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CP 13–1
		Acid–test ratio
		Current ratio
		Return on shareholders’ equity
		Times interest earned
		Earnings per share
		Accounts receivable collection period
		Sales to total assets
		Dividend yield
		Price–to–earnings ratio
		Number of days of sales in inventory
		Debt to shareholders’ equity ratio
		Net profit ratio
		Accounts receivable collection period
		Return on total assets


CP 13–2
1. Current ratio 
	
	
	Year
	

	Calculations
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


Definition/interpretation
	

	

	

	

	

	

	


2. Acid–test ratio 
	
	
	Year
	

	Calculations
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


Definition/interpretation
	

	

	

	

	

	





CP 13–2 continued
3.
	

	

	

	

	

	

	


4.
	

		Statement of Financial Position

	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	





CP 13–3
Gross profit ratio 
	
	
	Year

	Calculations
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Analysis
	

	

	

	

	

	

	


Net profit ratio
	
	
	Year

	Calculations
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Analysis
	

	

	

	

	

	





CP 13–4
Price-earnings ratio
	
	
	Company

	Calculations
	
	A
	
	B
	
	C

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Analysis
	

	

	

	


Dividend yield
	
	
	Company

	Calculations
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	

	
	
	
	
	
	
	


Analysis
	

	

	

	

	





CP 13–5
	
	
	(a)
2018
	
	(b)
2017
	
	
(a) – (b)
	
	
% change

	Sales
Cost of goods sold
	
	$2,520
1,890
	
	$1,440
960
	
	
	
	

	Gross profit
Other expenses
	
	630
510
	
	480
430
	
	
	
	

	Net income
	
	$   120
	
	$   50
	
	
	
	


Analysis
	

	

	

	

	

	

	

	

	

	





CP 13–6
	
	
	Effect on ratio

	
Transaction
	
Ratio
	
Inc.
	
Dec.
	No change

	Declared a cash dividend
	Current ratio
	
	
	

	Wrote-off an uncollectible account receivable
	Accounts receivable collection period
	
	
	

	Purchased inventory on account
	Acid–test ratio
	
	
	

	Issued 10–year bonds to acquire capital assets
	Return on total assets
	
	
	

	Issued additional shares for cash
	Debt to shareholders’ equity ratio
	
	
	

	Declared a share dividend on common shares
	Earnings per share
	
	
	

	Restricted part of retained earnings
	Return on shareholders’ equity
	
	
	

	Purchased supplies on account
	Current ratio
	
	
	

	Paid a short–term creditor in full
	Acid–test ratio
	
	
	

	Paid an account payable, taking the cash discount
	Number of days sales in inventory
	
	
	






CP 13–7
1.a. Return on total assets 
	

	

	

	

	

	


  b. Return on shareholders’ equity 
	

	

	

	

	

	


  c. Times interest earned ratio 
	

	

	

	

	

	


  d. Earnings per share 
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  e. Number of days of sales in inventory
	

	

	

	

	

	


  f. Accounts receivable collection period 
	

	

	

	

	

	


  g. Sales to total assets ratio 
	

	

	

	

	

	


  h. Current ratio 
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  i. Acid-test ratio 
	

	

	

	

	

	

	

	


  j. Debt to shareholders’ equity ratio 
	

	

	

	

	

	

	

	


2. The following ratios are measures of liquidity:
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3.
	

		Statement of Financial Position

	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	



	

		Income Statement
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4. Scott formula
	

Year
	
Return on operating capital
	
+
	
Return on leveraging
	
=
	Return on shareholders’ equity

	
	(1)
	x
	(2)
	+
	
	(3)
	
	x
	(4)
	=
	(5)

	
	
	
x
	
	
+
	
	
–
	
	
x
	
	
=
	

	
	
	
	
	
	
	
	
	
	
	
	

	=
	
	x
	
	+
	
	
	
	x
	
	=
	

	=
	
	
	
	+
	
	
	
	
	
	=
	


CP 13–8
1. Current ratio
	

	

	

	

	

	

	


2. Return on total assets
	

	

	

	

	

	

	

	





CP 13–8 continued
3. Sales to total assets ratio
	

	

	

	

	

	


4. Acid-test ratio
	

	

	

	

	

	

	

	


5. Times interest earned ratio 
	

	

	

	

	

	


6. Earnings per common share 
	

	

	

	

	





CP 13–8 continued
7. Accounts receivable collection period 
	

	

	

	

	

	

	

	


8. Return on shareholders’ equity 
	

	

	

	

	

	

	

	

	

	

	

	

	

	





CP 13–8 continued
9. Scott formula 
	

Year
	
Return on operating capital
	
+
	
Return on leveraging
	
=
	Return on shareholders’ equity

	
	(1)
	x
	(2)
	+
	
	(3)
	
	x
	(4)
	=
	(5)

	
	
	
x
	
	
+
	
	
–
	
	
x
	
	
=
	

	
	
	
	
	
	
	
	
	
	
	
	

	=
	
	x
	
	+
	
	
	
	x
	
	=
	

	=
	
	
	
	+
	
	
	
	
	
	=
	


Calculations
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	





CP 13–9
1. Current liabilities
	

	

	

	

	

	

	

	

	


2. Inventory
	

	

	

	

	

	

	

	

	


3. Accounts receivable collection period
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4. Number of days of sales in inventory
	

	

	

	

	

	

	

	

	

	

	


5. Revenue operating 
	

	

	

	

	

	

	

	

	

	

	





CP 13–10
1. 	
	
	
	Effect on current ratio
	

	
	
Transaction
	
Inc.
	
Dec.
	No change
	

	a.
	Bought $20,000 of merchandize on account (the company uses a perpetual inventory system)
	
	
	
	

	b.
	Sold for $10,000 cash, merchandize that cost $5,000
	
	
	
	

	c.
	Collected a $2,500 account receivable
	
	
	
	

	d.
	Paid a $10,000 account payable
	
	
	
	

	e.
	Wrote off a $1,500 bad debt against the allowance for doubtful accounts
	
	
	

	

	f.
	Declared a $1 per–share cash dividend on the 10,000 outstanding common shares
	
	

	
	

	g.
	Paid the dividend declared above
	
	
	
	

	h.
	Borrowed $10,000 from a bank by assuming a 60–day, 10 per cent loan
	
	

	
	

	i.
	Borrowed $25,000 from a bank by placing a 10–year mortgage on the plant
	

	
	
	

	j.
	Used the $25,000 proceeds of the mortgage to buy additional machinery
	
	

	
	





CP 13–10 continued
2. a. Current ratio 
	
	
	
	Transaction effects
	

	
	
	May 1 Bal.
	
(a)
	
(b)
	
(c)
	
(d)
	
(e)
	
(f)
	
(g)
	
(h)
	
(i)
	
(j)
	May 31 Bal.

	Current assets 
	X
	$200
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Current liabilities 
	y
	$80
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Current ratio 
	x/y
	2.5
	
	
	
	
	
	
	
	
	
	
	


b.  Acid–test ratio
	
	
	
	Transaction effects
	

	
	
	May 1 Bal.
	
(a)
	
(b)
	
(c)
	
(d)
	
(e)
	
(f)
	
(g)
	
(h)
	
(i)
	
(j)
	May 31 Bal.

	Quick assets 
	X
	$200
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Current liabilities 
	y
	$80
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Acid test ratio 
	x/y
	2.5
	
	
	
	
	
	
	
	
	
	
	





P 13–1
1. a. Current ratio 
	

	

	

	

	


b. Acid-test ratio 
	

	

	

	

	


c. Debt to shareholders’ equity ratio 
	

	

	

	

	


2. 
	

	

	

	

	

	

	

	





P 13–1 continued
3. 
	

	

	

	

	

	


P 13–2
1. a. Current ratio
	

	

	

	

	

	

	

	

	

	


b. Acid-test ratio
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c. Accounts receivable collection period
	

	

	

	

	

	

	

	

	


d. Number of days of sales in inventory
	

	

	

	

	

	

	


e. Debt to shareholders’ equity ratio 
	

	

	

	

	

	

	

	

	

	

	





P 13–2 continued
f. Return on shareholders’ equity
	

	

	

	

	

	

	

	

	


g. Earnings per share
	

	

	

	

	

	

	

	

	


2. Dividends paid on common shares
	

	

	

	

	

	

	

	

	





P 13–2 continued
3.Observations
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4. Restatement for Scott formula analysis
	

		Statement of Financial Position

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	





P 13–2 continued
	

		Income Statement

	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


5. Scott Formula
	

Year
	
Return on operating capital
	
+
	
Return on leveraging
	
=
	Return on shareholders’ equity

	
	(1)
	x
	(2)
	+
	
	(3)
	
	x
	(4)
	=
	(5)

	
	
	
x
	
	
+
	
	
–
	
	
x
	
	
=
	

	
	
	
	
	
	
	
	
	
	
	
	

	=
	
	x
	
	+
	
	
	
	x
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P 13–2 continued
Analysis
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	





P 13–3
	

		Statement of Financial Position

	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


Calculations
	

	

	

	

	

	

	

	

	

	



P 13–4
1. 
	
	
	Common Size Percentages

	
	
	2020
	
	2019
	
	2018

	Sales
	
	
	
	
	
	

	Cost of goods sold
	
	
	
	
	
	

	Gross profit
	
	
	
	
	
	

	Other expenses
	
	
	
	
	
	

	Net income
	
	
	
	
	
	


2. Analysis
	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	

	





P 13–5
	

		Statement of Financial Position
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Calculations
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