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FINANCIAL STATEMENT ANALYSIS
Name
Affiliation
Date









Section 1: Vertical Analysis (Common Size Analysis)
	Bailey Ltd.

	Vertical Analysis (Income Statement)

	 
	Amount($)
	Percent

	Sales
	$2,797,000 
	100.00%

	Cost of Goods Sold
	1,790,000
	64.00%

	Gross Margin
	1,007,000
	36.00%

	Operating Expenses
	770,000
	27.53%

	Depreciation Expense
	37,000
	1.32%

	Operating Income
	200,000
	7.15%

	Interest Expense
	70,000
	2.50%

	Income before Income Tax
	130,000
	4.65%

	Income Tax Expense
	52,000
	1.86%

	Net Income (Loss)
	$78,000 
	2.79%



	Snoopy Ltd.

	Vertical Analysis (Income Statement)

	 
	Amount($)
	Percent

	Sales
	$2,454,000 
	100.00%

	Cost of Goods Sold
	1,594,000
	64.96%

	Gross Margin
	860,000
	35.04%

	Operating Expenses
	632,000
	25.75%

	Depreciation Expense
	31,000
	1.26%

	Operating Income
	197,000
	8.03%

	Interest Expense
	43,000
	1.75%

	Income before Income Tax
	154,000
	6.28%

	Income Tax Expense
	62,000
	2.53%

	Net Income (Loss)
	$92,000 
	3.75%



Section 2: Ratio Analysis
	Profitability

	Ratio
	Formula
	Bailey Ltd.
	Snoopy Ltd.

	Gross profit margin
	
	=0.36
	=0.35

	EBIT
	Earnings before Interest &amp; Tax – Net Income + Interest + Inc.Taxes
	
	

	EBIT to percentage of sales
	
	=0.08
	=0.09

	Net profit margin
	
	=0.028
	=0.037

	Return on equity
	
	=0.229
	=0.148

	Return on assets
	
	=0.069
	=0.087

	Assets turnover
	
	=2.488
	=2.326




	Liquidity

	Ratio
	Formula
	Bailey Ltd.
	Snoopy Ltd.

	Current ratio
	
	=2.13
	=2.35

	Quick ratio
	
	=1.61
	=1.67

	DSO
	
	*365=30.73
	=36.59

	ART
	
	=11.90
	=9.98

	Inventory day on hand
	
	=17.54
	=25.42

	Inventory turnover
	
	=20.57
	=14.49




	Solvency Ratio

	Ratio
	Formula
	Bailey Ltd.
	Snoopy Ltd.

	Current ratio
	
	=2.13
	=2.35

	Quick ratio
	
	=1.61
	=1.67

	DSO
	
	*365=30.73
	=36.59

	ART
	
	=11.90
	=9.98

	Inventory day on hand
	
	=17.54
	=25.42

	Inventory turnover
	
	=20.57
	=14.49




	Market Value

	Ratio
	Formula
	Bailey Ltd.
	Snoopy Ltd.

	Book value for share
	
	=16.91
	=25.08

	Dividend payout
	
	=0.769
	=0.598

	EPS
	
	=3.545
	=3.68



Profitability
The two companies have an almost similar gross margin. Bailey’s and Snoopy’s profit margins are 36 and 35 percent, respectively. The ratio indicates that the companies are able to retain 35% of their income once they have paid all their expenses. The Earnings before interest and taxes are another profitability ratio and show the profit generated before any deduction. The EBIT margin is 8 and 9 percent for Bailey and Snoopy. This means that companies are able to control their operational expenses. Bailey, however, has lower operating costs. The net profit margin for Bailey and Snoopy is 0.028 and 0.038. This indicates that for each $1 sales, the companies make $0.028 and $0.038. The figures are quite low, and the companies should make more sales to increase profits (Bragg, 2017). Snoopy is effective in terms of performance and return on shareholder’s investment.
Liquidity
Bailey and Snoopy Ltd have a current ratio of 2.13 and 2.35, respectively. The ratio for both businesses is higher than the market benchmark of 2. This, therefore, means that the firms have two times more current assets compared to the current liability. The companies are able to pay their current obligation. Additionally, it means that the companies have the adequate cash flow needed for settling current liabilities. The quick ratio of Bailey is 1.61, while that of Snoopy is 1.67. Although both companies have a liquid asset of $1.6 for each $1 on current liabilities, Snoopy may have a higher ratio. This means that the liquidity position of Snoopy is better compared to that of Bailey. In terms of the numbers taken to collect a debt after a sale, Bailey takes an average of 30.73 days. Snoopy is, however, slow since it has 36.59 days. The two companies have an excellent collection method as both falls between 30 to 60 days timeframe. The ratio means that Bailey is quicker in collecting cash on each sale. As such, the company is able to reinvest more money. The two companies are effective in managing the account receivables, as shown by the receivable turnover ratio. The ART ratio is different for both companies meaning that Bailey is aggressive in collecting the debts from customers. Bailey is ultimately the best in managing account receivables (Vandyck, 2006). Bailey’s inventory takes longer time on shelves(17.54days). Snoopy, on the other hand, takes 25.42days to sell the products from the shelves. The ratio means that Bailey sells its inventory eight days faster compared to Snoopy. Based on the above analysis, Snoopy has a better liquidity position compared to Bailey (Bragg, 2017).
Solvency
The solvency ratio is used to determine the company’s ability to pay its debt obligations. The interest coverage for Bailey is 3.39 times, which indicates that the company is healthy. Additionally, Bailey has a high debt to equity ratio of 222%. This means that it has more debts compared to the shareholder’s equity. On the other hand, Snoopy relies less on the debt to finance its operations since the debt to equity ratio is 77%. Despite the high debt level, the shareholders at Bailey should not be worried as the interest coverage will pay the debts. The debt asset ratio for Bailey and Snoopy is 68.9% and 36.87%, respectively. The high debt ratio and debt to asset ratio possess a great financial risk to Bailey’s shareholders. It can, therefore, not access long term debt (Bragg, 2017). Snoopy is solvent compared to Bailey due to the low debt to asset ratio.
Market Value
[bookmark: _GoBack]The book value for each Bailey’s share is $16.91, while that of Snoopy is $25.08. Therefore, Snoopy shareholders are expected to enjoy $8.17 more. This is 48.31% more compared to that of Bailey’s. The dividend payout for the two companies is 76.9% and 59.8%, respectively. The shareholders of Bailey will receive more dividends at the end of the year. The earnings per share are $3.545 and $3.68 for Bailey and Snoopy. Although Bailey’s shareholders are getting higher dividends, Snoopy’s shareholders are enjoying better returns.
Conclusion
Based on the above financial analysis, the best investment in buying stocks from Snoopy Ltd. Snoopy has lower debts but higher interest coverage. Additionally, it is more profitable as it a return on assets of 1.3 times compared to Bailey. However, the inventory turnover and account receivable management raises a bit of concern to the investors. The company’s management should address these issues to make the company profitable. Snoop is efficient in running its operations, but it can improve the shareholders’ wealth by using some of the strategies used by the competitors.
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