CAPITULO 8
Comparative Financial Statements

8.2

Comment on the following statements:

a) An increase in dollar sales should always be viewed favorably. b) The influence of price-level changes
cannot be detected by using a comparative statement.

e) An expansion of plant, property, and equipment should be financed by sales of capital stock.

d) Intangible assets should be eliminated when the balance sheet is reconstructed for analytical purposes.
e) An in crease in liabilities should be viewed with alarm

8.4
Give brief answers to the following questions:
a) When the analyst has available the percentage changes in financial statement items, would he also require
the absolute data?

b) Inasmuch as the fixed assets are usually stated at "cost les s depreciation” rather than at realizable
values, are the values of importance in an analysis?
e) Is the analyst more interested in absolute changes in financial statement data than in percentage changes?
Explain.
d) What is the significance from the point of view of statement analysis of extraordinary items shown on the
income statement?
e) What treatment should be given to intangible assets in analyzing financial statements?

8.8

FIELD MANUFACTURING CORPORATION
Balance Sheet Data
December 31, 1970 and 1971
(manufacturers of glass and glassware)
Increase (decrease™)

December 31 during 1971

1970 1971 %) (%)

Assels

Current -Assets:

Marketable securities .
Notes receivable
Accounts receivable (net)
Invenbowies . ian i rsia v e v e
Othercurrentassets ....................
Prapaid EXPEOBEE. .. .. s diaa e s e

Total Current Assels .. ..........000000 §
Land, plant, and equipment (pet). . . .. .......
Intangibles . ..o i e ee e e
Long-term investments

Total ARBOLEL o - v v st e s sk v e 13,169
Liabilities
Current Liabilities:
Accounts payable . . . .. ... ioiiniiiiaaaa. 1,917 0.8
IR PAYRIIR: . . L. e e e e e e e 50 11.0
Accrued payables, including income taxes . . . 5,254 13.2
Unearmed revenue. . . .. ............. 1
Total Current Liabilities . . . . .. ......... 7.222 374
Long-term liabilities . .............cc0v.. 3,068 21.5*
Total Liabilitiea . .. .....cvvn00000000 4,154 12.4
Owners' Equity
Capital stock 4 $149,806 an2 k|
Retainod sarningst . . . .. o i i i v i e 47 135,890 8,743 65,9
Total Owners' Equity . . .« o v o0 v v v v vvvnn 5285 696 9,045 3
Total Liabilities and Owners' Equity. .. . .. $323 400
tEntries in retained earnings:
Net income after federal income taxes .. %38,715 £36,343 2.372» 6.1*
Dividends declared . ... .............. 32,600 27,600 5,000 16.3*

a) Analyze the foregoing data and point out favorable and un favorable financial tendencies.
b) Should the analyst have available data from the income statement?



CAPITULO 9
Trend Percentages

9.1

Discuss or give a brief answer to the following statements or questions:

a) Should the analyst compute trend percentages for all items on the financial statements?

b) Should the analyst have available trend percentages for tonnage or physical volume of business?
¢) What year should be selected as the base for computing trends? d) Is the trend of total liabilities of

significance in analyzing the financial condition of a business? If so, what other trends should be used in
connection therewith?

e) Should the analyst obtain trend percentages of price levels?

9.4

Comment on the following statements:

a) The trend percentages should be computed for all items on the financial statements.

b) Trend percentages are more useful than the absolute data which they measure.

e) One of the major problems of a trend percentage study is the selection of the base year.
d) Inefficiency of management is difficult to detect by trend percentages.

9.5

Study the following trend percentages together with the dollar amounts and indicate whether or not illogical
conclusions might result if the trends are used without reference to the dollar data. Explain.

1967 1968 1969 1970 1971
26 271 256

0 T s S W s fe ($000) 984 287 260 ‘
el el (%) 100 29 26 28 26

ivable. . . .\ u e e $000) 1 1
Not’gier:(ge“:a}ﬂ.e .......... E%) 100 100 égg #23 ggg
andise inventory . . . . . . ($000) 110 500 : :

e b S i (%) 100 122 146 178 200

9.8

The accompanying financial statement dollar and trend percentage data were presented by the Steel Products
Corporation. The company requests you to analyze the data supplied and interpret the changes that have taken
place in the current and long-term financial status and in the operating results.

STEEL PRODUCTS CORPORATION
Financial Statement Data
As of, or for the Years Ended, December 31, 1968-71
(dollar amounts in thousands)

1969 1970 1971
1968 — S S
£ (8) (Fo)* ($) (%)* %) (%>

Balance Sheet Data (as of December 31)

Inventory . . ... 5o
Other current assets .

Total Current
Long-term investments .

Other

le assets). . . . .
Tota

Current liab

Capital stock (comm
Retained earnings . . . . .. .............

Total Owners’ Equity
Total Liabilities and Owners’ Equity. . . . . . . .

Income Statement Data (for the Year)
RREres e T e s
Cost of goods sold . . . . .. .. .....

Gross margin on sales .
Operating expenses . .
Operating income . .
Other items (net deduct
Income before feder
Federal income taxes for the year. . . . .
Net income after federal income taxes.
Extrac ddi A

ed Earnings Data (for the Year)
pd o e 1,187 1,187 1,187 1,187

* Balance sheet amounts for December 31, 1968 and income statement items for the year
100 9,

1968 equal
T Principal increased on, and interest paid, January 2.



CAPITULO 10
Common-size Statements

10.1
Distinguish between (a) common-size and trend data; (b) ratios and common-size percentages; (c)

comparative statement percentages and trend percentages.

10.3

What information is provided by:
a) Comparative statements?

b) Trend percentages?

¢) Common-size percentages?

10.9
Study the following data and suggest reasons for the variations among the companies..

A B C
B R
(%) (%) (%) (%) (%) (%)
Assets
Current assets, . . . . 860,000 33
i e ] 3 500,000 201 1
Nnncu;rinle assets . . ......... 1,720,000 66.7  1,990.000  79.9 1’?(1)8’883 iZ?
otal .. ... .. ... 2,580,000 100.0 2,490, ; ; '
e 2 2,490,000 1000 2,610,000 100.0
Owners’ Equity
Current liabilities. . . 400,000 15.6
litieaiele o e o s ; & 350,000  14.1
émng-tir;r} liabilities. .. ....... 800,000  31.0 1,0000000 401 l’ggg'ggg ?g'?
wne;‘s Cqulty e e 1,380,000 535  1.140.000 458 910,000  34.9
otal el et B 1B TR 2,580,000  100.0 2,490,000 100.0 2,610,000 100.0

10.12
a) Compare, analyze, and interpret the following data for Companies A and B, manufacturers of similar iron

and steel products.
b) Write a report in which you list and discuss favorable and unfavorable financial and operating tendencies.

COMPANIES A AND B
Balance Sheet Data
December 31, 1966 and 1971
(in thousands)

Company A Company B

Assels

Curront Assets
59 0.1
3,090 8.9
100 1.0
9,949 222
60 0.1

Cash, . . +eew
Marketable securities, . . . . . TR
/ ade (net)

wners' Equity . . i3t
Total Linbilities and Owners' Equity . . . . .




COMPANIES A AND B
Income Statement Items
For the Years Ended December 31, 1966 and 1971
(in thousands)

Company A Company B
1971 1966 1971 1966
(%) (%) (%) (%) (8) (%) (%) (%)
WEEBAIEE - . i oo v iwrn (o ein o e w st i 37,332 100.0 17,001 100.0 28,571 100.0 12,896 100.0
Costofgoodssold. . .. vv v v v nevonenenenn 27,492 73.6 12,539 73.4 21,166 741 7,164 55.5
Grossmarginonsales. . ....... .. c0opeoonn 9,840 26.4 4,562 26.6 7,405 25.9 5,742 4.5
Maintenanceand repairs . . . . ... i i 1,732 4.6 1,912 11.2 2,337 8.2 1,862 14.4
DIOPIRCIAEIONE 5 & a7a e hye | 8230008 TS 01 1550w airea T 1,348 3.6 171 4.5 1,362 4.8 1,235 9.6
PRI aimvamnn e e e BT T A e 279 0.7 118 0.7 110 0.4 80 0.6
Taxes (other than income) . ....... 000000, 815 2.3 146 0.9 862 3.0 398 3.1
Uncollectible receivables expense . . . . ... ..... 69 0.2 14 42 0.1 23 0.2
Otherselling expenses . .. .......cc06455+02- 2,019 5.4 516 3.0 1,312 4.6 1,020 7.9
Other administrative expenses . . . . ......v0 0 865 DS 220 1.3 563 2.0 400 3.1
Total operating eXpPenses ., .. ... oo eovoe o 7,127 19.1 3,696 21.6 6,588 231 5,018 38.9
Operating revenue . . . . ...« vvvvveronnnsas 2,713 7.3 856 5.0 817 2.8 724 5.6
Other NCOME . o cvovt v v as sromsmasseosie 62 0.2 53 0.3 793 2.8 233 1.8
Other eXPemnse . . . . ..o« oo s ot o aonessnssn 56 0.2 20 0.1 562 2.0 381 3.0
Net Tadompedd i mEa 0a Sl SREdiRaRasiadsm 2,719 7.3 889 5.2 1,048 3.6 576 4.4
* Estimated federal income taxes recorded in retained earnings.
+ Dividends paid for current year . . . ... .... 1, 410 600 400



CAPITULO 11
Working Capital and Section on Judging the Solvency of the Small
Business

111

Discuss the two definitions of working capital.

11.2

Should the amount of working capital increase 01' decrease in proportion to changes in sales volume?
Explain.

11.6
Explain the meaning of the working capital cycle.

11.7
What determines the adequacy of working capital?

11.8
List several causes of inadequacy of working capital.

11.9
What are the uses of working capital?

11.10
Determine whether each of the following transactions would:
a) Increase working capital.
b) Decrease working capital.
¢) Rave no effect on working capital
(1) Paid $4,000 cash for merchandise.
(2) $1,000 of trade accounts receivable were written off.
(3) Borrowed cash from the bank; issued a 6 percent, $10,000, 60-day note.
(4) Recorded estimated doubtful accounts expense at the end of the accounting period, $1,000.
(5)Declared and distributed a $20,000 stock dividend.
(6) Sold marketable securities which cost $7,500 for $9,000.
(7)Paid trade creditor accounts, $55,000, discount allowed, 2 percent.
(8) Recorded estimated depreciation of buildings at the end of the accounting period, $8,000.
(9) Borrowed cash from the bank; issued a $10,000, 90-day, non-interest-bearing note; the bank discount
rate was 6 percent.
(10) Received a 60-day, 6 percent, $1,000 promissory note from a customer to apply on account.
(11)Fixed assets were sold for $11,000 cash.
(12) A $10,000 cash dividend on common stock was declared.
(13) The declared dividend (above) was paid.
(14) Purchased delivery equipment, $18,500; issued a check for $15,000 and a 90-day promissory note for
the balance.



CAPITULO 12
Statement of Changes in Financial Position

12.1

Comment on the following questions:

a) What information can be obtained from the statement of changes in financial position that is not shown on
a balance sheet?

b) What information can be obtained from the balance sheet that is not shown on a statement of changes in
financial position?

c) Is it necessary to have the income statement when preparing the statement of changes in financial position?
Why?

12.3

Explain how the following should be shown on the work sheet for the statement of changes in financial
position.

a) Net loss for the year.

b) Depletion expense.

¢) Amortization of patents.

d) Receipt of cash from defendant in lawsuit.

e) Stock dividend declared and distributed.

f) Write-off of goodwill.

g) Loss on the sale of marketable securities.

h) Issued for cash at a premium, 500 shares of $100 par value preferred stock.
i) Appropriated retained earnings for sinking fund reserve.

) Retired bond s at face value.

k) Profit on sale of long-term investments.



CAPITULO 13
Introduction to Standard Ratios

13.1

Discuss:

a) The nature of standard ratios.

b) "Variations from standard ratios may reflect either weakness or strength."”

¢) The merits and limitations of standard ratios.

d) To what extent do price-level changes influence standard ratios?

e) "An ideal or model balance sheet and income statement may be constructed by using standard ratios."

f) "The best standard of comparison is the ratios of the nearest rival s of the company or of a few carefully
selected competitors whose operations are known to be similar in most respects."”

13.3
A standard ratio is a representative common or average ratio for a large number of companies in the same
line of business. Explain.



CAPITULO 14
Ratio Analysis of Working Capital

14.1
What is meant by the word "turnover"?
"The greater the turnover of merchandise, the greater the profit." Explain why this statement is or is not true.

14.2

Explain:

a) A low current ratio may reflect an inadequacy of working capital. b) Do long-term liabilities maturing
within one year of the balance sheet affect the current ratio?

c) Is the so-called "acid-test ratio" actually an "acid test"?

d) How should contingent liabilities be treated in analyzing the current financial condition of the business?
e) Is the ratio of inventory to working capital important? Explain its computation, merits, and limitations.

14.3
Discuss the "ratio of net sales to working capital" showing how it is computed and indicating its merits and
limitations.

14.4

The following statements may be true or false. If false, indicate the reasons therefor.

a) The current debt-paying ability of a company may be measured by computing the current ratio.

b) If creditors allow 60 days' credit and customers are granted 30 days' credit, the current ratio is strengthened.

14.5
Should long-term debt, which is due and payable within one year from the date of the balance sheet, be
included as a current liability even though there is no sinking fund provision fol' the payment?

14.6

Give the reasons for the following:

a) The current ratio for manufacturers of tobacco products should be higher than for manufacturers of office
equipment.

b) The current ratio for telephone companies is usually lower than for department stores.

¢) The current ratio for retail furniture stores is customarily higher than for railroad companies.

d) The current ratio is affected by the terms granted by creditors and to customers.

14.9
The Kenmore financial statements show the following items:

December 31: 1970 1971
Accounts receivable. . . .. ............ $ 39,467 $ 59,172
Estimated uncollectible receivables. . . . . . . 1,326 2,016

For the year:

Netisaloslabr s tiie SSem o e L 339,471 389,145

(2/3 of the sales were made on credit
terms of 2/30, n/60)



CAPITULO 15
Analysis of Long-term Financial Condition with a Section on Appraising
Bonds for Long-term Investment

15.5
What ratios would be used to answer the following questions?
a) Are the claims of secured creditors adequately protected?

b) How have the assets been financed?
c) Is there a satisfactory distribution of assets?



CAPITULO 16
Analysis of Income

16.1
Should the analyst expect drastic changes in income statement ratios from year to year?

16.2

"It may easily happen that the actual sales volume of a company as expressed in physical units may in crease
while the total money consideration shows a downward trend.” Explain the foregoing statement and indicate
its importance in connection with ratio analysis.

16.3

Discuss the operating ratio with particular reference to its value as a test of the efficiency of management and
of financial condition.

16.7
BODINSON HARDWARE SALES COMPANY
Income Statement Data
For the Years Ended December 31, 1970-71
(in thousands)
Items 1970 1971

Netisalesii iBmers vl i s $15,000 $16,365
Gost of goedsiseld el oo Rl 10,155 10,703
BrosSimargin s et bl o s s e, 4,845 5,662
Sellingiexpenses v i el TR 1:170 1478
General and administrative expenses . . . .. .. 480 524
Total operating expenses . ............. 1,650 1,702
@PEYatingINCoOMme . , . . . . .« c o onoiv b 3,195 3,960
OTHEeTanUIe),. .. . . o i s s el 30 33
OEReReXDense (e n vl s L e s 30 32
Income before federal income taxes . ... ... 3,195 3,961
Estimated federal income taxes . . ... ... .. 1,215 1,964
Net income after federal income taxes. . . . . . 1,980 1,997
Expenses included in foregoing items:

Maintenance and repairs. . . ... ........ 420 442

Depreciation mie- el L e 450 458

Taxes (other than income) . . . . ... ..... 270 295

Uncollectible receivables expense. . . . . . . . 15 15

Required:

a) Compute dollar and percentage changes in the data during 1971.

b) Compute common-size percentages for the two years.

¢) Write a report commenting on the changes that have taken place in the income statement items during the
two-year periodo

Fuente:

Financial Statements. Ford analysis and interpretative
Kennedy Mc Mullen
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