1.0 INTRODUCTION

Managerial finance is vital in all types of industry, whether they are public or private, deal with financial services, or are manufactures. Financial managers have firm duties for deciding under which credit terms customers can buy, how much inventory the firm should carry, how much cash to keep on hand, whether to acquire other firms, how much of the firm’s earning to reinvest in the business and how much to pay out as dividends. The appropriate goal for management decisions; considers the risk and timing associated with expected earnings per share in order to maximize the price of the firm’s common stock. So, the overall performance of a firm then ultimately boils down to its financial performance which is again reflected in the share prices of company. The stated objective of the management of any company is to make higher profits consistently, which should attract investors to purchase and retain shares of the company for its sustained future prospect. 

The key instrument by which the management of any company communicates its performance level to its shareholders is its year-end annual report. It is a report issued annually by a corporation to its shareholders. It contains basic financial statements: the income statement, the balance sheet, the statement of retained earnings and the statement of cash flows as well as management’s opinion of the past year’s operations, and the firm’s future prospects. However, since accounting information is based on historical cost convention, it sometimes does not account for market aspects of its share price and its justification. In finance, share price or any other measure of performance is future-oriented and forward-looking. So, there occurs a discrepancy in evaluation of performance of a company in terms of finance and accounting. We are trying to justify the possible discrepancy by scrutinizing the financial reports and for this purpose we have taken “Apex Tannery Limited” as our subject matter.

1.1 SOURCE OF PROBLEM

There seems to be instances of discrepancies between the Market Value of the Share and the Book Value of the share. To be more precise, the book value per share of Apex Tannery Limited as on June 30, 2008 was TK 429.26, whereas the closing market price at Dhaka Stock Exchange as on June 30, 2008 was TK 620. As Apex Tannery Limited had a market price which is far above the book value per share of the company, it indicates good news for us which are going to be discussed in the report.  

1.2 OBJECTIVE OF THE REPORT

The main objective of the report is to identify the discrepancy between the Market Value and the Book Value of the share and rationalize why this discrepancy exists through the following way:

· Making a thorough analysis of the company’s financial statements over the last 6 years by using ratio analysis, cash flow analysis and analysis of major components of the balance sheet and trying to identify which components of the balance sheet is not reflective of its market price leading to the discrepancy between book value per share and market value per share. 

· Ideally, our selected company should have been compared with industry average in order to assess its relative performance. The industry in our case should comprise of all the Tanneries listed in the DSE and CSE. There are around 34 Tannery companies working in Bangladesh. But currently there are no tannery companies except Apex are being traded in Stock market. As a result we had to break down the industry line and chose the company which is related with the leather industry for its input raw material. Therefore, we went for Bata Shoe Limited, which we considered as the competitor firm for Apex Tannery Limited. 
· Evaluating the financial condition (using ratios) between Apex Tannery Limited and Bata Shoe Limited on the basis of Annual Reports for the five consecutive financial years from 2003 to 2008.
1.3 METHODOLOGY

As the report is related with business, it is a business research. Hence the report has been prepared based on a research process. The process is shown below – 

1.3.1 STATISTICAL Technique

To analyze quantitative data we have used different statistical tools like charts and graphs with trend analysis for making comments on ratio analysis. 

1.3.2 NATURE OF DATA

Our research is based on secondary data. Secondary data was collected in the form of Balance Sheet and Income Statement from Annual Reports of Apex Tannery for the period 2003 to 2008. For our cross section analysis, we also used financial data of Bata Shoe Limited. 

1.3.3 SOURCES OF DATA

The sources of data are mainly from the annual reports of the company, which are necessary secondary sources. The secondary sources mainly include the last 6 years “Annual Reports” of both “Apex Tannery Ltd” and “Bata Shoe Limited” which had been collected from the Dhaka Stock Exchange. We also took some data from Dhaka Stock Exchange’s website: www.dsebd.org related to market price and some ratios.

1.3.4 PERIOD UNDER CONSIDERATION

To justify the stock price and also to compare the performance of Apex Tannery Ltd with Bata Shoe Ltd, we considered 6 years period. To identify the financial performance of any company at least five years or more data should be considered.  The reason is to avoid the short term fluctuation in the economy and to get the mirror image of actual situation within a time period.

1.3.5 NATURE OF ANALYSIS

As mentioned earlier, we relied on “Cross Sectional Study” to compare between the two competitive firms and “Time series analysis” to get a trend for 6 years performance of Apex Tannery Ltd. To monitor the performance of our company we focused with respect to “Ratio Analysis” and “Cash Flow Statement Analysis”, which helped us identify the specific trends or fluctuations occurred during the periods taken into consideration for analysis.

1.3.6 STANDARD OF COMPARISON

We relied on “Cross Sectional Study” as standard for comparison of the performance of “Apex Tannery Ltd” with “Bata Shoe Limited” its competitor. Due to unavailability of data and also difficulty of calculation of the “Industry Averages”, we carried out ratio analysis of both the companies for the last 6 years and compared their performances with respect to all the major ratios. Finally, we came up with our comments regarding relative performances of each company in due course of time.

1.4 SCOPE OF THE REPORT

The study on the assigned companies (Apex Tannery Ltd and Bata Shoe Limited) financial performance analysis covered different aspect of the financial performances of the respectable companies. In the report various financial analytical tools and techniques have been applied initially from converting and interpreting the accounting data to measure the efficiency and effectiveness in addition to the strengths and weaknesses of both the companies. Finally, having ratio, trend and comparative analysis between two assigned companies for six years might not be a conclusive one to draw inference on the performance of these companies.

1.5 LIMITATION OF THE STUDY
· Due to time constraints we could not visit the premise of “Apex Tannery Limited” to incorporate more recent information and views of the “Top Management” about the performance & position of the company.

· Moreover many companies practice ambiguous accounting practices to get rid of tax that dilute the actual scenario. Also many times, these companies try to make their performance much more lucrative to the Shareholders by means of unethical practice which are completely unnoticeable to general public. Such practice if had taken place might have diluted our findings which are based on the information available in the “Annual Reports”. 

· Moreover, comparison with the “Industry Average” would have been the best source of comparison of the performance of the company with respect to the “Tannery Industry.” But it is really a shortcoming that we didn’t find any Tannery company currently trading in any of the stock Exchange. As a result we had to break down the same level of industry concept and chose Bata Shoe Limited for the comparison purpose. Moreover, Even though the relative performance of “Apex Tannery Limited” is far better compared to “Bata Shoe Limited” but their performance would have been far more closely scrutinized and analyzed if we had the “Industry Benchmark” .The two companies that have been assigned may not represent the whole picture of the Tannery industry of Bangladesh. 
· Conclusions derived were only based on quantitative tools and since no qualitative tools were used, some conclusion may not reflect the true picture.
2.0 Corporate profile:
Apex Tannery Limited
	Nature of Business
	Apex Tannery produces world class quality leather by transfer of technology from Italy.  It is 100% export oriented company. Its annual capacity is about 24.5 million sft. Of finished goats and cow leather. Apex exports to EU, Brazil and China. It has two factories and both engaged in processing and finishing cow and goat finished leather for export.

	Company background
	Apex Tannery is the largest tannery in Bangladesh and also one of the largest in south Asia. It was incorporated as a private limited company on 26th day of July 1976 under companies Act 1913. it was converted into a public limited company in 1986. the shares of the company are publicly traded on the force of the Dhaka Stock Exchange and Chittagong Stock Exchange Limited. It is holding as an ‘A’ category share in the stock market.

	Registered Office
	127 Hazaribagh T/A, Dhaka-1209

	Stock Exchange Listing
	DSE & CSE

	Factories
	UnitI: 127 Hazaribagh T/A, Dhaka-1209

UnitII: Shafipur, Kaliakoir, Gazipur.


3.0 Analysis and Interpretation of Balance Sheets
To find out the credit worthiness and the performance of any firm, bank and other financial organization wants to have a look on the firm’s liquidity position, profitability and solvency position. The healthy liquidity position of any firms ensures the loan repayment capability. Current and Quick ratio measures the liquidity position. But it’s also necessary to figure out the inventory position as it has the less liquidity. Investment in fixed assets also indicates the future growth or prospects of the firm if properly utilized. Again the amount of loan (short term and long term) also plays an important role in measuring the credit worthiness. Finally, the investors always want to maximize the wealth i.e.; the share price. So it’s important to increase the amount of Common share holder equity. The improvement thereby also indicates the increasing retain earning.

Therefore let us now take a look into some major components of the balance sheet of Apex Tannery Limited over a period of six years (2003 – 2008) to evaluate its financial situation. We will start with Current Assets and the rest will subsequently follow.

Current Assets:

Among all the current assets cash is the most liquid and hence we will look at that first and the rest in balance sheet order.
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Cash in 2004 has increased by 30.37% but it again reduced by 18.19%. In the year 2006, the company had a huge amount of cash inflow compared to the previous year. It increased by 167.77% due to increased sales volume and good collection policy that lead to a good DSO ratio compared to the previous year. In the year 2007 the cash balance reduced by 63.94% because of piling up the inventory. However the year 2008 experiences the lowest cash balance in the last six year. This could be a good news for the shareholders since low cash balance means less idle cash lying around in the firm and that the cash is being used for further growth.
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The amount of inventory in the year 2003 and 2004 were very similar in amount. But it has increased by 12.7% in the year 2005 though sales decreased in that year but the company manages well the situation in the year 2006. As a result the amount of inventory reduced by 12.6%. In the year 2007 the inventory increased by 17.25% and finally in 2008 the inventory figure increases more than any previous years. This rise in inventory gives us a hint about where some of the company’s cash has gone to. An increase in inventory doesn’t always give a hint of bad news as the management might have had some news about rise in price of raw material the next year and thus decided to pile up inventory and enjoy lower cost of production compared to its competitor.
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Trade Debtor in 2004 had increased by 12.5% and in 2005 it again increased by 23.1%. It then reduced by 13.1% and rose up by 14.1% in the year 2007 compared to the last year. However in 2008 it has decreased by 17% showing that the company having increased amount of credit sales still managed to reduce trade debtors. This could mean that credit policy of the company has become stronger and more efficient which we will know for sure after seeing the DSO for 2008.  

Overall Current Asset:
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The overall current assets has increased gradually from 2003 to 2005 because of piling up huge inventory, and then reduced in 2006 as inventory, trade debtor and other current assets all decreased. It again rose up in 2007 and in 2008 it reached its peak point of almost Tk. 1.4 billion compared to the last 5 years because of high level inventory that remained unsold.
Fixed Asset:
[image: image5.emf]Fixed Asset

0

50,000

100,000

150,000

200,000

250,000

2003 2004 2005 2006 2007 2008

Year

Amount

Series1


The Company had gradually increased the investment in Fixed Assets and in 2007 the investment was the highest one. The investment in fixed asset increased in the 2008 by 1.24%. The gross fixed assets had increased but after subtracting the accumulated depreciation the firm faces a reduced written down balance of fixed assets. However a steady growth in fixed assets draws the picture that the firm is focusing on future growth at this moment.
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Credit purchase has increased in 2004 thus the trade creditor increased by 45% and the following year it also increased by 22.4%. The company faced a lower cash position during the time, thus unable to make a cash purchase of raw material. In 2006 the amount of trade creditor reduced by 81%. This payment was done because of the increased in sales and a good collection of trade debtor. The company again increased the trade creditor by 201% in 2007 and in 2008 there was a 136.24% increase. This increase also tells us that a significantly large amount of inventory was acquired in 2008.
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The Company has a tendency to take the short term loan from the local bank (Agrani bank) as KURBANI ADVANCE for procurement of raw hides and skins which constitutes 40% of their annual supply. But in 2006 the company made a good sales and the collection of trade debtor was also good in amount thus a healthy cash position was found in the said year. Thus the company took less amount of short term loan in 2006. Again in 2007 and 2008 it rose up since the company had purchased a bulk amount of inventory thus a high short term loan makes the company enable to make the purchase as well as bear the operating expenses.
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The long term loan is repaid annually by the company. In the year 2000 the leather industry faced a lot of problem due to which the government instructed the banks to convert the one year short term loan (the Korbani Advance) repayable over eight years from July 2001. The company thus made a regular annual payment as mentioned in the schedule of the bank. Thus the loan amounts were reduced every year end.
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The company had a slight fall (less than 1%) in common equity in 2008 due to no amount being kept aside for re-investment, which the management has used to pay dividend to its shareholders. This situation may be alarming for some; however a regular payment of dividend keeps the investors of the firm happy and the firm can hold the trust of the main people for a longer period of time with only a little bit of struggle.

3.1 DIFFERENCE BETWEEN THE MARKET VALUE & THE BOOK VALUE OF SHARE
The Balance Sheet of the company was based on paid up capital of the shares at their face value of Tk.100 per share and the book value is Tk. 429.26 per share. However, market price per share of those shares is Tk. 620.19. If it is believed that market price of the share truly reflects the intrinsic value of the share, then some other components of the balance sheet are not truly reflecting their market price.
	Deviation (A > L + E) Table

	Year
	2002-03
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08

	Amount of Deviation (A > L + P)
	281357
	274167
	236529
	285357
	198199
	-290,982


From the above table we can see that compared to the previous 5 years in 2008 the company has a market value per share higher than the book value per share which results in A<L+P. Thus we need to revalue the assets and liabilities of the company to be able see a better picture of the company. Since with the information available from annual reports there is no justification that its current liabilities can be revalued, however we know that some part of loans can always be held as bad debt in a creditors’ books or a creditor may go bankrupt, it is possible to devalue some components of current liabilities. By seeing the annual report and the current market situation we can say that either current assets or fixed assets or a combination of both are somewhat undervalued, that is not reflecting its current market price. In case of current assets it is more probable that the discrepancy arises from inventories and / or from trade debtors. In case of fixed assets it is more probable that the price of land and buildings are understated as the company is working in the industry for a very long period of time and thus the greater difference with the market price. Also the management has not taken into account the value of intangible assets, like goodwill, trademark, patent, etc. in the balance sheet which definitely gives a better or true picture of the situation of the company. 

ADJUSTED BALANCE SHEET

BASED ON MARKET VALUE OF SHARE FOR 2008)

	
	2008

	
	

	Particular
	Amount

	
	

	Assets
	

	Inventories
	1159127

	Trade debtors
	180835

	Advance, deposit
	56962

	Cash & Bank balance
	2370

	Current Assets 
	1402706

	Investment
	9500

	Fixed Assets
	165349

	Intangible Assets
	276910

	 
	

	Total Assets
	1851053

	 
	

	Liabilities and Equities
	

	Short term loan
	173649

	Working capital loan
	467523

	Current Portion of Long term loan
	27200

	Trade creditors
	189654

	Sundry Creditors
	21536

	Provision for Income Tax
	19621

	Current Liabilities
	899183

	Long-term loan
	6700

	Total Liability
	905883

	 
	

	Shareholder’s Equity
	945170

	 
	

	Total Liabilities and Equities
	1851053


· Apex Tannery Ltd is in the industry from 26th July, 1976. It has two factories in Hazaribagh and Kaliakoir, Gazipur. As the company is working in the industry from a very long period of time its land value shown in the balance sheet shows the book value not the current market value, which is a lot higher now than 30 years ago. We have revalued the land and increased the amount of net fixed assets.
· Apesx Tannery Ltd has goodwill in the market for operating over 20 years. They have managed to earn their stakeholders’ trust. This trust has a monetary value. Also the company has its own trademark and patent on its products. The monetary value of these intangible assets of the company was not included in the balance sheet. So we considered these values and added them with the fixed assets. 
· When we do our books we always assume that some part of receivables may not be collected and thus turn into bad debts then it is also true that creditor when they do their accounts they assume the same thing. Therefore if the management negotiates further with the creditors then they will forgive some part of the loan. Also with a creditor it is true that they can go bankrupt like a debtor can. Therefore assuming that one or more creditors would go bankrupt some part of our loans would be again forgiven. Keeping these factors in mind we have revalued the current liabilities to reflect somewhat of a true picture.
3.2 Cash flow analysis

Cash flow is a statement reporting the impact of a firm’s operating, investing and financing activities on cash over an accounting period. It is designed to show how the firm’s operations have affected its cash position by examining the investment (use of cash) and financing decisions (sources of cash) of the firm. It helps us to identify whether the firm is generating sufficient cash to purchase additional fixed assets for growth, whether the firm has excess cash flows to repay debt or to invest in new products. This information is useful for both financial managers and investors. So we constructed the cash flow statement of Apex Tannery Limited for five consecutive years and interpret on few important items of the statement which cause major changes in net cash of the firm and also determine its liquidity position.

	year
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08

	Cash at the end of the year               (in Thousands)
	(5,435)
	(28,569)
	(27,235)
	(68,373)
	(42,085)
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After constructing the cash flow for five years we found that the ending cash balance of FY 2003-04 was negative and the trend continue for next four years also. Though in 2007-08 year the cash flow is negative but it is much better position compare to previous years. In 2007-08 year the company was able to show much more improvement in net change in cash which is positive. The main reasons are the improvement in credit collection and at the same time the management was capable to finance current asset with the non interest bearing current liabilities which help to give positive net change in cash. The positive inflow of short term loans and working capital loans provided cash inflow.  At the same time there is a cash inflow for fixed assets sales.
3.2.1 Cash flow from operating activity:

The operating cash flows generated principally from the day to day operation of the firm.

	year
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08

	Net Cash provided by operation       (in Thousands)
	34,274 
	(58,128)
	76,821 
	(41,195)
	7,820 
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There are both ups and downs in net cash flow from operating activities. In FY 2004-05 net cash decreased by 270%. But in FY 2005-06 it increased by around 232%. The main reason is huge volume of sales which shows the firms effective inventory management as well as good collection policies. But in FY 2007 it failed to manage its existing policy as we can see net cash decreased by 154%. There was a huge pilled up of inventories caused cash outflow. In FY 2007-2008 the company again improved the cash flow from operating activities, though they further increase their inventory stock in this year. The main reason is improvement of credit collection.
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In FY 2004-05 there was a huge pilled up of inventories but next year they became successful in selling out inventory. In FY 2006-07 again the company pilled up its inventory. As a result there was a huge amount of cash outflow occurred thus lower inventory turnover ratio. In FY 2007-08 they again increase their inventory stock by 23% which caused a decrease of net operating cash flow. The company increased their inventory stock because they are expecting a boom in sales in next year for which they increase their marketing expenditure by 40% in the FY 2007-2008.
[image: image13.png]Amount(Tk.)

Cash Flow of Trade Debtors
(in Thousands)

50,000
40,000
30,000
20,000
10,000

0
(10,000)
(20,000)
(30,000)
(40,000)
(50,000)

2003-04

2004-05

2005-06

2006-07

2007-08

—o—  Cash Flow of Trade

Debitors

(in Thousands)

(19,947)

(41,290)

28,806

(26,902)

36,947





Trade debtor shows significant cash outflow in FY 2003-04 and which further increase in FY 2004-05. That means the company sold its final product on credit to boost up the sales again the cash collection from trade debtors was also not up to the mark at that two years. But in FY 2005-06 it reduced a great portion as there is an increase in sales and at the same time good amount of cash collection from debtors. But again in 2006-07 the cash outflow of trade debtors found. In FY 2007-08 the company turned back. They showed 236% growth in net credit collection. It happened because they were promoting cash sale instead of credit sales and at the same time they were capable to increase credit collection.
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If we go through the cash flow of trade creditors we see that in most of the years the company is capable to maintain positive cash flow from here. In FY 2007-08 they were growth of 104% in the cash flow of trade creditors which provide them better liquidity position. It is a good news for the company because for this finance the company do not incur interest expense. More over it improve the liquidity position of the company.
3.2.2 Cash flow from investment activity:

The second section of cash flow shows long term investing activities.

	year
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08

	Net Cash  from Investment Activities(in Thousands)
	(972)
	488 
	(16,803)
	(31,351)
	12,418 
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After constructing the cash flow statement we found that during last four years investment in fixed assets has increased by a greater percentage. In FY 2004-05 the value was TK 488 thousand and the following two years the values were negative 16803 thousand and 31351 thousand respectively. That means an increase in fixed asset investment causes cash outflow in those years and this had been taken place due to expected future expansion. In 2007-08 the company sold out some of their fixed asset which provided cash inflow. The company sold out some of their fixed assets (Machinery) to purchase new machinery which will improve their production capacity and quality of output. 
3.2.3 Cash flow from financing activity:

 Cash flow from financing deals with long term loan, notes payable, any dividend offered in the FY and also any change in common stock. 
	year
	2003-04
	2004-05
	2005-06
	2006-07
	2007-08

	Net Cash  from Financing activities (in Thousands)
	(69,867)
	(1,231)
	(106,523)
	(1,035)
	(23,808)
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The cash flow statement of Apex Tannery shows that in 2003-04 the value was negative 69,867 thousand means the firm has repaid its previous long term loan. In fy 2004-05 it continued to repay loan and in the next conjugative years also. In FY 2007-08 the cash outflow was 23,808 thousand. In FY 2000 condition of leather industry was not a healthy one. So government in order to help the industry instructed the banks to convert the one year short term loan repayable over seven years. The company is repaying the long term loan every year. It is also found that the company didn’t take any other long term loan in the time span. As long term loan and dividends are being payed out, the cash flow from the financing activities is decreasing every year. Though it decreases the net cash flow but as the debt of the company will be reduced the debt equity ratio and TIE ratio of the company will be improved which will help the investors to build up trust on the company.
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In FY year 2003-04 the company paid off their working capital loan which leads to a decrease in net working loan and in next conjugative three years we see the same scenario except a very little positive net cash inflow of working capital loan in FY 2004-05. But in FY 2007-08 we see the amount of 17,610 thousand cash inflow in net working capital loan. As we know for day to day operation net working capital is required which they were capable to manage with those working capital loan which will boost up their cash position.
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If we look at the long term loan cash flow we see that through out the five years the company had cash out flow in all the four years. It is good news for the company because it will increase the opportunity for to take more long term loans if needed to finance its fixed assets for the future growth of the company.
Overall Comments
It can be concluded that, though the net cash flow in FY 2007-08 is negative, there are some good news for the company in cash operation.  The company was able to increase the cash flows of trade creditors which are noninterest bearing finance and at the same time they improved their credit collection which provided cash inflow. Though the huge amount cash is stuck in inventory, it will give them competitive advantage in next year because of lower cost of raw materials, if there is inflation. At the same time it will give support to company’s next year’s sales which company is expecting to an increase. Apex has already incurred a 40% increase in marketing expense, for which they expect a growth in sales. The good thing is the payment of long term loan which will open the new opportunity finance for the expansion of the company. The company is also efficiently managing the finance for the net working capital. 
For these reasons the investor are keeping trust on the management though the cash flow of the company is negative.
3.3 Ratio Analysis
Ratios are designed to show relationships between financial statement accounts within firms and between firms. Translating accounting numbers into relative values or ratios allows us to compare the financial position of one firm to another, even if their sizes are significantly different. Here in this section we are going to derive few commonly used ratios which will help us to identify the financial position of the firm with its competitor.

Five major categories of ratios are:

1. Liquidity ratios

2. Asset Management ratios

3. Debt Management ratios

4. Profitability ratios

5. Market Value ratios

3.3.1 Liquidity ratios
Ratios that show the relationship of a firm’s cash and other current assets to its current liabilities. We have calculated two liquidity ratios such as current ratio and quick ratio.

	Company
	Current Ratio

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	1.76
	1.75
	1.68
	1.86
	1.66
	1.54

	Bata Shoe Ltd
	1.49
	1.42
	1.54
	1.54
	1.52
	1.45
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Current Ratio:

Current Ratio is a measurement of short term liquidity. The result shows how much current asset the organization is holding for every taka in current liabilities. In FY 2003 Apex Tannery Limited had a ratio of 1.76 and it gradually decreased in FY 2004 and 2005. During this period Apex liquidity fell due to the fact that its cash decreased. But in the year 2006 it rose up to 1.86. This was due to Apex strategy of piling inventory, because they thought inventory price would rise in upcoming years. From FY 2007 to 2008 the current ratio decreased as Apex continued it strategy of cash utilization, this is a good sign as Apex management did not want to keep idle cash in hand.
Comparing with Bata Shoe Ltd (BSL) the current Ratio of ATL is in good position. That means ATL has a better liquidity position in terms of current ratio compared to BSL. As BSL is considered a proxy for industry average, APEX was doing a good job in maintaining its Current Ratio. 

	Company
	Quick Ratio

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	0.58
	0.57
	0.49
	0.53
	0.38
	0.26

	Bata Shoe Ltd
	0.72
	0.44
	0.62
	0.62
	0.4
	0.41
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Quick Ratio: 
Quick ratio is a more severe measure of liquidity which measures a company’s ability to pay off its short term liability without relying on inventory sale. From FY 2003 to 2008 quick ratio has decreased gradually. The reason behind the fall of the quick ratio is the pill up of inventory. This may bring benefit for the company if there is inflation in the next year. More over in the next year company expecting drastically growth in sales which could be back up by the pilled up inventories. 

Overall comment:

Apex Liquidity position from FY 2003 to 2005 was high, but it gradually slipped as Apex continued its strategy of using cash to pay off long term loans. The Market value was greater than Book Value in all the periods considered, due to the fact that investors thought, Apex was piling inventory to support the growth in sales. 
3.3.2 Asset Management Ratios
A set of ratios that measures how effectively a firm is managing its assets i.e. using its assets to generate sales. Here we are going to discuss four types of Asset Management ratios- like inventory turnover, Days sales outstanding, fixed asset turnover, and total asset turnover ratio.
	Company
	Inventory Turnover Ratio

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	2.03
	2.04
	1.79
	2.64
	2.58
	2.23

	Bata Shoe Ltd
	3.8
	2.36
	3.4
	3.92
	3.47
	3.17
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Inventory turnover ratio:

The inventory turnover in FY 2007 is 2.58 times and also slightly lower than the previous year for ATL. In FY 2003 and 2004 it was same but went down in FY 2005 then again increased in the following year as inventory pilled up. Again Bata Shoe Ltd has higher inventory turnover ratio than ATL during the last five years. The inventory was pilled up this years because of emphasis on cash sales instead of credit sale. Though for this type of policy inventory pilled up but it has a long term effect which will increase the liquidity ratios of the company.
	Company
	DSO (Days Sales Outstanding)

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	33
	37.09
	46.08
	31.05
	30.92
	25.58

	Bata Shoe Ltd
	43.98
	37.55
	22.32
	10.79
	3.15
	6.27
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DSO:
The DSO ratio for Apex in FY 2007 is better than the previous year and it successful improved this ratio in 2008 which was 25 days. From the year 2003 to FY 2007 the DSO ratio went down gradually which indicates a well collection performance but comparing with BSL it has a very low ratio. This indicates that Apex has still room for improving its collection of receivables and investors strongly believe that Apex can improve its collection of receivables in future as well. 

	Company
	Fixed Asset Turnover

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	8.02
	9.03
	9.87
	13.14
	14.44
	16.00

	Bata Shoe Ltd
	7.89
	7.3
	8.96
	10.49
	10.93
	9.83
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Fixed asset turnover:

Fixed asset turnover ratio for ATL in FY 2007 is 14.44 which is grater than the ratio of previous year. Apex was successful in utilizing its revenue generating assets, as a result its fixed asset turnover gradually increased over the last 5 year period. Again the ratio of BSL is below than ATL in each FY. During the five year period Apex has sold of its obsolete fixed assets. But the existing fixed assets were successful in generating increased sales. 

	Company
	Total Asset Turnover

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	1.16
	1.19
	1.12
	1.64
	1.74
	1.65

	Bata Shoe Ltd
	2.12
	1.33
	1.66
	1.91
	2.02
	1.85
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Total Asset Turnover:

Total Asset turnover of Apex significantly rose during the period 2003 to 2007. This is a good sign that Apex utilization of asset in generating sales increased. But in the FY 2008 the ratio dropped, partly because of increased inventories, which was need for the company that was explained before. More over the decrease of the ratio is very marginal that indicates the company is maintaining their asset properly.

Overall comment:

Fixed asset turnover of ATL is higher but Total Asset turnover is lower than BSL. It is also found that the current ratio of ATL is higher than BSL. Thus again come the issue of pilling up inventory that has a negative impact in cash flow. Poor performance in all asset management ratios are may be due to inefficient inventory management. Considering the DSO the firm should be more punctual in its collection of credit sales. Moreover inventory increased by more than 17% where sales only increased by 14%. To increase the sales figure in future they can offer cash discount also. The company faces cash crisis and depending more on external sources. i.e. loan to cover its administrative and other expenses. Thus we should analyze the debt management ratio.
3.3.3 Debt Management Ratios
The extent to which a firm uses debt financing has been measured by debt management ratios like debt ratio and times interest earned ratio
	Company
	Debt Ratio

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	0.6
	0.59
	0.6
	0.53
	0.55
	0.58

	Bata Shoe Ltd
	0.6
	0.64
	0.61
	0.6
	0.63
	0.61
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Debt ratio:

It is a measure of the percentage of the funds provided by creditors. The graph shows that both the firms are running with higher debt than standard. BSL has high debt ratio than ATL in all most every observing year except 2003. All over the six years we see that the company was steady between 55% to 60%. Though long term loan decreased but short term loan increased by a greater amount. This may be a good indication, that Apex is using short term loan as another source of finance for increasing inventory.  
	Company
	Times Interest Earned Ratio

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	1.42
	1.37
	1.88
	2.17
	1.7
	1.59

	Bata Shoe Ltd
	81.75
	27.46
	28.59
	158.37
	137.75
	121.87
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Time interest earned ratio:

It measures the ability of the firm to meet its annual interest payments. Compare to BSL ATL has a very low TIE ratio. In FY 2007 and FY 2008 it went down as the interest charges increased by 8% and 7%. The interest charge is increasing because they paying out their long term loan which will help them to borrow long term loan for future growth of the company. So when they pay of their long term loan the TIE ratio will show the improvement.
Overall comment:

Apex debt ratio shows that right now it has high leverage, which can prove risky. TIE ratio of Apex has also decreased, which shows that it has a low margin of safety. Given this scenario, Apex is trying to pay off its long term loans which will improve the situation in future. And hence a good strategy was to take in more short term loans to finance its current assets.
3.3.4 Profitability Ratios
A group of ratios showing the effect of liquidity asset management, and debt management on operating results, the ratios are profit margin on sales, return on asset (ROA) and return on equity (ROE).

	Company
	Profit Margin on Sales (%)

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	1.3
	1
	1.89
	1.93
	1.06
	0.96

	Bata Shoe Ltd
	10.79
	6.23
	6.74
	7.17
	7.14
	9.72
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Profit margin on sales:

There are ups and downs in profit margin ratio of ATL during five years. It shows an upward trend from FY 2004 to FY 2006. But in 2007 and 2008 it fell down to 1.06% and .96%. The reason behind the fact is 37% decrease in net income. From debt management ratio it is found that the company is performing on above average debt. So its interest cost is also high. So ultimately has low profit margin. From the view point of cross sectional analysis profit margin of ATL is below than BSL.
	Company
	Return on Asset (ROA %)

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	1.51
	1.19
	2.12
	3.18
	1.84
	1.57

	Bata Shoe Ltd
	16.88
	9.1
	11.14
	13.53
	14.43
	17.98
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ROA:

It provides an idea of the overall return on investment earned by the firm. Investors always expect high return on investment but from the graph we can see that there is both upward and downward trend in ratio and in FY 2007 it went down to 1.84% from 3.18% in FY 2006. Also in FY 2008 it slightly decrease to 1.57 from 1.84% in FY 2007.Compare to BSL ROA of ATL is very poor. The main reason of low return is the company’s above average use of debt.
	Company
	Return on Equity (ROE %)

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	3.73
	2.9
	5.31
	6.81
	4.08
	3.78

	Bata Shoe Ltd
	42.28
	25.12
	27.67
	33.84
	39.49
	46.23
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ROE:

It measures the rate of return on common stockholder’s investment. A high return on equity often reflects the firm’s acceptance of strong investment opportunities. But from the graph it is found that ATL has a very low ROE than BSL during last five years. And in FY 2008 where ROE of BSL (17.07%) is increasing, the ROE of ATL (7.35%) is decreasing compare to previous year.  Costs of goods sold also increased make net income down. Another reason is high level of debt causes interest charges.
3.3.5 Market Value Ratio
A set of ratios that relate the firm’s stock price to its earnings and book value per share, two ratios like price earning ratio and market book value ratio these two ratios give management an indicating of what investors think of the company’s past performance and future prospects. If the firm’s liquidity, asset management, debt management and profitability ratios are all good then its market value ratios will be high and its stock price will also be higher than its book value per share and vice versa.
	Company
	Price Earning Ratio

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	13.7
	23.45
	10.66
	8.91
	17
	38.26

	Bata Shoe Ltd
	6.13
	14.28
	11.56
	6.13
	7.06
	9.76
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Price earning ratio:

It measures how much investors are willing to pay per dollar of current earnings.

We observe from the graph that in FY 2007 PE ratio of ATL has increased to 17.00 from 8.91 in FY 2006. Though NI decreased by 37% then also investors are willing to pay more in ATL for per TK of current earnings. Again in FY 2008 PE increased to 38.26. It shows that investors strongly believe that ATL has high growth potential in future. Also investors believe that as the company pay off its long term loan it will able produce better ROA and ROE.
	Company
	Market/Book Value Ratio

	
	2003
	2004
	2005
	2006
	2007
	2008

	Apex Tannery Ltd
	0.53
	0.54
	0.61
	0.55
	0.7
	1.44

	Bata Shoe Ltd
	2.59
	3.59
	3.2
	2.08
	2.79
	4.51
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Market book ratio:

It compares the market value of the firm’s investment to their cost. A value less than one could mean that the firm has not been successful overall in creating value for its stockholders. From five years data we noticed that ATL’s M/B ratio is lower than 1. But in FY 2008 M/B ratio was 1.44 indicating that Apex was successful in creating value for shareholders.  If we give a look at cross sectional point it is far below than BSL during last five years.

In FY 2008 the market value of Apex stood at Tk. 620 from Tk. 300. This means trust of investors is growing for ATL’s shares.
Overall comment:

The market value per share is lower than the book value per share in all the FY. And also remarkably lower than the competitor’s average. But in the FY 2008 Market to Book value ratio increased significantly showing that investors are gaining trust in the company. The main reasons are potentiality of future growth, near future expected net income will be higher as they pay of their long term loan and inventory pilled up to get cost advantage in next year. More over the company is able to show a significant improvement in credit collection for which the investors are very happy on the management.
4.0 KEY FINDINGS
· From cash flow analysis, we can conclude that the overall cash position is not improving but the company was able to increase the cash flows of trade creditors which are noninterest bearing finance and at the same time they improved their credit collection which provided cash inflow.
· To make the share holders happy the company also paid regular dividends. But last year that is in 2007 the company failed to declare the dividend in proper time. Again, the company has a tendency of taking short term loans every year. As the cost of net working capital is high, declaring dividend for the company is too costly. And it indicating a bad sign.
· Company has a tendency to take the short term loan from the market by the hypothecation of the inventory. It also delaying the cash conversion period of inventory, the net income is not that up to the mark as well as increasing the fixed interest charge that already reflected in the Time interest earned ratio. 
· From time series study of ratio analysis, we can conclude that all the ratios indicate worse liquidity position, profitability, debt management as well as the asset management which is reflected in the share price. 
· From cross section study of ratio analysis, we can conclude that the company’s performance is not up to the mark, which again justifies the low market price compared to the book value.
· A future expansion also found in the financial statement. The company has a target to shift in SAVAR area, as a policy taken by the Government to improve the condition of tannery industry. The company believes that it may reduce the unhealthy production system as well as the trading problem in Raw materials. The unwanted small and temporary buyers can’t volatile the raw materials market furthermore. So a consistency will be found in the demand and supply of the finished good. 
4.1 Conclusion 

It is transparent from the above ratios as wells as from the profitability trends of the company that profitability ratios of the company is not quiet impressive. The company has to improve its asset management in order to give a better result in the future. All the other ratios, trends, cross sectional analysis shows that ATL (Apex Tannery Ltd) is not performing well but it is to be suggested that in order to keep on a strong track and earn more profit, it has to manage all its assets, debts and equity is such a manner that the best can be brought out of all because the market is getting competitive day by day. The company is fully export oriented so it should focus on its overall performance because the globalization competency may defeat the company in near future.
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