University of Wales Trinity Saint David


[image: University of Wales Trinity Saint David on Twitter: "Researchers ...]

BA International Hotel Management

Financial Management for the Hotel Industry

Ratio Analysis

Module: M5X01922                                                             Lecturer: David Jenkins


[image: Ratio Analysis, Types of Financial Ratio Analysis - 5paisa School]
5paisa.com




Student: Vasvie Redzheb                                                     Student number: 1909618
1
	
	Rangemaster Plc
	
	

	
	
	
	
	

	
	
	
	
	

	Profitability
	2019
	2018
	Difference
	Performance (%)

	ROCE
	35.2
	31.2
	4
	4

	Asset turnover
	1.8
	1.7
	0.1
	5.9

	Gross profit %
	26.8
	26.81
	-0.01
	-0.01

	Net operating profit %
	19.2
	18
	1.2
	1.2

	Efficiency
	2019
	2018
	Difference
	Performance (%)

	Non-current asset turnover
	2.9
	2.5
	0.4
	15.6

	Inventory turnover (days)
	73.8
	75.6
	-1.8
	-2.4

	Liquidity
	2019
	2018
	Difference
	Performance (%)

	Current ratio
	1.9
	1.8
	0.1
	5.6

	Acid test
	1.2
	1.1
	0.1
	9.1

	Creditor days
	87
	84
	3
	3.6

	Debtors days
	60
	61
	-1
	-1.6

	Capital Structure
	2019
	2018
	Difference
	Performance (%)

	GEARING-Debt to equity 
	41.5
	61.3
	-20
	-19.9

	GEARING-Debt to capital
	29.3
	38
	-9
	-8.7

	Interest cover
	12
	8.2
	4
	46.3

	Investment
	2019
	2018
	Difference
	Performance (%)

	Earnings per share (EPS)
	63
	51
	12
	23.5

	Price earnings ratio (PER)
	5.6
	5.4
	0.2
	3.7

	Dividends per share (DPS)
	33
	30
	3
	10

	Dividends % pay out
	52.4
	58.8
	-6
	-11



Ratio analysis is a modern technique of having a clear insight for the business’ general overview. Ratio families help for improving the firm’s performance by regularly monitoring the relation between the figures and compare them in order to increase the productivity.
Profitability ratio family shows the ability of the company to generate earnings in relation of its revenues, assets, capital employed.
Efficiency indicated to the way of how good the company use its assets to gain the profit.
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Liquidity show the ability of the firm to pay back its debt obligations.
Capital structure identifies the relation between the debt (loans) and equity (common stock).
Investment ratio illustrate the connection between the money invested and the profit generated from them.

Profitability
ROCE is ratio that indicates to the profit earned in relation to capital employed.
	Profitability
	2019
	2018
	Difference
	Performance (%)

	ROCE
	35.2
	31.2
	4
	4


As it is shown up in the table, the ROCE is improved with 4% compared to 2018. This is a good result, however could be even better if the weak points are outlined and improved.
ROCE =    Net profit 23.5% / Capital Employed 3.8%
Those ratios clearly identify that both net profit and Capital employed increased compare to previous year. 
Net Profit= Sales Revenue (+9.9%)-Cost of Sales (+9.9%) or
Gross profit (+9.9%)-Operating costs (-5%)   x100
It is showing that there is rise of the sales with nearly 10% but the cost of sale also increased with 10% which means that the improvement in Sales is at the same level as its costs. However, because of the significant drop of the operating cost with -5% generated net profit is improved. 
Capital Employed= total assets (6.6%)- current liabilities (14.3%). The analysis of the bottom part of ROCE tells us that the company’s assets increased, however the liabilities risen even more-which means that Rangemaster have more to pay in overdrafts or other payables compare to 2018.
The company need to plan how to cut its cost of sales.

Asset turnover indicates to the revenue earned per £1 of Capital employed 
	Profitability
	2019
	2018
	Difference
	Performance (%)

	Asset turnover
	1.8
	1.7
	0.1
	5.9


Asset turnover has raised which indicated that the company generate 1,8pence profit for every £1 asset invested. This is a positive sign which show that company is operated efficiently and the performance is improved with nearly 6%.
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Asset turnover= Revenue (+9.9%) / Capital employed (+3.8%)
Both ratios increased compare to previous year 2018. Here, there are only three elements available to analyse. The break down for sales revenue is not provided by the financial statement and that is the reason why the analyse will be limited. However, we still made some analytical comments on what we have so far. Additionally, the capital employed also improved and those are positive outcomes all around.
Gross profit margin shows how well the firm bought and sell or how much gross profit make for every £1 of its sales.
	Profitability
	2019
	2018
	Difference
	Performance (%)

	Gross profit %
	26.8
	26.81
	-0.01
	-0.01


The gross profit margin is a common size ratio which, especially, a small business owner should pay more attention. For Rangemaster, Gross profit turnover stays in the same level as in previous year, even drop with minor figure. Even though, this minor decline seems safe, staying at the same level is not a positive sign for the firm.
Gross profit turnover = Gross profit (+9.8%) / Revenue (+9.9%) x100
Although the growth of the Gross profit margin with 9.8%, it is clear that the sales revenue or the supply costs of “goods” also increased even more (0.01%) so both margins “overlap” each other with no progression. Due to lack of detailed information about the sales the analyses couldn’t go any further.
Net Operating Profit margin indicates to the profit earned by firm’s operations in relation with the revenue generated.
	Profitability
	2019
	2018
	Difference
	Performance (%)

	Net operating profit %
	19.2
	18
	1.2
	1.2


 The enlargement is noticeable- the company generate clear profit from its sales, which is a positive indicator of a Rangemaster’s performance.
Net operating Profit= Operating profit (+17.1%) / Turnover (+9.9%) or even with greater details:
Net profit=Revenue-cost of goods -Operating costs- Interests and taxes/Revenue
The firm successfully drop the operating costs with-5% along with the finance cost with -20% which is a very good indicator for the company- while generating a profit cutting the operating costs. But the payments for the taxes are increased (+19%). However, this is a positive tendency because paying more taxes means the firm generate more than the previous year, raise its credit score and give more to the society to be improved along with business.

4

Efficiency
Inventory turnover ratio shows how many days takes to the firm to turn its stock efficiency in to sales.
	Efficiency
	2019
	2018
	Difference
	Performance (%)

	Inventory turnover (days)
	73.8
	75.6
	-1.8
	-2.4


The result is negative however that is a positive sign for the company. The reason is the compare to year 2018 where turning the inventory which even sometimes can a raw material in to cash, took to Rangemaster average 75.6 days, in 2019 this period is reduced to 73.8 days. This brings to conclusion that the firm bettered its performance on using its and selling its inventories. This progress is very important for company as a Rangemaster, because it is a manufacturing firm which means that selling its production takes longer time rather than a grocery selling companies.
Non-current asset turnover indicates to how many £s are earned per £1 non-current asset.
	Efficiency
	2019
	2018
	Difference
	Performance (%)

	Non-current asset turnover
	2.9
	2.5
	0.4
	15.6


The result illustrates a significant rise of non-current asset turnover ratio with 15.6% compare to year 2018 which is a very positive sign for the company’s performance. With other words, for every pound (£) non-current asset turnover in Rangemaster PLC is generating 2.9 p of sales of revenue for every pound of non-current investment. The higher the non-current asset turnover, the greater the efficiency of non-current asset being used. Unfortunately, there are only three components available to analyze, other than that the business invested less in its equipment’s (-4.9%) rather than in 2018.
Liquidity
Current ratio shows how well the company manage its cash flow. The best level is 2:1 and also is sign of strength.
	Liquidity
	2019
	2018
	Difference
	Performance (%)

	Current ratio
	1.9
	1.8
	0.1
	5.6


The current ratio is increased with +5.6% which very positive progression. In greater details illustrates that for every £1 liability, the firm has £1,9 to pay back, which nearly double the amount 2:1.
Current ratio = Current assets (+18.4%) / Current liabilities (+14.5%),
Where current assets are represented from inventories (+7.2%), trade and other receivables (+7.9%) and bank and cash flow (+64.7%). All of them show growth, especially the bank and cash where the rise is significant level, which bring to the 
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conclusion that the firm operates its cash effectively or is invested on more inventories as there some growth there as well.
The rise of bank indicator, probably, is caused by trade and receivables as this ratio indicated to total amounts owing to business for goods that are sold to private clients who pay by issued invoiced but not received payments yet.
Acid test also called quick ratio is very similar to current ratio, check the cash availability of the business, without inventory
	Liquidity
	2019
	2018
	Difference
	Performance (%)

	Acid test
	1.2
	1.1
	0.1
	9.1


There is a satisfied level of growth from +9.1% compared to the previous year and also means that the business can meet its obligations even contrary conditions accurse related to inventories. The preferable position from 1:1 is met and the company can meet its debts 1.2 times in 2019.
Creditor days ratio exemplify how long it takes to company to pay back its liabilities to creditors.
	Liquidity
	2019
	2018
	Difference
	Performance (%)

	Creditor days
	87
	84
	3
	3.6


General overview for this indicator is positive, because it is increased with +3.6% compared to 2018. This clearly show that the company keep and use the money of its creditors longer period (3 days more) than previous year. It also leads to conclusion that the company is taking a full advantage of the credits available and this also can be the reason why the bank and cash flow ratios marks a significant growth from +64.7%. Increasing the level of creditor days probably solve the problem with the cash availability.
Creditor days= Trade payables (+13%)/ Cost of sales (+9.9%)x365
Trade payables indicates to the amount that Rangemaster owe to its vendors or short-term lenders due to inventory-related stocks or business materials again related to the inventory.  This is the opposite of Trade receivables and if we compare them both, it is easy to see that both ratios cover each other. Although the money that firm owe this gap is regularly filled from the payments that come through trade receivables. The cost of sale mark rise too, as mentioned before, and the company need to schedule a new plan in order to cut those expenses.
Debtor days show how long the firm need to wait until paid back. This ratio show the average days required for a business to receive payments from customers.
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	Liquidity
	2019
	2018
	Difference
	Performance (%)

	Debtors days
	60
	61
	-1
	-1.6


Even Debtor days ratio is negative, actually this is a good performance indicator. The amount of the days that Rangemaster wait to be paid is reduced with 1day compare to 2018. It is a good tendency if it is looked in long term.
 Debtor days=Trade and other receivables (+7.9%)/ Credit sales (+9.9%)
Accepting that Rangemaster is 100% on credit sales (Sales Revenue), the growth here is a positive tendency. Foe even better results, the company should speed up its payment collecting processes.
If we analyze further both Debtor and Creditor days by comparing them, the result will show the relation between them. For example, Creditor days- Debtor days= Difference or simply days holding others working capital free of charge, or in figures for 2018 (84-61=23 days) and 2019 (87-60=27) 4 days more in current year.

Capital structure
Gearing is indicator which shows the ‘health’ condition of the company identifying the mix between the non-risk capital (equity) and risk capital (debt).
	Capital Structure
	2019
	2018
	Difference
	Performance (%)

	GEARING-Debt to capital
	29.3
	38
	-9
	-8.7


The borrowing from bank is reduced with -20%( 800,000) compared to 2018 when the amount was 1,000,000. This is a good sign and illustrates that the company is not too much geared or dependent on borrowing. Other than that we have no more information for further analyses.
Gearing= Debt capital (-20%)/ (Debt capital+equity (+18.4%))x100
Equity, as a next component, show +18.4% rise. The raise is made up of the increased Retained earning which is the net profit left after the dividends paid to its shareholders where in 2019 were paid +10% more dividends compare to 2018. This is a very good indicator for the company’s general performance outcome.
Interest cover
	Capital Structure
	2019
	2018
	Difference
	Performance (%)

	Interest cover
	12
	8.2
	4
	46.3


Here the result show clearly that the company interest cover marked significant growth with +46%, which means that the profit generated is enough to meet firms interest obligations (12 times). One of the reasons for that is the low loan borrowed in 2019 and obviously this is followed by reduction of it interest fee. Additionally, ordinary shares remain constant this year.
7
Investment
Earnings per share (EPS) 
	Capital Structure
	2019
	2018
	Difference
	Performance (%)

	Earnings per share (EPS)
	63
	51
	12
	23.5


 EPS increase its performance with +23% which means that the amount earned per £1 individual investment is increased with 63 pence in 2019. In greater detail all types of profits included in the formula marked a rise during the current year. Furthermore, the drop of the amount of the interest fees with (-20%) also helped for the enlargement of the EPS ratio. Even when there is no any change in the amount of the ordinary shares, this is a very good sign and could increase the interest of buying and investing more in shares. Also, the company pay regularly dividends to the shareholder, which is very attractive for those who would like to make a fast turnover.
Price Earnings Ratio (P/E)
	Capital Structure
	2019
	2018
	Difference
	Performance (%)

	Price earnings ratio (PER)
	5.6
	5.4
	0.2
	3.7


Price earnings ratio marked a growth with +3.7% and shows that the company’s performance improves and this will keep going during next 5 years so the investors can be confident. Firstly, the raise of the Ordinary shares per £1 with +27.3% is main reason for that. Secondly, the Earning per share also raise it value +23%. All these indicators illustrate a clear picture that the company is operating well and generating profit.
Dividends per share (DPS) and Dividends payout (%)
	Capital Structure
	2019
	2018
	Difference
	Performance (%)

	Dividends per share (DPS)
	33
	30
	3
	10

	Dividends % pay out
	52.4
	58.8
	-6
	-11


DPS indicates to the amount of the dividends paid to the shareholders per £1 ordinary share or the shareholders took 3 pence more per £1 compare to 2018.
However, the dividends payout is reduced with -11%, which is a result compared to firm’s earning for the current year. With other words, Rangemaster pay more dividends in relation of its net profit.


8
The general overview of the company is very good. The main aim of those analysis is to find the weak points and try to improve them. When compared both of the years of Rangemaster PLC most of the ratios increased their performance which means that the company successfully turn its sales into assets via inventories and low level of borrowing and gearing and it is not dependable on them. The only point where the firm need to redirect is the cost of sales which grow along with the sales revenue. To avoid that Rangemaster should take proactive and strategic approach by following the new trends- using more innovative technologies which means invest on new inventories. Furthermore, this will reduce the cost of the labor via turning them into automated labor. Turning in to new technologies is the only way of generating and operating successful business.
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