Financial Management Accounting – BMSP 4017

Ratio Analysis of The Royal Horticulture Society reports for the financial year ending 2023 and 2024
The Royal Horticultural Society (RHS) is a charitable organisation in the UK. It highlights the support for horticulture through gardening, education, memberships and shows. Financial analysis is different when looking at charities, but ratio analysis remains a key aspect of evaluating a company’s performance and efficiency. Ratio analysis is applying analytical tools and techniques to quantify operations within an organisation (Thomas and Basariya, 2019). This report will discuss and evaluate the RHS performance for the financial year ending 2023 and 2024 using profitability, liquidity and efficiency ratios, supported by interpretation and recommendations. All figures have been converted from £’000 into £millions for simplicity. 
Financial Summary:

	
(£ millions)
	2024
	2023

	Revenue
	120.5
	121.1

	Cost of Sales
	124.8
	120.4

	Gross Profit
	-4.3
	1.7

	Net Surplus (Before interest & Tax Equivalent)
	-4.3
	1.7

	Current Liabilities
	49.1
	48.4

	Trade Receivables
	10.2
	8.5

	Trade Payables (approx.)
	49.1
	48.4


Profitability Ratios
Gross Profit Margin

Formula:

(Gross Profit ÷ Revenue) × 100
2023: (1.7÷121.1) x 100 = 1.39%
2024: (-4.3 ÷ 120.5) x 100 = -3.57%
Interpretation
This figure shows a decline in profitability after 1 year suggesting that costs have increased faster than income levels have risen.
ROCE (Return on Capital Employed)
Formula:
(Net Surplus ÷ Capital Employed) × 100
Capital Employed = Total Assets – Current Liabilities
2023: (1.7 ÷ 190.7) × 100 = 0.89%
2024: (-4.3 ÷ 198.5) × 100 = -2.17%
Interpretation

ROCE declined sharply in these figures demonstrating how RHS is generating less return from assets. This tells us that it is becoming more inefficient. 
Liquidity Ratios 
Current Ratio
Formula:

Current assets ÷ Current liabilities

2023: 16.7 ÷ 48.4 = 0.35: 1
2024: 21.7 ÷ 49.1 = 0.44: 1
Interpretation
Here we can seem some improvements but as bot numbers are still below 1 it means that RHS is likely to face liquidity problems as it does not have enough assets to cover short-term liabilities. This poses a massive risk. 
Liquid Capital Ratio

Formula: Liquid Capital Ration = Current Assets – Inventory ÷ Current Liabilities

2023: 

Current Assets = £16.7m

Inventory = £2.2m

Current Liabilities = £48.4m

2023 Liquid Capital Ratio = 0.30:1

2024: 

Current Assets = £21.7m

Inventory = £2.4m

Current Liabilities = £49.1m

2024 Liquid Capital Ratio = 0.39:1

Interpretation
The figures suggest that RHS cannot cover short-term liabilities from liquid assets alone even though it improved from 2023 it is still too low. This ratio suggests a dependency on memberships, donations and events to bring in more cash. This provides another short-term liquidity risk. 

Efficiency Ratios
Trade Receivable Days
Formula: Receivables ÷ Revenue × 365
2023: (8.5 ÷ 122.1) × 365 = 25 days
2024: (10.2 ÷ 120.5) × 365 = 31 days
Interpretation

These figures suggest that customers are taking longer to pay which has had a big impact upon cash flow, reducing its efficiency. 
Trade Payable Days
Formula: Payables ÷ Costs × 365
2023: (48.4 ÷ 120.4) × 365 = 147 days
2024: (49.1 ÷ 124.8) × 365 = 144 days
Interpretation
Although the figures before suggesting a cash flow risk, here we can see that they are likely paying their suppliers more promptly than they themselves are getting paid. This can have a positive effect for their cash flow if managed correctly but can impacts relating to their relationships with suppliers.
Analysis
The ratio analysis of The Royal Horticulture Society for the financial years of 2023 and 2024 highlight a clear overall decrease and devaluing of performance, profitability, liquidity with concerning results. When we begin to investigate their numbers, we can see that profitability within the organisation is experiencing a decline seeing gross profit margins fall from 1.39% in 2023 to -3.57% in 2024. This tell us their covering costs are no longer being met, having a direct effect on operating costs. Since it is a charitable organisation, their negative margins are a big concern for those employed and involved with the business. However, this doesn’t mean things are too late and seeing a report like this one allows them to see areas to address and influence where they allocate funds to bring in a better cash flow. If they want to continue receiving donations from public funds, they must enhance their profitability, aligned with their goals to influence investor opportunities (Muyiwa-Ajayi et al., 2024).
Similarly to the profitability ratios mentioned above, their liquidity ratios show some improve however, they remain critically low at a 1:1 ratio of liquid capital and current ratio analysis. We do see the improvement in this section with the current ratio of 0.35:1 to 0.44:1 and liquid capital rose from 0.30:1 to 0.39:1 which tells us that although they are below the threshold they can focus on this area to bring up their performance across the board. It is however very important that The Royal Horticulture Society improves its short-term assets to meet short-term liabilities as they face potential liquidity risks. With such high dependence on memberships and events they fall heavily on continuous cash flow from the public to meet their obligations and risk disruption to these income streams, creating financial strain. As a charity they have a responsibility to utilise their money to stabilise financial practices (Chris Ong, 2019).
Efficiency ratios present us with both positive and negative aspects. Trade receivable days have increased from 25 to 35 days, suggesting customers are taking longer to pay invoices. We can see the clear impact this has on a business or a charity in this case as cash flow problems contribute to the organisation’s liquidity problems. To contrast this point, trade payable days have decreased slightly from 147 to 144 days. This means that they are still taking longer to pay suppliers than it takes to collect cash. This supports cash flow since they are using credit through the supplier to manage their financial cash flow. Trade credit and longer paying periods are more beneficial for an organisation (Kovach et al., 2022). This comes with risk however as significantly long periods of payments could damage their relationships with suppliers.
This analysis faces the key issues underlying the Royal Horticulture Society and the declining profitability with rising costs driven by inflation, increasing operational expenses, outgoing investments in gardens and sustainable initiatives reducing financial cash flow performance. We have been able to see how much their efficiency has declined in terms of receivables but also understand their ability to mitigate liquidity pressure by paying suppliers later. With higher staffing costs than other organisations it makes it increasingly difficult for a charity to face cutting down on bills (Green et al., 2021).
They should focus on cost control on expenditure on events, staffing and operations, and look to reducing energy costs or improving resource management. Although the organisation benefits from long payable periods, it needs to find a balance with supplier payments. Maintaining this relationship with their suppliers is important and can also bring discounts and better offers. This means that the organisation needs to be informed about the effect delaying payments excessively will have on their relationships. All these areas of improvement are beneficially to the RHS to diversify income streams to become profitable again tailoring content online, increasing digital services and ensuring that long-term projects are financially sustainable. With a growing population focussed on sustainability it is driving more toward the outdoors for events. The Royal Horticulture Society can meet the market demand providing the sustainability and planet friendly initiatives people are looking for and put focus back on well-being again (Gush et al., 2023). Even after all this analysis we must be aware that these reports only show us figures that are interpreted differently. These figures don’t suggest causes or solutions and have a limit to how much we can use this data to make real changes within this business for the following year. This means that even changes can be flawed, and more work must be put into decipherer what is needed to be changed in the first place and like the limitations of these reports mentioned before, many people are beginning to question the usefulness of their information (Lev Baruch, 2018).
In conclusion, The Royal Horticulture Society is facing significant issues with their short-term management of costs and maintaining profitability. However, some of these issues could suggest long-term investments aligned with the charity’s strategic objectives. If they want to continue success they must balance their sustainability spending with financial stability. This is why they need to improve cash flow management like creating shorter payment terms or incentives for early payment. 
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