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Answer to the question no. 1
Statement of Income
	 
	Amount
	Amount
	Amount

	Revenue
	800,000.00
	
	

	+ Unrecorded revenue
	980.00
	
	

	 
	
	800,980.00
	

	Less: Cost of sales
	
	- 578,650.00
	

	Gross Profit
	
	
	222,330.00

	- Operating expenses:
	
	
	

	Administrative expenses
	
	-   30,000.00
	

	Interest
	-     2,000.00
	
	

	(+) Accrued
	-     2,000.00
	
	

	 
	
	-     4,000.00
	

	Directors’ remuneration
	
	-     5,000.00
	

	Distribution costs
	-   28,000.00
	
	

	(+) Accrued
	-     3,000.00
	
	

	 
	
	-   31,000.00
	

	Ordinary dividend
	
	-   20,000.00
	

	Preference dividend
	
	-   30,000.00
	

	
	
	
	- 120,000.00

	PBT
	
	
	102,330.00

	Tax
	
	
	- 100,000.00

	PBT
	
	
	2,330.00

	Retained profit B/F
	
	
	132,000.00

	C/F
	
	
	134,330.00





Statement of Financial Position
	 
	 Amount 
	 Amount 
	 Amount 

	Cash and bank
	 
	     76,250.00 
	 

	Inventory
	 
	   330,600.00 
	 

	Trade receivables
	   170,125.00 
	 
	 

	(+) Unrecorded sales
	          980.00 
	 
	 

	 
	 
	   171,105.00 
	 

	Total current assets
	 
	 
	     577,955.00 

	
	 
	 
	 

	Plant and equipment
	 
	 
	     650,000.00 

	Total assets
	 
	 
	  1,227,955.00 

	
	 
	 
	 

	Trade payables
	 
	   188,625.00 
	 

	Accrued Tax
	 
	   100,000.00 
	 

	Accrued interest
	 
	       2,000.00 
	 

	Accrued commission
	 
	       3,000.00 
	 

	Total current liabilities
	 
	 
	     293,625.00 

	
	 
	 
	 

	4% Debentures
	 
	 
	     100,000.00 

	Equity:
	 
	 
	 

	£1 ordinary shares
	 
	   500,000.00 
	 

	10% £1 preference shares
	 
	   200,000.00 
	 

	Retained profit C/F
	 
	   134,330.00 
	 

	Total equity
	 
	 
	     834,330.00 

	Total liability and equity
	 
	 
	  1,227,955.00 



Reasons of financial position balances:
For preparing the financial statements, double entry system is used. In this system, for each transaction, one entry is given for debit and with same amount another entry is given for credit. Due to this system, financial position is balanced. The main concept of this system is each transaction has two different impacts (Hopwood, 2020).


[bookmark: _Toc111071813]Answer to the question no. 2
Financial ratio basically analysis the amounts of the financial statements. Normally, by the figure of the financial statements only the financial performance of the particular year or financial position of the end day of the period can be understood. But the performance of the company is not dependent only on a particular year rather the management needs to analysis the prior years’ figures so that the trend analysis can be performed, and then future figures can be predicted. Financial ratios pose several types of ratios like profitability ratio, efficiency ratio, liquidity ratio, gearing ratio, etc. With the help of profitability ratio, a company can analysis its profitability year by year. For example, a company wants to compare whether within last 5 years, its profitability has increased or not, then the management of the company can use profitability ratios. Profitability ratios include ROCE, ROE, Net margin, etc. On the other hand, company’s efficiency is important for the success of the company. If a company fails to collect money from its receivables, then it may face fall in the liquidity. So, here some ratios are also interlinked. 
In the given case, Sweet Plc.’s financial statements have been given and following ten ratios are calculated below:
1. [bookmark: _Toc111071814]ROCE
ROCE means for Return on capital employed. A company continues its business to gain profit or return. No company wants such an operation or business that may result in loss. Profit is earned when the company starts its operation, and the expenses are lower than the revenue. Normally companies consider operating profit because in the net profit there are finance cost, taxation cost, non-operating income, etc. are considered. So, to consider the profit that has been incurred from regular operation, operating profit is considered. This ratio indicates how much operational profit has been earned for each pound capital employed (Weil et al, 2013). Normally capital can be invested by issuing sharing capital and taking long-term loans. So, total capital employed equal to summation of ordinary share capital and long-term loan.


Required information,
	Account Name
	2021
	2020

	Ordinary share capital
	300
	300

	Share Premium
	1071
	1071

	Retained Earnings
	1717
	1541

	Share holders' equity
	3088
	2912

	Loans and other borrowings
	4137
	4129

	Total capital employed
	7225
	7041

	Operating profit
	805
	699



Calculation of ROCE
Formula of ROCE =  x 100 (Bushman and Smith, 2011)
	Account Name
	2021
	2020

	Ordinary share capital
	300
	300

	Share premium
	1071
	1071

	Retained Earnings
	1717
	1541

	Share holders' equity
	3088
	2912

	Loans and other borrowings
	4137
	4129

	Total capital employed
	7225
	7041

	Operating profit
	805
	699

	ROCE
	11.14%
	9.93%



Observation
Here, in the year 2021, ROCE is 11.14% and in the year 2020, ROCE is 9.93%. So, in the latest year, the company has incurred more operating profit for each pound capital employed. The reason is visible from the above table. Operating profit of 2021 is higher than that of the year 2020. Though capital employed has been increased in the year 2021. So, it is quite possible that the company has utilised the additional capital properly to generate profit.


2. [bookmark: _Toc111071815]ROE
ROE stands for return on equity. Here, this ratio considers the return compared to the shareholders’ equity. Shareholders are the ultimate owner of the company and they have right on the returns. This ratio provides the comparative figure for which a company a company determine whether it is efficient in increasing the shareholders' return or not (Henderson et al, 2015). To calculate ROE two information is required; Equity and Return.
Required information,
	Account Name
	2021
	2020

	Ordinary share capital
	300
	300

	Share Premium
	1071
	1071

	Retained Earnings
	1717
	1541

	Share holders' equity
	3088
	2912

	Profit for the year
	431
	366



Formula of Return on Equity
Return on equity =  ((Henderson et al, 2015)
Calculation of Return on Equity
	Account Name
	2021
	2020

	Ordinary share capital
	300
	300

	Share Premium
	1071
	1071

	Retained Earnings
	1717
	1541

	Share holders' equity
	3088
	2912

	Profit for the year
	431
	366

	ROE
	13.96%
	12.57%



Observations
Here, first observation is, 2021 has higher ROE compared to the year 2020. Shareholders’ equity and net profit both are higher in the year 2021. So, it can be concluded that in the year 2021, the company has produced more return for its shareholders.
3. [bookmark: _Toc111071816]Earnings per share
Earnings per share or EPS is also under profitability. How much income will be contributed to each share, is calculated by earnings per share (Harrison et al, 2014). By the financial statements, the figure of net profit is determined and that amount is for the whole of the business. To calculate net income figure, debt holders’ claim (interest) is considered, government’s claim (tax) is considered and the residual amount is the net profit. So, on that figure there will be no claim of third party and that will be solely owned by the shareholders. If the income is higher than the prior year, it means that the company is producing more for its shareholders. To calculate earnings per share, outstanding share and net income is required.
Required information,
	Account Name
	2021
	2020

	Per share price (A)
	0.5
	0.5

	Total share capital (B)
	300
	300

	Outstanding shares (B/A)
	600
	600

	Profit for the year
	431
	366



Formula of Earnings per share
Earnings per share = 
Calculation of Earnings per share
	Account Name
	2021
	2020

	Per share price (A)
	0.5
	0.5

	Total share capital (B)
	300
	300

	Outstanding shares (B/A)
	600
	600

	Profit for the year
	431
	366

	EPS
	0.71833
	0.61



Observations
Due to higher income in the year 2021, the company has earned higher EPS compared to the year 2020.
4. [bookmark: _Toc111071817]Net profit margin
The profitability ratio is all about measuring profit of the company and net margin does the same that determines how much profit has been earned compared to the total or net sales revenue (Hopwood, 2020). It is to be known that total sales revenue cannot stand for net profit. Because from the figure of sales revenue, several costs and expenses like cost of goods sold, operating expenses, administrative expenses, finance costs, taxation, etc. are deducted and after that net profit is calculated. So, if the net profit margin is higher that means maximum of sales revenue has been transferred or remained as net profit after considering all the costs and expenses. To calculate net profit margin, net profit and sales revenue is required.
Required information,
	Account Name
	2021
	2020

	Profit for the year
	431
	366

	Revenue
	6738
	6441



Formula of Net profit margin
Net Profit Margin =  × 100
Calculation of Net profit margin
	Account Name
	2021
	2020

	Profit for the year
	431
	366

	Revenue
	6738
	6441

	Net profit margin
	6.40%
	5.68%



Observations
Due to higher net profit and higher revenue, the net profit margin is higher in the year 2021 (6.40%) compared to the year 2020 (5.68%).


5. [bookmark: _Toc111071818]Asset Turnover
Asset turnover is a kind of ratio that compares the total sales with the total assets (Harrison et al, 2014). This is basically an efficiency ratio that indicates a company’s efficiency to generate revenue while utilising the asset fully. Normally, it is to be known that to generate revenue, a company requires asset (current and non-current both). As assets of the company is only for the purpose of revenue generation then it needs to determine how much revenue has been earned by using the assets. If assets are increased then logically revenue should also be increased. But if revenue does not increase even though assets are increased then the company is not efficiently operating. To calculate asset turnover, total assets and total revenue is required.
Required information,
	Account Name
	2021
	2020

	Revenue
	6,738.00
	6,441.00

	 Assets
	9,736.00
	10,087.00



Formula of Asset Turnover
Asset Turnover = 
Calculation of Asset Turnover
	Account Name
	2021
	2020

	Revenue
	6,738.00
	6,441.00

	Assets
	9,736.00
	10,087.00

	Asset turnover
	69.21%
	63.85%



Observations
Due to higher revenue and increase in asset, in the year 2021 has higher asset turnover compared to the year 2020.


6. [bookmark: _Toc111071819]Stock holding days
Stock holding days determines within how many days a company can convert its holding stock into slod units (Hopwood, 2020). This ratio is very important because if a company holds the stock for more days, then the company may incur additional costs like storage costs, wastage cost, etc. On the other hand, if the company is holding stock for more than the usual days, it means that either the company has less demand in the market or the company is unable to predict the demand of the market. To calculate the stock holding days, closing stock and cost of goods sold.
Required information,
	Account Name
	2021
	2020

	Inventory
	708
	659

	Cost of sales
	3,235
	3,096



Formula of Stock holding days
Stock holding days =  × 365
Calculation of Stock holding days
	Account Name
	2021
	2020

	Inventory
	708
	659

	Cost of sales
	3,235
	3,096

	Stock holding days
	79.88
	77.69



Observations
The company holds it stock 75 days to 80 days. In the year 2021, company held the inventory more days than the year 2020. The probable reason could be the demand of the goods has decreased or the company predicted wrong demand of the market. 


7. [bookmark: _Toc111071820]Debtors’ collection days
Debtors’ collection days is another efficiency ratio that determines that whether a company can collect the cash fast from the debtors (Harrison et al, 2014). This ratio is basically linked with liquidity ratio and the relationship with the customers. Suppose if a company wants to collect fast the money from the receivables, then it has to give less credit period to the customers. On the other hand, higher credit period may result in less liquidity issue.
Required information,
	Account Name
	2021
	2020

	Receivables
	1,249.00
	1,287.00

	Revenue
	6,738.00
	6,441.00



Formula of Debtors’ collection days
Debtors’ collection days =  × 365
Calculation of Debtors’ collection days
	Account Name
	2021
	2020

	Receivables
	1249
	1287

	Revenue
	6,738.00
	6,441.00

	Debtor's collection days
	67.66
	72.93



Observations
The company’s collection days has been decreased it means that it is collecting fast from the receivables.


8. [bookmark: _Toc111071821]Current ratio
Current ratio measures liquid position and states whether enough current asset has to cover the current liabilities.
Formula = Current assets: Current liabilities
	Account Name
	2021
	2020

	Current assets
	2303
	2355

	Current liabilities
	2511
	3046

	Current ratio
	0.92: 1
	0.77: 1



Observations
Current ratio of the company is noy satisfactory though it is recovering.
9. [bookmark: _Toc111071822]Gearing Ratio
Formula = 
	Account Name
	2021
	2020

	Share holders' equity
	3088
	2912

	Loans and other borrowings
	4137
	4129

	Gearing
	134%
	142%



Observations
The company has more debt than equity.
10. [bookmark: _Toc111071823]Interest Cover
Formula = 
	Account Name
	2021
	2020

	EBIT
	846
	720

	Interest
	226
	181

	Interest cover
	3.74
	3.98



Observations
Interest cover has been decreased in the year 2021 due to increase in interest.
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