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Business Management (Weekend)
The answer for Q1(Appendix GA36a)
  INCOME STATEMENT FOR THE YEAR ENDED 31st DECEMBER 2020
	
	£’000

	Revenue 
	826650

	Cost of sales
	 (578650) 

	Gross profit
	185000

	Other income
	 170125 

	Distribution costs
	(28000)

	Administration expenses
	(30000)

	Operating profit
	 186650  

	Finance costs
	(6000)

	Profit before tax
	188650

	Taxation
	(68000)

	Profit for the period
	  13295 

	
	


 a)              STATEMENT OF FINANCIAL POSITION AS AT 31st DECEMBER 2020
	
	£’000
	£’000

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	632730
	

	
	
	

	
	
	632730

	Current assets
	
	

	Inventories
	330600
	

	Trade and other receivables
	826650
	

	Cash and cash equivalents
	 12900 
	

	
	
	  

	Total assets
	
	 1171150

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	578650
	

	Short term borrowings
	173355
	

	Current tax payable
	  68000
	

	
	
	

	Non-current liabilities
	
	

	Long term borrowings
	4000
	

	
	
	

	
	
	

	Total liabilities
	
	824005

	
	
	

	Net assets
	
	 347145

	
	
	

	EQUITY
	
	

	Share capital
	
	310000

	Share premium
	
	30000

	Other reserves
	
	20000

	Retained earnings
	
	132000

	Total equity
	
	 492000 

	
	
	


b) The accounting equation Assets=Capital+Liabilities
Whether changes that may occur to the assets of the business or the claims against the business, there will be compensating changes elsewhere that will ensure that the Statement of financial position always balance. The balance will assure the correctness of the data input.

The answer for Question 2:
1)ROCE=Earnings before interest and tax/Capital employed*100
Capital employed=Total assets-Curent liabilities

9736-2511=7225

EBIT=Revenue-Cost of products sold-Operating costs

EBIT=6738-3235-(437+1324+937)

EBIT=805

ROCE(2020)=805/7225=0.11*100=11%

ROCE(2020)=11%

      Capital employed=10087-3046=7041
EBIT=6441-3096-(422+1274+950)

EBIT=699

ROCE(2019)=699/7041=0.09*100=9%

2)ROE=Earnings(net income)/Ordinary share capital shareholders*100

Net income=total revenue-total expenses
6738-(3235+437+1324+937+226+189)=390

ROE(2020)=390/300=1.3

ROE(2019)=6441-(3096+422+1274+950+181+173)=345

ROE=345/300=1.15

3)Earnings per share=Earnings/Number ordinary share ranking for dividend
EPS(2020)=390/300=1.3

EPS(2019)=345/300=1.15

4)Net profit margin=net profit/sales*100

NPM(2020)=390/6738=0.057*100=5.7%

NPM(2019)=345/6441=0.053*100=5.35%

      5)Asset Turnover= Sales/Asset employed
            Asset Employed=Total assets-Depreciation

            9736-(10087-9736)=9385

      6)Stock holding day=Inventory/Cost of sales*365

          Stock holding day(2020)708/3235=0.21*365=79.88

          Stock holding day(2020) 659/3096=0.21*365=77.69

      7)Debtor collection period=Trade receivable/credit sales*365
          (2020)       1249/6738=0.18*365=67.65

          (2019)       1247/6441=0.19*365=72.9

       8)Current ratio=current assets/current liabilities

          Current ratios(2020) 2303/2511=0.91

          Current ratios(2019) 2355/3046=0.77

       9)Gearing ratio=Debt/Debt+Equity*100

          (2020)         (2511+4137)/(6648+3088)=0.68*100=68%

          (2019)         (3046+4129)/(7175+2912)=0.71*100=71%

      10)Interest cover= Profit before interest /Interest

           Interest cover(2020)=805/226=3.56

           Interest cover(2019)=699/181=3.86 

      b)Current ratio (current assets/current liabilities) should be between 1:1 and 2:1
         Too low indicates financial weakness

         Too high indicates inefficient management

         Reason for change: Expansion, poor stock or credit control, repayment of finance (UWTSD,2021)
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