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1001S that'we have available to make
redit decisions:

references
with customer

% Financial Statements



redit Reports

tion you might not be able to
out a lot of work, (Actual

histo s, UCC filings, history of

s, years in bus

- Old financial information, information
on a few inquires, cost.



Communication with
customer

0 do business with a customer
artner not just an account that

controller find out
 the company and tell them what your
lent expectations are up front. Find out

| e correct contact is and start building a
relat onship.



rade groups

t investments your company can
in an industry trade group.

are ormative- speakers

nation sharing rding accounts is by
‘best element of these groups.

flash reports
nnual fees and cost to attend meetings
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e facilities that you are calling
he things they see that you
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pany has reduce
ffs

es given this year or salary reductions
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D s of company for sale

" @ Information from other sales people



starting the analysis process

1d how to navigate the vast

mation available to financial
<ground on the accounting
1ent 1s necessary.

ncial statements are prepared according to
erally accepted accounting principles

AP) that have been adopted in order to
achieve a presentation of financial information
that is understandable by as well as relevant
and reliable for decision making.



Why so much emphasis of SEC

ifteen years corporate scandals

1d WorldCom have brought to
allenges and pressures the
iIng accounting rules. A
focus has been put on the accounting

s they now have to be careful of:

lict of interest, analysts, and politicians.



/) . O regulates the SEC

ongressional authority to set the
les and has issued rulings called
ing S Releases (ASRs) and Financial
porting Rulings (FRR’s).
the most part however, accounting rule making has
delegated to the Financial Accounting Standards

1 (FASB).

ASB is comprised of seven full time paid

bers. The Board issues Statements of Financial
Accounting Standards and Interpretations, usually
after some lengthy process of deliberations.

- @ The SEC and FASB work together to develop
accounting policy, with the SEC playing mainly a
supporting role.




3re to find financial information

nancial statements are available
rces. All publicly held

. ust file a form 10-K annually with
: SEC The information in this document is
1dated by the SEC and contains uniform
ent, presented in the same order for all

1g companies. Documents filed with the

SEC can usually be accessed through the

Electronic Data Gathering, Analysis, Retrieval
(EDGAR) database at the SEC’s website



http://www.sec.gov/

WWW.SEC.GOV
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search for Companies in SEC
website

/= Next-Generation EDGAR system - Better Data. Stronger Markets. - Windows Internet Explorer

File  Edit

Home | Latest Filings | Previous Page

U.S. Securities and Exchange Commission

Search the Next-Generation EDGAR System

Home » Current Page

Note: EDGAR Search Changes (see below)

Since 1934, the SEC has required disclosure in forms and documents. In 1984, EDGAR began collecting electronic documents to help investors get information. The SEC's new
stem requires data disclosure — the next step to improve how investors find and use information.

You can search information collected by the SEC several wz

symbol, © ntral Index ), file number,

Key mutual fund
Mutual fund voting rec
Mutual fund name,
Variable insura

Custom searches:

« Confidential treatment orders

Done



Nch Financial statements to use

- Shows the financial position - assets,
ockholders equity of a firm on a
h as the end of quarter or year.

esents the results of operations -
orofit and loss for an

ome Statemen
enues, expenses, ne
unting period.

Statement of Stockholders Equil'ﬁ - reconciles the
inning and ending balances of all the accounts that
car inhthe Stockholders equity section of the

e sheet.

@ The Statement of Cash Flows- provides information
about the cash inflows and outflows from operating,
financing, and investing activities during an
accounting period.




NOtes o the Financial Statements

owing the four financial statements is the section

he Financial statements. The notes are in integral
and must be read in order to understand the
of each financial statement.

e first note to the financial statements provides a summary of
irm’s accounting policies. If there were any changes in any of

b}

counting policies during the reporting period these changes
1 be explained and the impact quantified in a financial
ent note.

 of the notes would pertain to the following topics in detail:
tory, property plant and equipment, long term debt.

tems that would show up in the notes would include: any
major acquisitions or divestitures that took place in the accounting
period, officer and employee retirements, pension plans, law suits,
stock option plans.




Ors Report and Opinions

financial statements and notes is the
endent auditor. Management
ity for the preparation of

re are four basic opinions that you will see:

alified opinion - States that the financial
statements present fairly , in all material respects,
the financial position, the results of operations, and
the cash flows for the accounting period, in
conformity with GAAP.



in the opinion sentence “In our
ne (nature of the departure

relatibnships, then an adverse opinion is rendered,
which states that the financial statements have not
been presented fairly in accordance with GAAP.



Ors Report and Opinions

Opinion - This is when an
valuate the fairness of the

and therefore expresses no
of independence by the

itor will also result in a disclaimer.

ited Scope - A scope limitation means that
tent of the audit work has been limited
and this will result in a qualified opinion.
However if the limitation of work is so
material, it will require a disclaimer of opinion.




AUd drs Report and Opinions

nces warrant an Unqualified Opinion with

age such as: a consistency departure due to a
principle, uncertainty caused by future

ontr lisputes and lawsuits, or events that the
ditor wishes to des because they may present business risk
going concern problems. Unqualified reports with

natory language result in additional paragraphs to the

ard three paragraph report.

ory the auditing firm performing the audit and issuing the
tis “independent “ of the firm being audited. However, keep
nd the auditor is hired by the firm whose financial

ents are under review, these same auditors also used to do
consulting and tax work for the same firms. This was a huge
concern of conflict of interest however, this has now been
lessened since new laws came out in 2001.

"h as




AlIditors Report and Opinions

on- Enron paid them $52M in
dit work and the remaining

r work including consulting. In 2002
1ur Anderson ordered to stop auditing
ly traded companies after the firm was
cted of obstructing justice during the

al investigation of Enron.




vianagement Discussion and
Analysis

discussion and analysis (MD&A) section
“Financial Review” is of potential interest to

t contains information that cannot be found in
al da ontent of this section includes coverage of

r favorable or unfav e trends and significant events or

tainties in the area o idity, capital resources, and results

rations. Overall the analyst will know where he can expect

things such as:

ternal and external sources of liquidity

nitments for capital expenditures, the purpose of those
itments and expected sources of funding.

down of sales increases into price and volume
nits

A D1

compo



Ve Year Summary

mmary of selected financial data
EC includes net sales or

| income or loss from
inuing operations, income or loss from
Inuing operations per common share, total
, long term obligations and redeemable
rred stock.

= The summary offers the user of the financial
statements a quick look at some overall trends
and allows for comparisons between years.



" -atch ouft for “Fluff”

0 the material required for

1any companies add to the

an array of colored photographs,
I ors letter from the CEO and
1 items to make the report and the

pany attractive to current and prospective
ostors. Some of these creations also appear
1e corporate websites. Getting to what is
ed through the PR Fluff can be a challenge
as it appears the company is trying to hide
their results.



tives of Analysis
Vianagement

1al statement data to

v well has the fi performed and

operating areas have contributed to
cess and which have not?

t are strengths and weaknesses of the
any’s financial position?

= What changes should be implemented to
- improve future performance?
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d Techniques

inancial statements

analysis
stry comparisons
non sense and judgment

Copyright © 2010 Pearson Education,
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sOMmmon-Size Financial Statements

count on the
a percentage of total assets
“on 1 1 percentage of net

Copyright © 2010 Pearson Education,
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Key Financial Ratios

ratios

Copyright © 2010 Pearson Education,
Inc. Publishing as Prentice Hall 6-27



Ciquidity Ratios:

2010 2009

Current Assets/Cu 2.01

Liabilities

b2



2010 2009

21.13 20.79

90.13 67.38

Accountsis
CGS/(ans



fage collection period

10/2012 11/2012 12/2012 01/2013
554,391 $51,483 $44,979 $62,532
6288 $27,232 $31,513 $53,050
%o 94.85% 88.97% 98.21%
7Days 42Days 48Days

lation: 10/31/12 A/R Plus1/3/2013 A/R divided by

Oct $54,391 + Jan $62,532/2 = $116,923/2 or $58,462
10. ($27,232 + $31,513 + $53,050)/92 $111,795/92 $1,215 per

a a
day 3
Average A/R is $58,462/%$1,215 equals 48 Days

él DO NOT EVER ALLOW YOUR MANAGER TO RATE YOU SOLO
ON YOUR DSO PERFORMANCE.



=inancial Ratios
ileverage Ratios

easure the extent of a firm’s
ot relative to equity and its

Copyright © 2010 Pearson Education,
Inc. Publishing as Prentice Hall

st and other fixed charges.
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everage Ratios
n1ancing and Coverage

o T rtion of all assets that are
od with debt

hetalliabilities

etal assets

Copyright © 2010 Pearson Education,
Inc. Publishing as Prentice Hall 6-32



nancial Ratios

include:

Ow margin
on total assets (ROA) or return on investment

Copyright © 2010 Pearson Education,
Inc. Publishing as Prentice Hall 6-33



entories or manufacturing of products
pass along price increases through sales
tomers

(ET0SS profit

Net sales

Copyright © 2010 Pearson Education,
Inc. Publishing as Prentice Hall 6-34



E CASH FLOW

ow the amount of CASH
u Cash from Operations
urchases are removed.



AUDITORS' REPORT TO THE SHAREHOLDERS

We have audited the consolidated balance sheets of Pw.s 51}’097; as at October 31,
2010 and 2009 and the consolidated statements of earnings and comprehensive earnings, deficit
and cash flows for the years then ended. These financial statements are the responsibility of the
Company's management. Our responsibility is to express an opinion on these financial
statements based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards.
Those standards require that we plan and perform an audit to obtain reasonable assurance
whether the financial statements are free of material misstatement. An audit includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the
financial position of the Company as at October 31, 2010 and 2009 and the results of its
operations and its cash flows for the years then ended in accordance with Canadian generally
accepted accounting principles.
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CONSOLIDATED BALANCE SHEETS

(CAD $000's)
As at October 31 2010 2009
ASSETS
Current
Cash and cash equivalents [note 5] $ 18,266 S 11,532
Accounts receivable 8,866 7,965
Inventory 17,536 15,701
Prepaid expenses 3,109 1,532
Future income tax [note 17] 97 109
Related party promissory notes [note 18] 204 374
48,078 37,213
Property, equipment and leasehold improvements [note 7] 5,558 2,813
Intangible assets [note 8] 8,508 9,517
Goodwill [note 9] | 7,715 7,757

$ 70,259 5 57,300




LIABILITIES
Current ,Lso.g %

Accounts payable and accrued liabilities 2 /0¥ S 27,012 17,80
[ncome tax payable 44 61!
Deferred gain on sale of equipment [note 6] 88
Capital lease obligation [note 6] 811
27,955 18,52:
Deferred gain on sale of equipment [note 6] 285
Capital lease obligation [note 6] 2,508
Long-term lease inducement 140 '
Future income tax [note 17] 3,359 3,617
34,247 22,135
SHAREHOLDERS' EQUITY
Share capital fnote 11]
Authorized:
Unlimited common shares without par value
Unlimited Class A preferred shares without par value
Issued and outstanding:

55,396,171 common shares [2009 — 56,901,719] 39,176 40,248
Contributed surplus [note 12] 2,663 2,294
Accumulated other comprehensive loss [note 13] (3,783) (3,482
Deflcit (21044) (3:897

36,012 35,163
70,259 57,300
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CONSOLIDATED STATEMENTS OF EARNINGS AND COMPREHENSIVE

EARNINGS

(CAD $000's, except share and per share amounts)

Years ended October 31 2010 2009
1S %
Sales +13256,000 1 9/ $ 153,166 $ 139,870
Cost of sales 109,390 © 70 Y 97000 477
Gross profit 43,776 1% s 42,861 30~ 6
[

Advertising 18,069 18,098
Selling, general and administration 19,708 16,758
Amortization 2,272 2585 -
Share-based compensation [note 12] 485 694
Interest expense (income) 96 (67)
Foreign exchange (gain) loss 97 . (110)
Listing costs . Yo,707 K4 o0s 35, 8Y 227
Earnings hefore income taxes 309 A6 7 7 3,997 &9
Income tax expense — current [note 17] 171 1,286
Income tax recovery — future fnote 17] (224) (36) )0
Net earnings 3,102 of.0 2,747 A
Unrealized foreign exchange losses

on translation of financial statements of

self-sustaining foreign operations (301) {578)
Comprehensive earnings S 2,801 S 2,169
Basic net earnings per share 5 0.05 S 0.05
Diluted net earnings per share S 0.05 5 0.05
Weighted average number of common shares outstanding [note 14]

Basic 56,910,249 57,559,629

Diluted 58,101,504 57,869,238




CONSOLIDATED STATEMENTS OF CASH FLOWS
(CAD $000's)

Years ended October 31 2010
OPERATING ACTIVITIES
Net earnings S 3,102
Non-cash items affecting earnings:
Amortization 2,272
Amortization of deferred [ease inducement 74
Share-based compensation 485
Future income taxes (179)
Changes in non-cash working capital:
Accounts receivable (979)
Inventory (2,125)
Prepaid expenses (1,240)
Accounts payable and accrued liabilities 6,634
Income tax payable (514)
Deferred gain on disposition of property
and equipment 373

Cash provided by (used in) operating activities 7,903




INVESTING ACTIVITIES

Repayments from (advances to) related parties 169 {12)
Acquisition of property, equipment

and {easehold improvements {4,033) (721)
Acguisition of intangible assets (424) (221)
Disposition of property and equipment [note 6] 3,411 60
Cash used in investing activities (877) (894)
FINANCING ACTIVITIES
Issuance of common shares on exercise of options 146 -
Purchase of common shares for cancellation {158) {1,169)
Cash used in financing activities (12) (1,169}

Effect of exchange rate changes

on cash and cash equivaltents (280} {1,019)
increase (decrease) in cash and cash equivalents 6,734 {3,674)
Cash and cash equivalents, beginning of year 11,532 15,206

Cash and cash equivaients, end of year S 18,266 S 11,532




an Z Score

X3 + 0.6X4 + 1.0X5

Z Greater than 2.99 Indicates a non Bankrupt company
Z Between 1.81 - 2.99 Indicates the Zone of Ignorance
Z less than 1.81 Indicates a Bankrupt prone company



ore for Ron’s 2009

Z=1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0X5

X1=Working Capital/Total Assets
X2=Retained Earnings/Total Assets
3=EBIT/Total Assets

arket Value of Equity/Total Liabilities
Sales/Total Assets

$ 57,300,000
T
$ 18,690,000

. !

Working Capital

Retained Earnings $ 35,163,000
h Pre-Tax Earnings (EBIT) $ 2,747,000

arket Value of Equity $ 35,163,000
(If not public use book value)

Total Liabilities $ 22,137,000

‘Sales $ 139,870,000

Altman Z Score

Z greater than 2.99 Indicates a non-bankrupt company
Z between 1.81-2.99 Indicates the Zone of Ignorance
Z less than 1.81 Indicates a bankruptcy prone company



ore for Ron’s 2010

Z=1.2X1 + 1.4X2 + 3.3X3 + 0.6X4 + 1.0X5

X1=Working Capital/Total Assets
X2=Retained Earnings/Total Assets
3=EBIT/Total Assets

arket Value of Equity/Total Liabilities
Sales/Total Assets

$ 70,259,000
T
$ 20,123,000

. !

Working Capital

Retained Earnings $ 36,012,000
h Pre-Tax Earnings (EBIT) $ 3,102,000

arket Value of Equity $ 36,012,000
(If not public use book value)

Total Liabilities $ 34,247,000

‘Sales $ 153,166,000

Altman Z Score

Z greater than 2.99 Indicates a non-bankrupt company
Z between 1.81-2.99 Indicates the Zone of Ignorance
Z less than 1.81 Indicates a bankruptcy prone company



Altman Z score
Auditor Opinion

Past Credit Limit Total
New Credit limit

0.95
$3,870,000
$26,169,000
20,123,000
419,633
299,699
153,166,000
43,776,000
40,727,000
3,049,000
3,102,000

4.02

Unqualifed

0.94

21.13

90.13

28.58%
26.59%
1.99%
2.03%

10/31/2009

$3,857,520

$3,582,250

2.01
0.63
-$592,000
0.59
18,690,000
383,205
265,778
139,870,000
42,861,000
38,864,000
3,997,000
2,747,000

4.80

Unqualifed

20.79

67.38

30.64%
27.79%
2.86%
1.96%



HISTOry of Ron’s Sporting Goods

ore was founded in Vancouver, British Columbia by Ron Sereika in 2000.
online sporting goods stores in North America, and the largest seller
aent in the world. In 2011, the company sold more than $180

: on's raised $6M in an initial public offering which they used to
in nited Kingdor parts of Europe. In late 2004 they acquired a mail order
goods business in Europe called Sven's and in 2006 they also bought one in Holland
in Japan. In 2010 they moved into the women’s sportswear arena with designer
ed sportswear. In 2011 they changed their name to R&S sporting goods and in January
ey had shipments totaling over $800,000 in just women’s designer personalized
ich at that time set a service record for online sales of made-to-order personalized
othes by an online provider. As of 2012 R&S owned the following company’s;
for her.com, Personalize it for her.com.uk, She is the one.com.jp, Clearlyher.com. au
ers.com.uk. In 2010, R&S introduced overnight shipping on all products in response
eedback. As a result, in 2010 they saw a 41% sales increase in the United States.
Ron's provides top end athletic wear that they purchase from Nike, Addias, and Eastbay. In
March of 2011 R&S expanded their designer sportswear to include the Plus sizes for women and
have signed a contract with Liz Claiborne Ltd for the next 5 year. R&S also started a project
called cloth the children of Africa and they will donate 1% of their annual sales to the children of
Africa fund each year. Internet Retailer magazine ranked R&S as one of the top 3 web retailers in
social media in January 2013.




Conclusion

5 to get your information
counts, find the one most
company and industry and
bes not fit all”



