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Ace Company has applied for a $3 million 10-year loan to buy production equipment and develop accompanying software. The company has provided income statements, balance sheets, and financial ratios for 2020 and 2021. I will use the financial data given to recommend to the management team whether Ace company deserves the loan as requested or not.
The account receivable trend analysis for Ace company reveals an upward trend as indicated by the current assets of the balance sheet. Ace's account receivable turnover for 2020 and 2021 was 4.78 times and 5.08 times, respectively. The trend indicates that the company is registering an increase in efficiency because it is collecting its receivables on an average of 5.08 times annually. Seemingly, the company is consolidating funds quicker and enhancing available cash flow. A company with the ability to recollect cash back into the business is capable of paying off debts.
Another element that I looked at was the average inventory turnover of Ace company compared to the average inventory turnover rate of the industry. Ace company's average industry turnover rate is two times per year. "The inventory turnover is a measure of the number of times inventory is sold or used in a specific period, for instance, a year" (Amanda 2019, p. 2). It is calculated to give a picture of whether a business has an excessive inventory compared to the sales level. The results help in determining how a company will efficiently tackle its costs. It also determines the efficiency of a company's sales efforts. Sales are viable when there is a high inventory turnover. A low inventory turnover is a reflection of weak sales, or the inventory could be in excess. Higher inventory is of positive significance to a business if an increase in profits accompanies it. A company with an excess inventory compared to its cash flow will stagnate or be slow to come in (Amanda, 2019). The turnover rate for Ace company increased from 1.89 times in 2020 to 1.94 in 20201, indicating that the trend registered positive results. 
The positive index could be due to an increase in sales after the financial suffocation resulting from COVD-19. It is also likely that the company has a moving stock. A stock pills if a company's inventory turnover decreases (Farooq, 20190. It will be crucial for Ace company to emphasize sales compared to inventory to escalate more of their inventory turnover. I also looked at the short-term and long-term creditworthiness dictated by Ace company's financial performance and trends of 2021 and 2020. In accounting, a company's creditworthiness is dictated by various parameters, for instance, financial ratios, credit score, and repayment history (Zernova & Titarenko, 2017). It tells a creditor whether or not you deserve a loan.  The total debt of Ace Company to equity ratio reduced from 3.84 times in 2020 to 2. 41 in 2021. The trend implies that the company owes less to creditors. Also, interest payment on debt by Ace company is easier to facilitate, as shown by an increase in the times interest earned from 7 times in 2020 to 9.4 times in 2021. To add, the ratio of current liabilities and assets determines the liquidity of a company. The company's ratio increased from 1.42 in 2020 to 1.56 in 2021, revealing that it can meet its short-term liabilities.
To conclude, the loan request by Ace Company should be granted because its financial data reveals an escalation in sales while interest expenses and long-term liabilities are reducing. The financial ratios of Ace show that the company is creditworthy. Also, the company has stable sales and shows positive signs of increasing productivity, creating more inventory, and boost their earnings if granted a loan.
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Appendix
	 Ace Company Balance Sheet Assets
	2021(Q2)
	2020

	Cash
	$2,547
	$1,800

	Accounts receivable
	4,000
	3,900

	Inventories (FIFO)
	6,000
	5,000

	Property, plant and equipment, net of accumulated depreciation
	10,000
	9,800

	Other long-term assets
	1,000
	1,000

	TOTAL ASSETS
	$23,547
	$21,500

	Liabilities and Equity
	2021(Q2)
	2020

	Current liabilities
	$7,000
	$7,000

	Long-term liabilities
	9,800
	10,000

	Common stock, no par, 500,000 shares issued and outstanding
	2,000
	2,000

	Retained earnings
	4,747
	2,500

	TOTAL LIABILITIES AND EQUITY
	$23,547
	$21,500



	Ace Company Income Statement 2021(Q2)
	2020

	Net sales
	$20,000
	$18,000

	Cost of goods sold
	10,000
	9,500

	Gross profit
	10,000
	9,500

	- Operating expense
	4,000
	3,700

	= Operating income
	6,000
	4,800

	Interest expense
	588
	600

	Income before income tax
	5,412
	4,200

	Income taxes
	2,165
	1,680

	Net income
	$3,247
	$2,520 



	Ace Company Financial Ratios 2021 (Q2)
	2020

	Current ratio
	12,547/7,000 = 1.56
	10,700/7,000 = 1.42

	Total debt to equity
	16,800/6,747 = 2.4 times
	17,000/4,500 = 3.84 times

	Gross profit rate (gross margin %)
	10,000/20,000 = 50%
	8,500/18,000 = 47.2%

	Net Profit Rate (Net margin %)
	3,247/20,000 = 16.2%
	2,520/18,000 = 14%

	EPS (Earnings per share)
	3,247,000/500,000 = $6.49
	2,520,000/500,000 = $5.04

	PE ratio (Price/Earnings)
	104/$6.49 = 16.02
	$81/$5.04 = 16.07

	Dividend yield %
	2/$104 = 1.9%
	$2/$81 = 2.5%

	Dividend payout
	$1,000,000/3,247,000 = 30.8%
	$1,000,000/$2,520,000 = 39.7%

	Times interest earned
	$6,000/$588 = 9.4 times
	$4,800/$600 = 7 times

	Inventory turnover
	10,000/((6,000 + 5,000)/2) = 1.94 times
	$9,500/(($5,000 + $4,800)/2) = 1.89 times

	Accounts receivable turnover
	20,000/((4000 + 3,900)/2) = 5.08 times
	$18,000/(($3,900 + $3,800)/2) = 4.78 times



