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Financial Ratios

Statistical Information within your business
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The Financial Statements ML

Financial statements measure the financial health of the organisation:

FINANCIAL STATEMENTS

@ 2)

BALANCE SHEET

3

CASHFLOW STATEMENT

'

FINANCIAL HEALTH

WHAT A COMPANY
OWES AND OWNS

CASH MANAGEMENT

CASH INFLOW AND
CASH OUTFLOW

FINANCIAL PERFORMANCE

EARNINGS THROUGH A
PERIOD OF TIME




Financial Ratio Classifications NN L

 Grouped into categories relating to a particular aspect of
financial performance or position.

— Profitability

— Efficiency

— Liquidity

— Financial Gearing

— Investment (of more interest to external stakeholders)

Atrill & McLaney chapter: 6
— Analysing and interpreting financial statements

Ratios - setting the scene 5



Financial Ratios
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Financial Ratios

Gross Profit Gross Profit 100 Net Prpﬁt _ Net Income
Margin Sales X Margin Sales
i ' Net Income
Operating Operating Profit Returnon _
Profit Margin =~ Salas x100|  Assets Assets

Net Income

Return on Equity =
quity Shareholder’s Equity

x 100

x 100



Financial Ratios W\II

Ratio
Analysis
e
Leverage Activity Profitabili
\ Ratios Ratios Ratios

Liquidity
Ratios
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They reflect
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Financial Ratios

Why is Liquidity important to a company / Investor / Supplier ?

e 1. Liquidity ratios determine a company's ability to cover short-term
obligations and cash flows.

e 2. Determine creditworthiness

e 3. Determine investment worthiness



Financial Ratios

Refresh of Terms

Current Assets made up of

» Stock

« Cash and Cash Equivalents
» Market Securities

» Debtors

* Prepayments

Current Liabilities made up of

* Creditors
« (Cash and Cash Equivalents
* Accrued Liabilities
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Financial Ratios

Current Ratio

Quick Ratios (or Acid Test Ratio) =

Cash Ratio =
Consider :-
Current Ratio — Low Test Level
Quick Ratio — Medium Test Level

Cash Ratio — High Test Level

Current Assets

Current Liabilities

Current Assets Less Stock

Current Liabilities

Cash and Cash Equivalents

Current Liabilities

11



Financial Ratios M/\]I

Liquidity Ratios

] Current Assets
Current Ratio =

Current Liabilities

The Current Ratio is used to measure whether a company’s short-term
assets cover the value of our short term liabilities

12



Financial Ratios

NN

Balance Sheet
Year 2017
Fixed Assets 100,000
Stock 20,000
Cash and Cash Equivalents 20,000
Debtors 30,000
Other Current Assets 5,000
Current Assets 75,000
Total Assets 175,000
Creditors 50,000
Accurals 10,000
Current Liabilities 60,000
Long Term Liabilities 50,000
Total Liabilities 110,000
Net Assets 65,000
Ordinary Shares 60,000
Retained Earnings 5,000
Shareholders Equity 65,000

Current Assets

Current Ratio =

Current Assets
Current Liabilities

Current Ratio

Current Liabilities

£75,000
£60,000

1.25

13



Financial Ratios M/\II

Liquidity Ratios

Quick Ratios  _  cyrrent Assets Less Stock
(or Acid Test Ratio)

Current Liabilities

The Quick Ratio excludes stock as this still needs to be turned into a
saleable item or sold to a customer and is not classed as “near cash’.

14



Financial Ratios

NN

Balance Sheet
Year 2017
Fixed Assets 100,000
Stock 20,000
Cash and Cash Equivalents 20,000
Debtors 30,000
Other Current Assets 5,000
Current Assets 75,000
Total Assets 175,000
Creditors 50,000
Accurals 10,000
Current Liabilities 60,000
Long Term Liabilities 50,000
Total Liabilities 110,000
Net Assets 65,000
Ordinary Shares 60,000
Retained Earnings 5,000
Shareholders Equity 65,000

Quick Ratios  _  cyrrent Assets Less Stock
(or Acid Test Ratio)

Current Liabilities

Current Assets less stock £55,000
Current Liabilities £60,000

Quick Ratio 0.92

15



Financial Ratios M/\II

Liquidity Ratios

, Cash and Cash Equivalents
Cash Ratio S ————————————————————
Current Liabilities

The Cash Ratio is the sternest test as it just tests against the liquid current
assets.

Cash and Cash Equivalents includes Cash / Bank and Marketable Securities.

16



Financial Ratios

NN

Balance Sheet
Year 2017
Fixed Assets 100,000
Stock 20,000
Cash and Cash Equivalents 20,000
Debtors 30,000
Other Current Assets 5,000
Current Assets 75,000
Total Assets 175,000
Creditors 50,000
Accurals 10,000
Current Liabilities 60,000
Long Term Liabilities 50,000
Total Liabilities 110,000
Net Assets 65,000
Ordinary Shares 60,000
Retained Earnings 5,000
Shareholders Equity 65,000

Cash and Cash Equivalents

Cash Ratio =
Current Liabilities
Cash and Equiv. £20,000
Current Liabllities £60,000
Cash Ratio 0.33

17



Financial Ratios

Balance Sheet
Year 2017 2018 2019 2020
Fixed Assets 100,000 | 90,000 | 80,000 70,000
Stock 20,000 | 30,000 | 50,000 60,000
Cash and Cash Equivalents | 20,000 | 15,000 10,000 8,200
Debtors 30,000 | 25,000 | 20,000 30,000
Other Current Assets 5,000 10,000 10,000 10,000
Current Assets 75,000 | 80,000 90,000 | 108,200
Total Assets 175,000 | 170,000 | 170,000 | 178,200
Creditors 50,000 | 35,000 | 33,000 33,000
Accurals 10,000 | 10,000 5,000 2,000
Current Liabilities 60,000 | 45,000 | 38,000 35,000
Long Term Liabilities 50,000 | 45,000 | 40,000 35,000
Total Liabilities r 110,000 ( 90,000 | 78,000 70,000
Net Assets 65,000 ( 80,000 | 92,000 | 108,200
Current Ratio 1.25 1.78 2.37 3.09
Quick Ratio 0.92 1.11 1.05 1.38
Cash Ratio 0.33 0.33 0.26 0.23

Current Assets

Current Ratio = —
Current Liabilities

Quick Ratios  _  cyrrent Assets Less Stock

(or Acid Test Ratio) Current Liabilities

Cash and Cash Equivalents

Cash Ratio = —
Current Liabilities

18



Financial Ratios

Calculate the Liquidity Ratios for Burberry

Az at As at
27 March 28 March
2031 2020
Hote Em Em
ASSETS
Mon=current assets
Intangible assets 12 237.0 2470
Property, plant and equipment 13 280.4 2549
Right-of-use assets 14 Bi8.1 B34.0
Investrment properties 2.4 2.5
Deferred tax assets 15 1371 171.5
Trade and other receivables & 45.0 537
1,520.0 1,403.48
Current assets
Inventories 7 402.1 450.5
Trace and other receivables 14 276.9 2521
Drerivative financial assets 18 2 &.7
Income tax receivables w7 50.4
Cash and cash equivalents 12 1,261.3 2289
1,982.2 1,688.4
Total assets 3,502.2 3,292.2
LIABILITIES
Mon=current liabilities
Trade and cther payables 0 (99.4) (102.3)
Lease liabilities 21 [B809.6) (%10,0]
Barrowings 24 tng.'” [300,0)
Deferred tax liabilities 15 (0.8} 10L1)
Retirerment banefit obligations (1.0} (1.9
Provisions for other liabilities and charges 22 {31.8) [28.8)
1,239.7) [1,342.9]
Current liabilities
Trade and cther payables 0 [392.9) (447.5)
Bank overdrafts 23 (45.4) 141.4]
Lease liabilities | (210,0) (Z15.5)
Drerivative financial lizbilities 12 [2.8) 4,8]
Inceme tax liakilities (27.9) (7.9
Provisions for other liabilities and charges 22 [24.0) 13,2
(702.8) [730,5)
Total liabilities {1,942.5) 12,073.4)

Met assets 1,569.7 1,218.8



Financial Ratios

Burberry Financial Ratios

2021 2020
Revenue 2,343.90 | 2,633.10
Cost of Sales 681.40 | 927.60
Gross Profit 1,662.50 | 1,705.50
Operating Profit 521.10 | 188.70
Profit for the Year 375.90 | 121.60
Total Assets 3,502.20 | 3,292.20
Total Shareholder Equity 1,559.70 | 1,218.80
Current Assets 1,982.20 | 1,688.60
Current Liabilities 702.80 | 730.50
Inventories / Stock 402.10 450.50
Trade and other Receivables | 321.90 | 305.80
Trade and other Payables 492.30 | 549.80
Cash And Cash Equivalents 1,263.50 | 935.60
Gross Profit % 71% 65%
Operating Profit % 22% 7%
Net Profit Margin % 16% 5%
Return on Assets 11% 4%
Return on Equity 24% 10%
Current Ratio 2.82 2.31
Liquid Ratio 2.25 1.69
Cash Ratio ( With) 1.80 1.28
Cash Ratio ( Without) 1.79 1.27

20



Financial Ratios

Current Ratio

Quick Ratios (or Acid Test Ratio) =

Cash Ratio =
Consider :-
Current Ratio — Low Test Level
Quick Ratio — Medium Test Level

Cash Ratio — High Test Level

Current Assets

Current Liabilities

Current Assets Less Stock

Current Liabilities

Cash and Cash Equivalents

Current Liabilities

21



Financial Ratios

Liquidity Leverage '
Ratios Ratios |

They These ratios
measure the show the ‘
firm's abity proportion of

o meet debtand
current equity i
obligations. financing the
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Ratio
Analy
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Ratios
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Financial Ratios

Days Sales Outstanding (DSO) Trade and other receivables

Average Revenue per Day

Cost of Goods Sold

Inventory Turnover =
Average Inventory / Stock

Trade and other payables

Days Payable Outstanding ( DPO)
Average COGS per day

Annual Revenue
365

Wh Annual COGS
ore Average COGS per Day 365

Where Average Revenue per Day =

23



Financial Ratios

NN

Year
Revenue
COGS
Gross Profit 20000
Gross Margin % 20.0%
SG&A 10000
Operating Profit 10000
Operating Profit % 10.0%
Interest 3000
Tax 2000
Net Income 5,000
Net Profit % 5.0%
Balance Sheet
Year 2017
Fixed Assets 100,000
Stock 20,000
Cash and Cash Equivalen
Trade and Other Receiva
Other Current Assets 000
Current Assets 75,000
Total Assets | 175,000 |
Trade and Other Payables 50,000
Accurals 10,000
Current Liabilities 60,000
Long Term Liabilities 50,000
Total Liabilities 110,000
Net Assets 65,000

Trade and other receivables

Days Sales Outstanding (DSO) =
Average Revenue per Day

Days Sales Outstanding _ 30,000
(DSO) 273.97

Days Sales Outstanding

109.5 D
(DSO) ays

So what does this mean ?

How could the business improve this ?
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Financial Ratios

NN

| Year

Revenue

COGS

Gross Profit

Gross Margin % 20.0%
SG&A 10000
Operating Profit 10000
Operating Profit % 10.0%
Interest 3000
Tax 2000
Net Income 5,000
Net Profit % 5.0%

Balance Sheet
Year 2017

Fixed Assets

Stock
Cash and Cash Equivalents ]

Trade and Other Receivables 30,000

Other Current Assets 5,000
Current Assets 75,000
Total Assets 175,000

Trade and Other Payables 50,000
Accurals 10,000

Current Liabilities 60,000
Long Term Liabilities 50,000
Total Liabilities 110,000

Net Assets

65,000

Inventory Turnover

Inventory Turnover

Cost of Goods Sold

80,000

Average Inventory

4 Turns per Year
20,000

4 turns a year equates to stock being refreshed

every 91 days

So what does this mean ?

How could the business improve this ?
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Financial Ratios

NN

Year | 2017 |
Revenue = __igiOpitf
COGS
Gross Profit
Gross Margin % 20.0%
SG&A 10000
Operating Profit 10000
Operating Profit % 10.0%
Interest 3000
Tax 2000
Net Income 5,000
Net Profit % 5.0%
Balance Sheet
Year 2017
Fixed Assets 100,000
Stock 20,000
Cash and Cash Equivalents 20,000
Trade and Other Receivables 30,000
Other Current Assets 5,000
Current Assets 75,000

Total Assets

| 175,000 |

Trade and Other Payable 50,000

Accurals
Current Liabilities 60,000
Long Term Liabilities 50,000
Total Liabilities 110,000
Net Assets 65,000

Days Payable Outstanding (DPO) = Trade and other payables

Average COGS per day

Days Payable Outstanding 50,000
(DPO) 219.18

Days Payable Outstanding

= 228.13 Days
( DPO) y

So what does this mean ?

How could the business improve this ?
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Financial Ratios

NN

Year | 2017 | 2018 | 2019 [ 2020 |
Revenue 100,000 | 150,000 | 165,000 | 180,000
COGS 80000 | 110000 | 120000 | 128000
Gross Profit 20000 40000 45000 52000
Gross Margin % 20.0% 26.7% 27.3% 28.9%
SG&A 10000 15000 25000 25000
Operating Profit 10000 25000 20000 27000
Operating Profit % 10.0% 16.7% 12.1% 15.0%
Interest 3000 2800 2500 2500
Tax 2000 7200 5500 8300
Net Income 5,000 15,000 | 12,000 16,200
Net Profit % 5.0% 10.0% 7.3% 9.0%
Balance Sheet
Year 2017 2018 2019 2020
Fixed Assets 100,000 | 90,000 | 80,000 70,000
Stock 20,000 | 30,000 | 50,000 60,000
Cash and Cash Equivalents 20,000 | 15,000 10,000 8,200
Trade and Other Receivables 30,000 | 25,000 | 20,000 30,000
Other Current Assets 5,000 10,000 10,000 10,000
Current Assets 75,000 | 80,000 | 90,000 | 108,200
Total Assets 175,000 | 170,000 | 170,000 | 178,200
Trade and Other Payables 50,000 | 35,000 33,000 33,000
Accurals 10,000 10,000 5,000 2,000
Current Liabilities 60,000 | 45,000 38,000 35,000
Long Term Liabilities 50,000 | 45,000 | 40,000 35,000
Total Liabilities 110,000 | 90,000 | 78,000 70,000
Net Assets 65,000 | 80,000 | 92,000 | 108,200

Days Sales Outstanding (DSO)

Inventory Turnover

Days Payable Outstanding ( DPO)

Accounts Receivable (i.e. Debtors)

Average Revenue per Day

Cost of Goods Sold

Average Inventory

Accounts Payable ( i.e. Creditors )

Average COGS per day

Calculate the above formulae for 2018 ,

2019 and 2020.

Remember the average inventory is
current year and prior year.

27



Financial Ratios

Ratio’s Calculated today

| Year 2017 | 2018 | 2019 [ 2020
Current Ratio 1.25 1.78 2.37 3.09

Quick Ratio 0.92 1.11 1.05 1.38

Cash Ratio 0.33 0.33 0.26 0.23

Days Sales Outstanding 109.50 60.83 44.24 60.83
Inventory Turns 400 [ 440 [ 300 | 233
Days Payable Outstanding 228.13 | 116.14 | 100.38 94.10

28



Financial Ratios

NN

Calculate the Activity Ratios for Burberry

B at Az at
Z7 march 28 March
2071 020
Mot Em Een
ASSETS
Mon=current assets
Intangikle assets L 237.0 2470
Froperty, plant and equipment 13 280.4 T G
Right-of-use assets 1< B18.1 g834.0
Invastrment properties 2.4 2.5
Deferred tax agsets 15 1371 171.5
Trade and other receivables 14 45.0 53.7
1,520.0 1,603.8
Current assets
Inventories 17 4021 4505
Trade and cther receivables 14 276.9 2521
Drerivative financial assets 1a 2.2 &7
Income tax receivables g7 50,4
Cash and cash eguivalents 17 1,261.3 ER.9
1,822 1,488.4
Total assets 3,502.2 3,272,2
LIABILITIES
Maon=current liabilities
Trade and ather pavablas 20 [Po.4) [102.3)
Lease liabilities 21 [(BO9.6) (%10,0]
Borrowings 4 I:zg?_'” [ Z00,00
Deferred tax liakilities 15 {o.a) 0.1
Retirement benefit obligations (1.0} [1.%]
Provisions for ather liabilities and charges 22 {31.8) [Z8,5]
11,239.7) 1,342,2]
Cwurrent liabilities
Trade and cther pavables Z0 [392.9) (4375
Bank owerdrafts 23 [45.4) (41,.48]
Lease labilities 21 (210.0) [(215.5]
Derivative finamcial liabilities 18 [Z.8) (48]
Income tax liakbilities (27.9) (7.2
Provisions for gther llabilities and charges a2 (24.0) 1320
(Fo2.8) (FaD.5)
Total liabilities 1,942.5) 2,073.4)
Met assets 1,559.7 1,218,8

Revenue
2021 £2,343,9
2020 £2,633.1

Cost of Sales
2021 £681.4
2020 £927.6

29



Financial Ratios

NN

Burberry Financial Ratios

2021 2020
Revenue 2,343.90 | 2,633.10
Cost of Sales 681.40 927.60
Gross Profit 1,662.50 | 1,705.50
Operating Profit 521.10 188.70
Profit for the Year 375.90 121.60
Total Assets 3,502.20 | 3,292.20
Total Shareholder Equity 1,559.70 | 1,218.80
Current Assets 1,982.20 | 1,688.60
Current Liabilities 702.80 | 730.50
Inventories / Stock 402.10 450.50
Trade and other Receivables | 321.90 305.80
Trade and other Payables 492.30 | 549.80
Cash And Cash Equivalents 1,263.50 | 935.60
Gross Profit % 71% 65%
Operating Profit % 22% 7%
Net Profit Margin % 16% 5%
Return on Assets 11% 1%
Return on Equity 24% 10%
Current Ratio 2.82 2.31
Liquid Ratio 2.25 1.69
Cash Ratio ( With) 1.80 1.28
Cash Ratio ( Without) 1.79 1.27
DSO 50.13 42.39
DPO 263.71 | 216.34
Stock Turns per year 1.60 2.06

Couple of Questions to consider ?

* Business Health improving or weakening ?
« Business Performance improvement or weakening ?
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Next Week

 Next Week

» Leverage Ratios
* Investor Ratios

31
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