
{DATE}

Internal Memo

To:	 Ronald,
      	 Proprietor, Rhy's Fries
From: 	

Re: 	Management report for Rhy’s Fries on its Trends and Financial Performance


Please find attached the management report for Rhy’s Fries Trends and Financial Performance. The report outlines any issues noted as well as some potential solutions.



Regards,


RHY’S FINANCIAL TRENDS AND PERFORMANCE 
Introduction
In the year 20X3 to the year 20X5 the Rhy's Fries company financial statement analysis shows some progress and the position of the company in terms of how much assets it owns and the amount of revenue produced. To identify how effective the company's performance is, a set of analyses on liquidity, profitability, and the turn-cover ratio is necessary. We employ different methods to arrive at a constructive result, as shown in the analysis section below.
Analysis
Liquidity Ratio
Liquidity Ratios were used to measure the ability of Rhy's Fries Company to pay its current obligations as spelt out. The analysis of the liquidity ratio is shown in appendix 1. The Rhy's Fries Company showed a better result in the year 20X4 and was weakest in the year 20X3. 
Profitability Ratio
Profitability Ratio analysis helps to identify the ability of Rhy's Fries Company to produce income and hence it’s operating efficiency. The net profit ratio is the ratio of net profit over sales, which identify the overall profitability of the Rhy's Fries. There is a drop in the profitability ratio of the company from the year 20X3 to the year 20X5, meaning that the ability of the company to make more profit is decreasing with time (Appendix 2).
Return on Equity
To find out the return realized from using the shareholders' equity, we employ the return on equity method (ROE), which is the ratio of the net profit over the shareholders' equity. The Rhy's Fries Company had an excellent ROE in the year 20X3, which slightly dropped from 60.19% to 42.78% and then reduced further to 28.46%, showing an overall decrease in the ratio as seen in appendix A3. Therefore, Rhy's Fries Company’s returns on equity are dropping with time. (appendix 3)
Return on Capital Employed
To identify the trend in return achieved from utilizing the company's total capital, Return of Capital ratio was employed. The trend shows an overall decrease in the returns on equity. Therefore, the overall profitability of Rhy's Fries Company is gradually dropping from one year to the other. (Appendix 4)
Turn-Over Ratio
To find more information on the performance of the company, we use the turnover ratio to measure the efficiency of the company in using its assets.
a. Inventory Turn-Over
The inventory turnover analysis shows the trend in the ratio of the cost of goods sold over the inventory of the company. This analysis shows a general increase in the effectiveness of managing the company's stock as seen in (appendix 5).
b. Receivable Ratio
Rhy's Fries Company’s effectiveness in collecting its receivables is tested by using the receivable ratio method. In this case, the company's ability to manage its debt collection is decreasing from one financial year to the other, meaning that the company is writing off more debt (appendix 6).
c. Payable Ratio
Also, using the payable ratio method, we identify that the company was able to pay its debt faster in the year 20X4, the dropped in the year 20X5. This trend could mean that in the year 20X6, the company should expect an even lower result in managing its payable. (Appendix 7)
Solvency
To understand more about the company's assets, we use a different method to identify how much assets the company owns that will be used to cover future liabilities.
a. Financial Leverage
In this attempt, we utilize the financial leverage ratio to determine the number of assets available to the Rhy's Fries Company’s holders. The trend in the analysis indicates that there is an overall increase in the financial leverage ratio, meaning that Rhy's Fries Company is highly leveraged and, therefore, may face difficulties in paying off its debt in the future. (Appendix 8).
Recommendations
Concerning the above analysis, the following areas should be taken into consideration to maintain a healthy competition.
a. The company should lower the leverage amount to a sustainable amount to prevent future problems in paying the debts.
b. The profitability of the company is generally dropping; therefore, the company should employ a qualified financial manager to manage the company's finance
The management should come up with better means of collecting debt to reduce the amount of debt written off.

APPENDIX A
1. Current Ratio
	particulars
	20X5
	20X4
	20X3

	current assets
	183582
	174262
	95505

	current liability
	44616
	38556
	344033

	Current Ratios
	4.11
	4.52
	0.28


To calculate the current ratio, divide the current assets by current liability. The higher the ratio, the better the state of the company to pay off its current obligations.
2. Net Profit Ratio
	particulars
	20X5
	20X4
	20X3

	Net Profit
	79360
	96995
	105169

	Sales
	983776
	891901
	800498

	Net Profit Ratio
	8.07%
	10.9
	13.14

	
	
	
	


3. Return on Equity
	particulars
	20X5
	20X4
	20X3

	Net Profit
	79360
	96995
	105169

	Shareholders' Equity
	278864
	226746
	174724

	Ratio
	28.46%
	42.78%
	60.19%


4. .Return on Capital Employed
	Particulars
	20X5
	20X4
	20X3

	EBIT
	86347
	102980
	108423

	Capital Employed
	415864
	368746
	226724

	Ratio
	20.76%
	27.93%
	47.82%



5. Inventory Turn-Over
	particulars
	20X5
	20X4
	20X3

	Cost of Goods Sold
	334047
	300538
	263771

	Inventory
	42587
	38711
	33698

	Ratio
	7.84
	7.76
	7.83



6. Receivable Ratio
	particulars
	20X5
	20X4
	20X3

	Sales
	983776
	891901
	800498

	receivables
	29259
	16869
	8749

	Ratio
	33.62
	52.87
	91.5


7. Payable Ratio
	particulars
	20X5
	20X4
	20X3

	Purchases
	334047
	317277
	263771

	Payables
	24616
	21556
	19033

	Ratio
	13.57
	14.72
	13.86


8. Financial Leverage
	Particulars
	20X5
	20X4
	20X3

	Total Assets
	460480
	407403
	260757

	Equity
	278864
	226746
	174724

	Ratio
	1.7
	1.8
	1.5



