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INTEROFFICE MEMORANDUM

TO: Distribution DATE: 25 April 1994
FROM:  Joe Magee

DEPT: Corporate Shared Service Center

PHONE: 223-2740
LOCATION: MLO3-5/36B
E-MAIL: @MLO

SUBJECT: Digital Q3, FY94 Financial Results

Enclosed is a hardcopy package of Digital's Q3, FY94 financial results. This package is
distributed to senior managers for use by their staffs, with customers or Digital business
partners.

The composition of the packet includes a series of summary messages which highlight
the quarter's performance as regards operations, revenue, expenses, etc.. This is
followed by a number of tables which contain a profit and loss statement, a cash flow
report, and a balance sheet analysis as compared to last year's results. Next, there are
fifteen graphs which chart the trend of major P&L lines and balance sheet activity for the
last ten quarters. Also included within the package are schedules which compare the
revenue and profit performance of fourteen of our competitors and a ten quarter
comparison between IBM and HP

Finance mangers who support the Senior Leadership Team, please note that team
members have received the SLT Results Communications Package. That package is
limited to an internal Digital audience. This is due to "company confidential" material such
as comparisons to the Revised Plan, the impact of currency, and pricing/mix BFA analysis.
Conversly, the contents of this attached package can be shared with an external
audience.

Please call me at DTN 223-2740 if you have any questions.

Overhead Transparencies:

There are color overhead transparencies of this package which may be borrowed from our
library at any time. Graphs of the latest ten year financial history of the company are also
available in color overhead transparencies. If you wish to borrow them, please contact
Joe Magee at 223-2740 or E-Mail at ROLAID::Magee_J. In order to insure timely delivery
and availability of the information, we ask that you contact our office at least forty-eight
hours in advance.

Regards,
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Digital Equipment Corporation
Q3, FY94 Summary Results

Total Revenue

Q3, FY94

*

Revenue was down (6)%, or $(195)M year-over-year. Revenue was flat vs. the prior
quarter.

Product revenue was impacted by a continued shift to low-end products.
Alpha/AXP revenue grew 66% from Q2, FY94.
Alpha/AXP was 27% of systems sales (15% of total product sales).

Service revenue was down year-over-year due to pricing pressure and an unfavorable
currency impact.




Digital Equipment Corporation
Q3, FY94 Summary Results

Gross Margin

Q3, FY94
* Total gross margin declined year-over-year due to a continued shift to
low-end products, competitive pricing pressures, and the impact of
currency.

* Total gross margin declined (6) points year-over-year from 39.8% to
33.8%
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Digital Equipment Corporation
Q3, FY94 Summary Results

Expenses

Q3, FY9%4
* R&D, SG&A spending declined substantially year-over-year in absolute dollars,
and as a percent of revenue.

* R&D dropped by $(34)M or (10)% year-over-year.

* SG&A declined by $(96)M or (9)% year-over-year.




Digital Equipment Corporation
Q3, FY94 Summary Results

Operating Profit and Profit After Tax

Q3, FY94

* The Q3, FY94 Operating loss was $(170)M. This was $(142)M worse than Q3,
FY93 and $(104)M worse than Q2, FY94.




Digital Equipment Corporation
Q3, FY94 Summary Results

Balance Sheet

Q3, FY94

*

With $1.3B in cash at the end of the quarter we continue to have sufficient
funds for operating, investing, and restructuring activities.

DSO of 81 days was 3 days worse than Q3, FY93 .

Ending net inventory of $2,165M refiected a $214M increase over
Q2,FY94.

Capital spending continues to place priority on equipment and technology
development, including spending on semiconductors and tooling. Total
spending was $166M compared to $102M in Q3, FY93.




Digital Equipment Corporation
Q3, FY94 Summary Results

Restructuring/Population

Q3, FY94

* The total population was about 92,000.

Since the start of the restructuring program, total population reduction has
resulted in annualized cost eliminations of $2.1B.
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| |
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INTEROFFICE MEMORANDUM

TO: Distribution DATE: 16 August 1994
FROM: Joe Magee
DEPT: Corporate Shared Service Center
PHONE: 223-2740
LOCATION: MLO3-5/36B
E-MAIL: @MLO

SUBJECT: Digital Q4 FY94 Financial Results

Enclosed is a hardcopy package of Digital's Q4, FY94 and full year FY94 financial
results. This package is distributed to senior managers for use by their staffs, with
customers or Digital business partners.

The composition of the packet includes a series of summary messages which highlight
the quarter's and year's performance as regards operations, revenue, expenses, efc..

This is followed by a number of tables which contain a profit and loss statement, a cash
flow report, and a balance sheet analysis as compared to last years results for the quarter
and for the year. Next, there are a number of graphs which chart the trend of major P&L
lines and balance sheet activity for the last ten quarters. This is followed by graphs
showing various trends over the last ten years. Also included, are schedules which
compare the revenue and profit performance of a select group of our competitors during
the last quarter and over the last ten years.

Finance mangers who support the Senior Leadership Team, please note that team
members have received the SLT Results Communications Package. That package is
limited to an internal Digital audience. This is due to "company confidential” material such
as comparisons to the Revised Plan, the impact of currency, and pricing/mix BFA analysis.
Conversely, the contents of this attached package can be shared with an external
audience.

Please note, to accomodate SEC regulations, some graphs which contain adjusted
("excluding one-time charges") values now also include the numbers as reported. These
graphs will reflect the adjusted numbers as data values, however, the reported values will
be shown at the bottom of the page.

Please call me at DTN 223-2740 if you have any questions. .

Overhead Transparencies:

There are color overhead transparencies of this package which may be borrowed from our
library at any time. If you wish to borrow them, please contact Joe Magee at 223-2740 or
E-Mail at ROLAID::Magee_J. In order to insure timely delivery and availability of the
information, we ask that you contact our office at least forty-eight hours in advance.
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Digital Equipment Corporation
Q4 & FY94 Summary Results

Total Revenue

Q4, FY94
* Revenue was fiat year-over-year, but grew 20.4%, or $664M, vs. the prior quarter.

* Year-over-year product growth of 7% was offset by a decline in service growth, (7)%.
* Revenue grew in the U.S. and Asia while declining in Europe.

* Alpha AXP revenues now represent 31.5% of systems revenue, and over 50% of
systems revenue excluding Intel PCs.

* Unit volumes almost doubled year-over-year, driven by growth in Intel PCs.

Total FY94
* Total revenue declined by (6.4)%, $(921)M, year-over-year due to:
Product competitive pricing pressures
Services revenue decline related to lower services content in low-end
products
Significant weakness in Europe

* In Q4, Alpha AXP systems/servers revenue exceeded VAX.

* Alpha AXP grew 3.5X vs. FYS93.




Digital Equipment Corporation
Q4 & FY94 Summary Results

Gross Margin

Q4, FY94 & FY94
* Total gross margin declined year-over-year.

Product gross margin declined year-over-year due to competitive pricing
and a greater contribution of revenue from our channel partners.

Services gross margin declined due to pricing pressure in the highly
competitive multi-vendor and consulting services.

|

|
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Digital Equipment Corporation
Q4 & FY94 Summary Results

Expenses

Q4, FY94
* R&D and SG&A expenses both dropped year-over-year in absolute dollars and as

a percent of revenue.

* R&D dropped by $(30)M, or (8)%, year-over-year.

* SG&A declined by $(106)M, or (10)%, year-over-year.

Total

FY94
R&D and SG&A expenses both dropped year-over-year in absolute dollars and

as a percent of revenue.

R&D spending fell by $(229)M, or (15),% year-over-year.

R&D expenses are benefitting from an increased focus on investments in key
technologies.

SG&A spending dropped by $(729)M, or (16)%, year-over-year.

SG&A expense improvement is the result of a focus on restructuring
administrative systems.




Digital Equipment Corporation
FY94 Summary Results

Profit

Q4, FYs4

* Q4, 94 was unprofitable. Operating Profit (operating results only) was
$(146)M.

-

PAT (operating results only) was $(273)M worse than prior year. However,
it was an improvement over Q3, FY94.

Total FY94
* FY94 was unprofitable, which was disappointing.

* The decline in both products and services revenue, coupled with the
continuing pressure on gross margins from competitive pricing and growth
in the low-end margin products and services, negatively impacted
profitability.

* PAT (operating results only) was $(268)M worse than prior year.




Digital Equipment Corporation
Q4 & FY94 Summary Results

lan heet

Q4, FY94
* A positive cash flow was generated from operations in Q4, FY94.

* Q4, FY94 PP&E turns were 5.0X, up 0.1 turns from Q4, FYS3.

* Q4, Inventory turns were 5.2X, the same as Q4, FY83, but up 1.0 turns
from Q3, FY94.

Total FY94
* Ending cash was $1.2B. This strong position is primarily due to agressive
inventory management, strong cash collection and strict adherence to
corporate disbursement policies.

* Total capital spending was $682M. Semiconductor investments were a
substantial part of this spending.

* Ending net inventory was $2.1B with an annual net turns of 4.7X , a decrease
of 0.4 turns from FY93.




Digital Equipment Corporation
Q4 & FY94 Summary Results

Restructuring/Population

Q4, FY94 and FY94

-

-

The total population is about 83,000.

The employee population has declined by approximately 11,500 or (12)% over
the last twelve months.

The Q4, FY94 workforce reduction of about 7,000 resulted in annual
savings of approximately $380M.

Since the inception of the restructuring program, approxiamately 47,500
positions have been eliminated. Resulting in annual savings of around
$2,470M.

In Q4, FY94 a restructuring charge of $1.2B was taken.
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Digital Business Model
Q4,FY9%4 Actual *

Financial
Leverage

Ratio

% NOR

Operating 3
| Asset e After Tax
Turns

51 Bo Bnd B
s e ARARGIEY R N ; o Ly
Inventory PP&E Operating Tax Rate
DSO Turns Turns fit
Margin
Corp SSC:wm:qd_Sddup.pre *Excludes one-time charges.

Company Confidential 12-Aug-1994
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RESEARCH & ENGINEERING EXPENSE
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Digital Equipment Corporation

Q1, FY95

Financial Results

By: Corporate Shared Service Center




INTEROFFICE MEMORANDUM

TO: Distribution Date: 20 October 1994
From: Mirtzi Nicholas

Dept: Corporate Shared Service Center

DTN: 223-1924
Loc.: MLO3-5/A16

SUBJECT: Digital Equipment Corporation Q1, FY95 Financial Results

Enclosed is a hard copy package of Digital's Q1, FY95 financial results. This package is
distributed to senior managers for use by their staffs with customers or Digital business parters.

The composition of the package includes a series of summary messages which highlight the
quarter's performance as regards to operations, revenue, expenses, etc. This is followed by a
number of tables which contain a profit and loss statement, a cash flow report and a balance sheet
analysis as compared to last year's results for the quarter. Next are a number of graphs which
chart the trend of major P&L lines and balance sheet activity for the last ten quarters. Also
included are schedules which compare the revenue and profit performance of a selected group of
our competitors during the last quarter.

Finance managers who support the Senior Leadership Team please note: team members have
received the SLT Results Communications Package which is limited to an internal Digital
audience due to "Company Confidential" material such as comparisons to Plan, the impact of
currency and pricing/mix BFA analysis. Conversely, the contents of this package can be shared
with an external audience.

Please note: to accommodate SEC regulations, some graphs which contain adjusted ("excluding
one-time charges") values now also include the numbers as reported. These graphs will reflect the
adjusted numbers as data values, however the reported values will be shown at the bottom of the

page.

Overhead Transparencies:

There are color overhead transparencies of the graphs in this package which may be borrowed
from our library at any time. If you wish to borrow them, please contact me at DTN 223-1924 or
E-mail at ASABET::MNICHOLAS. In order to insure timely delivery and availability of the
information, we ask that you contact our office af least forty-eight hours in advance.
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DIGITAL EQUIPMENT CORPORATION
Q1, FY95 Summary Results

REVENUE

¢ Total revenue grew year-over-year 4%
(6% in products, 1% in services).

e Alpha AXP revenues, $321M, grew by 138% from Q1, FY94.

® Product revenue sales through indirect channels were 57% in
Q1, FY95 versus 41% in Q1, FY94.




Digital Equipment Corporation
Q1, FY95 Summary Results - continued

GROSS MARGIN

® Gross Margin is stabilizing.

* Product gross margin improved quarter-over-quarter for the first
time since Q2, FY93.

* Services gross margin increased slightly year-over-year.



Digital Equipment Corporation
QL, FY95 Summary Results - continued |

EXPENSES

® R&D, SG&A spending declined year-over-year in absolute dollars
and as a percent of revenue.

® R&D spending declined $(27)M, or (9)%, year-over-year and
($51M), or (15)%, quarter-over-quarter.

* SG&A spending declined $(36)M , or (4)%, year-over-year and
$(146)M, or (15)% quarter-over-quarter.




Digital Equipment Corporation
Q1, FY95 Summary Results - continued

BALANCE SHEET

* Healthy cash position due to continued strong cash collection and
strict adherence to our corporate disbursements policies.

* Improved DSO of 2 days year-over-year.

* Total Capital spending was $49M lower than Q1, FY94.



Digital Equipment Corporation
Q1, FY95 Summary Results - continued

PROFIT

* QI, FY95 was unprofitable. However, net income was an
improvement of 15% year-over-year.




Digital Equipment Corporation
Q1, FY95 Summary Results - continued

RESTRUCTURING/POPULATION

* Total Regular population is about 74,000 a decline of about 4,000
during the quarter and 15,000, or 17%, from Ql, FY9%4.

* QI, FY95 workforce reduction from restructuring of about 2500
resulted in annual savings of approximately $137M.

¢ Since the inception of the restructuring program, about 50,000
reductions resulted in annual savings of approximately $2,607M.
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Digital Business Model

Q1, FY95 Actual *
ROE |
. Ql, FY94 Actual {
Financial (24.5)% [ ] Q1, Fyos Actual » [
Leverage |
3.2x Bato
Other Assets L 10.6% Cash
% NOR | % NOR
6.6% | 71% |
ROOA —
(9.3)%
Operating Profit
Asset . After Tax
1.49x Turns (6.2)%
4.2x 3.8x
u n i L e
Inventory PP&E Operating Tax Rate
Turns Turns rofit
Margin
Corp SSCmnldupql 95 pre *Excludes one-time charges.
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Digital Equipment Corporation

Q1, FY95

Latest Ten Quarter Graphs
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INTEROFFICE MEMORANDUM

TO: Distribution Date: 1-August-1995
From: Mitzi Nicholas
Dept: Corporate Shared Services Center
DTN: 223-1924
Loc.: MSO02-3/B17

SUBJECT: Digital Equipment Corporation Q4 and FY, FY95 Financial Results

Enclosed is a hard copy package of Digital's Q4, FY95 and Full Year, FY95 financial results.
This package is distributed to senior managers for use by their staffs with customers or Digital
business partners.

The composition of the package includes a series of summary messages which highlight the
quarter's performance as regards to operations, revenue, expenses, etc. This is followed by a
number of tables which contain a profit and loss statement and a balance sheet analysis as
compared to last year's results for the quarter. Next are a number of graphs which chart the trend
of major P&L lines and balance sheet activity for the last ten quarters. This is followed by graphs
showing various trends over the last ten years. Also included are schedules which compare the
revenue and profit performance of a selected group of our competitors during the last quarter and
over the last ten years.

Finance managers who support the Senior Leadership Team please note: team members have
received the SLT Results Communications Package which is limited to an internal Digital
audience due to "Company Confidential" material such as compansons to Plan, the impact of
currency and pricing/mix BFA analysis. Conversely, the contents of this package can be shared
with an external audience.

Please note: to accommodate SEC regulations, some graphs which contain adjusted ("excluding
one-time charges") values now also include the numbers as reported. These graphs will reflect the
adjusted numbers as data values, however the reported values will be shown at the bottom of the

page.

Overhead Transparencies:
There are color overhead transparencies of the graphs in this package which may be borrowed

from our library at any time. If you wish to borrow them, please contact me at DTN 223-1924 or
E-mail at ASABET::MNICHOLAS. In order to insure timely delivery and availability of the
information, we ask that you contact our office at least forty-eight hours in advance.

Regards,




Corporate Shared Services Center
Quarterly Presentation Materials

Q4, FY95 Distribution
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DIGITAL EQUIPMENT CORPORATION
Q4 & Full Year, FY95 Summary Results

REVENUE
Q4, FY95

e Total revenues were $3.750 billion, an increase of 8% quarter-over-
quarter and a (4)% decrease for year-over-year.

e Product revenues are $2.132 billion, an increase of 9% quarter-
over-quarter and a (4)% decrease year-over-year.

e Service revenues are $1.618 billion, an increase of 7% quarter-over-

quarter and a (5)% decrease compared with the $1.698 billion
reported in the same period last year.

Full Year, FY95

e Total revenues were $13.813 billion, an increase of 3% vcrsus
FY94.

e Product revenues increased 6% over FY94.
- Alpha and PC revenues increased significantly.

e Service revenues, down (1)% versus FY94,




Digital Equipment Corporation
Q4 and FY, FY95 Summary Results - continued

GROSS MARGIN - Q4 & FY, FY95

e Gross Margin for the quarter was 32.4% , a slight improvement
quarter-over-quarter and an increase of 2.5 points versus Q4,

FY%.
Full Year Gross Margin of 32.0% was down (1.7) points vs. FY94.

e Product Gross Margin for the quarter was 31.2%, an increase of 2.5

points versus the prior quarter.
Full Year Product Gross Margin of 29.1% is down (1.8) points

from FY94.

e Services Gross Margin for the quarter is 34.0%, a decrease of
(2.7) points over prior quarter.
Full Year Services Gross Margin of 35.5% is down (1.5) points
from FY94.



Digital Equipment Corporation
Q4 & FY, FY95 Summary Results - continued

EXPENSES

FY95

e Total operating expenses for the year decreased 19% to $4.313
billion from $5.329 billion the prior year.

e R&E spending improved 20% year-over-year.

e SG&A spending improved 12% year-over-year.




Digital Equipment Corporation
Q4 & FY, FY95 Summary Results - continued

PROFIT

Q4, FY95

e Q4, FY95 was profitable with a net income of $160 million,
or $1.01 per common share -- compared with a net loss of
($160) million, or $(1.22) per common share, for Q4, FY94.

e Profit Margins increased quarter-over-quarter and year-over-year.
Full Year, FY95

Income for the year.

FY95 was profitable with a net income of $122 million, or $.59 per
common share, compared with a net loss of $(519) million, or
$(3.86) per common share, for Y94 (excluding restructuring and
One-time charges).
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Digital Equipment Corporation
Q4 & FY, FY95 Summary Results - continued

BALANCE SHEET

¢ A strong Cash position continued with an increase of $421 million,
or 36%, compared with a year ago.

¢ DSO increased by one day year-over-year.

¢ Total Capital spending was $317 million lower than FY94.




Digital Equipment Corporation
Q4 & FY, FY95 Summary Results - continued

RESTRUCTURING/POPULATION - Q4 & FY, FY95

e Total Regular population is approximately 61,700, a decline of
approximately 21% from Q4, FY94.

e Since the inception of the restructuring program, about 55,300
reductions resulted in annual savings of approximately $3,035
million.

¢ Reduction in facilities and equipment also continued.




Digital Equipment Corporation

Q4, FY95
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Digital Business Model

Q4,FY95 Actual *
ROE
. Q4, FY94 Actual®
Financial 18.7% [ ] o4, Fyes Actuat®
Leverage
Ratio

2.9x

(6.0)% ROA

Other Assets Cash
| % NOR % NOR
| 5.4% r 10.7%
ROOA
8.4%

[feaet )
Operating Profit
Asset | After Tax
1.97x Turns 4.3%
77 days | i 4.9x | 62x | i 4.6% | NM

(B g P0G 7T Lo et L. AL
A/R Inventory PP&E Operating Tax Rate
DSO Turns Turns Profit
Margin
Corp SSCmudm®S. res pre *Excludes one-time charges.

1-Aug-1995
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Digital Equipment Corporation

Full Year FY95

Results
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Digital Equipment Corporation

Q4, FY95

Latest Ten Quarter Graphs
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Consolidated Balance Sheets
Digital Equipment Corporation

(in thousands)

July 2, 1994 July 3, 1993
Assets
Current Assets
Cash and cash equivalents (Note A) . . . . . ..o viiiiie e e e $ 1,180,863 $ 1,643,195
Accounts receivable, net of allowance of $111,925 and $110764 . . . . . . ... .. ... .. .. 3,318,854 3,020,252
HOVEITOCIER (NI AY .+ o5 5o S s 2o 6 on I A SR e 2,063,978 1,755,140
Prepaid expenses and deferred income taxes (Note ©) . .. oo oo oo oo 324,676 463,928
T o O R IEars - e/ I S 6,888,371 6,882,515
Net property, plant and equipment (Note A) . . . ... ..o, 3,129,489 3,178,291
Othiee assere (Notes A, C-Dand]) s < oo s 35500 s oS IR« o vmoe o 561,911 889,537
S LT T T T N | SR W0 o oty Bt AR IO SR, ¥ $10,579,771 $10,950,343
Liabilities and Stockholders’ Equity
Current Liabilities
Bank loans and current portion of long-term debt Note F) . . . ... ............... $ 32614 $ 21,335
ACCOUDIEPAVRBIS... . . ;o visiatits se wistiins s st R i Sl & 1,197,350 822,434
Income vites phvable (Not C) . i s+ v v-i v bl Ezais wd i IR o ot cisat il s a5 20,753 57,614
Salatles: woges anid elated IMME. & ... . v v Ml S es 5 4 e et Bd ] e 619,756 556,151
Deferred revenues and customer advances (Nofe A) . . . . .o oo v oo oo e 1,239,792 1,138,323
Accrued pestructuting costs (INORE).. .. . s v ivestinn s s ainiass's o s slaiatois brs 35 ou e 1,351,075 738,989
e T D T o P e s b S e 594,925 583,868
T T T e T Sy s 5,056,265 3,918,714
Deterred IncomMEtRRES (NI G| Lai i srs o s o a0 o sr sy e i s e 4,758 -
LongaebmdebtINOIZE) . . i il 5 Blamiin s riisbire s 6. ans bons i ke s 1,010,680 1,017,577
Postretirement and other postemployment benefits Note G) . . . .. ............... 1,228,269 1,128,653
T e A S T e 1 7,299,972 6,064,944
Commitments and contingencies (Note H)
Stockholders’ Equity (Nozes K and L)
Preferred stock, $1.00 par value; authorized 25,000,000 shares; 4,000,000
shares of Series A 8%4% Cumulative Preferred Stock issued and outstanding . .. ...... 4,000 -
Common stock, $1.00 par value; authorized 450,000,000 shares;
142,287,078 shares and 135,489,805 sharesissued. . . . . . . oot vs oo oo o e eens 142,287 135,490
Additional paid-in capital ., .. i PR 208 B TR IR S o ocooda s op apmn s 3,390,040 2,851,960
Hethined SarompsAGBICI): o oo v T i SR EE e SIeE, 8 e ek b e e 50 m e (256,528) 1,937,627
Treasury stock at cost; 0 shares and 497,551 shares. . . .. ............covnn.n. - (39678)
Total Rockiolers equity . ... .o = a.x 2ieun ns oiE e s.n md e S ARt S0t RS 3,279,799 4,885,399
Total liabilities and stockholders” eqiity iz etk smsusin oo e bt osio oo N L i $10,579,771 $10,950,343

The accompanying notes are an integral part of these financial statements.
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HANDBOOK OF MODERN FINANCE

TABLE 16.4 Income Statement for Husky Company

Net sales $900,000
Cost of goods sold (550,000)
Gross profit $350,000
Selling and administrative expenses (100.000)
Eamnings before depreciation, interest, and taxes $250,000
Depreciation (20.000)
Earnings before interest and taxes $230,000
Interest on long-term debt _(30.000)
Earnings before taxes $200,000
Income taxes (48%) (96.000)
Net income after taxes $104,000
Preferred dividends (10,000)

Net income for common stock $ 94,000

Common shares outstanding (20,000 shares)

Common dividends ($2.00 per share) $ 40,000
Retained earnings $ 54,000
Earnings per share $ 470
Dividends per share $ 200

are (1) liquidity ratios, (2) activities ratios, (3) leverage ratios, and (4) profitabil-
ity ratios.

Liquidity Ratios. Liquidity ratios are designed to measure whether or not
a company has the ability to meet its short-term obligations. Bondholders are
concerned with the liquidity of a company because low liquidity has a negative
impact on the investment value of a company’s bonds; that is, the company
may find it difficult to meet interest payments and to repay principal. Stock-
holders, both common and preferred, are also concerned with the liquidity
position of the company, because there is the risk that dividends. like interest
payments, may be negatively affected. Two common liquidity ratios are the
current ratio and the quick ratio.

Current Ratio. The current ratio is calculated by dividing current assets
by current liabilities. The current ratio for Husky Company is:

c Erds Current assets _ $200,000 2.0
urrent ratio = & rrent liabilities — $100.000 — 2

Quick Ratio or Acid Test. Some analysts feel that inventories are gener-
ally less liquid than other items in current assets. Therefore. in calculating




ﬁ

SECURITY ANALYSIS 16-21

quick ratios inventory is excluded from current assets and the remainder is
divided by current liabilities. The quick ratio for Husky Company is:

et Current assets — Inventory _ $100.000 _ 1.0
Quick ratio = =\ rrent liabilities  $100,000

Activity Ratios. Activity ratios, also known as asset management ratios, |
indicate how effectively the company is utilizing its resources. Analysis of
these ratios involves the comparison between the level of sales and the invest-
ment in various assets or capital categories. The four activities ratios most
widely used by investment analysts are (1) inventory turnover, (2) accounts

T
e
.o

receivable turnover, (3) assets turnover, and (4) equity turnover. These ratios 5
for Husky Company are calculated as follows: : jll d
3w
live ey Sales F i
{ nventory turnover = Average inventory .' E
| ~$900,000 fis
| = $100.000 9.0 times e !
Ace eivable . Sales éj;' .
ccounts receivable WIMOVEr = Fusraoe accounts receivable { ::14
~$900.000 _ X (3
= 385.000 10.6 times j!
Ahse L4 Sales
Ssels WIMOVEr = Zyerage total assets ‘
$900.000 g i
= 31,000,000 0.9 times [
Equi _ Sales
quity turnover = Zuermge common equity '
N o 1.8 times
~ §500,000 |
Leverage Ratios. Leverage deals with different methods of financing busi-

ness enterprise. It measures the relationship between ownership (equity) fi-
nancing and creditorship (debt) financing. The extent to which a company
utilizes creditor capital in financing business operations has a number of impli-
cations to investors. For example, the bondholders prefer a larger equity base
to provide a margin of safety for their invested capital, that is, to minimize
financial risk. The owners of common stocks, on the other hand, may favor
larger financial leverage for two reasons: First, by raising funds through credi-
tor capital, the holders of common stock gain the benefits of maintaining con-
trol in the company; second, the financial leverage may enhance the return on
their invested capital. Note, however, that financial leverage may also magnify ;
losses. A number of ratios are used to measure the impact of leverage on the
financial position of a company. For the purpose of illustration, consider the

following: (1) the ratio of total debt to total assets, (2) the ratio of long-term debt
to capital structure, and (3) coverage ratios. (Later in this chapter the impact of
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