
Quiz 1 Solutions 
 
1(a) 
Both the ROE and its breakdown require you to compare income statement items to balance sheet items.   
It is acceptable to do this either by using beginning of period balance sheet values or by using the average  
of beginning and ending period balance sheet values.  The solutions below are based on beginning  
balance sheet values.   
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1(b). 
Firm B has higher profitability (net profit margin) and higher efficiency (asset turnover).     
Firm A uses higher leverage.     
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