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Introduction 
 

Abercrombie & Fitch (A&F) sells upscale clothes and accessories for men, 

women and children. The company operates 950 stores nationwide and offers an online 

catalog. Abercrombie and Fitch focuses marketing on college-age cliental.  A&F was 

founded June 4, 1982 in Manhattan by David Abercrombie. The store was originally an 

upscale sporting goods store. The company expanded from there on and eventually 

became an upscale youthful fashion retailer (Wikipedia, 2016).  

In the financial analysis report, I will cover the financial aspects for A&F. I will review five 

financial ratio groups in order to decide if the best investment would be in the 

company’s equity or debts. I will start out with the analysis and end with a conclusion. 

Appendix A will include the company’s financial statements. Appendix B will cover the 

ratio analysis. Lastly, Appendix C will include the ratios generated from Merchant 

Intellect and other information that was helpful with my analysis.  
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Financial Analysis 

Liquidity 

 

 Liquidity is the ability to pay current liabilities. Three of the common liquidity 

ratios evaluated below are the current ratio, quick ratio and cash ratio.  

The current ratio shows the ability to pay current liabilities from current assets. A&F 

current ratio is 2.40 which indicates that the company is generally in good financial 

health. This indicates that A&F is capable of paying off any obligations 2.40 times with 

current assets over current debt. Abercrombie and Fitch came out ahead when 

comparing with competitors like American Eagle Outfitters, Inc. with a current ratio of 

1.94.  

The quick ratio also known as the acid-test ratio measures the ability to pay all current 

liabilities if they came due immediately. The measurement is in dollar amount of liquid 

assets available for each dollar of current liabilities. The higher the ratio, the better the 

company is able to pay current liabilities on short term notice. A&F stands at 1.18. This 

shows that the company has 1.18 dollars to cover each dollar of current liabilities. This 

amount compared to competitors, is slightly above average. American eagle outfitters is 

at 1.03 and Aeropostale shows at 0.69.  

Cash ratio proves the ability to pay current liabilities from cash and cash equivalents. 

The cash ratio is at 1.16. This indicates that the cash and equivalents is efficient to pay 

current liabilities. See figure one for the quick ratio and current ratio for the last five 

years. In 2013, the ability to pay current labilities dropped. It appears that the company 

has improved since then. 
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Figure 1 
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Efficiency 

 

 Efficiency is the ability to sell merchandise inventory and collect receivables. 

These ratios calculate the turnover of receivables, the repayment of liabilities, how 

much equity is used and the use of inventory (Investopedia, 2016).  

Inventory turnover indicates the number of times the average level of inventory is sold 

during a period. The inventory turnover for A&F is currently 2.89.  

The days’ sales in inventory indicates that the average number of days the inventory is 

held for. A&F is 126 days. When comparing the calculations with 110 days in inventory 

for similar clothes retailers, we can see that A&F holds inventory slightly above range. I 

recommend coming up with a plan to get inventory out quicker. This could be done by 

more advertisement, targeting sales on a larger cliental and monitoring the inventory 

purchased.   

When looking at the gross profit percentage, A&F is at 62.8%. The average percent for 

clothing store retailers is 37%. This indicates that A&F is in good standing with 

profitability of each sale dollar above cost of goods sold.  See figure 3. 
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Figure 2 
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Solvency 

 

 Solvency evaluates the ability to pay long-term debt. The lower the solvency 

ratio, the greater profitability a company has to pay debt.  

The debt ratio will show the proportion of assets financed with debt. A&F ratio is .45 or 

45% of total liabilities to total assets. This indicates that 45% of assets comes with debt 

owed. American Eagle Outfits debt ratio is 33% and Aeropostale debt ratio is 82%. A&F 

falls in the middle when comparing. To improve debt ratio, it is recommended paying off 

some of the greater liabilities and keep financing to a minimum. See figure 4. 

 

 

Figure 3 

Debt to equity calculates the proportion of total liabilities relative to total equity. A&F 

Debt to equity ratio is 80%, American eagle is at 49% and Aeropostale at 447.49%. 

Again, A&F is falling in the middle between competitors.  
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Profitability 
 

 Profitability calculates how profitable the company is.  

Profit margin ratio will calculate how much net income is earned on every dollar of net 

sales. A&F has a profit ratio of 1.38. This indicates that the company has $1.38 of net 

income for each dollar of revenue earned. The profit margin ratio has gone up since 

2014, however, 2015 and 2014 has been the lowest years within the past five years. 

See figure 5. For a greater profit margin ratio, the company can revaluate costs and 

prices to come up with the best strategy for higher profit.  

 

 

Figure 4 

 

There is a variance of fluctuation when comparing with competitors profit margin. 

American Eagle’s profit margin for 2015 is 2.45 and Aeropostale is in the negatives at        

-11.23. This indicates that A&F falls in the middle for 2015. 
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Investment Potential 

 

 The price earnings ratio is the best known investment valuation. It is the value 

the stock market places on one dollar of the company’s earnings. Figure 5 below 

compares A&F with competitors. For 2015 and 2014, Aeropostale did not have stock 

market available.  See figure 6. 

 

 

Figure 5 
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Conclusion 

 

A&F has a good current ratio indicating the company is in good financial health. 

The company can pay its obligations. The quick ratio is in good standing to pay current 

liabilities quickly. A&F is financially better off in liquidity than its most common 

competitors. In 2012 and 2013 the company hit a downfall with quick and current ratio’s, 

but it appears to be headed upward for future years.  A&F is in the middle range for 

efficiency.  The company holds its inventory slightly longer then their competitors but 

has a high gross percentage rate. The company is again in middle range for solvency. 

The debt ratio is in the middle range at 45%, which is great if you compare to 

Aeropostale that has a debt ratio of 82%. A&F took a major drop in profitability in 2014 

and 2015. Profitably is on the climb and I believe it is on its way to a more profitable 

future. The price earnings ratio has stayed above its competitors, expect in the year of 

2013. In 2013 Aeropostale outweighed A&F but since then, Aeropostale has dropped 

from the charts.   Investment potential is looking good.  

When comparing Debt with Equity Investments, I would most likely go with Equity 

investment.  Debt investments are less risky, but offer a lower return. Even though you 

can lose money quicker with equity investments, they have the potential for a higher 

reward. The more risk the more rewarding.  Since A&F has a good investment potential, 

I would take the risk.  
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Appendix A 

Financial statements 
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Appendix B 
Liquidity Ratio’s 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

 

Liquidity 

The ability to pay current liabilities 

Working Capital -  Ability to meet short-term obligations with current assets 

Current assets  Current liabilities Working capital 

1,164,972.00                      485,956.00                         679,016.00                               

Current ratio - Ability to pay current liabilities from current assets 

Current assets Current liabilities Current ratio 

1,164,972.00                      485,956.00                         2.40                                            

Cash ratio -  Ability to pay current liabilities from cash and cash equivalents 

Cash + equivalents Current liabilities Cash ratio 

520,708.00                          485,956.00                         1.07                                            

Acid-Test Ratio -  Ability to pay all current liabilities if they came due immediately 

Current receivables/current                                                           Liabilities Current receivables   Current liabilities Acid-Test  

520,708.00                                               52,910.00                                 485,956.00                1.18                

Current assets-current liabilities  

Total current assets/total current liabilities 

 Cash + cash equivalents/total current liabilities 

Cash + cash equivalents + ST investments + current receivables/current liabilities 
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Efficiency Ratio’s 
 

 

 

 

 

 

 

 

 

 

Efficiency

Ability to sell merchandise inventory and collect receivables

Inventory turnover -number of times the average level of inventory is sold during a period

Cost of good sold  Merchandise Inventory turnover

1,430,460.00                   495,493.00                      2.89                                         

Days' sales in inventory - the average number of days that inventory is held

365                                    Inventory turnover Days in Inventory

365                                     2.89                                   126.30                                    

Gross profit percentage - the profitability of each sales dollar above the cost of goods sold

Gross profit Net sales revenue Gross profit %

2,313,570.00                   3,744,030.00                  62%

Accounts Receivable turnover ratio - the number of times the average receivable in a year is collected

Net credit sales Avg net accts rcv Accts rcv turnover ratio

3,744,030.00                   86,892.50                        43.09

Days' sales in receivables - the number of days sales it takes to collect the average level of receivables

365                                    Accts Rcv turnover Days in receivables

365                                     43.09                                 8.47

Gross profit/net sales revenue

Net credit sales/average net accounts receivables

365/accounts receivable turnover ratio

Cost of good sold/average merchandise inventory

365 days/inventory turnover
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Solvency Ratio’s 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Solvency

Evaluating the ability to pay long-term debt

Debt ratio -the proportion of assets financed with debt

Total liabilities Total assets Debt ratio

1,115,466.00          2,505,167.00                   0.45

Debt to equity ratio - the proportion of total liabilities relative to total equity

Total liabilities Total equity Debt to equity ratio

1,115,466.00          1,389,701.00                   0.80

Times-Interest-earned ratio - ability to pay interest expense

Net income Income tax expense Interest expense Interest expense Times interest

51,821.00                47,333.00                         14365.00 14,365.00                7.90                      

Total liabilities/total equity

Net income + Income tax expense + Interest expense/interest expense

Total liabilities/total assets
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Profitability Ratio’s 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Profitability 

Evaluating profitability 

Profit margin ratio -  How much net income is earned on every dollar of net sales 

Net income  Net sales Profit margin ratio 

51,821.00                              3,744,030.00                                               1.38 

Rate of return on total assets - TT He success of using assets to earn income 

Net income   Interest expense Avg total sales Rate return 

51,821.00                              14,365.00                                                     3930464.00 1.68 

Asset turnover ratio - H ow efficiently average total assets is used to generate sales 

Net sales  Average total assets Asset turnover ratio 

3,744,030.00                        2,678,082.00                                               1.40 

Rate of return on common stockholder’s equity -  The relationship between net income 

 available to common stockholders and their average common equity invested 

Net income  Avg Common Stk equity Rate of Return  

51,821.00                              1,033.00                                                        50.17 

Earnings per share -A mount of net income (loss) for each share of its 

outstanding common stock 

Net income-preferred dividends/weighted avg # of commons stock outstanding 

Net income  Stock outstanding Earnings per share 

51,821.00                              71,785.00                                                     0.72 

Net sales/average total assets 

Net income-preferred dividends/average common stockholders equity 

Net Income/net sales 

Net income + Interest expense/average total sales  
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Investment Potential Ratio’s 
 

 

Investment Potential   

Evaluating stock as an investment  

   

Price/earnings ratio -The value the stock market places  

on $1 of  earnings   

Market price per share of common stock/earnings per share 

 Mkt price per share    Earnings per share  Price/earnings ratio  
                                    

25.45  0.72 35.35 

   

Dividend yield - The percentage a stock's market value  

that is returned annually as dividends to stockholders  

Annual dividend per share/market price per share 

 Div per share  Mkt price per share  Dividend yield   
                                       

0.80  31.87 3% 

   

Dividend payout -Ratio of dividends declared per  

common share relative to earnings per share  

Annual dividend per share/earnings per share 

 Div per share  Earnings per share  Dividend payout  
                                       

0.80  44.26 2% 
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Appendix C 

Mergent Intellect Ratio’s 
 

Abercrombie and Fitch Ratio’s 
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American Eagle Outfitter’s Ratio’s 
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Aeropostale Ratio’s 
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