CASE 1–3
Comparative Analysis: Credit and Equity Analysis
Two companies competing in the same industry are being evaluated by a bank that can lend money to only one of them. Summary information from the financial statements of the two companies follows:
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Accounts receivable turnover, Sigma, 13.5 times
Required:
a.  Compute the current ratio, acid-test ratio, accounts (including notes) receivable turnover, inventory turnover, days’ sales in inventory, and days’ sales in receivables for both companies. Identify the company that you consider to be the better short-term credit risk and explain why.
b.  Compute the net profit margin, total asset turnover, return on total assets, and return on common stockholders’ equity for both companies. Assuming that each company paid cash dividends of $1.50 per share and each company’s stock can be purchased at $25 per share, compute their price-earnings ratios and dividend yields. Identify which company’s stock you would recommend as the better investment and explain why.
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Data ffom the curtent ear-end balance shest

pssets
Cash $ 18500 § 33,000
pccounts receivable, net /A0 50,400
Notes feceivable trade) 8100 5200
Merchandise inventory 8440 131500
Prepad expenses 4000 530
Plant and equipmen, net 284000 303400

Total assets B340 §53 450

$780.200
532,500
11,000
19,300

Company.
Data from the curent years income tatement:
Sales $560,000
Cast of goods sod 485,100
Interest expense 6,200
Incame tax expense 12800
Net income 7,770
Basic samings per share Lo
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Linkahies and Stockhokics Equly Aczounts rceivable, net ......$ 28800 § 53200
Curtent abiltes $ 60340 § 92300 ytos csiaple (rae) o 0
Longtem notes pajable TO0 00000 o ey L
common stok,§5 par value .. 175000 205000 e Byt e
Reained eaings 119300 139150 i stock, 45 parvale ... 175000 205,000
ot liiesand equy ... §434 40 536,450 Retaned eamings @200 90500





