             Report 
To: directors 
From: you
Date

Subject: 

assessment of the financial performance of XYZ plc for the 2012, 2011 and 2010 financial years 
Introduction 

In this report the company’s profitability, cash position and efficient use of resources are going to be assessed between 2010 and 20112 financial years. Please see the appendix for the calculation of the ratios.

Profitability

The gross profit margin 
Explains the company’s management of cost of sales as well as the selling prices. The gross profit margin has decreased by 8% from 38% in 2009 to 30% in 2010. From this it can be seen that the company had higher cost of sales and/or had to decrease prices during the year.
The net profit margin 
Explains the efficient management of other expenses in the company. From the data given, the ratio has declined by 9% from 16% in 2009 to 7% in 2010. The possible reason could be that the expenses of the company have increased drastically over the year.

Liquidity 

The cash position of the company has deteriorated greatly over the year. The company has moved from a healthy cash position to a cash- deficient position. 

The current ratio and the quick ratio are used to assess the cash position of the company. These ratios compare the cash available to the liabilities of the company in the short term. In the case of quick ratio, the inventories are removed because they take a longer time to be converted into cash. The ideal position is: 2:1 for current ratio and 1:1 for quick ratio.  From the data, the current ratio has declined from a healthy of position of 2.3:1 to 1.9:1. The quick ratio is even more alarming: from 1.1:1 to 0.8:1.
The deterioration in cash position can be explained using the other ratios.
The stock turnover days indicate the number of days that it takes the company to convert the stock into cash. From the date, this has increased from 40 days to 45 days. The question does not give information on the average for this industry but an increase of 5 days looks bad from cash flow point of view.

The debtors’ collection period is an indication of how many days it takes the company to collect cash from the customers. This has increased by 10 in the last year.

Possible causes:

1. Poor customer credit check

2. Too high credit limit 

The creditors’ payment period tells of the number of days it takes to pay the suppliers. This has increased by 15 days in the past year. This is an indication of poor cash position and creates a bad image for the company. This can result in suppliers increasing prices or withdrawing the credit facility.
The gearing explains the debt position of the company. While debt is good for providing capital for the company, a highly geared company is a risky company. The gearing has increased drastically from a high 50% to a poor 80%. The following are the consequences of the high gearing in this company:

1. Payment of high interest

2. Poor credit status

3. Inability to obtain further debt

4. The end result is bankruptcy 

From the above discussion it can be observed that the poor cash position can be attributed to

· poor management of customers

· too much debt
· Poor management of inventory.

· Higher operating cost

· And probably higher purchasing cost.

Recommendations 

1. In order to improve the gross profit margin, the management should consider increases in selling price and also looking for cheaper suppliers.

2. From the inventory turnover days and the quick ratio it can be seen that the company is keeping too much inventory. This results in high cost of storage and hence decrease in cash position. The company should only buy the quantity they can sell. The management should consider using just in time methods or economic other quantity method to reduce cost of inventory.

3. The company should consider doing credit check for all customers and also give credit limits to customers.
4. Pay on time to suppliers

5. The company should consider other methods of raising finance such as looking for a partner.

Please do not hesitate to contact me should you have any issues regarding the report.

Sign:

	3 things under each ratio

	
	
	
	

	1. explain the meaning of the ratio

2. mention the increase or decrease in the ratio and explain the possible causes 

3. explain the implications or the effects on the company
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