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Question 1:
A) Financial Statements:
	Statement of profit and loss

	For the Year ended

	31st December 2020

	
	
	£

	Revenue
	w1
	827630

	Cost of sales
	
	578650

	Gross Profit
	
	248980

	Administration expenses
	
	30000

	distribution cost
	
	28000

	Directors Remuneration
	
	5000

	Accrued Expenses
	adj 2
	3000

	PBIT
	
	182980

	Interest Paid
	
	2000

	corporation tax
	adj 1
	68000

	PAT
	
	112980

	preference dividend paid
	
	30000

	Earnings
	
	82980

	
	
	

	
	
	

	working 1
	
	

	revenue
	
	826650

	goods sold on 31st Dec
	
	980

	total revenue
	
	827630












	Statement of Financial position

	As at 31st December 2020

	
	
	£

	Non-current Asset
	
	

	Plant and Equipment
	
	632730

	Current Asset
	
	

	Stock
	
	330600

	Debtors
	
	171105

	Cash and bank
	
	12900

	Total assets
	
	1147335

	Liabilities and Equity
	
	

	Non-current liabilities
	
	

	Debentures
	
	100000

	Current Liabilities
	
	

	Trade creditors
	
	171355

	Accrued Commission
	adj.2
	3000

	Tax liability
	
	68000

	Equity
	
	

	Ordinary Shares
	
	310000

	Preference shares
	
	300000

	Retained Earnings
	w1
	194980

	Total Liability and Equity
	
	1147335

	
	
	

	working 1
	
	

	opening retained earnings
	
	132000

	Earnings
	
	82980

	ordinary dividends
	
	20000

	closing retained earnings
	
	194980



B) Statement of Financial position balance balanced:
The major reason that a balance sheet balance is the principle of double entry in accounting. The single transaction has a duel impact on the financial statements. These transactions are adjusted in two different accounts and also it’s a double check that entries are correct or not. An error in double entries could cause an unbalanced balance sheet. Review each journal entry posted in the accounts for which you are not sure. And the formula states that total of the assets is equal to liabilities and equity (Rahman, Perera, & Chua, 2016).


Question 2:
A) Ratios Analysis:
                                                                                  2020                                          2019
                                                                                                £m                                                £m 
1) ROCE                                                                                                           
PBIT/Capital Employed                                  805/7225*100                        699/7041*100
                                                                                  11.14%                                     9.92%

2) ROE  
Net income/Shareholders Equity                 431/3088*100                        366/2912*100
                                                                                13.95%                                       12.56%

3) Earnings Per Share
Earnings/ shares                                               431/600                                       366/600
                                                                                0.72                                            0.61

4) Net Profit Margin                                          
Net profit/ Revenue                                        431/6738*100                        366/6441*100
                                                                                  6.40%                                          5.68%

5) Asset turnover 
Revenue/assets                                               6738/9736                                 6441/10087
                                                                              0.69                                               0.64

6) Stock Holding days 
Inventory/Cost of sales                                 708/3235*365                            659/3096*365
                                                                              79 days                                         77 days

7) Debtors Collection Period
Receivables/Sales                                         1249/6738*365                            1287/6441*365
                                                                             67 days                                          72 days

8) Current Ratio
Current assets/ current Liabilities              2303/2511                                       2355/3046
                                                                            0.91                                                    0.77

9) Gearing Ratio
Debt/ (Debt + Equity)                                 4137/7225                                      4129/7041
                                                                            0.57                                                   0.58

10) Interest Cover  
PBIT/ Interest Expense                                  805/ 226                                          699/181
                                                                            3.56                                                    3.86
B) Performance evaluation:
 ROCE in the year 2020 is better as compared to 2019 due to increase in PBIT which is a good sign for the company. It shows company uses their resources effectively which cause the decrease of other expenses in the year and increase in ROCE (Choi, et al.,1983). This increase directly shown in the ROE and EPS as the ROE and EPS increases in current year which is good sign for shareholders and for market. It will boost the confidence of shareholders and potential investor for future investment as the return on their investment is gradually increasing. Due to less expenses in current year increase the PBIT which affect the net profit positively which shown in the increase of net profit margin of 4% in current year as compared to last year. The company is utilizing its assets in better way although there is a minor difference in asset turnover ratio as compared to 2019. The minor increase in asset turnover ratio is not according to the increase on revenue. This is due to the increase in stock holding, cash holding and acquisition of non-current asset (Hasanaj, & Kuqi, 2019). 
Inventory holding days is increasing in the year 2020 means longer time is taken to sold the inventory this might be due to obsolete inventory or outdated stock present in the warehouse. The receivable collection days also decreases which suggested that company might introduce strict policies regarding collection or introduce early settlement discounts for the customers (Wen, & Zhu, 2019).
Current ratio is getting better towards idle ratio which is 2 and current ratio in 2020 is 0.91. Still company has not enough assets to pay their liabilities which clearly indicates the liquidity situation for company. Company should have enough assets to pay their liabilities and continue their going concern situation. The lower the gearing ratio the lower the risk the company’s financial risk. Company have higher gearing ratio which is more than 50% which increases the threat of solvency. Company should increase the ratio of equity funding in next investments to nullify this threat (AREAS, 2018). Although the gearing ratio is almost same in both years.  The interest cover ratio is the debt and profitability ratio used to determine how easily a company can pay the interest on its debt and the interest cover ratio is almost same in both years but better in year 2019 as compared to 2020 which is worried sign for company. Interest cover ratio should be higher to easily pay the interest for its debts. Lower the interest cover, more difficulties for the company in future regarding interest payments (Arkan, 2016).
Comments:
Overall profitability ratio increases in current year which is good for potential investors as well as shareholders but liquidity ratios are quite low and gearing ratios are quite high which can cause difficulties in survival of company in future. Company should work on these ratios and try to improve their performance to emerge best in all sections.
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