ABC Manufacture Limited – main concerns.
	Concern
	Comment

	Directors Report.

	Resignations of four directors during the year.
	Unusual for many directors to resign together and not be replaced.  What problems are they unhappy with?



	Remaining directors are the sole shareholders.
	Owner-managed businesses are a risk - no independent control or oversight of the business.  


	Auditors resigned and a resolution was passed to dispense with further audits.
	What problems forced the resignation of the auditors?  
Why do the directors want no independent audit of the business?  


	Directors Report was signed 17 months after the year end


	Why the delay.  Why delay the release of the information contained in the Accounts?

	                                                 Profit & Loss Account.

	Declining turnover.


	A poor business needs more sales, not less.

	Losses for the last two years (losses increasing).


	Such consistent losses are unsustainable.

	Increasing Distribution and Admin costs with falling turnover.


	Signs of inefficiency.  Can the business afford to maintain high costs with falling turnover?

	Significant and increasing interest charges.
	The business is not making any profits to be able to pay the high interest charges.  Debt (loans) is increasing.


	Large dividends have been paid to the three directors despite the losses, plus higher directors’ remuneration.


	The directors are rapidly draining the cash out of the business.  Small cash holding at year end.

	The P&L 2013 comparison figures are restated.


	Why restated?  Why were 2013 accounts “wrong”?

	Balance Sheet.

	Sale of most of the business assets, large loss on disposals.


	Major disposals of company assets - directors attempting to turn assets into cash?

	Negative Net Current Assets.
	Technically, the business cannot pay off short term debts with short term easily convertible assets.



	Total Net Assets are falling.


	The value of the business is becoming negligible.

	All debt is short term (<12 months).
	The debt has to be repaid within 12 months.  The business may have problems getting new loans. 



	Low share capital and high loans - the business is mainly funded by borrowings.


	Risky- interest has to paid, debt will be secured on the company assets, and the loans could be called in by the bank.

	Low cash holdings.

 
	Insufficient for day-to-day operations?

	Increasing stock holding.


	A growing stock of unusable raw materials?

	Trade Debtors Days= 110 days (2013: 100 days)
 
	Poor credit control, getting worse.

	Trade Creditor Days= 120 days (2013: 110 days)
	Unable to pay suppliers.  Suppliers may refuse to continue supplying the company. 


	Post Balance Sheet Events - the company has lost its main contract.


	Obvious loss of business.  Unlikely to be able to find sufficient new business to replace it immediately.


