2010
2009
gross profit margin
32%
39%
net profit margin
17%
16%
current ratio
2.3 to 1
1.9 to 1
quick ratio
1.3 to 1
1.1 to 1
gearing
80%
50%
stock turnover
35 days
40 days
debtor collection period
35 days
40 days
creditors payment period
    42 days
35 days
Use the accounting ratios above to analyse and assess the profitability and liquidity of the company. Present this information in the form of a report on the financial standing of the company to the shareholders of the company.
Report to Shareholders

From: BABM Students

To: Shareholders of Greenwich Caterers Ltd

Date: 10.08.2011

Subject: Report on financial standing of Greenwich Caterers Ltd.

Dear Sir/Madam,

This is a report on the financial position of the firm for the financial year 2009 and 2010. In this report I will present my analysis of profitability, liquidity, gearing and efficient use of resources of the firm. All the views and comments given in this report are derived from audited financial statements of the firm.

The firm’s overall profitability has slightly improved – the Net Profit Margin ratio has increased over the period from 2009 to 2010 because of efficiencies achieved in operating expenses. This implies that from every pound of sales, the firm made net profit of 17p in 2010 while in 2009 this was 16p. However, the Gross Profit Margin ratio has declined over this period. This could be due to the fact that cost of sales has increased or the Gross Profit of the firm increased slower than the Sales. The gross profit margin ratio shows that from every pound of sales, the firm made 32p in gross profit in 2010, implying that this amount was contributed toward the overhead or operating expenses. 

The short term liquidity of the firm has also improved. The current ratio which measures the ability of the firm to pay its immediate liabilities has increased from 2.3 to 1.9 over the period. On one hand this could be a positive indication of self sufficiency in terms of cash resources, holding large amounts of cash might result in loss of revenue in investments or other profitable activities. The quick ratio of the firm has increased to, it measures the speed with which the firm could meet its short term obligations using only the most liquid assets such as Cash and Debtors as well as Pre-payments. 

Gearing measures the relative mix of equity and capital in the firm’s balance sheet. Gearing has increased from 50% to 80% over the period implying that the firm has borrowed long term loan. A ratio between 50% and 80% is an industry norm, in general. However, taking on more long term debt might pressurise the net profit of the firm and its ability to pay the borrowing. Higher ratio also indicates that the firm has invested in long term projects or purchased fixed assets. This also, might be the indication of increase in short term liquidity.
The efficiency ratios which show the utilisation of the resources by the firm have improved. The Debtors collection period declined from 40 days to 35 days. Quicker debtor collection improved operational efficiency of the business, as the business collects the cash for credit sales earlier, it can invest the cash into stocks to increase the sales. However, increasing Debtor collection period might slow down the operational capability of the firm. The Stock turnover measures the speed with which the firm sells its products. A decline in the ratio is a positive indication of increase in sales as well. However, increase in Creditor collection period is a positive sign of improved liquidity control in the firm. The firm could delay the payment of cash to the supplier for many reasons but if it is done to keep the cash in the business, it has a positive impact on the operations of the firm. Otherwise, increased creditors period might mean liquidity problems in the firm. 

Conclusion??

Do it yourself
