P4–4. Ratio analysis—comprehensive problem, 2000

data. Review the accompanying financial statements

(Statements 1, 2, 3, and 4) for Sample Co. Note especially the

format of the balance sheet, which is Statement 3. Study the

financial statements and see how they are interrelated.

Required:

a. The financial statements of Sample Co. use a

number of captions and terms that may be

somewhat confusing at first glance. For example,

the term consolidated financial position is used to

describe the firm’s balance sheet. For each item

listed below, indicate the more conventional

meaning of the caption or term—as described in this

text.

1. Consolidated results of operations (Statement 1).

2. Profit (Statements 1, 2, and 4).

3. Profit per share of common stock (Statement 1).

4. Changes in consolidated ownership (Statement 2).

5. Profit employed in the business (Statements 2 and 3).

6. Ownership (Statements 2 and 3).

7. Net current assets (Statement 3).

8. Net assets (Statement 3).
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b. Calculate the following ratios for the year ended

December 31, 2000:

1. Return on investment, using the DuPont model,

based on operating income.

2. Return on equity, based on net income.

c. Calculate the following activity measures for the year

ended December 31, 2000:

1. Number of days’ sales in accounts receivable based

on a 365-day year.

2. Inventory turnover.

3. Turnover of buildings, machinery and equipment,

and land.

d. Calculate the following leverage measures:

1. Debt (long-term debt due after one year) to owners’

equity at December 31, 2000.

2. Debt (long-term debt due after one year) to debt (as

above) plus owners’ equity at December 31, 2000.

3. Times interest earned for the year ended December

31, 2000.
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e. The market price of Sample Co.’s common stock was

$42 per share at the end of 2000. Calculate the

following ratios at that date:

1. Price/earnings ratio.

2. Dividend payout ratio.

3. Dividend yield.
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STATEMENT 1

SAMPLE CO.

Consolidated Results of Operations

For the Years Ended December 31

(dollars in millions except per share data)
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3.Turnover of buildings,machinery and equipment,and land.

d.Calculate the following leverage measures:

1.Debt (long-term debt due after one year)to owners ’equity at December 31,

2000.

2.Debt (long-term debt due after one year)to debt (as above)plus owners ’

equity at December 31,2000.

3.Times interest earned for the year ended December 31,2000.

e.The market price of Sample Co.’s common stock was $42 per share at the end

of 2000.Calculate the following ratios at that date:

1.Price/earnings ratio.

2.Dividend payout ratio.

3.Dividend yield.

STATEMENT 1

SAMPLE CO.

Consolidated Results of Operations

For the Years Ended December 31

(dollars in millions except per share data)

2001 2000 1999

Sales ..........................................................$10,359 $8,251 $7,362

Operating costs:

Cost of goods sold ...........................................$8,011 $6,523 $6,064

Selling,general,and administrative expenses ................1,242 1,071 980

Research and development expenses ........................182 159 178

$9,435 $7,753 $7,222

Operating profit ...............................................$924 $498 $140

Interest expense ...............................................264 209 197

$660 $289 $(57)

Other income ..................................................182 170 160

$842 $459 $103

Provision for income taxes .....................................262 118 21

Profit of consolidated companies ...............................$580 $341 $82

Equity in profit (loss)of affiliated companies ....................36 (22)(6)

Statement 1 (concluded)

2001 2000 1999

Profit —before extraordinary tax benefit ........................$616 $319 $76

Extraordinary tax benefit from foreign tax

credit carryforwards .........................................—31 —

Profit ..........................................................$616 $350 $76

Profit per share of common stock before extraordinary

tax benefit ..................................................$6.07 $3.20 $.77

Profit per share of common stock after extraordinary

tax benefit ..................................................$6.07 $3.51 $.77

Dividends paid per share of common stock .....................$.75 $.50 $.50
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STATEMENT 2

SAMPLE CO.

Changes in Consolidated Ownership

For the Years Ended December 31

(dollars in millions)

2001 2000 1999

Common stock:

Balance at beginning of year .................................$827 $714 $696

Common shares issued,including treasury shares

reissued:2001 —1,317,485;2000 —2,601,332;

1999 —452,959 ...........................................83 113 18

Treasury shares purchased:2001 —1,326,058 .................(86)——

Balance at year-end .........................................$824 $827 $714

Profit employed in the business:

Balance at beginning of year .................................$2,656 $2,363 $2,349

Add:Profit ..................................................616 350 76

Deduct:Dividends paid and payable .........................88 57 62

Balance at year-end .........................................$3,184 $2,656 $2,363

Foreign currency translation adjustment:

Balance at beginning of year .................................$82 $72 $23

Aggregate adjustment for year ..............................23 10 49

Balance at year-end .........................................$105 $82 $72

Ownership at year-end .........................................$4,113 $3,565 $3,149

STATEMENT 3

SAMPLE CO.

Consolidated Financial Position

At December 31

(dollars in millions except per share data)

2001 2000 1999

Current assets:

Cash and short-term investments ............................$74 $155 $166

Receivables .................................................2,669 2,174 1,808

Refundable income taxes ....................................114 130 92

Deferred income taxes and prepaid expenses

allocable to the following year .............................474 224 208

Statement 3 (concluded)

2001 2000 1999

Inventories ..................................................1,986 1,323 1,211

$5,317 $4,006 $3,485

Current liabilities:

Short-term borrowings ......................................$1,072 $623 $696

Payable to material suppliers and others .....................1,495 1,351 1,182

Wages,salaries,and contributions for employee

benefits ...................................................485 431 450

Dividends payable ...........................................30 19 12

Income taxes ................................................118 48 10

Long-term debt due within one year .........................235 286 122
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$3,435 $2,758 $2,472

Net current assets ..............................................$1,882 $1,248 $1,013

Buildings,machinery,and equipment —net .....................2,802 2,467 2,431

Land —at original cost .........................................107 96 97

Patents,trademarks,and other intangibles .....................71 47 60

Investments in and advances to affiliated companies ...........288 227 185

Long-term receivables .........................................902 665 413

Other assets ...................................................199 123 90

Total assets less current liabilities ...............................$6,251 $4,873 $4,289

Long-term debt due after one year .............................$1,953 $1,287 $1,134

Deferred income taxes .........................................185 21 6

Net assets .....................................................$4,113 $3,565 $3,149

Ownership (Statement 2):

Common stock of $1.00 par value:

Authorized shares:200,000,000

Outstanding shares (2001 —101,414,138;

2000 —101,422,711 [after deducting 23,470 and

2,961 treasury shares,respectively ];

1999 —98,832,079)at paid-in amount ...................$824 $827 $714

Profit employed in the business ................................3,184 2,656 2,363

Foreign currency translation adjustment .......................105 82 72

$4,113 $3,565 $3,149

STATEMENT 4

SAMPLE CO.

Consolidated Statement of Cash Flows

For the Years Ended December 31

(millions of dollars)

2001 2000 1999

Cash flows from operating activities:

Profit ........................................................$616 $350 $76

Adjustments for noncash items:

Depreciation and amortization ............................434 425 453

Other .....................................................(74)144 86

Changes in assets and liabilities:

Receivables .................................................(777)(699)(765)

Refundable income taxes ....................................15 (34)1

Inventories ..................................................(598)(124)(68)

Payable to material suppliers and others .....................348 252 (14)

Other —net ..................................................(39)(80)(4)

Net cash provided by operating activities .......................$(75)$234 $(235)

Statement 4 (concluded)

2001 2000 1999

Cash flows from investing activities:

Expenditures for land,buildings,machinery,

and equipment ...........................................$(793)$(493)$(331)

Proceeds from disposals of land,buildings,

machinery,and equipment ................................30 32 16

Investments in and advances to affiliated companies .........(24)(65)(52)

Other —net ..................................................(50)(25)41

Net cash used for investing activities .........................$(837)$(551)$(326)

Cash flows from financing activities:
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Dividends paid ..............................................$(77)$(50)$(49)

Common shares issued,including treasury

shares reissued ...........................................4 63

Treasury shares purchased ...................................(86)——

Proceeds from long-term debt issued ........................371 503 156

Payments on long-term debt ................................(298)(102)(307)

Short-term borrowings —net ................................965 (91)578

Net cash provided by financing activities .....................$879 $266 $381

Effect of exchange rate changes on cash .....................$(48)$40 $41

Decrease in cash and short-term investments ................$(81)$(11)$(139)

In addition, address the following questions 

1) Assess the condition of the company using ratio analysis, including key ratios and a Dupont analysis.

2) What is necessary to assess the company?

3) What ratios have the most value?

4) What other factors, beyond ratios, need to be considered?

5) What type of industry do you think the organization is and why?

6) How would you assessment criteria change if the company were:

a. Retail?

b. Merchandising?

c. Service?

d. e-Commerce?

