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Executive Summary
The company operates as an apparel and accessories retailer operating mostly in the US and Canadian markets. The company has a wide range of products from graphic t-shirts, outerwear, sweaters, accessories and denim wear among others (AEO Annual Reports, 2020). Like other industries, the apparel industry was particularly hit by the onset of the pandemic but was resilient enough to adopt various strategies to make a mark on the market. For instance, AEO relied heavily on the online selling platforms to keep the operations going at the time when physical sales were impaired but the universal Covid-19 protocols. Based on the market conditions during the pandemic, the online sales signified to a slight change in the consumer groups with mostly youths and young adults making a huge faction of the market during the pandemic. The company also had to restructure its sourcing operations to compensate for sluggish supply chain processes during the pandemic. 
Importantly, the company continues to rely on technology to support its core operation such as deign and sales. The company, for instance, invests heavily in its Research and Development department to have the much needed technologies to improve the quality and designs of the apparels and accessories (Currey, 2018). Concerning the mergers and acquisitions to get a better grip of the market, the company acquired Tailgate Clothing in 2015 in an $11 million settlement deal (Schlossberg, 2015). No recent mergers and acquisitions have been reported by AEO. 







The Analysis of Financial Ratios 
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Ratio
	Fiscal Year 
2020 
	Fiscal Year
 2019
	Explanation

	Return on common stockholder’s 
	15%
	20%
	The ability to generate profits using shareholders’ capital has reduced considerably (by 5%)


	Current ratio
	1.39
	1.93
	AEO’s ability to meet short term obligations has reduced considerably. 


	Debt to assets  ratio
	0.63
	0.32
	Over the two fiscal years, the company has relied more on debt to finance assets which is not ideal. 


	Debt to equity ratio
	1.67
	0.48
	The financing of debt using shareholders equity has increased over the two fiscal years. 


	Inventory turnover ratio
	1.29
	2.12
	The number of times by which AEO has sold the total average inventory has reduced by half. 




	

Feasible Recommendations for AEO
i. To increase the return on common stockholders’ ratio
The company has witnessed a reduction in this ratio implying that management has not efficiently used shareholders’ capital to make profits. To increase this ratio and enhance profitability, the management of AEO can re-negotiate with suppliers to have a reduction on the cost of goods sold. This would result in a better looking profit and loss statement. In addition, where appropriate, the company can raise prices would guarantee a better ROE. In turn, the efficiency to use the equity to generate profits would be elevated. 

ii. To increase the current ratio
This ratio outlines how easy a company finds to settle the short term obligations, preferably under a year. AEO is increasingly finding it difficult to settle obligations in the short term. To tackle the elusive liquidity, the company management could make decisions to delay some capital expenditures to have more cash on hand. Additionally, they could reviewing their loans to see if some can be re-amortized. Importantly, the company needs to invest more in sales and marketing to grow more revenues for improved profitability. 

iii. To reduce the debt to assets  ratio
It paints a negative picture for AEO to continually rely on its debts to finance its assets. To make a turn around and reduce this ratio, the following decisions would be ideal. First, AEO management should consider issuing more shares to improve its cash flows. Besides, the management should consider a debt/equity swap, making debt holders equity holders. Lastly, the company may sell some of its assets where possible to offset the debt obligations and have a better cash flow. 

iv. To reduce the debt to equity ratio
Averagely less of shareholder funds should be used to offset the debt obligations. The average ratio for the Apparel and Accessory industry stands at about 1. For AEO, the debt to equity ratio is quite high and more actions are needed to reduce it significantly. Firstly, it is vital to aggressively develop marketing operations with a view of increasing the sales revenues. In addition, the management need to conduct a systematic audit would be beneficial to reduce costs in processes.

v. To increase the inventory turnover ratio
The ideal ratio for the Apparel and Accessory industry is between 5 and 10, meaning that the total average inventory should be sold up to tenfold within the fiscal year. At AEO, the ratio is very low and reducing. To increase the ratio, the following actions are highly recommended. First, effective marketing has to be undertaken to reduce inventory levels and generate sales. Then, the sale of old stock is recommended to ease the cost of inventories. Lastly, effective ways to restock would be ideal so that reasonable levels of inventories are held. 
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