Chapter 2 Introduction to Financial Statement Analysis
Problems 19, 20, 22, 26, 27, 34 
[bookmark: _GoBack]
19.		Plan: The problem presents us with some raw financial information for General Electric. While useful, this raw financial information is not well suited to support financial analysis of General Electric and to answer such questions as: How has the stock market valued GE? How much debt does GE use relative to the equity financing that GE uses? How valuable, in today’s dollars, is GE?
		To answer these and other questions we must compute key ratios and current market values as opposed to historical cost values.
		Execute:


a.	 
 

b.	

	 

c.	(billion)
		Evaluate:  GE has a market-to-book ratio of 1.93. Over time, equity investors invested $123B in GE; today that equity investment is worth $236.9B (or 1.93 times more). This indicates that GE’s management has run the firm well, and equity investors expect strong results in the future.


		GE has a book debt-equity ratio of 3.23. Over time, equity investors invested $123B in GE and debt investors invested $397B (or 3.23 times more). This would indicate that GE is very heavily financed with debt. But remember these are book values. In part (a) above, we calculated that GE’s equity is valued at $236.9B in today’s dollars. The market d-e ratio provides a very different picture.
		GE has an enterprise value of $543.9B. In today’s dollars investors value the entire company 
as having this value. 

20.	a.	Apple’s current ratio 

b.	Apple’s quick ratio 
c.	Apple’s higher current and quick ratios demonstrate that it has higher asset liquidity than does 	Dell. This means that in a pinch, Apple has more liquidity to draw on than does Dell
22.	In fiscal year 2011, Starbucks Corporation (SBUX) had revenue of $11.70 billion, gross profit of $6.75 billion, and net income of $1.25 billion. Peet’s Coffee and Tea (PEET) had revenue of $372 million, gross profit of $72.7 million, and net income of $17.8 million.
a.	Compare the gross margins for Starbucks and Peet’s.
b.	Compare the net profit margins for Starbucks and Peet’s.
c.	Which firm was more profitable in 2011?


a.	Starbucks’ gross margin =; Peet’s gross margin =.
26.	Using operating income as a multiple of interest to compute interest coverage, we have: operating income = 0.10  $30 million = $3 million, so its interest coverage is $3 million/$1 million = 3 times
27.	Plan:  First, we must compute Ladders’ net income using the fact that net profit margin is net income/sales. Then we can compute the ROE as net income/book equity and the ROA as net income/book assets. 
		Execute:
		First, compute Ladders’ net income: 0.05  $50 million  $2.5 million. 
		ROE  Net Income/Book Equity  $2.5 million/$40 million  6.25% 
		ROA  Net Income/Book Assets  $2.5 million/($30 million  $40 million)  3.57%
		Evaluate:  ROE measure the net income (to shareholders) as a percentage of the book value of their investment. ROA measures the net income (to shareholders) as a percentage of the book value of all the assets used to generate the income. A firm with positive book equity and some debt will always have a lower ROA than ROE. ROA and ROE will be the same for a firm with no liabilities.  

34.	Plan:  Use the DuPont Identity to perform the analysis: Net Profit Margin  Total Asset Turnover  Total Assets/Equity
		Execute:
a.	3.5%  1.8  44/18  15.4%
b.	4%  1.8  44/18  17.6%
c.	4%  (1.8  1.2)  44/18  21.1%
		Evaluate:  The analysis demonstrates different ways that a company can increase its overall ROE—by increasing its net profit margin or its asset turnover. 
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