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Question 1
[bookmark: _Toc111071406]Requirement A
Statement of Income
	 
	Amount
	Amount
	Amount

	Revenue
	800,000.00
	
	

	+ Unrecorded sales
	980.00
	
	

	 
	
	800,980.00
	

	- Cost of sales
	
	- 578,650.00
	

	Gross Profit
	
	
	222,330.00

	Less: Operating expenses
	
	
	

	Administrative expenses
	
	-   30,000.00
	

	Interest
	-     2,000.00
	
	

	+ Accrued
	-     2,000.00
	
	

	 
	
	-     4,000.00
	

	Directors’ remuneration
	
	-     5,000.00
	

	Distribution expenses
	-   28,000.00
	
	

	+ Accrued
	-     3,000.00
	
	

	 
	
	-   31,000.00
	

	Dividend:
	
	
	

	Ordinary
	
	-   20,000.00
	

	Preference
	
	-   30,000.00
	

	
	
	
	- 120,000.00

	Earning before tax
	
	
	102,330.00

	Tax
	
	
	- 100,000.00

	Earnings after tax
	
	
	2,330.00

	Retained earnings:
	
	
	

	Brought forward
	
	
	132,000.00

	Carried forward
	
	
	134,330.00





Statement of financial position
	 
	 Amount 
	 Amount 
	 Amount 

	Cash and bank
	 
	     76,250.00 
	 

	Inventory
	 
	   330,600.00 
	 

	Debtors
	   170,125.00 
	 
	 

	(+) Unrecorded sales
	          980.00 
	 
	 

	 
	 
	   171,105.00 
	 

	Total current assets
	 
	 
	     577,955.00 

	
	 
	 
	 

	Plant and equipment
	 
	 
	     650,000.00 

	Total assets
	 
	 
	  1,227,955.00 

	
	 
	 
	 

	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 

	
	 
	 
	 

	4% Debentures
	 
	 
	     100,000.00 

	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 
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Financial position is one of the statements of financial statements. It is an important statement because it provides the figure for total assets, total liabilities, and total equity. Equity is basically a part of liabilities (Henderson et al, 2015). As per the business entity concept, owners and businesses are considered two separate entities. That is why equity is considered as a liability but as an internal liability. So, the entire financial position has two separate parts: one is an asset and another liability.
It needs to be noted that these assets and liabilities are not just absolute figures rather these are the reflection of the transactions that have been incurred throughout the year. All the transactions have two impacts on the financial condition of the company and these two impacts need to be shown on the financial statements. And this concept is called the double entry system.
In a double entry system, transactions exert two impacts on the financial condition of the company (Harrison et al, 2014). Normal people may think that a transaction may have one impact only but in reality, and as per the double entry system, each transaction has dual impacts. This concept can be proven with the help of the accounting equation. 
Accounting equation is like other equation which has two sides: one is the asset side and another is the liability side (Warren et al, 2020). There are two types of assets. One is current asset and the other is non-current asset. Current assets include receivables, inventory, cash, and cash equivalents, prepaid expenses, short-term investments, advances, etc. And non-current assets include property, plant and equipment, vehicles, other non-current assets, etc.
Current liabilities include bank overdraft, accrued expenses, short-term debts, etc. And non-current liabilities include long-term bank loans, debentures, etc. Equity includes share capital, share premium, and retained earnings.
It has been already mentioned that these items are the reflection of all the transactions incurred during the year. Due to dual impacts, according to the double entry system, both asset and liability sides become equal.
Accounting equation: Asset = Liability + Owner’s equity (Libby et al, 2014)
For every transaction, there is a dual impact either on both sides or a dual impact on one side. For example, the Purchase of a vehicle in cash. Here, the vehicle is a non-current asset. Due to the purchase it, assets will be increased. On the other hand, the vehicle has been procured on cash and cash is a current asset. So, the dual impact will be on the Asset side. For vehicle “A” will be increased and for cash “A” will be decreased. Another example is “goods have been sold in cash”. Here, due to selling, revenue has been increased and revenue increases the equity. So, it will increase the “owner’s equity” portion of the equation. On the other hand, due to selling, cash has also been increased and cash is an asset. So, Assets will be increased.
From these examples, it is clear that due to the double entry system, there is a dual impact, and due to this financial position balances. 
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Financial ratios are also part of financial accounting that basically helps to figure out what the figures of financial statements are standing for. It means that from the number of financial statements, it is not easy to conclude whether the company is performing well or not. Suppose a company has incurred profit but the profit is not up to the mark as per the industry’s standard. But if the past records of the company are observed then it would be found that the company has earned quite good profit compared to the prior year. On the other hand, suppose a large market share company always has more revenue than the low market share. So, from the amount’s point of view the former one will be on higher position. But while the profit is compared to the revenue, true picture can be found. So, financial ratios help in many ways. Ten financial ratios have been calculated and analysed below.
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Given information,
	
	2021
	2020

	Ordinary share capital
	300
	300

	Share premium
	1071
	1071

	Retained profits
	1717
	1541

	Total Equity
	3088
	2912

	Non-current liabilities
	4137
	4129

	Capital employed
	7225
	7041

	Operating profit
	805
	699




Calculation
	Formula
	2021
	2020

	ROCE
	
	

	(Operating Profit/Capital employed) *100 (Horngren et al, 2012)
	(805/7225) *100
	(699/7041) *100

	
	11%
	10%



Analysis
· ROCE compares the operating profit with the total capital employed and thus it considers whether the company is utilising the capital employed properly.
· Here, the company has incurred more ROCE in the year 2021 though the difference between 2020 and 2021 is only 1%.
· From the table, it can be observed that the company has increased its capita so it also can be concluded that the company has properly utilised the increased capital to generate profit.
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Given information,
	
	2021
	2020

	Ordinary share capital
	300
	300

	Share premium
	1071
	1071

	Retained profits
	1717
	1541

	Total Equity
	3088
	2912

	Profit
	431
	366



Calculation
	Formula
	2021
	2020

	ROE
	 
	 

	(Net Profit/ Total equity) *100
	(431/3088) *100
	(366/2912) *100

	 
	14%
	13%



Analysis
· ROE compares the net profit with total equity. Unlike ROCE, here, net profit is considered because ultimately residual amount (net profit) is assigned to the shareholders (Henderson et al, 2015). 
· Here, 2021 has more ROE than the year 2020.
· Probable reason can be found out from the table and that is higher equity has attracted higher net profit and also the company has properly utilised their increased equity.
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Given information,
	
	2021
	2020

	Share price
	0.5
	0.5

	Ordinary share capital
	300
	300

	Outstanding shares (Total/ Price)
	600
	600

	Profit
	431
	366



Calculation
	Formula
	2021
	2020

	EPS
	 
	 

	Net Profit/ Outstanding shares
	431/600
	366/600

	 
	0.72
	0.61



Analysis
· Earnings per share determine how much profit has been earned by each shareholder. It indicates the performance and efficiency of the company (Libby et al, 2014).
· In the year 2021, EPS is higher than that of the year 2020. Because outstanding shares have not been changed but the net profit has been increased.
· Probable reason for increasing profit may be the demand and performance of the company has been increased. 
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Given information,
	
	2021
	2020

	Profit
	431
	366

	Sales revenue
	6738
	6441



Calculation
	Formula
	2021
	2020

	Net profit margin
	 
	 

	(Net Profit/ Sales revenue) *100 (Horngren et al, 2012)
	(431/6738) *100
	(366/6441) *100

	 
	6.40%
	5.68%



Analysis
· Net profit margin compares the profit with revenue (Warren et al, 2020). This ratio basically enables the company to compare its margin with the other companies. Because in this way, low share and high share companies can be compared.
· In the year 2021, both revenue and profit are higher and thus the margin is also higher. On the other hand, 2020 has less revenue and profit so the margin is also lower than the year 2021.
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Given information,
	
	2021
	2020

	Sales revenue
	6,738
	6,441

	Total assets
	9,736
	10,087



Calculation
	Formula
	2021
	2020

	Asset Turnover
	 
	 

	(Sales revenue/ Total assets) *100
	(6738/9736) *100
	(6441/10087) *100

	 
	69.21%
	63.85%





Analysis
· Asset turnover compares the revenue with the total assets (Horngren et al, 2012). So that the management can identify how revenue has been generated for each pound of assets.
· In the financial year 2021, asset turnover is 69.21% and in the year 2020, asset turnover is 63.85%. So, the year 2021 has a higher asset turnover.
· It can be observed that the company’s total assets have decreased but revenue has increased. So, it can be predicted that the company has got rid of its non-value adding assets and hence increased the revenue.
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Given information,
	 
	2021
	2020

	Inventory
	708
	659

	Cost of sales
	3235
	3096



Calculation
	Formula
	2021
	2020

	Stock holding days
	 
	 

	(Inventory/ Cost of sales) *365 (Henderson et al, 2015)
	(708/3235) *365
	(659/3096) *365

	 
	80
	78



Analysis
· Stock holding days indicate a company’s efficiency of holding stocks (Warren et al, 2020). Normally stocks are held for selling. So, if the stocks are held for many days, it means that there are some unplanned stockings of inventory.
· The company held the stock for average 80 days in the year 2021 and 78  days in the year 2020. Holding days have been increased and this increase may associate with extra stocking cost.
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Given information,
	 
	2021
	2020

	Debtors
	1249
	1287

	Sales revenue
	6738
	6441


Calculation
	Formula
	2021
	2020

	Debtors’ collection days
	 
	 

	(Debtor/ Sales revenue) *365 (Libby et al, 2014)
	(1249/6738) *365
	(1287/6441) *365

	 
	68
	73



Analysis
· Debtors’ collection days indicate within how many days a company can collect the money from the debtors. Because these are the investments that may not produce any interest for the company and hence the company needs to collect that money fast so that any opportunity cost does not incur.
· The company has taken less time to collect money from the receivables in the year 2021 compared to the year 2020. A probable reason could be the company has adopted a new cash management policy or may face liquidity issues.
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Given information,
	
	2021
	2020

	Current assets
	2303
	2355

	Current liabilities
	2511
	3046



Calculation
	Formula
	2021
	2020

	Current ratio
	 
	 

	Current assets: Current liabilities
	2303: 2511
	2355: 3046

	 
	0.92: 1
	0.77: 1





Analysis
· Current ratio indicates the liquidity position of a company (Warren et al, 2020).
· Here, the company’s liquidity position is improving though still, the current liabilities are higher than current assets.
· In the year 2021, the current ratio is showing an improved ratio and the probable reason could be the fast collection of receivables and higher cash revenue. 
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Given information,
	
	2021
	2020

	Share holders' equity
	3088
	2912

	Loans and other borrowings
	4137
	4129



Calculation
	Formula
	2021
	2020

	Gearing ratio
	 
	 

	Debt/ Equity
	4237/ 3088
	4129/ 2912

	 
	134%
	142%



Analysis
· Gearing ratio basically indicates how much debt equity has been used by the company as to get optimum capital structure a company needs to use both debt and equity capital (Horngren et al, 2012).
· Here, Sweet Plc. has used 134% debt of equity in the year 2021 and 142% debt of equity in the 2020. 
· Such kind of higher debt may also attract more costs and pressure on the company.
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Given information,
	 
	2021
	2020

	Profit before interest and tax
	846
	720

	Interest
	226
	181



Calculation
	Formula
	2021
	2020

	Interest cover
	 
	 

	PBIT/ Interest
	846/226
	720/181

	 
	3.74
	3.98



Analysis
· Interest cover is an efficiency ratio that indicates how much profit is remaining for covering the interest (Warren et al, 2020).
· From the gearing ratio it has been observed that the company’s debt has been decreased but here company’s interest cover ratio is decreased. On the other hand, the net margin is also higher. In spite of higher profit and lower debt, company’s interest cost is higher.
· The company should consider this matter with great importance as why the interest cost has increased.
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