
Ratio Analysis

All ratios are indexed to the company’s industry and strategic place in the market—whether it is small, mid-sized, or large company. 

Retail
· Gross Margin Ratio (Profitability)
· Net Sales – Cost of Goods Sold/Net Sales or Gross Profit/Net Sales
· Demonstrates the percentage of sales remaining to pay all expenses after cost of goods sold

· Profit Margin Ratio (Profitability)
· Net Income/Net Sales
· [image: ]
· Demonstrates the percentage of sales that is profit
· Net income in each sales dollar
 
Inventory
· Inventory Turnover (Liquidity and Efficiency)
· Cost of Goods Sold/Average Inventory (Average inventory is calculated as beginning inventory plus ending inventory divided by 2)
· [image: ]
· Demonstrates how often inventory turns into sales during a specific period
· Efficiency of inventory management
· How long a company holds inventory before selling it

· Days’ Sales in Inventory (Liquidity and Efficiency)
· Ending Inventory/Cost of Goods Sold. This ratio is then multiplied by 365
· [image: ]
· Is there adequate inventory on hand to meet sales demand? 
· Liquidity of inventory – Is inventory turning into sales and eventually cash?



Accounts Receivable
· Accounts Receivable Turnover (Liquidity and Efficiency)
· Net Sales/Average Net Accounts Receivable (Average net accounts receivable is calculated as beginning net accounts receivable plus ending net accounts divided by 2)
· [image: ]
· Demonstrates the number of times accounts receivable are collected in a period--how efficiently are accounts receivable collected.  A high ratio indicates quick collection.  
· Efficiency of collection

· Average Collection Period or Days’ Sales in AR (Liquidity and Efficiency)
· 365 divided by the Accounts Receivable Turnover Ratio
· Demonstrates the number of days it takes to collect on AR.   

Assets
· Return on Total Assets Ratio or Return on Assets (Profitability)
· Net income/Average total assets (Average total assets is calculated as beginning total assets plus ending total assets divided by 2)
· [image: ]
· Demonstrates how well assets are employed to generate profit. 
· Overall profitability of assets

· Total Asset Turnover (Liquidity and Efficiency)
· Net Sales/Average total assets (Average total assets is calculated as beginning total assets plus ending total assets divided by 2)
· [image: ]
· Demonstrates how well assets are employed to generate sales
· Efficiency of assets in producing sales
 
Equity
· Payout Ratio (Profitability)
· Common Stock Cash Dividends/Net Income
· A lower payout ratio indicates that a company is retaining more of its earnings to fuel its growth, whereas a higher payout ratio indicates that a company is sharing more of its earnings with stockholders. A payout ratio of more than 100% means that a company's dividend payments are exceeding its net income.

· Return on Common Stockholders’ Equity or Return on Equity (Profitability)
· Net Income – Preferred Dividends/Average Common Stockholders’ Equity (Average common stockholders’ equity is calculated as beginning common stockholders’ equity plus ending common stockholders’ equity divided by 2)
· [image: ]
· Demonstrates how well equity is employed to generate profit. 
· Profitability of owner investment
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Gross Margin Ratio [Net Sales – Cost of Goods Sold/Net Sales] or [Gross Profit/Net Sales]

 267,000/678,000 = 39%

Profit Margin Ratio Net Income/Net Sales

Sales 678,000 99,510/678,000 = 15%

Cost of Goods Sold (411,000)

Gross Profit 267,000

Operating Expenses

Depreciation Expense (58,600)

Other Expenses (67,000)

Total Operating Expenses (125,600)

141,400

Other gains (losses)

Gain on sale of equipment 2,000

Income before taxes 143,400

Income taxes expense (43,890)

Net Income 99,510

As of June 30 2018 2017 Change

Assets Inventory Turnover  Cost of Goods Sold/Average Inventory 

Cash 87,500 44,000 43,500 411,000/[(63,800 + 86,500)/2] = 5 times a year

Accounts Receivable, net 65,000 51,000 14,000 411,000/[150,300/2] = 5 times a year

Inventory 63,800 86,500 (22,700) 411,000/75,150 = 5 times a year

Prepaid Expenses 4,400 5,400 (1,000)

Total Current Assets 220,700 186,900 33,800 Day's Sales in Inventory Ending Inventory/Cost of Goods Sold times 365

(63,800/411,000) x 365 = 57 days

Equipment 124,000 115,000 9,000 .16 x 365 = 57 days

Accum Deprc - Equipment (27,000) (9,000) (18,000)

Total Long-Term Assets 97,000 106,000 (9,000) Accounts Receivable Turnover Net Sales/Average Net Accounts Receivable 

678,000/[(65,000 + 51,000)/2] = 12 times a year

Total Assets 317,700 292,900 24,800 678,000/[116,000/2] = 12 times a year

678,000/58,000 = 12 times a year

Liabilities and Equity

Liabilities Days' Sales in Accounts Receivable 365/Accounts Receivable Turnover

Accounts Payable 25,000 30,000 (5,000) 365/12 = 30 days

Wages Payable 6,000 15,000 (9,000)

Income Taxes Payable 3,400 3,800 (400) Return on Total Assets Net income/Average total assets 

Total Current Liabilities 34,400 48,800 (14,400) 99,510/[(317,700 + 292,900)/2] = 33%

99,510/[610,600/2] = 33%

Long Term Notes Payable 30,000 60,000 (30,000) 99,510/305,300 = 33%

Total Liabilities 64,400 108,800 (44,400) Total Asset Turnover

Net Sales/Average total assets 

678,000/[(317,700 + 292,900)/2] = 2 times a year

678,000/[610,600/2] = 2 times a year

Equity 678,000/305,300 = 2 times a year

Common Stock, $5 Par Value 100,000 90,000 10,000

Paid in Capital in excess of  Payout Ratio Common Stock Cash Dividends/Net Income

   par, Common Stock 120,000 70,000 50,000 90,310/99,510 = 91%

Retained Earnings 33,300 24,100 9,200

Total Equity 253,300 184,100 69,200 Return on Common Stock Equity Net Income – Preferred Dividends/Average Common Stockholders’ Equity 

99,510/[(220,000 + 160,000)/2] = 52%

Total Liabilities and Equity 317,700 292,900 24,800 99,510/[380,000/2] = 52%

99,510/190,000 = 52%

Dividends = $90,310

Total Stockholder's Equity 220,000 160,000

IKIBAN, INC. 

Comparative Balance Sheet

IKIBAN, INC. 

Income Statement

For the Month Ended Jun 30, 2018
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