Chapter 10 - Liabilities


Our Comments on the “Your Turn” Cases

You as a Financial Advisor  The interest payments generated by a bond remain constant, regardless of fluctuations in market interest rates that occur over the bond’s life. Thus, if bond issuers consistently fulfill their responsibility to make timely interest payments, the couple’s annual cash flow from their investment will remain relatively stable throughout their retirement, regardless of market fluctuations in interest rates.


Fluctuations in market interest rates could adversely affect the couple should they decide to sell any of their bonds before the bonds mature. If interest rates are relatively high at the time the bonds are sold, their selling price may be substantially less than their redemption value at maturity.

You as a Credit Analyst  The intern’s recommendation is too simplistic and is therefore flawed. Dell is an excellent short-term credit risk. While Dell’s working capital and current ratio may be low using certain benchmarks, its quick ratio, a more stringent measure of liquidity, is strong. Dell has $0.89 of quick assets (cash, short-term investments, and receivables) for every $1 of current liabilities.  Dell’s cash flow from operations is strong for the two years presented, $3,906 million and $2,894 million.  Finally, Dell is extremely profitable in the two-year period reported, the company’s net income has declined from $2,478 billion to $1,433 billion. However, Dell’s high level of liquid current assets, its strong operating cash flows, and its profit performance suggest that it is an excellent short-term credit risk.
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