
FINANCIAL RATIOS AND SALES

Quantitative financial ratios provide solid, objective evidence of a salesperson's success or failure. This helps to
eliminate complacency within an inside or.

Often, a small business's ability to obtain debt or equity financing will depend on the company's financial
ratios. Any company's liquidity may vary due to seasonality, the timing of sales, and the state of the economy.
The objective is to not only increase overall sales revenues by increasing average sales per salesperson but to
focus on promoting profitable products or items and enticing new customers to buy. Therefore, ROS is used as
an indicator of both efficiency and profitability. A lower current ratio means that the company may not be able
to pay its bills on time, while a higher ratio means that the company has money in cash or safe investments
that could be put to better use in the business. For example, ratios such as average sales per salesperson, sales
by product type and sales to new versus existing customers can supply information about whether a
salesperson is making an effort to sell to each customer. Conversely, a current ratio significantly lower than
the industry average could indicate a lack of liquidity. Analysis Since the return on sales equation measures
the percentage of sales that are converted to income, it shows how well the company is producing its core
products or services and how well the management teams is running it. A ratio of means that a social
enterprise can pay its bills without having to sell inventory. Company-wide ratios can be useful both as a
quick performance assessment and when calculated and compared against identical reporting periods.
Examples include such often referred to measures as return on investment ROI , return on assets ROA , and
debt-to-equity, to name just three. Ratios and Formulas in Customer Financial Analysis Financial statement
analysis is a judgmental process. Ratio analysis becomes a very personal or company driven procedure.
Although the ideal level for this ratio varies greatly, a very low figure may mean that the company maintains
too many assets or has not deployed its assets well, whereas a high figure means that the assets have been used
to produce good sales numbers. When computing for a ratio that involves an income statement item and a
balance sheet item, make sure to average the balance sheet item. These ratios are the result of dividing one
account balance or financial measurement with another. In general, sales five to six times greater than working
capital are needed to maintain a positive cash flow and finance sales. For example, if an experienced
salesperson continually exceeds forecast expectations or if a new salesperson makes continual progress toward
achieving forecast expectations, both are meeting standards of acceptable performance. As revenues and
efficiency increases, so do profits. In other words, they relate to the availability of cash and other assets to
cover accounts payable, short-term debt, and other liabilities. Ideally, you should review your ratios on a
monthly basis to keep on top of changing trends in your company. Limitations of Return on Sales Return on
sales should only be used to compare companies that operate in the same industry, and ideally among those
that have similar business models and annual sales figures. In other words, it measures how much profits are
produced at a certain level of sales. For instance, you may have to keep your equity above a certain percentage
of your debt, or your current assets above a certain percentage of your current liabilities. An extremely low
profit margin formula would indicate the expenses are too high and the management needs to budget and cut
expenses. Lenders often use this number to evaluate your ability to weather hard times. Small business owners
would be well-served by familiarizing themselves with ratios and their uses as a tracking device for
anticipating changes in operations. The comparison makes it easier to assess the performance of a small
company in relation to a Fortune company. Preferred dividends is deducted from net income to get the
earnings available to common stockholders. Marketable securities are short-term debt instruments that are as
good as cash. A high leverage ratio may increase a company's exposure to risk and business downturns, but
along with this higher risk also comes the potential for higher returns. But ratios should not be evaluated only
when visiting your banker. Direct selling costs are displayed as a percentage of total sales wages divided by
gross sales for the reporting period. Higher ratiosâ€”over six or seven times per yearâ€”are generally thought
to be better, although extremely high inventory turnover may indicate a narrow selection and possibly lost
sales. For example, if a small business depends on a large number of fixed assets, ratios that measure how
efficiently these assets are being used may be the most significant. ROS is used to compare current period
calculations with calculations from previous periods. Sales dollars per salesperson is calculated by dividing
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the number of full-time-equivalent salespeople by gross sales amounts.


