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AVE Ando and Yoshi Yashima, re-
cent business school graduates,
work as research security ana-
Iysts for a mutual fund specializing in
international equity investments. Based
on several strategy meetings, senior
‘managers of the fund decided to invest
in the machine tool industry. One inter-
‘national company under consideration is
Tanaguchi Corporation, a Japanese
‘manufacturer of machine tools. As staff
analysts assigned to perform fundamen-
tal analysis on all new investment op-
tions, Ando and Yashima obtain a copy
of Tanaguchi Corporation's unconsoli-
dated financial statements (Appendix A)
and set out to calculate their usual
spreadsheet of financial statement ra-
tios. Exhibit 1 presents the results of
their efforts. As a basis for comparison,
Exhibit 1 also presents the median ra-
tios for U.S. machine tool companies for
a comparable year. The following con-
versation ensues.
Dave: Tanaguchi Corporation does not
appear to be as profitable as com-

the median ratios for U.S. ma-
chine tool operators. Its rate of
retum on common equity is only
slightly less than its U.S. counter-
parts, but this is at the expense
of assuming much more financial
leverage and therefore risk. Most
of this leverage is in the form of
short-term borrowing. You can
see this in its higher total liabili-
ties tototal assets ratio combined
with its lower long-term debt ra-
tio. This short-term borrowing
and higher risk are also evi-
denced by the lower current and
quick ratios. Finally, Tanaguchi
Corporation's shares are selling
atahigher multiple of net income
and stockholders' equity than are
those of U.S. machine tool com-
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