


1Debt-to-Equity Ratio: The debt-to-equity ratio 
of the entity must not exceed a 2.0 rating. A 
debt-to-equity ratio is defined as that of total 

liabilities divided by total owners equity. In laymen’s 
terms, a low debt-to-equity ratio means the company 
itself owns a greater share of its assets, as opposed 
to banks, creditors and other financial institutions. 
Conversely, companies with high debt-to-equity 
ratios are those that are generally financing their 
growth by carrying additional debt. The cost of this 
debt-financing may outweigh the return that the 
company generates on the debt through business 
activities and become too much for the company to 
manage. This can lead to bankruptcy.

2 Debt Coverage Ratio: The debt coverage ratio 
of the entity must exceed a 100.0 rating. A debt 
coverage ratio is defined as annual net income 

divided by the current portion of long-term debt. A 
high debt coverage ratio means the company can 
easily meet its payment obligations with its banks 
and other creditors. A low debt coverage ratio clearly 
infers the company may struggle to meet these 
obligations.

3Equity Ratio: The equity ratio of the body 
builder must exceed a .30 rating. An equity ratio 
is defined as total owner’s equity divided by  

total assets. The equity ratio is another good  
indicator of the level of leverage (or financing) used 
by a company. The equity ratio measures the  
proportion of the total assets that are financed by 
owners and not creditors. A high equity ratio provides 
the company with flexibility in financing growth and 
other needs..

4Evaluate Business Credit Information:  
Customers should seek an independent third 
party’s financial analysis report from  

Dun & Bradstreet. The firm gathers financial  
statements from participating companies, payment 
history reported by vendors and issue their  
independent strength analysis. Manufacturers who 
don’t participate may be financially insecure.

Example language to use:
Ensuring the financial stability of the proposed 
manufacturer is a paramount consideration to 
this department. Financial strength directly  
relates to the manufacturer’s ability to  
successfully produce an apparatus without  
jeopardizing fire department funds. In addition, 
financial strength is vital to this department to 
ensure a manufacturer will be able to provide 
warranty service along with replacement parts 
and service for the life of the apparatus. Failure 
to be able to provide these lifelong services 
may cause future increases in maintenance 
expenses and create undue burden on the 
departments budget and tax base. This is a 
situation that this department is unwilling to risk. 
The manufacturer, therefore, shall meet certain 
minimum financial ratios in order to qualify for a 
bid award. The financial ratios presented shall 
be that of the consolidated entity, not the  
consolidated entities parent company for the 
manufacturer.

Protect fire department funds•	  
	 Avoid complete loss of down payments 	
	 due to manufacturer’s financial  
	 insecurity
Guard against extended delivery•	  
	 Financially insecure manufacturers 
	 lack the credit needed to maintain a 
	 steady production schedule causing 
	 production delays
Prevent needless pre-payments•	 	  
	 Pre-payments should be at the  
	 discretion of the department, not a  
	 requirement from the manufacturer
A manufacturer is needed for warranty •	  
	 Ensures financially secure manufacturer 
	 is able to meet warranty obligations


