CASCADIA COLLEGE                                                                ACCOUNTING 202                                                                                      Case Study
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Case Setting: It is getting near the end of the term and you are looking for full-time employment. The anti-virus vaccines are beginning to stem the tide of COVID pandemic.  It is anticipated the home improvement sector will become an important component of the Post-COVID economy, insuring a profitable future for installed wall to wall carpet. 

Atlas Carpet Mill, Inc. (ACM) has offered you a position as manager of its Chicago, Illinois production facility. Before accepting the job, however, you want to evaluate ACM’s financial performance to make sure it is a sound company. 

ACM  has provided you a copy of its year-end 2017, 2018 and 2019 balance sheets and income statements, and you have obtained the most recent industry data from the internet.  Your task now is to assess the financial condition of ACM  through both:

· a 2018-19 trend (Comparison over time) analysis and 
· a peer group (Comparison to industry) analysis using 2019 data for ACM  and the data for the carpet mill industry. Remember: In doing your analysis you are essentially telling a story about ACM’s financial performance over the last few years and relative to other similar-sized firms in the industry. 

The relevant source data has been assembled in a Microsoft Excel template but will require your refinement. The Statement of Cash Flows and available industry benchmark data are included in the template.

Required: 

In the Wednesday March 10 Zoom class, we will complete the construction of the excel spreadsheet by:

1) Use cell-referenced equations to construct common-size balance sheets and income statements for each of the three years and,
 
2) Produce financial ratios for each of the three years (For simplicity, all financial ratios requiring balance sheet data should be calculated using year-end figures rather than an average of beginning-of-year and end-of-year data).

3) You must assign qualitative assessments of Good, OK/Good, OK, OK/Poor, or Poor to the trends in each of the firm’s financial ratios as well as to the degree to which the firm’s financial ratios compare to available industry ratios.  

4) We will review the final data in class and answer questions concerning the spreadsheet construction.  The data needs to be completed and uploaded as an Excel spreadsheet attachment in CANVAS by 11:59 pm March 10th.   Please name your file with your last name Data with an excel file extension (SmithData.xls).   

You will be furnished a ‘true and correct’ copy of the data for the next phase of the case study.  If your data is not turned in by the due date, there will be no score for this part of the assignment as the correct answer will be public knowledge after the due date and time.

5) In addition to the Excel requirements outlined above, you must answer the following set of analytical questions on the several areas of financial performance— liquidity, asset management, financing of assets, profitability, and cash flow—and then pull all of your analysis together to give an overall evaluation of the firm.  

In answering these questions, do not forget to look at the firm’s common-size balance sheet and income statement items, including trends over 2017 - 19 and the relationship of 2019 common-size ratios to industry data. Oftentimes, you will see patterns in the common-size ratios that reinforce and further explain patterns in the financial ratios, and vice versa. Be sure your response includes what that particular ratio means and the impact it has on the overall financial health of ACM .  

You will upload your word processed document in Microsoft Word or PDF file format in CANVAS by 11:59 pm Sunday March 14. (Google Docs or any other type of formatted submission are not acceptable). 

LIQUIDITY

1. [bookmark: _Hlk8539176]Look at the current ratio and the quick (acid-test) ratio of ACM . What trends do you notice over 2017 - 19, and what does this suggest about ACM’s liquidity? How does ACM’s liquidity in 2019 compare with the industry average?
The trend of the current ratio over the years in question is declining. This means that the liquidity of the company has worsened year after the other. With an industry average of 1.6, the company had a 1.53 current ratio in 2019 which is industry relative.  

2. Now study the accounts receivables turnover, average collection period, inventory turnover, and average days of inventory for ACM . What do these patterns suggest about the firm’s conversion of accounts receivable and inventories to cash?
A high turnover indicates higher sales and low turnover means that the goods in the store are more yet. Additionally, when turnover is low, the company incurs more storage costs since the inventory has to be maintained. ACM’s inventory turnover shows a declining trend meaning the goods produced by the company decreased over the period mentioned. 
High accounts receivable is an indication that the company has an efficient payment collection system. A low turnover can mean blocked working capital in receivables. ACM’s management of debtors appeared inefficient since there is a declining receivable turnover. 

3. Considering your answers to the two questions above, what is your overall assessment of ACM’s liquidity position? What two major factors account for your assessment?
a) The company’s current ratio, accounts receivable turnover, and inventory turnover show a decreasing trend. The current ratio in 2019, however, aligns with the industry’s and inventory turnover is above the industry average. The receivable turnover ratio lies below the industry average and indication of an inflationary pressure. This explains the company’s stance to offer flexible and extended credit period when compared to other players in the market and this is meant to maintain its demand. 
b) The company’s liquidity is considered to be in a position that resonates to the industry’s suffering as a result of reduced purchasing power from consumers. 

4. What is your assessment of the manner in which ACM is managing its assets? Pay attention to both trends and industry averages. 
Asset turnover is a ratio that measures efficiency of a firm – the manner in which a firm uses fixed assets to make profits. As a matter of concern, the company cannot make effective use of its assets to make profits if it exhibits falling trends over time. In 2019, this company has shown an asset turnover that is aligned with the industry’s and this is an exhibition of efficient standards applied throughout that very year. Return on assets is a ratio that measures efficiency as well as it shows the management of company assets. It means the return of every dollar invested in the company’s fixed assets. The company has an increasing trend of the return on assets ratio and in the same tear, the company’s value is bigger than the industry average. 

SOLVENCY (Financing of Assets) 

5. What is your assessment of the manner in which ACM is financing its assets? Pay attention to both trends and industry averages. What is the relationship between the debt to equity ratio and times interest earned as these relate to ACM? And is there any other possible explanation (outside of the firm’s financial statements) for the observed trend in times interest earned? 
When debt to equity ratio increases, the times interest earned ratio decreases and this implies that increasing debt in capital, the cost of interest increases but the earnings are not increased to the extent that times interest earned ratio falls. 
PROFITABILITY 

6. What can you say about ACM’s gross profit ratio and net profit ratio? Explain any patterns observed. 
The company’s operating margin has an operating margin that is increasing over the years. However, this ratio is below the industry average for all the years. Net profit margin is also on an increasing trend and for 2019, it is above the industry average. It depicts that operating expenses that the company incurs are above the industry standards although the taxes and interests are controlled. 

7. How are ACM’s net profit ratio, and asset turnover ratio affecting the firm’s pre-tax return on assets (ROA) and return on equity (ROE)? What is your overall assessment of the firm’s profitability, including its earnings per share (EPS)? 
Return on assets, net profit margin, and total asset turnover relates as shown by the below illustration: 
Return on assets = net profit * total assets turnover 
Total debt ratio = debt / total assets 
 This indicates that increase in debt and return on assets increases the return on equity as a result of trading on equity. 

CASH FLOW 

8. Referring to ACM’s statement of cash flow for 2017 and 2019, assess ACM’s cash flow situation noting both inflows and outflows?
The company has raised a long term debt and this was purposed at growing its operating and investing activities for the year compared to the last. The dividend payout policy adhered to by the company keeps shareholders contended in terms of returns. 


OVERALL EVALUATION 

9. Based on your answers to the questions above, what is your overall evaluation of ACM’s financial condition? (Pull all your analysis together in answering this question.) 
This company is generally above the industry average as the calculations show the company ratios above those of the industry if not comparative. When the company’s ratios are considered on a stand-alone basis, they appear deteriorating but the firm shown a positive industry picture in the present time. 

10. What is the market’s assessment of ACM’s financial condition? Explain. Does the market’s assessment confirm or refute your analysis? 
Looking at the aggregate ratio analysis, ACM will have a positive picture in the market. 

11. Based on your evaluation of ACM and the market’s assessment of the firm, would you accept employment with the company? Explain. 
Since my evaluation and assessment of the market do not represent a so strong financial picture for 2019, but I would accept to work for the company. 
[bookmark: _GoBack]
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