






Financial Ratio Analysis of American Eagle Outfitters (AEO) Inc. 
Name of Author:
Institution:
Date: 












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. 
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Financial Ratios & Recommended Action Plans

	Ratio
	Fiscal Year 2020 
	Fiscal Year 2019
	Explanation
	Recommended Action 


	Return on Sales
	4%
	6%
	The operational efficiency reduces by 2% in the two fiscal years.
	To avoid any financial troubles, the company should invest more in marketing operations. 


	Return on Assets
	6%
	14%
	The ability of using net income to generate assets reduces by more than half.
	There is need for AEO to better utilize assets to grow its profitability index. 


	Return on common stockholder’s 
	15%
	20%
	The ability to generate profits using shareholders’ capital has reduced considerably (by 5%)
	· The company can re-negotiate with suppliers to have a reduction on the cost of goods sold.
· Where appropriate, raisin prices would guarantee a better ROE


	Current ratio
	1.39
	1.93
	The ability to meet short term obligations has reduced considerably. 
	· The company can delay some capital expenditures to have more cash on hand. 
· Reviewing loans to see if some can be re-amortized.
 

	Quick Ratio
	0.48
	0.61
	AEO’s ability to meet its short-term obligations with its most liquid assets has reduced. 
	· Invest more in sales and marketing to grow more revenue. 
· Paying off liabilities as early as possible. 


	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. 
	· AEO should consider issuing more shares to improve its cash flows. 
· The management should consider a debt/equity swap, making debt holders equity holders. 
· A sale of assets is recommended where possible. 


	Debt to equity ratio
	1.67
	0.48
	The financing of debt using shareholders equity has increased over the two fiscal years. 
	· It is vital to aggressively develop marketing operations with a view of increasing sales
· A systematic audit would be beneficial to reduce costs in processes. 

	Inventory turnover ratio
	1.29
	2.12
	The number of times by which AEO has sold the total average inventory has reduced by half. 
	· Effective marketing has to be undertake to reduce inventory levels and generate sales. 
· The sale of old stock is recommended. 
· Effective ways to restock would be ideal. 


	accounts receivable turnover ratio
	43.1
	419.5
	There is a notable increment at how AEO has extended credits and collected debts
	· Better ways of billing should be undertake to reduce credit sales. 
· Incentives can be outlined to encourage early payment of debt. 


	earnings per share ratio
	1.15
	1.52
	The earnings attributed to every share of stock has reduced. 

	Lowering costs will guarantee more profit margin

	Average collection period
	8 days
	1 day
	The increase in the collection period shows ineffectiveness of AEO’s accounts receivable management practices.

	Incentives to motivate early payment of debts will be ideal. 

	inventory turnover period
	282 days
	172 days
	The number of times inventory is sold has increased exponentially. 

	More aggressive marketing is need to maintain the trend. 

	Free cash flow
	49%
	45%
	The left over cash after meeting the operating expenses and capital expenditures has risen. 
	Finding ways to lowering operating expenses would improve free cash flows. 
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