
Financial Performance Analysis
For Years ended September 2020-2022



Liquidity Ratios
Current Ratio:
The current ratio has steadily declined over the three-year period, indicating a deteriorating ability to cover short-term liabilities with current assets. In 2022, the ratio fell below 1, suggesting potential liquidity issues.

Quick Ratio:
The quick ratio shows a similar downward trend, implying a decreasing capacity to meet short-term obligations using liquid assets. The 2022 figure suggests the company may struggle to pay off its current liabilities without selling inventory.

Cash Ratio:
The cash ratio has declined significantly, indicating a substantial reduction in the company's ability to pay off short-term debts using only cash and cash equivalents.

Key Insights:
Declining liquidity: All three ratios show a consistent downward trend, suggesting the company's overall liquidity position has weakened considerably from 2020 to 2022.
Increased financial risk: The decline in ratios indicates higher financial risk and potential difficulty in meeting short-term obligations.
Possible cash flow issues: The sharp drop in the cash ratio may indicate cash flow problems or increased reliance on non-cash current assets.
Need for action: Management should consider strategies to improve liquidity, such as reducing current liabilities, improving cash collection, or securing additional financing.
Industry comparison needed: To gain a fuller picture, these ratios should be compared with industry averages and competitors' figures.


Fig 1: Graph showing current, quick and cash ratios for the years 2020-2022.

Inventory Days:
The company's inventory management efficiency fluctuated over the three-year period. In 2022, inventory days decreased to 9.0 from 12.5 in 2021, indicating improved inventory turnover. This suggests better inventory management or increased sales. The 2022 figure is closer to the 2020 level of 9.8 days, potentially signalling a return to pre-pandemic efficiency.
Payable Days:
There's a consistent upward trend in payable days, increasing from 91.0 in 2020 to 93.9 in 2021, and further to 104.7 in 2022. This suggests the company is taking longer to pay its suppliers, which could indicate:
Improved negotiating power with suppliers
Potential cash flow management issues
A strategic decision to maximize working capital

Receivable Days:
Receivable days remained relatively stable between 2021 (26.2 days) and 2022 (26.1 days) but increased from 2020 (21.4 days). This implies:
Consistent credit policies in the last two years
A potential shift in customer base or credit terms since 2020
Possible impact of economic conditions on customer payment behaviour

Overall Working Capital Management:
The company appears to be optimizing its working capital by reducing inventory days and extending payable days while maintaining stable receivable days. This strategy could lead to improved cash flow, but it's important to monitor supplier relationships and ensure the extended payment terms don't negatively impact the supply chain.


Fig 2: Graph showing inventory, payable and receivable  days ratios for the years 2020-2022.

Net Trading Cycle:
The net trading cycle has been negative for all three years, indicating that the company is collecting cash from sales before paying its suppliers. This trend has become more pronounced over time:
2020: -59.8 days
2021: -55.1 days
2022: -69.6 days
The significant decrease in 2022 suggests improved cash flow management, as the company is retaining cash for a longer period before paying suppliers.

Working Capital as a % of Sales:
This ratio shows a concerning downward trend:
2020: 13.96%
2021: 2.56%
2022: -4.71%
The shift from positive to negative working capital indicates that the company's current liabilities now exceed its current assets. This could signal potential liquidity issues and difficulty meeting short-term obligations.

Insights:
· Cash flow management appears to be improving, as evidenced by the lengthening net trading cycle.
· However, the company's liquidity position is deteriorating, shown by the declining working capital ratio.
· The conflicting trends suggest that while the company is efficient in collecting cash, it may be struggling with other aspects of its short-term financial management.

Fig 3: Graph showing net trading cycle, and working capital as a % of sales for the years 2020-2022.



Defensive Interval 
The Defensive Interval ratio measures how long a company can continue to operate using its current liquid assets without relying on additional revenue or funding. This report analyses the trend over three years:
2020: 1899.7 days
2021: 1509.5 days
2022: 1228.2 days

Observations:
Declining trend: The Defensive Interval has consistently decreased over the three-year period.
Significant reduction: From 2020 to 2022, the interval decreased by 671.5 days, or approximately 35.3%.

Insights:
Reduced liquidity: The declining trend suggests a reduction in the company's liquid assets relative to its daily cash expenditures. This could be because of 
Increased operational costs
Decreased cash reserves or marketable securities
Expansion or investments using liquid assets
Financial resilience: Despite the decline, the company still maintains a substantial defensive interval of over 3 years (1228.2 days) as of 2022.
Risk assessment: While the company remains in a strong position, the consistent decline may warrant attention from management to ensure long-term financial stability.


Fig 4: Graph showing defensive interval days ratios for the years 2020-2022.


Profitability Ratio
Gross Margin:
The company has shown consistent improvement in its gross margin over the three-year period. Starting at 38.23% in 2020, it increased to 41.78% in 2021 and further to 43.31% in 2022. This upward trend suggests enhanced efficiency in production processes or better pricing power.

EBITDA Margin:
EBITDA margin also demonstrates a positive trend, rising from 28.17% in 2020 to 32.87% in 2021, with a slight increase to 33.10% in 2022. This indicates improved operational efficiency and cost management.

EBIT Margin:
The EBIT margin follows a similar pattern, increasing from 24.15% in 2020 to 29.78% in 2021 and 30.29% in 2022. This suggests that the company has been successful in controlling its operating expenses relative to revenue growth.


Net Margin:
Net margin showed significant improvement from 20.91% in 2020 to 25.88% in 2021. However, there was a slight decrease to 25.31% in 2022. Despite this minor setback, the overall trend remains positive compared to 2020.

Insights:
Consistent improvement across all margins from 2020 to 2022, indicating overall enhanced profitability and operational efficiency.
The most significant improvements occurred between 2020 and 2021, with more modest gains or slight decreases from 2021 to 2022.
The company has maintained its improved performance in 2022, suggesting that the positive changes implemented in 2021 were sustainable.

Fig 5: Graph showing profitability ratios for the years 2020-2022.

Solvency/Debt Management Ratio

Debt to Equity (D/E) Ratio
The D/E ratio has been steadily increasing over the three-year period, indicating that the company is increasingly relying on debt financing relative to equity. This suggests a more aggressive financial strategy, which may increase financial risk but could also lead to higher returns for shareholders if managed effectively.

Debt to Total Assets
The debt to total assets ratio has slightly decreased over time, suggesting that the company is gradually reducing its reliance on debt to finance its assets. This trend indicates improved financial stability and reduced risk of insolvency.

Long-term Debt to Capital
The long-term debt to capital ratio has increased slightly each year, indicating that the company is using more long-term debt in its capital structure. This aligns with the increasing D/E ratio and suggests a shift towards longer-term financing strategies.


Times Interest Earned
The times interest earned ratio has significantly improved over the three-year period, nearly doubling from 2020 to 2021. This indicates the company's growing ability to meet its interest obligations, suggesting improved profitability and financial health.

Debt Coverage
The debt coverage ratio has shown substantial improvement, more than doubling from 2020 to 2021 and maintaining a high level in 2022. This indicates the company's enhanced ability to service its debt obligations using operating income, reflecting improved financial stability.

Free Cash Flow (FCFE) per Share
Free cash flow per share has consistently increased over the three years, indicating improving operational efficiency and the company's growing ability to generate cash for shareholders after meeting all financial obligations and investment needs.

The company shows a trend of increasing leverage, as evidenced by the rising D/E and long-term debt to capital ratios. However, this is balanced by improving profitability and cash flow metrics, as seen in the times interest earned, debt coverage, and free cash flow per share figures. The slight decrease in debt to total assets also suggests prudent management of overall debt levels.
The company appears to be leveraging debt to drive growth while maintaining strong ability to service its debt obligations. This strategy, if continued successfully, could lead to increased shareholder value, but it also carries increased financial risk that should be monitored closely.

Fig 6: Graph showing solvency ratios for the years 2020-2022.

Total Asset Turnover
The total asset turnover ratio has shown consistent improvement over the three-year period. This indicates that the company has become more efficient in using its assets to generate sales. The increasing trend suggests better asset utilization and improved operational efficiency.

Fixed Asset Turnover
Fixed asset turnover has also demonstrated steady growth. This upward trend implies that the company is generating more sales per unit of fixed assets, indicating improved efficiency in utilizing property, plant, and equipment.

Inventory Turnover
The significant increase in 2022 suggests that the company has greatly improved its inventory management, selling and replacing inventory more quickly. This could indicate better demand for products or more efficient supply chain management.




Return on Assets (ROA)
The consistent increase in ROA indicates that the company is becoming more profitable relative to its total assets. This suggests improved overall efficiency in converting assets into profits.

Insights:
· The company has shown consistent improvement in asset utilization and operational efficiency from 2020 to 2022.
· There's been a significant enhancement in inventory management in 2022, potentially due to increased demand or improved processes.
· Profitability relative to assets has steadily increased, indicating better overall financial performance.
· The positive trends across all ratios suggest that the company has successfully navigated challenges and improved its operations over the three-year period.


Fig 7: Graph showing asset utilisation ratios for the years 2020-2022.

Earnings per Share (EPS) increased from $3.28 in 2020 to $6.11 in 2022, indicating strong earnings growth.
Return on Equity (ROE) rose from 87.87% to 196.96%, suggesting better utilization of shareholders' equity.
Return on Capital Employed (ROCE) improved from 38.37% to 74.30%, reflecting more efficient use of capital.
Return on Assets (ROA) increased from 17.73% to 28.29%, indicating improved asset utilization.
Price to Earnings (P/E) ratio decreased from 34.37 in 2020 to 22.41 in 2022, suggesting the stock may be more attractively valued.
Price to Book Value (PBV) increased from 30.52 to 44.40, indicating higher market valuation relative to book value.
The company maintains a consistent dividend policy with some changes.
Dividend Payout Ratio decreased from 24.53% to 14.87%, suggesting the company is retaining more earnings for growth.
Dividend per Share increased slightly from $0.80 to $0.91.
Dividend Yield remained relatively stable, decreasing slightly from 0.71% to 0.66%.
Book Value per Share (BV) decreased from $3.73 to $3.10, which may indicate share buybacks or increased liabilities.
EV/EBITDA data is incomplete for 2022, but showed a decrease from 3.70 in 2020 to 2.63 in 2021.

Insights:
The company's profitability is improving, as evidenced by the growing EPS.
The decreasing P/E ratio, coupled with increasing EPS, suggests that the stock price growth is not keeping pace with earnings growth, potentially making the stock more attractive to value investors.
The rising PBV ratio indicates strong market confidence, but also raises concerns about potential overvaluation.
The combination of these factors suggests a company with improving fundamentals that may be approaching fair valuation in the market.
The decreasing P/E ratio coupled with increasing PBV suggests a need to balance growth with market expectations. Communicate the company's value proposition clearly to investors.




Fig 8: Graph showing investor ratios for the years 2020-2022.

Percentage Increases
1. Profitability
· Gross profit margin improved steadily from 38.23% in 2020 to 43.31% in 2022.
· Operating income margin increased from 24.15% in 2020 to 30.29% in 2022.
· Net profit margin rose from 20.91% in 2020 to 25.31% in 2022.
Insight: The company has significantly improved its profitability across all levels.
2. Cost Management
· COGS as a percentage of net sales decreased from 61.77% in 2020 to 56.69% in 2022.
· R&D expenses fluctuated but remained relatively stable (6.83% in 2020, 6.66% in 2022).
· SGA expenses decreased from 7.25% in 2020 to 6.36% in 2022.
Insight: Effective cost management has contributed to improved profitability.
3. Tax Rate
· Income tax rate fluctuated, peaking at 23.24% in 2021 before decreasing to 16.43% in 2022.
Insight: The company may have benefited from tax optimization strategies or changes in tax regulations.
4. Capital Expenditure
· Capex as a percentage of sales increased from 1.56% in 2020 to 5.67% in 2022.
· Capex as a percentage of fixed assets rose from 11.67% in 2020 to 53.08% in 2022.
Insight: The company has significantly increased its investment in fixed assets, potentially indicating expansion or modernization efforts.

Overall Insights:
· Continue cost optimization: The company has successfully reduced COGS and SGA expenses. Maintain this focus on efficiency to further improve profitability.
· Invest in R&D: Consider increasing R&D spending to drive innovation and maintain competitiveness, as it has remained relatively stable while other metrics improved.
· Monitor tax strategies: Analyse the factors contributing to the fluctuating tax rate and explore opportunities for consistent tax optimization.
· Evaluate capital expenditure: Assess the return on investment from the increased Capex to ensure it aligns with long-term growth strategies.
· Leverage improved profitability: Use the enhanced financial position to explore new market opportunities or invest in areas that can sustain long-term growth.
· Maintain financial discipline: While metrics have improved, continue to monitor and control expenses to maintain the positive trend in profitability.


Liquidity

Net trading cycle	
-69.636906749322122	-55.140211212959656	-59.816985419850319	Working Capital as a % of Sales	
-4.711052727678481E-2	2.557289573748623E-2	0.13959528623208203	Years


Amount





Defensive Interval (Days)	
1228.1708953554833	1509.5279575499187	1899.7263870780819	Years


Amount



Profitability Ratio

2022	Gross margin	EBITDA margin	EBIT margin	Net margin	0.43309630561360085	0.3310467428130896	0.30288744395528594	0.25309640705199732	2021	Gross margin	EBITDA margin	EBIT margin	Net margin	0.41779359625167778	0.32866979938056462	0.29782377527561593	0.25881793355694238	2020	Gross margin	EBITDA margin	EBIT margin	Net margin	0.38233247727810865	0.2817478097736007	0.24147314354406862	0.20913611278072236	Years


Amount





Solvency/Debt Management Ratio

Debt to equity (D/E)	Debt to total assets	Long-term debt to capital	Times interest earned	Debt coverage	Free cash flow (FCFE) per share	1.9529325860435744	0.41984096610962285	0.66135359651409131	41.68830715532286	9.5988878143133469	5.8172308360595055	Debt to equity (D/E)	Debt to total assets	Long-term debt to capital	Times interest earned	Debt coverage	Free cash flow (FCFE) per share	1.729370740212395	0.46276374493592631	0.63361518269878514	40.546706363974693	9.5485704293083842	4.1374094140853463	Debt to equity (D/E)	Debt to total assets	Long-term debt to capital	Times interest earned	Debt coverage	Free cash flow (FCFE) per share	1.5100782075024104	0.47287025144494393	0.60160603880345842	22.081279147235175	4.2921758044910758	3.4747341232503075	




Asset Utilisation

Total asset turnover	Fixed asset turnover	Inventory turnover	Return on assets (ROA)	1.1178523337727317	1.8142535081665516	40.734128588758594	0.28292440929256851	Total asset turnover	Fixed asset turnover	Inventory turnover	Return on assets (ROA)	1.0422077367080529	1.6922966608994938	29.219756838905774	0.26974205275183616	Total asset turnover	Fixed asset turnover	Inventory turnover	Return on assets (ROA)	0.84756150274168851	1.5236020535590398	37.253385865550356	0.1772557180259843	



Investor/Market Ratios

Price to equity (P/E)	Earnings per share (EPS)	Price to book value (PBV)	Book value per share (BV)	Dividend payout ratio	Dividend per share	Dividend yield	Return on equity (ROE)	Return on capital employed (ROCE)	Return on assets (ROA)	Enterprise value to EBITDA (EV/EBITDA)	22.409999999999997	6.11	44.404185019507807	3.1037952827971451	0.14870294480125848	0.90905087211857494	6.5958567576073039E-3	1.9695887275023682	0.74295684845016452	0.28292440929256851	0	Price to equity (P/E)	Earnings per share (EPS)	Price to book value (PBV)	Book value per share (BV)	Dividend payout ratio	Dividend per share	Dividend yield	Return on equity (ROE)	Return on capital employed (ROCE)	Return on assets (ROA)	Enterprise value to EBITDA (EV/EBITDA)	24.869716049382717	5.61	37.694898342924397	3.740901453484597	0.15279890156316012	0.85781615672153533	6.0832459776483947E-3	1.5007132667617689	0.59924976211298675	0.26974205275183616	2.6287458518044131	Price to equity (P/E)	Earnings per share (EPS)	Price to book value (PBV)	Book value per share (BV)	Dividend payout ratio	Dividend per share	Dividend yield	Return on equity (ROE)	Return on capital employed (ROCE)	Return on assets (ROA)	Enterprise value to EBITDA (EV/EBITDA)	34.369999999999997	3.28	30.519169366623302	3.7276473233382479	0.24526658654264863	0.80333341434558025	7.0613592295815861E-3	0.87866358530127486	0.38365773618321669	0.1772557180259843	3.6961108812577574	





COGS as % of net sales 	Gross Profits as % of net sales 	R	&	D operating expenses as a % of net sales 	SGA operating expenses as % of net sales 	Operating income as a % of net sales 	Net profit as a % of net sales	income tax rate	Capex as % of sales 	Capex as % of fixed assets 	0.56690369438639909	0.43309630561360085	6.657148363798665E-2	6.3637378020328261E-2	0.30288744395528594	0.25309640705199732	0.1643367505436471	5.6688847862692987E-2	0.53075955077522141	
COGS as % of net sales 	Gross Profits as % of net sales 	R	&	D operating expenses as a % of net sales 	SGA operating expenses as % of net sales 	Operating income as a % of net sales 	Net profit as a % of net sales	income tax rate	Capex as % of sales 	Capex as % of fixed assets 	0.58220640374832222	0.41779359625167778	5.9904269074427925E-2	6.006555190163388E-2	0.29782377527561593	0.25881793355694238	0.23244846942045841	3.9760317317128507E-2	0.36878803245436104	
COGS as % of net sales 	Gross Profits as % of net sales 	R	&	D operating expenses as a % of net sales 	SGA operating expenses as % of net sales 	Operating income as a % of net sales 	Net profit as a % of net sales	income tax rate	Capex as % of sales 	Capex as % of fixed assets 	0.61766752272189129	0.38233247727810865	6.8309564140393061E-2	7.2549769593646979E-2	0.24147314354406862	0.20913611278072236	0.14161362924982487	1.5623918547256069E-2	0.11665669368438231	



Liquidity Ratio

Current ratio	
0.87935602862672257	1.0745531195957954	1.3640000000000001	Quick Ratio	
0.84723539114961488	1.0221149018576519	1.325072111735236	Cash Ratio	
0.31369900377966253	0.49919111259872012	0.86290230757552755	Years


Amount




Liquidity Ratio

Inventory Days	
8.96054519012662	12.491548167642746	9.797767143027114	Payable Days	
104.68527730310539	93.85107122231561	91.048189715674184	Receivable Days	
26.087825363656652	26.219311841713207	21.433437152796749	Years


Amount
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