
QUESTION 5 - Interpretation of Accounts 

<a> 

1999 1998 

1.	 Interest Cover: 140,000 115,000
 
11,000 8,000
 

12.7 times 0 14.4 times fj 

2.	 Earnings per Ordinary Share: 129,000 - 24,000 x100 107,000 - 24,000 x 100
 
350,000 350,000
 

30p0	 23.7pfj 

3. Period to recoup share price:	 150~ 
30p	 23.7p 

5.3 yearse 6.3 years 0 

.-..; 
4 Dividend yield: 46,000 x 100 31.000 x 100
 

350,000 350,000
 

13.1p	 8.86p 

13.1 x 100 8.86 x 100 
160 150 

8.2% fj	 5.9%0 
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QUESTION 5 - (continued): 

(b) 

Yes 

Market Value of Share: 0 
The market value of each share increased from £1.50 in 1998 to £1.60 

in 1999. The shares are now being offered at £ 1. 55. The shares may be under valued based on 
the increased profits. 
The value may now be 189p iflast years PE ratio is applied to this years EPS (6.3 x 30p). 

Dividends 0 
The dividend yield has increased from 5.9%in 1998 to 8.2% in 1999. However if the dividend 

cover of 2.3 times is taken into account the overall return is 15.7% for 1998 and 18.8% for 
1999. This is much better than the return from risk free investments. 

Profitability 0 
The Return on Shareholders equity increased from 18.4% in 1998 to 20.6% in 1999. The 
Return on Capital Employed also increased from 13.5% to 14.6%. This indicates a healthy 
trend and the value of share would further increase if this trend continues. 

Sector: Tourism is a growth industry. 0 

Proportion of shares owned 0 
The remaining 150,000 shares would give the purchaser 30% ownership of the company. 
Added to shares already owned the purchaser may have control of the company 

Liquidity 0 
The current ratio improved from 1.5 to I in 1998 to 1.7 in 1996. The Acid test ratio improved 
from 1:2 to 1.3 This is a satisfactory position as the company now has 130p available to pay 
each £1 owed in the short term. 

Investments 0 
The nominal value of £90,000 has a current market value of £11 0,000. It should be noted that 

the company sold £50,000 investments during the year.. 

Gearing 0 
The firm is low geared but the gearing has changed from 47% in 1998 to 48% of total capital in 
1999. Interest Cover in 1998 was 14.4 times and with the additional costs of extra debenture 
loan the cover has dropped to 12.7 times. 

Security 
The value of fixed assets including investments has increased from of£780,000 to £840,000. 

There is plenty as security for the £150,000 Debentures. Depreciation policy and whether 
intangible assets are included should be examined. 
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