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 In the income statement, the growth rate in the second scenario causes an increase in 

sales from $2400 to $3000 because the forecast basis is higher in the second scenario than it is in 

the first scenario.  In the first year, a higher growth rate causes the EBIT to increase because the 

sales increase as the variable and fixed costs decrease.  This then causes EBT and taxes to 

increase, resulting in an overall increase in net income each year.  The dividend also increases 

because it is a percentage of the net income.  Lastly, the addition to retained earnings increases 

because both the net income and dividend increase as stated above. 

 

 In the balance sheet, total assets increase because both growth rates cause current assets 

and fixed assets to increase.  Additionally, with a 20% growth rate, total equity and liabilities 

increase each year because the total current liabilities increased each year, as well as long-term 

debt.  On the other hand, with a 50% growth rate, the total equity and liabilities increase during 

the first year and second years, but then decrease in the third year because the amount of long-

term debt in the second pass AFN decreases, causing the total long-term debt to decrease.  The 

addition to retained earnings also decreases because the net income and dividends during the 

second and third pass decrease.  This causes an overall decrease in retained earnings. 

 

 The maximum growth rate possible without using new debts is 5% because there are no 

additional funds needed in this scenario.  In the income statement, a lower growth rate causes 

everything to decrease from a 20% growth rate and a 50% growth rate because the growth rate 

does not add as much net income as it would with a higher growth rate.  As a result, all variables 

in the income statement stay constant each year since the AFN is set at 0. 

 

 In the balance sheet with a 5% growth rate, the total assets decrease from a 20% or 50% 

growth rate because the growth rate does not add much addition to the current and fixed assets.  

The total liabilities and equity stay constant each year because there is no additional fund added 

to the long term debt or notes payable.  Lastly, the retained earnings each year do not increase as 

much because a lower net income causes a lower addition to retained earnings.  This causes the 

total liabilities and equity to decrease from that of a higher growth rate.   Although the net 

income is not as high with a 5% growth rate as it is with the 20% or 50% growth rates, the 

company is still able to gain more net income and retained earnings, while keeping the total 

liabilities and equity constant. 

 

 For the most part, the ratios are the best with a 5% growth.  The TATO and Inventory TO 

stay constant from no growth to both forecasted growths.  Compared to all scenarios, the ROA 

and ROE with a 5% growth increases and generates more profit off of its assets and equity than it 

would with a 20% or 50% growth.  The ROA and ROE decrease as the growth increases because 

net income decreases while the total assets increase and equity decreases.  This causes the 

quotient to decrease each time.  The debt-equity ratio is best at 5% growth because it is at a much 



lower rate than the other scenarios.  A lower debt-equity ratio puts the company at a lower risk 

because that way the company is financed with equity rather than debt.  The quick ratio is best 

with a 5% growth because it is larger than all growth rate scenarios.  Therefore the company is 

the most liquid at 5% growth.  Lastly, the interest coverage is best with 5% growth because the 

ratio is higher than it is at no growth, 20% growth, and 50% growth.  A higher ratio is better 

because that means that the company can meet its interest payments on debts more times with a 

low growth rate.  Overall, a low growth rate puts the company at a lower risk and higher net 

income.  The return on both asset and equity increase with a 5% growth even though the 

company’s liquidity decreases.  Therefore, a 5% growth is the best because the company 

becomes more profitable at a lower risk. 

 

 According to my findings, I suggest that Taylor Environmental Services forecasts low 

growth rates to gain higher net incomes and retained earnings each year at low risks.  If Taylor 

Environmental Services wants to forecast a growth rate, it is best to forecast a lower rate to 

reduce risk in losing net income and retained earnings.  Using the ratios, the company can 

forecast a 5% growth rate for the next year if it increases the quick ratio to a ratio greater than 

0.90 and interest coverage greater than 6.25 at a 5% growth rate.  To increase its quick ratio, the 

company will have to increase its current asset and its inventory, while decreasing its current 

liabilities.  To increase its interest coverage, the company will have to decrease the interest by 

decreasing the financial feedback.  Overall, if the company follows this process, their ratios will 

be better than it is at no growth, while earning a profit. 


