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Task1

1)

The followings are the users of published accounting information : Investor, Employees, Lenders, Trade creditors, Customers, Government and Members of the public.
The purpose of a trading and profit and loss account is for the owners to see how profitable the business is being run.It is also used for other purposes, for instance, the Commisssioner of the Inland Revenue Department will want to see it so that he can work put the tax bill, or the banker may want ti see it before he makes a loan.
The purpose of a balance sheet is summarizes an organization or individual's asset, equity and liabilities at a specific point in time. 
The purpose of cash flow statement is In financial accounting, a cash flow statement or statement of cash flows is a financial statement that shows a company's incoming and outgoing money during a time period. The statement shows how changes in balance sheet and income accounts affected cash and cash equivalents, and breaks the analysis down according to operating, investing, and financing activities. As an analytical tool the statement of cash flows is useful in determining the short-term viability of a company, particularly its ability to pay bills.
2a)Profitability :

i) 2005/06

Gross profit margin = Gross profit/sales X 100% =12298/23349 X 100% 

= 52.67%

2006/07

Gross profit margin = Gross profit/sales X 100% = 15885/29640 X 100% 

= 53.59%

ii) 2005/06

Net profit margin = Net profit before interest and tax/Net sales X 100% 
= 4885/23349 X100% = 20.92%
2006/07

Net profit margin = Net profit before interest and tax/Net sales X 100%

= 6538/29640 X100% = 22.06%

iii) 2005/06

Return on capital employed = Net profit/(Capital+Reserves+Long-term debt) X 100% = 4885/9465 X 100% = 51.61% 


2006/07
Return on capital employed = Net profit/(Capital+Reserves+Long-term debt) X 100% = 6538/12459 X100% = 52.48%

2b)Liquuidity :

i) 2005/06

Current ratio = Current assets/Current liabilites = 7642/3387 = 2.26 : 1
2006/07

Current ratio = Current assets/Current liabilites = 11463/4570 = 2.51 : 1

ii) 2005/06

Quick ratio = (Current assets–Stock)/Current liabilities = (7642-2101)/3387

= 1.64 : 1

2006/07

Quick ratio = (Current assets–Stock)/Current liabilities 

= (11463-2192)/4570 = 2.03 : 1

iii) 2005/06

Debtor collection period (months) = Debotors/Sales X 12
= 2702/23349 X 12 = 1.39 months

2006/07

Debtor collection period (months) = Debotors/Sales X 12

= 3991/29640 X12 = 1.62 months

iv) 2005/06

Creditors payment period (months) = Creditors/Purchase X12

= 2623/11051 X12 = 2.85months

2006/07

Creditors payment period (months) = Creditors/Purchase X12

= 3637/13755 X 12 = 3.12 months

v) 2005/06

Gearing ratio = (Long-term liability+preference share capital)/(Owner’s equity+Long-term liability) X 100% = 0

2006/07

Gearing ratio = (Long-term liability+preference share capital)/(Owner’s equity+Long-term liability) X 100% = 0

vi) 2005/06
Debt to total asset ratio = Total liability/Total assets X 100% 

= 3387/12852 X 100% = 26.35%

2006/07

Debt to total asset ratio = Total liability/Total assets X 100% 

=4570/17029 X 100% = 26.84%

2c)Management efficiency :
i) 2005/06

Sales to total asset ratio = Sales/Total assets X 100% = 23349/12852 X 100%

= 181.68%

2006/07

Sales to total asset ratio = Sales/Total assets X 100% = 29640/17029 X100%

=174.06%

ii) 2005/06

Stock turnover(in times) = cost of goods sold/Average stock = 11051/2101

= 5.26

2006/07

Stock turnover(in times) = cost of goods sold/Average stock =13755/2192 =6.28

iii) 2005/06

Net asset turnover ratio = sales/net assets x100% = 23349/9465 X 100%

= 246.69%
2006/07

Net asset turnover ratio = sales/net assets x100% = 29640/12459 X 100%

= 237.9%

2d)Investment :
i) 2005/06 Earning per share ; HK$3.09

2006/07 Earning per share : HK$4.22

ii) 2005/06

Number of ordinary shares issued : 3737000000/3.09 = 1209000000

Ordinary dividend cover = Earning per share/Dividend per share X100%

= 3.09/(2817/1209) X 100% = 3.09/2.33 X 100% = 132.62

2006/07

Number of ordinary shares issued : 5180000000/4.22 = 1227488000

Ordinary dividend cover = Earning per share/Dividend per share X100%

= 4.22/(3916/1227) X 100% = 4.22/3.19 X 100% = 132.29

iii) 2005/06

Dividend yield = Dividend per share/market price per share X 100%

= 2.33/63 X 100% = 3.7%

2006/07

Dividend yield = Dividend per share/market price per share X 100%

= 3.19/98 X 100% = 3.26%

iv) 2005/06 

Price earning earning ratio = Market price per share/EPS X 100%

= 63/3.09 = 20.39

2006/07

Price earning earning ratio = Market price per share/EPS X 100%

= 98/4.22 = 23.22
3) 

Profitability :

For the gross profit margin, it has been increased from 52.67% in 2005/06 to 53.59% in 2006/07, also the sales amount has a slightly increase.

For the net profit margin, it has been increased from 20.92% in 2005/06 to 22.06% in 2006/07, the Net profit is increase quite a lot.
For the return on capital employed, it has been increased from 51.61% in 2005/06 to 52.48% in 2006/07, so it prove that the business has a quite well profitability.

Liquidity :

For the current ratio, it has been increased from 2.26 in 2005/06 to 2.51 in 2006/07, so the liquidity of the company has improved slightly.

For the quick ratio, it has been increased from 1.64 in 2005/06 to 2.03 in 2006/07, so the liquidity of the company has improved slightly.

For the debtor collection period, it has been increased from 1.39months in 2005/06 to 1.62months in 2006/07, so the liquidity of the company has improved slightly.

For the creditors payment period, it has been increased from 2.85months in 2005/06 to 3.12months in 2006/07, so the liquidity of the company has improved slightly.
For the gearing ratio, both years are the same with the ratio 0.

For the debt to total ratio, it has been increased from 26.35% in 2005/06 to 26.84% in 2006/07, so the liquidity of the company has improved slightly.
Management efficiency :

For the sales to total asset ratio, it has been decreased from 181.68% in 2005/06 to 174.06% in 2006/07, so it seems that the management efficiency has been lower slighly.

For the stock tunover, it has been increased from 5.26% in 2005/06 to 6.28 in 2006/07, which may be due to the stocking of more goods to meet the anticipated higher sales following in the price cut.

For the net asset turnover ratio, it has been decreased from 246.69% in 2005/06 to 237.9% in 2006/07, so it seems that the management efficiency has been lower slighly.

Investment :
For the earning per share, it has been increased from 3.09 in 2005/06 to 4.22 in 2006/07, the earning of ratio has increased slightly.

For the ordinary dividend cover, it has been decreased from 132.62% in 2005/06 to 132.29 in 2006/07, the rato has remained fairly constant over the years with a slightly decrease.
For the dividend yield, it has been decreased from 3.7% in 2005/06 to 3.26 in 2006/07, it is due to the drop to the ratio of dividend per share and the market price per share.
For the Price earning ratio, it has been increased from 20.39 in 2005/06 to 23.22 in 2006/07, it is due to the drop to the ratio of market price per share and the EPS.

Task 2

a) Project appraisal : new machine
Net cash inflow generated from the selling of products = 

Sales revenue – manufacturing cost

Sales revenue in year 1 or 2 = $5.5 X 60000 = 330000

Manufacturing cost in year 1 or 2 = $3.4 X 60000 = 204000

Sales revenue in year 3 or 4 = $5.5 X 40000 = 220000

Manufacturing cost in year 3 or 4 = $3.4 X 40000 = 136000

Year Cash Inflows Cash Outflows Net Cashflow Discount factor Present value



$



$


$





$

0



(350000)




1.0

(350000)

1
330000

(204000)
126000


0.909
114534

2
330000

(204000)
126000


0.826
104076

3
220000

(136000)
84000


0.751
63084

4
220000

(136000)
84000


0.683
57372



50000(scrap value)

50000


0.683
34150

i)

Year

Present value

Cumulative prevent value

0

(350000)

(350000)

1

114534


(235466)

2

104076


(131390)

3

63084


(68306)

4

91522


23413

Discounted payback period =

3 years + 68206/(68206 + 23316) X 12months = 3 years and 9months

ii)
Total NPV = (350000) + 114534 + 104076 + 63084 + 91522 = 23216

b)
New machine, existing machine is sold for $ 70000 immediately after replacement

Year Cash Inflows Cash Outflows Net Cashflow Discount factor Present value
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Total NPV
93216

Continue to use existing machine for the production of the production of the product for further four years.

Sales revenue in year 1 or 2 = $5.5 X 60000 = 330000

Manufacturing cost in year 1 or 2 = $3.9 X 60000 = 234000

Year Cash Inflows Cash Outflows Net Cashflow Discount factor Present value
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$


$
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Total NPV

263800
Comparing the total NPV of the project using new machine and existing machine, it is found that the total NPV of the existing machine project is larger than that of new machine project, hence, it is not recommended to make any replacement of machine.
