high ROCE, it shows that robust profitability in all the comparisons is being experienced. From the calculations, in 2020, the Choco Company registered a ROCE of 11.709% and 10.226% in 2019. It shows that there was an increment in the company's profitability. The company did better in 2020 in its profitability levels as compared to the year 2019. Thus, with an increment of ROCE from 10.226% to 11.709%, it indicates that the CHOCO Company is progressing in the right direction about its profitability. 
The computation established an increment of ROE in 2020 that is 13.957, and that of 2019 proved to be 12.569%. ROE quantifies the organizational profitability concerning the equity of stakeholders. As a shortcut, most investors consider the ROE a good ratio, and anything below 10% is deemed unsatisfactory. Thus, for the calculations that have been attained, the Choco Company has good performance as all the ratios computed for ROE are above 10%. 
For the sustainable growth model, Choco Company uses ROE ratios. With this ratio, the investors can be able to make estimates concerning future operations as well as identify stocks that could be risky. This is because the company could be running a sustainable growth capability.  In most cases, when the stocks are growing at a slow rate, then such could be undervalued. In this case, Chocó’s stock growth is fair and sustainable concerning the attained ratios. 
The net profit margin for the company improved from 5.682% in 2019 to 6.397% in 2020. Net profit margin forms the critical measure of organizational profitability. The larger profit margins show that each sale in terms of the dollar is kept as an organization's profit. The stock holding days increased as from 2019 to 2020.  The stock inventory days show the duration of clearing off the inventory. This is varying from one firm to another. It shows that when the firm turns its list in fewer days, the products are marketable; thus, the company is likely to reap from the sales, therefore, its profitability. High stock holding days show that the firm is not properly managing its inventories, otherwise having challenges in selling. 
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