Chapter 20

Company Performance:  Comprehensive Evaluation

Questions

1. The entire group of creditors and investors who provide capital to businesses to allow them to finance their investments is known as what?

2. Who provides the users of financial statements assurance that the financial statement information is a fair representation of the economic circumstances of the company that issues it?

3. What type of financial statement analysis shows the relative size of selected items to a base item within one statement for the same period?

4. What type of financial statement analysis shows a comparison of each item on a financial statement with the same item on statements from previous periods?

5. What type of analysis measures relationships between financial statement items?

6. What ratios are used to measure activity?

7. What ratios are used to measure liquidity and solvency?

8. What ratios are used to measure ability to pay debt?

9. What ratios are used to measure profitability?

10. What ratios are market-based?

Exercises

E20.1
Using the data in these abbreviated income statements, prepare a vertical analysis.



______________________________________________________




2003
2002


Sales
$130,000
$110,000



Cost of goods sold
__71,500
__59,400


Gross margin
$  58,500
$  50,600



Operating expenses
__40,900
__38,500


Net income
$  17,600
$  12,100


______________________________________________________

E20.2
Refer to E20.1.  Perform a horizontal analysis showing the change from 2002 to 2003.

E20.3
Prepare a vertical analysis for this condensed balance sheet.



______________________________________________________




2003
2002


Cash
$  18,000
$  16,800



Accounts receivable
42,500
40,700



Inventory
58,600
53,200



Property, plant, and equipment
_105,500
__75,600


Total assets
$224,600
$186,300


Accounts payable
$  29,600
$  51,300



Long-term liabilities
45,000
35,000



Stockholders’ equity
_150,000
_100,000


Total liabilities and stockholders’ equity
$224,600
$186,300


______________________________________________________

E20.4
Refer to E20.3.  Perform a horizontal analysis showing the change from 2002 to 2003.

E20.5
The following selected accounts and balances were obtained from Rosenbaum Company at the end of its fiscal year, June 30.



______________________________________________________




2003
2002


Cash
$  19,340
$  31,790



Accounts receivable
95,600
102,520



Inventory
114,710
89,350



Long-term assets
270,020
266,860



Accounts payable
76,270
79,630



Note payable, due in 120 days
38,400
28,800



Note payable, due in four years
22,000
22,000



Sales
752,190
710,580



Cost of goods sold
466,350
550,700



Operating expenses
22,800
21,060



______________________________________________________


Compute the following ratios for 2003 given the data provided.

A. Activity ratios

B. Liquidity and solvency ratios

E20.6
Refer to E20.5 and calculate the profitability and debt paying ability ratios.

E20.7
Make the appropriate computations for each of these situations:

A. The company’s average days in the collection period is 29.04 and its average accounts receivable balance is $3,620.  What is the amount of credit sales?

B. A company plans to turn over its inventory every 60 days.  If the amount of cost of goods sold is $27,300, what is the average inventory balance?

E20.8
The average total assets for the year for Stanbury Services is $320,000.  If Stanbury  


expects to show a 20 percent return on average total assets, what is the anticipated net income?

E20.9
Latimer Lawn Care has total liabilities of $50,000 and total owners’ equity of $100,000.  The company had net income of $30,000 after deducting interest expense of $4,800.  Latimer operates his company as a sole proprietorship and, as such, does not pay income tax on his net income.  Compute the following ratios:

A. Return on assets

B. Return on owners’ equity

C. Debt-to-equity ratio

D. Times interest earned ratio

E20.10
On December 31, 2002 Jung Incorporated’s total stockholders’ equity was  $500,000.    The company issues only $5 par common stock and had 100,000 shares outstanding on that date.  No additional stock has been issued.  During the year ended December 31, 2003, the company earned net income of $176,000 and paid dividends totaling $52,000.  The stock was selling for $12 per share.  Compute the following:

A. Return on common equity

B. Earnings per share

C. Dividend payout ratio

D. Price-earnings ratio

E. Dividend yield

Problems

P20.1
The condensed financial statements of McIntosh Co. are as follows:



______________________________________________________

McIntosh Co.

Income Statement

For the years ended September 30



______________________________________________________




2003
2002


Sales
$52,125
$47,525



Cost of goods sold
_22,550
_20,435


Gross margin
$29,575
$27,090



Operating expenses
_20,050
_18,060


Net income before taxes
$ 9,525
$ 9,030



Income tax expense
_2,476
__2,347


Net income
$ 7,049
$  6,683



______________________________________________________





______________________________________________________


McIntosh Co.

Statement of Financial Position

September 30



______________________________________________________




2003
2002


Cash
$  4,260
$  3,850



Accounts receivable
9,609
9,100



Inventory
20,790
19,040



Property, plant, and equipment
_12,180
_11,900


Total assets
$46,839
$43,890


Accounts payable
$15,580
$14,680



Long-term liabilities
20,000
20,000



Stockholders’ equity
_11,259
_9,210


Total liabilities and stockholders’ equity
$46,839
$43,890


______________________________________________________

Additional Information:


Common stock issued and outstanding:  10,000 shares


Market price of the stock on December 31, 2003:  $15


Dividends paid in 2003:  $5,000


Cash flows from operating activities for 2003:  $410


Interest expense included in operating expense for 2003:  $2,400


Required:

A. Prepare a vertical analysis for 2003 and 2002.

B. Prepare a horizontal analysis for 2003.

P20.2
Refer to P20.1 and prepare a ratio analysis for 2003 in as much detail as possible.

P20.3
Refer to American Express Company (www.americanexpress.com) and find the most recent annual report.


Required:

A. Prepare a vertical analysis.

B. Prepare a horizontal analysis.

C. Comment on any trends you see.

P20.4  Refer to Home Depot (www.homedepot.com) and find the most recent annual report.


Required:

A. Prepare a vertical analysis.

B. Prepare a horizontal analysis.

C. Comment on any trends you see.

P20.5
Refer to Johnson & Johnson (www.jnj.com) and find the most recent annual report.


Required:

A. Prepare a vertical analysis.

B. Prepare a horizontal analysis.

C. Comment on any trends you see. 

Case

Select a company that is featured in this week’s issue of BusinessWeek and find the company’s annual report.

A. Prepare a vertical analysis.

B. Prepare a horizontal analysis.

C. Complete a ratio analysis.

D. Comment on any trends you see.


