p&l for 3 months ending 31/3/06

income

sales
Cc.0.8

Expense
Depreciatic
Rent
insurance
interest
bad debt e;
telephone
advert
elect

Profit /Loss

300
-100

200

33.333
25
10
50
40
20
30
15

223.333

-23.333

TRANS

[eolN e BN I N

12

13
13

B/S as at 3B/S

Assets

FA

P&M
Additional |
Motor Vehi
Acc'd depn

Inv
paper
C.0.5

Cash-capit
Loan

P&M

Part for pri
rent
insurance
cash sale
int and cap
receipt fron
repayment
repay to Bl

Prepaymer
Debtor
repayment
bde
Prepaymer

TOTAL AS

TRANS

7000
180
400

-33.333

7546.667

100
-100

10000 (a)

10000 (a)
-7000
-180
-25
-40
200
-450
60
-250
-100

12215
30
100
-60
-40
50

80

19841.67
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NN B

O W wWN®UG h a

-_

RGN
=N O ND



Liab

AP < 1 year
Van
repayment
Paper
repayment
repayment
accruals

AP>1 year
Long Term
capital

Capital
Cash

P&L

TRANS

400
-200
100
-50
-50
65

10000 (a)
-400

10000 (a)

-23.333

TOTAL LIA 19841.67

10

10
11
13

Cash flow {CFS

Operating

rent
insurance
cash sales
interest
receipt fron
repayment
repayment

Investing

Printing Eq
part for prir

Financing

Capital inje
debt financ
part repayr

CASH IN

TRANS

-25
-40
200
-50
60
-250
-100

2O O N,

-205

-7000
-180 4

-

-7180

10000 (a)
10000 (a)
-400 8

19600

12215



Profit & Loss Account for 3 months ending 31 March 2006

£
Saies 300
less cost of sales -100
Gross Profit 200
less expenses -223.333
Net profit -23.333

£



Balance Sheet as at 31/3/06

£ £
Fixed Assets
P&M 7180
Motor vehic 400
less acc'd ¢ -33.333
366.667
7546.667
Current Assets
Cash 12215
Prepaymer 80
12295
Creditors: due within o -265

Creditors: due within a -9600

Net assets 9976.667
Representing

Share capital 10000
P&L -23.333

Shareholders funds 9976.667

CFS for 3 months ending 31 March 2006

£
Cash inflow from operating -205
activities
Cash inflow from investing
activities -7180
Cash inflow from financing 19600
Net cash inflow from operations 12215
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Report on production of rucksacks

To:

From-

Date

The managing director of Bickerstaffe Ltd
AN Accountant

S f\(.\ix) duc
Introduction and recommendation

This report considers the viability of producing rucksacks over the next 12

years It s recommended that the company undertakes the project at a discount

rate of 11%

Net present values

Calculations, set out mn the appendix, show that at a discount rate of 11 % the net
present value of the project1s £22,372 and it should therefore be undertaken

These calculations are based on the idea that, at a gtven interest rate, any
cashflow n or out at any future time can be translated into a present value
Thus at 11%, £1 Q0 recerved today would correspond to £1 Il received one
year from today and, conversely. £1 00 received one year from today would
correspond to (1/1 11) or 90p received today  All payments and receipts are
evaluated as at now using this method, yielding a net present value which, given
that an appropriate 1nterest rate has been selected. is the best measure of the
worth of each option to the company

I he market research cost of £5.000 15 excluded from the calculation as 1t

1S a sunk cost

a)

(b) The cost of the new machine 1s a cost of doing the project and 15
included

(;z%)
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(c) The opportunity cost of using the warehouse is included. ie. the cash that
could be obtained if the project did not go ahead - £30,000 for the sale
of the warehouse

(d) Materials cost is included at £5.00 per rucksack, except for the initial
2,000 rucksacks. For these, the opportunity cost of the existing material
is included (ie. £9,500), which is the potential selling price if not used
The purchase price of £9,000 is ignored as a sunk cost.

(e) Apportioned fixed overheads are ignored as they do not constitute an
additional cashflow.

H) The scrap proceeds are relevant and are therefore included.
To calculate the sales revenue an expected value technique is used (see
Appendix). The expected sales figure of 5,000 rucksacks is then used for the

NPV calculation. The limitations of this method are as follows:

(a) An expected value is only an average, ie. it would occur in the long run,
but not in a ‘one-off” situation.

(b) The calculated expected value is not one that can occur (1n most cases)
(c) Expected values take no account of risk or attitude to risk
(d) Probabilities have to be estimated in advance, which may be very
difficult.
APPENDIX

Expected annual sales volume

Sales Probability  Expected
6,000 0.6 3,600
4,000 0.2 800
3,000 0.2 600

Expected sales pa 5,000



New machine

Opportunity cost - warehouse
New machine

Opportunity cost - materials
Materials

Materials

Labour

Variable overheads

Revenue

Scrap

EHETLIRPRE PR Wik =S S DRUR G S

Cashflow
£

(25,000)
(30,000)
(25,000)
(9,500)
(15.000)
(25,000)
(30,000)
(20,000)
90,000
10,500

11% factor

1

1

0.9009
1

0.95009
5.5915
6.4924
6.4924
6.4924
0.2858

PV
£

(25,000
(30,000)
(22.523)
(9,500)
(13.514)
(139,788)
(194,772)
(129,848)
584,316
3,001

22,372

(73':.)
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