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QUESTION 1


	
INCOME STATEMENT


	
	2021

	
	£

	Revenue
	800 000

	Cost of Sales
	578 650

	Gross Profit
	221 350

	Distribution Costs
	28 000

	Administrative expenses
	30 000

	Operating profit
	163 350

	Finance costs (Interest paid)
	2 000

	Profit before taxation
	161 350

	Taxation
	100 000

	Profit for the year
	61 350



	
STATEMENT OF FINANCIAL POSITION


	
	2021

	Non-current assets
	

	Plant and equipment
	650 000

	Current assets
	

	Inventory
	330 600

	Trade receivable
	170 125

	Cash and bank
	76 250

	Total current assets
	576 975

	Total assets
	1 226 975

	Current liabilities
	

	Trade payable
	188 625

	Other Creditors
	

	Non-current liabilities
	

	4% Debentures
	100 000

	Net assets
	938 350

	Equity
	

	Retained Profit
	132 000

	£1 Ordinary shares 
	500 000

	Preference shares 10%
	200 000

	
	832 000





QUESTION 2

a) Ratios

1) ROCE = Profit before interest/Assets employed x 100% 
ROCE (2021) = 805/7225 x 100 = 0.11 x 100 = 11.14%
ROCE (2020) = 699/7041 x 100 = 0.099 x 100 = 9.92%


2) ROE = Earnings/Ordinary share capital and reserves x 100%
ROE (2021) =  431/3088 x 100 = 0.139 x 100 = 13.9%
ROE (2020) = 366/2912 x 100 = 0.125 x 100 = 12.56%


3) Earnings per share = Earnings/Number of ordinary shares
Earnings per share (2021) = 431/300 = 1.43
Earnings per share (2020) = 366/300 = 1.22


4) Net Profit Margin = Net Profit/Sales x 100%
Net Profit Margin (2021) = 431/6738 x 100 = 0.0639 x 100 = 6.39%
Net Profit Margin (2020) = 366/6441 x 100 = 0.0568 x 100 = 5.68%


5) Asset Turnover = Turnover/Assets employed
Asset Turnover (2021) = 6738/7225 = 0.93
Asset Turnover (2020) = Turnover/Assets employed = 6441/7041 = 0.91


6) Stock Holding Days = Inventory/Cost of sales x 365
Stock Holding Days (2021) = 708/3235 x 365 = 0.218 x 365 = 79.88
Stock Holding Days (2020) = Inventory/Cost of sales x 365 = 659/3096 x 365 = 0.212 x 365 = 77.69


7) Debt Collection Period = Trade Receivable/Credit Sales x 365
Debt Collection Period (2021) = 1249/1249 x 365 = 365
Debt Collection Period (2020) = Trade Receivable/Credit Sales x 365 = 1287/1287 x 365 = 365


8) Current Ratio = Current assets/Current liabilities
Current Ratio (2021) = 2303/2511 = 0.91
Current Ratio (2020) = 2355/3046 = 0.77

9) Gearing Ratio = Debt/(Debt + Equity) x 100%
Gearing ratio (2021) = 6648/9736 x 100 = 0.682 x 100 = 68.28
Gearing ratio (2020) = 7175/10 087 x 100 = 0.711 x 100 = 71.13


10) Interest Cover = Profit before Interest/Interest charges
Interest cover (2021) = 805/226 = 3.56
Interest cover (2020) = 699/181 = 3.86










b)
Statement of financial position must always be balanced.
Every transaction (in or our) affects both sides of the statement
Following the double-entry accounting should always be balanced.
It shows where the money goes or where the money comes from.
That’s why always should balance.
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