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1. Calculate Ratios
a. Liquidity Ratios
i. Current Ratio = Current Assets / Current Liabilities

40760 / 18000 = 2.264 





~ (2.3:1)

   Healthy (1:1) and (2:1)

ii. Acid test / Quick Ratio = (Current Assets – Inventories ) /  
                                               Current Liabilities 

(40760 – 18200) / 18000 = 1.25 



        ~ (1.25: 1) 

     Healthy (1:1)  

· Current ratio is above 2 :Hard time raising capital 
b. Productivity Ratios
i. Inventory turnover = COGS / Average inventory at average cost

21800 / 18100 = 1.20 




          ~ (1.2:1)

· Improve Collection and selling 

ii. Inventory turnover = Sales / Average inventory at retail price

iii. Collection period = Accounts receivable / Daily credit sales
c. Profitability Ratios
i. Gross margin = sales – COGS

178000 - 21800 = 156200
ii. Profit on sales = net profit before tax / sales 

11740 /178000 =0.066
iii. Expense ratio = Expense item / Sales

144460 / 178000 =0.81
iv. Return on Investment = Net profit before tax / owner’s equity

11740 /39160 = 0.30

· Higher the profit ratios the better the business is doing 

d. Debt to Equity Ratio
i. Total debt to equity = Total debt / owner’s equity

132160 / 39160 = 3.37                                                    ~ (3.37:1)
Acceptable Ratio (4: 1)

· Difficulties to meet long term debt payments

2. Recommendation About Problem Areas:
We should compare this company with the best performing company in its industry (Benchmarking). We can also compare to its industry as a whole. Industry standards are very important factors to give better recommendation. 
My recommendations are: 
From the Income statement:
1. Reduce operating expenses, Salaries is high to increase profit
2. Increase sales: Need well develop marketing plan to increase sales.

From Balance Sheet:

1. Collect the account receivable money more effectively.
2. Increase the amount of CASH on hand.

3. Vertical Analysis: 
Vertical analysis for Income Statement is in income statement document.

Vertical analysis for Balance Sheet is in Balance Sheet document.

4. Should they expand “yes” or “No”?
We need to consider industry standard. 

No, Should not expand their business. They have low sales and profit. They need cash on hand. They should also reduce long and short term liabilities. 
