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Objectives

« To gain a basic understanding of accounting concepts,
techniques and principles

« To increase familiarity with financial statements

« To carry out a review of the financial standing of a company by
looking at the annual report and assessing its solvency
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Our example accounts

FEGISTERED NUMBER: 01234557 (England md Wales)

STRATEGIC REPORT, REFORT OF THE DIRECTORS AND
FINAMCIAL STATEMENTS
FOR THE YEAR ENDED 31 DECEMBER 2021
FOR
TENNIS CLUB COMPANY LTD
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Introduction:

Basic accounting and the primary
financial statements




Accounting standards

® |n order to achieve comparability and consistency, reports are prepared under a
set of accounting standards or principles.

® The most commonly used internationally are the “International Financial
Reporting Standards” (“IFRS”) and country-specific “Generally Accepted
Accounting Principles” (“GAAP”).

® Tennis Club Company’s accounts have been prepared under UK GAAP.
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The Annual Report — the components

Front page, contents page,
corporate information

Strategic report

Directors’ report

Other reports

Independent auditor’s report

Financial statements

Notes to the financial statements

Entity name; details of directors and auditor; registered office
address

- Sets the context for the financial statements
- Objectives, strategy and business model

- Describes the principal risks

- Analyses past performance

- Sets out the directors’ responsibilities and provides other
statutory/regulatory information

Examples:
Corporate governance report
Directors’ remuneration report

- Issued by an independent (usually external) auditor; sets out
the scope of the audit and provides the audit opinion

- Presents the entity’s financial position and performance
according to GAAP

- Provides additional and complementary information to help the
users’ understanding of the financial statements
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Balance sheet and Profit & Loss account

® The two primary financial statements are the balance sheet and the profit and
loss account

® The balance sheet provides a shapshot of a firm’s financial position (i.e.
company’s assets, liabilities and shareholder equity) at a specific point in
time (e.g. financial year end)

® The profit and loss account summarises a company’s performance over a
specific period of time (e.g. over the past year)
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Balance sheet

BALANCE SHEET
31 DECEMBER 011

2021 2000
Naotes £ £ i £
FIXED ASSETS
Intangzible azzets T - -
Tangible assats 8 2660815 2,987,531
2,660 813 2,937,331

CURRENT ASSETS
Stocks g 143,314 137859
Deltors 10 8.554 469 5,102,544
Cazh at bank and in hand 151,733 33,765

2,831,716 8,276,608
CEREDITORS
Amounts falling due within one vear 11 6,579,559 6,258,084
NET CURRENT ASSETS 2,252,157 2018 524
TOTAL ASSETS LESS CURRENT
LIABILITIES 4512972 5,006,055
CREDITORS
Amounts falling due after more than one
VeaT 12 5359154 6,900,771

NET LIABILITIES (1,894,716)

CAFITAL AND RESERVES

Called up share capital 17 1,000,000 1,000,000
Profit and loss account 18 (4,446 222) (2,894 716)
SHAREHOLDERS' FUNDS 23 (3,446 222 (1,394, 71&)

10 October 2022 .
The financial statements wers approved by the Board of Diractors on reeereeamnmrannrenen e emmenmeees A0A Ware zigned on

itz bahalf by

8 Willians - Director
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Profit and Loss Account

PROFIT AND LO5S ACCOUNT
for the Year Ended 31 DECEMEBER 2011

2021 2020
Notes £ £

TURNOVER 7421,038 1.656.466
Cost of sales 1477749 1,350,278
GROSS PROFIT 6,013,289 6,306,183
Administrative expenses 7431416 7287224

{1,468,127) (981,036,
Other operating income 2 12,000 14,000
OPEEATING LOS3 4 (1.436,127) (967,036;
Interest payable and similar charges 5 05379 74314
LO55 ON ORDINARY ACTIVITIES
BEFORE TAXATION (1.551,506) (1.041.350)
Tax on loss on ordinary activities g
LOSS FOR THE FINANCIAL YEAR (1,331,506) (1,041.350)
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Exercise |

For each of the items below, identify if it is an asset, liability, equity, income or
expense, and which of the primary financial statements it should appear in

A. Debtors
- Asset, balance sheet
B. Called up shared capital
- Equity, balance sheet
C. Cost of sales

- Expense, profit and loss account

0w 0 %\
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Double entry bookkeeping

® \Whenever an accounting entry is posted, there must be an equal and opposite
entry, known as debits and credits

m Debits reflect assets in the balance sheet and expenses in the profit and loss
account

m Credits reflect liabilities in the balance sheet and income in the profit and
loss account

® For example, a business provides a service for £100 in cash:
®m Debit cash 100 (increase in assets in the balance sheet)

® Credit sales 100 (income in the profit and loss account)
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Exercise 2

|dentify the appropriate accounting entries for the following:
A. A company buys a fixed asset for £500
Dr Fixed Assets
Cr Cash
B. A company sells some stock for £250
Dr Cash
Cr Stock
C. A company buys some stationery on credit for £50
Dr Stationery expense

Cr Trade creditor

'0
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Key accounting principles




Fundamental accounting principles

® There are a number of key accounting principles, of which the most important
are:

m Accruals principle
®m Conservatism or prudence principle

m Consistency principle
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Accruals principle

®m The accruals principle requires accounting transactions to be recorded in the time
period in which they occur, regardless of when the actual cash flows resulting
from the transaction occur

®m For example, if a sale is made with credit terms of 30 days, the sale should
be recorded at the point of sale, not when the payment is made 30 days
later.

Point of sale: Dr Trade debtors; Cr Turnover
Payment made: Dr Cash; Cr Trade debtors

m Record the expense of acquiring an asset over its useful life rather than in
the period in which the expense is incurred by recognising a depreciation
expense.

Purchase of asset: Dr Asset; Cr Cash

Recognising the expense: Dr Depreciation expense; Cr Asset
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Conservatism (or prudence) principle

®m The conservatism principle is that gains should only be recognised if they are
certain, but potential losses should be recognised immediately

®m For example, inventory should be recorded at the lower of cost and net realisable
value.

- Recognised at cost at point of purchase
- If net realisable value is lower than costs, impair the amount recognised

- If net realisable value is higher than costs, keep the amount recognised
as cost

® |f in doubt, an accountant should adopt the lower asset or income, and the higher
expense or liability

KROL 12




Consistency principle

® Once an organisation has adopted a particular accounting principle or approach
to accounting, that method must continue to be adopted on an ongoing basis

®m For example, if it has been decided that IT equipment should be depreciated over
three years, the organisation should continue to adhere to this approach.

® This consistency of approach ensures that a company’s performance can be
compared year on year without changes in accounting policy impacting the
comparable figures

KROL 12




Our example financial

statements
Introduction to key qualitative reports




The Strategic Report

The directors present their strategic report for the year ended 31 December 2021.

REVIEW OF BUSINESS
The directors consider that the company|has continued to trade satisfactorily |during the year, given the continued
difficult economic climate.

For the year, turnover decreased by 2.1% compared with 2020 and there was an Increase In the net operating loss. [The
losses befaore tax for the year were £1,551,506.

[ As set forth in the review of 2020, the directors continue to take the necessary steps to ensure the company's continued |
| return to profitability by addressing tiv: need to change the business model. |

The company adhered to its 5 year plan to focus the business on increased social events in the tennis club, good quality
corporate tennis: increased membership sales and a controlled daily fee paying offering.

The company is reliant on bank facilities in _order to operate its business. Dpe to the difficult trading conditions the
company has experienced, it has|[breached the terms of its banking facilities and the financial covenants set by the Iender. |
This apart, the lender has agreed to provide ongoing facilities subject to the provision of a set of information
requirements and security requirements the company must meet. | The facility is repavable on demand, but the lender has |
|conﬂr1ned that at the present time it does not intend to take such action.|1'he directors are working with the lender to
ensure the company remains within the agreed facility going forward. As a resulf, the directors consider it appropriate to

[ draw the accounts up on a going concern basis. |

|The directors are optimistic on the continued recovery of the business going forward. |
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The Directors’ Report

The directors presant their report with the financizl statements of the company for the vear ended 31 December 2021,

DIVIDENDS
Mo dividends will be distributed for the year ended 31 December 2021,

DIRECTORS
The directors showm below have held office during the whole of the period from I January 2021 to the date of this

rapart.

I Dijokokic
F. Ferdarer

3 Halerp
5 Willians

FINANCIAL INSTRUMENTS
The company seeks to operate within itz agreed overdraft facilior with the bank. hlost sales are to UE costomers and all
suppliars are UK bazed; the company has therefore not entered into any hedging arrangsment: m respect of risks relating

to trade dabtors or creditors.

The company iz exposed to interest rate risk om its bomowings with the bank. Tennizs Clubh Company Limited has
provided part of the zecarity for a bank loan for Tenniz Clob (Guernsey) Limited, 2 related company. Further details of
tha loan are provided within the notes to the accounts.

The company iz corrently reliant on overdraft facilities from the bank and therefore has a caszh flow and liguidity rizk. As
gxplained in the review of business, the company has breached the terms of its borrowing facilities. The hank iz at
prasent continuing to provide facilities, and the directors are working with the bank to ensure the company remains
within the agresd facilities going forward.

The company has tightened up coatral: over collection of trade debtors and has favourable payvment terms with its
supplisrs.
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The Auditor’'s Report

Opinion on financial statements
In our opinion the financial statements:
- give a true and fair view of the state of the company's affairs as at 31 December 2021
and of its loss for the year then ended;
- have been properly prepared in accordance with United Kingdom Generally Accepted
Accounting Practice; and
- have been prepared in accordance with the requirements of the Companies Act 2006.

Emphasis of Matter - Going Concern

In forming our opinion on the financial statements, which is not modified, we have
considered the adequacy of the disclosure made in note 1 to the financial statements
concerning the company's ability to continue as a going concern. The company incurred a net
loss before tax of £1,551,506 during the year ended 31 December 2021 and, at that date, the
company had net liabilities of £3,446,222. These conditions, along with the other matters
explained in note 1 to the financial statements, indicate the existence of an uncertainty
which may cast doubt about the company's ability to continue as a going concern. The
financial statements do not include the adjustments that would result if the company was
unable to continue as a going concern.

Signed by: Auditor
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The Auditor’'s Report

® The auditor will provide one of the following opinions

® Unqualified — the financial statements in all material respects are presented
fairly and prepared in accordance with GAAP (or other relevant accounting

standards) and there are no additional matters

® The financial statements, as a whole, are not free from material
misstatement; the auditor has not been able to obtain sufficient appropriate
evidence to form an opinion; or there are other additional matters to report.

Auditor’s judgement

Nature of matter

Material but not pervasive Material and pervasive

Material misstatement

Qualified opinion

Adverse opinion

Insufficient appropriate
evidence

Qualified opinion

Disclaimer of opinion

KROLL (73



Our thoughts on the qualitative

reports

The directors present a positive outlook for the company despite a
number of red flags:

The company’s reliance on bank facilities;
The loan terms and covenants have been breached,;
The facility is repayable on demand; and

There is an increase in net operating loss.

As users of the accounts, this provides a useful context against which we

should review the accounts.

KROL 2



Liquidity and leverage




Liquidity and Leverage

Liquidity - Ability of a company to meet short-term obligations

Consider:
- Cash and cash equivalents (beware of restricted cash)
- Working capital

Leverage - The ratio of debt funding to equity funding
Consider:

- Debt
- Equity

KROL 2




Liquidity — Working capital

Calculated as Current Assets less Current Liabilities

® |ndicates whether a company has enough short-term assets to cover short-
term debt

®m Current Assets > Current Liabilities = Working Capital surplus

®m Current Assets < Current Liabilities = Working Capital deficit

Where is this shown in the Tennis Club accounts?

KROL 22




Liquidity

BALANCE SHEET
31 DECEMBER 2021

FIXED ASSETS
Intangible aszets
Tangible assats

CURRENT ASSETS
Etocks

Dabtors

Cash at bank and in hand

CEEDITORS
Amcounts falling dus within one vear

NET CURRENT ASSETS

MNotaes

11

2021 2020
£ f i £
2,660,815 2,987 351
2,660,813 2,887 531
Cash up by
145514 | £95,968 137,899
2,354 469 £,102.944
131,733 «— 35,765
23831716 8.276,608
6,379,539 6,258,084
2252157 2.018524

Working capital
surplus in 2020 and
2021
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Liquidity: current ratio

m Current ratio = Current Assets / Current Liabilities

®m A current ratio < 1 suggests a company may be unable to pay its liabilities if they
become due and is an indicator of a company in poor financial health
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Exercise 3

Can you calculate Tennis Club’s current ratio
for 2020 and 20217

From the Balance Sheet 2021 2020

Current Assets 8,831,716 8,276,608

Current Liabilities 6,579,559 6,258,084

Current ratio 1.34 1.32
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Liquidity: peer analysis

®m Undertaken to see whether the company’s performance is typical of its peers and
the industry

® May help support your opinion from your financial assessment

® Various industry specific reports available, we use Bloomberg or S&P Capital 1Q

Tennis Club Company Leisure Facilities
(2021) industry in UK (2021)

Current ratio 1.34 0.7

KROL 3




Liquidity: debtors note

. Note 10 — Debtors

10, DEBTOES

2021 2020
f £
| Amountsz falling dus within one ],'ear:l

Trade debtors 150,650 162,633
(Other debtors 3.130 3,150
Prepayvments and accrued income 291757 260,094
425,877

Amounts owed by group undertakings 81082912 7.677.067
8354489 8.102.944

Agzregate amounts
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Liquidity: current ratio 2021 (revised)

® Now look at the impact...

Current Assets (a) 8,831,716 8,831,716
Amounts owed by group

undertakings (b) (8.108,912)
Current Assets if certain

debtor_b_alances were 722.804
reclassified

(c) = (a) - (b)

Current Liabilities (d) 6,579,559 6,579,559
Current ratio 1.34 0.11

(e) = (c)/(d)

Source: the balance sheet and note 10 of Tennis Club Company 2021 accounts
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Liquidity: revised Peer analysis

Tennis Club Tennis Club | Leisure Facilities

Company (2021) | Company (2021) industry in UK

ORIGINAL REVISED (2021)

Current ratio 1.34 0.11 0.7
Tennis Club Company | Tennis Club Company

(2021) ORIGINAL (2021) REVISED

Working capital £2,252,157 £(5,856,755)
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Liquidity: creditor notes

Notes 11 & 12 — Creditors

11.

12,

CREDITORS: AMOUNTS FALLING DUE WITHIN ONE YEAR

Bank loans and overdrafts (see note 13) Decrease of £688,714

Trade creditors Increase of £462,659
Social security and other taxes Increase of £350,660

Accruals and deferred income Increase of £196,870

CREDITORS: AMOUNTS FALLING DUE AFTEE. MOEE THAN ONE
YEAR

(Other creditors No change

Amounts owed to group undertakings Increase of £707,685
Directors loan account Increase of £99,970
Deferred income Increase of £650,768

2021 2020
£ £
1,785,738 2474452
1.401.019 938.360
025,101 374,441
2,467,701 2,270,831
6,579,550 6,258,084
2021 2020
i £
180418 180418
2316244 1609259
1,085 283 1,885,313
3,867,540 3,216,781
8,350,194 6,900,771
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Liquidity: creditor days and debtor days

- Trade creditors £ Cost of sales £ Trade creglgcs;

2021 1,401,019 1,477,749

2020 938,360 1,350,278 254
I e

2021 150,650 /7,491,038

2020 162,633 /7,656,466 /.75

KROEL 35




Liguidity: contingent liabilities

m Key note in checking the liquidity of a company

®m These are liabilities that may be incurred by an entity depending on the
outcome of an uncertain future event

® May give an indication if there are potential obligations the company may have
to satisfy in the next year

® |n our example, Tennis Club Company have provided part of the security for a
bank loan taken out by Tennis Club Company(Jersey) Limited

® Other examples — potential lawsuits, calling in of loans, product recall
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Leverage

m | everage is the ratio of debt funding to equity funding

® |t shows the reliance of a company on debt financing as opposed to financing
from shareholders (i.e. “equity”)

®m Can be used as an indicator of the ability of a company to raise debt to pay off
its liabilities, in the event liquid assets cannot be used

®m Can gaininsight into leverage from what makes up the debt balances in the
notes

® |n this case, shareholder funds are negative and therefore the ratio is negative
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Related parties

22 RELATED PARTY DISCLOSURES

The company has paid management fees of £142 996 (2020: £128,932), received management fees of £12 000 (2020:
£12.000) and paid rent amounting to £860.514 (2020: £886.,702) to group companies. The fees were charged
on a commercial basis.

The amounts owing from group companies amounted to £8,108,912 (2020: £7,677,067) and the amounts owing
to group companies amounted to £2.316.944 (2020: £1,609.259). The group companies are:

Manchester Investment Company Ltd; Tenniz Club Development Co. Ltd; Tennis Club (Guernsey) Ltd; Tennis Club
{(Europe) Ltd; Tennis Clubs Company GmbH., ABC Investment Hong Kong and Tennis Clubs Intl. Ltd.

Included within other creditors are amounts due to related companies. These amounted to £189,418 (2020:
£189.418). The related companies are:

Tennis & Squash Clubs Ltd and Squash Holding Co. Lid.

In the opinion of the directors, Mr N Djokokic has ultimate control of the company.

KROLL 22




Our thoughts on liquidity and
leverage

= Liquidity

- The revised current ratio shows that the company’s liquidity is very poor.
= |everage

- The negative debt/equity ratio is a red flag.

- This should be considered in the context of the related parties note which
shows that companies within the group are co-dependent.

= The directors’ optimism in the qualitative reports seems unfounded.
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Other primary financial
statements




Profit and loss statement

a
FROFIT AND LO5% ACCOUNT
for the Year Ended 31 DECEMEBER 2021

Motes

TURNOVER

Cost of zales

GRO55 PROFIT

Administrative expenses

(=]

Other operating income

OPEEATING LOSS 4

A

Interest payable and similar charges

LO55 ON ORDINARY ACTIVITIES
BEFORE TAXATION

Tax on loss on ordinary activities g

L{O5% FOR THE FINANCIAL YEAR

2021 2020
£ £

7,491,038 7,656,466
1,477,749 1350278
6,013,280 6,306,188
7481416 7287224
(1.468,127) (981,036

12,000 14,000
(1.436,127) (967,036

95,379 74,314
(1.351,506) (1,041,350)
(1.351,506) (1,041,350
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EBIT or operating profit/loss

m EBIT = Earnings Before Interest and Tax

m Equivalent to the operating profit/loss - not called EBIT in the accounts!

EBITDA

m EBITDA = Earnings Before Interest, Tax, Depreciation and Amortisation

® Commonly used in SPA, earn-out adjustments and as a valuation multiple.

m ADD BACK depreciation and amortisation to EBIT

m EBITDA = EBIT + Depreciation + Amortisation

KROL 42




Exercise 4
Can you calculate EBIT and EBITDA for 20217

EBIT

EBIT = Operating Loss = £(1,456,127)

EBITDA

£
EBIT (1,456,127)
Add back Depreciation (Note 4 or Note 8) 340,077
Add back Amortisation (Note 4 or Note 7) -
EBITDA (1,116,050)

KR\)LEI/J;%



Cash flow statement

The All England Lawn Tennis Club (Championships) Limited

Cash flow statement
Year ended 31 July 2021

Motes 2021 2020
£000 E000
et cash inflow from operating activities prior to division of 19 73,035 50,826
surplus
Division to LTA Operations Limited — prior years surplus {47, 768) {33,000)
Het cash inflow from operating activities after division of 25,267 17,826
surplus
Cash flows from investing activities
Interest received a0 127
Intarast paid and similar charges (254) (T11)
Dividend paid (8, 000) -
Purchase of fized assels (5,729) (13,464)
Met cash outflows from investing activities (13.898)  (14,048)
Met increage in cash . 11,369 37T8
Cash at the beginning of the year 45,884 45106
Cash at the end of the year 60,253 48 884
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Statement of changes in
equity

The All England Lawn Tennis Club (Championships) Limited

Statement of changes in equity
As at 31 July 2021

Share  Hedging Profit and

capital reserve loss

account Tatal

E00D £000 E£000 £000

AL1 August 2019 5,000 {1,505) 12,735 16,230

Erofit for the financial year - - 4 507 4 507
Change in fair value of forward conbract valuation

(see nota 16) - 1627 - 1,627

Pension charge o comprehensive income - . (2,365) {2, 366)

(see note 20)

Total comprehensive income - 1,627 2,241 3,868

Driwicerd - - - -

At 31 July 2020 5,000 122 14,976 20,098

Prafit for the financial year - - 5,500 5,500
Change in fair value of forward contract valuation

[see noke 16) - 1,641 - 1,541

Pension credit to comprahensive income - . 198 198

{see note 20)

Total comprehensive income - 1,641 5,608 7,230

Dividend - - (B,000) {8,000}

At 31 July 2021 : 5,000 1,663 12,674 18,337
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Summary
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Summary

We have discussed:
* The basics of accounting and fundamental accounting principles
* The financial statements, specifically:
- The qualitative reports
- The financial statements and their accompanying notes
- What the accounts can tell us about liquidity and leverage
- Peer analysis
The key take away is:

Always review the accounts as a whole, there is a lot of information included in the notes which
can enhance your understanding of the company’s financial position and performance.

;‘\;
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Thank You
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