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Introduction 

 

The calculation of the trade payables days enables the Home Depot to determine how many 

days the business organization has taken to make payment to suppliers. In the calculation and 

measurement of the working capital management, the trade payable days is important elements. 

The economy may be inflated because of different factors and elements of the money and 

capital market. The calculation of the financial ratio has not been considered the inflationary 

information. The Home Depot may change its accounting policy for year to year to ensure 

compliance with international accounting standards. 

 

 

 

 

 

 

 

 

 

 

 

 

 



3 | P a g e  

www.infoharvardresearchuk.com 
 

Question-1 

a) Calculation of the financial ratio for the Home Depot 

i) Return of asset: The return on asset is ratio analysis technique that can use the 

Home Depot to evaluate its performance and capability of utilization its asset to 

generate net profit from its operation (EISEN, 2019). The return on asset of the 

Home Depot has been calculated below using of the following formula: 

Return on asset = 
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝐴𝑠𝑠𝑒𝑡 
  = 

736

14,439
 = 5.09% 

The return on asset of the Home Depot for the year 2018 is 5.09%. This return on asset 

represents that the Home Depot can generate £5.09 as net income using asset of £100.  

 

ii) Net profit margin: The net profit margin is ratio analysis technique that can use 

the Home Depot to evaluate its performance and capability of generating profit from 

the sales revenue and other operating income. The net profit margin of the Home 

Depot has been calculated below using of the following formula: 

 

Net profit margin = 
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝑠𝑎𝑙𝑒𝑠 𝑟𝑒𝑣𝑒𝑛𝑢𝑒 
  = 

736

6,502
 = 11.32% 

 

The net profit margin of the Home Depot for the year 2018 is 11.32%. This net profit margin 

represents that the Home Depot can generate £11.32 as net profit through selling value with 

£100. 

iii) Trade payables days: The calculation of the trade payables days enable the Home 

Depot to determine how many days the business organization has taken to make 

payment to suppliers. In the calculation and measurement of the working capital 

management, the trade payable days is important elements. The trade payables days 

of the Home Depot has been calculated below: 

 

Payable turnover ratio = 
𝑇𝑜𝑡𝑎𝑙 𝑃𝑢𝑟𝑐𝑎ℎ𝑠𝑒

𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑃𝑎𝑦𝑏𝑎𝑙𝑒𝑠 
  = 

3,840

620
 = 6.19 times 
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Trade payables days = 
365

6.19 
  = 58.96 days 

 

The trade payables days of the Home Depot is 58.96 days. The result of the trade 

payables days of the Home Depot represents that the Home Depot has taken 

approximately 59 days to make payments to its suppliers. 

 

iv) Trade receivables days: The calculation of the trade receivables days enable the 

Home Depot to determine how many days it has taken to get payment from the 

buyers. In the calculation and measurement of the working capital, the trade 

receivables days is important element (Financial management, 2014). The trade 

receivables days of the Home Depot has been calculated below: 

 

Receivable turnover ratio = 
𝑇𝑜𝑡𝑎𝑙  𝑆𝑎𝑙𝑒𝑠

𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠 
  = 

6,502

932
 = 6.97 times 

 

Trade receivables days = 
365

6.97 
  = 53.36 days 

The trade receivables days of the Home Depot is 53.36 days. The result of the trade receivables 

days of the Home Depot represents that the Home Depot has taken approximately 53 days to 

get payments from its suppliers. 

v) Return on equity: The return on equity is ratio analysis technique that can use the 

Home Depot to evaluate its performance and capability of utilization its equity 

capital to generate net profit from its operation. The return on equity of the Home 

Depot has been calculated below using of the following formula: 

Return on asset = 
𝑁𝑒𝑡 𝐼𝑛𝑐𝑜𝑚𝑒

𝑇𝑜𝑡𝑎𝑙 𝑒𝑞𝑢𝑖𝑡𝑦 
  = 

736

9,959
 = 7.39 % 

The return on equity of the Home Depot for the year 2018 is 7.39%. This return on equity 

represents that the Home Depot can generate £7.39 as net income using equity of £100.  

b) Net working capital 

The net working capital is the important concept for the business organization because the 

liquidation of the business can be determined and evaluated by calculation of the net 
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working capital. The net working capital is the difference between current asset and current 

liabilities (Horngren and Harrison, 2015). The net working capital of the Home Depot has 

been calculated below: 

Net working capital = 4,049 – 3,003 = 1,047 million 

c) Limitations of the Ration analysis for the analyzing performance of the 

Home Depot 

The financial ratio has been calculated based on historical financial information without 

forecasting of the future trend and information as the decision making based on result of the 

financial ratio may not be accurate for the Home Depot. The economy may be inflated because 

of different factors and elements of the money and capital market. The calculation of the 

financial ratio has not been considered the inflationary information. The Home Depot may 

change its accounting policy for year to year to ensure compliance with international 

accounting standards. As the change of the accounting policy may change the financial 

reporting format. In this connection, the comparison of the results of the ratio analysis may not 

be accurate and precise (Jones, 2013). 
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Question-2 

a) Calculation of the Net Present Value of the project 

Periods 
Cashflow 

(£ thousand) 
Discount 

Rate (12%) 
Present Value (£) 

0 - 10,000 1 -10,000 

1 5,000 0.893 4,465 

2 5,000 0.797 3,985 

3 10,000 0.712 7,120 

4 15,000 0.636 9,540 

5 15,000 0.567 8,505 

6 3,000 0.507 1,521 

 Net Present Value 25,136 

 

The net present value of the Bing Pharmaceuticals is £25,136,000. The value of the NPV is the 

positive and the project of the Bing Pharmaceuticals is taken for the six years. So, the value of 

the NPV is positive the management of the Bing Pharmaceuticals can make investment on this 

project (Khan and Jain, 2007).  

b) Advantages and disadvantages of the ARR method  

ARR is the investment appraisal tool that has been used by the different types of the business 

organization to evaluate of the investment and make investment decision. The advantages and 

disadvantages of the ARR has been discussed in below: 

Advantages: 

The financial manager of the Bing Pharmaceuticals can calculate the ARR with minimum 

accounting knowledge and minimum effort. The calculation of the ARR has been taken less 

time than calculation of the other investment appraisal tool. The users of the financial reports 

and potential investor can understand effect and result of the ARR very easily. Furthermore, 

the interpretation of the ARR is required lower time, resources, and efforts. The profitability 

of the business organization like Bing Pharmaceuticals can determine and evaluate very easily 

with calculation and interpretation of the ARR (KIESO, 2019).  
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Disadvantages:  

The ARR has been calculated based on historical financial information without forecasting of 

the future trend and information as the decision making based on result of the ARR may not be 

accurate for the Bing Pharmaceuticals. The economy may be inflated because of different 

factors and elements of the money and capital market. The calculation of the ARR has not been 

considered the inflationary information. The Bing Pharmaceuticals may change its accounting 

policy for year to year to ensure compliance with international accounting standards. As the 

change of the accounting policy may change the financial reporting format. In this connection, 

the comparison of the results of the ARR may not be accurate and precise. Furthermore, the 

concept of the time value of the money and duration of the project has not been considered in 

the time of calculation ARR (Kimmel, 2018). 

 

c) How managers can maximise shareholders wealth through capital 

budgeting decision 

The main objectives of the operation of the Bing Pharmaceuticals is to increase the value of 

the shareholders. The value of the shareholders is directly related with the value of the firm. 

When the value of the Bing Pharmaceuticals has been increased the value of the shareholders 

will be increased. The capital budgeting technique enables the chief financial officer of the 

Bing Pharmaceuticals to take the profitable and viable project. To maximize values of the 

shareholders of the Bing Pharmaceuticals, the financial manager of the Bing Pharmaceuticals 

has to consider the inflation rate, time value of money, and operating cash flow of the project. 

The calculation of the NPV has considered the inflation rate, time value of the money, and 

operating cash flow. So, the positive NPV of project of the Bing Pharmaceuticals can increase 

the value of the Bing Pharmaceuticals. Furthermore, the determination of the relevant cost for 

project is very crucial and complex task. The relevant cost cannot be identified without proper 

knowledge regarding capital budgeting. The concept of the capital budgeting enables the 

financial manager to determine the proper discount rate that is required for calculation of the 

NPV and IRR. Furthermore, the cost of the investment, and operating coast can be reduced 

through using concept of the capital budgeting. Considering above discussion, it can be said 

that capital budgeting concept assists to maximize the values of the shareholders (Northington, 

2011). 
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 Question-3 

a) Calculation of the cost of the equity using CAPM model 

 

Rj = Rf + βj (Rm – Rf) 

Ri = Cost of the capital 

Rf = Risk free rate 

Rm = Expected return from market  

Rm- Rf = Market risk premium 

 βj = Beta of the investment 

Ri = 3.5% + 0.45 (10%) = 8% 

Here, cost of the capital of the OAT using capital asset pricing model is 8%. This cost of the 

capital represents that the OAT requires minimum 8% return from its investment. 

 

b) Calculation of the cost of the equity using dividend growth model 

 

Ke = 
𝑫𝟏

𝑷𝒐
 + g 

P = Current market price of the stock 

Ke = Cost of the equity 

D1 = Dividend for the next year 

G = Constant growth rate   

Ke = 
𝟏.𝟐𝟎 (𝟏+.𝟎𝟓)

𝟐𝟔
 + 0.05 = 9.85% 
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Here, cost of the capital of the OAT using dividend growth model is 9.85%. This cost of the 

capital represents that the OAT requires minimum 9.85% return from its investment. 

c) Difference between systematic and unsystematic risk 

Every business organization has to face risk because the future is always uncertain. Before 

making any investment, the business organization needs to analyze the risk factor to get 

appropriate return from the investment. The business organization has faced the both 

systematic risk and unsystematic risk. There have many significant differences between 

systematic and unsystematic risk. The difference between systematic risk and unsystematic risk 

has been discussed in below: 

The risk that has been related with market and macroeconomic factors are known as the 

systematic risk. The risk that has been related operational activities of the business as well as 

the industry practice is known as the unsystematic risk. The management of the OAT can 

manage and minimize the unsystematic risk by taking appropriate financial decision. Whether, 

the management of the OAT cannot control and manage the systematic risk any way. The 

systematic risk of the business organization has occurred due to change of the external factors 

whether the unsyatemativ risk of the business organization has been occurred due to internal 

factors. The financial manger of the OAT can control and manage the systematic risk through 

applying the concept of the diversification of the portfolio. Inflation rate risk, interest rate risk, 

and purchasing power risk are the examples of the systematic risk (Phylaktis, 2014). 
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Question -4 

a) Briefly discussion of the one types of the agency relationship 

There have different types of the agency relationships these relationships have been built in 

order to do business with different stakeholders. The most common agency relationship is the 

management and shareholders relationship. In the case of management and shareholders 

relationship, the management of the business organization has worked as the agent and 

shareholders are worked as the principal. The management of the business of the business 

organization needs to do business for the purpose of maximizing values of the shareholders. 

To maximize the values of the shareholders, the management of the business organization has 

worked on the behalf of the shareholders. The conflict arises between shareholders and 

management is known as the agency conflict. The shareholders of the business organization 

have wanted to increase their values of the shares through increasing values of the firm. On the 

other hand, the management of the business organization has wanted to incased their salaries, 

incentives, bonus, and financial benefits. The salaries, bonus, incentives, and financial benefits 

for the employees are the operating expense for the business. The increment of the operating 

expense of the business has decreased the values of the shareholders. As a result, the conflict 

has been arisen between shareholders and management (Financial management, 2014). 

b) Two economic incentives that can be used to motivate managers to 

maximize share value 

The directors and shareholders of the business organization has taken different types of the 

economic and non-economic technique to reduce the agency conflict. The shareholders of the 

business organization can use following economic incentives managers to maximize the share 

value: 

Performance bonus: The shareholders of the business organization can offer the bonus to the 

mangers for their performance as well as to reduce the operating cost. The reduction of the 

operating cost will increase the values of the shareholders. 

Offers stock: The shareholders of the business organization can offer stock to the mangers 

under workers participation program to motivate managers to maximize the values of the 

shareholders. As an owner of the business organization, the mangers will provide emphasize 
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to maximize values of the shareholders when they are offered stock without cost (Horngren 

and Harrison, 2015).       

c) How corporate governance attempts to solve type 1 agency problem 

 

The corporate governance means establishing transparency, ethics, integrity, and segregation 

of the duties in business decision making and business operation. The establishment of the 

corporate governance within business organization helps to reduce agency conflict between 

shareholders and management. The transparency between financial transaction and records has 

been possible when the business organization has strong corporate governance. The partial and 

unethical business decision is impossible in business organization which practices the good 

corporate governance. Furthermore, the good corporate governance practice can determine the 

roles of the management as well as roles of the shareholders. The segregation of the duties is 

the outcome of the good corporate governance and the unethical transaction and practice can 

control and mitigate through the help of segregation of the duties. Considering above 

discussion, it can be said that the corporate governance is required to mitigate the agency 

conflict between shareholders and management (Jones, 2013). 

Conclusion 

 The risk that has been related with market and macroeconomic factors are known as the 

systematic risk. The risk that has been related operational activities of the business as well as 

the industry practice is known as the unsystematic risk. The capital budgeting technique 

enables the chief financial officer of the Bing Pharmaceuticals to take the profitable and viable 

project. To maximize values of the shareholders of the Bing Pharmaceuticals, the financial 

manager of the Bing Pharmaceuticals has to consider the inflation rate, time value of money, 

and operating cash flow of the project. The calculation of the NPV has considered the inflation 

rate, time value of the money, and operating cash flow. So, the positive NPV of project of the 

Bing Pharmaceuticals can increase the value of the Bing Pharmaceuticals. As the change of the 

accounting policy may change the financial reporting format. In this connection, the 

comparison of the results of the ratio analysis may not be accurate and precise. 
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