1872 PRIFYSGOL

E¥ABERYSTWYTH

——" ———_ UNIVERSITY

SEMESTER TWO EXAMINATIONS, 2025-2026

ABERYSTWYTH BUSINESS SCHOOL

ABM1120: Financial Analysis and Decision-Making

Time allowed: THREE HOURS

Answer Four QUESTIONS in total:
Answer ONE question in Section A and
Answer ALL questions in Section B

Show all workings clearly and state any assumptions which you make in the answer booklet

only.
The Present Value Factor (PVF) Table is included at the back of the exam paper.
This exam contributes 60% of the overall module mark.

Total marks available: 100

CALCULATORS ARE PERMITTED (Casio FX-991, FX83 or FX85 models only)

This is an UNSEEN BOOK Examination.
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STUDENTS MAY SUBMIT ANSWERS TO THIS PAPER IN EITHER WELSH OR

ENGLISH

Once seated, students may complete the front cover of the answer book and the

attendance slip ONLY.

DO NOT TURN THE EXAMINATION QUESTION PAPER ONTO THE NEXT PAGE UNTIL
INSTRUCTED TO DO SO.
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SECTION A — Answer either question A1 or question A2

Question A1 (40 marks)

Below are summarised financial statements for Omar Plc for the years ended 31

December 2024 and 31 December 2025:

Income Statement as at 2025 (£°000)
Sales revenue 23,500
Cost of sales 4,400
Gross profit 19,100
Distribution costs 5,100
Administration costs 300
Operating profit 13,700
Other (costs) / income 30
Profit on _ordlnary activities before interest 13,730
and taxation
Net interest payable 5
Profit on activities before taxation 13,725
Tax 430
Profit for the financial year 13,295
Balance sheet as at 2025 (£°000)
Fixed assets 7,000
Current assets
Stocks 4,200
Debtors 2,500
Cash at bank and in hand 800
7,500
Creditors falling due within one year 3,000
Net current assets 4,500
Total assets less current liabilities 11,500
Creditors falling due after more than one 3,000
year
Net assets 8,500
Equity shareholders’ funds 8,500
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Question A1 (continued)

Further information 2025 2024

Authorised shares £m 2000 1800

Dividend £m 900 700
Required:

a) From the information provided above, calculate the financial ratios which you
consider most appropriate for assessing the financial position of Manchester Foods
Plc for the years ended 31 December 2024 and 31 December 2025. To gain full
marks, you must attempt a minimum of twelve ratios, as well as provide their

definitions. All calculations should be clearly shown. (12 marks)

b) Prepare a draft report for the Board of Directors analysing the performance of
Manchester Foods Plc for the 2024 and 2025 financial years. (12 marks)

c) State and analyse the benefits and limitations of using financial ratio analysis.

(8 marks)

d) Discuss four differences between Management and Financial Accounting.
(8 marks)

(Total 40 marks)

Please Turn Over
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Question A2 (40 Marks)

The following is the trial balance for a small retail company, Lana Limited, for the year
ending 31 December 2025.

Debit Credit

£'000 £'000
Accruals 10
Administration expenses 600
Bad debt provision 12
Bank Overdraft 130
Trade Payables (Creditors) 800
Long-term loan 600
Trade Receivables (debtors) 190
Land 2,500
Plant and equipment accumulated depreciation
to 31/12/2024 60
Plant and equipment at cost 200
Purchases 320
Prepayments 20
Retained profit as at 31/12/2024 68
Revaluation reserve 60
Sales 1,900
Distribution expenses 70
Share capital 260
Total 3,900 3,900

Stock at 31/12/2025 was £1,000,000.00, and it has come to light that the following
transactions have not been taken into account:

1. The company issued 60,000 new shares for cash at £4.00 per share on 31/12/2025,
receiving the full issue proceeds on that day. Included in the £3.00 per share capital
and a £1.00 share premium.

2. The annual rates invoice of £12,000 was paid on 1/7/2025. This invoice was coded
to administration expenses.

3. Depreciation is provided on plant and equipment to write off the cost on a straight-
line basis over a period of 10 years. This depreciation is charged to the cost of sales.

You may assume that all the equipment has zero residual value.

4. The tax charge for the year is estimated to be £7,000.

Please Turn Over
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Question A2 (continued)

5. On 31/12/2025 the company took out an additional long-term loan for £400,000 which
would be repayable on 31/12/2032.

6. Atthe end of the year, the company paid back its bank overdraft.
Required:

a) Using points 1 to 6, show the adjustments required to the trial balance for the year
ended 31/12/2025. (7 marks)

b) From your workings in part (a) above, prepare Lana’s income statement and balance

sheet before and after adjustments. (23 marks)

c) Discuss the advantages and disadvantages of adopting a single set of global
accounting standards. (10 marks)

(Total 40 marks)

Please Turn Over
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SECTION B — Answer all guestions

Question B3 (20 marks)

Mo Ltd constructs a standard unit which sells for £50,000. The company's costs can readily

be identified between fixed and variable from the following budgeted data. The fixed costs

have been spread evenly over the six-month period to arrive at the projected monthly profit

as shown below:

Sales Profit/(loss)

Month Units £000

January 150 1,500

February 200 4,000

March 175 3,500

April 300 8,000

May 100 (1,500)

June 140 900
Required:
a) Use the High-Low method to calculate variable and fixed costs. (8 marks)
b) Calculate the break-even point in units and sales. (6 marks)

c) Determine the monthly volume of sales that would be required to achieve a profit of

£10 million.

(6 marks)

(Total 20 marks)

Please Turn Over
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Question B4 (20 marks)

a) AllPay and Company Plc sources of capital are in ordinary shares, preference shares and

loan capital. AllPay pays corporation tax at 20%. Additional information on AllPay’s sources

of capital is presented in the Table below:

Serial no.

Capital type

Characteristics

Loan capital

¢ £10 million at nominal value

e Interest rate at 8.5%

e Market value £85 per £100 nominal value

e Interest has just been paid

e Perpetual debt

Preference shares

6 million 10% preference shares issued
Nominal value £1 per share

Market price £1.60 per share
Preference dividend is about to be paid

Perpetual issue

Ordinary shares

12 million shares issued

Market price £1.30

Next year’s expected dividend is 20p
A dividend has recently been paid

Dividend growth rate is 4% per annum

Required:

(i) Calculate the cost of capital for each capital type employed by AllPay and Company Plc.

(3 marks)

Please Turn Over
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Question B4 (continued)

(ii) Calculate the current Weighted Average Cost of Capital (WACC) for AllPay and Company
Plc. (3 marks)

b) Write short notes to describe various methods used to determine the cost of equity share
capital. Use examples to illuminate your answer further. (3 marks)

c) TaMed Da Plc has twenty-five million ordinary shares, and the current market value is
£1.60 per share. The company decides to raise new capital by making a 1 for 4 rights issue
(1 new share for 4 existing shares held) at £1.30 per share. After the rights issue, the (ex-
rights) share price is £1.54. Determine the value of the rights per share. Assuming an
investor currently holds 2000 units of the company’s ordinary shares, show the results of
taking the rights offer, selling the rights offer and doing nothing. (6 marks)

d) Ben and Sherry Company Plc has ordinary shares in issue that have a current market
value of £3.00 per share. The dividend expected for next year is 50p per share and future
dividends are expected to grow at a constant rate of 2% per year. Determine the cost of the
ordinary shares to the business. (5 marks)

Please Turn Over
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Question B5 (20 marks)

a) Write short notes on ‘time value of money’. Explain how the various components of

interest rate are used as a measure of the time value of money. (4 marks)

b) Critically discuss the Traditional view assumptions and approach to the capital structure.

Use appropriate diagrams to illuminate your answer further. (6 marks)

c) The following are the financial statements for Loka Plc for the years ended 31
December 2024 and 31 December 2025:

Loka Pic.
Income Statements for Year Ended 31 December 2025
2025 (Em) 2024 (£m)
Revenue 385 380
Cost of sales (195) (210)
Gross profit 190 170
Distribution (75) (50)
Administrative
expenses (65) (45)
Operating profit 50 75
Interest payable 1) (17)
Profit for the year 43 58

Please turn over
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Question B5 (C) (continued)

Loka Plc.
Statements of Financial Position as at 31 December 2025
Assets 2025 (£m) 2024 (£m)
Non-current assets
Buildings 160 140
Plant and machinery 84 80
244 220
Current assets
Inventories 52 50
Trade receivables 62 64
Cash 6 32
120 146
Total assets 364 366
Equity and Liabilities
Equity
Share capital 120 120
Retained earnings 97 N
217 211
Non-current liabilities
Loan notes (10%) 60 60
Current liabilities
Trade payables 87 95
87 95
Total equity and liabilities 364 366

The depreciation was £8 million, and there were no non-current asset disposals in either
year. The interest payments were paid in cash each year. Dividends totalling £37 million were

paid each year.
Required:

(i) Prepare a statement of cash flow for Loka Plc for the year ended 31 December 2025.
(10 marks)

(Total 20 marks)

End of Paper
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