Topic A05: Financial Analysis

                                   Student Worksheet P.7

BAFS Elective Part – Accounting Module – Financial Accounting
Topic A05: Financial Analysis
Activity 1: Matching

Match the following ratios with the correct formulas:

	Gross Profit Ratio
	
	Current assets
	

	
	
	Current liabilities
	

	
	
	
	

	Net Profit Ratio
	
	Profit before interest and tax
	x 100%

	
	
	Average capital employed
	

	
	
	
	

	Current Ratio
	
	Net profit before tax
	x 100%

	
	
	Sales
	

	
	
	
	

	Quick Ratio
	
	Average trade receivables
	x 365 days

	
	
	Credit sales
	

	
	
	
	

	Inventory Turnover
	
	Gross profit
	x 100%

	
	
	Sales
	

	
	
	
	

	Average Trade Receivables Collection Period
	
	Cost of goods sold
	

	
	
	Average inventory
	

	
	
	
	

	Average Trade Payables Repayment Period
	
	Current Assets – Inventories
	

	
	
	Current Liabilities
	

	
	
	
	

	Return on Capital Employed
	
	Average trade payables
	x 365 days

	
	
	Credit purchases
	



North Ltd and South Ltd are both retailers operating the same market and are very similar.  The financial statements of North Ltd and South Ltd for Year 7 are as follows:

Income statement for the year ended 31 December Year 7

	
	North Ltd
	
	South Ltd

	
	$000
	$000
	
	$000
	$000

	Sales
	
	 2,580
	
	
	2,000

	Less Cost of goods sold
	
	
	
	
	

	    Opening inventory
	200
	
	
	230
	

	    Add: Purchases
	953
	
	
	772
	

	 
	1,153
	
	
	1,002
	

	    Less: Closing inventory
	250
	903
	
	150
	852

	Gross profit
	
	1,677
	
	
	1,148

	Less: Administrative expenses
	
	865
	
	
	500

	Selling expenses
	
	339
	
	
	256

	Finance cost
	
	250
	
	
	100

	Net profit
	
	223
	
	
	292

	
	
	
	
	
	


Statement of Financial Position as at 31 December Year 7

	ASSETS
	North Ltd
	
	South Ltd

	
	$000
	$000
	
	$000
	$000

	Non-current assets
	
	
	
	
	

	Property, plant and equipment
	
	3,680
	
	
	5,300

	
	
	
	
	
	

	Current assets
	
	
	
	
	

	Inventory
	250
	
	
	150
	

	Trade receivables
	800
	
	
	400
	

	Cash
	200
	1,250
	
	400
	950

	
	
	4,930
	
	
	6,250

	CAPITAL AND LIABILITIES
	
	
	
	
	

	Capital
	
	
	
	
	

	Ordinary share capital
	
	2,500
	
	
	2,500

	Retained profit
	
	1,223
	
	
	1,392

	
	
	3,723
	
	
	3,892

	Non-current liabilities
	
	
	
	
	

	Bank loan
	
	1,000
	
	
	2,000

	
	
	
	
	
	

	Current liabilities
	
	
	
	
	

	Trade payables
	
	207
	
	
	358

	
	
	4,930
	
	
	6,250


Given the following balances as at 31 December Year 6:
	
	North Ltd
	South Ltd

	
	$000
	$000

	Trade receivables
	400
	200

	Trade payables
	100
	150

	Ordinary share capital
	2,500
	2,500

	Retained profit
	1,000
	1,100

	Bank loan
	1,000
	2,000


Calculate the ratios of the two companies: 
	Ratios
	North Ltd
	South Ltd

	Profitability

	Gross Profit Ratio
	
	

	Net Profit Ratio
	
	

	Liquidity

	Current Ratio
	
	

	Quick Ratio
	
	

	Management Efficiency

	Inventory Turnover
	
	

	Average Trade Receivables Collection Period
	
	

	Average Trade Payables Repayment Period
	
	

	Return on Capital Employed
	
	



You are the financial controller of North Ltd. Your boss asks you to comment on the company performance based on the accounting ratios listed and compared with its competitor, South Ltd and the industry level. Here are the industry average ratios:

	Ratios
	Industry Average

	Profitability

	Gross Profit Ratio
	50.0%

	Net Profit Ratio
	10.0%

	Liquidity

	Current Ratio
	3.0:1

	Quick Ratio
	1.5:1

	Management Efficiency

	Inventory Turnover

	5.0 times

	Average Trade Receivables Collection Period 

	60.0 days

	Average Trade Payables Repayment Period 

	60.0 days

	Return on Capital Employed
	10.0%


Here are the two companies’ backgrounds:

North Ltd: Profitability
	Comments:
	

	
	

	
	

	
	

	
	

	
	


North Ltd: Liquidity
	Comments:
	

	
	

	
	


	
	

	
	

	
	


North Ltd: Management Efficiency
	Comments:
	

	
	

	
	

	
	

	
	

	
	


Which company performs better? Fill in your answers below:

	Profitability
	North Ltd
	South Ltd

	Liquidity
	North Ltd
	South Ltd

	Management Efficiency
	North Ltd
	South Ltd
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‘Ratios analysis is a good method to evaluate financial performance!’
Write your arguments For and Against this statement. 
Arguments FOR the statement:

	1.
	

	2.
	


Arguments AGAINST the statement:
	1.
	

	2.
	


Activity 2: Problem Solving





Activity 3: Group Discussion and presentation 





North Ltd:


Target customers: Teenager/infant/baby


Price range: $200 - $500


Products: Basketball & football sportswear, Sports equipment, Trendy sports clothes


Remarks: strong marketing strategies, invites celebrities as spokespersons, advertises in different channels, good in design


History: about 5 years





South Ltd:


Target customers: Adult/elderly


Price range: above $800


Products: Golf/tennis/casual sportswear, Golf/tennis equipment


Remarks: many loyal high-class customers, good quality, suppliers give longer credit payment periods





History: long history





Activity 4: Debate
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