Profit and Loss Interpretation

	
	
	2007
	
	2008

	
	£'000
	£'000
	£'000
	£'000

	Sales
	
	2,240.80
	
	2,681.20

	Less cost of sales 
	
	
	
	

	Opening Stock
	241
	
	300
	

	Purchases
	1,804.40
	
	2,142.80
	

	
	2,045.40
	
	2,442.80
	

	Less Closing stock
	300
	1,754.40
	370.8
	2,072.00

	Gross Profit
	
	495.4
	
	609.2

	Expenses/overheads
	
	
	
	

	Wages and Salaries
	137.8
	
	195
	

	Directors Salaries
	48
	
	80.6
	

	Rates
	12.2
	
	12.4
	

	Heat and Light
	8.4
	
	13.6
	

	Insurance 
	4.6
	
	7
	

	Interest payable
	24
	
	6.2
	

	Postage and telephone
	3.4
	
	7.4
	

	Audit fees
	5.6
	
	9
	

	Depreciation 
	
	
	
	

	Freehold buildings 
	5
	
	5
	

	Fixtures and Fittings
	27
	276
	32.8
	369

	Net profit before tax
	
	219.4
	
	240.2

	Less Corporation tax
	
	60.2
	
	76

	Net profit after tax
	
	159.2
	
	164.2

	Add retained profit brought forward
	
	52.8
	
	171.8

	
	
	212
	
	336

	Less
	
	
	
	

	Transfer to general reserve
	
	-
	
	-13.5

	Dividends proposed
	
	-40.2
	
	-60

	Retained profit carried forward
	
	171.8
	
	262.5


Questions

1. What do the following terms in the profit and loss account mean?

Sales – 

Cost of Sales – 

Gross Profit – 

Net profit – 

2. After reviewing the profit and loss account above, would you say the business was in a good or bad state of health? Why?

3. Identify and explain any worrying features of the profit and loss account above. 

Balance Sheet Interpretation

	
	
	2007
	
	2008

	
	£'000
	£'000
	£'000
	£'000

	Fixed Assets 
	
	
	
	

	Freehold land and buildings at cost
	451.2
	
	451.2
	

	Less Accumulated depreciation
	70
	381.2
	75
	376.2

	Fixtures and Fittings at cost
	129
	
	160.4
	

	Less Accumulated depreciation
	64.4
	64.6
	97.2
	63.2

	
	
	445.8
	
	439.4

	Current Assets
	
	
	
	

	Stock at cost
	300
	
	370.8
	

	Trade Debtors
	240.8
	
	210.2
	

	Bank
	33.5
	
	41
	

	
	574.3
	
	622
	

	Creditors due within 1 year
	
	
	
	

	Trade creditors
	-221.4
	
	-228.8
	

	Dividends proposed
	-40.2
	
	-60
	

	Corporation tax due
	-60.1
	
	-76
	

	
	-321.8
	252.5
	-364.8
	257.2

	
	
	698.3
	
	696.6

	
	
	
	
	

	Creditors due beyond 1 year
	
	
	
	

	12% debentures (secured)
	
	200
	
	60

	Net Worth
	 
	498.3
	 
	636.6

	Capital and reserves
	
	
	
	

	£0.50 Ordinary shares
	
	300
	
	334.1

	General reserve 
	
	26.5
	
	40

	Retained profit
	
	171.8
	
	262.5

	
	
	498.3
	
	636.6


Questions

1. What do the following terms in the balance sheet mean?

Fixed Assets – 

Current Assets – 

Liabilities - 

Debtors – 

Creditors – 

Net Worth - 

2. After reviewing the balance sheet above, would you say the business was in a good or bad state of health? Why?

3. Identify and explain any worrying features of the balance sheet above. 

