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Question 1 
An account of financial position represents a summary of all assets and liabilities of the company. It also shows the money left by the business of all the assets of the establishment sold out and all the debt of the business. Statement of financial situation comprises all the liabilities, assets, and equity of the company.  The account of financial position is made by following the double entry accounting policy. Double entry accounting policy indicates recording of every transaction in which every transaction of the business transactions. Therefore, the reason why the account of financial position always matches is due to the dual entry system. The financial position also helps the investors in assessing the financial situation of the corporation to determine the level of risk present in the company (Oseni, and Igbinosa, 2015).
 
As per the account of the financial situation of the business, the corporation has total equity and liabilities amounting to £7,000,000 which the amount of which the shareholder’s equity amounts to £5,000,000 and preference shares amount to 200,000. The company had also paid dividends to the equity and preference shares holders amounting to £20,000 and £30,000 respectively in the year 2021. The total current liabilities of the company are £1,415,600 and noncurrent liability is £100,000 in the year 2021. Total assets of the business amount to £1,226,975 in the year 2021. After considering all the facts the net revenue that the corporation was capable to produce in the year 2021 was £156,350. The account of the financial position of the company is good. The business also paid dividends to its shareholders which is also a positive sign for the investors regarding the profitability of the company. 

	Income statement for the Year ended 31 December 2021
	 

	Particulars
	Amount £ 

	Sales 
	800000

	Cost of sales
	578650

	Gross profit 
	221350

	Administrative Expenses 
	30000

	Distribution Cost
	28000

	Interest Paid 
	2000

	Director remuneration
	5000

	Net Profit 
	156350

	Statement of financial position 
	

	Particulars
	Amount £ 

	Equity and Liabilities 
	 

	Shareholders' equity
	 

	£1 ordinary shares
	500000

	10% £1 preference shares
	200000

	Retained earnings 
	 

	Retained profits on 1st January 2021
	132000

	Dividend 
	 

	Ordinary
	-20000

	Preference 
	-30000

	Net Proft 
	156350

	Non- Current liabilities 
	 

	Long-term Debt
	 

	4% debentures 
	100000

	Current Liabilities 
	 

	Trade payables 
	188625

	Total Equity and Liabilities 
	1226975

	Assets 
	 

	Non-Current assets 
	 

	Plant and equipment 
	650000

	Stock on 31st December 2021
	330600

	Total non-current assets 
	980600

	Current assets 
	 

	Trade receivables 
	170125

	Cash
	76250

	Total current assets 
	246375

	Total Assets 
	1226975



The reason why a financial statement is used is because this statement helps different investors in assessing the potential risk and financial stability of the organization.
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Sweets plc is a long-established sweet and confectionery manufacturer. The company produces all the products in the US but made sales all over the world. The financial presentation of the company in the year 2021 is better than in the year 2020.  The income of the company in the year, 2020 was 6441 £million which increased in the year 2021 amounting to 6738 £million. The gross profit of the company is also more in 2021 as connected to 2020 (Ahrendsen, and Katchova, 2012).

 Hence net profit margin of the business also increased in the year 2021 from the year 2020, which was 0.8042 in the year 2020, and 0.8592 in the year 2021. The current ratio indicated the capability of the business to pay its temporary liabilities (Toms, and Fleischman, 2015). The ability of the business also increased in the year 2021 as compared to 2020, which represents an improvement in the efficiency of the business to pay its immediate liabilities. This also means that the liabilities of the company had decreased. The company also declared a dividend of 255 £million in the year 2021. The earnings per share of the company had also increased which means the shareholders are getting more returns as compared to the previous year (Haralayya, 2021).	

Therefore, return on equity also increased in 2021 as compared to the year 2020, which was 0.12569 in 2020 and 0.13957 in the year 2021. The company also made a long-term investment in the year 2021 but had reduced its short-term investment. Return on capital employed defines the efficiency and the profitability of the business, the more the return of capital employed higher will be the effectiveness of the company, sweet plc, had increased the efficiency of the company in the year 2021 as associated with the year 2020. Assets turnover specifies the efficiency of the company to utilize its assets to generate sales. The efficiency of the company increased in 2021 (Camin, et al, 2016). 

That was 0.63854 in the year 2020, and 0.69207 in the year 2020. The gearing ratio helps in comparing the stockholder’s equity to the debt of the business in different ways to determine the leverage and the financial stability of the company. As compared to the year 2020, in the year 2021 the gearing ratio of the company came down to 1.3397 in the year 2021. The interest coverage ratio defines the efficiency of the company to pay its interest on its outstanding debts. As per the ratio analysis, the interest coverage ratio of the company also increased in the year 2021 as compared to the year 2020. Which was 3.38053 in the year 2021 and 3.74586 in the year 2020. Overall, the company was capable to improve its efficiency and profitability of the company in the year 2021 (Babalola, and Abiola, 2013). 


	 
	Particulars 
	Formula
	2021
	2020
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	ROCE
	Earnings before interest and Tax/Capital employed
	8.58131
	7.65516

	 
	 
	 
	 
	 

	2
	ROE
	Net income / shareholders’ equity 
	0.13957
	0.12569

	 
	 
	 
	 
	 

	3
	Earnings per share 
	Net income / Total number of outstanding shareholders 
	1.43667
	1.22

	 
	 
	 
	 
	 

	4
	Net profit margin 
	Revenue - Cost / Revenue 
	0.08592
	0.08042

	 
	 
	 
	 
	 

	5
	Assets turnover 
	total sales/total assets
	0.69207
	0.63854

	6
	Stock holding days 
	(Average inventory / cost of goods sold) * 365
	37.0255
	38.8461

	 
	 
	 
	 
	 

	7
	Debtors’ collection period 
	Receivables / Total sales 
	0.18537
	0.19981

	 
	 
	 
	 
	 

	8
	Current Ratio
	Current assets / Current Liabilities 
	0.91716
	0.77315

	 
	 
	 
	 
	 

	9
	Gearing ratio
	Debt / Equity
	1.3397
	1.41793

	 
	 
	 
	 
	 

	10
	Interest cover ratio 
	EBITDA / Interest expenses 
	3.38053
	3.74586



As per the ratio calculated above, it can be concluded that the performance of the company is well and good. 	
The company also declared a dividend of 255 £million in the year 2021.	
The earnings per share of the company had also increased so as the net profit margin. 	
The company also improves its current ratio, which describes the efficiency of the company to pay short-term liabilities. 	
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Appendix
The calculations made in Question 1 are based on the following information:
The following balances relate to Wales plc for the year ended 31st December 2021:

	£1 ordinary shares 
	
	500,000

	10% £1 preference shares 
	
	200,000

	
	      £
	      £

	4% Debentures 
	
	100,000

	Plant and equipment 
	650,000 
	

	Stock at 31st December 2021 
	330,600 
	

	Sales 
	
	800,000

	Cost of sales 
	578,650 
	

	Trade receivable 
	170,125 
	

	Trade payable 
	
	188,625

	Cash and bank 
	76,250 
	

	Retained profits at 1st January 2021 
	
	132,000

	Ordinary dividend paid 
	20,000 
	

	Preference dividend paid 
	30,000 
	

	Administrative expenses 
	30,000 
	

	Interest paid 
	2,000 
	

	Directors remuneration 
	5,000 
	

	Distribution costs 
	28,000 
	

	Total
	1,920,625 
	1,920,625


The following information is also relevant:
1. Corporation tax for the year is estimated at £100,000.
2. Salesmen are owed commission of £3,000 in respect of December sales. It will be paid on 31st January 2022 and has not been recorded in the ledger accounts yet.
3. Goods valued at £980 were sent to customers on 31st December 2021. Payment is due on 28 February 2022. This has not been recorded in the ledger accounts yet.
4. The preference shares should be included within equity.

The calculations made in Question 2 are based on the following information:

	Profit and Loss statement for the year ended 31st December
	  2021
	  2020

	Revenue 
	6,738 
	6,441 

	Cost of sales 
	(3,235) 
	(3,096) 

	Gross profit 
	3,503 
	3,345 

	Distribution costs 
	(437) 
	(422) 

	Marketing and selling costs 
	(1,324) 
	(1,274) 

	Administrative expenses 
	(937) 
	(950) 

	Operating profit 
	805 
	699 

	Profit/loss on sale of fixed assets 
	19 
	(5) 

	Investment income 
	22 
	26 

	Interest payable 
	(226) 
	(181) 

	Profit/(loss) before taxation 
	620 
	539 

	Taxation 
	(189) 
	(173) 

	Profit for the year 
	431 
	366 

	Statement of Financial Position as at 31st December
	   2021
	2020

	Non- Current assets 
	£m 
	£m 

	Intangible assets 
	5,485 
	5,809 

	Property, plant and equipment 
	1,613 
	1,605 

	Investments 
	335 
	318 

	Total non-current assets
	7,433
	7,732

	Current assets 

	Inventory 
	708 
	659 

	Trade receivables 
	1,249 
	1,287 

	Investments 
	145 
	232 

	Cash 
	201 
	177 

	Total current assets
	2,303
	2,355

	Total assets 
	9,736 
	10,087 

	Current liabilities 

	Trade payables 
	(583) 
	(655) 

	Other creditors 
	(1,928) 
	(2,391) 

	Total current liabilities
	(2,511)
	(3,046)

	Non-current liabilities 

	Loans and other borrowings 
	(4,137) 
	(4,129) 

	Net assets 
	3,088 
	2,912 

	Equity 

	Ordinary share capital (50p shares) 
	300 
	300 

	Share premium 
	1,071 
	1,071 

	Retained profits 
	1,717 
	1,541 

	Total equity
	3,088
	2,912


The following information is also relevant:
1. During 2021 a total dividend of £255m was paid (2020: £242m)
2. The average share price during 2021 was £5.12 (2020: £4.00).

Formulas used for calculating ratios:

Return on Capital Employed = Earnings before interest and Tax / Capital employed
 	 
Return on Equity Formula = Net Income / Shareholders’ equity 
 	 
Earnings per share = Net income / Total number of outstanding shareholders 
 	 
Net profit Margin = Revenue – (Cost /Revenue)
 	 
Asset Turnover Ratio: Total sales / Total Assets

Stock holding days = (Average inventory / cost of goods sold) * 365
 	 
Debtors’ collection period = Receivables / Total sales 
 	 
Current Ratio = Current Assets / Current Liabilities 
 	 
Gearing ratio = Debt /Equity
 	 
Interest cover ratio = EBITDA / Interest expenses
6
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