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The statement of profit and loss
Trading account:
Amount	                                                                                                        Dr                                                        	Cr
	Opening stock
	
	132,000

	Cost of sales	
	578,650
	826,650

	Sales
	
	

	Closing stock
	
	330,600

	Gross loss	
	710,600
	



										
Profit and loss account:
Income:
	Ordinary dividend paid 	
	20,000

	Preference dividend paid	
	30,000

	Interest paid	
	2000

	Gross loss
	710,600



Expenses:
	Administrative expenses	
	30,000

	Director’s remuneration	
	5000

	Distribution cost 	
	28,000

	Total net loss
	702,600
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A balance sheet is also known as the statement of financial position as it gives a picture or reflection of the organization’s liabilities and assets and therefore, net worth at a sole point in time. There are 3 various parts in a balance sheet, presented by the following formula
Asset- liabilities = equity of owner
It is known as balance sheet as, at any time, one of the sides of the equation can balance out.
 ASSETS:
Current assets:
Current assets are the assets that the business plans to keep for a shorter period of time, mostly less than 12 months. They comprise:
· Cash at bank
· Short-term investments
· Stocks
· Debtors
· Cash at hand
Fixed Assets:
Thus, fixed assets also known as non-current or capital assets are the assets that the business plans to keep, involving:
· Building improvisations
· Equipment and plant
· Motor Vehicles
· Equipment at office
Intangible assets:
Intangible assets are those assets that one cannot touch. They involve any or every of the following:
· Intellectual property: Information, knowledge or processes that set ones’ business besides others.
· Patents and trademarks: These are formally registered concepts that bring in value to the individual’s business.
· Goodwill: The amount an individual pays for the performance and reputation of a business if an individual purchase one, it is sometimes known as business value.
Liabilities:
Short-term liabilities are generally those items that one may anticipate to pay for or could be anticipated to pay during the following 12 months. They may involve:
· The overdrafts that need to be settled or the charges of overdraft.
· Loans that are short-term
· Creditors, involving trade creditors.
Long-term liabilities:
In terms of accounting, the long-term liabilities are considered as the debts that are not payable within 12 months of the date. They involve;
· Long-term loans
· Secured bills
· Loans incurred by directors
· The leftover value of leases that is due in more than 1 year.
Owner’s Equity:
Therefore, the owner’s equity is also known as the equity of shareholders and it is the residual part of a business that is owned by the owners or after cutting the total liabilities from the total assets. The equity amount existed is based on the failure or success of the business.
The primary reason behind the statement of financial position or balance sheet balances is the accounting principle of double entry. This system of accounting tracks all the transactions in at least 2 distinct accounts, and therefore also acts as a check to ensure the entries are constant. Thus, as an example, if a company decided to sell off their car at $10,000. In that case, their asset account will reduce by $10,000 while their accounts receivable or cash account will rise by $10,000 so that everything regulates to balance. Thus, it is commonly utilized to evaluate the position of business in terms of potential risk and financial stability.
[bookmark: _heading=h.3znysh7]Question 2
ROCE: The ROCE for 2019 was 0.20 and that of 2020 was 0.18. The formula that is used to calculate the ROCE is earnings before interest or tax that is divided by the shareholder’s equity. Thus, the shareholder’s equity is calculated by subtracting the total assets from total liabilities (9736-6648=3088) – for 2018 and that of 2019 the shareholder’s equity was estimated at (10087-7175=2912). ROCE that indicates the return on capital employed is an efficient baseline that indicates an organization is doing a great job in terms of generating profits from its capital. Organizations have various financial resources they use to grow and amend their business. ROCE also helps investors see through the prediction of growth, and it can mostly serve as a reliable measure of corporate operation. It reflects the ability of an organization to gain a return on every capital it employs. It is estimated by determining what percentage of capital is used by an organization it made in pre-tax profits, before lending costs. It is a useful measurement for comparing the relevant profitability of the organizations. However, ROCE is also an efficient measurement of sorts—it does not range the profitability as the ratio of profit margin does. It weighs the profitability after factoring in the capital amount used. The measurement of it shows whether the organization is making effective utilization of its capital. On the contrary, it is able to pull out more profits out of every amount of capital it allocates. 

2019:
	EBIT
	620

	Shareholder’s Equity
	3088

	Total
	0.20



2020:
	EBIT
	539

	Shareholder’s Equity
	2912

	Total
	0.18



After comparing the 2 figures between the 2 years it can be stated that a greater ROCE displays the greater percentage of the organization’s value can eventually be returned as earnings to stakeholders. As a common rule, to show an organization is making reasonably efficient utilization of capital, the ROCE should be fair to at least double its interest rates. Therefore, a high ROCE states that a huge profit can be invested back into the organization for the advantage of shareholders. The re-invested capital is delegated into the greater rate of return, which generates greater earnings per share. Thus, a high ROCE indicated a successful growth of the organization.
ROE: The ROE for the year 2019 was 0.12 and that of 2020 was 0.11. The formula that is used here to calculate the ROE is net income divided by the equity. The equity that we already calculated for estimating the ROCE came to 3088 for 2018 and 2919 for 2019. Thus, to find out the net income the total revenue is subtracted from the expenses including the interest paid and taxes (distribution cost, administrative expenses, interest payable, profit before taxation and taxation).
2019:
	Net income
	388

	Equity
	3088

	Total
	0.12



2020:
	Net income
	335

	Equity
	2912

	Total
	0.11



Thus, after the comparing the figures between the 2 year in 2018 the value of ROE is greater than that of 2019. The ROE measures the financial performance of the organization. An increasing ROE indicates that the organization is raising its generation of profit without requiring much capital. A greater ROE is generally better than the falling ROE, which indicates the less effective utilization of equity capital. Thus, the reason behind the increasing value of ROE in 2018 was the organization has been borrowing violently; it can raise ROE as equity is equal to assets and that is subtracted from the debt. The more debt an organization has, the lower ROE equity can drop. Common scenery is when an organization borrows huge amounts of debt to purchase back its own stock.
Earnings per share: The earning per share for the year 2018 was estimated at 1.62 and that of in the year 2019 was 1.55. The formula that is used to calculate the earnings per share is net income divided bi the outstanding amount that is 6738/ 4137 for 2018 and that of in 2019 was 6441/4129.
2019:
	Net income
	6738

	Outstanding amount
	4137

	Total
	1.62



2020:
	Net income
	6441

	Outstanding amount
	4129

	Total
	1.55




Net profit margin: The net profit margin for the year 2018 was 64.7% and that of 2019 was 40.9%. The formula that is used to calculate the net profit margin is net profit divided by total revenue and the whole amount is multiplied by 100. For 2018 the net profit 4364 and that of in 2019 was 2637 which was estimated by subtracting the gross profit from the operating expenses which are there in the profit and loss statement.
2019:
	Net profit
	4364

	Total Revenue
	6738

	Total
	64.7%



2020:
	Net profit
	2637

	Total Revenue
	6441

	Total
	40.9%



Asset turnover: The asset turnover for the year 2018 was 1.44 and that of in 2019 was 1.56. The asset turnover ratio is calculated by using the following formula that is total assets divided by the revenue.
2019:
	Total Assets
	9736

	Revenue
	6738

	Total
	1.44



2020:
	Total Assets
	10087

	Revenue
	6441

	Total
	1.56



Stock holding days: The stock holding days for the year 2018 was 80 days and that of in 2019 was 77 Days and it is calculated by taking the number of days (365) divided by the stock turnover. The stock turnover for 2018 was 4.56 and that of in 2019 was (4.7). The stock turnover is calculated by taking the cost of sales and dividing it by the average inventory.
2019:
	Number of days
	365

	Stock turnover
	4.56

	Total
	80 days



2020:
	Number of days
	365

	Stock turnover
	4.7

	Total
	77 days



After comparing the figures among the 2 year it can be seen that the stock holding period in 208 is greater than that of 2019. It is stated that a small holding indicates that the organization is effective both in terms of performance and sales and inventory management. Hence it more preferable than reporting a high stock holding days.
Debtor’s collection period: the debtor’s collection period for the year 2018 was 140 Days and that of in 2019 was 140 days. The formula that is used to calculate the debtor’s collection period is the amount due by trade debtors by the sales and multiplying it by no of days that is 365.
	Trade receivables
	1249

	Sales
	3503

	Total
	140



2019:
	Trade receivables
	1287

	Sales
	3345

	Total
	140



After comparing the 2 figures the collection period of 2018 is same as that of 2019. In another words, collection period that is taken much lesser time is a sign of improvised effectiveness of the organization. It will authorize the organization to contrast the real collection period with agreed credit period. The days of debtors can be lowered or the reason behind it being short by only providing credit terms to trusted credit worthy clients and executing a strong set of payment terms and stick to them. Therefore, the debtor’s collection period can be improved by monitoring the accounts payable and acting in a business like trend.

Current ratio: The current ratio for the year 2018 was 0.92 and that of in 2019 was 0.77. The formula that is used to calculate the current ratio is current assets divided by the current liabilities.
2019:
	Current assets
	2303

	Current liabilities
	(2511)

	Total
	0.92



2020:
	Current assets
	2355

	Current liabilities
	(3046)

	Total
	0.77


 After comparing the 2 figures the current ratio of 2018 is greater than that of 2019. It is a liquidity ratio that measures the potentiality of the organization to pay the short-term obligations or those due within 12 months. It indicates analysts and investors how an organization can raise the current assets on its balance sheet to achieve its current debt and other payables. These are usually explained as assets that are in cash or will be transformed into cash in less than a year, and liabilities that will be paid in less than a year. It also helps investors know more about the ability of the organization to fulfil its short-term debt with its current assets and make contrast with its peers. The current ratio is also a sign of the liquidity of an organization. Accepted ratio of current differs from industry to industry. In several cases, a creditor would take a great current ratio to be better than a lower current ratio, as a higher current ratio indicates that the organization is more likely to pay back the creditor. In theory the greater value of current ratio means that the greater the current ratio, the more able the organization will be paying off its obligations because it has a great part of the value of short-term assets associated with the short term value of liabilities. On the other side the lower the value of current ratio states a great distress or greater risk or default.  Thus, a current ratio less than 1 indicates that the organization may have problems obtaining its short-term obligations. Some types of businesses can function with a current ratio and can comfortably sustain less than 1. Thus, the current ratio can be improved by paying off the company’s liabilities, selling off unrequited assets, improvising current assets by raising the funds of shareholders and by sweeping off the bank accounts.
Gearing ratio: The gearing ratio for the year 2019 was 0.34 and that of the year 2020 was 0.37. The formula to calculate the gearing ratio is by dividing the total debt by shareholder’s equity.
	Total debt
	(1054)

	Shareholder’s Equity
	3088

	Total
	0.34



2020:
	Total debt
	(1068)

	Shareholder’s Equity
	2912

	Total
	0.37



Inventor cover:
The inventor cover is calculated by dividing the cost of sales by aggregate inventory. For the year 2018 the inventor cover was 4.56 and that of 2019 it was 4.69. Thus the inventor cover in 2019 is greater than 2020.
                                                              









                                    2020                                                    Profit and loss statement
	Amount
	                                                                                                        Dr                                                        
	Cr

	Opening stock
	 
	132,000

	Cost of sales 
	578,650
	826,650

	Sales
	 
	 

	Closing stock
	 
	330,600

	Gross loss 
	710,600
	 

	
	
	

	Profit and loss account:

	Income:
	
	

	Ordinary dividend paid  
	20,000
	

	Preference dividend paid 
	30,000
	

	Interest paid 
	2000
	

	Gross loss
	710,600
	

	2020
	
	

	Expenses:
	
	

	Administrative expenses 
	30,000
	

	Director’s remuneration 
	5000
	

	Distribution cost  
	28,000
	

	Total net loss
	702,600
	








INCOME STATEMENT FOR THE YEAR ENDED 31/12/2020


	
	£’000

	Revenue (W1)

	Cost of sales
	 (X) 

	Gross profit
	578,650
710600

	Other income
	-

	
	

	Administration expenses
	30,000

	Distribution cost
	28,0000

	Director’s remuneration
	3000

	Interest paid

Corporation tax                                            68,000

	2000

	Dividend paid
	30000

	Profit for the period
	1,128250  

	
	










                      STATEMENT OF FINANCIAL POSITION AS AT 2019

	
	£’000
	£’000

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	632730
	

	Intangible assets
	 X 
	

	
	
	X

	Current assets
	
	

	Inventories
Commision   (W2)               3000                       
	
	

	Debtors
	170125
	

	Cash and cash equivalents
	 12900 
	

	
	
	 X 

	Total assets
	
	 815,755 

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Creditors
	171355
	

	Short term borrowings
	X
	

	Current tax payable
Accruals
	 68000 
	

	
	
	X

	Non-current liabilities
	
	

	Long term borrowings
	X
	

	Long term provisions
	 X 
	

	
	
	 X 

	Total liabilities
	
	239,355 

	
	
	

	Net assets
	
	 576,400 

	
	
	

	EQUITY
	
	

	Share capital
	
	3,10,000

	Preference share
	
	3,00,000

	Debentures
	
	(1,00,000)

	Retained earnings
Stock    
	
	 132000
980 

	Total equity
	
	 642,980
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