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Task

ai)

                           Winter Corporation

Income Statement for the year as at 31 May 2005

                                                            $’ 000

Revenue (3500-15)                                            
3485

Cost of sales                                              
(2746)

Gross profit                                               
739

Distribution costs                                             
127)

Administrative expresses                                       
(318)

Profit from operations operating profit                            
294

Finance cost (580 x 10%)                                       
58

Profit before tax                                              
236

Tax                                                         
(70)

Net profit for the period                                        
166

	aii)

	Winter Corporation

Balance Sheet for the year as at 31 May 2005



	Assets
	$’ 000
	$’ 000
	$’ 000

	Long-term assets:
	
	
	

	Property, plant and equipment 
	
	1781
	

	Goodwill
	
	68
	

	
	
	
	

	Current assets:
	
	
	

	Inventory
	56
	
	

	Trade receivable 
	660
	
	

	Bank
	147
	1367
	

	Total assets
	
	3216
	

	
	
	
	

	Equity and liabilities
	
	
	

	Capital and reserve:
	
	
	

	$1 Ordinance Shares
	
	1080
	

	Share Premium
	
	40
	

	General Reserve ($35 + $35)
	
	70
	

	Retained Profit (115 + 160 – 35)
	
	246
	1436

	
	
	
	

	Non-current liabilities:
	
	
	

	10% loan note
	
	580
	

	Current Liabilities
	
	
	

	Trade payables
	1030
	
	

	Income tax
	70
	
	

	Wages accrual
	42
	
	

	Loan note interest
	58
	1200
	1780

	Total equity and Liabilities
	
	
	3216


ai)

Summer Corporation

Income Statement for the year as at 31 May 2005

                                                             
$’ 000

Revenue (3500-15)                                              
5876

Cost of sales                                             
  (3222)
Gross profit                                                  
2654

Distribution costs                                               (492)
Administration expenses                                         (613)
Profit from operations operating profit                              
1549

Finance cost                                                  
(30)

Profit before tax                                               
1529

Tax                                                          
(250)

Net profit for the period                                         
1269

	aii)

Summer Corporation

	Balance Sheet for the year as at 31 May 2005

	Assets
	$’ 000
	$’ 000
	$’ 000

	Long-term assets:
	
	
	

	Property, plant and equipment 
	
	3193
	

	
	
	
	

	Current assets:
	
	
	

	Inventory
	800
	
	

	Trade receivable
	380
	
	

	Marketing & advertising expenses
	6
	
	

	Bank
	50
	1236
	

	Total assets
	
	4429
	

	
	
	
	

	Equity and liabilities
	
	
	

	Capital and reserve:
	
	
	

	$1 Ordinance Shares
	
	1500
	

	Retained Profit ($280 + $1269)
	
	1549
	3049

	
	
	
	

	Non-current liabilities:
	
	
	

	5% loan note
	
	600
	

	Current Liabilities
	
	
	

	Trade payables
	500
	
	

	Income tax
	250
	
	

	Wages accrual
	10
	
	

	Audit fee
	20
	780
	1380

	Total equity and Liabilities
	
	
	4429


b)
In accounting, depreciation is a term used to describe any method of attributing the historical or purchase cost of an asset, across its useful life, roughly corresponding to normal wear and tear. It is of most use when dealing with assets of a short, fixed service life, and which is an example of applying the matching principle as per generally accepted accounting principles. Depreciation in accounting is often mistakenly seen as a basis for recognizing impairment of an asset, but unexpected changes in value, were seen as significant enough to account for, are handled through write-downs or similar techniques which adjust the book value of the asset to reflect its current value. Therefore, it is important to recognize that depreciation, when used as a technical accounting term, is the allocation of the historical cost of an asset across time periods when the asset is employed to generate revenues. This process of cost allocation has little or no direct relationship to the market value or current selling price of the asset, it is simply the recognition that a portion of the asset's cost--the portion that will never be recuperated through re-sale or disposal of the asset--was "used up" in the generation of revenues for that time period.

The use of depreciation affects the financial statements and in some countries the taxes of companies and individuals. The recording of depreciation will cause an expense to be recognized, thereby lowering stated profits on the income statement, while the net value of the asset (the portion of the historical cost of the asset that remains to provide future value to the company) will decline on the balance sheet. Depreciation reported for accounting and tax purposes may differ substantially.


There are several methods for calculating depreciation, generally based on either the passage of time or the level of activity (or use) of the asset. They are Straight-line method, declining balance method, sum of-the-years'-digits method, Activity depreciation, Units-of-Production Depreciation Method, Units of time depreciation , Group Depreciation Method and Composite Depreciation Method.

c)Calculate the following accounting ratios for both corporations and comment on the result.
	
	Summer Corporation
	Winter Corporation

	Gross profit margin
	=2456/5876 x 100%
	= 739/3485 x 100%

	
	= 41.80%
	=21.21%


	Current ratio
	=1236/530
	=1367/1200

	
	=2.33:1
	=1.14:1


	Return on capital employed
	=1519/74429x100%
	=236/3216 x100%

	
	=34.30%
	=7.34%


	Sales to capital employed ratio
	=(3049+600)/3222
	=(1436+580)/2746

	
	=1.13 times
	=0.73times


At Winter Corporation’s current ratio is 1.14: 1 in 2005, there is a sign that the company’s cash flow turns sluggish. At Summer Corporation’s current ratio is 1.59: 1 in 2005, the ability of the company to use its currents assets to meet its current liabilities is best.

At Winter Corporation’s return on capital employed is 14.58% in 2005 that shows the poor management efficiency in using available resources of an entity to generate income. Summer Corporation’s return on capital employed is 14.58% in 2005 that shows the management efficiency is quite good in using available resources of an entity to generate income. A high ratio indicates good management efficiency and vice versa.

