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[bookmark: _Toc1953311588]Abstract

Case Study: Melrose Industries PLC (Public Limited Company)

Melrose Industries plc is manufacturing company specialising in buying, investing in and divesting engineering companies. Melrose Industries plc was founded by David Roper, Simon Peckham, and Christopher Miller in 2003 (Kollewe, 2018). Melrose operates in several different geographical regions and sectors they own industrial and manufacturing businesses. Serving customers in the UK also the USA its shares are listed on the London Stock Exchange as a constituent of the FTSE 100 index.
Founded 2003, in 2005 Melrose acquired a manufacturer of diecast parts and components Dynacast, and an engineering group McKechnie Aerospace then two years later divested it for over 800million. In 2008 Melrose brought another engineering company FKI. They also acquired Elster a metering business in 2012 and sold it to Honeywell, 2million pounds from the deal Melrose chose to be distributed among their investors. In mid 2018 Melrose finally acquired their biggest deal yet GKN (BBC NEWS, 2018). 
The company operates through four segments: Aerospace, Automotive, Power Metallurgy and Other Industrial.
Segment One. Aerospace is a multi-technology supplier of civil and defence air frames and engine structures.
Segment Two. The Automotive segment develops, designs, manufactures and integrates a range of driveline technologies including electric vehicle components. 
Segment Three. The Metallurgy provides precision power metal parts for the automotive and industrial sectors as well as the production of power metal.
Segment Four. Other Industrial includes hydrogen technology business which focuses on commercialising metal hybrids and technology to store hydrogen in a safer, greener, and compact manner. 
Melrose use the ‘Buy, Improve, Sell’ strategy. They buy underperforming decent quality businesses which they invest heavily in to improve productivity and performance. To build a sustainable business during Melrose's ownership they work on environmental, social and governance priorities. This is done in line with their ‘buy improve sell’ strategy. 

[bookmark: _Toc326282082]Introduction

In this two-part informal report students are asked to select a Public Limited Company (PLC) based in the UK. Firstly, using appropriate tools such as ratio analysis, capital rationing and working capital management, part A of the report will examine the capital structure of the PLC. Considering the dynamics, trends, and patterns over the most recent four years. By analysing the company's capital structure, sources of finance, investment activities and dividend policy. Secondly, Part B will consider the findings in Part A to establish reasons for stability or changes in the Companys overall financial performance over the past four years.

[bookmark: _Toc1639006695]Corporate Finance

Corporate finance is a specific area of finance that analyses the financial decisions of a corporation. It includes activities to increase the corporations value and profit by optimal decisions (Hillier, Grinblatt, and Titman, 2011) on investments, finances, and dividends. This is achieved by concise planning, developing, and controlling the capital structure of a business. (Al Ahbabi, and Nobanee, 2019) Increasing organisations value, sustainability and profit by optimal decisions on investments, finances, and dividends. The elements of corporate finance are capital budgeting, dividend distribution, working capital requirements and capital structure.
Capital budgeting discloses the viability of investment proposals to invest in profitable projects to maximise growth and profitability of a business. Conduct a comparative analysis of investments past and future value to interpret all risk on returns concerning the goals of the company.
Dividends distribution, a certain number of dividends can be distributed amongst shareholders or retained and reinvested in the business to generate business growth. 
Working capital is the capital used for day-to-day operation of a company. An adequate cash flow in line with a company’s polices comes from efficient monetary management and maintaining the liquidity of a business.
Next using ratio calculation, we shall look at Melrose Industries Plc’s Financial management over the past four years to identify the capital structure and whether it is financed by debt, equity, or a combination of both ensuring optimal working capital management. Also, how much profit is distributed amongst shareholders or retained by the business to ensure profit maximisation. Using Melrose Industries plc, financial information which include the balance sheet and income statement data will be analysed using ratio to perform a financial statement analysis.
Assets represents everything of value a company owns or has in its procession also something not yet received but can be measured objectively. These obligations must be paid under certain conditions and time limits.
Equity represents retained earnings and funds contributed by shareholders who accept the uncertainty that comes with ownership risk in exchange for what they hope is a good return on investment.
Liabilities are what a business owes to others such as suppliers, tax authorities, creditors, and employees.
 
[bookmark: _Toc1404048378]Part A.

Melrose Industries Plc is a company that buy, improves then sells manufacturing and industrial businesses. Melrose operates in the US and UK and its main offices are in London, England. Melrose Industries plc are listed on the London stock exchange 

[bookmark: _Toc673126785]Asset Turnover Ratio

The asset ratio is an efficiency metric that shows a company's ability to generate revenue from its assets. The asset turnover ratio is an indicator to investors the value of a company's sales or revenue relative to the value of its assets (Patin, Rahman. and Mustafa, 2020) the higher the assets turnover ratio the efficient a company is at generating revenue from its assets. Conversely, if a company have low asset turnover such as Melrose indicates it is not efficiently using its assets to generate sales (Irman. and Purwati, 2020).
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As mentioned above the higher the asset turnover the more efficient a company is performing. Melrose performance indicates the opposite they are not using their resources productively and may also be experiencing internal struggles. It could also mean Melrose has a poor inventory management system, or poor utilisation of assets or poor collection methods.

[bookmark: _Toc1681428329]Gross Profit Margin

The gross profit margin is a financial metric used to measure how efficient and effective a business is at managing its operations. Gross profit is the sales revenue a company retains after incurring the direct costs that are associated with producing goods it sells or services it provides. The gross profit margin is different depending on the size (Andarsari, 2019).  of a business and the industry, the business operates in. It is natural for the gross profit margin to fluctuate for reasons such as a significant investment the company makes or if a company makes operational changes (Nariswari. and Nugraha, 2020) a new and more efficient machinery is purchased and even a change in management. Anyone of these changes an affect the profit margin of a company through-out the fiscal year. Most of the fluctuations can also be anticipated and accounted for so it does not mean a company is having financial problems when the profit margin decreases (Mahdi. and Khaddafi, 2020).
A good profit margin varies by industries, but it has been said a 10% margin is considered average a 20% margin is good and a 5% margin is considered low. The manufacturing industry margin increased to 19.0% in 2019. The manufacturing industry has sub-sectors which was said to have been partly to blame for the increase. Which included real estate activities according to the National Statistics (2021).
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Melrose's gross profit margin in 2019 was at 20.3% falling to 14.5% in 2020. 2021 saw an increase of 00.12% to 14.6% then another decrease to 14.3% in 2022. The ratios shown in percentages means in 2020 Melrose gross profit margin was 20pence for every pound sale, moving on to 2022 there has been a decrease of 6% to 14.3% giving Melrose a gross profit margin of 14pence for every pound sale.

[bookmark: _Toc1830491321]Net Operating Profit Margin

The net profit margin is a more realistic representation of a company's profits. Along with gross and net profit operating profit is an important margin to follow. The operating profit is a reliable indicator to investors of how health your company is and how profitable its day-to-day operations are (Jayathilaka, A.K., 2020) net operation profit considers those expense that are necessary to keep the business running (Yanto, Christy. and Cakranegara. 2021). The National Statistics who keep track of figure and profitability of registered UK companies, shows the average figures for 2019 and profit margins for different industries. The average profit margin was 9.4% for manufacturing companies, 14.9% for service firms, and 9.3% was the average percentage for financial businesses.
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Melrose net profit margin show a negative -1% in 2019, -6% in 2020, 12% in 2021 and -4% in 2022. The negative profit percentage Melrose has had could be caused by spending more money on operational expenses. Melrose could have an ineffective cost structure, a poor pricing strategy or inefficient management. Melrose also deal with high property, plant and equipment assets which will affect depreciation expenses which in turn will lower the net profit margin. The profit margin can also be misleading because a company’s cash flow could be significant. 

[bookmark: _Toc856248773]Inventory Days
Inventory days is an efficiency ratio which measures the average number of days a company holds its inventory before selling it. The ratio measures the number of days funds are tied up in inventory. Each industry has a preferred level of turnover and companies with much higher or negative turnovers taking risks or performing poorly (Pham, Nguyen. and Nguyen, 2020.
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If a company sells more than it has in inventory the turnover will be negative like in the custom manufacturing. It may seem odd or impossible, but it is common in some industries. In 2019 the inventory days was 73 days, in 2020 the inventory days were a negative 127 days, as well as in 2021 with a negative 13 days and 2022 the amount of days inventory was held was 141 days.

[bookmark: _Toc2140853084]Non-Current Assets Turnover

Noncurrent assets turnover measures the annual revenue generated per unit of noncurrent assets. These assets are likely to be used in the business for more than one year and can be converted into cash after more than the normal accounting year (Anuar, Jais. and Tinggi, 2021). The greater the noncurrent turnover the greater the efficiency with which noncurrent assists are being used in the business.
The most important noncurrent assets are property, plant, and equipment which Melrose specialise in. These fixed assets include machinery, vehicles, IT equipment, buildings, and land. These items are part of the capital expenditure and are treated as assets (Priyadarshani, 2019). The accounting value of fixed assets also book value has two parts. 1. The original costs of the fixed assets. 2. An allowance for the fact the fixed assets does not last forever. This allowance is also known as depreciation.
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Noncurrent asset turnover ratios vary across industry sectors companies like manufacturing and utilities tend to have larger asset bases which translate to lower asset turnover. Melrose Industries noncurrent asset turnover for 2019 was 0.77, 2020 a decrease of 0.12 to 0.65, 2021 saw another decrease of 0.05 to 0.60, 2022 saw an increase of 0.08 to 0.68.

[bookmark: _Toc119154527]Current Ratio

The current ratio is a liquidity ratio that measures a company's ability to pay their short-term debt or debt due within one-year (Saleem. and Rehman, 2011) the current ratio tells how good a company is maximising their current assets to satisfy its current debt and other payables. The higher the ratio is the more capable they are at paying off debt (Kliestik, Valaskova, Lazaroiu, Kovacova. and Vrbka, 2020) a low current ratio means the company may have difficulty paying any immediate debt or liabilities. A current ratio of 2.1 or higher is considered good and anything lower than 2.0 can be a cause for concern. The number 2.1 shows the company has two times as much current assets to current debt. An unhealthy ratio is below 1.00 and indicates the company may struggle to meet its short-term obligations. 
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The current ratio of Melrose shows Melrose struggling to meet its short-term obligations. It shows that only in 2019 their current ratio surpasses 1.00 to reach 1.13, 2020 saw a decrease to 0.94, 2021 a further decrease to 0.83 followed by an increase in 2022 to 0.96. 

[bookmark: _Toc2089003021]Acid Test/Quick Ratio

The quick ratio also known as quick ratio is another measure of a company's liquidities and its ability to pay short-term obligations using only its most liquid assets. A quick ratio of 1.0 means that a company has enough liquid assets to cover its current liabilities. This is a good sign the company is in a healthy financial position (Titiloye. and Alatrsh, 2021). While a quick ratio below 1 could mean a company does not have enough liquid assets which is cash or other equivalents to cover its current liabilities and suggests the company is not in a financially sound position as it cannot pay its short-term debts. 
[bookmark: _Int_QrsL5QmV]The acid test ratio is widely used particularly in industries that carry large values of stock (inventory) in working capital. Not all assets can be turned into cash quickly some stock must first be made into a product then be sold and cash collected from debtors. The value of inventories a company needs to hold will vary from industry to industry. A ratio less than 1.0 is a good warning sign of liquidity problem for a company that holds stock. Whereas, if a company has enough quick assets to cover its current liabilities the company would be able to pay off its obligations without having to sell any capital or long-term assets (Hamid, 2023). Most companies use their long-term assets to generate revenues, selling off these assets could hurt the business and show investors that current operations are not making enough profit to pay off current liabilities.
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[bookmark: _Int_WfPIoq8E]The acid test/quick ratio show Melrose at 1.13 in 2019, 2020 at 0.89, 2021another decrease to 0.84 and in 2022 an increase of 0.16 to reach 1.00.

[bookmark: _Toc1377865010]Cash Ratio

The cash ratio is another liquidity ratio to measure a company's ability to pay off its current liabilities with cash and cash equivalents (Anggraini. 2022) the cash ratio is more restrictive than the quick ratio or the current ratio this is because only cash can be used to pay off current debt (Husna. and Satria, 2019). Investers use a company's cash ratio to see if cash balance is adequately maintained to pay all due current debt because they want to make sure their loans will be repaid. While some company’s list them separately on the balance sheet many lists' cash and equivalents together. Cash equivalents are investments and other assets that can be converted into cash within 90 days. 
A ratio of 1.0 means the company has the same amount of cash and equivalents as it has current debt. A ratio above 1.0 means all the current liabilities can be paid with cash or cash equivalents. A ratio below 1.0 means a company needs more than just its cash reserves to pay off its debts.

[image: ]

The cash ratio for Melrose shows all the four years to be below 1.0 from the perspective of the creditor Melrose do not have the cash reserves or equivalents to pay off their debts so it would be impossible for the company to repay any loans. 

[bookmark: _Toc603289317]Return on Capital Employed (ROCE)

[bookmark: _Int_3Fy1IU9y][bookmark: _Int_XqDsJ3YA]This ratio is a long-term profitability ratio because it shows how effectively assets are performing while taking into consideration long-term financing (Lawrence, 2022) the ROCE is useful to evaluate the longevity of a company. It measures how efficiently a company can generate profits from its capital employed. Investors are interested to see how efficiently a company uses it capital employed as well as long-term financing strategy (Habibniya, Dsouza, Rabbani, Nawaz. and Demiraj, 2022) a company’s returns should always be higher than the rate at which they borrow to fund assets.
The ROCE ratio shows how much profit each pound of employed capital generates (Umobong. and Agburuga, 2019) The higher a ratio would be the more favourable this is because it means more pounds of profits are generated by each pound of capital employed. The amount of assets a company has can help or hinder them achieving a high return.
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The ROCE for Melrose shows 0% for 2019, 6% for 2021 and –3% both in years 2020 and 2022.

[bookmark: _Toc562225167]Trade Receivable Days and Trade Payable Days

Account receivable days figures show how long it take on average for a company’s customers to pay their invoices. The current receivable days play a significant role in liquidity management (Jory, Khieu, Ngo. and Phan, 2020) the norm is for companies to keep the value of their account receivable days as low as possible. The higher the average receivable amount the longer the company must wait for payment also depending on the industry accounts receivable days differ drastically (Jones. and Jones, 2019) Besides trade receivable days there are trade payable days, these measures how long it takes on average for a company to pay its own invoices to its suppliers. Account payable days also play a significant role in cash management (Adiguzel, 2021) the longer a company postpone their payment of an invoice the less it burdens its liquidity. Most companies aim for the greatest possible value for account payable days.
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 The trade payable days for 2019 was NA then a decline in 2020 of –83.3. 2021 increased to 50 and 2022 days increased by 70 days to 120. Whereas trade receivable days 2019 NA, 2020 36, 2020 36 2021 51, and 2022 26.

[bookmark: _Toc763563637]Part B

Now we have identified some of the main findings of Melrose Industries Plc from the company's balance sheet and income statement. Part B’s evaluation and analysis will establish reasons for stability or changes in the Companys overall financial performance over the past four years.

Financial Management

Monetary management can be defined as a function involved in the management of financial resources (Greenberg. and Hershfield, 2019) and is concerned with the acquisition financing and management of assets with a particular goal in mind. The three elements of financial management financial planning, financial control and financial decision making. (Shim, 2022) the objective of financial management is profiting maximisation, wealth maximisation and value maximisation. of a company.

[bookmark: _Toc1166791444]Gearing Ratio

The gearing ratio measures a company's financial leverage. Leverage is the amount of funds acquired through debt or credit loans compared to funds through equity capital Gezer. and Kingir, (2020). debt divided by shareholders equity times a hundred is the gearing ratio formular. The ratio is expressed as a percent and reflects, how much of a company’ existing equity would be required to pay off its debt.
A high gearing ratio is above 50%.
A low gearing ratio is below 25%.
The optimal gearing ratio is between 25-50%.
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Melrose Industries plc has a high debt to equity ratio which could mean a high leverage for the company. If Melrose were to generate more profit and cash flow for long-term purposes retain earning and equity would increase which would lower the gearing ratio. The gearing and leverage can also change as a company grows or its situation changes (Mallinguh, Wasike. and Zoltan, 2020). whether an acquisition or a company's decision to develop can increase or decrease the gearing ratio. Investors and lenders pay close attention to these ratio (Hundt, Jahnel. and Horsch, 2021) lenders take gearing and leverage into consideration before offering credit. 


[bookmark: _Toc1862912391]Working Capital

The working capital ratio measures Melrose Industries ability to pay off its current liabilities with its current assets. This ratio is important to investors because it shows the liquidity of the company. This ratio is called working capital ratio because it comes from the working capital calculation. When assets exceed current liabilities, the company has enough capital to run its day-to-day. 
[image: ]. 
Above we have looked at various sources of finance, equity, and debt of Melrose Industries plc and how they manage their finances. First glance of Melrose Industries financial statements shows the capital structure to looks poor. Next in Part B we shell analyses the findings

[bookmark: _Toc647269012]Weighted Average Cost of Capital (WACC)

The weighted cost of capital is a financial ratio which measures the cost of financing and acquiring assets by comparing the debt and equity structure of a company (Saeed. and Sroufe, 2021) WACC measures the weight of debt and the genuine cost of borrowing money or raising capital through equity to finance new capital purchases and expansion based on the current level of debt and equity a company has. 
The ratio is used by management when deciding whether to use equity or debt to finance new purchases. WACC is shown as a percentage. 
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The WACC for Melrose Industries plc in 2018 was 10% 2019 it WACC decreased by 3% to 7% 2020 WACC increased to 11% 2021 the WACC decreased again to 6% and 2022 The WACC increased again to 9%. The WACC of 2022 is 9% this mean Melrose should only make investments that returns are higher than the WACC.

[bookmark: _Toc1333476336]Findings. The Health of Melrose Industries.

The financial analysis involves reviewing a company's financial report such as the balance sheet, income statement and cashflow sheets. The financial analysis report shows the financial performance of a business over a specified time either quarterly or annually. Every UK company must prepare accounts that report on performance and activities of the company during the fiscal year. There are three essential financial statements for businesses these are the balance sheet, the income statement and the cashflow statement. The three reports offer unique detailed information that interconnect with each other. Giving the reader a comprehensive portrait of the company’s operating activities. There are many types of ratios including: liquidity, activity, solvency, profitability, and shareholders' investment. There are also many types of investment activities such as: interest, dividends, financing, cash advances and loans, cash proceeds issued from shares, dividends payments, short- and long-term loans, cash proceeds from debentures, loans, bonds and other, and finance lease.
Investor value a company by examining its financial position based on its financial statements and calculations of certain ratios. The worth of a company is based on its market value to determine market value a company’s financial ratios are compared to its competitors and industry benchmarks.
Any company borrowing money from a bank must list the value of all assets and liabilities. Banks would use this information to assess the company's financial health and position ensuring all liabilities get the net worth or equity. Investors go one step further and consider a company’s financial position in relation to market value. 
Return on Equity (ROE) is a measure of net income/shareholders' equity. ROE is a gauge of a company's profitability and how efficiently it generates profit. Melrose ROE for 2021 at 115 while in 2022 ROE went into negative with –4%.
Return on Investment (ROI) is a popular metric, the ratio is current value of investment - cost of investment/cost of investment. This metrics can be used as a rudimentary gauge of an investment profitability. The ROI for Melrose Industries for 2021 was a negative –4% and 2022 the ROI increased to 1%.
Return on Total Assets (ROTA) to calculate the ROTA net income/average total assets. This ratio can be a good indicator of how efficiently a company uses its assets to generate earnings. The ROTAf for 2021 and 2022 was negative.

	
	2022
	2021

	ROE
	-4.32%
	11.10%

	ROI
	1.033557047
	-3.5

	ROTA
	-0.020590548
	0.058693482



Melrose Industries saw debt at the end of 2022 fiscal year of 6,819 million an increase of 337,000 thousand over the fiscal year. Net debt for the year was 63,000 thousand and free flow cash was 355.000 Revenue for Melrose for 2022 was 7537 million, while operating costs were 1,364 million at the end of 2022 compared to 2021 operating costs had decreased by 136,000 thousand. 
Melrose Industries net income 2021 833,000 2022 Melrose net income was –308,000. Melrose Industries look like they use low leverage to finance its acquisitions and with a mix of investment and management focus to improve the business.
Other finding from Melrose Industries financial health

	
	2022
	2021
	2020
	2019

	Total Capital
	7231000
	8002000
	7275000
	7639600

	Weightage of Debt 
	0.008712488
	0.057735566
	0.022680412
	0.011649825

	Cost of Debt
	1.650793651
	0.350649351
	1.078787879
	2.370786517

	Weightage of Equity
	0.991287512
	0.942264434
	0.977319588
	0.988350175

	Cost of Equity
	7537000.286
	6882999.889
	8770000.083
	10967002

	Toltal Equity
	7168000
	7540000
	7110000
	7550600

	Debt to Equity
	0.008837144
	0.06154256
	0.023301794
	0.011827243

	WACC
	7471333.989
	6485605.609
	8571092.4
	10839237.83

	PBIT
	-288,000
	823,000
	-370,000
	202,000

	
	
	
	
	

	ARR
	-0.043203815
	0.110963101
	-0.075695523
	-0.007973422

	NPV
	3759034.484
	3759034.484
	3759034.484
	3759034.484

	Profitability Index
	0.0490941778
	0.059110222
	0.042749141
	0.041494319

	IRR
	170190
	213120
	181560
	181560

	Discount Factor
	0.12
	
	
	

	Cash Flows
	1418250
	1776000
	1513000
	1513000

	Discount Factor
	1.119820829
	
	
	

	Working Capital 
	-105000
	
	
	



[bookmark: _Toc2056772458]Summary

In this report we look at Melrose Industries Plc a British manufacturers listed on the London stock exchange. Using readily available financial statements such as the Balance sheet cashflow statement and income statement to identify different aspects of the company’s performance. To assist, ratio analysis was used to calculate the figures within the financial statements to understand the capital structure, the sources of finance investment activity and dividend policy. Melrose Industries deals with high property, plant and equipment assets which can affect depreciation expenses which in turn lower the net profit margin. The net profit margin can also be miss leading because the companies cashflow could be significant.
Melrose industries buys other business’s and may be financing most of the acquisitions with debt at about 60/40%. 
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