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Balance is the main accounting tool used by individuals, business owners and even large corporations to track net worth. Discover its core components and how they work together. In order for companies to be successful, their customers must pay for things on time. When customers buy goods or services on credit and then pay quickly,
companies are usually in better shape financially. They can put that cash in the bank, pay off their own debt, or use the money to start making new products. When analyzing the balance sheet, investors can calculate how quickly customers pay their credit accounts, and this can offer an insight into the health of the organization.
Receivables turns out or receivable accounts is a great financial ratio to find out when you are analyzing a business or stock. This is common sense: the faster a company collects receivables, the better. Fortunately, there is a way to calculate how often a business collects its receivables. The formula looks like this: Credit sales ÷ average
receivables and receivables turns out credit sales are on the earnings report, not the balance sheet. You need to have both the income statement and the balance in front of you to calculate this equation. In this example, let's work with a hypothetical company, H.F. Beverages. H.F. Beverages is a manufacturer of soft drinks and juices. It
sells to supermarkets and stores across the country and it offers its customers a 30-day period. This means that customers have 30 days to pay for the drinks they ordered. To see if customers are paying on time, you need to look for an income statement. Typically, it is within a page or two of the balance sheets in the company's annual
report or 10K. If you can't find credit sales in your earnings report, you can use general sales instead. It won't give you an accurate calculation, but it's still an acceptable figure to use. In 2019, H.F. Beverages reported a $15,608,300 credit sale. To find out the average receivables, look at the figures for 2019 and 2018. In 2019, the
company's receivables amounted to 1,183,363, and in 2018 - 1,178,423 dollars. Add two receivables numbers ($1,183,363 and $1,178,423) and divide into two. As a result, the average receivable is $1,180,893. Now you have the numbers that you need to calculate the equation. Just plug the numbers in: Credit sales ÷ average
receivables - receivables turns $15,608,300 ÷ $1,180,893 - receivables turns out to be 13,2174 - receivables turns out to be H.F. Drinks collects its receivables once a year on average. Once you calculate this number, you can take the extra step of finding out how many days it takes the average customer to pay their bills. Since there are
365 days a year and the company gets 13.2174 turns per year, just split 365 per per The answer is the number of days it takes the average customer to pay. In the case of H.F., you have to come up with about 27.62. Calculating receivable accounts turns out to be able to quickly inform you of how well a company manages its receivables.
A poorly managed company allows customers to exceed the agreed payment schedule. A well-managed company forces its customers to stick to the schedule. In the case of H.F. Beverages, it seems that the company is doing a good job of managing its receivables because customers do not exceed the 30-day policy. If the answer was
more than 30, a wise investor would try to figure out why there were so many late pay customers. Late payments can be a sign of trouble, both in terms of management style and financial fundamentals. Keep in mind you will need to read the company's reports to find out what its collection time is. Not all companies require their customers
to pay within 30 days. Each company is different, and not all of them will spend a significant portion of their sales on credit. However, many companies regularly credit customers. When they do, it is important to understand how effectively they manage their customers' credit. A company that better manages the loan it extends may be the
best choice for investors. When investors analyze a company's balance sheet, one item that requires more thorough verification is called minority interest. The minority interest section refers to the equity that minority shareholders hold in the company's subsidiaries, which you will often see when looking at holdings. In other steps of view,
minority shares represent the share of minority shareholders in the assets and liabilities of the subsidiary. A subsidiary is designated as one company controlled by another company, often called the parent company, through majority ownership of voting shares. This means that the parent company must own 50% or more of the voting
shares of the subsidiary. Beginning in 2008 and 2009, the Financial Accounting Standards Board (FASB) made significant changes to how minority interest was classified on the balance sheet. Companies are required to list information about their minority interests in the share capital division, not in the liabilities section where they
previously found their home. This significant change in accounting policy means that for annual reports and form 10-K applications after that date, you will need to look further down the balance sheet in the equity section to find minority details of interest. This also means that you should be aware of this discrepancy when examining or
analysing the balance sheets contained in the old annual reports, as the company's minority interest section will appear as the type of debt in the liabilities section. The old notion of minority interests was that they represented financial liability owed to minority shareholders. The new thinking is that minority shareholders should not they
own their tape company, so it is appropriate to define this as a distribution of capital. Some believe that the transition to equity is a more accurate representation of economic reality. The following real example is a work of interest to minorities. Berkshire Hathaway is perhaps the most famous holding in the United States, if not the world.
This investment tool of billionaire Warren Buffett has made a minority interest a key strategic weapon in his endless search for intellectual acquisitions. Buffett's strategy includes finding an attractive business, often family-controlled or controlled by a handful of people, and offering to acquire a majority ownership of the stock. A controlling
stake is important because the current corporate tax rules in the United States mean that the acquired business can be considered a fully consolidated subsidiary, and the parent holding company may not have to pay dividend taxes from that subsidiary. Once Berkshire Hathaway completes the acquisition of a majority stake in the target
company's shares, any remaining minority stake in the hands of non-controlling shareholders must be reflected in Berkshire Hathaway's financial statements. This is where the interest of the minority comes into play. In 1983, the Nebraska Furniture Mart (NFM) in Omaha, Nebraska, was the most successful home furnishing store in the
United States. Its gross annual sales exceeded $88.6 million, and the company had no debts. Noticing how successful the furniture business was, Omaha-born Warren Buffett approached the owner, Rose Blumkin, and offered to buy the company from her. Because of fights with children and grandchildren, Rose jumped at the chance to
sell the empire she built out of nothing. She started without money, fled to the United States to escape the Nazis, and couldn't even read or write English, even becoming one of the richest women in her state. The sale deal will allow Blumkin to remain in charge of the business she loved, to continue holding a significant stake and to raise
large amounts of cash for real estate planning purposes. Almost immediately, she offered to sell 90% of The Nebraska Furniture Mart Berkshire Hathaway for $55 million. This made NFM partly owned by a subsidiary of Berkshire. Since the subsidiaries are controlled by the parent companies, accounting rules allow them to be carried out
on the balance sheet of the parent company. 1 When Berkshire Hathaway bought its 90% stake in Nebraska Furniture Mart, it was able to add the furniture giant's assets and liabilities to its balance sheet. This accounting treatment is a problem for her. Berkshire Hathaway can now consolidate the balance sheet of Nebraska Furniture
Mart with its own balance sheet, but, technically, it does not own all of Nebraska Furniture Mart. Rose Blumkin sold 90% of his company, the company, it still retains the remaining 10%. This means that 10% of the current assets, inventory, as well as property, plant, equipment and other assets belonged to her. To adjust Berkshire's
balance sheet to reflect this, Berkshire Hathaway had to calculate Rose's 10% stake in total and report it in the minority interests section of their balance sheet. Since it was before the 2008 and 2009 accounting rule changes, then, minority interest was shown as liability (debt) on Berkshire Hathaway's balance sheet. Today, if you look at
Berkshire Hathaway's balance sheet, among its many minority interests shown in the equity section are shares of Nebraska Furniture Mart owned by heirs Rose Blumkin. These days, Berkshire Hathaway owns 80% of Nebraska Furniture Mart, and the Blumkin family owns 20% after the latter decided to exercise a buyout option of 10% of
the company at the top of the 10% they originally retained at the time of the acquisition. When looking at the minority interest section in the firm's balance sheet, it is unlikely that management will offer detailed information about specific firms in which minority interests are held. To do this, you will need to investigate the legal structure of
the parent business and find out exactly how much it owns each subsidiary, and then make some calculations to distribute the assets and liabilities based on the percentage of the property. 1.) The company can integrate the balance sheet of its subsidiary if it owns 51% or more. It can report the income of a subsidiary if it owns 20% or
more. More.
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