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Introduction
          Financial accounting helps the company to record and report the financial transactions and also helps to analysis those transactions. Financial accounting also helps to prepare the financial statements which include four statements and notes of the statements. Those statements are Statement of income, Statement of financial position, Statement of changes in equity, and Statement of cash flow (Libby et al, 2012) . In this report. Statement of income and statement of financial position have been prepared. 
Financial position has two parts. One is the Asset part and the other is Liability part. And always these two parts are equal. The reason of balancing of financial position has been described in this report. 
Financial accounting also includes ratio analysis. It helps to determine the performance and efficiency of the company and predict the future figure. In the business world, companies need to plan for future because it helps them to shape their mission and vision.
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[bookmark: _Toc111070772]Statement of Income
	 
	Amount
	Amount

	Revenue
	£800,980
	

	Less: Cost of sales
	-£578,650
	

	Gross Profit
	
	£222,330

	Less: Operating expenses
	
	

	Administrative expenses
	-£30,000
	

	Directors’ remuneration
	-£5,000
	

	Distribution expenses
	-£31,000
	

	Dividend payment:
	
	

	Ordinary dividend
	-£20,000
	

	Preference dividend
	-£30,000
	

	Finance expenses:
	
	

	Interest expense
	-£4,000
	

	 
	
	-£120,000

	Earning before tax (EBT)
	
	£102,330

	Tax expense
	
	-£100,000

	Earnings after tax (EAT)
	
	£2,330

	Retained profit:
	
	

	C/F
	
	£132,000

	B/F
	
	£134,330



Notes
	 
	Amount
	Amount

	Sales
	£800,000
	

	Add: Unrecorded sales
	£980
	

	 
	
	£800,980

	
	
	

	 
	Amount
	Amount

	Interest expense
	£2,000
	

	Add: Accrued interest
	£2,000
	

	 
	
	£4,000

	
	
	

	 
	Amount
	Amount

	Distribution expenses
	£28,000
	

	Add: Accrued distribution commission
	£3,000
	

	 
	
	£31,000
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	Amount
	Amount
	Amount

	Assets
	
	
	

	Current assets
	
	
	

	Cash and bank
	76,250.00
	
	

	Inventory
	330,600.00
	
	

	Debtors
	171,105.00
	
	

	Total current assets
	
	577,955.00
	

	Non-current assets
	
	
	

	Plant and equipment
	650,000.00
	
	

	Total non-current assets
	
	650,000.00
	

	Total assets
	
	
	1,227,955.00

	Liabilities and Owner's Equity
	
	
	

	Current liabilities
	
	
	

	Trade payables
	188,625.00
	
	

	Accrued Tax
	100,000.00
	
	

	Accrued interest
	2,000.00
	
	

	Accrued commission
	3,000.00
	
	

	Total current liabilities
	
	293,625.00
	

	Non-current liabilities
	
	
	

	4% Debentures
	100,000.00
	
	

	Total non-current liabilities
	
	100,000.00
	

	Total Liabilities
	
	393,625.00
	

	Equity:
	
	
	

	£1 ordinary shares
	500,000.00
	
	

	10% £1 preference shares
	200,000.00
	
	

	Retained profit C/F
	134,330.00
	
	

	Total equity
	
	834,330.00
	

	Total liability and equity
	
	
	1,227,955.00



Notes
	 
	Amount
	Amount

	Debtors
	170,125
	

	(+) Unrecorded sales
	980
	

	 
	
	171,105
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          Financial position or statement of financial position is one of the statements of the annual report. In this statement, all the assets and liabilities are included. Due to the double entry system, each transaction has a double impact and hence each transaction affects two ways the financial condition of the company. Due to the double entry system of accounting, financial position balances.
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          In the given information, Sweet Plc.’s financial statements have been given. From the statements, ten financial ratios need to be calculated.
[bookmark: _Toc111070776]Requirement A
[bookmark: _Toc111070777][bookmark: _Hlk111062595]ROCE – Return on Capital Employed
Formula of ROCE: (Operating Profit ÷ Capital employed) × 100 (Scott and O'Brien, 2013)
Required information,
	 
	2021
	2020

	Operating profit
	805.00
	699.00

	Total Capital employed:
	
	

	Share capital
	300.00
	300.00

	Share premium
	1,071.00
	1,071.00

	Retained earnings
	1,717.00
	1,541.00

	Long term debt
	4,137.00
	4,129.00

	 
	7,225.00
	7,041.00



Now,
	 
	2021
	2020

	Operating profit
	805.00
	699.00

	Total Capital employed:
	
	

	Share capital
	300.00
	300.00

	Share premium
	1,071.00
	1,071.00

	Retained earnings
	1,717.00
	1,541.00

	Long term debt
	4,137.00
	4,129.00

	Total Capital employed
	7,225.00
	7,041.00

	Formula:

(Operating Profit ÷ Capital employed) × 100
	11.1419%
	9.9276%
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Formula of ROE: (Net Profit ÷ Owner’s Equity) × 100 (Hopwood, 2020)
Required information,
	 
	2021
	2020

	Net profit
	431
	366

	Owner's equity:
	
	

	Ordinary share capital
	300
	300

	Share premium
	1071
	1071

	Retained Earnings
	1717
	1541

	 
	3088
	2912



Now,
	 
	2021
	2020

	Net profit
	431
	366

	Owner's equity:
	
	

	Ordinary share capital
	300
	300

	Share premium
	1071
	1071

	Retained Earnings
	1717
	1541

	Owner's equity
	3088
	2912

	Formula:
(Net Profit ÷ Owner’s Equity) × 100
	13.9573%
	12.5687%
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Formula of Earnings per share: Net Profit ÷ Shares (Weil et al, 2013)
Required information,
	 
	2021
	2020

	Net profit
	431
	366

	Shares:
	
	

	price per share
	0.5
	0.5

	Total capital
	300
	300

	 
	600
	600







Now,
	 
	2021
	2020

	Net profit
	431
	366

	Shares:
	
	

	price per share
	0.5
	0.5

	Total capital
	300
	300

	 
	600
	600

	Formula:
Net Profit ÷ Shares
	0.718333
	0.61
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Formula of Net profit margin: (Net Profit ÷ Sales) × 100 (Bushman and Smith, 2011)
Required information,
	 
	2021
	2020

	Net Profit
	431.00
	366.00

	Sales revenue
	6,738.00
	6,441.00


Now,
	 
	2021
	2020

	Net Profit
	431.00
	366.00

	Sales revenue
	6,738.00
	6,441.00

	Formula
(Net Profit ÷ Sales) × 100
	6.3966%
	5.6823%
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Formula of Asset turnover: (Sales revenue ÷ Total assets) × 100 (Libby et al, 2012)
Required information,
	 
	2021
	2020

	Sales revenue
	6,738
	6,441

	Total assets
	9,736
	10,087



Now,
	 
	2021
	2020

	Sales revenue
	6,738
	6,441

	Total assets
	9,736
	10,087

	Formula:
(Sales revenue ÷ Total assets) × 100
	69.2071%
	63.8545%
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Formula of Stock holding days: (Inventory ÷ Cost of goods sold) × 365 (Scott and O'Brien, 2013)
Required information,
	 
	2021
	2020

	Inventory
	708
	659

	Cost pf goods sold
	3,235
	3,096



Now,
	 
	2021
	2020

	Inventory
	708
	659

	Cost pf goods sold
	3,235
	3,096

	Formula of Stock holding days: (Inventory ÷ Cost of goods sold) × 365
	79.882535
	77.692183
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Formula of debtors’ collection days: (Trade receivables ÷ Sales revenue) × 365 (Hopwood, 2020)
Required information,
	 
	2021
	2020

	Trade receivables
	1,249
	1,287

	Sales revenue
	6,738
	6,441



Now,
	 
	2021
	2020

	Trade receivables
	1,249
	1,287

	Sales revenue
	6,738
	6,441

	Formula of debtors’ collection days: (Trade receivables ÷ Sales revenue) × 365
	67.658801
	72.931998
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Current ratio
Formula of current ratio: Current assets: Current Liabilities (Weil et al, 2013)
Required information,
	 
	2021
	2020

	Current assets
	2,303
	2,355

	Current liabilities
	2,511
	3,046



Now,
	 
	2021
	2020

	Current assets
	2,303
	2,355

	Current liabilities
	2,511
	3,046

	Formula of current ratio: Current assets: Current Liabilities
	0.92: 1
	0.77: 1
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Formula of gearing ratio: (Debt ÷ Equity) × 100 (Bushman et al, 2011)
Required information, 
	 
	2021
	2020

	Owner’s equity
	3,088
	2,912

	Loans and other borrowings
	4,137
	4,129



Now,
	 
	2021
	2020

	Owner’s equity
	3,088
	2,912

	Loans and other borrowings
	4,137
	4,129

	Formula of gearing ratio: (Debt ÷ Equity) × 100
	133.9702%
	141.7926%
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Formula of interest cover: PBT/ Interest (Libby et al, 2012)
Required information,
	 
	2021
	2020

	PBT
	846
	720

	Interest
	226
	181



Now,
	 
	2021
	2020

	PBT
	846
	720

	Interest
	226
	181

	Formula of interest cover: PBT/ Interest
	3.7433628
	3.9779006
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[bookmark: _Toc111070788]ROCE – Return on Capital Employed
	 
	2021
	2020

	ROCE
	11.1419%
	9.9276%



ROCE stands for return on capital employed. Here, the current year (2021) has higher ROCE than prior Year (2020). The reasons are:
· The company has earned more profit than the prior year.
· The company has achieved the targeted efficiency by utilising the total capital employed.
· The company has achieved its target planning.
· The management of the company becomes more cautious about the proper utilisation of the capital.
[bookmark: _Toc111070789]ROE – Return on Equity
	 
	2021
	2020

	ROE
	13.9573%
	12.5687%



ROE stands for return on equity and it indicates how much profit is earned by the company compared to the shareholder’s equity. Here, the current year (2021) has higher ROE than prior Year (2020). The reasons are:
· Net profit of 2021 is higher than 2020.
· At year 2020, company’s equity was lower than 2021. And the company has increased the equity. 
· So, the company has properly utilised the additional equity to generate the profit.
· The company is becoming efficient in properly using its equity.
[bookmark: _Toc111070790]Earnings per share
Earning per share indicates a company’s profitability in terms of outstanding shares. Here, outstanding shares have been identified by dividing the total share capital by per share price. 
	 
	2021
	2020

	EPS
	0.718333
	0.61



· Per share price has been increased due to the increase in net profit.
· The reason for the net profit increase is the efficiency of the company has increased. Net profit is the residual amount after deducting all the expenses.
· Here, Sweet Plc.’s revenue has also been increased. So, it can be concluded that the company’s revenue has been increased but costs have not increased compared to the revenue. Due to this reason, net profit is higher in the year 2021.
· And due to higher profit, the company’s EPS in 2021 is also higher. 
[bookmark: _Toc111070791]Net Profit Margin
Net profit margin indicates a company’s profitability that compares a company’s net profit with sales revenue. Net profit is stated as a percentage of sales revenue. So, it is easy for the company to compare this ratio with other companies and can evaluate the performance of the company.
	 
	2021
	2020

	Net profit Margin
	6.396557%
	5.682347%



Here net profit margin is higher in the year 2021. The reasons are:
· Net profit of the company is higher in the year 2021.
· Total sales revenue is also higher in the year 2021.
· So, increased sales and increased net profit have attracted a higher net profit margin.
· It means that the company’s performance has improved compared to the last financial year.



[bookmark: _Toc111070792]Asset Turnover
Asset turnover means that how much revenue is generated with the available total assets of the company. It helps the company to analysis whether the company is efficient or not. Normally the reason for keeping the assets in a company is to generate revenue. For example, cash and cash equivalent is an asset and it helps the company to maintain the operation smoothly. On the other hand, property, plant and equipment helps in producing the product so that those products can be sold and can generate revenue.
	 
	2021
	2020

	Asset turnover
	69.2071%
	63.8545%



· Asset turnover of 2021 is higher than the year 2020.
· Because total assets in the year 2021 are lower than the year 2020 but the revenue is higher in the year 2021. 
· It means that the company has generated more revenue in spite of having low assets.
· There another assumption is working and that is in the year 2020, the company may have some obsolete or non-operating machines and that may cause producing lower revenue or not contributing to generate revenue. 
· So, the efficiency of the company is day by day increasing and the company is generating more revenue than the prior financial years.
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Stock holding days indicate the days on which a company holds the inventory or stock. Inventory or stock is an important element for a company but when a company overstock a product, the company may incur higher stock or warehouse cost. And overstocking may waste the product also.
	 
	2021
	2020

	Stock holding days
	79.882535
	77.692183



· Stock holding days of Sweet plc. has increased in the year 2021. Though the days are not larger from the prior year but this is alarming for Sweet Plc.
· These higher days result because of over-forecast of the demand of the product. Market always changes its nature. Market situation does not same from year to year. So, before forecasting the demand the management should consider those factors.
· Over holding days may incur higher cost whether it is warehousing cost or obsolete cost.
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Debtors’ collection is another efficiency ratio that determines how much time a company takes to collect cash from the receivables. This is an important ratio for a company because it also determines how much cash a company will have in a year. And this ratio is also linked with opportunity cost as receivables are a kind of investment and the return is non-monetary. So, the company should minimise the opportunity cost.
	 
	2021
	2020

	Debtors' collection days
	67.658801
	72.931998



· Collection days in the year 2021, have decreased. It means that the company’s cash collection is also increased by that year.
· But the company need to remember that due to fast collection they should not upset the customers.
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	2021
	2020

	Current ratio
	0.92: 1
	0.77: 1



Current ratio is not satisfactory because current liabilities are higher than current assets. Though due to fast cash collection, in the year 2021, the ratio has improved but the company needs to be more careful about this ratio as liquidity is also related with going concern of the company. 
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	2021
	2020

	Gearing ratio
	133.970%
	141.793%



This is alarming for the company that its debt is 140% to 142% of equity. It is to be known that high debt may attract higher loan covenants and it will attract higher interest cost and high pressure.
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	2021
	2020

	Interest cover
	3.7433628
	3.9779006



Currently, the net profit is 3.64 times higher than interest. But this ratio is decreased compared to the last year. The reason could be the company has taken high interest-bearing loan. So, the company should carefully handle this. 
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Sweet Plc. should consider its gearing ratio, current ratio and interest cover ratio. Because these three are showing alarming situation of the company. The company should take less loan to balance with equity.
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