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Financial Statement Analysis 
 

Balance Sheet 
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Income Statement 
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Exercise 1: Compute key financial ratios to complete below table. 
 

Ratios 2003 2002 
1. Liquidity Ratio   

1.1 Current ratio     
1.2 Quick ratio     
1.3 Cash ratio     
   

2. Activity Ratio   
2.1 Account receivable turnover     

Account receivable days     
2.3 Inventory turnover     

Inventory days     
2.4 Account payable turnover     

Account payable days     
2.5 Fixed asset turnover     
2.6 Total asset turnover     
2.7 Capital intensity ratio     
   

3. Leverage Ratio   
3.1 Proprietary ratio     
3.2 Equity multiplier ratio     
3.3 Total debt ratio     
3.4 Debt to equity ratio     
3.5 Long-term debt to total capitalization ratio     
3.6 Interest coverage ratio / Time-interest earned     
3.7 Cash flow coverage ratio     
   

4. Profitability Ratio   
4.1 Gross profit margin     
4.2 Operating profit margin     
4.3 Net profit margin     
   

5. Market Value Ratio   
5.1 Earning per share (EPS)     
5.2 Price/Earning ratio (P/E ratio)     
5.3 Price/Book ratio     
5.4 Dividend yield     
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Exercise 2: As you can see, someone has spilled ink over some of the entries in the balance 
sheet and income statement of Transylvania Railroad. Can you use the following information 
to work out the missing entries: 
 

Long-term debt ratio  0.40
Times interest earned  8.00
Current ratio  1.40
Quick ratio  1.00
Cash ratio  0.20
Return on assets  18%
Return on equity  41%
Inventory turnover  5.00
Average collection period  71.2 days

 
 

INCOME STATEMENT (figures in millions of dollars) 
Net sales  ••• 
Cost of goods sold  ••• 
Selling, general, and administrative expenses  10 
Depreciation  20 
Earnings before interest and taxes (EBIT)  ••• 
Interest expense  ••• 
Income before tax  ••• 
Tax  ••• 
Net income  ••• 

 
 

BALANCE SHEET (figures in millions of dollars) 
 This Year   Last Year 
Assets    

Cash and marketable securities  •••   20 
Receivables  •••   34 
Inventories  •••   26 
Total current assets  •••   80 
Net property, plant, and equipment  •••   25 
Total assets  •••   105 
    
Liabilities and shareholders’ equity    

Accounts payable  25  20 
Notes payable  30  35 
Total current liabilities  •••  55 
Long-term debt  •••   20 
Shareholders’ equity  •••   30 
Total liabilities and shareholders’ equity  115  105 
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Summary 
 

1. Liquidity Ratio 
 

 
   

1.1 Current ratio = 
Current Assets   

Current Liabilities   
    

1.2 Quick ratio = 
Current Assets - Inventory   

Current Liabilities   
    

1.3 Cash ratio = 
Cash   

Current Liabilities   

     
2. Activity Ratio 
 

 
   

2.1 Account receivable turnover = 
Sale   

Account Receivable   

    

Account receivable days = 
365 days (for 1 year) 

= 
Account Receivable  

AR Turnover Sale per Day 

     

2.2 Inventory turnover = 
Cost of Goods Sold   

Inventory   

     

Inventory days = 
365 days (for 1 year) 

= 
Inventory 

Inventory Turnover Cost of Goods Sold per day 

     

2.3 Account payable turnover = 
Cost of Goods Sold   

Account Payable   

    

Account payable days = 
365 days (for 1 year) 

= 
Account Payable 

AP Turnover Cost of Goods Sold per day 

    

2.4 Fixed asset turnover = 
Sale   

Fixed Assets   

    

2.5 Total asset turnover = 
Sale   

Total Asset   

    

2.6 Capital intensity ratio = 
Total Asset   

Sale   
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3. Leverage Ratio 
 

 
   

3.1 Proprietary ratio = 
Equity   

Total Asset   

     

3.2 Equity multiplier ratio = 
Total Asset   

Equity   

     

3.3 Total debt ratio = 
Total Debt   

Total Asset   

     

3.4 Debt to equity ratio = 
Total Debt   

Equity   

     

3.5 Long-term debt to total       
      capitalization ratio 

= 
LT Debt   

LT Debt + Equity   

     

3.6 Interest coverage ratio /  
      Time-interest earned 

= 
Operating Profit   

Interest Expense   

     
3.7 Cash flow coverage ratio = 

Operating Profit + Rent Expense + Depreciation 
Interest Expense + Rent Expense + Preferred Stock Dividend/(1 – Tax Rate) 

 
4. Profitability Ratio 
 

 
   

4.1 Gross profit margin = 
Gross Profit   

Sale   

     

4.2 Operating profit margin = 
Operating Profit   

Sale   

     

4.3 Net profit margin = 
Net Profit   

Sale   
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5. Market Value Ratio     

     

5.1 Earning per share (EPS) =
Net Profit   

Number of Common Stocks   

     

5.2 Price/Earning ratio  
      (P/E ratio) 

=
Market Price per Share   

Number of Common Stocks   

     

5.3 Price/Book ratio =
Market Price per Share   

Book Value per Share   

     

5.4 Dividend yield =
Expected Dividend per Share  

Market Price per Share   
 

 
 
 
 


