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|ﬂCOme Statement sFEELRE (Profit and Loss)

Year ended Year ended

31 December 31 December

INCOME 2017 2016
HK$'000 HK$'000

Turnover

Turnover - Cost of Inventories |._. Gross Profit | 487,257 187,071
1. Cost of inventories = Gross Profit &l - Operating Expense | (295,178) (140,289)
Valuation gains on investment properties | +/- Others 80,500 6,700
2. Other operating expenses = Operating Profit | (568,555) (380,454)
Other income, net - =EBM | 94230 70,947
3. Finance costs (2,011) (1,017)
Loss before taxation4—| Profit/Loss Before Tax M eaIZFl/E18 (203,757) (257,042)
4. Income tax expense (1,163) (74)
Loss for the year 4—| Profit/Loss For the Year ZEEF/E18 (204,920) (257,116)
Basic and diluted loss per ordinary share HK$(0.25) HK$(0.32)

EXPENSE




Statement of Financial Position «apsswns

(Balance Sheet sr5 EEREXR)

31 December 31 December
2017 2016
Note HK$'000 HK$'000

Non-Current

— Non-current assets

FET BN EE
Assets /IL Property, plant and equipment 12 1,152,387 917,048
Intangible assets 13 99,828 112,248
=t = « Property, pla nt & cooduwil 27 897 -
ﬁ E _J Long term receivables, deposits and prepayments 11,912 8,209
eqU|pment )]i"a‘ ) Other financial assets 16 675,161 828,019
Economic 3 )ir % By 1,940,185 1,865,524

i A% :
urrent assets
resources - Current

Other receivables, deposits and prepayments 17 63,276 39,201
%ﬁg@: Tax recoverable 1,007 =
V7//A Inventories 15 26,912 17,833
> Other current financial assets 16 201,004 355,406
. |nve nto r‘y ﬁ/%-\ Pledged bank deposit 29 3,905 -
Cash at bank and in hand 18 100,199 44,397

396,303 456,837

Li a bi I it i es — Current Current liabilities
R Accounts payable 19 92,951 22,714
ﬁ% /)/Lﬁﬁg Other payables and accrued charges 19 154,840 115,942

Deposits received 4,286 1,905

. T+ Accounts Payablesanioans 20 219,623 184,144

ECOn0mIC }j“%‘\'{q E\E l:-l’—iﬂ 471,700 324,705

H H Net current (liabilities)/assets (75,397) 132,132
Obligations L -

g Non Current Total assets less current liabilities 1,864,788 1,997,656

jﬁ‘%ﬁﬁ% Non-current liabilities
Deferred tax liabilities 22 2,156 993
2,156 993

[ J
Eq u Ity%ﬁ NET ASSETS 1,862,632 1,996,663

. CAPITAL AND RESERVES
Shareholder hare Capltal HTXLZIK Sh \ 21(b) 1,268,914 1268914
1 1 are capita 1205, 200,
Contributions Reserves 1$ 57355*” Reservesp 593,718 727,749

TOTAL EQUITY 1,862,632 1,996,663



Ratio Analysis - lllustration

ABM Limited
Consolidated Income Statement 4i&iEi53%
For the Year Ended December 31

2017 2016
Turnover §H & $ 450,000 $ 300,000
Cost of sales $HERA 380,000 250,000
Gross profit £F| 70,000 50,000
Selling and distribution 73 35% F 7,000 6,000
Administrative expenses {TE(BH 2 30,000 20,000
Operating Profit & #E & F| 33,000 24000
Other expenses and losses:
Finance costs R %A 1,500 1,500
Profit before tax %A & 31,500 22 500
Income tax expense #i& 5,000 3,000
Profit for the year £FE & $ 26,500 19,500

Additional information - Share market price:

= asat 31 December 2016: $ 6.5;
= asat 31 December 2017: $ 5.



Ratio Analysis - lllustration

ABM Limited
Consolidated Balance Sheet %=Z&&EEESE
December 31

ASSETS ¥&E 2017 2016 2015

NON-CURRENT ASSETS JEREIEE
Property, plant and equipment (net)

BE . WFERsHE (OFE) $ 39,000 $ 28500 $ 20,000
Total non-current assets 39,000 28,500 20,000
CURRENT ASSETS HEI&E
Inventory #& $ 50,000 $ 30,000 $ 20,000
Trade receivable (net) fEUiEE: (#4) 100,000 85,000 81,000
Cash & 1,000 1,000 4,000
Total current assets 151,000 116,000 105,000
TOTAI ASSETS $190,000 $144,500 $125,000
N\ ZaY 2
Average of Average of

2017 2016



Ratio Analysis - lllustration

LIABILITIES AND EQUITY & & s 2017 2016 2015
SHAREHOLDERS' EQUITY fEWiEZS
Share capital 4 ($2 par H1E) $ 22000 $ 22,000 $ 20,000
Other reserves Hfitl 5 # 6,000 4 500 3,000
Retained earnings {r & #I]E 40,000 15,000 20,000
Total shareholders' fund 68,000 41,500 43,000
NON-CURRENT LIABILITIES JEiEi&(E
Bonds payable FE{f (&% $ 12000 $ 18,000 $ 10,000
Total non-current liabilities 12,000 18,000 10,000
CURRENT LIANBILITIES @& fE
Trade payable FEffIRER $ 80000 $ 70,000 $ 60,000
Income taxes payable FI[15:#:FEfZIH 30,000 15,000 12,000
Total current liabilities 110,000 85,000 72,000
Total liabilities 122,000 103,000 82,000
Total LIABILITIES AND EQUITY $ 190,000 $ 144,500 $ 125,000
@Average of @ @ Average of @
2017 2016
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Ratio Analysis

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

Five Financial Ratio Classifications

Profitability ZZFgE 17
H Management Efficiency 'E@S&&KI

Liquidity 2 5E ]
Solvency fE1EEE ]

H Investment Appraisal & 53¢ (H I

10



1. Profitability’Ratios ZIAlEE /) m
(i) Mark up Jj[1fk
(ii) Gross profit &4l Level 1

(i) Net profit ;F£1[3%= Level 1

(iv) Return on capital employed (ROCE)
HHE S

(v) Return on assets (ROA) &z [O]# < w

3. Liquidity Ratios Ses 25 5E ) m

Level 1

(i) Current ratio JREfEEE Level 1

(ii) Acid-test/Quick ratio ZREfEE3% Level 1

(i) Cash ratio FREEER w

4, Solvency Ratios {=1=5: /1 m
(i) Gearing ratio fFEFEEE®R Level 1

(ii) Debt to equity ratio (&R A LL2 @
(i) Time interest earned FI| 2 {r[E %8 @

50 Investment Appraisal Ratios 15 = = - i m

(i) Earning per Share (EPS) &% &2 4 Level 1
(ii) Price earning ratio (P/E ratio) i &% @

(For Level 2 participants)

2. Vianagement Efficiency
Ratios = E 2%

(i) Inventory turnover {F & & #E X
(ii) Inventory turnover period Take
F & EEHR Average

(iii) Trade receivables

- X

turnover JELS BN fE

(iv) Trade receivables X
collection period f&5HEAR

(v) Trade payables turnover X
JEfT &K E

(vi) Trade payables repayment Take
period HEHEHAPR Average

(vii) Total assets turnover Take
& S Average

11



Profitability Ratios ZZFI|EE /7

Gross Profit &F]

Gross Profit Margin FEFI = =
° M Sales §H &

2017 (%) 2016 (%)
g ] 50,000
Gross Profit Margin ‘ $70,000 = 15.56% > =16.67%
EA= $450,000 $300,000

Measures the percentage of each dollar of sales that results in gross

profit.

The company has less amount to cover operating and non-operating

expenses than last year.

12



Profitability Ratios ZZFI|EE /7

Net Profit Margin _ Net Profit before tax FERIFE 7|

AR Sales 35 &
2017 (%) 2016 (%)
i : 31,500
Net Profit Margin ‘ S 7 00% $22,500 _ ..,
)i 5| B $450,000 $300,000

Measures the percentage of each dollar of sales that results in net
income.

Although the company achieved a lower gross profit margin in 2017,
its net profit margin was in line with that of 2016. This meant that
the company was more efficient in minimizing its operating
expensesin 2017.

13



Profitability Ratios ZZFI|EE /7

Profit before interest and tax FI] 5 &z f7 Bij 7 Fl]

Return on Capital (Operating Profit’ & &1 F))
Employed =
BB SR Capital Employed #EHE&E S
(Equity FiEAS + Non-current Liabilities JE/ R E & (&)
2017 (%) 2016 (%)

33,000 24,000
Roce W SBO0 g | SO g5
HEHESHR Y | $68,000 + $12,000 $41,500 + $18,000

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

Much more income is earned in 2017 base on the book value of long
term capital investment made in the business.

14



Profitabi

lity Ratios 2 A1 g5 17

: JR
Return on Average Assets _  Profit after tax FRRIFA

(ROA) EEE o) Average total assets SEI4EEE

2016: =14.47%

$19,500

(125,000 + $144,500) + 2

ROA measures the rate of return based on the book value of assets.

The ROA figure gives investors an idea of how effectively the company is

converting (4
income.

i#{55) the resources/asset (£ &) it has to invest into net

15



Profitability Ratios ZZFI|EE /7

: JR
Return on Average Assets _  Profit after tax Fi & /35l

(ROA) EEE o) Average total assets SEI4EEE

$26,500
2017: =15.84%

($144,500 + $190,000) = 2

2017 2016

Return on Average Asset t
(ROA) EZE [H]

Higher the ROA number means the company is earning
more money on less investment.

15.84% 14.47%

16



Management Efficiency Ratios & I = l

Average Inventory Average Inventory =

HFE

Turnover Period =

X 365 days

15 15 FE i HA PR Cost of Good Sold $H & B A

2016: (520,000 + $30,000) = 2
$250,000

x 365 days =36.5 days

Measures the average number of days the company holds its

inventory before selling it.

17



1Al
A

Management Efficiency Ratios & IE X 3

Average Inven'tory Average Inventory Fi9EE
Turnover Period = x 365 days

FEEiEEAPE  Cost of Good Sold SHE R A

5017:  ($30,000 + $50,000) =+ 2
$380,000

x 365 days =38.42 days

2017 2016

Average Inventory Turnover Period

715 FE R 38.42days | 36.50 days

1

The average selling time of 38.42 days in 2017 is longer as compared
with that in 2016.

18



Management Efficiency Ratios & I Y l

R Trad Average Trade Payables
verage Trade T R
Payables Repayment = x 365 days
Period BAREHAE Credit Purchases BRfgE
C Cost of Goods Sold $F &4~
— Opening Inventories it {F &

+ Closing Inventories Hi AR {7 &

s016:  ($60,000+$70,000) + 2

X 365 days = 91.25 days

($250,000 - $20,000 + $30,000)

Indicates the average length of time in days within which a
company must pay for its credit purchases (F:HE).

This means that payables are settled on average every 91.25 days

19



Management Efficiency Ratios & IE L2

1 %‘J
A

Average Trade Average Trade Payables
44 i A
Payables Repayment = HEN &K X 365 days
Period BxEEHARE Credit Purchases FRi8

X 365 days = 68.44 days
(380,000 - $30,000 + $50,000)

2017 2016

Trade Payables Repayment Period‘

68.44 days 91.25 days
eI R

The company settles its payables for credit purchases (BzH%) on average
every 68.44 days in 2017, which means the company have to settle the
payables 22.81 days earlier on average.

20




Liquidity Ratios Z3REET]

Current Ratio Current Assets BN & E
meNEbE Current Liabilities SR E & (&

2017 2016
Current Ratio t $151,000 . ..., ($116,000
JnEntbae $110,000 $85,000 - 136t

An exceptionally high current ratio indicates good liquidity, it may be
a symptom of sufficient working capital (=& & £).

The company does not have short term debt-paying problem.




Liguidity Ratios 23R &ES]

Current Assets it 81E = — Inventories 7 &

Quick Ratio _ — Prepayments FE{ X
RENEE =R Current Liabilities R E1 B &
2017 2016
, (5151,000 - $50,000 - $0) | ($116,000 - $30,000 - SO)
Current Ratio
LR $110,000 $85,000
i =0.92:1 =1.01:1

The acid-test/quick ratio measures immediate liquidity.

The company may have immediate debt-paying liquidity problem.

22



Liguidity Ratios 23R &ES]

Cash Ratio Cash and Cash Equivalents 3R &
FELLE Current Liabilities T E1 & &
206: 2209 011
$85,000

It is the most conservative of all the liquidity measurements.




Liguidity Ratios 23R &ES]

Cash Ratio Cash and Cash Equivalents 3R &
2= -
FELLE Current Liabilities R E1 & &
2017: 2209 010
$110,000
2017 2016

Cash Ratio 3R EE® | 0.01:1 0.01:1

There is insufficient cash on hand to pay off short-term debt in
both 2016 and 2017.




ISoIvency Ratios E{58E/]

Non-current Liabilities IERENIEE
Gearing Ratio _ *+ Preferences Share Capital Bt

"N

E1REE=R Non-current Liabilities JEREIE &
+ Shareholders’ Fund i8R & A

2017 2016
Gearing Ratio $12,000 + SO $18,000 + SO
FEREE=R $12,000 + $68,000 $18,000 + $41,500
= 15.00% = 30.25%

HIGH in this ratio indicates the company may have difficulties in
repaying debts from its equity funds, and obtain further loans from
Banks or other lenders.

Decline in Gearing ratio indicates the company is less debt-financing.

25



Solvency Ratios {Ef&EES]

Debt to Equity Ratio _ Total Liabilities Z2 & (&
= 72 322 B e
B IR ARELER Shareholders’ Fund IR R & A&
$103,000
2016: =248.19%
$41,500

Debt to equity ratio (‘E7#% & 2NEER) indicates how much debt a
company is using to finance its assets relative to the amount of value
represented in shareholders' equity.

Debt to equity ratio (‘B IR AREEZR) of 100% would mean that
investors and creditors have an equal stake in the business assets.

26



Solvency Ratios {Ef&EES]

Debt to Equity Ratio _ Total Liabilities Z2 & (&
= 72 322 B e
B IR ARELER Shareholders’ Fund IR R & A&
$122,000
2017: =179.41%
$68,000

2017 2016
Debt to equity RatiofE s A LLR ‘ 179.41% 248.19%

Decline in Debt to equity ratio indicates the company is less debt-
financing in 2017.

27



Solvency Ratios {Ef&EES]

Time Interest Profit Before Interest and Tax BB B IR BI;E T

PN i VT

Earned FIE{RIERE ~

Interest Expense Fl| 2 & F

$24,000
2016: =16 times
$1,500

Time interest earned (] 2 {[&E % %) provides an indication of the
company’s ability to meet interest payments as they come due.

28



Solvency Ratios {Ef&EES]

Time Interest Profit Before Interest and Tax BB B IR BI;E T

PN i VT

Earned FI E{R[ERE ~

Interest Expense Fl| 2 & F

$33,000
2017: =22 times
$1,500

2017 2016

22 times |16 times

Time Interest Earned | B R EfZ8 t

The company’s interest expense in 2017 is well covered at 22 times,
compared with that in 2016 of 16 times.

29



Lnyvestment AL el S el I e

Net Profit after tax #1&3F|
Farning per Share _ - Preferences Dividend &5tk R

BikET No. of Ordinary Shares
issued BRETHEBEREE

2017 2016
Earnings Per Share $26,500 - SO $19,500- 50
Szl t $22,000/$2 $22,000/$2
= $2.41/share = $1.77/share

Earnings Per Share (B i& & #l]) measures the amount of money each
shareholder would receive, if all profits were distributed at the end of
the year.

EPS increased in 2017. The higher the EPS, the higher the potential
return on holding the shares of the company.

30



Investment AR pY el Sal Bz s ey

Price-Earning Ratio  Current Price Per Ordinary Share

(P/E Ratio) MEZFE

Earning Per Share (EPS)

$6.5
$1.77

2016: = 3.67 times

Price earnings ratio (P/E T &%) is an indicator of investors’
confidence in the prospects of a company.




LnvesimentA Il Sol e G

Price-Earning Ratio  Ccurrent Price Per Ordinary Share

(P/E Ratio) T & ZE ~

Earning Per Share (EPS)

S5
$2.41

2017: = 2.07 times

2017 2016
P/E Ratio i &% ‘ 2.07 times | 3.67 times

P/E ratio (i Z%%) decreased from 2016 to 2017.

This indicates that investors have a lower degree of confidence in
the company’s prospects.

32



Importance of Relative Financial Ratios

= TInorder to make sense of a ratio, we must compare it with some
appropriate benchmarks (& 7EE4E)

= Examine a firm's performance relative to:

= Aggregate economy (&%) / Its industry (72) / Its

IEYE V2

major competitors (igiF %) within the industry
= Its own past performance (&1+723H)

U
Trend Analysis

Key Equation
Percent change
= (Current year amount — Base year amount) + Base year amount



Part 2:

BUDGET PREPARATION




Budget Preparation

A budget is a detailed quantitative plan for acquiring and
using financial and other resources over a specified
forthcoming time period.

o~ 3

/ .

BUDGET

1. The act of preparing a budget is called budgeting.

2. The use of budgets to control an organization’s activities
is known as budgetary control.

35



Marketing Expense Budget 2 #5 75 &

An estimated projection of costs required to promote a
business' products or services.

Media and Production B{E% & #U4E: TV, newspaper,
radio, direct mail

Merchandising $¥Hi: signage, displays
Selling costs 47-#H & F: sales incentives

Research expenses it 77 Ff 3¢ : market research

36



Sample Marketing Expenses Budget

EH AL

Objectives of this marketing budget may include:

Increase average daily orders ( H-F£757 %) by ??% over the previous
year

Increase average traction value (L% X 45) by 2?% over the
previous year

Increase the current customer purchase rate (BEZ#REE A #() from ??
to ?? purchases per month

Increase the customer base (/7 #2) by ??% above the current
level of ?? active accounts

37



$’000 % of Budget Total
Media 2272 Television &7 (2 channels) 3,500 35.00% $5,800,000
(58.00%)
Newspapers 4% 1,100 11.00%
(1/4 page per issue)
Direct mail E[iE & 35 1,200 12.00%
(10,000 copies by post)
Production 24/E | Television ZE{R 1,000 10.00% $2,180,000
(10*2’30” advertisements) (21.80%)
Newspapers FR4L 180 1.80%
(type and photos)
Direct mail E[4E 5 #H 1,000 10.00%
(type and printing)
Merchandising £Rf#& | 5% off Coupon (& E 7% 1,200 12.00% $1,500,000
Internet media 4 75 5S 50 0.50% (15.00%)
Store signage &~ 250 2.50%
(20 signs per store)
Selling Costs Sales incentive programme 200 2.00% $200,000
D HEH bH I T et E (2.00%)
Research Expenses | Market research ii5H5%¢ 320 3.20% $320,000
HEFHZ (320%)

38



Sample Marketing Expenses Budget

EH AL

budget EFHHREEFEREHBLE

Total marketing estimate 42§85 TEEL $10,000,000

Total sales estimate Z&FHEFER $240,000,000
% of Budget

Marketing budget as a percentage of Sales 4.17%

39



Sample Marketing Expenses Budget

EHTRE L)

2018

2019

Q1 Q2 Q3 Q4|1 Q1 Q2 Q3 Q4 | Total
Media 2278 $'000($'000($'000($'000($'000|$'000]|$'000|$'000| $'000
Television B (2 channels) 3,500
Newspapers #x 4 (1/4 page per issue) 1,100
Direct mail ##EE $5 (10,000 copies by post) 1,200
5,800
| Production Z4/F
Television ZE R (10*2730” advertisements) 1,000
Newspapers £ 4K (type and photos) 180
Direct mail #3% B $ (type and printing) 1,000
2,180
Merchandising £
5% off Coupon {BE % 1,200
[nternet media 49_F#E38 50
Store signage K& (20 signs per store) 250
1,500
Selling costs 77552
Sales incentive programme $§ 4885 E:1E] 200
200
Research Expenses i 75 %
[Market research 7354/ 5¢ 320
320
Pt #TE | 00

40



Sample Marketing Expenses Budget

EHTRE L)

Marketing Budget Summary by Category

B Events
3%

Broadcast Media
40%

44%

Telemarketing
0% W Print, Direct Mail
13%

B Internet Marketing

Print mag advertising
Web site development
Direct mail

Print newspaper ad
TV advertising
Affiliate Marketing
Radio Ads

Shopping Directories
Print yellow page ad
PR

Web rich media
Online yellow page ad
Telemarketing
Point-of-sale promotions
Coupons

Other

0% 10%

e — 32,
I 227/,
I 177

.1

I 15

|

_ 13%

—
_ 9%
4_ 6%
F 5%
— %
+_ 5%
37

‘ 4%

" 1%

]

p 1%

— 7Y

T T

20% 30%

40%
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THANKS




