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5. In most years since 1985, net equity issuance has been negative, mean-
ing U.S. corporations have retired more shares measured in terms of
value than they have issued. In aggregate, then, new equity has been a
use of capital to U.S. corporations, not a source. (At the same time, Fig-
ure 4.6 illustrates that new equity has been an important source to a cer-
tain subset of companies characterized primarily by high growth.)

7. a. Medifasts sustainable growth rates are

2006 2007 2008 2009 2010
Sustainable growth rate (%) 12.8 239 13.9 16.9 31.2

For example, in 2006 g* = 6.0% X 99.5% X 1.33 X 1.61 = 12.8%.

b. Medifast’s actual growth rate exceeded its sustainable growth rate
by a wide margin in every year except 2008. The company was
growing at a rate well above its sustainable growth rate. Its chal-
lenge was how to manage this growth without growing broke.

c. Between 2006 and 2010, Medifast increased every ratio, especially
its asset turnover. Had Medifast not improved its operating per-
formance, as reflected in profit margin and asset turnover, the fi-
nancial leverage required to generate the company’s sustainable
growth rate would have been about four times as high as observed.

9. a. Jos. A. Bank’ sustainable growth rates are

2006 2007 2008 2009 2010
Sustainable growth rate (%)  28.1 24.0 224 221 21.8

For example, in 2010 ¢* = 10.0% X 100.0% X 1.30 X 1.68 = 21.8%.




image2.png
o

b. Jos. A. Bank does have a sustainable growth problem. Its actual
growth rate is much lower than its sustainable growth rate.
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c. Jos. A. Bank used excess cash to reduce financial leverage, and this
helps to reduce the sustainable growth rate. The steady decline in
asset turnover helps to decrease the sustainable growth rate as well,
but it also signals a potendally troubling decrease in efficiency.
Despite the decreases in these ratios, the spread between the sustain-
able growth rate and the actual growth rate is still substantial in 2010.
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