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1. INTRODUCTION

This report aims at how important it is to know and be able to mange our finances so that we are constantly aware of our financial situation, whether it is just for household needs or running a business.
One of the necessary types of knowledge to be successful in your business is to be able to organise your finances. We also need to know how to control and direct our investments optimally and efficiently, to be aware of the creation of real and secure investment opportunities. This is Financial Management, which is one of the most important aspects of running a business. 
Accounting is the process of recording and summarizing financial transactions to provide information that is useful in making business decisions. Therefore, this process is important because it provides information that is used to make conclusions about how to allocate resources. Accounting provides a system of checks and balances that helps ensure that the business is run efficiently and effectively.


2. QUESTION 1 

To be aware of the financial situation of our business, an income statement must be made in order to know the balance, that is, the income and expenses of the company. The income statement helps us to make decisions about our business for greater profit, and whether the strategies we have put in place at the beginning of the financial period are effective. Unlike other reports, the income statement is generated either monthly or quarterly. Thanks to this, we can inform decisions. Therefore, every single unexpected expense for the company is determined more precisely. This way the exact analysis of the company is visible, and it is more visible to the investors. This document is also important for banks, because based on its analysis, they decide whether to give a loan to the company.

                         2.1 INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2021

Revenue                                                          -   800,980
Cost of sales                                                   -   578,650
Gross profit                                                    -   222,330
Other income                                                – 
Distribution costs                                          -   28,000
Administration expenses                             -   30,000
Operating profit                                            -   159,330
Finance costs                                                 -   2,000
Profit before tax                                            -   57,330
Taxation                                                          -   100,000
Profit for the period                                      -   57,330


                   


GROSS PROFIT = Revenue/sales – Cost of sales 

800,980 – 578,650 = 222,330/GP/

Sales 800,000 + 980 = 800,980 




OPERATING PROFIT = Expenses – GP

         222,330 – 63,000 = 159,330


Expenses:
· Distribution costs                       – 28,000
· Administration expenses          -  30,000
· Directors                                      -    5,000  
                           

                                                                       63, 000

PROFIT BEFORE TAX = Operating profit – Finance costs

159,330 – 2,000 = 157,330


NET PROFIT = Profit before tax – Taxation

157,330 – 100,000 = 57,330



2.3 STATEMENT OF THE FINANCIAL POSITION FOR THE YEAR 2021 

Balance sheet is a statement of a business’s assets and liabilities.

ASSETS
Non current assets
Property, plant& equipment                   X                 1,250.000
Intangible assets                                        X                     0

Current assets
Inventories                                                 X                        430,600
Trade and other receivables                   X                        170,125
Cash equivalents                                       X                        176,250

Total assets                                                                   2,026.975

LIABILITIES
Current liabilities
Trade and other payables                         X                         188,625
Short term borrowings                              X
Current tax payable                                   X                          100,000
Commission payable                                                                  3,000

Non- current liabilities
Long term borrowings                               X                          200,000
Long term provision                                   X

Total liabilities                                                                  491,625.000


EQUITY
Share capital                                           1,000.000                       X
Share premium                                          400,000                      X
Other reserves.                                                                               X
Retained earnings                                     132,000                       X 

Total equity                                             1,532.000                      X                                                 


    Equity   + Liabilities – Assets =        
1,532.000 + 491,625 – 2,026.975 = - 3,350


3. QUESTION 2


ROCE – Return on capital employed it’s a financial ratio, that measures how effectively a company uses its capital.


Profit before interest x 100%
   Assets employed

   846      x 100% =   11,7%                                      Profit before interest for the year 2021 – 846
  7,225                                                                                 Assets employed for the year 2021-
                                                                                                        9,736- 2,511= 7,225

                                                                                   
 730        x 100% =    10,3%                                     Profit before interest for the year 2020 – 730
7,041                                                                               Assets employed for the year 2020 – 
                                                                                                         10,087 – 3,046 = 7,041 
ROE – Return on equity is the measure of a company’s net income, used by investors to judge performance.

                   Earnings                                x 100%
Ordinary share capital + reserves 


             2021 Year                                                                                     2020 Year

    431              x 100% = 21%                                                         366            x 100% = 19%
300 + 1,717                                                                                300 + 1,541 


Earnings per Share – indicates how much money a company makes for each share of its stock and is a widely used metric for estimating corporate value.

           Earnings 
Number of ordinary shares

             2021 Year                                                                                     2020 Year

431 = 1.43                                                                                 666 = 2.22
300                                                                                                            300



Net Profit Margin –  Net profit margin is expressed as a percentage. In other words, net margin is the percentage of a company’s revenue that it keeps as profit.

Net profit x 100%
   Sales 


           2021 Year                                                                                           2020 Year

       431 x 100% = 6.39%                                                          366   x 100% = 5.68%
     6,738                                                                                                 6,441


Assets Turnover – It is a measurement that shows how effectively a company uses its own resources to generate revenue or sales.



        Sales
Assets employed


     2021 Year                                                                                                        2020 Year

        6,738   = 0.93                                                                                               6,441 = 0.91
        7,225                                                                                                             7,041 




Stock holding period –  This is the period between the purchase and sale of a security, it is calculated starting from the day after the acquisition of the security and continuing until the day of its disposal or sale.

Inventory x 365
   Cost of sales


        2020 Year                                                                                                     2021 Year

708 x 365 = 258,420 = 79 days                                             659 x 365 = 240,535 = 77 days
                          3,235                                                                                                   3,096


The stocks hold 2 days more in 2021.

Debtors collection period – Indicates the average time taken to collect trade debts.

Trade receivables x 365
           Credit sales

          2020 Year                                                                                                       2021 Year

1,249 x 365 = 455,855                                                                1,287 x 365 = 469,755
                             1,249  =  365 days                                                           1,287 = 365 days



Current ratio –  That measures a company’s ability to pay short- term obligations.

Current assets
Current liabilities

            2020 Year                                                                                                         2021 Year                                

2,303                                                                                                        2,355
2,511      =  1: .91                                                                      3,046  =  1: .77


Gearing ratio –  These are financial that compare some form of owner’s equity with debt or funds borrowed by the company.

         Debt         x 100%
 Debt + Equity

      2020 Year                                                                                                                2021 Year

        4,137        X 100%. =  57%                                                   4,129        x 100% =  58%                                                                                                   
4,137 + 3,088                                                                                  4,129 + 2,912 
Degrease 


Interest cover –  

Profit before interest 
         Interest

      2021 Year                                                                                                   2020 Year

          846     = 3.74                                                                        730      = 4.03
          226                                                                                                     181
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