SOLUTIONS

SOLUTION TO QUESTION 1
Statement of profit or loss for Next plc for the year ended 31 December 2023
	
	£000 
	£000

	Sales 
	(40,600 + 1,080 - receivables)
	41,680 

	Cost of sales
	
	(16,020)

	Gross profit
	
	25,660

	Distribution costs 
	
	(985)

	Administrative expenses 
Commission
Factory depreciation (7000*5%)
	 352
3000
350
 
	



(3,702)

	Operating profit
	
	20,973

	interest
	10% * 2000
	(200)

	Profit before tax
	
	20,773

	Corporation tax
	
	(650)

	Profit after tax
	
	20,123


                                                   

Question 2										
2019		2018
	Ratio
	Working (2019)
	2019
	2018

	ROCE
	23/ (286.1-151)X100
	17.0%
	20.4%

	Return on equity
	12.9/93.2
	13.8%
	22.7%

	Gross profit margin
	191.8/501.3
	38.3%
	38.4%

	Net profit margin
	23/501.3
	4.6%
	6.1%

	Stock holding period
	38.8/309.5x365
	46 days
	50 days

	Debtors collection period
	114.9/501.3x365
	84 days
	86 days

	Creditors payment period
	84.1/309.5x365
	100 days
	93 days

	Current ratio
	153.9/151
	1.0
	1.1

	Quick ratio
	(114.9+.2)/151
	0.8
	0.8

	Gearing 
	41.9/(41.9+93.2)
	31.0%
	44.8%

	Interest cover
	23/0.2
	115times
	8.5times




Question 3

Net Present Value
Project Alpha
	Year
	Project Alpha
	Discount factor
	PV

	0 
	-£80,000
	1.000
	-£80,000

	1
	£40,000
	0.893
	 £          35,714 

	2
	£60,000
	0.797
	 £          47,832 

	3
	£10,000
	0.712
	 £           7,118 

	4
	£5,000
	0.636
	 £           3,178 

	5
	£5,000
	0.567
	 £           2,837 

	NPV
	
	
	 £          16,678 



[bookmark: _Hlk204009433]
Project Beta
	Net cash inflow
	Project Beta
	Discount factor
	PV

	0 
	-£100,000
	1.000
	-£100,000

	1
	£20,000
	0.893
	 £          17,857 

	2
	£30,000
	0.797
	 £          23,916 

	3
	£50,000
	0.712
	 £          35,589 

	4
	£50,000
	0.636
	 £          31,776 

	5
	£50,000
	0.567
	 £          28,371 

	NPV
	
	
	 £          37,509 





											
ii)         Payback period								
	Project Alpha									
	Payback period	1 year	243	 days 							
	Project Beta								
	Payback period	3 year									




Question 4 
a. 
Cost of Debt: The cost associated with long-term and short-term debt differs. Long-term debt often carries a lower interest rate compared to short-term debt. Therefore, a company should consider the cost implications of each option.
Risk Tolerance: Companies need to assess their risk tolerance when determining the mix of long-term and short-term debt. Long-term debt exposes the company to interest rate risk, while short-term debt exposes it to refinancing risk. Understanding the company's risk tolerance is crucial in making this decision.
Flexibility and Liquidity: Short-term debt provides more flexibility and liquidity compared to long-term debt. Companies should consider their need for flexibility in managing their debt obligations and maintaining liquidity.
Maturity Matching: Matching the maturity of assets and liabilities is important for managing risk. Companies should consider the maturity of their assets and align their debt structure accordingly to avoid potential cash flow mismatches.
Market Conditions: External market conditions, such as interest rate fluctuations and credit availability, can impact the decision between long-term and short-term debt. Companies should consider the prevailing market conditions and their potential impact on the cost and availability of different debt options

b. Credit History
The business's credit history is a record of its past borrowing and repayments. It includes information about:
The number of loans the business has had
Whether the business has repaid these loans on time
Any defaults or late payments
A business with a good credit history is generally seen as a lower risk to lenders.
2. Financial Statements
The business's financial statements provide a snapshot of its financial health. They include:
The balance sheet, which shows the business's assets, liabilities, and equity
The income statement, which shows the business's revenues, costs, and profits
The cash flow statement, which shows how the business generates and uses cash
These statements can help the lender to assess whether the business is profitable and whether it has sufficient cash flow to repay the loan.
3. Business Plan
The business plan outlines the business's strategy and goals. It includes information about:
The business's products or services
Its target market
Its competitive advantage
Its marketing and sales strategy
Its financial projections
A well-thought-out business plan can give the lender confidence that the business has a viable strategy for growth and profitability.
4. Collateral
Collateral is an asset that the business pledges as security for the loan. If the business fails to repay the loan, the lender can seize the collateral and sell it to recover the loan amount. The value and liquidity of the collateral are key considerations for the lender.


SOLUTIONS     SOLUTION TO QUESTION 1   Statement of profit or loss for  Next plc   for the year ended 31 December 2023  

 £000   £000  

Sales   (40,600 + 1,080  -   receivables)  4 1 ,680   

Cost of sales   (16,020)  

Gross profit   25,660  

Distribution costs    (985)  

Administrative expenses    Commission   Factory depreciation   (7000*5%)    352   3000   3 50              (3,702)  

Operating profit   20,973  

interest  10% *  2 000  ( 2 00)  

Profit before tax   2 0 , 7 73  

Corporation tax   (650)  

Profit after tax   20 ,1 2 3  

                                                        Question 2                       20 19     20 18  

Ratio  Working (2019)  2019  2018  

ROCE  23/ (286.1 - 151)X100  17.0%  20.4%  

Return on equity  12.9/93.2  13.8%  22.7%  

Gross profit margin  191.8/501.3  38.3%  38.4%  

Net profit margin  23/501.3  4.6%  6.1%  

Stock holding period  38.8/309.5x365  46 days  50 days  

Debtors collection  period  114.9/501.3x365  84 days  86 days  

Creditors payment  period  84.1/309.5x365  100 days  93 days  

Current ratio  153.9/151  1.0  1.1  

