	Topic Overview

	Topic
	BAFS (Compulsory Part) 

Introduction to Accounting – Basic Ratio Analysis

	Level
	S4

	Duration
	8 lessons (40 minutes per lesson)


Learning Objectives:

1. Understand the concept and general function of accounting ratios. 

2. Understand the calculation and interpretation of following financial ratios: gross profit margin, net profit margin, return on capital employed, working capital, current ratio and acid test ratio.
3. Use accounting ratios to evaluate a company’s profitability and liquidity.
	Overview of Contents:

	Lesson 1
	Concept of Financial Statement Analysis

	Lesson 2
	Concept and General Function of Accounting Ratios

	Lesson 3
	Calculation and Interpretation of Profitability Ratios (Gross Profit and Net Profit Margin)

	Lesson 4
	Calculation and Interpretation of Profitability Ratios (Return on Capital Employed)

	Lesson 5
	Working Capital and Its Management

	Lesson 6
	Liquidity Position and Liquidity Problems

	Lesson 7
	Calculation and Interpretation of Liquidity Ratio (Current Ratio and Acid-test Ratio)

	Lesson 8
	Evaluation on the Liquidity and Profitability of a Business Using Accounting Ratios and Its Limitation


Resources:

· Topic Overview and Teaching Plan

· PowerPoint Presentation
· Student Worksheet
Suggested Activities:

· Group discussion
· In-class exercise 
· Assignment

· Quiz
	Lesson 1

	Theme
	Concept of Financial Statement Analysis

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:

1. describe the basic concept of financial statement analysis.
Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time Allocation

	Part I: Introduction

	· Teacher starts the lesson by a discussion. 
· Teacher invites students to share their ideas on how to evaluate the performance of a business.
	PPT #2 – 3
	6 minutes

	Part II: Content

	· Teacher explains the concept of financial analysis and different types of users of financial report.
	PPT #4 – 6
	6 minutes

	· Teacher describes the format and contents of income statement which is used for financial analysis.
	PPT #7 – 9

	6 minutes

	· Activity 1: Class discussion

· Teacher invites students to share their ideas on how to evaluate a business with an income statement.
· Teacher goes through the answer and makes conclusion.
	PPT #10

PPT #11
	3 minutes

4 minutes

	· Teacher describes the format and contents of statement of financial position which is used for financial analysis.
	PPT #12 – 14
	6 minutes

	· Activity 2: Class discussion

· Teacher asks students to compare income statement and statement of financial position.
· Teacher goes through the answer and makes conclusion.
	PPT #15

PPT #16
	3 minutes
4 minutes

	Part III: Conclusion

	· Teacher concludes the lesson by reviewing the key points covered.
	
	2 minutes


	Lesson 2

	Theme
	Concept and General Function of Accounting Ratios

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:

1. describe the general concept and function of accounting ratios.
Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time Allocation

	Part I: Introduction

	· Teacher explains financial statement analysis is a vital part of internal analysis and introduces four areas for financial analysis.
	PPT #2 – 3
	3 minutes

	Part II: Content

	· Activity 1: Class discussion

· Teacher invites students to share their ideas on the performance of the business based on the four areas for financial analysis.
· Teacher goes through the answer and makes conclusion.
	PPT #4
PPT #5
	4 minutes
3 minutes

	· Teacher explains the purpose of financial analysis using ratios.

· Teacher explains the three types of comparison for analysis.
	PPT #6 – 7
PPT #8 – 11

	7 minutes

9 minutes



	· Activity 2: Group Discussion 
· Students are divided into groups of three to four for discussion. 

· Teacher invites students to share their ideas and makes conclusion.
	PPT #12
PPT #13 – 14
	8 minutes
4 minutes


	Part III: Conclusion

	· Teacher concludes the lesson by reviewing the key points covered.
	
	2 minutes


	Lesson 3

	Theme
	Calculation and Interpretation of Profitability Ratios (Gross Profit and Net Profit Margin)

	Duration
	40 minutes


Expected Learning Outcomes:
Upon completion of this lesson, students will be able to:

1. calculate gross profit margin and net profit margin;
2. analyse and comment on these profitability ratios.

Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time Allocation

	Part I: Introduction

	· Teacher recaps the four areas for financial analysis and explains to students the discussion of the lessons will be focused on profitability and liquidity of a business.
	PPT #2
	2 minutes

	Part II: Content

	· Teacher explains the concept of profitability ratios.
· Teacher explains the concept of gross profit margin and demonstrates its calculation and provides comments on its result.
	PPT #3 – 5
PPT #6 – 8
	8 minutes

8 minutes

	· Activity 1: Calculation of Gross Profit Margin
· Teacher asks students to calculate and comment the gross profit margin for two years.
· Teacher goes through the answer and makes conclusion.
	PPT #9
PPT #10
	3 minutes
4 minutes


	· Teacher explains the concept of net profit margin and demonstrates its calculation and comments on its result.
	PPT #11 - 13

	6 minutes

	· Activity 2: Calculation of Net Profit Margin
· Teacher asks students to calculate and comment the net profit margin for two years.
· Teacher goes through answers and makes conclusion.
	PPT #14
PPT #15
	3 minutes
4 minutes


	Part III: Conclusion

	· Teacher concludes the lesson by reviewing the key points covered.
	
	2 minutes


	Lesson 4

	Theme
	Calculation and Interpretation of Profitability Ratios (Return on Capital Employed)

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:

1. calculate the return on capital employed;
2. analyse and comment on the profitability ratio.

Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time Allocation

	Part I: Introduction

	· Activity 1: Group discussion 
· Teacher starts with a discussion to recap students’ understanding of gross profit margin and net profit margin.

· Teacher goes through the answer and makes conclusion.
	PPT #2
PPT #3
	6 minutes

4 minutes

	Part II: Content

	· Teacher explains the concept of return on capital employed, demonstrates its calculation and comments on its result. 
	PPT #4 – 6

	12 minutes

	· Activity 2: Calculation of Profitability Ratio 
· Teacher asks students to calculate the gross profit margin, net profit margin and ROCE for XYZ Ltd.
· Teacher goes through the answer and makes conclusion.
	PPT #7
PPT #8
	8 minutes
5 minutes


	· Teacher explains the purposes of using profitability ratios. 
	PPT #9

	3 minutes

	Part III: Conclusion

	· Teacher concludes the lesson by reviewing the key points covered.
	
	2 minutes


	Lesson 5

	Theme
	Working Capital and Its Management

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:

1. understand the concept of working capital;
2. calculate the working capital of a company.
Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time Allocation

	Part I: Introduction

	· Teacher explains the concept of working capital.
	PPT #2
	2 minutes

	Part II: Content

	· Activity 1: Class discussion
· Teacher invites students to share their ideas on the implication of a negative working capital.

· Teacher goes through the answer and makes conclusion.
	PPT #3
PPT #4
	3 minutes
3 minutes

	· Activity 2: Calculation of Working Capital 
· Students are required to calculate and comment the working capital of a company.

· Teacher goes through the answer and makes conclusion.
	PPT #5
PPT #6
	4 minutes
3 minutes

	· Teacher explains the causes of a change in working capital.
	PPT #7 – 10
	9 minutes

	· Teacher explains the concept of working capital management.
· Teacher explains the relationship of working capital management and business solvency.
	PPT #11 – 12
PPT #13 – 14
	3 minutes

4 minutes

	· Activity 3: Group discussion
· Students are divided into groups of three to four to discuss the implication of a conservative working capital policy to a company.
· Teacher goes through the answer and makes conclusion.
	PPT #15

PPT #16
	4 minutes
3 minutes

	Part III: Conclusion

	· Teacher concludes the lesson by reviewing the key points covered.
	
	2 minutes


	Lesson 6

	Theme
	Liquidity Position and Liquidity Problems

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:

1. understand the concept of working capital management and liquidity;
2. evaluate the liquidity of a company. 

Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time Allocation

	Part I: Introduction

	· Teacher explains the concept of Liquidity.
	PPT #2
	4 minutes

	Part II: Content

	· Teacher explains how to measure the liquidity of a company.  
· Teacher explains what is liquid asset.
	PPT #3

PPT #4
	3 minutes
3 minutes

	· Activity 1: Class discussion
· Teacher invites students to give some examples of liquid assets.
· Teacher goes through the answer and makes conclusion.
	PPT #5
PPT #6
	3 minutes
3 minutes

	· Teacher explains the risks of a company when there is liquidity problem.
	PPT #7
	3 minutes

	· Activity 2: Group discussion
· Students are divided into groups of three to four to discuss the signs of liquidity problem.
· Teacher goes through the answer and makes conclusion.
	PPT #8
PPT #9
	9 minutes
7 minutes

	· Teacher explains how a company cope with its liquidity problem.
	PPT #10
	3 minutes

	Part III: Conclusion

	· Teacher concludes the lesson by reviewing the key points covered.
	
	2 minutes


	Lesson 7

	Theme
	Calculation and Interpretation of Liquidity Ratio (Current Ratio and Acid-test Ratio)

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:

1. calculate the liquidity ratio (current ratio);
2. analyse and comment on the current ratio.

3. calculate the liquidity ratio (acid test ratio);
4. analyse and comment on the acid test ratio.

Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time Allocation

	Part I: Introduction

	· Teacher introduces liquidity ratios.
	PPT #2
	3 minutes

	Part II: Content

	· Teacher explains how to measure the liquidity of a company.

· Teacher explains the concept of current ratio and demonstrate its calculation and provides comments on its result.
	PPT #3
PPT #4 – 7
	2 minutes
7 minutes


	· Activity 1: Calculation of Current Ratio
· Students are required to calculate and comment the current ratio of a company.

· Teacher goes through the answer and makes conclusion.
	PPT #8
PPT #9
	2 minutes
3 minutes

	· Teacher explains the limitation of using current ratio.
	PPT #10
	5 minutes

	· Teacher explains the concept of acid test ratio and demonstrate its calculation and provides comments on its result.
	PPT #11 – 14

	7 minutes



	· Activity 2: Calculation of Acid Test Ratio
· Students are required to calculate and comment the acid test ratio of a company.

· Teacher goes through the answer and makes conclusion.
	PPT #15
PPT #16
	2 minutes
3 minutes

	· Teacher  explains the advantages and disadvantages of using acid test ratio.
	PPT #17
	4 minutes

	Part III: Conclusion

	· Teacher concludes the lesson by reviewing the key points covered.
	
	2 minutes


	Lesson 8

	Theme
	Evaluation on the Liquidity and Profitability of a Business Using Accounting Ratios and Its Limitation

	Duration
	40 minutes


Expected Learning Outcomes:

Upon completion of this lesson, students will be able to:

1. evaluate the liquidity and profitability of a business using accounting ratio and make business decision;
2. describe the limitation of using accounting ratios.

Teaching Sequence and Time Allocation:

	Activities
	Reference
	Time Allocation

	Part I: Introduction

	· Teacher recaps the question which was asked in the first lesson and invites students to share their learning experience.
· Teacher concludes that the use of accounting ratios can help a company to understand its financial performance and financial position.
	PPT #2

PPT #3
	2 minutes
2 minutes

	Part II: Content

	· Teacher demonstrates how to work out different accounting ratios for a company and make comments accordingly.
· 
	PPT #4 – 6 

	9 minutes



	· Activity 1: Case Study
· Students are required to calculate the accounting ratios and make decision.

· Teacher goes through the answer and makes conclusion.
	PPT #7
PPT #8 – 10
	8 minutes
9 minutes

	· Teacher explains other factors that affecting business decision.
· Teacher explains the limitations of accounting ratio analysis.
	PPT #11
PPT #12
	3 minutes
5 minutes

	Part III: Conclusion

	· Teacher concludes the lesson by reviewing the key points covered.
	
	2 minutes


