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Alternative Terms M/\II

« Alternative Terms

* Revenue / Turnover / Sales

« COGS/ Stock consumed

« Gross Margin / Gross Profit

» Operating costs / Admin Costs / Overheads

» Operating Profit / Operating Margin

» Net Income / Net Profit / Net Margin

» Fixed Assets / Long Term Assets / Non Current Assets

« Debtors / Accounts Receivable / Trade and other receivables

» Stock / Inventory / Good Held

» Creditors / Accounts Payables / Trade and other Payables

« Long Term Liabilities / Non Current Liabilities

« EBITDA ( Earnings before Interest, Tax , Depreciation and
Amortisation)



This Week

» Recap of Last week

 Ratios — an introduction
» Profitability Ratios

* This Week
« Balance sheet review
» Profitability Ratios
» Liquidity Ratios



The Financial Statements ML

Financial statements meahealth of the organisation:

FINA'NCIAL STATEMENTS

FINANCIAL PERFORMANCE FINANCIAL HEALTH CASH MANAGEMENT

EARNINGS THROUGH A WHAT A COMPANY CASH INFLOW AND
PERIOD OF TIME IWES AND OWNS CASH OUTFLOW




Balance Sheet M/\D[

* The Balance Sheet is a statement of its financial position.

* The Balance sheet is a lists of the assets, liabilities and equity within its organisation.

It can highlight :

* The company’s ability to meet its current obligations.

* Financial Health of an organisation.

* Why is it important ?

e Short term Liquidity

* Long Term Liquidity



Balance Sheet

A Simple Balance Sheet

Total Liabilities

Current Liabilities
+

Non-Current Liabilities

Total Assets

Current Assets
+

Non-Current Assets Total Shareholders’
Equity

Share Capital
+

Retained Earnings

https://corporatefinanceinstitute.com/resources/accounting/balance-sheet/

Financial Management



Balance Sheet

What is an asset within a business ?



Characteristics of Assets W

‘A resource held by a business’

All 4 conditions must apply to be an ‘asset’

« A probable future economic benefit with some
monetary value

* The benefit must arise from some past transaction or
event

« The business must have the right to control the
resource

* The asset must be capable of measurement in
monetary terms

Does not have to be physical — can be non
physical: - tangible or non-tangible 3



Balance Sheet M/\II

Types of Assets

 Non — Current — Long Term Value to the business —
usually greater than one year.

— Plant & equipment
— Fixtures and fittings
— Patents and trademarks

* Non Current Assets can be further split between
Tangible and Intangible.

Financial Management 9



Balance Sheet

Assets of the Business ( What the company owns )

Examples
. o Goodwill
Intangible Asset
@ é [()in-tan-j fl' -set] ) Brand
™ S X ' « Trademark
An asset that is not .
physical in nature. * Copyrlght

 Patents
w * Licencing Agreements
 Website Domain Names

2 Investopedia

10



Balance Sheet

Assets of the Business ( What the company owns )

« Tangible Examples being:

 Land

« Plant and Machinery

« Machinery and Equipment
* Vehicles

* Furniture and Fittings

11



Assets and Liabilities

Types of Assets

« Current Assets — Usually less than one year
— Cash at Bank
— Debtors / Trade Receivables
— Stock / inventories
— Short Term Investments

Financial Management
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Balance Sheet — Assets

GROUP BALANCE SHEET
ar ::-:: 20 k:':' .--I
FaiFd] 2020
4ok Em L
ASSETS
Mon=current assets
Intargible aszets 12 237.0 2470
Property, plant and equipment 13 2B04 2945
Hight-pf-use assets 14 e B340
Inwestmient progertics P a5
Dafarred tax assets 1z 1370 7.5
Trade ard other recelvables [ 45.0 537
1,520.0 1,503, &
Current aggats
Irvveritories ! G021 4505
Trade and other receivables 14 2769 2521
Dwrivative financial assets 18 2.2 &7
|ropme tax receivables a7 50,4
Cash and cash eguivalents 1% 1,261.3 2789
1,982.2 1,680,6
Total assets 53,9022 3,2%4.7

Source : Burberry Financial Statements 2021



Liabilities NN

* Liabllities - claims of individuals and
organisations on the business e.g. supply of
goods or lending money

» Split into Non Current and Current

Financial Management 14



Balance Sheet

 Liabilities ( What the organisation owes )

« Current Liabilities ( Obligation to be paid within one year )

* Creditors

» Cash and Cash Equivalents
* Accrued Liabilities

* Short term Bank loans

15



Balance Sheet

NN

UaBIUTIES
Han=current liabilities

Trade ard other payables 20 994 (102.3]
Laase liakilities 21 (B09.5] 210,01
Harrowings T4 [2e7.1) 100,01
Dafarred tax llabilities 1% (0.8] {eR]
Ratiremant benefit chlbgations (1.0} (1.9
Prowigions for other labilities and charges 23 (31.8) [28.6]
(1,239.7) 11,342 &)
Current liabilities
Trade ard other payables 20 (3929) [447.5]
Bank owerdrafts 23 (45.4) (47,8
Laase liakilitics il (Z10.0) 125,51
Darivative financial liahilitias 19 (X&) \4,8]
Income tax liabdities 7.5 R
Provislons for other labilities and charges 22 {24.0} 13,2
[702.8]) 730 5]
Tatal Rabifties (1,242.5) [2,073.4

Source : Burberry Financial Statements 2021
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Balance Sheet

NN

UaBIUTIES
Han=current liabilities

Trade ard other payables 20 994 (102.3]
Laase liakilities 21 (B09.5] 210,01
Harrowings T4 [2e7.1) 100,01
Dafarred tax llabilities 1% (0.8] {eR]
Ratiremant benefit chlbgations (1.0} (1.9
Prowigions for other labilities and charges 23 (31.8) [28.6]
(1,239.7) 11,342 &)
Current liabilities
Trade ard other payables 20 (3929) [447.5]
Bank owerdrafts 23 (45.4) (47,8
Laase liakilitics il (Z10.0) 125,51
Darivative financial liahilitias 19 (X&) \4,8]
Income tax liabdities 7.5 R
Provislons for other labilities and charges 22 {24.0} 13,2
[702.8]) 730 5]
Tatal Rabifties (1,242.5) [2,073.4

Source : Burberry Financial Statements 2021
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Balance Sheet

Ak at

Al il

27 March 20 M
H0E 2020
Mot Em Lrni
ASSETS
MNon=cuwrrent assets
Intargitle agsats 12 237.0 247,10
Progerty, plant ard equipment 13 2B0.4 2949
Right-of-use assets 14 8. B34.0
|vestment propertics 4 2.5
Dwferred tax assets 1% 1374 7.5
Trade ard sther receivables [+ 450 53.7
1,520.0 15038
Current assats
Irvertories 17 4021 450,5
Trade and other receivables i [-] 2769 2527
Derivative financial asss=ts 18 2.2 &7
|recome tax receivables a7 50,4
Cash and cash eqguivalkents 1% 1,261.3 Q28,9
1,5982.2 16884
Total assets 3,502.2 32933
UABIUTIES
Hon=current liabilities
Trade arnd cther payables 20 29.4) (102,31
Lzase liabilities 21 (B0%.4) V210,01
Harroawings 24 [2e7.1) 300,01
Dwfarred tax liabilities 18 (10 %:1] .11
Ratiremant benefit oblgatons (1.0} 11,91
Prowisions for other labilities and charges 2 3.8 |28.4]
(1,239.7) [1,342.9]
Current liabilities
Trade and cther payables 20 [3g2.9) [447.5]
Bank owerdrafts 23 {45.4) (41,81
Laase liabilities | [210.0) 215,51
Dartvative finaricial liahilitias 13 [2&) 4.8]
Income tax liakdities 1275 7.9
Provisions for other liabilitles and charges 23 124.0) 113.2]
[Foza] (730,51
Tatal Rabifties 11,9425 [2,0734
Het assets 1,569.7 1,218,8

Source : Burberry Financial Statements 2021
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Liabilities NN

* Equity — sometimes referred to as owners
capital

* Equity = Assets less Liabllities

Financial Management 19
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Liabilities

MHet assets 1,5E9.7 1,218,8
EQUITY

Capital and reserves attributable to owners of the Company

Qrdinary share caplital 25 0.2 0.2
Share prarmdum account 223.0 2208
Capital reserye 25 41.1 41,1
Hedging resarve 25 &7 4.7
Foreign currency translation reserve 25 1964 45,2
Hetained samings 1,091.2 FEE
Equity attributable to owners of the Company 1,556.6 1,.274.2
Mon=controlling inberest in eguity 31 4 45
Total equity 1,55%9.7 1,218.8

Financial Management
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Balance Sheet

A Simple Balance Sheet

Total Liabilities

Current Liabilities
+

Non-Current Liabilities

Total Assets

Current Assets
+

Non-Current Assets Total Shareholders’
Equity

Share Capital
+

Retained Earnings

https://corporatefinanceinstitute.com/resources/accounting/balance-sheet/

Financial Management
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Financial Ratios

Liquidity Leverage Activity
Ratios Ratios Ratios |

They
measure the
firm's abity

tomeet
current
obligations.

Ratio
Analysis
—

Profitabili
Ratios

These ratios th flect These ratios
ry refle
show the s ‘ medsure
the fem's
proportion of Mclane.s i overall
L 4
debtand <y performance
utiizing the
equity &
J550ts.
financing the effectveness
firm’s assets. K of the fem,
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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

23



Financial Ratios M/\D[

« Types of Profitability Ratios
« Margin Ratios — Shows the ability for a company to convert sales into
profitability.

« Return Ratios — Shows the companies ability to generate returns to its
shareholders.

24



Financial Ratios

Consolidated Income Statement

For the year ended 31 December 2017

2017 2016
Motes Em Em

Revenue 2 16,307 14,955
Cost of sales (13,134) (11,907)
Gross profit 3,173 3,048
Commercial and administrative costs ' (1,222) (2,203)
Research and development costs 3 (795) (918)
Share of results of joint ventures and associates 1 131 17
Operating profit * 1,287 44
Gains arising on the acquisition of ITP Aero 25 798 -
Loss on disposal of business - ()]
Profit before financing and taxation 2 2,085 41
Financing income 4 2,973 96
Financing costs 4 (161) (4,773)
Net financing 2,812 (4,677)
Profit/(loss) before taxation 4,897 (4,636)
Taxation 5 (689) 604
Profit/(loss) for the year 4,208 (4.032)
Attributable to:
Ordinary shareholders 4,207 (4,032)
Nen-contrelling interests 1 -
Profit/(loss) for the year 4,208 (4,032)
Earnings per ordinary share attributable to ordinary shareholders: 3
Basic 229.40p (220.08)p
Diluted 228.64p (220.08)p
Payments to ordinary shareholders in respect of the year: 17
Per share 1.7p 1.7p
Total 216 215
* Underlying operating profit 2 1,175 915

! In 2016, ‘commercial and administrative costs’ include E671m for financial penalties from agreements with investigating bodies (see note 23) and E306m for the restructuring of the UK

pension schemes (se= note 19).

Calculate for both years

Gross Margin %
Operating Profit %
Net Profit %

2017 2016
Gross Margin % 19.46% 20.39%
Operating Profit % 7.89% 0.29%

Net Profit % 25.80% -26.96%

25



Financial Ratios

Return Ratios

Net Income
Return on Assets

Assets

Net Income
Shareholders Equity

= Return on Shareholders Equity

« Used to evaluate how management are utilising the capital

within the business
« Shareholders Equity utilised the investment into the business

and retained earnings.

26



Financial Ratios

Net Income
= Return on Assets
Assets
Net Income 5,000 15,000
Net Profit % 5.0% 10.0%
Balance Sheet
Year 2017 2018
Fixed Assets 100,000 | 90,000
Current Assets 75,000 80,000
Total Assets r 175,000 | 170,000
Current Liabilities 60,000 45,000
Long Term Liabilities 50,000 45,000
Total Liabilities 110,000 | 90,000
Assets Less Liabilities 65,000 80,000
Ordinary Shares 60,000 60,000
Retained Earnings 5,000 20,000
Shareholders Equity 65,000 | 80,000
Return on Assets 2.9% 8.8%

27



Financial Ratios

NN

Net Income

Shareholders Equity

Shareholders’ equity=total assets—total liabilities

Net Income 5,000 15,000
Net Profit % 5.0% 10.0%
Balance Sheet
Year 2017 2018
Fixed Assets 100,000 | 90,000
Current Assets 75,000 80,000
Total Assets 175,000 | 170,000
Current Liabilities 60,000 45,000
Long Term Liabilities 50,000 45,000
Total Liabilities 110,000 | 90,000
Assets Less Liabilities 65,000 80,000
Ordinary Shares 60,000 60,000
Retained Earnings 5,000 20,000
Shareholders Equity 65,000 | 80,000
Return on Shareholder Equity 7.7% 18.8%

Return on Shareholders Equity

28



Financial Ratios

Year 2017 2018 2019 2020
Net Profit 5,000 15,000 12,000 16,200
Balance Sheet
Year 2017 2018 2019 2020
Fixed Assets 100,000 | 90,000 80,000 70,000
Current Assets 75,000 80,000 90,000 | 108,200
Total Assets 175,000 | 170,000 | 170,000 | 178,200
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
Assets Less Liabilities 65,000 80,000 92,000 | 108,200
Ordinary Shares 60,000 60,000 60,000 60,000
Retained Earnings 5,000 20,000 32,000 48,200
Shareholders Equity 65,000 80,000 92,000 | 108,200
Return on Assets 2.9% 8.8% 7.1% 9.1%
Return on Shareholder Equity| 7.7% 18.8% 13.0% 15.0%

29



Financial Ratios

Return Ratios for Burberry

Burberry Financial Ratios

2021 2020
Revenue 2,343.90 | 2,633.10
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

Gross Profit % 71% 65%
Operating Profit % 22% 7%
Net Profit Margin % 16% 5%

Return on Assets 11% 4%

Return on Equity 24% 10%




Financial Ratios I\/I/\II

Reading List

https://bizfluent.com/about-6195930-purpose-financial-ratios.html

https://www.investopedia.com/ask/answers/070914/what-are-main-differences-
between-return-equity-roe-and-return-assets-roa.asp

https://www.investopedia.com/terms/p/profitabilityratios.asp

https://corporatefinanceinstitute.com/resources/knowledge/finance/profitability-
ratios/

31


https://bizfluent.com/about-6195930-purpose-financial-ratios.html
https://www.investopedia.com/ask/answers/070914/what-are-main-differences-between-return-equity-roe-and-return-assets-roa.asp
https://www.investopedia.com/ask/answers/070914/what-are-main-differences-between-return-equity-roe-and-return-assets-roa.asp
https://www.investopedia.com/terms/p/profitabilityratios.asp
https://corporatefinanceinstitute.com/resources/knowledge/finance/profitability-ratios/
https://corporatefinanceinstitute.com/resources/knowledge/finance/profitability-ratios/
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