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[bookmark: _Toc110365135]Income statement for the year ended 31st December 2021
	Income Statement 

	Particular 
	£
	£
	£

	Sales 
	 
	800980
	 

	Cost of Sales 
	 
	578650
	 

	Gross profit 
	 
	 
	222330

	 
	 
	 
	 

	Other expenses 
	 
	 
	 

	Administrative expenses 
	30000
	 
	 

	Directors’ remuneration 
	5000
	 
	 

	Sales commission 
	3000
	 
	 

	Distribution costs
	28000
	66000
	 

	PBIT 
	 
	 
	156330

	Interest paid 
	2000
	 
	 

	Interest on debenture 
	4000
	6000
	 

	PBT 
	 
	 
	150330

	Tax 
	 
	100000
	 

	Profit distributable to shareholders 
	 
	 
	50330

	Ordinary dividend paid 
	20000
	 
	 

	Preference dividend paid 
	30000
	50000
	 

	 
	 
	 
	330
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The balance sheet is defined as a statement that helps in summarising all the Assets and liabilities on a particular date. The liability side of the balance sheet will always be equal to the asset side. One of the primary reasons for this is the double entry system. According to this accounting principle, all of the business transactions entered into by an organization will affect at least two accounts in the general ledger (Ovunda, 2015). In addition to that, the nature of both of these accounts will be different from each other. 
For example, if the company has purchased a new asset, then it will affect two accounts i.e., the fixed asset account and cash account. The nature in which both of these accounts are being affected will also be opposite to each other. In the above example, the fixed asset will be debited whereas the cash account will be credited. This is because the value of assets has increased whereas the value of cash accounts has decreased. This type of effectiveness will be identifiable in every business transaction. Therefore, the value of debit and credit transactions will be equal to each other. 
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	Particular 
	Formula 
	Calculation (2021)
	Result (2021)
	Calculation (2020)
	Result (2020)

	ROCE 
	EBIT/ Capital employed*100
	846/7225*100
	11.71
	720/7041*100
	10.23

	ROE 
	Net Income/ Capital employed*100
	431/7225*100
	5.97
	366/7041*100
	5.20

	Earnings per share 
	Net Income/ Number of shares
	431/300
	1.44
	366/300
	1.22

	Net profit margin 
	Net Income/ Sales*100
	431/6738*100
	6.40
	366/6441*100
	5.68

	Asset turnover 
	Net Sales/ Total assets 
	6738/9736
	0.69
	6441/10087
	0.64

	Stock holding days 
	Inventory/ COGS* 365
	708/3235*365
	79.88
	659/3096*365
	77.69

	Debtors’ collection period 
	Debtor/ Sales *365
	1249/6738*365
	67.66
	1287/6441*365
	72.93

	Current ratio 
	CA/CL
	2303/2511
	0.92
	2355/3046
	0.77

	Gearing ratio 
	Total Debt/ Total equity 
	4137/3088
	1.34
	4129/2912
	1.42

	Interest cover
	EBIT/ Interest expenses 
	846/226
	3.74
	720/181
	3.98
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Overall assessment of any business organization can be undertaken based on information provided on the financial statement. Ratio analysis will be used to evaluate the financial performance of Sweets PLC. This analysis will be undertaken based on four major factors i.e., profitability, liquidity, efficiency, and leverage. First of all, profitability and be evaluated based on ratios return on equity ratio, earning per ratio, and net margin ratio (Kakani, 2016). All of these ratios are focused on the ability of an organization to generate revenue for investors. The return on equity ratio indicates the ability of an organization to generate a net profit for equity shareholders. This ratio has increased from 5.20 to 5.95 in the financial year 2021 as compared to 2020. It shows that the company has been able to improve its profitability even during the time of the covid-19 pandemic. 
A similar trend can be identified in the case of the net margin ratio. Net margin is a profit earned by the organization after deducting all the expenses except tax, dividend, and interest. The company needs to understand the importance of the net margin ratio as this profit is out of its core operations (Fridson and Alvarez, 2022). The company has been able to improve its net margin ratio by 12% which is impressive for a company operating in a highly competitive market. The earnings per share ratio of the company have also grown by 17% over 12 months which can be considered a positive key performance indicator for the organization. 
Asset turnover ratio, stock holding days, debtor collection period, and return on capital employed ratio can be considered efficiency ratios. All of these ratios are associated with the ability of an organization to properly manage a particular asset. It will identify whether the company has been able to efficiently use all of its resources to generate and convert the resources into profit (Robinson, 2020). In the given scenario, the asset turnover ratio of the organization has increased by 8%. It shows that management has taken steps to improve the skills of human resources to use assets. 
Debtor collection Period of the organization has decreased which means that company dues from debtors in a shorter period which will be a beneficial factor. The company will not lose money due to the concept of the time value of money and can generate extra interest income. Stock holding days have marginally increased by 2 days which means that stock will be lying for additional 2 days. This is a negative key performance indicator and the company should focus on decreasing this ratio as it indicates a demand for the product in the market. 
Another issue that should be evaluated is the current ratio which represents financial liquidity. This will identify the ability of an organization to pay off its liabilities if the company goes under liquidation immediately (Robinson, 2020). It can be said that the company does not currently have sufficient value of current assets to pay the entire value of current liabilities. On the other hand, the company has also improved the current ratio from 0.77 to 0.92. In upcoming financial years, the company should target to maintain a current ratio of 1.5. Ratios like gearing ratio and interest coverage ratio help in evaluating the capital structure of the company. Overall evaluation of the gearing ratio indicates that the value of that is higher as compared to equity but it is decreasing over the period. Discount for low gearing ratio is very common in a company that is growing over some time. This is because the cost of equity is lower as compared to the cost of debt in long run.
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