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Component 1:

Implying that the scientific space of corporate finance is dynamic, it is vital for stakeholders to closely examine the financial statements of a company. This report provides an elaborative discussion of the financial position of Sweets plc using the key ratios and firm performance indicators. The performance indicators such as Return on Capital Employed Return on Equity, and Net Profit Margin and the liquidity and solvency ratios indicate the various strength and weaknesses of the company. 


QUESTION 1
Statement of financial position, also known as the balance sheet, is a financial statement that shows an enterprise financial status at a specific date. It shows a company’s assets, liabilities, and equity, which combined presents the company’s financial health. As the term position in the financial statement means that does not present how the company relates its cash inflows and outflows during the accounting period (Anthony et al., 2021). Rather it gives the final balances in the various financial accounts as of the end of the reporting period. The statement of cash flows usual shows the company’s cash sources and uses through the accounting period considering the operating, investment, and financial activities.
Among the assets recorded in the statement of financial position, non-current assets, also described as long-term assets, refer to movable and immovable features used for a period exceeding one year. Although the article claim that the assets do not move, most of the non-current assets are movable such as property, patents and trademarks. Non-current assets are fixed in the sense that they cannot be liquidated into cash within a year (Kemp et al., 2019). Even assets classified as immovable, such as land and buildings, part of non-current assets, carry value irrespective of their immovability. It is essential to have an understanding of the non-current assets and the classification needed for financial recording and analysis because it is an investment with the company’s profitability. To present a true and fair view of the two, proper valuation, deprecation, and impairment accounting is required to ascertain their true value in the balance sheet and how it impacts the company’s financial position.
Managers’ responsibility to report to current shareholders “the following assertion” above is too narrow. Managers have a wider responsibility to report clearly to all stakeholders. While shareholders may be the most significant source of investments in a company, they are not the only ones with a stake in the company’s financial performance and operations. Other stakeholders who depend on financial information to determine a similarity that a company is Viable and sustainable include creditors, potential investors, regulators, employees, and the society hence the society at large (Harrison et al., 2019). Reporting accurately and quickly to all stakeholders will lead to trust, accountability, and reliability in the financial disorder in modern time’ system. This ultimately has the effect of building investors’ confidence in the company upon a firm. The firm will obtain funds and maintain credible business relationships with its stakeholders in the process. 
In contrast, failing to report the relevant financial information to all stakeholders may shake the investors’ belief in the company. This portent its reputation to the filth while it’s financial soundness and credibility lay on the folks finally public image since the firm access the financial market. Prepayments and accruals are important accounting terminologies that affect the correctness of a company’s financial statements. For example, a prepayment is an expense or revenue paid or received in advance of actual payment or economic occurrence while accrual is recorded when expenses or revenues are recognized before cash changes hands. Hence, companies should include in their statements of financial position the need to have Prepayments and Accrual accounting to ensure that their financial information represents the real economic position of its resources. Cash financiers, potential investors and other stakeholders depend heavily on this information to make critical decisions. Prepayments and accruals need to account for to have reliable financial reporting (Nobes and Parker, 2018).
One of the top roles is to ensure proper financial statements, honest, and transparent reporting. Financial statements play a crucial role in ensuring the need to have accurate financial information to make informed decisions, and all the stakeholders will most likely be involved in information disclosure. The proponent’s proposition ignores how risks and negativities can be imposed on businesses, investors, the economy, etc. as a result of unregulated financial accountancy. The financial regulations bundle up as standards, accountability and transparency requirements, and securities and exchange commissions (Horngren et al., 2022). Financial regulations are designed to maintain the market’s integrity, protect investors, promoting fair competition among marketers, fraud, and the deviation in accounting policies, thousands of scandals, such as frauds, distortive behavior, and misleading disclosures. Financial regulation also ensures market stability, investor safety, and investor confidence leading to more economic growth, in addition to market integrity and compelling investor confidence in financial institutions. Therefore, financial regulations secure and guarantee the confidence level in publicly traded corporations.
The balance of ledger accounts and the preparation of the trial balance are grossly critical procedure in accounting. However, they alone do not guarantee the integrity of the financial records. This means that the statement of this claim is false. Balancing of ledger accounts represents the analysis of the extent to which debit transactions have been recorded in comparison with credit transactions. Balancing ledger accounts verified that the total debits are equal to the total credits in the account (Weil et al., 2022). This ensures that the transactions were accurately and validly made in relation to the accounting concepts. Similarly, the trial balance is a summery of the balances of all ledger accounts and is used to test the accuracy of the accounting records. However, balancing ledger accounts and preparing a trial do no eliminate errors. They do not ensure that there was no omission and that each entry was posted to its correct entry. Therefore other methods such as a detailed analysis of the financial records, reconciliations and analysis of the entries remain necessary to eliminate errors. Proper internal financial controls, regular reviews and audits remain essential among such measures.
QUESTION 2

Wales plc
Income statement
	Item
	Amount (£)

	Sales (Revenue)
	£900,000

	Cost of Sales
	£578,650

	- Depreciation Expense
	£52,000

	- Goods Sent to Customers
	£1,000

	Gross Profit
	£321,350

	Administrative Expenses
	£160,000

	Interest Paid
	£2,000

	Directors’ Remuneration
	£5,000

	Distribution Costs
	£28,000

	Corporation Tax Expense
	£15,000

	Salesmen Commission
	£2,000

	Net Profit
	£109,350



QUESTION 3
a) Ratio calculation
Return on Capital Employed (ROCE): 
Formula: Operating Profit / (Non-Current Assets - Current Liabilities) 
Workings: 
2022: £805m / (£7,433m - £2,511m) = £805m / £4,922m = 16.35% 
2021: £699m / (£7,732m - £3,046m) = £699m / £4,686m = 14.93%
Return on Equity (ROE): 
Formula: Profit for the Year / Equity 
Workings: 
2022: £431m / £3,088m = 13.96% 
2021: £366m / £2,912m = 12.56%
Earnings per Share (EPS): 
Formula: Profit for the Year / Number of Ordinary Shares 
Workings: 
2022: £431m / (£1,071m / £0.50) = £431m / 2,142m shares = £0.20 
2021: £366m / (£1,071m / £0.50) = £366m / 2,142m shares = £0.17
Net Profit Margin: 
Formula: (Profit for the Year / Revenue) x 100 
Workings: 
2022: (£431m / £6,738m) x 100 = 6.40% 
2021: (£366m / £6,441m) x 100 = 5.68%

Asset Turnover: 
Formula: Revenue / Total Assets 
Workings: 
2022: £6,738m / £9,736m = 0.69 times 
2021: £6,441m / £10,087m = 0.64 times

Stock Holding Days: 
Formula: (Inventory / Cost of Sales) x 365 
Workings: 
2022: (£708m / £3,235m) x 365 = 79.93 days 
2021: (£659m / £3,096m) x 365 = 77.91 days

Debtors Collection Period: 
Formula: (Trade Receivables / Revenue) x 365 
Workings: 
2022: (£1,249m / £6,738m) x 365 = 67.73 days 
2021: (£1,287m / £6,441m) x 365 = 72.75 days

Current Ratio: 
Formula: Current Assets / Current Liabilities 
Workings: 
2022: £2,303m / £2,511m = 0.92 times 
2021: £2,355m / £3,046m = 0.77 times

Gearing Ratio: 
Formula: (Loans and Other Borrowings / Equity + Loans and Other Borrowings) x 100 
Workings: 
2022: (£4,137m / (£3,088m + £4,137m)) x 100 = (£4,137m / £7,225m) x 100 = 57.24% 
2021: (£4,129m / (£2,912m + £4,129m)) x 100 = (£4,129m / £7,041m) x 100 = 58.62%

Interest Cover: 
Formula: Operating Profit / Interest Payable Workings: 
2022: £805m / £226m = 3.56 times 
2021: £699m / £181m = 3.86 times
b) Report on performance
A higher ROCE from 14.93% in 2021to 16.35% in 2022 suggests that Sweets plc is now better utilizing its capital to generate profit. The better usage could be from reduced costs, more amenities, or more profitable investments. The rising ratio means that the company is making operating profits off of less capital and assets, which is great for the investor because it means more profit and more value addition. A higher ROE from 14.93% to 16.35% also means that Sweets plc is now more profitable for every unit of shareholders’ equity. The business is now providing more available profits for the owners who are satisfied and more wealth creation. A higher ROE means that investors are making more profits on one currency of total assets, which is a good sign because it shows profitable assets utilization and business (Warren et al., 2022). A higher EPS from 0.17p in 2021 to 0.20p means that Sweets plc is more profitable in 2022 for one share. Shareholders have been given more money to show that the business is worth confidence. EPS is conceptually similar to dividends paid to shareholders.
The improvement in net profit margin from 5.68% in 2021 to 6.40% in 2022 indicates that Sweets plc has been more profitable relative to its revenue. This may explain better pricing strategies, lower costs, or improved operational efficiency, all of which equate to a more profitable bottom line. A higher net profit margin reflects more revenue into profits, and consequently, the operational efficiency and overall financial performance. The 0.64 times in 2021 and the 0.69 times in 2022 shows that Sweets plc buys goods and services and sells them at a higher rate. The company has acquired effectiveness in the use of its assets, suggesting that it has increased the product volume, sales volume, perfect itself in inventory management, or that it has effectively used its fixed assets. A higher turnover causes the firm to generate sales using each asset, which generally leads to profitability and better financial performance. More stock holding days than advancing from 77.91 days in 2021 to 79.93 days shows that Sweets plc is taking time to sell to customers. This means that the company is experiencing additional holding costs or extra working capital, or else it is selling some of its assets at a loss. Therefore, an ideal inventory would ensure minimal holding costs, effective working capital, and a better sales trend (Weygandt et al., 2019).
The reduction in the debtors collection period from 72.75 days in 2021 to 67.73 says in 2022 means that Sweets plc collected payments from customers more quickly. It indicates an effective credit policy or better terms to get customers to pay early, and both are advantageous to Sweets plc’s cash flow or liquidity. A decline in the debtor’s collection period shows the business progressively converting accounts receivable to cash, suggesting a favorable pattern in working capital. The current ratio increased from 0.77 times in 2021 to 0.92 times in 2022, indicating a climb in Sweets plc’s liquidity during the year. However, the current ratio is less than 1, which suggests there may be liquidity troubles. Still, the fact that Sweets plc was able to meet more short-term liabilities with present assets is a concern. The firm should keep a close eye on the liquidity position and working capital patterns to protect financial solvency (Harrison et al., 2020). The gearing ratio dropped from 58.62% in 2021 to 57.24% in 2022, implying Sweets plc became less reliant on debt in the year. That means that the company was able to reduce debt when it comes to debt or reduced borrowings. A lower gearing ratio indicates less financial risk and greater stability, beneficial to creditors or investors.
Therefore, the decrease of the interest cover ratio from 3.86 times in 2021 to 3.56 times in 2022 indicates that operating profits of Sweets plc are sufficient to cover their interest expenses but slightly less than before. As it means that the company’s financial leverage, or interest expenses, increased, this might be dangerous if the situation leads to genuinely high levels of company risk, which are impossible to manage. Hence, the interest cover ratio and debt ratios of Sweets plc should constantly be monitored to indicate enough room for financial flexibility and soundness. 
Thus, the analysis of Sweets plc’s financial performance presents a mixed standpoint with respect to the strengths and improvement opportunities. Firstly, an increase in Return on Capital Employed from 14.93% to 16.35% indicates the company’s enhanced capital utilization efficiency. That may be driven by an increased level of cost reduction, operational processes optimization, or strategic investment. Thus, it could be considered a positive trend as Sweets plc utilizes fewer capitals to earn more profit which is beneficial for value creation among investors. Next, an increase in Return on Equity from 14.93% to 16.35% is also indicative of the company’s improved profitability taking into consideration investor’s equity. It says that the corporation delivers more valuer to its investors, so suggests and effective asset utilization and overall positive business performance. 
Finally, the increase in Earnings per Share from 0.17p to 0.20p stands for the profitability increase in one share, which is profitable for the shareholder and guarantees that company can deliver more profits. Similarly, cost-efficiency, pricing strategy or inventory flow management helped to increase net profit margin from 5.68% to 6.40%. It is a definite indicator of a more profitable business considering revenue. An increase in asset turnover from 0.64 times to 0.69 times is suggestive of the company’s improvements in its ability to get higher revenue from the unit of the asset. However, there are some areas of concern (Needles et al., 2021). Firstly, an increase in stock holding days 77.91 days to 79.93 days reflects an increase in days taken to sell inventory, which may mutually increase holding costs or working capital. Thus, inventory management should be further considered. Also, the debtor collection period has decreased, which is beneficial as it shows higher cash flow efficiency and effective credit management while the current ratio remains less than 1. 
Moreover, keeping increase 0.77 times to 0.92 times the issue of liquidity ratio should be monitored closely. A decrease in the gearing ratio from 58.62% to 57.24% reflects lower dependence on debt, but the interest cover ratio decrease from 3.86 times to 3.56 times signifies that company may not cover interest expense eventually. Thus, more responsible organizational leverage should be carefully maintained. In conclusion, Sweets plc shows enhanced capital use, profitability and operational efficiency (Meigs and Meigs, 2019). Nonetheless, inventory control and liquidity issues arise. Thus, continuous monitoring and adjustment of relevant strategies will be required in the future.

Conclusion
In summary, it is possible to see that as a whole, Sweets plc has improved its total financial performance and results; at the same time, the company needs to control a number of areas that were mentioned simultaneously, such as inventory, liquidity, and debts. Therefore, this means that Sweets plc should monitor the key metrics and answer with the relevant strategy to secure long-term growth, profitability, and shareholder value.
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