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13
ASSESSING THE FINANCIAL VIABILITY / PERFORMANCE OF 

BUSINESS

Financial statements for businesses usually include income statements, balance sheets, and .

balance sheet
health of the company and enabling more effective decision making.

The balance sheet is a snapshot showing what is owned and owed at a single moment. It provides an overview 
of how well the company is managing assets and liabilities. The income statement provides a summary of 

statement is a combination of both the income statement and the balance sheet.

v

v

v

health of the company.

v

.

v The income statement can be used to calculate a number of metrics, including the ,
the , the  and the operating ratio.

v
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The money earned from the primary and secondary activities and the gains received from the appreciation 

secondary activities and the monetary losses due to depreciation of assets are included in the loss statement. 

assets and long term assets and liabilities as current liabilities, intermediate liabilities and long term liabilities. 
The net worth statement is assessed mainly on quarterly or yearly basis based on the quantum of business.

v

v
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Cash balance

Credit sales

Cash sales

Total

2.
Loan repayment

Total

Cash available

New borrowing

Interest

Depreciation

Ending cash balance
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.

st 2016

I.
A.
B. Revenue from poultry
C. Revenue from other 
     enterprises
D.
E. Appreciation in the value of  
     assets

82,000

II.
A.

 Machine labour
 Seed
 Feed

 Veterinary aid

26,700

 Rental value of owned land
                                  16,400

III.
IV.
V.
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gives an account of the total assets and liabilities.The snapshot of balance sheet indicate the net worth or net 
defecit of the enterprise.

v Assets include

v Liabilities include

2.

Total        = Total       =

Cash in bank
Cash on hand

          Revolving fund     Account receivable

 Loans on machinery
 and equipments

Machinery and
and equipments

 Loans on purchase
 of stock

    Stock 

Nil

43000 94000
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v

assets. The higher the quick ratio, the better the position of the company.

v

v Debt/Equity Ratios

A high ratio means that the company has been growing due to debt.

Activity Ratios

cash or sales.

v

A low DSO number means that it takes a company fewer days to collect its accounts receivable. A high 
DSO number shows that a company is selling its product to customers on credit and taking longer to 
collect money.

v

selling it.

v

v

The entire cash conversion cycle is a measure of management effectiveness. The lower the better and a 
great way to compare competitors.

v

The receivables turnover ratio is one that is categorized as an activity ratio because it measures the 
company’s effectiveness in collecting its credit sales.

v

Inventory turnover is important for companies with physical products and is best used to compare 
against peers.



Methodological Tools for Socioeconomic and Policy Analysis in Marine Fisheries

91

v

Average age of inventory is just the inverse of Inventory Turnover.

v Inventory to Sales Ratio

An increase in the inventory to sales ratio can indicate that

v The investment in inventory is growing more rapidly than sales

v The sales are dropping

Vice versa, if the inventory to sales ratio drops, it could mean that

v The investment in inventory is shrinking in relation to sales

v The sales are increasing

Debt to Equity Ratios

company operates on high leverage and has maintained a high debt ratio, it is not as alarming as a company 
with a low debt ratio suddenly showing a spike in the debt ratio.

v

The long term debt ratio is an indicator that the company does not have enough cash to run future 
operations.

v

If the short term debt ratio is high, this is a big warning sign. The debt payment is coming due and has to 

v

v

A high working capital ratio shows whether the business can continue to operate without troubles.

v

v

v Analysis and Use of Financial Statements

v

v .

v

v
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