Alex Plc – Individual Research Assignment –
Ratio Analysis
Ratios

One of the best ways to explain financial ratios is to go through them as an example.  The following example provides a set of financial accounts for Alex Plc. from which you are going to calculate important ratios.  

The Company

Alex Plc. is a small company that buys and sells Chinese Antiques.  The company employed 14 staff in 2004 which increased to 18 in 2005.   All sales and purchases are made on credit.

The market value of the shares of the company at the end of 2004 and 2005 were £2.50 and £3.50 respectively.  The issue of equity shares during the year ending 2005 occurred at the beginning of the year,  

What’s required

Alex Plc is going through some turbulent market conditions and the directors want a report that snapshots the whole organisation.  To do this the directors have insisted a ratio analysis is done using the company accounts along with an explanation of what this means to the organisation.  They have outlined the requirements below. 
1. Calculate all the ratios on the attached formulae sheet using the financial documents enclosed both for 2004 and 2005.  These could be displayed in a table to help your comparison. 

2. Using the following headings explain the relevance of each ratio:

a. Liquidity. What does the ratio show? What is the significance of this? What level of risk is Alex Plc. under (hi or low) are how does this ratio demonstrate this.  Make suggestions as to how Alex Plc might improve its liquidity. 
b. Financial Efficiency.  What does each of the ratios mean. Explain how the company can improve each one and what the costs might of this.   What is the problem of aged debtors and aged stock? 
c. Gearing. What does the calculation show? What does this mean for the company? What are the risks and rewards of having high/low gearing? Why might high gearing may attractive to some companies? How could Alex Plc. reduce its gearing figure – given specific suggestions on alternative sources of finance. 

d. Profitability. What does each of the ratios mean about the profitability of Alex Plc.  What is the relationship between gross and net profit ratios i.e. how could a price cut, reduce gross profit yet increase net profit? Why is ROCE of such importance within business?
e. Shareholders ratios’.  What does each of the calculations tell you about how Alex Plc. treats its shareholders? Why are both these ratio’s key to shareholders? Why might shareholder be happy with these ratios?  
3. Conclude your report by evaluating the use of ratio’s for business performance indication.  Refer to the following features in your evaluation:

· Evaluation of ratios over time, ; 

· understanding the problems of drawing solid conclusions from the data.
4. Write a short recommendation section to the board of directors of Alex Plc. on what the company should be doing both in the short and long term to help all aspects outlined above.  

Your report needs to include both quantitative and qualitative analysis of the financial performance of Alex Plc.  Use the data enclosed to help assist you.  The report must be word processed and be between 1000 – 2000 words.  

