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I An Overview

e Tsit Wing’s 2019 Annual Report

| WG % gi% e Ratio Analysis lllustration

Profitability
Management Efficiency
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Investment Appraisal



Tsit Wing’s website: http://www.twcoffee.com/en/announcements?page num=.1.

2019 Annual Report is announced on 31 March 2020
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Annual Report £y

Interested Parties

Annual Report (Users/Outsiders)
A Company / \

> Investors
Provide Resources > Lenders
(=Capital=5$) ? > Others

* Annual reports are the top sources of information for shareholders, lenders

etc.

* Annual reports provide information about the company, for example,

visions, goals, and strategies to financial information.

= A

* Substance over form (EE £ fIZZ() — Information users should make the
financial decisions based on the substance of the annual reports, i.e.

audited financial statements.



Tsit Wing’s B2B Business

Management Discussion and Analysis

EERBNWR DM

BUSINESS REVIEW

Being a leading integrated B2B coffee and black tea solutions
provider in Hong Kong, Macau and Mainland China providing
one-stop coffee and tea solutions to commercial customers
covering the entire value chain from coffee and tea
procurement, processing and distribution, the Group has also
expanded its foods segment during the past few years. In order
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Tsit Wing’s 2019 Performance

~ A
v

During Jan 1 — Dec 31, 2019

Products and Services Commercial Customers
(P e A AR AS) PH3EZ F (B2B)

As of Dec 31,
2019

. Revenue £ Assets Economic resources
WA . Oﬁle?int::?)rﬁigq&/\ =173 => + cash in future
Liabilities Obligations
- Expense - Cost of sales $§& R4 s —> _ Cash in future
X H - Selling & ... exp. Equity
- Admin exp H&%%é Assets - Liabilities
- Other exp.

« Finance costs
- Income tax 6



Tsit Wing’s Consolidated Financial Statements

Consolidated Statement of Profit or Loss 82
rEBER

Consolidated Statement of Comprehensive Income 84
REZTHBER

Consolidated Statement of Financial Position 85
e IR R R

Consolidated Statement of Changes in Equity 87
freRBEREH R

Consolidated Statement of Cash Flows 89
e EeRER

‘c:s]l):0 A parent company (Ff/\E]) E.g. Cathay Pacific %=
| its subsidiaries (F/\F/[ffJEM#LEE) E.g. Dragonair/Cathay Dragon &35
Consolidated financial statements aggregate
the financial statements of a parent and its
subsidiaries
=>» Reveal the overall health of an entire

group (£2H]) as opposed to each company’s
standalone (E8&) position. ,



http://www.investopedia.com/terms/p/parentcompany.asp
http://www.investopedia.com/terms/s/subsidiary.asp

CONSOLIDATED STATEMENT OF PROFIT OR LOSS
(INCOME STATEMENT) &2&182%

MEBEER

Consolidated Statement of Profit or Loss 82

Income

Expense

Revenue Recognition (U AHERE) Principle:

Companies recognize revenue when the
performance obligation (delivery of goods) is
satisfied.

Expense Recognition (3Z H##:7 ) Principle:

Companies recognize expenses when there are
outflows or “using up” of resources as a result of
conducting its business activities.



m Consolidated Statement of Profit or Loss For the figures in both 2019 and 2018,

PROEIT EOR THE YEAR o profit or loss in both.years.

ReEBEER refer to the Group’s consolidated
BB LRSS financial statements in 2019.
2019 2018
Apply the results from 2019% 20185
¥ . ¢ Notes HK$'000 HK$'000
continuing operation only. e | FRR Fi#
CONTINUING OPERATIONS BHERRE I ncome
REVENUE WA 5 784,998 gato72 |+ Revenue
« Otherincome
Cost of sales HE AR (475,166) (516,894)
Expense
Gross profit EF| 309,832 314,178 Cost of |
Other income A e A 5 5,127 2008 | ° OStorsales
Selling and distribution expenses 5 B 5 &M% (115,863) 117,147y | - Selling & ... exp.
Administrative expenses TERMX (79,204) 1,770 . Admin exp
=9 Other expenses, net Hipp LR (5,104) (11,068) . Oth
Finance costs BAEKRX 6 (3,509) (4,513) . er exp.
- Finance costs
PROFIT BEFORE TAX FROM BRSERBBRBN - Income tax
CONTINUING OPERATIONS % 3 7 111,279 92,648
Income tax expense P48 B0 32 10 (21,466) (19,408)
PROFIT FOR THE YEAR FROM FHAEERXRFEER
- CONTINUING OPERATIONS =R 89,813 73,240
I “DISCONTINUED OPERATION  E#uim® .~~~ ——=—°=°7 1
| (LOSS)PROFIT FOR THE YEAR -1 L . l
I FROM A DISCONTINUED ( Please ignore the impact of the .
[ OrERation discontinued operation‘of’the Group’s |
I I
| |



BER®ER

Year ended 31 December 2019

m Consolidated Statement of Profit or Loss

Expense
- Cost of sales

#% Z2019%E 12 B31H L & .
* . Selling & ... exp.
Income - Admin exp 2019 2018
. Revenue - Other exp. 20194 20184
Other income - Finance costs Notes HK$’000 HK$'000
=~ 1. Income tax L Tx FAT
CONTINUING OPERATIONS NS E K
REVENUE PN 5 784,998 831,072
Cost of sales HEKA (475,166) (516,894)
= Revenue — Cost of sales
Gross profit EF| 309,832 314,178
Other income H A A 5 5,127 2,968
Selling and distribution expenses HERDHFX (115,863) (117,147)
Administrative expenses TR 2 (79,204) (91,770)
Other expenses, net H th B 2 F 8 __(5,104) (11,068)
Finance costs R DS 6 (3,509) (4,513)
bl A
& eyl
PROFIT BEFORE TAX FROM R ERKRBA ﬁjlu\&}tﬂﬁmq}%
CONTINUING OPERATIONS iz 7 111,279 92,648
Income tax expense Frig B < 10 (21,466) (19,408)
PROFIT FOR THE YEAR FROM FACEXEBEFR
CONTINUING OPERATIONS i F *ﬁ:fﬁ/gﬁ-ﬁu 89,813 73,240
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CONSOLIDATED STATEMENT OF FINANCIAL
POSITION (BALANCE SHEET)

SFEBIN RS TR (BERER)

Consolidated Statement of Financial Position 85
iR BB AR R &R
Non-Current Economic resources
Assets => + cash in future (more than 1-year)
Assets JFiEiEZ | E.g. Property, plant & equipment S5 i b5 5 i Es
BE Economic resources
Current Assets _ :
R => + cash in future (less than 1-year)
E.g. Inventories (&
Won-Current Obligations
Liabilities => - Cash in future (more than 1 year)
Liabilites | FRZ/IRKE
=)= Current Obligations
Liabilities => - Cash in future (less than 1 year)
WEIEE | E.g. Trade Payables JE{ 518

Equity BRI

Assets - Liabilities

11



Consolidated Statement of Financial Position ] )
For the figures in both 2019 and 2018,

refer to the Group’s consolidated

e MBERRR

31 December 2019

2 RERAE financial statements in 2019.
2019 2018
20194 20184
Notes HK$’000 HK$'000
B & FHxT FHET
NON-CURRENT ASSETS E.3d b ¥
Property, plant and equipment VR EBEERRE 14 147,405 102,683
Prepaid land lease payments o {5 4 b 8 88 5 AR 15 - 10,920
Goodwill 5K 3 16 - 15,447
Intangible assets B AE 17 419 2,873
Deposits paid for purchases of items EfiM B E - BFE RE&HE
of property, plant and equipment HE®KS 10,324 3,602
Prepayments, deposits and other RARE EERRAEmEK
receivables RIH 20 5,024 3,819
Deferred tax assets i E B R R 27 2,460 2,783
Total non-current assets JEREREME 165,632 142,127
_CURRBENT ASSETS EHEE
Inventories FH 18 125,748 205,795
Trade receivables ¥ 5 mu EE 19 118,855 163,848
Prepaid land lease payments A e A | AR 15 - 393
Prepayments, deposits and other F#HE - R R W
receivables b =] 20 12,852 19,577
Tax recoverable o] Y B B 8| 205 1,117
Cash and cash equivalents ReLBEeER®Y 21 315,211 328,684
Total current assets R ERE 572,871 719,414

12



CURRENT LIABILITIES

il =R

lTrade and bills payables

ﬁ%&ﬁﬂﬁ&ﬁﬁ?@

Accruals and other payables

RES VLT ISE T

Interest-bearing bank borrowings

Derivative financial instruments TEERIA
Interest-bearing bank borrowings STERITER
Cease liabilities THH AR )
Tax payable FEA B8
Total current liabilities mEAEen

\ 4

at BERITEM

Lease liabilities
Deferred tax liabilities

Total non-current liabilities

EQUITY

Equity attributable to owners of
the parent

Share capital

Reserves

Non-controlling interests

Total equity

HAEAR
EEBIRRAH

FERBAFAR

B 25
BAREAARGER

Az 2K
i 4

IF 12 IR 2

1l 2t AR R

25
26
27

28
29

76,394
473,341

549,735

549,735

91,240
49,904

139,003

4,079

284,226

17,217

5,771

22,988

76,207
460,301

536,508
17,819

554,327

13



Ratio Analysis

Ratio analysis expresses the relationship among selected items of financial
statement data.

Five Financial Ratio Classifications

Profitability Z7F15E

I

Management Efficiency & FERA l

Liquidity /i B & <&

Solvency {E{&AE

Investment Appraisal & [0]# l

For Level 1 competition:
The closing balances of assets and liabilities are adopted for simplicity.




Ratio
Analysis

- lllustration

Notes:

e All sales were on account.

e All purchases were on account.

e At 1.1.2018, inventories were $20,000.

ABM Limited

Consolidated Statement of Profit or Loss 4 & 853

For the Year Ended December 31

Revenue U AL

Cost of sales 5 & A

Gross profit 4|

Selling and distribution #8547 #8 5 <7
Administrative expenses 1T %

Other income and expenses ELAtUZ A K BH 7
Finance costs £l & /Rl & Rk A

Profit before tax 2 Eij 3£

Income tax expense F{5:FBd <7

Profit for the year &FF71% )5 K]

2019 2018
$ 450,000 $ 300,000
380,000 250,000
70,000 50,000
7,000 6,000
30,000 20,000
0 0
1,500 1,500
31,500 22,500
5,000 3,000
$ 26,500 $ 19,500

15



Ratio
Analysis

- lllustration

ABM Limited

Consolidated Statement of Financial Position 45 B3R L 72

December 31

ASSETS &%
NON-CURRENT ASSETS JE/ i & & 7
e Property, plant and equipment (net)
R RUE M tkes COFE)
Total non-current assets
CURRENT ASSETS Ji B &2
e Inventory (&
e Trade receivable (net) JEUTEZX (FH{H)
e CashIH&%
Total current assets
Total assets

LIABILITIES AND EQUITY i F B s 25

NON-CURRENT LIABILITIES JER ) & (&
e Interest-bearing bank borrowings
s RS TRERK
Total non-current liabilities
CURRENT LIANBILITIES /i & & (&
e Trade payable JE{FIEREL
e Income taxes payable FI[f5-F: EAf 0 IE
Total current liabilities
Total liabilities
SHAREHOLDERS' EQUITY F& B i 7s
e Share capital f& A4S (S2 par [H1E)

e Reserves {5{#
Total shareholders' equity
Total liabilities and equity

2019 2018
$ 39,000 $ 28,500
39,000 28,500
$ 50,000 $ 30,000
100,000 85,000
1,000 1,000
151,000 116,000
$ 190,000 $ 144,500
$ 12,000 $ 18,000
12,000 18,000
$ 80,000 $ 70,000
30,000 15,000
110,000 85,000
$ 122,000 $ 103,000
$ 22,000 $ 22,000
46,000 19,500
68,000 41,500
$ 190,000 $ 144,500




Profitability Ratios &7 #I/5E J1EEE

Measure the income or operating success of a company for a given period of
time.

> How well management is doing at controlling costs (A% Z~1%Hl), so that a
large proportion of the goods sold per dollar is converted into profit

» Income, or the lack of it, affects the company’s ability to obtain debt and
equity financing, liquidity position, and the ability to grow.

Profitability Ratios:

* Mark-up D%
* Gross profit margin VIS
* Net profit margin sy S|P

* Return on capital employed (ROCE) #f & 4 # =

17



Profitability Ratios &7 #I/5E J1EEE

Mark up JJ[1K
 Measures the profit earned for each one dollar of cost of sales.
Formula: Gross Profit &I
' Cost of Sales $5E R4
2019 2018
, $70,000 $50,000
Working: PP DY
$380,000 $250,000
Results: 18.42% 20.00%
Comments: Less gross profit is generated in 2019 than in 2018. ‘

18




Profitability Ratios &7 #I/5E J1EEE

Gross Profit Margin FFI[%

 Measures the percentage of each dollar of revenue that results in gross
profit.

 The gross profit is used to cover operating and other expenses, and the
remainder is net profit.

Gross Profit &£

Formula:

Revenue I A
2019 2018

i $70,000 $50,000
Working: D PP
S450,000 $300,000

Results: 15.56% 16.67%

From each $100 revenue made, less amount was generated to
Comments:

cover operating and non-operating expenses than last year.

19




Profitability Ratios &7 #I/5E J1EEE

Net Profit Margin 353

 Measures the percentage of each dollar of revenue that results in net

income.
Net Profit Before Tax ¥ Fi[/ ¥
Formula:
Revenue I A
2019 2018
i $31,500 $22,500
Working: . P
S450,000 $300,000
Results: 7.00% 7.50%
A decrease of profit generated from revenue. ‘
Comments: The net profit margin decreased by a lesser percentage than

the gross profit margin. This indicated that the company was
more efficient in minimizing its operating expenses in 2019.

20




Profitability Ratios &7 #I/5E J1EEE

Return on Capital Employed (ROCE) 7& & < i fifff %=

* Rate of return based on the book value of long-term capital investment
made in the business.

Profit Before Interest and Tax Fl| & Fz F2 B/ F 4]
Formula: Capital Employed & &%,
i.e., Non-current Liability I B & (& + Equity R FE LS

2019 2018
. (531,500 + $1,500) (522,500 + S1,500)
Working:
(512,000 + $68,000) (518,000 + S41,500)
Results: 41.25% 40.34%
For every $100 of long-term capital investment made in thet
Comments: : : oy
business, more operating profit in 2019.

21



Management Efficiency Ratios %E@&&%l

Measures a company's ability to use its assets to generate income.

» Evaluates the levels of output generated by the assets (input) used
by a company.

» Ratios include:

Profitability Ratios:

* |nventory turnover 17 & fE e
* Trade payables turnover [E{] &K & HE

e Total assets turnover AL T R e

22



Management Efficiency Ratios ‘& HERR

Inventory Turnover 75 & #d

* the number of times, on average, the inventory is sold during the period.

Cost of Sales FHE KA~
Formula: =
Inventory 2 &
2019 2018
” $380,000 $250,000
L LU $50,000 $30,000
Results: 7.60 times 8.33 times

Inventory Turnover declined slightly in 2019. ‘

Comments: |pyentory is moving slower in 2019 than it did in 2018 from
the time of acquisition to sales.

23



Management Efficiency Ratios %E@i&%l

Trade Payables Turnover B~ E3X EiE

the number of times, on average, payables are settled during the period.

Notes:
* All purchases were on account.

Opening Inventory

Eﬂ?ﬂﬁ%\ Credit Purchases F:iE

e UNSOLD I
/r/ => Closing Inventory Eﬁ}l{ﬁ%ﬁ‘ '
| : P d 44 SOLD |
N e => Cost of Sales $H & 522[: !
Credit Purchases B:iE,
Formula: i.e., Cost of Sales + Closing Inventory — Opening Inventory

Trade Payables FEff &3k

24




\/

Management Efficiency Ratios ‘& HERR

Notes:

e At 1.1.2018, inventories were $20,000.

Trade Payables Turnover fE{ 5552k &t

2019 2018
) (380,000 + S50,000 - $S30,000) ($250,000 + S30,000 - $20,000)
Working:
$80,000 $70,000
Results: 5.00 times 3.71 times

Comments: Trade Payables Turnover increased in 2019. f

v" Whether these days are good or bad depend on the company goals.

v' A company may pay suppliers in a shorter period of time for maintaining
a good working relationship with them.

v While a longer credit period enjoyed by the company enables more liquid
funds for operations.

25



Management Efficiency Ratios & FHRE
Total Assets Turnover 28 FE 5 i
 Measures how efficiently a company uses its assets to generate
revenue.
Formula: TG O
' Total Assets 28 EEE
2019 2018
_ $450,000 $300,000
Working: $190,000 $144,500
Results: 2.37 times 2.08 times
The company has efficiently used its assets, much more f
Comments: : :
sales revenue is generated in 2018 than last year.

26



Measures the short-term ability of the company to pay its maturing
obligations and to meet unexpected needs for cash.

» Short-term creditors such as bankers and suppliers are
particularly interested in assessing liquidity.

» Ratios include:

Liquidity Ratios:
* Current ratio REfEEE
* Quick ratio (Acid-test ratio)  ZRE)[LE




Liquidity Ratios Jii 8 & & LE2

Current Ratio Jii@HEEZR

» for every dollar of current liabilities, the dollar amount of current
assets the company has.
* A high current ratio indicates good liquidity.

Current Assets B EE

Formula:
Current Liabilities JiE1&{E
2019 2018
- $151,000 $116,000
Working: $110,000 $85,000
Results: 1.37:1 1.36 : 1
e —— The company does not have short term debt-paying

problem.

28



Liquidity Ratios )it B & 5 RS

Quick Ratio ZREfJLLAR

* measures immediate liquidity.

Current Assets i B & EE — Inventories {£ & — Prepayments JE{ 538

Formula:
Current Liabilities B &E
2019 2018
. $151,000 - $50,000 - SO $116,000 - $30,000 - SO
Working: $110,000 $85,000
Results: 0.92:1 1.01 ° 1
The company may have immediate debt-paying liquidity
Comments:

problem.

29




Solvency Ratios {E{&FE JIEE:

Solvency ratios measure the ability of a company to survive over a long
period of time.

» Ratio includes:

« Gearing ratio RRRLER

30



Solvency Ratios fE{&ER/E JJEE

Gearing Ratio fEf8EEE

 Measures the capital structure.

Formula: Interest-bearing Bank Borrowings £t 2 $RfT(E%k
' Share Capital J& 7 + Reserves £
2019 2018
T SO + $12,000 SO + $18,000
orking: $22,000 + $46,000 $22,000 + $19,500
Results: 17.65% 43.37%

Decline in Gearing ratio indicates the company is less ‘

Comments: debt-financing.
" The company has less difficulties in repaying interest-

bearing borrowings from its equity funds.




hvestment Appraisal &fﬁﬁ—?ﬁli

» To show the management preference in dividends and retention of
reserve.

» Measures the amount of return on an investment.

> Ratio includes:

« Earning per Share SyaZepdl|
(EPS)

32



hvestment Appraisal &fﬁi—ilzfli

Earnings Per Share (EPS) &% &1

* Measures the net income earned on each share of ordinary share, if all
profits were distributed at the end of the year.

Profit for the year £EF7 18 75K
Formula:  $#fZ&: Profit Attributable to Owners of the Parent £EAE#EA A JE(L S F]

Weighted-average No. of Ordinary Shares 3% 3% s I S 158

2019 2018
$26,500 $19,500
11,000 shares 11,000 shares
S2.41 /share S1.77 /share
Much more net income is generated from each issued
ordinary share in 2019 than 2018. O\

(11,000 shares = 522,000 Share Capital / 52 par value [E18)

33



Importance of Relative Financial Ratios

In order to make sense of a ratio, we must compare it with some appropriate
benchmarks (& i E:4E)

Examine a company’s performance relative to:

* |ts own past performance (iE{33F3H)

Industry averages

* Aggregate economy (&7 15 75)
e Its industry (173£)
* Its major competitors (33 ¥ F) within the industry |
XYZ | €
Co

Intracompany

Intercompany

7 N

AN LD
= | B-
Co.

>

+

w 90 QU:J 9)
a s ;
@)

Co.
2018 < 2019




Importance of Relative Financial Ratios

More importantly, the focus is not on individual ratios, but
rather to allow for trade-off of one ratio against another:

— Afallin revenue (Y& A) may be compensated by a
higher profitability ratio (ZZFI5E JJEEZ).

— A high gearing (f8f£LE%%) may not be a great concern
in light of good profitability and liquidity ( B &7 FI|5E
JI R RENTE).

35
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