M.B.A.

Ratio Analysis Lecture Examples

Example 1 

You are given the following summarised financial statements of M plc which is a competitor of your company.

Profit and loss accounts for year ended 31 December:

	
	1999

€m
	2000

€m
	2001

€m
	2002

€m

	Turnover

Cost of sales

GROSS PROFIT

Distribution costs

Administration costs

OPERATING PROFIT

Interest

PROFIT BEFORE TAXATION

Taxation

PROFIT AFTER TAXATION

Retained profits brought forward

Dividend
Retained profits carried forward


	35,100

22,800

12,300

1,800

5,400

7,200

5,100

-
5,100

900

4,200

720

4,920

3,600

1,320
	39,000

25,800

13,200

2,100

5,700

7,800

5,400

300

5,100

450

4,650

1,320

5,970

3,900

2,070
	41,700

28,200

13,500

2,400

6,900

9,300

4,200

600
3,600

900

2,700

2,070

4,770

2,400

2,370
	42,900

30,300

12,600

3,000

5,700

8,700

3,900

660
3,240
1,290
1,950

2,370

4,320

1,500

2,820




M Plc

Balance Sheet at 31 December:

	
	1999

€m
	2000

€m
	2001

€m
	2002

€m

	Fixed assets

Current Assets


Stock


Debtors ( Receivables )

Bank

Total Current Assets
Creditors amounts failing due within one year ( Current Liabilities)

Trade creditors ( Payables )

Other creditors


Bank overdraft

Total Current Liabilities
Net current assets

Total assets less current liabilities

Creditors:  amounts falling due 

After more than one year


Long term Loans

Net assets

Capital and reserves ( equity )

Ordinary share capital (€1ea) 


General reserve


Retained profits


	4,596

4,800

6,300

204

---------
11,304
2,160

2,610

-

---------
4,770

6,534

----------
11,130

-

----------
11,130

======

6,900

2,910

1,320

---------
11,130


	6,672

5,400

7,800

-

---------
13,200
2,400

2,190

1,902

---------
6,492

6,708

---------
13,380

1,500

---------
11,880

=====
6,900

2,910

2,070

---------
11,880
	8,586

5,100

9,000

-

--------
14,100
2,220

2,010

3,276

---------
7,506

6,594

---------
15,180

3,000

---------
12,180

=====
6,900

2,910

2,370

---------
12,180
	8,268

4,500

9,600

-

---------
14,100
2,106

1,584

2,748

---------
6,438

7,662

---------
15,930

3,300

---------
12,630

=====
6,900

2,910

2,820

----------
12,630


You are required to prepare a report for the board of directors of your company interpreting the financial statements of M plc 1999 to 2002 including an analysis of its:-

1.
Profitability.        4.       Investment
2.
Efficiency.          5.       Gearing.
3.
Liquidity.

M.B.A.

M PLC RATIO’S – SOLUTION

PROFITABILITY 

	
	1999
	2000
	2001
	2002

	1.  Gross Profit% = Sales – Cost of Sales x 100%




Sales
	35%
	34%
	32%
	?


Comment:

	
	1999
	2000
	2001
	2002

	2.  Net Profit% = *Profit before interest and tax x 100%



Sales
	15%
	14%
	10%
	?


(*Operating Profit)

Comment:

	
	1999
	2000
	2001
	2002

	3.  Return on Capital Employed%
	46%
	40%
	28%
	?

	    = *Profit before interest and tax x 100%

                        Capital Employed
	
	
	
	


(*Operating Profit)

Comment:

EFFICIENCY

	
	1999
	2000
	2001
	2002

	4.  Fixed Asset Productivity  =   Sales
	7.64
	5.85
	4.86
	?

	

                           Fixed Assets
	
	
	
	


Comment:

	
	1999
	2000
	2001
	2002

	5.  Debtors  ( Receivables )Control =             Debtors  x 365 
Sales
	65 days
	73 days
	79 days
	?


Comment:

	
	1999
	2000
	2001
	2002

	6.  Creditors ( Payables ) Control =
 Trade Creditors  x 365

 Cost of Sales
	35 days
	34 days
	29 days
	?

	



	
	
	
	


Comment:

	
	1999
	2000
	2001
	2002

	7.  Stock Turnover in days = Stock  x 365
	77 days
	76 days
	66 days
	?

	


   Cost of Sales
	
	
	
	


Comment:

	
	1999
	2000
	2001
	2002

	8.  Capital employed =  Sales Turnover 
     Turnover                  Capital Employed
	3.15 
	2.91
	2.75
	?

	

	
	
	
	


Comment:

LIQUIDITY

	
	1999
	2000
	2001
	2002

	9.  Current Ratio =     Current Assets  
	2.37
	2.03
	1.88
	?

	

         Current liabilities
	
	
	
	


Comment:

	
	1999
	2000
	2001
	2002

	10.  Quick Ratio  =     Current Assets – Stock
	1.36
	1.20
	1.20
	?

	


Current Liabilities
	
	
	
	


Comment:

INVESTMENT

	
	1999
	2000
	2001
	2002

	11. Earning’s Per share 
 = Profit after tax and interest     
	€0.61
	€0.67
	€0.39
	?

	          Number of ordinary shares
	
	
	
	


Comment:

	
	1999
	2000
	2001
	2002

	12. Interest Cover 
 =     Profit before tax and interest
	0
	18
	7
	?

	
  Interest on loans
	
	
	
	


Comment:

	
	1999
	2000
	2001
	2002

	13.  Gearing = Long Term Loans   x 100%
	0%
	11.2%
	19.8%
	?

	
          *Total Capital Employed
	
	
	
	

	
	
	
	
	

	*(Total Capital Employed = Long Term Loans + Shareholders Funds)
	

	
	

	OR Gearing = Long Term Loans 
x 100%

                       Ord. Shareholders Funds
	0%
	12.6%
	24.6%
	


Comment:

PAGE  
6

