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QUESTION 1

1. Income Statement for the year ended on 31st December 2019:

a) Sales:				£826,650 + £980 = £827,630
b) Cost of Sales:			£578,650
c) Gross Profit:			£827,630 - £578,650 = £248,980 
d) Administration expenses:	£30,000 + £5,000 = £35,000
e) Distribution expenses:		£28,000 + £3,000 = £31,000
f) Operating profit:		£248,980 - £35,000 - £31,000 = £182,980
g) Finance costs:			£100,000 * 4% = £4,000
h) Profit before tax:		£182,980 - £4,000 = £178,980
i) Profit after tax: 		£178,980 - £68,000 = £110,980		

2. Statement of Financial Position as at 31st December 2019:

ASSETS:
Non-current assets:
Property, plant & equipment		£632,730
Current assets:
Inventories				£330,600
Trade and other receivables		£170,125
Cash and cash equivalents		£12,900

Total assets:				£632,730 + £513,625
					      (£1,146,355)

LIABILITIES:
Current liabilities:
Trade and other payables		£170,125
Accruals				£3,000 + £2,000 = £5,000
Current tax payable			£68,000
Total:					£243,125

Long term liabilities:			£100,000
Net assets:				£1,146,355 - £243,125 - £100,000 = £803,230

EQUITY:
Ordinary share capital:			£310,000
Preference shares:			£300,000
Retained earnings:			£132,000 + £110,980 - £20,000 - £30,000 = £192,980
	Retained profits on 1st January 2018:		£132,000
	Profit for year:					£110,980
	Ordinary dividend paid:				£20,000
	Preference dividend paid:			£30,000
Total equity				£310,000 + £300,000 + £192,980 = £802,980

		
b) 

The statement of financial position represents the total amount of the business. It balances because it shows first time, the net assets and secondly, how they have been financed.















QUESTION 2
RATIOS:
Return on capital employed: Profit before interest/Assets employed * 100%
2019: (805+19+22) / (3,088+4,137)*100 = 11.7%
2018: (699+5+26) / (2,912+4,129)*100 = 10.2%
Return on equity: Earnings / Ordinary share capital and reserves * 100%
2019: 431 / 3,088 * 100 = 14.0%
2018: 366 / 2,912 * 100 = 12.6%
Earnings per share: Earnings / Number of ordinary shares
2019: 431/583 = 73p
2018: 366/655 = 55p
Gross profit margin: Gross profit / Sales * 100%
2019: 3,503/6,738 * 100 = 52.0%
2018: 3,345/6,441 * 100 = 51.9%
Net profit margin: Net profit / Sales * 100%
2019: 805/6,738 * 100 = 11.9%
2018: 699/6,441 * 100 = 10.9%
Asset turnover: Turnover / Assets employed
2019: 6,738 / (3,088 + 4,137) = 0.93
2018: 6,441 / (2,912 + 4,129) = 0.91
Stock holding period: Inventory / Cost of sales * 365
2019: 708 / 3,235 * 365 = 80 days
2018: 659 / 3,096 * 365 = 78 days
Debtors collection period: Trade receivables / Credit sales * 365
2019: 1,249 / 6,738 * 365 = 68 days
2018: 1,287 / 6,441 * 365 = 73 days
Creditors payment period: Trade payables / Credit purchases * 365
2019: 583 / 3,235 * 365 = 66 days
2018: 655 / 3,096 * 365 = 78 days
Current ratio: Current assets / Current liabilities
2019: 2,303/2,511 = 0.91
2018: 2,355/3,046 = 0.77
Quick asset ratio: (Current assets – Inventory) / Current liabilities
2019: (2,303 – 708)/2,511 = 0.63
2018: (2,355 – 659)/3,046 = 0.55
Gearing ratio: Debt / (Debt + Equity) * 100%
2019: 4,137 / (3,088+4,137) * 100 = 57.25 %
2018: 4,129 / (2,912+4,129) * 100 = 58.64 %
Interest cover: Profit before interest / Interest charges
2019: (805+19+22)/226 = 3.74
2018: (699+5+26)/181 = 4.03

b)
As we see, ROCE, gross profit margin and net profit margin are increasing so the company is looking better at the end of the year 2019.
Apart from this, we can observe:
· In 2019, for every ordinary share held in the company, it earns 73 pence of net profit, more than in the previous year.
· Stock holding period has increased slightly.
· The return of equity is higher in 2019 which means that in this year for every £100 invested by the shareholders, the company will generate 14 in return.
· Debtors collection period and credit payment period are high, but reduced from last year. A longer period is normal when a company exports its goods.
· Current ratio is low for a manufacturing company, but has improved since the last year.
· The market appears to view the company favourably, as the calculated values.
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