3-12
a. NOWC2011	= Total CA – (Current liabilities – Notes payable)
= $59,000 – ($20,150 – $5,150)
= $44,000.
NOWC2012	= $72,125 – ($25,100 – $6,700)
= $53,725.
b. FCF2012	= [EBIT(1 – T) + Deprec.] – [Capital expenditures + NOWC]
= [$39,000(1 – 0.4) + $5,000] – [$8,000 + $9,725]
= $10,675.
[bookmark: _GoBack]Note: To arrive at capital expenditures you add depreciation (of that year not accumulated) to the change in net FA, so
Capital expenditures = $5,000 + $3,000 = $8,000.
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4-11 Total Current Effect on

Current Assets _Ratio Net Income

a. Cash is acquired through issuance of additional

common stock. + 0
b. Merchandise is sold for cash. + +
c. Federal income tax due for the previous year is paid. - + 0
d. A fixed asset is sold for less than book value. + + -
e. Afixed asset is sold for more than book value. + +
f.  Merchandise is sold on credit. + +

g. Payment is made to trade creditors for
previous purchases.

|
+

h. A cash dividend is declared and paid. - -
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Total Current Effect on

Current Assets _Ratio Net Income
i. Cash is obtained through short-term bank loans. + - 0
Jj.  Short-term notes receivable are sold at a discount. - - -
k. Marketable securities are sold below cost. - - -
I Advances are made to employees. [ [ 0

m. Current operating expenses are paid. -

n. Short-term promissory notes are issued to trade creditors
in exchange for past due accounts payable.

0. 10-year notes are issued to pay off accounts payable.

p. A fully depreciated asset is retired.

o o + o

q. Accounts receivable are collected.
r. Equipment is purchased with short-term notes.

© o oo oo

s. Merchandise is purchased on credit.

o+ o oo o o

t. The estimated taxes payable are increased.
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1.

Noe v s

Total debt = (0.50)(Total assets) = (0.50)($300,000) = $150,000.

. Accounts payable = Total debt — Long-term debt= $150,000 — $60,000

= $90,000.

Total liabilities
and equity
= $300,000 — $150,000 — $97,500 = $52,500.

Common stock = — Total debt — Retained earnings

Sales = (1.5)(Total assets) = (1.5)($300,000) = $450,000.

Inventories = Sales/5 = §450,000/5 = $90,000.

. Accounts receivable = (Sales/365)(DSO) = (§450,000/365)(36.5) = $45,000.

Cash + Accounts receivable + Inventories = (1.8)(Accounts payable)
Cash + $45,000 + $90,000 = (1.8)($90,000)
Cash + $135,000 = $162,000
Cash = $27,000.

Fixed assets

otal assets — (Cash + Accts rec. + Inventories)
300,000 — ($27,000 + $45,000 + $90,000)
= $138,000.

Cost of goods sold = (Sales)(1 — 0.25) = ($450,000)(0.75) = $337,500.
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4-22 a. (Dollar amounts in thousands.)

Current
ratio

Quick

ratio
DSO

Inventory
turnover

T.A
turnover

Profit
margin

ROA

ROE

Debt

Current assets $655,000
Current liabilities $330,000
Current assets — Inventories $655,000 — $241,500

Current liabilities $330,000
Accounts receivable $336,000
Sales/ 365 $4,404.11
Sales $1,607,500
Inventories $241,500
Sales $1,607,500
Total assets $947,500
$27,300
Sales $1,607,500
Netincome $27,300
Total assets $947,500
Net income $27,300
‘Common equity $361,000

Total debt $586,500

Total assets. $947,500
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1.70x

1.7%

2.9%

7.6%

61.9%

13x
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days
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b.

For the firm,

ROE = NI/S x S/TA x TAJE = 1.79% » 1.7 x 3247500 _

$361,000
For the industry, ROE = 1.2% x 3 x 2.5 = 9%.
Note: To find the industry ratio of assets to common equity, recognize that 1 — (Total

debt/Total assets) = Common equity/Total assets. So, Common equity/Total assets = 40%,
and 1/0.40 = 2.5 = Total assets/Common equity.

“The firm’s days sales outstanding ratio is more than twice as long as the industry average,
indicating that the firm should tighten credit or enforce a more stringent collection policy.
The total assets tumover ratio is well below the industry average so sales should be
increased, assets decreased, or both. While the company's profit margin is higher than the
industry average, its other profitability ratios are low compared to the industry—net income
should be higher given the amount of equity and assets. However, the company seems to
be in an average liquidity position and financial leverage is similar to other firms in the
industry.

If 2012 represents a period of supernormal growth for the firm, ratios based on this year will
be distorted and a comparison between them and industry averages will have little meaning.
Potential investors who look only at 2012 ratios will be misled, and a return to normal
conditions in 2013 could hurt the firm’s stock price.




