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INTRODUCTION


Financial analysis refers to evaluation of the financial performance and position of the company. It is carried out by the experts and analysts for making decision related to the organisation. Financial analysis of company is carried out using the ratio analysis. It is the tool that is used for measuring the profitability, efficiency, liquidity and solvency of the firm. Present Report will carry out financial analysis of Rangemaster plc.


Range Master PLC is manufacturing company which is engaged in supplying and producing catering machines to restaurants, hotels and the public houses in UK. It carries out all the trade purchases and sales on credit basis. 

TASK 1

Ratio Analysis


Ratio analysis refers to comparison of the line items in financial statements of company. It is used for evaluating the number of information of the entity like profitability, liquidity, efficiency of the operations and capital structure of the organisation. Financial analysis is conducted for making financial decisions of company and taking measures to improve the financial position of the firm. It is used by investors for evaluating whether the company is having future growth aspects analysing the performance (Durrah and et.al., 2016). Financial analysis of the Rangemaster plc is done below. 
	Particulars
	Formula
	
	2019
	
	2018
	Change 

	Profitability Ratios
	
	
	
	
	
	

	Return on capital employed
	Net operating profit/Employed Capital 
	
	23.08%
	
	19.39%
	19%

	
	
	
	
	
	
	

	Employed Capital
	Total assets – Current liabilities
	(3850-1120)
	2730
	(3610-980)
	2630
	

	Net profit
	
	
	630
	
	510
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	Return on Equity
	Net Income / Shareholder's Equity
	
	32.64%
	
	31.29%
	4%

	Net Income
	
	630
	
	510
	
	

	Shareholder's Equity
	
	1930
	
	1630
	
	

	
	
	
	
	
	
	

	Gross profit margin
	Total Sales – COGS/Total Sales
	
	26.80%
	
	26.81%
	0%

	COS
	
	3660
	
	3330
	
	

	Sales
	
	5000
	
	4550
	
	

	
	
	
	
	
	
	

	Net profit margin
	Operating Income/ Net Sales
	
	12.60%
	
	11.21%
	12%

	Net Income
	
	630
	
	510
	
	

	Revenues
	
	5000
	
	4550
	
	

	
	
	
	
	
	
	

	Assets Turnover 
	Sales / Net assets
	
	259.07%
	
	279.14%
	-7%

	Sales
	
	5000
	
	4550
	
	

	Net assets
	
	1930
	
	1630
	
	

	
	
	
	
	
	
	

	Liquidity Ratios
	
	
	
	
	
	

	Current assets 
	
	1730
	
	1820
	
	

	Current liabilities 
	
	1120
	
	980
	
	

	Inventory 
	
	740
	
	690
	
	

	Quick assets
	
	990
	
	1130
	
	

	
	
	
	
	
	
	

	Current ratio 
	Current assets / current liabilities 
	
	1.54
	
	1.86
	-17%

	Quick ratio 
	Current assets - (stock + prepaid expenses)
	
	0.88
	
	1.15
	-23%

	
	
	
	
	
	
	

	Efficiency Ratios
	
	
	
	
	
	

	Inventory 
	
	740
	
	690
	
	

	Trade Receivables
	
	820
	
	760
	
	

	Trade Payables
	
	560
	
	340
	
	

	Days
	
	365
	
	365
	
	

	COS
	
	3660
	
	3330
	
	

	Sales
	
	5000
	
	4550
	
	

	
	
	
	
	
	
	

	Inventory days
	Inventory/COS*365
	
	73.798
	
	75.631
	-2%

	Debtor days
	Debtor/ Sales*365
	
	59.86
	
	60.97
	-2%

	Creditor days
	Creditor / Sales*365
	
	40.88
	
	27.27
	50%

	
	
	
	
	
	
	

	Investor Return
	
	
	
	
	
	

	EPS
	Total Earnings/ Outstanding shares
	
	
	
	
	

	Total Earnings
	
	358
	
	305
	
	

	Outstanding Shares (in millions)
	
	397
	
	397
	
	

	EPS 
	
	
	0.902
	
	0.77
	17%

	
	
	
	
	
	
	

	Gearing Ratio
	
	
	
	
	
	

	Long-term debt 
	
	800
	
	1000
	
	

	Shareholder's equity
	
	1930
	
	1630
	
	

	Debt-equity ratio 
	
	
	0.41
	
	0.61
	-32%

	
	
	
	
	
	
	

	Investor Ratio
	
	
	
	
	
	

	EPS
	
	0.63
	
	0.51
	
	

	Market Price
	
	0.35
	
	0.275
	
	

	P/E Ratio
	
	
	0.556
	
	0.539
	3%


Liquidity 

Current Ratio of company is 1.54 in 2019 and has shown downward movement from last year. It could be evaluated that the liquidity position of company is adequate but is required to be more strong. The standard current ratio is 2:1 and company is having the ratio below standards. Standards provides that the company must have current assets twice of current liabilities. Current measures the ability of company in meeting the short term obligation with the existing current assets (Ekpu and Paloni, 2016). It could be evaluated from the above that the business is having enough liquid assets for meeting the current liabilities but is required to further strengthen the position. 


Quick Ratio shows measures liquidity position of entity excluding inventory from current assets. Quick ratio of company is 0.88 and shown downward movement of 23% from last year. The decline in ratio is seen due to considerable increase in its current liabilities and decrease in the current assets. Company is required to take measures for reducing the current liabilities. It requires the company to make effective utilisation of the resources for enhancing the efficiency of company. Management has to manage the operating cash cycle for reducing the cash requirement for working capital from external sources. Strong liquidity position attracts investors and maintaining healthy relations with its suppliers. 
Profitability Ratios

Return on capital employed is used for measuring the efficiency of management in utilising the resources. Management of the company is required to ensure that the resources available are used for maximising the returns. They should be used more efficiently and effectively by the management ensuring that it is generating higher returns (Kajananthan and Velnampy, 2018). ROCE of company is 23.08% and shows upward movement of 19% from 19.39% last year. Ratio shows that management of Rangemaster is effectively using its available resources for generating higher returns. 


Return on Equity shows the return generated over the equity investment by carrying out operations of business. ROE of company is 32.64% that is higher that than the industry average. It could be evaluated from the return that it is Highly efficient in managing the resources of company (Laitinen and Laitinen,  2018). Investors have the main motive of investments to have higher returns and increase in wealth. Company is required to maintain sustainability in the return provided to investors by carrying out business operation in effective manner monitoring all the operations. 


Gross Profit margin is 26.80 for the year and has not shown change from last year. Gross margin is adequate however it should adopt for more cost efficient strategies that reduces the cost. It could be seen that it is having effective control over the costs as the costs have increased with the same proportion with revenues. Gross profit margin should be higher so that company is left with enough funds for carrying out further operations of the business smoothly and without interruptions.


Net Profit margin of Rangemaster is 12.60% which was 11.21% last year. Significant changes have not seen in the ratio. It could be seen that the net profit margin of company is good. Net profit margin is an essential ratio that shows the performance of the company over the year (Mann, 2020). Higher net profit margin is essential for growth of the company and attracting investors for expansion. 
Efficiency Ratio

Inventory days are calculated for measuring the efficiency of management in moving the inventory. Rangemaster is having inventory days of 74 days that has reduced from 76 days last year. It means company is having adequate inventory management but is required to be further improved for generating returns. 


Debtor days of company are 59.86 days. It could be evaluated that the company collects its payments within 60 days (Martins,  2017). It is an strategy used for increasing the sales by giving more credit to the customers. However, giving more credit days will disturb the cash cycle. 


Creditor Days is the period within which the company  is making payment to its suppliers. Company is having creditor days of 40 days with significant increase from 28  days. Increasing  the creditor days would enable the management to have effective cash cycle.


The above efficiency ratio shows the efficiency of management in operating the business transactions. It is used for evaluating cash cycle of company which is high (Nassar,  2016.). Firm with high cash cycle is in greater need of cash funds for meeting capital requirements. 
Capital Structure 

Debt equity ratio shows the capital structure of company. Debt equity ratio of Rangemaster is 0.41 and it shows downward movement of 32% from last year. Company has repaid some of its debt in the current year and has also issued new equity shares for raising the capital (Setiawan,  Amah and Novitasari, 2019). The capital structure of the company could be said as optimum as it is using both debt and equity in adequate proportion keeping the cost of capital to minimum. 
Investor Ratio

Investors before investing their funds evaluates the price earning ratio of company in which hey are planning to invest. P/E ratio of Rangemaster plc is 0.556 which is very low. This shows that the market price of the company shares is very low. A company with lower market price shows that it is not  highly demanded in market (Rutkowska-Ziarko, 2020). Company is required to give primary focus over increasing the PE ratios for maximising the wealth of shareholders. 
TASK 2

(Covered in PPT)

CONCLUSION 


From the above report it could be concluded that financial analysis shows the actual performance and position of company which is not reflected by the financial statements. Rangemaster is having strong financial performance  and position. Management is using the resources of company in an efficient manner for generating adequate returns. It is a profitable firm which will be showing considerable growth if the management maintains the sustainability in performance and managing the operations. 
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