M.B.A.

Ratio Analysis Lecture Case Study

Example 1 

You are given the following summarised financial statements of M plc which is a competitor of your company.

Profit and loss accounts for year ended 31 December:

	
	2007
€m
	2008
€m
	2009
€m
	2010
€m

	Sales (Turnover)
Cost of sales

GROSS PROFIT

Distribution costs
Administration costs


OPERATING PROFIT ( PBIT)
Interest

PROFIT BEFORE TAXATION
Taxation

PROFIT AFTER TAXATION
Retained profits brought forward


Dividend

Retained profits carried forward

	35,100
22,800

12,300

1,800
5,400
7,200

5,100
-

5,100
900

4,200
720

4,920
3,600

1,320
	39,000
25,800

13,200

2,100
5,700
7,800

5,400
300

5,100
450

4,650
1,320

5,970
3,900

2,070
	41,700
28,200

13,500

2,400
6,900
9,300

4,200
600

3,600
900

2,700
2,070

4,770
2,400

2,370
	42,900
30,300

12,600

3,000
5,700
8,700

3,900
660

3,240
1,290

1,950
2,370

4,320
1,500

2,820



                                                                  
 Note:                                                       £                 £              £               £      
         Share Market Price                        5.8              5.9           7.0            7.5
            










M Plc

Balance Sheet at 31 December:

	
	2007
£m
	2008
£m
	2009
£m
	2010
£m

	Non Current assets (Fixed Assets)

Current Assets
	Stock
	Debtors ( Receivables )
	Bank

Total Current Assets

Creditors amounts failing due within one year ( Current Liabilities)

	Trade creditors ( Payables )
	Other creditors
	Bank overdraft

Total Current Liabilities

Net current assets

Total assets less current liabilities

Creditors:  amounts falling due 
After more than one year

	Long term Loans

Net assets
                                                                
Capital and reserves ( equity )

	Ordinary share capital (€1ea) 
	General reserve
	Retained profits


	4,596


4,800
6,300
204
---------
11,304




2,160
2,610
-
---------
4,770

6,534
----------
11,130




-
----------
11,130
======


6,900
2,910
1,320
---------
11,130

	6,672


5,400
7,800
-
---------
13,200




2,400
2,190
1,902
---------
6,492

6,708
---------
13,380




1,500
---------
11,880
=====


6,900
2,910
2,070
---------
11,880
	8,586


5,100
9,000
-
--------
14,100




2,220
2,010
3,276
---------
7,506

6,594
---------
15,180




3,000
---------
12,180
=====


6,900
2,910
2,370
---------
12,180
	8,268


4,500
9,600
-
---------
14,100




2,106
1,584
2,748
---------
6,438

7,662
---------
15,930




3,300
---------
12,630
=====


6,900
2,910
2,820
----------
12,630


You are required to prepare a report for the board of directors of your company interpreting the financial statements of M plc 2007 to 2010 including an analysis of its :-

1.	Profitability.        4.       Investment
2.	Efficiency.          5.       Gearing.
3.	Liquidity.                 

Profitability Ratios

Gross Profit (Gross Profit/Sales x 100)

2009

13,500/ 41,700 x 100   = 32%

2010   

12,600/42,900 x 100 = 29%

Net Profit (Operating Profit/Sales x 100 – or you can use retained profit)

2009

4,200/41,700 x 100 = 10%

2010

3,900/42,900 x 100 =  9%

Return on Capital Employed ( Operating Profit/TALCL x 100)

2009

4,200/15,180 x 100 = 28%

2010

3,900/15,930 x 100 = 24%


















Efficiency Ratios

Asset Turnover (Sales/TALCL)

2009

41,700/15,180 = 2.74

2010

42,900/15,930 = 2.69


Debtors Days  (Debtors/Sales x 365)

2009

9,000/41,700 x 365 = 79 days

2010

9,600/42,900 x 365 = 82 days 

Creditor Days (Creditors/COGS x 365)

2009

2,220/28,200 x 365 = 29 days

2010

2,106/30,300 x 365 = 25 days

Stock Days (Stock/COGS x 365)

2009 

5,100/28,200 x 365 = 66 days

2010

4,500/30,300 x 365 = 54 days








Stock Turnover (COGS/Stock)

2009

28,200/2,220 = 12.70 times

2010
30,300/2,106 = 14.38 times


Liquidity Ratios

Current Ratio (Current Assets/Current Liabilities)

2009

14,100/7,506 = 1.88

2010

14,100/6,438 = 2.19

Quick Ratio  (Acid Test) (Current Assets – Stock/Current Liabilities)

2009

14,100 – 5,100/7,506 = 1.20

2010

14,100-4,500/6,438 = 1.49


Investment

Earnings per Share (Profit after Tax/Ordinary Shares)

2009

2,700/6,900 = 0.39

2010

1,950/6,900 = 0.28






Dividend Cover (Profit after Tax/Ordinary Dividend)

2009

2,700/2,400 = 1.13

2010

1,950/1,500 = 1.3



Gearing

Ratio 1 (Loan/TALCL x 100)

2009

3,000/15,180 x 100 = 19.8

2010

3,300/15,930 x 100 = 20.7


Ratio 2 (Loan/Net Assets x 100)

2009

3,000/12,180 x 100 = 24.6

2010

3,300/12,630 x 100 = 26.1


Interest Cover (Operating Profit/Interest)

2009

4,200/600 = 7

2010

3,900/660 = 5.9


1

