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FINANCIAL ANALYSIS FOR LOCKDOWN LTD
1.0 Company Overview
Lockdown Ltd is a partnership company owned by two brothers Paddy John McGuiness and John McGuiness. It was founded in 2010 to operate the business of off-license liquor sales. The store has undergone tremendous growth in the first decade it has been in operation. Today, the store boasts a branch network of 10 well-stocked stores managed and operated by 20 full-time staff and 20 part-time staff. Ownership remains the same.
Besides, Lockdown Ltd today distributes liquor to pubs and restaurants on a wholesale basis within the locality mostly on credit terms. The company has prospects of expanding its business further through asset acquisition and associated investment besides seeking listing in the Stock Exchange. The liquor industry in this locality has several players and Lockdown Ltd is seeking to extend a profitability edge through strategic management practices.
These actions to date have generated some records and have the potential of generating other records which form the basis of accounting to assess the financial health of Lockdown Ltd.To assess Lockdown Ltd business health (financial performance and strength), records and accounts will be taken of its ownership and capital structure, Assets, Liabilities, Revenue, Expenses, taxes paid/due, etc.…for a particular period to provide a basis for computation of income statement, statement of financial position (SOFP) and cash flow statement.
These statements will yield financial ratios which will enable Lockdown Ltd to assess its profitability and liquidity. Such ratios include profitability, liquidity, gearing, investor ratios among others.
2.0 The Accounts and Associated Financial Ratios.
A financial ratio is a relative measure of two selected numerical accounting values computed from various financial statements for specific analysis (Pandey, 2020). Depending on the purpose to which the ratios will be put, financial ratios are broadly categorized into five main classes namely: Liquidity ratios, Profitability ratios, Leverage ratios, Efficiency Ratios, and Market value ratios.
Different users in any business and regulatory framework would be interested in only the ratios that make sense to their line of interest. Owners of the Lockdown, for example, would be interested in profitability ratios and market value ratios while their regulators and suppliers would be concerned with liquidity ratios (Yhip, 2020).
2.1 Importance of Financial Ratios to Lockdown
The financial ratios are important to Lockdown in the following ways:
i. To measure their performance over time.
ii. To compare their performance with industry peers and (Easton et al, 2018, p. 2)
iii. To determine the market value of their share when they list in the stock exchange (Arkan, 2016, p.20).

2.2 Importance of Financial Ratios to other users

i. Their retail investors to get information about the company’s revenue streams and volumes, expenses, profitability, debt liability, liquidity (the ability to meet its short-term financial obligations), and long-term financial obligations.
ii. Their creditors need the ratios to establish the company’s financial stability to make lending decisions.
iii. Their competitors to evaluate their business strategies 
iv. Tax authorities to compute corporation tax due if profits are made
v. Regulatory authorities to oversee the corporate governance regime of the company
vi. The management team to review performance, make budgets, and motivate employees	
vii. Their employees to be certain of continuity of their employment and remuneration e.g., bonuses

2.3      The Ratios
2.3.1    Profitability Ratios
Profitability ratios measure a company’s ability to generate income taking into consideration the revenues generated, assets used in the revenue generation, operating costs incurred in the revenue generation, as well as the owners’ equity employed (Myšková et al, 2017) 
The following ratios measure a company’s profitability:
i. The Gross Margin Ratio
The Gross Margin Ratio measures the profit a company makes after paying for the cost of goods sold. 
It is a comparison of the company’s gross profit to its net sales.
It is calculated by the formula below:
Gross Margin Ratio = Gross Profit / Net Sales
For Lockdown Net Sales = Revenue
	Income Statement of Lockdown Ltd

	 
	€,000
	€,000

	 
	2019
	2018

	Revenue
	4850.00
	4200.00

	Cost of Sales 
	3200.00
	2600.00

	Gross Profit 
	1650.00
	1600.00

	 
	 
	 

	Gross Margin Ratios
	0.34
	0.38



Comments: Lockdown Ltd made more profit in 2018 relative to 2019
ii. Operating Margin Ratio
The Gross Margin Ratio measures the operating income relative to the company’s net sales. 
It shows the operational efficiency of the company
It is calculated by the formula below:
Operating Margin Ratio = Operating profit / Net Sales
For Lockdown Ltd Operating Profit = Profit before Taxation

	Income Statement of Lockdown Ltd

	 
	€,000
	€,000

	 
	2019
	2018

	Revenue
	4850.00
	4200.00

	Cost of Sales 
	3200.00
	2600.00

	Gross Profit 
	1650.00
	1600.00

	Distribution costs 
	-400.00
	-300.00

	Administrative expenses
	-400.00
	-300.00

	Finance costs
	-50.00
	0.00

	Profit before taxation
	800.00
	1000.00

	 
	 
	 

	Operating Margin Ratio 
	0.16
	0.24



Comments: Lockdown Ltd made more gross profit from sales in 2018 than in 2019

iii. Return on Assets Ratio
This is the measure of a company’s net profit relative to its total assets
It is a measure of how efficiently a company is using its assets to generate profit
It is calculated by the formula below:
Return on Assets Ratio = Net profit / Total Assets
For Lockdown Net Profit = Profit for the Year
             =
	Income Statement of Lockdown Ltd

	Profit before taxation
	800.00
	1000.00

	Tax expense
	-75.00
	-100.00

	PAT
	725.00
	900.00

	Dividend 
	-600.00
	-300.00

	Profit for the Year
	125.00
	600.00

	 
	 
	 

	Statement of Financial Position for Lockdown Ltd

	 
	€,000
	€,000

	 
	2019
	2018

	Non-Current Assets
	 
	 

	Property, plant & Equipment
	11300.00
	9500.00

	Goodwill
	200.00
	0.00

	 
	11500.00
	9500.00

	Current Assets 
	 
	 

	Inventories
	650.00
	180.00

	Trade Receivables
	450.00
	60.00

	Bank or Cash
	0.00
	500.00

	 
	1100.00
	740.00

	Total Assets 
	12600.00
	10240.00

	 
	 
	 

	Return on Assets Ratio 
	0.0099
	0.0586



Comments: Lockdown Ltd generated more net profit from its assets in 2018 than in 2019
iv. Return on Equity Ratio
This is the measure of a company’s net profit relative to shareholders’ equity
It is a measure of how efficiently a company is using its equity to generate profit
It is calculated by the formula below:
Return on Equity Ratio = Net profit / Shareholder’s Equity
For Lockdown Ltd Shareholders’ Equity = Issued Equity share capital + Retained earnings
=
	Income Statement of Lockdown Ltd

	Profit before taxation
	             800.00 
	        1,000.00 

	Tax expense
	              (75.00)
	          (100.00)

	PAT
	             725.00 
	           900.00 

	Dividend 
	            (600.00)
	          (300.00)

	Profit for the Year
	             125.00 
	           600.00 

	 
	 
	 

	Equity and liabilities
	 
	 

	Equity 
	 
	 

	Issued equity share capital (€2)
	          6,500.00 
	        6,300.00 

	Retained Earning
	          4,125.00 
	        3,400.00 

	Total Equity
	        10,625.00 
	        9,700.00 

	 
	 
	 

	Return on Equity Ratio 
	             0.0118 
	          0.0619 



Comments: Lockdown Ltd generated more profits relative to shareholders’ equity in 2018 than in 2019

2.3.2 Liquidity Ratios
Liquidity ratios measure a business’s liquidity, i.e., how able it can convert its assets to cash and settle its financial obligations without difficulty e.g., delay or value loss. 
Liquidity ratios are particularly useful for suppliers, employees, banks, etc. 
The three Important liquidity ratios to Lockdown Ltd are discussed below:
i. Current ratio 
The current ratio measures a company's ability to pay its current liabilities with cash generated from its current assets. 
It is calculated by dividing current assets by current liabilities.
Current ratio = Current Assets / Current Liabilities
	Statement of Financial Position for Lockdown Ltd

	 
	€,000
	€,000

	 
	2019
	2018

	Current Assets 
	 
	 

	Inventories
	650.00
	180.00

	Trade Receivables
	450.00
	60.00

	Bank or Cash
	0.00
	500.00

	 
	1100.00
	740.00

	Current liabilities 
	 
	 

	Trade payables
	400.00
	440.00

	Current tax
	75.00
	100.00

	Bank overdraft 
	500.00
	0.00

	 
	975.00
	540.00

	 
	 
	 

	Current Ratio
	1.1282
	1.3704



Comment: Lockdown Ltd can meet its financial obligations as and when they fall due for both 2018 and 2019.
ii. Quick ratio (also known as acid-test ratio) 
The quick ratio measures the dollars of liquid current assets available per dollar of current liabilities. 
Liquid current assets are current assets that can be quickly converted to cash without any significant decrease in their value. Liquid current assets typically include cash, marketable securities, and receivables. 
The quick ratio is expressed as a number instead of a percentage.
The quick ratio is a stricter measure of liquidity of a company than its current ratio. While the current ratio compares the total current assets to total current liabilities, the quick ratio compares to cash and near-cash current assets with current liabilities. Since near-cash current assets are less than total current assets, the quick ratio is lower than the current ratio unless all current assets are liquid. 
The quick ratio is most useful where the proportion of illiquid current assets to total current assets is high. However, the quick ratio is less conservative than the cash ratio, another important liquidity parameter.
It is calculated by the following formula:
[bookmark: _Hlk67996923]Quick Ratio = (Cash + Marketable Securities + Receivables) / Current Liabilities
=
	Statement of Financial Position for Lockdown Ltd

	 
	€,000
	€,000

	 
	2019
	2018

	Trade Receivables
	450.00
	60.00

	Bank or Cash
	0.00
	500.00

	 
	450.00
	560.00

	 
	 
	 

	Current liabilities 
	 
	 

	Trade payables
	400.00
	440.00

	Current tax
	75.00
	100.00

	Bank overdraft 
	500.00
	0.00

	 
	975.00
	540.00

	 
	 
	 

	Quick Ratio
	0.4615
	1.0370



Comment: Lockdown was in excess liquidity in 2018. It was fairly liquid in 2019
iii. Cash ratio 
Cash Ratio is the ratio of very liquid current assets such as cash and short-term marketable securities of a company to its current liabilities.
Cash ratio assesses a company’s liquidity position in a worst-case scenario (a scenario in which it is unable to generate any cash from receivables and inventories and must pay current liabilities out of very liquid assets.)
It is calculated by the following formula:
Cash Ratio = (Cash + Marketable Securities) / Current Liabilities
=
	Statement of Financial Position for Lockdown Ltd

	 
	€,000
	€,000

	 
	2019
	2018

	Bank or Cash
	0.00
	500.00

	 
	0.00
	500.00

	 
	 
	 

	Current liabilities 
	 
	 

	Trade payables
	400.00
	440.00

	Current tax
	75.00
	100.00

	Bank overdraft 
	500.00
	0.00

	 
	975.00
	540.00

	 
	 
	 

	Quick Ratio
	0.0000
	0.9259



Comment: Lockdown was vulnerable to auctioneers in 2019. It was however very liquid in 2018
2.3.3 Efficiency Ratios
Efficiency ratios are used to assess how well a company is utilizing its assets and resources. Lockdown can rely on one efficiency ratio:
i. Asset turnover ratio which measures the company’s ability to generate sales for assets
It is calculated by the following formula:
Asset turnover ratio = Net Sales / Average total Assets
=
	Income Statement of Lockdown Ltd

	 
	€,000
	€,000

	 
	2019
	2018

	Revenue
	4850.00
	4200.00

	 
	 
	 

	Statement of Financial Position for Lockdown Ltd

	 
	€,000
	€,000

	 
	2019
	2018

	Total Assets 
	12600.00
	10240.00

	 
	 
	 

	Asset turnover Ratio 
	0.3849
	0.4102



Comment: Lockdown Ltd was more efficient in its asset’s utilization in 2018 than in 2019
2.3.4 Gearing ratio
Gearing is the ratio of debt to equity of a company
Gearing = Debt / Equity
N.B. Lockdown has not issued debt stock therefore no gearing at the moment.
2.3.5 Investor ratios
Investor ratios are the financial ratios that the investors use to evaluate the company's ability to generate a return for their investment (Dowdell et al., 2020). Generally, investors want to know which company one is good to invest their money in at the risk level they are willing to take.
For Lockdown Ltd we will consider the Price-to-Earnings Ratio 
Price-to-Earnings Ratio is the ratio of a company’s share price to its earnings per share. It may be used to compare a company against its historical record or to compare aggregate markets against each another or over time (Kadim et al, 2020, p862.)
It is calculated by the following formula:
P/E ratio = Share Price / Earnings per Share
Lockdown is yet to be listed so no P/E.
For the competitor:
P/E = €3.30/12 = 0.28
Comment: This P/E value is not applicable at the moment since it is only for one firm in the industry and only one year so no comparison can be made for investor analysis purposes.
3.0 Advice for company
I. Lockdown Ltd should reduce credit sales due to its falling liquidity.
II. To expand operations, Lockdown Ltd should consider Debt stock since its Equity stock is fairly strong against its liabilities
III. It should consider Listing at the Stock Exchange at market equilibrium price based on its fundamentals
IV. It should contain operating expenses to raise profit margins that have significantly dipped. 

4.0 Share Price advises
It should set share price at market equilibrium
5.0 Delivery Vans
Yes. Go ahead purchase the delivery van to accelerate income creation through efficient asset utilization.
6.0 Potential Threats/plans
Off–license concept is gaining meaning among many potential liquor entrepreneurs. Lockdown faces potential future competition and should consider diversifying its operations to include pubs and restaurants.
They should also increase their branch network with a robust marketing strategy.
7.0 Conclusion
All the ratios calculated above pointed to a slow growth momentum for Lockdown Ltd. The company should come up with a management strategy that will return them to a steady growth trajectory. This will include putting in place a financing and capital budgeting strategy, marketing strategy as well as a sound corporate management strategy.
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