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[bookmark: _Toc122683647]Introduction
Financial statements provide an overview of a business, which aids in business management, financing planning, and acquisition. It allows individuals to make more informed financial decisions and evaluate the liquidity of institutions. There are four major types of financial statements (Weygandt et al., 2021); these are- cash flow statements, income statements, balance sheet which is also known as the statement of financial position, and equity statements. These statements show a financial year's total cash inflow and outflow, net income, and asset balance, which must equal liabilities and equities. Financial statements are used by stakeholders and internal users. If they work for or deal with a company, these two types of users need these statements to learn enough about it to invest or make financial decisions (Collins and Duncan, 2018). This report will be discussed in two parts. First, the income statement, balance sheet, and statement of financial position will be discussed. The rest of the analysis will include financial ratios and comments on the firm's financial position discussed in the module.
[bookmark: _Toc122683648]Question 01
[bookmark: _Toc122683649]Requirement A
Income Statement
	 
	 Amount 
	 Amount 
	 Amount 

	Sales
	 
	  800,000.00 
	 

	(+) Unrecorded sales
	 
	         980.00 
	 

	 
	 
	  800,980.00 
	 

	Less: Cost of sales
	 
	  578,650.00 
	 

	Gross profit
	 
	 
	  222,330.00 

	Less: Operating Costs
	 
	 
	 

	Administrative expenses
	 
	    30,000.00 
	 

	Distribution costs
	  28,000.00 
	 
	 

	(+) Accrued sales commission
	    3,000.00 
	 
	 

	 
	 
	    31,000.00 
	 

	Directors’ remuneration
	 
	      5,000.00 
	 

	Interest paid
	 
	      2,000.00 
	 

	Total operating costs
	 
	 
	    68,000.00 

	Profit before tax
	 
	 
	  154,330.00 

	Less: Corporate Tax
	 
	 
	    50,000.00 

	Profit after tax
	 
	 
	  104,330.00 

	Preference dividend paid
	 
	    30,000.00 
	 

	Ordinary dividend paid
	 
	    20,000.00 
	 

	Total dividend paid
	 
	 
	    50,000.00 

	 
	 
	 
	    54,330.00 

	Retained profits on 1st January 2021
	 
	 
	  132,000.00 

	Retained profits on 31st December 2021
	 
	 
	  186,330.00 



Balance sheet
	 
	 Amount 
	 Amount 
	 Amount 

	Current assets:
	 
	 
	 

	Stock at 31st December 2021
	 
	     430,600.00 
	 

	Trade receivable
	  170,125.00 
	 
	 

	(+) Unrecorded sales
	         980.00 
	 
	 

	 
	 
	     171,105.00 
	 

	Cash and bank
	 
	     176,250.00 
	 

	Total current assets
	 
	 
	     777,955.00 

	 
	 
	 
	 

	Non-current assets:
	 
	 
	 

	Plant and equipment
	 
	 
	  1,250,000.00 

	Total Assets
	 
	 
	  2,027,955.00 

	 
	 
	 
	 

	 
	 
	 
	 

	Current liabilities:
	 
	 
	 

	Trade payable
	  188,625.00 
	 
	 

	Total dividend paid
	    50,000.00 
	 
	 

	Accrued sales commission
	      3,000.00 
	 
	 

	Total current liabilities
	 
	     241,625.00 
	 

	 
	 
	 
	 

	Non-current liabilities:
	 
	 
	 

	4% Debentures
	 
	     200,000.00 
	 

	 
	 
	 
	     441,625.00 

	Equity:
	 
	 
	 

	£1 ordinary shares
	 
	  1,000,000.00 
	 

	10% £1 preference shares
	 
	     400,000.00 
	 

	Retained profits on 31st December 2021
	 
	     186,330.00 
	 

	 
	 
	 
	  1,586,330.00 

	Total liabilities and equity
	 
	 
	  2,027,955.00 


[bookmark: _Toc122683650]Requirement B
The elementary requirement for a statement of financial position to format is to follow the basic accounting rules which are Assets= Liabilities+Equity. Through this equation, it can be seen that in a statement of financial position the assets and the liabilities need to be equal and balanced.
The fundamental characteristics of transactions, namely double entry systems, are the initial cause of this balancing. This idea asserts that when a financial event occurs, it affects more than one side of the balance sheet or the accounting equation (Collins and Duncan, 2018). It either affects all of the assets, liabilities, and equity or just a single portion of the assets, liabilities, or equity by raising and lowering their balance simultaneously and having no effect on the balance, which is how it equalizes the balance and maintains sustainability at both portions of the balance sheet.
It can be more defined through an example, purchasing equipment can be considered as a transaction. While purchasing that the buyer needs to provide cash or a cheque. Both of that will decrease the asset. Further, it will also at the same time make increase the asset portion by adding types of equipment. That is how the equal balance will be ultimately neutral or make no change in the financial condition. As a result, it keeps the statement of financial position balanced and equal.
[bookmark: _Toc122683651]Question 2
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1. ROCE: ROCE or return on  Capital Employed is a profitability ratio that is long-term and which calculates how effectively the company was able to use its capital. It is a financial statistic that analyzes the efficiency of the capital of a firm. Calculating the ratio requires the EBIT or net profit which is divided by the capital employed (Weygandt et al., 2021). To determine the most reasonable or accurate use of  ROCE, it needs to show its result at least equal to the twice current interest rates. For the provided information the formula of ROCE is provided –
[bookmark: _Hlk121137563]ROCE = [operating profit ÷ (non-current liabilities + equity)] x 100 
	 
	2021
	2020

	Operating profit
	805.00
	699.00

	Non-current liabilities
	4,137.00
	4,129.00

	Equity
	3,088.00
	2,912.00

	[operating profit ÷ (non-current liabilities + equity)] x 100
	805/ (4137 + 3088)
	699/ (4129 + 2912)

	 
	11%
	10%


 
Here it is found that the operating profit has increased in 2021. A capital addition also can be seen in the company. So. According to the rules, the profitability is increased and the 3 capital has utilized more efficiently.
2. ROE: ROE is considered as the return on equity which is described as the ratio of income generation in contrast to the investment of the capital and its share per dollar. It shows the relationship between the stockholder's return and a company's total profit. The total profit will be taken from the income after tax and the equity capital will be considered as the investment return of the shareholders.
So, here is the formula –
ROE= [profit after tax ÷ equity] x 100


	 
	2021
	2020

	Profit after tax
	431.00
	366.00

	Equity
	3,088.00
	2,912.00

	[profit after tax ÷ equity] x 100
	431/3088
	366/2912

	 
	14%
	13%


Profit after tax of 2021 is greater than 2020. And also, the equity capital of the next year or 2021 is increased. Similarly, the return on equity has also increased. It means that the company has been able to utilize its additional capital in operating properly (Collis, 2016).
3. Earning Per Share: Eps or earning per share is a ratio that determines the profitability of a firm. It tells the investor about a firm and whether it is profitable or not. Earning per share is calculated through the net income which will be divided by the average outstanding share of a company. Here the net income has to subtract the dividend which is provided to the preferred stockholders. That will be known as the total earnings. So the formula can be EPS= [Total earnings ÷ number of shareholders].
	 
	2021
	2020

	Profit after tax
	431.00
	366.00

	Number of shares (300/0.50)
	600.00
	600.00

	[Total earnings ÷ number of shareholders]
	431/600
	366/600

	 
	0.72
	0.61



So, here the profitability ratio has increased by 11% from the year 2020 to the year 2021 which represents that the firm was able to generate the earnings of each shareholder as the number of shareholders is yet the same in the second year.
4. Net profit margin: Profitability is the measurement of a company's overall activities and the net profit shows a company's overall expenses reduction from their revenues and the almost generation of total income (Powers and Needles, 2012). There remain different kinds of profits like gross profit, earnings before tax, EBIT, or operating profit. But the net profit shows the overall income generated throughout the year. The net profit margin is a percentage measurement of the revenue. This portion of the profit is distributed to the shareholder and increases the number of the company's retained earnings (Collis, 2016).
The formula for net profit margin is (Net profit ÷ Revenue) x 100.
	 
	2021
	2020

	Profit after tax
	431.00
	366.00

	Revenue
	6,738.00
	6,441.00

	(Net profit ÷ Revenue) x 100
	431/6738
	366/6441

	 
	6.4%
	5.7%



The margin shows that the profitability has increased in the next year. This indicates that retained earnings have also increased with the enhancement of stockholders' revenue. That also indicates that the change in expenses and other operational costs has not increased in comparison to the previous year.
5. Asset Turnover: The main objective of a business firm is to achieve optimality and efficiency. To determine the fact if the firm is financially efficient or not (Mattarocci, 2014). Financial efficiency is mainly seen in the proper utilization of its assets. If the assets are used properly they will generate efficient revenues an asset turnover ratio which is more than  2.5% to 5% is considered to be a good or effective ratio of asset turnover. The asset turnover ratio for sweet Plc is calculated below. Here the formula will be used as (Revenue ÷ Total assets) x 100.
[image: Table

Description automatically generated]In the asset turnover, the revenue is compared to the assets. So the asset turnover ratio has also increased by 5% between the two years which indicates a good utilization of the assets of the company and to increase in revenues. But the total assets decreased last year from the previous year. These sorts of changes can take place due to the high maintenance of disposable assets, higher depreciation or selling off of some assets, and so on.
6. Stock  Holding Days: Stock holding days which are also known as the days in inventory or inventory turnover period is a ratio that describes or indicates the days and time of holding an inventory or goods before it sells (PARMENTIER, 2019). It is the average time. In businesses, the period sometimes is the time of selling the stock of inventory from its acquiring period.  It can be easily defined by the ratio that how many days it took for a firm to sell its goods from the time of buying. The formula for determining is (Inventory ÷ Cost of goods sold) x 365.
[image: ]Here it is found that the holding period has increased by 2 days from the year 2020 to 2021. Though there are no standard days of the holding period, it still should keep the days less and minimum as possible to reduce the operating and managerial cost of inventorying during the period of holding.
7. Debtor collection ratio: The debtor collection period is the average time taken by the debtor to collect the debt more efficiently. The less the debtor takes the period, the higher it increases the efficiency of the firm (Loughran, 2021). That is why the debt collection ratio is also an efficiency ratio as it provides the outlook about the efficiency of money receiveable from its debt holder. To determine this, the general formula which is used is So, the formula is (Debtors ÷ sales) x 365.
	 
	2021
	2020

	Receivables
	1,249.00
	1,287.00

	Revenue
	6,738.00
	6,441.00

	(Inventory ÷ Cost of goods sold) x 365
	(1249/6738) x 365
	(1287/6441) x 365

	 
	68
	73


The debtor collection period is also an indicator of the liquidity position of a firm (Dixit, 2019). As the days of collecting debt have decreased from the previous year, it represents that the efficiency increased to collect their short-term funds and increased its efficiency.
8. Current ratio:  Current ratio is the liquidity measurement ratio that shows the capability of firms to meet short-term obligations with the proper use of their short-term liquid assets within a year (Mattarocci, 2014).  Through this, it measures the company's ability to pay its debt with its current liquid assets.  It derives the relationship between the sufficiency of a current asset to pay the current debts. The formula for determining the current ratio is (Current assets/ Current liabilities).
[image: ]Here in the results, it is seen that the company does not have enough working capital to manage its liquidity. The ratio of liability is higher than the number of total assets. Though the percentage of assets increased in the next year the ratio is not quite enough to show its solvency.
9. Gearing ratio: The gearing ratio is a ratio that is used to measure the financial stability of a firm by comparing its capital structure with the debt of the firm (Kriek et al., 2012). The company needs to combine the capital structure with its debt and equity both sources and the gearing ratio identifies the comparison between the debt and equity. The formula of the Gearing ratio is -
(Debt ÷ Equity) x 100.
	 
	2021
	2020

	Total debt
	    6,648.00 
	      7,175.00 

	Total equity
	    3,088.00 
	      2,912.00 

	(Debt ÷ Equity) x 100
	6648/3088
	7175/2912

	 
	215%
	246%


 The company's current capital structure should be judged to measure the optimality of the gearing ratio.  As the amount of debt has increased and the equity capital has decreased.
10. Interest Coverage Ratio: The interest coverage ratio indicates the company's ability to pay its debts (Loughran, 2021). It is also a gearing ratio or also can be said as a profitability ratio that determines the promptness of paying the debt of the company within less time. The formula is (Operating profit ÷ Interest).
	 
	2021
	2020

	Operating profit
	805.00
	699.00

	Interest
	226.00
	181.00

	(Operating profit ÷ Interest)
	805/226
	699/181

	 
	3.56
	3.86



Here the ratio has decreased which means the efficiency of paying debt has increased to a minimum level. 
[bookmark: _Toc122683653]Requirement B
[bookmark: _Toc122683654]This part has required comment on the condition of the company by analysing its financial ratios. From the above calculation and analysis, it is seen that the company can show its efficiency in maximum segments. But it needs to improve its liquidity position as the current ratio is not satisfactory (Besley and Brigham, 2015). The gearing ratio should be more optimal and the interest turnover has to improve more.
Conclusion 
The financial statements and their analysis through the ratio analysis can help someone to make a better financial decision and throughout the two previously discussed questions it will be quite easy to analyse and determine the improvement of financial knowledge and its implementation.
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