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    Accounting and Financial Planning



                  Client Analysis




          By Bill Sax

Each Consulting Team should examine the client’s financial statements and analyze for the fiscal soundness of the company.  It is very dangerous to make recommendations about: marketing, sales, operations, planning, Information Technology, Human Resources, etc. without knowing the financial strength or weakness of the company.  

By now all of you should have received the financial statements from the company.  In some cases these may be incomplete because the client is not up-to-date.  But in any event you should have the past twelve months of financial information.  It would be useful to have two years of data in order to recognize trends.

[For those teams who lack accounting and /or financial expertise, Marina Santucci, an accountant with extensive small business accounting practices will help you.    Let Bill Sax know if you need assistance and he will provide the service for you.]

Final Report  -  Every Final Report should contain most of everything that follows: Financial Statement; Accounting Software Analysis; Financial Analysis; Accounting Assistance; and Business Ratios Analysis.

1. Financial Statements  -  Review the year(s):

a) Income Statement

b) Balance Sheet

c) Statement of Cash Flows

2. Accounting Software  -  Does the company use accounting software?  If so, do you think it is the best system when considering cost, efficiency and utility?  Is the system:

Simple to utilize

Flexible

Easy to understand

Reliable

Accurate

Designed to provide information on a timely basis

Provides all of the information that is available within the software.   Note: many 

have good software, but are not using it effectively.

Becoming dated  -  Needs replacement or upgraded.

Tailored Software  -  There is industry/business specific software available for most every type of business; e.g. retail stores, restaurants, auto repair, health care, manufacturing, construction, clinics, etc. 

Software uses  -  The accounting software should tie in and assist other functions 

of the business, e.g.:

Payroll  -  Record keeping and issuing of payroll checks

Bill Paying  - does it conform to company policy

Inventory control

Monitoring cash flow  -  Tracking Accounts Receivable

Calculate key “business ratios” 

Facilitating the filing of tax returns (federal, state, and local)

Sales information

Generate Budgets

Does it have security features?

Could the data be easily ported into another system?


Note:  If you think that the software is woefully inadequate, you should 

Recommend an alternative.  CPA firms who work with small to mid-size 

Businesses can usually recommend the appropriate software package.  

Often the client does not think about asking their CPA for this 

Information.

3.  Financial Analysis  -  Is the company looking to expand its operations?

What will be the expected cost of expansion and over what time frame?

Is the company looking to seek outside financing?

Has the company considered lease vs. buy options i.e. buildings, equipment, etc.?

Does the company prepare monthly statements and conduct financial analysis?

Do the budgets include a breakeven analysis for any cost decisions; e.g.

Hiring, capital expenditures, or leasing larger office space?


“Risk vs. Reward”  -  Has the company adequately measured the cost exposure 

to the benefits in order to assess the merits of expansion?

4. Accounting Assistance  -  Try and leave the client with guidance that will benefit the company for the long term.  Said another way, do not just suggest a band-aid to solve the current accounting difficulties, but recommend a strategy for the long term.

Do they use a CPA or Bookkeeper?  If so, do they utilize their CPA (in house or consultant) for maximum benefit?

Does the CPA advise them on business matters: 

Whether to buy or lease a building, equipment,  or company car?

Cash Flow  -  Policy for reducing accounts receivable (timing of accounts 

receivable)?

Legal tax avoidance?


Bookkeeper  -  If they have a bookkeeper, see that they are comfortable/familiar

 with your recommendations.


Note:  You are consultants and not temporary employees.  You are not 

expected to do their accounting.  However, the role of the TA/CPA 

can fulfill this need to get them up-to-speed.

5.   Business ratios  - Business Ratios should be compared to other companies 

in the same kind of business.  This comparative information can be found in the 

Fuqua (Ford) Library in the following source books:


Dun’s Industry Norms and Key Business ratios

Robert Morris Associates Statement Studies

Troy’s Almanac of Business and Industrial Ratios


Note: Determine the SIC (Standard Industry Classification) code for your client 

and compare the client’s business ratios  to the same SIC codes in the 

sources listed above.  Make a copy of these comparative ratios for the 

Appendix of your Final Report.

Liquidity Ratios  -  These ratios measure a company’s ability to meet its current obligations and primarily current liabilities.  A high degree of liquidity means that the business not only has a cushion for paying its bills, but also has the cash reserves to take advantage of unexpected business opportunities.

Cash Ratio  -  Cash divided by current liabilities (cash includes: government notes, 

money market funds and certificate of deposits).

Working Capital  -  current assets less current liabilities


Current Ratio  -  current assets divided by current liabilities

      Leverage Ratio  -  These ratios describe the financial risk in the business


Total Debt to Net Worth  -  both current and long-term debt divided by tangible 

net worth


Funded Debt to Net Worth  -  long-term debt divided by tangible net worth


Interest Coverage  -  total of pre tax income and interest expense, divided by total 

interest expense.

      Activity Ratios  -  The more efficient the company uses its capital the less it will 

need to borrow.


Average Collection Period  -  average the beginning and ending of accounts 

receivable divided by daily credit sales for the time period analyzed.

Do they have a good system for tracking and pursuing “aging accounts”?

Do they have a history of major non-collectable debts?  Note:  through the 

years of consulting we have seen several companies go under because of 

delinquent accounts receivable.  You should advise them on ways to 

improve their credit policy; e.g. review their purchase agreement, is it 

clear and create incentives to pay on time or even early?  Are there 

enforceable penalties if the payments are late?


Inventory Turnover  -  cost of goods divided by cost of inventory


Asset Turnover  -  total sales divided by average total assets


Accounts Payable Turnover  -  Accounts payable divided by daily purchases of 

goods and supplies for the period being analyzed


Note:  Is the company using its resources efficiently?

       Profitability and Growth Ratios


Sales growth Ratio  -  compare sales growth of past years to current year


Funding  -  Is the growth of the company funded by profits/cash flow or from 

other sources?


Breakeven Point  -  what is the company’s breakeven point: per month; per year; 

 per project; or per division?


Return on Investment (ROI)  -  net income as a percentage of assets


Internal Rate of Return (IRR)


Net Income as a percentage of sales


Net Income as a percentage of stockholder’s equity


Operating and Gross Margins (cost of goods sold) -  what are they?


Note:  Based on Growth Rates and Returns, are there any trends developing 

which are positive or negative.  Use this analysis to recommend specific 

courses of action.

     Efficiency


Payroll Expense  -  is salary expense appropriate for the business?


Number of Employees to Gross Sales  -  Is the company on target in the industry?


Do you see ways of cutting cost or improving margins without reducing 

quality, service or timeliness of delivery of goods or services?

Are there some segments of the company, which are a drag on the overall 

Profits?
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