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Exercise 1:
Compute four ratios that measure the ability to earn profits 
for Harmon Decor Inc., whose comparative income 
statements follow:



Did the company’s performance improve or deteriorate during 2010?



Solution



Exercise 2:
Net Sales, net income and total assets for Amble Shipping Inc., 
for a five-year period follow:

1. Compute trend percentages for each item for 2007 through 2010. Use 
2006 as the base year and round to the nearest percent.
2. Compute the rate of return on net sales for 2008 through 2010, 
rounding to three decimal places.
3. How does Amble Shipping’s return on net sales compare with that of 
the industry? In the shipping industry, rates above 5% are considered 
good and rates above 7% are outstanding 



Solution



Exercise 3:
Top Managers of McDonough Products Inc., have asked you for your 
help in comparing the company’s profit performance and financial 
position with the average for the industry. The accountant has given 
you the company’s income statement and balance sheet and also the 
following data for the industry:





Requirements:
1.Prepare a common size income statement and balance sheet for McDonough 
Products. The first column of each statement should present McDonough Product’s 
common size statement, and the second column should show the industry averages.

2.For the profitability analysis, compute McDonough Products’ a) ratio of gross profit to 
net sales, b) ratio of operating income to net sales, and c) ratio of net income to net 
sales. Compare these figures with the industry averages. Is McDonough Products’ profit 
performance better of worse than the average in the industry?

3.For the analysis of financial position, compute McDonough Products’ a) ratio of 
current assets and current liabilities to total assets and b) ratio of shareholders’ equity 
to total assets. Compare these ratios with the industry averages. Is McDonough 
Products’ financial position better or worse than the average for the industry?



Solution



Solution (cont)



Exercise 4:
Financial statement data of GreatLand Engineering include the following items:

Requirements
1.Compute GreatLand’s current ratio, debt ratio and EPS.

2. Compute the three ratios after evaluating the effect of each transaction that follows.   
Consider each transaction separately

a.Borrowed $135.000 on a long term note payable
b.Issued 40.000 ordinary shares, receiving cash of $360.000
c.Paid Short term notes payable $28.000
d.Purchased inventory of $44.000 on crrdit
e.Received cash from debtors $16.000



Solution



Exercise 5:
Assume that you are considering purchasing shares as an investment. You have narrowed 
the choice to DVR.com and Express Shops and have asembled the following data.



Your strategy is to invest in companies that have low price/earnings ratios but appear to be 
in good shape financially. Assume that you have analysed all other factors and that your 
decision depends on the results of ratio analysis.

Requirements
Compute the following ratios for both companies for the current year and decide which 
company’s shares better fits your investment strategy
a)Acid-test ratio
b)Inventory turnover
c)Receivables resident period
d)Debt ratio
e)Times interest earned ratio 



Solution



Solution (cont)


