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	Industry:   23622 - Commercial and Institutional Building Construction

	Revenue:  $1M - $10M

	Periods:   12 months against the same 12 months from the previous year
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	Generally, what is the company's ability to meet obligations as they come due?

	Operating Cash Flow Results
The company is generating negative cash flow from operations this period, which is unfavorable and a bit unusual since the company is profitable.  Since overall conditions on the Balance Sheet are still good (as will be discussed below), negative cash flow is not cause for too much concern.  Yet, since cash flow is the largest driver of long-run liquidity, perhaps there are things that can be tweaked in working capital accounts to improve cash flow.  Also, it is always good to determine why a company is profitable but still loses cash on operations.  

General Liquidity Conditions
In this section, the company's general and overall liquidity position is analyzed.  Typically, two of the most important barometers to this measurement are the current ratio and the quick ratio.  The current ratio is equal to total current assets divided by total current liabilities.  The quick ratio is equal to cash plus accounts receivable divided by current liabilities.  Of course, it is optimal for the company to have relative strength in both of these key ratios, as this company has achieved this period.

The company is doing very well in this key area.  The company's liquidity position is strong.  Even though it is impossible to solve the cash flow challenge completely, this firm is in a solid overall position at this time.  Also, the company is even strong relative to other similar companies in the industry.  It is also positive that the firm has significantly improved profitability since last period.  Generating good profits over the long run is generally the best way to ensure positive cash flow.  As sales volume has risen from last period, general liquidity conditions have improved as well.  It is often the case that sales increases can improve liquidity conditions.

On a slightly cautionary note, keep in mind that good overall liquidity does not necessarily lead to a strong cash position.  While the company's overall liquidity position is quite solid, it is still important for the firm to convert the current assets that it has to the cash accounts over time.

The company's accounts receivable days ratio is in line with its overall performance in this area.  This statistic is low relative to other companies in this industry.  It indicates that the company seems to be doing a good job of collecting its receivables efficiently.  Also, the company's accounts payable days ratio is currently about average, which is also meets expectations.  

	It is imperative to keep working on liquidity, because the game to stay liquid never ends.  Here are some actions managers might consider:

· Establish contractual agreements that allow as much collection up front as possible for large jobs.  This will ensure that the job is being completed with funds provided by the customer instead of the business.  

· Monitor accounts receivable on a weekly basis, and charge interest on invoices that are past due.  

· Use as much trade credit or vendor financing as is reasonable/possible since this is a good form of short-term financing and does not carry interest.  Trade credit occurs when one business receives a service from a supplier under an agreement to pay them later.  

· Keep an accurate payables schedule on a week by week basis.  This can help the business know what payments they need to make each week to avoid any late charges or double billings.



[image: image14.jpg]Ratio Score

Current Ratio

10/31/2006

10/31/2007

Industry




[image: image15.jpg]Ratio Score

Quick Ratio

10/31/2006

10/31/2007

Industry





 

[image: image16.jpg]Days

Accounts Receivable Days

10/31/2006  10/31/2007

Industry




[image: image17.jpg]Days

Accounts Payable Days

10/31/2006  10/31/2007

Industry





 

	[image: image18.png]



	[image: image19.png]




	PROFITS & PROFIT MARGIN
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	Are profitability trends favorable in the company?

	The company has had mostly favorable results in the Profitability area, as its net profit margin has increased by 278.97% since the prior period, and sales have increased significantly.  The company's net profit margin is now in line with what other firms in this industry are earning, which is highlighted in the graph area of the report.  Moreover, the solid sales and net margin increases have caused net profits (in dollars) to move up significantly.  The best part of the results is that the company has controlled operating costs.  Even though gross margins slipped by 36.39%, net profits increased considerably because the company effectively managed its operating costs.

The area that the company's managers may want to focus on in these results is that gross margins fell so much that the loss in margin canceled out the solid gains in sales -- the company is only earning about the same amount of gross profit dollars despite much higher sales.  Basically, the company's cost of sales rose substantially as a percentage of sales this period -- direct costs per sales dollar are much more than they were last period.  In short, some costs of sales (direct costs) seem out of line.  If sales fall in the future, lower gross margins can hurt the company.

	The following ideas to improve profitability might be useful and can be thought-through by managers:

· Be aware of the site's accessibility when preparing an estimate.  Ease of transportation, availability of power sources, drainage, and other factors can all add unexpected costs that might cut into profits.

· Keep the level of safety at the site high to reduce any sort of injury which can cause high workman’s comp and/or lawsuit costs.

· Examine the purchasing of materials and determine whether buying larger quantities will be cost effective.  This may be especially helpful if material costs are expected to rise or if quantity discounts are available.  

· Compare the business to others in the industry and work to meet and exceed industry standards.  This can help improve the business's competitive position and maintain customers who might be seeking an alternative provider.  
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	Are sales growing and satisfactory?

	Significant increases in sales occurred this period.  In fact, sales are even growing at a faster rate than the sales of many competitors, a positive result.  This dynamic should help to improve profitability over time if other Income Statement accounts are being managed well.  The organization has also added some fixed assets, but sales have increased at a higher rate than the rate at which the asset base has increased, which is another key trend.  This means that assets are generating more sales than they were last period.  Still, the firm's overall focus should remain on managing profitability, not sales.  This section of the report is generally less important than the Liquidity or Profitability sections.  
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	Is the company borrowing profitably?

	Net profitability improved by 468.56% while debt was lowered.  In other words, a reduction in total debt coincided with improved profitability, at least for this period.  Not only this, but the net profit margins and overall liquidity actually improved.  This is a very good situation -- profitability was able to expand without additional debt.  This dynamic should help long-term profitability, especially if it can be continued over multiple periods.

Note: Although the overall score is high in this area, the company does not have much debt relative to equity.  Consequently, we should not put too much emphasis on this section of the report.  Debt does not seem to be a significant part of the Balance Sheet at this time.

Capacity planning is a challenge here.  This involves simply thinking out into the future: how long can profitability improve without increasing borrowing? Analyzing the relationship between investments in resources (such as assets) and profitability improvement, as well as effectively forecasting sales and cash flow, can help answer this question and lead to the best borrowing policies for the near future.
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	Is the company using gross fixed assets effectively?

	The company performed well here.  There were additions to fixed assets and profitability improved by even more.  If profitability can consistently improve more quickly than assets, the company should see a strong long-run return on assets.  It is unusual and positive that net margins and overall liquidity have improved as the company has added assets.  Yet increasing assets further could be problematic because the rise in net profitability and overall liquidity compared with the increase in assets could be coincidental, not bearing any significant relationship.  

There are a few other points to address.  The company's return on assets is quite good -- even relative to other competitors.  Its return on equity is average.  Since the trend here is positive and the company's ROA is good, the only slight area of improvement is return on equity since the company operates in a highly competitive industry.


[image: image41.jpg]Percent (%)

Return on Equity

10/31/2006

10/31/2007

Industry




[image: image42.jpg]Percent (%)

Return on Assets

2.99

10/31/2006

10/31/2007

Industry





 

[image: image43.jpg]Ratio Score

Fixed Asset Turnover

10/31/2006  10/31/2007

Industry




[image: image44.png]





	A NOTE ON SCORING: Each section of this report (Liquidity, Profits & Profit Margin, etc.) contains a numerical score/grade, which is a rough measure of overall performance in the area.  Each grade represents a score from 1 to 100, with 1 being the lowest score and 100 being the highest.  Generally, a score above 50 would be a "good" score and a score below 50 would be a "poor" score.  The scores are derived by evaluating the company's trends, either positive or negative, over time and by comparing the company to industry averages for different metrics.
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	10/31/2006
	10/31/2007

	Income Statement Data
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	Sales (Income)
	 $6,432,863
	$9,651,110

	

	Cost of Sales (COGS)
	 $5,645,048
	$8,899,238

	

	Gross Profit
	 $787,815
	$751,872

	

	Gross Profit Margin
	 12.25%
	7.79%

	

	Payroll / Wages / Salary
	 $387,614
	$128,900

	

	Rent
	 $18,000
	$18,000

	

	Advertising
	 $0
	$16,454

	

	Depreciation and Amortization
	 $19,701
	$19,701

	

	Interest Expense
	 $0
	$0

	

	Net Profit before Taxes
	 $55,112
	$313,346

	

	Adjusted Net Profit before Taxes
	 $55,112
	$313,346

	

	Net Profit Margin
	 0.86%
	3.25%

	

	EBITDA
	 $74,813
	$333,047

	

	Net Income
	 $83,931
	$313,346

	

	

	Balance Sheet Data
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	Cash (Bank Funds)
	 $1,269,973
	$691,596

	

	Accounts Receivable
	 $837,604
	$1,026,895

	

	Inventory
	 $0
	$0

	

	Total Current Assets
	 $2,605,787
	$2,107,049

	

	Gross Fixed Assets
	 $427,583
	$484,051

	

	Total Assets
	 $2,808,400
	$2,291,529

	

	Accounts Payable
	 $874,649
	$489,462

	

	Total Current Liabilities
	 $1,231,447
	$473,957

	

	Total Liabilities
	 $1,304,175
	$473,957

	

	Total Equity
	 $1,504,225
	$1,817,572

	

	

	


 

	COMMON SIZE STATEMENTS
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	10/31/2006
	10/31/2007
	Industry
(3279)

	Income Statement Data
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	Sales (Income)
	 100%
	 100%
	 100%

	

	Cost of Sales (COGS)
	 88%
	 92%
	 82%
	
	

	

	Gross Profit
	 12%
	 8%
	 18%
	
	

	

	Payroll / Wages / Salary
	 6%
	 1%
	 4%
	
	

	

	Rent
	 0%
	 0%
	 0%
	
	

	

	Advertising
	 0%
	 0%
	 0%
	
	

	

	Depreciation and Amortization
	 0%
	 0%
	 1%
	
	

	

	Interest Expense
	 0%
	 0%
	 0%
	
	

	

	Net Profit before Taxes
	 1%
	 3%
	 3%
	
	

	

	Adjusted Net Profit before Taxes
	 1%
	 3%
	 3%
	
	

	

	EBITDA
	 1%
	 3%
	 4%
	
	

	

	Net Income
	 1%
	 3%
	 3%
	
	

	

	
	
	

	Balance Sheet Data
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	Cash (Bank Funds)
	 45%
	 30%
	 20%
	
	

	

	Accounts Receivable
	 30%
	 45%
	 46%
	
	

	

	Inventory
	 0%
	 0%
	 3%
	
	

	

	Total Current Assets
	 93%
	 92%
	 80%
	
	

	

	Gross Fixed Assets
	 15%
	 21%
	 38%
	
	

	

	Total Assets
	 100%
	 100%
	 100%
	
	

	

	Accounts Payable
	 31%
	 21%
	 29%
	
	

	

	Total Current Liabilities
	 44%
	 21%
	 51%
	
	

	

	Total Liabilities
	 46%
	 21%
	 63%
	
	

	

	Total Equity
	 54%
	 79%
	 38%
	
	

	

	
	
	

	
	
	


 

	INDUSTRY SCORECARD
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	Financial Indicator
	Current Period
	Industry Range
	Distance from 
Industry

	


	Current Ratio
	4.45
	1.60 to 2.80
	+58.93%

	= Total Current Assets / Total Current Liabilities
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	Explanation:  Generally, this metric measures the overall liquidity position of a company.  It is certainly not a perfect barometer, but it is a good one.  Watch for big decreases in this number over time.  Make sure the accounts listed in "current assets" are collectible.  The higher the ratio, the more liquid the company is.

	


	Quick Ratio
	3.63
	1.10 to 2.30
	+57.83%

	= (Cash + Accounts Receivable) / Total Current Liabilities
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	Explanation:  This is another good indicator of liquidity, although by itself, it is not a perfect one.  If there are receivable accounts included in the numerator, they should be collectible.  Look at the length of time the company has to pay the amount listed in the denominator (current liabilities).  The higher the number, the stronger the company.

	


	Accounts Receivable Days
	38.84 Days
	40.00 to 70.00 Days
	+2.90%

	= (Accounts Receivable / Sales) * 365
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	Explanation:  This number reflects the average length of time between credit sales and payment receipts.  It is crucial to maintaining positive liquidity.  The lower the better.

	


	Accounts Payable Days
	20.08 Days
	15.00 to 45.00 Days
	0.00%

	= (Accounts Payable / COGS) * 365
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	Explanation:  This ratio shows the average number of days that lapse between the purchase of material and labor, and payment for them.  It is a rough measure of how timely a company is in meeting payment obligations.  Lower is normally better.

	


	Gross Profit Margin
	7.79%
	12.00% to 24.00%
	-35.08%

	= Gross Profit / Sales
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	Explanation:  This number indicates the percentage of sales revenue that is paid out in direct costs (costs of sales).  It is an important statistic that can be used in business planning because it indicates how many cents of gross profit can be generated by future sales.  Higher is normally better (the company is more efficient).

	


	Net Profit Margin
	3.25%
	1.00% to 6.00%
	0.00%

	= Adjusted Net Profit before Taxes / Sales
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	Explanation:  This is an important metric.  In fact, over time, it is one of the more important barometers that we look at.  It measures how many cents of profit the company is generating for every dollar it sells.  Track it carefully against industry competitors.  This is a very important number in preparing forecasts.  The higher the better.

	


	Advertising to Sales
	0.17%
	0.20% to 1.20%
	+15.00%

	= Advertising / Sales
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	Explanation:  This metric shows advertising expense for the company as a percentage of sales.

	


	Rent to Sales
	0.19%
	0.10% to 2.40%
	0.00%

	= Rent / Sales
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	Explanation:  This metric shows rent expense for the company as a percentage of sales.

	


	Payroll to Sales
	1.34%
	6.50% to 14.00%
	+79.38%

	= Payroll Expense / Sales
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	Explanation:  This metric shows payroll expense for the company as a percentage of sales.

	


	Interest Coverage Ratio
	N/A
	10.00 to 35.00
	N/A

	= EBITDA / Interest Expense
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	Explanation:  This ratio measures a company's ability to service debt payments from operating cash flow (EBITDA).  An increasing ratio is a good indicator of improving credit quality.  The higher the better.

	


	Debt-to-Equity Ratio
	0.26
	1.50 to 4.00
	+82.67%

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

	


	Debt Leverage Ratio
	1.42
	N/A
	N/A

	= Total Liabilities / EBITDA
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	Explanation:  This ratio measures a company's ability to repay debt obligations from annualized operating cash flow (EBITDA).

	


	Return on Equity
	17.24%
	8.00% to 22.00%
	0.00%

	= Net Income / Total Equity
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	Explanation:  This measure shows how much profit is being returned on the shareholders' equity each year.  It is a vital statistic from the perspective of equity holders in a company.  The higher the better.

	


	Return on Assets
	13.67%
	8.00% to 12.00%
	+13.92%

	= Net Income / Total Assets
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	Explanation:  This calculation measures the company's ability to use its assets to create profits.  Basically, ROA indicates how many cents of profit each dollar of asset is producing per year.  It is quite important since managers can only be evaluated by looking at how they use the assets available to them.  The higher the better.

	


	Fixed Asset Turnover
	19.94
	10.00 to 30.00
	0.00%

	= Sales / Gross Fixed Assets
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	Explanation:  This asset management ratio shows the multiple of annualized sales that each dollar of gross fixed assets is producing.  This indicator measures how well fixed assets are "throwing off" sales and is very important to businesses that require significant investments in such assets.  Readers should not emphasize this metric when looking at companies that do not possess or require significant gross fixed assets.  The higher the more effective the company's investments in Net Property, Plant, and Equipment are.

	


	

	NOTE: Exceptions are sometimes applied when calculating the Financial Indicators.  Generally, this occurs when the inputs used to calculate the ratios are zero and/or negative.



	

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