Financial reasons - analysis of liquidity and activity of a company

Instructions:

Answer the following exercises:
     Exercise 7-4: Financial Ratio
     Exercise 7-6: Financial Ratio
     Problem 7-1: Liquidity Ratio
     Problem 7-4: ROE

Exercise 7-4: Financial Ratio
[image: ]

Exercise 7-6: Financial Ratio
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Problem 7-1: Liquidity Ratio
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Problem 7-4: ROE
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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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7-4  Financial ratio analysis is conducted by four types of analysts: managers, equity
investors, long-term creditors, and short-term creditors. What is the primary
emphasis of each of these groups in evaluating ratios?
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7-6

Profit margins and turnover ratios vary from one industry to another.
What differences would you expect o find between a grocery chain, such
as Safeway, and a steel company? Think particularly about the turnover
ratios and the profit margin, and consider the effect on the DuPont
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Hindelang Corporation has $1,312,500 in current assets and $525,000 in current
liabilities. Is initial inventory level is $375,000, and it will raise funds through
additional notes payable and use them to increase inventory. How much can
Hindelang’s short-term debt (notes payable) increase without pushing its current
ratio below 2.02 What will be the firm’s quick ratio after Hindelang has raised
the maximum amount of short-term funds?

Liquidity Ratio
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Return on Equity 7-4  Coastal Packaging’s ROE last year was only 3 percent, but its management has
developed a new operating plan designed to improve things. The new plan calls
for a total debt ratio of 60 percent, which will result in intercst charges of $300
per year. Management projects an EBIT of $1,000 on sales of $10,000, and it
expects to have a total assets turnover ratio of 2.0 times. Under these conditions,
the average tax rate will be 30 percent. If the changes are made, what return on
equity (ROE) will Coastal earn? What is the ROA?




