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Question 1:

Part a:

	Income statement 

	 
	 

	 Particulars 
	 Amounts in £ 

	 
	 

	 Sales 
	       827,630.00 

	 Less: cost of sales 
	       578,650.00 

	 
	 

	 Gross profit 
	       248,980.00 

	 
	 

	 Less: expenses: 
	 

	 
	 

	 Administrative expenses 
	          30,000.00 

	 Interest paid 
	            2,000.00 

	 Directors remuneration 
	            5,000.00 

	 Distribution costs 
	          28,000.00 

	 Commission 
	            3,000.00 

	 
	 

	 Profit before taxes 
	       180,980.00 

	 Less: taxes 
	          68,000.00 

	 
	 

	 Profit after taxes 
	       112,980.00 

	 
	 



	Statement of financial position
	 

	 
	 
	 

	Particulars
	 Amounts in £ 
	 

	 
	 
	 

	Current Assets:
	 
	 

	 
	 
	 

	Stock
	      330,600.00 
	 

	 Debtors 
	      171,105.00 
	 

	 Cash and bank 
	         12,900.00 
	 

	 
	 
	 

	Non-current Assets:
	 
	 

	 
	 
	 

	 Plant and equipment 
	      632,730.00 
	 

	 
	 
	 

	Total Assets
	    1,147,335.00 
	 

	 
	 
	 

	Current Liabilities:
	 
	 

	 
	 
	 

	 Trade Creditors 
	      171,355.00 
	 

	Taxes payable
	         68,000.00 
	 

	Commission payable
	           3,000.00 
	 

	 
	 
	 

	Non-current Liabilities:
	 
	 

	 
	 
	 

	 4% Debentures 
	      100,000.00 
	 

	 
	 
	 

	Shareholders’ equity:
	 
	 

	 
	 
	 

	 10% preference shares 
	      300,000.00 
	 

	 Ordinary shares 
	      310,000.00 
	 

	 Retained earnings Jan 1, 2018 less ordinary and preference dividend 
	      194,980.00 
	 

	 
	 
	 

	Total liabilities and shareholders’ equity
	    1,147,335.00 
	 

	 
	 
	 



Part b:

The preparation of accounts involves the following of double entry book keeping system. In this, each transaction or accounting event shall have a debit and a corresponding credit due to which the trial balance shall balance or shall be equal. And since the statement of financial position is prepared using the trial balance only, the statement of financial position shall always balance.
The following is the example of double entry:
1. Corporation tax of £68,000 will have a debit balance of an expense and a corresponding credit of £68,000 as taxes payable in statement of financial position.
2. Sales commission of £3,000 will have a debit balance of an expense and a corresponding credit of £3,000 as sales commission payable in the statement of financial position.
3. Goods valued at £980 shall create a debit balance in debtors and a credit balance in sales revenue of the same amount.
4. The preference shares shall create a decrease in current liabilities and an increase in shareholders equity.

Question 2:

Part a:

	Particulars
	2019
	2018
	 

	 
	Amounts in £  in millions)
	 

	 
	 
	 
	 

	Gross profit ratio:
	51.99%
	51.93%
	 

	 
	 
	 
	 

	Gross profit
	        3,503.00 
	         3,345.00 
	 

	Net sales
	        6,738.00 
	         6,441.00 
	 

	 
	 
	 
	 

	Net profit ratio:
	6.40%
	5.68%
	 

	 
	 
	 
	 

	Net profit
	           431.00 
	            366.00 
	 

	Net sales
	        6,738.00 
	         6,441.00 
	 

	 
	 
	 
	 

	Current ratio:
	0.917164476
	0.773145108
	 

	 
	 
	 
	 

	Current Assets
	        2,303.00 
	         2,355.00 
	 

	Current Liabilities
	        2,511.00 
	         3,046.00 
	 

	 
	 
	 
	 

	Return on Assets:
	4.43%
	3.63%
	 

	 
	 
	 
	 

	Net profit
	           431.00 
	            366.00 
	 

	Assets
	        9,736.00 
	       10,087.00 
	 

	 
	 
	 
	 

	Return on Equity:
	13.96%
	12.57%
	 

	 
	 
	 
	 

	Net profit
	           431.00 
	            366.00 
	 

	Equity
	        3,088.00 
	         2,912.00 
	 

	 
	 
	 
	 



Part b:

From the calculated ratios, it can be stated that the performance of the company has improved when compared with the previous year. This could be said by the following:
The gross profit ratio which shows the profits earned by the company after meeting the cost of sales has improved when compared with the previous year. This is evident from an increase of 51.93% to 51.99% of years 2018 and 2019 respectively.
The net profit ratio which shows the profits earned by the company after meeting all expenses, has improved when compared with the previous year. This is evident from an increase of 5.68% to 6.40% of years 2018 and 2019 respectively.
The current ratio which shows the relationship between the current assets and the current liabilities, has increased. This is evident from an increase of 0.733% to 0.917% of years 2018 and 2019 respectively.
The return on assets shows the return earned on the assets employed into the business. The higher this ratio is, the better it is for the company. This ratio has also improved which is evident from an increase of 3.63% to 4.43% of years 2018 and 2019 respectively.
The return on equity shows the return earned on the equity employed into the business. The higher this ratio is, the better it is for the company. This ratio has also improved which is evident from an increase of 12.57% to 13.96% of years 2018 and 2019 respectively.

