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Introduction 
Nintendo Co., Ltd. is a leading Japanese multinational in the video game industry, famous for hardware like the Nintendo Switch and iconic software franchises such as Mario, Pokémon, and Zelda. This analysis assesses Nintendo's consolidated financial statements for the fiscal years ended March 31st 2019, and March 31st, 2020.
Financial ratio analysis is used to evaluate performance changes, identify drivers of improvement or decline, and evaluate a company's financial sustainability (Atrill & McLaney, 2019). Ratio analysis provides insight into profitability, liquidity, and efficiency by examining relationships among financial statement figures. The purpose of this report is to compare Nintendo’s financial condition over the two-year period, explain key changes and assess whether the company's overall financial position has improved. Recommendations will be provided to support long-term sustainability in a competitive, developing market.

These reflect robust growth amid the global launch and expansion of the Nintendo Switch platform. 
Ratio analysis and year-on-year comparison 
The following table summarises key ratios (calculated or directly from reports.
Calculations 
                                                                 2019                                                  2020
	Current Ratio
	1344972÷245009= 5.5:1
	1501583 ÷ 355683=4.2:1

	ROCE
	249701 ÷ 1445295 x 100= 17.2%
	352370 ÷ 1639927 x 100 = 21.49%

	Liquid Capital
	1344972 –135470 ÷ 245009= 4.9:1
	1501583- 88994 ÷355683 4:1

	Efficiency Ratio
	78169 ÷1200560 x 365 = 2.4:1
	133051 ÷ 1308519 x 365 = 307:1

	Trade payable days
	59689 ÷1200560 x 365 = 18 days
	98074 ÷1758910 x 365 = 20 days

	Profitability
	501189 ÷1200560x100= 42%
	970472 ÷ 1758910 x100 = 55%

	Net Profit Margins
	194009 ÷ 1200560 x 100 = 16.6%
	258641 ÷ 1308519 x 100 = 19.77%

	Inventory turnover 
	135470 ÷ 666870 x 365 = 74 days
	88994 ÷ 788437 x 365 = 41 days




Profitability analysis 
Profitability ratios measure a company's ability to generate profit relative to its revenue, costs and invested capital (Atrill & Mclaney,2019). These ratios are also important indicators of financial performance and shareholder value creation (Penman, 2013).

Net Profit Margin
Nintendo's net profit increased from 16.6% in 2019 to 19.77% in 2020. This ratio measures the profit generated per unit of revenue after all expenses have been deducted. The increase indicated that Nintendo improved its ability to convert sales into profit. This improvement may be attributed to increased demand for gaming products and strong sales performance. The video game indutry is highly demand-driven and influenced by product life cycles and consumer trends, which can significantly impact financial performance. Additionally, a shift towards digital game sales, which typically have lower distribution costs compared to physical products, may have contributed to higher margins. This is a positive outcome, as higher net profit margins indicate improved efficiency and stronger financial performance.

Mark-Up 
Nintendo’s markup increased from 42% in 2019 to 55% in 2020, indicating that the company generated more profit relative to the cost of sales. Markup measures how much a company adds to the cost of its products to determine selling prices. The increase suggests that Nintendo either reduced production costs or increased selling prices. It may also reflect a higher proportion of digital sales, which generally have higher margins. The improvement demonstrates strong pricing power and effective cost management.

Return on capital employed ROCE 
ROCE increased from 17.2% in 2019 to 21.49% in 2020. indicating that Nintendo became more methodical at generating profit from the capital invested in the business. This ratio is a key indicator of overall performance, as it reflects how effectively management uses resources to generate returns. A ROCE above 20% is generally considered strong, and the increase suggests that Nintendo improved both profitability and operational efficiency. Overall, the profitability ratios show a clear improvement, indicating stronger financial performance and effective business management. This improvement is clearly reflected in the calculated ratios, with net profit margin increasing from 16.6% to 19.77% and ROCE rising from 17.2% to 21.49%.

Liquidity Analysis 
Liquidity ratios assess a company's ability to meet short-term financial obligations. (Brigham & Ehrhardt,2020)
Current Ratio
Nintendo’s current ratio increased from 4.2:1 in 2019 to 5.5:1 in 2020. It suggests the company has more than enough short-term assets on hand to comfortably meet its immediate obligations. A ratio above 1 suggests that a company can meet its own obligations, and Nintendo’s ratio is significantly higher than this benchmark. This suggests that the company has a strong financial position and a low risk of liquidity problems. However, excessively high liquidity may indicate resources are not being used efficiently. 

Quick Ratio 
The quick ratio decreased slightly from 4.9:1 in 2019 to 4.1:1 in 2020, but it remains high. This ratio strips out inventory and looks only at the quickest assets like cash and receivables. Even with the small dip, it still shows Nintendo can easily cover its short-term debt without needing to sell stock. It points to solid cash control and a healthy balance sheet. Overall, their liquidity stays robust, meaning Nintendo is well placed to handle near term payments.

Efficiency analysis 
The efficiency ratio measures how effectively a company manages its operations and resources. 
Inventory turnover 
Inventory turnover improved significantly, with the number of days decreasing from 74 days in 2019 to 41 days in 2020. This indicates that Nintendo sold its inventory much faster in 2020. A lower inventory period is generally favourable as it can suggest strong demand and efficient inventory management. Faster turnover also improves cash flow and reduces the risk of unsold stock. This improvement likely reflects increased demand for gaming products and successful product distribution strategies. 

Trade payable days 
Trade payable days edged up from 18 days in 2019 to 20 days in 2020 which means Nintendo took a few extra days to settle with suppliers. This could be a deliberate move to free up cash for other uses which keeping suppliers happy. A small increase is generally not a concern, especially when supported by strong liquidity. Overall efficiency improved, particularly in inventory management. 
Impact of external factors  
The improvement in Nintendo’s financial performance between 2019 and 2020 can also be attributed to external factors, particularly changes in the gaming industry and the COVID-19 pandemic. The video game industry is highly influenced by consumer trends, technological advancements and product life cycles, meaning demand can fluctuate significantly depending on the market conditions. The COVID-19 pandemic hit in early 2020, triggering lockdowns and keeping people at home. That sparked a big jump in demand for home entertainment, including video games. As a result, Nintendo experienced increased sales of both hardware and software, including the release of popular titles such as Animal Crossing: New Horizons, which further fueled demand and drove a strong sales performance. 
Additionally, the shift towards digital distribution played a significant role in improving profitability. Digital game sales eliminate the costs of physical production and distribution, leading to higher profit margins. This is consistent with the increase in Nintendo’s net profit margin and markup ratios during the period. Furthermore, Nintendo’s strong brand recognition and established franchises provided a competitive advantage in capturing increased demand. This highlights the importance of innovation and product development in sustaining financial performance within the gaming industry.
Overall, external factors, particularly the pandemic and industry trends, had a significant positive impact on Nintendo’s financial performance during this period. 

Overall performance evaluation 
Overall, Nintendo’s financial performance improved significantly between 2019 and 2020. Profitability ratios such as net profit margin, markup, and ROCE all increased, which indicates stronger earnings and a more efficient use of capital. Liquidity ratios show that the company maintained a strong financial position with high levels of current and liquid assets. This suggests that Nintendo faced low financial risk and could comfortably meet short-term obligations. Efficiency ratios also improved, particularly inventory turnover, which indicates strong demand and effective operational management. However, it is important to note that ratio analysis has limitations (Atrill & McLaney, 2019). It is based on historical data and does not account for external factors such as market conditions or economic changes. 
Despite these limitations, the overall trend suggests that Nintendo experienced improved financial performance and effective management during this period. 


Sustainability 
Sustainability is increasingly important for long-term business success, particularly in the gaming and technology industry. Nintendo has taken a step in the right direction to improve environmental sustainability, including reducing packaging, improving the energy efficiency of its products, and promoting digital downloads over physical game distribution. The increase in digital sales observed between 2019 and 2020 supports sustainability objectives as digital distribution reduces the need for physical materials, manufacturing, and transportation. This not only lowers costs but also reduces environmental impact, aligning financial performance with sustainable practices. Additionally, efficient inventory management, as evidenced by reduced inventory days, contributes to sustainability by minimising waste and excess production. By producing only what is needed and selling inventory more quickly, Nintendo reduces the risk of obsolete stock. 
Recommendations
To maintain sustainable growth, Nintendo should continue investing in innovation and product development. The gaming industry is highly competitive, and continuous innovation is essential to maintain market share. The company should also expand its focus on digital gaming and online services as these typically generate higher profit margins and lower distribution costs. Additionally, Nintendo should continue to improve inventory management to ensure efficient stock turnover while avoiding shortages or excess inventory. Maintaining strong liquidity is also important as it provides financial stability and allows the company to respond to future uncertainties. 
Conclusion
In conclusion, this report analysed Nintendo's financial performance between 2019 and 2020 using ratio analysis. The results indicate significant improvements in profitability, liquidity, and efficiency. Nintendo demonstrated strong financial management, improved operational efficiency and increased profitability during this period. Although these findings suggest the company is well-positioned for future growth, it’s worth noting that this analysis has its limits. It draws on past data, so it might not fully reflect external market shifts or broader economic changes.  Despite these limitations, Nintendo’s ability to generate higher returns while maintaining financial stability suggests that its business strategy was effective.
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