THE BALANCE SHEET
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In previous articles in this space, the focus has been on profits and cash flow, and rightfully so.  At the same time, we should not ignore that strange “thing” called the Balance Sheet (B/S).

The B/S is a picture that reflects the financial condition of your company on that date, at that point in time. It is changed by every financial transaction made. Today’s figures will change tomorrow when we collect receivables; use and buy inventory; or pay payroll, vendor payables, note payments, rent, etc. It is an amoeba that expands, contracts, and settles into a form on the next accounting period, which is usually at the end of the month. Then the activity starts all over again.

The ever-changing nature of the B/S provides an important “snapshot” moment of our company’s financial position – in one word: Ratios.  Your goal is to have a B/S that contains ratios that indicate a healthy financial position.

The B/S of the Zero Printing Company is at the end of this article. Before we peruse it, let’s first take note of the following:

· On the Asset side, the only “for sure”, tangible figure reflected here is Cash. All other values shown can only be based on our best projections and expectations. For example, Receivables may or may not be collectible. Inventory may or may not be sold for its listed value. Equipment is only an estimate of its value in the current market place. Our accounting gods have left us with this “gray area” situation.

· The Liabilities side is much more black and white. There is no doubt that you owe the amounts shown “for sure.”

· The equity is also an estimate of value. If you sell the assets for the amounts shown and have enough cash left after paying the liabilities, then that is the value. Of course, things will happen just that way – “in a perfect world” only.

Let’s now look at the important ratios taken from the B/S of the Zero Printing Company:

Working Capital

 
[image: image1.emf]EXCESS OF CURRENT ASSETS $2,011,204

OVER CURRENT LIABILITIES ($1,982,592)

    WORKING CAPITAL $28,612


The $28,612 of working capital is not nearly enough for this printer with $10,000,000 in sales, or an average of $833,333 each month.  A more comfortable working capital figure would be 1.5 times the monthly average (e.g., $833,333 X 1.5 or $1,250,000). 

Current Ratio 


[image: image2.emf]CURRENT ASSETS $2,011,204

CURRENT LIABILITIES $1,982,592

    RATIO 1.01 TO 1


This ratio is also too narrow. For the company to be financially sound, it should be a ratio of 1.5 to 1.  

Debt to Equity


[image: image3.emf]TOTAL LIABILITIES $3,327,793

EQUITY $852,791

    RATIO 3.90 TO 1


This balance sheet reveals a precarious financial condition for Zero. Even though they are showing a profit each year and currently have enough cash flow to support their debt, Zero’s stockholders are taking too much cash out. The ratios tell us there is still too much debt – and sooner or later, the piper must be paid. 

In this current challenging economic climate, we recognize that the ratios suggested here may be difficult to attain.  They are worth noting and aspiring to, however, when the pendulum swings back to a more positive economic outlook.  

Regardless of the economy, the lesson is clear: Watch your balance sheet. It is an important piece in your overall management toolbox, and the best place to identify and track the ratios that are critical to your company’s financial health and stability.   

MargolisBecker, LLC is the nationally known business and management advisory specialist in the graphic communications industry. We offer services including strategic planning, business valuations, mergers and acquisitions, turnaround management, accounting, auditing and tax compliance; and are the preparers of the PIA financial Ratios Studies.  If you have any comments or questions, please contact Stuart Margolis or Joe Becker by telephone at 888-577-1717 or e-mail to: smargolis@margolisbecker.com or jbecker@margolisbecker.com, 

	ZERO PRINTING - BALANCE SHEET
	
	

	March 31, 2009
	
	

	
	
	

	ASSETS
	
	

	  CURRENT ASSETS
	
	

	    CASH
	
	$273,918 

	    ACCOUNTS RECEIVABLE - TRADE
	
	$1,422,813 

	    ALLOWANCE FOR DOUBTFUL ACCOUNTS
	
	($25,000)

	    INVENTORIES
	
	$135,194 

	    WORKING PROCESS
	
	$170,604 

	    PREPAID EXPENSES
	
	$24,994 

	    OTHER RECEIVABLES
	
	$8,901 

	TOTAL CURRENT ASSETS
	
	$2,011,424 

	
	
	

	FIXED ASSETS
	
	

	    EQUIPMENT
	
	$5,429,162 

	    ACCUMULATED DEPRECIATION
	
	($3,318,958)

	TOTAL FIXED ASSETS
	
	$2,110,204 

	
	
	

	OTHER ASSETS
	
	

	    SECURITY DEPOSITS
	
	$1,360 

	    CASH SURRENDER VALUE - L.I.
	
	$57,596 

	TOTAL OTHER ASSETS
	
	$58,956 

	
	
	

	TOTAL ASSETS
	
	$4,180,584 
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	March 31, 2009
	
	

	
	
	

	LIABILITIES AND EQUITY
	
	

	  CURRENT LIABILITIES
	
	

	    TRADE ACCOUNTS PAYABLE
	
	$723,138 

	    LINE OF CREDIT
	
	$348,332 

	    CURRENT PORTION OF NOTES PAYABLE
	
	$384,476 

	    ACCRUED PAYROLL
	
	$89,636 

	    CUSTOMER DEPOSITS
	
	$294,918 

	    ACCRUED EXPENSE
	
	$112,547 

	    ACCRUED TAXES, PERSONAL PROPERTY, SALES TAX
	
	$29,545 

	TOTAL CURRENT LI8ABILITIES
	
	$1,982,592 

	
	
	

	LONG TERM DEBT
	
	

	    NOTES PAYABLE
	
	$1,345,201 

	TOTAL LIABILITIES
	
	$3,327,793 

	
	
	

	EQUITY
	
	

	    COMMON STOCK
	
	$13,722 

	    RETAINED EARNINGS
	
	$793,891 

	    CURRENT NET INCOME
	
	$45,178 

	TOTAL EQUITY
	
	$852,791 

	
	
	

	TOTAL LIABILITIES AND EQUITY
	
	$4,180,584 
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