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a) 

INCOME STATEMENT FOR THE YEAR ENDED ………

	
	£’000

	Revenue 
	800 000

	Cost of sales
	 (578650) 

	Gross profit
	221350

	Other income
	320 625  

	Distribution costs
	(28000)

	Administration expenses
	(30000)

	Operating profit
	158 350

	Finance costs
	(2000)

	Profit before tax
	156 350

	Taxation
	(100 000)

	Profit for the period
	 56 350 

	
	


STATEMENT OF FINANCIAL POSITION AS AT ….

	
	£’000
	£’000

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	1 250 000
	

	Intangible assets
	 X 
	

	
	
	1 250 000

	Current assets
	
	

	Inventories
	X
	

	Trade and other receivables
	170 125
	

	Cash and cash equivalents
	 176 250 
	

	
	
	 346 375 

	Total assets
	
	1 596 375

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	188 625
	

	Short term borrowings
	3000
	

	Current tax payable
	 2000 
	

	
	
	193 625

	Non-current liabilities
	
	

	Long term borrowings
	
	

	Long term provisions
	 X 
	

	
	
	 X 

	Total liabilities
	
	 X 

	
	
	

	Net assets
	
	 X 

	
	
	

	EQUITY
	
	

	Share capital
	
	1 000 000

	Share premium
	
	400 000

	Other reserves
	
	200 000

	Retained earnings
	
	 X 

	Total equity
	
	 1 600 000 

	
	
	


b)  A statement of financial position is a financial statement that summarises a company’s assets (what it owns), liabilities (what it owes), and equity (assets less liabilities) on a particular date – usually at the end of a financial month or financial year.

It shows the economic position of a company on the date of the statement. So, it is an essential tool for understanding the financial health of your business, making financially sound decisions to sustain and grow your company, and securing capital from investors and lenders.

The statement of financial position also plays an important role when preparing your company’s annual accounts. It is one of three financial reports you must include, the other two being an income statement (also known as a profit and loss statement) and a cash flow statement.

      Why a Balance Sheet Balances. The major reason that a balance sheet balances is the accounting principle of double entry. This accounting system records all transactions in at least two different accounts, and therefore also acts as a check to make sure the entries 
are consistent.
Question 2

a)

1.  Return on capital employed = Profit before interest  x 100%
                                                       Assets employed
ROCE (2021) = 805 ÷ (9736-2511) ×100% = 11,14%

ROCE (2020) = 699 ÷ (10087-3046) ×100% =  9,92%

2. RETURN ON EQUITY =                   Earnings                  .  x 100%               
                                       Ordinary share capital + reserves

ROE (2021) = 431 ÷ 3088 × 100% = 13,957%

ROE (2020) = 366÷ 2912 × 100% = 12,568%

3. EARNINGS PER SHARE =      __Earnings                              .
                                            Number ordinary share ranking for dividend
EARNINGS PER SHARE (2021) = 431 ÷ 600 = 0,71 £

EARNINGS PER SHARE (2020) = 366 ÷ 600 = 0,61 £

Number ordinary share ranking for dividend (50p shares) = 300÷ 0,5= 600

4. NET PROFIT MARGIN = Net profit  x  100%
                                                Sales 

NET PROFIT MARGIN (2021) = 805 ÷ 6738 × 100% = 11,94%

NET PROFIT MARGIN (2020) 699 ÷ 6441 × 100% = 10,85%,

5. Asset turnover =                   Sales         .                  
                                          Assets employed

Asset turnover (2021) = 6738÷ 7225 = 0,93£

Asset turnover (2020) = 6441 ÷ 7041 = 0,91£

6. STOCK HOLDING PERIOD =   Inventory      X  365   
                                                     Cost of sales
STOCK HOLDING PERIOD (2021) = 708÷ 3235 × 365 = 79,88 days

STOCK HOLDING PERIOD (2020) = 659 ÷ 3096 × 365=  77,69 days

7. DEBTORS COLLECTION PERIOD = Trade receivables  X  365   
                                                                   Credit sales
DEBTORS COLLECTION PERIOD (2021) = 1249÷ 6738 × 365 =67,66 days

DEBTORS COLLECTION PERIOD (2020)= 1287 ÷ 6441 × 365= 72,93 days 

8. CURRENT RATIO =       Current assets  .
                                        Current liabilities

CURRENT RATIO (2021) = 2303 ÷2511 = 0,917 £

CURRENT RATIO (2020) = 2355 ÷3046 = 0,77 £

9. Gearing ratio = Debt ÷ (Debt+ Equity) × 100%

Gearing ratio (2021) = 4137 ÷ (4137+3088) × 100%= 57,26%

Gearing ratio (2020) = 4129 ÷ (4129+2912) × 100% = 58,64%

10.  Interest cover = Profit before interes ÷ interest cherges

Interest cover (2021)= 805 ÷ 226= 3,56

Interest cover (2020) = 699 ÷ 181 = 3,86
.

b) 1. ROCE (2021)

For every £100 invested in the business, the investor will get £11,14 in return, better than in 2020 when for every £100 invested in the business, the investor got £9,92 in return.

2. ROE (2021)

The company will generate £13,957 in return for every £100 invested by investor/ shareholders, a better result if we compare with 2020 when  for every £100 invested by investor/ shareholders the company generated only £12,568 in return.

3. Earnings per share (2021)

For every ordinary share held in the company, it earns 71 pence of net profit.

Earnings per share (2020)

For every ordinary share held in the company, it earns 61 pence of net profit.

4. Net profit margin (2021)

For every £100 sales, the company will earn £11,94 net profit, which is a low profit.

Net profit margin (2020)

For every £100 sales, the company will earn a very low £10,85 net profit.

5. Asset turnover (2021)

Asset turnover ratio for 2021 it is only 0,93 witch tells us that the company is not using its assets optimally and will generate a low revenue, same situation as the company had in 2020.

Asset turnover (2020)

Asset turnover ratio for 2021 it is only 0,91 witch tells us that the company is not using its assets optimally and will generate a low revenue.

6. Stock Holding Period (2021)

The inventory holding period shows the number of days on average that a business holds inventory before turning it into sales. The Stock Holding Period for 2021 it is 79,88 days, a long period for the company, increasing from 77,69 days in 2020. This indicates the increasing inefficiency over the years.
Stock Holding Period (2020)

The Stock Holding Period for 2020 it is 77,69 days. 

7. DEBTORS COLLECTION PERIOD (2021)

 The average number of days the company  takes to collect its trade receivables after sales have been created for 2021 represents  67,66 days. 
DEBTORS COLLECTION PERIOD (2020)

 The average number of days the company  takes to collect its trade receivables after sales have been created for 2020 represents  72,93 days.
8.  CURRENT RATIO (2021)

In 2021, the company record a better result (2021- 0,917) than in 2020 (0,77) but still not enough current assets to pay for 1 current liabilities. 

9. Gearing ratio 

The company recorded in 2020 a gearing ratio of 58,64% which means that 58,64% of company’s funds are from external sources. For 2021, the gearing ratio it’s a big down compared to 2020, with 57,26 % of external sources. 

10.Interes cover

The interest cover for 2021 it is 3,56 and for 2020 it is 3,86. This means that in 2021  the company is able to meet its interest payments more 3 time, approximately same situation as the company record in 2020.

