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[bookmark: _Toc120132699]Introduction 
Accounting is necessary for any business since it permits the identification of economic actions (such sales and purchases) and the consequences that these activities have on the economic entity that is the firm (Senior, 2009). Accounting also makes it simpler for businesses to create financial statements, which helps to ensure that consumers of accounting information get accurate financial information. This module will cover both the process of producing financial statements as well as the use of a number of financial ratios in order to evaluate the financial health and performance of a company. 
[bookmark: _Toc120132700]Answer to Question no 1 
[bookmark: _Toc120132701]Requirement A 
Income statement
	Particulars
	Amount
	Amount
	Amount

	Sales 
	£800,000
	
	

	Add: Credit sales
	£980
	
	

	Net Sales Revenue
	
	£800,980
	

	Less: Cost of sales
	
	£578,650
	

	Gross Profit
	
	
	£222,330

	Less: Operating Expenses
	
	
	

	 Administrative expenses
	
	£30,000
	

	  Directors’ remuneration
	
	£5,000
	

	  Distribution costs
	
	£28,000
	

	  Commission expense 
	
	£3,000
	

	Total Operating Expenses
	
	
	£66,000

	Operating Profit
	
	
	£156,330

	Less: Non-operating expenses
	
	
	

	    Interest Expense
	
	£2,000
	

	    Add: accrued [(£200,000*4%)-£2,000] 
	
	£6,000
	£8,000

	Profit Before Taxation
	
	
	£148,330

	Less: Tax expense for the year
	
	
	£100,000

	 Net Profit 
	
	
	£48,330

	Less: Preference stock dividend 
	
	
	£40,000

	Net Profit Available for common equity holders
	8,330



Financial position’s statement 
	Particulars
	Amount 
	Amount 
	Amount 

	Non-Current Assets:
	
	
	

	   Plant & Equipment
	
	£1,250,000
	

	Total Non-Current Asset
	
	
	£1,250,000

	Current Asset:
	
	
	

	    Closing stock
	
	£430,600
	

	   Trade receivable
	£170,125
	
	

	    Add: credit sales
	£980
	£171,105
	

	    Cash & Bank
	
	£176,250
	

	Total Current Asset
	
	
	£777,955

	Total Asset
	

	
	£2,027,955

	Liabilities and Equity
	
	
	

	Non-Current Liabilities
	
	
	

	   4% Debenture
	
	
	£200,000

	Current Liabilities
	
	
	

	   Trade Payable
	
	£188,625
	

	   Payable tax expense
	
	£100,000
	

	   Payable commission expense
	
	£3,000
	

	   Payable preferred dividend
	
	£10,000
	

	   Payable interest expense 
	
	£6,000
	

	Total Current Liabilities
	
	
	£307,625

	Total Liabilities
	£507,625

	Shareholder's Equity:
	
	
	

	  10% £1 preference shares
	
	£400,000
	

	  £1 Ordinary shares
	
	£1,000,000
	

	   Retained profit at 1st January, 2021 
	£132,000
	
	

	   Add: Profit in the year 2021
	£8,330
	
	

	   Less: Ordinary Dividend Payment
	£20,000
	
	

	   Retained profit at 31st December, 2022 
	
	£120,330
	

	Total Shareholder's Equity
	
	
	£1,520,330

	Total Liabilities & Shareholder's Equity
	

	
	£2,027,955



[bookmark: _Toc120132702]Requirement B
The declaration of financial position balances, which are derived from the accounting principle of double entry, are the component that bears the most responsibility for the generation of reliable results(Wild, 2007). Because of the way that this system is set up, whenever a transaction takes place, both of these accounts are updated. This serves as a secondary check on the books to ensure the accuracy of the information. According to the accounting equation, the value of a company's assets must be higher than the combined values of the company's liabilities and equity. Because every commercial transaction has a monetary effect on a company's assets, liabilities, and equity, it is essential to evaluate how these impacts play out in the firm. It is impossible to overstate the usefulness of the double-entry approach when it comes to monitoring the monetary impact of firm activities on the accounting equation. According to this methodology, each and every monetary transaction has an effect on not just one but two distinct accounts at the same time. Modifications that were made to one account are shown by debits, while adjustments that were made to another account are reflected by credits. On the left side of the equation is where we find debt, which includes both obligations and equity. On the right side of the equation is where we find credit, which includes just assets. Consequently, while recording a financial transaction into the accounting books, it is necessary to "debit" one account and "credit" another account by the same amount (Lanen, 2010). Because each transaction a business undertakes has an equal and opposite monetary impact on both the debit and credit sides of an accounting equation, the equation itself must always be in a state of balance. As a result, the equity and liability sides of the equation are equivalent to one another, much as the asset side of the equation.
[bookmark: _Toc120132703]Answer to Question no 2 
[bookmark: _Toc120132704]Requirement a 
Return on Capital Employed (ROCE):
Return on capital employed = EBIT / capital employed
Return on capital employed, often known as ROCE, is a financial term that is used to evaluate the abilities of various companies to get the most possible return from the capital expenditures they make. To put it another way, this ratio may indicate how well a corporation converts new sources of money into earnings (Fleischman, 2015). One of the numerous features of the ROIC Ratio is that it may assess financial returns on stock as well as debt. This is only one of its many qualities. Additional benefits include the following, as listed below: Additional benefits of ROCE include the following: As a result, it serves as a standard that investors may use to assess the strategies and holdings of their own portfolios. Comparing firms that make use of various types of capitalization may be fruitful with the assistance of this instrument. 
For 2020 
= *100
= 10.22%
For 2021 
= *100
  = 11.71%
Return on Equity (ROE):
Return on equity = Net income / shareholder’s equity
It is a standard method of measuring the efficiency with which a firm makes use of the equity resources it has in order to create profits for its shareholders. It is possible to think about ROE in the same way as ROA since the shareholder's equity of a firm is calculated by adding up all of its assets and deducting all of its liabilities. Return on equity (ROE) is an important measure to take into consideration when comparing companies operating within the same sector(Walkshäusl, 2021).
For 2020
= *100
= 19%
For 2021 
= *100
  = 21%
Earnings Per Share (EPS)
Earnings per share = (Net income – dividends payments) / weighted average shares outstanding
It's a standard way of determining how much money traders are willing to part with in order to get their hands on one pound of the company's stated profits, and it's a statistic that's been around for a long time. To calculate the earnings per share for the firm, take the net income and divide it by the total number of shares of common stock that have been issued as well as those that are still outstanding. In the process of valuing a company's stock, it is often used as a stand-in for the profitability of the business. The breakdown and in-depth explanation of the percentage return that equity investors obtain is shown here. The extent to which investors are able to quickly compare the returns generated by various stock investments is a crucial factor that influences the decisions they make about their future equity investments(Walkshäusl, 2021). 

For 2020 
=
= 7.32 shares

For 2021
=
= 8.67 shares

Net Profit Margin:
Net profit margin = Net income / net sales
It's a measure of a company's ability to turn revenues into profits by controlling costs. In other words, after deducting all manufacturing, operational, and financial expenditures needed to earn revenue for the business in a particular accounting period, what portion of total revenue is converted into profit for equity investors. To get your net profit, just divide your earnings by your total sales(Marquardt, 2006). You'll end up with a positive bottom line as a consequence of this. The net profit margin, also called the return on sales ratio, is used by many companies as a reliable indicator of performance. By analysing the net profit margin, an investor may determine whether a company can generate a sufficient profit from its sales and if it can keep its operating expenses and overhead costs in check. 
For 2020
= *100
= 5.68% 
For 2021 
= *100
 = 6.40%
Asset Turnover:
Asset turnover = Net sales / total assets
The asset turnover ratio is a common measure of a company's management's effectiveness at maximising the return on investment in the company's various assets(Marquardt, 2006). The asset turnover ratio measures the efficiency with which an organisation turns its assets into cash. The sales-to-assets ratio may be shown by the yearly percentage of total assets. Turnover is defined as total average assets divided by total net sales or revenue. How successfully a corporation is able to turn its assets into cash via the efforts of its employees and customers may be gauged in part by looking at this ratio. 
For 2020
=
= 0.91
For 2021
=
= 0.93

Stock Holding Days:
Stock holding days = (average inventory / cost of goods sold) × 365
This ratio measures the effectiveness with which an organisation can turn its inventory investment into sales. It evaluates the liquidity, financial stability, and operational efficiency of a business. Having an estimate of the number of days' worth of inventory may help distribution organisations allocate storage costs more effectively. It shows how many times a week, on average, the company's products were sold. A quicker rate of inventory depletion is beneficial to the business(Marquardt, 2006).
For 2020
=
= 78 days 
For 2021
=
= 80 days  

Debtors Collection Period:
Debtor collection period = (accounts receivables / total sales) × 365
The cash conversion ratio is another another metric that may be used to evaluate a company's ability to convert credit sales into cash flow(Marquardt, 2006). Comparisons may be made by the company about the amount of time that passes between the granting of credit or the potential supply of credit and the receipt of payment. An increase in productivity can make it possible to do the same amount of work in a shorter length of time. This statistic might be used by the company to evaluate how much longer it really takes to collect compared to the theoretical credit term. 
For 2020
=
= 73 days
For 2021
=
= 68 days
Current Ratio:
Current ratio = (current assets / current liabilities)
This ratio calculates the percentage of a company's current assets that can be applied toward paying off its current liabilities(Marquardt, 2006). It is used to evaluate the company's liquidity. Using the current ratio, which demonstrates a company's ability to pay down its short-term debt using its current assets, investors are able to compare one company's performance to that of its competitors and peers in the industry. The current ratio has the disadvantage of making it difficult to compare performance metrics across different industries. 
For 2020
=
= 0.77 or 1: .77
For 2021
=
 = 0.92 or 1: .92
Gearing Ratio:
Gearing ratio = total debt / total equity
This measure of long-term solvency is used to determine a company's reliance on debt financing to support its asset structure and take advantage of growth prospects(Marquardt, 2006). A company's gearing ratio shows its debt-to-capital ratio. Gearing ratios show a company's financial stability. "Gearing" is a measure of financial leverage that reveals how much a company's operations are supported by equity investors. The proportion of a company's activities supported by equity investors determines its gearing. Robinson (Robinson, 2020). Gearing ratio measures a company's bankruptcy risk. Too much debt might cause financial problems for a corporation. A low gearing ratio indicates a high equity-to-debt ratio.
For 2020 
=
= 2.46
For 2021
=
= 2.15
Interest Coverage Ratio:
Interest coverage ratio = EBIT / total interest expense
A measure of a business's health that looks at interest payments as a proportion of debt is called the interest coverage ratio. It's a measure of a company's financial health that indicates whether or not its operating profit is sufficient to cover its financing costs(Marquardt, 2006).  
For 2020
=
= 3.97  
For 2021
=
= 3.74
[bookmark: _Toc120132705]Requirement B 
2020 and 2021 ROCE were both greater than the prior year. A high return on capital employed (ROCE) indicates Sweets PLC is getting more money to expand and create money for its stockholders (Marquardt, 2006).
2020 and 2021 ROE were 0.19 and 0.21. Both years were improved. Sweets PLC may transform investors' money into cash if it earns a satisfactory return. High return on equity implies Sweets PLC's management grew the firm via capital investments. When ROE rises, it suggests shareholders' money was well-used.
2020 and 2021 EPS were 7,32 and 8,67. Both years were improved. If a company's profits are higher than its share price, investors will pay more for its shares. EPS reflects this.
In 2021, the net profit margin grew. Sweets PLC may maintain a good net profit margin by keeping expenses low and/or charging high prices. Good management might increase this ratio.
Asset turnover increased in 2021 versus 2020. It's great. High turnover. Sweets PLC does well with its assets. The asset turnover ratio outperforms other organisations in the same industry.
In 2020 and 2021, stocks were held for 77.69 and 79.88 days, respectively. Sweets PLC may need to sell unsold products quickly to meet demand (a high days inventory outstanding). Too much stock or poor sales might cause this. Things that accumulate dust will ultimately grow old and worthless, which is terrible for a company.
In 2020 and 2021, it took 37.34 and 38.35 days to receive money from debtors. Sweets PLC's slow payment signals payment delays. This isn't how the firm operates. Sweets PLC's customers may pay slowly, delaying payment.
2020 and 2021 had greater ratios than the previous year: 0.77 and 0.92. Sweets PLC has adequate cash on hand to meet its short-term obligations. Higher current ratio Sweets PLC is more liquid.
In 2020 and 2021, the gearing ratio was 2.46 and 2.15, respectively. Low gearing indicates debt isn't too high relative to equity. A low gearing ratio doesn't automatically signal a company's finances are healthy.
In 2020, interest coverage was 3.97, while in 2021 it was just 3.74. When the interest coverage ratio is low, debt may not be paid, leading to bankruptcy. Low interest coverage suggests there aren't enough revenues to pay off debt.
[bookmark: _Toc120132706]
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