INTERPRETATION OF COMPANY FINANCIAL PERFORMANCE


Recycle is a listed company which recycles toxic chemical waste products.  The waste products are sent to Recycle plc from all around the world.  You are an accountant (not employed by Recycle plc) who is accustomed to providing advice concerning the performance of companies, based on the data which is available from their published financial statements.  Extracts from the financial statements of Recycle plc for the two years ended 30 September 2015 and 2016 are given below.


PROFIT AND LOSS ACCOUNTS YEAR ENDED 30 SEPTEMBER 

	
	2016
€m
	2015
€m

	
Turnover 

Cost of sales

Gross profit

Other operating expenses 

Operating profit

Interest payable

Profit before taxation

Taxation

Profit after taxation

Proposed dividend

Retained profit

Retained profit b/fwd

Retained profit c/fwd
	
     3,000 

     1,600)
    
    1,400

(800)

      600

       (200)
 
      400

(150)

        250

(200)

          50

        900

        950
	
     2,800

(1,300)
   
     1,500

       (600)
     
  900

(100)
 
       800

(250)

        550

(200)

        350

        550

        900





BALANCE SHEETS AT 30 SEPTEMBER.

	
	2016
	2015

	
	€m
	€m
	€m
	€m

	
Tangible fixed assets

Current assets
Stocks
Debtors 
Cash in hand


Current liabilities
Trade creditors 
Tax payable
Proposed dividend
Bank overdraft


Net current (liabilities) / assets

Long-term loans (repayable 2018)

Net Assets

Capital and reserves
Called up share capital (€ shares)
Profit and loss account

	



500
1,000
     50
1,550


600
150
200
   750
1,700
	
4,100














(150)

(1,000)

2,950


2,000
950
2,950
	



350
800
     50
1,200


600
250
200
     50
1,100



	
3,800














100

(1,000)

	2,900


2,000
   900
2,900



You ascertain that depreciation of tangible fixed assets for the year ended 30 September 2016 was €1,200 million.  Disposals of fixed assets during the year ended 30 September 2016 were negligible.

You are approached by two individuals.

A is a private investor who is considering purchasing shares in Recycle plc.  A considers that Recycle plc has performed well in 2016 compared with 2015 because turnover has risen and the dividend to shareholders has been maintained.











Recycle Plc

Required:

Write a report to investor A, which analyses the financial performance of Recycle plc over the two years ended 30 September 2016.

Assume inflation is negligible.

Your report should specifically refer to the observations made by A concerning the performance of Recycle plc.


Ratios should be based on :

 
	Profitability

	1.	Return on Capital Employed

	2.	Net Profit Percentage

	3.	Gross Profit Percentage

	

	Efficiency

	

	4.	Asset Turnover

	5.	Stock Turnover (days)

	6.	Debtor Days

	7.	Creditor Days

	

	Liquidity

	

	8.	Current Ratio

	9.	Quick Ratio

	

	Investment

	

	10.	Earnings Per Share

	11.	Interest Cover

	12.      Dividend Cover

	

	Gearing

	

	13.	Gearing


 



