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A How to conduct a financial health check
A How the banks would review your performance

A Techniques used by the best global companies to measure
financial performance



Who am |?

12 years ago | co-founded Inmatrix. We developed Optimist as a standard
communication between Accountants, Banks & Companies.




22 Countries
+1500 Accountants

0000s of Compani es +200 Banks



Garyos Furniture

We are going to use a case study based

A Garyods Furniture was founded in 2001

A Gary is a furniture importer and manufacturer and distributes to 500 stores
including majors and independents

A Gary believes he is doing fantastically



Profit & Loss

Revenue
Gross margin
Overheads
EBIT
Interest

Tax

Net profit

2008 m Balance Sheet 2008 m

35,000,000
10,500,000
6,751,140
3,748,860
1,165,900
930,280

1,652,680

42,000,000
13,020,000
8,401,150
4,618,850
1,363,480
1,172,348

2,084,172

Cash at bank
Accounts receivable
Inventory

Current assets
Fixed assets

Total assets
Accounts payable
Short term debt
Current liabilities
Long term debt
Total liabilities
Share capital
Retained earnings
Total liabs & equity

6,712,330
10,336,960
17,049,290

8,500,000
25,549,290

4,028,550

5,019,740

9,048,290

9,000,000
18,048,290

1,000

7,500,000

25,549,290

8,630,137
14,291,507
22,921,644

9,500,000
32,421,644

5,557,808

7,279,813
12,837,621
10,000,000
22,837,621

1,000

9,583,022

32,421,644




G a r yFaraiture

A On a scale of 1 to 10 how would you r
performance?

A On a Scale of 1 to 10 how do you thin
financial performance?

A What is Gary's cash flow for 2009?



The funnel analogy

ustainable
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Prime Moving
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Your companyos strategy

A Does your strategy give you a sustainable competitive advantage?
(SCA)

A Your SCA should be a filtering mechanism when considering new
opportunities. ( i.e. Will the new opportunity add value to your
SCA?)



How does finance measure your SCA?

A Profit?

A Revenue Growth?
A Cash Flow?

A Market Share?

A Return?

A Dividends?



How does finance measure your SCA?

A Cash Flow

A Return



How do your accounts enable you to calculate these measures?

A Cash Flow

A Return



The accounting equation T the balance sheet

Equity = CA NCA CL NCL
Share Cap Cash Fixed Asst AP LT Debt
Reserves AR Invest ST Debt Other
Ret Inc Inv Intang Accruals

Other Other Other




The management accounting equation i the balance sheet

Equity Net Debt
Share Cap Cash €
Reserves ST Debt <

RetInc LT Debt <€ Inv Intang Accruals
Other Other Other

All funding is moved to the left hand side of the equation



The management accounting equation i the balance sheet

Equity Net Debt




The balance sheet

Operations
NOA

Funding
(E +ND)




The balance sheet

Rearrange the accounts of Garyaos



G a r yFaraiture

Profit & Loss
Revenue
Gross margin
Overheads
EBIT

Interest

Tax

Net profit

Other information

Depreciation

2008
35,000,000
10,500,000
6,751,140
3,748,860
1,165,900
930,280
1,652,680

820,000

2009
42,000,000
13,020,000
8,401,150
4,618,850
1,363,480
1,172,348
2,084,172

933,000




G a r yFaraiture

Balance Sheet

Accountsreceivable
Inventory
Currentassets

Fixed assets

Total assets
Accounts payable
Currentliabilities
Net Operating Assets
Shortterm debt
Long term debt

Net debt

Share capital
Retained earnings

Total funding

6,712,330
10,336,960
17,049,290
8,500,000
25,549,290
4,028,550
4,028,550
21,520,740
5,019,740
9,000,000
14,019,740
1,000
7,500,000
21,520,740

8,630,137
14,291,507
22,921,644
9,500,000
32,421,644
5,557,808
5,557,808
26,863,836
7,279,813
10,000,000
17,279,813
1,000
9,583,022
26,863,836




The management accounting equation i the balance sheet

Equity Net Debt

9.5 17.3
AR 8.6
Inv 14.3
FA 9.5
AP

5.6




Why go into business?

Return On Capital Employed (ROCE)
OR
Return On Net Assets (RONA)

ROCE = RONA

(The Dupont Theory of Financial Analysis)



Financial analysis i the theory

Return on Capital Employed or
Return on Net Assets or

ROCE = EBIT/Net Operating Assets

OR

EBIT X M
/Raaem{ Net Operating

Assets



The ROCE equation

As management it is mission critical that over time we ensure that
our EBIT is growing at a faster rate than our investment in our Net
Operating Assets.

EBIT

NOA



Optimizing Growth
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