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Chapter – 1
1.1
Introduction of the Company:
Bata Bangladesh is affiliated to the Bata Shoe Organization, the world's largest footwear manufacturing and marketing organization. Started operation in Bangladesh in 1962, Incorporation in Bangladesh in 1972. 

Currently, Bata Bangladesh operates 2 manufacturing plant Tongi and Dhamrai, Bata Bangladesh is producing around 110,000 pairs of shoes daily. It has a modern tannery with the latest technological facilities to process 5 million square feet of leather yearly. The Tannery is equipped with a high-tech effluent treatment plant ensuring a pollution free environment for both workers and locality where we operate. Bata Bangladesh sells all kinds of footwear which are classified in alignment with market sectors as follows: 

 Domestic market – under the trademarks of “Bata”, “Power”, “Weinbrenner” “Bubble gummers”, “North Star” and “Marie Claire”, through a countywide distribution network comprising  retail stores, DSPs and  independent dealers. 

Overseas market – under the trademarks of its customers, and also markets its own brands to sister companies and the Middle East.

1.2
Problem Identification:
Our concern issue is to identify whether the company is performing better or not through analyzing book value and market value of the company from the year 2005 to 2009.
Book Value per Share is the accounting value of a share, equal to common equity divided by the number of shares outstanding.

Market value is current price of the stock. If the profitability, liquidity, asset and debt management is good market value will probably be as high as can be expected.

From the analysis of five years data we will try to find out the problems and reasons of changes in the Market value of from the price of Tk. 148.90 per share at the end of 2005, to Tk.528.30 at the end of 2009. Initially the book value of the share of the company is Tk. 54.60 per share and at the year 2009 it become 81.91

From the above data, it is evident that the Market value is substantially greater than the book value. So we can say for our concern company that,

 PM : (528.30) >  PB : (81.91)
To conclude, we can easily say that the Company is enjoying a healthy financial status. In our report we will diagnose all the data that will establish the reason behind the fact. 

1.3
Objective of the Study:
 To identify the financial strength of Bata Shoe Company (Bangladesh) Ltd. by analyzing their accounting statements is our main point of view. Regarding this, we consider a definite period and to compare their book value with the market value of the share and finding out the reason of the discrepancy about this issue.

Have detail understanding about the instruments of finance.

· Make a thorough analysis of the company’s financial statements over the last 5 years with the aid of ratio analysis, cash flow and analysis of major components of the balance sheet.

· Find out the financial strength of Bata Shoe Co. (BD.) Ltd. and the level of competency. 

· Find out where Bata Shoe Co. (BD.) Ltd stands against rivals.
· Find out the strength and weaknesses of Bata Shoe Co. (BD.) Limited.
1.4
Methodology: 
1.4.1 Statistical Technique:
 Bar chart and line graph were our representing technique to processes the data.
1.4.2 Nature of Data:
Data we used to prepare the report is the secondary data.
1.4.3 Sources of Data:
This report was prepared mainly based on the secondary data available in the market. The secondary data was collected from the internet, newspapers and the company’s annual reports. The report prepared from the analysis of the raw data is of the formal type and the information from the secondary data was used to support the findings of the financial analysis.
Primary data had been collected from the Dhaka Stock Exchange and is of little importance to the report. However these data have been helpful in providing us with some direction about how to approach with the analysis.

1.4.4 Period under Consideration:
Data for the last five financial years, starting from 2005 up to 2009, had been taken under consideration while preparing this report.

1.4.5 Nature of Analysis:
We mainly relied on “Cross Sectional Study” to compare between the two rival firms. To monitor the performance of our company of focus over the years with respect to “Ratio Analysis”, “Cash Flow Statement Analysis”, “Balance Sheet and Income Statement Analysis” which helped us identify any specific trends or fluctuations occurred during the periods taken into consideration for analysis.

The ratio had been analyzed with respect to three viewpoints, benchmarking, time series analysis and cross section analysis.

In the ratio analysis five types of ratios had been considered, namely

· Liquidity Ratio

· Debt Management Ratio

· Asset Management Ratio

· Profitability Ratio

· Market Value Ratio
1.4.6 Standard of Comparison:
We relied on “Cross Sectional Study” as standard for comparison of the performance of “Bata Shoe Company (Bangladesh) Ltd” with “Apexadelchi Footwear Limited”.  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 5 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. 

We took “Bata Shoe Company (Bangladesh) Ltd” as the comparison of “Apexadelchi Footwear Limited” because both are the Footwear industry and enjoying healthy financial position with hot demand of their shares. 
1.5 Limitation:
During the process of preparation of this report time was a sophisticated factor. As the report had been prepared over a time period of only two months, time had to be budgeted and scheduled very calculatedly. There was very little time that can be used as lagging in case something falls behind schedule.
As a consequence, the unavailability of all the annual financial reports of the company and market price had been a bottle neck throughout the entire preparation of the report. Another matter of concern was that, the report considers data only from the last five financial years. This may not be sufficient to clearly show the reasons for the deviations in share prices along those years. A report with analysis of the last ten to fifteen year may have been more precise and accurate.
Moreover many companies practice ambiguous accounting practices to get rid of tax that dilute the actual scenario. Also sometimes, 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”.
Chapter – 2

Analysis of Balance Sheet
2.1 
Asset.
2.1.1 Total Current Asset:
Current assets of Bata Shoe Company ( Bangladesh) Ltd have grown quite steadily over the years accept that In 2005 current assets of company was TK 1507240857 which becomes TK 1662742807 In 2006. In 2009 current assets of company is TK 2164836062. This steady growth may indicate quite a number of things. For instance, the steady rise in accounts receivables indicate that the rate of sales have increased at quite a healthy rate over the years. Inventories of the company also increases quite significantly by years except in 2009 which indicate the company will get a future time value advantage. A healthy amount of current assets are important for any company as it will eventually increase its solvency and improve creditworthiness.
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2.1.2 Total Non Current Asset:

BATA has invested quite intensely over the years. Among them, increase in property, plant and equipment is very prominent and it also shows the company’s rise during these years. In 2005, total non-current asset was BDT 359508664. In the year 2009 it becomes BDT 558127963. So here company has good news because increasing in non current asset consequently increases return. The following figure shows the increasing trend in net fixed asset.
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2.2 
Liability and Equity.
2.2.1 Total Current Liabilities:
There is a good rise in overall liabilities over the years for BATA. The reason for this is the expansion of the company over the years and also the rise in operations. The main reason behind this is the increase in accounts payable like creditors for expense, creditors for other finance etc, which also decreases cash outflow as a result company maintaining a good quick ratio.
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2.2.2 Total Non Current Liabilities:
The company is maintaining a stable trend in the non current liabilities of BATA.  This varies from year to year because of the deferred liabilities.
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Figure -4: Total Non Current Liabilities
2.2.3 Total Equity:
Over the years shareholders of BATA have experienced healthy growth in the total equity. In 2005 it was BDT 746888105 and in 2009 it becomes BDT 1120487323. in a long run increases in total equity is good for the company because higher investment generates higher rate of return.
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2.3 
Rationale behind different Market Value and Book Value

It is not very abnormal for market value to differ with book value of a firm. The reason is, a company is a going concern and when company issues shares to the public, depending on various factors like demand and supply of the firm’s shares, the prices eventually fluctuate. In other words, if a firm is profitable or at least deemed to be profitable, demand for that firm’s share is higher and consequently the share price of that firm’s share is higher. Of course, this can also occur the other way around. Therefore, it is safe to infer that market value of and book value of a company can vary to quite some extent. As a result market value and book value of the company differs in a great extend. Due to this, this change in value can change the value of the shareholder’s equity and not to mention the value of assets, fixed ones in particular. The same principle is obviously also applicable for Bata Shoe Company (Bangladesh) Ltd and any other going concern. 

There are lots of factors that indicate fundamental difference of market value and book value, like as below:

1.   Undervaluation of Fixed Assets: Due to undervaluation of fixed asset, there may be a difference in Book value and Market value.
2. Over Depreciation of Factory Building and Other Fixed Assets: Due to over depreciation of factory building and other fixed asset, it may happen. Like The depreciation rate for the factory building was calculated at some percentage but in reality the actual depreciation rate was lower than that.  The depreciation rate for other fixed assets was also over estimated than in reality. In other words, depreciation is often overestimated and applied accordingly.
3. Intangible asset: Due to intangible asset like goodwill, patent or trademark etc, Market value may differ from Book value. 
Now at date 31th December 2009 Market price is BDT 528.30 and Book value is BDT 81.91.
Now based on the current book value of the firm, balance sheet of 2009 can be summarized as follows
	                                        Assets
	                 Liabilities & equity

	Assets
	Equity

	Property, plant and equipment


	508,297,292
	Total Equity


	1,120,487,323

	Capital work in progress


	13,860,671
	Liabilities
	

	Investment in subsidiary


	19,970,000
	Total Non Current Liabilities


	131,959,233

	Deferred tax assets


	16,000,000
	Total Current Liabilities


	1,470,517,469

	Total Non current Assets


	7,648,471,963
	Total Liabilities


	1,602,476,702

	Total current Assets


	2,164,836,062
	

	Total Assets


	2,772,964,025
	Total Liabilities  and Equity


	2,772,964,025


The new balance sheet will eliminate the difference between the market price and book value per share. Because of the market price of the share, value of total equity will be increased and therefore value of liability & owners equity will be increased. To apply matching principle, value of the asset should get increased since source of fund is overvalued. Here we have added a certain amount to intangible assets which is goodwill.
	                                        Assets
	                 Liabilities & equity

	Assets
	Equity

	Property, plant and equipment


	3,508,297,292
	Total Equity


	8,210,831,323

	Intangible assets(goodwill)


	4,090,344,000
	Liabilities

	Capital work in progress


	13,860,671
	Total Non Current Liabilities


	131,959,233

	Investment in subsidiary


	19,970,000
	Total Current Liabilities


	1,470,517,469

	Deferred tax assets


	16,000,000
	Total Liabilities


	1,602,476,702

	Total Non current Assets


	7,648,471,963
	

	Total current Assets


	2,164,836,062
	

	Total Assets


	9,813,308,025
	Total Liabilities  and Equity


	9,813,308,025


Chapter - 3

Cash Flow Analysis

Cash and Equivalent of cash are the most liquid assets for the company. Good management of cash is very important for company and operating activities requires good management of cash. Cash flows are the cash receipts and the cash disbursements of the company that is the inflows and outflows of cash. It is an analysis over a period of time revealing the availability, or lack of cash. More simply put the difference between cash in vs. cash out. Since money does not flow in and out at an equal rate, in most businesses, an analysis of cash flow is important, especially of businesses that are cyclical in nature, or subject to external forces.

From the financial statements we can have a look to the cash flow statement of Bata Shoe Company (Bangladesh) Ltd. from the years 2005 to 2009. After analyzing that statement we can have an idea of the cash dealings of the company of the years under our study. Here we will make some comments on different components of the cash flow statements for these years sequentially from 2005 to 2009. For this purpose we have divided this analysis into three parts based on different types of activities considered to prepare the cash flow statement. These parts are described below briefly.

3.1 Sales:
Sales is the total revenue comes from total product quantity sold out with each of their unit price.
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Figure -6: Sales
Comments on sales:

There is an upward trend in sales of BATA company from the basing year 2005 to 2009. The sales of the company increases due to increasing in promotion and maintaing good quality. Obiviously increasing sales is a good news for the company because increasing sales means increaseing profit.

3.2   Account Receivable:
Account receivable is the outstanding assets for the company but which has a great effect on cash. The more account receivable the more cash is unavailable in fund of the company. The graph below represents the total amount of cash that BATA is supposed to receive from the market in different forms of revenue. 
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Figure -7: Account Receivable

Comments on Account Receivable:
From the dot point graph we can see the gradual changes in account receivable of BATA. In the base year 2005 it was very good respect of other analyzing years. From 2007 to 2009 there is upward movement in account receivable due to increase in total sales volume consequently. For the world economic recession in 2007 the company targeted to increase its sale volume and to achieve the target sales BATA promotes its credit sales which increases it cash out standing.

3.3   Inventories:
Inventories are the accessories of the company which consider as assets for the company. The graph below represents the total amount of inventories of BATA in each analyzing years.
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Figure -8: Inventories

Comments on inventories:
From the base year 2005 to 2008 the graph shows an upward movement in inventories but in 2009 cash outflow is less then 2008. Means BATA had done well in 2009 than 2008. The pile up of inventories is not a bad news because in this inflationary economy BATA will get future time value benefit on inventories. 

3.4   Net Cash Flow from Operating Activities:
Through operating the business the cash comes in is cash inflow from operating activities. The operating activities contain net income, specific current assets and liabilities, depreciation etc. This section shows how much cash came into the company and how much cash went out of the company during the normal course of business.

[image: image9.emf]Operating Activities

0

100000000

200000000

300000000

400000000

500000000

600000000

2005 2006 2007 2008 2009

YEAR

BDT


Figure -9: Operating Activities
Comments on Operating Activities:
From 2005 to 2007 there was a downward movement in cash inflow from operating activities and the main reason of this decreasing is the world economic recession. But from 2007 to 2009 there was an upward movement in cash inflow and in 2009 BATA got the height cash inflow than comparatively others analyzing years. Increasing cash refers to increasing current assets and liquidity as well as profit also. It indicates that BATA performance in operating activities better than the past 5 years.   

3.5   Net Cash Flow from investing activities:
This section shows that how much cash came into (inflow) the company and how much cash went out (outflow) of the company from its investment activities during the time.
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Figure -10: Investing Activities
Comments on investing activities:
 The graph shows a downward movement of cash flow from investment activities curve. The investment is height in 2009 than the previous 5 years. This investment is considered as non current assets of BATA so the good news is that the increases in non current assets generate more return which increases profit.
3.6   Net Cash Flow from financing activities:
This section shows that how much cash came into (inflow) the company and how much cash went out (outflow) of the company from its financing activities during the time. This section represents the net cash flow from the financial activity.
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Figure -11: Financing Activities

Comments on financing activities:
For the first three years from basing year the changes was so inconsistence but for the last three years the trend was somehow stable or predictable within a range. But the last year 2009 cash out flow was higher than among the 5 analyzing years. One good news is that the more debt increases the more Bata Company gets tax advantages which increases EPS for Bata. Another good news is that the company is paying more dividend which decreases their liabilities.  
Overall Comments on cash flow:
· The net change of cash flow is positive which indicates that during the years the firm has more cash inflow than outflow. So, it can be said that the company has grown over the years on inventories.

· The pile up of inventories is not a bad news because in this inflationary economy the company will get future time value benefit. 

· Account receivable increases over the years except in year 2007 which is a good sign for the company because it indicates cash inflow.

· There is a huge investment in fixed assets, machinery, equipment which generate more return in future. 

Chapter – 4

Ratio Analysis
An analysis of the firm’s ratios generally is the first step in a financial analysis. Ratio analysis is the calculation and comparison of ratios which are derived from the information in a company's financial statements. The level and historical trends of these ratios can be used to make inferences about a company's financial condition, its operations and attractiveness as an investment. To evaluate a firm’s financial condition and performance, the financial analyst usually performs analysis on various aspects to find out the financial health of the firm. In this study various ratio analyses will be done to understand the financial condition of the company and to compare this condition with its rival firm. The financial ratios can be analyzed based on three criteria:

· Benchmark Analysis: A benchmark is a point of reference with which the financial ratios of the specific company can be compared. For example, the current ratio of 2:1 is considered to be ideal for a company and it is assumed to be the benchmark. 
· Time Series Analysis: It involves comparing a present ratio with past and expected future ratios for the company. For instance, the current ratio (the ratio of current assets to current liabilities) for the present year could be compared with the current ratio for the previous years. When financial ratios are arranged over a period of years, the analyst can study the composition of change and determine whether there has been an improvement or deterioration in the firm’s financial condition and performance over time.

· Cross Section Analysis: The third method of comparison involves comparing the ratios of one with those of similar firms or with industry averages at the same point in time. Such a comparison gives insight into the relative financial condition and performance of the firm. It also helps us to identify any significant deviation from any applicable industry average.
In this paper, ratios of Bata Shoe Company (Bangladesh) Ltd and Apexadelchi Footwear Ltd are calculated and analyzed based on bench mark, time series and cross sectional analysis.

4.1
Liquidity Ratio:
A liquid asset is one that can be easily converted to cash without significant loss of its original value. Liquidity or Short Term Solvency ratios are used to determine a company's ability to pay off its short-terms debts obligations. The higher the value of the ratios, the larger will be the margin of safety that the company possesses to cover short-term debts. It shows the relationship of a firm’s cash and other current assets to its current liabilities. Different types of liquidity ratios are discussed below.
4.1.1   Current Ratio:
Current Ratio is the ratio of current assets to current liabilities. The current ratio indicates the ability of a company to pay its current liabilities from current assets that shows the strength of the company’s working capital position. Current ratio of 2:1 is considered to be a healthy condition for most business organization.
The ratio is calculated as follows:

Current Ratio = Current Assets / Current Liabilities
The following table shows the current ratio data of the 2 companies-

	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	1.538
	1.539
	1.420
	1.454
	1.472

	Apex
	
	1.009
	1.016
	1.031
	1.071


According to Benchmark analysis the current ratio of 2:1 is considered to be ideal for a company. Considering the operating year 2005-2009 the current ratio of BATA has gone down at 2007. This is not necessarily a bad news, the huge investment of working in progress reduces the current asset and the increase of liabilities in this year is liable for this decline of the ratio. Comparing with rival firm APEX, BATA is in far better position in terms of liquidity.
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4.1.2   Quick Ratio:
The Quick ratio or acid-test measures a company's ability to meet its short-term obligations with its most liquid assets. Inventories typically are the least liquid of a firm’s current assets – they are the assets on which require more time to be sold and losses are most likely to occur in the event of liquidation. Therefore, it is important to measure the firm’s ability to pay off short term obligations without having to rely on the sale of inventories. Quick ratio of 1:1 is considered to be a healthy condition for most businesses. It is calculated as follows.

Quick Ratio= (Current Assets- Inventories)/ Current Liabilities
The following table shows the quick ratio data of the two companies-
	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	0.619
	0.624
	0.403
	0.399
	0.497

	Apex
	
	0.503
	0.581
	0.591
	0.583


Compared to the benchmark of quick ratio 1:1 is ideal for a company. The trend of quick ratio of BATA Shows that the ratio has gown down in 2007 due to the increase of inventories is about 32.65% respect to year of 2006. On the other hand, rival firm APEX is doing better compared to BATA in 2007.Considering the year 2006 to 2008 liabilities increase about 24.35% which indicates huge investment and declining the quick ratio. One more time, this is not a bad news for BATA because company will get benefit in future in this inflationary economy. As a consequence, quick ratio is increasing up to 2009 for BATA but rival firm is playing opposite role (i.e. stable quick ratio). This indicates the good ability of BATA to meet its short-term obligations with its own liquid assets.
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4.2
Asset Management Ratio:
A set of ratios that measure how effectively a firm manages its assets compared to its sales. These ratios are designed to find out whether the total amount of each type of asset as reported on the balance sheet appear reasonable, too high, or too low considering current and projected sales levels. Asset Management Ratio is done based on inventory turnover ratio, day’s sales outstanding and fixed asset and total asset turnover ratio. 
4.2.1   Inventory Turnover Ratio:
Inventory Turnover Ratio tells how often a business's inventory turns over during the course of the year. Inventories are the least liquid form of asset and a high inventory turnover ratio is generally positive. On the other hand, an unusually high ratio compared to the average for the industry could mean that the business is losing sales because of inadequate stock on hand. The ratio is calculated as follows:

Inventory turnover ratio= Cost of goods sold /Inventories

The following table shows the inventory turnover ratio data of the 2 companies-

	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	3.401
	3.908
	3.468
	3.166
	3.485

	Apex
	
	3.907
	4.206
	4.766
	4.342


The trend line of inventory ratio shows the ups and downs inventory turnover ratio from 2005 to 2009 but in 2009 it remains more or less same as 2005. This is a good news but comparing with rival it is not the healthy position. Considering the year 2006 to 2008 the inventories are increased about 47.69%.Due to holding excess inventories the ratio is poor and it’s not bad news because company will get the future benefit. If we consider the year 2009 the trend is coming upward from 2008 and continuing with this the company can achieve their landmark easily.
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4.2.2   Days Sales Outstanding:
DSO is called the average collection period, is used to evaluate the firm’s ability to collect its credit sales in a timely manner. It is calculated by dividing accounts receivable by average sales per day which indicates the average length of time it takes the firm to collect its credit sales. DSO is calculated as follows:

Days Sales Outstanding (DSO) =Receivables/Average sales per day

                                                 = Receivables/ [Annual sales/360]
The following table shows the DSO data of the 2 companies-
	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	 22.322
	10.8101
	3.579
	6.189
	7.277

	Apex
	
	65.7004
	56.453
	57.891
	43.807


Over the years DSO is decreasing, from 2005 to 2007. There is a little increase in DSO in 2008-2009 but it is not significant. Though the DSO ratio is increasing in 2007-2009, it is negligible. Considering the rival firm among the overall operating year 2005-2009 BATA is doing excellent which reflects better credit policy of the company.
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4.2.3   Fixed Asset Turnover Ratio:
Fixed assets turnover ratio measures how effectively the firm uses its plant and equipment to help generate sales. So, fixed Asset Turnover ratio measures the amount of sales generated for every dollar's worth of fixed assets. The fixed asset turnover ratio is calculated by dividing sale by total fixed assets. It is calculated as follows:

Fixed Assets Turnover Ratio = Sales/ Net Fixed Assets

The following table shows the fixed asset turnover ratio data of the 2 companies-
	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	8.72
	11.61
	15.34
	16.23
	21.47

	Apex
	
	10.812
	13.53
	11.77
	18.615


The fixed asset turnover ratio is increasing among the operating year 2005-2009. High trend of fixed asset ratio is responsible for the increase of sales is about 64.12%. So, BATA is maintaining a good steady fixed asset turnover ratio, which is a good news for the company.
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4.2.4   Total Asset Turnover Ratio:
Total Asset Turnover ratio measures the amount of sales generated for every dollar's worth of total assets. The total asset turnover ratio is calculated by dividing sale by total assets. It is calculated as follows:

Total Assets Turnover Ratio = Sales/ Total Assets

The following table shows the total asset turnover ratio data of the 2 companies-

	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	1.6405
	1.891
	1.765
	1.849
	1.834

	Apex
	
	1.658
	1.589
	1.733
	1.953


Considering the rival, BATA is maintaining a higher total asset turnover ratio until 2008 but in 2009 rival cross the company. In 2009 total asset turnover ratio decreases although sales increases, is about 8.06 %. Because of, the huge investment in fixed asset like plant, machineries etc significantly increases the total asset. This is also a good news for the company, though they have lower total asset turnover ratio. But high investment in fixed asset will return a effective benefit in future.
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4.3   Debt Management Ratio

Debt Management ratios help to evaluate a company's long-term solvency measuring the extent to which the company is using long-term debt. This ratio reflects how effectively a firm is managing its debts. It helps the analyst to determine the extent to which borrowed funds have been used to finance assets and review how well operating profits can cover fixed charges such as interest.

4.3.1   Debt Ratio:

The debt ratio indicates how much of a company's assets are provided through debt or the percentage of the firm’s assets financed by creditors. Total debt includes both current liabilities and long term liabilities. Creditors prefer low debt ratios, because the lower the ratio, the greater the cushion against creditor’s losses in the event of liquidation. The owners on the other hand can benefit from leverage because it magnifies earnings, and thus the return to stockholder. But, too much debt often leads to financial difficulty, which eventually might cause bankruptcy. It is calculated as follows:

Debt Ratio= Total Debt/ Total Assets

The following table shows the debt ratio data of the 2 companies-


	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	59.99%
	60.00%
	63.47%
	61.10%
	58.80%

	Apex
	
	82.60%
	86.90%
	85.80%
	92.10%


 Regarding the operating year 2005-2009 Debt ratio is decreasing for BATA, except the year 2007. More or less it is remaining same .On the other hand the rival is playing opposite role. But declining debt ratio is good news for company because lower the debt ratio, the greater the cushion against creditor’s losses in the event of liquidation.

Debt ratio is increasing dramatically for rival rather than the company is remaining the steady growth rate that depicts the healthy financial strength of the company BATA.
[image: image18.png]100%
90%
80%
70%

—kewBata | 60%

wappex | S0%

40%
30%
20%
10%

0%

Debt Ratio

M
R

&« T S——
2005 2006 2007 2008 2009

Year





4.3.2   Times Interest Earned (TIE) Ratio:

The TIE ratio measures the extent to which earnings before interest and taxes (EBIT), also called operating income, can decline before the firm is unable to meet its annual interest cost. Failure to meet this obligation can bring legal action by the firm’s creditor, possibly resulting in bankruptcy. The TIE ratio is computed by dividing earning before interest and taxes (EBIT) by interest charges. It measures the ability of the firm to meet its annual interest payments. The TIE ratio is calculated as follows:

Time interest earned ratio = EBIT/ Interest charges

The following table shows the times interest ratio data of the 2 companies-

	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	92.35
	158.37
	151.71
	123.87
	161.62

	Apex
	
	1.57
	2.14
	1.88
	1.74


Over the years BATA has a strong position in TIE ratio compare to APEX. In 2005 to 2006 there is a sharp growth in TIE ratio of BATA after than the trend is declining until 2008, due to increase the amount of interest i.e. 94.40% considering the year 2006 to 2008. In 2009 it is increased again and so it’s a good news for the company. Considering the rival, Bata is doing excellent.
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4.4
Profitability Ratio

A group of ratios that show the combined effect of liquidity, asset management, and debt management on operating results .It is the net result of a number of policies and decisions. 
4.4.1   Profit Margin on Sales:

Profit Margin is the ratio measures net income per dollar of sales and is calculated as net income divided by revenues, or net profits divided by sales. It measures how much out of every dollar of sales a company actually keeps in earnings. Profit margin is very useful when comparing companies in similar industries. A higher profit margin indicates a more profitable company that has better control over its costs compared to its competitors. Profit margin is displayed as a percentage; a 20% profit margin, for example, means the company has a net income of $0.20 for each dollar of sales. It is calculated as follows:

Profit margin on sales = Net Income/ Sales

The following table shows the profit margin on sale data of the two companies-

	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	6.75%
	7.17%
	7.14%
	9.72%
	9.00%

	Apex
	
	1.70%
	3.81%
	3.37%
	4.31%


Profit margin on sales is increasing over the time period of 2005 to 2007 slowly for BATA and 2008 there is a peak sale. In 2009 there is a little fall but still it is high above from the rival company APEX. This is good news for the company-
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4.4.2   Return on Asset (ROA):
Return on Asset (ROA) is an indicator of a company which deals with profit relative to its total assets. It gives an idea as to how efficient management is at using its assets to generate earnings. It is calculated by dividing a company's annual earnings by its total assets, ROA is displayed as a percentage. Sometimes this is referred to as "return on investment". The ROA after interest and taxes are computed as follows:

Return on Asset (ROA) = Net Income / Total Assets

The following table shows the ROA data of the 2 companies-
	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	11.09%
	13.53%
	14.43%
	17.98%
	16.50%

	Apex
	
	5.84%
	3.32%
	5.84%
	6.07%


ROA of BATA is increasing from 2005 to 2008 and it is higher from the comparing company APEX. But in the year 2009 the trend goes down slightly this is not a bad news in a sense that BATA invested huge in fixed asset in between these years which eventually reduce the ROA.
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4.4.3   Return on Equity (ROE):
Return on Equity (ROE) measures the rate of return on common stockholders’ equity. It measures a company's profitability by revealing how much profit a company generates with the money shareholders have invested. The return on equity (ROE) is measured as follows:

Return on Equity (ROE) = Net income / Total Shareholders’ Equity
The following table shows the ROE data of the 2 companies-
	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	27.66%
	33.83%
	39.49%
	46.23%
	40.10%

	Apex
	
	19.91%
	46.54%
	33.72%
	28.77%


The ROE of BATA is increasing sharply from the year 2005 to 2008 and slightly goes down in 2009 .On the other hand, considering the rival company APEX is drastically gone down from 2007 to till 2009. The decreasing trend of BATA is responsible for the 15% increase of equity. It indicates that the rate of return on the common stockholders’ investment is rising over the year which is a good indicator for the company in future.
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4.5
Market Value Ratio:
A set of ratio that relates the firm’s stock price to its earnings and book value per share. These ratios give management an indication of what investors think of the company’s past performance and future prospect. If the firm’s liquidity, asset management, debt management, and profitability ratios are all good then market value ratios will be high which will lead to an increase in the stock price of the company.

4.5.1   Earnings Per Share:
 
Earnings per Share (EPS) are the portion of a company's profit allocated to each outstanding share of common stock. It serves as an indicator of a company's profitability. It is generally considered to be the single most important variable in determining a share's price. It is also a major component used to calculate the price-to-earnings valuation ratio. It is calculated as follows:

EPS = Net Income/ Number of Shares Outstanding

The following table shows the EPS data of the 2 companies-
	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	151.10
	202.5
	237.5
	328.5
	328.5

	Apex
	
	66.56
	225.81
	168.74
	188.03


EPS of BATA has been increasing at healthy rate over the years. This is good news because this will help to attract the investors and thus the company can collect more money from stock market. The EPS of BATA is increased from TK 151.10 to TK 328.50 during 2005 to 2009 which helps to increase the share price. From the year 2008 to 2009 it remains constant due to the huge investment in work in progress it’s also a good news for the company. 
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4.5.2   Price/Earning (P/E) Ratio: 

This is the ratio of the price per share to earnings per share. It shows how much investors are willing to pay per dollar of reported profit. It is calculated as follows:

P/E Ratio = Market Price per Share/ Earnings per Share

The following table shows the P/E ratio data of the 2 companies-

	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	9.85
	5.995
	9.414
	9.76
	16.08

	Apex
	
	6.989
	9.614
	14.134
	13.737


Considering the year 2005 to 2006 the P/E ratio decreases and after than 2006 to 2009 it is transparent that BATA has a healthy growth in P/E ratio. In 2009 comparing to APEX (P/E ratio is 13.737) BATA is continuing with higher ratio. This indicates the demand and trust for this share is increasing respect to the investors. The investors willing to pay 16.08 taka for earning 1 taka profit from the company.
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4.5.3 
Book Value per Share:
Common stockholders' equity is determined on a per-share basis. Book value per share is calculated by subtracting liabilities and the par value of any outstanding preferred stock from assets and dividing the remainder by the number of outstanding shares of stock. It is calculated as follows:

Book Value per Share=Equity/Number of Shares Outstanding

The following table shows the Book value per share data of the 2 companies-

	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	54.6
	59.85
	60.13
	71.06
	81.91

	Apex
	
	33.43
	48.51
	50.39
	65.34


The book value per share is increasing over the year 2005 to 2009. On the other hand, rival is maintaining lower Book Value Per Share. But increasing trend of BATA in book value per share is a good indicator for the company. So, the level of equity is rising over the year which makes good sense for BATA.
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4.5.4   Market/Book (M/B) Ratio:

The ratio of a stock’s market price to its book value gives another suggestion of how investors regard the company. Companies with relatively high rates of return on equity generally sell at higher multiples of book value than those with low returns. The formula for Market/Book Value is given below:

Market /Book Ratio = Market Price per Share / Book Value per Share

The following table shows the M/B ratio data of the two companies-

	Company
	2005
	2006
	2007
	2008
	2009

	Bata
	2.72
	2.02
	3.72
	4.52
	6.45

	Apex
	
	1.39
	4.47
	4.77
	3.96


The cross section analysis indicates that the market/book ratio of BATA is much higher than APEX. The market value per share of APEX is not increasing at faster rate compared to the book value per share. Due to these, investors are willing to pay more for the book value of BATA than that of the rival company which implies that trust of investors is going up over the years 2005 to 2009 and the investors are very much confident about the prospect of BATA.
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4.6   Overall Comment on BATA and APEX:
Ratio analysis depicts us that the current ratio and quick ratio are lower than the benchmark. So, the company has not the adequate ability to pay the short term obligation. It is identified that the inventories are increased about 32.65% in the year 2007 respect to he previous year. However, the pile up of inventories is not a bad news because in this inflationary economy the company will get future benefit from this type of inventories. 

From the asset management ratio analysis, it is transparent that BATA has huge inventories. DSO trend analysis shows that over the years BATA is doing excellent which also reflects a relevant credit policy. 

BATA has better fixed asset turnover ratio but lower total asset turnover ratio comparing with rival. From the study it is found that BATA invested huge in plants, machineries and other fixed assets. Thus formulate a relatively low total asset turnover ratio which indicates the future benefit. 
From the debt ratio analysis we found that BATA is maintaining a steady debt ratio through the whole operating year 2005 to 2009.On the other hand debt ratio of the rival increases from 82.60% in 2006 to 92.10% in 2009. Through the overall discussion the steady debt ratio is also good news for BATA because lower the debt ratio creditor’s losses are safer in the event of liquidation.
From the TIE ratio analysis we found that the TIE ratio of BATA is increasing over the operating year 2005 to 2009 and the ratio is above average from the rival. This also indicates that the firm has high flexibility to pay the compulsory obligation of interest payment.
Profitability analysis show’s that, BATA has an increasing Profit margin on sales over the years, except little fall in 2009. APEX also shows an increasing trend in Profit margin on sales. But BATA has a higher Profit margin on sales than APEX, which is good for the company.
ROA is higher for BATA than its rival company APEX over the years 2005- 2008 and there is a decreasing trend in 2009 due to the huge investment in work in progress which will be helpful for company’s future operation. ROE is also higher for BATA than APEX. This is the sense of huge common equity.

BATA is maintaining healthier P/E ratio rather than APEX which means improvement in the demand and trust of this share to the investors. Due to high level of equity Book value per share shows an increasing trend over the years. 

M/B ratio is always increasing from the year 2005 to 2009, except 2006 there is a slight decrease. The rival crossed BATA in the year 2007 to 2008 and after than it was decreased again but BATA was doing better continually. So definitely it’s a good news for the company which implies trust of investors goes up over the years.

Overall the market ratio also show  healthy sign as Book value par share and market value ratio show greater competence than the market which cause the company share price to higher.

Above discussion justifies why the market value per share is higher than that of the book value par share of the company.

Conclusion
The whole point of the thorough analysis conducted on Bata Shoe Company (Bangladesh) Ltd. was to asses this entity in terms of liquidity, profitability, solvency, cash health, comparison with rival and so on. Accordingly, it would safe to say that BATA is a company with great potential for the future. It is invested huge in property, plant, machineries and equipment purpose. All through the year it gain goodwill and create investors trust thus increases in the price of market share.
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Figure -26: M/B ratio of BATA and APEX for the years 2006-2009





Figure 25: Book Value per Share of BATA and APEX for the years 2005-2009





Figure -24: P/E Ratio of BATA and APEX for the years 2005-2009





Figure -23: EPS of BATA and APEX for the years 2005-2009





Figure -22: ROE of BATA and APEX for the years 2005-2009





Figure -21: ROA of BATA and APEX for the years 2005-2009





Figure -20: Profit Margin of BATA and APEX for the years 2005-2009





Figure -19: TIE Ratio of BATA and APEX for the years 2005-2009





Figure -18: Debt Ratio of BATA and APEX for the years 2005-2009





Figure -17: Total Asset Turnover Ratio of BATA and APEX for the years 2005-2009





Figure -16: Fixed Asset Turnover Ratio of BATA and APEX for the years 2005-2009





Figure -15: Days Sales Outstanding of BATA and APEX for the years 2005-2009





Figure -14: Inventory Turnover Ratio of BATA and APEX for the years 2005-2009





Figure -13: Quick Ratio of BATA and APEX for the years 2005-2009





Figure -12: Current Ratio of BATA and APEX for the years 2005-2009





Figure -1:  Total Current Asset





Figure -2: Total Non current Asset





Figure -3: Total Liabilities





Figure -5: Total Equity
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