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Question 1

Question 1.a

Income statement for the year ended 31st December 2020


	
	£’000

	Revenue
	826.650

	Cost of sales
	(578.650)

	Gross profit
	248.000

	Other income
	132.000

	Distribution costs
	(28.000)

	Administration expenses
	(30.000)

	Operating profit
	322.000

	Finance costs
	(52.000)

	Profit before tax
	270.000

	Taxation
	(68.000)

	Profit for the period
	202.000

	
	





Formulas and workings:

· Gross profit = Revenue – Cost of Goods sold
                    = 826.650 – 578.650
                    = 248.000

· Op. profit = revenue – op. expenses – cost of goods sold – other day-to-day expenses
                 = (826.650 + 132.000) – 578.650 – 28.000 – 30.000 = 322.000

· Finance costs = 2.000 + 30.000 + 20.000 = 52.000
· Profit before tax = 322.000 – 52.000 = 270.000




Statement of financial position as at 31st December 2020

	
	£’000
	£’000

	ASSETS
	
	

	Non current assets
	
	

	Property, plant & equipment
	632.730
	

	Intangible assets
	 - 
	

	
	
	632.730

	Current assets
	
	

	Inventories
	330.600
	

	Trade and other receivables
	171.105
	

	Cash and cash equivalents
	 12.900
	

	
	
	 514.605

	Total assets
	
	 1.147.335 

	 
	
	

	LIABILITIES
	
	

	Current liabilities
	
	

	Trade and other payables
	175.355
	

	Short term borrowings
	3.000
	

	Current tax payable
	68.000 
	

	
	
	246.355

	Non-current liabilities
	
	

	Long term borrowings
	96.000
	

	Long term provisions
	 5000
	

	
	
	101.000 

	Total liabilities
	
	347.355 

	
	
	

	Net assets
	
	 799.980 

	
	
	

	EQUITY
	
	

	Share capital
	
	310.000

	Share premium
	
	300.000

	Other reserves
	
	-

	Retained earnings
	
	 132.000 

	Total equity
	
	742.000




Formulas and workings:
· Trade and other receivables = 171.355 + 4.000 = 175.355
· Net assets = Total assets – Total liabilities
                 = 1.147.335 – 347.355
                 = 799.980




Question 1.b

	The statement of financial position balances because of the principle of double entry. This accounting tool records the transactions of a business in at least two separate accounts.


































Question 2

Question 2.a


	Ratio/Year
	2020
	2019

	ROCE
	11 %
	9 %

	ROE
	74 
	-2.7 %

	Earnings per share
	58 %
	41 %

	Net profit margin

	6 %
	5 %

	Asset turnover
	69 %
	63 %

	Stock holding days
	79.88
	77.69

	Debtors collection period
	67.65
	72.94

	Current ratio
	91 %
	77 %

	Gearing ratio
	15.87 %
	76.27 %

	Invertor cover
	0.08
	0.06









Formulas and workings:



1) ROCE = net operating profit/ capital employed = net operating profit / Total assets – current liabilities

· 2020 = 805/9.736 – 2.511 = 805 / 7.225 = 0.11 (ROCE 2020 = 11%)
· 2019 = 699/ 10.087– 3.046 = 699 / 7. 041 = 0.09 (ROCE 2019 = 9 %)

2) ROE = Net income / shareholders equity
shareholders equity = assets – liabilities

· 2020 = 431 / 9.736 – 9.159 = 431 / 577 = 0.74  (ROE 2020 = 74 %)
· 2019 = 366 / 10.087 – 10.221 = 366 / (– 134) =  – 2.73  (ROE 2019 = –2,7 %)

3) Earnings per share = Net income – preferred dividents / weighted averge no of shares outstanding

· 2020 = 431 – 255 / 300 = 176 / 300 = 0.58 (Earnings per share 2020 = 58%)
· 2019 = 366 – 242 / 300 = 124 / 300 = 0.41 (Earnings per share 2019 = 41%)

4) Net profit margin = ((Revenue – cost) / revenue) X 100

· 2020 = (431/6.738) X100 = 0.06 x 100 = 6%  (Net profit margin 2020 = 6 %)
· 2019 = (366/6.441) X100 = 0.05 x 100 = 5% (Net profit margin 2019 = 5 %)


5) Asset turnover = (net sales/total assets) x 100

· 2020 = 6.738 / 9.736 = 0.69 (Asset turnover 2020 = 69 %)
· 2019 = 6.441 / 10.087 = 0.63 (Asset turnover 2019 = 63 %)

6) Stock holding days = (inventory/cost of sales) X 365

· 2020 = (708/3.23) x 365= 79.88 (Stock holding days 2020 = 79.88)
· 2019 = (659/3.096) x 365 = 77.69 (Stock holding days 2019 = 77.69)


7) Debtors collection period = (debitors / sales turnover) x 365

· 2020 = (1.249/6.738) x 365 = 67.65 (Debtors collection period 2020 = 67.65)
· 2019 = (1.287/6.441) x 365 = 72.94 (Debtors collection period 2021 = 72.94)





8) Current ratio = current assets/current liabilities

· 2020 = 2.303/2.511= 0.91 (Current ratio 2020 = 91 %)
· 2019 = 2.355/3.046 = 0.77 (Current ratio 2019 = 77 %)


9) Gearing ratio = Total debt/shareholders  aquity

· 2020 = 9159/9736-9159 = 9159 / 577 = 15.87 % (Gearing ratio 2020 = 15.87 %)
· 2019 = 10.221/10.087 – 10.221 = 10.221/(-134) = 76.27 % (Gearing ratio 2019 =  76.27 %)

10)  Invertor Cover = Earnings before interest tax / interest expense

· 2020 = 805/9.159 = 0.08 (Invertor Cover 2020=0.08)
· 2019 = 699 / 10.221 = 0.06 (Invertor Cover 2019=0.06)





