
“A” Plc is a car-manufacturing company. The profit and loss account and balance sheet for the year ended 31st March 2007 are shown below with comparative figures for 2006.

“A” Plc

Profit and Loss Account

For the year ended 31st March 2007
	
	
	2007
	
	
	
	2006
	

	
	€000s
	
	€000s
	
	€000s
	
	€000s

	Turnover
	
	
	950
	
	
	
	620

	Cost of sales
	
	
	250
	
	
	
	190

	Gross Profit
	
	
	700
	
	
	
	430

	Distribution costs
	90
	
	
	
	65
	
	

	Administrative expenses
	80
	
	
	
	50
	
	

	
	
	
	170
	
	
	
	115

	Operating profit
	
	
	530
	
	
	
	315

	Interest payable
	
	
	140
	
	
	
	150

	Profit before taxation
	
	
	390
	
	
	
	165

	Taxation
	
	
	170
	
	
	
	120

	Profit after taxation
	
	
	220
	
	
	
	45

	Dividends (proposed)
	
	
	50
	
	
	
	25

	Retained profit
	
	
	170
	
	
	
	20


“A” Plc

Balance sheets as at 31st March 2007
	
	
	2007
	
	
	
	2006
	

	
	€000s
	
	€000s
	
	€000s
	
	€000s

	Fixed assets:
	
	
	
	
	
	
	

	  Land and buildings
	
	
	800
	
	
	
	650

	  Plant and equipment
	
	
	600
	
	
	
	580

	
	
	
	1400
	
	
	
	1230

	
	
	
	
	
	
	
	

	Current assets:
	
	
	
	
	
	
	

	  Stock
	335
	
	
	
	220
	
	

	  Trade debtors
	225
	
	
	
	170
	
	

	  Prepayments
	140
	
	
	
	130
	
	

	  Bank
	100
	
	
	
	155
	
	

	
	800
	
	
	
	675
	
	

	Current liabilities:
	
	
	
	
	
	
	

	  Trade creditors
	170
	
	
	
	140
	
	

	  Taxation
	180
	
	
	
	155
	
	

	  Proposed dividend
	145
	
	
	
	130
	
	

	  Accruals
	135
	
	
	
	150
	
	

	
	630
	
	
	
	575
	
	

	
	
	
	
	
	
	
	

	Net current assets
	
	
	170
	
	
	
	100

	
	
	
	1570
	
	
	
	1330

	12% debentures
	
	
	500
	
	
	
	500

	
	
	
	1070
	
	
	
	830

	Ordinary shares of £1
	
	
	700
	
	
	
	700

	Retained profits
	
	
	370
	
	
	
	130

	
	
	
	1070
	
	
	
	830


Note

The market share price of “A” plc is:

31st March 2007 - €3.50 per share (100,000 ordinary shares)

31st March 2006 - €2.40 per share (100,000 ordinary shares)

“Doremi” Plc

Profit and Loss Account

For the year ended 31st March 2007
	
	
	2007
	
	
	
	2006
	

	
	€000s
	
	€000s
	
	€000s
	
	€000s

	Turnover
	
	
	840
	
	
	
	720

	Cost of sales
	
	
	200
	
	
	
	180

	Gross Profit
	
	
	640
	
	
	
	540

	Distribution costs
	92
	
	
	
	74
	
	

	Administrative expenses
	86
	
	
	
	80
	
	

	
	
	
	178
	
	
	
	154

	Operating profit
	
	
	462
	
	
	
	386

	Interest payable
	
	
	165
	
	
	
	165

	Profit before taxation
	
	
	297
	
	
	
	221

	Taxation
	
	
	162
	
	
	
	157

	Profit after taxation
	
	
	135
	
	
	
	64

	Dividends (proposed)
	
	
	70
	
	
	
	20

	Retained profit
	
	
	65
	
	
	
	44


“Doremi” Plc

Balance sheets as at 31st March 2007
	
	
	2007
	
	
	
	2006
	

	
	€000s
	
	€000s
	
	€000s
	
	€000s

	Fixed assets:
	
	
	
	
	
	
	

	  Land and buildings
	
	
	720
	
	
	
	735

	  Plant and equipment
	
	
	675
	
	
	
	623

	
	
	
	1395
	
	
	
	1358

	
	
	
	
	
	
	
	

	Current assets:
	
	
	
	
	
	
	

	  Stock
	235
	
	
	
	202
	
	

	  Trade debtors
	209
	
	
	
	181
	
	

	  Prepayments
	130
	
	
	
	129
	
	

	  Bank
	126
	
	
	
	166
	
	

	
	700
	
	
	
	678
	
	

	Current liabilities:
	
	
	
	
	
	
	

	  Trade creditors
	165
	
	
	
	150
	
	

	  Taxation
	162
	
	
	
	157
	
	

	  Proposed dividend
	150
	
	
	
	145
	
	

	  Accruals
	128
	
	
	
	127
	
	

	
	605
	
	
	
	579
	
	

	
	
	
	
	
	
	
	

	Net current assets
	
	
	95
	
	
	
	99

	
	
	
	1490
	
	
	
	1457

	12% debentures
	
	
	495
	
	
	
	495

	
	
	
	995
	
	
	
	962

	Ordinary shares of £1
	
	
	620
	
	
	
	620

	Retained profits
	
	
	375
	
	
	
	342

	
	
	
	995
	
	
	
	962


Note

The market share price of “Doremi” plc is:

31st March 2007 - €4 per share (100,000 ordinary shares)

31st March 2006 - €3.40 per share (100,000 ordinary shares)

Required:
a) Using accounting ratios, critically evaluate the overall performance of “A” plc for the years ended 31st March 2007 and 2006.

b) Using accounting ratios, critically evaluate the overall performance of “Doremi” plc for the years ended 31st March 2007 and 2006.

c) Using accounting ratios, critically compare the overall performance of “A” plc with “Doremi” plc. 
d) Based on the findings obtained above, prepare a plan of action for “A” plc and “Doremi” plc. Make suggestions to the management of “A” plc and “Doremi” plc as to how they could improve their financial performance and position.
e) Describe the importance and limitations of financial ratio analysis based on the findings of the research literature.
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