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Executive Summary

Financial Performance Analysis is a technique of evaluating and studying a company's
financial condition to determine its past, existing, and predicted future performance.
Moreover, by thoroughly comprehend the company’s financial status it helps to find the best

way to improve it.

RAK Ceramics (Bangladesh) Limited, a joint venture with UAE company, is the biggest and
most notable tile and sterile product organization in Bangladesh. Therefore, it has established
a superb operational benchmark throughout years of concentrated investments and the
development of unique operational knowledge. This research paper is based on the financial
performance analysis of RAK ceramics Bangladesh. The 2nd chapter of this research paper
emphasizes an overview of the company including RAK’s management, marketing practice,
operational system, etc. The last part of 2" chapter is about a short discussion on
comparative advantage that indicates the strengths, weaknesses, opportunities, and threats of
RAK Ceramic with some general recommendations. The 3rd chapter is based on financial
performance analysis and for that examination, trend/horizontal analysis, vertical analysis,
and ratio analysis, discount cash flow model has been applied. This study is centered on a 5-
year time frame, from 2016 to 2020. The ratio analysis part has been divided into four parts-
liquidity and solvency, assets management, profitability, and investment valuation to have a

clear view of the total performance of RAK.

After examining the performance with three metrics, the overall financial performance of

RAK Ceramics Bangladesh from 2016 to 2020 was judged to be less than satisfactory.

Keywords: Ceramics industry; RAK Ceramics; Vertical and Trend analysis; Ratio analysis
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Chapter 1

Overview of the Internship / Research Report

1.1. Student’s Information

The following research report, “Financial Performance Analysis of RAK Ceramics
Bangladesh Limited” has been prepared by Rumana Islam Ridita (ID 18264062), a student of
MBA program of BRAC University, who has a major on Finance and HRM. This report is a
compulsory part of the internship program for BRAC University's Master of Business

Administration degree.

1.2. Difficulties

The report is written in a very thorough and well-organized manner. However, due to some
constraints, there may be some information gaps. As there was not scope to learn about the
company's culture due to unable to pay a visit to a RAK ceramics Bangladesh, as employee,
the practical experience/ data was not included in this report. Moreover, the website and other
sources have a scarcity of articles and information. Therefore they do not divulge their secret
data and keep their operations information hidden from the public eye. This became the

obstacle to write this report professionally.



Chapter 2

Organization Part

2. Introduction

Bangladesh's ceramics industry is a growing manufacturing industry. The industry has grown
tremendously throughout the years. While it meets 85% of domestic consumption, it also

exports high-quality ceramic items to foreign marketplaces.
2.1. Overview of the company

The UAE and Bangladesh have partnered to form R.A.K. Ceramics Bangladesh Pvt. Ltd. Ras
Al Khaimah (R.A.K.) Ceramics, UAE, its parent company, was founded in 1989 and has
quickly established itself as one of the world's largest manufacturers of high-quality ceramic
building insulation tiles and sanitary wares, exporting to over 125 countries worldwide,

including Europe, America, and Australia (Alam, 2007).

RAK Ceramics (Bangladesh) Limited is the biggest and most notable tile and sterile product
organization in Bangladesh (Report, 2020). Its businesses are incorporated from designing
through manufacture and supply- this includes operational efficiencies, product innovation,
and industry-leading services that benefit both their customers and other stakeholders
(Overview | RAK Ceramics, n.d.). On November 26, 1998, the organization was incorporated
as a private limited company in Bangladesh. On November 12, 2000, it began producing
goods. The date was June 13, 2010. On June 10, 2008, it became a public limited company
and was listed on the Bangladesh stock exchanges (Company et al., 2010). In the ceramic and
porcelain tile sector, the company has over 2000 active model and introduces many new
designs to the product line (Company et al., 2010) .

RAK Ceramics (Bangladesh) Ltd. is a multinational company in the ceramic sector with a
market capitalization of BDT 4009 million. They have always sought to generate the ideal
atmosphere in our lives through a precise balance of technical skill and elegance, generating
thousands of designs in Ceramic Tiles, as well as many patterns in Sanitary Ware. The
company has first introduced the world's first Luminous- a wonder tile that glows in the dark,



and the Antimicrobial - which is a super specialty tile for the hospitality industry (Akter,
2015).

In a challenging and crisis-ridden 2020 marked by the COVID-19 pandemic and a weak
macroeconomic climate, the Company generated revenue of BDT 5,288.92 million, gross
profit of BDT 1,189.80 million, and net profit of BDT 310.65 million (Company, n.d.).

2.1.1. Vision of RAK Ceramics Bangladesh Ltd.
“Qur Vision is to be the world’s leading ceramics lifestyle solutions provider.”
2.1.2. Mission of RAK Ceramics Bangladesh Ltd.

“Our mission is to foster an internal culture that we are committed to our vision of becoming
the world’s leading ceramics lifestyle solutions provider and we will achieve this by utilizing
our experience, our wide product range, our innovative approach and continuing to deliver
quality. We want to build a world class organization. We have applied our expertise in some
of the most iconic and innovative projects around the world and we aim to continue to push

the boundaries in new and exciting projects as we move forwards.”

2.1.3. Goal of RAK Ceramics Bangladesh Ltd.

“Excellence” in the application of cutting-edge technology to develop the most cutting-edge

goods and designs.
2.1.4. Core Value and Code of Conduct

RAK’s ideals have been thoroughly ingrained in the culture to guarantee that the employees
operate consistently and make the best judgments possible in line with their overall operating
philosophy. As a responsible corporate citizen, RAK Ceramics (Bangladesh) has adopted a
transparent policy to adhere to interaction and sharing of data in a fair, conscientious, and
visible way, as permitted by legal requirements. The goal of this company policy is to build
and maintain honest, long-term, and jointly profitable relationships with clients and other
stakeholders. The Company's Board of Directors is accountable and committed to following

solid corporate governance methodologies.

! Annual Report 2020
2 Annual Report 2019



2.1.5. Award achievement & Recognition

RAK Ceramic Bangladesh emphasizes the importance of operating with a cautious balance
between the creation of economic, social, and environmental value in order to ensure
corporate progress without jeopardizing future generations. This dedication has been
recognized numerous times, with the Company receiving numerous major national and

international accolades.

Gold Award 7™ ICSB National Award 2019 for corporate governance excellence.

Silver Award ICMAB Best Corporate Award 2019.

Silver Award In the Manufacturing Companies area at 6th ICSB National Award in
the year 2019.

3rd Position In the Miscellaneous Manufacturing section at ICMAB Best
Corporate Award 2018.

Silver Award International Business Stevie Awards in 2015 for most innovative
company.

Bronze Award International Business Stevie Awards in 2015 for health, safety and

environment programme of the year.

Brand of the year At the prestigious World Branding Awards 2015.

ICAB Award The Institute of Chartered Accountants of Bangladesh awarded RAK
Ceramics Bangladesh Limited first prize in the “16th, 13th, 12th, and
11th ICAB National Awards” for best produced Annual Reports

during the years in the manufacturing area (ICAB).

Safa Award The certificate of Merit in manufacturing area at The South Asian
Federation of Accountants in the place of presenting annual report of
2012, 2011 and 2010.

Table 1: Award achievement & Recognition of RAK Ceramics Bangladesh®

¥ RAK Ceramics Website




2.2.2. Management Practices

RAK Ceramics has a great management policy and framework in place to ensure that their
staff perform effectively and make the best judgments possible in accordance with their

overall business strategy.

Manager Director

v

Director

A 4
General Manager

v

\ 4 v \ 4 A 4
Sales Production Personnel Accounts Purchase
Manager Manager Manager Manager Manager
y \4 y JV y
Marketing Supervisors Executive Accountants Executives
Executives
v v \4 v
Assistant Workers Assistant Assistant
Marketing Executives Executives
Executives
\4
Sales
Person

Organogram of “R.A.K” Ceramic’s (Bangladesh) Pvt. Ltd*

*https://pdfcoffee.com/rak-final-report-pdf-free.html



2.2.2. Structure of the Board

The Board of Directors of RAK Ceramics BD composed of five members, including 2
independent directors. The Directors are charged for setting the company’s business
objectives, providing advice, monitoring, and defending creditors' rights, among many other
issues. The company also includes a Chairman and Managing Director who are called non-
executive (Overview | RAK Ceramics, n.d.). The Managing Director is in the authority of the

Company's day-to-day activities, with the assistance of executive management.

Board of Director

Chairman Mr. Abdallah Massaad

Managing Director SAK Ekramuzzaman

Director Pramod Kumar Chand

Independent Director Wassim Moukahhal

Independent Director Faheemul Hug, Barrister-at-Law

Executive Management

Chief Operating Officer & Chief

Financial Officer

Sadhan Kumar Dey

Vice President-SCM, HR & Admin Mohammad Jahirull Reza

Vice President-Sales MD. Mizanur Rahman

Company Secretary Muhammad Shahidul Islam

Head of Internal Audit & Compliance

Mohammad Samsul Arefin

Deputy General Manager-Tiles

Krishna Phanendra Srinivas Soma Venkata

Production Manager-SWD

Adireddy Pasunoori

Table 2: Management of RAK Ceramics Bangladesh °
2.2.3. Board Procedure

In matters needing Board debate and decision, the Board adopts the practice of advance
preparing to enhance accountability. The Board evaluates the presentation on finance, sales,
marketing, the Company's primary business areas and functions, and other topics as requested

by the members(Overview | RAK Ceramics, n.d.). In conjunction with the other individual

® Annual Report 2016-2020




responsible, the Managing Director and the Company Secretary complete the agenda
materials for the Board meeting. Each Board meeting's proceedings are recorded in

accordance with statutory requirements(Company, n.d.).

2.2.4. Audit Committee

As per RAK Ceramics, internal audit has been one of the "core elements" of management
practice, which also comprises the Board of Directors, Management, and External Auditors.
The Company has its independent internal audit function, which is controlled by the Board of
Directors' Audit Committee. The internal auditing at RAK helps the firm meet its objective
by reviewing and enhancing the effectiveness of the company's risk administration, control,
and monitoring and tracking in an organized and systematic manner(Overview | RAK

Ceramics, n.d.).

2.2.5. Human Resource Management

RAK Ceramics Bangladesh considers its human resource management to be its most valuable
asset. This human capital motivates the organization to achieve its objectives. Because the
business climate is constantly changing, having a good workforce is essential. As a result, the
Company has placed a greater emphasis on developing management skills to meet the needs
of today's business environment. Throughout the year, many training programs and
workshops were held. Throughout the year, the company's management and employee

connections were good(Company, n.d.).

2.2.6. Subsidiary

RAK Ceramics BD has two subsidiary companies, and the Company ensured the following in
its subsidiaries: The standards for the Board of Directors' composition- which includes
independent directors, were met. The Company's independent director also serves on the
boards of subsidiary firms. In a meeting of the Company's Board of Directors, the affairs of
subsidiary firms were reviewed. Minutes of subsidiary company Board meetings have been
placed on the agenda for the Company's Board meeting to examine. The Company's audit

committee has reviewed the financial statements of its subsidiary firms(Hero, n.d.).

Through constant monitoring, RAK Ceramics BD ensured the highest standards in corporate

effective governance and strict adherence to the criteria of the ethical code of conduct. Every



division of workers has been trained and encouraged to report whistle-blowing when they

detect malfeasance by other employees(Overview | RAK Ceramics, n.d.).

2.3. Marketing Practices

RAK Ceramics Bangladesh has a strong marketing team to manage the marketing side.
RAK's sales and marketing staff is constantly working to better understand their clients. They
place a premium on the customer's viewpoint. What users and consumers want and expect
from the organization is the primary foundation for market research and assessment. The
sales and marketing team of RAK Ceramics Bangladesh Ltd. is constantly analyzing their
financials. This division is in charge of the company's finances in order to provide product

and service details to customers and clients(Akter, 2015).

RAK Ceramics Bangladesh Ltd. does not sell directly to customers. Only the company's
dealers sell the company's products. In Dhaka and a few divisional districts, RAK has two
showrooms. Marketing mediators include resellers, physical distribution facilities, marketing
services firms, and financial intermediates. These are the people who help the company

promote, sell, and distribute its products to end customers(Marketing, n.d.).

RAK ceramics are usually aimed towards the product's genuine buyer. RAK Ceramics' target
clients are middle and higher middle class customers, depending to the social class
classification idea. In terms of income stratification, the client's income ranges from
$30,000,000 to $50,000,000, making them a large RAK Ceramics customer. The Bangladeshi
developed and industrialized are RAK's main target market. RAK ceramics and sanitary
goods are purchased by development companies for their ongoing projects. Approximately
40% of the product is sold to developer organizations. RAK's sales and marketing department
provides free samples to customers in order to persuade them. The majority of the
merchandise has been sold to the building owners(Marketing, n.d.). RAK Ceramics

Bangladesh Ltd is targeting architectural and consulting organizations as its target market.

The marketing team holds a regular meeting once a month, which is led by the GM Sales &
Marketing. The session's chairmen assess the employees' overall performance over the
previous month and offer advice on how to improve product marketing in the future. As a
marketer, one company must understand the distinction between the two in order to tailor the
marketing effort to represent the values of the desired customer. RAK executives in the sales

and marketing departments always divide the culture into two categories.



2.4. Financial Performance & Accounting Practices

Bangladesh's RAK Ceramics is the country's largest and most reputable tile and sanitary-ware
manufacturer. The Company's market-leading capabilities, world-class manufacturing assets,
high production utilization levels, efficient cost structures, lively sales and distribution
network, outstanding post-sales support, and extensive customer engagement programs have
helped the company achieve this position. Their relentless pursuit of long-term growth in
shareholder value is guided by their commitment to the basic financial goals, which include —

e Consistent delivery of operational and capital efficiencies to boost return on capital
employed (ROCE).

e Continual cost competitiveness improvement.

e Prudent and disciplined resource and capital allocation, which is based on two key
areas

e Prudent and disciplined management of balance sheet risks through our financial risk
management plan.

e One, enhance the financial sheet; and, two, prioritize resource allocation based on

value.

The company reported reduced of gross profit margins of 7% and sales of BDT 5,288.92 m
for the year financial Year ended 31 December 31, 2020, compared to BDT 6,463.86 million
in 2019.Moreover, the Company's revenues from the ceramic tiles division decreased by

14.49 percent and sanitary-ware division's revenues fell by 26.43 percent (Report, 2020).

(As this research paper is on financial performance analysis of RAK Ceramic Bangladesh, so

this section has discussed in the chapter 3 sections in details.)

2.5. Operations Management and Information System Practices

Since current demand is rising, market opportunities and uses for products may emerge. It
also necessitates a company's ability to keep ahead of the competition by updating its own
technology as it becomes obsolete.

RAK is continuously up to date with the latest developments such that they may be a member
of another great challenge instead of just being obsolete and facing the financial implications.

New product and market opportunities are created by forces that develop new technology.



Because the ceramics industry is becoming increasingly competitive, RAK is embracing all

forms of new technological innovation to keep up with expanding new client demand.

RAK Ceramics Bangladesh is a forerunner in the business when it comes to adopting cutting-
edge technology. Digital printing technology, huge slabs, slim, anti-microbial, glow in the
dark, double charge, roll feed, and other innovative technologies such as granitech,
technoslate, twin press, dry glaze, and waterjet, to mention a few, are all used at the

company's state-of-the-art plants(Company, n.d.).

RAK Ceramics uses the following technologies: Google Global Site Tag, Google Cloud
Platform, Google Maps API, and PetWise Marketing.

The website's submenu "Investors™ contains all of the information on financial statements,
shareholding patterns, corporate perks, notices, price sensitive information, dividend, return
warrant, and so on. RAK Ceramics (Bangladesh) Limited's management, vision and mission,
value statement, investor relations, sales network, goods, promotions, and events are all
detailed on the company's website. Furthermore, the Company discloses the whole regulatory

requirement on its website on a regular basis(Overview | RAK Ceramics, n.d.).

2.6. Industry and Competitive Analysis

2.6.1. Overview of Ceramics Industry of Bangladesh

The Ceramics business started in the last part of the 1950s with the foundation of the primary
ceramic unites in Bangladesh. But in the previous two decades, the market has gained
traction. The domestic ceramics goods market is estimated to be worth around Tk. 6,000 core
each year. Foreign investment has been drawn to the ceramics industry of Bangladesh. China
and other geographic region countries have made the bulk of the investment that features
RAK Ceramics, Fu Wang, and China-Bangla are a number of the key venture partners in
Bangladesh’s ceramic industry. Furthermore, imports have been replaced with ceramics

exports, since the industry has seen significant investments in the last decade or so.

There are already 60+ ceramics firms in the country, with another 20 on the way, including
those producing dinnerware, tiles, and sanitary-ware. Domestic manufacturing can meet 96
percent of tableware, 77 percent of tile, and 89 percent of sanitary-ware demand,

demonstrating that there is room for domestic expansion in addition to exports(Report, 2020).
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Ceramics are exported to more than 45 nations of the world. Among them The United States,
Italy, Spain, France, New Zealand, the Netherlands, Australia, and Sweden are the top export
region. China and Thailand are two of the most major international competitors for
Bangladeshi ceramic manufacturers. Bangladesh, on the other hand, is in a strong position
thanks to local manufacturers' low labor costs (Company, n.d.).The ceramics industry not
only covers 85% of domestic consumption, but it also supplies a significant amount of the

international market and is on track to become the third-largest sector in the next five years.

Bangladesh's ceramics sector is expected to double in size by 2023, thanks to a booming
domestic real estate industry, the advent of affordable housing, low mortgage finance rates,
and expanding demand for products in European markets. A recent USAID research made a
similar prediction, predicting that Bangladesh's ceramics industry would be worth US$ 1.56
billion by 2023(Report, 2020).

2.6.2. Competitive Analysis.

According to the company's strong marketing policies and initiatives, RAK Ceramics
Bangladesh Ltd. retains a competitive advantage over its opponents. They recognize the
importance of consumers and aim to provide the finest service possible. Customer happiness
is critical for a company's survival in the market, long-term viability, and position as a market
leader(Competitive, n.d.). They consistently have in perspective that their most valuable asset
is their clients. The major compactors of RAK are FU- Wang Ceramics, Monno Ceramics,

Shinepikur Ceramics limited etc.

For the year
ended 31 For the year ended 30 June 2020 (BDT)
Dec2020 6
RAK  Ceramics | Fu-Wang Monno Shinepukur | Shinepukur
Itd Ceramic Itd Ceramic Ltd | Ceramics Ceramics
Sales 5,288.92 585.56 1205.08 602.38 233.74
Gross Profit 1,189.80 221.07 110.21 185.86 16.21
Net profit/Loss after tax 310.65 63.65 18.10 31.59 (40.82)
Net Asset Value per share 16.41 11.50 59.50 29.09 9.56

Table 3: Financial scenario of ceramics companies in Bangladesh®

® Annual Report 2020
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2.6.2.1. SWOT Analysis

Strengths

RAK's assets are its resources and capabilities, which can be leveraged to create a
competitive advantage. In terms of product quality, reliability, stability, image, company

reputation, and location, the corporation has a stronger position.

» They've built a solid brand identity and image for themselves. They are the most well-
known and well-established ceramics industry not in our country but also they are the
world's leading ceramic manufacturer. It operates in over 160 countries.

» Their entire product line is created in a variety of sizes so that consumers can tailor
their product according to their preferences, which they are the only company in the

ceramics business to do.

Weakness

» As a major worldwide player, RAK constantly scrutinized by the public for any
decisions the company makes.

» The brand has yet to make an impact in emerging markets.

» Access to the best natural resources is limited and importing raw materials is
expensive the company has structured with a high cost.

» Access to important distribution channels is restricted.

Opportunities

» RAK ceramics’ main competitive edge is this. They've always tried to make a
concerted effort to create the ideal atmosphere in our lives through a masterful blend
of technical skill. They have a higher standard and use the most up-to-date
technological management system than the rest of the industry.

» Regulations are being eased, and trade obstacles between countries are being lifted. It
can expand into new markets by leveraging its global distribution network. The
possibilities include mergers, joint ventures, and strategic partnerships.

> Because it possesses a considerable amount of Brand Equity, it can potentially look
into mergers. This would help it build a stronger brand while also allowing it to enter
previously untapped markets. Increasing profit margins by expanding into new market

niches.
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Threats

» RAK ceramic is currently up against tough competition from national and regional
manufacturers in most countries as competitors have easier access to distribution
channels than they do.

» RAK Ceramic also has pricing challenges, as other area enterprises compete for
market share by offering things at significantly lower costs. Moreover, opposition
has creating a cutting-edge product or service.

» Consumer tastes are increasingly shifting from the company's offerings, and

substitutes are beginning to emerge.

2.7. Summary and Conclusion

Bangladesh's RAK Ceramics is the country's leading producer and retailer of high-end
architectural building materials. RAK Ceramics BD is a progressive and adaptable company
that works in a targeted, constructive, and jointly advantageous approach with all of its
stakeholders. It is strategically placed to profit from a few of the structural long-term
development factors, such as urbanization, residential under-penetration, financing solutions
availability, and a rising aspiring middle-class. Moreover, it is the indisputable leader in all
major markets across the country, with 20 years of deep experience, market-leading

positions, large scale, and contemporary operations.

2.8. Recommendations

» RAK should place a greater emphasis on operational excellence in order to lead
production with continued innovation, improved performance, more sustainable
features, and easier care, which may make products a preferred consumer choice and
enable them to meet their goals, and continuing to improve operational performance
will ensure the company's long-term viability.

» RAK should strengthen its leadership position in greater sectors such as corporate
B2B, reputable builders in city environments, small and medium affordable housing
developers in remote regions, and personal construction companies.

» Since current demand is rising, market opportunities and uses for products may
emerge. It also necessitates a company's ability to keep ahead of the competition by

updating its own technology as it becomes obsolete.
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Chapter 3

Project Title: Financial Performance of RAK Ceramic Bangladesh

3.1 Introduction

Financial decisions are now one of the most important indicators for a company. A company
must make decisions that balance the aims of wealth maximization and profit maximization
from the beginning of the organization. Financial ratios are a crucial instrument in financial
analysis and decision-making. The purpose of this study is to analyze financial performance
of RAK ceramics Bangladesh by a comparative study of financial ratio analysis and relate

practical and theoretical knowledge.

3.1.1. Objectives

» To analyze financial performance of the RAK Ceramics Bangladesh Ltd.'s and
evaluating the company's financial strengths and weaknesses

» To determine the current state of the RAK Ceramics' ability to pay its short-term and
long term debt obligations

» To analyze how the RAK Ceramics manages and utilizes of their assets

» To identify the profitability condition in order to find the effectiveness of RAK
Ceramics

» To know how efficiently RAK Ceramics operates the business in terms of investment
valuation

» To provide recommendations depending on the research’s results

3.2 Methodology

This analyzes is on RAK Ceramic Bangladesh Ltd.'s financial performance by comparing the
5 years (2016 to 2020) balance sheet and income statement from RAK Ceramic's annual

reports.

For the analysis part, financial ratio analysis, trend and vertical analysis has been applied.
The ratio analysis has been divided into four parts so that RAK can be analyzed in four
categories, such as- liquidity and solvency, assets management, profitability and investment

valuation.
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The data that has been used in this research all are collected from secondary sources. Such as-
company’s annual report from 2016 to 2020, journals, Wikipedia, Website of RAK,
Academia, Course Hero, Lanka Bangla Financial Portal, etc. As a tool for calculation and
graph Microsoft excel has been used.

3.2.1. Limitation of the Study

In the research paper, the quantitative elements of the ratio analysis is addressed and it
completely disregards the quality factor. Moreover, the analysis has done with the available
secondary data, so the methods for calculating some elements, results, as well as the analysis
and interpretation, findings of ratios may vary. Another major limitation of this paper is the
study has a small time frame of 5 years so that the company’s assessment may not present an

accurate picture.

3.3. Literature Review

3.3.1. Financial Statement Analysis

Financial Statement Analysis is a process that includes studying and interpreting financial
statements of a company or organization- in order to ascertain its past, existing, and predicted
future effectiveness. For better economic decisions it can be made as a result of this

procedure of evaluating financial statements (Mashkour, 2020).

3.3.2. Horizontal/ Trend Analysis

Horizontal analysis, also known as trend analysis- is a fundamental research method in which
a researcher evaluates ratios or line items in a company's financial statements over time. The
major goal is - to check if the numbers are unusually high or low in relation to previous
records, so that any potential problems can be investigated. Therefore , "Dynamic Analysis"

is the another name for horizontal analysis (Hossen, 2017).

3.3.3 Vertical Analysis

Vertical analysis is a proportional evaluation of a financial statement, in which each line
element is presented as a percentage of another element on the financial statement. That
generally means that each line element on an income statement or balance sheet is expressed

as a percentage of gross sales and or total assets.
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3.3.4. Financial Ratio Analysis

By examining financial accounts, such as- the balance sheet and income statement, ratio
analysis is a quantitative approach of acquiring insight into a company's liquidity, operational

efficiency, and profitability.

1. Liquidity and Solvency

A liquidity ratio is a financial measure which is used to assess a company's capability to
handle its short-term loan commitments. The indicator is used to evaluate if a company's
current assets, or liquid assets, can cover its current liabilities(CFI, n.d.) The liquidity ratio
can be categorized into three groups. They are-

i) Current Ratio (CR): The current ratio calculation is very simple - dividing all of a
company's current assets by all its current liabilities. These indicate that are assets that are
cash or will be turned into cash in a year or less than a year, as well as commitments that will
be serviced in a year or less(FERNANDO JASON, 2021).

i) Quick Ratio (QR): The quick ratio is a measurement of a company's ability to meet short-
term obligations with its most liquid assets (current asset - inventories), and it is a good
indicator of the short-term liquidity situation. This ratio is otherwise called the acid analysis
ratio as it incorporates all current resources as current responsibility inclusion this is the
quickest proportion and more careful assessment than the current proportion(Seth Shobhit,
2021).

iii) Debt to Equity Ratio: Debt Management Ratios try to assess a company's usage of
financial leverage and ability to avoid long-term financial difficulty. Long-Term Solvency
Ratios are another name for these ratios. Debt management ratios show how unstable a
company is and how much of its operational profits must be paid to bondholders instead of

investors(Ceopedia Management, n.d.).

The debt-to-equity (D/E) ratio analyzes a company's total obligations to its shareholder equity
and is applied to determine how much leverage the company has. Rising leverage ratios

usually imply a company or stock that poses a greater risk to investors
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iv) Cash Conversation Cycle: The CCC is a significant indication for ability to buy and
maintain inventory since it indicates both operational and financial efficiency. The cash
conversion cycle (CCC) — often known as the cash cycle — is a working capital indicator that
measures how long it takes a company to convert cash into inventory, and then back into cash
through the sales process. The lower a company's CCC, the less cash it has in accounts

receivable and inventories(Convertion, n.d.).

As a result, it is a measure of the liquidity risk that growth entails. Shortening the CCC, on
the other hand, comes with its own set of risks: while a company can achieve a negative CCC
by collecting from clients prior making payments, a rigid collection and payment policy is

not always sustainable.
2. Asset Management (Turnover) Ratio

Asset management (Turnover) ratios are used to determine how successfully and efficiently a
company utilizes its assets to produce revenue. They represent a company's potential to

convert its assets into sales(Management, n.d.).

i) Inventory Turnover Ratio: The inventory turnover ratio refers to the number of times a
company's inventory has been sold and restocked in a certain period of period. All items,
whether raw or completed, that a corporation has in stock with the aim to sell are considered
inventory. The method can likewise be applied to determine how long it will take to sell the
current, inventory. Therefore, divide the cost of products by the average inventory for the

same period to get the inventory turnover ratio(Jenkins Abby, 2020).

i) Total Asset Turnover Ratio: This ratio measures a company's potential to generate
revenues successfully and is frequently used by outside entities to evaluate its operations. A
company's revenues are compared to its total assets in the total asset turnover ratio. A
corporation with a high total asset turnover ratio, on the other hand, may be able to operate
with fewer assets and less debt and equity than a less efficient competitor. As a result,

stockholders should see a larger return on their investment(Asset, 2021).

iii) Days Sales Outstanding / Average Collection Period: The average number of days it
takes a corporation to receive payment for a sale is measured by days sales outstanding
(DSO). DSO is usually calculated monthly, quarterly, or annually. A low DSO shows that the
business is receiving payments on time. That money could be put to excellent use in the firm.

Moreover, a higher DSO score indicates that a company is facing payment delays. This may
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result in a cash flow concern. A DSO of less than 45 days is often considered poor(Will
Kenton, 2021).

3. Profitability Ratio

Profitability ratios were designed to quantify a company's efficiency in the utilization of its
assets, specifically the efficiency linked with the selling of works. The ratios show the
combined effects of liquidity, asset management and debt on operating results. Higher ratio
outcomes are often more beneficial, although when comparing to the outcomes of similar
companies, the company's own previous performance, or the industry average, these ratios

reveal considerably more detail(Hayes Adam, 2021).

i) Gross Profit Margin: The gross margin of a company's goods and services tells that how
profitable they are. It shows that how much it costs to create products. The gross profit
margin displays the revenue before subtracting selling, general, and administrative
expenditures, which is the net profit margin of the company. It's computed by multiplying the

quotient of your gross profit (GP) and net sales (NS) by 10.

i) Operating Profit Margin: The Operating Profit Margin is a profitability or performance
ratio that indicates the percentage of profit generated by a company's operations before taxes
and interest charges are deducted. Higher margins are preferred over lower profit margins,
and therefore itcan be analyzed across comparable companies but not throughout the

industries.

iii) Net Profit Margin: The ratio of profit earned by a company activities to the total amount
of revenue (net sales) generated by the company entity is defined as that of the net profit
margin. Investors can use net margin to analyze a company's performance over time and
among its competitors. If a corporation embarks on a strategic plan to boost profitability,
investors might use net profit margin to determine whether the project is successful. If a
company's net margin is declining, investors can use this information to spot signs of

financial distress.
4. Investment Valuation

Investors value investment valuation ratios because they can effectively determine a
company's worth. They're all like individual pieces, and by putting them together, an investor

can get a whole picture. A business can be assessed either on an absolute or relative basis by
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comparing it to opponents. Investment valuation ratios show how a company's or its equity's

market value relates to some basic financial parameters like earnings.

i) Return on Total Asset (ROA): This ratio refers to a comparison of profits after taxes to
total assets. Higher ROA refers to more asset efficiency and that indicates the larger the
ROA, the better.

ii) Return on Equity (ROE): The Return on Equity (ROE) ratio effectively assesses the rate
of return on a company’s common stock held by its shareholders. The company's ability to
generate returns on the investment it received from its shareholders is measured by its return

on equity.

iii) Return on Invested Capital: A profitability ratio is the return on invested capital (ROIC).
It calculates the profit that an investment provides for people who put money into it, such as
bondholders and investors. The Return on Investment Calculator (ROIC) tells us how well a

company converts capital into earnings.

iv) Dividend Payout Ratio: It is the evaluation of the percentage of profits distributed to
shareholders in the form of dividends. The dividend payout ratio is the evaluation of the
percentage of a profit that is allocated to shareholders as dividends. The profit that isn't paid
out to shareholders is kept by the company to pay down debt or reinvest in core functions.

v) Earnings per Share: The ratio refers the company’s stock price to its earnings and book
value share. The earning per share is a valuation ratio that compares a company's present

share price to its earnings per share (EPS).

vi) Net Asset Value per Share: Net assets divided by the number of equity shares in

circulation. A share buyback that results in an increase in net assets per share.

vii) Market Capitalization: The term "market cap" is used to describe the size of a company
and its overall market worth. The "larger" the company is, the higher the value. The overall
valuation of a firm depending on the current share price and total number of outstanding

shares is known as market capitalization.

viii) Price Earnings Ratio: The price-to-earnings (P/E) ratio is an evaluation indicator that
investors apply to determine whether a business is undervalued or overvalued. A higher ratio

indicates that investor expect higher earnings.
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iX) Price Sales Ratio: The ratio expresses how much it costs to buy one share of

corporation in relation to how much revenue it creates for the company.

Important Formulas for Ratio Analysis.

Name

Formula

Current Ratio

Current Asset /Current Liabilities

Quick Ratio

(Current Asset-Inventories )/ Current Liabilities

Debt-Equity Ratio

Total Liabilities / Shareholders' Equity

Cash Conversion Cycle

Days of inventory outstanding (DIO) + days sales outstanding
(DSO) + Days payables outstanding (DPO)
CCC = [(Inventory/COGS) * 365] + [(Accounts receivable/
Sales)* 365] [(Accounts payable/Sales)* 365

Inventory Turnover
Ratio

Sales /Inventories

Total Asset Turnover

Net Sales /Total Assets

DSO

Receivables / Average sales per day

Gross profit Margin

{(Revenue — Cost of Goods Sold) / Revenue} x 100

Operating profit margin

(Operating income / Net sales) x 100

Net profit margin

{Net profit after tax / sales} x 100

Return on total asset
(ROA)

Net income/ Total assets

Return on Equity
(ROE)

Net income/Common equity

ROIC

(Net income - Dividends) / (Debt + Equity)

Dividend payout ratio

Dividend/Net income

Earnings per share

(Price per share)/(Earnings per share)

Net asset value per
share

Net asset value/Shares outstanding

Market Capitalization

market value per share *outstanding share

Price earnings ratio

Market Price per share/ Earning per share

Price sales ratio

Market capitalization/ sales or revenue
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Table 4: Formulas of Ratio Analysis

3.4. Analysis and Findings

BALANCE SHEET
RAK Ceramics Banzladesh
2020 018 2018 2017 2016
ASETS
Non-cument assets
Property, plent and equipment BOT 308706421400 |BDT 300229428000 (307 3205518800 BDT 33499028400(BOT 400511901300
Investmen: property 801 034%,08300 | 807  ©B14336800|BOT  691,149776.00| 8OT 701,681 877.00
Right of use assats BOT 2118325500 | 30T 453%,350
Intargible asssts BT 313235800 | BOT 54504700 | 807 1191638400 | 807 54202700 | BOT 6745500
(apital work in prosress BOT 566369400 | 80T 1764196700 BDT 17778153200 BDT 4141571900 BOT 287262500
Trade and other receivables BOT 74,025,000.00
otalnon-cuentassets BOT  367L4T260300 80T 391370003740 | BOT 43149950000 | BOT 4M34690700|BOT 4145105700
\Current assets
Inventories BOT 200599038000 80T 278563024200 807 300561608100 | BOT 23337826500 BOT  2527.507,042.00
Loanto disposed subsidiay 80T 201,898 000.00
Trage and Other raceivables BOT 1003802800807 &539605700) BDT 877811700 8DT  380.4£35.877.00 | 80T 618,841 556.00
Advances depositsand plepayments 801 031109800807 %71905100|BOT  3230043200| 80T  308,772,083.00 | 8T £p 227 %30
Advance ncome ta BOT 388667500 80T 384027500807 31531701100| BDT 2816M400300| BOT 2485841 9.0
(&hand czsh equivaents BOT  19:919:34000)| 80T 14931010100)BDT 882072700 | BDT 13823320500 | 80T B 64347900
[Total current assets BDT  BM39%MLU0| 30T AMGISGL6M0 | B80T BB535LEA00|BOT 764788043500 BOT  7.0425738M00
(Total Aseets 30T 1LSISABBAA0 | 30T 1275985016300 | BOT 1216S5LFR00| 807 1LL3S30M (80T 11195905100
EQUITY ANDUASILIIES
Equity
Share czpital BOT  A70968701000| 80T 470968701000 807 320062456000 (BOT 333693141000(BOT  3,38505110.00
Share premium BOT 147354797900 | 80T 147364797900 80T 147384797800 | BOT 147369797200\ BOT  1473547979.00
Retainad earmirgs BOT  1X39579700|80T 16359222000 807 16880444200 B0T 1445459M000| 60T 1263508300
Equity attributable to equity holders of ompany | BDT 700331078600 | BOT  7,354510507.00 | BT  6992.9%66%100 | BOT 6456,035,359.00 | BOT 6,111,724 882.00
Nor-Controllirg Interest 807 131400 | 80V 139300 | BOT 158500 80T 152400 | 80T 150100
— T T S R
Lizhifties
Non-curent lidbilities
Borrowings a7 88203300 BOT  38,163.29200 80T 5392506400
Deferred tax I =bility 807 1176130100 807 19189 14900| BOT  19793449%500| BOT  178,813760.00 | BOT 184162300
Leass lighilty ] 9,291,350.00 | 80T 238510
cumentliabilites BT DLOYML (B DLIBO60| BT 2513800\ BOT  STOMMSL0(80T BB
\Current |ibilities
Employsesbenefits payzble BOT 3458 3.0
Borrowings 801 119940, 205.00 | 80T 8923291800 | BDT 30865241600 | BDT 54818203300 80T 557713, 32600
Leze Lizbility BT 4505,188.00 | 80T 10,101,008 00
Trade and other payables 801 650861300 | 807 @17553100| BOT  5BS59E00| BOT  573,706,416.00 | BOT 5384250200
Amyued expensss 801 SN2BE3600 | 80T BB | BOT  53150115000] BDT 447,651 843.00 | BDT 25,376,800
Provision for income tax BOT 39126651100 80T 38342215600 807 3537231 %5300|B0T 3278511000|BOT 288554155000
s BT SML060S300080T SmIomMen0|B AWISWTO0|BDT 4WIIZAMOO|EOT  4MSABM
otalaiides BT SELISTAM| BT SOSISX0|EN SEIMQEL| BT SESIDARM| BT SOSEITAN
TOTALEQUITY MWD LABLTS BT LLSISABBAN0 | 1LAASLI6S00 0T LLBGLIAN | 807 1LMLI6INM B0 1LITSNELN
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Table 5: Balance Sheet of RAK Ceramic Bangladesh (Year 2016 — Year 2020)’

Income Statement
RAK Ceramics Bangladesh
2020 2019 2018 2017 2016

Turnover/sales BOT  5,288,916,673.00 | BOT  6,463,857,312.00 | BOT  6,830,783,735.00 | BOT  6,956,185,329.00  BDT  5,661,411,578.00
Cost of Sales BOT  4,099,115721.00 | BDT  4,556,112,666.00 | BOT  4315,805,600.00 | BDT  4,251,220,093.00 | BDT ~ 3,252,054,966.00
Gross Profit BOT  1189,800952.00 | BDT  1,907,744,646.00  BOT  2,514,978,135.00 | BDT 2,704,965,236.00 | BDT  2,409,356,612.00
Otherincome BOT 397368700 | BDT  46,204,060.00| BDT ~ 65663,417.00|BDT  12,392,921.00 | BDT 3,109,360.00
Administrative expenses BOT  340,243455.00 | BDT ~ 400,512,718.00| BDT  381,819.268.00 | BDT  378,110,155.00 | BOT 357,446,47.00

Impairment loss on trade receivable BDT 677,294,00 | BDT 5,624,637.00 | BDT 3,601,431.00
Marketing and selling expenses BOT  414376,760.00 [ BOT  455,996,281.00 | BDT  909,398,992.00 | BDT  778,347,786.00 | BOT 704,320,334.00
Total Operating Expense BDT  751,323822.00| BDT  815,929,576.00 | BDT  1,229,156,274,00 | BDT 1,144,065,020.00 | BDT  1,058,657,221.00

Profit from operating activities

BOT__ 438477,130.00

BDT__1,091,815,070.00

BDT__1,285,821,861.00

BDT__1,560,900,216.00

BOT__ 1350,699,391.00

welfare fund

Finance income BDT 51,548759.00 [ BDT 3287814800 (BDT 3341083000 { BDT  22,165,853.00 | BDT 21,029,885.00

Finance expenses BDT 19,673,258.00 | BDT 2732367600 | BOT ~ 39,394,022.00 | BDT ~ 101,024,936.00 | BOT 40,014,661.00
Net finance Income BDT 31,875,501.00 | BDT 5,554,472.00 | BDT (983,192.00)( BOT _ (78,859,083.00)| BOT (18,984,776.00)
Profit hefore contribution to workers' profit

e ) BDT  470,352,631.00 | BDT  1,097,369,542.00 | BDT  1,284,838,669.00 | BDT 1482,041,133.00 [ BDT  1331,714,615.00
participation and welfare fund and income tax

Contribution to workers' profit participation and

NTOUIONIOWOER PORPATREONIC oy yggmm|sr  Sy00mm (BT SESBA0| BT GMLSA00| BT 61056600

Profit Before Tax BOT  447535.959.00 | BDT 1,044.404413.00| BDT 122592535400 | BDT 1414599.869.00 | BDT  1,270,658.449.00
Income tax expense
Current tax BOT  (137,0143%.00)| BDT  (296,420,303.00)| BOT ~ (316,179,434.00)( BDT ~ (346,190,210.00)| BDT ~(302,798,649.00)
Deferred tax BOT (131,348.00) | BDT 6,041,346.00 [ BDT  (19,120,735.00)( BDT  (50,397,537.00) | BOT (52,605,029.00)
Total Tax BOT  (137,146,203.00)( BOT  (290,378957.00)( BOT  (335,300,169.0)( BOT  (396,587,747.00)( BOT  (355,403,678.00)
Profit After Tax BOT  310389756.00 | BOT  754,025,456.00 | BDT  890,625,185.00 | BDT 1,018,012,122.00 | BDT 915,254, 771.00
Free Cash Flow BDT  1,305,700,000.00 { BDT  259,780,000.00 { BDT  1,506,870,000.00
Common Share Outstanding BOT 4279870100 | BOT  427,968,701.00 | BOT  427,968,701.00 | BOT  427,968,701.00 | BOT 427,968,701,00
EPS BOT 0.73 | BDT 176 | BOT 229 | BDT 262 | BDT N
Share Price
Dividend paid BOT  634,047,427.00 | BOT  386,966,131.00 | BOT  351,973,215.00 | BOT  669,736,148.00 | BOT 838,775,610.00
Dividend per share BOT 148 | BOT 0.9 | BDT 0.82 | BOT 1.56 | BOT 1.9
Share Price BOT 2600 BOT 830 BOT 3864 BOT 4959 BOT 074

Table 6: Income Statement of RAK Ceramic Bangladesh (Year 2016 — Year 2020 )®

" Annual Report 2016 to 2020
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3.4.1. Trend/horizontal Analysis

Trend analysis of Balance sheet

RAK Ceramics Bangladesh

2016 2017 2018 2019 2020
ASSETS
Non-current assets
Property, plant and equipment 100% -15% -20% -25% -23%
Investment property
Right of use assets
Intangible assets 100% -19% 77% -4% -54%
Capital work in progress 100% 44% 345% 518% 97%
Trade and other receivables 100% -100% -100% -100% -100%
Total non-current assets 100%0 1% -2%0 -5%0 -11%
Current assets
Inventories 100% 0% 19% 10% -20%
Loan to disposed subsidiary 100% -100% -100% -100% -100%
Trade and Other receivables 100% -5% 41% 39% 63%
Advances, deposits and plepayments 100% -24% -21% -34% -33%
Advance income tax 100% 14% 26% 38% 44%
Cash and cash equivalents 100% 72% 3% 87% 143%
Total current assets 100%0 9% 16%0 26%0 26%0
Total Assets 100% 6% 9% 14% 12%
EQUITY AND LIABILITIES
Equity
Share capital 100% 5% 16% 27% 27%
Share premium 100% 0% 0% 0% 0%
Retained earnings 100% 14% 28% 29% 0%
Equity attributable to equity holders of 100% 6% 14% 20% 15%
company
Non-Controlling Interest 100% 2% 3% -7% -12%
Total Equity 100%0 6% 14% 20% 15%
Liabilities
Non-current liabilities
Borrowings 100% -40% -85% -100% -100%
Deferred tax liability 100% 39% 54% 49% 49%
Lease liability
Total non-current liabilities 100%0 -26%0 -60%0 -69%0 -72%
Current liabilities 100%
Employees benefits payable 100% -100% -100% -100% -100%
Borrowings 100% -3% -45% -84% -79%
Lease Liability 100%
Trade and other payables 100% -3% -10% 17% 15%
Accrued expenses 100% 63% 93% 103% 89%
Provision for income tax 100% 12% 23% 33% 38%
Total current liabilities 100%0 11% 14% 20% 22%
Total liabilities 100%0 6% 3% 7% 9%
TOTAL EQUITY AND LIABILITIES 100%0 6%0 9% 14% 12%

Table 7: Trend/ Horizontal Analysis of Balance Sheet

& Annual report 2016 to 2020
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Trend analysis of Income statement

RAK ceramic Bangladesh

2016 2017 2018 2019 2020

Turnover/sales 100% 23% 21% 14% -1%

Cost of Sales 100% | 31% 33% 40% 26%
Gross Profit 100% | 12% 4% | -21% | -51%

Otherincome 100% | 299% | 2012% | 1386% | 28%

Administrative expenses 100% 6% % 12% -5%

Impairment loss on trade receivable

Marketing and selling expenses 100% 11% 2% | -35% | -41%
Total Operating Expense 100% | 8% 16% | -23% | -29%
Profit from operating activities 100% | 16% | -5% | -19% | -68%

Finance income 100% 5% 83% 56% | 145%

Finance expenses 100% | 152% -2% -32% | -51%
Net finance Income 100% | 315% | -95% | -129% | -268%
Profit before contribution to workers' profit
participation and welfare fundand income | 100% | 11% | -4% | -18% | -65%
tax

Con’Frl.but!on to workers' profit 100% 1% % A% | -63%

participation and welfare fund
Profit Before Tax 100% | 11% | -4% | -18% | -65%
Income tax expense

Current tax 100% | 14% 4% -2% -55%

Deferred tax 100% -4% -64% | -111% | -100%
Total Tax 100% | 12% -6% -18% | -61%
Profit After Tax 100% | 11% | -3% | -18% | -66%

Table 8: Trend / Horizontal Analysis of Income Statement
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3.4.2. Vertical Analysis

Vertical Analyis of Balance Sheet

RAK Ceramic Bangladesh

2020 2019 2018 2017 2016
ASSETS
Non-current assets
Property, plant and equipment 25% 24% 26% 29% 36%
Investment property 4% 5% 6% 6% 0%
Right of use assets 0% 0% 0% 0% 0%
Intangible assets 0% 0% 0% 0% 0%
Capital work in progress 0% 1% 1% 0% 0%
Trade and other receivables 0% 0% 0% 0% 1%
Total non-current assets 29% 31% 33% 35% 37%
Current assets
Inventories 16% 22% 25% 21% 23%
Loan to disposed subsidiary 0% 0% 0% 0% 2%
Trade and Other receivables 8% 7% 7% 5% 6%
Advances, deposits and plepayments 2% 2% 3% 3% 4%
Advance income tax 29% 27% 26% 24% 22%
Cash and cash equivalents 16% 12% 7% 12% 7%
Total current assets 71% 69% 67% 65% 63%
Total Assets 100% 100% 100% 100% 100%
EQUITY AND LIABILITIES
Equity
Share capital 34% 34% 32% 30% 30%
Share premium 12% 12% 12% 12% 13%
Retained earnings 10% 13% 13% 12% 11%
Equity attributable to equity holders of company 56% 58% 57% 55% 55%
Non-Controlling Interest 0% 0% 0% 0% 0%
Total Equity 56% 58% 57% 55% 55%
Liabilities
Non-current liabilities
Borrowings 0% 0% 1% 3% 5%
Deferred tax liability 2% 2% 2% 2% 1%
Lease liability 0% 0% 0% 0% 0%
Total non-current liabilities 2% 2% 2% 5% 6%
Current liabilities
Employees benefits payable 0% 0% 0% 0% 0%
Borrowings 1% 1% 3% 5% 5%
Lease Liability 0% 0% 0% 0% 0%
Trade and other payables 5% 5% 4% 5% 5%
Accrued expenses 4% 4% 4% 4% 2%
Provision for income tax 32% 30% 29% 27% 26%
Total current liabilities 42% 41% 40% 41% 39%
Total liabilities 44% 42% 43% 45% 45%
TOTAL EQUITY AND LIABILITIES 100% 100% 100% 100% 100%

Table 9: Vertical Analysis of Balance Sheet
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Vertical Analysis of Income staement

RAK Ceramic Bangladesh
2020 2019 2018 2017 2016
Turnover/sales 100% | 100% | 100% 100% 100%
Cost of Sales 78% 70% 63% 61% 571%
Gross Profit 22% 30% 371% 39% 43%
0% 0% 0% 0% 0%
Otherincome 0% 1% 1% 0% 0%
Administrative expenses 6% 6% 6% 5% 6%
Impairment loss on trade receivable 0% 0% 0% 0% 0%
Marketing and selling expenses 8% % 13% 11% 12%
Total Operating Expense 14% 13% 18% 16% 19%
Profit from operating activities 8% 17% 19% 22% 24%
0% 0% 0% 0% 0%
Finance income 1% 1% 1% 0% 0%
Finance expenses 0% 0% 1% 1% 1%
Net finance Income 1% 0% 0% -1% 0%
Prof.lt.beff)re contribution to worke-rs' profit %% 17% 19% 219 2%
participation and welfare fund and income tax
Contribution to workers' profit participation and 0% 1% 1% 19 1%
welfare fund
Profit Before Tax 8% 16% 18% 20% 22%
Income tax expense 0% 0% 0% 0% 0%
Current tax -3% -5% -5% -5% -5%
Deferred tax 0% 0% 0% -1% -1%
Total Tax -3% -4% -5% -6% -6%
Profit After Tax 6% 12% 13% 15% 16%

Table 10: Vertical Analysis of Income Statement

Interpretation of Trend Analysis of Balance Sheet

As per the trend analysis of the RAK ceramics balance sheet, it is observed that the company

has acquired 9% more current assets in 2017 than that of 2016 and 16% more in 2018 than
2016, 26% more in 2019 and 2020 than 2016. Inventories rise in 2018 by 19% than 2016 and
in 2019 by 10% than 2016 but fell in 2020 by 20% than 2016. Share capital also increased in
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the range of 5% to 27% than 2016. The non-current borrowing liabilities decreased in 2017
by 40% and in 2018 by 85% and the next two years were decreased by 100%. Also, current
borrowing has decreased 3% to 79 % than 2016. Moreover, RAK’s current liability has also
increased 22% during this period in comparison to 2016.

Interpretation of trend analysis of income statement

Here 2016 is the base year of the trend analysis. In 2017, 2018, and 2019 sales were increased
by 23%, 21%, and 14% respectively than 2016 but in 2020 RAK has decreased in sales by
7% than 2016.

In 2017 and 2018 the gross profit increased by 12% and 4 % respectively than 2016 but in
2019 and 2020 gross profit decreased by 21% and 51% respectively than 2016.

In 2017 and 2018 operating expenses increased by 8% and 16% respectively than 2016 but in
2019 and 2020 RAK decreased the operating expenses by 23% and 29 % respectively than
2016.In 2017, the profit before tax and profit after tax increased by 11% than 2016 but in
2018, 2018 and 2020 profit before tax fell by 4%, 18%, and 65% respectively than 2016, and
profit before tax fell by 3%, 18%, and 66% respectively than 2016.

Interpretation of vertical analysis of balance sheet

According to the vertical analysis of RAK ceramic’s balance sheet, it is observed that the
company maintains 71%, 69%, 67%, 65%, and 63% current asset of the total asset in the
year 2020, 2019, 2018, 2017 and 2016 respectively. Among the total current assets, the
highest portion is the advance tax section. RAK paid 22% to 29% advance tax of total assets.

RAK has invested 2% of total assets in associate companies in 2016.

Interpretation of vertical analysis of income statement

As per the vertical analysis of the RAK ceramics income statement, the company had a cost
of sales of 78 percent of total sales in 2020, 70 percent in 2019, 63 percent in 2018, and 61
percent in 2017, and the lowest reduction was in 2016 at 57 percent. Gross profit was 22% to
43% over all the years and in 2020 gross profit was only 22% of total sales. Throughout the
years, RAK has decreased net profit in terms of sales each year.
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3.4.3. Ratio Analysis of RAK Ceramics

matio Year 2020 | 2019 | 2018 | 2017 | 2016
Liquidity or Solvency

Current Ratio (Times) 1.67 1.71 1.66 1.59 1.63
Quick Ratio (Times) 1.29 1.17 1.05 1.07 1.04
Debt To Equity Ratio 78% 73% 74% 83% 83%
Cash Conversion Cycle Ratio 19000 | 21631 | 256.07 | 199.26 | 257.42
(Days)

Asset Management

Inventory Turnover 2.02 1.64 1.44 1.68 1.29
Total Asset Turnover 42% 51% 56% 59% 51%
Days Sales Outstanding (Days) 70 49 47 31 40
Profitability

Gross Profit Margin 22% 30% 37% 39% 43%
Operating Profit Margin 14% 13% 18% 16% 19%
Net Profit Margin 6% 12% 13% 15% 16%
Investment Valuation

Return On Total Asset 2% 6% 7% 9% 8%
Return On Equity 4% 10% 13% 16% 15%
Return On Invested Capital -3% 3% 4% 3% 1%
Dividend Payout 2.04 0.51 0.40 0.66 0.92
Earnings Per Share 0.73 1.76 2.29 2.62 2.72
Net Asset Value Per Share 16.41 17.18 16.34 15.09 14.28
Market Cap(BDT) 11,12 mn | 12,11mn | 16,53mn | 21,22mn | 21,28mn
P/E ratio 35.62 16.08 16.87 18.93 18.29
P/S ratio(times) 2.10 1.87 2.42 3.05 3.36
Market value per share (BDT) 26 28.3 38.64 49.59 49.74

Table 11: Ratio Analysis Metrics of RAK Ceramics
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3.4.3.1. Profitability of RAK Ceramics

Profitability Ratio
50%

45% 43%

39%

40%

37%

35%

30%

30%

25%

20%

15%

10%

5%

22%
14%
I 6%
2020

Interpretation: In 2016, every BDT of 100 of sales generated BDT 43 of gross profit and
then it is drooping in following years. In 2017, 2018, 2019 and 2020, BDT 100 of sales
generated respectively BDT 39, BDT 37, BDT 30 and BDT 22 with a decrease ranging from

2016 2017 2018 2019

= Gross profit margin » Operating profit margin w Net profit margin

Graph 1: Profitability Ratio

43% to 22%. As a result, GPM in 2020 is quite low in comparison to previous years.
Furthermore, as compared to the industry average (39.73 percent) over the last five years,
RAK (34.2 percent) is underpriced.

Operating profit margin was BDT 19 in every BDT 100 of sales in the year 2016 and
decreased in the year 2017 at BDT 16 in every BDT 100 of sales, in 2018 it increased again
at BDT 18 and it again decreased at BDT 13 in every BDT 100 of sales. In 2020 it again
increased 1% and the operating profit become BDT 14 at every BDT 100 of sales. Operating
profit of RAK Ceramic BD's five-year margin fell from 19 percent to 14 percent between
2016 and 2020. Furthermore, the five-year average OPM is 16 percent, which is lower than
the industry average of 26.09 percent.

In 2016, every BDT 100 of sales generated BDT 16 of net profit. It decreased to BDT 15,
BDT 13, BDT 12, and BDT 6 in the respectively years 2017, 2018, 2019 and 2020. RAK
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Ceramic BD's net profit margin has been declining throughout the past five years, ranging
from 16 percent to 6 percent. As a result, the GPM for 2020 is extremely low when compared
to previous years. The average NPM of RAK over five years is 12.5 percent, which is lower
than the industry average of 13.71 percent.

3.4.3.2. Liquidity & Solvency of RAK Ceramics

Current & Quick Ratio
1.8
1.63 1.66 e 1.67
: 1.59
1.6
1.4 1.29
is 1.17
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1
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® Current Ratio  » Quick Ratio

Graph 2: Current Ratio and Quick Ratio

Interpretation: The current assets of RAK Ceramic Bangladesh were 1.63 times of the
current liabilities in 2016. In 2017 and 2018, their current assets were 1.59 times and 1.66
times their current liabilities, respectively. In 2019, the company's current asset was 1.71
times while in 2020, it was 1.67 times. The CR range is increasing among 2016 to 2020 at a
rate from 1.63 to 1.67. When it compared between 2019 and 2020, the current ratio is
decreasing from 1.67 to 1.71. But overall position is good as CR lies between 1.5 and 3
which indicates stable liquidity.

The Quick ratio graph shows that RAK Ceramic Bangladesh’s Current asset without
inventories (liquid assets) were 1.04 times of their current liabilities in 2016. In 2017 it
changes in to 1.07 times and in 2018 it changes decreased by 0.02 and became 1. 05 times of
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RAK’s current liabilities. In 2019 it rises up to 1.17 times and in 2020 RAK has liquid assets
reached 1.29 times of their current liabilities. The Quick Ratio for five years of RAK Ceramic
Bangladesh is increasing in the range from 1.04 to 1.29 and overall, in last five years the
quick ratio was above 1 and in the year 2020 it was highest this indicates a good QR.

Debt to Equity Ratio
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D <

80% 83% e

83% o - 78%
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2016 2017 2018 2019 2020

~o—Debt To Equity Ratio

Graph 3: Debt to Equity Ratio

Interpretation: RAK Ceramic Bangladesh’s debt to equity ratio curves shows that, in 2016
and 2017 were same 83% debt to equity, which means, the company had BDT 83 of debt for
every BDT 100 of equity. Therefore in 2018 it minimizes by 9% and became 74% of D/E.
Next year in 2019 it minimizes 1% and become 73 %. But in the year 2020 debt to equity

ratio increased by 5% and become 78% but overall D/E is good as it is under 1.

Cash Conversion Cycle
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Graph 4: Cash Conversion cycle

Interpretation: In 2016, it took RAK ceramic BD 257.42 days to convert its initial cash
investment into cash from inventory. Days decreased to 199.26 days in 2017, but increased to
256.07 days in 2018. In 2019, it decreased to 216.31 days. It took about 190 days in 2020 to
turn its original cash investment into cash from inventory. So, overall RAK has a high CCC
ratio throughout five years but in 2020 the CCC ratio is lowest compare to previous years

which is better.
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3.4.3.3. Asset Management of RAK Ceramics

Inventory Turnover Ratio
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Graph 5: Inventory Turnover Ration

Interpretation: In 2016, RAK Ceramic Bangladesh had sold out and restocked its inventory
1.29 times. In 2017, 2018 and 2019 it had become respectively 1.68 times, 1.44 times and
1.64 times and in 2020, RAK Ceramic had turned over and restocked its inventory 2.02
times. Inventory Turnover ratio for five years of RAK Ceramic BD is rising in the range of
1.21 times to 2.02 times. Moreover, the ideal inventory turnover ratio falls anyplace between

2 and 4. So it can be said that RAK’s products have demand in the market as in 2020.

Days Sales Outstanding
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Graph 6: Days Sales Outstanding

Interpretation: In 2016, RAK Ceramic took an average of 40 days to collect receivables
from clients. In 2017, it took to collect receivables from consumers was reduced to 31 days.
In 2018 and 2019, it took 47 and 49 days to recover receivables, respectively. But, in 2020,
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RAK Ceramic Bangladesh's day’s sales outstanding or average collection period grew to 70

days on average for collecting receivables from its clients.

Asset Turnover
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Graph 7: Asset Turnover Ratio

Interpretation: According to the graph, every BDT 100 worth of total asset generated BDT
51 in sales in 2016. It rose in 2017, with every BDT 100 worth of total asset generating BDT
59 in sales at the end of the year and the total asset turnover ratio reached its highest point.
The next year, it dropped 3%, and RAK Ceramic Bangladesh generated BDT 56 in sales for
every BDT 100 in total assets. It declined again over the next two years. In 2019, asset
turnover declined by 5%, returning to the 2016 level of BDT 51 in sales for every BDT 100
in total asset. However, by 2020, it become extremely low- asset turnover fell by nearly 9%,
resulting in BDT 42 in sales for every BDT 100 in total assets. The overall analysis for the
past five years shows that the total Asset turnover ratio has been decreasing since 2017, with
the highest decrease of 8% in 2020 compared to 2019.
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3.4.3.4. Investment Valuation of RAK Ceramics

Return on Investment
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Graph 8: Return on Investment

Interpretation: The graph shows that RAK earns BDT 8 for every BDT 100 in assets in the
year 2016. ROA rise in 2017 by 1% but continuously going down on the consecutive years of
2018, 2019, and 2020 follows by 7%, 6%, and 2%. In 2020 ROA is alarming as it less than
the 5% and 5% and higher consider as better ROA for a company. On the other hand, the
average ROA of last five years is 6.4% which is slightly higher than five years industry
average of ROA 6.07%.

In 2016, the common shareholders have earned BDT 15 for every BDT 100 investment into
the company. It had increased in 2017 by 1% and become BDT 16 for every BDT 100 of
investment. But next three 3 years the ROE again declined and in 2018, 2019, and 2020 the
respectively BDT 13, BDT 10, and BDT 4 for every 100 of investment into the RAK
Ceramic Bangladesh. Moreover, The 5 year’s average of ROE is 11.6% which is less than

industry average 12.06%.

The ROIC graph shows that in 2016 RAK ceramic BD had a 1% return on the investment in
every BDT 100 investment. In 2017 and 2018 it maintained its rising to 3% and 4% but in
2019 it again fell to 3%. But in 2020, ROIC has become negative of -3%.
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Dividend Payout Earning Per Share
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Graph 9: Dividend Payout and Earning per Share

Interpretation: According to RAK Ceramic Bangladesh's Dividend Payout, it appears that it
declined in 2017 compared to 2016, from 0.92 to 0.66. Then it decreased again in 2018,
before beginning to climb in 2019 and 2020. The biggest dividends were given in 2020
(about 2.04), the second highest in 2016 (around 0.92), and the lowest in 2018 (around 0.4).

In 2016, 2017 and 2018 the common shareholders of RAK Ceramic Bangladesh have earned
respectively BDT 2.72, BDT 2.62, and BDT 2.29 per share. In 2019 and 2020 it become less
and turns to BDT 1.76 and BDT 0.73 per share.

Net Asset Value Per Share
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Graph 10: Net Asset Value per Share

Interpretation: RAK Ceramics Bangladesh’s net asset value per share rise 0.81 in the 2017
than 2016 and become 15.09 to 14.18. In 2018 and 2019 it keep up its rising trend to 16.34
and 17.18 but in 2020 it again declined and become 16.41.
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Market Capitalization

Year 2020 2019 2018 2017 2016
Share outstanding 427968701 427968701 427968701 427968701 427968701
Market value per

Share price 26 28.3 38.64 49.59 49.74
Market cap (BDT) 11127186226 | 12111514238 | 16536710607 | 21222967883 | 21287163188

Market Capitailzation
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15000000000
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5000000000

Market Cap
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Graph 11: Market Capitalization of RAK Ceramics Bd

Interpretation: The market capitalization of RAK ceramics decreasing from 2016 to 2020.
In 2016 and 2017 Market cap of RAK ceramics BD were BDT 21,287 21,222mn
respectively. But it fell in 2018 to BDT1 6,536mn. But the significant fall happened in 2019
and 2020. The market valuation become BDT12, 111mn and BDT 11, 12 mn. Though the
market capitalization of RAK shows RAK has market cap upper than 10 billion, it is a mature
and well know company in the established ceramics industry of Bangladesh but the

range is decreasing year to year.

Price earnings ratio

Price earnings ratio

Year 2020 2019 2018 2017 2016
EPS 0.73 1.76 2.29 2.62 2.72
P/E ratio 35.62 16.08 16.87 18.937 18.29
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Interpretation: In 2016 and 2017 the P/E of RAK Ceramics BD was 18.29 and 18.93
respectively. In 2018 and 2017 it fell to 16.87 and 16.08. But in 2020 it increased
significantly to 35.62. In 2020, the P/E become very higher than the average P/E 20 to 25.

This is not satisfying.

Price to sales ratio

Price to sales ratio
Year 2020 2019 2018 2017 2016
Revenue/ Sales 5288916673 6463857312 6830783735 6956185329 5661411578
Market Cap 11,127,186,226 | 12,111,514,238 | 16,536,710,607 | 21,222,967,883 | 21,287,163,188
P/S ratio 2.10 1.87 2.42 3.05 3.76
Price to sales ratio
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187 2.10
2.00
1.00
0.00
P/S ratio
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Graph 13: Price sales Ratio

Interpretation: In 2016 and 2017 the P/E was 3.76 times and 3.05 times respectively. It fell

down in 2018 to 2.42 times and in 2019 to 1.87 times. In 2020 increased to 2.10 times.
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3.4.3.5. Discounted Cash Flow Method
Required Rate of Return (Ke)

= Risk free rate of return + (Market return — Risk free rate of return) *Market/investment
Risk

= Rf+ (Rm-Rf) B

In August 2021, the Bangladesh Government Treasury Bond Rate: 10 Years was reported at
4.010 percent pa. This is down from the previous number of 5.250 percent each year in July
2021. Moreover, for nearly a century, the average stock market return has been around 10
percent every year. To consider market risk for RAK ceramics, historical data of October
2021 RAK s in Dhaka Stock exchange has been add.

Rf=0. 0401

Rm=0.10

B =0.91

Ke=Rf+ (Rm—Rf) B = 0. 0401+ (0.10- 0. 0401)* 0.91 = 0.09460 = 9.46 %
Discounted cash flow method

DCF (discounted cash flow) is a technique for estimating the present value of future cash

flows. Even this strategy can be applied to calculate the worth of an investment.

Year 2020 2019 2018 2017 2016
Free Cash Flow 1017.0 1308.0 242.0 1475.0 490.0
Cash flow growth -0.2 4.4 -0.8 2.0

Average free cash flow (2016 to 2020) 906.4

CAGR growth rate 0.16
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Let,

For 2021 to 2023 the growth rate = 0.10

For 2024 to 2025, the growth rate = 0.08

And the terminal Growth value = 0.06

Future free cash flow:

Previous free cash flow + (Previous free cash flow* Growth rate for each year)

2020.0 2021 2022 2023 2024 2025
906.4mn BDT BDT BDT BDT BDT
997.04 mm 1,096.74mn | 1,206.42mn | 1,375.32mn | 1,485.34 mn
Present value of Future free cash flow: Free cash flow/(1+ke)™n
2021 2022 2023 2024 2025
PV of FCFs BDT BDT BDT BDT BDT
910.87 915.37 919.88 958.03 945.26

Total of PV of FCFS= BDT 4,649.41

PV of terminal after 2026

PV of Free cash flow of 2026 *(1+g)/ (Ke- g) = BDT 28,958.70 mn

Total PV of cash flow= Total of PV of FCFs (2021-2025) + PV of Free cash flow of 2026

=BDT 33,608.11 mn

Number of share outstanding= 427.00 mn

Intrinsic value per share = (33,608.11 /427) = BDT 78.71

So the Fair value = BDT 78.71 and Market price is Bdt 51. 30

So RAK Ceramics Bangladesh is treading below fair value by 34%




3.4.4. Findings

> Trend Analysis and vertical analysis indicate that, excessive decreased of ‘property,
plant, equipment’ and ‘intangible asset’ of RAK had caused a significant decreasing in non-
current assets in 2020 but rising in ‘cash and equivalent cash’ and paying high advance
‘income tax’ throughout the years are the major reasons behind the current assets is
increasing gradually from 2016 to 2020.

> Though the operating expenses is less than the gross profit but excessive increase in
the cost of sales of total sales of each year is reducing the overall gross profit gradually from
2016 to 2020 and this caused the decrease of profit after tax and net profit throughout these

years.

> Current ratio and Quick ratio of liquidity Analysis shows that, RAK is financially
secure in the short-term future. Though D/E ratio fell in 2020 but overall high D/E ratio
indicates RAK Ceramic BD has used debt to fund its expansion but shorter CCC in 2020
than 2019 says RAK can use additional money to pay down its outstanding debt.

> After examining RAK's asset management, it was discovered that their inventory
management system was steadily becoming more effective, but that increasing asset
utilization was not efficient, and the payment collection was becoming longer, creating an
issue with smooth cash flow.

> RAK's profitability analysis reveals a downward trend in gross profit, net profit, and
operating profit over the last five years, indicating a drop in sales or selling price without a
corresponding drop in COGS and operating expenses.

> In 2020 The excessive felling rate of ROA , ROE and ROIC in investment valuation
analyze indicates -RAK has over invested in asset that have failed to generated revenue
growth as a result entire cost of RAK exceeds the returns or company is destroying it
capital. Additionally, RAK paid highest dividend to their shareholders in 2020 but the lower
EPS and less growth in NAVPS also indicate to the investors that, the company is in crisis.

> Due to gradually fell in market price of share of RAK, the market capital faced
great impact. The high P/E ratio generally indicates the company has overvalued and
investors has to pay more to purchase a share of RAK’s share and that made investor
expect higher earnings. Moreover, in 2021 the required rate of return is less than the

expected rate of return.
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3.5. Conclusion

Bangladesh's ceramics industry is a flourishing manufacturing sector that has grown
tremendously throughout the years. In the previous five years, Bangladesh's ceramics market
has seen a 200 percent improvement in productivity. Bangladeshi ceramics may readily
compete with the products of its closest competitors China and India in order to ensure
quality. RAK holds top ranks in ceramics categories and the brands are quite excellently with
clients in Bangladesh, as evidenced by the percentage shows in share of the capital market.
As an organization with industry-leading manufacturing capacity that assists the country with

vast item requirements and after-sales service.

When looking into RAK Ceramics Bangladesh's financial performance over the last five
years (2016 to 2020), it is clear that earnings have decreased by 16.41 percent per year, where
the industry’s earning increased by 3.6%. Over the five years studied, both trend and vertical
analysis reveal a large decline in total sales and a significant increase in cost of sales. Despite
a 59 percent reduction in net profit in 2020, the company paid a 10% cash dividend to
stockholders. Furthermore, the balance statement reveals that in 2020, RAK paid a greater
dividend of BDT 634,047,427 than its net profit of BDT 310,389,756.00, lowering the return
on invested capital. ROIC has drop to -3 percent in 2020. Overall and fell in EPS, Market
Cap are significant to observed. So, RAK's financial performance has deteriorated from year

to year, with 2020 being the most unsatisfactory year.

But in 2020 the unexpected Covid-19 pandemic has thrown worldwide trade, business, and
education into disarray, and Bangladesh’s economy has been hit hard. Bangladesh has been
under a country-wide lockdown since March 26 due to the Covid-19 pandemic, which has
resulted in the closure of company's dealers' outlets or stores, the cessation of factory

production, supply chain disruption, and a loss in sales.

As RAK is the top brand and maintains good operating system, it has formed a strategic
emphasis at the business level to respond to this changing climate already that includes
people’s safety, critical short-term activities needed to minimize disruption and best position
the company for the long-term Hope there initiatives in 2020 will help us achieve better
results in 2021.
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3.6. Recommendations

>

As RAK has a high decrease in total sales, the sales management is to be more
dynamics by enriching the product line and improving the qualities with the help of
operation management if necessary.

RAK's cost of sales is higher than its sales, thus the company needs to monitor its cost
of products sold and devise a strategy to lower it.

In 2020 of RAK Ceramics, the non-current asset was decreased at a very high level,
so asset management is to be developed to optimize the liquidity, profitability, and
turnover position.

The CCC and DSO of RAK are very high in 2020, RAK should apply strategies to
reduce the time.

To recover from the post-Covid-19 situation, RAK should continue to focus on

innovation and sustainability, portfolio mix, and development in existing categories.
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