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Introduction
This assignment contains the answer to the task description from assignment 1 - question 1 and question 2 which were given by the university. In the beginning, there is some explanation about accounting, balance sheets, income statements, and management accounting. In question one, I have prepared an income statement and statement of financial position for the year ended 31st December 2021 and answered the question of why the statement of financial position balances. In question two I have calculated the following ratios for Sweet's plc for 2021 and 2020 using the formulas and workings. I have given some comments about Sweet's plc's financial position and information in the financial statements and the ratios I have calculated to see the trends. 
Accounting 
Accounting is the process of recording, sorting, retrieving, summarising, and presenting the results in various reports and analyses, claims the Accounting Coach (2022). Presenting financial data in the form of general-purpose financial statements is the emphasis of one area of accounting (balance sheet, income statement, etc.) According to Market Business News (2022) accountancy is the reporting, systematic recording and analysis of the financial activity or transactions of a business, person or organisation. It allows business companies to analyse their financial performance. Companies as well as charities many other entities and individuals are familiar with accountancy. Accountancy is one of the three principles of accountancy, together with auditing and bookkeeping. Without accounting, making short-term and long-term decisions would be virtually impossible. After examining the company's accounts, it is easy to decide how much to spend on marketing, R&D, and reinvest profits (Market Business News,2022)
[bookmark: _Hlk118669710][bookmark: _Hlk118670665]Fernando (2022) states that an organization's assets, liabilities, and shareholder equity are listed on a balance sheet, which is a financial statement. One of the three core financial statements is balance sheet that are used to evaluate a business. It offers a snapshot of the assets and liabilities of a corporation as of the publication date. Fundamental analysts use balance sheets to calculate financial ratios based on assets divided by liabilities, (Fernando,2022). CFI Team (2022) points out that the income statement is a predecessor to the other two core statements, the balance sheet, and cash flow statement. The statement is divided into periods that logically follow the company's operations. Some companies may use a thirteen-period cycle for internal reporting, while others use a quarterly cycle. Sales Revenue is the company's revenue from sales or services, displayed at the top of the statement. Some businesses have numerous revenue lines that add to their overall revenue line. Cost of Goods Sold (COGS) is a line item that combines the direct expenses related to buying and selling goods to make money. Labour, components, materials, and the allocation of other costs like depreciation are examples of direct costs. COGS are subtracted from sales revenue to calculate gross profit (CFI Team, 2022)
Management accounting
Management accounting, according to Accounting Tools (2022), is a subset of accounting that focuses on a company's earnings and outlays. Someone who practises management accounting observes unexpected increases and decreases in revenues and expenses.This analysis intends to highlight actionable information that can be taken to improve a business’s financial performance. A type of accounting called management accounting is concerned with how much money a company makes and spends. In contrast to reports meant for outside observers, it generates reports for internal use alone. The quantity of cash on hand and the inventory record accuracy percentage are two examples of the kinds of information that may be reported (Accounting Tools,2022).

Question 1  

a) Statement of Income for the Fiscal Year Ended December 31, 2021
                                                                                                                         £

Revenue                                                                                                           800 980 
[bookmark: _Hlk122019550]Cost of sales                                                                                                   (578 650)
Gross profit                                                                                                      222 330 
Distribution and administrative expenses                                                        (63 000)
Operating profit                                                                                               159 330 
Interest payable                                                                                                (2000)
Profit before taxation                                                                                       157 330 
Taxation                                                                                                            (100 000)
[bookmark: _Hlk122020410]Profit for the period                                                                                          57 330 


Financial position report for the fiscal year that concluded on December 31, 2021
 
ASSETS 
                                                                                    £                           £
Non-current assets  
Property, plants & equipment                                                                        1 250 000
Intangible assets                                                                    0
                                                                                           
Current assets
Inventories                                                                             430 600
Trade and other receivables                                                  170 125
Cash and cash equivalent                                                     176 250
                                                                                                                        776 975

                                                                                                 
                                                                                                                       
Total assets                                                                                                    2 026 975




LIABILITIES

Current liabilities
                                                                                    £                                £
Trade and other payable                                            188 625 
Short-term borrowing                                                  0
Current tax payable                                                     100 000
Commission payable                                                   3000
                                                                                                                     291 625


                                                                                                                  
Non-current liabilities
      
Long-term borrowing                                                                                    200 000
Long-term provisions                                                      0 

 
Total liabilities                                                                                            491 625
                                                                                                                     

[bookmark: _Hlk122024506]                                                                                                                   
                                                                                                                   
                                                                                                               
Equity 

Share capital                                                                  1 000 000
Share premium                                                               400 000
Other services                                                                 0
Retained earnings                                                          132 000 
Total equity                                                                                                  1 532 000
 

1 532 000 + 491 625 – 2 026975 = - 3350

b) Why does the statement of financial position balance?
[bookmark: _Hlk118927110]According to Brixx Model the future (2020), the balance sheet should always be balanced because each transaction impacts both sides- what it is being used for and where the money comes from. The balance sheet is packed with crucial financial information to understand company's health. It is split into two halves – on its own and should be added up to the total value of the business. The other half is the top half (assets) clarify how the business is utilizing this value. The bottom half (Liabilities + Equity) explains how this value was obtained. The formula is Assets = Liabilities + Equity. If the balance sheet is not balancing then there is an error (Brixx Model the future, 2020)
Therefore, the accounting principle of double entry is the major reason that a balance sheet balances. The balance sheet is balanced because the equation shows total assets as being equal to total liabilities plus shareholders’ equity.
Question 2 
According to Wood and Sangster (2012, p. 394-395), by using ratios, financial statements can be usefully applied and interpreted to satisfy the reader's needs. It also can be used to compare entities and review trends with one another. It is the first step in assessing an entity's financial position and performance. Accounting ratios, an essential set of financial ratios, are a group of metrics such as gross profit, sales, net profit after tax, and return on capital employed that are used to measure the profitability and efficiency of a company based on its financial reports (Wood and Sangster 2012, p.394-395). According to Yec Council Post (2022), the gross profit margin is one of the most crucial instruments of a company’s competitiveness and financial health within its industry which can help evaluate company production efficiency against competitors. According to Hayes (2022) ROCE- return on capital employed is a financial measure that can be used to evaluate a company’s profitability and efficiency. This ratio can determine how effectively a business is turning a profit on the capital it uses. When evaluating a company for financial managers, investors, and potential investors, stakeholders may utilize a number of profitability ratios, including ROCE. Higher ratios typically signify a company's profitability (Hayes,2022)

Following ratios for Sweet's plc for 2021 and 2020 using the formulas and workings:
Year                              2021           2020
Revenue/Sales                6738          6441 
                                        6738-6441 = 297: 6441 = 0.046 x 100 = 4.6 % good profit

                                     ACCOUNTING RATIOS
INVESTMENT RATIOS
Return on capital employed


[bookmark: _Hlk121822058]Profit before interest   x 100%     = 846   x 100%     = 11,7 %    for Year 2021
         Assets employed                          7225



Profit before interest   x 100%   = 730 x 100%   =   10,36 %   for Year 2020 
   Assets employed                       7041






Therefore, comparing with both years can be seen that ratios analysis is improving for 2021. A low ROCE indicates that the company is likely to be a not a good investment.



Return on equity for 2021


        Earnings                      x 100% =           431                    x 100%= 0.21 %                      
[bookmark: _Hlk121827751]Ordinary share capital + reserves                 300   +   1717

                   

Return on equity for 2020




Earnings                      x 100% =           366                  x 100%= 0.19 %                      
Ordinary share capital + reserves        300 + 1541
 
There is improvement again in 2021 as a percentage of 2 % which is good for company performance and profitability.



Earnings per share formula for 2021

                               Earnings                                 =   431     = 1.43    
     Number ordinary share ranking for dividend         300 


[bookmark: _Hlk121823198]Earnings per share formula for 2020

                               Earnings                                 =     366     =    1.22    
     Number ordinary share ranking for dividend           300 


There is improving in earnings per share in 2021 that measures the company's efficiency for that year, which is good for the company.


PROFITABILITY RATIOS

Net profit margin for 2021


Net profit   x   100%   =   431   x   100% = 6.39 %  
Sales                              6738



Net profit margin for 2020



[bookmark: _Hlk121830639]Net profit   x   100%   =   366   x   100% = 5.68 %  
Sales                              6441



Its financial reports again found the company's good performance and profitability for 2021.



Gross profit margin for 2021

Gross profit   x   100% =   3503   x   100% = 51.98 %
     Sales                            6738

     


Gross profit margin for 2020


Gross profit   x   100% =   3345   x   100% = 51.93 %
     Sales                            6441


Comparing both years can be seen improvement in gross profit margin and net profit margin for 2021 which means that the company has a better financial performance than in 2020 which is great in another competitive market. Improving the profit margin means increasing the number of profits made from the sale of the company’s product, which is great. Higher margins can indicate whether the company runs profitable operations and also if sales are good. If profit margins are increasing that means the company has been able to control/reduce its costs.

EFFICIENCY RATIOS
Asset turnover for 2021

  Sales              =      6738   =   0.93 %
Assets employed      7225   



Asset turnover for 2020

  Sales              =      6441 =   0. 91 %
Assets employed     7041  


There is a slight improvement for 2021 which is 0.93 % compared with 2020 – 0.91 %


Stock holding period for 2021
[bookmark: _Hlk121839589]Inventory   x   365   =   708 x   365   = 258420   = 79 days
Cost of sales                 3235                    3235

         
Stock holding period for 2020

Inventory   x   365   =   659 x   365   = 77 days
Cost of sales                 3096          

Can be seen as a negative improvement in 2021 as it has 2 days late compared with 2020. It could be Covid for example which is a possible reason, so these two days are not that risky.

Debtors collection period for 2021
Trade receivable   x   365 = 1249   x   365   = 365
Credit sales                               1249

                
Debtors collection period for 2020
Trade receivable   x   365 = 1287   x   365   = 365
Credit sales                             1287
The same for both years.

LIQUIDITY RATIOS
Current ratio for 2021
Current assets   =      2303   =    0.91   
Current liabilities        2511       


Current ratio for 2020
Current assets   =      2355   =    0.77  
Current liabilities        3046       

 1: ∙91 is liquidity ratios for 2021 which is higher comparing with 2020 which is 1: ∙77

[bookmark: _Hlk121837590]
Quick asset ratio for 2021

Current assets – inventory    =      1599   =   0.63
Current liabilities                               2511
  

Quick asset ratio for 2020

[bookmark: _Hlk121838966]Current assets – inventory    =      1696   =     0.55  
Current liabilities                                3046

0.63 is for the Year 2021 and 0.55 is for the Year 2020 and it can be seen slight improvement.

FINANCIAL RATIOS

Gearing ratio for 2021

Debt                  x   100%     =   4137         x   100%     =    57 %
Debt + equity                               4137 + 3088
                                




Gearing ratio for 2020
Debt                  x   100%     =   4129           x   100%     = 58 %
Debt + equity                               4129+2912

It can be seen that the gearing ratio is decreasing by 1 % for 2021 compared with 2020.


Interest cover for 2021
[bookmark: _Hlk121839079]Profit before interest    = 846 =     3.74 
Interest charges                 226         
    

Interest cover for 2020
Profit before interest    = 730 =     4.03 
Interest charges                 181        


[bookmark: _Hlk122040605]According to Accounting Superpowers (2021) an interest coverage ratio of at least two is desirable, while one of less than 1.5 would be deemed dubious. The corporation is more heavily burdened with interest costs the smaller the ratio. 
Therefore, as the company is over 2 and even 3 indicates that the company can meet its current interest payment obligations and is in good financial health.


[bookmark: _Hlk121837602]
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