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Background for Rozim Fashion Limited

Client background
Rozim Fashion Limited (Rozim) is a clothing manufacturer based in the United Kingdom that has been trading for over 10 years with a dedication to sustainable resourcing of materials. It also provides advice services to others in the fashion industry to help them showcase their sustainability credentials. It has worked closely with leading fashion designers to keep up to date with changing fashions. Completed inventory orders are despatched from warehouses either at the factory or the head office site straight to the customer.
Suppliers
In an effort to reduce costs and gain control over the ethical issues raised about their supply chain, from 31 March 2035 Rozim has started to import its material from one sole supplier, EZ Supplies, based in Bangladesh.
Customers
Rozim sells its finished products mostly to corporate customers through its website but, as of 1 January 2035, they sell online through one major supermarket chain, Oscet. Oscet often requires additional deliveries without much prior notice and so Rozim has to maintain a high level of inventory. Oscet require 60-day credit terms.
Loan
In the year Rozim’s directors required repayment of a £250,000 interest-free loan which was made to the company when it started, 10 years ago. A new loan of £750,000 has been taken out from the Bank of Manchester to cover both this and the payments required to increase stock levels to service the new supermarket customer, Oscet. The first £250,000 of this is due to be paid within one year. As part of the loan agreement, at every year end the current assets: current liabilities ratio should be no lower than 2:1. That is, Rozim’s current liabilities should not exceed half their current assets. Additionally, the board should maintain a 50:50 ratio of males to females by the end of each year.
Provision
At the year end, Rozim became aware of a potential legal dispute over copying a patented design. Rozim’s lawyers estimated that a potential loss of £200,000 would be a reasonable estimate of the costs and that it was likely that Rozim would have to settle the obligation after one year.
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DRAFT Income Statement
FOR THE YEAR ENDED 30 September 2035

	
	Note
	2035
£

	
	2034
£


	REVENUE
	1,2
	4,188,373
	
	2,393,356

	Cost of sales
	
	(3,664,800)
	
	(2,012,288)

	
	
	
	
	

	GROSS PROFIT
	
	523,573
	
	381,068

	Administrative expenses
	
	(275,524)
	
	(260,859)

	
	
	
	
	

	OPERATING PROFIT/(LOSS)
	
	248,049
	
	 120,209

	Interest expense
	3
	(365)
	
	   

	
	
	
	
	

	PROFIT BEFORE TAXATION
	
	247,684
	
	 120,209

	Tax 
	
	(48,247)
	
	 (59,451)

	
	
	
	
	

	PROFIT FOR THE YEAR
	
	199,437
	
	 60,758

	
	
	
	
	





DRAFT STATEMENT OF FINANCIAL POSITION
AS AT 30 September 2035

	ASSETS
	Note
	2035
£
	2034
£
	

	NON-CURRENT ASSETS
	
	
	
	
	

	Tangible assets
	4
	
	496,720
	
	492,035

	Intangible assets
	5
	
	5,353
	
	958

	
	
	
	502,073
	
	492,933

	
	
	
	
	
	

	CURRENT ASSETS
	
	
	
	
	

	Inventories
	6
	
	564,309
	
	195,467

	Receivables
	7
	
	784,284
	
	238,893

	Cash
	
	
	12,748
	
	4,200

	
	
	
	1,361,341
	
	438,560

	
	
	
	
	
	

	TOTAL ASSETS
	
	
	1,863,414
	
	931,553

	
	
	
	
	
	

	EQUITY 
	
	
	
	
	

	Ordinary share capital
	
	
	500
	
	500

	Share premium
	
	
	1,500
	
	1,500

	Retained earnings
	
	
	790,058
	
	590,621

	 TOTAL EQUITY 
	
	  792,058
	
	592,621
	

	
	
	
	
	
	

	NON-CURRENT LIABILTIES
	9
	
	700,000
	
	-

	
	
	
	
	
	

	CURRENT LIABILITIES
	8
	
	371,356
	
	338,932

	
	
	
	
	
	

	TOTAL LIABILITIES
	
	
	1,071,356
	
	343,617

	EQUITY PLUS LIABILITES
	
	1,863,414
	
	931,553
	



DRAFT STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED 30 September 2035

	CASH FLOWS FROM OPERATING ACTIVITIES:
	£

	
	Profit before tax
	
	247,684

	
	Adjust for non-cash items:
	

	
	
	+ Depreciation
	29,265

	
	
	+ Amortisation
	1,084

	
	
	+ Interest payable
	365

	
	
	+ Increase in provision
	200,000

	
	
	
	

	
	Adjust for working capital items:
	

	
	
	(Increase)/ decrease in inventory
	(368,842)

	
	
	(Increase)/ decrease in receivables
	(546,092)

	
	
	(Increase)/ decrease in prepayments
	701

	
	
	Increase/ (decrease) in payables
	23,950

	
	
	Increase/ (decrease) in VAT/ payroll tax
	2,361

	
	
	Increase/ (decrease) in Accruals and deferred income
	(12,683)

	
	
	
	
	

	
	Cash generated from operations
	

	
	
	Interest paid
	(365)

	
	
	Tax paid
	
	(29,451)

	Net cash inflow/ (outflow) from operating activities
	(452,023)

	
	
	
	
	

	CASH FLOWS FROM INVESTING ACTIVITIES
	

	
	Proceeds from sale of NCA
	3,900

	
	Purchase of NCA
	
	(43,329)

	Net cash inflow/ (outflow) from investing activities
	(39,429)

	
	
	
	
	

	CASH FLOWS FROM FINANCING ACTIVITIES
	

	
	Issue of ordinary share capital
	0

	
	Receipt of loans
	
	750,000

	
	(Repayment of loans)
	(250,000)

	Net cash inflow/ (outflow) from financing activities
	500,000

	
	
	
	
	

	Net increase/(decrease) in cash and cash equivalents
	8,548

	
	Cash at the beginning of the year
	4,200

	
	Cash at the end of the year
	12,748




DRAFT NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 30 September 2035
1	ACCOUNTING POLICIES
1.1	Basis of preparation
The financial statements have been prepared under the historical cost convention and in accordance with applicable accounting standards. An independent expert valuation of the company’s main premises was carried out during the year and this asset is carried at its revalued amount.
1.2	Revenue
Revenue for the sale of finished goods to retailers will be recognised when the goods are shipped to the designated location specified by the retailer and the retailer has legal title to the goods as per the sales agreement.
For sales with a pre-arranged return window offered to the retailer, revenue recognition will be deferred until the return period has expired, or it is probable that the retailer will not exercise the right of return based on historical return rates and specific terms of the agreement.
Advance payments received from retailers before the delivery of goods will be recognised as a liability until the revenue recognition criteria are met.
1.3	Non-current tangible assets and depreciation
Non-current tangible assets are stated at cost less depreciation, except for the company land and buildings office which are stated at revalued amount less depreciation. Depreciation is provided at rates calculated to write off the cost of non-current assets, less their estimated residual value, over their expected useful lives each month on the following bases:
Freehold property		-	4% (annual) straight-line
Motor vehicles		-	33% (annual) straight-line
Fixtures and fittings	-	15% (annual) reducing balance

1.4	Non-current intangible assets and amortisation
Intangible assets, such as software, are measured initially at acquisition cost. Following initial recognition, intangible assets with finite useful lives are carried at cost less accumulated amortisation and accumulated impairment losses. Software is amortised on a straight-line basis over their estimated useful lives of five years.

1.5	Inventories

Inventories are valued at the lower of cost and net realisable value after making allowance for obsolete and slow-moving inventory. Cost is determined using the weighted average cost method, which includes direct materials, direct labour, and overhead costs allocated on a systematic basis. Work in progress is valued based on production costs incurred up to the reporting date.

1.6	Foreign currencies

Transactions in foreign currencies are translated into GBP at the rate ruling on the date of the transaction. Exchange gains and losses are recognised in the statement of profit or loss.


2	Revenue

The whole of revenue is attributable to the sale of goods to third parties within the UK.


3	Interest payable

	
	2035
£
	
	2034
£

	On bank loans and overdrafts
	365
	
	-



4	TANGIBLE NON-CURRENT ASSETS

	
	Land and buildings
£
	
	
	Motor vehicles
£
	
	
	Total
£

	
	
	
	
	
	
	
	

	Cost 
	
	
	
	
	
	
	

	At 1 October 2034
	510,000
	
	
	103,975
	
	
	613,975

	Additions
	-
	
	
	37,850
	
	
	37,850

	Disposals
	-
	
	
	(19,500)
	
	
	(19,500)

	At 30 September 2035
	510,000
	
	
	122,325
	
	
	632,325

	
	
	
	
	
	
	
	

	Depreciation
	
	
	
	
	
	
	

	At 1 October 2034
	72,000
	
	
	49,940
	
	
	121,940

	Charge for the year
	4,800
	
	
	24,465
	
	
	29,265

	Disposals
	-
	
	
	(15,600)
	
	
	(15,600)

	At 30 September 2035
	76,800
	
	
	58,805
	
	
	135,605

	
	
	
	
	
	
	
	

	Net book value
	
	
	
	
	
	
	

	At 30 September 2035
	433,200
	
	
	63,520
	
	
	496,720

	
	
	
	
	
	
	
	

	At 30 September 2034
	438,000
	
	
	54,035
	
	
	492,035

	
	
	
	
	
	
	
	






5	INTANGIBLE NON-CURRENT ASSETS

	
	
	Software
£
	
	
	Total
£

	
	
	
	
	
	

	Cost
	
	
	
	
	

	At 1 October 2034
	
	35,743
	
	
	35,743

	Additions
	
	5,479
	
	
	5,479

	Revaluation
	
	-
	
	
	-

	Disposals
	
	-
	
	
	-

	At 30 September 2035
	
	41,222
	
	
	41,222

	
	
	
	
	
	

	Depreciation
	
	
	
	
	

	At 1 October 2034
	
	34,785
	
	
	34,785

	Charge for the year
	
	1,084
	
	
	1,084

	Disposals
	
	-
	
	
	-

	At 30 September 2035
	
	35,869
	
	
	35,869

	
	
	
	
	
	

	Net book value
	
	
	
	
	

	At 30 September 2035
	
	5,353
	
	
	5,353

	
	
	
	
	
	

	At 30 September 2034
	
	958
	
	
	958




6	Inventory

	
	2035
£
	
	2034
£

	Finished goods
	387,985
	
	120,687

	Work in progress
	105,254
	
	65,857

	Raw materials
	77,949
	
	12,361

	Slow-moving and obsolete stock provision
	(6,879)
	
	(3,438)

	
	564,309
	
	195,467




7	Receivables

	
	2035
£
	
	2034
£

	Trade receivables
	780,402
	
	234,310

	Prepayments and accrued income
	3,882
	
	4,583

	
	784,284
	
	238,893



8. Current liabilities

	
	2035
£
	
	2034
£

	Directors’ loan due within 12 months
	-
	
	250,000

	Bank loans due within 12 months
	250,000
	
	-

	Trade payables
	44,598
	
	20,648

	Value added tax / payroll taxes
	5,301
	
	2,940

	Corporation tax
	48,247
	
	29,451

	Accruals and deferred income
	23,210
	
	35,893

	
	371,356
	
	338,932



9	NON-CURRENT LIABILITIES

	
	2035
£
	
	2034
£

	Bank loan
	500,000
	
	

	Provision
	200,000
	
	

	Non-current liability 
	700,000
	
	-
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