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Current Forecasted

Year Year

Category

2006 2017

   1. Net Revenue $1,960,000 $6,433,067The trend in this category is positive.

   2. Cost of Revenue $745,000 $1,364,164The trend in this category is positive.

   3. Gross Profit $1,215,000 $4,908,903The trend in this category is positive.

   4. Total Operating Expenses $558,760 $1,001,376The trend in this category is positive.

   5. Operating Profit $656,240 $3,907,526The trend in this category is positive.

   6. Return on Ownership $670,368 $2,995,899The trend in this category is positive.

   7. Current Ratio 1.30 5.92The trend in this category is positive.

   8. Z-Score - Privately Held 1.35 2.26The trend in this category is positive.

Business Valuation Summary

Base Price Base Price + Intangible Assets Target Price

  9. Average Valuation $5,263,548 $5,395,548 $5,425,328

      Median Valuation $5,323,107 $5,455,107

      

Overall Rating: You meet or exceed all industry standards.

     NUMBER OF EVALUATION CATEGORIES CONSIDERED=  8

     NUMBER OF EVALUATION CATEGORIES THAT MAY NEED ASSISTANCE =

0

     PERCENTAGE OF EVALUATION CATEGORIES THAT MAY NEED ASSISTANCE =

0%

0% to 20% is Best

Comments

For

The ABC Company

February 10, 2009

TheExecutiveSummaryofyourbusinessyieldsanoverallpictureofitsfinancialhealth.Wehaveextracted,compiled,andenteredinto

ouranalysissystemallofthevitalinformationthatpertainstothisspecificbusinessandyieldedthissummary.Theprimaryobjectiveisto

zero in on all of the areas that might be detracting from the bottom line.



Knowledgeispower,andknowledgeofyourcompany'svalueistheultimatepowertool.Item9isthesummaryresultsofyourMarket 

Value Analysis. The Market Value Analysis uses the 6 standard methods endorsed by The American Society of Appraisers.
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Executive Summary

Current vs. Projected

   1. Net Revenue

   2. Cost of Revenue

   3. Gross Profit

   4. Total Operating Expenses

   5. Operating Profit

   6. Return on Ownership

The Executive Summary
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Summary Analysis

The Final Analysis Score is:

100%

     

Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Comments

1 2 3 4

Z Score: If Publicly Held 2.40                    2.94                  3.04              3.51              3.72               3.96                     4.17              4.37              4.55              4.73              4.89              5.04              Trend is Upward

(Higher is Better) If Z is less than 1.8 then the firm is classified as Failed.

Z Score: If Privately Held 1.35                    1.88                  1.62              1.88              1.94               2.01                     2.06              2.11              2.15              2.19              2.23              2.26              Trend is Upward

(Higher is Better) If Z is less than 1.23 then the firm is classified as Failed.

Z Score: Non-manufacturing 4.09                    5.26                  5.89              7.02              7.57               8.14                     8.66              9.12              9.54              9.92              10.27            10.60            Trend is Upward

(Higher is Better) If Z is less than 1.11 then the firm is classified as Failed.

Springate Analysis 1.25                    1.93                  1.82              2.42              2.60               2.84                     3.05              3.25              3.43              3.60              3.76              3.91              Trend is Upward

(Higher is Better) If Z is less than 0.862 then the firm is classified as Failed.

Logit Analysis 58.42% 46.56% 20.78% 8.28% 3.78% 1.56% 0.66% 0.29% 0.13% 0.06% 0.03% 0.01%Trend is Downward

(Lower is Better) If percentage is higher than 50% and trending higher-Not Good!

Breakeven Dollars $636,455 $593,738 $668,999 $618,603 $652,064 $672,105 $694,355 $718,161 $743,105 $768,905 $795,366 $822,347 Trend is Downward

Turnover of Total Operating Assets 158% 159% 120% 112% 106% 101% 98% 95% 92% 90% 89% 87%Trend is Downward

Net Sales to Net Worth 80.99% 109.19% 73.53% 75.13% 73.12% 71.09% 69.51% 68.24% 67.22% 66.35% 65.61% 64.98%Trend is Downward

Gross Margin on Net Sales 61.99% 65.15% 66.28% 71.44% 72.12% 73.52% 74.66% 75.62% 76.43% 77.12% 77.72% 78.25%Trend is Upward

Operating Income to Net Sales Ratio 33.48% 41.79% 41.85% 50.45% 51.92% 54.28% 56.22% 57.83% 59.20% 60.38% 61.40% 62.29%Trend is Upward

Earnings Per Share (EPS) Ratio $4.80 $7.53 $7.99 $11.62 $13.21 $15.30 $17.40 $19.49 $21.58 $23.67 $25.76 $27.85 Trend is Upward

Net Profit Margin 24.51% 30.12% 30.13% 36.25% 37.21% 38.84% 40.18% 41.30% 42.25% 43.07% 43.78% 44.40%Trend is Upward

Return on Total Assets 11.53% 18.39% 14.61% 18.83% 19.38% 20.25% 20.97% 21.57% 22.08% 22.52% 22.90% 23.23%Trend is Upward

Return on Net Worth 19.61% 32.45% 21.96% 27.03% 27.02% 27.44% 27.77% 28.04% 28.27% 28.45% 28.60% 28.73%Trend is Upward

FINANCIAL INDICATORS

Income Ratios

Profitability Ratios

The Summary Analysis

Flexakon uses "Data Funneling" to arrive at the Final Score. All of the worksheets in Flexakon contribute objective analyses. These results funnel to the Summary Analysis worksheet where they are further analyzed and assigned  individual scores. 

The total of all scores are common sized at 100%. The final score reflects the sum of positive scores.
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The Summary Analysis

[image: image5.emf]Acid Test (Quick Ratio) 0.87 0.97 1.37 1.88 2.09 2.39 2.67 2.94 3.20 3.45 3.69 3.91Trend is Upward

Current Ratio 1.30 1.61 2.20 2.81 3.20 3.64 4.06 4.47 4.86 5.23 5.58 5.92Trend is Upward

Average Collection Period Computations

Accounts Receivable $350,000 $460,500 $871,315 $1,382,454 $1,643,112 $1,993,930 $2,344,748 $2,695,565 $3,046,383 $3,397,201 $3,748,019 $4,098,837

Credit Sales $2,010,000 $2,560,000 $2,721,800 $3,285,454 $3,641,354 $4,040,170 $4,438,986 $4,837,803 $5,236,619 $5,635,435 $6,034,251 $6,433,067

Days Per Year 365 365 365 365 366 367 368 369 370 371 372 373

Credit sales per day $5,507 $7,014 $7,457 $9,001 $9,949 $11,009 $12,062 $13,111 $14,153 $15,190 $16,221 $17,247

Average Collection Period - Days 63.56 65.66 116.85 153.58 165.15 181.12 194.38 205.60 215.25 223.65 231.06 237.66

Average Collection Period Ratio 5.74 5.56 3.12 2.38 2.22 2.03 1.89 1.79 1.72 1.66 1.61 1.57Trend is Downward

Inventory Turnover 1.86 1.42 1.08 0.98 0.86 0.78 0.72 0.68 0.64 0.61 0.58 0.56Trend is Downward

Days Sales in AR 65.18 67.23 119.93 157.42 168.88 184.71 197.70 208.55 217.74 225.64 232.49 238.49Trend is Upward

Receivables Turnover 5.60 5.43 3.04 2.32 2.16 1.98 1.85 1.75 1.68 1.62 1.57 1.53Trend is Downward

Days Inventory 195.97 256.36 336.45 373.62 423.67 465.76 503.75 538.21 569.61 598.35 624.74 649.06Trend is Upward

Debt ratio 0.41 0.43 0.33 0.30 0.28 0.26 0.25 0.23 0.22 0.21 0.20 0.19Trend is Downward

Net Sales to Inventory 4.90 4.08 3.22 3.42 3.09 2.96 2.86 2.78 2.72 2.67 2.62 2.59Trend is Downward

Days Purchases in AP 293.96 258.87 259.80 255.39 242.87 235.34 228.54 222.38 216.76 211.62 206.90 202.54Trend is Downward

Working Capital $276,200 $586,450 $1,194,748 $1,818,973 $2,278,247 $2,801,909 $3,325,570 $3,849,232 $4,372,894 $4,896,555 $5,420,217 $5,943,879Trend is Upward

Net Sales to Working Capital 7.10 4.26 2.22 1.76 1.56 1.41 1.30 1.23 1.17 1.12 1.09 1.06Trend is Downward

Total Assets to Net Sales 2.13 1.64 2.06 1.93 1.92 1.92 1.92 1.92 1.91 1.91 1.91 1.91Trend is Downward

Net Sales to AR 5.60 5.43 3.04 2.32 2.16 1.98 1.85 1.75 1.68 1.62 1.57 1.53Trend is Downward

Net Sales to Net Fixed Assets 0.68 1.01 0.82 0.98 1.03 1.08 1.13 1.18 1.22 1.25 1.28 1.32Trend is Upward

Net Sales to Total Assets 0.47 0.61 0.48 0.52 0.52 0.52 0.52 0.52 0.52 0.52 0.52 0.52Trend is Upward

Amortization and Depreciation Expense to Net Sales 0.02 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01 0.01Trend is Downward

Gross Profit Percentage 61.99% 65.15% 66.28% 71.44% 72.12% 73.52% 74.66% 75.62% 76.43% 77.12% 77.72% 78.25%Trend is Upward

Operating Expenses as % of Net Sales 28.51% 23.35% 24.43% 20.99% 20.20% 19.23% 18.44% 17.78% 17.22% 16.74% 16.33% 15.96%Trend is Downward

Return on Net Sales 24.51% 30.12% 30.13% 36.25% 37.21% 38.84% 40.18% 41.30% 42.25% 43.07% 43.78% 44.40%Trend is Upward

Income before tax to Net Worth 28.01% 46.36% 31.37% 38.61% 38.60% 39.20% 39.67% 40.05% 40.38% 40.64% 40.86% 41.04%Trend is Upward

Income before tax to Total Assets 16.47% 26.28% 20.88% 26.90% 27.68% 28.93% 29.95% 30.81% 31.54% 32.17% 32.71% 33.19%Trend is Upward

Retained Earning to Net Income 291.44% 204.77% 210.91% 148.86% 141.70% 129.54% 120.48% 113.37% 107.49% 102.78% 98.83% 95.48%Trend is Downward

Times Interest Earned 42.23 64.27 66.21 93.49 103.43 116.58 129.06 140.89 152.15 162.85 173.05 182.78Trend is Upward

Interest Expense to Net Sales 0.01 0.01 0.01 0.01 0.01 0.00 0.00 0.00 0.00 0.00 0.00 0.00Trend is Downward

Current Liabilities to Net Worth 0.38 0.42 0.27 0.23 0.21 0.19 0.17 0.16 0.15 0.14 0.13 0.12Trend is Downward

Current Liabilities to Inventory 2.34 1.58 1.20 1.08 0.90 0.80 0.72 0.65 0.60 0.56 0.53 0.50Trend is Downward

AP to Net Sales 0.31 0.25 0.24 0.20 0.19 0.17 0.16 0.15 0.14 0.13 0.13 0.12Trend is Downward

Total Liabilities to Net Worth (Debt Ratio) 70.09% 76.44% 50.29% 43.56% 39.44% 35.52% 32.46% 30.01% 28.00% 26.32% 24.90% 23.67%Trend is Downward

Net Worth to Total Liabilities 1.43 1.31 1.99 2.30 2.54 2.82 3.08 3.33 3.57 3.80 4.02 4.22Trend is Upward

 Liquidity Ratios             

 Activity Ratios               

Other Key Ratios               
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The Summary Analysis
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CURRENT SALES ANNUALIZED $3,399,968

CURRENT COMPLETED PERIOD SALES $3,285,454

CURRENT PAYROLL $350,064

QUARTER/YEAR PAYROLL ONE YEAR AGO $313,647

SALES VOLUME REQUIRED, AT CURRENT PAYROLL LEVEL, TO PRODUCE PROFITS

EQUAL TO THE PREVIOUS YEAR PROFITS . . . . . . . . . . . . . . . . . . . $3,666,922

SALES DEFICIENCY = SALES REQUIRED MINUS CURRENT VOLUME

SALES DEFICIENCY IS--------------- ($266,954)

 

GROSS PAYROLL ALLOWABLE

UNDER PROJECTED CONDITIONS . . . . . . . . . . . . . . . . . . . . . $324,579

GROSS PAYROLL BURDEN IS------ ($25,485) -8.1%

Comments

THE NUMBER OF NEEDED EMPLOYEES ON THE PAYROLL . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -3.01 Under-staffed

Cash from operations 1st Qtr 2nd Qtr 3rd Qtr 4th Qtr 4 Periods

Net earnings (loss) $473,116 $667,479 $764,311 $1,272,087 $3,176,993

Add-depreciation and amortization $33,750 $35,208 $35,208 $35,208 $139,374

Net cash from operations   $506,866 $702,687 $799,519 $1,307,295 $3,316,367

Cash provided (used) by 

operating activities

Accounts Receivable ($294,384) ($177,534) ($49,907) ($182,023) ($703,848)

Inventory ($227,255) ($42,608) ($11,978) ($105,329) ($387,170)

Other current assets ($50,000) $14,910 ($31,230) $26,320 ($40,000)

Other non-current assets ($8,000) ($87,000) $115,000 ($18,000) $2,000

Accounts payable ($271,233) $0 $0 $0 ($271,233)

Current portion of long-term debt $0 $0 $0 $0 $0

Income taxes $145,764 $83,299 $41,499 $217,618 $488,180

Accrued expenses ($8,378) $22,488 $6,321 $23,056 $43,487

Other current liabilities ($4,000) $0 $0 $0 ($4,000)

Dividends paid $0 $0 $0 ($50,000) ($50,000)

Net cash from operations   ($717,486) ($186,445) $69,705 ($88,358) ($922,584)

Investment transactions

Increases (decreases)

Land  $12,500 $12,500 $12,500 $12,500 $50,000

Buildings and improvements ($50,000) $0 $0 $0 ($50,000)

Equipment $75,000 $0 $0 $0 $75,000

Intangible assets $0 $0 $0 $0 $0

Net cash from investments   $37,500 $12,500 $12,500 $12,500 $75,000

Financing transactions

Increases (decreases)

Short term notes payable ($50,000) $0 $0 $0 ($50,000)

Long term debt ($100,000) $0 $0 $0 ($100,000)

Deferred income ($10,000) $0 $0 $0 ($10,000)

Deferred income taxes ($3,000) $0 $0 $0 ($3,000)

Other long-term liabilities $40,000 ($50,000) $0 $0 ($10,000)

Capital stock and paid in capital $0 $0 $0 $0 $0

Net cash from financing   ($123,000) ($50,000) $0 $0 ($173,000)

Net increase (decrease) in cash   ($371,120) $453,742 $856,724 $1,206,437 $2,145,783

Cash at beginning of period   $451,000 $79,880 $533,622 $1,390,346 $451,000

Cash at the end of period   $79,880 $533,622 $1,390,346 $2,596,783 $2,596,783Trend is Upward

CASH FLOW ANALYSIS

PAYROLL ANALYSIS
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Income Statement

Manufacturer

Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Gross Sales $2,010,000 $2,560,000 $2,721,800 $3,285,454 $3,641,354 $4,040,170 $4,438,986 $4,837,803 $5,236,619 $5,635,435 $6,034,251 $6,433,067

Discounts/Allowances ($50,000) ($60,000) ($70,000) ($80,000) ($90,000) ($100,000) ($110,000) ($120,000) ($130,000) ($140,000) ($150,000) ($160,000)

Net Sales $1,960,000 $2,500,000 $2,651,800 $3,205,454 $3,551,354 $3,940,170 $4,328,986 $4,717,803 $5,106,619 $5,495,435 $5,884,251 $6,273,067

Direct Material Cost $320,000 $427,600 $431,238 $432,513 $488,132 $522,250 $556,367 $590,485 $624,603 $658,720 $692,838 $726,956

Direct Labor Cost $300,000 $315,000 $330,450 $346,364 $361,589 $377,043 $392,497 $407,951 $423,405 $438,859 $454,313 $469,767

Other Direct Costs $125,000 $128,750 $132,613 $136,591 $140,397 $144,261 $148,124 $151,988 $155,851 $159,715 $163,578 $167,442

Total Cost of Sales $745,000 $871,350 $894,301 $915,467 $990,118 $1,043,553 $1,096,988 $1,150,423 $1,203,859 $1,257,294 $1,310,729 $1,364,164

Gross Profit $1,215,000 $1,628,650 $1,757,500 $2,289,987 $2,561,236 $2,896,617 $3,231,998 $3,567,379 $3,902,760 $4,238,141 $4,573,522 $4,908,903

Expenses

Fixed Expenses 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Executive Salaries $190,000 $191,000 $195,000 $195,000 $197,500 $199,400 $201,300 $203,200 $205,100 $207,000 $208,900 $210,800

Advertising $50,000 $51,500 $53,045 $54,636 $56,159 $57,704 $59,250 $60,795 $62,340 $63,886 $65,431 $66,977

Auto & Truck Expenses $30,000 $30,900 $31,827 $32,782 $33,695 $34,623 $35,550 $36,477 $37,404 $38,332 $39,259 $40,186

Depreciation $5,000 $5,150 $45,305 $50,464 $70,616 $88,270 $105,925 $123,580 $141,234 $158,889 $176,543 $194,198

Employee Benefits $3,000 $3,090 $3,183 $3,278 $3,370 $3,462 $3,555 $3,648 $3,740 $3,833 $3,926 $4,019

Home Office Business Expenses $1,000 $1,030 $1,061 $1,093 $1,123 $1,154 $1,185 $1,216 $1,247 $1,278 $1,309 $1,340

Insurance $3,906 $3,754 $4,010 $3,994 $4,046 $4,098 $4,150 $4,202 $4,254 $4,306 $4,358 $4,410

Bank Charges $2,133 $2,197 $2,263 $2,331 $2,396 $2,462 $2,528 $2,594 $2,659 $2,725 $2,791 $2,857

Legal & Professional Services $1,000 $1,330 $1,670 $2,020 $2,355 $2,695 $3,035 $3,375 $3,715 $4,055 $4,395 $4,735

Meals & Entertainment $4,000 $4,120 $4,244 $4,371 $4,493 $4,616 $4,740 $4,864 $4,987 $5,111 $5,235 $5,358

Office Expense $6,000 $6,180 $6,365 $6,556 $6,739 $6,925 $7,110 $7,295 $7,481 $7,666 $7,852 $8,037

Retirement Plans $1,000 $1,030 $1,061 $1,093 $1,123 $1,154 $1,185 $1,216 $1,247 $1,278 $1,309 $1,340

Rent - Equipment $3,000 $3,090 $3,183 $3,278 $3,370 $3,462 $3,555 $3,648 $3,740 $3,833 $3,926 $4,019

Rent - Office & Business Property $8,750 $9,110 $9,544 $9,929 $10,326 $10,723 $11,120 $11,517 $11,914 $12,311 $12,708 $13,105

Repairs $1,000 $1,030 $1,061 $1,093 $1,123 $1,154 $1,185 $1,216 $1,247 $1,278 $1,309 $1,340

Supplies $1,000 $1,030 $1,061 $1,093 $1,123 $1,154 $1,185 $1,216 $1,247 $1,278 $1,309 $1,340

Taxes - Business & Payroll $1,000 $1,030 $1,061 $1,093 $1,123 $1,154 $1,185 $1,216 $1,247 $1,278 $1,309 $1,340

Travel $6,230 $6,120 $6,010 $5,900 $5,790 $5,680 $5,570 $5,460 $5,350 $5,240 $5,130 $5,020

Utilities $11,974 $12,374 $14,186 $16,974 $18,080 $19,761 $21,442 $23,124 $24,805 $26,486 $28,167 $29,848

Other Expenses $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Total Fixed Expenses $329,993 $335,065 $385,138 $396,977 $424,549 $449,651 $474,754 $499,856 $524,959 $550,061 $575,163 $600,266

Forecast Analysis - Regression Analysis Based On 4 Periods
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Forecast Analysis - Regression Analysis Based On 4 Periods
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Office salaries $90,000 $102,700 $112,368 $118,647 $129,831 $139,392 $148,953 $158,514 $168,075 $177,636 $187,196 $196,757

Employee benefits $43,000 $46,875 $47,970 $51,249 $53,734 $56,318 $58,902 $61,487 $64,071 $66,655 $69,239 $71,823

Payroll taxes $18,000 $18,540 $19,096 $19,669 $20,217 $20,774 $21,330 $21,886 $22,443 $22,999 $23,555 $24,112

Sales and Marketing $14,000 $14,420 $14,853 $15,298 $15,724 $16,157 $16,590 $17,023 $17,455 $17,888 $18,321 $18,753

Telephone and telegraph $6,000 $6,180 $6,365 $6,556 $6,739 $6,925 $7,110 $7,295 $7,481 $7,666 $7,852 $8,037

Stationary and office supplies $2,110 $2,680 $3,005 $3,493 $3,941 $4,388 $4,836 $5,283 $5,731 $6,178 $6,626 $7,073

Bad debts $100 $103 $106 $109 $112 $115 $118 $122 $125 $128 $131 $134

Postage $5,557 $5,724 $5,895 $6,072 $6,241 $6,413 $6,585 $6,757 $6,929 $7,100 $7,272 $7,444

Contributions $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Add Item $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Add Item $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Add Item $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Add Item $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Add Item $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Miscellaneous $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Total Variable Expenses $178,767 $197,222 $209,659 $221,095 $236,540 $250,482 $264,424 $278,366 $292,308 $306,250 $320,192 $334,134

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Operating expenses $508,760 $532,287 $594,797 $618,071 $661,089 $700,134 $739,178 $778,222 $817,267 $856,311 $895,355 $934,400

Interest $16,250 $16,738 $17,240 $17,757 $18,252 $18,754 $19,256 $19,758 $20,261 $20,763 $21,265 $21,767

Depreciation $32,500 $33,475 $34,479 $35,514 $36,503 $37,508 $38,512 $39,517 $40,521 $41,526 $42,530 $43,535

Amortization $1,250 $1,288 $1,326 $1,366 $1,404 $1,443 $1,481 $1,520 $1,559 $1,597 $1,636 $1,674

Other $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Total expenses   $558,760 $583,787 $647,842 $672,707 $717,248 $757,838 $798,428 $839,018 $879,607 $920,197 $960,787 $1,001,376

Operating income   $656,240 $1,044,863 $1,109,658 $1,617,279 $1,843,988 $2,138,779 $2,433,570 $2,728,362 $3,023,153 $3,317,944 $3,612,735 $3,907,526

Other income and expenses 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Gain (loss) on sale of assets $10,000 $10,300 $10,609 $10,927 $11,232 $11,541 $11,850 $12,159 $12,468 $12,777 $13,086 $13,395

Other (net) $20,000 $20,600 $21,218 $31,855 $32,464 $36,082 $39,700 $43,318 $46,936 $50,554 $54,173 $57,791

Subtotal   $30,000 $30,900 $31,827 $42,782 $43,695 $47,623 $51,550 $55,477 $59,404 $63,332 $67,259 $71,186

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Income before tax   $686,240 $1,075,763 $1,141,485 $1,660,061 $1,887,683 $2,186,402 $2,485,120 $2,783,839 $3,082,557 $3,381,276 $3,679,994 $3,978,712

Income taxes $205,872 $322,729 $342,445 $498,018 $566,305 $655,921 $745,536 $835,152 $924,767 $1,014,383 $1,103,998 $1,193,614

Net income   $480,368 $753,034 $799,039 $1,162,043 $1,321,378 $1,530,481 $1,739,584 $1,948,687 $2,157,790 $2,366,893 $2,575,996 $2,785,099

Return On Ownership $670,368 $944,034 $994,039 $1,357,043 $1,518,878 $1,729,881 $1,940,884 $2,151,887 $2,362,890 $2,573,893 $2,784,896 $2,995,899
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ASSETS Year Year Year Year Year Year Year Year Year Year Year Year

Current Assets 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Cash and cash equivalents $451,000 $464,530 $478,466 $492,820 $506,553 $520,492 $534,432 $548,371 $562,311 $576,251 $590,190 $604,130

Accounts receivable $350,000 $460,500 $871,315 $1,382,454 $1,643,112 $1,993,930 $2,344,748 $2,695,565 $3,046,383 $3,397,201 $3,748,019 $4,098,837

Notes receivable $1,200 $3,200 $3,000 $3,400 $4,300 $4,940 $5,580 $6,220 $6,860 $7,500 $8,140 $8,780

Inventory $400,000 $612,000 $824,360 $937,091 $1,149,271 $1,331,634 $1,513,997 $1,696,361 $1,878,724 $2,061,087 $2,243,450 $2,425,813

Other current assets $10,000 $10,300 $10,609 $10,927 $11,232 $11,541 $11,850 $12,159 $12,468 $12,777 $13,086 $13,395

Total Current Assets   $1,212,200 $1,550,530 $2,187,750 $2,826,692 $3,314,467 $3,862,537 $4,410,607 $4,958,676 $5,506,746 $6,054,816 $6,602,886 $7,150,955

Fixed Assets 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Land $1,000,000 $1,030,000 $1,106,090 $1,109,273 $1,162,318 $1,202,709 $1,243,099 $1,283,490 $1,323,881 $1,364,272 $1,404,663 $1,445,053

Buildings $1,500,000 $1,045,000 $1,591,350 $1,739,091 $1,784,766 $1,911,128 $2,037,490 $2,163,852 $2,290,214 $2,416,576 $2,542,938 $2,669,301

Equipment $800,000 $824,000 $948,720 $874,182 $948,542 $983,268 $1,017,995 $1,052,721 $1,087,448 $1,122,174 $1,156,900 $1,191,627

Subtotal   $3,300,000 $2,899,000 $3,646,160 $3,722,545 $3,895,625 $4,097,104 $4,298,584 $4,500,063 $4,701,543 $4,903,022 $5,104,501 $5,305,981

Less-accumulated depreciation $400,000 $412,000 $424,360 $437,091 $449,271 $461,634 $473,997 $486,361 $498,724 $511,087 $523,450 $535,813

Total Fixed Assets   $2,900,000 $2,487,000 $3,221,800 $3,285,454 $3,446,354 $3,635,470 $3,824,586 $4,013,703 $4,202,819 $4,391,935 $4,581,051 $4,770,167

Intangible Assets 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Cost $50,000 $51,500 $53,045 $54,636 $56,159 $57,704 $59,250 $60,795 $62,340 $63,886 $65,431 $66,977

Less-accumulated amortization $20,000 $20,600 $21,218 $21,855 $22,464 $23,082 $23,700 $24,318 $24,936 $25,554 $26,173 $26,791

Total Intangible Assets   $30,000 $30,900 $31,827 $32,782 $33,695 $34,623 $35,550 $36,477 $37,404 $38,332 $39,259 $40,186

Other assets $25,000 $25,750 $26,523 $27,318 $28,079 $28,852 $29,625 $30,398 $31,170 $31,943 $32,716 $33,488

Total Assets   $4,167,200 $4,094,180 $5,467,899 $6,172,246 $6,822,596 $7,561,481 $8,300,367 $9,039,253 $9,778,138 $10,517,024 $11,255,910 $11,994,795

Balance Sheet

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Accounts payable $600,000 $618,000 $636,540 $640,563 $658,833 $672,856 $686,879 $700,902 $714,925 $728,948 $742,970 $756,993

Notes payable $100,000 $103,000 $106,090 $109,273 $112,318 $115,409 $118,499 $121,590 $124,681 $127,772 $130,863 $133,953

Current portion of long-term debt $100,000 $103,000 $106,090 $109,273 $112,318 $115,454 $118,568 $121,659 $124,784 $127,886 $130,994 $134,090

Income taxes $30,000 $30,900 $31,827 $32,782 $33,695 $34,636 $35,570 $36,498 $37,435 $38,366 $39,298 $40,227

Accrued expenses $90,000 $92,700 $95,481 $98,345 $101,086 $103,868 $106,649 $109,431 $112,213 $114,995 $117,776 $120,558

Other current liabilities $16,000 $16,480 $16,974 $17,484 $17,971 $18,465 $18,960 $19,454 $19,949 $20,443 $20,938 $21,433

Total Current Liabilities   $936,000 $964,080 $993,002 $1,007,719 $1,036,220 $1,060,628 $1,085,037 $1,109,445 $1,133,853 $1,158,261 $1,182,669 $1,207,077

Non-Current Liabilities 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Long-term debt $601,200 $624,200 $645,630 $668,308 $690,523 $712,799 $735,074 $757,350 $779,625 $801,901 $824,176 $846,451

Deferred income $100,000 $103,000 $106,090 $109,273 $112,318 $115,409 $118,499 $121,590 $124,681 $127,772 $130,863 $133,953

Deferred income taxes $30,000 $30,900 $31,827 $32,782 $33,695 $34,623 $35,550 $36,477 $37,404 $38,332 $39,259 $40,186

Other long-term liabilities $50,000 $51,500 $53,045 $54,636 $56,159 $57,704 $59,250 $60,795 $62,340 $63,886 $65,431 $66,977

Sub-total $781,200 $809,600 $836,592 $864,999 $892,695 $920,534 $948,373 $976,212 $1,004,051 $1,031,890 $1,059,729 $1,087,567

Total Liabilities   $1,717,200 $1,773,680 $1,829,594 $1,872,718 $1,928,916 $1,981,162 $2,033,409 $2,085,656 $2,137,903 $2,190,150 $2,242,397 $2,294,644

Stockholders' Equity 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Capital stock issued $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000

Additional paid in capital $950,000 $678,500 $1,853,045 $2,469,710 $2,921,233 $3,494,600 $4,067,968 $4,641,335 $5,214,703 $5,788,070 $6,361,438 $6,934,805

Retained earnings $1,400,000 $1,542,000 $1,685,260 $1,729,818 $1,872,448 $1,985,719 $2,098,990 $2,212,262 $2,325,533 $2,438,805 $2,552,076 $2,665,347

Total Stockholders' Equity $2,450,000 $2,320,500 $3,638,305 $4,299,528 $4,893,680 $5,580,319 $6,266,958 $6,953,597 $7,640,236 $8,326,875 $9,013,513 $9,700,152

Total Liabilities and Equity   $4,167,200 $4,094,180 $5,467,899 $6,172,246 $6,822,596 $7,561,481 $8,300,367 $9,039,253 $9,778,138 $10,517,024 $11,255,910 $11,994,795

Altman Z-Score Analysis 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Publicly Held Firm 2.40 2.94 3.04 3.51 3.72 3.96 4.17 4.37 4.55 4.73 4.89 5.04

Privately Held Firm 1.35 1.88 1.62 1.88 1.94 2.01 2.06 2.11 2.15 2.19 2.23 2.26

Service, Retail, Wholesale 4.09 5.26 5.89 7.02 7.57 8.14 8.66 9.12 9.54 9.92 10.27 10.60
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*EBIT is Earnings Before Interest and Taxes

**Ownership is the Total Reward for being the owner=Owner Salary + Bonus + Net Income + Other

Year Year Year Year Year Year Year Year Year Year Year Year Trend

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 ASSESSMENT

Income Statement

Net Sales $1,960,000 $2,500,000 $2,651,800 $3,205,454 $3,551,354 $3,940,170 $4,328,986 $4,717,803 $5,106,619 $5,495,435 $5,884,251 $6,273,067 Upward

Cost of Goods Sold $745,000 $871,350 $894,301 $915,467 $990,118 $1,043,553 $1,096,988 $1,150,423 $1,203,859 $1,257,294 $1,310,729 $1,364,164 Upward

Gross Profit (Margin) $1,215,000 $1,628,650 $1,757,500 $2,289,987 $2,561,236 $2,896,617 $3,231,998 $3,567,379 $3,902,760 $4,238,141 $4,573,522 $4,908,903 Upward

G&A $178,767 $197,222 $209,659 $221,095 $236,540 $250,482 $264,424 $278,366 $292,308 $306,250 $320,192 $334,134 Upward

Total Operating Expenses $558,760 $583,787 $647,842 $672,707 $717,248 $757,838 $798,428 $839,018 $879,607 $920,197 $960,787 $1,001,376 Upward

EBIT* $686,240 $1,075,763 $1,141,485 $1,660,061 $1,887,683 $2,186,402 $2,485,120 $2,783,839 $3,082,557 $3,381,276 $3,679,994 $3,978,712 Upward

Net Income After $480,368 $753,034 $799,039 $1,162,043 $1,321,378 $1,530,481 $1,739,584 $1,948,687 $2,157,790 $2,366,893 $2,575,996 $2,785,099 Upward

Ownership** $670,368 $944,034 $994,039 $1,357,043 $1,518,878 $1,729,881 $1,940,884 $2,151,887 $2,362,890 $2,573,893 $2,784,896 $2,995,899 Upward

Balance Sheet

Current Assets $1,212,200 $1,550,530 $2,187,750 $2,826,692 $3,314,467 $3,862,537 $4,410,607 $4,958,676 $5,506,746 $6,054,816 $6,602,886 $7,150,955 Upward

Inventory $400,000 $612,000 $824,360 $937,091 $1,149,271 $1,331,634 $1,513,997 $1,696,361 $1,878,724 $2,061,087 $2,243,450 $2,425,813 Upward

Other Assets $10,000 $10,300 $10,609 $10,927 $11,232 $11,541 $11,850 $12,159 $12,468 $12,777 $13,086 $13,395 Upward

Total Assets $4,167,200 $4,094,180 $5,467,899 $6,172,246 $6,819,517 $7,558,380 $8,297,265 $9,036,174 $9,771,969 $10,510,832 $11,249,718 $11,988,627 Upward

Current Liabilities $936,000 $964,080 $993,002 $1,007,719 $1,036,220 $1,060,628 $1,085,037 $1,109,445 $1,133,853 $1,158,261 $1,182,669 $1,207,077 Upward

Non-current Liabilities $781,200 $809,600 $836,592 $864,999 $892,695 $920,534 $948,373 $976,212 $1,004,051 $1,031,890 $1,059,729 $1,087,567 Upward

Total Liabilities $1,717,200 $1,773,680 $1,829,594 $1,872,718 $1,928,916 $1,981,162 $2,033,409 $2,085,656 $2,137,903 $2,190,150 $2,242,397 $2,294,644 Upward

Equity $2,450,000 $2,320,500 $3,638,305 $4,299,528 $4,890,601 $5,577,217 $6,263,856 $6,950,518 $7,634,066 $8,320,682 $9,007,320 $9,693,983 Upward

Breakeven

Break-Even $636,455 $593,738 $668,999 $618,603 $652,064 $672,105 $694,355 $718,161 $743,105 $768,905 $795,366 $822,347 Upward

B/E % 32.47% 23.75% 25.23% 19.30% 18.36% 17.06% 16.04% 15.22% 14.55% 13.99% 13.52% 13.11% Downward

DAY  OF B/E 119 87 92 70 67 62 59 56 53 51 49 48 Downward

DATE OF B/E Apr 27 Mar 26 Apr 01 Mar 10 Mar 07 Mar 02 Feb 27 Feb 24 Feb 22 Feb 20 Feb 18 Feb 16 Downward

Key Ratios

Current Ratio 1.30 1.61 2.20 2.81 3.20 3.64 4.06 4.47 4.86 5.23 5.58 5.92 Upward

Quick Ratio 0.87 0.97 1.37 1.88 2.09 2.39 2.67 2.94 3.20 3.45 3.69 3.91 Upward

Debt Ratio 0.41 0.43 0.33 0.30 0.28 0.26 0.25 0.23 0.22 0.21 0.20 0.19 Downward

Asset Turnover 0.47 0.61 0.48 0.52 0.52 0.52 0.52 0.52 0.52 0.52 0.52 0.52 Upward

Net Income/Sales 0.25 0.30 0.30 0.36 0.37 0.39 0.40 0.41 0.42 0.43 0.44 0.44 Upward

Debt/Equity 0.70 0.76 0.50 0.44 0.39 0.36 0.32 0.30 0.28 0.26 0.25 0.24 Downward

Return on Assets 0.15 0.24 0.18 0.23 0.23 0.24 0.24 0.25 0.25 0.25 0.26 0.26 Upward

Working Capital $276,200 $586,450 $1,194,748 $1,818,973 $2,278,247 $2,801,909 $3,325,570 $3,849,232 $4,372,894 $4,896,555 $5,420,217 $5,943,879 Upward

Sales/Working Capital 7.10 4.26 2.22 1.76 1.56 1.41 1.30 1.23 1.17 1.12 1.09 1.06 Downward

Market Value

Book Market Value $2,450,000 $2,320,500 $3,638,305 $4,299,528 $4,890,601 $5,577,218 $6,263,856 $6,950,518 $7,634,066 $8,320,682 $9,007,321 $9,693,983 Upward

Plus Ownership** $3,120,368 $3,264,534 $4,632,344 $5,656,570 $6,409,480 $7,307,099 $8,204,740 $9,102,405 $9,996,956 $10,894,575 $11,792,217 $12,689,882 Upward

Altman Z-Score Analysis

Publicly Held Firm 2.40 2.94 3.04 3.51 3.72 3.96 4.17 4.37 4.55 4.73 4.89 5.04 Upward

Privately Held Firm 1.35 1.88 1.62 1.88 1.94 2.01 2.06 2.11 2.15 2.19 2.23 2.26 Upward

Non-Manufacturing 4.09 5.26 5.89 7.02 7.57 8.14 8.66 9.12 9.54 9.92 10.27 10.60 Upward

*EBIT is Earnings Before Interest and Taxes

**Ownership is the Total Reward for being the owner=Owner Salary + Bonus + Net Income + Other
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Comparative Income Statement

Income Details

$ % $ % $ % $ % $ % $ % $ % $ % $ % $ % $ % $ %

Gross Sales $2,010,000 102.55% $2,560,000 102.40% $2,721,800 102.64% $3,285,454 100.00% $3,641,354 100.00% $4,040,170 100.00% $4,438,986 100.00% $4,837,803 100.00% $5,236,619 100.00% $5,635,435 100.00% $6,034,251 100.00% $6,433,067 100.00%

Discounts/Allowances ($50,000) -2.55% ($60,000) -2.40% ($70,000) -2.64% ($80,000) -2.43% ($90,000) -2.47% ($100,000) -2.48% ($110,000) -2.48% ($120,000) -2.48% ($130,000) -2.48% ($140,000) -2.48% ($150,000) -2.49% ($160,000) -2.49%

Net Sales $1,960,000 100.00% $2,500,000 100.00% $2,651,800 100.00% $3,205,454 97.57% $3,551,354 97.53% $3,940,170 97.52% $4,328,986 97.52% $4,717,803 97.52% $5,106,619 97.52% $5,495,435 97.52% $5,884,251 97.51% $6,273,067 97.51%

Direct Material Cost $320,000 16.33% $427,600 17.10% $431,238 16.26% $432,513 13.49% $488,132 13.41% $522,250 12.93% $556,367 12.53% $590,485 12.21% $624,603 11.93% $658,721 11.69% $692,838 11.48% $726,956 11.30%

Direct Labor Cost $300,000 15.31% $315,000 12.60% $330,450 12.46% $346,364 10.81% $361,589 9.93% $377,043 9.33% $392,497 8.84% $407,951 8.43% $423,405 8.09% $438,859 7.79% $454,313 7.53% $469,767 7.30%

Other Direct Costs $125,000 6.38% $128,750 5.15% $132,613 5.00% $136,591 4.26% $140,397 3.86% $144,261 3.57% $148,124 3.34% $151,988 3.14% $155,851 2.98% $159,715 2.83% $163,578 2.71% $167,442 2.60%

Total Cost of Sales $745,000 38.01% $871,350 34.85% $894,301 33.72% $915,467 28.56% $990,118 27.19% $1,043,553 25.83% $1,096,988 24.71% $1,150,423 23.78% $1,203,859 22.99% $1,257,294 22.31% $1,310,729 21.72% $1,364,164 21.21%

Gross Profit $1,215,000 61.99% $1,628,650 65.15% $1,757,500 66.28% $2,289,987 71.44% $2,561,236 70.34% $2,896,617 71.70% $3,231,998 72.81% $3,567,379 73.74% $3,902,760 74.53% $4,238,141 75.21% $4,573,522 75.79% $4,908,903 76.31%

Expenses

Fixed Expenses

Executive Salaries $190,000 9.69% $191,000 7.64% $195,000 7.35% $195,000 6.08% $197,500 5.42% $199,400 4.94% $201,300 4.53% $203,200 4.20% $205,100 3.92% $207,000 3.67% $208,900 3.46% $210,800 3.28%

Advertising $50,000 2.55% $51,500 2.06% $53,045 2.00% $54,636 1.70% $56,159 1.54% $57,704 1.43% $59,250 1.33% $60,795 1.26% $62,340 1.19% $63,886 1.13% $65,431 1.08% $66,977 1.04%

Auto & Truck Expenses $30,000 1.53% $30,900 1.24% $31,827 1.20% $32,782 1.02% $33,695 0.93% $34,623 0.86% $35,550 0.80% $36,477 0.75% $37,404 0.71% $38,332 0.68% $39,259 0.65% $40,186 0.62%

Depreciation $5,000 0.26% $5,150 0.21% $45,305 1.71% $50,464 1.57% $70,616 1.94% $88,270 2.18% $105,925 2.39% $123,580 2.55% $141,234 2.70% $158,889 2.82% $176,543 2.93% $194,198 3.02%

Employee Benefits $3,000 0.15% $3,090 0.12% $3,183 0.12% $3,278 0.10% $3,370 0.09% $3,462 0.09% $3,555 0.08% $3,648 0.08% $3,740 0.07% $3,833 0.07% $3,926 0.07% $4,019 0.06%

Home Office Business Expenses $1,000 0.05% $1,030 0.04% $1,061 0.04% $1,093 0.03% $1,123 0.03% $1,154 0.03% $1,185 0.03% $1,216 0.03% $1,247 0.02% $1,278 0.02% $1,309 0.02% $1,340 0.02%

Insurance $3,906 0.20% $3,754 0.15% $4,010 0.15% $3,994 0.12% $4,046 0.11% $4,098 0.10% $4,150 0.09% $4,202 0.09% $4,254 0.08% $4,306 0.08% $4,358 0.07% $4,410 0.07%

Bank Charges $2,133 0.11% $2,197 0.09% $2,263 0.09% $2,331 0.07% $2,396 0.07% $2,462 0.06% $2,528 0.06% $2,594 0.05% $2,659 0.05% $2,725 0.05% $2,791 0.05% $2,857 0.04%

Legal & Professional Services $1,000 0.05% $1,330 0.05% $1,670 0.06% $2,020 0.06% $2,355 0.06% $2,695 0.07% $3,035 0.07% $3,375 0.07% $3,715 0.07% $4,055 0.07% $4,395 0.07% $4,735 0.07%

Meals & Entertainment $4,000 0.20% $4,120 0.16% $4,244 0.16% $4,371 0.14% $4,493 0.12% $4,616 0.11% $4,740 0.11% $4,864 0.10% $4,987 0.10% $5,111 0.09% $5,235 0.09% $5,358 0.08%

Office Expense $6,000 0.31% $6,180 0.25% $6,365 0.24% $6,556 0.20% $6,739 0.19% $6,925 0.17% $7,110 0.16% $7,295 0.15% $7,481 0.14% $7,666 0.14% $7,852 0.13% $8,037 0.12%

Retirement Plans $1,000 0.05% $1,030 0.04% $1,061 0.04% $1,093 0.03% $1,123 0.03% $1,154 0.03% $1,185 0.03% $1,216 0.03% $1,247 0.02% $1,278 0.02% $1,309 0.02% $1,340 0.02%

Rent - Equipment $3,000 0.15% $3,090 0.12% $3,183 0.12% $3,278 0.10% $3,370 0.09% $3,462 0.09% $3,555 0.08% $3,648 0.08% $3,740 0.07% $3,833 0.07% $3,926 0.07% $4,019 0.06%

Rent - Office & Business Property $8,750 0.45% $9,110 0.36% $9,544 0.36% $9,929 0.31% $10,326 0.28% $10,723 0.27% $11,120 0.25% $11,517 0.24% $11,914 0.23% $12,311 0.22% $12,708 0.21% $13,105 0.20%

Repairs $1,000 0.05% $1,030 0.04% $1,061 0.04% $1,093 0.03% $1,123 0.03% $1,154 0.03% $1,185 0.03% $1,216 0.03% $1,247 0.02% $1,278 0.02% $1,309 0.02% $1,340 0.02%

Supplies $1,000 0.05% $1,030 0.04% $1,061 0.04% $1,093 0.03% $1,123 0.03% $1,154 0.03% $1,185 0.03% $1,216 0.03% $1,247 0.02% $1,278 0.02% $1,309 0.02% $1,340 0.02%

Taxes - Business & Payroll $1,000 0.05% $1,030 0.04% $1,061 0.04% $1,093 0.03% $1,123 0.03% $1,154 0.03% $1,185 0.03% $1,216 0.03% $1,247 0.02% $1,278 0.02% $1,309 0.02% $1,340 0.02%

Travel $6,230 0.32% $6,120 0.24% $6,010 0.23% $5,900 0.18% $5,790 0.16% $5,680 0.14% $5,570 0.13% $5,460 0.11% $5,350 0.10% $5,240 0.09% $5,130 0.09% $5,020 0.08%

Utilities $11,974 0.61% $12,374 0.49% $14,186 0.53% $16,974 0.53% $18,080 0.50% $19,761 0.49% $21,442 0.48% $23,124 0.48% $24,805 0.47% $26,486 0.47% $28,167 0.47% $29,848 0.46%

Other Expenses $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Total Fixed Expenses $329,993 16.84% $335,065 13.40% $385,138 14.52% $396,977 12.38% $424,549 11.66% $449,651 11.13% $474,754 10.70% $499,856 10.33% $524,959 10.02% $550,061 9.76% $575,163 9.53% $600,266 9.33%

2016 2017

Year Year

2014 2015

Year Year Year

2013 2010

Year

2011 2012

Year Year

2009

Year

2006

Year Year Year

2007 2008

Sales Revenue Cost of Sales Gross Profit Fixed Expenses

Other Expenses Income Before Tax Income Taxes Net Income (Loss)
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Office salaries $90,000 4.59% $102,700 4.11% $112,368 4.24% $118,647 3.70% $129,831 3.57% $139,392 3.45% $148,953 3.36% $158,514 3.28% $168,075 3.21% $177,636 3.15% $187,196 3.10% $196,757 3.06%

Employee benefits $43,000 2.19% $46,875 1.88% $47,970 1.81% $51,249 1.60% $53,734 1.48% $56,318 1.39% $58,902 1.33% $61,487 1.27% $64,071 1.22% $66,655 1.18% $69,239 1.15% $71,823 1.12%

Payroll taxes $18,000 0.92% $18,540 0.74% $19,096 0.72% $19,669 0.61% $20,217 0.56% $20,774 0.51% $21,330 0.48% $21,886 0.45% $22,443 0.43% $22,999 0.41% $23,555 0.39% $24,112 0.37%

Sales and Marketing $14,000 0.71% $14,420 0.58% $14,853 0.56% $15,298 0.48% $15,724 0.43% $16,157 0.40% $16,590 0.37% $17,023 0.35% $17,455 0.33% $17,888 0.32% $18,321 0.30% $18,753 0.29%

Telephone and telegraph $6,000 0.31% $6,180 0.25% $6,365 0.24% $6,556 0.20% $6,739 0.19% $6,925 0.17% $7,110 0.16% $7,295 0.15% $7,481 0.14% $7,666 0.14% $7,852 0.13% $8,037 0.12%

Stationary and office supplies $2,110 0.11% $2,680 0.11% $3,005 0.11% $3,493 0.11% $3,941 0.11% $4,388 0.11% $4,836 0.11% $5,283 0.11% $5,731 0.11% $6,178 0.11% $6,626 0.11% $7,073 0.11%

Bad debts $100 0.01% $103 0.00% $106 0.00% $109 0.00% $112 0.00% $115 0.00% $118 0.00% $122 0.00% $125 0.00% $128 0.00% $131 0.00% $134 0.00%

Postage $5,557 0.28% $5,724 0.23% $5,895 0.22% $6,072 0.19% $6,241 0.17% $6,413 0.16% $6,585 0.15% $6,757 0.14% $6,929 0.13% $7,100 0.13% $7,272 0.12% $7,444 0.12%

Contributions $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Add Item $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Add Item $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Add Item $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Add Item $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Add Item $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Total Variable Expenses $178,767 9.12% $197,222 7.89% $209,659 7.91% $221,095 6.90% $236,540 6.50% $250,482 6.20% $264,424 5.96% $278,366 5.75% $292,308 5.58% $306,250 5.43% $320,192 5.31% $334,134 5.19%

Operating expenses

$508,760 25.96% $532,287 21.29% $594,797 22.43% $618,071 19.28% $661,089 18.16% $700,134 17.33% $739,178 16.65% $778,222 16.09% $817,267 15.61% $856,311 15.20% $895,355 14.84% $934,400 14.52%

Interest $16,250 0.83% $16,738 0.67% $17,240 0.65% $17,757 0.55% $18,252 0.50% $18,754 0.46% $19,256 0.43% $19,758 0.41% $20,261 0.39% $20,763 0.37% $21,265 0.35% $21,767 0.34%

Depreciation $32,500 1.66% $33,475 1.34% $34,479 1.30% $35,514 1.11% $36,503 1.00% $37,508 0.93% $38,512 0.87% $39,517 0.82% $40,521 0.77% $41,526 0.74% $42,530 0.70% $43,535 0.68%

Amortization $1,250 0.06% $1,288 0.05% $1,326 0.05% $1,366 0.04% $1,404 0.04% $1,443 0.04% $1,481 0.03% $1,520 0.03% $1,559 0.03% $1,597 0.03% $1,636 0.03% $1,674 0.03%

Other $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Total expenses   $558,760 28.51% $583,787 23.35% $647,842 24.43% $672,707 20.99% $717,248 19.70% $757,838 18.76% $798,428 17.99% $839,018 17.34% $879,607 16.80% $920,197 16.33% $960,787 15.92% $1,001,376 15.57%

Operating income   $656,240 33.48% $1,044,863 41.79% $1,109,658 41.85% $1,617,279 50.45% $1,843,988 50.64% $2,138,779 52.94% $2,433,570 54.82% $2,728,362 56.40% $3,023,153 57.73% $3,317,944 58.88% $3,612,735 59.87% $3,907,526 60.74%

Other income and expenses

Gain (loss) on sale of assets $10,000 0.51% $10,300 0.41% $10,609 0.40% $10,927 0.34% $11,232 0.31% $11,541 0.29% $11,850 0.27% $12,159 0.25% $12,468 0.24% $12,777 0.23% $13,086 0.22% $13,395 0.21%

Other (net) $20,000 1.02% $20,600 0.82% $21,218 0.80% $31,855 0.99% $32,464 0.89% $36,082 0.89% $39,700 0.89% $43,318 0.90% $46,936 0.90% $50,554 0.90% $54,173 0.90% $57,791 0.90%

Subtotal   $30,000 1.53% $30,900 1.24% $31,827 1.20% $42,782 1.33% $43,695 1.20% $47,623 1.18% $51,550 1.16% $55,477 1.15% $59,404 1.13% $63,332 1.12% $67,259 1.11% $71,186 1.11%

Income before tax   $686,240 35.01% $1,075,763 43.03% $1,141,485 43.05% $1,660,061 51.79% $1,887,683 51.84% $2,186,402 54.12% $2,485,120 55.98% $2,783,839 57.54% $3,082,557 58.87% $3,381,276 60.00% $3,679,994 60.99% $3,978,712 61.85%

Income taxes $205,872 10.50% $322,729 12.91% $342,445 12.91% $498,018 15.54% $566,305 15.55% $655,921 16.23% $745,536 16.80% $835,152 17.26% $924,767 17.66% $1,014,383 18.00% $1,103,998 18.30% $1,193,614 18.55%

Net income   $480,368 24.51% $753,034 30.12% $799,039 30.13% $1,162,043 36.25% $1,321,378 36.29% $1,530,481 37.88% $1,739,584 39.19% $1,948,687 40.28% $2,157,790 41.21% $2,366,893 42.00% $2,575,996 42.69% $2,785,099 43.29%

Return On Ownership $670,368 34.20% $944,034 37.76% $994,039 37.49% $1,357,043 42.34% $1,518,878 41.71% $1,729,881 42.82% $1,940,884 43.72% $2,151,887 44.48% $2,362,890 45.12% $2,573,893 45.67% $2,784,896 46.15% $2,995,899 46.57%
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ASSETS $ % $ % $ % $ % $ % $ % $ % $ % $ % $ % $ % $ %

Current Assets

Cash and cash equivalents $451,000 10.82% $464,530 11.35% $478,466 8.75% $492,820 7.98% $506,553 7.43% $520,492 6.89% $534,432 6.44% $548,371 6.07% $562,311 5.75% $576,251 5.48% $590,190 5.25% $604,130 5.04%

Accounts receivable $350,000 8.40% $460,500 11.25% $871,315 15.94% $1,382,454 22.40% $1,643,112 24.09% $1,993,930 26.38% $2,344,748 28.26% $2,695,565 29.83% $3,046,383 31.17% $3,397,201 32.32% $3,748,019 33.32% $4,098,837 34.19%

Notes receivable $1,200 0.03% $3,200 0.08% $3,000 0.05% $3,400 0.06% $4,300 0.06% $4,940 0.07% $5,580 0.07% $6,220 0.07% $6,860 0.07% $7,500 0.07% $8,140 0.07% $8,780 0.07%

Inventory $400,000 9.60% $612,000 14.95% $824,360 15.08% $937,091 15.18% $1,149,271 16.85% $1,331,634 17.62% $1,513,997 18.25% $1,696,361 18.77% $1,878,724 19.23% $2,061,087 19.61% $2,243,450 19.94% $2,425,813 20.23%

Other current assets $10,000 0.24% $10,300 0.25% $10,609 0.19% $10,927 0.18% $11,232 0.16% $11,541 0.15% $11,850 0.14% $12,159 0.13% $12,468 0.13% $12,777 0.12% $13,086 0.12% $13,395 0.11%

Total Current Assets   $1,212,200 29.09% $1,550,530 37.87% $2,187,750 40.01% $2,826,692 45.80% $3,314,467 48.60% $3,862,537 51.10% $4,410,607 53.16% $4,958,676 54.88% $5,506,746 56.35% $6,054,816 57.61% $6,602,886 58.69% $7,150,955 59.65%

Fixed Assets

Land $1,000,000 24.00% $1,030,000 25.16% $1,106,090 20.23% $1,109,273 17.97% $1,162,318 17.04% $1,202,709 15.91% $1,243,099 14.98% $1,283,490 14.20% $1,323,881 13.55% $1,364,272 12.98% $1,404,663 12.49% $1,445,053 12.05%

Buildings $1,500,000 36.00% $1,045,000 25.52% $1,591,350 29.10% $1,739,091 28.18% $1,784,766 26.17% $1,911,128 25.28% $2,037,490 24.56% $2,163,852 23.95% $2,290,214 23.44% $2,416,576 22.99% $2,542,938 22.60% $2,669,301 22.27%

Equipment $800,000 19.20% $824,000 20.13% $948,720 17.35% $874,182 14.16% $948,542 13.91% $983,268 13.01% $1,017,995 12.27% $1,052,721 11.65% $1,087,448 11.13% $1,122,174 10.68% $1,156,900 10.28% $1,191,627 9.94%

Subtotal   $3,300,000 79.19% $2,899,000 70.81% $3,646,160 66.68% $3,722,545 60.31% $3,895,625 57.12% $4,097,104 54.21% $4,298,584 51.81% $4,500,063 49.80% $4,701,543 48.11% $4,903,022 46.65% $5,104,501 45.37% $5,305,981 44.26%

Less-accumulated depreciation $400,000 9.60% $412,000 10.06% $424,360 7.76% $437,091 7.08% $449,271 6.59% $461,634 6.11% $473,997 5.71% $486,361 5.38% $498,724 5.10% $511,087 4.86% $523,450 4.65% $535,813 4.47%

Total Fixed Assets   $2,900,000 69.59% $2,487,000 60.74% $3,221,800 58.92% $3,285,454 53.23% $3,446,354 50.54% $3,635,470 48.10% $3,824,586 46.09% $4,013,703 44.42% $4,202,819 43.01% $4,391,935 41.78% $4,581,051 40.72% $4,770,167 39.79%

Intangible Assets

Cost $50,000 1.20% $51,500 1.26% $53,045 0.97% $54,636 0.89% $56,159 0.82% $57,704 0.76% $59,250 0.71% $60,795 0.67% $62,340 0.64% $63,886 0.61% $65,431 0.58% $66,977 0.56%

Less-accumulated amortization $20,000 0.48% $20,600 0.50% $21,218 0.39% $21,855 0.35% $22,464 0.33% $23,082 0.31% $23,700 0.29% $24,318 0.27% $24,936 0.26% $25,554 0.24% $26,173 0.23% $26,791 0.22%

Total Intangible Assets   $30,000 0.72% $30,900 0.75% $31,827 0.58% $32,782 0.53% $33,695 0.49% $34,623 0.46% $35,550 0.43% $36,477 0.40% $37,404 0.38% $38,332 0.36% $39,259 0.35% $40,186 0.34%

Other assets $25,000 0.60% $25,750 0.63% $26,523 0.49% $27,318 0.44% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00% $0 0.00%

Total All Other Assets $55,000 1.32% $56,650 1.36% $58,350 1.40% $60,100 1.44% $25,000 0.37% $25,750 0.34% $26,523 0.32% $27,318 0.30% $25,000 0.26% $25,750 0.24% $26,523 0.24% $27,318 0.23%

Total Assets   $4,167,200 100.00% $4,094,180 100.00% $5,467,899 100.00% $6,172,246 100.00% $6,819,517 100.00% $7,558,380 100.00% $8,297,265 100.00% $9,036,174 100.00% $9,771,969 100.00% $10,510,832 100.00% $11,249,718 100.00% $11,988,627 100.00%

Year

2017

Year

2010 2011 2012 2013 2014

Year Year Year Year Year Year Year

2015 2016

February 10, 2009

2009

Year

2007 2008

Year

2006

Year

Total Current Assets   Total Fixed Assets   Total Assets   Total Current Liabilities  

Total Liabilities   Total Stockholders' Equity Total Liabilities and Equity   Working Capital
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Current Liabilities

Accounts payable $600,000 14.40% $618,000 15.09% $636,540 11.64% $640,563 10.38% $658,833 9.66% $672,856 8.90% $686,879 8.28% $700,902 7.76% $714,925 7.32% $728,948 6.94% $742,970 6.60% $756,993 6.31%

Notes payable $100,000 2.40% $103,000 2.52% $106,090 1.94% $109,273 1.77% $112,318 1.65% $115,409 1.53% $118,499 1.43% $121,590 1.35% $124,681 1.28% $127,772 1.22% $130,863 1.16% $133,953 1.12%

Current portion of long-term debt $100,000 2.40% $103,000 2.52% $106,090 1.94% $109,273 1.77% $112,318 1.65% $115,409 1.53% $118,499 1.43% $121,590 1.35% $124,681 1.28% $127,772 1.22% $130,863 1.16% $133,953 1.12%

Income taxes $30,000 0.72% $30,900 0.75% $31,827 0.58% $32,782 0.53% $33,695 0.49% $34,623 0.46% $35,550 0.43% $36,477 0.40% $37,404 0.38% $38,332 0.36% $39,259 0.35% $40,186 0.34%

Accrued expenses $90,000 2.16% $92,700 2.26% $95,481 1.75% $98,345 1.59% $101,086 1.48% $103,868 1.37% $106,649 1.29% $109,431 1.21% $112,213 1.15% $114,995 1.09% $117,776 1.05% $120,558 1.01%

Other current liabilities $16,000 0.38% $16,480 0.40% $16,974 0.31% $17,484 0.28% $17,971 0.26% $18,465 0.24% $18,960 0.23% $19,454 0.22% $19,949 0.20% $20,443 0.19% $20,938 0.19% $21,433 0.18%

Total Current Liabilities   $936,000 22.46% $964,080 23.55% $993,002 18.16% $1,007,719 16.33% $1,036,220 15.19% $1,060,628 14.03% $1,085,037 13.08% $1,109,445 12.28% $1,133,853 11.60% $1,158,261 11.02% $1,182,669 10.51% $1,207,077 10.07%

Non-Current Liabilities

Long-term debt $601,200 14.43% $624,200 15.25% $645,630 11.81% $668,308 10.83% $690,523 10.13% $712,799 9.43% $735,074 8.86% $757,350 8.38% $779,625 7.98% $801,901 7.63% $824,176 7.33% $846,451 7.06%

Deferred income $100,000 2.40% $103,000 2.52% $106,090 1.94% $109,273 1.77% $112,318 1.65% $115,409 1.53% $118,499 1.43% $121,590 1.35% $124,681 1.28% $127,772 1.22% $130,863 1.16% $133,953 1.12%

Deferred income taxes $30,000 0.72% $30,900 0.75% $31,827 0.58% $32,782 0.53% $33,695 0.49% $34,623 0.46% $35,550 0.43% $36,477 0.40% $37,404 0.38% $38,332 0.36% $39,259 0.35% $40,186 0.34%

Other long-term liabilities $50,000 1.20% $51,500 1.26% $53,045 0.97% $54,636 0.89% $56,159 0.82% $57,704 0.76% $59,250 0.71% $60,795 0.67% $62,340 0.64% $63,886 0.61% $65,431 0.58% $66,977 0.56%

Total Liabilities   $1,717,200 41.21% $1,773,680 43.32% $1,829,594 33.46% $1,872,718 30.34% $1,928,916 28.29% $1,981,162 26.21% $2,033,409 24.51% $2,085,656 23.08% $2,137,903 21.88% $2,190,150 20.84% $2,242,397 19.93% $2,294,644 19.14%

Stockholders' Equity

Capital stock issued $100,000 2.40% $100,000 2.44% $100,000 1.83% $100,000 1.62% $100,000 1.47% $100,000 1.32% $100,000 1.21% $100,000 1.11% $100,000 1.02% $100,000 0.95% $100,000 0.89% $100,000 0.83%

Number of shares issued $100,000 2.40% $100,000 2.44% $100,000 1.83% $100,000 1.62% $100,000 1.47% $100,000 1.32% $100,000 1.21% $100,000 1.11% $100,000 1.02% $100,000 0.95% $100,000 0.89% $100,000 0.83%

Additional paid in capital $950,000 22.80% $678,500 16.57% $1,853,045 33.89% $2,469,710 40.01% $2,918,154 42.79% $3,494,600 46.23% $4,067,968 49.03% $4,641,335 51.36% $5,214,703 53.36% $5,788,070 55.07% $6,361,438 56.55% $6,934,805 57.84%

Retained earnings $1,400,000 33.60% $1,542,000 37.66% $1,685,260 30.82% $1,729,818 28.03% $1,872,447 27.46% $1,982,617 26.23% $2,095,888 25.26% $2,209,183 24.45% $2,319,363 23.73% $2,432,612 23.14% $2,545,883 22.63% $2,659,178 22.18%

Total Stockholders' Equity $2,450,000 58.79% $2,320,500 56.68% $3,638,305 66.54% $4,299,528 69.66% $4,890,601 71.71% $5,577,217 73.79% $6,263,856 75.49% $6,950,518 76.92% $7,634,066 78.12% $8,320,682 79.16% $9,007,320 80.07% $9,693,983 80.86%

Total Liabilities and Equity   $4,167,200 100.00% $4,094,180 100.00% $5,467,899 100.00% $6,172,246 100.00% $6,819,517 100.00% $7,558,380 100.00% $8,297,265 100.00% $9,036,174 100.00% $9,771,969 100.00% $10,510,832 100.00% $11,249,718 100.00% $11,988,627 100.00%
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Forecasted

Total

1st Qtr

2nd Qtr

3rd Qtr

4th Qtr

4 Periods

Cash from operations

Net earnings (loss)

$473,116

$667,479

$764,311

$1,272,087

$3,176,993

Add-depreciation and amortization

$33,750

$35,208

$35,208

$35,208

$139,374

Net cash from operations  

$506,866

$702,687

$799,519

$1,307,295

$3,316,367

Cash provided (used) by 

operating activities

Accounts Receivable

($294,384)

($177,534)

($49,907)

($182,023)

($703,848)

Inventory

($227,255)

($42,608)

($11,978)

($105,329)

($387,170)

Other current assets

($50,000)

$14,910

($31,230)

$26,320

($40,000)

Other non-current assets

($8,000)

($87,000)

$115,000

($18,000)

$2,000

Accounts payable

($271,233)

$0

$0

$0

($271,233)

Current portion of long-term debt

$0

$0

$0

$0

$0

Income taxes

$145,764

$83,299

$41,499

$217,618

$488,180

Accrued expenses

($8,378)

$22,488

$6,321

$23,056

$43,487

Other current liabilities

($4,000)

$0

$0

$0

($4,000)

Dividends paid

$0

$0

$0

($50,000)

($50,000)

Net cash from operations  

($717,486)

($186,445)

$69,705

($88,358)

($922,584)

Investment transactions

Increases (decreases)

Land 

$12,500

$12,500

$12,500

$12,500

$50,000

Buildings and improvements

($50,000)

$0

$0

$0

($50,000)

Equipment

$75,000

$0

$0

$0

$75,000

Intangible assets

$0

$0

$0

$0

$0

Net cash from investments  

$37,500

$12,500

$12,500

$12,500

$75,000

Financing transactions

Increases (decreases)

Short term notes payable

($50,000)

$0

$0

$0

($50,000)

Long term debt

($100,000)

$0

$0

$0

($100,000)

Deferred income

($10,000)

$0

$0

$0

($10,000)

Deferred income taxes

($3,000)

$0

$0

$0

($3,000)

Other long-term liabilities

$40,000

($50,000)

$0

$0

($10,000)

Capital stock and paid in capital

$0

$0

$0

$0

$0

Net cash from financing  

($123,000)

($50,000)

$0

$0

($173,000)

Net increase (decrease) in cash  

($371,120)

$453,742

$856,724

$1,206,437

$2,145,783

Cash at beginning of period  

$451,000

$79,880

$533,622

$1,390,346

$451,000

Cash at the end of period  

$79,880

$533,622

$1,390,346

$2,596,783

$2,596,783

CASH FLOW STATEMENT
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1st Qtr 2nd Qtr 3rd Qtr 4th Qtr 5th Period 6th Period 7th Period 8th Period

Cash from operations 1 2 3 4 5 6 7 8

Net earnings (loss) $473,116 $667,479 $764,311 $1,272,087 $1,417,685 $1,667,059 $1,916,434 $2,165,808

Add-depreciation and amortization $33,750 $35,208 $35,208 $35,208 $35,937 $36,374 $36,812 $37,249

Net cash from operations   $506,866 $702,687 $799,519 $1,307,295 $1,453,622 $1,703,433 $1,953,245 $2,203,057

Cash provided (used) by 

operating activities

Accounts Receivable ($294,384) ($177,534) ($49,907) ($182,023) ($59,785) ($13,314) $33,158 $79,629

Inventory ($227,255) ($42,608) ($11,978) ($105,329) $2,310 $41,950 $81,591 $121,232

Other current assets ($50,000) $14,910 ($31,230) $26,320 $35,705 $53,987 $72,269 $90,551

Other non-current assets ($8,000) ($87,000) $115,000 ($18,000) $43,500 $60,700 $77,900 $95,100

Accounts payable ($271,233) $0 $0 $0 $135,617 $216,986 $298,356 $379,726

Current portion of long-term debt $0 $0 $0 $0 $0 $0 $0 $0

Income taxes $145,764 $83,299 $41,499 $217,618 $165,486 $182,862 $200,238 $217,614

Accrued expenses ($8,378) $22,488 $6,321 $23,056 $30,406 $38,219 $46,033 $53,846

Other current liabilities ($4,000) $0 $0 $0 $2,000 $3,200 $4,400 $5,600

Dividends paid $0 $0 $0 ($50,000) ($50,000) ($65,000) ($80,000) ($95,000)

Net cash from operations   ($717,486) ($186,445) $69,705 ($88,358) $305,238 $519,591 $733,944 $948,298

Investment transactions

Increases (decreases)

Land  $12,500 $12,500 $12,500 $12,500 $12,500 $12,500 $12,500 $12,500

Buildings and improvements ($50,000) $0 $0 $0 $25,000 $40,000 $55,000 $70,000

Equipment $75,000 $0 $0 $0 ($37,500) ($60,000) ($82,500) ($105,000)

Intangible assets $0 $0 $0 $0 $0 $0 $0 $0

Net cash from investments   $37,500 $12,500 $12,500 $12,500 $0 ($7,500) ($15,000) ($22,500)

Financing transactions

Increases (decreases)

Short term notes payable ($50,000) $0 $0 $0 $25,000 $40,000 $55,000 $70,000

Long term debt ($100,000) $0 $0 $0 $50,000 $80,000 $110,000 $140,000

Deferred income ($10,000) $0 $0 $0 $5,000 $8,000 $11,000 $14,000

Deferred income taxes ($3,000) $0 $0 $0 $1,500 $2,400 $3,300 $4,200

Other long-term liabilities $40,000 ($50,000) $0 $0 ($20,000) ($27,000) ($34,000) ($41,000)

Capital stock and paid in capital $0 $0 $0 $0 $0 $0 $0 $0

Net cash from financing   ($123,000) ($50,000) $0 $0 $61,500 $103,400 $145,300 $187,200

Net increase (decrease) in cash   ($371,120) $453,742 $856,724 $1,206,437 $1,820,359 $2,333,924 $2,847,490 $3,361,055

Cash at beginning of period   $451,000 $79,880 $533,622 $1,390,346 $1,431,657 $1,758,835 $2,086,013 $2,413,191

Cash at the end of period  

$79,880 $533,622 $1,390,346 $2,596,783 $3,252,016 $4,092,759 $4,933,503 $5,774,246

CASH FLOW PROJECTIONS - 8 Periods
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Income Statement

Manufacturer

Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Gross Sales $2,010,000 $2,560,000 $2,721,800 $3,285,454 $3,641,354 $4,040,170 $4,438,986 $4,837,803 $5,236,619 $5,635,435 $6,034,251 $6,433,067

Discounts/Allowances ($50,000) ($60,000) ($70,000) ($80,000) ($90,000) ($100,000) ($110,000) ($120,000) ($130,000) ($140,000) ($150,000) ($160,000)

Net Sales $1,960,000 $2,500,000 $2,651,800 $3,205,454 $3,551,354 $3,940,170 $4,328,986 $4,717,803 $5,106,619 $5,495,435 $5,884,251 $6,273,067

Direct Material Cost $320,000 $427,600 $431,238 $432,513 $488,132 $522,250 $556,367 $590,485 $624,603 $658,720 $692,838 $726,956

Direct Labor Cost $300,000 $315,000 $330,450 $346,364 $361,589 $377,043 $392,497 $407,951 $423,405 $438,859 $454,313 $469,767

Other Direct Costs $125,000 $128,750 $132,613 $136,591 $140,397 $144,261 $148,124 $151,988 $155,851 $159,715 $163,578 $167,442

Total Cost of Sales $745,000 $871,350 $894,301 $915,467 $990,118 $1,043,553 $1,096,988 $1,150,423 $1,203,859 $1,257,294 $1,310,729 $1,364,164

Gross Profit $1,215,000 $1,628,650 $1,757,500 $2,289,987 $2,561,236 $2,896,617 $3,231,998 $3,567,379 $3,902,760 $4,238,141 $4,573,522 $4,908,903

Expenses

Fixed Expenses 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Executive Salaries $190,000 $191,000 $195,000 $195,000 $197,500 $199,400 $201,300 $203,200 $205,100 $207,000 $208,900 $210,800

Advertising $50,000 $51,500 $53,045 $54,636 $56,159 $57,704 $59,250 $60,795 $62,340 $63,886 $65,431 $66,977

Auto & Truck Expenses $30,000 $30,900 $31,827 $32,782 $33,695 $34,623 $35,550 $36,477 $37,404 $38,332 $39,259 $40,186

Depreciation $5,000 $5,150 $45,305 $50,464 $70,616 $88,270 $105,925 $123,580 $141,234 $158,889 $176,543 $194,198

Employee Benefits $3,000 $3,090 $3,183 $3,278 $3,370 $3,462 $3,555 $3,648 $3,740 $3,833 $3,926 $4,019

Home Office Business Expenses $1,000 $1,030 $1,061 $1,093 $1,123 $1,154 $1,185 $1,216 $1,247 $1,278 $1,309 $1,340

Insurance $3,906 $3,754 $4,010 $3,994 $4,046 $4,098 $4,150 $4,202 $4,254 $4,306 $4,358 $4,410

Bank Charges $2,133 $2,197 $2,263 $2,331 $2,396 $2,462 $2,528 $2,594 $2,659 $2,725 $2,791 $2,857

Legal & Professional Services $1,000 $1,330 $1,670 $2,020 $2,355 $2,695 $3,035 $3,375 $3,715 $4,055 $4,395 $4,735

Meals & Entertainment $4,000 $4,120 $4,244 $4,371 $4,493 $4,616 $4,740 $4,864 $4,987 $5,111 $5,235 $5,358

Office Expense $6,000 $6,180 $6,365 $6,556 $6,739 $6,925 $7,110 $7,295 $7,481 $7,666 $7,852 $8,037

Retirement Plans $1,000 $1,030 $1,061 $1,093 $1,123 $1,154 $1,185 $1,216 $1,247 $1,278 $1,309 $1,340

Rent - Equipment $3,000 $3,090 $3,183 $3,278 $3,370 $3,462 $3,555 $3,648 $3,740 $3,833 $3,926 $4,019

Rent - Office & Business Property $8,750 $9,110 $9,544 $9,929 $10,326 $10,723 $11,120 $11,517 $11,914 $12,311 $12,708 $13,105

Repairs $1,000 $1,030 $1,061 $1,093 $1,123 $1,154 $1,185 $1,216 $1,247 $1,278 $1,309 $1,340

Supplies $1,000 $1,030 $1,061 $1,093 $1,123 $1,154 $1,185 $1,216 $1,247 $1,278 $1,309 $1,340

Taxes - Business & Payroll $1,000 $1,030 $1,061 $1,093 $1,123 $1,154 $1,185 $1,216 $1,247 $1,278 $1,309 $1,340

Travel $6,230 $6,120 $6,010 $5,900 $5,790 $5,680 $5,570 $5,460 $5,350 $5,240 $5,130 $5,020

Utilities $11,974 $12,374 $14,186 $16,974 $18,080 $19,761 $21,442 $23,124 $24,805 $26,486 $28,167 $29,848

Other Expenses $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Total Fixed Expenses $329,993 $335,065 $385,138 $396,977 $424,549 $449,651 $474,754 $499,856 $524,959 $550,061 $575,163 $600,266

Variable Expenses 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Office salaries $90,000 $102,700 $112,368 $118,647 $129,831 $139,392 $148,953 $158,514 $168,075 $177,636 $187,196 $196,757

Employee benefits $43,000 $46,875 $47,970 $51,249 $53,734 $56,318 $58,902 $61,487 $64,071 $66,655 $69,239 $71,823

Payroll taxes $18,000 $18,540 $19,096 $19,669 $20,217 $20,774 $21,330 $21,886 $22,443 $22,999 $23,555 $24,112

Sales and Marketing $14,000 $14,420 $14,853 $15,298 $15,724 $16,157 $16,590 $17,023 $17,455 $17,888 $18,321 $18,753

Telephone and telegraph $6,000 $6,180 $6,365 $6,556 $6,739 $6,925 $7,110 $7,295 $7,481 $7,666 $7,852 $8,037

Stationary and office supplies $2,110 $2,680 $3,005 $3,493 $3,941 $4,388 $4,836 $5,283 $5,731 $6,178 $6,626 $7,073

Bad debts $100 $103 $106 $109 $112 $115 $118 $122 $125 $128 $131 $134

Postage $5,557 $5,724 $5,895 $6,072 $6,241 $6,413 $6,585 $6,757 $6,929 $7,100 $7,272 $7,444

Contributions $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Add Item $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Add Item $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Add Item $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Add Item $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Add Item $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Miscellaneous $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Total Variable Expenses $178,767 $197,222 $209,659 $221,095 $236,540 $250,482 $264,424 $278,366 $292,308 $306,250 $320,192 $334,134

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Operating expenses $508,760 $532,287 $594,797 $618,071 $661,089 $700,134 $739,178 $778,222 $817,267 $856,311 $895,355 $934,400

Interest $16,250 $16,738 $17,240 $17,757 $18,252 $18,754 $19,256 $19,758 $20,261 $20,763 $21,265 $21,767

Depreciation $32,500 $33,475 $34,479 $35,514 $36,503 $37,508 $38,512 $39,517 $40,521 $41,526 $42,530 $43,535

Amortization $1,250 $1,288 $1,326 $1,366 $1,404 $1,443 $1,481 $1,520 $1,559 $1,597 $1,636 $1,674

Other $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0 $0

Total expenses   $558,760 $583,787 $647,842 $672,707 $717,248 $757,838 $798,428 $839,018 $879,607 $920,197 $960,787 $1,001,376

Operating income   $656,240 $1,044,863 $1,109,658 $1,617,279 $1,843,988 $2,138,779 $2,433,570 $2,728,362 $3,023,153 $3,317,944 $3,612,735 $3,907,526

Other income and expenses 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Gain (loss) on sale of assets $10,000 $10,300 $10,609 $10,927 $11,232 $11,541 $11,850 $12,159 $12,468 $12,777 $13,086 $13,395

Other (net) $20,000 $20,600 $21,218 $31,855 $32,464 $36,082 $39,700 $43,318 $46,936 $50,554 $54,173 $57,791

Subtotal   $30,000 $30,900 $31,827 $42,782 $43,695 $47,623 $51,550 $55,477 $59,404 $63,332 $67,259 $71,186

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Income before tax   $686,240 $1,075,763 $1,141,485 $1,660,061 $1,887,683 $2,186,402 $2,485,120 $2,783,839 $3,082,557 $3,381,276 $3,679,994 $3,978,712

Income taxes $205,872 $322,729 $342,445 $498,018 $566,305 $655,921 $745,536 $835,152 $924,767 $1,014,383 $1,103,998 $1,193,614

Net income   $480,368 $753,034 $799,039 $1,162,043 $1,321,378 $1,530,481 $1,739,584 $1,948,687 $2,157,790 $2,366,893 $2,575,996 $2,785,099

Return On Ownership $670,368 $944,034 $994,039 $1,357,043 $1,518,878 $1,729,881 $1,940,884 $2,151,887 $2,362,890 $2,573,893 $2,784,896 $2,995,899

Pro Forma Income Statement
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Balance Sheet

ASSETS Year Year Year Year Year Year Year Year Year Year Year Year

Current Assets 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Cash and cash equivalents $451,000 $464,530 $478,466 $492,820 $506,553 $520,492 $534,432 $548,371 $562,311 $576,251 $590,190 $604,130

Accounts receivable $350,000 $460,500 $871,315 $1,382,454 $1,643,112 $1,993,930 $2,344,748 $2,695,565 $3,046,383 $3,397,201 $3,748,019 $4,098,837

Notes receivable $1,200 $3,200 $3,000 $3,400 $4,300 $4,940 $5,580 $6,220 $6,860 $7,500 $8,140 $8,780

Inventory $400,000 $612,000 $824,360 $937,091 $1,149,271 $1,331,634 $1,513,997 $1,696,361 $1,878,724 $2,061,087 $2,243,450 $2,425,813

Other current assets $10,000 $10,300 $10,609 $10,927 $11,232 $11,541 $11,850 $12,159 $12,468 $12,777 $13,086 $13,395

Total Current Assets   $1,212,200 $1,550,530 $2,187,750 $2,826,692 $3,314,467 $3,862,537 $4,410,607 $4,958,676 $5,506,746 $6,054,816 $6,602,886 $7,150,955

Fixed Assets 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Land $1,000,000 $1,030,000 $1,106,090 $1,109,273 $1,162,318 $1,202,709 $1,243,099 $1,283,490 $1,323,881 $1,364,272 $1,404,663 $1,445,053

Buildings $1,500,000 $1,045,000 $1,591,350 $1,739,091 $1,784,766 $1,911,128 $2,037,490 $2,163,852 $2,290,214 $2,416,576 $2,542,938 $2,669,301

Equipment $800,000 $824,000 $948,720 $874,182 $948,542 $983,268 $1,017,995 $1,052,721 $1,087,448 $1,122,174 $1,156,900 $1,191,627

Subtotal   $3,300,000 $2,899,000 $3,646,160 $3,722,545 $3,895,625 $4,097,104 $4,298,584 $4,500,063 $4,701,543 $4,903,022 $5,104,501 $5,305,981

Less-accumulated depreciation $400,000 $412,000 $424,360 $437,091 $449,271 $461,634 $473,997 $486,361 $498,724 $511,087 $523,450 $535,813

Total Fixed Assets   $2,900,000 $2,487,000 $3,221,800 $3,285,454 $3,446,354 $3,635,470 $3,824,586 $4,013,703 $4,202,819 $4,391,935 $4,581,051 $4,770,167

Intangible Assets 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Cost $50,000 $51,500 $53,045 $54,636 $56,159 $57,704 $59,250 $60,795 $62,340 $63,886 $65,431 $66,977

Less-accumulated amortization $20,000 $20,600 $21,218 $21,855 $22,464 $23,082 $23,700 $24,318 $24,936 $25,554 $26,173 $26,791

Total Intangible Assets   $30,000 $30,900 $31,827 $32,782 $33,695 $34,623 $35,550 $36,477 $37,404 $38,332 $39,259 $40,186

Other assets $25,000 $25,750 $26,523 $27,318 $28,079 $28,852 $29,625 $30,398 $31,170 $31,943 $32,716 $33,488

Total Assets   $4,167,200 $4,094,180 $5,467,899 $6,172,246 $6,822,596 $7,561,481 $8,300,367 $9,039,253 $9,778,138 $10,517,024 $11,255,910 $11,994,795

Balance Sheet

LIABILITIES AND STOCKHOLDERS' EQUITY

Current Liabilities 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Accounts payable $600,000 $618,000 $636,540 $640,563 $658,833 $672,856 $686,879 $700,902 $714,925 $728,948 $742,970 $756,993

Notes payable $100,000 $103,000 $106,090 $109,273 $112,318 $115,409 $118,499 $121,590 $124,681 $127,772 $130,863 $133,953

Current portion of long-term debt $100,000 $103,000 $106,090 $109,273 $112,318 $115,454 $118,568 $121,659 $124,784 $127,886 $130,994 $134,090

Income taxes $30,000 $30,900 $31,827 $32,782 $33,695 $34,636 $35,570 $36,498 $37,435 $38,366 $39,298 $40,227

Accrued expenses $90,000 $92,700 $95,481 $98,345 $101,086 $103,868 $106,649 $109,431 $112,213 $114,995 $117,776 $120,558

Other current liabilities $16,000 $16,480 $16,974 $17,484 $17,971 $18,465 $18,960 $19,454 $19,949 $20,443 $20,938 $21,433

Total Current Liabilities   $936,000 $964,080 $993,002 $1,007,719 $1,036,220 $1,060,628 $1,085,037 $1,109,445 $1,133,853 $1,158,261 $1,182,669 $1,207,077

Non-Current Liabilities 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Long-term debt $601,200 $624,200 $645,630 $668,308 $690,523 $712,799 $735,074 $757,350 $779,625 $801,901 $824,176 $846,451

Deferred income $100,000 $103,000 $106,090 $109,273 $112,318 $115,409 $118,499 $121,590 $124,681 $127,772 $130,863 $133,953

Deferred income taxes $30,000 $30,900 $31,827 $32,782 $33,695 $34,623 $35,550 $36,477 $37,404 $38,332 $39,259 $40,186

Other long-term liabilities $50,000 $51,500 $53,045 $54,636 $56,159 $57,704 $59,250 $60,795 $62,340 $63,886 $65,431 $66,977

Sub-total $781,200 $809,600 $836,592 $864,999 $892,695 $920,534 $948,373 $976,212 $1,004,051 $1,031,890 $1,059,729 $1,087,567

Total Liabilities   $1,717,200 $1,773,680 $1,829,594 $1,872,718 $1,928,916 $1,981,162 $2,033,409 $2,085,656 $2,137,903 $2,190,150 $2,242,397 $2,294,644

Stockholders' Equity 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Capital stock issued $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000 $100,000

Additional paid in capital $950,000 $678,500 $1,853,045 $2,469,710 $2,921,233 $3,494,600 $4,067,968 $4,641,335 $5,214,703 $5,788,070 $6,361,438 $6,934,805

Retained earnings $1,400,000 $1,542,000 $1,685,260 $1,729,818 $1,872,448 $1,985,719 $2,098,990 $2,212,262 $2,325,533 $2,438,805 $2,552,076 $2,665,347

Total Stockholders' Equity $2,450,000 $2,320,500 $3,638,305 $4,299,528 $4,893,680 $5,580,319 $6,266,958 $6,953,597 $7,640,236 $8,326,875 $9,013,513 $9,700,152

Total Liabilities and Equity   $4,167,200 $4,094,180 $5,467,899 $6,172,246 $6,822,596 $7,561,481 $8,300,367 $9,039,253 $9,778,138 $10,517,024 $11,255,910 $11,994,795

Pro Forma Balance Sheet
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Logit Analysis: The Model

Chistine Zavgren

Logit Analysis developed by Christine Zavgren-Bankruptcy Predictor

Zavgren, C. 1983, The Prediction of Corporate Failure:  The State of the Art, Journal of Accounting Literature 

Bankruptcypredictionmodelsaremoregenerallyknownasmeasuresoffinancialdistress.Thebest-known,andmost-widelyused,multiplediscriminantanalysismethodistheoneproposedbyEdwardAltman,

ProfessorofFinanceattheSternSchoolofBusiness,NewYorkUniversity,TheZ-ScoreAnalysisorZetaModel.Despitethepositiveresultsofhisstudy,Altman’smodelhadakeyweakness:itassumedvariablesin

thesampledatatobenormallydistributed."Ifallvariablesarenotnormallydistributed,themethodsemployedmayresultinselectionofaninappropriatesetofpredictors".ChistineZavgrendevelopedamodelthat

correctedforthisproblem.Hermodelusedlogitanalysistopredictbankruptcy.Duetoitsuseoflogitanalysis,hermodelisconsidered"morerobust".Further,logitanalysisactuallyprovidesaprobability(intermsofa

percentage) of bankruptcy. Also, the probability calculated might be considered a measure of the effectiveness of management, i.e. effective management will not lead a company to the verge of bankruptcy. 

Applicationofthelogitmodelrequiresfoursteps.First,aseriesofsevenfinancialratiosarecalculated.Second,eachratioismultipliedbyacoefficientuniquetothatratio.Thiscoefficientcanbeeitherpositiveor

negative.Third,theresultingvaluesaresummedtogether(y).Finally,theprobabilityofbankruptcyforafirmiscalculatedastheinverseof(1+ey)where"e"isthebaseofnaturallogarithms."Explanatoryvariableswitha

negativecoefficientincreasetheprobabilityofbankruptcybecausetheyreduceeytowardzero,withtheresultthatthebankruptcyprobabilityfunctionapproaches1/1,or100percent.Likewise,independentvariableswith

a positive coefficient decrease the probability of bankruptcy".
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2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Cash $451,000 $464,530 $478,466 $492,820 $506,553 $520,492 $534,432 $548,371 $562,311 $576,251 $590,190 $604,130

Marketable Securities $10,000 $10,300 $10,609 $10,927 $11,232 $11,541 $11,850 $12,159 $12,468 $12,777 $13,086 $13,395

Accounts Receivable $350,000 $460,500 $871,315 $1,382,454 $1,643,112 $1,993,930 $2,344,748 $2,695,565 $3,046,383 $3,397,201 $3,748,019 $4,098,837

Inventory $400,000 $612,000 $824,360 $937,091 $1,149,271 $1,331,634 $1,513,997 $1,696,361 $1,878,724 $2,061,087 $2,243,450 $2,425,813

Fixed Assets $2,900,000 $2,487,000 $3,221,800 $3,285,454 $3,446,354 $3,635,470 $3,824,586 $4,013,703 $4,202,819 $4,391,935 $4,581,051 $4,770,167

Total Assets $4,167,200 $4,094,180 $5,467,899 $6,172,246 $6,819,517 $7,558,380 $8,297,265 $9,036,174 $9,771,969 $10,510,832 $11,249,718 $11,988,627

Current Liabilities $936,000 $964,080 $993,002 $1,007,719 $1,036,220 $1,060,628 $1,085,037 $1,109,445 $1,133,853 $1,158,261 $1,182,669 $1,207,077

Long Term Debt $601,200 $624,200 $645,630 $668,308 $690,523 $712,799 $735,074 $757,350 $779,625 $801,901 $824,176 $846,451

Sales $1,960,000 $2,500,000 $2,651,800 $3,205,454 $3,551,354 $3,940,170 $4,328,986 $4,717,803 $5,106,619 $5,495,435 $5,884,251 $6,273,067

Income from Continuing Operations $656,240 $1,044,863 $1,109,658 $1,617,279 $1,843,988 $2,138,779 $2,433,570 $2,728,362 $3,023,153 $3,317,944 $3,612,735 $3,907,526

Logit Analysis

Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Constant 0.23883 0.23883 0.23883 0.23883 0.23883 0.23883 0.23883 0.23883 0.23883 0.23883 0.23883 0.23883

Inventories/Sales -0.022 -0.026 -0.034 -0.032 -0.035 -0.037 -0.038 -0.039 -0.040 -0.041 -0.041 -0.042

Receivables/Inventory -1.385 -1.191 -1.673 -2.335 -2.263 -2.370 -2.452 -2.515 -2.567 -2.609 -2.645 -2.675

Cash+Marketable Securities/Total Assets -1.193 -1.250 -0.964 -0.880 -0.818 -0.759 -0.710 -0.669 -0.634 -0.604 -0.578 -0.555

Quick Assets/Current Liabilities 2.663 2.982 4.211 5.754 6.410 7.321 8.191 9.022 9.817 10.579 11.310 12.011

Income from CO/(Total Assets-Current Liab) 0.099 0.162 0.121 0.152 0.155 0.160 0.164 0.167 0.170 0.172 0.174 0.176

Long-Term Debt/(Total Assets-Current Liab) -0.809 -0.867 -0.628 -0.563 -0.519 -0.477 -0.443 -0.416 -0.393 -0.373 -0.356 -0.342

Sales/(Net Working Capital+Fixed Assets) 0.068 0.090 0.066 0.069 0.068 0.067 0.067 0.066 0.066 0.065 0.065 0.064

Sum of Coefficients * Ratios -0.340 0.138 1.338 2.404 3.236 4.144 5.018 5.855 6.659 7.429 8.168 8.877

Probability of Bankruptcy 58.42% 46.56% 20.78% 8.28% 3.78% 1.56% 0.66% 0.29% 0.13% 0.06% 0.03% 0.01%

Logit Analysis
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Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Working Capital 276,200 586,450 1,194,748 1,818,973 2,278,247 2,801,909 3,325,570 3,849,232 4,372,894 4,896,555 5,420,217 5,943,879

Net Profit before interest and Taxes 656,240 1,044,863 1,109,658 1,617,279 1,843,988 2,138,779 2,433,570 2,728,362 3,023,153 3,317,944 3,612,735 3,907,526

Total Assets 4,167,200 4,094,180 5,467,899 6,172,246 6,819,517 7,558,380 8,297,265 9,036,174 9,771,969 10,510,832 11,249,718 11,988,627

Net Profit before Taxes 686,240 1,075,763 1,141,485 1,660,061 1,887,683 2,186,402 2,485,120 2,783,839 3,082,557 3,381,276 3,679,994 3,978,712

Current Liabilities 936,000 964,080 993,002 1,007,719 1,036,220 1,060,628 1,085,037 1,109,445 1,133,853 1,158,261 1,182,669 1,207,077

Sales 1,960,000 2,500,000 2,651,800 3,205,454 3,551,354 3,940,170 4,328,986 4,717,803 5,106,619 5,495,435 5,884,251 6,273,067

Analysis

Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Working Capital/Total Assets 0.07 0.14 0.22 0.29 0.33 0.37 0.40 0.43 0.45 0.47 0.48 0.50

Net Profit before interest and Taxes/Total Assets 0.16 0.26 0.21 0.27 0.28 0.29 0.30 0.31 0.32 0.32 0.33 0.33

Net Profit before Taxes/Current Liabilities 0.73 1.12 1.15 1.65 1.82 2.06 2.29 2.51 2.72 2.92 3.11 3.30

Sales/Total Assets 0.47 0.61 0.48 0.52 0.52 0.52 0.52 0.52 0.52 0.52 0.52 0.52

Z =  1.25 1.93 1.82 2.42 2.60 2.84 3.05 3.25 3.43 3.60 3.76 3.91

If Z is less than 2.675 then the firm is classified as Failed.

Thismodelwasdevelopedin1978atS.F.U.byGordonL.V.Springate,followingproceduresdeveloped

byAltmanintheU.S.Springateusedstep-wisemultiplediscriminateanalysistoselectfouroutof19

popular financial ratios that best distinguished between sound business and those that actually failed. 



The Springate model takes the following form:



                  Z  =  1.03A + 3.07B + 0.66C + 0.4D



                  Z  <  0.862; then the firm is classified as "failed"



WHERE     A  =  Working Capital/Total Assets



                 B  =  Net Profit before Interest and Taxes/Total Assets



                 C  =  Net Profit before Taxes/Current Liabilities



                 D  =  Sales/Total Assets



Thismodelachievedanaccuracyrateof92.5%usingthe40companiestestedbySpringate.Botheras

testedtheSpringateModelon50companieswithanaverageassetsizeof$2.5millionandfoundan

88.0%accuracyrate.SandstestedtheSpringateModelon24companieswithanaverageassetsizeof

$63.4 million and found an accuracy rate of 83.3%. 

Springate Analysis
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Breakdown of Operating Costs

TOTAL OPERATING COSTS

COMPARATIVE PERIODS Year Year Year Year Year Year Year Year Year Year Year Year Forecast

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Total For Period $745,000 $871,350 $894,301 $915,467 $990,118 $1,043,553 $1,096,988 $1,150,423 $1,203,859 $1,257,294 $1,310,729 $1,364,164 $1,417,600

1 DAY $2,041 $2,387 $2,450 $2,508 $2,713 $2,859 $3,005 $3,152 $3,298 $3,445 $3,591 $3,737 $3,884

1 HOUR $85.05 $99.47 $102.09 $104.51 $113.03 $119.13 $125.23 $131.33 $137.43 $143.53 $149.63 $155.73 $161.83

1 MINUTE $1.42 $1.66 $1.70 $1.74 $1.88 $1.99 $2.09 $2.19 $2.29 $2.39 $2.49 $2.60 $2.70

LABOR EXPENSE

COMPARATIVE PERIODS Year Year Year Year Year Year Year Year Year Year Year Year Forecast

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Total For Period $300,000 $315,000 $330,450 $346,364 $361,589 $377,043 $392,497 $407,951 $423,405 $438,859 $454,313 $469,767 $485,221

1 DAY $822 $863 $905 $949 $991 $1,033 $1,075 $1,118 $1,160 $1,202 $1,245 $1,287 $1,329

1 HOUR $34.25 $35.96 $37.72 $39.54 $41.28 $43.04 $44.81 $46.57 $48.33 $50.10 $51.86 $53.63 $55.39

1 MINUTE $0.57 $0.60 $0.63 $0.66 $0.69 $0.72 $0.75 $0.78 $0.81 $0.83 $0.86 $0.89 $0.92

MATERIAL EXPENSE

COMPARATIVE PERIODS Year Year Year Year Year Year Year Year Year Year Year Year Forecast

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Total For Period $320,000 $427,600 $431,238 $432,513 $488,132 $522,250 $556,367 $590,485 $624,603 $658,721 $692,838 $726,956 $761,074

1 DAY $877 $1,172 $1,181 $1,185 $1,337 $1,431 $1,524 $1,618 $1,711 $1,805 $1,898 $1,992 $2,085

1 HOUR $36.53 $48.81 $49.23 $49.37 $55.72 $59.62 $63.51 $67.41 $71.30 $75.20 $79.09 $82.99 $86.88

1 MINUTE $0.61 $0.81 $0.82 $0.82 $0.93 $0.99 $1.06 $1.12 $1.19 $1.25 $1.32 $1.38 $1.45

OTHER EXPENSES

COMPARATIVE PERIODS Year Year Year Year Year Year Year Year Year Year Year Year Forecast

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018

Total For Period $125,000 $128,750 $132,613 $136,591 $140,397 $144,261 $148,124 $151,988 $155,851 $159,715 $163,578 $167,442 $171,305

1 DAY $342 $353 $363 $374 $385 $395 $406 $416 $427 $438 $448 $459 $469

1 HOUR $14.27 $14.70 $15.14 $15.59 $16.03 $16.47 $16.91 $17.35 $17.79 $18.23 $18.67 $19.11 $19.56

1 MINUTE $0.24 $0.24 $0.25 $0.26 $0.27 $0.27 $0.28 $0.29 $0.30 $0.30 $0.31 $0.32 $0.33
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Breakeven Analysis Dollars & Percentage Summary

Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

ON SALES VOLUME OF........... $1,960,000 $2,500,000 $2,651,800 $3,205,454 $3,551,354 $3,940,170 $4,328,986 $4,717,803 $5,106,619 $5,495,435 $5,884,251 $6,273,067

BREAKEVEN VOLUME (DOLLARS) $636,455 $593,738 $668,999 $618,603 $652,064 $672,105 $694,355 $718,161 $743,105 $768,905 $795,366 $822,347

BREAKEVEN POINT (PERCENT) 32.47% 23.75% 25.23% 19.30% 18.36% 17.06% 16.04% 15.22% 14.55% 13.99% 13.52% 13.11%

DAYS REQUIRED TO BREAKEVEN 119 87 92 70 67 62 59 56 53 51 49 48

DATE OF BREAKEVEN Apr 27 Mar 26 Apr 01 Mar 10 Mar 07 Mar 02 Feb 27 Feb 24 Feb 22 Feb 20 Feb 18 Feb 16

SALES VOLUME REQUIRED        

BEFORE PROFIT BEGINS......... $636,455 $593,738 $668,999 $618,603 $652,064 $672,105 $694,355 $718,161 $743,105 $768,905 $795,366 $822,347

Per Month $53,038 $49,478 $55,750 $51,550 $54,339 $56,009 $57,863 $59,847 $61,925 $64,075 $66,280 $68,529

Per Week $12,240 $11,418 $12,865 $11,896 $12,540 $12,925 $13,353 $13,811 $14,290 $14,787 $15,295 $15,814

Per Day $1,744 $1,627 $1,833 $1,695 $1,786 $1,841 $1,902 $1,968 $2,036 $2,107 $2,179 $2,253

Per Hour $218 $203 $229 $212 $223 $230 $238 $246 $254 $263 $272 $282

Per Minute $3.63 $3.39 $3.82 $3.53 $3.72 $3.84 $3.96 $4.10 $4.24 $4.39 $4.54 $4.69

Breakeven Analysis Percentages
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Altman's model is probably the classic of this genre. The original data sample consisted

of 66 firms, half of which had filed for bankruptcy under Chapter 7. All businesses in the

database were manufacturers, and small firms with assets of less than $1 million were eliminated. 

The Z-Score formula is as follows: 

Z = 1.2X.sub.1 + 1.4X.sub.2 + 3.3X.sub.3 + 0.6X.sub.4 + 1.0X.sub.5

Privately Held Firms. 

Z.sub.1 = .717X.sub.1 + .847X.sub.2 + 3.107X.sub.3 + .420X.sub.4 + .998X.sub.5 

Nonmanufacturing-Small Business-Merchandising and Service firms Firms.

The X.sub.5 (Sales/Total Assets) ratio is believed to vary significantly by industry. It is likely

to be higher for merchandising and service firms than for manufacturers, since the former are 

typically less capital intensive. Consequently, nonmanufacturers would have significantly higher

asset turnover and Z scores. The model is thus likely to underpredict certain sorts of bankruptcy.

To correct for this potential defect, Altman recommends the following correction that eliminates

the X.sub.5 ratio: 

Z.sub.11 = 6.56X.sub.1 + 3.26X.sub.2 + 6.72X.sub.3 + 1.05X.sub.4 

Altman's Z-Scores Explained

If a firm's stock is not publicly traded, the X4 term (Market Value of Equity/Book Value 

of Debt) cannot be calculated. To correct for this problem, the Z score can be re-

estimated using book values of equity. This provides the following score: 

Where X.sub.1 = Working Capital/Total Assets. 

Where X.sub.2 = Retained Earnings/Total Assets. This is a measure of cumulative 

profitability that reflects the firm's age as well as earning power. Many studies have 

shown failure rates to be closely related to the age of the business. 

Where X.sub.3 = Earnings Before Income Taxes/Total Assets. This is a measure of 

operating efficiency separated from any leverage effects. It recognizes operating 

earnings as a key to long-run viability. 

Where X.sub.4 = Market Value of Equity/Book Value of Debt. This ratio adds a market 

dimension. Academic studies of stock markets suggest that security price changes 

may foreshadow upcoming problems. 

Where X.sub.5 = Sales/Total Assets. This is a standard turnover measure. 

Unfortunately, it varies greatly from one industry to another. 



[image: image45.emf]The ABC Company

6200 XYZ Drive

ABC, California 00000-0000

Phone: (000) 000-0000

FAX: (000) 000-0000

E-mail: someone@xyz.com

The Altman Z-Score Analysis - Publicly Held Firm

Your Z-Score if Publicly Held Firm

Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Publicly Held Firm 2.40 2.94 3.04 3.51 3.72 3.96 4.17 4.37 4.55 4.73 4.89 5.04

KEY:

Z-SCORE ABOVE 2.99--YOU'RE IN GOOD SHAPE 

Z-SCORE BETWEEN 2.99 and 1.81--WARNING SIGNS 

Z-SCORE BELOW 1.81--BIG TROUBLE--COULD BE HEADING TOWARD BANKRUPTCY 

Z-Score Analysis - Publicly Held
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The Altman Z-Score Analysis - Privately Held Firm

Your Z-Score if Privately Held Firm

Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Privately Held Firm 1.35 1.88 1.62 1.88 1.94 2.01 2.06 2.11 2.15 2.19 2.23 2.26

KEY:

Z-SCORE ABOVE 2.90--YOU'RE IN GOOD SHAPE 

Z-SCORE BETWEEN 2.90 and 1.23--WARNING SIGNS 

Z-SCORE BELOW 1.23--BIG TROUBLE--COULD BE HEADING TOWARD BANKRUPTCY 

Z-Score Analysis - Privately Held
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The Altman Z-Score Analysis - Nonmanufacturing Firm

Your Z-Score if Small Business, Service, Retail Sales, or Wholesaler

Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Nonmanuf. 4.09 5.26 5.89 7.02 7.57 8.14 8.66 9.12 9.54 9.92 10.27 10.60

KEY:

Z-SCORE ABOVE 2.6--YOU'RE IN GOOD SHAPE 

Z-SCORE BETWEEN 2.6 and 1.11--WARNING SIGNS 

Z-SCORE BELOW 1.11--BIG TROUBLE--COULD BE HEADING TOWARD BANKRUPTCY 

Z-Score Analysis - Nonmanufacturing
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 Category Ratio

 Profitability ratios         • Earnings Per Share

                                      • Gross Profit Margin

                                       • Net Profit Margin

                                       • Return on Assets

                                       • Return on Equity

 Liquidity ratios             • Current Ratio

                                       • Quick Ratio

 Activity ratios               • Average Collection Period

                                       • Inventory Turnover Ratio

 Leverage ratios             • Debt Ratio

                                       • Equity Ratio

                                       • Times Interest Earned Ratio

Analyzing Profitability Ratios

Analyzing Liquidity Ratios

Analyzing Activity Ratios

Analyzing Leverage Ratios

Summary

Thissectionproduces12importantfinancialratios.Theseratiosareusuallythoughtofasbelongingtofourbasic

categories: profitability ratios, liquidity ratios, activity ratios, and leverage ratios:

This is by no means an exhaustive list of the ratios that have been developed to help analyze a company's financial 

position and the way that it conducts business. It is, however, representative.

Ifyouareconsideringinvestingmoneyinacompany,itsprofitabilityisamajorconcern.Ifthecompanyintendsto

paydividendstoitsstockholders,thosedividendsmustcomeoutofitsprofits.Ifthecompanyhopestoincrease

itsworthinthemarketplacebyenhancingorexpandingitsproductline,thenanimportantsourceofcapitalto

makeimprovementsisitsprofitmargin.Thereareseveraldifferent,butrelated,meansofevaluatingacompany's

profitability.

Theissueofliquidity,asyoumightexpect,concernscreditors.Liquidityisacompany'sabilitytomeetitsdebtsas

theycomedue.Acompanymayhaveconsiderabletotalassets,butifthoseassetsaredifficulttoconverttocash

itispossiblethatthecompanymightbeunabletopayitscreditorsinatimelyfashion.Creditorswanttheirloansto

be paid in the medium of cash, not in a medium such as inventory or factory equipment.

Leverageisafinancialtoolthataccelerateschangesinincome,bothpositiveandnegative.Acompany'screditors

andinvestorsareinterestedinhowmuchleveragehasbeenusedtoacquireassets.Fromthestandpointof

creditors,ahighdegreeofleveragerepresentsriskbecausethecompanymightnotbeabletorepayaloan.From

theinvestors'standpoint,ifthereturnonassetsislessthanthecostofborrowingmoneytoacquireassets,then

theinvestmentisunattractive.Theinvestorcouldobtainabetterreturnindifferentways-onewaywouldbetoloan

funds rather than to invest them in the company.

Thisworkbookhassomeofthefinancialratiosthatareimportanttounderstandinghow,andhowwell,acompany

conductsitsbusiness.Therearevariationsonvirtuallyeveryratiodiscussedhere,andthereareratiosthatwere

not covered at all, but their principal forms follow the formulas illustrated.

Onlyoccasionallycanyoucalculateoneoftheseindicatorsandgainimmediateinsightintoabusinessoperation.

Morefrequently,itisnecessarytoknowthesortofbusinessthatacompanyconducts,becausethemarketplace

imposesdifferentdemandsondifferentlinesofbusiness.Furthermore,youcanusuallyunderstandoneratioby

consideringitinthecontextofanotherratio(thedebtratioandthereturnonassetsisagoodexampleofoneratio

providing the context for another).

Keepinmindthatit'simportanttoevaluateafinancialratiointermsofitstrendovertime,ofastandardsuchasan

industry average, and in light of other ratios that describe the company's operations and financial structure.

Therearevariousratiosthatcangiveyouinsightintohowwellacompanymanagesitsoperatingandsales

activities.Oneprimarygoal-perhaps,theprimarygoal-oftheseactivitiesistoproduceincomethrougheffective

useofitsresources.TwowaystomeasurethiseffectivenessaretheAverageCollectionPeriodandtheInventory

Turnover rate.

Theterm"leverage"meansthepurchaseofassetswithborrowedmoney.Supposethatyourcompanyretails

officesupplies.Whenyoureceiveanorderforbusinesscards,youpayoneofyoursuppliers50percentofthe

revenue to print them for you. This is a variable cost: the more you sell, the greater your cost.

Butifyoupurchasethenecessaryprintingequipment,youcouldmakethebusinesscardsyourself.Sodoing

wouldturnavariablecostintoafixedcost:nomatterhowmanycardsyousell,thecostofprintingthemisfixedat

howevermuchyoupaidfortheprintingequipment.Themorecardsyousell,thegreateryourprofitmargin.This

effect is termed operating leverage.

Ifyouborrowmoneytoacquiretheprintingequipment,youareusinganothertypeofleverage,termedfinancial

leverage.Thecostisstillfixedathowevermuchmoneyyoumustpay,atregularintervals,toretiretheloan.Again,

themorecardsyousell,thegreateryourprofitmargin.Butifyoudonotsellenoughcardstocovertheloan

payment,youcouldlosemoney.Inthatcase,itmightbedifficulttofindfundseithertomaketheloanpaymentsor

to cover your other expenses. Your credit rating might fall, making it more costly for you to borrow other money.
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XYZ Consultancy, Inc.

Current ratio Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Current assets $1,212,200 $1,550,530 $2,187,750 $2,826,692 $3,314,467 $3,862,537 $4,410,607 $4,958,676 $5,506,746 $6,054,816 $6,602,886 $7,150,955

Current liabilities $936,000 $964,080 $993,002 $1,007,719 $1,036,220 $1,060,628 $1,085,037 $1,109,445 $1,133,853 $1,158,261 $1,182,669 $1,207,077

Current ratio 1.30 1.61 2.20 2.81 3.20 3.64 4.06 4.47 4.86 5.23 5.58 5.92

Current Ratio

Thecurrentratiocomparesacompany'scurrentassets(thosethatcanbeconvertedtocashduringthecurrentaccountingperiod)toitscurrentliabilities(thoseliabilitiescomingdueduring

the same period). The usual formula is:



Current Ratio = Current Assets / Current Liabilities



The current ratio measures the company's ability to repay the principal amounts of its liabilities.



The current ratio is closely related to the concept of working capital. Working capital is the difference between current assets and current liabilities.



Isahighcurrentratiogoodorbad?Certainly,fromthecreditor'sstandpoint,ahighcurrentratiomeansthatthecompanyiswell-placedtopaybackitsloans.Consider,though,thenatureof

thecurrentassets:theyconsistmainlyofcashandcashequivalents.Fundsinvestedinthesetypesofassetsdonotcontributestronglyandactivelytothecreationofincome.Therefore,from

the standpoint of stockholders and management, a current ratio that is very high means that the company's assets are not being used to best advantage.

Current Ratio
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XYZ Consultancy, Inc.

Quick ratio Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Current Assets $1,212,200 $1,550,530 $2,187,750 $2,826,692 $3,314,467 $3,862,537 $4,410,607 $4,958,676 $5,506,746 $6,054,816 $6,602,886 $7,150,955

Inventory $400,000 $612,000 $824,360 $937,091 $1,149,271 $1,331,634 $1,513,997 $1,696,361 $1,878,724 $2,061,087 $2,243,450 $2,425,813

Current Assets Less Inventory $812,200 $938,530 $1,363,390 $1,889,602 $2,165,197 $2,530,903 $2,896,609 $3,262,316 $3,628,022 $3,993,729 $4,359,435 $4,725,142

Current liabilities $936,000 $964,080 $993,002 $1,007,719 $1,036,220 $1,060,628 $1,085,037 $1,109,445 $1,133,853 $1,158,261 $1,182,669 $1,207,077

Quick ratio 0.87 0.97 1.37 1.88 2.09 2.39 2.67 2.94 3.20 3.45 3.69 3.91

Quick Ratio

Thequickratioisavariantofthecurrentratio.Ittakesintoaccountthefactthatinventory,whileitisacurrentasset,isnotasliquidascashoraccountsreceivable.Cashiscompletelyliquid;accountsreceivablecan

normallybeconvertedtocashfairlyquickly,bypressingforcollectionfromthecustomer.Butinventorycannotbeconvertedtocashexceptbysellingit.Thequickratiodeterminestherelationshipbetweenquickly

accessible current assets and current liabilities:



Quick Ratio = (Current Assets - Inventory) / Current Liabilities



The quick ratio shows whether a company can meet its liabilities from quickly-accessible assets.



Inpractice,aquickratioof1.0isnormallyconsideredadequate,withthiscaveat:thecreditperiodsthatthecompanyoffersitscustomersandthosegrantedtothecompanybyitscreditormustberoughlyequal.If

revenueswillstayinaccountsreceivableforaslongas90days,butaccountspayableareduewithin30days,aquickratioof1.0willmeanthataccountsreceivablecannotbeconvertedtocashquicklyenoughto

meet accounts payable.



Itispossibleforacompanytomanipulatethevaluesofitscurrentandquickratiosbytakingcertainactionstowardtheendofanaccountingperiodsuchasafiscalyear.Itmightwaituntilthestartofthenextperiod

tomakepurchasestoitsinventory,forexample.Or,ifitsbusinessisseasonal,itmightchooseafiscalyearthatendsafteritsbusyseason,wheninventoriesareusuallylow.Asapotentialcreditor,youmightwant

to examine the company’s current and quick ratios on, for example, a quarterly basis.



Bothacurrentandaquickratiocanalsomisleadyouiftheinventoryfiguredoesnotrepresentthecurrentreplacementcostofthematerialsininventory.Therearevariousmethodsofvaluinginventory.TheLIFO

method,inparticular,canresultinaninventoryvaluationthatismuchdifferentfromtheinventory'scurrentreplacementvalue;thisisbecauseitassumesthatthemostrecentlyacquiredinventoryisalsothemost

recently sold.



Ifyouractualcoststopurchasematerialsarefalling,forexample,theLIFOmethodcouldresultinanover-valuationoftheexistinginventory.Thiswouldtendtoinflatethevalueofthecurrentratio,andto

underestimate the value of the quick ratio if you calculate it by subtracting inventory from current assets, rather than summing cash and cash equivalents.
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XYZ Consultancy, Inc.

Earnings Per Share (EPS) Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Net income $480,368 $753,034 $799,039 $1,162,043 $1,321,378 $1,530,481 $1,739,584 $1,948,687 $2,157,790 $2,366,893 $2,575,996 $2,785,099

Shares of common stock outstanding 100,000 100,000 100,000 100,000 100,000 100,000 100,000 100,000 100,000 100,000 100,000 100,000

EPS $4.80 $7.53 $7.99 $11.62 $13.21 $15.30 $17.40 $19.49 $21.58 $23.67 $25.76 $27.85

Earnings Per Share (EPS)

Dependingonyourfinancialobjectives,youmightconsiderinvestinginacompanytoobtainasteadyreturnonyourinvestmentintheformofregulardividendpayments,ortoobtainaprofitbyowningthestockasthe

marketvalueofitssharesincreases.Thesetwoobjectivesmightbothbemet,butinpracticetheyoftenarenot.Companiesfrequentlyfaceachoiceofdistributingincomeintheformofdividends,orretainingthat

incometoinvestinresearch,newproducts,andexpandedoperations.Thehope,ofcourse,isthattheretentionofincometoinvestinthecompanywillsubsequentlyincreaseitsincome,thusmakingthecompany

more profitable and increasing the market value of its stock.



In either case, Earnings Per Share (EPS) is an important measure of the company's income. Its basic formula is:



EPS = Income Available for Common Stock / Shares of Common Stock Outstanding



EPSisusuallyapoorcandidateforverticalanalysis,becausedifferentcompaniesalwayshavedifferentnumbersofsharesofstockoutstanding.Itmaybeagoodcandidateforhorizontalanalysis,ifyouhaveaccess

bothtoinformationaboutthecompany'sincomeandsharesoutstanding.Withboththeseitems,youcancontrolformajorfluctuationsovertimeinsharesoutstanding.Thissortofcontrolisimportant:itisnot

unusualforacompanytopurchaseitsownstockontheopenmarkettoreducethenumberofoutstandingshares.SodoingincreasesthevalueoftheEPSratio,perhapsmakingthestockappearamoreattractive

investment.



Note that the EPS can decline steadily throughout the year. Because, the number of shares outstanding is constant throughout the year, the EPS changes are due solely to changes in net income.



Manycompaniesissueatleasttwodifferentkindsofstock:commonandpreferred.Preferredstockisissuedunderdifferentconditionsthancommonstock.Preferredstockisoftencallableatthecompany's

discretion,itpaysdividendsatadifferent(usually,higher)ratepershare,itmightnotcarryvotingprivileges,andoftenhasahigherprioritythancommonstockastothedistributionofliquidatedassetsifthecompany

goes out of business.



Calculating EPS for a company that has issued preferred stock introduces a slight complication. Because the company pays dividends on preferred stock before any distribution to shareholders of common stock, it is 

necessary to subtract these dividends from net income:



EPS  (Net Income - Preferred Dividends) / Shares of Common Stock Outstanding



Earnings Per Share (EPS)
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XYZ Consultancy, Inc.

Gross Profit Margin Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Sales $1,960,000 $2,500,000 $2,651,800 $3,205,454 $3,551,354 $3,940,170 $4,328,986 $4,717,803 $5,106,619 $5,495,435 $5,884,251 $6,273,067

Cost of sales $745,000 $871,350 $894,301 $915,467 $990,118 $1,043,553 $1,096,988 $1,150,423 $1,203,859 $1,257,294 $1,310,729 $1,364,164

Gross profit margin 62.0% 65.1% 66.3% 71.4% 72.1% 73.5% 74.7% 75.6% 76.4% 77.1% 77.7% 78.3%

Gross Profit Margin

The gross profit margin is a basic ratio that measures the added value that the market places on a company's non-manufacturing activities. Its formula is:



Gross profit margin = (Sales - Cost of Goods Sold) / Sales



Thecostofgoodssoldis,clearly,animportantcomponentofthegrossprofitmargin.Itisusuallycalculatedasthesumofthecostofmaterialsthecompanypurchasesplus

any labor involved in the manufacture of finished goods, plus associated overhead.



Thegrossprofitmargindependsheavilyonthetypeofbusinessinwhichacompanyisengaged.Aservicebusiness,suchasafinancialservicesinstitutionoralaundry,

typicallyhaslittleornocostofgoodssold.Amanufacturing,wholesaling,orretailingcompanytypicallyhasalargecostofgoodssold,withagrossprofitmarginthatvaries

from 20 percent to 40 percent.



Thegrossprofitmarginmeasurestheamountthatcustomersarewillingtopayforacompany'sproduct,overandabovethecompany'scostforthatproduct.Asmentioned

previously, this is the value that the company adds to that of the products it obtains from its suppliers. This margin can depend on the attractiveness of additional services, such 

aswarranties,thatthecompanyprovides.Thegrossprofitmarginalsodependsheavilyontheabilityofthesalesforcetopersuadeitscustomersofthevalueaddedbythe

company.



Thisaddedvalueis,ofcourse,createdbyothercostssuchasoperatingexpenses.Inturn,thesecostsmustbemetlargelybythegrossprofitonsales.Ifcustomersdonot

place sufficient value on whatever the company adds to its products, there will not be enough gross profit to pay for the associated costs. Therefore, the calculation of the gross 

profit margin helps to highlight the effectiveness of the company's sales strategies and sales management.

Gross Profit Margin
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XYZ Consultancy, Inc.

Net Profit Margin Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Net Income $480,368 $753,034 $799,039 $1,162,043 $1,321,378 $1,530,481 $1,739,584 $1,948,687 $2,157,790 $2,366,893 $2,575,996 $2,785,099

Sales $1,960,000 $2,500,000 $2,651,800 $3,205,454 $3,551,354 $3,940,170 $4,328,986 $4,717,803 $5,106,619 $5,495,435 $5,884,251 $6,273,067

Net profit margin 24.51% 30.12% 30.13% 36.25% 37.21% 38.84% 40.18% 41.30% 42.25% 43.07% 43.78% 44.40%

Net Profit Margin

Thenetprofitmarginnarrowsthefocusonprofitability,andhighlightsnotjustthecompany'ssalesefforts,butalsoitsabilitytokeepoperatingcostsdown,relativetosales.The

formula generally used to determine the net profit margin is:



Net Profit Margin = Earnings After Taxes / Sales



When net profit margin falls dramatically from the first to the fourth quarters, a principal culprit is cost of sales.



Anotherplacetolookwhenyouseeadiscrepancybetweengrossprofitmarginandnetprofitmarginisoperatingexpenses.Whenthetwomarginscovaryclosely,itsuggeststhat

management is doing a good job of reducing expenses when sales fall, and increasing expenses when necessary to support production and sales in better times.
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XYZ Consultancy, Inc.

Return on Assets Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Net Income $480,368 $753,034 $799,039 $1,162,043 $1,321,378 $1,530,481 $1,739,584 $1,948,687 $2,157,790 $2,366,893 $2,575,996 $2,785,099

Total assets $4,167,200 $4,094,180 $5,467,899 $6,172,246 $6,819,517 $7,558,380 $8,297,265 $9,036,174 $9,771,969 $10,510,832 $11,249,718 $11,988,627

Return on assets 11.5% 18.4% 14.6% 18.8% 19.4% 20.2% 21.0% 21.6% 22.1% 22.5% 22.9% 23.2%

Return on Assets

Oneofmanagement'smostimportantresponsibilitiesistobringaboutaprofitbyeffectiveuseoftheresourcesithasathand.Oneratiothatspeakstothisquestionisreturnonassets.

There are several ways to measure this return; one useful method is:



Return on Assets = Net Income/ Total Assets



Thisformulawillreturnthepercentageearningsforacompanyintermsofitstotalassets.Thebetterthejobthatmanagementdoesinmanagingitsassets-theresourcesavailabletoit-to

bring about profits, the greater this percentage will be.



It's normal to calculate the return on total assets on an annual basis, rather than on a quarterly basis.
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XYZ Consultancy, Inc.

Return on Equity Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Net Income $480,368 $753,034 $799,039 $1,162,043 $1,321,378 $1,530,481 $1,739,584 $1,948,687 $2,157,790 $2,366,893 $2,575,996 $2,785,099

Stockholder's equity $2,450,000 $2,320,500 $3,638,305 $4,299,528 $4,890,601 $5,577,217 $6,263,856 $6,950,518 $7,634,066 $8,320,682 $9,007,320 $9,693,983

Return on equity 19.6% 32.5% 22.0% 27.0% 27.0% 27.4% 27.8% 28.0% 28.3% 28.4% 28.6% 28.7%

Return on Equity

Another related profitability measure to Return on Assets is the Return on Equity. Again, there are several ways to calculate this ratio; here, it is measured according to this formula:



Return on Equity = Net Income / Stockholder's Equity



You can compare return on equity with return on assets to infer how a company obtains the funds used to acquire assets.



Theprincipaldifferencebetweentheformulaforreturnonassetsandforreturnonequityistheuseofequityratherthantotalassetsinthedenominator,anditis

herethatthetechniqueofcomparingratioscomesintoplay.ByexaminingthedifferencebetweenReturnonAssetsandReturnonEquity,youcanlargely

determine how the company is funding its operations.



Assetsareacquiredthroughtwomajorsources:creditors(throughborrowing)andstockholders(throughretainedearningsandcapitalcontributions).Collectively,theretained

earningsandcapitalcontributionsconstitutethecompany'sequity.Whenthevalueofthecompany'sassetsexceedsthevalueofitsequity,youcanexpectthatsomeformoffinancial

leverage makes up the difference: i.e., debt financing.



Therefore, if the Return on Equity ratio is much larger than the Return on Assets ratio, you can infer that the company has funded some portion of its operations through borrowing.

Return on Equity
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XYZ Consultancy, Inc.

Average Collection Period Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Accounts Receivable $350,000 $460,500 $871,315 $1,382,454 $1,643,112 $1,993,930 $2,344,748 $2,695,565 $3,046,383 $3,397,201 $3,748,019 $4,098,837

Credit Sales $2,010,000 $2,560,000 $2,721,800 $3,285,454 $3,641,354 $4,040,170 $4,438,986 $4,837,803 $5,236,619 $5,635,435 $6,034,251 $6,433,067

Days Per Year 365 365 365 365 365 365 365 365 365 365 365 365

Credit sales per day $5,507 $7,014 $7,457 $9,001 $9,976 $11,069 $12,162 $13,254 $14,347 $15,440 $16,532 $17,625

Average Collection Period - Days 63.56 65.66 116.85 153.58 164.70 180.14 192.80 203.37 212.34 220.03 226.71 232.56

Average Collection Period Ratio 5.74 5.56 3.12 2.38 2.22 2.03 1.89 1.79 1.72 1.66 1.61 1.57

Average Collection Period

You can obtain a general estimate of the length of time it takes to receive payment for goods or services by calculating the Average Collection Period.

One formula for this ratio is:



Average Collection Period = Accounts Receivable / (Credit Sales / Days)



Where Days is the number of days in the period for which Accounts Receivable and Credit Sales accumulate.



Youshouldinterprettheaveragecollectionperiodintermsofthecompany'screditpolicies.If,forexample,thecompany'spolicyasstatedtoitscustomersisthatpaymentistobe

receivedwithintwoweeks,thenanaveragecollectionperiodof30daysindicatesthatcollectionsarelagging.Itmaybethatcollectionproceduresneedtobereviewed,oritis

possiblethatoneparticularlylargeaccountisresponsibleformostofthecollectionsinarrears.Itisalsopossiblethatthequalifyingproceduresusedbythesalesforcearenot

stringent enough.



ThecalculationoftheAverageCollectionPeriodassumesthatcreditsalesaredistributedroughlyevenlyduringanygivenperiod.Tothedegreethatthecreditsalesclusteratthe

endoftheperiod,theAverageCollectionPeriodwillreturnaninflatedfigure.Ifyouobtainaresultthatappearstoolong(ortooshort),besuretocheckwhetherthesalesdatesoccur

evenly throughout the period in question.



Regardlessofthecause,iftheaveragecollectionperiodisover-long,itmeansthatthecompanyislosingprofit.Thecompanyisnotconvertingcashduefromcustomersintonew

assets that can, in turn, be used to generate new income.
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XYZ Consultancy, Inc.

Inventory Turnover Ratio Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Cost of Goods Sold $745,000 $871,350 $894,301 $915,467 $990,118 $1,043,553 $1,096,988 $1,150,423 $1,203,859 $1,257,294 $1,310,729 $1,364,164

Average Inventory $400,000 $612,000 $824,360 $937,091 $1,149,271 $1,331,634 $1,513,997 $1,696,361 $1,878,724 $2,061,087 $2,243,450 $2,425,813

Inventory Turnover 1.86 1.42 1.08 0.98 0.86 0.78 0.72 0.68 0.64 0.61 0.58 0.56

Inventory Turnover Ratio

Nocompanywantstohavetoolargeaninventory(thesalesforceexcepted:salespeopleprefertobeabletotelltheircustomersthattheycanobtaintheirpurchasethisafternoon).

Goodsthatremainininventorytoolongtieupthecompany'sassetsinidlestock,oftenincurcarryingchargesforthestorageofthegoods,andcanbecomeobsoletewhile

awaiting sale.



Just-in-Timeinventoryproceduresattempttoensurethatthecompanyobtainsitsinventorynosoonerthanabsolutelyrequiredinordertosupportitssalesefforts.Thatis,of

course, an unrealistic ideal, but by calculating the inventory turnover rate you can estimate how well a company is approaching the ideal.



The formula for the Inventory Turnover Ratio is:



Inventory Turnover = Cost of Goods Sold / Average Inventory



where the Average Inventory figure refers to the value of the inventory on any given day during the period during which the Cost of Goods Sold is calculated. The higher an inventory 

turnover rate, the more closely a company conforms to just-in-time procedures.



ThefiguresforcostofgoodssoldandaverageinventoryaretakendirectlyfromtheIncomeStatement'scostofsalesandtheBalanceSheet'sinventorylevels.Inasituationwhere

youknowonlythebeginningandendinginventory-forexample,atthebeginningandtheendingofaperiod-youwouldusetheaverageofthetwolevels:hencetheterm"average

inventory."



Anacceptableinventoryturnoverratecanbedeterminedonlybyknowledgeofacompany'sbusinesssector.Ifyouareinthebusinessofwholesalingfreshproduce,forexample,

youwouldprobablyrequireanannualturnoverrateinthe50s:amuchlowerratewouldmeanthatyouwerelosingtoomuchinventorytospoilage.Butifyousellcomputing

equipment,youcouldprobablyaffordanannualturnoverrateofaround3or4,becausehardwaredoesnotspoil,nordoesitbecometechnologicallyobsoletemorefrequentlythan

every few months.

Inventory Turnover Ratio
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XYZ Consultancy, Inc.

Debt Ratio Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Total Liabilities $1,717,200 $1,773,680 $1,829,594 $1,872,718 $1,928,916 $1,981,162 $2,033,409 $2,085,656 $2,137,903 $2,190,150 $2,242,397 $2,294,644

Total Assets $4,167,200 $4,094,180 $5,467,899 $6,172,246 $6,819,517 $7,558,380 $8,297,265 $9,036,174 $9,771,969 $10,510,832 $11,249,718 $11,988,627

Debt ratio 41.2% 43.3% 33.5% 30.3% 28.3% 26.2% 24.5% 23.1% 21.9% 20.8% 19.9% 19.1%

Debt Ratio

The debt ratio is defined by this formula:



Debt ratio = Total Liabilities / Total assets



Itisahealthysignwhenacompany'sdebtratioisfalls,althoughbothstockholdersandpotentialcreditorswouldprefertoseetherateofdeclineinthedebtratiomorecloselymatchthe

declineinreturnonassets.Asthereturnonassetsfalls,thenetincomeavailabletomakepaymentsondebtalsofalls.Thiscompanyshouldprobablytakeactiontoretiresomeofitsshort-

term debt, and the current portion of its long-term debt, as soon as possible.
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XYZ Consultancy, Inc.

Equity Ratio Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Total Equity $2,450,000 $2,320,500 $3,638,305 $4,299,528 $4,890,601 $5,577,217 $6,263,856 $6,950,518 $7,634,066 $8,320,682 $9,007,320 $9,693,983

Total Assets $4,167,200 $4,094,180 $5,467,899 $6,172,246 $6,819,517 $7,558,380 $8,297,265 $9,036,174 $9,771,969 $10,510,832 $11,249,718 $11,988,627

Equity ratio 58.8% 56.7% 66.5% 69.7% 71.7% 73.8% 75.5% 76.9% 78.1% 79.2% 80.1% 80.9%

Equity Ratio

The equity ratio is the opposite of the debt ratio. It is that portion of the company's assets financed by stockholders:



Equity Ratio = Total Equity / Total assets



Itisusuallyeasiertoacquireassetsthroughdebtthantoacquirethemthroughequity.Therearecertainobviousconsiderations:forexample,youmightneedtoacquireinvestmentcapital

from many investors; whereas you might be able to borrow the required funds from just one creditor. Less obvious is the issue of priority.



Bylaw,ifafirmceasesoperations,itscreditorshavethefirstclaimonitsassetstohelprepaytheborrowedfunds.Therefore,aninvestor'sriskissomewhathigherthanthatofacreditor,

andtheeffectisthatstockholderstendtodemandagreaterreturnontheirinvestmentthanacreditordoesonitsloan.Thestockholder'sdemandforareturncantaketheformofdividend

requirements or return on assets, each of which tend to increase the market value of their stock.



Butthereisno"always"infinancialplanning.Becauseinvestorsusuallyrequireahigherreturnontheirinvestmentthandocreditors,itmightseemthatdebtisthepreferredmethodof

raisingfundstoacquireassets.Potentialcreditors,though,lookatratiossuchasthereturnonassetsandthedebtratio.Ahighdebtratio(or,conversely,alowequityratio)meansthat

existing creditors have supplied a large portion of the company's assets, and that there is relatively little stockholder's equity to help absorb the risk.
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XYZ Consultancy, Inc.

Times Interest Earned Ratio Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

EBIT $686,240 $1,075,763 $1,141,485 $1,660,061 $1,887,683 $2,186,402 $2,485,120 $2,783,839 $3,082,557 $3,381,276 $3,679,994 $3,978,712

Interest charges $16,250 $16,738 $17,240 $17,757 $18,252 $18,754 $19,256 $19,758 $20,261 $20,763 $21,265 $21,767

Times interest earned 42.2 64.3 66.2 93.5 103.4 116.6 129.1 140.9 152.1 162.9 173.1 182.8

Times interest Earned Ratio

OnemeasurefrequentlyusedbycreditorstoevaluatetheriskinvolvedinloaningmoneytoafirmistheTimesInterestEarnedratio.Thisisthenumberoftimesinagivenperiodthat

a company earns enough income to cover its interest payments. A ratio of 5, for example, would mean that the amount of interest payments is earned 5 times over during that period.



The usual formula is:



Times Interest Earned = *EBIT / Total Interest Payments



*EBIT stands for Earnings Before Interest and Taxes.



TheTimesInterestEarnedratio,inreality,seldomexceeds10.Avalueof44.1isveryhigh,althoughcertainlynotunheardofduringaparticularlygoodquarter.Avalueof5.1would

usually be considered strong but within the normal range.



Noticethatthisisameasureofhowdeeplyinterestchargescutintoacompany'sincome.Aratioof1,forexample,wouldmeanthatthecompanyearnsenoughincome(after

coveringsuchcostsasoperatingexpensesandcostsofsales)tocoveronlyitsinterestcharges.Therewouldbenoincomeremainingtopayincometaxes(ofcourse,inthiscase

it's likely that there would be no income tax liability), to meet dividend requirements or to retain earnings for future investments.
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EXPANDED FINANCIAL RATIOS

  Description Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Amortization and Depreciation Expense to Net Sales 0.017        0.014        0.014         0.012         0.011         0.010         0.009         0.009         0.008         0.008         0.008         0.007        

AP to Net Sales 0.31         0.25         0.24           0.20           0.19           0.17           0.16           0.15           0.14           0.13           0.13           0.12          

Current Liabilities to Inventory 2.34         1.58         1.20           1.08           0.90           0.80           0.72           0.65           0.60           0.56           0.53           0.50          

Current Liabilities to Net Worth 0.38         0.42         0.27           0.23           0.21           0.19           0.17           0.16           0.15           0.14           0.13           0.12          

Current Ratio 1.30         1.61         2.20           2.81           3.20           3.64           4.06           4.47           4.86           5.23           5.58           5.92          

Days Inventory 195.97      256.36      336.45       373.62       423.67       465.76       503.75       538.21       569.61       598.35       624.74       649.06      

Days Purchases in AP 293.96      258.87      259.80       255.39       242.87       235.34       228.54       222.38       216.76       211.62       206.90       202.54      

Days Sales in AR 65.18        67.23        119.93       157.42       168.88       184.71       197.70       208.55       217.74       225.64       232.49       238.49      

Gross Profit Percentage 61.99% 65.15% 66.28% 71.44% 72.12% 73.52% 74.66% 75.62% 76.43% 77.12% 77.72% 78.25%

Income before tax to Net Worth 28.01% 46.36% 31.37% 38.61% 38.60% 39.20% 39.67% 40.05% 40.38% 40.64% 40.86% 41.04%

Income before tax to Total Assets 16.47% 26.28% 20.88% 26.90% 27.68% 28.93% 29.95% 30.81% 31.54% 32.17% 32.71% 33.19%

Interest Expense to Net Sales 0.01         0.01         0.01           0.01           0.01           0.00           0.00           0.00           0.00           0.00           0.00           0.00          

Inventory Turnover        1.86        1.42          1.08          0.98          0.86          0.78          0.72          0.68          0.64          0.61          0.58          0.56 

Net Sales to AR 65.18        67.23        119.93       157.42       168.88       184.71       197.70       208.55       217.74       225.64       232.49       238.49      

Net Sales to Inventory 4.90         4.08         3.22           3.42           3.09           2.96           2.86           2.78           2.72           2.67           2.62           2.59          

Net Sales to Net Fixed Assets 0.68         1.01         0.82           0.98           1.03           1.08           1.13           1.18           1.22           1.25           1.28           1.32          

Net Sales to Net Worth 0.80         1.08         0.73           0.75           0.73           0.71           0.69           0.68           0.67           0.66           0.65           0.65          

Net Sales to Total Assets 0.47         0.61         0.48           0.52           0.52           0.52           0.52           0.52           0.52           0.52           0.52           0.52          

Net Sales to Working Capital 7.10         4.26         2.22           1.76           1.56           1.41           1.30           1.23           1.17           1.12           1.09           1.06          

Net Worth to Total Liabilities 1.43         1.31         1.99           2.30           2.54           2.82           3.08           3.33           3.57           3.80           4.02           4.22          

Operating Expenses as % of Net Sales 28.51% 23.35% 24.43% 20.99% 20.20% 19.23% 18.44% 17.78% 17.22% 16.74% 16.33% 15.96%

Quick Ratio 0.87         0.97         1.37           1.88           2.09           2.39           2.67           2.94           3.20           3.45           3.69           3.91          

Retained Earning to Net Income 291% 205% 211% 149% 142% 130% 120% 113% 107% 103% 99% 95%

Return on Net Sales 24.51% 30.12% 30.13% 36.25% 37.21% 38.84% 40.18% 41.30% 42.25% 43.07% 43.78% 44.40%

Return on Net Worth 19.61% 32.45% 21.96% 27.03% 27.02% 27.44% 27.77% 28.04% 28.27% 28.45% 28.60% 28.73%

Return on Total Assets 11.53% 18.39% 14.61% 18.83% 19.38% 20.25% 20.97% 21.57% 22.08% 22.52% 22.90% 23.23%

Times Interest Earned 40.38        62.43        64.37         91.08         101.03       114.04       126.38       138.09       149.21       159.80       169.89       179.51      

Total Assets to Net Sales 2.13         1.64         2.06           1.93           1.92           1.92           1.92           1.92           1.91           1.91           1.91           1.91          

Total Liabilities to Net Worth 0.70         0.76         0.50           0.44           0.39           0.36           0.32           0.30           0.28           0.26           0.25           0.24          

Working Capital $276,200 $586,450$1,194,748$1,818,973$2,278,247$2,801,909$3,325,570$3,849,232$4,372,894$4,896,555$5,420,217$5,943,879

Z-Score - Stock is Privately Held 1.35         1.88         1.62           1.88           1.94           2.01           2.06           2.11           2.15           2.19           2.23           2.26          
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Year Year Year Year Year Year Year Year Year Year Year Year

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017

Return on Investment %

29.56% 46.34% 49.17% 71.51% 81.32% 94.18% 107.05% 119.92% 132.79% 145.65% 158.52% 171.39%

Return on Assets %

11.53% 18.39% 14.61% 18.83% 19.38% 20.25% 20.97% 21.57% 22.08% 22.52% 22.90% 23.23%

Net Profit Margin %

24.51% 30.12% 30.13% 36.25% 37.21% 38.84% 40.18% 41.30% 42.25% 43.07% 43.78% 44.40%

Debt Ratio %

41.21% 43.32% 33.46% 30.34% 28.29% 26.21% 24.51% 23.08% 21.88% 20.84% 19.93% 19.14%

Leverage Ratio

3 3 3 4 4 5 5 6 6 6 7 7

Current Ratio

1.30 1.61 2.20 2.81 3.20 3.64 4.06 4.47 4.86 5.23 5.58 5.92

Acid Test

0.87 0.97 1.37 1.88 2.09 2.39 2.67 2.94 3.20 3.45 3.69 3.91
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PROFIT Net Profit $ Net Profit %

RATIOS 480,368               24.51% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 400,000           x 365 divided by cost of sales = 196days

24.51%



558,760           Average time to collect

Return on Accounts Receivable 350,000           x 365 divided by credit sales = 65days

Assets % Sales

Return on 11.53% X 1,960,000            



Investment % Sales

29.56% 1,960,000        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 1.30

Asset Turnover



Gross Profit % 1,215,000            Cost of Sales Current Assets

0.47                  61.99%



745,000           Current Liabilities

X Sales b) Acid Test = 0.87

1,960,000            Current assets minus inventory

Total Assets Current Liabilities

4,167,200            

Fixed Assets

2,900,000              

Leverage Ratio

3

 +

Current Assets

1,212,200              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

1,717,200          781,200               936,000                 



Debt Ratio Total Assets

41.21% 4,167,200         

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity  

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  
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PROFIT Net Profit $ Net Profit %

RATIOS 753,034               30.12% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 612,000           x 365 divided by cost of sales = 256days

30.12%



583,787           Average time to collect

Return on Accounts Receivable 460,500           x 365 divided by credit sales = 86days

Assets % Sales

Return on 18.39% X 2,500,000            



Investment % Sales

46.34% 2,500,000        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 1.61

Asset Turnover



Gross Profit % 1,628,650            Cost of Sales Current Assets

0.61                  65.15%



871,350           Current Liabilities

X Sales b) Acid Test = 0.97

2,500,000            Current assets minus inventory

Total Assets Current Liabilities

4,094,180            

Fixed Assets

2,487,000              

Leverage Ratio

3

 +

Current Assets

1,550,530              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

1,773,680          809,600               964,080                 



Debt Ratio Total Assets

43.32% 4,094,180         

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity 

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  
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PROFIT Net Profit $ Net Profit %

RATIOS 799,039               30.13% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 824,360           x 365 divided by cost of sales = 336days

30.13%



647,842           Average time to collect

Return on Accounts Receivable 871,315           x 365 divided by credit sales = 162days

Assets % Sales

Return on 14.61% X 2,651,800            



Investment % Sales

49.17% 2,651,800        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 2.20

Asset Turnover



Gross Profit % 1,757,500            Cost of Sales Current Assets

0.48                  66.28%



894,301           Current Liabilities

X Sales b) Acid Test = 1.37

2,651,800            Current assets minus inventory

Total Assets Current Liabilities

5,467,899            

Fixed Assets

3,221,800              

Leverage Ratio

3

 +

Current Assets

2,187,750              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

1,829,594          836,592               993,002                 



Debt Ratio Total Assets

33.46% 5,467,899         

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity 

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  
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PROFIT Net Profit $ Net Profit %

RATIOS 1,162,043             36.25% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 937,091           x 365 divided by cost of sales = 374days

36.25%



672,707           Average time to collect

Return on Accounts Receivable 1,382,454        x 365 divided by credit sales = 257days

Assets % Sales

Return on 18.83% X 3,205,454            



Investment % Sales

71.51% 3,205,454        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 2.81

Asset Turnover



Gross Profit % 2,289,987            Cost of Sales Current Assets

0.52                  71.44%



915,467           Current Liabilities

X Sales b) Acid Test = 1.88

3,205,454            Current assets minus inventory

Total Assets Current Liabilities

6,172,246            

Fixed Assets

3,285,454              

Leverage Ratio

4

 +

Current Assets

2,826,692              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

1,872,718          864,999               1,007,719              



Debt Ratio Total Assets

30.34% 6,172,246         

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity 

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  
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PROFIT Net Profit $ Net Profit %

RATIOS 1,321,378             37.21% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 1,149,271        x 365 divided by cost of sales = 424days

37.21%



717,248           Average time to collect

Return on Accounts Receivable 1,643,112        x 365 divided by credit sales = 306days

Assets % Sales

Return on 19.38% X 3,551,354            



Investment % Sales

81.32% 3,551,354        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 3.20

Asset Turnover



Gross Profit % 2,561,236            Cost of Sales Current Assets

0.52                  72.12%



990,118           Current Liabilities

X Sales b) Acid Test = 2.09

3,551,354            Current assets minus inventory

Total Assets Current Liabilities

6,819,517            

Fixed Assets

3,446,354              

Leverage Ratio

4

 +

Current Assets

3,314,467              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

1,928,916          892,695               1,036,220              



Debt Ratio Total Assets

28.29% 6,819,517         

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity 

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  
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PROFIT Net Profit $ Net Profit %

RATIOS 1,530,481             38.84% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 1,331,634        x 365 divided by cost of sales = 466days

38.84%



757,838           Average time to collect

Return on Accounts Receivable 1,993,930        x 365 divided by credit sales = 371days

Assets % Sales

Return on 20.25% X 3,940,170            



Investment % Sales

94.18% 3,940,170        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 3.64

Asset Turnover



Gross Profit % 2,896,617            Cost of Sales Current Assets

0.52                  73.52%



1,043,553        Current Liabilities

X Sales b) Acid Test = 2.39

3,940,170            Current assets minus inventory

Total Assets Current Liabilities

7,558,380            

Fixed Assets

3,635,470              

Leverage Ratio

5

 +

Current Assets

3,862,537              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

1,981,162          920,534               1,060,628              



Debt Ratio Total Assets

26.21% 7,558,380         

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity 

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  
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PROFIT Net Profit $ Net Profit %

RATIOS 1,739,584             40.18% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 1,513,997        x 365 divided by cost of sales = 504days

40.18%



798,428           Average time to collect

Return on Accounts Receivable 2,344,748        x 365 divided by credit sales = 437days

Assets % Sales

Return on 20.97% X 4,328,986            



Investment % Sales

107.05% 4,328,986        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 4.06

Asset Turnover



Gross Profit % 3,231,998            Cost of Sales Current Assets

0.52                  74.66%



1,096,988        Current Liabilities

X Sales b) Acid Test = 2.67

4,328,986            Current assets minus inventory

Total Assets Current Liabilities

8,297,265            

Fixed Assets

3,824,586              

Leverage Ratio

5

 +

Current Assets

4,410,607              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

2,033,409          948,373               1,085,037              



Debt Ratio Total Assets

24.51% 8,297,265         

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity 

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  
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PROFIT Net Profit $ Net Profit %

RATIOS 1,948,687             41.30% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 1,696,361        x 365 divided by cost of sales = 538days

41.30%



839,018           Average time to collect

Return on Accounts Receivable 2,695,565        x 365 divided by credit sales = 502days

Assets % Sales

Return on 21.57% X 4,717,803            



Investment % Sales

119.92% 4,717,803        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 4.47

Asset Turnover



Gross Profit % 3,567,379            Cost of Sales Current Assets

0.52                  75.62%



1,150,423        Current Liabilities

X Sales b) Acid Test = 2.94

4,717,803            Current assets minus inventory

Total Assets Current Liabilities

9,036,174            

Fixed Assets

4,013,703              

Leverage Ratio

6

 +

Current Assets

4,958,676              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

2,085,656          976,212               1,109,445              



Debt Ratio Total Assets

23.08% 9,036,174         

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity 

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  
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PROFIT Net Profit $ Net Profit %

RATIOS 2,157,790             42.25% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 1,878,724        x 365 divided by cost of sales = 570days

42.25%



879,607           Average time to collect

Return on Accounts Receivable 3,046,383        x 365 divided by credit sales = 567days

Assets % Sales

Return on 22.08% X 5,106,619            



Investment % Sales

132.79% 5,106,619        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 4.86

Asset Turnover



Gross Profit % 3,902,760            Cost of Sales Current Assets

0.52                  76.43%



1,203,859        Current Liabilities

X Sales b) Acid Test = 3.20

5,106,619            Current assets minus inventory

Total Assets Current Liabilities

9,771,969            

Fixed Assets

4,202,819              

Leverage Ratio

6

 +

Current Assets

5,506,746              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

2,137,903          1,004,051             1,133,853              



Debt Ratio Total Assets

21.88% 9,771,969         

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity 

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  
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PROFIT Net Profit $ Net Profit %

RATIOS 2,366,893             43.07% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 2,061,087        x 365 divided by cost of sales = 598days

43.07%



920,197           Average time to collect

Return on Accounts Receivable 3,397,201        x 365 divided by credit sales = 633days

Assets % Sales

Return on 22.52% X 5,495,435            



Investment % Sales

145.65% 5,495,435        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 5.23

Asset Turnover



Gross Profit % 4,238,141            Cost of Sales Current Assets

0.52                  77.12%



1,257,294        Current Liabilities

X Sales b) Acid Test = 3.45

5,495,435            Current assets minus inventory

Total Assets Current Liabilities

10,510,832          

Fixed Assets

4,391,935              

Leverage Ratio

6

 +

Current Assets

6,054,816              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

2,190,150          1,031,890             1,158,261              



Debt Ratio Total Assets

20.84% 10,510,832       

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity 

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  
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PROFIT Net Profit $ Net Profit %

RATIOS 2,575,996             43.78% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 2,243,450        x 365 divided by cost of sales = 625days

43.78%



960,787           Average time to collect

Return on Accounts Receivable 3,748,019        x 365 divided by credit sales = 698days

Assets % Sales

Return on 22.90% X 5,884,251            



Investment % Sales

158.52% 5,884,251        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 5.58

Asset Turnover



Gross Profit % 4,573,522            Cost of Sales Current Assets

0.52                  77.72%



1,310,729        Current Liabilities

X Sales b) Acid Test = 3.69

5,884,251            Current assets minus inventory

Total Assets Current Liabilities

11,249,718          

Fixed Assets

4,581,051              

Leverage Ratio

7

 +

Current Assets

6,602,886              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

2,242,397          1,059,729             1,182,669              



Debt Ratio Total Assets

19.93% 11,249,718       

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity 

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  
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PROFIT Net Profit $ Net Profit %

RATIOS 2,785,099             44.40% Activity ratios

Net Profit  Inventory for

Margin % Operating Expenses Inventory 2,425,813        x 365 divided by cost of sales = 649days

44.40%



1,001,376         Average time to collect

Return on Accounts Receivable 4,098,837        x 365 divided by credit sales = 763days

Assets % Sales

Return on 23.23% X 6,273,067            



Investment % Sales

171.39% 6,273,067        Liquidity Ratios

Gross Profit

_

a) Current Ratio = 5.92

Asset Turnover



Gross Profit % 4,908,903            Cost of Sales Current Assets

0.52                  78.25%



1,364,164        Current Liabilities

X Sales b) Acid Test = 3.91

6,273,067            Current assets minus inventory

Total Assets Current Liabilities

11,988,627          

Fixed Assets

4,770,167              

Leverage Ratio

7

 +

Current Assets

7,150,955              

Investment

1,625,000            

     = _

+

Total Liabilities    = Non-Current

+

Current Liabilities

2,294,644          1,087,567             1,207,077              



Debt Ratio Total Assets

19.14% 11,988,627       

XYZ Consultancy, Inc.

Working Capital

Total Liabilities and Equity 

Total Stockholders' Equity

Total Liabilities  

Total Current Liabilities  

Total Assets  

Total Fixed Assets  

Total Current Assets  



[image: image80.emf]Overview

Determining the Value of a Business

There are three techniques and several variations for determining the value of a business:

1The balance sheet technique.

2The earnings approach.

3The market (or price/earnings) approach .

Balance Sheet Technique. 

The ABC Company

Oneyoungcouplepurchasedalumberyardwithoutexaminingtheinventorycompletely.Aftercompletingthesale,they

discovered that most of the lumber in a warehouse they had neglected to inspect was warped and was of little value as building 

material.Thebargainpricetheypaidforthebusinessturnedoutnottobethegooddealtheyhadexpected.Toavoidsuch

problems,somebuyersinsistonhavingaknowledgeablerepresentativeonaninventoryteamthatcountstheinventoryand

checksitscondition.Nearlyeverysaleinvolvesmerchandisethatcannotbesold;but,bytakingthisprecaution,abuyer

minimizes the chance of being stuck with worthless inventory.

Fixedassetstransferredinasalemightincludeland,buildings,equipment,andfixtures.Businessownersfrequentlycarryreal

estateandbuildingsatpriceswellbelowtheiractualmarketvalue.Equipmentandfixtures,dependingontheirconditionand

usefulness,mayincreaseordecreasethetruevalueofthebusiness.Appraisalsoftheseassetsoninsurancepoliciesare

helpful guidelines for establishing market value.

Businessevaluationsbasedonbalancesheetmethodsufferonemajordrawback:theydonotconsiderthefutureearning

potential of the business. These techniques value assets at current prices and do not consider them as tools for creating future 

profits. The next method for computing the value of a business is based on its expected future earnings.

Inmanufacturing,wholesale,andretailbusinesses,inventoryusuallyisthelargestsingleassetinvolvedinthesale.Takinga

physicalinventorycountisthebestwaytodetermineaccuratelythequantityofgoodstobetransferred.Thesalemayinclude

threetypesofinventory,eachhavingitsownmethodofvaluation:rawmaterials,workin-process,andfinishedgoods.The

buyerandthesellermustarriveatamethodforevaluatingtheinventoryFirst-in-first-out(FIFO),last-in-firstout(LIFO),and

averagecostingarethreefrequentlyusedtechniques,butthemostcommonmethodsusethecostoflastpurchaseandthe

replacement value of the inventory. Before accepting any inventory value, the buyer should evaluate the condition of the goods.

Perhapsthemostdifficultstageinabuyoutisdetermininganacceptablepriceforthebusiness.Businessvaluationispartly

anartandpartlyascience.Computingthevalueofthecompany'stangibleassetsusuallyposesnomajorproblem,but

assigningapricetotheintangiblessuchasgoodwill,almostalwayscreatescontroversy.Thesellerexpectsgoodwilltoreflect

thehardworkandlonghoursinvestedinbuildingthebusiness.Thebuyer,however,iswillingtopayextraonlyforthose

intangibleassetsthatproduceexceptionalincome.So,howcanthebuyerandthesellerarriveatafairprice?Therearefew

universal rules in establishing the value of a business, but both parties should observe the following guidelines.

The wisest approach is to compute a company’s value using several techniques and then choose the one that makes the most 

sense.

There is no single best method for determining a business's worth since each business sale is unique. 

Thedealmustbefinanciallyfeasibleforbothparties.Thesellermustbesatisfiedwiththepricereceivedforthebusiness.

Frequently,theentrepreneurfeelslikeheissellinghisbaby.So,hedoesnotwanttoleaveadimeonthetable.But,thebuyer

cannot pay an excessively high price that would require heavy borrowing and would strain cash flows from the outset.

Market Value Analysis

The buyer and the seller should have access to business records. 

Variation:AdjustedBalanceSheetTechnique.



Amorerealisticmethodfordeterminingacompany'svalueistoadjustthe

bookvalueofnetworthtoreflectactualmarketvalue.Thevaluesreportedonacompany’sbooksmayoverstateorunderstate

thetruevalueofassetsandliabilities.Typicalassetsinabusinesssaleincludenotesandaccountsreceivable,inventories,

supplies,andfixtures.Ifabuyerpurchasesnotesandaccountsreceivable,heshouldestimatethelikelihoodoftheircollection

and adjust their value accordingly.

Thebalancesheettechniqueisoneofthemostcommonlyusedmethodsofevaluatingabusiness,althoughitisnothighly

recommendedbecauseitoversimplifiesthevaluationprocess.Thismethodcomputesthecompany'snetworthorowner's

equity(networth=assets-liabilities)andusesthisfigureasthevalue.Theproblemwiththistechniqueisthatitfailsto

recognize reality: Most small businesses have market values that exceed their reported book values.

Thefirststepistodeterminewhichassetsareincludedinthesale.Inmostcases,theownerhassomepersonalassetshe

doesnotwanttosell.Rememberthatnetworthonafinancialstatementwilllikelydiffersignificantlyfromactualnetworthin

the market.

Valuations should be based on facts, not fiction.

No surprise is the best surprise. Both parties should deal with one another honestly and in good faith.

Theprimaryreasonbuyerspurchaseexistingbusinessesistogettheirfutureearningpotential.Thesecondmostcommon

reasonistogetanestablishedassetbase.Itismucheasiertobuyassetsthantobuildthem.Evaluationmethodsshould

takethesecharacteristicsintoconsideration.However,toomanybusinesssellersandbuyersdependonrulesofthumbthat

ignoretheuniquefeaturesofsmallcompanies.Forexample,cableTVfranchisesarevaluedat11timescashflow;advertising

agenciesat75percentofgrossincome;daycarecentersat$500to$1,000perchildenrolled;motelsat$12,300to$14,600

perroom;andgarbagepickuproutesattwoandonehalftimesgrossincome.Theproblemisthatsuchonesizefits-all

approaches seldom work well because no two businesses are alike.

Thebestruleofthumbtouseinvaluingbusinessesis"Don'tuserulesofthumbtovaluebusinesses.”Ifyourelyonthese

rulestoomuch,youcanbeledastray.Onaverage,businessessellforonethirdlessthantheacceptedindustryruleof

thumb.
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Thesuccessofthisapproachdependsontheaccuracyofthebuyer'sestimatesofnetearningsandrisk.But,itdoesoffera

systematic method for assigning a value to goodwill.

Variation2:



CapitalizedEarningsApproach.Anotherearningsapproachcapitalizesexpectednetprofitstodeterminethe

valueofabusiness.Thebuyershouldpreparehisownproformaincomestatementandshouldaskthesellertoprepareone

also.Useafiveyearweightedaverageofpastsales(withthegreatestweightsassignedtothemostrecentyears)toestimate

sales for the upcoming year.

Onceagain,thebuyermustevaluatetheriskinvolvedinpurchasingthebusinesstodeterminetheappropriaterateofreturnon

theinvestment.Thegreatertheriskinvolved,thehigherthereturnthebuyerrequires.Riskdeterminationisalwayssomewhat

subjective,butitisnecessaryforproperevaluation.Thecapitalizedearningsapproachdividesestimatednetearnings(after

subtractingtheowner'sreasonablesalary)bytherateofreturnthatreflectstherisklevel.Forexample,thecapitalizedvalue

(assuming a reasonable salary of $25,000) would be:

Step 4: Compute extra earning power. A company’s extra earning power is the difference between forecasted earnings (step 3) 

andtotalopportunitycosts(step2).Mostsmallbusinessesthatareforsaledonothaveextraearningpower(i.e.,excess

earnings). They show marginal or no profits.

Step5:



Estimatethevalueofintangibles.Theownercanusetheextraearningpowerofthebusinesstoestimatethevalueof

itsintangibleassets-thatis,goodwill.Multiplyingtheextraearningpowerbyayearsofprofitfigureyieldsanestimateofthe

intangibleassets’value.Theyearsofprofitfigureforanormalriskbusinessrangesfromthreetofour.Averyhigh-risk

business may have a years of profit figure of 1, while a well-established firm might use a figure of 7.

Step6:



Determinethevalueofthebusiness.Todeterminethevalueofthebusiness,thebuyersimplyaddstheadjusted

tangible net worth (step 1) and the value of the intangibles (step 5).

Boththebuyerandsellershouldconsiderthetaximplicationsoftransferringgoodwill.Theamountthesellerreceivesfor

goodwillistaxedasordinaryincome.Thebuyercannotcountthisamountasadeductionbecausegoodwillisacapitalasset

thatcannotbedepreciatedoramortizedfortaxpurposes.Instead,thebuyerwouldprefertopaythesellerforsigninga

covenant not to compete because its value is fully tax deductible.

Total tangible assets (adjusted for market value) minus total liabilities yields adjusted tangible net worth.

Step 2: Calculate the opportunity costs of investing in the business. 

The second part of the buyer’s opportunity cost is the salary she could earn working for someone else.

Step3:



Projectnetearnings.Thebuyermustestimatethecompany'snetearningsfortheupcomingyearbeforesubtracting

theowner'ssalary.Averagescanbemisleading,sothebuyermustbesuretoinvestigatethetrendofnetearnings.Havethey

risensteadilyoverthepastfiveyears,droppedsignificantlyremainedrelativelyconstant,orfluctuatedwildly?Themoreerratic

your earnings are, the more they will be discounted. Past income statements provide useful guidelines for estimating earnings. 

OpportunityCostsrepresentthecostofforgoingachoice.Ifthebuyerchoosestopurchasetheassetsofabusiness,he

cannotinvesthismoneyelsewhere.So,theopportunitycostofthepurchasewouldbetheamountthebuyercouldearnby

investing the same amount in a similar risk investment.

Therearethreeprincipalcomponentsintherateofreturnusedtovalueabusiness:(1)thebasic,riskfreereturn,(2)an

inflationpremium,and(3)theriskallowanceforinvestingintheparticularbusiness.Thebasic,riskfreereturnandtheinflation

premiumarereflectedininvestmentslikeU.S.Treasurybonds.Todeterminetheappropriaterateofreturnforinvestingina

business,thebuyermustaddtothisbaserateafactorreflectingtheriskinvolvedinpurchasingthecompany.Thegreaterthe

risk, the higher the rate of return. A normal-risk business typically indicates a 25 percent rate of return.

Step 1: Compute adjusted tangible net worth.

Using the previous method of valuation, the buyer should compute the firm's adjusted tangible net worth. 

Thebuyerofanexistingbusinessisessentiallypurchasingitsfutureincome.Theearningsapproachismorerefinedbecause

it considers the future income potential of the business. 

Variation1:



ExcessEarningsMethod.Thismethodcombinesboththevalueofthefirm'sexistingassets(overitsliabilities)

andanestimateofitsfutureearningspotentialtodetermineabusiness'ssellingprice.Oneadvantageofthistechniqueisthat

itoffersanestimateofgoodwill.Goodwillisanintangibleassetthatoftencreatesproblemsinabusinesssale.Infact,the

mostcommonmethodofvaluingabusinessistocomputeitstangiblenetworthandthentoaddanoftenarbitraryadjustment

forgoodwill.Inessence,goodwillisthedifferencebetweenanestablished,successfulbusinessandonethathasyettoprove

itself.Itisbasedonthecompany’sreputationanditsabilitytoattractcustomers.Abuyershouldnotacceptblindlythe

seller's arbitrary adjustment for goodwill because it is likely to be inflated.

There are three versions of the earnings approach.

Theexcessearningsmethodprovidesamoreconsistentandrealisticapproachfordeterminingthevalueofgoodwill.It

measuresgoodwillbytheamountofprofitthebusinessearnsabovetheaveragefirminthesameindustry.Italsoassumes

that the owner is entitled to a reasonable return on the firm's adjusted tangible net worth..
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The discounted future earnings approach involves five steps.

Step 1: Project future earnings for five years into the future. 

net earnings ( after deducting owner's salary)

rate of return 25%

Clearly,firmswithlowerriskfactorsaremorevaluable.Mostnormalriskbusinessesusearateofreturnfactorrangingfrom25

percent to 33 percent. The lowest risk factor most buyers would accept for any business ranges from 15 to 20 percent.

Variation 3: Discounted Future Earnings Approach. 

Thisvariationoftheearningsapproachassumesthatadollarearnedinthefutureisworthlessthanthatsamedollartoday.

Therefore,usingthisapproach,thebuyerestimatesthecompany'snetincomeforseveralyearsintothefutureandthen

discountsthesefutureearningsbacktotheirpresentvalue.Theresultingpresentvalueisanestimateofthecompany'sworth.

Thereducedvalueoffuturedollarshasnothingtodowithinflation.Instead,presentvaluerepresentsthecostofthebuyer

givingupthcopportunitytoearnareasonablerateofreturnbyreceivingincomeinthefutureinsteadoftoday.Toillustratethe

importanceofthetimevalueofmoney,considertwo$1millionsweepstakewinners.Robwins$1millioninasweepstakes,

buthereceivesitin$50,000installmentsover20years.IfRobinvestedeveryinstallmentat15percentinterest,hewouldhave

accumulated$5,890,505.98attheendof20years.Lisawins$1millioninanothersweepstakes,butshecollectsherwinnings

inalumpsum.IfLisainvestedher$1milliontodayat15percent.Shewouldhaveaccumulated$16,366,537.39attheendof

twenty years. The difference in their wealth is the result of the time value of money.

Thebiggestadvantageofthemarketapproachisitssimplicity.But,thismethodsuffersfromseveraldisadvantages,including

the following:

Onewayistoassumethatearningswillgrowbyaconstantamountoverthenextfiveyears.Perhapsabettermethodisto

developthreeforecasts-anoptimistic,apessimistic,andamostlikelyforeachyearandthenfindaweightedaverageusing

the formula.

The buyer must remember that the farther into the future he forecasts, the less reliable are his estimates .

Step 2: Discount these future earnings at the appropriate present value rate. 

The rate the buyer selects should reflect the rate he could earn on a similar risk investment. 

Market Approach. 

Themarket(orprice/earnings)approachusestheprice/earningsratiosofsimilarbusinessestoestablishthevalueofa

company.Thebuyermustusebusinesseswhosestocksarepubliclytradedtogetameaningfulcomparison.Acompany's

price/earningsratio(orP/Eratio)isthepriceofoneshareofitscommonstockinthemarketdividedbyitsearningspershare

(afterdeductingpreferredstockdividends).TogetarepresentativeP/Eratio,thebuyershouldaveragetheP/Esofasmany

similarbusinessesaspossible.Tocomputethecompany'svalue,thebuyermultipliestheaverageprice/earningsratiobythe

private company's estimated earnings.

Step 3: Estimate the income stream beyond five years. 

One technique suggests multiplying the fifth year income by 1/rate of return.

Step 4: Discount the income estimate beyond five years using the present value factor for the sixth year.

Despite its drawbacks, the market approach is useful as a general guideline to establishing a company's value. 

Whichofthesemethodsisbestfordeterminingthevalueofasmallbusiness?Simplystated,thereisnosinglebestmethod.

Valuingabusinessispartlyanartandpartlyascience.Usingthesetechniques,arangeofvalueswillemerge.Buyersshould

look for values that might cluster together and then use their best judgment to determine their offering price.

Conclusion

Necessarycomparisonsbetweenpubliclytradedandprivatelyownedcompanies.Thestockofprivatelyownedcompaniesis

illiquid, and, therefore, the PIE ratio used is often subjective and lower than that of publicly held companies.

Unrepresentativeearningsestimates.Theprivatecompany'snetearningsmaynotrealisticallyreflectitstrueearningpotential.

To minimize taxes, owners usually attempt to keep profits low and rely on fringe benefits to make up the difference.

Findingsimilarcompaniesforcomparison.Often,itisextremelydifficultforabuyertofindcomparablepubliclyheld

companies when estimating the appropriate P/E ratio.

Applyingtheafter-taxearningsofaprivatecompanytodetermineitsvalue.Ifaprospectivebuyerisusinganafter-taxP/Eratio

from public companies, he also must use after-tax earnings from the private company.

Step 5: Compute the total value.

Theprimaryadvantageofthistechniqueisthatitvaluesabusinesssolelyonthebasisofitsfutureearningpotential,butits

reliabilitydependsonmakingforecastsoffutureearningsandonchoosingarealisticpresentvaluerate.Thediscountedcash

flowtechniqueisespeciallywell-suitedforvaluingservicebusinesses(whoseassetbasesareoftensmall)andforcompanies

experiencing high growth rates.
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Market Value Data Entry

Enter Figures In Bold Blue.

Valuing Accounts Receivable

Age of Amount Collection Value

Accounts $ Probability % $

0-30 days $235,000.00 90% $211,500.00

31-90 days $35,000.00 80% $28,000.00

91-120 days $0.00 60% $0.00

121-180 days $0.00 40% $0.00

Greater than 180 days $0.00 10% $0.00

$270,000.00 $239,500.00

Book Balance Sheet

Assets $4,167,200.00

Liabilities $1,717,200.00

Adjusted Balance Sheet

Current Assets

Accounts Receivable $239,500.00

Cash $451,000.00

Notes Receivable $1,200.00

Other $10,000.00

Total $701,700.00

Fixed Assets

Land $1,000,000

Buildings $1,500,000

Equipment $800,000

Other $0

Other $0

Other $30,000

Total $2,900,000.00

Total Assets $3,601,700.00

Liabilities $1,717,200

Earnings Approach

Variation 1 - Excess Earnings Method

Step 1 Rate of Return 25%

Step 2 Salary lost $125,000

Step 3 Years of Profit (3-7) 5

Forecasting Sheet

Years Year Number Earnings

2006 1 $480,368.00

2007 2 $753,034.31

2008 3 $799,039.21

2009 4 $1,162,042.74

2010 5 $1,321,378.35

2011 6 $1,530,481.26

2012 7 $1,739,584.17

2013 8 $1,948,687.08

2014 9 $2,157,789.99

Present Value Factor Calculations

Year Number Year PV Factor

1 2010 0.8000

2 2011 0.6400

3 2012 0.5120

4 2013 0.4096

5 2014 0.3277

6 2015 0.1854

Market Approach

Price/Earnings Ratio 8.35

Stock Valuation Worksheet

Goodwill, Patents, Reputation, etc. $132,000

February 10, 2009
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Balance Sheet Technique

Book Value of Net Worth =             Assets minus Liabilities

= $4,167,200 $1,717,200

= $2,450,000

Adjusted Balance Sheet Technique

Adjusted Net Worth =       Adjusted Assets minus Liabilities

= $3,601,700 $1,717,200

= $1,884,500

Earnings Approach

Variation 1 - Excess Earnings Method

Step 1Adjusted tangible net worth equals $3,601,700 $1,717,200

equals $1,884,500

Step 2Opportunity Costs equals $596,125

Step 3Estimated net earnings                        = equals $1,325,783

Step 4Extra earning power=estimated net earnings-opportunity cost =

equals $729,658

Step 5Value of intangibles=extra earning power X years of profit figure =

equals $3,648,290

Step 6Value of business tangible net worth + value of intangibles =

equals $5,532,790

Variation 2 - Capitalized Earnings Approach

net earnings

Value = --------------------------------------------------------------------

rate of return

$1,325,783

Value = ---------------------------------------------------------------------

0.25

Value = $5,303,132

Variation 3 - Discounted Future Earnings Approach

Step 1 Projected future earnings approach

Year Pessimistic Most Likely Optimistic Weighted Average

2010 $1,281,737 $1,321,378 $1,387,447 $1,325,783

2011 $1,484,567 $1,530,481 $1,607,005 $1,535,583

2012 $1,687,397 $1,739,584 $1,826,563 $1,745,383

2013 $1,890,226 $1,948,687 $2,046,121 $1,955,183

2014 $2,093,056 $2,157,790 $2,265,679 $2,164,983

Total $8,726,914

Step 2 Discount future earnings at the appropriate present value factor

Year Forecasted Earnings X Present Value Factor = Net Present Value

2010 $1,325,783 X 0.8000 $1,060,626

2011 $1,535,583 X 0.6400 $982,773

2012 $1,745,383 X 0.5120 $893,636

2013 $1,955,183 X 0.4096 $800,843

2014 $2,164,983 X 0.3277 $709,465

Total $3,737,878

Step 3 Estimate income stream beyond 4 years

1

Income Stream = Fourth year income X   --------------

Rate of Return

= $2,164,983 X 4.00

= $8,659,931

Step 4 Discount income stream beyond four years (using fifth year present value factor)

Present value of income stream = $8,659,931 X 0.1854

equals $1,605,205

Step 5 Compute the Total Value

Total Value = Step 2 + Step 4

Total Value = $3,737,878 + $1,605,205

Total Value = $5,343,083

Market Approach

Value =estimated earnings x Representative price-earnings ratio

Value = $1,325,783 Times 8.3

Value = $11,067,784

Summary of Approaches Base Price Base Price + Intangibles

Balance Sheet Technique $2,450,000 $2,582,000

Adjusted Balance Sheet Technique $1,884,500 $2,016,500

Earnings Approach Variation 1 $5,532,790 $5,664,790

Variation 2 $5,303,132 $5,435,132

Variation 3 $5,343,083 $5,475,083

Market Approach $11,067,784 $11,199,784

Average $5,263,548 $5,395,548

Median $5,323,107 $5,455,107

minus
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Optimal Operating Analysis

Compare with What-if Analysis

Year Use the spinners and watch the bottom line change.

Manufacturer -$-  -%- 2006

Gross Sales $6,433,067 100.78% $2,010,000 100% What-if Sales $2,010,000

Discounts/Allowances ($50,000) -0.78% ($50,000) Discounts/Allowances ($50,000)

Net Sales $6,273,067 100.00% $1,960,000 Net Sales $1,960,000

Direct Material Cost $708,875 11.30% $320,000 100% What-if Direct Materials $320,000

Direct Labor Cost $458,083 7.30% $300,000 100% What-if Direct Labor $300,000

Other Direct Costs $163,277 2.60% $125,000 100% What-if Other Direct $125,000

Total Cost of Sales $1,330,236 21.21% $745,000 Total Cost of Sales $745,000

Gross Profit $4,786,811 76.31% $1,215,000 Gross Profit $1,215,000

 

Total Fixed Expenses $585,336 9.33% $329,993 100% What-if Fixed Expenses $329,993

Total Variable Expenses $325,824 5.19% $178,767 100% What-if Variable Expenses $178,767

Operating expenses $911,160 14.52% $508,760 Operating expenses $508,760

Interest $21,226 0.34% $16,250 100% Interest $16,250

Depreciation $42,452 0.68% $32,500 100% Depreciation $32,500

Amortization $1,633 0.03% $1,250 100% Amortization $1,250

Other $0 0.00% $0 100% Other $0

Total expenses   $976,471 15.57% $558,760 Total expenses   $558,760

Other Income $30,000

Operating income   $3,810,340 60.74% $656,240 Operating income   $656,240

Income before tax   $3,879,756 61.85% $686,240 Change in Income before tax   $686,240

Income taxes $658,903 10.50% $205,872 Net Income Income taxes $205,872

Net income   $2,715,829 43.29% $480,368 0.00% Net income   $480,368

Return On Ownership $2,921,386 46.57% $670,368 $0 Return On Ownership $670,368

February 10, 2009

Click Here for the Expense / Sales worksheet

Performance

Optimal Operating Statement    (Potential Maximum Performance)

Potential Maximum

What-if Analysis

0

100

200

0

100

200

Current Year

What-if Projections vs. Current Year

0

500

1,000

Maximum Potential

Reset Spinners

Calculator
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Comparative Payroll Analysis

Payroll Analysis What-if Payroll Analysis

What-if Analysis

Use the spinners to experiment with the payroll demand.

CURRENT NUMBER OF EMPLOYEES 37 CURRENT NUMBER OF EMPLOYEES 37

CURRENT SALES ANNUALIZED (Weekly X 52 Weeks) $3,399,968 CURRENT SALES ANNUALIZED (Weekly X 52 Weeks) $3,399,968 100%

CURRENT COMPLETED YEAR SALES $3,285,454 CURRENT COMPLETED YEAR SALES $3,285,454 100%

CURRENT PAYROLL ANNUALIZED (Weekly X 52 Weeks) $350,064 CURRENT PAYROLL ANNUALIZED (Weekly X 52 Weeks) $350,064 100%

PRIOR YEAR PAYROLL $313,647 PRIOR YEAR PAYROLL $313,647 100%

SALES VOLUME REQUIRED, AT CURRENT PAYROLL LEVEL, TO PRODUCE PROFITS SALES VOLUME REQUIRED, AT CURRENT PAYROLL LEVEL, TO PRODUCE PROFITS

EQUAL TO THE PREVIOUS YEAR PROFITS-------- $3,666,922 EQUAL TO THE PREVIOUS YEAR PROFITS-------- $3,666,922

SALES DEFICIENCY = SALES REQUIRED MINUS CURRENT VOLUME SALES DEFICIENCY = SALES REQUIRED MINUS CURRENT VOLUME

SALES DEFICIENCY IS--------------- ($266,954) SALES DEFICIENCY IS--------------- ($266,954)

   

GROSS PAYROLL ALLOWABLE GROSS PAYROLL ALLOWABLE

UNDER PROJECTED CONDITIONS----- $324,579 UNDER PROJECTED CONDITIONS----- $324,579

GROSS PAYROLL BURDEN IS------ ($25,485) OR -8.1% GROSS PAYROLL BURDEN IS------ ($25,485) OR -8.1%

THE NUMBER OF NEEDED EMPLOYEES ON THE PAYROLL . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -3.01 THE NUMBER OF EXCESS EMPLOYEES ON THE PAYROLL . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -3.01

This analysis uses simple direct proportions.

Refer to it as a payroll performance snapshot in positive & negative situations.

February 12, 2009

Reset Spinners

Calculator
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2006

2007

2008 2006

2009

What-if Actual Change

Net Sales $1,960,000 $1,960,000 $0

Total Expenses $1,303,760 $1,303,760 $0

Operating Income $656,240 $656,240 $0

Type of Actual Change Expense

Expense Expense Value To a Value of: By Difference: By Percentage Percentage Of Actual Expenses

Net Sales $1,960,000 $1,960,000 $0 0.00% 60.05%

Direct Material Cost $320,000 $320,000 $0 0.00% 9.80%

Direct Labor Cost $300,000 $300,000 $0 0.00% 9.19%

Other Direct Costs $125,000 $125,000 $0 0.00% 3.83%

Executive Salaries $190,000 $190,000 $0 0.00% 5.82%

Advertising $50,000 $50,000 $0 0.00% 1.53%

Auto & Truck Expenses $30,000 $30,000 $0 0.00% 0.92%

Depreciation $5,000 $5,000 $0 0.00% 0.15%

Employee Benefits $3,000 $3,000 $0 0.00% 0.09%

Home Office Business Expenses $1,000 $1,000 $0 0.00% 0.03%

Insurance $3,906 $3,906 $0 0.00% 0.12%

Bank Charges $2,133 $2,133 $0 0.00% 0.07%

Legal & Professional Services $1,000 $1,000 $0 0.00% 0.03%

Meals & Entertainment $4,000 $4,000 $0 0.00% 0.12%

Office Expense $6,000 $6,000 $0 0.00% 0.18%

Retirement Plans $1,000 $1,000 $0 0.00% 0.03%

Rent - Equipment $3,000 $3,000 $0 0.00% 0.09%

Rent - Office & Business Property $8,750 $8,750 $0 0.00% 0.27%

Repairs $1,000 $1,000 $0 0.00% 0.03%

Supplies $1,000 $1,000 $0 0.00% 0.03%

Taxes - Business & Payroll $1,000 $1,000 $0 0.00% 0.03%

Travel $6,230 $6,230 $0 0.00% 0.19%

Utilities $11,974 $11,974 $0 0.00% 0.37%

Office salaries $90,000 $90,000 $0 0.00% 2.76%

Employee benefits $43,000 $43,000 $0 0.00% 1.32%

Payroll taxes $18,000 $18,000 $0 0.00% 0.55%

Sales and Marketing $14,000 $14,000 $0 0.00% 0.43%

Telephone and telegraph $6,000 $6,000 $0 0.00% 0.18%

Stationary and office supplies $2,110 $2,110 $0 0.00% 0.06%

Interest $16,250 $16,250 $0 0.00% 0.50%

Depreciation $32,500 $32,500 $0 0.00% 1.00%

Amortization $1,250 $1,250 $0 0.00% 0.04%

Bad debts $100 $100 $0 0.00% 0.00%

Postage $5,557 $5,557 $0 0.00% 0.17%

Contributions $0 $0 $0 0.00% 0.00%

Other Expenses $0 $0 $0 0.00% 0.00%

Total All Expenses $3,263,760 $3,263,760 $0 0% 100%

Expense Analysis

Reset Spinners

Calculator

Click Here

Click Here

Click Here

Click Here
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Account Budget  Actual  Difference ($) Difference (%)

Labor

Office $25,000 $28,150 $3,150 12.6%

Store $15,000 $16,260 $1,260 8.4%

Salespeople $27,500 $23,220 ($4,280) -15.6%

Others $12,000 $9,640 ($2,360) -19.7%

Operations

Advertising $48,000 $37,260 ($10,740) -22.4%

Bad Debts $4,000 $6,130 $2,130 53.3%

Cash Discounts $6,000 $9,260 $3,260 54.3%

Delivery Costs $3,400 $5,150 $1,750 51.5%

Depreciation $3,000 $2,570 ($430) -14.3%

Dues and Subscriptions $500 $370 ($130) -26.0%

Employee Benefits $14,000 $12,850 ($1,150) -8.2%

Insurance $6,000 $4,520 ($1,480) -24.7%

Interest $450 $440 ($10) -2.2%

Legal and Auditing $1,000 $1,300 $300 30.0%

Maintenance and Repairs $1,500 $1,420 ($80) -5.3%

Office Supplies $300 $370 $70 23.3%

Postage $125 $160 $35 28.0%

Rent or Mortgage $2,500 $3,570 $1,070 42.8%

Sales Expenses $1,200 $910 ($290) -24.2%

Shipping and Storage $600 $890 $290 48.3%

Supplies $250 $200 ($50) -20.0%

Taxes $2,000 $1,320 ($680) -34.0%

Telephone $250 $260 $10 4.0%

Utilities $450 $450 $0 0.0%

Other $2,000 $2,460 $460 23.0%

Total Expenses $177,025 $169,130 ($7,895) -4.5%

Budget 

Actual 

$160,000

$180,000

Expense Budget Analysis
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Year Year Year Year Total

2006 2007 2008 2009 Impact

A 2% reduction in expenses equals

an additional profit of....................................... $29,593 $34,939 $37,055 $40,868 $142,455

             OR

at your present net profit of.................................. $480,368 $753,034 $799,039 $1,162,043 $3,194,484

and your current net sales of................................ $1,960,000 $2,500,000 $2,651,800 $3,205,454 $10,317,254

your current total costs are................................ $1,479,632 $1,746,966 $1,852,761 $2,043,411 $7,122,770

A cost reduction yields a new profit of.........… $509,961 $787,974 $836,094 $1,202,911 $3,336,940

Therefore you would have to build an  

additional sales volume of................................ $120,744 $115,995 $122,976 $112,734 $472,449

to equal the expense reduction.

The Conclusion: A reduction in expenses is far more efficient than building additional sales volume.

Try another percentage…………………………………………………… 2

Increased Sales Versus Expense Reduction

How Expenses Impact On Profits

February 10, 2009

2006 

2007 

2008 

2009 

Impact

$0

$1,000,000

$2,000,000

$3,000,000

$4,000,000

Expense Reduction Impact
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Return on incremental investment beginning 3rd Year 20%

Plowback rate beginning 3rd Year 30%

Weighted average cost of capital 12%

Tax rate 30%

Year Year Year Year

2006 2007 2008 2009

Sales $2,560,000 $2,721,800 $3,285,454

Earnings before interest and taxes (EBIT) $1,075,763 $1,141,485 $1,660,061

Taxes on EBIT ($322,729) ($342,445) ($498,018)

EBIAT $753,034 $799,039 $1,162,043

Current assets less marketable securities $1,112,200 $1,450,530 $2,087,750

Current liabilities $936,000 $964,080 $993,002

Adjusted net working capital $176,200 $486,450 $1,094,748

Gross property, plant and equipment $3,300,000 $2,899,000 $3,646,160

Accumulated depreciation $400,000 $412,000 $424,360

Net property, plant and equipment $2,900,000 $2,487,000 $3,221,800

Invested capital $3,076,200 $2,973,450 $4,316,548 $4,665,160

EBIAT $753,034 $799,039 $1,162,043

Less change in invested capital $102,750 ($1,343,098) ($348,613)

Free cash flow $855,784 ($544,058) $813,430

Terminal value $14,370,595

Total $855,784 ($544,058) $15,184,025

PV factor 89.29% 79.72% 71.18%

PV of cash flow and terminal value $764,093 ($433,720) $10,807,689

Cumulative PV $764,093 $330,373 $11,138,062

Enterprise value $11,138,062

Plus marketable securities $100,000

Less short-term debt ($936,000)

Less long-term debt ($601,200)

Equity value $9,700,862

Divide by number of shares outstanding 100,000

Value per share $97.01

February 10, 2009

COMPANY STOCK VALUATION
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Spin an Expense Reduction Here…………………………………………………………… 2%

Expense

Reduction of  2%

Adjusted Current Total

Expenses Year Impact of

FOR THE PERIOD OF...... 2006 2006 Reductions

BREAK-EVEN VOLUME (DOLLARS)…………………………………………………………… $624,849 $636,455 $11,606

BREAK-EVEN POINT (PERCENT)…………………………………………………………… 31.88% 32.47% 0.59%

DATE OF BREAK-EVEN…………………………………………………………… Apr 25 Apr 27 2 Days Less

ON SALES VOLUME OF…………………………………………………………… $1,960,000 $1,960,000 Profit Impact Profit Impact

  WITH VARIABLE COSTS OF…………………………………………………………… $924,892 $943,767 Over Over

  AND FIXED EXPENSES OF…………………………………………………………… $329,993 $329,993 1  Year 4  Years

  OPERATING PROFIT IS…………………………………………………………… $705,115 $686,240 $18,875 $75,501

 OPERATING PROFIT (%) IS…………………………………………………………… 35.98% 35.01%

 

Impact Impact

Over Over

SALES VOLUME REQUIRED         1  Year 4  Years

BEFORE PROFIT BEGINS…………………………………………………………… $624,849 PER YEAR $636,455 PER YEAR $11,606 $46,423

$52,071 PER MONTH $53,038 PER MONTH $967 $3,869

$12,110 PER WEEK $12,335 PER WEEK $225 $900

$2,422 PER DAY $2,467 PER DAY $45 $180

 

$303 PER HOUR $308 PER HOUR $6 $22

$5.05 PER MINUTE $5.14 PER MINUTE $0.09 $0.37

B/E Adjusted By Reducing Expenses on Existing Sales Volume

February 10, 2009

Calculator

Reset

34.50%

35.00%

35.50%

36.00%

Adjusted Current

Expense Reduction Analysis

                 



[image: image92.emf]The ABC Company

6200 XYZ Drive

ABC, California 00000-0000

Phone: (000) 000-0000

FAX: (000) 000-0000

E-mail: someone@xyz.com

Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes Net Income

$1,960,000 $745,000 $1,215,000 $329,993 $205,872 $480,368

Total Sales: $1,960,000What-if Sales: 100% Value of What-if Sales: $1,960,000

Total Cost of Sales: $745,000What-if Cost of Sales: 100% Value of What-if Cost of Sales: $745,000

Total Fixed Expenses: $329,993What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $329,993

Breakeven Percentage: 32.47%Breakeven Dollars $636,455Breakeven Date Apr 27

February 10, 2009

Analysis - Period 1

Breakeven

Income Chart Period 1
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Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes Net Income

$2,500,000 $871,350 $1,628,650 $335,065 $322,729 $753,034

Total Sales: $2,500,000What-if Sales: 100% Value of What-if Sales: $2,500,000

Total Cost of Sales: $871,350What-if Cost of Sales: 100% Value of What-if Cost of Sales: $871,350

Total Fixed Expenses: $335,065What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $335,065

Breakeven Percentage: 23.75%Breakeven Dollars $593,738Breakeven Date Mar 26
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Analysis - Period 2

Breakeven

Income Chart Period 2
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Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes Net Income

$2,651,800 $894,301 $1,757,500 $385,138 $342,445 $799,039

Total Sales: $2,651,800What-if Sales: 100% Value of What-if Sales: $2,651,800

Total Cost of Sales: $894,301What-if Cost of Sales: 100% Value of What-if Cost of Sales: $894,301

Total Fixed Expenses: $385,138What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $385,138

Breakeven Percentage: 25.23%Breakeven Dollars $668,999Breakeven Date Apr 01
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Analysis - Period 3

Breakeven

Income Chart Period 3
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Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes Net Income

$3,205,454 $915,467 $2,289,987 $396,977 $498,018 $1,162,043

Total Sales: $3,205,454What-if Sales: 100% Value of What-if Sales: $3,205,454

Total Cost of Sales: $915,467What-if Cost of Sales: 100% Value of What-if Cost of Sales: $915,467

Total Fixed Expenses: $396,977What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $396,977

Breakeven Percentage: 19.30%Breakeven Dollars $618,603Breakeven Date Mar 10
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Analysis - Period 4

Breakeven

Income Chart Period 4
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Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes Net Income

$3,551,354 $990,118 $2,561,236 $424,549 $571,121 $1,332,617

Total Sales: $3,551,354What-if Sales: 100% Value of What-if Sales: $3,551,354

Total Cost of Sales: $990,118What-if Cost of Sales: 100% Value of What-if Cost of Sales: $990,118

Total Fixed Expenses: $424,549What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $424,549

Breakeven Percentage: 18.36%Breakeven Dollars $652,064Breakeven Date Mar 07
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Analysis - Period 5

Breakeven

Income Chart Period 5
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Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes Net Income

$3,940,170 $1,043,553 $2,896,617 $449,651 $664,205 $1,549,812

Total Sales: $3,940,170What-if Sales: 100% Value of What-if Sales: $3,940,170

Total Cost of Sales: $1,043,553What-if Cost of Sales: 100% Value of What-if Cost of Sales: $1,043,553

Total Fixed Expenses: $449,651What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $449,651

Breakeven Percentage: 17.06%Breakeven Dollars $672,105Breakeven Date Mar 02
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Analysis - Period 6

Breakeven

Income Chart Period 6
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Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes

$4,328,986 $1,096,988 $3,231,998 $474,754 $757,289

Total Sales: $4,328,986What-if Sales: 100% Value of What-if Sales: $4,328,986

Total Cost of Sales: $1,096,988What-if Cost of Sales: 100% Value of What-if Cost of Sales: $1,096,988

Total Fixed Expenses: $474,754What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $474,754

Breakeven Percentage: 16.04%Breakeven Dollars $694,355Breakeven Date Feb 27
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Analysis - Period 7

Breakeven

Income Chart Period 7
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Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes

$4,717,803 $1,150,423 $3,567,379 $499,856 $850,372

Total Sales: $4,717,803What-if Sales: 100% Value of What-if Sales: $4,717,803

Total Cost of Sales: $1,150,423What-if Cost of Sales: 100% Value of What-if Cost of Sales: $1,150,423

Total Fixed Expenses: $499,856What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $499,856

Breakeven Percentage: 15.22%Breakeven Dollars $718,161Breakeven Date Feb 24
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Analysis - Period 8

Breakeven

Income Chart Period 8
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Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes

$5,106,619 $1,203,859 $3,902,760 $524,959 $943,456

Total Sales: $5,106,619What-if Sales: 100% Value of What-if Sales: $5,106,619

Total Cost of Sales: $1,203,859What-if Cost of Sales: 100% Value of What-if Cost of Sales: $1,203,859

Total Fixed Expenses: $524,959What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $524,959

Breakeven Percentage: 14.55%Breakeven Dollars $743,105Breakeven Date Feb 22
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Analysis - Period 9

Breakeven

Income Chart Period 9
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Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes

$5,495,435 $1,257,294 $4,238,141 $550,061 $1,036,539

Total Sales: $5,495,435What-if Sales: 100% Value of What-if Sales: $5,495,435

Total Cost of Sales: $1,257,294What-if Cost of Sales: 100% Value of What-if Cost of Sales: $1,257,294

Total Fixed Expenses: $550,061What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $550,061

Breakeven Percentage: 13.99%Breakeven Dollars $768,905Breakeven Date Feb 20
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Analysis - Period 10

Breakeven

Income Chart Period 10
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Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes

$5,884,251 $1,310,729 $4,573,522 $575,163 $1,129,623

Total Sales: $5,884,251What-if Sales: 100% Value of What-if Sales: $5,884,251

Total Cost of Sales: $1,310,729What-if Cost of Sales: 100% Value of What-if Cost of Sales: $1,310,729

Total Fixed Expenses: $575,163What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $575,163

Breakeven Percentage: 13.52%Breakeven Dollars $795,366Breakeven Date Feb 18
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Analysis - Period 11

Breakeven

Income Chart Period 11
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Revenues Cost of Sales Gross Profit Fixed Exp. Income Taxes

$6,273,067 $1,364,164 $4,908,903 $600,266 $1,222,706

Total Sales: $6,273,067What-if Sales: 100% Value of What-if Sales: $6,273,067

Total Cost of Sales: $1,364,164What-if Cost of Sales: 100% Value of What-if Cost of Sales: $1,364,164

Total Fixed Expenses: $600,266What-if Fixed Expenses: 100% Value of What-if Fixed Expenses: $600,266

Breakeven Percentage: 13.11%Breakeven Dollars $822,347Breakeven Date Feb 16
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Analysis - Period 12

Breakeven

Income Chart Period 12
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Services - Certified Public Accountants $ % $ % $ % Your Business vs.

45 Your Industry

Total Revenue (Sales)

$2,010,000 100.00% $2,010,000

100.00% $0.00  0.00%

N/A

Total Expenses as % of Revenue

$1,663,353 82.75% $1,097,460

54.60% $565,893  28.15%

Negative Trend

Net Income to Owner as % of Revenue

$346,647 17.25% $912,540

45.40% ($565,893) -28.15%

Negative Trend

Detail of Expenses (as % of Revenue)

Cost of Goods Sold

$945,000 47.01% $16,080

0.80% $928,920  46.21%

Negative Trend

Salaries & Wages

$190,000 9.45% $293,460

14.60% ($103,460) -5.15%

Positive Trend

Advertising

$50,000 2.49% $14,070

0.70% $35,930  1.79%

Negative Trend

Auto & Truck Expenses

$30,000 1.49% $68,340

3.40% ($38,340) -1.91%

Positive Trend

Depreciation

$5,000 0.25% $60,300

3.00% ($55,300) -2.75%

Positive Trend

Employee Benefits

$3,000 0.15% $18,090

0.90% ($15,090) -0.75%

Positive Trend

Home Office Business Expenses

$1,000 0.05% $24,120

1.20% ($23,120) -1.15%

Positive Trend

Insurance

$1,000 0.05% $34,170

1.70% ($33,170) -1.65%

Positive Trend

Interest Expense

$2,133 0.11% $20,100

1.00% ($17,967) -0.89%

Positive Trend

Legal & Professional Services

$11,000 0.55% $24,120

1.20% ($13,120) -0.65%

Positive Trend

Meals & Entertainment

$4,000 0.20% $12,060

0.60% ($8,060) -0.40%

Positive Trend

Office Expense

$6,000 0.30% $60,300

3.00% ($54,300) -2.70%

Positive Trend

Retirement Plans

$1,000 0.05% $16,080

0.80% ($15,080) -0.75%

Positive Trend

Rent - Equipment

$3,000 0.15% $18,090

0.90% ($15,090) -0.75%

Positive Trend

Rent - Office & Business Property

$1,000 0.05% $70,350

3.50% ($69,350) -3.45%

Positive Trend

Repairs

$1,000 0.05% $14,070

0.70% ($13,070) -0.65%

Positive Trend

Supplies

$1,000 0.05% $36,180

1.80% ($35,180) -1.75%

Positive Trend

Taxes - Business & Payroll

$1,000 0.05% $32,160

1.60% ($31,160) -1.55%

Positive Trend

Travel

$6,000 0.30% $16,080

0.80% ($10,080) -0.50%

Positive Trend

Utilities

$0 0.00% $52,260

2.60% $0  0.00%

Positive Trend

Other Expenses

$0 0.00% $196,980

9.80% $0  0.00%

Positive Trend

Total Expenses as % of Revenue

$1,262,133 62.79% $1,097,460

54.60% $164,673  8.19%

Negative Trend

Number of Positives 19

Number of Negatives 5

Comparative Trend Analysis
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Services - Architectural Services

Services - Certified Public Accountants

 

Services - Computer Programming & Systems Design
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0 1 2 3

Greater margin driven by higher production capacity $500,000 $1,000,000 $1,250,000

Improved cycle time benefits:

Reduced energy cost due to less running time 125,000 125,000 125,000

Reduced labor cost due to less running time 500,000 500,000 500,000

Fewer accidents, resulting in less workers' compensation 100,000 100,000 100,000

Improved quality benefits:

Fewer defects, resulting in less rework 250,000 300,000 300,000

Fewer customer returns, resulting in less reprocessing costs  50,000 75,000 75,000

Reduced time spent handling customer complaints 50,000 75,000 75,000

<Benefit driver>

<Benefit driver>

<Benefit driver>

<Benefit driver>

Total annual benefits $1,575,000 $2,175,000 $2,425,000

Implementation filter 85% 90% 95%

Total benefits realized $1,338,750 $1,957,500 $2,303,750

Costs

Year 0 Year 1 Year 2 Year 3

Total $1,650,000 $125,000 $125,000 $125,000

Benefits

Year 0 Year 1 Year 2 Year 3

Annual benefit flow ($1,650,000) $1,213,750 $1,832,500 $2,178,750

Cumulative benefit flow (1,650,000) (436,250) 1,396,250 3,575,000

Discounted benefit flow

Year 0 Year 1 Year 2 Year 3

Discounted costs $1,650,000 $108,696 $94,518 $82,190

Discounted benefits 0 1,164,130 1,480,151 1,514,753

Total discounted benefit flow (1,650,000) 1,055,435 1,385,633 1,432,563

Total cumulative discounted benefit flow (1,650,000) (594,565) 791,068 2,223,632

Initial investment

Year 0 Year 1 Year 2 Year 3

Initial investment $1,200,000 $0 $0 $0

Implementation costs 400,000 0 0 0

Ongoing support costs 0 100,000 100,000 100,000

Training costs 50,000 25,000 25,000 25,000

Other costs 0 0 0 0

Total costs $1,650,000 $125,000 $125,000 $125,000

ROI measures

Cost of capital 15%

Net present value $2,223,632  

Return on investment 66% 143% 215%

Payback (in years) 1.24

Return-on-Investment (ROI) Analysis



YEAR

BENEFIT DRIVERS

0%

50%

100%

150%

200%

250%

Year 1 Year 2 Year 3

Return on investment
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HEADCOUNT SUMMARY Q1 Q2 Q3 Q4 Annual total

Annual 

salary

Q1 cost Q2 cost Q3 cost Q4 cost

Annual 

cost

Executive

Owner 1.00 1.00 1.00 1.00 4.00 $100,000 $25,000 $25,000 $25,000 $25,000 $100,000

Chief financial officer 1.00 1.00 1.00 1.00 4.00 50,000 12,500 12,500 12,500 12,500 50,000

Open 0.00 0 0 0 0 0

Total 2.00 2.00 2.00 2.00 8.00 $37,500 $37,500 $37,500 $37,500 $150,000

Finance

Financial Analyst 1.00 1.00 1.00 1.00 4.00 $30,000 $7,500 $7,500 $7,500 $7,500 $30,000

Credit Analyst 1.00 1.00 1.00 1.00 4.00 25,000 6,250 6,250 6,250 6,250 25,000

Open 0.00 0 0 0 0 0

Total 2.00 2.00 2.00 2.00 8.00 $13,750 $13,750 $13,750 $13,750 $55,000

Human Resources

Director 1.00 1.00 1.00 1.00 4.00 $40,000 $10,000 $10,000 $10,000 $10,000 $40,000

Open 0.00 0 0 0 0 0

Open 0.00 0 0 0 0 0

Total 1.00 1.00 1.00 1.00 4.00 $10,000 $10,000 $10,000 $10,000 $40,000

Information Technology

Director 1.00 1.00 1.00 1.00 4.00 $40,000 $10,000 $10,000 $10,000 $10,000 $40,000

Open 0.00 0 0 0 0 0

Total 1.00 1.00 1.00 1.00 4.00 $10,000 $10,000 $10,000 $10,000 $40,000

Accounting

Controller 1.00 1.00 1.00 1.00 4.00 $30,000 $7,500 $7,500 $7,500 $7,500 $30,000

Open 0.00 0 0 0 0 0

Total 1.00 1.00 1.00 1.00 4.00 $7,500 $7,500 $7,500 $7,500 $30,000

Sales

Sales Manager 1.00 1.00 1.00 1.00 4.00 $40,000 $10,000 $10,000 $10,000 $10,000 $40,000

Sales Representatives 2.00 2.00 2.00 2.00 8.00 59,000 29,500 29,500 29,500 29,500 118,000

Open 0.00 0 0 0 0 0

Total 3.00 3.00 3.00 3.00 12.00 $39,500 $39,500 $39,500 $39,500 $158,000

Operations

Director 1.00 1.00 1.00 1.00 4.00 $30,000 $7,500 $7,500 $7,500 $7,500 $30,000

Open 0.00 0 0 0 0 0

Total 1.00 1.00 1.00 1.00 4.00 $7,500 $7,500 $7,500 $7,500 $30,000

Marketing

Director 1.00 1.00 1.00 1.00 4.00 $35,000 $8,750 $8,750 $8,750 $8,750 $35,000

Open 0.00 0 0 0 0 0

Total 1.00 1.00 1.00 1.00 0.00 $8,750 $8,750 $8,750 $8,750 $35,000

Corporate totals 12.00 12.00 12.00 12.00 44.00 $134,500 $134,500 $134,500 $134,500 $538,000
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[image: image117.emf]SUMMARY DATA BY DEPARTMENT

Department Total salary Benefits

Salary +

benefits

Variable 

pay

Executive $150,000 $37,500 $187,500 $22,500

Finance 55,000 13,750 68,750 3,300.00

Human Resources 40,000 10,000 50,000 2,000.00

Information Technology 40,000 10,000 50,000 2,000.00

Accounting 30,000 7,500 37,500 1,500.00

Sales 158,000 39,500 197,500 31,600.00

Operations 30,000 7,500 37,500 3,000.00

Marketing 35,000 8,750 43,750 1,750.00

Corporate Totals $538,000 $134,500 $672,500 $67,650

Department % of total Total comp % of total

Executive 18.2% $230,000 30.1%

Finance 18.2% 77,050 10.1%

Human Resources 9.1% 52,000 6.8%

Information Technology 9.1% 52,000 6.8% Quarterly metrics:

Accounting 9.1% 39,000 5.1%

Salary Benefits Salary + benefits

Sales 27.3% 229,100 29.9% Q1 $134,500 $33,625 $168,125

Operations 9.1% 40,500 5.3% Q2 134,500 33,625 168,125

Marketing 0.0% 45,500 5.9% Q3 134,500 33,625 168,125

Q4 134,500 33,625 168,125

Corporate Totals 100.0% $765,150 100.0% $538,000 $134,500 $672,500

Total number 

of employees
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Fringe benefit percentage 25.0%

Fiscal revenue $5,256,000

Current Net Profit $157,680

HEADCOUNT ANALYSIS

Current Headcount 44

Current Net Profit $157,680

Projected Net profit $165,874

Surplus $8,194

Headcount Needed 44.50

Under-staffed at Projected Net Profit (0.50)

Key metrics:

Revenue/employee $119,455

Total compensation/employee $17,390

Net profit/employee $3,584

Quarterly Analysis of Salary and Benefits
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HEADCOUNT SUMMARY Q1 Q2 Q3 Q4 Annual total

Annual 

salary

Q1 cost Q2 cost Q3 cost Q4 cost

Annual 

cost

Executive

Chief executive officer 1.00 1.00 1.00 1.00 4.00 $300,000 $75,000 $75,000 $75,000 $75,000 $300,000

Chief financial officer 1.00 1.00 1.00 1.00 4.00 250,000 62,500 62,500 62,500 62,500 250,000

Chief operating officer 1.00 1.00 1.00 1.00 4.00 225,000 56,250 56,250 56,250 56,250 225,000

Chief information officer 1.00 1.00 1.00 1.00 4.00 225,000 56,250 56,250 56,250 56,250 225,000

President 1.00 1.00 1.00 1.00 4.00 240,000 60,000 60,000 60,000 60,000 240,000

0.00 0 0 0 0 0

Total 5.00 5.00 5.00 5.00 20.00 $310,000 $310,000 $310,000 $310,000 $1,240,000

Finance

Vice president 1.00 1.00 1.00 1.00 4.00 $200,000 $50,000 $50,000 $50,000 $50,000 $200,000

Financial planning director 1.00 1.00 1.00 1.00 4.00 125,000 31,250 31,250 31,250 31,250 125,000

Financial analyst 2.00 2.00 2.00 2.00 8.00 100,000 50,000 50,000 50,000 50,000 200,000

Credit analyst 1.00 1.00 1.00 1.00 4.00 70,000 17,500 17,500 17,500 17,500 70,000

Advisor 1.00 1.00 1.00 1.00 4.00 85,000 21,250 21,250 21,250 21,250 85,000

0.00 0 0 0 0 0

Total 6.00 6.00 6.00 6.00 24.00 $170,000 $170,000 $170,000 $170,000 $680,000

Human Resources

Vice president 1.00 1.00 1.00 1.00 4.00 $140,000 $35,000 $35,000 $35,000 $35,000 $140,000

Director 1.00 1.00 1.00 1.00 4.00 100,000 25,000 25,000 25,000 25,000 100,000

Senior human resource representative 2.00 2.00 2.00 2.00 8.00 80,000 40,000 40,000 40,000 40,000 160,000

Benefits coordinator 1.00 1.00 1.00 1.00 4.00 75,000 18,750 18,750 18,750 18,750 75,000

Compensation manager 2.00 2.00 2.00 2.00 8.00 75,000 37,500 37,500 37,500 37,500 150,000

Human resource generalist 2.00 2.00 2.00 2.00 8.00 65,000 32,500 37,500 37,500 37,500 145,000

Payroll 1.00 1.00 1.00 1.00 4.00 65,000 16,250 16,250 16,250 16,250 65,000

Trainer 0.00 65,000 0 0 0 0 0

Recruiter 0.00 65,000 0 0 0 0 0

0.00 0 0 0 0 0

Total 10.00 10.00 10.00 10.00 40.00 $205,000 $210,000 $210,000 $210,000 $835,000

Information Technology

Vice president 1.00 1.00 1.00 1.00 4.00 $140,000 $35,000 $35,000 $35,000 $35,000 $140,000

Director 1.00 1.00 1.00 1.00 4.00 110,000 27,500 27,500 27,500 27,500 110,000

Systems engineer 2.00 2.00 2.00 2.00 8.00 90,000 45,000 45,000 45,000 45,000 180,000

Systems analyst 1.00 1.00 1.00 1.00 4.00 90,000 22,500 22,500 22,500 22,500 90,000

Technician 1.00 1.00 2.00 2.00 6.00 80,000 20,000 20,000 40,000 40,000 120,000

Support 2.00 2.00 2.00 2.00 8.00 75,000 37,500 37,500 37,500 37,500 150,000

Architect 1.00 1.00 1.00 1.00 4.00 80,000 20,000 20,000 20,000 20,000 80,000

Programmer 1.00 1.00 1.00 1.00 4.00 80,000 20,000 20,000 20,000 20,000 80,000

0.00 0 0 0 0 0

Total 10.00 10.00 11.00 11.00 42.00 $227,500 $227,500 $247,500 $247,500 $950,000

Accounting

Vice president 1.00 1.00 1.00 1.00 4.00 $130,000 $32,500 $32,500 $32,500 $32,500 $130,000

Controller 1.00 1.00 1.00 1.00 4.00 95,000 23,750 23,750 23,750 23,750 95,000

Accounting manager 1.00 1.00 1.00 1.00 4.00 75,000 18,750 18,750 18,750 18,750 75,000

Accounts receivable 1.00 1.00 1.00 1.00 4.00 55,000 13,750 13,750 13,750 13,750 55,000

Accounts payable 1.00 1.00 1.00 1.00 4.00 55,000 13,750 13,750 13,750 13,750 55,000

Treasury 1.00 1.00 1.00 1.00 4.00 75,000 18,750 18,750 18,750 18,750 75,000

General accountant 1.00 1.00 1.00 1.00 4.00 55,000 13,750 13,750 13,750 13,750 55,000

0.00 0 0 0 0 0

Total 7.00 7.00 7.00 7.00 28.00 $135,000 $135,000 $135,000 $135,000 $540,000

Sales

Vice president 1.00 1.00 1.00 1.00 4.00 $120,000 $30,000 $30,000 $30,000 $30,000 $120,000

Regional director 2.00 2.00 2.00 2.00 8.00 100,000 50,000 50,000 50,000 50,000 200,000

Business development 1.00 1.00 1.00 1.00 4.00 90,000 22,500 22,500 22,500 22,500 90,000

Direct sales representative 4.00 4.00 4.00 4.00 16.00 90,000 90,000 90,000 90,000 90,000 360,000

Inside sales 1.00 1.00 1.00 1.00 4.00 75,000 18,750 18,750 18,750 18,750 75,000

Sales operations 1.00 1.00 1.00 1.00 4.00 75,000 18,750 18,750 18,750 18,750 75,000

Channel sales representative 1.00 1.00 1.00 1.00 4.00 80,000 20,000 20,000 20,000 20,000 80,000

0.00 0 0 0 0 0

Total 11.00 11.00 11.00 11.00 44.00 $250,000 $250,000 $250,000 $250,000 $1,000,000

Operations

Vice president 1.00 1.00 1.00 1.00 4.00 $150,000 $37,500 $37,500 $37,500 $37,500 $150,000

Director 1.00 1.00 1.00 1.00 4.00 100,000 25,000 25,000 25,000 25,000 100,000

Manager 1.00 1.00 1.00 1.00 4.00 85,000 21,250 21,250 21,250 21,250 85,000

Floor manager 5.00 5.00 5.00 5.00 20.00 65,000 81,250 81,250 81,250 81,250 325,000

Assistant 1.00 1.00 1.00 1.00 4.00 45,000 11,250 11,250 11,250 11,250 45,000

0.00 0 0 0 0 0

Total 9.00 9.00 9.00 9.00 36.00 $176,250 $176,250 $176,250 $176,250 $705,000

Marketing

Vice president 1.00 1.00 1.00 1.00 4.00 $135,000 $33,750 $33,750 $33,750 $33,750 $135,000

Director 1.00 1.00 1.00 1.00 4.00 105,000 26,250 26,250 26,250 26,250 105,000

Product manager 1.00 1.00 1.00 1.00 4.00 90,000 22,500 22,500 22,500 22,500 90,000

Market research 1.00 1.00 1.00 1.00 4.00 75,000 18,750 18,750 18,750 18,750 75,000

Market analyst 1.00 1.00 1.00 1.00 4.00 75,000 18,750 18,750 18,750 18,750 75,000

Product manager 1.00 1.00 1.00 1.00 4.00 90,000 22,500 22,500 22,500 22,500 90,000

Merchandiser 1.00 1.00 1.00 1.00 4.00 70,000 17,500 17,500 17,500 17,500 70,000

Assistant 1.00 1.00 1.00 1.00 4.00 50,000 12,500 12,500 12,500 12,500 50,000

0.00 0 0 0 0 0

Total 8.00 8.00 8.00 8.00 20.00 $172,500 $172,500 $172,500 $172,500 $690,000

Corporate totals 66.00 66.00 67.00 67.00 254.00 $1,646,250 $1,651,250 $1,671,250 $1,671,250 $6,640,000
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Department Total salary Benefits

Salary +

benefits

Variable 

pay

Executive $1,240,000 $310,000 $1,550,000 $186,000

Finance 680,000 170,000 850,000 68,000.00

Human Resources 835,000 208,750 1,043,750 41,750.00

Information Technology 950,000 237,500 1,187,500 47,500.00

Accounting 540,000 135,000 675,000 27,000.00

Sales 1,000,000 250,000 1,250,000 400,000.00

Operations 705,000 176,250 881,250 70,500.00

Marketing 690,000 172,500 862,500 34,500.00

Corporate Totals $6,640,000 $1,660,000 $8,300,000 $875,250

Department % of total Total comp % of total

Executive 7.9% $1,936,000 20.5%

Finance 9.4% 968,000 10.3%

Human Resources 15.7% 1,085,500 11.5%

Information Technology 16.5% 1,235,000 13.1% Quarterly metrics:

Accounting 11.0% 702,000 7.4%

Salary Benefits Salary + benefits

Sales 17.3% 1,650,000 17.5% Q1 $1,646,250 $411,563 $2,057,813

Operations 14.2% 951,750 10.1% Q2 1,651,250 412,813 2,064,063

Marketing 7.9% 897,000 9.5% Q3 1,671,250 417,813 2,089,063

Q4 1,671,250 417,813 2,089,063

Corporate Totals 100.0% $9,425,250 100.0% $6,640,000 $1,660,000 $8,300,000
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Fringe benefit percentage 25.0%

Fiscal revenue $15,256,000

Current Net Profit $457,680

HEADCOUNT ANALYSIS

Current Headcount 254

Current Net Profit $457,680

Projected Net profit $490,000

Surplus $32,320

Headcount Needed 254.90

Under-staffed at Projected Net Profit (1.00)

Key metrics:

Revenue/employee $60,063

Total compensation/employee $37,107

Net profit/employee $1,802

Quarterly Analysis of Salary and Benefits
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This is your Cover Page and/or first page in the report.





This is the "Forecast Analysis" worksheet. This sheet can not be overemphasized in importance. Based on 4 periods of actual data, it forecasts the condition of a company out to 12 financial periods.





Combined with the other analysis sheets, it tells a loan officer, venture capitalist, Small Business Administration, etc. the success trend of your business.





Its single greatest attribute is magnifying the future trend of a business. Small variances become much larger and apparent in the 12th regression.





The Executive Summary of your business yields an overall picture of its financial health.





In this example the 12 year trend is computed using regression analysis.





Legend uses "Data Funneling" to arrive at the Final Score. All of the worksheets in Legend contribute objective analyses. 





These results funnel to the Summary Analysis worksheet where they are further analyzed and assigned individual scores. 





The total of all scores are common sized at 100%. The final score reflects the sum of positive scores.





This is the "Forecast Analysis" worksheet. This sheet can not be overemphasized in importance. Based on 4 periods of actual data, it forecasts the condition of a company out to 12 financial periods.





Combined with the other analysis sheets, it tells a loan officer, venture capitalist, Small Business Administration, etc. the success trend of your business.





Its single greatest attribute is magnifying the future trend of a business. Small variances become much larger and apparent in the 12th regression.





This is the "Forecast Analysis" worksheet. This sheet can not be overemphasized in importance. Based on 4 periods of actual data, it forecasts the condition of a company out to 12 financial periods.





Combined with the other analysis sheets, it tells a loan officer, venture capitalist, Small Business Administration, etc. the success trend of your business.





Its single greatest attribute is magnifying the future trend of a business. Small variances become much larger and apparent in the 12th regression.





This is the Financial Summary Analysis sheet. This page is similar to an Executive Summary. 





It is the summary of figures entered, analyzed throughout the Director, and placed on one sheet. A key function is the "Trend Assessment" column.





This worksheet compares performance in both dollars and percentage.





This worksheet compares performance in both dollars and percentage.





This worksheet compares performance in both dollars and percentage.





This worksheet compares performance in both dollars and percentage.





This sheet displays all the information normally found on a standard cash flow statement. 





It is entirely calculated from the information on the Cash Flow Data Entry, Income Statement, and Balance worksheets.





This sheet displays all the information normally found on a standard cash flow statement. 





It is entirely calculated from the information on the Cash Flow Data Entry, Income Statement, and Balance worksheets.





The Dashboard is a picture summary of a business using several types of information.





A careful study of this page can direct you to problem areas.





The Dashboard is a picture summary of a business using several types of information.





A careful study of this page can direct you to problem areas.





The Dashboard is a picture summary of a business using several types of information.





A careful study of this page can direct you to problem areas.





The Dashboard is a picture summary of a business using several types of information.





A careful study of this page can direct you to problem areas.





The Dashboard is a picture summary of a business using several types of information.





A careful study of this page can direct you to problem areas.





Use this sheet in your business plan.





Use this sheet in your business plan.





Logit analysis actually provides a probability (in terms of a percentage) of bankruptcy. 





Also, the probability calculated might be considered a measure of the effectiveness of management, i.e. effective management will not lead a company to the verge of bankruptcy.





Logit analysis actually provides a probability (in terms of a percentage) of bankruptcy. 





Also, the probability calculated might be considered a measure of the effectiveness of management, i.e. effective management will not lead a company to the verge of bankruptcy.





This model achieved an accuracy rate of 92.5% using the 40 companies tested by Springate. Botheras tested the Springate Model on 50 companies with an average asset size of $2.5 million and found an 88.0% accuracy rate. 





Sands tested the Springate Model on 24 companies with an average asset size of $63.4 million and found an accuracy rate of 83.3%.





Legend uses "Data Funneling" to arrive at the Final Score. All of the worksheets in Legend contribute objective analyses. 





These results funnel to the Summary Analysis worksheet where they are further analyzed and assigned individual scores. 





The total of all scores are common sized at 100%. The final score reflects the sum of positive scores.





Legend uses "Data Funneling" to arrive at the Final Score. All of the worksheets in Legend contribute objective analyses. 





These results funnel to the Summary Analysis worksheet where they are further analyzed and assigned individual scores. 





The total of all scores are common sized at 100%. The final score reflects the sum of positive scores.





Control of costs is the key to increased profits. This worksheet reveals down to the minute the cost of running a business.





This worksheet compares up to 12 periods breakeven performance in  dollars, percentages, and dates. Trend is indicated in percentage.





This sheet is linked to the Master Data Entry worksheet.





Altman's model is probably the classic of this genre. The original data sample consisted of 66 firms, half of which had filed for bankruptcy under Chapter 7. 





All businesses in the database were manufacturers, and small firms with assets of less than $1 million were eliminated.





This sheet is linked to the Master Data Entry worksheet.
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This section produces 12 important financial ratios. 





These ratios are usually thought of as belonging to four basic categories: profitability ratios, liquidity ratios, activity ratios, and leverage ratios.





Alphabetized by ratio description, this worksheet will help both you and any potential outside investor compare your business's performance from one year to the next (for example, has gross profit grown or declined between years one and four?) and against other similar businesses (for example, does your business give as good a return on investment as others?).





This is a quick look at the financial condition of your or your client's organization.





Place it next to the "Master Data Entry" worksheet you can switch back and forth as you enter data.
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                 Data Entry Sheet for Market Value Analysis





Start in this section by entering numbers that are in Bold Blue.


All other numbers are linked to the Master Data Entry worksheet.


There are many comments to explain and aid in acquiring correct data.


Below this data is the Market Value Analysis Results. 


Click on Print Preview to adjust to your printer.


This worksheet assumes advanced skills in finance.





                  Determining the Value of a Business





Perhaps the most difficult stage in a buyout is determining an acceptable price for the business. Business valuation is partly an art and partly a science. 





Computing the value of the company's tangible assets usually poses no major problem, but assigning a price to the intangibles such as goodwill, almost always creates controversy. 





The seller expects goodwill to reflect the hard work and long hours invested in building the business. 





The buyer, however, is willing to pay extra only for those intangible assets that produce exceptional income. So, how can the buyer and the seller arrive at a fair price? This sheets helps to determine this value.





Several totals under Maximum Potential may appear inaccurate since maximum percentages were used in Sales and minimum percentages were used in Expenses.





The best percentages for 4 periods were used to demonstrate the Potential Maximum Performance over the total time span.





This sheet demonstrates the best operating scenario taken from all financial periods.





Use the What-if spinners to assess what changes will best improve the bottom line. Look at variable expenses first.





Spinners Reset Button: You may reset the spinner values to 100% at any time with the Reset button in the upper right hand corner.





This worksheet allows you to work on one financial period at a time.





Select one of four periods by clicking the respective button. The expense data will be transfered from the Master Data Entry worksheet.





Use the spinners to experiment with raising and lowering individual expenses by line item.





The results are displayed on the spinner operated zone and under the What-if, Actual, Change boxes.





You can clear and start a new session by clicking on the Spinner Reset Button.





This sheet analyzes whether your business is under or overstaffed. The key information for the sheet is linked from the Master Data Entry Worksheet.





Spinners Reset Button : You may reset the spinner values to 100% at any time with the Reset button in the upper right hand corner.





Use this worksheet to plan the labor and operating expenses for your company or a department. 





The worksheet compares estimated and actual expenses and may be filled out in two steps. Enter the company or department name then enter the remaining information into the cells provided with the numbers in Bold Blue. 





The worksheet automatically calculates the dollar and percentage difference between estimated and actual figures.





You can customize the form by changing the row labels or adding rows. To add a row, select one of the rows click Insert on the Excel menu bar, and then click Rows. You will then need to use the fill handle (see Excel Help) to fill in the formula in the column. Do not enter data into shaded cells because doing so will erase the formulas in them.





This sheet demonstrates how with proper expense controls in place the business could improve. The emphasis here is Variable Expense reduction.





Since profit begins at Breakeven the sooner you reach it the higher the profits. 





Expense Control is the key.





Linked to the Master Data Entry worksheet, you can perform What-ifs with the spinner buttons, one each for Sales, Total Costs, and Fixed expenses.





The values and charts will change as you spin the numbers.





Reset the spinners to 100% by clicking on the Reset Button.
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This sheet is a standalone. You will have to fill in the numbers in Bold Blue. The categories are static so try to mesh your financials to them.





There are 81 industry standards in this data base. They were updated in September 2007.





By scrolling and clicking in a category you can compare your business to your industry.





This worksheet analyzes and justifies high-dollar business investments and provides an easy-to-use analysis tool for viewing the benefits and costs of a given investment (calculated over a three-year period), along with viewing the resulting net present value (NPV), payback, and ROI metrics that are required for informed financial decision-making.





The Headcount and Payroll Analysis worksheet will determine whether your headcount and payroll are above, below, or adequate for current operations.





This worksheet is designed to help finance, human resources, and compensation teams forecast and analyze annual headcount and total compensation. This worksheet helps you forecast compensation expense based on the predicted number of staff each quarter within each department. It also accounts for key expenses such as fringe benefits and variable pay.





Instructions:


   1) Enter the number of employees that are expected to staff each role for each quarter. You might need to 


       change the names of departments or roles to customize the model for your organizational structure.





   2) Enter the annual salary for each position in the Annual salary column. The total annual payroll expense


       by quarter is calculated in the adjacent columns.





When completed, go to the Key Model inputs at the bottom for Headcount Analysis results.
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