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Chapter 1
1.1 

“RONA is a leading Canadian distributor and retailer of hardware, home renovation and gardening products”. 
2013 Quarterly Report pg.1 – Q2

1.2 
“RONA’s fiscal year ends on the last Sunday of each year”. This past year ended December 30th (2012) and December 25th in 2011. 

2012 Annual Report pg.5 
1.3
In their most recent annual reports, Rona presents complete statements of financial position, comprehensive income, and cash flows for the most recent two years. In the 2012 Annual Report they present each statement for the years 2012 and 2011. 
1.4
The report is independently audited. Independent audits add credibility, fairness, and relevance. They also evaluate risk assessment for the next fiscal year to their financial reports. The independent auditor is Raymond Chabot Srant Thornton. His report states Rona is "in accordance with International Financial Report Standards (IFRS)"
2012 Annual Report pg.16-20
1.5 
(In thousands of Canadian dollars)
2012: 2,806,458

2011: 2,780,378

Total assets increase between 2011 and 2012 is 26,080

(2,806,458 - 2,780,378 = 26,080)
2012 Annual Report pg.23
1.6
(In thousands of Canadian dollars)
Accounting equation: A=L+SE

2012's accounting equation: 

Total A= 2, 806, 458
Total L= 922,882
Total SE= 1,883,576
2,806,458 = 922,882+1,883,576

Their accounting equation conforms to the IFRS.
2012 Annual Report pg.23
Chapter 2
2.1 
(In thousands of Canadian dollars) 
Total assets: 2012: 2,806,458
Largest assets in 2012: 
· Inventory: 890,437
· PPE: 813,901
· GoodWill: 428,180

Percentage of total assets:
Inventory: 890,437/ 2,806,458 = 0.317 = 0.32 = 32%

PPE: 813,901/ 2,806,458 = 0.29 =29%

GoodWill: 0.152 = 0.15 = 15%
2012 Annual Report pg.23 
2.2

Investment: Acquisition of intangible assets 

Financial: Repurchase of common shares
2012 Annual Report pg.22
2.3
a) The debt-to-equity ratio is calculated by dividing the total liabilities over the total shareholder's equity, and it is used to estimate the reliance on debt financing. The ratio is crucial information for shareholders.
b) Debt to equity ratio (in thousands of Canadian dollars)
2012:

922,882/1,883,576 = 0.49 (2012 Annual Report, pg.23) 
2011:

824,754/ 1,955,624 = 0.42 (2012 Annual Report, pg.23)
2010:

1,009,823/1,911,797 = 0.53 (2011 Annual Report, pg.20) 
2009:

929,618/1,774,890 = 0.52 (2011 Annual Report, pg.20) 
c) The reduction in debt to equity ratio from 2010 to 2012 shows that Rona is using less leverage to finance itself and is thus in a stronger financial position.  According to Bizzstats.com, the typical retailer debt to equity ratio is 1.8. With Rona’s ratio being 0.49 in 2012 it is below the average and suggests that Rona depends less on outside financing to support its growth.  
Chapter 3

3.1

	Revenue
	2012*
	2011*
	2010**

	Sales of good (Note 4)
	4,811,955
	4,739,484
	4,748,872

	Rendering of services (Note 4)
	47,118
	41,027
	44,725

	Royalties received (Note 4)
	24,943
	24,073
	25,992

	Financial Income (Note 25)
	5,333
	5,262
	4,394

	Net gains on disposal of asset (Note 5.1)
	3,973
	1,123
	3,250

	Other income (Note 5.1)
	26,119
	20,576
	20,356

	Total
	4,919,441
	4,831,545
	4,847,589


*2012 and 2011 amounts retrieved from 2012 Annual Report, pg.32-50 

**2010 amounts retrieved from 2011 Annual Report, pg.29-47
According to a table above, we can conclude that the major source of revenue account for Rona is Sales of good. It constituted 97.82%, 98.09%, 97.96% of total Rona’s Revenue in 2012, 2011 and 2010 respectively.
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3.2

	Expense
	2012*
	2011*
	2010**

	Cost of sales (Note 6)
	3,544,833
	3,436,636
	3,447,768

	Selling, general and administrative expense (Note 5.1)
	1,283,712
	1,232,747
	1,172,222

	Goodwill impairment (Note 14)
	-
	117,000
	-

	Restructuring cost (Note 5.4)
	44,268
	71,343
	-

	Interest expense (Note 25)
	20,576
	34,729
	24,061

	Income tax expense (Note 7)
	6,969
	13,863
	60,717

	Total
	4,900,358
	4,906,318
	4,704,768



*Notes from 2012 and 2011 – 2012 Annual Report, pg.32-50
**Notes from 2010 – 2011 Annual Report, pg.29-47
According to a table above, for most recent year, the major source of expense account for Rona is Cost of Sales. It constituted 72.34%, 70.05%, and 73.28% of total Rona’s expenses in 2012, 2011, and 2010 respectively.
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3.3

a) The total asset turnover ratio measures the sales generated from the use of assets. A high ratio suggests that the company is managing its assets (resources used to generate revenues) efficiently.

Total asset turnover ratio = (Sales or Operating Revenues)/(Average  total assets)
The return on asset ratio measures how much the company earned from the use of assets during the period. A high ratio suggests that the company is managing its assets efficiently.

Return on Assets (ROA) = (Profit + Interest Expense (net of tax)) / (Average total assets)
	
	2012*
	2011*
	2010**
	2009**

	Sales Revenue (Note 4)
	4,811,955
	4,739,484
	4,748,872
	

	Profit
	19,0831
	(74,773)1
	142,8212
	

	Interest Expense (Finance Cost) (Note 25)
	20,576
	34,729
	24,061
	

	Tax rate (Note 7)
	26.75%
	22.76%
	29.83%
	

	Total Asset
	2,806,4583
	2,780,3783
	2,921,6204
	2,704,5084


*Notes from 2012 and 2011 – 2012 Annual Report, pg.32-50
**Notes from 2010 and 2009 – 2011 Annual Report, pg.29-47 
1Annual Report 2012, pg.19

2Annual Report 2011, pg.16

3Annual Report 2012, pg.23

4Annual Report 2011, pg.20
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Return on asset ratio:
· 2012: 
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	2012
	2011
	2010

	Total Asset turnover ratio
	1.7226
	1.6624
	1.6881

	Return on asset ratio
	0.0122
	-0.0168
	0.0356


b) According to asset turnover ratio of the last three year, we can conclude that Rona is efficient in using its resources to generate sales. However Rona incurred a loss in 2011, which resulted in a negative return on asset ratio for that period. 
3.4
The accrual basis accounting method is applied to Rona’s financial statement, so revenue from all sources is recorded when earned, regardless of the timing of cash receipts. For example, Sales revenue is recognized at the time of sale in store or upon delivery of the merchandise.
Chapter 4

4.1 
The company’s earnings per share for each of the last three years are:
	
	2012*
	2011*
	2010**

	Earnings per share (CAD$) 
	1.05
	(0.66)
	0.07


*2012 Annual Report pg.5

**2011 Annual Report pg.4 
4.2 
a) Net profit margin measures how much profit is earned as a percentage of revenues generated during the period. A rising net profit margin signals more efficient management of sales and expenses.
b) Return on equity measures how much the firm earned as a percentage of shareholders’ investment. In the long run, firms with higher ROE are expected to have higher share prices than firms with lower ROE, all other things equal. Managers, analysts, and creditors use this ratio to assess the effectiveness of the company’s overall business strategy (its operating, investing, and financing strategies).
c) Net profit margin:
	
	2012
	2011
	2010

	Net profit (CAD$)
	19,083
	(74,773)
	142,821

	Net sales (CAD$)
	4,811,955
	4,739,484
	4,748,872


    Net profit margin= Net profit/ Net sales

· 2010: 142,821/4,748,872 = 0.03
· 2011: -74,773/4,739,484 = -0.0158
· 2012: 19,083/4,811,955 = 0.004

Return on equity:
	
	2012
	2011
	2010

	Net Profit (CAD$)
	19,083
	(74,773)
	142,821

	Average equity (CAD$) 
	1,919,600
	1,933,710.5
	1,843,343.5


Average equity: 

· 2010 – 2009: (1,774,890+1,911,797)/2=1,843,343.5
· 2010 – 2011: (1,911,797+1,955,624)/2=1,933,710.5
· 2011 – 2012: (1,955,624+1,883,576)/2=1,919,600
Return on equity= Net profit/ Average Equity

· 2010: 142,821/1,843,343.5= 0.077 ≈ 0.08
· 2011: -74,773/1,933,710.5= -0.038 ≈ -0.04
· 2012: 19,083/ 1,919,600= 0.009 ≈ 0.01
d) The company’s profitability was improved during the past three years, which net incomes (loss) attributable to participating shares are $8.0 million in 2012, $86.4 million in 2011, and $137.4 million in 2010. In the beginning of 2010, the company began to “New World” program, and the Canadian economy recovered in that time, consumers’ spending power was higher so that the net income was improved. In the 2011, the problems of weather led to fewer consumers buy housing things; as a result, the net income was similar with in 2010. In the 2012, RONA implemented New Realities, New Solutions business plan, this plan not only increased competitiveness, it also boosted $8.0 million from $86.4 million. 
4.3
 

	2012 Annual Report, pg.23 
	2012 

	Trade and other payables ($)
	495,698

	Dividends payable ($)
	2,258

	Total accrued expenses payable ($)
	497,956

	Total current liabilities ($)
	540,859


Ratio of the total accrued expenses payable to total current liabilities:

Total accrued expenses payable/ total current liabilities

· 2012: $ 497,956/$540,859= 0.920 ≈ 0.92
The ratio of the total accrued expenses payable to total current liabilities is 0.92.
Chapter 6
6.1 
a) The format used by Rona is consistent with IFRS standards. The consolidated statement of financial position includes the company’s subsidiaries in its report. The assets section is the first section and is divided into a current and non-current section listing its respective assets in order of most liquid to least liquid. The next section lists all liabilities, split between current and non-current and are listed by order of time maturity. Below the liabilities, the equity section, including share capital and retained earnings is shown. Following the listings of assets, liabilities and equity, the “Notes to Consolidated Financial Statements” begins which includes additional information which will help to explain specific items within the statement of financial position and provide a more accurate assessment on the company’s financial situation.
b) Rona’s consolidated income statement and other comprehensive income is split into two major sections. First it displays its Consolidated Income Statement in which net income is attained. The second part includes the Consolidated Statements of Other Comprehensive Income where all other incomes and expenses not attributed to the company’s operating activities are recorded.

6.2 

a) In section 3.c) of Rona’s Notes to Consolidated Financial Statements their revenue recognition policy is explained. In regards to sales of goods, the corporation “recognizes revenue at the time of sale in stores or upon delivery of the merchandise, when the sale is accepted by the customer and when collection is reasonably assured,” (2012 Annual Report pg. 28). Rona also includes services such as product installation and delivery to be recognized as revenue and recognizes this revenue when “commercial obligations have been fulfilled, services have been accepted by the customer and collection is reasonably assured,” (2012 Annual Report pg. 28). Rona’s revenue will also include received royalties and interest income and expenses related to receivables and loans. 
b) In section 6 of Rona’s Notes to Consolidated Financial Statements, a note describing the inventory, found within the current assets section of the statement of financial position, explains the company’s final inventory amount and the write-down charges associated with it. 

c) In section 3.s) Rona states that it has a Share Unit Plan for Directors, in which members of the corporation’s board of directors who are not a part of the corporations management may decide to receive all or a portion of their annual fees in the form of deferred share units (DSU). The DSU is described as a “liability recognized at fair value based on the number of units outstanding and the market value of the Corporation’s common shares. Fair value changes are recognized as compensation expense with a corresponding charge to trade and other payables,” (2012 Annual Report pg. 30).
6.3 
Rona’s press release announcing fourth quarter and 2012 year-end results is dated February 21, 2013. However, Rona’s statement of financial position is dated as at December 30, 2012, and was released February 20, 2013. Most commonly, the press releases related to annual earnings are released between 15-45 days before the issuance of the quarterly and/or annual reports. This is due to the time it takes to prepare additional details for quarterly and annual reports, which are significantly more thorough.  
(Press Release pg.1 – Q4, 2012) 

Chapter 7
7.1 
Assuming entire amount of net sales is on credit, Rona Inc. collected, for the year ended December 31st, 2012, $4,884,016 (2012 Annual Report, pg.4) 
7.2 

a) The trade receivables turnover ratio is found by dividing net sales by the average net trade receivables for a given period. The ratio measures how many times the average trade receivables were recorded and collected during a specific period. The higher the ratio, the quicker a company is to collect its receivables and the more time it has to use the cash to earn interest revenues and pay off borrowings to reduce interest expenses. The average collection period is measured by dividing 365 by the receivables turnover ratio. This ratio measures the average time it takes a customer to pay their respective amounts due.

b) Trade Receivables 2012 





 $ 369,230


Less: Allowance for Doubtful Accounts



      14,748 


Net Trade Receivables 2012





    354,482


Trade Receivables 2011 





 $ 373,583


Less: Allowance for Doubtful Accounts



      15,827 


Net Trade Receivables 2011





    357,756

Average net trade receivables = (354,482 + 357,756)/2 = 356,119

Trade Receivables Turnover Ratio = (4,884,016/356,119) = 13.71


Average Collection Period = (365/13.71) = 26.62
(2012 Annual Report, pg.50) 

c) The trade receivables turnover ratio is better compared against the company’s own ratios from previous years or against the ratio from other firms within the same industry. Using Rona Inc.’s annual reports from 2010 and 2011, we found their previous ratios to be 17.5 and 14.65 respectively. There is a consistent decrease in Rona’s trade receivable turnover ratio within the last three years which suggests that it may becoming less efficient in collecting receivable from its customers and it could lead to a decrease in interest revenues and an increase in interest expenses.
7.3 
2012*


Net Sales




 247,051


AFDA





   14,748
2011*


Net Sales




 243,546


AFDA





   15,827

2010**

Net Sales




228,318


AFDA 





  15,090

Bad Debt Expense as Percentage of Sales=Net Credit Sales*% Estimated Uncollectible

2012 


 14,748 * 100  = 6.0% Estimated Uncollectible

247,051
2011 


 15,827 * 100   = 6.5% Estimated Uncollectible

243,546

2010 


 15,090 * 100   = 6.6% Estimated Uncollectible

228,318

*Retrieved from 2012 Annual Report, pg.50 

**Retrieved from 2011 Annual Report, pg.48 
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