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	This report is designed to assist you in your business' development. Below you will find your overall ranking, business snapshot and narrative write-up.
	Snapshot of:
ABC Company
Industry:
48412 - General Freight Trucking, Long-Distance

Revenue:
$1M - $10M

Periods:
12 months against the same 12 months from the previous year
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	Financial Score for ABC Company
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LIQUIDITY - 
A measure of the company's ability to meet obligations as they come due.
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PROFITS & PROFIT MARGIN - 
A measure of whether the trends in profit are favorable for the company.
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SALES - 
A measure of how sales are growing and whether the sales are satisfactory for the company.
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BORROWING - 
A measure of how responsibly the company is borrowing and how effectively it is managing debt.
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ASSETS - 
A measure of how effectively the company is utilizing its gross fixed assets.
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EMPLOYEES - 
A measure of how effectively the company is hiring and managing its employees.
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	Financial Analysis for ABC Company
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	LIQUIDITY
A measure of the company's ability to meet obligations as they come due.
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	Operating Cash Flow Results
Cash flow from operations and operating profits are both positive for the period, which is good, especially considering that overall liquidity results are less than ideal (as will be discussed in more detail below). It would be positive if the company could continue to generate positive cash flows to boost its short-term liquidity position, which seems to require some improvement.

General Liquidity Conditions
Perhaps the increase in sales and profits helped the company improve its liquidity position from last period. Specifically, there are now more cash and other highly liquid assets as compared to what is owed to short-term creditors. Still, the firm's liquidity position seems a little soft. Generally, this means that there are not enough cash assets on hand to pay bills readily. Although the models used here are not predictive, the liquidity position is even weak relative to other similar companies. 

Interestingly, the total current asset base is not poor. The precise weakness is in the cash and near-cash accounts. Ultimately, these are the accounts that should be built over time, since resources are drawn from here to pay bills. The company may seek to build its total asset base AND its cash assets in order to improve position.

With regard to liquidity turnover results, the company seems to be collecting its receivables efficiently but may be having some problems selling inventory as quickly as its competition. This is indicated by the company’s relatively low accounts receivable days and its high inventory days. It may be important to monitor these metrics over time, since they can have a significant impact on the cash account. 

Tips For Improvement
Here are some ideas/actions that managers might consider in managing liquidity:

· Project at least two years out the capital requirements of the business. Planning when equipment should be purchased, if at all, can be critical to cash flow.

· Prepare yearly forecasts that show cash flow levels at various points in time. Consider updating these forecasts on a monthly or even bi-weekly basis. This can help predict/prepare for potential cash shortfalls that may occur in the future.

· Speed up the billing of customers (even three days earlier each month) in order to accelerate the collection process which can significantly improve the firm’s cash position.

· Monitor the amount of money that is being used for activities unrelated to the business. An example could be money taken out of the business on draws to principals.


	

	LIMITS TO LIQUIDITY ANALYSIS: Keep in mind that liquidity conditions are volatile, and this is a general analysis looking at a snapshot in time. Review this section, but do not overly rely on it.
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	Generally, this metric measures the overall liquidity position of a company. It is certainly not a perfect barometer, but it is a good one. Watch for big decreases in this number over time. Make sure the accounts listed in "current assets" are collectible. The higher the ratio, the more liquid the company is.
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	This is another good indicator of liquidity, although by itself, it is not a perfect one. If there are receivable accounts included in the numerator, they should be collectible. Look at the length of time the company has to pay the amount listed in the denominator (current liabilities). The higher the number, the stronger the company.
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	This metric shows how much inventory (in days) is on hand. It indicates how quickly a company can respond to market and/or product changes. Not all companies have inventory for this metric. The lower the better.
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	This number reflects the average length of time between credit sales and payment receipts. It is crucial to maintaining positive liquidity. The lower the better.
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	This ratio shows the average number of days that lapse between the purchase of material and labor, and payment for them. It is a rough measure of how timely a company is in meeting payment obligations. Lower is normally better.
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	PROFITS & PROFIT MARGIN
A measure of whether the trends in profit are favorable for the company.
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	This period, the company has combined an increase in sales with an increase in net profit margin to generate significantly more net profit dollars. Basically, the company is earning more net profits than last period, and the level of net profit being earned is very high. This specifically means that the net profit margin is healthy (both overall and relative to the competition) and that operating costs are under control relative to sales volume. The net margin has grown by 9.80% since last period, and trends are more important than raw data in this area. It is good to see a company growing and becoming more efficient at the same time, which appears to be the case here in the net profitability area.

The only component that may need attention here is the decline in gross profit margin that took place since last period. In fact, the company's cost of sales (direct costs) increased by so much relative to sales that the gross profits (in dollars) remained relatively flat, despite the sales increase. Essentially, the higher cost of sales negated the additional sales dollars. A key implication here is that the company may want to try to control cost of sales better -- if there is a problem here, gross profits and net profits could fall if sales drop in the future. Companies need to keep their gross profit margins as strong as possible, because gross margins dictate net profits.

Tips For Improvement
Profit and loss management is all about continually finding ways to change things in the business to improve profits. Managers might think about the following ideas/hints/tips:

· Purchase quality trailers that fit your business plan. This will reduce future life-cycle and maintenance costs. 

· Look for associations and programs, such as a fuel purchase network, that provide discounts and/or rebates on fuel. Small savings on fuel will significantly reduce operating costs over time.

· Search out multiple qualified vendors to get the best prices through competition. If the business is not continually reviewing/updating its existing and potential vendor lists, it may overspend on supplies/inventory (such as trucks).

· Work to establish clear and consistent identifiers so customers can quickly recognize the business. Each forum where the business features itself, whether it is the side of a truck or a website, should help customers quickly identify the business and its offerings. 
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	This number indicates the percentage of sales revenue that is not paid out in direct costs (costs of sales). It is an important statistic that can be used in business planning because it indicates how many cents of gross profit can be generated by each dollar of future sales. Higher is normally better (the company is more efficient).
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	This is an important metric. In fact, over time, it is one of the more important barometers that we look at. It measures how many cents of profit the company is generating for every dollar it sells. Track it carefully against industry competitors. This is a very important number in preparing forecasts. The higher the better.
	


 

[image: image56.jpg]Percent (%)

ADVERTISING TO SALES

0.26

0.26

12/31/2008

12/31/2009 12/31/2010 Industry

Real Time
(1144)





 

	
	This metric shows advertising expense for the company as a percentage of sales.
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	This metric shows rent expense for the company as a percentage of sales.
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	This metric shows G & A payroll expense for the company as a percentage of sales.
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	SALES
A measure of how sales are growing and whether the sales are satisfactory for the company.
	[image: image64.png]



	[image: image65.jpg])

1 1 1
Below Average Average Above Average




	

	  
	
	
	

	The company's sales results are positive. Sales growth is always a goal over the long run. Still, it is important to note that the company's employee base grew more quickly than sales. Companies usually want to see sales growing at least at the same rate as the employee base over time. All businesses require certain amount of revenue per employee to be generated in order to be profitable over the long run, so this is a trend for managers to keep an eye on. This result may not be a concern here; we are only looking at a limited amount of data. Long-term trends will be more important.
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	BORROWING
A measure of how responsibly the company is borrowing and how effectively it is managing debt.
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	The company performed very well with respect to debt use. Borrowing increased and net profitability improved at an even faster rate. This is a favorable result, and should provide improved returns for owners if the trend continues over time. In addition, not only did profitability in dollars improve from last period, but the net profit margin also improved by 9.80% -- an unusual and important combination when adding debt. 

Even when a company receives a good score in this area, it is still quite important to evaluate real returns. For example, the trend here is good but the company will still want to determine the rates of return on assets and borrowed money. This report only indicates trends, not acceptable rates of return on borrowed funds. 

The overall trend in this area seems to be positive. The company has a relatively low level of debt as compared to its equity, and has demonstrated the ability to generate adequate earnings (before interest and non-cash expenses) to cover its interest obligations. Since the company seems to be able to cover its current debt obligations and is not highly levered, it may be able to borrow effectively to help foster future growth. Of course, this must be carefully evaluated by the company’s management.

It could be helpful to carefully analyze the following question: Did the increase in debt directly help improve profitability? The improved profitability could have been caused by other factors unrelated to debt. The answer to this question could point the direction for optimal debt decisions in the future.
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	This ratio measures a company's ability to service debt payments from operating cash flow (EBITDA). An increasing ratio is a good indicator of improving credit quality. The higher the better.
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	This Balance Sheet leverage ratio indicates the composition of a company’s total capitalization -- the balance between money or assets owed versus the money or assets owned. Generally, creditors prefer a lower ratio to decrease financial risk while investors prefer a higher ratio to realize the return benefits of financial leverage.
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	This ratio measures a company's ability to repay debt obligations from annualized operating cash flow (EBITDA).
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	ASSETS
A measure of how effectively the company is utilizing its gross fixed assets.
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	The company has performed very well here. An indication of solid asset management involves the improvement in profitability relative to an increase in fixed assets. For the company, profitability improved faster than the increase in assets. This signals a good situation as the company can use a resource (assets) to leverage profitability. An even better factor is the improvement in net profit margins. This means that the company improved efficiency, at least at this point. 

Before leaving this area, we would want to point out one component that was discovered to be below average. The company seems to be generating a poor score for fixed asset turnover, which means that it is generating insufficient revenue relative to fixed assets. Over time, this can possibly affect overall return on assets, which is actually very good right now. Of course, the lower score for this one metric could just be a one-time occurrence. On a positive note, the company's profits are moving positively in relation to assets and it generated a good return on equity this period. 
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	This measure shows how much profit is being returned on the shareholders' equity each year. It is a vital statistic from the perspective of equity holders in a company. The higher the better.
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	This calculation measures the company's ability to use its assets to create profits. Basically, ROA indicates how many cents of profit each dollar of asset is producing per year. It is quite important since managers can only be evaluated by looking at how they use the assets available to them. The higher the better.
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	This asset management ratio shows the multiple of annualized sales that each dollar of gross fixed assets is producing. This indicator measures how well fixed assets are "throwing off" sales and is very important to businesses that require significant investments in such assets. Readers should not emphasize this metric when looking at companies that do not possess or require significant gross fixed assets. The higher the more effective the company's investments in Net Property, Plant, and Equipment are.
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	EMPLOYEES
A measure of how effectively the company is hiring and managing its employees.
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	The company has performed reasonably well with respect to employees, although there is an important qualification to note here. The employee base rose at a faster rate than net profitability. This means that employee levels (and thus costs) are outrunning net profitability, a dynamic that could possibly hurt net profitability if it continues into the future. This situation may not be a concern here, but this report is intended to point out possible trends that could diminish the company's effectiveness in the future. Furthermore, the company's purchase of fixed assets this period confuses the issue a bit. Managers will need to identify the factor (labor, assets, sales plans, etc.) that was most helpful in improving profitability this period. That will be the factor to buy, push, or promote in the near future.

"If you are not regularly talking about the company's strategic objectives, they will be quickly forgotten." -- Henry Kaiser
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	RAW DATA
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	12/31/2008
	12/31/2009
	12/31/2010

	Income Statement Data
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	Sales (Income)


	$700,000
	$905,690
	$1,000,000
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	Cost of Sales (COGS)


	$500,000
	$600,000
	$700,000
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	Gross Profit


	$200,000
	$305,690
	$300,000
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	Gross Profit Margin


	28.57%
	33.75%
	30.00%
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	G & A Payroll Expense


	$29,600
	$25,000
	$50,000
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	Rent


	$5,000
	$1,000
	$3,000
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	Advertising


	$5,454
	$3,555
	$2,555
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	Depreciation


	$20,000
	$20,000
	$25,000
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	Interest Expense


	$5,700
	$10,800
	$8,000
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	Net Profit Before Taxes


	$32,800
	$162,090
	$146,500
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	Adjusted Net Profit before Taxes


	$32,800
	$162,090
	$196,500
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	Net Profit Margin


	4.69%
	17.90%
	19.65%

	[image: image115.png]




	EBITDA


	$58,500
	$192,890
	$179,500
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	Net Income


	$32,800
	$167,090
	$151,600
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	12/31/2008
	12/31/2009
	12/31/2010

	Balance Sheet Data
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	Cash (Bank Funds)


	$26,000
	$29,000
	$45,000
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	Accounts Receivable


	$8,500
	$11,000
	$22,140
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	Inventory


	$54,000
	$54,000
	$60,240
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	Total Current Assets


	$93,500
	$99,000
	$134,280
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	Gross Fixed Assets


	$390,000
	$399,800
	$429,000
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	Total Assets


	$409,000
	$400,300
	$458,780
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	Accounts Payable


	$43,000
	$30,000
	$35,000
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	Total Current Liabilities


	$87,500
	$58,750
	$82,250
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	Total Liabilities


	$229,284
	$190,649
	$204,550
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	Total Equity


	$179,716
	$209,651
	$254,230
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	Number of Employees (FTE)


	19.0
	20.0
	25.0
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	COMMON SIZE STATEMENTS
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	12/31/2008
	12/31/2009
	12/31/2010
	Industry*
(1144) 
	

	Income Statement Data
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	Sales (Income)
	100%
	100%
	100%
	 100%
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	Cost of Sales (COGS)
	71%
	66%
	70%
	 44%
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	Gross Profit
	29%
	34%
	30%
	 56%
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	G & A Payroll Expense
	4%
	3%
	5%
	 18%
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	Rent
	1%
	0%
	0%
	 2%
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	Advertising
	1%
	0%
	0%
	 0%
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	Depreciation
	3%
	2%
	3%
	 5%
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	Interest Expense
	1%
	1%
	1%
	 2%
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	Net Profit Before Taxes
	5%
	18%
	15%
	 1%
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	Adjusted Net Profit before Taxes
	5%
	18%
	20%
	 1%
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	EBITDA
	8%
	21%
	18%
	 8%
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	Net Income
	5%
	18%
	15%
	 1%
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	12/31/2008
	12/31/2009
	12/31/2010
	Industry*
(1144) 
	

	Balance Sheet Data
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	Cash (Bank Funds)
	6%
	7%
	10%
	 10%
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	Accounts Receivable
	2%
	3%
	5%
	 24%
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	Inventory
	13%
	13%
	13%
	 1%
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	Total Current Assets
	23%
	25%
	29%
	 52%
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	Gross Fixed Assets
	95%
	100%
	94%
	 168%
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	Total Assets
	100%
	100%
	100%
	 100%
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	Accounts Payable
	11%
	7%
	8%
	 13%
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	Total Current Liabilities
	21%
	15%
	18%
	 54%
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	Total Liabilities
	56%
	48%
	45%
	 107%
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	Total Equity
	44%
	52%
	55%
	 -7%
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	*The industry common size figures shown above were taken from all private company data for companies with industry code 48412 for all years in all areas with yearly sales $1 million to $10 million.
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	INDUSTRY SCORECARD
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	Financial Indicator
	Current Period
	Industry Range
	Distance from 
Industry
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	Current Ratio
	1.63
	1.20 to 2.30
	0.00%

	= Total Current Assets / Total Current Liabilities

	

	Explanation:  Generally, this metric measures the overall liquidity position of a company. It is certainly not a perfect barometer, but it is a good one. Watch for big decreases in this number over time. Make sure the accounts listed in "current assets" are collectible. The higher the ratio, the more liquid the company is.
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	Quick Ratio
	0.82
	0.90 to 1.70
	-8.89%

	= (Cash + Accounts Receivable) / Total Current Liabilities

	

	Explanation:  This is another good indicator of liquidity, although by itself, it is not a perfect one. If there are receivable accounts included in the numerator, they should be collectible. Look at the length of time the company has to pay the amount listed in the denominator (current liabilities). The higher the number, the stronger the company.
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	Inventory Days
	31.41 Days
	1.00 to 5.00 Days
	-528.20%

	= (Inventory / COGS) * 365

	

	Explanation:  This metric shows how much inventory (in days) is on hand. It indicates how quickly a company can respond to market and/or product changes. Not all companies have inventory for this metric. The lower the better.
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	Accounts Receivable Days
	8.08 Days
	20.00 to 50.00 Days
	+59.60%

	= (Accounts Receivable / Sales) * 365

	

	Explanation:  This number reflects the average length of time between credit sales and payment receipts. It is crucial to maintaining positive liquidity. The lower the better.
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	Accounts Payable Days
	18.25 Days
	5.00 to 25.00 Days
	0.00%

	= (Accounts Payable / COGS) * 365

	

	Explanation:  This ratio shows the average number of days that lapse between the purchase of material and labor, and payment for them. It is a rough measure of how timely a company is in meeting payment obligations. Lower is normally better.
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	Gross Profit Margin
	30.00%
	42.00% to 60.00%
	-28.57%

	= Gross Profit / Sales

	

	Explanation:  This number indicates the percentage of sales revenue that is not paid out in direct costs (costs of sales). It is an important statistic that can be used in business planning because it indicates how many cents of gross profit can be generated by each dollar of future sales. Higher is normally better (the company is more efficient).
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	Net Profit Margin
	19.65%
	0.50% to 4.50%
	+336.67%

	= Adjusted Net Profit before Taxes / Sales

	

	Explanation:  This is an important metric. In fact, over time, it is one of the more important barometers that we look at. It measures how many cents of profit the company is generating for every dollar it sells. Track it carefully against industry competitors. This is a very important number in preparing forecasts. The higher the better.
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	Advertising to Sales
	0.26%
	0.50% to 2.00%
	+48.00%

	= Advertising / Sales

	

	Explanation:  This metric shows advertising expense for the company as a percentage of sales.
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	Rent to Sales
	0.30%
	0.75% to 3.00%
	+60.00%

	= Rent / Sales

	

	Explanation:  This metric shows rent expense for the company as a percentage of sales.
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	G & A Payroll to Sales
	5.00%
	14.00% to 28.00%
	+64.29%

	= G & A Payroll Expense / Sales

	

	Explanation:  This metric shows G & A payroll expense for the company as a percentage of sales.
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	Interest Coverage Ratio
	22.44
	4.00 to 11.00
	+104.00%

	= EBITDA / Interest Expense

	

	Explanation:  This ratio measures a company's ability to service debt payments from operating cash flow (EBITDA). An increasing ratio is a good indicator of improving credit quality. The higher the better.
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	Debt-to-Equity Ratio
	0.80
	1.50 to 4.00
	+46.67%

	= Total Liabilities / Total Equity

	

	Explanation:  This Balance Sheet leverage ratio indicates the composition of a company’s total capitalization -- the balance between money or assets owed versus the money or assets owned. Generally, creditors prefer a lower ratio to decrease financial risk while investors prefer a higher ratio to realize the return benefits of financial leverage.
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	Debt Leverage Ratio
	1.14
	N/A
	N/A

	= Total Liabilities / EBITDA

	

	Explanation:  This ratio measures a company's ability to repay debt obligations from annualized operating cash flow (EBITDA).
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	Return on Equity
	59.63%
	6.00% to 15.00%
	+297.53%

	= Net Income / Total Equity

	

	Explanation:  This measure shows how much profit is being returned on the shareholders' equity each year. It is a vital statistic from the perspective of equity holders in a company. The higher the better.
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	Return on Assets
	33.04%
	4.00% to 8.00%
	+313.00%

	= Net Income / Total Assets

	

	Explanation:  This calculation measures the company's ability to use its assets to create profits. Basically, ROA indicates how many cents of profit each dollar of asset is producing per year. It is quite important since managers can only be evaluated by looking at how they use the assets available to them. The higher the better.
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	Fixed Asset Turnover
	2.33
	3.00 to 8.00
	-22.33%

	= Sales / Gross Fixed Assets

	

	Explanation:  This asset management ratio shows the multiple of annualized sales that each dollar of gross fixed assets is producing. This indicator measures how well fixed assets are "throwing off" sales and is very important to businesses that require significant investments in such assets. Readers should not emphasize this metric when looking at companies that do not possess or require significant gross fixed assets. The higher the more effective the company's investments in Net Property, Plant, and Equipment are.
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	NOTE: Exceptions are sometimes applied when calculating the Financial Indicators. Generally, this occurs when the inputs used to calculate the ratios are zero and/or negative.

[image: image188.png]





	[image: image189.png]




	READER: Financial analysis is not a science; it is about interpretation and evaluation of financial events. Therefore, some judgment will always be part of our reports and analyses. Before making any financial decision, always consult an experienced and knowledgeable professional (accountant, banker, financial planner, attorney, etc.).

[image: image190.png]






Page 1 / 2

