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Chairman’s
Statement
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CHAIRMAN’S STATEMENT X &t

Also referred as “letter to the shareholders” (4555
HHI(E)

Allows the chief executive (1T7E4E%k) to identify
the company’s strategy

Usual contents include:

— Overall trading conditions

— Performance in various key activities
— Special items of interest

— Company strategies and plans

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



Management Discussion and Analysis

OVERVIEW

Irtermational Housewares Retail Company Limited [the “Company”) and its subsidiarias (collactively raferred 1o as the
“Group”) achiowed ancther annual record high in revenue for the year endad 30 Aprl 2015 {the *Year™), a strong indication
of the Group's capability to ovarcome short-term fluctuations and challenges in the markets. The revenus reached
HES1,951, 279,000 (2013/14: HKS1, 746,838 000), reprosanting a significant growth of 11.7% over the last year. As at 30
April 2015, the Group had a total of 371 stores worldwida in Hong Kong, Singapore, Malaysia, Mainkand China, Macau,
Cambodia, Indonasia, Saudi Arabia and New Zealand, with a nat addition of 38 stores during the Year.

FINANCIAL PERFORMANCE

For the Year, the Group's revenue increased by 11.7% to HK$1,951, 279,000 (2013/14: HKE1, 746 B3E,000). This was
maainty due to the opaning of new stores and growth in comparable store sales. Hevenuo was also drivan by the growth in
both the number of transactions and the averaga spending per transaction. In addition, we continued to increase the variety
of our marchandise to capture additional markat opportunities and expand our customar basa.

The Group's gross profit margin remained stable, and our gross profit increased by 11.1% to HKEO02, 790,000 (2013714:
HK3812,529,000).

Oparating axpanszas increasad slightly from 40.5% to 42.1% as a percantage of rovenue against the last yvear. This was
primarily due to continuing increase of rental expenses and staff cost. Moreover, a number of new stores ware opened
during tha Year and ara still in their investmant pariods. In addition, thare was certain expenses to tighten the Company's
compliance with relevant regulatory requirements and related costs of intermal control measures. In spite of these adverse
factors, thanks to our strong brand recognition and popular product offering, the Group has managed to deliver record-high
sales to maintain costs as a stable percentage of revenuwa during the Year.

Excluding net gain of HKS30,117 000 arising from one-off items! from tha kast year, the profit attributable to eguity holders
of the Company for the Year dacreasad by 22.6% to HKSER,300,000 (201314: HKS114,248 000, represanting 4.5% of
revanue (2013/14: 6.5%(1).

LIQUIDITY AND FINANCIAL RESOURCES

As at 30 April 2015, the Group had cash and cash equivalents amounting to HK$447,376,000 (30 April 2014:
HKS466,432,000). Most of the Group's cash and bank deposits were denominated in Hong Kong dollars and Renminbi, and
wars dapositad with major banks in Hong Kaong with maturity dates faliing within thrae months.

It is the Group's treasury management policy not to engage in amy highly leveraged or speculative derivative products and
it will continue to place the majorty of our surplus cash in Hong Kong dollars or Renminbi bank deposits with appropriate
maturity pericds to mest the funding requirements in the future. The curment ratio for the Group was 2.7 (30 Aprl 201 4: 3.0).
Bank borrowings amounted to HKE75,130,000 as at 30 Aprl 2015 (30 Aprl 2014: HKSE4, 0GR oY KARY BBRIIYRQLC g Public Accountants, 2015. Allights reserved.




MANAGEMENT DISCUSSION AND
ANALYSIS B e Tam KT

One of the most important components of the
annual report

Discuss the organization's (2H4%) past performance

Makes explicit (F%35) how successful leadership has
been at achieving the corporate strategy

Points to the company’s future strategic focus

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



Independent Auditor’s Report

TO THE SHAREHOLDERS OF INTERNATIOMAL HOUSEWARES RETAIL COMPANY LIMITED
{incorporated it Cayman Islands with imifed labity)

We have audited the consolidated financial statements of Intemational Housawares Retail Comipany Limitad {the “Company ™)
and its subsidianies (togather, the "Group”) set out on pages 46 to 107, which comprsa the consolidated and Company
balanca sheats &= at 30 April 2015, and the consolidatad income statement, the consolidated statemant of comprahansive
income, the consclidated statement of changes in aquity and the consclidated statement of cash flows for the year then
andad, and a summary of significant accounting policies and othar explanatory information.

DIRECTORS® RESPONSIBILITY FOR THE CONSOLIDATED FINANCIAL STATEMENTS

The directors of the Company are responsible for the preparation of consolidated financial statements that give a true and
fair view in accordanca with Hong Kong Financial Reporting Standards issued by the Hong Kong Institute of Certified Public
Accountants and the disclosure reguirements of the predecassor Hong Kong Companies Ordinance (Cap.32), and for such
intarnal control as the directors datermine is necessary to enable the praparation of consolidated financial statements that
are free from material misstaterment, whether dwe to frawd or ermor.

AUDITOR'S RESPONSIBILITY

Our responsibility is to express an opinion on thase conscolidated financial statements based on our audit and to report our
opinion solely to you, as a body, and for no othar purpose. We do not assume responsibiity towards or accapt liability to any
other parson for the contents of this report.

We conducted our audit in accordanca with Hong Kong Standards on Auditing issued by the Hong Kong Institute of Certified
Public Accountants. Thosa standards require that we comply with ethical requiremenis and plan and parform the auwdit to
obiain reasonable assurance about whathar the consolidated financial statements ara free from matenal misstatemeant.

An audit involves performing procedures to obtain awdit evidence about the amounts and disclosures in the consolidated
financial statermants. Tha proceduras salected dopend on the awditor's judgmant, including the assassmant of the risks
of matenal misstatement of the consclidated financial statements, whather due to fraud or armor. In making those nisk
assessmeants, the auditor considers intermnal control ralevant to the entity’s preparation of consolidated financial statemeants
that give a true and fair view in order to design audit proceduras that are appropriate in the circumsiances, but not for the
purpoee of axpressing an opinion on the efiectivanass of the entity’s internal contral. An audit al=o includes evaluating the
appropriatenass of accounting policies usad and tha reasonablanass of accounting estimates made by the directors, as wel as
evaluating the overall presantation of the consolidatad financial statomants.

We beliove that the audit evidenca wa have obtained is sufficient and appropriate to provide a basis for cur audit opinion.

OPINION
In our opinion, the consolidated financial statements give a true and fair view of the s&ECRe SRaRsRHitHE CidntaHi9f ByglisfAccountants, 2015. All rights reserved.



INDEPENDENT AUDITOR’S
REPORT IS ElieR &

® New Companies Ordinance (F.\=]&%]) Section 406

® Confirmation of Management Responsibility
® Declaration (ZHH) of Process and Procedures
O

Announcement of Audit Opinions (fZ&EHE)
* Clean Report (LR = R)
e Qualified Report (f£E=H)

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



Consolidated Income Statement

For thee Yaar Endagd 30 Aprll 2015

Revanue & 1,051,279 1,746,838
Cost of sales a 1,048, 480) (934,309}
Gross profit 002,700 812,520
Other income — net & 16,675 17,749
(Other (lossas)gains — nat 7 {1,566) 41,926
Distribution and advertising axpanses a (53,328) {46, TE3)
Administrative and other oparating expensaes a {T68,006) (BE81,023)
Operating profit 95,575 164,418
Fimance income 10 6,184 4,828
Finance expansas 10 (1,691) {1,449)
Finance incomse — nat 10 4,493 3179
Profit before income tax 100,068 167,587
Income tax expense 17 (20,829) (24,498)
Profit for the year 79,239 143,009

Profit/{loss) attributable to:
Owners of the Company 88,300 144,385
Mon-contraliing interests {9,151) {1,266)
78,238 143,089

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



CONSOLIDATED INCOME STATEMENT

=OAS

GrE

AR

Function of Expense method (3%#5E X ThHREEFIE)

* Classifies expenses according to their function as
cost of sales, selling and distribution costs, or
administrative expenses

* This method can provide more relevant information to
users, but allocating costs to functions may require
arbitrary allocations and involve considerable
judgment

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



Sample Income Statement

HER e

2015 (9) 2014 ($)
Revenue #& 450,000 300,000
Cost of sales #8E A (380,000) (250,000)
Gross profit ZF/ 70,000 50,000
Depreciation JT& (1,000) (1,000)
Amortization 18 (1,000) (1,000)
Selling & Distribution costs 77§5ZH | (5,000) (4,000)
Administration expenses 175z (30,000) (20,000)
Operating profit 2 2&&7Fl/ 33,000 24,000

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



Sample Income Statement

ERREH] (cont’ £8)

2015 ($) 2014 ($)
Operating profit Z22&&7Fl/ 33,000 24,000
Finance costs {4 #5E AN (1,500) (1,500)
Profit before taxation ZZ57&ZF] 31,500 22,500
Taxation i< (5,000) (3,000)
Profit for the year £4EZ7F) 26,500 19,500

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



Find another Sample
Income Statement EZ5EZH

- Exercise Q1!

BIREFE] 4




Consolidated Balance Sheet

As.at 30 Aprl 2015

ASSETS
MNon-current assets
Property, plant and equipment 15 117,161 72,662
Intangible assats 18 30,103 20,716
Dhafarrad income tax assats 23 5,357 4919
Mon-currant prapayment and deposits 18 73,493 62,830
226,114 170,047
Current assets
Inveniories 19 204,052 308,735
Trade and othar recavablas 18 58,577 47,938
Amount due from sharsholders 32(d) 465 -
Pledged bank deposits 20 6,533 6517
Bank deposits with initial tarms of over three months 20 BET 51
(Cash and cash equivalents 20 447 3T6 466,432
| el
Total assets 1,034,584 QL9890
EQUITY
Capital and resarves attributable to the owners of the Company
Share capital and share pramium 21 501,274 580 400
Resarves: 22 & 37
— Proposad final dividend 40,567 32,551
- Othars 88,074 74,151
710,015 BOE,102
MNon=controlling interests 12,332 22578

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



coNSOLIDATED SALANCE SHEE]
\wmééﬁ%%%

IR

Equity A

Assets

BiE Liabilities &%

Resources supplied by
creditors and owners

ROR R ARt Af2 i

Resources used
in the business

ERERR

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



CONSOLIDATED BALANCE SHEET

shareholders

2z N
SFEBEEARER
Assets Economic resources Property, plant&
S owned by the equipment B, FE &
reporting entity (&  #25
HESS) Inventories 75
Trade receivables JELZ
=ik
Cash Ii&
Equity Claims by Share capital BRAEA
MELS shareholders Reserves {i#iE
Liabilities Claims by persons  Borrowings 1&xX
=t other than its Trade payables fE{f &




Assets EiE

Non-Current Assets JERBIEZE

e Long useful lives

e Currently used in operations (‘=7%H)

e Depreciation (JTE) - allocating the cost of assets
to its useful years

e Accumulated depreciation (£2fFEHTE) - total
amount of depreciation expensed thus far in the
asset’s life

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



Assets EiE

Current Assets JFEIEZE

Ny

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

e Operating cycle (Z##AH) is the average time it
takes from the purchase of inventories to the
collection of cash from customers

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



Equity f#%= and Liabilities &f&

Equity 2z
e Share Capital and Retained Earnings ({r & 2 %)

e Non-Controlling Interest (AEE A% #E 73) - equity in a
subsidiary not attributable, directly or indirectly, to the
parent (B} H])

Non-Current Liabilities FJE78I& &

e Obligations a company expects to pay after one year.

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



Equity f#%= and Liabilities &f&

Current Liabilities J78/& &

e Obligations (&18) a company is to pay within the
coming year or its operating cycle, whichever is
longer

e Liquidity (Ji&@h) - ability to pay obligations
expected to be due within the next year

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



Sample Balance Sheet BEE& BRI

Non-Current Assets JERBIEZE 2015 ($) 2014 (%)

Property, plant and equipment EE, k= | 51,000 38,400

Foies

Accumulated depreciation Zf&5fTEE (12,000) (10,000)
39,000 28,400

Current Assets JFEIEE

Inventories 7 & 50,000 30,000

Trade receivables JEUL EZk 100,000 85,000

Cash and cash equivalents IH < 1,000 1,100
151,000 116,100

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



Sample Balance Sheet EE&EFRER (cont')

2015 (%) 2014 (%)
Equity &4
Share capital AR E A 22,000 22,000
Other reserves E A 44 6,000 4,500
Retained earnings {84 F];H 40,000 15,000
68,000 41,500

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



Sample Balance Sheet EE&EFRER (cont'E)

2015 (9) 2014 ($)
Non-Current Liabilities JE 7 &8/ & &
Borrowings &K 12,000 18,000
Current Liabilities J7&18/&F
Trade payables JE{f &K 80,000 70,000
Non trade payables EANFE(TFH 30,000 15,000
110,000 85,000

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



Find another Sample
Balance Sheet TE & EHHIN]

- Exercise Q2!
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Notes to the Consolidated Financial Statements

1 GENERAL INFORMATION
International Housewares Retall Company Limited (the “Company”) and its subsidiaries (fogether the “Group”) ane
principally angagad in retail sales and trading of housewares products, licencing of franchise rights and provision of
maragamant sanicas.

The Company & a limited Eability company incorporated in the Cayman |slands. The address of its registored office s
Cricket Square, Hutchins Drive, PO Box 2881, Grand Cayman, KY1-1111, Cayman Islands.

The Group is conirolled by Hiluleka Limited (incorporated in the British Virgin Islands). Tha ultimate controling parties of
tha Group are Mr. Lau Pak Fai, Pater and Ms. Ngai Lai Ha.

These consclidated financial statements are presented in Hong Kong dollars "HK$”), unless otherwiso stated. These
consolidatad financial statomants have baen approved for issua by the Board of Diractors on 24 July 2015.

2 SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The principal accounting policies applied in the preparation of these consolidated financial statemants are set out

balow. These policies have been consistently applied to al the years presanted, unless otherwise stated.

2.1 Basis of preparation
Tha consolidated financial statemants of the Company have beon prapared in accordance with Hong Kong
Financial Raporting Standards ("HKFRS™). The consolidated financial statements have boen prepared under the
histoncal cost comeention.

Tha consolidated financial statements are prepared in accordance with the applicable requirements of the
predecessor Companies Ordinance (Cap. 32) for this financial year and the comparative pariod.

The preparation of financial statemeants in conformity with HKFRS requires the uss of cartain critical accounting
ostimates. It also requires manageamant to exercise its judgment in the process of applying the Group’s accounting
policies. The areas mvolving a higher degres of judgment or compleedaty, or areas where assumptions and estimates
ara significant to the consolidatad financial statemants are disclosad in Noto 4.

I Tha following standards, amendments to standards and intarpretations to standards are mandatory for
tha Group's financial year beginning on 1 May 2014. The adoption of thase standards, amandments and
interpretations has not had any significant impact to the results and financizl position of tha Group.

HKAS 32 (Amendment) Financial Instruments: Praseniation on Asset and Liability Oifsaiting
HKAS 36 (Amendment) Imipaimment of Assets on Recoverable Amount Disclosuras
HEAS 33 (Amendment) Financial Instruments: Recognitions and Measurament — Nowvation of
deriatives
HEFRS 10, 12 and HKAS 27 Consolidation for Investment Entities © Hong Kong Institute of Certified Public Accountants, 2015. Al rights reserved.
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NOTES TO THE CONSOLIDATED FINANCIAL

STATEMENTS 4548 B ikt

‘

Specified by the New Companies Ordinance (Zrz &/
#A)

Supplemented by the Hong Kong Financial

Reporting Standards (ZF &8 &#/2£&4)) and the
Listing Rules (_£ 7 EEH)

Significant Accounting Policies
Schedule of breakdown of items on accounts

Explanation and elaboration of details (FF4H] &)

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



PROFITABILITY RATIOS & Flgs J7EE=R

® How management is doing at controlling costs (. As$%E
ifl]), so that a large proportion of the goods sold dollar
IS converted into profit

- Mark up gk
— Gross profit ratio £ F1[22

— Net profit ratio /FFI[2R

— Return on capital employed (ROCE)
78 P& iR

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



Mark Up fik

= Gross profit / Cost of goods sold

EA 1 SHERAR
2015 (9) 2014 (9)
Gross profit £ 70,000 50,000
Cost of goods sold FFH &R A 380,000 250,000
Mark Up 77768 | 18.42% | 20.00%

® Profit earned for each one dollar of cost of goods
sold

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



Gross Profit Ratio FFI[%2

= Gross profit / Sales

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

®Profit earned for each one dollar of goods sold
before operating expenses

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



Net Profit Ratio j3F1]%2

= Net profit before tax / Sales

fERnFA | e
2015 ($) |2014 (%)
Profit for the year £ &7F] 31,500 22,500
Sales §jH & 450,000 300,000
Net Profit Margin jZF/2% | 7.00% 7.50%

e Profit earned for each one dollar of goods sold after
all operating expenses

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



Return on Capital Employed (ROCE)
HHE S H=R

= Profit before interest and tax / Capital employed

FIE AR ETFF] 1 2 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 ZEFHEZ# 4% 41.25% 40.34%

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

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



Profitability Ratios
HAEETIEER

- Exercise All
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A/

ASSET UTILIZATION RATIOS EE{EHEL

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

— Inventory turnover ratio 77 & EEXR

— Inventory turnover period {7 & E#EHAR

—  Trade receivables ratio JEU &2k E 2

—  Trade receivables collection period F:35HAIE
— Trade payables ratio [ &7k & E=

—  Trade payables repayment period HEHEHAR
— Cash conversion cycle ¥ &gz 7E HH

— Total assets turnover 42 7 g

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



Inventory Turnover Ratio {75 %
= Cost of goods sold / Inventory
R 78
2015 ($) 2014 ($)
Inventories (7 & 50,000 30,000
Cost of goods sold $4 &4 380,000 250,000
Inventory Turnover Ratio ZZ&5/E#E% | | 7.60 8.33

® Measures the number of times, on average, the
Inventory is sold during the period

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



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

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



A/
b7y

Trade Receivables Ratio FEWE X E 3

= Credit sales / Trade receivables
WrdE [ IEULERX

2015 (%) 2014 (%)
Trade receivables JET &K 100,000 85,000
Sales $H&E 450,000 300,000
Trade Receivables Ratio 4.50 3.53
[ERETEEE

® Measures the number of times, on average, the company
collects receivables during the period

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



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 &#580R |

® |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 Ratio B &k FE#E

= Credit purchases / Trade payables
el [ ET =K

A/
7

(1L

2015 (%) 2014 (9)
Trade payables JE{f &K 80,000 70,000
Purchases & 380,000 250,000
Trade Payables Ratio
o e 4.75 3.57
JEN S5/ |

® Measures the number of times, on average, the company
settles payables during the period

© 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
Period ZMEEIRE | 77 days 102 days

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

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



OPERATING CYCLE ‘=41 /
CASH CONVERSION CYCLE IH e A A HA

Raw material Cash
purchased Finished goods sold received
A A A
Inventory Trade
F5EERIPR collection period

AriHHARR

«— Trade payable =—» Cash conversion

repayment period cycle

RO l ks B

Cash paid for materials

Operating cycle
P I— *L\ ‘Hﬂﬂ >

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




L
4 s

Cash conversion cycle I A ]

= Inventory turnover period + Trade receivables
collection period - Trade payables repayment period

FREEIIR + FRIEIIR - FRlR

2015 ($) |2014 (%)
Inventory turnover period F & EHEHAE | 48 44
Trade receivables collection period 81 103
R ER HAPR
Trade payables repayment period (77) (102)
R
Cash conversion cycle ZEsp#Ei% /547 1 | 52 45

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



A/
AN

Total Assets Turnover Z8&E fEiE%

= Sales / Total assets
SHE | BEE

2015 ($) |2014 (%)
Sales $H & 450,000 |300,000
Non-current assets JERENIE = 39,000 28,400
Current assets i &E 151,000 (116,100
Total assets 44& = 190,000 |144,500
Total Assets Turnover &z /g% | 2.37 2.08

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



Asset Utilization Ratios & & FH L=

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

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

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



Asset Utilization

Ratios &

J

L

- Exercise AZ2!
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=

LIQUIDITY RATIOS JREIESHES

® Ability to meet future short-term financial obligations (%4

)I]]Iﬁ'
314
B

HETS)
Current Ratio = Current Assets / Current Liablilities
);’T*T,E)Jttz“_—‘ /JIL@J }z / /JIL@J%{E
Quick Ratio = (Current Assets — Inventories) /
IR BN L3R Current Liabilities

(/JIL@J /X f{b) / /JIL@JEE

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



Current Ratio JREjEE=

= Current Assets / Current Liabilities
mENEE | REEE

® Current ratio vary widely according to the type of
business

® \While a high current ratio indicates good liquidity, it
may be a symptom of poor working capital (ZH &%)

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



Current Ratio JREjEE=

2015 ($) |2014 (%)

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

Current Ratio JZEifL% — 1.37 1.37

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



Quick Ratio ZREJLLZR

= (Current Assets — Inventories) / Current Liabilities

(/JIL@J /z f{b) / /)l@ﬂéfﬁ

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

101,000 86,100
Current liabilities JiE &5 110,000 85,000
Quick Ratio ZEZfLE | 0.92 1.01

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

d.



qumdl'ry Ra‘hos

- Exercise A3

\é\‘ﬁ} E’{E%Fﬁﬁ \,-\3




SOLVENCY RATIOS {BERE JIEER

® Gearing ratio fBARLEER

= (Non current liabilities + Preference share capital) /
(Non current liabilities + Equity)

GEREIEIE + BElEA) | GERBEE + IKRER)

— 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

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



Gearing TRIFELR

2015 ($) 2014 ($)
Borrowings &k 12,000 18,000
Equity f&78 68,000 41,500

80,000 59,500

Gearing 82 | 15% 30.25%

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



Solvency Ratios
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- Exercise A4l
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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 (&8 7% [%%)

— Its industry (173£)

— Its major competitors (55 F¥+F) within the industry
— Its own past performance (#&{FZF=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 (Z2F1gE J1EE%)

— A high gearing (f&8f5[%2) may not be a great
concern in light of good profitability ( E &1 F]5E J)

— Poor profitability (JF55&F18E /J) could be remedied
(f5%%) by improved cash flows (3 &1 &07)
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THANK YOU

for Latering!
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