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Question №1

INCOME STATEMENT FOR THE YEAR ENDED 31 December 2019
	
	£’000

	Revenue 
	827 630

	Cost of sales
	(578 650)

	Gross profit
	248 980

	Distribution costs
	(31 000)

	Administration expenses
	(35 000)

	Operating profit
	182 980

	Finance costs
	(4 000)

	Profit before tax
	178 980

	Taxation
	(68 000)

	Profit for the period
	 110 980



Revenue (Sales) = 826 650 + 980 = 827 630
Gross profit = Revenue – Cost ot sales
Distribution costs = 28 000 + 3 000 = 31 000
Administration expenses = 30 000 + 5 000 = 35 000
Operating profit = 248 980 – 31 000 – 35 000 = 182 980
Finance costs = 100 000 x 4% = 4 000
Profit before tax = 182 980 – 4 000 = 178 980
 Profit for the period = 178 980 – 68 000 = 110 980

The income statement shows the revenues, costs and expenses over a period which is typically a fiscal quarter or a fiscal year. The income statement tells investors whether a company is generating a profit or loss.










STATEMENT OF FINANCIAL POSITION AS AT 31st December 2019

	ASSETS
	
	
	LIABILITIES
	
	

	Non current assets
	
	
	Current liabilities
	
	

	Property, plant & equipment
	
	632 730
	Trade and other payables
	171 355
	

	
	
	
	Short term borrowings
	5 000
	

	
	
	
	Current tax payable
	68 000
	

	Current assets
	
	
	
	
	

	Inventories
	330 600
	
	Non-current liabilities
	
	

	Trade and other receivables
	171 105
	
	Long term borrowings
	
	100 000

	Cash and cash equivalents
	12 900
	
	
	
	

	
	
	
	EQUITY
	
	

	Total assets
	
	1 147 335
	Share capital
	
	310 000

	
	
	
	Share premium
	
	300 000

	
	
	
	Retained earnings
	
	192 980

	
	
	
	Total equity
	
	802 980

	
	
	
	
	
	1 147 335



Retained Earnings = Retained profits + Net Income – Cash dividents – Stock dividends = 132 000 + 110 980 – 20 000 – 30 000 = 192 980

[bookmark: _GoBack]A balance sheet is a financial statement that reports a company's assets, liabilities and shareholders' equity at a specific point in time, and provides a basis for computing rates of return and evaluating its capital structure. It is a financial statement that provides a snapshot of what a company owns and owes, as well as the amount invested by shareholders.
The asset is equal to the liabilities + capital, because it shows where the financing for the company's assets comes from









Question №2


INVESTMENT RATIOS

ROCE (Return On Capital Employed) = Profit before interest  x 100
                                                                   Assets employed
         
    Assets employed = total assets – current liabilities
                 OR          = share capital + reservers + non-current liabilities
    Profit before interest = operating profit +profit/lose on sale of fixed assets + Investment income
 
ROCE = operating profit+profit/lose on sale+investment income x 100
                 share capital + non-current liabilities

ROCE = 805+19+22 x 100 = 846 x 100 = 11,71% - 2019
                3088+4137             7225
ROCE = 699+5+26 x 100 = 730 x 100 = 10,37% - 2018
                2912+4129             7041
Note:
ROCE is the profit a company is generating of capital employed. The more profit a company can generate the better. 
The higher ROCE for 2019 indicates stronger profitability  on the company compared to 2018


ROE (Return On Equity) = Earnings (Profit for the year) x 100
                           Ordinary share capital + Reserves = Equity

ROE = 431 x 100 = 13.96% - 2019
            3088
ROE = 366 x 100 = 12,57% - 2018
            2912
Note:
The profit for the year increased in 2019 and 13.96% is even more acceptable as a ratio from 2018 year - 12,57%
Return on equity less than 10% is not acceptable


Earnings per share =                   Earnings              
                                       Number of ordinart shares

Earnings per share  = 431 = 0,718 ~ 0,72p. – 2019
                                      600
Number of ordinary shares = 300
                                                    0,5p.
Earnings per share  = 366 = 0,61p. – 2018
                                      600
Note:
The higher a company's EPS, the more profitable it is considered to be.
The price from 50p per share has increased to 72p, which is a 46% increase


PROFITABILITY RATIOS

Gross profit margin = Gross profit x 100
                                             Sales
Gross profit margin =  3503 x 100 = 51,99% - 2019
                                        6738
Gross profit margin = 3345 x 100 = 51,93% - 2018
                                       6441
Note:
The higher the number, the more efficient management is in generating profit for every £ of cost involved. Again, the indicators for 2019 are better than 2018


Net profit margin =  Net profit x 100%
                                         Sales
                                                                                Net profit = Operating profit

Net profit margin = 805 x 100 = 11,95% - 2019
                                  6738
Net profit margin = 699 x 100 = 10,85% - 2018
                                  6441
Note: 
The net profit margin illustrates how much of each £ in revenue collected by a company translates into profit.
Again, we have a better percentage for 2019

EFFICIENCY RATIOS

Asset turnover =      Turnover      
                             Assets employed      
                                                                                     Turnover = Revenue   

Asset turnover =            6738             = 0,93 – 2019
                                    3088+4137
Asset turnover =            6441             = 0,92 – 2018
                                    2912+4129

Stock holding period =   Inventory    x 365
                                    Cost of sales

Stock holding period =  708 x 365 = 0,219 x 365 = 79,88 ~ 80 days – 2019
                                        3235
Stock holding period =  659 x 365 = 0,219 x 365 = 77,69 ~ 78 days – 2018
                                        3096
Note:
Stock holding period has increased slightly


Debtors collection period = Trade receivables x 365
                                                    Credit sales
Debtors collection period = 1249 x 365 = 67,66 ~ 68 days – 2019
                                               6738
Debtors collection period = 1287 x 365 = 72,93 ~ 73 days – 2018
                                               6441
Note:
A reducing period of time is an indicator of increasing efficiency. 
Debtors collection period here is high - 68 days, but reduced from last year.


Creditors payment period = Trade payables x 365
                                                 Credit purchases 

                                                                          Credit purchases = Cost of sales 
Creditors payment period = 583 x 365 = 65,78 ~ 66 days – 2019
                                                3235
Creditors payment period = 655 x 365 = 77,22 ~ 78 days – 2018
                                                3096

LIQUIDITY RATIOS

Current ratio = Current assets
                            Current liabilities
Current ratio = 2303 = 0,92 – 2019
                            2511
Current ratio = 2355 = 0,77– 2018
                            3046
Note:
The current ratio is a liquidity ratio.
Measures a company's ability to pay short-term obligations or those due within one year. 
For the moment current ratio is low, but still is has improved since last year.


Quick asset ratio = Current assets – Inventory
                                      Current liabilities
Quick asset ratio = 2303 – 708 = 0,63 – 2019
                                      2511
Quick asset ratio = 2355 -653 = 0,56 - 2018
                                     3046
Note:
Quick ratio of less than 1 may not be able to fully pay off its current liabilities in the short term. 
For the company the coefficient is very low, but still in 2019 it has increased with 0.07%. This is due to the reduced liabilities in 2019

FINANCING RATIOS
 
Gearing ratio =       Debs        x 100
                          Debs+Equity
                                                                                        Debs = Long term loans
Gearing ratio =       4137      x 100 = 57,26% - 2019
                           4137+3088
Gearing ratio =       4129      x 100 = 58,64% - 2018
                           4129+2912
Note: Gearing ratio has improved, but very slightly

Interest cover = Profit before interest
                                 Interest charges

Interest cover = 805+18+22 = 3,74 - 2019
                                   226
Interest cover = 699+5+26 = 4,03 - 2018
                                  181
Note:
The lower the ratio, the more the company is burdened by debt expense.
The ratio for 2019 year is decreses, that mean a company's interest coverage ratio is less

Dividend Payout ratio = Total dividend x 100
                                            Net income
Dividend Payout ratio = 255 x 100 = 59,2 % - 2019
                                          431
Dividend Payout ratio = 242 x 100 = 66,1 % - 2018
                                          366
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