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A) The financial statements are presented on the basis of the initially provided ones together with the additional accounting transactions which took place during the analysed period. The following profit and loss statement was created accordingly. 
	Profit and Loss Statement 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 

	Earnings before interest and taxes
	
	           182,980 

	Interest paid
	
	               2,000 

	Corporate tax
	
	             68,000 

	Net income
	
	           112,980 

	
	
	

	Ordinary dividends paid
	
	             20,000 

	Preference dividend paid
	
	             30,000 

	Retained profits in beginning of year
	
	           132,000 

	Retained profits at end of year
	
	           194,980 


The respective balance sheet or statement of financial position is also presented, as shown below. 


	Statement of financial position at 31st December 2020

	
	
	

	Assets
	
	

	Plant and equipment
	
	           632,730 

	Stock
	
	           330,600 

	Debtors
	
	           171,105 

	Cash/bank
	
	             12,900 

	Total assets
	
	       1,147,335 

	
	
	

	Liabilities
	
	

	Creditors
	
	           171,355 

	Employees payable
	
	               3,000 

	Tax payable
	
	             68,000 

	Total liabilities
	
	           242,355 

	
	
	

	Equity
	
	

	Retained profit
	
	           194,980 

	Ordinary shares
	
	           310,000 

	Preference shares
	
	           300,000 

	Debentures
	
	           100,000 

	Total equity
	
	           904,980 

	Total liabilities and equity
	
	       1,147,335 


The above-mentioned financial statements are not accidental. They are based on consistent calculations which take into consideration the relevant financial transactions during the financial period. The following calculations describe in details the relevant transactions. 
B) The statement of financial position takes into consideration the assets, equity and liabilities of a company (Nguyen, 2021). The size of all assets is always equal to the sum of liabilities and own equity (Wild, 2017). Thus, both sides of the statement of financial position are always equal in practice. This is explained by the principle of double entry. All transactions are recorded in at least two different accounts in order to make a list of consistent entries (Nguyen, 2021). As a result, an increase in one of the sides of the statement of financial position is also associated with an identical increase in the other side and the vice versa – declines are also simultaneous and reciprocal (Nguyen, 2021). For instance, organisational assets are a product of a purchase with debt, which would lead to simultaneous increases in asset and liabilities entries, or acquired with own funds; thereby, leading to increase in assets and own equity. In all cases regardless of the way of financing, transactions are equally impacting both sides of the statement of financial position which maintains its balance. 
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A) The analysis of financial ratios is of value for understanding the dynamic performance of Chocco Ltd. over a period of two years. The analysis is extensive by including a wide range of ratios addressing the profitability of the organisation, its liquidity position, financial stability and managerial efficiency. The respective formulae for each ratio and the calculations for both years are presented in the table below. There is also a brief assessment of the change in performance in 2020 against the base year – 2019. 








Table 1 – Key financial ratios for Chocco
	
	Ratio
	Formula
	2019
	2020
	Trend

	Profitability
	ROCE
	Earnings before interest and taxes / Capital employed
	720/(10,087-3,046) = 720/7,041= 10.23%
	846/(9,736-2,511) = 846/7,225 = 11.7%
	

	
	ROE
	Net income / Shareholders equity
	366/2,912 = 12.57%
	431/3,088 = 13.96%
	

	
	Earnings per share
	Net income/Shares outstanding
	366/600 = 0.61
	431/600 = 0.72
	

	
	Net profit margin 
	Net profit/Sales
	366/6,441 = 5.68%
	431/6,738 = 6.40%
	

	
	Asset turnover 
	Sales / Total assets
	6,441/10,087 = 0.64
	6,738/9,736 = 0.69
	

	Efficiency
	Stock holding days 
	(Inventory/Cost of sales)*365
	(659/3,096)*365 = 77.69 days
	(708/3,235)*365 = 79.88 days
	

	
	Debtor collectors period 
	(Accounts receivable/Sales)*365
	(1,287/6,441)*365 = 72.93 days
	(1,249/6,738)*365 = 67.66 days
	

	
	Inventory turnover 
	Cost of goods sold / Inventory
	3,096/659 = 4.70
	3,235/708 = 4.57
	

	Liquidity
	Current ratio
	Current assets/Current liabilities
	2,355/3,046 = 0.77
	2,303/2,511 = 0.92
	

	Stability
	Gearing 
	Total debt / Total equity
	7,175/2,912 = 2.46
	6,648/3,088 = 2.15
	


B) The extensive analysis of financial ratios delivers important insights regarding the performance of Chocco. In general, the company managed to improve its performance in 2020 versus the base year – 2019. This is supported by evidence in relation to several important areas. 
To begin with, the profitability of the company improved in year 2020. This is evidenced by the increase in earnings per share, ROCE, ROE, net profit margin and asset turnover (Ittelson, 2009). The extent of improvement varies depending on the financial ratio under consideration. However, Chocco has proven its ability to generate additional profitability as measured by the increase in net income in 2020. A closer look at the income statement of the company indicates that profitability growth was a combination of increased revenue and lowered administrative expenses.  
Efficiency is another key area of performance indicating the organisational ability to generate revenues in an efficient manner by managing its factors for production (Ittelson, 2009). A mixed performance picture takes place in relation to this area of performance. On the one hand, the debtor collectors period was shortened by more than five days; thereby, indicating the ability of the company to more quickly collect its revenues. On the other hand, there was deteriorating performance in relation to stock holding days which meant a longer time to sell the available inventory. This is also reflected in a decline in terms of inventory turnover – indicating less efficiency in selling the available stock of goods (Fernando, 2021). These findings clearly show the necessity for a better inventory management in order to avoid the accumulation of costly excess inventories. The company may also consider changing the goods it offers at the marketplace and more efficient marketing activities with the idea of selling more. 
A significant increase in liquidity took place in the period, as measured by the current ratio. This demonstrates an improved ability to serve short-term debts given the existing short-term assets. Nevertheless, the current ratio continues to be below the key threshold of 1 which means a lack of ability to meet all short-term obligations with the available current assets (Ittelson, 2009). Hence, Chocco has to consider ways to further improve its liquidity position. 
Improvements also took place in terms of gearing, as the latter declined during the period. As shown in the balance sheet of the company, total liabilities declined, whereas the size of assets stood stable. Thus, the overall leverage also declined which was an indication of strengthened financial stability. 
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Notes to Profit and Loss statement:
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 at the end of the year = net income - ordinary dividends paid – preference dividend paid + retained profits in beginning of year = 112,980-20,000-30,000+132,000=194,980
Notes to statement of financial position:
Debtors = 170125+980 = 171,105
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