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1. INTRODUCTION AND CASE CONTEXT

Financial statement analysis (FSA) constitutes the systematic
application of analytical tools to a firm's published financial reports with
the objective of extracting decision-relevant intelligence about its
economic performance, financial position, cash generation capacity and
future prospects (Penman, 2013). At the postgraduate level, FSA
transcends mechanical ratio computation to encompass critical
appraisal of accounting policy choices, earnings quality, manipulation
risk, distress prediction and the translation of accounting signals into
valuation assessments. As Palepu, Healy and Peek (2019, p. 3) observe:
“the ultimate goal of business analysis is to enable the analyst to
evaluate the prospects of a firm from the perspective of a

knowledgeable outsider."

This analysis focuses on Vantara Group plc, a fictitious UK-listed
diversified industrial company (FTSE 250) operating across three
segments: Advanced Materials (52% of revenue), Industrial Systems
(30%) and Digital Infrastructure (18%). The company has recently
completed a debt-financed acquisition, changed its revenue recognition
policy under IFRS 15, and faces margin pressure from raw material cost
inflation. These circumstances create a rich analytical context for
examining income statement quality, balance sheet robustness, cash
flow reliability, earnings management risk, distress prediction and

valuation.

2. INCOME STATEMENT ANALYSIS

2.1 Revenue Quality and Recognition Risk

Vantara's headline revenue grew 14.2% year-on-year to £1,847m

(FY2025), but critical examination of the composition of this growth



raises quality concerns. Of the £231m incremental revenue, £142m
(61%) derived from the Helios Systems acquisition (completed March
2025), representing inorganic rather than organic growth. Organic
revenue growth of just 4.0% compares unfavourably with management's
stated medium-term target of 7-9% and with sector peers averaging
5.8%. Furthermore, Vantara adopted IFRS 15's input-method of revenue
recognition for long-term Advanced Materials contracts during FY2025,
accelerating contract revenue recognition relative to the prior-year
output-method. The FRC's (2023) enforcement findings identified
revenue recognition as the most frequent material misstatement
category in FTSE accounts, underscoring the analytical significance of

this policy change.

The receivables days metric (debtor days) increased from 48 to 67 days
over the two-year period — a 39.6% deterioration that may signal
revenue pull-forward, relaxed credit terms to stimulate sales, or
emerging collectability concerns. Ciesielski and Weirich (2006) identify
receivables growth significantly outpacing revenue growth as a primary

revenue quality red flag, a pattern evident in Vantara's data.

2.2 Profitability Trend Analysis

Table 1: Vantara Group plc — Five-Year Profitability Summary (Em, unless stated)

Metric FY2021 FY2022 FY2023 FY2024 FY2025 Trend
Revenue (£Em) 1,284 1,380 1,490 1,618 1,847 1 Growth
Gross Profit Margin 34.2% 33.8% 33.1% 32.4% 31.6% | Erosion
Operating Profit Margin 13.4% 12.9% 12.6% 11.8% 10.9% | Erosion
EBITDA Margin 18.2% 17.8% 17.4% 16.9% 16.2% | Erosion

Net Profit Margin 8.6% 8.1% 7.8% 7.2% 5.9% | Accelerating
ROCE 16.8% 15.4% 14.2% 13.0% 11.4% | Deteriorating
Non-Recurring ltems (Em) 12.4 18.6 21.3 28.7 41.8 A Escalating

Note: All figures are fictitious and for educational purposes only.

Table 1 reveals a persistent five-year margin compression trend that
management's adjusted EBITA reporting obscures. The escalation of
non-recurring items from £12.4m (FY2021) to £41.8m (FY2025) —

representing 21.4% of reported operating profit — warrants critical



scrutiny. Elliot and Hanna (1996) demonstrated that firms reporting
frequent "special charges" tend to use them to shift recurring operating
costs below the EBIT line, systematically inflating headline adjusted
profitability metrics. The distinction between "adjusted" and "reported"
earnings has become a major focus of the FRC's (2023) enforcement
activity, with regulators increasingly challenging the consistency and

transparency of Alternative Performance Measures (APMs).
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3. BALANCE SHEET QUALITY ANALYSIS

3.1 Asset Quality and Off-Balance-Sheet Exposures

Vantara's balance sheet carries £384m of goodwill and intangibles
arising primarily from the Helios acquisition — representing 38.4% of
total non-current assets and 22.7% of total assets. Goodwill is not
amortised under IFRS 3 but is subject to annual impairment testing
(IAS 36). The key concern is the subjectivity of impairment testing
assumptions: recoverable amount calculations rely on discounted cash
flow projections whose inputs — growth rates, discount rates and
terminal values — afford considerable management discretion
(Ramanna and Watts, 2012). Vantara's goodwill has remained
unimpaired for three consecutive years since the Helios acquisition,
despite the target division's operating margin declining from 14.2% to
11.1% — a trajectory that appears inconsistent with the management

projections underlying the original acquisition premium.

Post-IFRS 16 adoption, Vantara's right-of-use (ROU) assets of £186m
and corresponding lease liabilities are now recognised on-balance
sheet, increasing reported net debt by £186m relative to pre-IFRS 16
comparators. Analysts must adjust leverage ratios for this structural
change when making historical comparisons. Additionally, Vantara
discloses £94m of contingent liabilities relating to environmental
remediation obligations across legacy Advanced Materials sites — a
potential off-balance-sheet exposure not yet meeting the IAS 37
recognition threshold of "probable" but which represents material

downside risk for credit assessors.

3.2 Capital Structure and Leverage Assessment

Table 2: Vantara Group plc — Leverage and Liquidity Profile (FY2025 vs FY2023)
Metric FY2023 FY2025 Sector Avg. Analyst Verdict

Net Debt / EBITDA 1.6x% 3.1x 2.2% A Above comfort zone



FY2025

Sector Avg.

Analyst Verdict

Metric FY2023
Interest Coverage (EBIT/Finance Cost) 8.4x%
Debt-to-Equity (market value) 0.48x
Current Ratio 1.74x%
Quick Ratio 1.22x
Dividend Cover 3.1x

4.2%

0.91x

1.31x

0.88x

1.8x

5.8x%

0.62x

1.55x%

1.10x%

2.4x

A\ Declining — monitor

1 Significantly elevated

A Below sector average

| Liquidity tightening

A Reduced headroom

Note: All figures are fictitious. Net debt includes lease liabilities under IFRS 16 for both periods.

4. CASH FLOW ANALYSIS AND FREE CASH FLOW

Cash flow analysis is the most critical complement to accrual-based

profitability assessment, since cash generation is far less susceptible to

accounting manipulation than reported earnings (Dechow, Ge and

Schrand, 2010). Vantara's cash flow statement reveals a meaningful and

widening divergence between operating profit and operating cash flow

that demands forensic attention.

Table 3: Vantara Group plc — Cash Flow Quality and Free Cash Flow Bridge (FY2025, £m)

Item £m

OPERATING CASH FLOW RECONCILIATION

Reported Operating Profit (EBIT) 201.3
Add: Depreciation & Amortisation 96.4
Less: Increase in Trade Receivables (62.8)
Less: Increase in Inventories (28.4)
Add: Increase in Trade Payables 14.6
Other Operating Items (8.2)

FREE CASH FLOW DERIVATION

Net Cash from Operations 212.9
Less: Maintenance Capex (est.) (74.0)
Less: Lease Payments (IFRS 16) (38.2)
Free Cash Flow (FCF) 100.7

FCF Yield (FCF / Market Cap) 4.1%

Quality Signal

Non-cash add-back

A Large working capital drain

A Inventory build — demand concern?

Creditor extension — supplier pressure?

Accruals ratio: —0.06 (borderline)

Est. 4.0% of revenue

FCF | Net Income = 0.73x (below 1x — concern)

Moderate; reflects leverage drag



All figures are fictitious. Accruals ratio = (Net Operating Assets, — Net Operating Assets, ;) / Average Total Assets (Sloan,

1996 balance-sheet method).

A critical metric is the ratio of Free Cash Flow to Net Income: values
persistently below 1.0 signal that reported earnings are supported by
accruals rather than cash — the Sloan (1996) accrual anomaly.
Vantara's FCF/Net Income of 0.73x and an accruals ratio of —0.06
places it in moderately elevated earnings-quality risk territory. The
£62.8m increase in trade receivables — well in excess of the £38.1m
proportional increase implied by revenue growth — is the primary
driver, consistent with either channel-stuffing or relaxed credit terms

used to support reported revenue growth (Ronen and Yaari, 2008).
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5. DUPONT DECOMPOSITION — STRATEGIC PERFORMANCE
DIAGNOSTICS

The extended DuPont framework disaggregates Return on Equity (ROE)
into three — and in its five-step form, five — constituent drivers,
enabling precise identification of whether ROE changes are attributable
to operating efficiency, asset productivity or financial leverage (Soliman,

2008). For Vantara, this decomposition exposes the structural drivers of

its declining returns with diagnostic precision:

Net Profit Margin Asset Turnover Equity Multiplier
7.2% - 5.9% 0.96x - 0.88x 2.14x - 2.07x
v -1.3pp (Margin compression v -0.08x (Acq. dilution = Stable (slight de-lever

Gross Margin Opex Ratio Receivables Days
34.2% - 31.6% 20.8% - 20.7% 48d - 67d A

Figure 1: Vantara Group plc — Extended DuPont Decomposition, FY2023 vs FY2025. The primary ROE deterioration is

attributable to net profit margin compression (operating) and asset turnover decline (acquisition-driven), with receivables

days deterioration as the key diagnostic sub-signal. All data fictitious.

The DuPont analysis confirms that Vantara's ROE decline from 14.8% to
10.7% 1is overwhelmingly driven by margin compression (net profit
margin falling 1.3 percentage points) and acquisition-related asset
dilution (asset turnover declining 0.08x), rather than by de-leveraging.
This is a structurally adverse signal: when ROE declines because
margin and turnover worsen — rather than because leverage prudently
decreases — it signifies operational underperformance rather than
conservative financial risk management. Soliman (2008) demonstrated
that DuPont decomposition sub-components carry incremental

predictive power for future earnings and returns, with asset turnover



deterioration being a particularly reliable leading indicator of

subsequent earnings disappointments.

6. EARNINGS QUALITY: ACCRUALS, BENEISH M-SCORE AND
FORENSIC INDICATORS

6.1 Accruals Decomposition (Sloan Framework)

Sloan's (1996) seminal finding — that the accrual component of
earnings is less persistent than the cash component, yet the market
systematically overvalues accruals — remains one of the most robust
anomalies in the accounting literature. The balance-sheet accruals ratio
for Vantara is calculated as: (Net Operating Assets FY2025 — Net
Operating Assets FY2024) / Average Total Assets = £118.4m / £1,687m
= 0.070. This positive and elevated accruals ratio indicates that
reported earnings are substantially supported by accrual adjustments
rather than cash flow, corroborating the FCF/Net Income signal and

significantly elevating earnings-quality concern.

6.2 Beneish M-Score — Manipulation Detection

Table 4: Vantara Group plc — Beneish M-Score Calculation (FY2025)

Variable Description Value Coefficient Weighted Score

DSRI Days Sales in Receivables Index 1.394 0.920 1.283
GMI Gross Margin Index 1.083 0.528 0.572
AQI Asset Quality Index 1.241 0.404 0.501
SGI Sales Growth Index 1.142 0.892 1.019
DEPI Depreciation Index 1.068 0.115 0.123
SGAI SG&A Expense Index 0.971 -0.172 0.167
LVGI Leverage Index 1.188 4.679 5.559
TATA Total Accruals to Total Assets 0.070 -0.327 -0.023
Constant -4.840
M-Score Total -1.659 A > -1.78 THRESHOLD

M-Score > -1.78 suggests elevated manipulation probability (Beneish, 1999). All underlying data are fictitious. Critical

variables: DSRI (receivables growth) and LVGI (leverage increase) are the primary drivers.



6.3 Forensic Red Flags

ODSRI = 1.394 — RECEIVABLES SURGE

Trade receivables grew 39.6% faster than revenue —
primary M-Score driver. Consistent with channel-
stuffing or relaxed credit terms to meet revenue
targets (Ciesielski and Weirich, 2006).

0O GOODWILL IMPAIRMENT ABSENCE

£384m goodwill unimpaired despite Helios division
margin decline of 310bps since acquisition.
Impairment model assumptions warrant independent
audit committee scrutiny (Ramanna and Watts, 2012).

OFCF | NET INCOME = 0.73x

Persistent FCF-to-earnings gap signals accrual-
supported reported income. FCF should converge
toward net income for high-quality earnings over multi-
year periods (Dechow et al., 2010).

[JESCALATING NON-RECURRING ITEMS
Non-recurring charges rose from £12.4m (FY2021) to
£41.8m (FY2025). Five consecutive years of "one-off"
charges suggests classification shifting of recurring
costs (McVay, 2006).

[JIFRS 15 REVENUE RECOGNITION CHANGE
Switch from output to input method in Advanced
Materials contracts accelerates revenue recognition.
Management's stated rationale (better matching)
requires verification against contract terms.

[JSG&A RATIO STABLE

SG&A expenses held broadly proportional to revenue
(SGAI = 0.971), providing some reassurance against
expense capitalisation or suppression to inflate near-
term profitability.
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7. ALTMAN Z-SCORE — FINANCIAL DISTRESS PREDICTION

Altman's (1968) Z-Score remains the most widely applied quantitative
model for predicting corporate financial distress. Using multiple
discriminant analysis on a training sample of bankrupt and non-
bankrupt US manufacturing firms, Altman identified five financial ratios
forming a composite linear prediction score: Z = 1.2Xi1 + 1.4Xz +
3.3Xs + 0.6Xs + 1.0X5, where X1 = Working Capital/Total Assets; Xz =
Retained Earnings/Total Assets; Xs = EBIT/Total Assets; X4 = Market
Value of Equity/Book Value of Debt; Xs = Revenue/Total Assets.

Table 5: Vantara Group plc — Altman Z-Score Calculation (FY2025)

Variable Ratio Value Weight Contribution

X1 Working Capital / Total Assets 0.082 1.2 0.098
Xz Retained Earnings / Total Assets 0.214 1.4 0.300
X3 EBIT / Total Assets 0.119 3.3 0.393
Xa Market Value of Equity / Book Value of Debt 0.881 0.6 0.529
Xs Revenue / Total Assets 1.092 1.0 1.092
Z-Score Total 2.412 — Grey Zone

Interpretation: Z > 2.99 = Safe Zone; 1.81 < Z <2.99 = Grey Zone; Z < 1.81 = Distress Zone. All data fictitious.

"The Altman Z-Score is not a crystal ball — it is a structured framework
for disciplined financial diagnosis that forces analysts to synthesise
multiple dimensions of financial health into a single comparative metric."

— Altman, Iwanicz-Drozdowska and Laitinen (2017, p. 3)

Vantara's Z-Score of 2.412 places it firmly within the "grey zone" —
statistically ambiguous but requiring vigilant monitoring. The model is
particularly sensitive to Xa (equity value relative to debt), which has
deteriorated materially following the Helios acquisition, and X: (working
capital ratio), which reflects the current ratio tightening identified in

Table 2. Critically the Altman Z-Score embeds four important



limitations for contemporary analytical application. First, it was
calibrated on a 1960s US manufacturing sample, with limited
generalisability to contemporary UK service-sector or technology firms
(Agarwal and Taffler, 2008). Second, it uses book values for debt, which
may diverge substantially from economic values for firms with complex
financial instruments. Third, it is susceptible to the same earnings
quality distortions documented above: if reported EBIT is inflated
through accrual manipulation, X3 will overstate financial health. Fourth,
the model predicts bankruptcy within one to two years — a binary
outcome that may be too narrow for strategic credit assessment
purposes (Beaver, McNichols and Rhie, 2005). The Taffler (1983) model,
calibrated on UK listed firms, and the Ohlson (1980) O-Score logit
model provide complementary perspectives that address some of these

limitations.

8. VALUATION MULTIPLES DERIVED FROM FINANCIAL STATEMENTS

Table 6: Vantara Group plc — Valuation Multiples vs Sector Peers (FY2025)

Sector Premium/

Multiple Formula Interpretation
Avg. Discount
P/E Market Price / -15.5% Cheaply valued — but
14.2x 16.8x . ) .
(Reported) EPS disc. earnings quality concern
P/E Price / Adj. EPS -21.8% Discount widened when non-
11.1x 14.2x )
(Adjusted) (excl. non-rec.) disc. rec. added back
Enterprise -14.0% Capital-structure neutral,
EV/EBITDA 9.8x 11.4% .
Value / EBITDA disc. preferred for leveraged cos.

] Removes DA differences;
Enterprise -12.2%

EV/EBIT 13.7% 15.6x . comparable across capex
Value / EBIT disc. . .
intensity
P/Book (P/ Market Cap / -30.8% Significant discount — market
) 1.48x% 2.14x% . ) R
B) Book Equity disc. questions ROE sustainability
FCF / Market Below Lower yield reflects leverage-
FCF Yield 4.1% 5.2%
Cap sector reduced FCF

All data are fictitious. EV = Market Cap + Net Debt (incl. lease liabilities) — Cash.

The valuation discount across all multiples appears superficially
attractive but must be contextualised by the earnings quality concerns

identified in Sections 4-6. A low P/E ratio on potentially manipulated



earnings is a value trap, not a value opportunity (Graham and Dodd,
2008). The particularly wide P/B discount (—30.8%) is theoretically
consistent with the market pricing in either goodwill impairment risk
(reducing book equity) or sustained sub-cost-of-capital ROE, or both.
Koller, Goedhart and Wessels (2020) demonstrate that P/B and ROE are
mechanically linked in efficient markets: firms trading at P/B below
1.5x with declining ROE typically do so because the market anticipates

continued value destruction relative to the cost of equity.
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9. INTEGRATED AND SUSTAINABILITY REPORTING

The analytical limitations of conventional financial statements — their
historical cost basis, backward-looking orientation and failure to
capture intangible and natural capital — are increasingly addressed
through integrated and sustainability disclosure frameworks. The
International Integrated Reporting Framework (IIRC, 2021)
conceptualises value creation through six interdependent capitals:
financial, manufactured, intellectual, human, social and relationship,
and natural capital — each of which represents a potential source or
destruction of long-term organisational value that traditional financial

statements do not capture.

OFINANCIAL CAPITAL OMANUFACTURED CAPITAL ONATURAL CAPITAL
£1,847m revenue; FCF £100.7m:; £486m PP&E (net); £186m ROU £94m contingent environmental
Net Debt/EBITDA 3.1x. Financial assets. Ageing Advanced Materials liability. Carbon intensity 148
capital under pressure from plant — maintenance capex est. tCOze/£m revenue — above
acquisition leverage. rising 8% p.a. sector median. TCFD transition
risk: material.
OINTELLECTUAL CAPITAL OHUMAN CAPITAL [JSOCIAL & RELATIONSHIP
£184m capitalised R&D and IP. 18,400 FTEs; voluntary turnover Customer concentration: top 5
Digital Infrastructure segment: 12 12.4% (sector: 9.8%). Skills gap in clients = 38% of revenue. Key-
patents filed FY2025. Innovation digital engineering noted in Annual customer relationship risk
pipeline moderately robust. Report risk disclosures. amplified by Industrial Systems

contract renewals in FY2026.

Figure 2: Vantara Group plc — IIRC (2021) Six Capitals Assessment. Data fictitious. Sources: IIRC (2021); ISSB IFRS S1/
S2 (2023).

The ISSB's IFRS S1 (General Requirements) and IFRS S2 (Climate-
related Disclosures) standards — effective for annual periods beginning
on or after 1 January 2024 — now require UK listed entities (subject to
endorsement) to disclose climate-related financial risks and
opportunities using the TCFD framework (ISSB, 2023). For Vantara, the
£94m contingent environmental liability and high carbon intensity in
Advanced Materials manufacturing represent material, financially
quantifiable IFRS S2 disclosure obligations. Berg, Kolbel and Rigobon's

(2022) finding of divergent ESG ratings across providers underscores



the importance of reading primary sustainability disclosures rather than
relying on aggregated third-party scores. A comprehensive FSA at the
postgraduate level must now integrate sustainability risk assessment
alongside conventional financial analysis — the two are increasingly
inseparable in determining long-term enterprise value and credit

quality.

10. CONCLUSION AND RECOMMENDATIONS

This analysis has applied a comprehensive suite of financial statement
analysis tools to Vantara Group plc. The overarching finding is one of
structural deterioration concealed beneath headline revenue growth:
five-year margin compression across all profitability metrics; a post-
acquisition leverage increase placing the firm in the Z-Score grey zone;
receivables growth significantly outpacing revenue; an elevated Beneish
M-Score (—1.659) driven by DSRI and LVGI; FCF coverage of net
income below 1.0x; a P/B discount of 31% signalling market scepticism
about ROE sustainability; escalating non-recurring charges suggesting
classification shifting; and a goodwill balance of £384m that appears
insufficiently impaired given underlying divisional performance. The
integrated reporting lens reveals additional natural, human and
relationship capital wvulnerabilities not captured in the financial

statements.

ANALYST RECOMMENDATIONS — VANTARA GROUP PLC

1. Initiate forensic-level due diligence on revenue quality: Independently
verify the basis for the IFRS 15 policy change in Advanced Materials
contracts and investigate the receivables deterioration (DSRI = 1.394)
through detailed ageing schedule analysis, days-past-due trends and
provision adequacy relative to sector peers.

. Challenge goodwill impairment assumptions: Request the Audit

Committee's independent review of the Helios goodwill carrying value

(£384m), specifically sensitivity-testing the discount rate (+50bps) and long-
term growth rate (—1%) assumptions in the CGU impairment model. A
300bps adverse swing in WACC assumptions could crystallise impairment of

approximately £80-120m (illustrative).




3. Apply Taffler Z and Ohlson O-Score as complementary distress
models: The Altman Z-Score grey-zone result should be corroborated using
the Taffler (1983) UK-calibrated model and the Ohlson (1980) O-Score to
obtain a triangulated, multi-model distress assessment less sensitive to the
original model's US manufacturing sample bias.

. De-emphasise adjusted EPS in valuation: Adopt reported GAAP earnings
— or better, FCF per share — as the primary valuation metric, stripping out
escalating non-recurring charges. Adjusted EBITA-based multiples risk
systematically understating the firm's true cost structure and overstating

earnings power.

. Quantify TCFD transition risk in financial models: Integrate IFRS S2-

consistent climate scenario analysis into the credit and valuation model,
explicitly quantifying the financial impact of a 1.5°C transition pathway on
Vantara's Advanced Materials carbon-intensive operations and the potential

crystallisation of the £94m contingent environmental liability.
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