LCBB4001- ACCOUNTING FUNDAMENTALS
SEMINAR WEEK 6 SOLUTION-  RATIOS

Calculation of ratios (60%)

Credit will be given for valid alternative calculations. Students only need to calculate eight ratios.

	Ratio
	Working (2019)
	2019
	2018

	ROCE
	23/ (286.1-151)X100
	17.0%
	20.4%

	Return on equity
	12.9/93.2
	13.8%
	22.7%

	EPS
	12.9/17.8
	72p
	103p

	Gross profit margin
	191.8/501.3
	38.3%
	38.4%

	Net profit margin
	23/501.3
	4.6%
	6.1%

	Asset turnover
	501.3/135.1
	3.7
	3.3

	Stock holding period
	38.8/309.5x365
	46 days
	50 days

	Debtors collection period
	114.9/501.3x365
	84 days
	86 days

	Creditors payment period
	84.1/309.5x365
	100 days
	93 days

	Current ratio
	153.9/151
	1.0
	1.1

	Quick ratio
	(114.9+.2)/151
	0.8
	0.8

	Gearing 
	41.9/(41.9+93.2)
	31.0%
	44.8%

	Interest cover
	23/0.2
	115times
	8.5times












Comments (40%)
This section will be marked flexibly. Comments may include the following
· Turnover has increased due to new market rather than price reduction
· Supermarkets are competitive so little scope to increase prices
· Gross profit margin relatively stable
· Expansion has not required major investment in property, plant and equipment (non-current assets has not increased and asset turnover ratio slightly improved). Warehouse space etc. may be rented.
· Distribution costs increased as would be expected from new geographical market, leading to decrease in net profit margin.
· Slight decrease in stock holding period and debtors’ collection period but increase in creditors payment period. Possibly closer management of working capital to help finance repayment of loans.
· Interest cover good – improved as loans repaid.
· As a result of above ROCE has improved.
· Despite improvement in ROCE, ROE has declined. Higher tax charge.
Conclusions should follow from the comments made.










