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Question 1, Answers
1a) Income Statement for the Year Ended December 31, 2022:
	Particulars
	Amount (£)

	Sales
	800,000

	Cost of Sales
	(578,650)

	Gross Profit
	221,350

	Administrative Expenses
	(30,000)

	Distribution Costs
	(28,000)

	Directors' Remuneration
	(5,000)

	Interest Paid
	(2,000)

	Profit Before Tax
	156,350

	Corporation Tax
	(100,000)

	Net Profit
	56,350

	
	


Statement of Financial Position as of December 31, 2022:
	Assets
	Amount (£)
	Liabilities and Equity
	Amount (£)

	Plant and Equipment
	1,250,000
	Trade Payable
	188,625

	Stock
	510,850
	10% £1 Preference Shares
	500,000

	Trade Receivable
	170,125
	2% Debentures
	200,000

	Cash and Bank
	96,000
	Corporation Tax Payable
	100,000

	
	
	
	

	Total Assets
	2,026,975
	Total Liabilities
	988,625

	
	
	
	

	Equity
	
	
	

	Ordinary Shares (£1)
	900,000
	
	

	Retained Profits (Jan 1, 2022)
	132,000
	
	

	Net Profit
	56,350
	
	

	
	
	
	

	Total Equity
	1,088,350
	Total Liabilities and Equity
	2,026,975



1b) Explanation for the Balanced Statement of Financial Position:
The statement of financial position balances because it adheres to the fundamental accounting equation:
Assets = Liabilities + Equity
In this equation, the total assets on the left side are equal to the sum of total liabilities and equity on the right side. This equation represents the fundamental principle of double-entry bookkeeping, where every transaction affects at least two accounts (a debit and a credit), ensuring that the equation remains balanced. The balance sheet shows how the company's resources (assets) are financed by either external sources (liabilities) or internal sources (equity).
In the provided financial information, every transaction has been properly recorded in the income statement and the statement of financial position, ensuring that the equation is maintained. The assets (1,088,350) are equal to the sum of liabilities (988,625) and equity (1,088,350), resulting in a balanced statement of financial position.

Question 2 Answers
Sweets plc for the years 2021 and 2020 and then analyze their financial performance and position.
2a. Ratios Calculation:
1. Return on Capital Employed (ROCE): ROCE = (Operating Profit / Capital Employed) * 100
Capital Employed = Non-Current Assets - Current Liabilities
2021: Capital Employed = £7,433m - £2,511m = £4,922m ROCE = (£805m / £4,922m) * 100 = 16.35%
2020: Capital Employed = £7,732m - £3,046m = £4,686m ROCE = (£699m / £4,686m) * 100 = 14.92%
2. Return on Equity (ROE): ROE = (Profit for the Year / Total Equity) * 100
2021: ROE = (£431m / £3,088m) * 100 = 13.96%
2020: ROE = (£366m / £2,912m) * 100 = 12.57%
3. Earnings per Share (EPS): EPS = Profit for the Year / Number of Ordinary Shares
Number of Ordinary Shares = Total Retained Profits / Average Share Price
2021: Number of Ordinary Shares = £1,717m / £5.12 ≈ 335.94 million shares EPS = £431m / 335.94m shares ≈ £1.28 per share
2020: Number of Ordinary Shares = £1,541m / £4.00 ≈ 385.25 million shares EPS = £366m / 385.25m shares ≈ £0.95 per share
4. Net Profit Margin: Net Profit Margin = (Profit for the Year / Revenue) * 100
2021: Net Profit Margin = (£431m / £6,738m) * 100 ≈ 6.39%
2020: Net Profit Margin = (£366m / £6,441m) * 100 ≈ 5.68%
5. Asset Turnover: Asset Turnover = Revenue / Total Assets
2021: Asset Turnover = £6,738m / £9,736m ≈ 0.69
2020: Asset Turnover = £6,441m / £10,087m ≈ 0.64
6. Stock Holding Days: Stock Holding Days = (Average Inventory / Cost of Goods Sold) * 365
2021: Average Inventory = (£708m + £659m) / 2 ≈ £683.5m Stock Holding Days = (£683.5m / £3,235m) * 365 ≈ 77 days
2020: Average Inventory = (£659m + £708m) / 2 ≈ £683.5m Stock Holding Days = (£683.5m / £3,096m) * 365 ≈ 80 days
7. Debtors Collection Period: Debtors Collection Period = (Trade Receivables / Revenue) * 365
2021: Debtors Collection Period = (£1,249m / £6,738m) * 365 ≈ 68 days
2020: Debtors Collection Period = (£1,287m / £6,441m) * 365 ≈ 73 days
8. Current Ratio: Current Ratio = Current Assets / Current Liabilities
2021: Current Ratio = £2,303m / £2,511m ≈ 0.92
2020: Current Ratio = £2,355m / £3,046m ≈ 0.77
9. Gearing Ratio: Gearing Ratio = (Loans and Borrowings / Total Equity) * 100
2021: Gearing Ratio = (£4,137m / £3,088m) * 100 ≈ 133.69%
2020: Gearing Ratio = (£4,129m / £2,912m) * 100 ≈ 141.81%
10. Interest Cover: Interest Cover = Operating Profit / Interest Payable
2021: Interest Cover = £805m / £226m ≈ 3.56 times
2020: Interest Cover = £699m / £181m ≈ 3.86 times
2b. Financial Performance and Position Analysis:
· Profitability: The company's profitability has improved over the years, with higher ROCE and ROE in 2021 compared to 2020. The net profit margin has also increased, indicating better cost management and stronger revenue generation.
· Efficiency: Asset turnover has increased slightly, suggesting that the company is utilizing its assets more effectively to generate revenue.
· Liquidity: The current ratio has improved in 2021, indicating better short-term liquidity and the ability to meet current liabilities. This might be due to more efficient management of current assets and liabilities.
· Debt and Gearing: The gearing ratio has decreased slightly, indicating a lower proportion of debt in the capital structure. While the ratio is still relatively high, it has moved in the right direction.
· Interest Coverage: The interest cover has decreased slightly, which might indicate that the company's ability to cover interest payments with its operating profit has slightly weakened.
· Inventory and Receivables Management: Stock holding days have decreased slightly, suggesting improved inventory management. The debtors collection period has also improved, indicating better collection of receivables.
Overall, Sweets plc seems to have made improvements in various aspects of its financial performance and position in 2021 compared to 2020. The company's profitability, efficiency, and 
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