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Companies as separate legal & economic entity

/ Annual Report \

A Company

Provide
Resources=Capital=$$ ?

Interested Parties
(Users/Outsiders)

> Investors
> Lenders
> Others

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

lenders etc.

* Annual reports provide information about the company from visions,

goals, and strategies to financial information.

= EE

 Substance over form(E & E X HZT() — Information users should make his
/ her financial decisions based on the substance of the annual reports, i.e.

audited financial statements.

* Annual reports can be easily found on the internet.



http://ir.hktv.com.hk/eng/ir/results.php
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Typical Structures of

Annual Reports
Contents

¢+ Contents

¢ Financial Information

¢ Financial Information
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Typical Structures of
Annual Reports

1. Corporate Information

* Operating statistics

* Financial highlights

e Ashort history of the"company;
 Members of the board of

directors and key management Ejﬁﬁ*sl'

personnel




Typical Structures of

Annual Reports 3 EERE
5 BHmE
2. Analyses and Commentaries 6 EEERENRFEBGN

1 TEHRESE

15 EBEEINBESN

23 RE- -degkERRE
28 EELKREEBRAEEGN

Explanations from the management to the
shareholders regarding how the compa
has performed during the year.

e Chairman’s Report
— Performance in key activities

— Special items of interest 32 (pumhpes

— Company strategies and plans 43 EFgREE
52 BUZBAIEmESE

*  Management Discussion and Analysis —
& Y 57 fFEEmK

— Discussion of past performance 58 A mElkcEE

— How successful leadership has 59 e BRAK
been at achieving the corporate 60 IFeEREHR
strategies 61 #HmeHERER

—  Future strategic focus 62  WHBWKMIEE

115 TEFUERE
116 Ral&r




Typical Structures of
Annual Reports

3. Other statements and disclosures

Different companies may wish to include
different disclosures.

* Environment, Social and Governance
(ESG)

— Environmental and Social impact E\jﬁﬁ*ﬂ'

of the company.

* Corporate Governance—""

—  Principles and practices adopted
by the entity in order to ensure a
clear corporate direction and key
management’s responsibility and
accountability




Typical Structures of

Annual Reports 3 EERE
5 M E
4. Financial Statements 6 SETERNFEEN

11 FTERES
15 EBEEmAON

23 RE- -#wgkEA®RE

e usually begins with the acknowledgment
(7% 5% ) by directors and management that

they are responsible for the financial 28 BEREEEEASHN
statements.
« followed by the auditor’s report (5175
* Full set of financial statements. 32 (uSsmLez
— an Income Statement (Profit & Loss) 43 EZEREE

52 BUZBEMHEE

— a Statement of Comprehensive -
57 4#reBmx

]

Income
] ] . 58 fFEFZEKEK
— a Statement of Financial Position 59 A BTEMIE
(Balance Sheet) T 60 EARENEEHE
— a Statement of Changes in Equity 61 o ANIR SR B R
— a Cash Flow Statement, and 62 HIFERERMIEE

115 HETKERE

— Notes to Financial Statements. vt
116 2R A&




INDEPENDENT AUDITOR’S REPORT
ZERVAZ S e

Independent
New Companies Ordinance (2 S{EH) Aorors recor
Section 406
Confirmation of Management EHEE -
Responsibility e
Declaration (Z£HH) of Process and
Procedures o e
Announcement of Audit Opinions (FZEEF
> Clean/ Unqualified Report (JE(RE4E

%) =

» Qualified Report (FrEE = ) . —
> Adverse Opinion (5= B) give a true and fair view

> Disclaimer of Opinion (FE#FEER)



CONSOLIDATED FINANCIAL

STATEMENTS 3 EERE
5 Br 154 2
A parent company E.g. Cathay 6 BEZRREAFEGN
(BEAHE]) Pacific [ 7 11 EEHsE
Its subsidiaries E.g. Dragonair L= %f% \E‘Tiﬂ'ﬁ&?fﬁi
(FABE/MEEE) B 23 RE - HRREAWS

28 SEZhEEEEBAEHN

32 TEERMEE
43 EFEEREE

- 52 BURHEMBREE
Consolidated financial statements aggregate 57 #RABmR

58 #RAEPHEBNEKR

the financial statements of a parent and its
P 50 ANEIRE

subsidiaries | 60 A ENEEE
=» Reveal the overall health of an entire group | g1 &aEsns=
(52&)) as opposed to each company's 62  BATSEREME
standalone (¥& 1I) position. 15 AFUBRE

116 ARAEH#


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

CONSOLIDATED INCOME STATEMENT
(PROFIT & LOSS) 45 IE453R

INCOME

Expenses

Revenue Recognition (WWAT&ZER) Principle:

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

Expense Recognition (SZHT#&&8 ) Principle:

Companies recognize expense when outflows
or “using up” of resources as a result of
delivery goods (+Sales/Turnover).

11



CONSOLIDATED INCOME STATEMENT
(PROFIT & LOSS) 45 IE453R

Consolidated
Income Statement

For the year ended 31 December 2017 (Expressed in Hong Kong dollars)

Year ended Year ended

31 December 31 December

2017 2016

Note HK$’000 HKS'000

Turnover < | N CO M E 2 487,257 187,071
Cost of inventories (295,178) (140,289)
Valuation gains on invest roperties 12 80,500 6,700
Other operating expenses 4(a) (568,555) (380,454)
Other income, net 3 94,230 70,947
Finance costs« EXPENSE 4(b) (2,011) (1,017)
Loss before taxation (203,757) (257,042)
Income tax expense 5 (1,163) (74)
Loss for the year (204,920) (257,116)

Basic and diluted loss per ordinary share 8 HK$(0.25) HK$(0.32)




CONSOLIDATED INCOME STATEMENT
(PROFIT & LOSS) 45 IE453R

Consolidated
Income Statement

For the year ended 31 December 2017 (Expressed in Hong Kong dollars)

Year ended Year ended
31 December 31 December
2017 2016
Turnover — b HK$'000 HK$'000

- Cost of Inventories Gross Profit
Turnover — - - Operating Expense 487,257 187,071
Cost of inventories =Gross Profit %*“ +/- Others (295,178) (140,289)
Valuation gains on investment properties _ T~ . 80,500 6,700
Other operating expenses _Operatmg Profit (568,555) (380,454)
Other income, net EEREF 94,230 70,047
Finance costs o 4(b (2,011) (1,017)
Loss before taxation (= ——— Profit/Loss Before Tax mﬁﬁﬁ*l]/ﬁﬁ (203,757) (257,042)
Income tax expense 2 (1,163) (74)
Loss for the year e Profit/Loss For the Year éﬁﬁ*ﬂ/ﬁﬁ (204,920) (257,116)

Basic and diluted loss per ordinary share 8 HK$(0.25) Hi$(0.32)




Consolidated Statement of

Financial Position CONSOLIDATED
As at 31 December 2017 (Expressed in Hong Kong dollars)
STATEMENT OF
31 Decenz'l(l;:]e?r 31 De(er;(?}e{; F I N A N c I A L

Note HK$'000 HK$'000

-~ POSITION

Property, plant and equipment 12 1,152,387 917,048
Intangible assets 13 99,828 112,248
Goodwil 27 897 : ( BA LAN C E
Long term receivables, deposits and prepayments 11,912 8,209
Other financial assets 16 675,161 828,019

1,940,185 1,865,524 S H E E I
Current assets
Pz =
Other receivables, deposits and prepayments 17 63,276 39,201 AI
Tax recoverable 1,007 = T D |
Inventories 15 26,912 17,833 \\V \

Other current financial assets 16 201,004 355,406
Pledged bank deposit 29 3,905 =
Cash at bank and in hand 18 100,199 44,397

396,303 456,837

Current liabilities

Accounts payable 19 92,951 22,714
Other payables and accrued charges 19 154,840 115,942
Deposits received 4,286 1,905
Bank loans 20 219,623 184,144

471,700 324,705
Net current (liabilities)/assets (75,397) 132,132
Total assets less current liabilities 1,864,788 1,997,656

Non-current liabilities

Deferred tax liabilities 22 2,156 993
2,156 993
NET ASSETS 1,862,632 1,996,663
CAPITAL AND RESERVES
Share capital 21(b) 1,268,914 1,268,914
Reserves 593,718 727,749 14

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




Assets & E:
Economic resources owned by the reporting entity

Consolidated Statement of
Non-Current Assets Financial Position

jﬁﬁyﬁ@% at 31 December 2017 (Expressed in Hong Kong dollars)

s P rO pe rty, p I a nt & 31 December 31 December
2017 2016

equipment 55 &, A B . b
&1:%_%%% Non-current assets

Property, plant and equipment < 12 1,152,387 917,048
. Intangible assets 13 99,828 112,248
> Currentlyusedin | 27 897 ;
ek Nz Long term receivables, deposits and prepayments 11,912 8,209
1 Ao Other financial assets 16 675,161 828019
operations (‘=1
1,940,185 1,865,524
> Long useful life Currentassets

Other receivables, deposits and prepayments 17 63,276 39,201

Tax recoverable 1,007
Inventories 15 26,912 17,833
Other current financial assets 16 201,004 355,406
Current Assets Pledged bank deposit 29 3,905 -

“#%g Cash at bank and in hand 18 100,199 44,397
- 396,303 456,837

. Assets that a company expects to convert (§#3) to cash or use up
within one year or the operating cycle, whichever is longer

- Operating cycle (=78E78Hf) is the average time it takes from the
purchase of inventories to the collection of cash from customers

15



Liabilities 18

Current Liabilities

TEE R

.- Obligations (B1&) a company is to pay within the coming year or its
operating cycle, whichever is longer

. Liquidity (JREE) - ability to pay obligations expected to be due within

the next year

Consolidated Statement of
Non-Current Liabilities |Financial Position

#fﬁﬁ g As at 31 December 2017 (Expressed in Hong Kong dollars)

i O b I IgatIO nS a 31 December 31 December
2017 2016
company expects to Note HK$000 HK$'000
Current liabilities
pay after one year. ) -
Accounts payable 19 92,951 22,714
Other payables and accrued charges 19 154,840 115,942
Deposits received 4,286 1,905
Bank loans 20 219,623 184,144
471,700 324,705
Net current (liabilities)/assets (75,397) 132,132
Total assets less current liabilities 1,864,788 1,997,656

Non-current liabilities

Deferred tax liabilities 22 2,156 993

2,156 993

16



EquitytE a3

Consolidated Statement of
Financial Position

As at 31 December 2017 (Expressed in Hong Kong dollars)

CAPITAL AND RESERVES

Share capital
Reserves

TOTAL EQUITY

)

. Share Capital (X 4)
. Reserves ({84 &1 F)

Note

31 December
2017
HK$'000

1,268,914
593,718

1,862,632

31 December
2016
HK$'000

1,268,914
727,749

1,996,663

- Non-Controlling Interest (AEIZE R HE ) - equity in a

subsidiary not attributable, directly or indirectly, to the

parent (BF /A H])

17



Notes to the

Financial Statements

NOTES TO THE
CONSOLIDATED
oo FINANCIAL STATEMENTS
SRR RS
e e e e e s e Spacified by the New Companies
e Ordinance (A EIf5&G1 )
* Supplemented by the Hong Kong

Financial Reporting Standards (&

SRR R 45 #EHI) and the Listing
Rules (_ETH{ERB1 )

e Significant Accounting Policies

e Schedule of breakdown of items
on accounts

* Explanation and elaboration of

details (54 %)

18



Ratio Analysis

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

Five Financial Ratio Classifications

Profitability

H Management Efficiency I
I Liquidity

‘ ‘ Investment Appraisal I

19



Ratio Analysis - lllustration Notes:
1. Allsales were on

ABM Limited aceount

Consolidated Income Statement 4f & Eis3%

2. At1January 2016,
inventories were

For the Year Ended December 31 $20,000.

2017 2016
Turnover 358 $ 450,000 $ 300,000
Cost of sales $HERA 380,000 250,000
6ross profit £ F| 70,000 50,000
Selling and distribution 71 §5% 3 7,000 6,000
Administrative expenses 7T d 30,000 20,000
Operating Profit 2 iE & F| 33,000 24,000
Other expenses and losses:

Finance costs R k24 1,500 1,500
Profit before tax FE[&KF] 31,500 22,500
Income tax expense i< 5,000 3,000
Profit for the year & & ¥ $ 26,500 19,500

20



Ratio Analysis - lllustration

ABM Limited
Consolidated Balance Sheets 45 & &k & BT
December 31

Assets 2017 2016

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

BE MEREE OFE) 39,000 28,500
Total non-current assets 39,000 28,500
CURRENT ASSETS High&EE
Inventory HFE& $ 50000 $ 30,000
Trade receivable (net) FEULIRER (GR1{E) 100,000 85,000
Cash IH& 1,000 1,000
Total current assets 151,000 116,000

Total assets $ 190,000 $ 144,500

21



Ratio Analysis - lllustration

Liabilities and Stockholders' Equity 2017 2016
NON-CURRENT LIABILITIES JEjiEI& &
Bonds payable FEf{{&% 12,000 18,000
Total non-current liabilities 12,000 18,000
CURRENT LTIANBILITIES 8% &
Trade payable FEfTIERK $ 80,000 $ 70,000
Income taxes payable F[%55 FE {2 IE 30,000 15,000
Total current liabilities 110,000 85,000
Total liabilities 122,000 103,000
SHAREHOLDERS' EQUITY K& #E s
Share capital &4 ($2 par H1HE) 22,000 22,000
Other reserves E.filr {5 6,000 4 500
Retained earnings {84 7] 40,000 15,000
Total shareholders' fund 68,000 41 500

Total liabilities and equity $ 190,000 $ 144,500 =2




Profitability Ratios 2 FI|gE S

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

> How management is doing at controlling costs (B 2~ #2l), so that a
large proportion of the goods sold 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
* Gross profit ratio %ﬂz
* Net profit ratio FRFR

* Return on capital employed (ROCE) i & Sl

23



Profitability Ratios ZIFI|§E JIEEZ

Compute the Mark Up for 2016.

Gross Profit £
= Mark Up Jjlijk
Cost of goods sold §4 &k 7
$50,000
= 20.00%
$250,000

Measures the profit earned for each one dollar of cost of goods sold.

For every $100 cost of a product sold, $20 is generated to gross profit.

24



Profitability Ratios ZIFI|§E JIEEZ

Compute the Mark-Up for 2017.

= Mark Up Tk

Gross Profit &K
Cost of goods sold 5 &Rk A~
70,000
> = 18.42%
$380,000
2017 (S) 2016 (S)
Mark Up TR ‘ 18.42% 20.00%

Less gross profit is generated in 2017 than in 2015.

25



Profitability Ratios ZIFI|§E JIEEZ

Compute the Gross Profit Margin for 2016.

Gross Profit 7]
= Gross Profit Margin F51[2%2

Sales $H &

$50,000
$300,000

= 16.67%

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

For every $100 of sales, $16.67 is generated to gross profit. The
$16.67 is used to cover operating and non- operating expenses, and

the remainder is net profit.

26



Profitability Ratios ZIFI|§E JIEEZ

Compute the Gross Profit Margin for 2017.

Gross Profit &4

= Gross Profit Margin 4>
Sales §H &

$70,000
$450,000

= 15.56%

2017 ($) | 2016 ($)
Gross Profit Margin &5 ‘ 15.56% | 16.67%

The company has less amount to cover operating and non-
operating expenses than last year.

27



Profitability Ratios ZIFI|§E JIEEZ

Compute the Net Profit Margin for 2016.

Net Profit before tax F gij; 54| _ Net Profit Margin

N4 =t [ z{
Sales $515 AR

$22,500
$300,000

= 7.50%

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

For every $100 of sales, $7.50 is generated to operating profit.

28



Profitability Ratios ZIFI|§E JIEEZ

Compute the Net Profit Margin for 2017.

Net Profit before tax F gij; 54| _ Net Profit Margin

NS 2 z{
Sales $515 AR
$31,500
= 7.00%
$450,000 °

2017 (S) | 2016 ()
Net Profit Margin ;13 ‘ 7.00% |7.50%

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 expenses in
2017. #




Profitability Ratios ZIFI|§E JIEEZ

Compute the Return on Capital Employed (ROCE) for 2016.

Profit before interest and tax £l 2 Kz A2 Bij 4]

(Operating Profit’s & &7 £1]) Return on Capital
I oved EHIZ4 = Employed
Capital Employed #EHE E B SR
(Equity &N + Non-current Liabilities 3[@;;@}]&{?)
$24,000
= 40.34%
($41,500 + $18,000)

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

For every $100 of long term capital investment made in the business,
S40.34 is operating profit generated for the year.

30



Profitability Ratios ZIFI|§E JIEEZ

Compute the Return on Capital Employed (ROCE) for 2017.

Profit before interest and tax £l 2 Kz A2 Bij 4]

(Operating Profit’= 15 &1 £1]) Return on Capital
I oved EHIZ4 = Employed
Capital Employed #EHE E B SR
(Equity &N + Non-current Liabilities 3[@;;@}]&%
$33,000
=41.25%
($68,000 + $12,000)

2017 (9) 2016 (S)

ROCE & Fi & 4 == f 41.25% 40.34%

Much more income is earned in 2017 base on the book value of

long term capital investment made in the business.
31
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Management Efficiency Ratios

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:

Management Efficiency Ratios: _

* Inventory turnover 1715 e
* Inventory turnover period F & EEHAR
* Trade receivables turnover e SR
* Trade receivables collection period HrRERHHRR
e Trade payables turnover FE(T =K
* Trade payables repayment period WA AR

e Total assets turnover AL T R e

32



Management Efficiency Ratios & B F l

Compute the Inventory Turnover for 2016.

Cost of Good Sold #H & A A~ Inventory Turnover

<= 154 = £l
Inventory 17 & 7 R
250, :
250000 = 8.33 times
$30,000

Inventory turnover measures the number of times, on average,
the inventory is sold during the period.

33
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Management Efficiency Ratios & It

\E |

Compute the Inventory Turnover for 2017.

Cost of Good Sold 5 & A< Inventory Turnover
= = 15 HiH
Inventory X FE A
$380,000
= 7.60 times
$50,000
2017 ($) 2016 (S)

Inventory Turnover 175 E#E3 ‘ 7.60 times | 8.33 times

A higher ratio indicates that the inventory “turn over” rapidly as it
moves quickly from the time of acquisition to sales.

Inventory Turnover declined slightly in 2017. Inventory is moving
slower in 2017 than it did in 2016 from the time of acquisition to
sales. *



Management Efficiency Ratios & B F l

Compute the Inventory Turnover Period for 2016.

Inventory 75X X 365 days = Inventory Turnover Period

Cost of Good Sold #8 & Al Zx & AR
$30,000 x 365 days
= 43.80 days
$250,000

Measures the average number of days the company holds its
inventory before selling it.

35



=
>t
¥
X
Tl
Yo

Management Efficiency Ratios & It

Compute the Inventory Turnover Period for 2017.

Inventory 7 & ¥ 365 days = Inv(jgtoryﬁgrnover Period
Cost of Good Sold $HE A& 7 & HEHR
$50,000 x 365 days
= 48.03 days
$380,000

2017 (S) 2016 (S)

Inventory Turnover Period

FEAEHR

|

The average selling time of 48.03 days in 2017 is longer as compared
with that in 2016.

48.03 days| 43.80 days

36



Management Efficiency Ratios & B F l

Compute the Trade Receivables Turnover for 2016.

Credit Sales HriH .
i _ Trade Receivables Turnover
qEEh

Trade Receivables JEUg 52 FEEE

$300,000
$85,000

= 3.53 times

It measures the number of times, on average, the company
collects receivables during the period.

37
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Management Efficiency Ratios &I

Compute the Trade Receivables Turnover for 2017.

. PAIN 4
Credit Sales {35 _ Trade Receivables Turnover
Trade Receivables JEUg 52 FEEE

$450,000

= 4.50 times

$100,000

L}

2017 (S) 2016 (5)

Trade Receivables Ratio

FEUW SR A

4.50 times | 3.53 times

Trade Receivables Turnover improved in 2016.

38



Management Efficiency Ratios & B F l

Compute the Trade Receivables Collection Period for 2016.

Trade Receivables JEUL &k Trade Receivables
— x 365 days = Collection Period
Credit Sales FREH A4 AR
$85,000 x 365 days
= 103.42 days
$300,000

It assesses the effectiveness of a company’s credit and collection
policies.

This ratio means that receivables are collected on average every
103.42 days.

39
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Compute the Trade Receivables Collection Period for 2017.

Management Efficiency Ratios & It

Trade Receivables FEUL &=k Trade Receivables
— x 365 days = Collection Period
Credit Sales AR B4 HA TR
$100,000 x 365 days
= 81.11 days
$450,000

2017 (S) |2016(S)

Trade Receivable Collection Period‘
AR HARR

The company has decreased the average collection period by 22.31

days. The company can convert its receivables into cash faster than
last year.

81.11days | 103.42days

40
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Compute the Trade Payables Turnover for 2016.

Management Efficiency Ratios

Credit Purchases &:H
i _ Trade Receivables Turnover

Trade Payables fE{ 5K FE(T Sk

Cost of Goods Sold $5 & RY 2

— Opening InventoriesEi¢ {7 &
+ Closing InventoriesHi R {7 &

($250,000 - $20,000 + $30,000)
$70,000

= 3.71 times

It measures the number of times, on average, the company settles
payables during the period.
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Management Efficiency Ratios & F& R =

Compute the Trade Payables Turnover for 2017.

Credit Purchases H:H
i _ Trade Receivables Turnover

Trade Payables fE{J &75K FE SR

380,000 - $30,000 + $50,000 ,
S > b ) = 5.00 times

$80,000

2017 (S) 2016 (S)

Trade Payables Ratio

PN S A

Trade Payables Turnover increased in 2017.

5.00 times| 3.71 times

L}
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Management Efficiency Ratios

Compute the Trade Payables Repayment Period for 2016.

Trade Payables JEff &5k Trade Payables
" X 365 days = Repayment Period
Credit Purchases fRfE HA AR
$70,000 x 365 days
= 98.27 days
$250,000 - $20,000 + $30,000

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

This means that payables are settled on average every 98.27 days.

43
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Compute the Trade Payables Repayment Period for 2017.

Management Efficiency Ratios & 3

Trade Payables JEff &5k Trade Payables
" X 365 days = Repayment Period
Credit Purchases FRPE BA B HATR
$80,000 x 365 days
= 73.00 days
$380,000 - $30,000 + $50,000

2017 (S) |2016 (S)

Trade Payables Repayment Period
y Pay ‘ 73.00 days | 98.27 days

R AR

The company settles its payables for credit purchases (§z:f#) on
average every 73 days in 2017, which means the company have to

settle the payables 25.27days earlier on average.
44



Management Efficiency Ratios & It
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v" Whether these days are good or bad depend
on the company goals.

v' A company may have long trade receivables
period by granting customers long credit period
in order to gain market share.

v' Credit period enjoyed by the company enables
more liquid funds for operations;

45



Management Efficiency Ratios & 1B 3K

Compute the total Asset Turnover for 2016.

iE2)

\/E
Sales HE _ Asset Turnover
- - =<
A BEELHE

Total Assets 22 & &=

$300,000
$144,500

= 2.08 times

Measures how efficiently a company uses its assets to generate

sales.

46



Management Efficiency Ratios B IE R l

Compute the total Asset Turnover for 2017.

\ /E
Sales 55 _ Asset Turnover
- . = = E
5 == /\/L,\E }_Fﬁ H
Total Assets 22 & &=
$450,000
= 2.37 times
$190,000

2017 ($) | 2016 (S)

Total Assets Turnover &ﬁgg@%i@tzm times | 2.08 times

The company has efficiently used its assets, much more sales
revenue is generated in 2017 than last year.

47



Liquidity Ratios /it 2| = 5 EL 2R

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:

* Acid-test ratio B2

48



Liquidity Ratios it 2/ & =& L52E

Compute the Current Ratio for 2016.

Current Assets e & &=
: = Current Ratio Ji &L=

Current Liabilities ) & &

$116,000
$85,000

=1.36:1

The ratio of 1.36:1 means that for every dollar of current liabilities, the company
has $1.36 of current assets.

An exceptionally high current ratio indicates good liquidity, it may be a symptom
of poor working capital (2 & & &).

49



Liquidity Ratios /it 2| = 5 EL 2R

Compute the Current Ratio for 2017.

Current Assets R E) & &=

Current Liabilities B & &

= Current Ratio R Bj L=

$151,000
$110,000

=137:1

2017 ($) | 2016 (3)
Current Ratio JRREHEEZ t 1.37:1 |1.36:1

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




Liquidity Ratios i 2| &5 =& LG 2%

Compute the Quick Ratio for 2016.

Current Assets R E)E E — Inventories 78 Quick Ratio

_ o
Current Liabilities i) & & RENEL
$ 116,000 - $30,000
=1.01:1
$85,000

The acid-test ratio measures immediate liquidity.

51



Liquidity Ratios /it 2| = 5 EL 2R

Compute the Quick Ratio for 2017.

Current Assets R E)E E — Inventories 78 Quick Ratio

_ o
Current Liabilities i) & & RENELE
$ 151,000 - $50,000
= 0.92:1
$110,000

2017 (S) 2016 (S)
Quick Ratio ‘ﬁf"ﬁ[;l;%‘ 0.92:1 1.01:1

The company may have immediate debt-paying liquidity problem.




Solvency Ratios {E{&8E /1 EGZR

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

> Ratio includes:

LR

* This ratio indicates the capital structure of company.

 High Gearing ratio indicates the company is debt-financing
(mainly financed by outside debts). High-geared companies will
have difficulties to obtain further borrowings. Bankruptcy may
occur when the financiers demand repayments;

 Low Gearing ratio indicates the company is equity-financing.
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Solvency Ratios {E{&8E /1 EGZR

Compute the Gearing Ratio for 2016.

Non-current Liabilities IR EI & &
+ Preferences Share Capital 85tz 7ZN

Non-current Liabilities IERE) B &
+ Shareholders’ Fund Jg B & A~

= Gearing Ratio 18126

$18,000
$18,000 + $41,500

= 30.25%

HIGH in this ratio indicates the company may have difficulties in

repaying debts from its equity funds, a
from Banks or other lenders.

nd obtain further loans
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Solvency Ratios {E{&8E /1 EGZR

Compute the Gearing Ratio for 2017.
Non-current Liabilities IE)EI & &
+ Preferences Share Capital 85tz 7ZN

Non-current Liabilities IERE) B &
+ Shareholders’ Fund Jg B & A~

= Gearing Ratio 18126

212000 _ ;5 00%
$1Z,000 + $68,000

2017 ($) | 2016 (3)
Gearing fE/2EE®R ‘ 15.00% 30.25%

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

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

> Measures the amount of return on an investment.

> Ratio includes:

« Earning per Share |&Hc&F]
(325

* A measure of the net income earned on each share of ordinary

share.
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Investment Appraisalisse= w4

Compute the Earning per Share (EPS) for 2016.

Net Profit after tax f21& %X
- Preferences Dividend B5Cig B

. ; = Earning per ShareE iR &7
No. of Ordinary Shares issued =

BITHEHBRE=

$19,500
$22,000/52

= $1.77/share

Earnings Per Share (B2 & #)) measures the amount of money
each shareholder would receive, if all profits were distributed at the
end of the year.
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bnvestmenidAppraisal e &

Compute the Earning per Share (EPS) for 2017.

Net Profit after tax #2183 F|
- Preferences Dividend B5CIK 2

, - = Earning per Share & & & F|
No. of Ordinary Shares issued

ERTHEBRHE

$26,500

= $2.41/sh
$22000/53  +241/share

2017 () 2016 (S)
Earnings Per Share Hﬁ%ﬂt$2.4l/share $1.77/share

Much more net income is generated from each issued
ordinary share in 2017 than last year.
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Importance of Relative Financial Ratios

In order to make sense of a ratio, we must compare it with some
appropriate benchmarks (& E:7E)

Examine a company’s performance relative to:
Industry averages

. Aggregate economy (X715 5)

* glts major competitors (5% ¥ F+) within the CA;
industry '
| Its own past performance (iE{3:75H) A ,
-
Intracompany £ S
Intercompany . A
XYZ =
A ‘ @o =
Qi A A+B+C
‘ "l co | | [201 o 201 ==
6 7

59



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:

— Afall in sales (58 &) may be compensated by a higher
profitability ratio (&I FIEE JTLEE)

— A high gearing (f8F£LE%) may not be a great concern
in light of good profitability ( E F &I FIEE 7)

— Poor profitability (& §5&2FIJ5E J7) could be remedied
(#853K%) by improved cash flows (¥2 =3H5071)

60



THANKS




