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CHAPTER ONE
INTRODUCTION

1.1 Background of the Organization

Health problem is one of the critical issues thegdattention in developing countries. In
this regard Ethiopia has formulated policies, ragahs, and strategies that develop the
health coverage of the country. These policies atiGhtegies create conducive

environment for private sectors to involve in thedwal service sector. Using these
opportunity private medical sectors is emerged adigpate in resolving the medical

problem of the country. Hence, Chechela MedicalviSser PLC becomes one of the

important medical service sectors in the country.

The Chechela medical service PLC was establishedthiopian proclamation 1952,
article 514(2) and 515 in 1999 E.C. as PLC. Themamy is owned by three specialist
Doctors and it has got legal entity and limitedbiiidy; registered according to the

business proclamation and law of the country.

The company entered in to its initial operationthwyery few medical equipments and
offices in a building rented from private individua give clinical services with these very
minimum facilities. The current health servicesved by the company are medical

treatment and awareness creation on the pre pimtaxtdiseases.

Currently it is playing great role in the sectorrpdernizing the medical service through
using high-technology medical equipments especiallhe area of pathology, radiology

cryptology including all laboratory services withime past five years.

The vision of the company is to have internatios&ndard medical institute and is
working towards it. Accordingly, it has developdad own long and short term plan by
developing business plan. In this regard the compasigned its short term plan in a way

that it will enhance its medical service provisiby considering the interest of its



customers. The long term plan of the company igite standardized service so as to

realize its vision.

1.2 Background of Study

The background of study is related to the compagkfpround is that, the company vision
is to have international standard medical institatel is working towards it but, the
company has few medical equipments and offices ibuigding rented from private
individual to give clinical services with these yeninimum facilities. For achieving this
vision and improve their services capacity the canyp evaluates their finance
performance because it is used to identify findngeformance weakness and strength
and to get decision improving finance for up gradime minimum services. According to
different literatures we can see the usefulneséinaincial performance evaluation for

anticipating the future.

According to Chandra (2004: 79), financial analyd#pends primarily on the statements
to diagnose financial performance; the reasonas ({f) as long as the accounting biases
remain more or less the same over time, meanimgftidrms can be drawn by examining
trends in raw data and in financial ratios (Il)cgrsimilar biases characterize various firms
in the same industry, inter firm comparison arefuls@ll) experience seems to suggest
that financial analysis, works if one is aware of@unting biases and makes adjustments

for the same.

A properly analyzed and interpreted financial steat can provide valuable insights in to
a firm’s performance. Analysis of financial statenseis of interest to lenders (short term
as well as long term) investors, security analysignagers, and others. Financial
statement analysis may be done for variety of pgepavhich may range from a simple
analysis of the short term liquidity position oktfirm to a comprehensive assessment of
the strength and weakness of the firm in varioggasrlt is helpful in assessing corporate
excellence, judging credit worthiness, valuing &gushares, forecasting financial

situations, predicting bankruptcy, and assessingienaisk.



According to Pandey (2005:114-115), financial as@lys starting point for making plans.
Before using any sophisticated for casting and rptem procedures; understanding the
past is prerequisite for anticipating the futurenaRcial analysis is the process of
identifying, the financial strength, and weakneé$sthe firm by property establishing
relationships between the items of the balancetstee the profit and loss account.
Financial analysis can be undertaken by manageaiehe firm, or by parties outside the
firm owners, creditors, investors and others. dkding to Chandra (2004) and Pandey
(2005 analysis of financial statements is one @& thfluential criteria to determine
financial position or over all financial performanof the company. On view of this
concept ratio analysis such as liquidity ratio,el@ge ratio, activity ratio, profitability
ratio, time serious analysis and other relatednforedl analysis were conducted for the

study.

1.3 Statement of the Problem

The success or failure of any business organizatiether governmental or not depends
on the level of its effectiveness and efficiencytilizing its resources. Chechela Medical
Service PLC as a business company runs its busimepsoviding health service. More
over as a business making company it focuses diit preximization through efficient

and effective utilization of financial resources.

Besides this the company is working hard to berapsient company in the country and
beyond. For Chechela to be a sustainable and msigeecompetent in the business it has
to conduct regular evaluation on its performancHiciency, and effectives either
internally by developing its own mechanism or blestexternal body. However, under
our information the company has shown some lossdscarrently there is no trend of

evaluating its financial performance.

Therefore, the purpose of this study is to anabze evaluate the financial performance,
the liquidity, and solvency, profitability, effiarey of financial resource utilization of
Chechela medical service PLC and hence, to developmmendation that will help the

company adopted financial statements evaluatiempoove its financial performance.
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These research questions are based on solutionthdopredefined problems, to get
reliable information from concerned parties. Thiofeing questions are formulated in a
way that it helps to sum up the assumptions so gs/e recommendation to the company
for further improvement.
1. What are the company'’s financial administratioratstgies to be a competent
company in this business?
2. How the Company administers its financial resoufces

3. How the company, evaluate its financial perform&nce

1.4 Objectives of the Study
The general objective of the study is to analyze iaterpret the financial statements of
the Chechela Medical Service PLC and to give recendations.
The specific objectives are:
* To investigate the financial administration strgtefjthe company;
» To examine the efficiency of the company in manggand utilizing its
financial resources;

* To assess the company’s financial performance atialu

1.5 Significance of the Study
The major benefits of this study will be:
- It allows the researchers to practice a similadgthat could be performed in other
company
- It enables the manager of Chechela medical serdicbe aware the existing
financial performance and its importance in achgvihe vision and intended
objectives
- Enriches the knowledge of the reader on finanaalgpmance
- It enables the lender concerned primarily aboatctmpany’s ability to pay back a

loan



1.6 Delimitation/Scope of the Study

The scope of the study will cover the financialfpenance in Chechela medical service
PLC. Our selected company has two branches, heatefjnancial documents are
collected to headquarter office, and all finandatuments are getting available in head
office, due to this fact we bounded four years détaar 2008-2011). Because of the
company has started effective Accounting systencesbeginning of 2008. And try to

explain the financial statement as an assistaimance management and related staffs.

1.7 Definition of Terms
In this research there are words which will neetes@laboration and definition based on
operational concepts of research that help foreesab get enough idea. Those terms are:
»= Financial statementsare formats that indicate financial condition diréhncial
position of the company (Pandey, 1999: 29).
*» Financial statement analysiscan also be defined as the process of giving
meaningful interpretation to the figure in the ficéal statements so that every user
could understand it easily and use it as a toot&mision making (Pandey, 1999:
30). Financial statement analysis allows managevestors and creditors to reach
conclusion about financial status of a firm. Whaperhaps more important about
financial statement analysis is forecasting outcoat®ut a firm’s future financial
performance (Pandey, 1999: 108).
» Financial performanceis operationally defined as financial activitiésitindicate
effectiveness or weakness of the company by ewvatyatinalyzing financial

statements, and related financial documents (Pad®&@: 109).



1.8 Research Design and Methodology
1.8.1 Research Design

The researchers used descriptive research desigimodnéo evaluate and analyze the
financial statements analysis ratios. This methodppropriate methods, because our
research focused more on the secondary data toadgadnd analyze financial statement

of the company.

1.8.2 Population and Sampling Technique

No sampling technique used due to nature of thearek. But we used all data because of
a viability of only four years formally recordedtdaThe researches focused on formally
recorded data are used as secondary data for @bésmnch. Besides this, focus group

discussion, interview, and personal observatioruaegl for primary data collection.

1.8.3 Types of Data used

For this senior research paper, the data thatsee primary and secondary data obtained
from the company based on the research objectvegel as statements of the problems.

The researches focused on the secondary datatedlfgom financial statements as main

data for analysis and focus group discussion, viger and personal observation as

supplementary data for confirmation of the restikerondary data analysis.

1.8.4 Methods of Data Collection

Primary data was collected from employees of thenpany who have accounting
knowledge and who are involved in the finance réicay and financial statement analysis,
through interview and focus group discussion. Téeordary data was gathered mainly
from the yearly un published audited financial esta¢nts of the company, and from some

selected un a published financial reports.

1.8.5 Data Analysis Methods
The study used trend analysis which is also knos/tirae serious analysis to compare

financial ratios of the company successive findmst@ements. Moreover, theoretical rule



of thumb or traditional opinions used to evaludte tompany's financial ratios. Finally,
the data processed and analyzed using descriptalgsis and presented using tables and

charts.

1.9 Limitations of the Study
Busy schedule of the company personnel during gobsqgussion and interview, absence
of well organized referential documents and shertafgoudget during data collection and

analysis are the main limitations faced during aontithg this research.

1.10 Organization of Study

This research have four chapters, the first chamtetudes: Background of the

organization, background of study, statement of ghablem, objectives of the study,

significance of the study, scope of the study, migfin of terms, research design and
methodology, limitation of the study and organiaatiof study. Chapter two deals with
related literature review and Chapter three indudata presentation, analysis, and

interpretation. The fourth chapter includes summeoyclusion, and recommendation.



CHAPTER TWO
REVIEW OF RELATED LITERATURE

2.1 Financial Statement

Financial Statements provide the primary meansrfanagers to communicate about the
financial condition of their organization to outsigarties. Managers, investors, lenders,
and government agencies are among the users aficfalastatements. Substantial

information is conveyed by financial statementswultbe financial strength and correct

performance of an enterprise. Although financiatesnents are prepared primarily for

users outside an organization, managers also ligeid dorganization’s financial statements
useful in making decisions. As mangers develop apey plans, they think about how

those plans will affect the performance of the argation, as conveyed by the financial

statements (Ronald, 1997: 915).

There are four primary financial statements.

+ Balance Sheet

¢ Income Statement

+ Retained earnings statement

+ Statement of cash flows
The balance Sheet presents an organization’s figlgmasition at a point in time. It shows
the balances in the organization’s assets, ligsliand owners’ equity, as of the balance
sheet date (Ronald, 1997: 915).

The Income Statement reports the income for thegéretween two balance sheet dates.
The Retained Earnings Statement shows how incordedamdends for the period have

changed the organization’s retained earnings.

The Statement of Cash Flows shows how cash wasnebtauring the period and how

was used.



2.2 Financial Statement Analysis

Financial statement analysis is an analysis whighlights important relationships in the
financial statements. It focuses on evaluationast pperations as revealed by the analysis
of basic statements. Financial statement analyslzaces the methods used in assessing
and interpreting the results of past performance eurrent financial position as they
relate to particular factors of interest in investrhdecision (Jawahar, 2001: 827).

Assessment of past performance and current position

Past performance is often a good indicator of igperformance. Therefore, an investor
or creditor looks at the trend of past sales, egegnnet income, cash flow and return on
investment not only as a means for judging managéspast performance but also as a
possible indicator of future performance. In adufitian analysis of current position will
fell; for example, what assets the business owdsvarat liabilities must be paid. It will
also tell what the cash position is, how much dbebtcompany has in relation to equity,
and how reasonable the inventories and receivaétesknowing a company’s past
performance and current position is often importemtachieving the second general

objective of financial analysis (Pandey, 2000: 81).

Assessment of future potential and related risk

Information about the past and the present is usely to the extent that it has bearing on
decisions concerning the future. An investor judfes potential earning ability of a
company because that ability will affect the vabfethe market price of the company's
stock and the amount of dividends the company pall. A creditor judges the potential
debt-paying ability of the company. The potent@isome companies are easier to predict
than those of others and so there is less riskceged with them. The risk of the
investment or loan depends on how easy it is tdiprduture profitability or liquidity
(Pandey, 2000: 33).



2.3 Objectives of Financial Analysis

The objective of financial statement analysis isige historical accounting data to help in
printing how the firm will fare in the future. Thaspects of an organization’s future
performance that are most interest depend on theésnef the user. A manager in the firm
would be interested in the company’s overall finahstrength, its income and growth
potential, and the financial effects of pendingisiens. A potential lender, such as a bank
loan officer, would be concerned primarily aboug firm’s ability to pay back to loan;
potential investors would be interested not onlyhi@ company’s ability to repay its loan
obligations, but also its future profit potentilotential customers would want to assess
the firm’s ability to carry out its operations effvely and meet delivery schedules
(Ronald, 1997: 916).

2.4 Strategies of data analysis

Our strategies are based on interview, focus grobpervation, and financial analysis.
Interview is a formal meeting at which we are asfadstions in order to find out if they
are suitable for the research. While focus groupsttae groups of individuals providing
people through an open - in depth discussion rdttzr simply asking questions to solicit
participant response. However, that we focus marelmservation and financial analysis
(Holt and David, 1992: 169).

The evaluation techniques are based on observengatios according to time trend and
consistency of related four years financial stat@neNe will observe the techniques and
procedures that the company adoption to adminisefinancial resources by looking
through registration books, financial ledgers, pgnanals are the most our focal points, to
make evaluation and fiscal assessment. Furthermereill present the condition in tables

and chart bars, to make easy comparison betwees xagrsus their financial years.
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2.5 Tools and Techniques of financial analysis

Different methods are applicable to get a betteleustanding about financial status of the
firm and operating results. The most frequentlydusechniques in analyzing financial
statements are the following: (Pandey, 2005: 110)

2.5.1 Ratio Analysis

Ratio analysis is a powerful tool of financial ayg. A ratio is defined as "the indicated
guotient of two mathematical expressions” and &g 'telation between two or more
things". In financial analysis ratio is used asemdh mark for evaluating the financial
position arid performance of a firm. The absolutecanting figures reported in the
financial statements do not provide a meaningfudeustanding of the performance and
financial position of a firm. An accounting figuo®nveys meaning when it is related to
some other relevant information. The relationshgtween two accounting figures,
expressed mathematically is known as a financia far simply as a ratio). Ratio helps
to summarize the large quantities of financial dgatd to make qualitative judgment about
the firm's performance (Pandey, 2000: 109).

Ratio analysis is a widely-used tool of financiabbsis. It can be used to compare the
risk and return relationships of firms of differesizes. It is defined as the systematic use
of ratios to interpret the financial statementdtsat the strengths and weakness of a firm
as well as its historical performance and curr@mricial condition can be determined.
The term ratio refers to the numerical or quantiéatrelationship between two
items/variables. This relationship can be expresssd percentages, fraction, and
proportion of numbers. This alternative method xjfressing items which are related to
each other are, for purposes of financial analgsiesred to as ratio analysis.

The rationale of ratio analysis lies in the facttth maker related information comparable.

A single figure by itself has no meaning but wh&pressed in terms of a related figure, it
yields significant inferences (Khan and Jain, 2002).

11



2.5.2 Types of Ratios
Several ratios, calculated from the accounting,deda be grouped into various classes
according to financial activity or function to ewate. As stated earlier, the parties
interested in financial analysis in evaluating gvaspects of the firm’s Performance. In
view of requirements of the several of ratios, tmegy be classified into the following
four important categories (Pandey, 1999: 111).

» Liquidity Ratios

> Leverage Ratios

» Activity Ratios

» Profitability Ratios

2.5.2.1 Liquidity Ratios

Liquidity Ratios are used to measufgra’s ability to meet short-term obligations. They
compare short-term obligations to short —term (amrent) resources available to meet
these obligations. (James and John, 2004: 134-136).

The importance of adequate liquidity the sense of the ability of a firm to meet
current/short-term obligations when they become doie payment can hardly be
overstressed. In fact, liquidity is a prerequisdgethe very survival of a firm. The short-
term creditors of the firm are interested in thersterm solvency or liquidity of a firm.
But liquidity implies, from the viewpoint of utiletion of the funds of the firm that funds
are idle or they earn very little. A proper balancetween the two contradictory
requirements, that is, liquidity and Profitabilitys required for efficient financial
management. The liquidity ratios measure the gbdit a firm to meet its short-term
obligations and reflect the short-term financialesgth/solvency of a firm. The ratios
which indicate the liquidity of a firm are: currerdtios, quick ratios and net working
capital ratios (Khan and Jain, 2004: 73).

% Current Ratio: One of the most general and frequently used dfethiguidity

ratios is the current ratio. It shows a firm’s a@pito cover its current liabilities

12



with its current assets (James and John, 2004138%-

It is also importantkeep a reasonable amount of working capital tarenthat
short- term obligations can be paid on time, opputies for volume expansion
can be seized, and unforeseen circumstances daanéd easily (Ronald, 1997:
919).

Current ratio = Curréisset
Current Liability
% Acid-test (Quick) Ratio: It shows a firm’s ability to meet current liabiéis with
its most liquid (quick) assets.

Quick Ratio = Currégset — Inventories

Current Liabilities
% Net working Capital Ratio: The difference between current assets and current

liability excluding short term bank borrowing isllea working capital. Net

working capital represents the excess of curresgtaover current liabilities. The
term current assets refers to assets which in dmmal course of business get
converted into cash without diminution in value @eshort period, usually not
exceeding one year or length of operating/cashecyitlichever is more. Current
liabilities are those liabilities which at the ipt®n are required to be paid in
short period, normally a year. Although net workoapital is really not a ratio, it
is frequently employed as a measure of a compalgigdity position. An

enterprise should have sufficient net working cpih order to be able to meet
the claims of the creditors and the day-to-day sed#dusiness. Accordingly, net

working capital is a measure of liquidity (Khan akadn, 2004: 74).

2.5.2.2 Financial Leverage (Debt) Ratio

Financial leverage refers to the use of debt fieaWghile debt capital is a cheaper
source of finance, it is also a riskier sourceipnéiice. Leverage ratios help in assessing
the risk arising from the use of debt capital (Glran2004: 76).

13



Which is also known as debt solvency ratios, asgihed to assist the decision maker in
judging whether a firm has too little or much daht then go on to explain the following
debt ratios (James and John, 2004: 136).

+ Debt-to-equity Ratio:-To assess the extent to which the firm is usingdveed
money; we may use several different debt ratios.shbws the relative
contributions of creditors and owners. The numerafahis ratio consists of all
debt, short-term as well as long-term, and the demator consists of net worth
plus preference capital (Chandra, 2004: 76).

Debt-to-equity Ratio _Total Debt
Shareholder’s equity

s Debt-to-Total-Asset Ratio:It is derived by dividing a firm’s total debt bysi
total assets (James and John, 2004: 136-137). dsunes the extent to which
borrowed funds support the firm’s assets.

Debt-to-Total-As$tdtio = Total Debt

Total Assets

2.5.2.3 Activity Ratio

Also known as efficiency or turnover ratios, meashiow effectively the firm is using its
assets. As we will see, some aspects of activilyars are closely related to liquidity
analysis. We will focus on how effectively the fiilsimanaging two specific asset groups

receivables and inventories and its total assegemeral (James and John: 2004, 139).

* Receivable turnover Ratio: Provides insight into the quality of the firm’s
receivables and how successful the firm is indltections.

Receivable turnoRatio = Annual net credit sales

Receivables

% Inventory turnover ratio: To help determine how effectively the firm’'s
managing inventory (and also to gain an indicatibthe liquidity of inventory).

Inventory turnover or stock turnover, measures lf@st the inventory is moving
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through the firm and generating sales (Chandra4209).

Inventory turnovatio =_Cost of Goods Sold

Inventory
« Total asset turnover Ratio: This ratio measures how efficiently assets are
employed, overall (Chandra, 2004: 81).
As in to the output — capital ratio in economiclgsis, the total assets turnover is
defined as:
Total asset turnover Ratic- Net sales

Total Assets

2.5.2.4 Profitability Ratios

Profitability ratios are two types- those showingfgiability in relation to sales and those
showing profitability in relation to investment. gether, these ratios indicate the firm’s
overall effectives of operation (James and Joh042046-148).

Profitability reflects the final result of businesperations. These are two types of
profitability ratios: Profit margin ratios show threlationship between profit and sales.
Since profit can be measured at different stagesetare several measures of profit
margin. The most popular profit margin ratios apess profit margin ratio and net profit

margin ratio. Rate of return ratios reflect theatieinship between profit and investment
(Chandra, 2004: 81).

+« Profitability in relation to sales:- It consider is the Gross profit Margin
= Gross Profit
Net Sales
« Profitability in relation to Investment: -It measures is the rate of return on
investment or return on assets.

= Net profit after taxes

Total Assets
% Return on Equity = Net Profit after Taxes
SHizolder Equity
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2.6 Standards of Comparison

The ratio analysis involves comparison for a usehikrpretation of the financial
statements. A single ratio in itself does not iaticfavorable or unfavorable condition. It
should be compared with some standard. (Pandey): 2l8B) stated that standards of

comparison may consist of:

% Past ratios i.e. ratios calculated from the pastricial statement of the same firm;

7
°

Projected ratios, i.e. ratios developed using thgepted, or Performance of

financial statements of the same firm;

*.
°

Competitors ratios, i.e. ratios of some selectathd] especially the most
progressive and successful competitor, at the gemme in time, and

 Industry standard, i.e. ratios of the industry toick the firm belongs (Pandey,
2000: 143).

But we are only interested to analyze ratios oriicial statements of the company four
years 2008-2011 including projected proforma fimanstatements of company to make

comparison, due to difficulty of getting industregandard average

2.7 Comparative Financial Statements

Comparative financial statements show the compdimescial results for two successive
years. These statements highlight the change ih &aancial item between different
years (Ronald, 1997: 918).

+ Horizontal Analysis
It is an analysis of the year-totyehange in each financial statement item. The
purpose is to determine how each item changed,iittyanged, and whether the

change is favorable or unfavorable.

% Trend Analysis (Time series analysis)
When the comparison is expected to three or moaesytne technique is called
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trend analysis. It can be shown in birr or percgatar both form by designating

the first year in the sequence as the base year.

% Proforma Analysis

Sometimes, future ratios are used as the standamhtparison. Future ratios can

be developed from the projected or proforma, fimgncstatements. The

comparison of current or past ratios with futuréosashows the firms relative

strengths and weaknesses in the past and fututlee future ratios indicate weak

financial position, corrective actions should bigéiated (Pandey, 2000: 146).

2.8 Advantages and Limitation of Ratio Analysis
% Advantage

v
v
v
v

Easy to compute
It allows industry comparison at point of time seis
To identify problem areas of firm

For prediction of net income and growth prospects

+ Disadvantage

v
v
v

Easily misinterpreted

Provides little useful information

Ratios are based on accounting data that subjetiffesent interpretation
and manipulation

Very few or no standards exist that can be usgddge the adequacy of a

ratio
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CHAPTER THREE
DATA PRESENTATION, ANALYSIS, and INTERPRETATION

2.9 Financial Analysis of Chechela Medical Service PLC

This part of the study deals with the analysis #mel interpretation of data gathered
through surveying financial statements of Chechmledical service PLC. Financial
statements are formatted reports that indicaten&iiad performance of the company which
this research focused on. This formatted compaagtsual report has been prepared for
each year and each contains the balance sheeindbme statement, the cash flow

statement.

2.10 Ratio Analysis

Ratio analysis is one of the most important toolsee all financial directions and status
of the company. It helps to summarize the largentities of financial data and to make
qualitative judgments about the firm’s performanitg@rovides clues to investigate those
issues in detail. Ratio analysis is used to ingdrpine financial statements so that the
strengths & weakness of a firm as well as its hiséb performance & current financial

condition can be determined.

There are major groups of ratio that are used @uate financial performance of a
company. Summary data and ratio analysis was pexsesith their interpretation as

follows using appropriate ratio techniques for eatthe financial situations.

2.11 Liquidity Ratios
Liquidity refers to the ability of company to metst short term obligations and efficiency.
It refers to how productive a company is, and dtsmuses on the total asset and total

liability of a company.
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2.11.1 Current Ratio
The current ratio indicates how many birr of shertn assets are available for every birr
of short term liability that the company owed.

Current Ratio = Current Assets

Current Liahties
Table 1 Current Ratio

Financial Years
Description

2008 2009 2010 2011
Current Asset 189,870.43 374,176.91 626,544.93 &@b4
Current Liability 248,779.90 212,050.89 46,652.63 097436.57
Current Ratio 0.763 1.765 13.430 1.214

Source: Financial statements of Chechela medical senice P

Figure 1 Current Ratio
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Source: Financial statements of Chechela medical service P

As shown in table 1 and figure 1 above Chechelaicaédervice has higher current ratio
in years 2009 and 2010 (1.765 and 13.43 respegtiwehere as in 2008 and 2011 it is
relatively lower (0.763 and 1.214 respectively) hisTimplies the company had fewer
current assets for every birr of current liabibtia the two years i.e. 2008 and 211. On the
other hand the current ratio represents marginadétg for creditors. The higher the

current ratio the greater the margin of safety: lHrger the amount of current assets in
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relation to current liabilities and the more thempany is able to meet its current
obligation.

2.11.2 Net Working Capital Ratio

Net working capital indicates how many birr of winitx capital are available to pay bills
and current debts. Net working capital is really aaatio; it frequently employed as a
measure of company’s liquidity position.

Net Working Capital = Current Asset erf@nt Liability

Table 2 Net Working Capital Ratio

Financial Years

Description

2008 2009 2010 2011
Current Asset 189,870.43| 374,176.91 626,544.93 &34
Current Liability 248,779.90 | 212,050.89 46,652.63 09436.57
Net Working Capital| (58,909.47)] 162,126.91 579,802.| 87743.97

Source: Financial statements of Chechela medical service P

Figure 2 Net Working Capital Ratio
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Source: Financial statements of Chechela medical senfice. P
The Net Working Capital ratio shows the company masufficient capital in relation to
its size & working environment. As it shown in tat and fig 2 above in year 2008 the

net working capital is negative i.e. -58909.47® ttmeans the company cannot cover the
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current liability because current liability is gteathan the working capital. However, in
the other years (2009, 2010, & 2011) the net waylaapital is 162126.02, 579,892.30,
and 87,743.97 respectively which is positive altffothe amount is higher in the year

2010.

2.11.3 Quick /Acid Test/Ratio

This ratio measures the company’s ability to méwtrtsterm obligation from its most

liquid assets. In this case, inventory is not ideld with other assets because it is

generally for less liquid than the other currerseds

Quick Ratio = Current Asset — Inventory

Current Liability

Table 3 Quick Ratio

Financial Years

Description
2008 2009 2010 2011
Current Asset 1898,70.43 374,176.91 626,544.93 2054
Inventory 38,539.70 182,663.62 539,606.50 2941D7.
Current Liability 248,779.90 212,050.89 46,652.63 09436.57
Quick Ratios 0.608 0.903 1.864 0.484
Source: Financial statements of Chechela medical service P
Figure 3 Quick Ratio
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Source: Financial statements of Chechela medical senice P
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In year 2008, 2009 and 2011 shows numerical ratilmes 0.608, 0.903 and 0.484
respectively indicating that, the company’s, curr@sset were not sufficient enough after
deduction of its inventory for each birr of its camt liability. This shows stored
inventories and receivables were very less comp@arélae current liability. As indicating
in the table 3 and figure 3 above the company kas fuick ratios in all succeeding

analysis years except in year 2010 (i.e.1.864).

Beside this company should reduce and should gaguitrent liability according to time
scheduled to have more net current asset afterctledwf inventory for each birr of its

current liability.

2.12 Activity Ratios
Activity ratio referred to as turnover ratios orses management ratios measure how
efficiently the assets are employed by a companyesé& ratios are based on the

relationship between the lists of activities, reygrged by sales or cost of goods sold.

2.12.1 Receivable Turnover Ratio
This ratio indicates how the company collects it€caint receivables /revenue from
customers or credit and show annual sales and tomen

Receivable Turnover Ratio = Annual Net Crdit Sales

Receivables
Table 4 Receivable Turnover Ratio
Description Financial Years
2008 2009 2010 2011
Annual Net Credit Sales 0.00 0.00 0.00 0.00
Receivable 0.00 21000 46652.634359.75
Receivable Turnover Ratio| 0.00 0.00 0.00 0.00

Source: Financial statements of Chechela medical senice P
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Figure 4 Receivable Turnover Ratio
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Source: Financial statements of Chechela medical service P

As shown in table 4 and fig 4 above the receivénieover ratio of year 2008, 2009, 2010
and 2011 was nil because credit sales not cletatgd on the financial statements of the
company.

As facts showed due to numerical ratios calculatedll years was nil because of the
credit sales were not collected clearly for ourdewice in all years. Therefore, the
company should stated and make credit term custotoencrease its annual sales volume
because revenue can be generated from both cash @adl credit sales to maximize
company'’s profit margin and at the same time comsaould develop strong receivables
collection policy by using receivables aging method by promoting giving discounts for
quick payers for their receivable settlement antlimy provision for bad debt expenses
such as un collectability of receivables, due tfioreseen circumstances and contingences

based on analysis and forecasting of environmamicdiimarket situations.

2.12.2 Inventory Turnover Ratio
This ratio measures how the inventory is movingtigh the company and generating

sales. It reflects the efficiency of inventory mgement.

Inventory Turnover Ratio = Cost of Goodsdsol

Inventory
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Table 5 Inventory Turnover Ratio

Description Financial Years

2008 2009 2010 2011
Cost of Goods Sold 0.00 0.00 0.00 2313358.57
Inventory 38539.7 182663.62 539606.5 294107.50
Inventory turnover Ratio 0.00 0.00 0.00 7.866

Source:Financial statements of Chechela medical service P

Figure 5 Inventory Turnover Ratio
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Source: Financial statements of Chechela medical senice P

The result shows year 2008, 2009, and 2010 has ipeemtory turnover ratios as
compared to year 2011 i.e.7.866. Zero inventorgduer ratios means the company has
no turning over its inventory. T In year 2011 shdtes company used inventories for sale.
As it was confirmed during focus group discussiad aterview low inventory turnover
caused by a high level of inventory which is resdllin infrequent stock outs and loss of

sale.

2.12.3 Total Asset Turnover Ratio
This ratio shows how efficiently the company isngsits assets to support sales.
Total Asset Turnover Ratio = Net Sales
AbAsset
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Table 6 Total Asset Turnover Ratio

Description Financial Years

200¢ 200¢ 201(C 2011
Net Sales 417064.97 1867814.03 4037886.89454688.88
Total Asset 5231¢&71.2 1022334.5 626544.9. 3719329.0
Total asse
turnover Ratio 0.080 1.827 6.445 1.467

SourceFinancial statements of Chechela medical sendica P

Figure 6 Total Asset Turnover Ratio
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Source: Financial statements of Chechela medical senice P

As shown in the Table 6 and Fig 6 above the tatak@turnover of the year 2008 was
0.080; it is the worst as compared to the contiguwansecutive years (year 2009, 1.827,
year 2010, 6.445 and year 2011, 1.467).In year 2844kt turnover ratio is higher
compared to other years because more assets ukedstdes. The lower asset turnover in
the year 2008 indicates lower annual sales comptrets utilization of total assets,
hence, sales are generated by using asset resoancesach birr of annual sales should

shows incremental advantage for each birr of @flitotal assets.
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2.13 Leverage Ratios

This ratio refers to the use of debt finance. lipbeto identify the cheaper source of
finance as well as the riskier source of finant&ldo helps in assessing the risk arising
from the use of debt capital.

2.13.1 Debt to Equity Ratio

Thisratio shows the relative contribution of creditarsl owner.

Debt to Eqity Ratio = _ Total Debt
Stock holdeEquity

Table 7 Debt to Equity Ratio

o Financial Years
Description
2008 2009 2010 2011
Long Term Debt 0 0 0 0
Stock Holders Equity| 445,291.50| 810,283.68 3,420,000.00 3660310.82
Debt-Equity Ratios 0 0 0 0

Source: Financial statements of Chechela medical seni¢g. P

Figure 7 Debts to Equity Ratio
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As shown in the Table7 and Fig.7 above Chechelaicakedervice owners have

contributed more funds than lender. From the infdrom gathered during focus group

discussion and the interview conducted with tharfoe manager, it was understood that

the owners of the company are not risk taker. Bessithis, they explained during the

discussion that they want to run the business usieig own capital.

2.13.2 Debt to Total Asset Ratio
It measures the extent to which borrowed funds supgpt the company assets.
Debt to Total Asset Ratio = Total Debt

Total Asset
Table 8 Debt to Total Asset Ratio
Description Financial Years
2008 2009 2010 2011
Total Debt 0 0 0 0
Total Asset 5231871.4 1022334.56 626544.93 371937
Debt-to-Total Asset Ratig  0.000 0.000 0.000 0.000

Source: Financial statements of Chechela medical service P

Figure 8 Debts to Total Asset Ratio
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According to the information gathered from the fe@roup discussion and the interview
conducted with the finance manager of Chechela d4@ervice PLC, they are not risk
taker .Simply they want to run the company onlyirtfieance. Because of the company
not adoption to work with financing agents to irage its capital and to make
enhancement of its working environment in termsht®logy, skilled manpower, modern
buildings, and well organized medical facilitie§herefore, the company should look for
its modernization in terms of its working aspecysworking with these financing agents
like banks.

2.14 Profitability Ratios

Profitability ratio indicates that, the amount @fcé birr of profit after tax to each birr of

total income. It reflects the final result of busss operations.

2.14.1Profitability in Relation to Sales
Profitability in Relation to Sales =_Gross profit
Net Sales
Table 9 Profitability in Relation to Sales

Description Financial Years

2008 2009 2010 2011
Gross Profit 417064.97 1867814.03037886.89 3141330.31
Net Sales 417064.97 1867814,08037886.89 5454688.88
Profitability in relation to sales 1.000 1.000 1.000 0.576

Source: Financial statements of Chechela medical senice P
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Figure 9 Profitability in Relation to Sale
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As indicated above the profitability ratio in ye&®08, 2009, and 2010 is 1. However, it
is less in year 2011which is 0.576. Because froentalbble we can see the profit and sales
ratios are the same. Besides this the result stiosvgross profit and net sale of the first
three years (2008, 2009and 2010) is equal. And evgear 2011 the result shows gross
profit is greater than the net sales because dfafosicome, but still it has lower ratio.

The result shows the company’s profit margin issadtsfactory.

2.14.2Profitability in Relation to Investment
This ratio implies themount of profit earned on each birr invested isets It helps to
measure management efficiency in using assets.

Profitability in Relation to Investment = Net Profit after Taxes

Total Assets

Table 10 Profitability in Relation to Investment

Description Financial Years

2008 2009 2010 2011
Net Profit After Taxes -154708.5 -30007.82 77432.59457129.18
Total Assets 5231871.4 1022334.56 626544.93 3710329
Profitability in Relation to Investmenf -0.030 -9 0.124 0.123

Source: Financial statements of Chechela medical service P
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Figure 10. Profitability in Relation to Investment
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From the above profitability Chechela Medical SeevPLC in relation to investment on
asset show positive ratio in years 2010 and 201drevhs in the first two years 2008 and
2009 it was negative. On the other hand the inveistran asset is greater than the return.
As it was confirmed during the group discussion amdrview the cost of investment on
fixed asset is higher because the company is infast stage in year 2008 and 2009 and
also Sales are very little.

2.14.3Return on Equity
This ratio implies the amount of profit earned a@tle birr invested by stock holders. It

measures management efficiency of using stakelgdldeuity.

Return on Equity = Net Profit after Tax
Stock Holder’s Egy

Table 11 Return on Equity

Description Financial Years
2008 2009 2010 2011
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Net Profit After Taxes | -154708.5 -30007.82 77432.5p457129.18
Shareholder Equity 445291.5 8402915 10724323%09592.45
Return on Equity -0.347 -0.036 0.072 0.138

Source: Financial statements of Chechela medical senice P

Figure 11 Returns on Equity
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The result shows returns on equity ratio are negatdr the years 2008 and 2009 (-
0.347and -0.036 respectively) and lowest positateorfor the next two years i.e. 2010
and 2011 (0.072 and 0.138 respectively). Fromwsan understand the company is at
loss in the first two years. Even in the next twearythe company’s net profit is not

promising.

2.15 Financial Resource Administration

From the discussion conducted with the company adimative staffs it was understood
that the company used checking systems to corasii out lays and collection and petty
cash system for its miscellaneous expendituresenttories are purchased following
authorization procedure and financial administrati@chniques. All collections and

payments are coded and referenced then journahzedmputerized system and physical

safeguarding and counting periodically.
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However, our findings from interview and focus gpoudliscussions show that the
company’s finance administration strategies arekweds it was understood from the
explanation of the general manager there is ncegatjon of duties and responsibilities

among the staffs where the General Manager Acaspaschaser.

Moreover, the explanation of the finance managernficned that although the job
discretion of the cashiers clearly indicates th&eduand responsibilities of the cashier
some times the accountant of the company accomphgh duties of the cashier.
Furthermore, the finding from review of documents anterview shows the company has
no cost section in order to evaluate inventorystoaise weighted average method, which

is the requirement of Ethiopian tax low.

Besides this, in our observation the company streds no well organized and developed,
from farther discussion and proforma analysis itswenfirmed that the company’s
planning is not based on the past performance.absence of internal auditor section is
another gap identified during the discussion. Tiharfcial manual also lack of policies

and guidelines in the areas of liquidity management
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CHAPTER FOUR
SUMMARY, CONCLUSIONS AND RECOMMENDATIONS

2.16 Summary

This study focuses on the analysis of financialfqyerance at the Chechela Medical
Service PLC. The research has been conducted ntaiklyow the financial performance,
financial resources administration, and strategiegshe company. Above all factors
financial performance analysis is the most impdrtan the success or failure of the

organization.

Chechela Medical Service PLC has been facing algmolof financial performance
evaluation. It is obvious that the company perfarogawere unsatisfactory. Realizing this
problem, this study’s main objective is to analgrel evaluate the financial performance;

those findings are summarized as follows:

» The Liquidity ratio of Chechela Medical Service Pli@icates that the current
ratio of the company had fewer current assetsveryebirr of current liabilities in
the two years in 2008 and 2011 ( 0.763 and 1.2&pectively).Whereas in year
2009 and 2010 it is relatively higher i.e.(1.765 é'8.43 respectively). The net
working capital ratio also the company cannot caber current liability because
current liability is greater than the working capiin year 2008 the net working
capital is negative i.e. -58909.47. However, in ollger three years in 2009, 2010
and 2011 the net working capital is positive (16292, 579892.30, and 87743.97
respectively). Whereas the quick ratio shows thepgany’s current asset were not
sufficient enough after deduction of its inventéwy each birr its current liabilities
in all years except year 2010 i.e. 1.864, in y&f& 2009 and 2011 (0.608, 0.903
and 0.484 respectively). To sum up the companyidityuratio shows less quick

asset i.e. large current liability and large hotdaf the stock.
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» The activity ratio indicates that the receivablentwver ratio of year 2008,2009,
2010 and 2011 is zero, it means the company ddaet clearly stated credit
customer for our evidence. The inventory turnowiorshows the less efficiency
of the management of inventory in year 2008, 2@0®@l 2010 has zero inventory
turnover ratios as compared to year 2011 i.e. 7.868 shows with in three year
the company inventory management was poor. Thd &sset turnover ratio
indicates in the year 2008, (0.080) lower annuk#sseompared to its utilization of
total asset, hence the other three years in 2008) and 2011 (1.872, 6.445 and
1.467 respectively) shows improve ratio for conttibn of each birr of annual
sales for each birr of total asset.

» The leverage ratio of the Chechela Medical SerAt€ in table 7, the debt to
equity and table 8 the debt to total asset ratiasvs zero in all four years i.e. year
2008 up to year 2011, it was understood that theeosvof the company are not

risk taker. Simply they run the business usingrtbein contribution capital.

» The profitability ratios indicate in year 2008, 20@and 2010 is 1. However, it is
less in year 2011 which is .0.576. In relationdtes the company profit margin is
not satisfactory to full fill all necessary finanaontribution. In relation to
investment show positive ratio in years 2010 antl12@hich is 0.124 and 0.123
respectively. But in years 2008 and 2009 it wasatieg (-0.030 and -0.029
respectively). In general the company’s investmamtasset is greater than the
return. The return on equity ratio shows negatiwethe years 2008 and 2009
which is -0.347 and -0.036 respectively. We und@dtthe company is at loss in
these two years. Even in the next two years 201D 2011 (0.072 and 0.138
respectively) the company’s net profit is not preimg.

> In order to obtain the views and comments of thistexy staff working at the
General Manager and finance and administrationartieent were selected to
discuss. Our findings on interview and focus grdigzussions evaluation are that

the company finance administration strategies arakw From the explanation of
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the general manager it was confirmed that themeoisegregation of duties and

responsibilities among the staffs.

> Moreover, the explanation of the finance managénesgssed that although the job
discretion of the cashiers clearly indicates théeduand responsibilities of the
cashier some times the accountant of the compaogngaish the duties of the
cashier. Absence of the cost section and internditds another gap of the

company as understood during the discussion angnaeat revision.

2.17 Conclusions

The objective of these studies is to analyze analuate the financial performance
soundness; profitability and efficiency of the mess and the financial resources
administers under the study. With these areasetearcher used to different ratio analysis

and the findings of the study are concluded ag\i!

Chechela Medical Service PLC in the four year 8608 up to 2011 may be interpreted
as insufficiently liquid and more of the companywsis. From the quick liquidity ratio

result it was understood that the company hasdaesk asset. From this it is possible to
conclude that the company has large holding ofrthentory stocks which it does not sell.

Moreover, an excessive investment in current ass®it an efficient use of funds.

In year 2010 was 1.864 however, better than othere fiscal years, but still the
numerical ratio is very less. This implies holdin§ stock it has to pay its current
liabilities, it may find it difficult to meet its ladigation. So that, the company should
increase availability cash at bank and other ceeshg and should clearly set credit sales
policy to increase its account receivables and Ishmake effective receivables collection

policy such as sales terms.

Lower movement of inventories can cause additi@osts for safeguarding and storage
fees and inventory cost may affect by deletion anfidtion situations. Besides to this

inventory items are related to medical servicecbanventory may be affected by date of
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expiration and then fast movement of inventorymgartant for the company by initiating
and treating its customers and making some morgi@uaal clients to increase its annual

sales volume and by using purchase budget techsitgueanage inventory on hand.

As shown in the table 7 and 8 it is clear thathip tase of Chechela Medical Service
owners have contributed more funds than lenders.dh indication of the risk averse of a

company interim of its long term liquidity or sohvey.

Based on the profitability and peroforma ratiose€lirela Medical Service exercised a
lower profitability ratio and negative gross prdditd net sale. From this we can conclude
that the company’s is not well organized to coméblcosts and expenses. In general, the
company profit margin is not satisfactory, to filllall necessary capital and expenditures

demands as well as for the finance contributiothefcompany’s future modernization.

The company strategy and procedure for financialia$tration has some weakness. For
example the company has financial resource marRat.it doesn’t address all the
financial resources requirements in the day toatdiyities of the company. The financial
manual also lack of investment by debt. Moreoviee, tompany does not have policies
and guidelines in the areas of liquidity managemehere is no segregation of duties and

responsibilities

2.18 Recommendations

Based on the findings of the study the followingormmendations are made for effective

and efficient financial performance analysis of €iieda Medical Service PLC.

4+ Although net working capital ratio is not a goodizator of the company’s

performance, as it couldn’t measure the liquidityadirm for trend analysis, the
result shows the net working capital of Chechelalioa crevice PLC is very low
even if it shows positive value in years 2009, 28h@ 2011. Therefore, Chechela
medical service should have to have sufficientwertking capital in order to be

able to meet the claims of the creditors and thetdalay needs of business.
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Hence, the company should raise liquidity ratiosedund its own working capital
and should reduce its current liability.

The lower asset turnover in the year 2008 indicltesr annual sales compared to
its utilization of total assets, hence, sales ameegated by using asset resources,
and each birr of annual sales should shows increahadvantage for each birr of
utilized total assets. This can be obtained byeasing annual sales volume using
different technique for instance, making advancenoénquality of service for
customers, using largest laboratory and other maéduipments to give sufficient
service for customers, by organizing educated stfid favorable working areas
and clean working environment to satisfy customeests, by making market
research and market development mechanism, theablesnto determine

manageable service and medicine cost and to staeeghmarket.

In the leverage ratio analysis shown in table 7tabte 8, even though the finding
shows zero numerical values, in year 2008-2011rafies indicated the company
still not adapted to increase its finance by usshgrt term or long term loans.
Therefore, the company should see manageable &ntorn financing agents,

such as banks to in hence its working environmedtta penetrate the competitive
market share.

The result shows the company’s profit margin is satisfactory. Hence, the
management should see and look for better profigmathis can be achieved by
well organized, open and manageable purchasingmgsto reduce purchase
related costs, and operating expense. Annual salmsd increase using different
attractive mechanisms, such as, availability ofclstp quality services for
customers, skilled man power, and well organizedioa equipments. And also
the company has well organizational structure aegregjation of duties and
responsibilities.
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+ As it was understood from returns on equity ragisult the company is in loss in
the first two years and even the result of the seédwo years is not satisfactory.
However, the long rang survival of business depemdgs ability to earn enough
revenue to satisfy all obligations and provide diskectory return on the
investment. Thus the management of the company tiesresponsibility of
maximizing the owner’s welfare. Because a poteidiatler also concerned about
the company ability to pay back to loan. Thereftrey have to continuously
improve the efficiency of the company’s operationgiew of profits.

+ The researcher strongly recommend the managemethexdhela Medical Service
PLC should perform a complete financial analysisalbfaspects of the company
financial condition to determine the firm’s finaatstrengths and weaknesses and
accordingly takes actions to improve the firm’sipon. The ratio of the company
should compare with the past ratio. This comparistso reveals the firm’'s
strength and weakness. Therefore the company #fnamanager should
continuously improve the financial performance bk tfirm’'s operations by

evaluation system.

+ Chechela Medical Service PLC was no assessmenteasure the financial
performance. So according to our peroforma analy@scompany develops their
own liquidity management it helps to control andketaa decision on time.
Therefore the company should try its best to imprits image.

+ We recommend that the case of financial resourceirastration strategies: the

company manages and controls financial resourcesrdiog to policies and

procedure of Chechela Medical Service PLC.
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