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CHAPTER 7:  FINANCIAL ANALYSIS
7.1 Introduction

By Hands International Company Limited has established since year 1991 with amount of registered capital at 750,000 Baht with 10,000 common stocks at par of 100 Baht. Presently, the amount of registered capital is 1,000,000 baht at 100 Baht for par value with 10,000 common stocks that shareholders of the company are the owners and relatives; therefore, By Hands is operated as family business.

Financial analysis

Financial analysis focused on analyzing By Hand's financial statement in order to evaluate the firm's financial trends over time. These studies help identifying deficiencies and then take action to improve performance. To evaluate firm's financial performance, financial statement is analyzed because it useful both to help anticipating future conditions and, more important, as a starting point for planning actions that will improve the firm's future performance. Financial ratios are designed to help evaluate financial statement.

7.2  Financial Indicators and Analysis

Common size analysis and percentage change analysis are techniques and indicators that can be used to identify trends in financial statements. 

7.2.1 Common Size Analysis
In a common size analysis, all income statement items are divided by sales, and all balance sheet items are divided by total assets. Thus, a common size income statement shows each item as a percentage of sales, and a common size balance sheet shows each item as a percentage of total assets. 

The advantage of common size analysis is that it facilitates comparisons of balance sheets and income statements over time that is useful analysis when comparing previous years.

7.2.1.1 Common size balance sheet 

This expresses each component on the balance sheet as a percentage of total assets.

According to figure 7-1, we can see that By Hand has current assets more than fixed assets. The company's current asset has more than a half of total assets and focusing on higher inventories that increase every year. 
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Figure 7-1: Common Size Balance Sheet regarding total assets as of 31 December 2002, 2003, and 2004 
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Figure 7-2: Common Size Balance Sheet regarding liabilities and shareholder’s equity as of 31 December 2002, 2003, and 2004 

According to Figure 7- 2 , we found that the company financed by own equity at most that too little debt may mean you are not realizing the full potential of your business -- and may actually hurt your overall profitability. However, long-term liabilities increase every year and more than current liabilities in year 2004. 
Table 7-1: Common Size Balance Sheet

	
	
	Assets
	2002
	2003
	2004

	Current Assets
	
	
	
	

	
	Cash in Hand and at Bank
	34.49%
	0.80%
	60.45%

	
	Account Receivable
	-
	57.09%
	0.38%

	
	Inventory
	
	7.49%
	7.41%
	22.25%

	
	Other Current Assets
	7.32%
	0.69%
	0.65%

	
	Total Current Assets
	49.31%
	66.00%
	60.45%

	Non-current Assets
	
	
	
	

	
	Property, Plant and Equipment
	49.39%
	33.53%
	36.98%

	
	Other Fixed Assets
	1.30%
	0.47%
	2.57%

	
	Total Non-current Assets
	50.69%
	34.00%
	39.55%

	
	Total Asset
	100.00%
	100.00%
	100.00%

	Total Liabilities and Shareholder’s Equity

	
	Liabilities
	
	
	
	

	Current Liabilities
	
	
	
	

	
	Account Payable
	1.95%
	1.88%
	0.23%

	
	Loan
	
	11.50%
	28.71%
	

	
	Other Current Liabilities
	2.39%
	1.74%
	1.96%

	
	Total Current Liabilities
	15.83%
	32.33%
	2.19%

	Long-term Liabilities
	
	
	

	
	Other Long-term Liabilities
	13.25%
	8.56%
	19.25%

	
	
	Total Liabilities
	29.08%
	40.89%
	21.44%

	
	Shareholder's Equity
	
	
	

	
	Share Capital
	66.34%
	52.19%
	65.65%

	
	Retained Earnings
	
	
	

	
	Unappropriated
	4.57%
	6.92%
	12.90%

	
	Total Shareholder's Equity
	70.92%
	59.11%
	78.56%

	Total Liabilities and Shareholder's Equity
	100.00%
	100.00%
	100.00%


7.2.1.2 Common size income statement

This technique express that income statement shows each item as a percentage of sales. According to Figure 7- 3, from year 2002 to 2004, there are large proportion of cost of goods sold and the selling and administration expenses have increased gradually leading to lower profit. However, the cost of good sold has decreased from the past that the company should generate more sales to have higher profitability.

Figure 7- 3: Common size income statement for the period of one year ending 31 December 2002, 2003, and 2004.
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Table 7-2: Common Size Income Statement

	
	
	
	
	2002
	2003
	2004

	Revenue
	
	
	
	
	
	

	
	Sales
	
	
	95.96%
	99.64%
	98.92%

	
	Other Income
	
	4.04%
	0.36%
	1.08%

	
	
	Total Revenue
	100.00%
	100.00%
	100.00%

	
	
	
	
	
	
	

	Expenses
	
	
	
	
	
	

	
	Cost of Goods Sold
	
	70.32%
	70.12%
	66.62%

	
	Selling and Administration Expenses
	26.80%
	25.93%
	30.16%

	
	
	Total Expenses
	96.04%
	95.95%
	96.78%

	Earning Before Tax
	
	
	4.12%
	4.06%
	3.26%

	
	
	
	
	0.97%
	0.94%
	0.74%

	Net Profit
	
	
	
	2.99%
	3.11%
	2.48%


7.2.2 Percentage Change Analysis

Percentage change analysis used to help analyze a firm's financial statement that growth rates are calculated for all income statement item and balance sheet accounts. 
7.2.2.1 Percentage change of income statement 

According to Figure 7- 4, the percentage change analysis shows that selling and administration expenses have increased from year 2002 to 2004. However, sales and cost of goods increase in year 2003 and decrease in year 2004 affecting to fluctuation of net profit along those years and leading to hard forecasting.

Figure 7- 4: Percentage change on income statement for the period of one year ending 31 December 2002, 2003, and 2004.
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Table 7-3: Percentage Change of Income Statement

	
	
	(Baht)
	
	2002
	
	2003
	
	2004

	Revenue
	
	
	
	
	
	
	
	

	
	Sales
	
	
	1,977,683.53
	31.23%
	2,595,411.06
	-1.97%
	2,544,286.99

	
	Other Income
	
	83,196.02
	-88.64%
	9,450.53
	194.64%
	27,844.89

	
	
	Total Revenue
	2,060,879.55
	26.40%
	2,604,861.59
	-1.26%
	2,572,131.88

	
	
	
	
	
	
	
	
	

	Expense
	
	
	
	
	
	
	
	

	
	Cost of Goods Sold
	1,449,275.75
	26.03%
	1,826,454.20
	-6.18%
	1,713,576.10

	
	Selling and Administration Expense
	530,093.17
	26.95%
	672,978.36
	15.27%
	775,715.38

	
	
	Total Expense
	1,979,368.92
	26.27%
	2,499,432.56
	-0.41%
	2,489,291.48

	Earning Before Tax
	
	81,510.63
	29.34%
	105,429.03
	-21.43%
	82,840.40

	Tax
	
	
	
	19,987.91
	22.64%
	24,512.27
	-22.57%
	18,981.01

	Net Profit
	
	
	61,522.72
	31.52%
	80,916.76
	-21.08%
	63,859.39


7.2.2.2 Percentage change of balance sheet analysis.

From the analysis, inventories have increased along through year 2002 to 2004 resulting from higher product orders. However, account receivables and current liabilities have significantly decreased in year 2004 indicating lower risk of receivable collection and inventory control.


Table 7-4: Percentage Change of Balance Sheet

	
	(Baht)
	Assets
	2002
	
	2003
	
	2004

	Current Assets
	
	
	
	
	
	

	
	Cash in Hand and at Bank
	389,938.96
	-96.07%
	15,331.53
	3592.89%
	566,176.77

	
	Account Receivable
	0.00
	100.00%
	1,093,915.33
	-99.48%
	5,724.31

	
	Inventory
	
	84,680.00
	67.67%
	141,986.00
	138.64%
	338,837.00

	
	Other Current Assets
	82,779.44
	-83.97%
	13,273.09
	-25.10%
	9,941.42

	
	
	Total Current Assets
	557,398.40
	126.86%
	1,264,505.95
	-27.19%
	920,679.50

	Non-current Assets
	
	
	
	
	

	
	Property, Plant and Equipment
	558,359.50
	15.07%
	642,477.74
	-12.33%
	563,235.88

	
	Other Fixed Assets
	14,724.53
	-38.90%
	8,997.26
	335.76%
	39,206.50

	
	Total Non-current Assets
	573,084.03
	13.68%
	651,475.00
	-7.53%
	602,442.38

	Total Assets
	
	1,130,482.43
	69.48%
	1,915,980.95
	-20.50%
	1,523,121.88

	
	
	Liabilities
	
	
	
	
	

	Current Liabilities
	
	
	
	
	
	

	
	Account Payable
	21,997.06
	63.86%
	36,044.02
	-90.20%
	3,531.00

	
	Loan from related company
	130,000.00
	323.08%
	550,000.00
	-100.00%
	

	
	Other Current Liabilities
	26,980.91
	23.57%
	33,340.27
	-10.36%
	29,887.66

	
	Total Current Liabilities
	178,977.97
	246.07%
	619,384.29
	-94.60%
	33,418.66

	Long-term Liabilities
	
	
	
	
	

	
	Other Long-term Liabilities
	149,791.48
	9.46%
	163,966.92
	78.83%
	293,214.09

	
	
	Total Liabilities
	328,769.45
	138.27%
	783,351.21
	-58.30%
	326,632.75

	
	Shareholder's Equity
	
	
	
	
	

	
	Share Capital
	750,000.00
	33.33%
	1,000,000.00
	0.00%
	1,000,000.00

	
	Retained Earnings
	
	
	
	
	

	
	Unappropriated
	51,712.98
	156.47%
	132,629.74
	48.15%
	196,489.13

	
	Total Shareholder's Equity
	801,712.98
	41.28%
	1,132,629.74
	5.64%
	1,196,489.13

	Total Liabilities and Shareholder's Equity
	1,130,482.43
	69.48%
	1,915,980.95
	-20.50%
	1,523,121.88


7.3 Comparable Indicators with other well-established firms
To be effective financial comparison, two firms in the same industry as By Hands for comparing financial ratio are the Central Art Flower Company Limited and the Nealand Floral and Craft Company Limited. Central Art Flower has established for 10 years and being good reputation in this business in Chiangmai. According to Nealand, it is an important competitor with the same operation. Therefore, these two companies are interesting and appropriated for being comparison firms with By Hands because of mentioned reasons.

To measure firm's efficiency and competitive ability with other firms in the same industry, financial ratios are designed to help evaluate financial statement and gains utility by comparison to the others. Financial ratio analysis is the calculation and comparison of ratios that are derived from the information in a company's financial statements. The level and historical trends of these ratios can be used to make inferences about a company's financial condition, its operations, and attractiveness as an investment.

Financial indicators and analysis are conducting by evaluating financial ratios as the following:

7.3.1 Liquidity Ratios

A liquid asset is one that trades in an active market and hence can be quickly converted to cash at the going market price. There are three ratios regarding By Hand's liquidity that are current ratio, quick ratio and working capital. A general observation about these ratios is that the high ratio indicates significant extent on creditor money to finance assets. A liquidity analysis requires the use of cash by relating the amount of cash on hand and cash in the bank and other current assets to current obligations and analyze of quick ratio that is easy to use measure of liquidity.

7.3.1.1 Current Ratio 

Current assets normally include cash, cash equivalent, account receivable, and inventories. Current liabilities consist of account payable and current maturities of long-term debt. Creditors like to see a high current ratio because indicating a lot of money tied up in nonproductive assets, such as excess cash.


The current ratio is calculated by dividing current assets by current liabilities.




Current Ratio = 
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According to the calculation, By Hand's current ratio in year 2002, 2003 and 2004 are 3.11, 2.04, and 27.55, respectively that indicate good ability of the company to pay its liabilities. With comparison to other firms in the same industry, the ratio is poor but it shows the high ratio in year 2004 because of low current liabilities that no loan from related company.
7.3.1.2 Quick ratio

The quick ratio is calculated by deducting inventories from current assets and then dividing the remainder by current liabilities:




Quick ratio = 
[image: image6.wmf]bilities

currentlia

inventory

ets

currentass

-


Inventories are typically the least liquid of a firm's current assets; hence they are the current assets on which losses are most likely to occur in a bankruptcy. Therefore, a measure of the firm's ability to pay ff short-term obligations without relying on the sale of inventories is important. From the calculation, By Hand's ratio are 2.64, 1.81, 17.41 times in year 2002, 2003 and 2004.  It shows poor ratio in year 2003 because of increasing in current liabilities. However, the ratio is better than comparable firms in year 2004 because of lower liabilities than the others'.
7.3.1.3 Working Capital

Working Capital is more a measure of cash flow than a ratio. The result of this calculation must be a positive number. It is calculated as shown below:
Working Capital = Current assets – Current Liabilities 
 
Bankers look at Net Working Capital over time to determine a company's ability to weather financial crises. Loans are often tied to minimum working capital requirements. A general observation about these three Liquidity Ratios is that the higher they are the better, especially if you are relying to any significant extent on creditor money to finance assets According to the calculation of working capital, the liquidity of By Hand in this aspect has increased, since 2002. Although, the ratios are lower than a comparable firm, Nealand but By Hand still shows positive cash flow which are much excess assets and lower liabilities.

By Hand's liquidity ratios indicate the potential ability to pay its liabilities and the business currently is liquid. 
Table 7- 5: Liquidity Ratio

	Liquidity Ratio
	2002
	2003
	2004

	Current ratio
	By Hand
	3.11
	2.04
	27.55

	
	Central Art Flower 
	18.03
	20.58
	30.02

	
	Nealand 
	5.25
	5.51
	4.97

	Quick Ratio
	By Hand
	2.64
	1.81
	17.41

	
	Central Art Flower 
	
	
	

	
	Nealand 
	2.44
	3.13
	2.51

	Cash Ratio
	By Hand
	2.18
	0.02
	16.94

	
	Central Art Flower 
	12.00
	17.01
	14.51

	
	Nealand 
	1.54
	1.09
	1.74

	Working Capital
	By Hand
	Bht. 378,420.43
	645,121.66
	887,260.84

	
	Central Art Flower 
	240,280.80
	492,020.59
	556,933.10

	
	Nealand 
	2,324,337.11
	2,670,941.95
	2,013,614.53


7.3.2 Asset Management Ratios

The asset management ratios measure how effectively the firm is managing its assets. If the company has excessive investments in assts, then its operating assets and capital will be high, which will reduce its free cash flow and its stock price.
7.3.2.1 Inventory turnover

This financial ratio tells an investor how many times a business turns its inventory over a period of time. It reveals how well inventory is being managed. It is important because the more times inventory can be turned in a given operating cycle, the greater the profit.  If a company has too many of its assets tied up in inventory and is heading for financial trouble.



Inventory turnover = 
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From the calculation, By Hand's turnover of 23.35, 18.28, 7.51times are declined from 23.35 in year 2002 to 7.51 in year 2004 because of higher inventories. However, they are good ratio compare to another that indicating well inventory management. Because inventories are the least liquid form of asset, a high inventory turnover ratio is generally positive.
7.3.2.2 Account Receivable Turnover
This ratio indicates how well accounts receivable are being collected. If receivables are not collected reasonably in accordance with their terms, management should rethink its collection policy. If receivables are excessively slow in being converted to cash, liquidity could be severely impaired. Getting the Accounts Receivable Turnover Ratio is calculated as follows:



Account Receivable Turnover =
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By Hand's turnover is the best among three firms because there is no account receivable in year 2002 and little amount of receivables in year 2003. Nevertheless, It has increased considerately because the decreasing in the account receivables in 2004 because much higher ratio than comparable firms resulting from account receivable increasing. 
7.3.2.3 Day Sales Outstanding

Day sales outstanding (DSO) or average collection period (ACP) is used to appraise account receivable. It is calculated by dividing account receivable by average daily sales to find the number of days' sales that are tied up in receivables. Thus, the DSO represents the average length of time that the firm must wait after making a sale before receiving cash, which is the average collection period. The DSO can also be evaluated by comparison with the terms on which the firm sells its goods. If the company's sales terms call for payment within 30 days but the ratio is 45 days' sales. Thus, they are outstanding indicates that customers, on the average, are not paying their bills on time. This deprives company of funds that it could use to invest in productive assets. Moreover, in some instances the fact that a customer is paying late may signal that the customer is in financial trouble.




Day Sales Outstanding = 
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Note that in this calculation we assumed a 365-day year. According to the balance sheet, it shows that there is no account receivable of By Hands in year 2002 so it ratio is not calculated in this year. Thus, the result of the calculation indicates that By Hand has day sales outstanding decreasingly because of lower account receivables and increasing in sales. 
7.3.2.4 Current Assets Turnover

The current asset turnover ratio is a measure of how effectively a company converts its current assets into sales. It is calculated as follows: 




Current Assets Turnover = 
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By Hand's turnover has decrease that resulted from increasing in current assets in 2004. With comparison to other firms, By Hand's ratio is somewhat low indicating little return given to current assets.
7.3.2.5 Fixed Assets Turnover

The fixed assets turnover ratio measures how effectively the firm uses its plant and equipment. The ratio of sales to net fixed asset is the following:




Fixed Assets = 
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By Hand's ratio of times has increased since 2002, indicating that the company has generated sales efficiently for using company's fixed asset even lower ratio than the firm's best ration but it is little lowering.
7.3.2.6 Total Asset Turnover

The asset turnover financial ratio calculates the total sales for each dollar of asset a company owns. It measures a company's efficiency in using its assets.




Total Asset Turnover = 
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By Hand's turnover shows the highest ratio among three firms, indicating that company has generated sufficient sales volume of business given to its total asset investment. 
	Table 7- 6: Asset Management Ratio


	Asset Management Ratio
	2002
	2003
	2004

	Inventory turnover
	By Hand
	23.35
	18.28
	7.51

	
	Central Art Flower 
	
	
	

	
	Nealand 
	2.99
	2.42
	4.72

	Account receivable turnover
	By Hand
	
	2.37
	444.47

	
	Central Art Flower 
	12.34
	10.65
	6.42

	
	Nealand 
	15.24
	4.61
	20.05

	Day sales outstanding
	By Hand
	
	153.84
	0.82

	
	Central Art Flower 
	29.57
	34.28
	56.86

	
	Nealand 
	0.0012
	0.0005
	0.0012

	Return on Current assets 
	By Hand
	3.55
	2.05
	2.76

	
	Central Art Flower 
	3.81
	1.84
	6.31

	
	Nealand 
	1.60
	1.04
	2.34

	Return on Fixed Assets 
	By Hand
	3.45
	3.98
	4.22

	
	Central Art Flower 
	0.26
	0.27
	0.50

	
	Nealand 
	9.72
	8.39
	4.52

	Total assets turnover
	By Hand
	1.75
	1.35
	1.67

	
	Central Art Flower 
	0.24
	0.24
	0.43

	
	Nealand 
	1.37
	0.93
	1.54


7.3.3 Leverage Ratios

This Debt/Worth or Leverage Ratio indicates the extent to which the business is reliant on debt financing. Therefore, the ratios show the extent that debt is used in a company's capital structure. The ratios are considered creditor money versus owner's equity. Generally, the higher this ratio, the more risky a creditor will perceive its exposure in the business, making it correspondingly harder to obtain credit.
7.3.3.1 Debt Ratio

The total debt ratio measures the percentage of funds provided by sources other than equity. With this ratio, creditors prefer low debt ratios because the lower the lower ratio, the greater the cushion against creditors' losses because it magnifies expected earnings. The ratio can be calculated as the following:





Debt Ratio = 
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By Hand's debt ratios are 29.08%, 40.89%, and 21.44% in year 2002, 2003 and 2004, respectively indicating that declining of using debts for assets. However, By Hand's debt ratio is the highest risky among three firms of comparison, indicating the risk of leverage if it increases the debt ratio by borrowing additional funds.
7.3.3.2 Debt to Equity Ratio

This shows the ratio between capital invested by the owners and the funds provided by lenders. Comparison of how much of the business was financed through debt and how much was financed through equity. For this calculation it is common practice to include loans from owners in equity rather than in debt. 
Debt to Equity Ratio = 
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Due to no loan from relating companies, By Hand has debt to equity ratio decreasingly from 2003 to 2004. Nevertheless, By Hand's ratio is the highest among three companies that mean it financed by external funds more than internal funds and it takes riskier than other firms to a present or future creditor 
	Table 7- 7: Debt management Ratio


	
Debt management ratio
	2002
	2003
	2004

	Debt ratio
	By Hand
	29.08%
	40.89%
	21.44%

	
	Central Art Flower 
	0.35%
	0.62%
	0.47%

	
	Nealand 
	16.36%
	21.60%
	13.26%

	Debt to equity
	By Hand
	0.41
	0.69
	0.27

	
	Central Art Flower 
	0.0035
	0.01
	0.0047

	
	Nealand 
	0.20
	0.28
	0.15


7.3.4 Profitability Ratios

The ratios measure the ability of the business to make a profit which use margin analysis and show the return on sales and capital employed. 
7.3.4.1 Net Profit Margin

This ratio is the percentage of sales dollars left after subtracting the Cost of Goods sold and all expenses. It provides a good opportunity to compare company's "return on sales" with the performance of other companies in the same industry. The Net Profit Margin Ratio is calculated as follows:



Net Profit Margin = 
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By hand's net profit margin ratio is lower than a comparable company, Nealand because that company has received BOI privileges under promotion certificate for tax exception that lead to higher net income affecting to higher return.
7.3.4.2 Return on Total Assets (ROA)


The ratio of net profit to total assets measures the return on total assets (ROA) after taxes. Considered a measure of how effectively assets are used to generate a return. ROA shows the amount of income for tied up in assets and reveals how asset intensive a business is. The Return on Assets Ratio is calculated as follows:




ROA = 
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By Hand's 5.44%, 4.22%, 4.19% return in year 2002 to 2004 that is quite well for the firm, however, its ratio is only lower than a company that have higher profit from tax exception. But low ratio also indicates an inefficient use of business assets. 
	Table 7- 8: Profitability Ratio


	Profitability ratio
	2002
	2003
	2004

	Net profit margin
	By Hand
	3.11%
	3.12%
	2.51%

	
	Central Art Flower 
	3.06%
	2.25%
	3.60%

	
	Nealand 
	4.52%
	2.34%
	7.47%

	ROA
	By Hand
	5.44%
	4.22%
	4.19%

	
	Central Art Flower 
	0.74%
	0.53%
	1.54%

	
	Nealand 
	6.21%
	2.17%
	11.51%


7.3.5 The Du Pont System of Financial Analysis

7.3.5.1 Return on Common Equity (ROE)

Du Pont equation shows how the profit margin, the total assets turnover, and the use of debt interact to determine the return on equity. It reveals how much profit a company earned in comparison to the total amount of shareholder equity on the balance sheet. This analysis can also estimate of the impact that operating changes have on returns.




ROE = (NI/Sales))*(S/Total assets)*(Ta/ Equity)
The rate of return decline from 7.67% in 2002 to 5.34% in year 2004 because the increasing in selling and administration expense that lead to lower return. Additionally, the increasing of total equity also affects the result of this analysis. Consequently, the analysis exposes the low return to shareholder’s equity.
Table 7- 9: The Du Pont Analysis

	The Du Pont Equation
	2002
	2003
	2004

	ROE
	By Hand
	7.67%
	7.14%
	5.34%

	
	Central Art Flower 
	0.74%
	0.54%
	1.55%

	
	Nealand 
	7.43%
	7.22%
	13.26%


7.4 Efficiency and profitability
Efficiency

Efficiency of the By Hand can be forecast by analysis of some asset management ratio that overview results shows well efficiency of higher returns over inventories, account receivables, and total asset management. The ratios result display the best value among comparable firms that indicate low inventory from no over stock and little account receivables of the company. Additionally, the best total asset turnover resulted from comparison, indication that By Hands generate sufficient sales volume given to total assets. Consequently, good result of asset management ratio By Hands has efficient management.
	Table 7- 10: Efficiency Ratio


	Ratio
	2002
	2003
	2004

	Account receivable turnover
	By Hand
	
	2.37
	444.47

	
	Central Art Flower 
	12.34
	10.65
	6.42

	
	Nealand 
	15.24
	4.61
	20.05

	Day sales outstanding
	By Hand
	
	153.84
	0.82

	
	Central Art Flower 
	29.57
	34.28
	56.86

	
	Nealand 
	0.0012
	0.0005
	0.0012

	Return on current assets
	By Hand
	3.55
	2.05
	2.76

	
	Central Art Flower 
	3.81
	1.84
	6.31

	
	Nealand 
	1.60
	1.04
	2.34

	Return on Fixed Assets 
	By Hand
	3.45
	3.98
	4.22

	
	Central Art Flower 
	0.26
	0.27
	0.50

	
	Nealand 
	9.72
	8.39
	4.52

	Total assets turnover
	By Hand
	1.75
	1.35
	1.67

	
	Central Art Flower 
	0.24
	0.24
	0.43

	
	Nealand 
	1.37
	0.93
	1.54


Profitability

The financial ratios relating to net profit profitability and the Du Pont analysis can estimate to profitability of By Hand. From the ratio among three firm comparison, By Hand's ratios are somewhat low result because it has higher selling and administration expenses and a lot of cost of goods sold leading to low income. In contrast, other firm, Central Art Flower, has lower cost of goods sold and another firm, Nealand, has the highest ratios got an privileges from tax exception that make them has better profitability. Thus, By Hand should stimulates more sales and manage costs 

Table 7- 11: Profitability Table


	Profitability ratio
	2002
	2003
	2004

	Net profit margin
	By Hand
	3.11%
	3.12%
	2.51%

	
	Central Art Flower 
	3.06%
	2.25%
	3.60%

	
	Nealand 
	4.52%
	2.34%
	7.47%

	ROA
	By Hand
	5.44%
	4.22%
	4.19%

	
	Central Art Flower 
	0.74%
	0.53%
	1.54%

	
	Nealand 
	6.21%
	2.17%
	11.51%

	The Du Pont Equation
	
	
	

	ROE
	By Hand
	7.67%
	7.14%
	5.34%

	
	Central Art Flower 
	0.74%
	0.54%
	1.55%

	
	Nealand 
	7.43%
	7.22%
	13.26%


Consideration issues
After analysis of company's financial data, the conclusion and recommendation can be summarized as the following:

1. The company was inefficiency in control selling and administration expense. In addition, the costs of goods sold were very high during the past three years. Consequently, net profit was somewhat low and considered as not good sign for company's overall performance in the future. Therefore, By Hands should improve the way to have efficient profitability by generating more sales and decreasing or controlling expenses more appropriately.

2. The company faced a problem of debt management according to high leverage ratio, indicating that it costly to the firm and being risky to borrow additional funds. Therefore, the company should control of raising funds through debt because creditor may be reluctant to lend the firm more money leading to lower creditability. The company should earn more on investment financing to provide a margin of safety and lower debt for avoiding debt management difficulty.
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