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[bookmark: _Toc164378901]Introduction
This study has a full review of Sweets Plc's financial results for the fiscal years 2021 and 2022. The first step is to carefully look over the company's financial records and measures of its cash, income, efficiency, and solvency. To make sure the study is honest, the report includes full descriptions of all changes made to the income statement and estimates of ratios (Wild and Shaw, 2021). Finally, the paper ends with an in-depth analysis of Sweets Plc's pros, cons, and suggestions for improving its financial performance. Following this methodical process may help people who are interested in the business better understand its current and future financial health.

[bookmark: _Toc164378902]Question 1
1. A statement of financial status provides owners, investors, and managers with an in-depth overview of a company's financial health and future potential. When determining the amount of money to allocate for future savings, these parties refer to the statement. The financial status report lacks a cash flow statistic. Instead, it provides a concise overview of a business's assets, liabilities, and equity as of a particular date, offering a comprehensive assessment of the business's financial well-being (Stovall and Maurer, 2019). There has been a lack of effort in identifying the cash flows during the accounting period. In contrast, the statement of cash flows provides a comprehensive breakdown of cash inflows and outflows within a designated period, thereby illustrating the flow of monetary resources. The funds might be used towards operational activities, investments, or financial purposes. The general public can be deceived into believing that the success and financial well-being of a corporation are interchangeable. The ability to differentiate between such claims is crucial for doing accurate financial analysis and making decisions based on facts.
2. The "Noncurrent Assets" of a company will not be fully recognised in the current fiscal year due to their long-term nature and high worth. The balance sheet is a type of financial statement that categorises a company's assets based on their intended purpose (Silverberg, 2017). The statement is simplified, yet mostly accurate. Physical assets, plants, and equipment are included in the category of long-term assets, as are intangible assets like copyrights or patents. A common descriptor for non-current assets is their mobility or transportability; machinery and vehicles fall into this category. However, some assets, such as land or buildings, cannot be relocated. Rather than their portability, the primary differentiator between current and non-current assets is the value they provide to a business in the long run. Instead of selling these things, the company will retain them for future operational activities. 
3. Financial management refers to the comprehensive process undertaken by an organisation or firm to effectively plan, organise, direct, and control its financial operations (Rattiner, 2018). The crucial aspect of fiscal management involves the utilisation of management principles in the context of an organization's financial assets. The financial well-being of enterprises is a matter of concern for various groups and individuals. The statement may be erroneous and misleading. The financial well-being of a corporation is crucial for all stakeholders who have shares in that organisation. Managers bear the task of ensuring the provision of accurate and truthful financial reporting to various stakeholders, encompassing existing and prospective shareholders, analysts, regulators, and other relevant parties. Transparency plays a crucial role in ensuring compliance with rules and regulations, hence fostering investor attraction and cultivating confidence. Engaging in the dissemination of financial information to anyone other than the existing owners would be deemed imprudent since it would impede the company's capacity to secure capital and allure prospective investors (MacNeil, 2012).
4. Accruals represent the acknowledgement of previous occurrences for which financial remuneration has not yet been received, whereas prepayments denote the acknowledgement of forthcoming occurrences for which monetary remuneration has already been obtained. The statement contains a mistake. The inclusion of prepayments and accruals in the balance sheet (or statement of financial condition) is crucial due to their significant impact on the overall financial well-being of a corporation. Accruals, unlike prepayments, represent cumulative charges that have not yet been paid, distinguishing them from expenses that have already been repaid. The liquidity and commitments of an organisation are influenced by both accruals and prepayments (Lanza and Quint, 2014). The inclusion of prepayments and accruals in the statement of financial position would introduce a distortion, resulting in an underestimation of liabilities and an overestimation of assets. Excluding these aspects can lead to investors obtaining an inaccurate assessment of the company's financial well-being, ability to meet financial obligations, and access to liquid assets. 
5. The statement lacks acknowledgement of the significance of regulation in maintaining the integrity, openness, and dependability of financial records. Companies must strictly comply with the existing rules and regulations while submitting their financial statements. Regulations play a pivotal role in protecting the interests of investors via the mitigation of fraudulent or misleading activities, as well as the provision of financial information that is accurate, complete, and timely. Regulatory oversight is a key part of building trust in the market, getting people to spend, and keeping the economy stable. People who invest in the company may lose faith in both the business and the market if its financial records aren't accurate. Oversight by regulators is very important for keeping financial markets stable and safe for everyone involved (Kimmel, Weygandt, & Kieso, 2017).
6. A trial balance helps financial accountants make sure that all ledgers have the same debits and credits. Indeed, it is entirely accurate Verifying the trial balance and reconciling the ledger (T) account are necessary steps before completing the financial statements. The T-shaped form of the ledger is used to record the financial transactions of a firm Debits are recorded on the left side of the ledger, while credits are written on the right front. The correct recording of transactions and the preservation of balance in ledger accounts depend on the absolute harmony of debits and credits. Upon completion of ledger account balancing, a trial balance is prepared, which details the whole amount of debits and credits for each account. Make sure the debits and credits are balanced with the trial balance to find faults or discrepancies in the ledger accounts (Hudson, 2013). Accounting professionals may find and fix problems by comparing trial balances and ledger accounts before creating financial statements.
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	Wales Plc.

	Income Statement

	For the Year Ended 31st December 2022

	Particulars
	Amount

	Sales (900000+1000)
	 £     901,000 

	Cost of Goods Sold (578650+65000)
	 £     643,650 

	Gross Profit
	 £    257,350 

	Operating Expenses
	 

	Administrative Expenses (160000+10000)
	 £     170,000 

	Distribution Costs (28000+2000)
	 £       30,000 

	Operating Expenses
	 £    200,000 

	Operating Profit
	 £      57,350 

	Other Expenses
	 

	Interest Paid
	 £         2,000 

	Profit Before Tax
	 £      55,350 

	Corporation Tax
	 £       15,000 

	Net Profit
	 £      40,350 


Table 1: Income statement (self-created)
The income statement provides a comprehensive overview of Wales Plc's financial performance for the fiscal year concluding on December 31, 2022. The statement displays the business's total sales revenue, which is £901,000, at the top Based on the available data, it can be inferred that a gross profit of £257,350 is attained by deducting the cost of products sold (Hoffman, Pacsy and Flashner, 2015). This refers to the remaining amount after subtracting the direct costs associated with manufacturing the products being sold. The subsequent information provides a detailed analysis of the £200,000 allocated for operating expenses, encompassing distribution costs and administrative charges. The residual operational profit, amounting to £57,350, is derived by deducting operational expenditures from the gross profit. The aforementioned figure denotes the net income generated by the company through its core business operations, prior to the deduction of any additional expenditures (Evensky, Horan and Robinson, 2013). Subsequent segments of the revenue statement reveal further expenditures, encompassing interest payments amounting to £2,000. The pre-tax profit amounts to £55,350 after deducting these expenses from the operational profit. Subsequently, the corporation will incur a tax obligation of £15,000. The annual net profit amounts to £40,350, representing the residual sum after subtracting all tax and expense deductions.
Adjustments:
1. Depreciation on Equipment:
The equipment has a cost of £650,000 and an accumulated depreciation of £130,000.
Annual depreciation is 10% of the cost, which amounts to £65,000 (£650,000 * 10%).
Depreciation for 2022: £65,000 * (12/12) = £65,000
2. Salaries for December 2022:
The salaries for December 2022 amounted to £10,000.
Since they were not paid until the end of December, they need to be accrued for the administrative expenses.
Accrued salaries for December 2022: £10,000
3. Estimated Corporation Tax:
The corporation tax for the year is estimated at £15,000.
4. Salesmen Commission for December Sales:
Salesmen are owed a commission of £2,000 for December sales.
Since the payment will be made in January 2023, it needs to be accrued for December 2022.
Accrued commission for December 2022: £2,000
5. Goods Sent to Customers on 31st December:
Goods valued at £1,000 were sent to customers on 31st December 2022, with payment due on 28th February 2023.
Since the goods were sent in 2022, they need to be recognized as revenue for that year.
Sales revenue for goods sent: £1,000
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ROCE
For 2021 – 
Operating Profit = £699m
Capital Employed = Total Assets - Current Liabilities = (£10,087m - £3,046m) = £7,041m
ROCE = (699 / 7,041) * 100 
= 9.92%
For 2022 – 
Operating Profit = £805m
Capital Employed = Total Assets - Current Liabilities = (£9,736m - £2,511m) = £7,225m
ROCE = (805 / 7,225) * 100 
= 11.13%
ROE
For 2021 - 
Profit for the Year = £366m
Shareholders' Equity = £2,912m
ROE = (366 / 2,912) * 100 
= 12.56%
For 2022 – 
Profit for the Year = £431m
Shareholders' Equity = £3,088m
ROE = (431 / 3,088) * 100 
= 13.96%
Earnings per share
Earnings Per Share (EPS) = Profit for the Year / Number of Ordinary Shares
For 2021 – 
Number of Ordinary Shares = £300m / £0.50 = 600 million shares
EPS = 366 / 600 
= £0.61 per share
For 2022 – 
Number of Ordinary Shares = £300m / £0.50 = 600 million shares
EPS = 431 / 600 
= £0.72 per share
Net profit margin
NPM – Net profit / Sales x 100%
	
	2021
	2022

	Net profit
	366
	431

	Sales
	6441
	6738

	NPM
	= 366 / 6441 x 100%
= 5.68%
	= 431 / 6738 x 100%
= 6.40%



Asset turnover
Asset turnover – Sales / Total assets
	
	2021
	2022

	Total assets
	10087
	9736

	Sales
	6441
	6738

	Asset turnover
	= 6441 / 10087
= 0.64
	= 6738 / 9736 
= 0.69



Stock holdings days
Stock holdings days – Inventory  / COGS x 365
	
	2021
	2022

	Inventory
	659
	708

	COGS
	3096
	3235

	Stock holdings days
	= 659 / 3096 x 365
= 77.69 days
	= 708 / 3235 x 365
= 79.88 days



Debtors collection period 
Debtors collection period  – Accounts receivables / Sales x 365
	
	2021
	2022

	Accounts receivables
	1287
	1249

	Sales
	6441
	6738

	Debtors collection period
	= 1287 / 6441 x 365
= 72.93 days
	= 1249 / 6738 x 365
= 67.65 days



Current ratio
Current ratio – Current assets / Current liabilities
	
	2021
	2022

	Current assets
	2355
	2303

	Current liabilities
	3046
	2511

	CR
	= 2355 / 3046
= 0.77
	= 2303 / 2511
= 0.92



Gearing ratio
Gearing Ratio = Total debt / Total Equity
	
	2021
	2022

	Total debt
	7175
	6648

	Total equity
	2912
	3088

	GR
	= 7175 / 2912
= 2.46 times
	= 6648 / 3088
= 2.15 times



Interest cover
Interest cover – Operating income  / Interest expense
	
	2021
	2022

	Operating income
	699
	805

	Interest expense
	181
	226

	Interest cover
	= 699 / 181
= 3.86
	= 805 / 226
= 3.56



[bookmark: _Toc164378906]b) Discussion of the financial performance of Sweets Plc
Sweets plc's financial performance and position can be assessed through various ratios and metrics derived from their financial statements for 2021 and 2022. Overall, the company exhibits moderate growth and stability but faces challenges in liquidity and efficiency. Firstly, examining profitability, Sweets plc experienced an increase in both Return on Capital Employed (ROCE) and Return on Equity (ROE) from 2021 to 2022. ROCE increased from 9.92% to 11.13%, indicating improved efficiency in generating profits from the capital employed (Collins, 2017). Similarly, ROE rose from 12.56% to 13.96%, indicating enhanced profitability for shareholders. This growth suggests effective management and utilization of resources. However, Sweets plc's Net Profit Margin (NPM) saw a modest increase from 5.68% to 6.40%, suggesting that while profitability improved, it was not significant. Asset Turnover increased slightly from 0.64 to 0.69, indicating better utilization of assets to generate sales In terms of liquidity and efficiency, Sweets plc faces some challenges. 
Decreased short-term liquidity and possible trouble fulfilling immediate commitments were indicated by the Current Ratio's decline from 0.77 to 0.92. A longer duration of inventory holding was also indicated by an increase in the Stock Holding Days from 77.69 to 79.88 days (Calvert, 2019). Cash flow might be affected and money could be tied up. Similarly, there was an improvement in collecting receivables, as the Debtors Collection Period reduced from 72.93 to 67.65 days; nevertheless, there is still a danger of delayed cash inflows. Additionally, Sweets plc's Gearing Ratio shrank from 2.46 to 2.15 times, showing less reliance on debt financing and less financial strain. This might lower financial risk, but it would also diminish equity returns. Last but not least, the Interest-pay ratio fell from 3.86 to 3.56, showing that the company's capacity to pay interest charges with its operational revenue has diminished. The capacity to pay debt commitments is especially at stake, indicating increased financial risk. Finally, with better ROCE and ROE, Sweets plc has shown modest growth and profitability throughout the years. The falling current ratio and decreasing interest cover, however, show that liquidity and efficiency continue to be problematic (Anthony, 2021). Successful debt restructuring and management of working capital could help the business overcome these obstacles and improve its financial situation and performance over time.
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Examining Sweets Plc's financial records led to mixed results. Falling interest cover and cash problems are still a chance, even if the company seems to be becoming more efficient and making more money. Smartly renegotiating debt and handling working capital are two examples of problems that could be avoided that could lead to a financially better and more long-term successful business (Ainsworth, 2014). Sweets Plc may find growth and success opportunities in the constantly changing business world if it focuses on its strengths and works on its flaws. Advocates can use this document to help them make smart decisions that will help the company reach its financial targets.
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