Req&%xed

Required

(a) Compare and evaluate the strengths and weaknesses of ABC and XYZ
Companies. ' '

(b) Calculate the price-to-earnings (P/E) ratios for both firms. E;(piam what
a P/E ratio telis an analyst. What could be the cause of the difference be-
tween ABC’s and XYZ's I’/E ratios? . ey v

6.8 ABC Company andm&nhpaﬂy are competitors in the manutacturing
industry. The following ratios and financial information have been com-
piled for these two companies for the most recent year:

Financial ratios ABC XYZ
Liguidity

Current (timesg) G.92 1.51
Caick (times) 061 1.20
Cash flow liquidity (times) 0.35 0.85
Cash flow from operations (in millons of §) 955 2,520
Activity

Accounts receivable turnover (times} 548 6.20
Inventory turnover {times) 475 4.00
Payables turnover (fimes) 2.82 3.55
Fixed asset turnover (times) 2.49 362
Total asset turnover (times) 1.10 1.10
Leverage

Debtratio (%) 76.02 51.21
Times interest earned (times) 12.31 17.28
Cash intterest coverage (times) 9.89 30.19
Cash flow adequacy (times) .43 1.35
Profitability

Gross profit margin {%) 43.08 43,11
Operating profit margin (%) 16.23 8.84
Net profit margin (%) 11.26 4.80
Cash flow margin (%) 6.98 12.59
Retumn on assets (%) 977 463
Return on equity (%} 40.86 10.23
Cash return on assets (%) 6.87 12.54
Earnings per share 4.59 1.19

Closing stock price _$41 per share $35 per share




