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Case Analysis: Brinker International Annual Report 2020 
b. Calculate the projected profit margin, operating profit margin, basic earning power
(BEP), return on assets (ROA), and return on equity (ROE). What can you say about these ratios?
Profit margin 
Profit margin a financial metric of the net income of a company divided by its revenue or sales (Borhan, Mohamed, & Azmi, 2014).
Profit margin=
Brinker International’s profit margin for the financial year ended 2020 June is determined as:
Profit margin 
A profit margin of 0.79% indicates that Brinker International earns 0.79 cents in profit for each dollar it collects  
Operating profit margin 
Operating profit margin ratio is a financial metric that involves operating profit (income before interest and taxes, operating income) to sales. Additionally, operating profit margin ratio indicates the amount of each dollar of sales that is left over after the company’s operating expenses (Borhan, Mohamed, & Azmi, 2014).
Operating profit margin ratio=
For the case of Brinker International June, 24, 2020: operating expense =0.0626 billion dollars and sales=3.0785 billion dollars.
Brinker International’s operating profit margin=
Therefore, Brinker’s operating profit margin is 2.03% which is equal to $0.0203 profit from operations for every organization’s 1 dollar of revenue. Additionally, the ratio indicates that 97.97 cents on each dollar is utilize to pay for operating expenses. Only 2.03 cents remain for the company to cover all fixed assets or non-operating expenses.
Basic Earning Power(BEP)
Basic earning power(BEP) is a metric that determines the earning power of a company before the effect of the organization’s financial leverage as well as its income taxes (Borhan, Mohamed, & Azmi, 2014). It is usually determined by EBIT (earnings before taxes and interest) by the company’s total assets.
BEP
Brinker’s EBIT=$110 million, and total assets =$ 2356 million
Brinker’s BEP=
Return on assets (ROA)
ROA refers to the return on investment financial metric that measures the company’s profitability in relation to their total assets. ROA usually indicates the performance of an organization by comparing the profit the company is generating to their capital invested in both current and fixed assets. 
ROA=
Brinker’s net income =$24.4 million, and total assets=$2,356 million 
Brinker’s ROA==0.0104or 1.04%
Brinker’s ROA ratio is 1.04% indicating that every dollar that Brinker International invests in its assets as per June 24th 2020 produced $0.0104 of the organization’s net income. This shows that Brinker is not managing its assets well as compared to fiscal year 2019. For instance, company’s 2019-12-31 ROA was 7.45%.
Return on equity (ROE)
ROE refers to the amount of the company’s net income returned as the percentage of the shareholders’ equity (Khan, 2019). This ratio usually determines the profitability of a company by showing the amount of money it generates with the investment of the shareholders. 
ROE=
Brinker’s June 24, 2020 net income=$24.4 million and average shareholders’ equity =l $-778 million (June 2019) +$-479.1 million (June 2020] =$-628.65
Brinker’s ROE==N/A . Hence, Brinker International’s ROE ratio is 0.00% since the company’s shareholders’ equity is a negative and this can affect the investors’ confidence.
C.  Calculate the projected inventory turnover, days sales outstanding (DSO), fixed assets
turnover, and total assets turnover. How does Compton’s utilization of assets stack up against that of other firms in its industry?
Inventory turnover
Inventory turnover ratio is defined as a metric that measures the ability of an organization replace and sell its inventory. Decreasing inventory turnover ratio indicates that the company’s inventory is building up. On the other hand, the high inventory turnover ratio implies that the organization is able to sell its inventory in the short time.
Inventory turnover=
Brinker’s cost of goods sold(total operating costs and expenses =$3,015.9 million and average inventor=
Brinker’s Inventory turnover=.The inventory turnover ratio of 119.4 is high indicating that Brinker International is able to sell its inventory in the short period.
Days sales outstanding (DSO)
Days sales outstanding (DSO) is a financial metric that determines the number of days the organization takes to collect its revenues after sales have been made. Therefore, DSO indicates how well the organization manages its accounts receivables.
DSO=  
DSO for Brinker International for the fiscal year ended 2020 June is calculated as follows:
Brinker International’s DSO=
Total assets turnover
Asset turnover ratio is a financial metric that measures how the organization quickly turns over its current and fixed assets through sales.
Total asset turnover=
Total asset turnover for Brinker’s International for the financial year ended 2020 June is determined as:
Asset turnover=
                   Average total Assets =
Brinker International’s total asset turnover ==1.70

d. Calculate the projected current and quick ratios based on the projected balance
sheet and income statement data. What can you say about the company’s liquidity position and its trend?
Current ratio 
The current ratio refers to the liquidity ratio metric that the measures the ability of a company to pay its short-term financial obligations (Barnes, 2006). The current ratio is determined as the company’s total current assets divided by its total current liabilities.
Current ratio
Current ratio for Brinker International for the financial year ended 2020 June is determined as 
Current ratio=
Brinker International Inc.’s current ratio is 0.45 which is less than 1. Current ratio of 0.45 indicates that the organization may have challenges of meeting its short-term financial obligations.
Quick ratio
Quick ratio refers to the financial metric that measures the ability of an organization to meet its current obligations using its current assets.
Quick ratio=
Brinker International Inc.’s quick ratio for the financial year ended 2020 June is determined as:
Brinker’s quick ratio==0.29
The company’s quick ratio of 0.29 implies that Brinker International cannot currently fully meet its current financial obligations.
e. Calculate the projected debt ratio, debt-to-equity ratio, liabilities-to-assets ratio,
times-interest-earned ratio, and EBITDA coverage ratios. How does Computron
compare with the industry with respect to financial leverage? What can you conclude
from these ratios?
Debt ratio
Debt ratio is a type of financial metric that measures the leverage of a company.
Debt ratio=
Total debt= Short-term debt and lease capital obligation +long-term debt and lease capital obligation.
Brinker International’s debt ratio for the financial year ended 2020 June is determined as:
Debt ratio=

A debt ratio of 1.02(102%) indicates that Brinker International Inc. has more debt compared to assets. Therefore, some investors may fear to invest in the company due to this company’s debt risk level. However, other companies operating in the industry have higher debt ratios than Brinker International. For instance, Jack Inc. The Box Inc.(JACK) has a debt ratio of 1.23(123%).On the other hand, some companies have very low debt ratio than Brinker International. For example, Starbucks Coffee Japan has a debt ratio of 0.00(0%).
Debt-to-equity ratio
Debt –to-equity ratio is a financial metric that measures the company’s financial leverage.
Debt-to-equity ratio=
The debt-to-equity ratio for Brinker International for the financial year ended 2020 June is determined as:
Brinker’s debt-to-equity ratio= 
A debt-to-equity ratio of -5.01 indicates that Brinker Internationally has not been financing growth using debt. Hence, less additional interest and the its earnings are not volatile. Additionally, Brinker is performing well in terms of debt-to-equity ratio compared to other players in the retail industry. For instance, Xiabuxiabu Catering M(HKSE:00520) has debt to equity ratio of 1.02(102%) and El Group PLC (LSE: EIG) has debt to equity ratio of 1.44(144%). On the other hand, there firms managing their financial leverage well than Brinker International. For example, Domino's Pizza Group (LSE: DOM) has debt to equity ratio of -28.61.
Liabilities-to-assets ratio
Liability-to-asset ratio is financial metric that measures percentage of the assets of the company that are financed by long-term financial obligations and loans (Barnes, 2006). This ratio measures the ability of the organization to meet long-term financial obligations
Brinker International’s liability to asset ratio for the financial year ended 2020 June is determined as: 
Liabilities-to-assets ratio=
Times-interest-earned ratio
Times-interest –earned ratio is a financial metric that the measures that ability of an organization to fully meet its debt obligation on timely basis.
Times-interest-earned ratio=
Brinker International’s times-interest –earned ratio for the financial year ended 2020 June is determined as:
Brinker’s time-interest-earned ratio=
The industry’s time-interest-earned ratio is 5. Hence, Brinker’s time-interest-earned ratio of 1.85 is low.
EBITDA coverage ratio
EBITDA coverage ratio is solvency metric that measures the ability of an organization to pay off its leases and debts using EBITDA
EBITDA coverage ratio=
Brinker International’s EBITDA coverage ratio for the financial year ended 2020 June is determined as:
EBITDA coverage ratio==1.12
f. Calculate the projected price/earnings ratio and market/book ratio. Do these ratios
indicate that investors are expected to have a high or low opinion of the company?
Price/earnings ratio
P/E ratio refers to a metric that measures the current share price of an organization relative to its EPS.
P/E ratio=
Brinker International’s P/E ratio for the financial year ended 2020 June is determined as:
P/E ratio===61.30
P/E ratio of 61.30 indicates that Brinker International takes 61.30 years to earned back $44.75 paid for its stock, taking an assumption that the company’s earnings remains the say over 61.30 years. Hence, the investors are expected to have low opinion for Brinker International Inc.
Market/book ratio (P/B ratio)
P/B ratio is a financial metric that measures the market value of a company relative to its book value.
P/B ratio=
Brinker International’s P/B ratio for the financial year ended 2020 June is determined as:
P/B ratio ==-4.20
A P/B ratio of =4.20 indicates that Brinker International’s stock is undervalued. As a consequent the investors’ opinion for the company is low.




g. Perform a common size analysis and percentage change analysis. What do these
analyses tell you about Company?
Common size analysis formula is as follows:
Percentage of Base =
Brinker International Inc.
Balance Sheet
Ass at 30/6/2020 and 26/6/2010
	Annual Data(Million US$)
	2020-06-30
	Percentage
	2019-06-30
	Percentage 

	Cash 
	$43.9
	1.9%
	$13.4
	1.1%

	Receivables
	$87.7
	3.7%
	$69.6
	2.95%

	Inventory
	$27.3
	1.2%
	$23.2
	1.8%

	Prepaid Expenses
	$13.9
	0.59%
	$23.2
	1.8%

	Other current assets
	$ 51.6
	2.2%
	$47.1
	3.74%

	Total Current Assets
	$224.4
	9.5%
	$177
	14.1%

	Property, Plant ,And  Equipment
	$805.3
	34.20%
	$755.1
	60.0%

	Long –Term Investment
	-
	-
	-
	-

	Good will an Intangible assets 
	$210.6
	8.9%
	$187.8
	14.9%

	Other Long-Term Assets
	$22.9
	1.0%
	$26.4
	2.1%

	Total Long-Term Assets
	$2,131.6
	90.5%
	$1,081.3
	85.9%

	Total Assets 
	$2,356
	100%
	$1,258.3
	100%

	Total Current Liabilities
	$497.9
	21.1%
	$421.6
	33.50%

	Long Term Debt
	$1,208.5
	51.3%
	$1,206.6
	51.20%

	Other Non-Current Liabilities
	$67.1
	2.85%
	$153
	12.10%

	Total Long- Term Liabilities 
	$2,337.2
	99.20%
	$1,614.9
	128.34%

	Total Liabilities 
	$2,835.1
	120.34%
	$2,036.5
	161.84%

	Common Stock Net
	$7
	0.30%
	$17.6
	1.40%

	Retained Earnings(accumulated Deficit)
	($397.5)
	-16.87%
	($2,771.2)
	-220.2%

	Comprehensive Income
	($6.2)
	-0.26%
	($5.6)
	-0.45%

	Other Shareholders Equity
	-
	-
	-
	-

	Stockholders’ Equity
	($479.1)
	-20.34%
	($778.2)
	-61.85%

	Total Liabilities and Stockholders Equity
	$2,356
	100%
	$1,258.3
	100%



The analysis indicates that the composition of Brinker International’s balance sheet had various significant changes from 2019 to 2020. The most notable in the balance sheet occurred with shareholders’ equity (-61.85% in 2019 versus -20.34% in 2020), current liabilities (33.5% in 2019 versus 21.1% in 2020).
h. Use the extended DuPont equation to provide a breakdown of Company’s projected
return on equity. How does the projection compare with the previous years and with the industry’s DuPont equation?
Using DuPont equation 
ROE==
ROE== 0.7926%
                                              ==N/A
ROE=N/A
The previous year (2019 June) is also N/A since total stockholders’ equity is negative ($-778.2). This means that the equity multipliers is N/A.

i. What are some potential problems and limitations of financial ratio analysis?

· Historical information: rational analysis is usually based on the past information generated by the organization (Li, 2019). Hence, the analysis does not usually represent the future performance of the firm.
· Changes in operations of a company: If a company changes its operational strategies such as supply and inventory strategies, the comparison of various financial, solvency, liquidity, and efficiency metrics before and after change of the operations may result in misleading financial reporting concerning the performance as well as projections of the company. 
· Changes in the accounting procedures and policies: In situations where a company changes its accounting procedures and policies the key solvency, financial, liquidity, and efficiency metrics used to conduct the organization’s ratio analysis will be significantly altered.
· Inflationary effects: actual prices of stock and products are not reflected in the company’s financial statements such as cash flow, balance sheet, and income statements if there is the occurrence of inflation in between the trading periods.
j. What are some qualitative factors that analysts should consider when evaluating a
company’s likely future financial performance
· The analyst should consider the level of completion the company faces
· The analysts should consider to what extent the firm relies on the single supplier.
· The analysis should take into account the revenues of the firm that is tied to one important client
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