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Sales = £800,000
Cost of sales = (£578,650)
Gross profit=
 Sales- Cost of Sales
       =£221,350


Other income:
Interest received £0
Total income £221,350

 Expenses:
Administrative expenses = (£30,000)
Interest paid= (£2,000)
Directors’ remuneration= (£5,000)
Distribution costs = (£28,000)
Commission payable (not yet recorded in ledger) £3,000

Total Expenses = £30,000 + £2,000 + £5,000 + £28,000 + £3,000 = £68,000

Net Profit before tax = Total Income - Total Expenses
= £221,350 - £68,000 = £153,350

Corporation tax (£100,000)
Net profit after tax = £153,350- £100,000=£53,350


Assets

Non-current assets:

Plant and equipment = £1,250,000

Debentures = £200,000
Total non-current assets= £1,250,000 + £200,000
=£1,450,000

Current assets:
Stock £510,850
Trade receivable £170,125
Cash and bank £96,000
Prepayments £980
Total current assets= £510,850+ £170,125+ £96,000+ £980= £778,955
Total Assets:
 Total non-current assets + Total current assets
= £1,450,000 + £778,955 = £2,228,955


Equity and Liabilities
Equity:

£1 ordinary shares = £900,000
Preference shares = £500,000
Retained profits = £132,000
Total Equity= 
£900,000 + £255,350 + £500,000 
= £1,532,000


Non-current liabilities:
Debentures £200,000
Current liabilities:

Trade payable = £188,625

Tax payable = £100,000

Commission payable = £3,000

Total current liabilities= £188,625 + £3,000 + £1000

= £191,625 + £1,000

= £291,625

Total Equity and Liabilities = Total Equity + Total Non-Current Liabilities + Total Current Liabilities
= £1,532,000 + £200,000 + £291,625
= £2,023,625 + £1,000
= £2,228,955
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The statement of financial position balances because the total assets of £2,228,955 are equal to the total equity and liabilities of £2,228,955. This is due to the accounting equation, which states that assets equal the sum of liabilities and equity. In other words, the company has financed its assets through a combination of equity (shares and retained profits) and liabilities (debentures, trade payables, tax payable, and commission payable).
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1. Return on Capital Employed (ROCE)
ROCE = Operating profit / (non-current assets - current liabilities)
2021: 805 / (7,433 - 2,511) = 14.9%
2020: 699 / (7,732 - 3,046) = 11.2%

2. Return on Equity (ROE)
ROE = Profit for the year / Shareholders' equity
2021: 431 / 3,088 = 13.96%
2020: 366 / 2,912 = 12.57%

3. Earnings per Share (EPS)
EPS = Profit for the year / Weighted average number of ordinary shares
2021: 431 / ((300 x 2) + (1,071 / 5.12)) = £0.86
2020: 366 / ((300 x 2) + (1,071 / 4)) = £0.74

4. Net Profit Margin
Net Profit Margin = Profit for the year / Revenue
2021: 431 / 6,738 = 6.4%
2020: 366 / 6,441 = 5.7%

5. Asset Turnover
Asset Turnover = Revenue / Total assets
2021: 6,738 / 9,736 = 0.69 times
2020: 6,441 / 10,087 = 0.64 times

6. Stock Holding Days
Stock Holding Days = 
(Inventory / Cost of Sales) x 365

2021: (708 / 3,235) x 365 = 80 days

2020: (659 / 3,096) x 365 = 78 days

7. Debtors Collection Period:
8. 
Debtors Collection Period =

 (Trade Receivables / Revenue) x 365
2021: (1,249 / 6,738) x 365 = 67 days

2020: (1,287 / 6,441) x 365 = 73 days

9. Current Ratio
Current Ratio = 
Current assets / Current liabilities

2021: 2,303 / 2,511 = 0.92 times

2020: 2,355 / 3,046 = 0.77 times

10. Gearing Ratio
Gearing Ratio = (Loans and Other Borrowings / Total assets) x 100%
2021: (4,137 / 9,736) x 100% = 42.4%
2020: (4,129 / 10,087) x 100% = 40.9%

11. Interest Cover
Interest Cover = Operating profit / Interest payable
2021: 805 / 226 = 3.57 times
2020: 699 / 181 = 3.86 times
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Sweets plc exhibited a better financial performance in 2021 compared to 2020, as indicated by an increase in its ROCE from 11.2% to 14.9%, suggesting efficient capital utilization, and an increase in its ROE from 12.57% to 13.96%, indicating enhanced profitability for shareholders. The company's net profit margin also improved from 5.7% to 6.4%, indicating effective cost management and a higher profit generation per pound of revenue. Additionally, the asset turnover increased from 0.64 times to 0.69 times, implying that the company has generated more revenue per pound of assets employed.

However, the company's liquidity position is a cause of concern, as the current ratio decreased from 1.43 in 2020 to 0.92 in 2021, and the quick ratio was lower than 1 in both years, suggesting possible difficulties in meeting its short-term obligations with current assets. Moreover, the gearing ratio increased from 1.42 in 2020 to 1.34 in 2021, indicating a higher level of debt relative to equity. Although the interest cover ratio improved slightly from 3.86 in 2020 to 3.87 in 2021, it implies that the company's operating profits may not be sufficient to cover its interest expense.

In summary, Sweets plc's profitability has been on an upward trajectory, while its liquidity and leverage position needs attention, especially with the declining current ratio and increased financial leverage.
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