Financial reasons - analysis of indebtedness, profitability and market value of a company

Instructions:

Answer the following exercises:
Problem 7-9: ROE
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Problem 7-12: Ratio Analysis
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General instructions:
•	Use MS Word or MS Excel to do the exercises.
[bookmark: _GoBack]•	You must show the computes of each exercise to be able to evaluate all the steps that you followed to reach the final result. If you do not show the calculations, you will not accumulate the total of the points.
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Calculate Zumwalt’s net profit margin and debt ratio.
Earth’s Best Company has sales of $200,000, a net income of $15,000, and the
following balance sheet:

Cash $ 10,000 Accounts payable $ 30,000
Receivables 50,000 Other current labilities 20,000
Inventor 150,000 Long-term debt 50,000
Net fixed assets Common equity 200,000
Total assets Total liabilities and equity ~ $300,000

. The company’s new owner thinks that inventories are excessive and can be
Towered to the point where the current ratio is equal to the industry average,
2.5, without affecting cither sales or net income. If inventories are sold off and
not replaced so as to reduce the current ratio to 2.5, if the funds generated are
used to reduce common equity (stock can be repurchased at book value), and if
no other changes occur, by how much will the ROE change?

b, Now suppose we wanted to take this problem and madify it for use on an
exam—that is, to create a new problem that you have not seen to test your
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knowledge of this type of problem. How would your answer change if we made
the following changes: (1) We doubled all of the dollar amounts? (2) We stated
that the target current ratio was 3.0 (3) We said that the company had 10,000
shares of stock outstanding, and we asked how much the change in part (a)
would increase EPS? (4) What would your answer to (3) be if we changed the
original problem to state that the stock was selling for twice the book value, so
common equity would not be reduced on a dollar-for-dollar basis?
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€. Explain how we could have set the problem up to have you focus on chang-
ing accounts receivable, or fixed assets, or using the funds generated to retire
debt (we would give you the interest rate on outstanding debr), or how the
original problem could have stated that the company needed more invento-
ries and it would finance them with new common equity or with new debt.
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7-12 Data for Argile Textiles’ 2014 financial statements are given in Tables 7-1 and 72
in the chapter.

Compute the 2014 values of the following ratios:

a

b.

2014 Values

Ratlo Arglle Industry
Current ratio 3.9%
Days sales outstanding 33.5 days
Inventory tumover 7.2x
Fixed assets turnover 41x
Debt ratio 43.0%
Net profit margin 46%
Return on assets 9.9%

Bricfly comment on Argile’s 2014 financial position. Can you see any obvi-
ous strengths or weakne:

its 2015 ratios, which are presented in
Table 7-6. Comment on whether you believe Argile’s financial position
improved or deteriorated during 2015.

What other information would be useful for projecting whether Argile’s
financial position is expected to improve or deteriorate in the future?





