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[bookmark: _Toc46314881]INTRODUCTION
Ratio analysis is one of the common and an effective tool of measuring and assessing the financial performance of a business entity. The report will highlight how the organization has performed in the current fiscal year as compared to its own performance in previous fiscal year. This will help the business manager in identifying the specific areas where the improvement is required and the results of this analysis would also be useful from the investors’ decision making whether investing in the firm would earn them the desired return on their money. 
[bookmark: _Toc46314882]MAIN PART 
[bookmark: _Toc46314883]Analysis of financial reports of Rangemaster Plc
A thorough and detailed analysis of financial reports of Rangemaster Plc, reveals about company’s financial health of the present year as compared to previous year 2018. 
Performance:
[bookmark: _Toc46314884]Summary of results
	Ratios/ year
	2018
	2019

	LIQUIDITY RATIOS 
	 
	 

	Current ratio
	1.83
	1.89

	Acid test ratio
	1.12
	1.23

	 
	 
	 

	PROFITABILITY RATIO
	 
	 

	Gross profit ratio
	27%
	27%

	Net profit ratio 
	11%
	13%

	Return on Capital Employed (ROCE)
	31%
	35%

	Return on Equity (ROE)
	31%
	33%

	 
	 
	 

	EFFICIENCY RATIOS
	 
	 

	Inventory turnover period
	75
	71

	Receivables collection period 
	61
	60

	Payables collection period 
	84
	87

	 
	 
	 

	CAPITAL STRUCTURE RATIOS 
	 
	 

	Debt equity ratio 
	0.61
	0.41

	Interest cover
	8.2
	12

	 
	 
	 

	INVESTORS' RATIOS 
	 
	 

	Earning per share (EPS)
	0.51
	0.63

	Price Earnings Ratio (PE ratio)
	5.4
	5.6

	Dividend Per share (DPS)
	0.3
	0.33

	Dividend Yield 
	0.11
	0.09

	Dividend Cover 
	1.7
	1.9



The main purpose of undertaking this analysis was to gain an insight about how well the organization has performed in the current year as compared to last accounting year. The objective was ascertain the areas where there is scope of improvement and to find out the aspects of business which are its strengths upon which it could leverage. The analysis was also required for assessing that whether the company has managed to pull of its strategies effectively and efficiently or not. Also, for determining that if the strategies are altogether effective and assisting the business in improving its financial results. The results are majorly favorable for the business and its growth in the future. All of the aspects of financial performance; liquidity, efficiency, gearing, investment and profitability have improved in the fiscal year 2019 when compared with the previous fiscal year’s profits. 
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LIQUIDITY RATIOS: 
Liquidity is considered to be the most important aspect of a business, without which no activity could be sustained for long. A company would survive if it experience lower profitability but lower liquidity would take the business into financial crunch. There are two major types of liquidity ratios which entails about the liquidity position of a business, namely; 
· Current ratio: This ratio shows the ability of a firm to meet its short term liabilities from its short term assets. The current assets that includes inventory, cash, receivables, prepayments which could be realized into cash quickly, are necessary in a business for paying the current obligations such as bank overdraft, creditors, outstanding balances etc (Osadchy and et.al., 2018). The ideal ratio is 1.5:1. 
It is calculated as: Current assets / Current Liabilities
In the given case of Rangemaster Plc, the current ratio is 1.89 in 2019 which was 1.83 in 2018. The liquidity position have improved slightly in present year. The ratio is above par limit and thus, the company is in comfortable position to pay off its liabilities of short term.
· Quick ratio: It is another liquidity ratio which is concerned with measuring the capability of a firm to fulfill its short term obligations from its most liquidity assets. While calculating this ratio, inventory and prepaid expenses are excluded, as most of the time, inventory could take up more time in realizing into cash, therefore, is not considered as liquid as receivables,  cash and marketable securities. 
It is determined by the formula: (Current assets – prepaid expenses – inventory) / Current liabilities.
Rangemaster Plc’s acid test ratio was 1.23 in 2019 as against 1.12 in 2018. Improvement can be seen here in liquidity position. It is beneficial to have higher liquidity position but excess liquidity means that company is foregoing the opportunity of investing the idle cash into high interest securities and yielding returns. Thus, company is required to maintain a liquidity ratio as per industry norms, and excess must be invested somewhere in order to create value for the business.
PROFITABILITY RATIOS:
Profitability ratios are used by the business managers and other stakeholders such as creditors, lenders etc., for determining the profit generating capacity of the firm. Higher the profitability ratios, better is the ability of the creating returns for the business and being more stable (Pearson, 2018). In the present report, four profitability ratios have used for assessing the profitability of the Rangemaster firm. These are:
· Gross profit ratio: This ratio reflects the margin which a company makes on its sales. The ratio is likely to remain constant. The GP ratio of Rangemaster is constant in both the years’ i.e, 27%. It remains constant because it is affected by small number of variables, some which are price cuts, sales mix, and variation in production cost like increase or decrease in labor cost, material cost or overheads. In this case, the GP increase exactly in the same proportion as revenues. This means that company was able to maintain its margin on sales.
· Net Profit ratio: Another is net profit ratio which calculates the net returns which a company makes after paying off all of its operating costs, finance costs and taxes. It is the return which is available for distributing between the shareholders. NP ratio is calculated by:
NP Ratio = Net profit (PAT) / Sales *100
Rangemaster Plc net profit ratio increased in the current year by 2%. The profitability, however can be improved more by exercising strict control over prices and revising business strategies. Higher profitability indicates that company is progressing and is effectively using its resources for generating higher sales and returns.
· Return on Equity: This profitability ratio measures the capability of firm to convert its equity investments into business profits. In other words, it assesses the profits generated for every pound from shareholders’ equity (Kimmel and et.al., 2016). It is calculated as follows:
ROE = Profit after tax / Shareholders Equity
Higher the ROE, better is the profitability of the firm from shareholders’ point of view as they see that company is optimally using resources and maximum returns on it. Rangemaster Plc’s ROE has improved in 2019 from 31% in 2018 to 33%. This ratio is often used for creating future anticipations regarding the growth rate of stocks and dividends of a company.
· Return on Capital Employed: This ratio deals with determining firm’s capability of transforming long term financing into the business profits. Returns are considered profits before interest & taxes (Madushanka and Jathurika, 2018). Capital employed is taken as either (total assets less current liabilities) or equity plus long term loans or finance that supports the business.
ROCE = EBIT / Capital Employed
Rangemaster Plc ROCE was 31% in 2018 while it increased to 35% in the year 2019. This improvement in the ratio implies that the business entity has efficiently used its capital employed along with its long term finance strategies. It is often considered as ROCE must always be higher than the cost at which business borrows funds. From the financial statements of the company, it seems that firm’s cost of borrowing is less than its ROCE. 
EFFICIENCY RATIOS: 
The ratios which shows the capability of a firm in efficiently using the business assets and handling the liabilities in an effective manners are known as efficiency ratios. These ratios usually measures the days or time taken by the firm in realizing income or cash from its debtors or by converting its stock into cash sales (Coulon, 2020). Different efficiency ratios which are calculated in the financial statement analysis of Rangemaster Plc are as follows:
· Inventory Turnover Ratio: It is a ratio which tells about how fast the inventory is moving and  is calculated by the following formula:
Inventory Turnover period = Inventory / Cost of sales * 365
In Rangemaster Plc case, the inventory turnover period decreased from 75 days to 71 days in 2019. This is an indicator of good management efficiency as the stock is taking less time in being converted into cash sales for the business, thereby providing the needed liquidity to the firm. This is also supported by increase in the revenues witnessed by the company in fiscal year 2019. Thus, the demand for the product might have increased in the market or there could be a seasonal demand.
· Receivables Collection Period: This is another efficiency ratio which is concerned with finding out the time which the firm takes in collecting its dues from its debtors. This ratio reveals how efficient the company is in its receivables management and how well credit policy works for the business (Mubashir and Bin Tariq, 2017). It is calculated as follows:
Debtors’ collection period = Trade Debtors / Credit sales * 365 days
Rangemaster Plc’s receivables collection period improved by 1 day in the current year 2019 as compared to last fiscal year. This improvement is very less. However, this is good for the business as cash is realizing earlier than the previous year. This contributes in the well management of working capital requirements. 
· Payables Payment Period: This ratio measures the time period which a business entity takes in clearing its dues to the suppliers. It is ascertained by the following formula:
Creditors payment period = Trade creditors / credit purchases or Cost of sales * 365 days
Rangemaster is taking more time to pay its suppliers as compared to the last reporting period. The period taken is increased from 84 days in 2018 to 87 days in 2019. This increase in the time period could have both positive and negative impact on the business. Positive side is that company would not have to look to other sources for financing the working capital demands as it is free source of finance in the form of trade credit. It will save cost of borrowing for the business. However, on the other side, taking more time in paying the debt obligations as usual damages the reputation & credit worthiness of the entity in the market. It also causes dissatisfaction in the suppliers and this in turn could adversely impact the ability of company to get the supplies on credit from the suppliers in the future (Tissen and Sneidere, 2019). In addition to this, firm might not be able to find new suppliers due to image of being a late payer.  
CAPITAL STRUCTURE / GEARING:
Gearing ratios are used for assessing the strength of capitalization structure of a business entity. These ratios reveals the element of debt and equity in company’s capital structure and helps investors and other stakeholders in finding out the risk level associated with organization. There are two ratios which are used for analyzing the capital structure of a firm that are described below:
· Debt to Equity ratio: It is a financial metric that allows a person in evaluating the financial leverage of a company (Abel, 2018). It is calculated by the following formula:
DE ratio = Total debt / Total shareholders’ equity
The DE ratio of Rangemaster Plc reduced in 2019 from 0.61 in 2018 to 0.41. This is a good indicator from the point of view of business risk. Company has decreased its borrowings in the current year from £ 1000 to £ 800. This means that company’s profits will now be free up to the extent of finance cost. This will increase profits of the firm. The firm is following conservative approach by not depending heavily on debt as a source of finance for its growth. However, debt is considered to be good if the rate of earnings are higher than the cost of debt financing, this increased returns also benefits shareholders. The only thing which must be ensured is that organization must have stable profitability so that it can pay finance cost without any trouble.
· Interest Coverage ratio: A ratio which is concerned with determining the ability of company to pay its interest easily on its outstanding loans. It is calculated as follows:
Interest cover = EBIT / Interest expense
The interest coverage ratio of Rangemaster Plc was 8.2 in 2018 which increased to 12 in 2019. This is a good sign of company’s financial position and solvency that it can pay off its debt obligation without any difficulty. Creditors and lenders does not need to worry about their funds as they are well covered by profits. 
INVESTORS’ RATIOS:
The ratios which measures company’s ability of generating adequate profits/returns for the business’s owners are termed as investors ratios. Such ratios are important tool for investors in deciding whether to invest their money in the concerned firm or not. There are various ratios that entails that affects investment decision of a person, these are as follows:
· Earnings per Share (EPS): The profits which are remained after paying all the operating and finance costs for a period is taken as profits distributable amongst shareholders. EPS is calculated by:
EPS = Net profits – dividends to preference shareholders / Outstanding shares at the year end
Rangemaster Plc’s EPS have increased from 0.53 in 2018 to 0.63 in 2019. This is a positive sign for shareholders as the value they are getting on their investment has increased. Also, higher EPS implies higher value as investors will now be willing to pay more for a firm which have greater profits.
· Price Earnings Ratio (PE): It is also called as stock market ratio and is used by investors for ascertaining valuation of stock. It reveals whether the shares of the company are undervalued or overvalued. It helps investors in anticipating the amount that it needs to invest in a company for receiving one pound of that firm’s returns (Husain and Sunardi, 2020). It is calculated as follows:
PE Ratio = Current Market price of share / EPS
The PE ratio of Rangemaster Plc have increased by 0.2 basis points in the current year 2019. It was 5.4 in 2018 which increased to 5.6 in 2019. Higher PE ratio is an indicator of investors’ perspective that they are anticipating higher growth rates in the upcoming future. It could also mean that the shares of the firm is overvalued.
· Dividend Yield: An investor ratio which reflects how much a firm pay out its returns as dividends every year in relation to its stock price (Arintyo, 2017). It is determined by the following formula:
Dividend Yield = Dividend Per Share / Current market price of share
The dividend yield of Rangemaster decreased from 0.11 in 2018 to 0.09 in 2019 which is considered as good by the investor. This is because when the yield is lower, the market expects more future growth of the business.
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At last, it can be concluded that financial statements are used by various business stakeholders such as creditors, investors, lenders, shareholders, business managers, employees etc., for the varying purposes. For instance, creditors would be interested in knowing whether their funds are safe or not, whether company is solvent enough to pay them off. Likewise, investors would be interested in knowing what returns, the company is generating for its owners. The most common tool used for this is ratio analysis. A comprehensive ratio analysis of the Rangemaster Plc revealed that the financial performance of the organization has improved in the current fiscal year when compared with the last accounting period. However, there are some suggestions to the company through which it could improve more in the future, these are:
· Reviewing credit policy for receivables, the liquidity position of the company is quite stable, therefore, in order to expand its customer base, it could offer higher credit period to its major customers in order increase market share.
· Paying late to suppliers could affect the discount negotiating ability of company and could also affect the reputation of firm in the market. The entity may find it difficult to find new suppliers in future or may not get supplies on credit, which could in turn affect the production in future.
· The debt ratio is quite below 0.50, this means that company have the ability of borrowing medium or long term loans from institutions for financing its long term capital needs such as expanding business, purchasing non-current assets etc. Also, the profits are quite stable and are enough for paying the finance costs in the future.
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