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Azman Ltd

Income Statement for the year ended 31 July 2016

$ 4

ISEHES revenue | | | " | | 325000 |
.Less sales retu.rns | | " | | | 2400 |
Met sales revenue . . . 322600
.Less Cost of sales | - " | | | | 94300 -
Gross profit | " | | 228300
.Q;her incoms |
.lntenast on hﬂl'.lk depoait. (15000 :-: 10%%:) " | | | 1500
.!.Eis_Eﬁnﬂ&E&.
Salaries and wages | | | 78960
.Mar_hine repairs (5600 + 3000) | | . | B600
.General expenses (39700 - 350 + 560) " | | 39910 |
Depreciation on Plant and Machinery [193@ - ESDUD.} x 20% | 25000
.Depreciatiun on Motor Vehicles (84000 x 25%) | 21000 |
.Impalrment loss on trade receivables (800 - 600) | | 200 |

| | | 173670
.F'rofit for the year . | | . . . 56130
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Azman Ltd
Balance Sheet as at 31 July 2016
Assets $ $ $ $
Non-current assets Cost D'zc;r" NBV
Plant and Machinery (196000+300000) 193000 93000 100000
Motor vehicles 84000 53000 | 31000
Total non-current assets 277000 146000 131000
Current assets
10% Bank deposit 15000
Trade receivables 18500
Less allowance for impairment of trade receivables 800
17700
Cash at bank 14300
Inventory 36320
Prepaid general expenses 350
Interest on bank deposit receivables 500
Total current assets 84170
Total assets 215170
Equity and Liabilities
Sharesholders' equity
Issued share capital, 100,000 ordinary shares 100000
Retained earnings (45000 + 56130-12000) 89130
Total equity 189130
Current liabilities
Trade payables 13480
Accrued general expenses 560
Dividend payables (100000 x 0.01) 12000
Total current liabilities 26040
Total equity and liabilities 215170
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a) Reasons why it is important that a business is profitable:
- to pay suppliers and expenses
- for expansion
- to attract investment
b) Return on equity = Profit for the year / Average equity x 100%
2014 2015
Return on equity 15400 / 85000 x 100% 23200 / 100000 x 100%
=18.12% = 23.20%

c) Vicky Ng's sales revenue increased from $90000 in 2014 to $130000 in 2015 and gross profit

increased from $35000 in 2014 to $44000 in 2015. However, gross profit margin has declined

customers and resulted in higher sales revenue.

from 38.9% to 33.9%. Vicky could have reduced the selling price in order to attract more

Despite the drop in gross profit margin, Vicky's profit for the year increased from $15400 in

2014 to $23200 in 2015 and profit margin increaed from 17.1% in 2014 to 17.9% in 2015.

This is due to the better cost control as seen by the decrease in percentage of expenses to

net sales revenue from 21.8% (38.9% - 17.1%) in 2014 to 16.0% (33.9% - 17.9%) in 2015.

Vicky has also increased the return on equity from 18.12% in 2014 to 23.20% in 2015,

indicating that from every hundred dollar a shareholder invested, he is able to get back

$23.20 in 2015 as compared to only $18.12 in 2016.

Basing on the i

mproved

profitabili

ty and return on equity, Rachael should invest in Vicky's

business.
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a) Reasons to prepare a bank reconciliation ste
- to identify errors and omissions
- to expalin the difference in balances between cash at bank account and bank statement
b) Allowance for Impairment of Trade Receivables Account
Date |Particulars | Debit Credit Balance
2016 | $ s s
Aug 31|Balance b/d | . 663 Dr
31 |Utilities 250 413 Dr
31|Trade receivables - B Ling | 1460 ' 1873 Dr
31|Bank charges 60 1813 Dr
Sep 1 |Balance b/d 7 ' 1813 Dr
c) Bank Reconciliation Statement as at 31 Aug 2016
| $ s
Debit balance per adjusted cash at bank acc 1813
Add Cheques not yet presented
- Adi (82) 1214
- Insurance (83) ' 350
- Trade payable - Yee (84) 280
1844
Less Cheques not yet credited
- Teo -253
Credit balance per credit | 3404
di) An overdrawn cash at bank balance sould appear in the current liabilities as short-term
borrowings.
dii) Cash in hand would appear in current assets.
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