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CASE STUDY
Demast Leisure Plc

Chairman’s report from Demast Leisure’s annual report in 2009:
‘The company’s financial position has never been stronger. Turnover has risen 209% and the share price has almost doubled during the last four years. The board of the company has decided to build a number of new five-star hotels in the UK and, our objective is to become the largest hotel group in the UK within five years.’
Relevant ratios calculated from its financial statements are shown below:
	Ratios
	2006
	2007
	2008
	2009

	Return on Capital Employed

	25%
	24%
	21%
	15%

	Return on Equity
	17%
	16%
	13%
	10%

	Stock turnover (days)
	45
	44
	52
	59

	Debtor collection (days)
	63
	51
	56
	50

	Current ratio
	0.85
	0.73
	0.68
	0.68

	Acid test ratio
	0.50
	0.40
	0.36
	0.32

	Gearing 
	83%
	72%
	117%
	109%

	Interest cover (times)
	4.8
	4.4
	3.3
	2.6

	EPS (pence)
	6.0
	7.0
	7.0
	8.2

	P/E ratio
	13.7
	14.9
	17.1
	19.4

	Share price (pence)
	82
	104
	120
	159


Part A

As a financial analyst, by using ratios analysis, you are required to evaluate the company’s business performance and appraise whether you agree with the chairman.

Total for part A: 50%

Part  B
Demast Leisure is currently making investment appraisals of two potential long-term hotel projects, A and B. Both projects require the same initial investment of £20m. The following ratios have been calculated for the projects.


Ratios





Project A
Project B


Payback period (years)


      4

      5


Accounting Rate of Return (ARR %)

    15

    18

Net Present Value (NPV £m in 15 years)
  120

  145


Internal Rate of Return (IRR %)

    16

    14
You are, by using any relevant information and calculated ratios from Part A, required to provide recommendations to the directors for a choice of either project A or project B. Demast Leisure is not able to undertake the above two projects at the same time or a mixed project of A and B. 
Total for part B: 30%
Part C
By using any relevant information provided in Part 1 and Part 2, explain and critically evaluate:

1. Main sources of finance which are available for Demast Leisure to finance the chosen project in Part 2, and (10%)

2. Major techniques of budgeting and working capital management which can be recommended to support the running of the chosen project successfully. (10%)

Total for Part C: 20%
Notes:

1. Demast Leisure Plc is a fake company.

2. Any necessary and reasonable assumptions regarding the companies are acceptable.
3. All calculations should be clearly shown and attached in appendixes.

4. To obtain a high mark, you should:

a) Make your report concise,  precise, and well presented and structured;
b) Draw logical conclusions from accounting information;

c) Synthesise information in a coherent and useful way;

d) Show evidence of key text and background reading;

e) Incorporate your knowledge into an integrated piece of work; and

f) Demonstrate critical understanding of financial management.

5.  A Harvard standard reference is required for the report.
PAGE  
3

