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PROFITABILITY RATIOS & Flgs J7EE=R

How management is doing at controlling costs (g A~#%
ifil]), so that a large proportion of the goods sold dollar
IS converted into profit

Gross profit ratio & F1[%2

Net profit ratio ;5 F1]%2

Return on capital employed (ROCE)

& m iR

Return on assets (ROA) 43& (e

Return on equity (ROE) F&AN [0z



Gross Profit Ratio FFI[%2

= Gross profit / Sales

A HE
2015 ($) |2014 (%)
Gross profit ]| 70,000 50,000
Sales i & 450,000 300,000
Gross Profit Margin ZF/& | 15.56% 16.67%

®Profit earned for each one dollar of goods sold
before operating expenses
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Net Profit Ratio j3F1]%2

= Net profit before tax / Sales

fERnFA | e
2015 ($) |2014 (%)
Profit for the year 25 &7F] 31,500 22,500
Sales §jH & 450,000 300,000
Net Profit Margin jZF% | 7.00% 7.50%

e Profit earned for each one dollar of goods sold after
all operating expenses
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Return on Capital Employed (ROCE)

1 FH & =

= Profit before interest and tax / Capital employed

FIE AR ETFF] 1 E A E

2015 ($) |2014 ($)
Operating profit = 38 &7 ] 33,000 24,000
Equity foAs 68,000 41,500
Borrowings {&#K 12,000 18,000
Capital employed EFHE% 80,000 59,500
ROCE ZE/HE2 &% 41.25% | 40.34%

« Rate of return based on the book value of long
term capital investment made in the business
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Return on Assets (ROA) 8% &[]

= Profit before interest and tax / Total assets

FIE R ARRFA] | =

2015 ($) | 2014 ($)
Operating profit = 7# &7 F]| 33,000 24,000
Non-Current assets FE)i #1 & E 39,000 28,400
Current assets Ji B &= 151,000 |116,100
Total assets 48& 7= 190,000 |144,500
ROA A& o/#% | 13.95% | 13.49%

 Rate of return based on the book value of assets




Return on Equity (ROE) B&A<[EER=R

= Profits before interest and tax / Equity

AL SYS G IE RN S 2N

2015 ($) |2014 ($)
Operating profit = 7# & Fl] 33,000 24,000
Equity oS 68,000 41,500
ROE B A/O/#% | 38.97% 46.99%

® Rate of return based on the book value of equity




Equity Multiplier HEzSTRE]

= Total assets / Total equity

G | AR
2015 (9) 2014 ($)
Non-Current assets JE i EI & E 39,000 28,400
Current assets FEIE = 151,000 116,100
Total assets 48 & = 190,000 144,500
Equity B&Z 68,000  |41,500
Equity Multiplier ZEZS3E%7 | 2.79 3.48

e A lower equity multiplier means the company is
relying less on debt to finance its assets




A/
VAN

Return on Equity (ROE) &[]

= Return on assets (ROA) &j&E o] # &
X Equity Multiplier FEzs 38

® Good ROE(EReAm#Ez%)could be achieved with either
a high ROA (& ZE|0#2%), or by employing more
assets in the company’s operations

A =

® In our example, despite the improved ROA (& & &[]
%), the ROE has declined ({Ef%4N[2]#2%) due to
reduced usage of assets by the company




ASSET UTILIZATION RATIOS
HEFEAHIER

How effective is a firm using its total asset base to
produce goods sold

— Inventory turnover period {7 & EHEHA[R
— Trade receivables collection period EzEHHAFE
- Trade payables repayment period HHEHARR

— Total assets turnover 48& = fEHiE 2




B

L
d o

Inventory Turnover Period FZ& ]

= Inventory / Cost of goods sold x 365

78 [ tHERA X 365

2015 (%) 2014 (%)
Inventories (7 & 50,000 30,000
Cost of goods sold $HE&ER A 380,000 250,000
Inventory Turnover Period 48 days 44 days
FEE/ETEEAR |

® Measures the number of days’ worth of inventories that
a company has on hand at any given time
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Trade Receivables Collection Period B&$HHAPR

= Trade recelvables / Credit sales x 365
FEULESEK | BB x 365

2015 ($) 2014 ($)
Trade receivables JEUY & ZX 100,000 85,000
Sales 5 & 450,000 300,000
Trade Receivable Collection 81 days 103 days
Period £&#550R |

® |ndicates average length of time in days that a company
must wait to collect a credit sale ({zEH)

© Hong Kong Institute of Certified Public Accountants, 2015. All rights reserved.



Trade Payables Repayment Period FRESGHAR
= Trade payables / Credit purchases x 365
FERTERK ] fnflg X 365

2015 ($) 2014 ($)
Trade payables JE{f &K 80,000 70,000
Purchases & 380,000 250,000
Trade Payables Repayment 77 days 102 days
Period &R |

® Indicates average length of time in days within which a
company must pay for its credit purchases (Hzff)
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A/
AN

Total Assets Turnover Z8&E fEiE%

= Sales / Total assets
SHE | BEE

2015 ($) |2014 ($)
Sales $H & 450,000 |300,000
Non-Current assets JE i8I & E 39,000 28,400
Current assets i1 &= 151,000 |116,100
Total assets 44& = 190,000 |144,500
Total Assets Turnover &z /ZiE4E " | 2.37 2.08
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Total Assets Turnover Z8& &

= Net Profit Ratio, & FI[;f>%

X Return on Assets (ROA) & o] # %

® Good ROA (& E|0#i*%) could be achieved with either

a high Net profit ratio (5,24)E*%), or by making its
assets work hard

® In our example, the Total Assets Turnover (53 EE
#2>%0) has been improved significantly to offset the fall in
Net profit ratio ({E,FF1JEH*%)



Asset Utilization Ratios &EEE(#H

PR

® \Whether these days are good or bad depends on the
company goals

® A company may have long trade receivables period

(EMEHHAPR) by granting customers long credit period
In order to gain market share




LIQUIDITY RATIOS JREIZE &=

® Ability to meet future short-term financial
obligations (HA{EH75)

— Current Ratio Ji#)tE32

— Quick Ratio )R

— Cash Ratio I EEE#E




Current Ratio JREjEE=

= Current Assets / Current Liabilities

/)lL@J /z //)l@ﬂéfﬁ

® Current ratio (FRENLEER) vary widely according to the
type of business

® While a high current ratio (&/R&1LE3X) indicates good
liquidity (ERIFREN), it may be a symptom of poor
working capital (& EE %)
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Current Ratio JREjEE=

2015 ($) |2014 (%)

Current assets FEIE = 151,000 116,100
Current liabilities &1 & (& 110,000 85,000

Current Ratio J7EifL% — 1.37 1.37
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Quick Ratio ZREJLLZR

= (Current Assets — Inventories) / Current Liabilities

(/JIL@J /z f{b) / /)l@ﬂéfﬁ

2015 ($) |2014 (%)
Trade receivables JEUY & ZX 100,000 85,000
Cash and cash equivalents {4 1,000 1,100

101,000 86,100
Current liabilities g &5 110,000 85,000
Quick Ratio ZFZjfLE | 0.92 1.01
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Cash Ratio IHEEER

= Cash and cash equivalents / Current Liabilities

W [ RERE
2015 ($) |2014 ($)
Cash and cash equivalents % 1,000 1,100
Current liabilities) R &1 & & 110,000 85,000
Cash Ratio ZH& /L% | 0.91% 1.29%

= Cash ratio GR&[E%) is generally a more
conservative look at a company's ability to cover its
liabilities, as both inventory ({#&) and trade
receivable (JEZ &7K) are left out of the equation




SOLVENCY RATIOS fBf&fE EE=

® Long Term Solvency Ratios (RERfE{HEAE J1EEXR)

— Gearing ratio ({812E2)
— Debt to equity ratio (BF5REANLEER)

— Time interest earned (Fl| E4RFEZER)




Gearing TRAEEL® / Leverage fFR A LR

® Gearing fRIFLLEE

= Debt / Equity &1& / lx &4
® Debt to equity ratio {Er5ke AL

= Debt / (Debt + Equity) &f& / (Bf& + IKHEAXR)

Debt is generally cheaper than equity, because it is
less risky and lenders require a lower rate of return

But too much debts creates financial risk




Gearing fEAREER / Leverage MR AELR

2015 (%) 2014 (%)
Borrowings (&KX 12,000 18,000
Equity H 7 68,000 41,500

80,000 59,500
Gearing FEFEMEE | 17.65% 43.38%
Leverage EERALLR | 15% 30.25%




Time Interest Earned F| B {REEAz8;

= Operating profit / Finance costs

A TR

® How easily is the company able to make its interest
payments from this year’s profits

® Lowest acceptable figure is clearly a matter of
judgment

® Volatility (f7ElEfE) of profits and interest rates need
to be considered




ime Interest Earned | B {2 Az 8]

2015 (9) 2014 (9)
Operating profit =& & Fl] 33,000 24,000
Finance costs B %5k A 1,500 1,500
Time Interest Earned &A= ZEr | 22 times 16 times

® The number of times earnings plus other expenses are
above the interest expenses




INVESTMENT RATIOS HiZ&3&

L

® Investment ratios &=L

— Dividend cover 1% E{R[EZEL

— Price earnings ratio &=




Dividend Cover & B {7 & fz 8]

= (Net profit after tax - Preference dividend) / Ordinary
dividend paid

(Rt & Al — (&Il 2) [ E i 2

2015 (9) 2014 ($)
Profit for the year 2= Z7F]| 26,500 19,500
Ordinary dividend paid %35 Fxs £ 2,200 2,200
($0.1 per share)
Dividend Cover & REEE 12 times 8.86 times

® Dividend Cover (B R[EZE) indicates the capacity of
an organization to pay dividends out of profit attributable
to the shareholders



Price Earning Ratio &3

= Current price per ordinary share / Earnings per share
G R T E [ S

2015 (9) 2014 ($)
Share price IRAFHFE 14.50 12.00
Earnings per share Sz 1.20 0.89
Price Earning Ratio 747%& | 12.08 times | 13.48 times

® Price earnings ratio (i &7%%) shows how much the
market is willing to pay for the share based on the
company’s current earnings




Importance of Relative Financial Ratios

® |n order to make sense of a ratio, we must compare it
with some appropriate benchmarks (& i £ 4E)

Examine a firm’s performance relative to:

— Aggregate economy (%7555 %)

— Its industry (173£)

— Its major competitors (55 F¥+F) within the industry
— Its own past performance (#&{FZ=IR)
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Importance of Relative Financial Ratios

® More importantly the focus is not on individual ratio,

but rather to allow for trade off of one ratio against
another:

— Afallin sales (5§ &) may be compensated by a
higher profitability ratio (Z2FlgE J1EE%)

— A high gearing (f8f5[£3%2) may not be a great
concern in light of good profitability ( E &1 F]5E J)

— Poor profitability (JF55&F15E /J) could be remedied
(f5%%) by improved cash flows (3& &IH &07)
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£n

grant date of each award. This cost is recognised ovar the period dunng which an employee B required to provide
sanvice in exchangs for the award or the requisite service pericd, usually the vesting period, and is adjusted for
actual forfeitures that occur before vesting. In order to assess the fair value of share-based compensation, the
Group iz required to use cartain assumplions, including tha probability of reaching the market performance, i
any, and financial rasults targets, the forfoitures and the servico paricd of each employea. Tha wsa of difforcnt
assumptions and estimates could produce matarially different estimated fair values for the share-basad
compansation swards and related expansas.

SEGMENT INFORMATION

The chief operating decision-maker has bean identified as the executive directors of the Group. The executive dineciorz
review the Group's internal repaorting in order to assass performance and allocate resourcas and has determined the
oparting segmants based on thesa roports.

The exacutive directors considered the nature of the Group's businass and determined that the Group has throo
reportable operating segments as follows:

) Hatail®

{iy Wholesales

{ii} Licancing and othars

Tha executive directors assess the parformance of the operating segmeants based on revenue and gross profit
parcentage of each segment. As the Group’s resources are integrated and there are no discrete opoarating segmeant
assets and liabilities for the retaill and wholesales business sagmants, acoordingly, mo operating sagment assets and
liabilitins ara presantad.

nduding consignment s8les COMMISSICN INCOmeS.

AHNNUAL REPORT 215 INTERMNATIONAL HOUSEWARES RETAIL COMPANY LIMITED

71



SEGMENT INFORMATION 4384317 g

® Companies frequently operate in more than one line of
business, where results of operations of the individual
segments may vary

A

® An entity shall report a measure of total assets (BE)
and liabilities (&1&) for each reportable segment:

— Analysis of segment data can be done in terms of
ratios relating profits to sales or identifiable assets

— Trend analysis (#2%47#7) can be carried out in terms
of vertical and horizontal common size statements




MARKETING EXPENSES BUDGET

Media ZE#8: TV, newspaper, radio, direct mail

Production #1E: TV, newspaper, radio, direct
mail

Merchandising £X: signage, displays
Selling costs 47-&H £ A sales incentives

Research expenses #f 4t 52 market research



Sample Marketing Expenses Budget
B TR R A

Objectives of this marketing budget:

e Increasing store sales (1T g5%E) by 15% over the
previous year

e Increasing the current customer purchase rate (i
HERHE R EY) from 1.2 to 2 purchases per year

e Increasing the customer base (% #1%) by 20%
above the current level of 5,000 active customers
per store




Sample I\/Iarketlng Expenses Budget

BT EE P

Media ZZ7& $°000 % of Budget
Television &%R (2 TV channels) 350 31.80%
Newspapers # 4%k (1/4 page per 202 18.30%
Issue)
Direct mail E}EIEEH (10,000 copies | 120 10.90%
by post)

672 61.00%
Production Z/F
Television &fR (2.30 minutes) 100 9.10%
Newspapers # 45 (type and photos) |18 1.60%
Direct mail #HEIEFH (type and 100 9.10%
printing)
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Sample Marketing Expenses Budget

2 TRE S

Merchandising £Z&&& $°000 % of Budget
5% off Coupon B35 120 10.90%
Internet media 4g_F- 1% 8% 5 0.50%
Store signage E~h& (20 signs per |25 2.20%
store)
Point of purchase display lEE%iE |10 0.90%
528~ (2 displays per store)

160 14.50%
Selling costs S#HEIFH
Sales incentive programme $HE&E4E | 20 1.80%
s

20 1.80%

© Hong Kona Institute of Cer
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Sample Marketing Expenses Budget

2 TRE S

Research Expenses #5557 $°000 % of Budget
Market research mit5iH5%¢ 32 2.90%

32 2.90%
Total marketing estimate 24 =§57E5E | 1,102 100.00%
Total sales estimate 4835 EFHEL 24,000
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Sample Marketing Expenses Budget

2 TRE S

$°000

% of Budget

Marketing budget as a percentage of
sales per plan

AR EHEHE Z HtE

4.6%

Marketing budget as a percentage of
sales per industry average

BT e E Z H it

4.0%

Marketing budget percentage to
Industry average

AFEEEFUEHTERE Z H L

115%

Marketing budget percentage to
previous year

AFEEL B S TE L H 0L

1,000

110%
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THANK YOU

for Latering!




