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Homework Reading

How do rebates and other incentives to food distributors impact net sales?


Net sales can be severely increased if a distributor counts incentives and bonuses received from food makers.  Food makers will pay big money in order to have their product promoted in some way, whether it is an exclusive contract or if their product is shown in a highly visible area.  This is a major concern as these bonuses do not directly relate to the financial state of the company as a whole.  There is the potential for a company to have lower sales but with the extra money earned from bonuses their net sales may appear to be higher than previous years.  The SEC is now looking into many food service companies to see where they have been counting this money received from food manufacturers.  The problem with current accounting principles is that they are very vague, leaving many companies with flexibility in where they place these funds.   

Analysis

B. L.A. Gear’s current assets:  $249,502, current liabilities:  $62,051.  Working capital = current assets – current liabilities = $249,502 - $62,051 = $187,451.
C. Current ratio = current assets / current liabilities = $249,052 / $62,051 = 4.01
Quick ratio =  (current assets – inventory) / current liabilities = ($249,052 – $61,923) / $62,051 = 3.02

D. Yes since their assets are greater than their liabilities they able to meet their immediate financial liabilities. 
