2021
Cost Of Doing
Business Report
EXCERPT
(Based on 2020 Operations)

AEDNET.ORG

2021 AED Cost of Doing Business Report
(BASED ON 2020 OPERATIONS)
The 2021 AED Cost of Doing Business Report presents a detailed analysis of key operating data from the
equipment distribution industry. Based on confidential surveys completed by 119 AED distributors in early
2021, this report includes a compilation and analysis of financial and operations data segmented by sales
volume, line of business, regions (based on climate), rental emphasis, and a special grouping of “High Profit”
distributors, based on return on assets performance.
The AED Cost of Doing Business Report is published annually by the Associated Equipment Distributors (AED),
an international trade association representing companies involved in the distribution, rental and support of
equipment used in construction, mining, forestry, power generation, agriculture and industrial applications.
This report was compiled, tabulated and analyzed by Industry Insights Inc. (www.industryinsights.com), an
independent professional research and consulting firm that specializes in conducting financial surveys,
compensation studies, market assessments, customer satisfaction research, educational programs and other
forms of customized research.

Copyright © 2021. All rights reserved. No part of this report may be reproduced in whole
or part without written permission from the Associated Equipment Distributors.

Associated Equipment Distributors
650 E Algonquin Rd., STE 305
Schaumburg, IL 60173
630-574-0650 ◼ www.AEDNET.org

Introduction

Table of Contents
INTRODUCTION
About This Report .................................................................................................................................. 2
Sample Company Performance Report.............................................................................................. 3
How to Use This Report ........................................................................................................................ 4

EXECUTIVE SUMMARY
Respondent Profile ................................................................................................................................ 7
COVID Relief ......................................................................................................................................... 10
Strategic Profit Model Ratios ............................................................................................................. 12
Income Statement ............................................................................................................................... 14
Financial ratios ..................................................................................................................................... 15
Asset Productivity ................................................................................................................................ 18
Balance Sheet....................................................................................................................................... 23
Employee Productivity ........................................................................................................................ 24
Trend Report ........................................................................................................................................ 27

DETAILED FINANCIAL INFORMATION
All Dealers, Best in Class, and by Total Net Revenue ...................................................................... 35
Line of Business Emphasis by Net Revenue ..................................................................................... 46
Season and Rental Emphasis ............................................................................................................. 57

APPENDIX
Survey Methodology and Demographics ......................................................................................... 69
Key Ratio Definitions ........................................................................................................................... 70
Understanding the Metrics ................................................................................................................ 72

2021 AED COST OF DOING BUSINESS REPORT (ANALYSIS OF 2020 OPERATIONS)
1

1

Introduction

2021
Cost Of Doing
Business Report
(Based on 2020 Operations)

AEDNET.ORG

Introduction

I

N

T

R

O

D

U

A B O U T

C

T

I

O

N

T H I S

R E P O R T

About this Report
This year’s AED Cost of Doing Business Report (based on 2020 operations) has been designed to provide easyto-understand guidelines for identifying business performance improvement opportunities.
The AED Cost of Doing Business Survey was prepared by Industry Insights, Inc. of Columbus, Ohio, while
working closely with AED staff in the design of the study. Confidential survey forms (refer to the Appendix for a
sample) were made available to AED members in early 2021. Respondents were able to submit their survey
forms through an online questionnaire or through a Microsoft Excel version of the survey.
This report includes comparative financial ratios and operations data segmented by sales volume, line of
business, region (based on climate), rental emphasis, and a special grouping of “Best in Class” distributors,
based on return on assets performance.
A valuable feature of the 2021 AED Cost of Doing Business Report is that all companies participating in the
survey will receive a confidential Company Performance Report (CPR) and personalized interactive tools that
are available through the AED research survey portal (www.AEDresearch.com). The portal provides the ability
to compare benchmarks from your organization against those of various comparison groups.
The CPR displays each distributor’s own ratios and data computed in a manner consistent with those appearing
in the full report, and the results are displayed alongside the appropriate industry comparatives (samples on
the next page). As shown on any given line of the Company Performance Report, a company’s own data are
included along with reported norms for all respondents and for companies of similar sales volumes, line of
business, and region. Thus, the individual owner/manager is provided invaluable information without needing
to spend time and effort performing the calculations manually. In addition, these highly confidential reports
contain a qualitative assessment of a company's situation.
In addition to receiving access to the Company Performance Report, participants also receive access to various
online reporting tools including an interactive “Searchable Results” program. The Searchable Results application
provides more specific information than any single report could reasonably provide. Using the program, users
are able to create their own data cuts to create benchmarks that most closely match their organizations. For
example, a distributor could create a data cut based on a specific revenue size range and region, whereas the
report only provides single-level cuts (e.g., revenue size range or region). The Searchable Results program and
other interactive data comparison tools are housed in the participants’ online portal.
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Sample Company Performance Report
The images on this page provide a sample pages that are included in each participant’s Company Performance Reports
(CPR). The actual CPR that participants receive contains pages of information about their organization, compared
against other similar companies and formatted as the pages below.

YOUR DATA
COMPARED TO THE
APPROPRIATE
INDUSTRY NORMS

A “REPORT CARD”
EVALUATION OF
YOUR OWN FIRM’S
PERFORMANCE
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How to Use this Report
The 2021 AED Cost of Doing Business Report is

H OW THE DATA ARE ORGANIZED

designed to assist AED Distributors with evaluating

The tables in this report are organized to promote

their own performances relative to that of similar

analysis of the key financial performance metrics

companies in order to identify improvement

from various perspectives. The data have been

opportunities. The statistics in this report represent

aggregated based on significant respondent

broad performance “yardsticks” against which a

characteristics, such as sales volume, business line,

company's performance can be measured.

region, etc.

Using the information, industry members can

The specific data aggregates examined for this study

compare their own company’s financial performance

include:

statistics against: AED dealers as a whole, companies
of a comparable sales volume, companies within a
similar line of business, companies operating in a
particular region, companies of a similar rental

✓

All Dealers

✓

Best in Class (top 25%, based on ROA)

✓

Distributors by Net Revenue:

emphasis, and a special grouping of “Best in Class”
respondents, based on return on assets performance.
Spotting significant differences between your own
company’s performance and the comparable
aggregates can be the first step toward improving

✓

performance. Please keep in mind:
1.

A deviation between your company’s figures (for
report is not necessarily good or bad. It merely

✓

indicates additional analysis may be required. As
a general rule: the larger the difference - the
greater the need for further investigation.

o

$25-$50 Million

o

$51-$100 Million

o

$101-$200 Million

o

Over $200 Million

Distributors by Line of Business (defined as

✓

o

Equipment Under 100 HP

o

Equipment Over 100 HP

o

Specialized Business¹

Equipment under 100 HP by Net Revenue
o

Under $50 Million

o

$50 Million and Over

Equipment Over 100 HP by Sales Volume

In situations where large deviations are found to

o

Under $50 Million

exist, it may be helpful to go back and review - or

o

$50-$100 Million

calculate - the same performance measure over

o

$100 Million and Over

the past several years to identify any trends that
3.

Under $25 Million

50% or more of sales from the line business)

any performance measure) and numbers in the

2.

o

✓

Region

may exist.

o

Short Season

The information in this report should be used as

o

Moderate Season

o

Long Season

a tool for informed decision making rather than

✓

absolute standards. Since companies differ as to
their sales/customer emphases, location, size,
and other factors, any two companies can be
successful yet have very different experiences
with regard to certain performance measures.

Rental Emphasis
o

No Rent-to-Rent Revenue

o

Low Rent-to-Rent Revenue

o

Moderate Rent-to-Rent Revenue

o

High Rent-to-Rent Revenue

¹Due to an insufficient sample of reporting distributors, the Specialized Business aggregation has been excluded from this report.
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INTERPRETING THE N UMBERS
Most of the results included in this study are reported on the basis of medians rather than arithmetical
averages or means. Unlike the mean, the median is not distorted by a few unusually high or low values that
may exist in the sample due to special circumstances. The “median” value represents the mid-point of the data
for a particular measure, with one-half of the firms reporting figures above it and one-half below. Each median
was computed independently based on the companies that reported for that item. As a result, mathematical
relationships do not always exist when different ratios are used together in the calculation.
Smallest Number Reported

Typical

Largest Number Reported





Lower 25% of
Reported Figures

Middle 50% of Reported Figures
(or Middle Range)



Upper 25% of
Reported Figures



Median
Figures reported were not used unless they were in accordance with the survey instructions and definitions. In
cases where the number of facilities reporting was considered inadequate for the computation of a meaningful
figure, an asterisk (*) notation is included to indicate insufficient data. At a minimum, 5 valid responses were
required in order to show any metrics.
Further insights into how to use this report are included in the Appendix section titled: “Key Ratio Definitions.”

USING RATIOS
While it is important to analyze financial information in dollars and cents, it is essential that percentages and
ratios be used if the data are to be compared to past performance or to reported standards. For example,
while it is helpful to recognize your annual employee compensation expense, it is even more essential to
compare this expenditure with the value it produces. A particularly useful measure of the effectiveness of your
compensation expense is the percentage that payroll expense represents relative to sales – or gross margin.
Therefore, a ratio such as total payroll expense as a percent of sales (or gross margin) can be useful in
determining how your company uses its payroll dollars over time or compared to your closest peers.
In addition, just as dollar figures are not overly meaningful by themselves; ratios should not be used in
isolation. In combination with the amounts themselves, ratios can provide an extremely accurate overall
picture of financial performance and financial position. Financial performance refers to how well a facility
performs over a period of time (generally one year) and financial position refers to financial strength at a given
point in time (primarily based on your balance sheet).
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SUMMARY AND CONCLUSIONS
While the volume of information in this report may at first seem overwhelming, by following the approach
outlined in the preceding pages, your time and efforts can be channeled into a very effective and beneficial
analysis. To summarize:
Step 1—Gather all your financial and operating figures for your latest fiscal year. If you participated in this
year’s study, this has already been done for you.
Step 2—Calculate the various performance measures for your firm that are used in the report.
Step 3—Determine which data comparisons in this report are most comparable to your facility.
Step 4—Examine the extent of variance that exists between your company’s performance and the industry
benchmarks.
Step 5—Use this information to better understand your company and your industry overall – and identify new
ways to strategically improve.
Even relatively simple analysis of your organization’s own figures using this data for comparisons can yield
important insights into your business. You do not need to be a financial expert to benefit from this
information.

2021 AED COST OF DOING BUSINESS REPORT (ANALYSIS OF 2020 OPERATIONS)
6

6

Executive Summary

PPP Loan Adjustment
Fiscal year 2020 brought both professional and personal challenges for many people, companies, and industries due
to the COVID-19 pandemic. The Paycheck Protection Program (PPP) provided monetary relief for those companies
that applied for, and received, payment from the program. The data in this report primarily shows financial and
operating data based on the exclusion of the PPP loans. For those wishing to see how the key profitability ratios are
calculated when including PPP loans, a comparison of both set of metrics is shown below. If comparing your results
against the profitability metrics that include PPP funding, please note that GAAP is recommending a below the line
accounting of the loan (i.e., other non-operating income).
Net Revenue
All
Dealers

Best in
Class

Under
$25
Million

$25 - $50
Million

$51 $100
Million

$101 $200
Million

PPP Loans Excluded
Profitability
Profit Margin (pre-tax)
Return on Assets (pre-tax)
Return on Net Worth (pre-tax)
EBIT Ratios
EBIT to Net Sales
EBIT to Total Assets
EBITDA Ratios
EBITDA to Net Sales
EBITDA to Total Assets

PPP Loans Included
Profitability
Profit Margin (pre-tax)
Return on Assets (pre-tax)
Return on Net Worth (pre-tax)
EBIT Ratios
EBIT to Net Sales
EBIT to Total Assets
EBITDA Ratios
EBITDA to Net Sales
EBITDA to Total Assets
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B A L A N C E

S H E E T

Balance Sheet
The percentage Balance Sheet provides a view of the portions of total assets that were held in each category. For
instance, 8.0% of the average respondent’s assets were held in cash & marketable securities while 12.9% were
accounts receivable, and 68.2% were inventory and fleet.

Balance Sheet Items (% of total assets) by Key Groupings
Net Revenue
All
Dealers

Best in
Class

Under
$25
Million

$25 - $50
Million

$51 $100
Million

$101 $200
Million

Assets
Cash & Mark. Securities
Accounts Receivable
Inventory and Fleet
New Equipment
Used Equipment
Net Rent-to-Rent Equipment
Net Rent-to-Sell Equipment
Parts, Supplies and Other
Service Work in Process
Ending LIFO Reserve
Total Inventory and Fleet
All Other Assets (net)
Total Assets
Liabilities and Net Worth
Accounts Payable
Floor Planning
Notes Payable
Other Current Liabilities
Long Term Liabilities
Loans from Stockholders
Net Worth or Owner Equity
Total Liab. & Net Worth
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T R E N D

R E P O R T

Trend Report
While a single year of results are certainly useful benchmarks for evaluating your own company’s performance versus
industry peers, an equally important component of this study is to monitor year-to-year trends. Please keep in mind,
as you review this section, that respondents vary year to year. Therefore, the results are not necessarily indicative of a
true “same sample” comparison.

FY2014

FY2015

FY2016

FY2017

FY2018

Number of Firms Reporting
SUMMARY FINANCIAL RESULTS (FIFO)
Strategic Profit Model Ratios
Profit Margin - Before Tax
Asset Turnover
Return on Assets - Before Tax
Financial Leverage
Return on Net Worth - Before Tax
Typical Sales Volume ($000)
Sales Change
Income Statement (as a % of revenue)
Net Revenue
Cost of Sales
LIFO Adjustment
Gross Margin
Payroll Expenses
Total Salaries, Wages, Comm. & Bonuses
Payroll Taxes
Group Insurance
Employee Benefits
Total Payroll Expenses
Occupancy Expenses
Utilities (heat, light, power, water)
Telephone
Building Repairs & Maintenance
Rent or Real Estate Ownership
Property Insurance & Real Estate Taxes
Total Occupancy Expenses
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FY2014

FY2015

FY2016

FY2017

FY2018

Other Operating Expenses
Advertising & Sales Promotion
Vehicle Expenses
Insurance (business liability & casualty)
IT Expenses
Depreciation & Amortization
Professional Fees
Travel & Entertainment
Office Supplies
Bad Debt Losses
All Other Operating Expenses
Total Other Operating Expenses
Total Operating Expenses
Operating Profit
Rental Purchase Option Interest Income
Other Income
Interest Expense
Other Non-operating Expenses
Profit Before Taxes
Expenses in Relation To Total GM
Gross Margin
Payroll Expenses
Total Salaries, Wages, Comm. & Bonuses
Payroll Taxes
Group Insurance
Benefits
Total Payroll Expenses
Occupancy Expenses
Utilities (heat, light, power, water)
Telephone
Building Repairs & Maintenance
Rent or Real Estate Ownership
Property Insurance & Real Estate Taxes
Total Occupancy Expenses
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Detailed Financial Information
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Net Revenue Volume

All Dealers, Best in Class, and by Total
Net Revenue

All
Dealers

Best in
Class

Under
$25
Million

$25 to
$50
Million

$51 to
$100
Million

SUMMARY FINANCIAL RESULTS (FIFO BASIS)
Strategic Profit Model Ratios
Profit Margin - Before Tax
Asset Turnover
Return on Assets - Before Tax
Financial Leverage
Return on Net Worth - Before Tax
Income Statement (as a % of revenue)
Net Revenue
Cost of Sales
LIFO Adjustment
Gross Margin
Payroll Expenses
Total Salaries, Wages, Comm. & Bonuses
Payroll Taxes (FICA, unemp., workers’ comp.)
Group Insurance (hospital, medical, life, etc.)
Empl. Benefits (profit sharing, pension, etc.)
Total Payroll Expenses
Occupancy Expenses
Utilities (heat, light, power, water)
Telephone
Building Repairs & Maintenance
Rent or Real Estate Ownership
Property Insurance & Real Estate Taxes
Total Occupancy Expenses
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Detailed Financial Information

Business Line: Equip. Under 100 HP

Line of Business Emphasis by Net
Revenue

All
Dealers in
Line

Sales
Under $50
Million

Sales $50
Million
and Over

Business Line: Equipment Over 100 HP
All
Dealers in
Line

Sales
Under $50
Million

SUMMARY FINANCIAL RESULTS (FIFO BASIS)
Strategic Profit Model Ratios
Profit Margin - Before Tax
Asset Turnover
Return on Assets - Before Tax
Financial Leverage
Return on Net Worth - Before Tax
Income Statement (as a % of revenue)
Net Revenue
Cost of Sales
LIFO Adjustment
Gross Margin
Payroll Expenses
Total Salaries, Wages, Comm. & Bonuses
Payroll Taxes (FICA, unemp., workers’ comp.)
Group Insurance (hospital, medical, life, etc.)
Empl. Benefits (profit sharing, pension, etc.)
Total Payroll Expenses
Occupancy Expenses
Utilities (heat, light, power, water)
Telephone
Building Repairs & Maintenance
Rent or Real Estate Ownership
Property Insurance & Real Estate Taxes
Total Occupancy Expenses

2021 AED COST OF DOING BUSINESS REPORT (ANALYSIS OF 2020 OPERATIONS)
46

Sales $50
to $100
Million

Sales Over
$100
Million

46

Detailed Financial Information

Season

Season and Rental Emphasis

Short
Season

Moderate
Season

Rental Emphasis

Long
Season

No Rentto-Rent
Revenue

Lower
Rent-toRent
Revenue

SUMMARY FINANCIAL RESULTS (FIFO BASIS)
Strategic Profit Model Ratios
Profit Margin - Before Tax
Asset Turnover
Return on Assets - Before Tax
Financial Leverage
Return on Net Worth - Before Tax
Income Statement (as a % of revenue)
Net Revenue
Cost of Sales
LIFO Adjustment
Gross Margin
Payroll Expenses
Total Salaries, Wages, Comm. & Bonuses
Payroll Taxes (FICA, unemp., workers’ comp.)
Group Insurance (hospital, medical, life, etc.)
Empl. Benefits (profit sharing, pension, etc.)
Total Payroll Expenses
Occupancy Expenses
Utilities (heat, light, power, water)
Telephone
Building Repairs & Maintenance
Rent or Real Estate Ownership
Property Insurance & Real Estate Taxes
Total Occupancy Expenses
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SURVEY METHODOLOGY AND DEMOGRAPHICS
In early 2021 Industry Insights, Inc. distributed strictly confidential questionnaires to AED members. The
primary intent of this survey was to collect detailed financial and operating information from equipment
distributors by specific sales volume size, line of business, and other data aggregations of importance.
Once the questionnaires were received by Industry Insights, a confidential company identification code was
assigned to each company. The data was then coded, entered into a proprietary system and edited by Industry
Insights’ financial analysts for accuracy and consistency.
In all, 119 questionnaires were received by Industry Insights. In particular, the statistical sample consists of the
following:
Number of Respondents
All Responding Distributors .................................................................................................................. 119
Distributors by Net Revenue Volume:
Under $25 Million ......................................................................................................................... 26
$25-$50 Million ............................................................................................................................. 17
$51-$100 Million ........................................................................................................................... 20
$101-$200 Million ......................................................................................................................... 24
Over $200 Million ......................................................................................................................... 15
Distributors by Line of Business:
Equipment Under 100 HP............................................................................................................ 32
Equipment Over 100 HP .............................................................................................................. 59
Region:
Short Season ................................................................................................................................. 53
Moderate Season ......................................................................................................................... 32
Long Season .................................................................................................................................. 18
Rental Emphasis:
No Rent-to-Rent Revenue ............................................................................................................ 39
Low Rent-to-Rent Revenue .......................................................................................................... 38
Moderate Rent-to-Rent ................................................................................................................ 14
High Rent-to-Rent Revenue ......................................................................................................... 11
The statistical information contained in this report is believed to be representative of the companies
responding to the survey. All reasonable efforts were taken by Industry Insights, Inc. to assure data
comparability within the limitations of accounting reporting procedures. However, the data used in this report
are not necessarily based on audited financial statements and the statistical validity of any given number varies
depending upon sample sizes and the amount of consistency among responses for that particular ratio.
Industry Insights and AED, therefore, make no representations or warranties with respect to the results of this
study and shall not be liable to clients or anyone else for any information inaccuracies, or errors or omissions in
contents, regardless of the cause of such inaccuracy, error or omission. In no event shall Industry Insights
and/or AED be liable for any consequential damages.
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KEY RATIO DEFINITIONS
The primary purpose of this 2021 AED Cost of Doing Business Report is to provide a basis for comparing your
own performance with your peers. In order to do this, it is necessary to calculate your own ratios using the
same methods that were used to compute the ratios in this report. These definitions appear on the pages that
follow.
To further clarify the computational process, this section of the report also contains a copy of the survey
questionnaire used for the study.
Note: Those AED members that participated in the 2021 survey automatically receive a confidential
individualized Company Performance Report. This report presents a participant’s own ratios and data already
computed in a manner consistent with those appearing in the full report, which are displayed alongside the
appropriate comparatives. As a result, participating firms received invaluable information about their own
business performance without having to spend time and effort to make the calculations manually.
Ratio

Calculation

Strategic Profit Model Ratios
Profit Margin

Profit Before Taxes ÷ Net Sales x 100

Asset Turnover

Net Sales ÷ Total Assets

Return on Assets

Profit Before Taxes ÷ Total Assets x 100

Financial Leverage

Total Assets ÷ Net Worth

Return on Net Worth

Profit Before Taxes ÷ Net Worth x 100

Financial Ratios
Accounts Payable & Floor Planning to
Total Inventory & Fleet

Accounts Payable + Floor Planning ÷ Total Inventory & Fleet x 100

Floor Planning to Equipment Inventory

Floor Planning ÷ Equipment Inventory x 100

Debt to Equity

Total Liabilities ÷ Net Worth

Times Interest Earned

(Profit Before Taxes + Interest) ÷ Interest

EBIT

(Profit Before Taxes + Interest) ÷ Net Sales x 100

EBITDA

(EBIT + Depreciation & Amortization) ÷ Net Sales x 100

EBIT to Total Assets

(Profit Before Taxes + Interest) ÷ Total Assets x 100

EBITDA to Total Assets

(EBIT + Depreciation & Amortization) ÷ Total Assets x 100
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Ratio

Calculation

Asset Productivity
Average Collection Period (days)

Accounts Receivable ÷ 365 days)

Inventory Turnover

Cost of Sales ÷ Total Inventory at Cost

Inventory Holding Period

365 days ÷ Inventory Turnover

Sales to Inventory Ratio

Net Sales ÷ Total Inventory at Cost

Absorption Factor

(Parts, Service & Rent-to-Rent Gross Profit) ÷ (Total Operating
Expenses + Interest Expense) x 100

Employee Productivity
Sales per Employee

Net Sales ÷ Total Full-Time Equivalent Employees

Gross Profit per Employee

Gross Profit ÷ Total Full-Time Equivalent Employees

Salary per Employee

Total Wages, Salaries, Commissions & Bonuses ÷ Total Full-Time
Equivalent Employees

Payroll per Employee

Payroll Expenses ÷ Full-Time Equivalent Employees

Payroll Expense % (% of sales)

Payroll Expense ÷ Net Sales x 100
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UNDERSTANDING THE METRICS
The “Profit Model Ratios” included in this report are highlighted in this report because they provide the key
pathways for obtaining profitability and company strength. The paths broadly encompass: profitability;
productivity; and financial management. In using this report, it is important to prioritize time and effort by
starting with the key performance metrics. As discrepancies are identified between your company's
performance measures and the reported norms, further investigation will be needed as to the reasons for
these discrepancies.

P ROFITABILITY
While there are several ways to look at profitability, the most useful are those that compare profits to some
other quantity. Perhaps the most frequently cited is net profit margin, or net profit as a percent of sales. This
ratio measures the difference between a company’s sales and what it spends over a period of time. It is highly
dependent upon a company’s pricing policy, and expense control. If gross margin (Net Sales minus Cost of
Goods Sold) increases or expenses decrease as a percent of revenues, net profit margin will rise. From a
benchmarking perspective, it is recommended that companies compare themselves based on profit before
income taxes, since the amount of income taxes paid in a given year is often influenced by factors other than
those involved in running the business. Net profit margin is a good overall measure of how well gross margin
and expenses are being controlled.
Perhaps the best measure of overall profitability is return on investment (ROI). The two most important
measures of ROI are Return on Assets (ROA) and Return on Net Worth (RONW). Return on Assets is defined as
year-end profits divided by end-of-year total assets. It is an excellent indicator of the percentage return on total
assets employed in the business. As is the case with net profit margin, it is recommended that you compute
the metric based on profits before taxes.
While return on assets measures ROI from a business management standpoint, return on net worth is the best
measure of return to the owners of the business. It is defined as year-end profits divided by end-of-year net
worth. Return on net worth is the percentage return to the owners compared to the amount that they have
currently invested in the business. Business owners are investors, and RONW provides a solid ratio for gauging
their rate of return earned during the year.

P RODUCTIVITY
Productivity is simply the output produced compared with input expended. As a rule, the more output
produced per labor hour, employee, dollar investment, or whatever the input, the more profitable a company
can be. Organizations need to continually strive to improve the productivity of their principal assets. However,
in order to improve your company’s productivity, you first need to measure it.
Asset Productivity – (measured by Asset turnover: sales divided by total assets) presents a good overall
indicator of total company productivity. The ratio tells us how many sales dollars are being generated by each
dollar of assets employed in running the business.
Inventory Productivity is best measured by inventory turnover, defined as the cost of goods sold from
warehoused goods (stock and special orders) divided by average inventory during the year. This ratio shows
how rapidly inventory is moving. Inventory turnover is expressed as “annual turns.”
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Personnel Productivity can be measured in several ways. The easiest and most commonly used methods are:
Sales per Employee-- a good overall measure, but subject to distortion by inflation. Always be sure to use
full-time equivalents for employee counts.
Payroll Expense as a percent of Total Net Sales--complements the previous measure by adding the
dimension of compensation levels instead of just number of employees. It is not distorted by inflation.

F INANCIAL M ANAGEMENT
Financial management should be of primary importance to all businesses. A primary financial management
issue is leverage.
Leverage is merely the extent to which a company is financed by debt as opposed to the owners' funds. It is
the amount of liabilities in relation to the amount of net worth on the right-hand side of the balance sheet. The
most significant ratio of overall company leverage is Total Assets to Net Worth. The higher this ratio is, the
higher the leverage. Debt to Equity (Total Liabilities divided by Net Worth) is another common measure of
company leverage provided within this report. For both leverage statistics, a higher metric indicates that a
higher portion of debt is being carried by the business. Debt levels are often associated with the company’s
position of general risk, from a purely financial perspective.

I MPROVING P ERFORMANCE B ASED ON THE O VERALL P ERFORMANCE M EASURES
It is important to remember that while the key ratios are excellent “yardsticks” for gauging the success of your
business, they must be understood, not just applied blindly. For instance, if your company’s profitability is far
below the reported norm, it is important to know why. Is your business really suffering or is your profitability
artificially low because you are paying higher salaries? With this warning in mind, let us examine some of the
key performance measures and some possible actions that can be taken if you deviate significantly from the
reported average. The following are only guidelines for action and should not be considered to be specific
recommendations.

P ROFITABILITY
Net Profit Margin
Too Low

Further investigation is warranted. Check to see if cost of goods sold is too high, given your
product/sales mix. If so, check costs by product type and sales channel. Check all expense
categories to see which need better control.

Too High

It is difficult to imagine a situation where this presents a problem, but you should seek to
understand why your net profit margin is so high.

Return on Assets
Too Low

Either revenues or net profit margin is too low to support your asset structure. Examination of your
company’s net profit margin and asset turnover will tell which metric is hurting you most.

Too High

No problem as a rule. You are effectively managing your business.
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Return on Net Worth
Too Low

If return on assets is sufficient, you may have more of your funds invested in the business than
necessary (see Leverage under Financial Management).

Too High

This is a very good situation unless the degree of leverage is too high.

P RODUCTIVITY
Personnel Productivity
Too Low

Low personnel productivity during normal business conditions may indicate the business is too
“people heavy.” Consider decreasing staff size or strive to generate more volume from existing
personnel.

Too High

No problem as a rule. May be artificially high if many functions are performed by outside
contractors not on the payroll.

Inventory Productivity
Too Low

This could indicate either a lack of sales volume or an overstocked condition. Investigate your turns
by product type.

Too High

Excessively high inventory productivity generally means too little inventory is available and may
result in shortages.

Average Collection Period
Too Low

Usually is preferred, unless credit policies are too restrictive and thus result in lost sales.

Too High

May signal a poorly organized and managed receivables management system.

Asset Turnover
Too Low

Low asset turnover can indicate a need for more attention to the productivity of the areas
previously described.

Too High

Asset turnover figures that are significantly above the reported norm, might be caused by the
absence of owned fixed assets (e.g., renting your warehouse rather than owning it) or the lack of
any significant amount of inventory or receivables. Check your percentage balance sheet against
the industry norms for your closest peers.

F INANCIAL M ANAGEMENT
Leverage
Too Low

You have excess capacity for debt should it become necessary to borrow. Although some owners
do not like borrowing any more than absolutely necessary, additional debt will increase overall
profitability as long as the business can earn a before tax return which exceeds the borrowing rate.
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Too High

This will severely curtail your ability to attract new borrowed funds. In addition, interest charges
could be strongly affecting profitability. Try to retain more profits in the business or attract new
sources of equity if you wish to lower leverage.
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