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[bookmark: _Toc111456978]Introduction
The statement of financial position of a corporation is one of the most significant financial reports it generates. A statement of financial position provides internal and external auditors with a picture of a company's performance in the present time, performance in the prior period, and performance anticipated in the near future (Hasanaj and Kuqi, 2019). Thus, a statement of financial position are a crucial tool for individual and institutional investors, company partners and external authorities who need to know how an organisation was doing at particular points in time. This report seek to derive an income statement and statement of financial position from the accounts relating to Sweets Plc for the period ended 2021. Likewise, reasons as to why the balance sheet balances will be evaluated. Notably, asset turnover, interest cover, gearing ratio, current ratio, debtor’s collection period, stock holding days, net profit margin, ROE, ROCE and earning per share will be computed and assessed in this report. 
[bookmark: _Toc111456979]Statement of financial position and income statement
	Sweets Plc 
Statement of Financial Position as at 31/12/2021

	 
	Amount £ 
	Amount £ 

	 Non-current assets 
	 
	 

	 Plant and machinery 
	 
	           632,730 

	 Current assets 
	 
	 

	 Trade receivables 
	               171,105 
	 

	 Inventory 
	               330,600 
	 

	 Cash and bank 
	                 76,250 
	           577,955 

	 Total Assets 
	 
	        1,210,685 

	
	
	

	 Capital and Liabilities 
	 
	 

	 Ordinary shares 
	 
	           400,000 

	 Preferences share 
	 
	           300,000 

	 Retained earnings 
	 
	           136,330 

	 Long term liabilities 
	 
	 

	 4% debentures 
	 
	           100,000 

	 Current liabilities 
	 
	 

	 Trade payable 
	               171,355 
	 

	  Unpaid Commission  
	                   3,000 
	 

	 Corporation tax 
	               100,000 
	           274,355 

	 
	 
	 

	 Total capital and Liabilities 
	 
	        1,210,685 



Income statement
	Sweets Plc income statement for the  year ended 31/12/2021

	Particulars
	Amount £
	Amount £

	credit sales
	
	980

	cash sales
	
	800,000

	Total 
	
	800,980

	
	
	

	cost of sales
	
	(578,650)

	Gross profit 
	
	222,330

	
	
	

	Expenses 
	
	

	directors remuneration
	5000
	

	Distribution cost
	28,000
	

	salesmen commission
	3,000
	

	Admin cost
	30,000
	

	Interest
	2,000
	68,000

	EBT
	
	154,330

	corporation tax
	
	100,000

	EAT
	
	54,330

	Preference
	30,000
	

	Ordinary
	20,000
	(50,000)

	Retained earnings
	
	4,330

	Retained earnings b/d
	
	132,000

	Retained earnings c/f
	
	136,330



[bookmark: _Toc111456980]Reasons why statement of financial position balance
Palepu et al. (2020) note that the general ledger transactions must all be consistent with the accounting system that specifies that assets are equal to total liabilities owners' capital, which necessitates that the statement of financial position balance. Every entry to the general ledger consists of two or more transactions. Those transactions typically have an equal impact on both sides of the equation or may simultaneously add to and deduct from one side of an account by a similar amount. If all accounting transactions are accurately documented, the total balance of all entities with positive balances will match the number amount of all entities with negative balances (Kanapickienė and Grundienė, 2015)). Accounting professionals create a trial balance to ensure that the sum of all accounts with debit entries and the sum of all accounts with credit entries are identical after reporting all events from an accrual basis.
 Pelekh, Khocha and Holovchak (2020) note that anything a business owns that has a measurable quantity of worth and may be sold to generate cash is considered an asset. When assets rises they are debited and when they drop they are credited.  On the other hand, a liability is whatever a business owes a creditor. When the liability increases they are credited in the ledgers and when they reduce they are debited in the ledger. Minnis and Sutherland (2017) note that owners' capital, which measures a company's net value and represents the sum of money that would remain after all liabilities have been settled. When capital increases it is credited in the ledger and when it reduces it is debited in the ledger. 
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Return on capital employed =

Capital employed= Total Assets-Current Liabilities
2020: 699/7041×100%
=9.92%
2021:805/7225×100%
=11.14%
Return on equity =

2020:366/2912×100%
=12.56%
2021: 431/3088×100%
=13.95%
Earnings per share =

2020: 366/6
=61 times
2021:431/6
=71.8 times
Net profit margin =

2020:366/6441×100%
=5.68%
2021:431/6738×100%
=6.39%
Asset turnover =

2020:6441/5043.5
=1.27
2021: 6738/9,911.5
=0.67
Stock holding days =
 Days
2020: 329.5/3096×365 days
=38 days
2021: 354/3235×365 days
= 39 days
Current ratio =

2020: 2355/3046
= 0.77
2021: 2302/2511
= 0.91
Debtor’s collection period
 Days
2020: 1287/6441×365 days
= 72 days
2021: 1249/6738 ×365 days
=67 days
Gearing ratio

2020: 7175/2912×100%
=24.6%
2021: 6648/3088×100%
= 21.5%
Interest cover=

2020: 699/181
=3.86
2021: 805/226
= 3.56
[bookmark: _Toc111456982]Analysis of financial performance and position of Sweets plc
Vinh (2015) reports that the return on capital employed gauges how effectively a business generates returns for investors by using long-term capital or fixed resources. Shareholder funds, including common share capital, preferred share capital, retained earnings and long-term loans, make up the capital used. The return on capital employed for 2020 and 2021 is 9.92% and 11.14%. Sweets Plc performed better in 2021 than in 2021. Thus, it can be confirmed that Wales plc earned 11.14 pounds for every one pound invested in 2021 while in 2020 Wales plc earned 9.92 pounds for every one pound invested. 
The return on equity gauges how effectively a business uses the money it receives from lenders to increase returns for investors (Faello, 2015). The return on equity is 12.56% and 13.95% for 2020 and 2021. The ratio of return on equity increased from 12.56% in 2020 to 13.95% in 2021. Thus, it can be concluded that Sweets plc has put in place efficient strategies that guarantees the growth in earnings and capital shares. 
According to AK et al. (2013), earnings per share provides a broader picture to the investors concerning the amount of profit that a company generates and is used to establish the value of a Company.  Earnings per share for 2020 and 2021 is 61 and 71.8 times. The earning per share increased from 61 in 2020 to 71.8 in 2021 meaning that investors who wish to purchase the securities from Sweets plc will have to pay more for every share bought. 
The net profit margin gauges a company's capacity to manage operational, manufacturing, and finance charges (Ningsih and Sari, 2019). The net profit margin is 5.68% and 6.39% for 2020 and 2021 accordingly. Thus it can be concluded that Sweets Plc was better off in 2021 compared to 2020. The rise of net profit margin in 2021 is attributed to better pricing strategies that ensured growth in sales revenue and minimised expenses leading to an increase in net profit margin from 5.68 per cent to 6.39 per cent. 
Investors within Sweets plc can use asset turnover ratio to measure to gauge how effectively the firm is using their resources to generate income (Vinh, 2015). A larger asset turnover ratio is always preferable because it indicates how effectively a company utilises its resources to produce revenue. Asset turnover is 1.27 and 0.67 for 2020 and 2021 respectively. The asset turnover reduced from 1.27 in 2020 to 0.67 in 2021 meaning that Sweets plc capability to use the given assets in producing sales revenue had begun to reduce. For example, for every one pound used in assets it generated 1.27 pounds in 2020 and 0.67 pounds in 2021. 
Stockholding days shows how effectively a company sells its goods to create revenue (Faello, 2015). It displays how frequently stock is sold or turned over the course of a year. Stockholding days is computed as 38 and 39 days in 2020 and 2021. Sweets Plc was quick to dispose of its inventory in 2020 than in 2021 although, the difference was negligible. 
The current ratio gives an overview of Sweets plc capacity to meets its current obligations using the available current assets (AK et al., 2013). The current ratio is 0.77 and 0.91 for 2020 and 2021. The current ratio rose from 0.77 in 2020 to 0.91 in 202. This means that the management of Sweets plc had the capacity to meets its recurring short term liabilities using its current assets. 
According to Hasanaj and Kuqi (2019), the average length of time that consumers who purchase on credit take to pay their debts is shown by the debtor's collection period. Suppliers evaluate the effectiveness of the credit management process by comparing it to the firm's permitted payment term. The debtor’s collection period is 72 and 67 days for 2020 and 2021. The debtor’s collection period reduced from 72 days in 2020 to 67 days in 2021 implying that the management of Sweets plc developed clear channels of communication that ensured debtors remit their balances within stipulated time.  
The gearing ratio calculates how much capital a corporation has invested in debt (Palepu et al., 2020). If the ratio is higher than 50%, a corporation is considered strongly geared. The gearing ratio is 24.6% and 21.5% for 2020 and 2021. The gearing ratio dropped from 24.6% in 2020 to 21.5% in 2021 although in both periods the ratio is less than 50 per cent meaning that Sweets plc is less geared. 
The interest cover ratio reveals the amount of times a Company's profit exceed its ongoing obligations (Ningsih and Sari, 2019). Higher ratios result in smaller gearing positions and, hence, lower financial vulnerability. The interest cover for 2020 and 2021 is 3.86 and 3.56 respectively. The interest cover ratio for the 2020 and 2021 is greater than the recommended ratio of 2.5. This means that sweets plc is financially stable and it can pay off its debts without struggling. 
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An income statement aids business leaders in determining whether raising sales and cutting costs will result in a gain. Additionally, it demonstrates the success of the plans the company made at the start of a certain fiscal year. This report can be used by the company owners to determine whether their strategies were successful. Information provided in the financial statements is useful to internal users and external users. The executive committee and management staff are examples of internal users who utilise this data to assess the state of the firm and make decisions that will increase profits. 
Notably, before deciding whether to invest in a firm, investors consider how well-positioned the company is for future growth and profitability. The income statement is one tool financiers use to determine if a company has enough working capital to service its debts or obtain additional credit. Financial ratios offer a standardised way to compare businesses and sectors. Economists view all businesses as having a fairly similar playing field when ratios are used.
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