O

Michael Anderson & Company, Inc.
CPAs & Advisors

Measurements For Business
Success

September 15, 2011
Presented By:
Erin Roche, CPA




What We Want To Avoid




Knowing What to Look For

nat are Financial Ratios?
nat are Key Performance Indicators (KPIs)?

ny are they so important?




Where do | get this wealth of knowledge??

Knowing Where to Look

Your Financial Statements!!**




ASSETS
Current Assats
Zash
Betiv Cash
Temporary Investments
Acoounts Becsivabls - nst
Inventary
Suppliss
DBrepzid Inswrance
Taotzl Current Asssts

Fomitnss and socurss

Equipmam

Baildinz

Lass: AcoumDiemecizion
Totzl Fixad Assets

e e 1 I e
LULALZITE "AS3CL3

Groadwill
Trade Namss

Totzl Intan=ibls Azzais
Orther Assets

Your Business
Balance Shest
For the Year Ended December 31, 20xx
LIABILITIES
Current Lishilitia
3 1,000 Motss Pavabls
100 Acoounts Favanls
5,000 Wasss Pavable
3,500 Pavroll Tax Pavahbls
3000 Imcoms Tax Pavablke
300 EE Tax Pavabls
500 Unszmed Revemss
15600 Totzl Current Tishilifiss
8000 Lons-term Liabdibes
Iotes Pavalbls
Morrzz= Pavzbls
5500  Totzl Longzterm Lizhilfties
§.500
6,000
75000 Total Lisbilifies
{6.000)
B7.000
Owmer's or Stockdolders’ Eqguity
25000 Owner Investment
20,000 Fetzined Ezmin=s
45000 Totzl Owner's Equity
3000
$156,600 Totsl Lisbilities & Owners' Equity

Total Assets
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10004
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R0 OO0
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1012040

30.000
23400
55400

$136.600

Your BusmNESS
INCCOME STATEMENT
ForYear Beowss Dec. 31, 20=xx

Revenue
GrossSsles

L=== Ssles Returmns Alowsncs
Het Sales

Cost of Goods Sold:

Furcrases 0.00
Celery Charges .00
Cos=i of Goods Sold:

Gross Sales Profit|Loss)

Expenses:

Expens 51 000
Expense B4 D00
Expens =5 0.00
SExpen= = 000
Exman= =7 000
Expenss 25 000
Expense =3 D00
Exgenss 510 200
Total Expenses:

Het Ope =ting Income:

Other Income:
Incoma 82
Inmome =3
T otal Other Income:

Net Income {Loss):

0.00
0.00

0.00

0.00

0.0

0.00

0.0

0.00
0.00

0.00

0.00




Common Ratios

Your gross profit margin tells you the
average gross profit on each dollar of sales

before operating expenses. The equation
is simple:

Gross profit

Gross profit margin =
Sales




Common Ratios

Your net profit margin is the
percentage profit your business makes
for every dollar of revenue — whether
you’re making a profit after covering
all of your costs.

MNet income

Net profit margin =
Sales




Common Ratios

You’re making profitable sales but are they
enough to cover short term liabilities? To answer
that, you need the current ratio. It helps to
measure the solvency of your business by
comparing your current assets (like unpaid

invoices) to your current liabilities (unpaid bills
and the like):

Current assets

Current ratio=
Current liabilities




Common Ratios

If you deal in physical product, then
inventory turnover is an incredibly useful
number. It shows you how many times
your business’ inventory is sold and
replaced over a particular period:

Cost of goods sold

Inventory turnover =
Inventory




Common Ratios

Return on owner’s equity compares your
net business income to the equity you’ve
invested in the business. It reveals how
much vyou’re making from vyour
investment:

Net income

Return on owner’s equity =
Owner's equity




**Non-Financial KPlIs

e Performance measures NOT related to dollar
figures

e Non-financial measures can be even more
important than the dollars sometimes
— Labor Hours
— Machine Hours
— Employee Turnover
— Customer Satisfaction Rate




The Monitoring Process

e How often?
e Which Ratios/KPI’s should | be focused on?
e Who should be involved?




Taking the Next Steps...

e Industry Comparisons
e Professional Consulting

— Success Track




Questions?

Thank You for attending!
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