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Question 2 
a. Computation of Ratios 
	Ratio
	Formula: Source (Datarails, 2022)
	2021
	2020

	ROCE
	
	
= 11. 14 %
	
= 9.93 %

	ROE
	
	
= 13. 96 %
	
= 12. 57 %

	Earnings Per Share 
	
	
= £0.2933 per share
	
= £0.2067 per share

	Net Profit Margin
	
Source: (Datarails, 2022)
	
= 6.40%
	
= 5.68%

	Asset Turnover 
	
	
= 69.21%
	
= 63.85 %

	Stock Holdings Days 
	
	
= 79.88 days
	
= 77.69 days

	Debtors Collection Period 
	
	
= 67.66days 
	
= 72.93days

	Current Ratio
	
	
= 0.92:1
	
= 0.77:1

	Gearing Ratio 
	
	
= 1.34
	
= 1.42

	Interest Cover 
	
Source: (Edmister, 2018)
	
= 3.74
	
= 3.98


(Altman, 2019)
Workings 
Capital Employed = {Total Assets – Current Liabilities}
2021 = {9736 – 2511} millions
          = £7225 millions 
2020 = {10087– 3046}
         = £7041 millions 
Shareholder’s Equity = Total Assets – Total Liabilities 
2021= 9736- 6648
          = £3088 millions 
2020= 10087- 7175
        = £2912 millions 

EPS = (Net Earnings - Preferred Dividends) / Average Number of Outstanding Shares
Average Number of Outstanding Shares = (Beginning Outstanding Shares + Ending Outstanding Shares) / 2
For 2021:
Beginning Outstanding Shares = Ending Outstanding Shares = £300 million / £0.50 = 600 million shares
Average Number of Outstanding Shares = (600 million + 600 million) / 2 = 600 million shares
For 2020:
Beginning Outstanding Shares = Ending Outstanding Shares = £300 million / £0.50 = 600 million shares
Average Number of Outstanding Shares = (600 million + 600 million) / 2 = 600 million shares

b. Financial Performance and position of Sweets plc
Based on the financial ratios computed above and information from the financial statement, the overall financial performance of Sweets plc improved in 2021 compared to 2020. The increase in ROCE and net profit margin indicates that the company is generating more earnings from its investments and sales (GoCardless, 2021). 
In terms of profitability, Sweets plc has shown positive growth. The net profit margin increased from 5.68% in 2020 to 6.40% in 2021, indicating an enhanced ability to generate profit from revenue. This improvement is further supported by the rise in Return on Capital Employed (ROCE), which increased from 9.93% in 2020 to 11.14% in 2021. It suggests that the company generates profits from its invested capital more efficiently. Besides, the liquidity position of Sweet plc indicates a potential improvement for the company in meeting its short-term obligations and suggests a need for improved liquidity management. The current ratio, standing at 0.92 in 2021 and 0.77 in 2020, has greatly improved. 
In addition, the gearing ratio is relatively high, at 1.34 in 2021 and 1.42 in 2020. This implies a significant reliance on debt financing, which can pose risks and increase financial vulnerability, particularly if the company faces economic downturns or interest rate hikes.
Furthermore, while the stock holdings days have slightly increased, the debtors' collection period has decreased, suggesting improvements in inventory management and faster collection of payments from customers. Furthermore, the company's ability to sell inventory has remained relatively stable, with a slight increase in stock holding days. The reduction in the debtors' collection period suggests that the company has improved its ability to collect customer payments more quickly.
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