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Inferring Information from the ROE Model

In this chapter, we discussed the ROE profit driver (or DuPont model). Using that framework, find the
‘missing amount in each case that follows:

Case 1: ROE is 10 percent; net income is $200,000; asset turnover ratio is 5 and net sales are
$1,000,000. What s the amount of average stockholders’ equity?

Case 2: Net income is $1,500,000; net sales are $8,000,000; average stockholders® equity is
$12,000,000; ROE is 22 percent; and asset tumover ratio is 8. What is the amount of average total
assets? ift\__

Case 3: ROE s 15 percent; nief profit margin is 10 percent; asset turnover ratio is 5; and average total
assets are $1,000,000, What is the amount of average stockholders” equity?

Case 4: Net income is $500,000; ROE is 8 percent; asset tumover ratio is 5; net sales are $1,000,000;
and financial leverage is 2. What is the anioynt of average total asspts?
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EXHIBIT 8.7

Situations that create
deferred tax assets and
liabilities

Creates a Deferred Tax Asset Creates a Deferred Tax Liability

GARP revenue is: Lower than taxable revenue Higher than tazble
GARP expense is: Higherthan bl reygne” Lower than taxable expense

delays an obligation, it results in the creation of a liability. Since these assets and liabilities are
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Shareholders’ equity:
Common stock, no par value; 1,800,000 shares
authorized; 929,277 and 915,970 shares issued

and outstanding, respectively 13,774
Retained eamings 62,841
Total sharcholders’ equity 76,615
Total liabilities and shareholders’ equity $116,371

*Apple’s statements have been simplified for purposes of our discussion.
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APPLE INC.
Consolidated Statements of Shareholders’ Equity (partial)*
(In millions, except number of shares which are reflected in thousands)

Common Stock Total

Retained  Stockholders’
Shares Amount  Earnings Equity

Balances as of September 25, 2010 915,970 $47,791
Net income 25,992
Dividends declared

Stock issued 2832
Stock repurchased

Balances as of September 24, 2011 929,277 $13,774 $62,841 $76,615

*Apple’s statements have been simplified for purposes of our discussion.
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Direct

Indirect

Cash collected from customers
Cash payments for interest

Cash payments to suppliers

Cash payments for other expenses
Cash payments for income taxes

Net cash provided by operating activities

$598115
119
(379,391)

Net income
Depreciation
Changes in operating assets and liabilities

*”MI-

(21,896)
$ 50425

Net cash provided by operating activities

$40,754
10,771
(1,100)

$50,425





