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pre-assessment analysis

Inventory

~ | High levels of inventory (20X5: 41% of current assets

| figure).
| Fashion retail business, with online and high street
presence. Mix of products, with recent eniry info new

products including men's shoes.

Fashion is a fast moving industry and with the
introduction of new product lines, there may be inventory
" which doesn't sell as well (untested new areas for the

| company, such as menswear). Consider the impact of
cost versus nef realisable value (IAS 2 Inventories).

As there have been times when stock has sold out,

| leading to customers having unfulfilled sales, it is possible
| that Ruby Dale Lid needs to analyse their faster moving

| product lines, and consider either a 'just in time'

| approagch or review the inventory control system for these

| products.

" Monitoring of
inventery and
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Analysis of scenario

. Seiles and irade receivables

e

your The business has three main revenue sireams;

° Wholesale to major high street retailers and

independaent shops
e Online refail business

o Shop refail business (London, Paris, New York)
Shop based retail

| © Expensive, premium locations, Possible issues with
high business rates, long tenancy periods for the
leaseholds of the shops (although the business may

own the shops, it is unlikely, but no evidence given in
the scenario)

e 29 employees work In these shops,

Costs to cover prior to making a profit in these shops

Can control the environment and the "look' that the
Gompany is aiming to achieve.

* Customers can view the [uxu
sutroundings

ry products in premium

Possible opportunity for personal shoppers or VIP
shopping experiences

® Passible opporfunity to have products bespoke to that
location {for example, a New York handbag which
can only be bought in that store, fo draw customers fo

the stores). Especially if they cannot be purchased
online.

Online refail

° Accessible to mast qustomers, regardless of location

o Can control the environment and the 'look' that the
Gompdany Is aiming to achieve.

Wholssale to other stores

¢ Potentially 'easier' cash flow {notwithstanding  the
current high street problems} as lorge invenfory can
be turned info cash, glbeit at o lower sales margin.

° Pofential issues with security of credit terms to retqil
outlets

° Debt factoring o consideration to enable cash quickly,
albeit reducing the profit margin,

——— ]




These may ea h have differing sales margins, with direct
online sales being the most profitable {in theory)-

Ruby Dale Ltd should look at what sales margins they are
achieving, and also consider the cash flow impact of
oach: Although retal sales will offer better profit

I flow is likely to be lower, whereas the

wholesale business o larger stores could offer a more
celicble cash flow, but only by offering btk discounts
which will reduce inventory lovels and profit margins.

margins, the cas

ot e

. up 52% of the

The trade receivables are high {making
cutrent assets figure},
The narrative does nof mention any issues that Ruby Dale
Lid may have had regarding their callection, but this
arnount could be down to @ number of issues.

Poor credit control

Poor controls over which customers are @
credit terms with Ruby Dale Ld

A lack of review by management over the frade

receivables

Uncettainty over recoverability of these
raceivables — there is MO mention of an irrecoverable
debt provision, 50 should there be one? :
o There could be an issue regarding the cusfomer .
base — the scenario explains that they supply to majo!
High Street retailers. Recently, there have been ssues
over large department stores like House offF__rd_s_e_ _
Debenhoms) struggling for funding and heing under

pressure.

!

ble to obtain .

i
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Analysis of scenario

! Ruby is o talented creafive person, but she has Jack
who is an experienced enfrepreneur,

Oppottunity to investigate further the fraining required
by staff to boost morale, encourage staff retention and
ncredse engagement with management,

The company has 160 employess, so taking an
average of £28,000 average salary, this brings the
approximate annual salary charge to £4.48 million,
As companies in the UK with o salary bill of over

£3 million must contribute an apprenticeship levy of
0.5%, this means that Ruby Dale Lid is contributing
around £22,400 per annum, Ruby Dale Lid should
look to expand its dapprenficeship programme to take

advantage of the allowance per apprenticeship to
offset the lavy,

Apprenticeships can be obtained in the crective
industries, such as leather making, as well as business
skills like team leader and software rolas (potentially

useful given tho increasingly online nature of the refail
sector],

Apprentices will also remain with the business during
their fraining, however, the company will have the
apprenticeships affending callege once o week in
order for their 20% of training time to be accounted
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Liguidity and investment
iy e T

Share capital is usually issved to finance capital investment

or growth within the company. It is not primarily used fo
fund general working capital, so the company would need
1o ensure that they have specific plans for the financing
from a listing, rather than just using it fo fund general

working capital.
You may be given further information, such as comparative

data, whereby you can calculate ratios on liquidity to
ascertain where the problems may fie.

By issuing new shares, this could dilute existing
shareholdings potentially leading to issues with the current
shareholders, Ruby and Jack. ris worth looking at the real

life cases where entreprenaurs have listed on the stock
exchange, only for them to lose their influence in the
business and leave it of those that have stoyed on and

thrived.

T

Current ratio

Current assels __ y .1
Corrent liabilities '

3,780+ 4,762 +676
3,150+1,126

2.2:1

Although the current

liabilities of the business appear fo .'

sasily cover the liabilities, this ratio does not consider the
liquidity of inventory {refer fo the quick ratio below] or o
potential incredse in capital (from @ potential share issue)
or potential new bank loan {both are longer term liabiliﬁé
and so sfating this ratio alone could be considered fo be

flawed).
Acid/GQuick refio

Current assets - lnventories _ X1
Current liobilities )

4,762+676

A AOLTD
3,150+1,126 131
The quick rafio suggesfs that the ability for th
toover' their current liabilities is reasonable,
again, this is wholly dependent on the busin

the trade receivables which make u the lare stp




Analysis of scenario

«ance capital invesiment
not primarily used fo
& company would need
«ns for the financing
y it to fund general

current assets figure,
Gearing

Non-current liabilities
Total equity + Non-current liabilities

20,286 ko .
20,286 + 36,834 35% gearing |

x100=X%

ion, such as comparative
afios on liquidity fo
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dilute existing

to issues with the current
s worth looking at the rea
ve listed on the stock
seir influence in the
2 have stayed on and

Gearing is concened with the longterm financial stability
of the company. It is looking at how much the company is
financed by debt. The higher the gearing ratio, the less
secure will be the financing of the company and possibly
the company's future,

Ensure that you can compare the ratio or discuss it relevant
fo the scenario. Explain why the gearing rafio may be
high, and what the Issues may be (financing of debf,
atfractiveness ta other investors, what is it funding
exactly?). Also, o high gearing ratio in one industry may
not be seen as risky as another, so having a look at
industry standards for this fype of business is another step
you can take, Or compare i, if possible, to prior years or
future plans in the real assessment.

Oiher raties to calevlate
Inventery turnover
Cost of sales

ventories
Trade receivables collection peried {debtor derys)
Trade receivables x 365 days

Revenue

| Trade payables payment period

Trade payables
Cost of sales

f the business appear fo
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Useful links

Cath Kidston
online at: //fq,
S-million-pound
Ruby Shoo set |
customer hase |
htips://www.d|
shoo-seto-axpa
base/7029651
Why Western fc
where millennic]
Available online
shows/brand-sh
aftracka-wider-qy

The business has sirong commitments to making their
business as environmentally friendly and sustainable
as possible.

Points to note:

o Donations of returned goods to charity
{remember the Burberry scandal where they were

found fo be burning excess stock®)
e Water saving and waste reduction efforts

Ethical treatment of staff and suppliers is also high on
thir list. This is especially imporiant when planning
on outsourcing some of their manufacturing fo Asia.

Think about the impact on the brand if any adverse
publicity Is released or the financial impact of using
fully audited companies in Asia. Ruby Dale Lid is a
British brand, how do their customers feel about
taking the manufacturing overseas?

Overall analysis of the pre-release material

The scenario has provided a SWOT analysis.

You may be asked to use this information to p
Directors discussing some of these elements.
iliar with producing a varlety of reports, including a

d on the SWOT andlysis, You may also be asked fo
opportunities and  ihreat

The 21 scariest ¢
at: hitps:/ /www.
128r=US&IR=T I#
Who's gone hust
Available online (
[Accessed 15 Ma
SuFerdry in profit
“online at hitps:

2019] Pl
Employing an o

| pp
-hitps:/ /www.gov.
Two years in, is the
Available online af

rovide a report to the Board o

Ensure that you are fam

balanced scorecard base
comment about some of ihe strengths, weaknesses,

idenfified. e
IS"# e-q renﬁ at

Further steps Wher jP Ce'shl
, .- . . oas Brexit n

° Calculate ratios on the prerelease information as far as the information. Www.cmemarkets.c
allows. . UK retailers suffer v

o Ensure you understand the benefits and issues with using certain ratios an available online af

can justify why you have used those particular ratios and not others.

® Review the financial siatements of companies in the fashion sector, as fhi
will broaden your knowledge and pofentially highlight more issues whic
businesses in this sector can face, for example, Cath Kidston,

° AAT like to bring current issves in their Level 4 Professional Diploms of
Accounting Synoptic assessaent, so it is advisable to read financial paper
online news or look up financial statements on Companies House websi
Some of these useful links will give you some material to start with.

Please note that this list s not exhaustive and there may be elements
further discussion you have spotted or you think are relevant to the scenarl
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Analysis of scenario

Useful links
Cath Kidston Reports Annual Loss of 10,5 million pounds, {2019}, Fashion United

-

+
PR et

nents fo making thel
ndly and sustainable 5-million-pounds/2019011841085 [Accessed 15 May 2019]

Ruby Shoo set to expand its appeal with new casual styles to altract o wider
customer base (2018}, Drapers, available online at:
https://www.drapersonline.com/preduct-andtrade-shows/brand-showcase/ruby-
shoo-seto-expand-tsappealwith-new-casual-stylesto-atiracta-wider-customer-
base/702965 1 article [Accessed 15 May 2019]

Why Western fashion brands fail in China and tips on succeeding in a country
where millennial consumers are faking aver, South China Western Post (2018,
Avallable online at: hitps:/ /www.drapersonline.com/productand-rade-

shows/brand-showcase/ruby-shoo-setto-expand-its-appealwlith-new-casual-styles-o-
aftracka-wider-customerbase/702965 1. arficle [Accessed 15 May 2019]

The 21 scariest data breaches of 2018 (2018}, Business Insider, Available online
at: hitps://www.businessinsider.com/datarhacks-breaches-biggestof-2018-2018-
122r=US&IR=T [Accessed 15 May 2019]

‘Who's gone bust in retailing 20102019 (2019), Centre for Retail Research,
Avaliable online ab: hitps:/ /www.reigilresearch,org/whosegonebust.php
[Accessed 15 May 2019]

perdry In profit warning ater heat wave hits sales {2018). BBC News, available
line at hitps://www.bbe.co.uk/news/business-45860769 [Accessed 15 May
019]

mploying an apprentice {2019), Gov.UK, available online at
ps://www.gov.uk/take-on-an-apprentice [Accessed 15 May 2019]

wo years in, is the apprenticeship levy still working® {2019) The Guardian,
vailable online at www.theguardian.com/careers/2019/mar/05 /two-years-in-
the-apprenticeship-levy-stillworking

that does Brexit mean for retailers? (2018) CMC Markets, available online ot
www,cmemarkefs.com/an-gb/news-and-analysis/what-does-brexitmean-for-retail
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e quarters of entrepreneurs sty on after selling business {2018}, Business
alters, Available online at: www.bmmagazine.co.uk/in-business/three-quarters-
freprenaurs-stay-on-afferselling-business /[Accessed 16 May 2019]

global compamies that are environmentally friendly {2016}, Virgin, available
e ot www.virgin.com/virgin-unite/ 10-global-companies-are-environmentally-
y [Accessed 16 May 2019]

§ o sweatshop and do fashion brands still use them® (2019}, Marie Clare

la, Available enline at www.marieclaire.com.au/sweatshop [Accessed 16
019] |

online af: //fashionunited.uk/news/business/cath-kidston-reports-annual-loss-of-10-




