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Section 1 INTRODUCTION

This report presents results of the URI National Marine Financial
Data Bank (the Data Bank) which, at this writing, consists of
about 400 separate pieces of mainly financial information for
which primary data was developed around 61 financial and 26
descriptive data points, on nearly 130 marine related businesses.
The project was a joint undertaking between the URI College of
Business Administration and the Rhode Island Sea Grant Marine
Advisory Service and has been underway for three years. The
first set of interim results was made available at the week long
1986 URI Marina/Boatyard Management Seminar, held in March
1986. Final results (those contained in this report) were initially
presented at the International Marina Institute's (IMI) four-day
seminar, "Buying and Managing A Profitable Marina and
Boatyard,"” which was held in Providence, Rhode Island on
August 3-7, 1986.

The impetus for the study came from requests by marina and
boatyard owners and operators and financial institutions to
replicate our 1979 study (described below). Through our finan-
cial management workshops and consulting relationships, we
have had extensive contact over the years with marine business
people who have verified the need for up-to-date industry finan-
cial information with which to evaluate their firms' financial
health. Also, marine operators, prospective buyers, financial
institution representatives, waterfront developers, and others,
have asked for comprehensive income statement and balance
sheet data for the preparation of pro forma financial statements.

Three sections make up the balance of this report. The content of
the data bank and the methodology used in the study are de-
scribed in Section 2 and a brief tutorial on the use of financial
ratio analysis makes up Section 3. The tables of financial and
descriptive data are contained in Section 4.
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WHY GATHER FINANCIAL DATA
ON MARINE BUSINESSES?

To determine the financial health of a business, managers com-
pare their firm's financial ratios--one financial account value
divided by another --with those of similar organizations.
Sources of annual industry average financial data are readily
available for such purposes for many kinds of businesses. Most
popular among these sources are Robert Morris Associate's
ANNUAL STATEMENT STUDIES, Dunn & Bradstreet's KEY
BUSINESS RATIOS, and the TROY ALMANAC. The "aver-
ages" reported are usuvally quartiles, with medians drawing the
most attention, and the typical source reports a set of them for
hundreds of different types of businesses.

The problem is that financial data on marine businesses such as
marinas and boatyards is not reported separately in the more
accessible sources. This is due largely to the relatively small
numbers of them around the country. Some types of businesses,
coastal marinas in particular, are included in several of the
sources, but they are lumped together in the same category as
landlocked boat dealers with no slip or mooring rental facilities.
The peculiar asset structure of coastal marinas is lost in the
overwhelmingly retail nature of the boat dealer category.

Therefore, when one computes the financial ratios for a heaithy
marina and then compares them to boat dealer ratios in one of the
industry average references, the marina comes out looking
confusing at best.

The URI National Marine Financial Data Bank is an attempt to
remedy this situation by gathering, tabulating and promulgating
industry average financial data for several types of marine
businesses. The major industries we have targeted are marinas,
boatyards, marina-boatyards combinations, and boat dealers.
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HOW THE DATA BANK WAS BEGUN

To our knowledge only two previous attempts have been made to
provide industry average financial ratios and spread sheets for
any type of marine-related business. The first was funded by the
Rhode Island Sea Grant College Program and published in 1979
by the URI Marine Advisory Service (MAS)--Callaghan, Comer-
ford, and Schwarzbach, "Coastal Marina and Boatyard Financial
Structure and Performance in Southern New Engtand"--and soon
became the industry standard for the northeast.

It was replicated, also with Sea Grant funding, by a team of
researchers in Florida and published in 1983 (Milon, Willknow-
ske, and Brinkman). The sample of respondents for this work
consisted of Florida marinas and boatyards. The results apply
reasonably well to firms in all southeastern states that enjoy a 12
month boating season just as the URI study applies to states with
about a 6 month season.

In addition to managers of marinas and boatyards, banks, insur-
ance companies, marina/boatyard suppliers, and the Small
Business Administration began to use these studies as their
sources of standard performance data. Before they were pub-
lished, marinas and boatyards were regarded as mysterious
cottage businesses and, therefore, as risky loan recipients.

Many financial institutions often chose to;
(1) steer clear of commercial loans to marine businesses,
or: (2) treat some of them as equivalent to marginally related
businesses such as automobile dealerships or hardware
stores.

This led to either restrictions on available capital or unreasonably
conservative loan terms. With this data, though, a financial




analyst or loan officer, with little or no experience with marine
related businesses, could see what a "typical” one looks like and
be less apprehensive about the financial relationship.

Both earlier studies suffer from three shortcomings that increas-
ingly have made them less reliable.

First, because length of season materially affects financial struc-
ture, the two sets of standard financial information could not
reliably be applied to firms in other geographical regions with
different seasons.

Second, both studies are geographically bound by certain attrib-
utes that are peculiar to their regions. For example, many Florida
yards offer dry-stack storage of smaller boats; most New Eng-
land marinas do not. Also, in addition to a shorter season, New
England marinas and boatyards often suffer ice damage to piers
and floats during the winter; Florida firms, of course, do not.
Operations on the Great Lakes do not incur repair costs associ-
ated with heavy salt water damage as do Florida and New Eng-
land coastal businesses. All in all, these kinds of endemic oper-
ating characteristics can lead to differences in financial structure
that cause inaccuracies when cross-regional financial compari-
sons are made.

Finally, both studies were conducted at a single point in time.
Therefore, they either have or will become outdated. We have
already observed some significant changes in financial structure
in New England between our 1979 report and the current data.

To overcome these shortcomings, we have replaced the earlier
work to ensure the financial information we report is reasonably
current and gathered on a national scale. Because we are report-
ing national data (that is, all respondents regardless of season
have been included in the averages), the results in Appendices |
through V represent approximate midpoints among all the vari-

10




ous regions of the country. Just like the publicly available
average financial data on other industries, ours is reasonably
close to all sections of the country, although not precisely appli-
cable to any.

Appendix I, Table 1, shows the distribution of respondents on
which we have complete data. It gives the number of observa-
tions for each set of type of business, regional location, and size
of business as measured by total sales revenue for which we have
seven or more responses. The asterisked subsets are those on
which data is presented in Appendices I through V of this report.
Notice that each asterisked subject is the total number of respon-
dents for each type subset.
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Section 2 DATA BANK
CONTENT & METHODOLOGY

DATA BANK CONTENT

The information in the data bank 1s made up of three categories:
descriptive, financial ratio and spread sheet data.

The descriptive data portion (Appendix I) describes the history of
the responding businesses, their competitive environment, the
number and type of products or services they offer, and various
physical characteristics such as number of slips and moorings,
amount of inside and outside storage, hauling methods available,
relative amounts of owned versus leased property, and, for
marinas and boatyards, whether they call themselves a marina,
boatyard, or combination of the two.

Although a small point, we have tried to find out what the differ-
ence is between the two types of businesses, knowing this would
enable more accurate reporting of financial data. So far, though,
there are almost as many descriptions as there are people who
would describe them. There is some agreement, though, that a
firm is a marina when it does not store boats on land and, thus,
does no launching and hauling,

For example, notice that the data tables for marinas in Appendix
IV show almost no income for hauling and storage. With this
definition in mind, then, a boatyard is a business that does store
boats on land and participates significantly in hauling and
launching. However, the figures in Appendix I, indicate marinas
have larger on-land boat storage functions than boatyards. We
might conclude, therefore, that marinas launch and store boats as
a service related almost exclusively to slip and mooring rental
whereas boatyards perform these activities as profit centers and
as a service and repair adjunct.
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The second category of data (Appendix II) consists of quartile
values for financial ratios computed from respondent’s financial
statements. We chose to report many of the ratios reported by the
Robert Morris Associates’ publication although our description
of them are our own. This allows for comparisons among marine
and other kinds of businesses.

The ratios that make up this section are:
* current,
* quick,
* gamings-to-interest (coverage ratio),
« return-on-net-worth,
* return-on-total-assets,
* debt-to-worth,
» fixed-assets-to-worth,
+ inventory and receivables tumover,
*» sales-to-working-capital,
» sales-to-net-fixed-assets,
« sales-to-total-assets,
» cash-flow-to-current-maturity-of-long-term-debt.

Financial spread sheets comprise the third category of data in the
data bank (Appendices III, IV & V). Spread sheets are financial
statements--income statement and balance sheet--in which
number values for accounts are reported as average percentages
of various totals. For example, the entries on the income state-
ment in Appendix III are reported as median percentages of total
sales revenue. With income statement spread sheet data, the
analyst can learn the average values (among respondents) for
typical income statement items as a percentage of sales.

The data bank also contains balance sheet spread sheet informa-
tion (Appendix III). The balance sheet shows how much the
business is worth and the relationship between money borrowed
and money contributed by owners, among other things. This
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spread sheet presents balance sheet accounts as percentages of
total assets; the numbers presented are medians.

Part of the spread sheet data contains median percentages of total
sales for 21 different sources of sales revenue (Appendix 1V).
Some of these are slip rental, hauling and storage, ice, liquor,
service, fuel, and oil, marine hardware, and engine and motor
revenues, These "revenue spreads” are accompanied by gross
profit margin percentages for each revenue source. With this
information, marine business managers can determine how their
gross profit margins compare with the averages for their indus-
try. We are not aware of any other generally available source of
gross margin spreads in this level of detail on these industries (or
on most others for that matter).

The last section of income statement data is the operating ex-
pense spread sheet (Appendix V). This part lists 24 operating
expense accounts as median percentages of total operating
expenses and total sales and is also not generally available
elsewhere. For Appendices III, IV & V, rounding errors were
distributed proportionately across all values where appropriate.

Presently, not all variables contain numbers. For example, we
have no responses for marinas that sell sails (see Appendix 1V).
So, this variable is reported as a missing value. It may turn out
that there are less than seven, (the minimum number required to
report data) marinas that sell sails and thus, this variable would
never have a value. This could have happened to any of the
variables in the data bank, although we do have values for almost
all variables. However, even with nearly 130 responses entered
into the computer, the northwest United States region has as yet
no representative. Thus, that whole section of the national
sample has missing values as of this writing.

There are many possible applications of the information in the




data bank. We expect that the most frequent users will be re-
searchers, marine business owners/operators, and financial
institutions, The research questions that could be addressed with
the information in the data bank are countless. Some of these
might include questions related to variations in profitability by
region, are diversified marinas more or less profitabie than
concentrated ones, which sources of revenue generate the most
(and least) profit, are marine businesses which operate on leased
property more profitable than those operated on owned property,
and many more.

The implications of typical financial structure data for marine
business owners/operators are straightforward. These people can
find out how their financial structure "stacks up" against the
industry averages. Similarly, financial institutions can evaluate
loan applications with more accurate financial data to compare.

METHODOLOGY

The questionnaire for this study was prepared after interviews
with industry people, researchers, and representatives of financial
institutions. It was distributed in various ways. Many responses
were generated by asking participants in our financial analysis
seminars to complete the questionnaire. Boat and Motor Dealer
magazine published the questionnaire and many firms responded
to the magazine's article on the study. Other responses were
initiated by telephone and mail requests for the questionnaire.
The majority of responses came from mailing the questionnaire
to firms and requesting that their representatives complete and
return it for analysis.

Completed responses were tabulated using SAS (Statistical
Analysis Software) on the University of Rhode Island mainframe
computer. Output was arranged in the various tables contained
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in Appendices I through V.

Many of the responses that were received were unusable due to
incomplete questionnaires or, especially in the case of financial
data, responses that were inconsistent. For example, the asset
and liabilities sections of a balance sheet should sum to the same
total; some of the respondents' balance sheet data did not. A few
respondents reporting positive profit before taxes also listed
operating expenses which, when summed, added to a total
operating expense value that was larger than their total sales
figure. Sixty-one responses were received with no financial data
reported. These questionnaires contained only descriptive data.

Where possible, these problems were handled by either correct-
ing mathematical errors, calling the respondent for corrections,
or disregarding the response altogether.



Section 3
RATIO ANALYSISFUNDAMENTALS

Financial Ratio Analysis (FRA) is a process through which a
marina/boatyard manager or owner can determine the approxi-
mate degree of financial health represented by the firm's financial
statements. Toward that goal there are a number of ways in
which FRA can be useful to managers.

First, FRA can aid in interpreting and evaluating income state-
ments (profit/loss statements) and balance sheets by reducing the
amount of data contained in them to a workable amount. After
computing several key ratios whose numerator and denominator
are made up of selected items from the statements, a comprehen-
sive analysis of the firm's financial position can be conducted by
using the resulting ratios.

Second, FRA can make financial data more meaningful. Any
ratio strikes a relationship between the numbers in its numerator
and denominator. By selecting sets of numbers that are logically
related, a few ratios can be used to comprehensively analyze a
set of financial statements,

Third, ratios help to determine relative magnitudes of financial
quantities. For example, the magnitude of the amount of a firm's
debt has little meaning unless it is compared with the amount of
the owner's investment in the business. Thus, the debt/equity
ratio strikes a relationship between these quantities such that
their relative magnitudes can be established.

Because of these advantages, FRA can help marina/boatyard
managers make effective decisions abeut the firm's credit worthi-
ness, potential earnings, and financial strengths and weaknesses.
It involves simply selecting the financial entities to be compared
from either the income statement or the balance sheet, dividing
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one by the other, and comparing the product with a base. This
comparative base could be a history of ratios for the firm under
analysis, or average ratio values from past periods computed
from financial statements of other firms in the same industry,
such as those contained in Appendix II.

To use the first of these approaches, a ratio's historical values
could be computed to determine whether its trend is increasing,
or constant. The second approach required availability of indus-
try average financial ratios which were computed in the same
way as those of the firm under analysis.

For this study ratios were selected for reporting that are consis-
tent with those presented in Robert Morris Associate's and Dunn
and Bradstreet's publications and the TROY ALMANAC., This
practice allows for comparisons to be made between the marina/
boatyard industry and other industries. Although the ratios we
chose appear in other publications, our explanations of them are
our own.

The financial structure of any marine business has several "di-
mensions." Each financial dimension may be measured by
several ratios; the financial dimensions themselves are not
directly measurable. To analyze a firm's financial structure
comprehensively, one must select a set of ratios made up of
subsets, each of which represents a dimension. In this section,
dimensions will be explained first. They are liquidity, interest
coverage, profitability, leverage, and activity. Then the ratios
which collectively measure each dimension will be discussed.
The method of computation for each one will be shown, followed
by it's interpretation.* *

* Ratio explanations are adapted with permission from Robert Morris j
Associates’ ANNUAL STATEMENT STUDIES.



LIQUIDITY

The liquidity of a marine business is its ability to pay current
liabilities as they come due (current liabilities are debts due
within one year). The only funds available for payment of short-
term debt are either cash or other current assets readily convert-
ible to cash. Consequently, liquidity is measured by ratios that
strike a relationship between current liabilities and selected
current assets.

CURRENT RATIO = Current Assets
Current Liabilities

4.5
34
2.7 26
2 o 20
.| 16
:? 13 1.2 1.3

MARINAS BOATY ARDS COMBINATION DE ALERS

Figure 1: Current Ratios
Heavy line indicates Median value, top and bottom of bar
represent Upper and Lower Quartiles, respectively.

Current Assets are those normally expected to flow into cash in
the course of a merchandising cycle. Ordinarily, they include
cash, notes and accounts receivable (due within the next 12
months), inventory, and marketable securities {at current realiz-
able values).
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Current Liabilities are short-term obligations for the payment
of cash due on demand or within a year. Ordinarily, they include
short-term notes and accounts for merchandise, current portion of
long-term debt, taxes due, and other accruals.

Current Ratio Interpretation: This ratio identifies the relation-
ship between the liquid assets of the firm and what it expects to
pay out to creditors and suppliers within the next fiscal year, and
it is a rough indication of a marine business's ability to service its
current obligations. Generally, the higher the current rate, the
greater the "cushion" the firm would have to fall back on in case
of a decline in revenues or a call-in of loans by creditors. How-
ever, the composition and "quality” of current assets is a critical
factor in the analysis of an individual company's liquidity.
Caution should be used when examining current assets because
some problems may arise in collecting accounts receivable and
liquidating a company's inventory.

QUICK RATIO = Current Assets - Inventories
Current Liabilities

| 26
14 1.4
17 10 s
06 _
02 4 83
0.1 — Ly

MARINAS BOATYARDS  COMBINATION DEALERS

Figure 2: Quick (" Acid Test") Ratios
Heavy line indicates Median value, top and bottom of bar '
represent Upper and Lower Quartiles, respectively.

22




Quick Ratio Interpretation: After subtracting inventories from
total current assets, the quick (also called "acid test ratio™) is
computed by dividing the resuiting value for "quick assets" by
total current liabilities (the same denominator used in the current
ratio). A value below 1.0 usually is interpreted to mean that
inventory would have to be sold to liquidate short term obliga-
tions. This ratio is important to certain retail firms such as boat
dealers because their specialized inventories may face a limited
resale market. If the need arises, failure to keep enough liquid
reserve on hand may lead to additional borrowing.

COVERAGE

Coverage refers to a marine business's ability to make debt
payments which include interest and/or premiums. Ratios that
measure coverage consist of one component to estimate flow of
funds into the firm and another for periodic payments on debt.

EBIT TO INTEREST = Earnings Before Interest and Taxes
Annual Interest Expense

a7

] 43
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MARINAS BOATYARDS  CDMEBINATION DEALERS

Figure 3: EBIT To Interest

Heavy line indicates Median value, top and bottom of bar
represent Upper and Lower Quartiles, respectively.
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EBIT to Interest Interpretation: A firm's ability to make pay-
ments is partly a function of the magnitude of its profitability and
the size of its interest obligations. Whereas this ratio shows how
many times profit before interest and taxes is greater or less than
present interest expense, it also can show the ability of the firm
to take on additional interest expense related to new debt. The
higher the value of this ratio for a particular firm, the more it
would indicate the ability to service additional debt. Potential
difficulties with debt repayment would be indicated by low
values.

Cash Flow to Current = Net Profit plus Depreciation, Deple-
Maturities of LT Debt  tion, and ization n
Current Portion of Long-Term Debt
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MARINAS BOATYARDS  COMBINATION DEALERS

Figure 4: Cash Flow to Current Maturities of LT Debt

Heavy line indicates Median value, top and bottom of bar
represent Upper and Lower Quartiles, respectively.

Cash Flow to CMLTD Interpretation: The current portion of
long-term debt is the amount of payments due during the current
accounting period (year) for the firm's long-term obligations.
Net profit plus depreciation, depletion and amortization expenses
is the popular approximation of available cash flow. Thus, this
ratio measures a company's ability to meet its currently maturing
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debt obligations and also its capacity for additional debt. Values
higher than the industry average would indicate above average
debt service ability, and low values would have the opposite im-
plication.

PROFITABILITY

This familiar dimension of a marine business's financial structure
concerns management's ability to control expenses and to earn a
return on committed funds. Ratios that measure profitability
usually consist of a profit element and one that represents the
amount of funds invested in whatever aspect of the firm is of
interest to the analyst.

Net profit can be calculated either before or after taxes. Robert
Morris Associates use net profit before taxes. The analyst should
ensure that the ratio elements used to compute the profitability
ratios (and others as well) are the same as those used to compute
the industry average against which the value will be compared.
Also note that the following two ratios are converted to and
reported as PERCENTAGES.
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RETURN ON NET WORTH = Net Profit Before Taxes x 100
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MARINAS BOATYARDS  COMBINATION DEALERS

Figure 5: Return on Net Worth

Heavy line indicates Median value, top and bottom of bar
represent Upper and Lower Quartiles, respectively.

Return on Net Worth Interpretation: This ratio is one version
of the popular "return on equity” or "return on investment” ratio.
It is often used as a measure of management performance al-
though such interpretations may be misleading. A high value
would normally be interpreted as reflecting effective manage-
ment but instead could reflect undercapitalization. Low returns,
often attributable to efficiency, could be caused instead by over-
capitalization. Another problem with interpreting this ratio is
that a firm in business for many years might have fully depreci-
ated assets which would precipitate a low net worth relative to
the actual value of the assets at current market prices,
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RETURN ONTOTAL ASSETS =Net Profit Before Taxes x 100
Total Assets
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MARINAS BOATYARDS  COMBINATION DEALERS

Figure 6: Return on Total Assets

Heavy line indicates Median value, top and bottom of bar
represent Upper and Lower Quartiles, respectively.

Return on Total Assets Interpretation: Another important
management consideration is how much profit the firm generates
compared to total assets. This issue is addressed by this ratio. It
assesses the efficiency with which management is employing
total assets to generate profit. However, this ratio can be dis-
torted by such things as aged plant and equipment (near fully
depreciated), large intangible asset balances, or atypical income
statement entries. These characteristics should be examined if
the value of this ratio for a particular firm is very large or small.
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LEVERAGE

The extent to which a marine business relies on debt as opposed
to owner's capital (net worth) is its leverage position. A highly
leveraged firm is one with a high proportion of debt relative to
owner's investment,

DEBT TO WORTH = _Total Liabilities
Tangible Net Worth

Net Worth is total assets minus total liabilities. It reflects the
book value of the firm to its owners and is not necessarily the
same as the current market value of its firm.

] 5.7
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MARINAS BOATYARDS  COMBINATION DE ALERS

Figure 7: Debt to Worth

Heavy line indicates Median value, top line of the bar is the
Lower Quartile, the bottom line is the Upper Quartile.

Debt to Worth Interpretation: Also known as the debt-to-
equity ratio, this ratio compares the amount of capital granted to
a firm by creditors (debt) to the amount contributed by owners
(net worth of owners' equity). Some analysts prefer to think of
the amount of contributed capital as claims against a firm.
Therefore, this ratio would compare claims against the firm by its
creditors with claims by owners. The lower this ratio, the fewer
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would be creditors' claims against a firm relative to owners'
claims and the greater would be the amount of financial safety
attributed to the business. Conversely, higher values for this
ratio would be associated with financial risk, limited debt capac-
ity, and sensitivity to business fluctuations.

Tangible net worth is computed by subtracting such intangible

assets as goodwill, patents, copyrights, etc., from the value of
total net worth.

FIXED ASSETS TO WORTH = _ NetFixed Assets _

Tangible Net Worth
3 - 3.1
2 - 20
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MARINAS BOATYARDS  COMBINATION DEALERS

Figure 8: Fixed Assets to Worth

Heavy line indicates Median value, top line of the bar is the
Lower Quartile, the bottom line is the Upper Quartile.




Fixed Assets to Worth Interpretation: This ratio expresses the
relationship between owners' capital and fixed assets. When
fixed assets are substantial relative to owners' capital (and the
ratio is, therefore, relatively high), there would be less capital
available for creditors in the case of liquidation. A lower value
would indicate availability of capital for creditors in the event of
liquidation. Companies having large amounts of leased assets
which are not recorded on the balance sheet would likely have an
artificially low value for this ratio.




ACTIVITY

Activity ratios, also called “efficiency” or "turnover ratios,"

measure how effectively a firm's assets are managed. Their

purpose is to examine the relationship between a measure of
sales and an asset account.

INVENTORY TURNOVER = Cost of Sales
Inventory

1141
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MARINAS BOATYARDS  COMBINATION DEALERS

Figure 9: Inventory Turnover

Heavy line indicates Median value, top and bottom of bar
represent Upper and Lower Quartiles, respectively.

Inventory Turnover Interpretation: By dividing cost of sales
(also called cost of goods sold) from the income statement by the
balance sheet account, inventory, this ratio shows the number of
times inventory is turned over during the accounting period.
Because cost of sales is the value of merchandise sold and
inventory is the value of merchandise in stock and, therefore,
unsold (for a retailer), it measures the number of inventory
balance "replacements” that are necessary to equal one year's
worth of sales. The higher this ratio, the more positively the
retail function of the company would be evaluated. High values

3]
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would be associated with high liquidity and effective selling
activities. ‘On the other hand, low values would be related to
negative evaluations of the suitability of inventory to customers'
needs in some way and with low liquidity. However, low inven-
tory turnover could indicate, in some instances, a buildup of
inventory for expansion purposes or in anticipation of future
inventory acquisition or production difficulties.

Some marine business people have complained about the pecu-
liar inventory purchasing requirements of some suppliers who
insist that retailers buy excessively large amounts of inventory at
one time.

DAYS INVENTORY = 365
Inventory Turnover Ratio

Marinas Boatyards Combaog Boat Dealers
U. Quartile 49 33 58 131
Median a3 69 88 155
L. Quartile 164 116 132 203

Figure 10: Days Inventory

Days Inventory Interpretation: The inventory turnover ratio
can be converted into the number of days of sales that could be
supported by the inventory balance held by the firm simply by
dividing the ratio into 365. This conversion, called "days inven-
tory," can be monitored over time, along with inventory turnover,
to spot buildups or declines in inventory balances. The ideal
level of inventory is that which ties up the least amount of capital
while resulting in no losses of sales.
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Figure 11: Receivables Turnover

Heavy line indicates Median value, top and bottom of bar
represent Upper and Lower Quartiles, respectively.

Receivables Turnover Interpretation: Receivables turnover
shows the number of times by which net sales (total sales less
discounts and allowances) is greater than the accounts receiv-
ables (trade) balance on the balance sheet. This quotient, like the
inventory ratio, is a turnover or "times" figure. The lower the
receivables tummover value, the longer would be the average
length of time between making a credit sale and cash collection.
If this ratio s much lower than the industry figure, closer atten-
tion should be paid to the quality of the firm's receivables and
also to its credit granting terms,

For some businesses this ratio may be misleading because of
their credit policies. A business may have several different sales
generating activities of which only one or two actually grant
credit to customers. For example, a boatyard that sells boats,
rents boats, operates a marine store, provides service, and sells
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gas might only extend credit to customers for service work. In
this case, net sales would be very much higher in proportion to
credit sales than for a smaller firm that granted credit for all of its
activities. Therefore, between-firm comparisons can be mislead-
ing unless it is understood that the credit terms of the businesses
are similar. The industry figures reported represent typical credit
policies in the industry and were computed by dividing net sales
across the firm by receivables balances.

For internal purposes, managers might prefer to track receivables
turnover time by changing the numerator from net sales to net
credit sales. This change would give a much better idea of the
actual performance of the businesses’ credit granting policies.
However, for comparison with the industry figures, net sales
should be used as the numerator. Managers might also prefer to
compute receivables turnover on a monthly basis to analyze the
impact of seasonal fluctuations. Since the reported figures are
based on annual sales and day's receivables balance, they ignore
seasonal variations.

As with inventory turnover, it may prove useful to make these
calculations by month so that the business can account for sea-
sonal fluctuations.

DAYS RECEIVABLES = 365 -
Receivables Turnover Ratio
Marinas Boatyards Combos Boat Dealers
U, Quartile 4 15 17 33
Median 12 31 24 62
L. Quartile 31 56 34 19

Figure 12: Days Receivables (Average Collection Period)
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Days Receivables Interpretation: Also known as "average col-
lection period”, this ratio shows the average number of days
receivables remain uncollected. The higher the receivables turn-
over, the shorter will be the collection period. A company's
credit terms will influence this ratio and should be taken into
consideration before comparisons with the industry average are
made. A large number of days receivables is usually associated
with lack of control over the collection or credit granting func-
tions.,

SALES TO WORKING CAPITAL = Net Sates
Net Working Capital
30 )
20 20
16 15

10 - h‘l‘?.? 2

Im |57 6.1
3.7 55 T3z
1.0 24

MARINAS BOATYARDS COMBINATION DEALERS

Figure 13; Sales to Working Capital

Heavy line indicates Median value, top line of the bar is the
Lower Quartile, the bottom line is the Upper Quartile.
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Net Working Capital:
Equals current assets less current liabilities.

Sales to Working Capital Interpretation: Working capital is
viewed by creditors as a measure of a firm's ability to meet
obligations because it is the amount of current assets in excess of
current liabilities. This ratio measures the efficiency with which
working capital is used. A low value is usually related to ineffi-
ciency in working capital application; a high value may indicate
limited availability of liquid assets.

SALES TO NET FIXED ASSETS = Net Sales
Net Fixed Assets

(net of accumulated depreciation)

47

-

_—\ 16
E 4.2
— il 2 it l

27

-

MARINAS BOATYARDS  COMEINATION DEALERS

Figure 14: Sales to Net Fixed Assets

Heavy line indicates Median value, top and bottom of bar
represent Upper and Lower Quartiles, respectively.
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Sales to Net Fixed Assets Interpretation: This ratio measures
the extent to which a firm is efficiently using its fixed assets, A
low value may mean that the firm is not using its fixed assets to a
reasonable proportion of capacity. A high value usually relates
to inefficiency in the productive use of fixed assets. This ratio
can be distorted by variations in depreciation method and by the
speed with which fixed assets are replaced. These factors should
be taken into consideration when comparisons are made.

SALES TO TOTAL ASSETS = Net Sales
Total Assets
129
] 23 24
5 2.1
18 17 : g
1.4 .
F 1.3 1,
05

MARINAS BOATYARDS  COMBINATION DEALERS

Figure 15: Sales to Total Assets

Heavy line indicates Median value, top and bottom of bar
represent Upper and Lower Quartiles, respectively.

Sales to Total Assets Interpretation: This ratio measures the
volume of business by the firm's level of investment in total
assets. High values usually mean productive application of
capital; low values often mean that sales should be increased or
some assets should be disposed of, or both.
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Caution: The financial quantities derived from the present
survey as represented in the following data tables do not in and
of themselves necessarily imply sound or unsound management
practice. Comparisons should, therefore, be made with full
understanding of the derivation of each financial entity and the
range of interpretations that may apply to each.

Also note that the financial quantities presented were derived
Jrom marinas, boatyards, combination marinas and boatyards,
and boatdealers across the country. A particular firm’s operat-
ing characteristics may reflect regional rather than financial pe-
culiarities.
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