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Quick Review

Module 1

Accounting equation

Investing = Nonowner Financing + Owner Financing, or
Assets = Liabilities + Equity

Net Income Net Income Sales

=] = X
Return on Assets Average Assets Sales Average Assets

Module 2
Net Working Capital = Current Assets — Current Liabilities

Retained Earnings Reconciliation

Beginning retained earnings
+ Net income (loss)
— Dividends

= Ending retained earnings

Module 3

RNOA FLEV Spread
= NOPAT/Average NOA + = Average NFO/Average Equity X RNOA-NFR

Level 2 | NOPM = NOPAT/Sales | X | NOAT = Sales/Average NOA |
Level 3 | GPM = Gross Profit/Sales | | ART = Sales/Average Accounts Receivable |
OEM = Operating Expenses | INVT = Cost of Goods Sold/Average Inventory |

/Sales

| LTOAT = Sales/Average Long-Term Operating Assets |

| APT = Cost of Goods Sold/Average Accounts Payable |

| NOWCT = Sales/Average Net Operating Working Capital |
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ROE = Net Income/Average Equity

Return from
Operating Activities

Return from
Nonoperating Activities

RNOA

+ (FLEV x Spread)

RNOA = NOPAT/Average NOA

where

NOPAT is net operating profit after tax

NOA is net operating assets

Net Operating Assets (NOA) = Net Financial Obligations (NFO) + Stockholders’ Equity

NOPAT = (Sales — Operating Expenses) x [1 — (Tax Expense /Pretax Income)]

Ratio

Definition

ROE: return on equity
RNOA: return on net operating assets

NOPAT: net operating profit after tax

NOA: net operating assets

FLEV: financial leverage
NFO: net financial obligations
Spread
NFR: net financial rate
NFE: net financial expense

Net Income/Average Equity

NOPAT/Average NOA

Sales and other operating revenues less operating expenses such as
cost of sales, taxes, selling, general, and administrative; it excludes
nonoperating revenues and expenses such as those from financial
assets and liabilities

Current and long-term operating assets less current and long-term
operating liabilities; it excludes investments in securities, short- and
long-term interest-bearing debt, and capitalized lease obligations
Average NFO/Average Equity

Financial (nonoperating) obligations less financial (nonoperating) assets
RNOA — NFR

NFE/Average NFO

NOPAT — Net income; it includes interest expense less revenues from
nonoperating assets, net of tax

Distinguishing Operating and Nonoperating Assets and Liabilities

Typical GAAP Balance Sheet
[Nonoperating (Financial) Iltems Highlighted]

Current assets

Cash and cash equivalents
Short-term investments
Accounts receivable
Inventories

Prepaid expenses

Deferred income tax assets

Long-term assets

Long-term investments in securities
Property, plant & equipment, net

Natural resources

Equity method investments
Intangible assets

Deferred income tax assets
Capitalized lease assets
Other long-term assets

Current liabilities

Short-term notes and interest payable
Accounts payable

Accrued liabilities

Deferred income tax liabilities
Current maturities of long-term debt

Long-term liabilities

Bonds and notes payable

Capitalized lease obligations

Pension and other postretirement liabilities
Deferred income tax liabilities

Minority interest

Total stockholders’ equity
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Simplified Operating and Nonoperating Balance Sheet

Assets Liabilities

Net Operating Assets (NOA) ... ... .. Current Operating Assets Current Operating Liabilities

i = (e Long-Term Operating Assets Long-Term Operating Liabilities
Net Financial Obligations (NFO) . . ... Financial Assets Financial Obligations

(Liabilities — Assets) (Nonoperating) (Nonoperating)

Equity
Equity (NOA-NFO) ............... | Stockholders’ Equity |
Total Assets Total Liabilities and Equity

Distinguishing Operating, Nonoperating, Core, and Transitory Income

Core Transitory
Operating ........... Sales; cost of goods sold; selling, general Gains and losses on sales of operating
and administrative expenses; research assets; operating asset write-downs;
and advertising expenses; income taxes nonrecurring restructuring accruals
Nonoperating ........ Interest revenues and expenses; dividend Debt retirement gains and losses; gains
revenues; hedging gains and losses and losses on discontinued operations

RNOA = NOPAT/Average Net Operating Assets = NOPAT/Sales x Sales/Average Net Operating Assets

Margin Turnover

Net Operating Profit Margin Analysis

Gross Profit Margin (GPM) = Gross Profit/Sales
Operating Expense Margin (OEM) = Operating Expenses/Sales

Net Operating Asset Turnover Analysis

Net Operating Asset Turnover (NOAT) = Sales/Average Net Operating Assets

Accounts Receiable Turnover (ART) = Sales/Average Accounts Receivable

Average Collection Period = Accounts Receivable/Average Daily Sales

Inventory Turnover (INVT) = Cost of Goods Sold/Average Inventory

Average Inventory Days Outstanding = Inventory/Average Daily Cost of Goods Sold

Long-Term Operating Asset Turnover (LTOAT) = Sales/Average Long-Term Operating Assets

Accounts Payable Turnover (APT) = Cost of Goods Sold/Average Accounts Payable

Net Operating Working Capital Turnover (NOWCT) = Net Sales/Average Net Operating Working Capital

Modified Average  Modified Average
Average Cash Cycle = Average Collection Period + Inventory Days — Payable Days
Outstanding Outstanding

Liquidity and Solvency Analysis

Current Ratio = Current Assets/Current Liabilities

Quick Ratio = (Cash + Marketable Securities + Accounts Receivables)/Current Liabilities
Debt-to-Equity = Total Liabilities/Stockholders’ Equity

Long-Term Debt-to-Equity = Long-Term Debt/Stockholders’ Equity

o






