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[bookmark: _Toc119344768]a) Income statement and balance sheet
	Income statement

	
	£

	Sales
	8,00,000

	Cost of sales
	578650

	Gross profit
	2,21,350

	Distribution costs
	28000

	Administrative expenses
	30000

	Employee cost
	8,000

	Operating profit
	1,55,350

	Interest paid
	2,000

	Tax
	100000

	Profit
	53,350



	Balance sheet

	
	£

	Non-current assets
	

	Plant and equipment
	1250000

	
	

	Current assets
	

	Trade receivable
	1,70,125

	Cash and bank
	1,26,250

	Inventory
	4,30,600

	
	

	Total assets
	19,76,975

	
	

	Current liabilities
	

	Trade payable
	1,88,625

	Outstanding sales commission
	3,000

	
	

	Non-current liabilities
	

	4% Debentures
	2,00,000

	
	

	Total liabilities
	3,91,625

	
	

	Equity
	

	Ordinary share capital
	10,00,000

	10% £1 preference shares
	4,00,000

	Retained profits at 1st January 2021
	1,85,350

	
	

	Total liability and equity
	19,76,975



[bookmark: _Toc119344769]b) Reason behind balancing financial position statement
a) The rationale for balancing the financial position statement
[bookmark: _Toc119344770]The balance sheet, also known as the statement of financial position, is a financial report that details corporate resources, obligations, and equity at a certain point in time. The statement of financial position's objective is to provide readers with an impression of the company's financial health and capacity to afford its debts (Jeenas, 2019). Because the aggregate value of a firm’s assets must match the whole value of its liabilities and equity, the statement of financial condition must balance. It is due to the fact that a business's assets are financed by either debt (liabilities) or equity (the owners' participation in the firm). If the financial statement is not balanced, it indicates that the firm is in poor financial health and may fail on its debt commitments (Hasanaj and Kuqi, 2019). This might result in creditors seizing the company's assets as a way to pay back the debt.
Part 2
[bookmark: _Toc119344771]a) Ratio calculation
	
	Formula
	2021
	2020
	% Change

	EBIT
	
	           805.0 
	             699.0 
	15.2%

	Capital employed
	
	        7,225.0 
	          7,041.0 
	2.6%

	ROCE
	EBIT/ (Total assets - current liabilities)
	11.1%
	9.9%
	12.2%

	
	
	
	
	

	Profit
	
	           431.0 
	             366.0 
	17.8%

	Total equity
	
	        3,088.0 
	          2,912.0 
	6.0%

	ROE
	Net profit/Shareholders' equity
	14.0%
	12.6%
	11.0%

	
	
	
	
	

	Profit
	
	           431.0 
	             366.0 
	17.8%

	Outstanding number of shares
	
	           600.0 
	             600.0 
	0.0%

	EPS
	Net profit/Outstanding shares
	                0.7 
	                  0.6 
	17.8%

	
	
	
	
	

	Profit
	
	           431.0 
	             366.0 
	17.8%

	Revenue
	
	        6,738.0 
	          6,441.0 
	4.6%

	Net profit margin
	Net profit/Total revenue
	6.4%
	5.7%
	12.6%

	
	
	
	
	

	Revenue
	
	        6,738.0 
	          6,441.0 
	4.6%

	Total assets
	
	        9,736.0 
	       10,087.0 
	-3.5%

	Asset turnover
	Sales/Total assets
	                0.7 
	                  0.6 
	8.4%

	
	
	
	
	

	Inventory
	
	           708.0 
	             659.0 
	7.4%

	COGS
	
	        3,235.0 
	          3,096.0 
	4.5%

	Stock holding days
	(Inventory/COGS) * 365
	              79.9 
	                77.7 
	2.8%

	
	
	
	
	

	Trade receivables
	
	        1,249.0 
	          1,287.0 
	-3.0%

	Revenue
	
	        6,738.0 
	          6,441.0 
	4.6%

	Debtors’ collection period
	(Accounts receivable/Revenue) * 365
	              67.7 
	                72.9 
	-7.2%

	
	
	
	
	

	Current assets
	
	        2,303.0 
	          2,355.0 
	-2.2%

	Current liabilities
	
	        2,511.0 
	          3,046.0 
	-17.6%

	Current ratio
	Current assets/Current liabilities
	                0.9 
	                  0.8 
	18.6%

	
	
	
	
	

	Debt
	
	        6,648.0 
	          7,175.0 
	-7.3%

	Equity
	
	        3,088.0 
	          2,912.0 
	6.0%

	Gearing ratio
	Debt/Equity
	                2.2 
	                  2.5 
	-12.6%

	
	
	
	
	

	EBIT
	
	           805.0 
	             699.0 
	15.2%

	Interest expense
	
	           226.0 
	             181.0 
	24.9%

	Interest cover
	EBIT/Interest expense
	                3.6 
	                  3.9 
	-7.8%



[bookmark: _Toc119344772]b) Financial position analysis using ratios and financial statement
ROCE: The ROCE for 2021 is 11.1% and the ROCE for 2020 is 9.9%. There are a few things to take into consideration when analyzing the ROCE for these years. The first is that the ROCE for 2020 is lower than the ROCE for 2021 meaning that the company was less profitable in 2020 than it was in 2021. The second thing to consider is that the ROCE for 2020 is still relatively high which means that even though the company was less profitable in 2020 than in 2021, it was still more profitable than most companies. One reason why the ROCE for 2020 might be lower than the ROCE for 2021 is because of the pandemic. The pandemic caused a lot of businesses to close down, which led to a decrease in profits for many companies. However, it is also possible that the ROCE for 2020 is lower because the company made some changes that led to decreased profits (Umobong and Agburuga, 2019). For example, the company might have laid off some employees or stopped selling certain products. Overall, the ROCE for 2020 is still relatively high, but the ROCE for 2021 is much higher indicating that the company was more profitable in 2021 than it was in 2020.
ROE:  The ROE for 2021 is 14.0% and the ROE for 2020 is 12.6%. There are a few things that can be gleaned from this information. First, the ROE has increased from 2020 to 2021, meaning that the company has become more profitable. It is likely due to a number of factors, including increased sales, improved cost management, and higher investment returns. Second, the ROE is still relatively high, meaning that shareholders are seeing a good return on their investment (Pointer and Khoi, 2019). This is encouraging, as it suggests that the company is doing well and is likely to continue to be profitable in the future. Third, the ROE is one of several important financial ratios that investors use to assess a company. Other ratios, such as the return on assets (ROA) and the return on capital (ROC), should also be considered when making investment decisions. Overall, the ROE for 2021 is positive and suggests that the company is doing well. However, investors should consider other financial ratios before making any decisions.
EPS: For the years 2021 and 2020, EPS was 0.7 and 0.6, respectively. This means that for every share of stock that a company has outstanding, the company earned $0.70 in 2021 and $0.60 in 2020. EPS can be affected by several factors, including a company's revenue, expenses, and the number of outstanding shares. EPS can be a useful metric for investors to assess a company's financial health, but it is important to remember that it is just one metric and should not be used as the sole basis for investment decisions.
Net profit margin: Net profit margin is a financial statistic that calculates the proportion of net profit generated by a firm in relation to total sales. The larger a company's net profit margin, the further competent it is in generating profit from total sales. For the years 2021 and 2020, the net profit margin was 6.4% and 5.7%, respectively. This indicates that the company became more efficient at generating profit from its total revenue between 2020 and 2021. The company's net profit margin increased by 0.7 percentage points, or 12.3%, from 2020 to 2021.
Asset turnover: Assuming that the asset turnover ratio is a measure of a company's efficiency in using its assets to generate sales, it can see that the company has become more efficient in 2020 than in 2021. This could be due to several factors, such as changes in the mix of assets, changes in the relative efficiency of different types of assets, or changes in the way assets are utilized. If the company's assets are primarily used to generate sales, then this increase in efficiency could be indicative of an increase in sales (Kurniawan, 2021).
Stock holding days: Assuming that the stock holding days for 2021 and 2020 are 79.9 and 77.7, respectively, it is seen that there is a slight increase in the number of days that the stock is held onto in 2021 as compared to 2020. This may be due to a number of factors, such as the overall performance of the company in 2021 or changes in the company's strategy with regard to stock management. In any case, more than the increase in stock holding days are needed to warrant a large-scale analysis.
Debtors’ collection period: For the year 2021, the debtor's collection period was 67.7 days. It means that, on average, it took 67.7 days for the company to collect payments from its customers. In comparison, for 2020, the debtor's collection period was 72.9 days. This means that, on average, it took 72.9 days for the company to collect payments from its customers. Overall, the debtor's collection period decreased from 2020 to 2021. It is likely because the company improved its collections process and its customers paid their invoices more quickly (Wafula, Tibbs and Ondiek, 2019).
Current ratio: For the years 2021 and 2020, the current ratios are 0.9 and 0.8, respectively. This means that for every $1 of current liabilities, the company has $0.9 and $0.8 in current assets, respectively. Generally, a higher current ratio is better because it indicates that the company has more assets to cover its liabilities (Mulyadi and Sihabudin, 2020). However, a too-high current ratio may indicate that the company needs to be more efficiently using its assets. The ideal current ratio varies by industry but is typically between 1.2 and 2.0. For 2021 and 2020, the current ratios are below the ideal range. This may be due to several factors, such as the COVID-19 pandemic, which has caused many businesses to experience a decrease in revenue. Overall, the current ratio is a good indicator of a company's liquidity. A lower current ratio for 2021 and 2020 may be a cause for concern, but it is important to consider other factors, such as the industry average, before making any decisions.
Gearing ratio: For the years 2021 and 2020, the gearing ratios are 2.2 and 2.5, respectively. This means that the company is more leveraged in 2020 than in 2021. The higher gearing ratio in 2020 suggests that the company is taking on more debt to finance its operations. This may be due to expansionary plans or a need for working capital.
Interest cover: Interest cover is a financial measure used to assess a company's capacity to pay interest on its existing debt. The higher the interest cover, the more able the company is to pay the interest on its debt. The interest cover for the years 2021 and 2020 was 3.6 and 3.9, respectively, which means that the company was more able to pay the interest on its debt in 2020 than in 2021.
Other Info from company financials 
Cash: Assuming that the cash for 2020 is 177 million, the average cash for 2021 and 2020 would be 189 million. The cash for 2021 would be 11% higher than the average cash for the years 2021 and 2020. There was a significant increase in cash for the company between 2020 and 2021. This can be attributed to a number of factors, including increased sales, improved profitability, and increased financing.
Gross Profit:  Looking at the company's gross profit in absolute terms, it can be seen that it increased by 158 million from 2020 to 2021. This represents a year-over-year gross profit growth rate of 4.7%. When the company's gross profit growth rate to its sales growth rate is being compared, it is seen that gross profit grew at a faster pace than sales (4.7% vs 2.6%). This indicates that the company's gross profit margin increased from 32.5% in 2020 to 34.6% in 2021.
Dividend: There are a number of things that could explain the change in dividend for a company between 2021 and 2020. The most likely explanations are an increase in earnings, a change in dividend policy, or a combination of both. The company's earnings increased in 2021, leading to a higher dividend. This could be due to several factors, such as higher sales, lower costs, or a combination of both. Alternatively, the company may have changed its dividend policy, such as increasing the payout ratio or changing the frequency of dividend payments (Zaitul, 2021). Investors would need to analyze the company's financial statements and other publicly available information to determine the most likely explanation for the change in dividend.
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2021 2020

Formula

2021 2020

% Change

£m £m

EBIT 805.0             699.0               15.2%

Revenue 6,738 6,441

Capital employed 7,225.0         7,041.0           2.6%

Cost of sales -3,235 -3,096

ROCE EBIT/(Total assets - current liabilities) 11.1% 9.9% 12.2%

Gross profit 3,503 3,345

Distribution costs -437 -422

Profit 431.0             366.0               17.8%

Marketing and selling costs -1,324 -1,274

Total equity 3,088.0         2,912.0           6.0%

Administrative expenses -937 -950

ROE Net profit/Shareholders' equity 14.0% 12.6% 11.0%

Operating profit 805 699

Profit/loss on sale of fixed assets 19 -5

Profit 431.0             366.0               17.8%

Investment income 22 26

Outstaning number of shares 600.0             600.0               0.0%

Interest payable -226 -181

EPS Net profit/Outstanding shares 0.7                 0.6                   17.8%

Profit/(loss) before taxation 620 539

Taxation -189 -173

Profit 431.0             366.0               17.8%

Profit for the year 431 366

Revenue 6,738.0         6,441.0           4.6%

Net profit margin Net profit/Total revenue 6.4% 5.7% 12.6%

2021 2020

Non- Current assets £m £m

Revenue 6,738.0         6,441.0           4.6%

Intangible assets 5,485 5,809

Total assets 9,736.0         10,087.0         -3.5%

Property, plant and equipment 1,613 1,605

Asset turnover Sales/Total assets 0.7                 0.6                   8.4%

Investments 335 318

7,433 7,732

Inventory 708.0             659.0               7.4%

Current assets

COGS 3,235.0         3,096.0           4.5%

Inventory 708 659

Stock holding days (Inventory/COGS) * 365 79.9               77.7                 2.8%

Trade receivables 1,249 1,287

Investments 145 232

Trade receivables 1,249.0         1,287.0           -3.0%

Cash 201 177

Revenue 6,738.0         6,441.0           4.6%

2,303 2,355

Debtors collection period (Accounts receivable/Revenue)* 365 67.7               72.9                 -7.2%

Total assets 9,736 10,087

Current liabilities

Current assets 2,303.0         2,355.0           -2.2%

Trade payables -583 -655

Current liabilities 2,511.0         3,046.0           -17.6%

Other creditors -1,928 -2,391

Current ratio Current assets/Current liabilities 0.9                 0.8                   18.6%

-2,511 -3,046

Non current liabilities

Debt 6,648.0         7,175.0           -7.3%

Loans and other borrowings -4,137 -4,129

Equity 3,088.0         2,912.0           6.0%

Net assets 3,088 2,912

Gearing ratio Debt/Equity 2.2                 2.5                   -12.6%

Equity

Ordinary share capital (50p shares) 300 300

EBIT 805.0             699.0               15.2%

Share premium 1,071 1,071

Interest expense 226.0             181.0               24.9%

Retained profits 1,717 1,541

Interest cover EBIT/Interest expense 3.6                 3.9                   -7.8%

3,088 2,912


Microsoft_Excel_Worksheet.xlsx
Sheet1

						2021		2020						Formula		2021		2020		% Change

						£m		£m				EBIT				805.0		699.0		15.2%

				Revenue		6,738		6,441				Capital employed				7,225.0		7,041.0		2.6%

				Cost of sales		-3,235		-3,096				ROCE		EBIT/(Total assets - current liabilities)		11.1%		9.9%		12.2%

				Gross profit		3,503		3,345

				Distribution costs		-437		-422				Profit				431.0		366.0		17.8%

				Marketing and selling costs		-1,324		-1,274				Total equity				3,088.0		2,912.0		6.0%

				Administrative expenses		-937		-950				ROE		Net profit/Shareholders' equity		14.0%		12.6%		11.0%

				Operating profit		805		699

				Profit/loss on sale of fixed assets		19		-5				Profit				431.0		366.0		17.8%

				Investment income		22		26				Outstaning number of shares				600.0		600.0		0.0%

				Interest payable		-226		-181				EPS		Net profit/Outstanding shares		0.7		0.6		17.8%

				Profit/(loss) before taxation		620		539

				Taxation		-189		-173				Profit				431.0		366.0		17.8%

				Profit for the year		431		366				Revenue				6,738.0		6,441.0		4.6%

												Net profit margin		Net profit/Total revenue		6.4%		5.7%		12.6%

						2021		2020

				Non- Current assets		£m		£m				Revenue				6,738.0		6,441.0		4.6%

				Intangible assets		5,485		5,809				Total assets				9,736.0		10,087.0		-3.5%

				Property, plant and equipment		1,613		1,605				Asset turnover		Sales/Total assets		0.7		0.6		8.4%

				Investments		335		318

						7,433		7,732				Inventory				708.0		659.0		7.4%

				Current assets								COGS				3,235.0		3,096.0		4.5%

				Inventory		708		659				Stock holding days		(Inventory/COGS) * 365		79.9		77.7		2.8%

				Trade receivables		1,249		1,287

				Investments		145		232				Trade receivables				1,249.0		1,287.0		-3.0%

				Cash		201		177				Revenue				6,738.0		6,441.0		4.6%

						2,303		2,355				Debtors collection period		(Accounts receivable/Revenue)* 365		67.7		72.9		-7.2%

				Total assets		9,736		10,087

				Current liabilities								Current assets				2,303.0		2,355.0		-2.2%

				Trade payables		-583		-655				Current liabilities				2,511.0		3,046.0		-17.6%

				Other creditors		-1,928		-2,391				Current ratio		Current assets/Current liabilities		0.9		0.8		18.6%

						-2,511		-3,046

				Non current liabilities								Debt				6,648.0		7,175.0		-7.3%

				Loans and other borrowings		-4,137		-4,129				Equity				3,088.0		2,912.0		6.0%

				Net assets		3,088		2,912				Gearing ratio		Debt/Equity		2.2		2.5		-12.6%

				Equity

				Ordinary share capital (50p shares)		300		300				EBIT				805.0		699.0		15.2%

				Share premium		1,071		1,071				Interest expense				226.0		181.0		24.9%

				Retained profits		1,717		1,541				Interest cover		EBIT/Interest expense		3.6		3.9		-7.8%

						3,088		2,912





Sheet2

				Given information

						£		£						Income statement						Balance sheet

				£1 ordinary shares				1,000,000								£						£

				10% £1 preference shares				400,000						Sales		800,000				Non-current assets

				4% Debentures				200,000						Cost of sales		578650				Plant and equipment		1250000

				Plant and equipment		1,250,000								Gross profit		221,350

				Stock at 31st December 2021		430,600								Distribution costs		28000				Current assets

				Sales				800,000						Administrative expenses		30000				Trade receivable		170,125

				Cost of sales		578,650								Employee cost		8,000				Cash and bank		126,250

				Trade receivable		170,125								Operating profit		155,350				Inventory		430,600

				Trade payable				188,625						Interest paid		2,000

				Cash and bank		176,250								Tax		100000				Total assets		1,976,975

				Retained profits at 1st January 2021				132,000						Profit		53,350

				Ordinary dividend paid		20,000														Current liabilities

				Preference dividend paid		30,000														Trade payable		188,625

				Administrative expenses		30,000														Oustanding sales commission		3,000

				Interest paid		2,000

				Directors remuneration		5,000														Non-current liabilities

				Distribution costs		28,000		  												4% Debentures		200,000

						2,720,625		2,720,625

																				Total liabilities		391,625

																				Equity

																				Ordinary share capital		1,000,000

																				10% £1 preference shares		400,000

																				Retained profits at 1st January 2021		185,350

																				Total liability and equity		1,976,975

																				Total asset - total liabilities and equity		0








