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Chapter 12 Anafysiv af Fimanciol S

4. ROE is calculsiod as the relam on assels multiphiod by the eguily
muliplier. The equity maliiplicr, defined as tal assets divided by
commmen equity, is a measure of debt utilizasion; the more debt a firm
uses, the kwer its equity, and the higher the equity mmltiplier. Thus,
using more debit will imcrense the equity mustiiplicr, resuliimg in a higher
ROE,

5. Renvm on fevestmew relaes 1o income camed on the capital isvested in
the business frm Unsatisfactory RO could possibly lead 1o withdrawal
all capital provided by mvestors which could ressh o the demise of the
business.

6. Reler o pages 247, 248 and 252,

T, Example: If & company defers or postpores o regulss maintenance and
repair activity with & view of reducing cumremt year's expesses. Such act
may i the bong-run bring about unfavorshle outcomes such as delays in
production, poor product quality, ete.

B. Ligwidify s the firm’s ability 0 meot cash needs as they anse such as
paymeml of accownis payable, bank loans amd opersting expenses.
Liguidity is cruclal o the fiom’s servival beesuse if the company is
unable 8o Fulfill is oblgasons, operations could be disnipled that could
result to its closure.

9, Showr-revm feaders - liquidity becasse their concem s with the firm's
ahility i pay shori-term ohligatsons as they come due.

Long-gem lemiders - leverage because they are concemned wilh the
nelationship of debd 1o iotal assets. They also will examine profitability o
insure that imterest payments can be made.

Srookboiders — profitability bocause they are comoomod with the
secondary consideration givem 1o debit willization, liquidiny amd other
ratios, Siece siockholders are the ultimate owners of the firm, they are
prienanly concerned with profits or the retam o (Beir investment.

I If the sccounts meceivable mmover mtio s decreasing, sccounts
receivable will be on the books for a lenger period of time, This. means
ithe avernge collection period will he mcreasing.
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