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1. Executive Summary

Diageo’s progress comes from a stable, defensive and strategic position as they steer
innovation and performance towards a lower cost structure and growth in premium core and
luxury super-premium brands (Kingham, 2017). Effective ratio analysis is maximised through
good governance, consistent calculation methodology and appropriate due diligence around
business strategy, economic factors and competitive market conditions. Historic ratios
indicate Diageo are not particularly capital intensive or high-risk, but are borrowing and
investing in assets in a cyclical nature, with a sensible ROCE ratio facilitating quickly
payment of debt. Primary, concerns involve short to mid-term cashflow and liquidity as
finance activity outflows acceleraféf‘faster,.than operating activity inflows. With goals to
improve market value, EPS and cost saviﬁfgs of 500m in Europe between 2017 and 2019
(Gerrard, 2017), Diageo should e¥plore 20 recommendations across 10 internal focus areas.
A cashflow and process.emphasis will.increase profit and retained earnings via stronger
debtor & creditor control p__ractices‘;‘;?etter marketing efficiency, improved asset (stock)
turnover, accelerations in'asset productivity and continued development of an internal cash

control culture. <eo 80 [ et &
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2. Introduction s ses o

Diageo PLC (LON:DGE) |s a British;"FTSE 100 alcoholic beverages company, trading on the
London Stock Exchange (LSE, 2017), recently ranked the best-governed corporation,
grabbing top spot in the 2017 UK Good Governance Index’ (Carruthers, 2017) — see
Appendix 8.1 for noteS'BAIAE 18 Of governance The company is relatively young with
divisionalised operations split into LATAM (Latin-America), EMEA (Europe, Middle East &
Africa) and APAC (Asia-Pacific). Diageo have production facilities in 30 countries,
distributing over 200 beer, wine & spirits brands across 180 diverse international markets
(Diageo, 2017a). As a global leader, Diageo’s business model is built around relationships,
innovation and education (Interbrand, 2017). The business generates 90% of its revenue
from Europe and North America but has recently lost market value, slipping behind
Kweichow Moutai to 2™ position in the distiller rankings (Wang 2017)

This report will examine Diageo’s profit & loss accounts, balan_ce éhgets and cashflow
reports from 2012/13 to 2016/17 to critically evaluate profit'atiilit'y? 'éfff'icienc‘:y, liquidity,
investment and gearing ratios. Appendices 8.1 to 8.4 breakdowr Diégeo‘s financial data and
calculation methodology, which underpins the ratios ldentiﬂed |n sechon 3. Analysis also
considers market comparisons and academic theory, hlghllghtlng opportunltles to improve
future financial management performance.



3. Diageo Ratio Results

Syr Industry

Ratio Analysis 2012/13 2013/14 2014/15 2015/16 Average

(PROFITABILITY. i Faa
Gross Profit .9% 7 5 B . 59.9%

Cost of Sales 39.1% 39.3% 42.6% 40.5% 38.8%

Marketing ROI 6.39 6.33 6.64 6.71 6.70

Duty 26.0% 26.6% 32.3% 33.0% 33.5% -
Operating Profit 29.9% 26.3% 25.9% 27.1% 29.5% 24.6%
Tax 16.6% 16.5% 15.9% 17.4% 20.6% -
Contribution of Assoclates & JV to Operating Profit 6.4% 9.3% 6.3% 7.8% 8.7% -
Net Profit 22.6% 21.3% 22.8% 22.5% 23.0% 19.3%

Return on Capital Employed K 9% . . : -

Asset Turpover f | 042 0.37 ! 0.41
Return On Assets 10 2% 2126l IR1Blag Gl T\ gay 9.6% 8.8%
Non Current Asset Productivity ? 0 66 0.60- ,0.53 0.60 -
Debtors (Recelvables) Control 73'7' VB2 ggg) DNBgey13 g3 785 541
Creditors {Payables) Control 265 Q Cﬁgi% @iﬁvz 12, 2885 277.9 -
Stock Turnover In Days 3477 N e bl 090455 373.4 3510

Capital Emplayed Turnover D58~ r1i |1W05T e ArfS8s o oal47 X -
LIQUIDITY

Current Ratio . it valiadSbanil: 1;45i foiras 112
Quick Ratio (Acid téest) 0.78 0.67 0.59 g ; 0,63
INVESTMENT

Revenue Per Share 6.11 B.56 474 4.28 4.80 5,97
Eamlings Per Share 1.38 1.39 1,08 0.97 £ 110 1.04
Cash Per Share 0.95 0.40 0.21 0.45 0.47 0.43
Interest Cover 4,7 4.3 4.3 4.8 6.3 =
Dividend Cover 21 17 17 15 1.7 .
Dividend Yield 3.5% 4.5% 3.4% 3.0% 2.8% 2.5%
P/E Ratio 136 134 17.0 216, 20.6 27,01
Market Share Price 18.80 18.66 18.41 #82110 2260 Bk
Preferred Ratio f 50:4% . | -150/2%1111¢0 46.1%6 [‘ 1 ea.2% 1 35.4% -
LT Debt to Equity 101.6% 100.6% 85.5% 79, 3% 54.7% 74.8%
Leverage (Total Debt / Total Equity) 209.0% 91 Z02.6%)5 .D‘B.Béi' S 0179.5%) 139.8% 94.5%

hooo' HU YT0S et ¢
Figure 1 - Diageo (2013, 2014, 2015, 2016, 2017b), Inyesting.com (2017)

4. Analysis

4.1: Ratio Limitations

Financial ratlos help interpret intelligence derived from financial income statements, balance
sheets and cashflow reports. Mclsaac (2004) reveals these combined statements are a
critical indicator of liquidity, Ieverage operating performance and cashflow strength. Whilst
Atrill (2017, p84) and Stack (2012) outline ratio analysis helps compare businesses with a
different scale of operatlons and acts as a catalyst for investors and managers to ask the
right performance |mprq_vmg qujles_ttlons they argue there is no generally accepted list of
ratios nor a standard rﬁéthod for'calculatlng them. Drawbacks of a lack of standardization
include an increased risk of distortion and inconsistency. Analysis must also consider
competition, economic enwrponment business strategy and relativity to other measures
(Collier, 2015). Collier discusses other problems that can limit ratio usefulness, including
how information derived from time-sensitive, retrospective results provides no guarantee on
future performance. Costs, inflation rates, operational structures, product or services mixes
and data aggregation practices can change across review periods, leading to creative
accounting irregularities and ratio outputs that yield misleading conclusions. Mohr (no date)



believes ratios in isolation do not provide answers over the quality of leadership or the cause
of change, therefore business owners need to dig deep to supplement data with underlying
information.

4.2: PROFITABILITY

a) Gross Profit

Gross Profit is healthy, above the §9.9% industry average. Declines in 2015 and 2016 relate
to duty increases (+11.2% CAGR) and deteriorations in cost of sales (to over 42%). Cost
increases will require further root-cause investigation, but may relate to factors such as
inflation, wages, materials, logistics‘ofinvestments into property, plant & equipment. Despite
a 2016/17 cost efficiency récdvery, Didgeo should conduct a post mortem on the drivers of
cost increases to identify ledfnings-and avoid future poor practice. Furthermore, political
lobbying may play a role in freezingorréducing tax and duty contributions, increasing profit
to be reinvested back into dfivifig!growth in volume and net sales (Eads, 2017).

o
i

b) Operating Profit & Net Profit:

Operating profit is consistentlyibove the 24.6% industry average. The key driver of
fluctuation relates to a +3.7% GAGR in operating expenses, requiring further root-cause
investigation. "Marketing spend delivers consistent efficiency (a £6.30 to £6.70 return on net
sales for every £1 invested), but there’s potential to break the status quo by revamping long-
term Advertising, Marketing & Promotions (AMP) strategy based on country-channel tiering
classifications. Competitive benchmarks reveal Diageo’s marketing ROl is mid range with an
opportunity for higher yields; Brown-Forman (2017) ROl is ~8:1 and Campari (2017) ROl is
~10:1.

Net profit remains steady around 23%, outperforming the 19% industry average. Savings in
net finance charges (-4.2% YoY / -5.8% CAGR) and improvements in results from joint
ventures and associates (+39.8% YoY / +9.2% CAGR) have offset losses from taxation
(+47.6% YoY / +9.6% CAGR) and a decline in earnings from non-operating items (-83.7%
YoY). Overall, this suggests sound financial management with earlier investments in non-
current assets coming to fruition. Given the growing contribution:of earnings from joint
ventures to operating profit (6.4% in 2012/13 to 8.7% in 2016/17), Diageo could accelerate
gains from this income pool alongside deep diving into the reasons why earnings from other
non-operating items have plummeted.

c) Return On Capital Employed

A decline to 12.7% in 2015/16 was driven by non-current liabilities (borrowing and post
employment benefit assets) and accelerations in non-controlling interests outperforming
growth in operating profit. However, ROCE rebounded to 16% in 2016/17 as the result of a



strong progression in retained earnings (+45% YoY) coming from reductions in net finance
charges (-4.2% YoY), improvements in cost of sales, improvements in results from joint
ventures and associates, a (-18.4% YoY / -5.4% CAGR) reduction in long-term borrowings, a
(-65.7% YoY / -32.8% CAGR) reduction in long-term payables and a (-23.4% YoY /-5.1%
CAGR) reduction in other long-term liabilities. Shareholders will be pleased with the
turnaround in YoY performance but mindful of a need for ongoing frugality and deeper
comparison against competitors and industry averages to increase return.

4.3: EFFICIENCY WIBD- 00T e

a) Non-Current Asset Productivity, Asset Turnover & Return On Assets

Non-current asset productivity decline is driven by faster growthsin.non-current assets
(+5.2% CAGR) vs slower growth in net sales (+1.6% GAGR):inhheichange in non-current
assets relates to a rise in property plant & equipment,(#4%CAGR); cyclical investments into
associates & joint ventures (+2.9% CAGR) and a surgedntheivalue of intangible assets
(+8.7% CAGR). It may be fair to assume increased profit contributions from associates &
joint ventures could be driving accelerations in the value of intangible assets (IP and
Goodwill that will inevitably come through brand developmentiand portfolio expansion). Such
investments have also created a downwards trend in the /Asset;Turnover” ratio, but | would
suggest there is little to worry about as Diageo’s output of 042 is still inline with the 0.41
industry average and “Return On Assets” remains healthy at 9.6% (above the 8.8% industry
average). Comparatively speaking, Diageo’s operational efficiency is greater than the
competition.

Key opportunities include:
Investigating productivity/cashflow improvement through leasing and the sale of older
“Property, Plant & Equipment”

o Deep-dives to accelerate inventory turnover

¢ Driving higher returns from associates & joint ventures, conducting competitive
benchmarks to understand relative innovation efficiency.

e Eurobonds (Atrill, 2017, p255) may be an attractive, long-term asset productivity
driver given the nosedive in return from bonds (Appendix 8.4), offering fixed return
rates with no overseas regulation restrictions.

i) AV

b) Debtors (Receivables)

Diageo’s ratio is concerning, highlighting inefficiency against the industry average (78.5 days
vs 54.1 days). An emphasis on efficiency within the cash conversion cycle (Figure 2)
minimises the time it takes to switch from cash outflow to cash inflow, thus releasing capital
to improve liquidity. On average it’s taking Diageo 24 additional days to receive funding,
damaging the free cash flow position and increasing the risk of poor long-term financial
management. However, it is worth exploring relationships and the reasons behind a



consistent lag to see whether the business is receiving other trade-off incentives. Timely
invoices, quick-pay discounts, late payment penalties, credit limit freezes/reductions,
blacklisting defaulters, tendering and legal action may offer appropriate corrective actions in
some markets.

Atrill (2017, p273) explains how debt-factoring can also be used as a mid/long-term finance
solution through outsourcing collection of trade receivables, resulting in credit management
savings and quick cash advances of up to 95% of approved receivables. However,
advances are subject to rates of interest comparable to those used for bank overdratts.

Figure 2: Cash Conversion Gyglev::
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c) Creditors (Payables)

Payables has fallen from 290 to 278 days in 2016/17. Comparative YoY performance cannot
be assessed without industry average insights, although this may become available through
qualitative research. At the very least, Diageo should look to extend payables windows at
the point of contract renewal, unless they benefit from quick pay discount incentives. From
personal experience, the spirits industry is highly regulated in tracking shipments (produced
and transported) to and depletions (received and sold) within each market, so Diageo should
explore switching payments from shipments to a depletions based approach with creditors,
requesting payment on a sale or return basis. This will enhance cashflow and improve
reliability of forecasts if planning is based more sensitively around trends in consumption
rather than ambitious shipment growth targets which can result in overstocks, fraud and
illegal stock loading of markets (Edwards, 2015).



d) Stock Turnover

Stock turnover has declined since 2012, sitting 20 days above the industry average as
Diageo invested more heavily into inventory. The rise may also be attributed to uncertain
economic conditions and currency volatility in markets like Russia & Greece, forcing
distribution partners to rethink their intake (Diageo, 2017b, p31). Socio-Economic/Political
contingency plans are critical in such scenarios. Given portfolio homogeneity, EOQ decision
models or ERP software applications (Atrill, 2017 pp 437-441) could both be used in
conjunction with depletions based forecasting to optimise inventory health. Holding cost is a
key EOQ variable where logistical efficiency could be refined through customs warehousing
networks (Gov, 2017), offering duty and tax-free storage facilities that also improve stock
turnaround time and reduce European liabilities. However,c)ioy\e,ntory calculations would still
need to evaluate external factors like seasonality, promotions, deeper in-market customer
penetration, damages, liquidations, customer returns, global material shortages and a lack of
data for new products that come into the portfolio. Given %iageo’s core focus on innovation,
it would also be prudent to conduct regular audits of its product mix (high velocity and slow
velocity brand portfolios), developing a margin optimizing plan for the best performing ranges
and a volume optimizing (clearance) strategy for poor performers with subsequent exit
strategies for brands with lowest ROI.

e) Capital Employed Turnover

A 5-year view shows a marginal decline in sales efficiency as Diageo’s capital base evolved.
Competitive benchmarks are necessary to assess relative performance in the absence of an
industry average. Long-term debt has been taken out to support growth and complacent
financial management procedures are setting in. Given the surge in finance activity outflows
(Appendix 8.4), Diageo will only deliver sustainable growth if they can focus on strategic
plans, improve processes and further boost turnover and productivity of assets that are not
(vet) materialising at maximum vyield. Deloitte (no date) outlines.the importance of
developing, adopting and communicating processes relating to financial discipline and a
clear working capital optimization strategy. Efficiency levers can be improved by creating a
cash management control culture where best practice is facilitated through centres of
excellence that enforce standards, drive automation/process efficiency and monitor
performance against KPI’s.

4.4: LIQUIDITY

a) Current ratio

Diageo’s current ratio has been relatively normal around 1.5, recently dipping to 1.3 in
2016/17 as short-term liabilities accelerated by +7.6% YoY, the business reduced dead
working capital (-25.3% YoY /-9.7% CAGR) with heavier inventory investments and the
value of current assets declined by -2.3% YoY. However, this is still above the industry
average of 1.12. A +9.4% YoY rise in cash and a +4.6% YoY growth in inventory has only



partially offset a -83.6% loss in the value of other financial assets (needs to be investigated).
Acceleration in current liabilities is driven by increased short-term borrowings (+19.5% YoY /
+7.3% CAGR), increases in trade payables (+5.7% YoY / +2.6% CAGR) and an increase in
corporation tax from 16.6% to 20.6% of PBT in 2016/17.

b) Quick ratio:

Recent acid-test ratios are below the industry average, declining from 0.78 to 0.58 in
2016/17. Diageo have an obvious opportunity to improve liquidity through management of
asset productivity, debtor receivables, stock turnover and payables. Furthermore, interest
and repayment terms on short-term borrowings could be renegotiated with banks, or
(partially) written off in return for an equity stake with shareholder approval, however dilution
would need to be considered in-light:of likely declines in P/E, Dividend Yield and EPS ratios.

[
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4.5: INVESTMENT

a) Revenue/Earnings/Cash Per Share

RPS, EPS & CPS have all declined over 5 years, due to increased tax contributions (+47.6%
YoY / +9.6% CAGR), a deteriorating ROCE ratio and a +13% CAGR in shares attributed to
non-controlling interests. Stock remains attractive to investors despite the decline in returns
as EPS is still tracking above the industry average. Better asset productivity, marketing
efficiency and cash conversion processes with debtors and creditors will increase liquidity to
support an acceleration in net sales, net profit and EPS.

b) Interest Cover

Diageo’s ratio is secure with strong YoY improvement in Operating Profit (+25.3%) supported
by successive reductions in Net Finance Charges helping increase the ratio from 4.8 to 6.3.
No major concerns as gearing ratios are also all on the right trajectory, showing lower
reliance on long-term debt. An industry comparison would be desirable nonetheless.

c) Dividend Cover & Dividend Yield

Dividend cover reduced from 2.1 to 1.7 over 5 years, suggesting willingness to share a
greater proportion of profit with shareholders. However, dividend yield has gradually declined
from 4.5% to 2.8% as the result of an increased share price, a +13% CAGR in non-
controlling shares and a +7.7% CAGR in dividends paid to equity shareholders. Volatility
needs monitoring to help investors assess portfolio objectives, but when compared to the
2.5% industry average yield, Diageo are performing well, adjusting to be closer to the market,
perhaps introducing a more structured dividend strategy. Overall, dividend yield is
conservative, reflecting a lower risk, lower reward investment for shareholders.



d) P/E Ratio & Market Share Price

An increasing market share price and P/E ratio signifies improved investor confidence and
growth potential despite falling dividend yield. The gap between Diageo’s P/E ratio and
industry average highlights opportunity for ongoing competitive benchmarking and efficiency.

4.6: GEARING

Preferred Ratio, LT Debt to Equity & Leverage

A decline from 50% to 35% in the preferred ratio is positive, demonstrating ability to quickly
pay off debt, progressing from medium to low risk. The business is profitable, performing
well above the industry average (23% net margin vs 19.3%), has strong growth in retained

of its capital structure. Whilst substantially improved, therLeverage ratio is still significantly
above the industry average of 94.5%, suggesting Diageo’s total liabilities and cashflow
outlook remains a slight concern, vulnerable to VUCA events and some banks/investors may
be wary about further lending in the short-term, despite an improving interest cover ratio.

5. Conclusion

Higher market share price and improved investor confidence is likely to be driven through
strong gains in cash (+9.4% YoY) and retained earnings (+33.2% CAGR), increased
investment in (and return from) associates & joint ventures, a £1bn reduction in ‘dead’
working capital, low but steady growth in profit, improved gearing and for many other core
ratios, above average performance compared to the industry as a whole. Whilst Diageo are
unlikely to be an attractive proposition for short-term, high-yield returns, they are building for
future sustainability and long-term rewards.

Upon reviewing the ratio outputs and financial statements, | believe Diageo have short/mid-
term opportunities to strengthen their cashflow management and liquidity position. Cashflow
from operating activities highlights a respectable +11.4% CAGR, compared to a much faster
+87.7% CAGR in cash outflow attributed to financing activities (bond repayment &
dividends). Assuming Diageo have adopted other basic SME cashflow management basics
(Niven, 2013), they should now primarily monitor future growth from investments, scrutinising
profitability and retained earnings as substantial long-term loans and tax deferrals continue to
convert to short-term debt. Debtor & creditor control processes, marketing efficiency, pricing
strategy, asset (stock) turnover, asset productivity and the sale of inefficient assets must
become a stronger area of focus as investments mature. Diageo must accelerate the
revenue line by breaking away from industry average norms and with a dependency on
innovation to boost their quest for long-term competitive advantage, Diageo should look
towards cash control culture and process improvement to increase cashftow, build
shareholder value, improve liquidity and reduce the risk of short-term financial distress.



6. Recommendations

Area of Focus

| Priority

Marketing 1 |Strategy review, breaking Diageo’s 180 markets into 4 tiers based on growth potential and size of prize: Business Critical
Efficiency - FOCUS: driving major portfolio volume
- BUILD: moderate growth, some brand investment
- SUPPORT: limited growth, selective investment on key initiatives
- BAU: minimal or no support
Perform in a bottom up manner to increase sensitivity analysis and reduce forecast inaccuracies at the
channel level (On-Trade, Off-Trade, Travel Retail and Online)
2 | Develop contingency plans for socio-economic and political issues with distribution partners. Business Critical
Stock Turnover & | 3 |Explore and adapt £0Q models or ERP applications to optimise inventory health. BuslIness Critical
Cost Control 4 |Reduce Inventory holding costs, transportation costs and tax liabilies through efficiency improvements Business Critical
provided by customs warehousing networks.
Cieditor Control S Rer.1egotiate pa.yables windows at the point of co‘ntract renewal Bpsfness Crit?cal
6 |Switch from shipment based payments to depletions based payments Business Critical
7 |conduct a global review of debtor receivables, analyzing timeliness of invoicing and payment terms with | Business Critical
on-trade, off-trade, travel retail and online customers.
Déebtor Control 8 |Explore quick-pay discounts, late-payment penalties, credit limit freezeés/reductions, blacklisting, tendering |Very High
o g and legal action where appropriate
v 9 | Consider debt-factoring for quick cash injections High
10 | Accelerate assoclates & joint venture partnerships with robust financial plans, integrated relationships, Business Critical
better performance management and skillset development
Asset Productivity [11|Assess potential for leasing and sale of older plant, property and equipment Business Critical
ROL 12 | Evaluate feasibllity of Eurobond Investments with fixed rates of return Very High
13 |Keep assessing the brand portfolio, selling off ‘dogs’ and ‘question marks’ that deliver lowest ROl Very High
Pricing Strate| 14 | Audit the praduct mix, developing margin optimised pricing for high velocity and volume optimised Very High
PLIN TR | |strategies for slow velocity lines ; :
/ 15 | Develop, adopt and communicate a clear working capltal optimlisation strategy and internal cash Business Critical
Gbyernancé & management control culture
Culture 16 | Cantinue transparent disclosure to offer a smoother path to asset return and maximise potentlal for High
JaL ongolng capital investment from investors
Competitive 17 |Conduct a regular reyiew of business actlvitles, innovation strategy and key financial ratios against rival High
Bgnéhmarkin'g companles in the same sector {e.g. Bacardi, Beam, Brown-Forman, Campari, Pernod Ricard, A-B InBev)
Business lnslghts 18| Conduct a post mortem analysis on drivers and learnings from previous operating cost Increases. Medium
19 |Investigate why earnings from non-operating items and the value of other financlal assets has plummeted. | Medium
Polltical Lobbying |20 |Push for freezes or reductions in tax and excise duty rates. Savings can pass on to wholesalers and Medium
consumers to boost growth in volume and net sales
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8. Appendices

8.1: Explanatory notes on governance and the calculation of ratios

The link between governance and financial performance is widely debated due to different
market peculiarities and legal frameworks. PWC (no date) suggests FTSE organisations
need to pay more attention to starting conditions, management information and corporate
performance management programs. Transparency facilitates better disclosure,
accountability and fairness (Atrill, 2017, pp 18-19), in-turn driving growth and greater financial
efficiency with a smoother path to capital gains and dividends for firms in capital market
economies facing increasing levels of leverage and complexity (Sadka, 2004; Dellas & Hess,
2005). This seems credible in light of increased pressures around compliance, resilience,
innovation and productivity where organisations seek competitive advantage by doing more
with less resource. Davos (2016) reveals how corporate governance can eradicate legal
breaches, prevent stock market failure, prevent mismanagement and facilitate discussion
within boards that make it easier for investors to understand the business mix, engage with
others, diversify their interests and drive support for new causes. It seems fair to assume
improved reliability of intelligence cultivates stronger internal culture, better investor relations
and market confidence from within, also reducing competition for capital. However, Adilbglu
& Vuran (2012) argue that firms with lower governance scores in emerging markets can have
higher return on equity, higher profit margins and higher valuations because of less
constraint and increased appetite for higher risk projects. Diageo’s governancé approach is
robust and works for driving performance and investment within complex capital market
economies that drive 90% of global revenue, but may ultimately need to diversify to drive
asset productivity where they have partnerships and controlling interests in assocnates and
joint ventures in developing, overseas markets.

Note: Whilst Diageo are reported to have the UK’s best governance practices in 2017 and all
company ratios are calculated with consistent methodology in this report, industry average
data was difficult to obtain (55% ratio coverage) and the source used for comparison in
section 3 is likely to have employed a different calculation methodology to that listed below.

Key Profitability Ratios
e Gross Profit = Gross Profit / Net Sales
e Cost of Sales = Cost of Sales / Net Sales
o Marketing ROI = Marketing / Net Sales
» Operating Profit = Operating Profit / Net Sales
e Net Profit = Profit For The Year / Net Sales
e Return On Capital Employed (ROCE) = Operating Profit / (Non-Current Liabilities +
Share Capital + Share Premium + Other Reserves + Retained Earnings + Non-

Controlling Interests)
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Key Efficiency Ratios

Asset Turnover = Net Sales / Total Assets

Return On Assets = Profit For The Year / Total Assets

Non-Current Asset Productivity = Net Sales / Non-Current Assets

Debtors (Receivables) Control = (Trade and Other Receivables / Net Sales) x 365
Creditors (Payables) Control = (Trade and Other Payables / Cost of Sales) x 365
Stock Turnover In Days = (Inventories / Cost of Sales) x 365

Capital Employed Turnover = Net Sales / (Non-Current Liabilities + Share Capital +
Share Premium + Other Reserves + Retained Earnings + Non-Controlling Interests)

Key Liquidity Ratios

Current Ratio = Current Assets / Current Liabilities
Quick Ratio = (Current Assets — Inventories) / Current Liabilities

Key Investment Ratios

Revenue Per Share = Net Sales / (Share Capital + Non-Controlling Interests)
Earnings Per Share = Profit For The Year / (Share Capital + Non-Controlling
Interests)

Cash Per Share = Cash & Cash Equivalents / (Share Capital + Non-Controlling
Interests)

Interest Cover = Operating Profit / Net Finance Charges ,
Dividend Cover = Profit For The Year / (Equity Dividends Paid + Dividends Paid To
Non-Controlling Interests)

Dividend Yield = ([Equity Dividends Paid + Dividends Paid To Non-Controlling
Interests] / [Share Capital + Non-Controlling Interests]) / Market Share Price
P/E Ratio = Market Share Price / Earnings Per Share

Key Gearing Ratios

Preferred Ratio = Borrowings / (Borrowings + Share Capital + Share Premium +
Other Reserves + Retained Earnings + Non-Controlling Interests)

Long Term Debt To Equity = Borrowings / (Share Capital + Share Premium + Other
Reserves + Retained Earnings + Non-Controlling Interests)

Leverage = Total Liabilities / Total Equity
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