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Assignment 1.1: Match the Business Model
Introduction

The point has been often made in class that a firm’s business model is a major driver of a firm’s
Balance Sheet (or Statement of Financial Position). In this assignment your task as an analyst is
reversed. That is, given 10 common size financial statements and 10 different business
descriptions can you identify which financial position is associated with each business
description?

The following data is provided for 10 major companies in common size form (numbered 1-10)
constructed from the FSA Module. That is, each stock’s data is size adjusted. The common size
statements use Total Assets as the scaling variable.

Select the statement for the scaling variable. Click on the cells to match dates
between the base statement and the scaling statement. The scaling statement is
shown below.
Statement STATEMENT QF FINAMCIAL POSITION - I
Scale By [TOTAL ASSETS - |
12/31/2009 124312010 124312011 124312012 -
1243172007 12/31/2007 1243172007 12/31/2007
12/31/,2008 12/31/2008 12/31/,2008 12/31/2008
12/31/2009 12/31/2009 1243172009 12/31/2009 E
1243172010 124312010 1243172010 124312010
124317201 124312011 1243172011 124312011
1243172012 127312012 1243172012 124312012
4 1T} b

Brief Business Description for the Ten Companies

A: This company engages in the manufacture, marketing, and sale of nonalcoholic beverages
worldwide.

B: This company operates general merchandise stores in the United States.

C: This company designs, manufactures, and sells integrated digital technology platforms
worldwide.

D: This company provides information technology (IT) products and services worldwide.
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E: This company engages in the manufacture and sale of a range of branded consumer
packaged goods.

F: This company provides passenger and cargo air transportation services in the US and
globally.

G: This company provides workforce (i.e., hiring) solutions and services.
H: This company owns and operates a chain of natural and organic foods supermarkets.

I: This company engages in the acquisition, exploration, development, and production of
natural gas and oil properties in the United States. The company also offers marketing,
midstream, drilling, and other oilfield services.

J: A hospitality company, that manages, franchises, owns, and develops branded hotels,
resorts, and residential and vacation ownership properties worldwide. Its portfolio currently
consists of 508 properties in 46 countries.

Required: From the Common Size Consolidated Balance Sheets plus Supplementary
information your task is the following:

i Match the numbered common size balance sheets (1-10), scaled by Total Assets, to
the letter descriptions of the companies (A-J). That is, match the numbers to the
letters.

ii. Provide brief reasons for how you chose the match. In particular, what particular
line items did you focus in on and why.
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Common Size Financial Statements

STATEMENT OF FINAMNCIALPOSITION

For Year

ASSETS

Cash & Cash Eqguivalents
Short-term 5 ecurity Investments
Receivables - Total (Met)
Inventories - Total

Prepaid Expenses
CumrentAssets- Other
CumrentAssets - Total

Plant, Property & Equip (Met)
Invastments at Equity
Investments and Advances- Other
Intangibles-- Total

Assets- Other

TOTAL ASSETS

Accounts Payable

Notes Payable

Accrued Expenses

Taxes Payable

Debt [ Long-Term) Due In One Year
Defered Revenue (Current)
COtherCurrent Liabilities

Totzl Current Lizbilities

Long Term Debt

Defered Taxes (Balance Sheet)
Defered Revenus

Lizbilities - Other

TOTAL LIABILITIES
Noncontrolling Interest
Prefered Stock

Commaon Stock

Capital Surplus

Retzined Earnings
Accumulated OCI

CtherEquity Accounts

Less: Treasury Stock
Shareholders Equity - Parent

Noncontrolling Interest - Nonredeem

TOTAL SHAREHOLDERS EQUITY
TOTAL UABIUTIES AND EQUITY
Supplementary Items
Inventory: finished goods
Invantory: WIP

Invantory: Raw Meterals and Supplie:

1
2012

9.80%
9.41%
5.52%
379

£.68%
35.19%
16.80%
10.69%
2.21%
317
3.38%
100.00%
2.28%
15.91%
7.01%
0.55%
1.83%
0.00%5
1.70%
32.28%
17.10%
L.7BH
0.00%
6.35%
61.51%
0.00%5
0.00%
2.04%
13.20%
67.36%
-3.93%
0.00%6
A0.63%
3B.05%
0.44%6
3B.05%
100.00%6

1.36%

2.06%

2
2012

9243
0.00%
5359
0.00%

3.33%
T2.16%
2,645
1233
0.00%
19.71%
4275
100.00%
20.91%
0.62%
26.28%
0.00%
37T
0.79:
0.85%
LZ2.44%
8.59%
0.265%
0.24%
4815
84345
0.00%5
0.00%
0.02%
40.97%
15.71%
0433
0.00%
21.5%%
35.665%
0.00%
35.66%
100.00%

0.00%
0.00%
0.00%

r

2012

10.05%
11 4B%
4.78%
5.61%
0.00%
5255
37.18%
33.17%
1.18%
B.02%
18.90%
1.55%
100.00%
3.58%
0.37%
9.05%
0.00%
0.00%6
2.79%
2.29%
15.29%
15.57%
4.05%
0.568%
3.83%
39.30%
0.00%5
0.00%
0.01%
23.07%
3B.10%
=047
0.00%6
0.00%6
60.70%
0.00%6
60.70%
100.00%6

2.41%
2.63%
0.57%

2012

3.35%
0.00%
4.59%
5.08%

3.54%
16.57%
15.41%

0.03%
64.09%
3.90%
100.00%
5993
3.49%
3.63%
0.31%
3.09%
0.00%
2.32%
18.83%
15943
7.665%
0.00%
9145
51.58%
0.00%
-0.12%
3.03%
47.78%
5698
-7.06%
0.00%
52.63%
47.97%
0.45%
48.09%
100.00%

3.25%
0.52%
133

]
2012

1.68%
23.31%
3.71%
7.07%

3.94%
3.7
A1 42%

0.00%:

4.18%
12.57%

2.16%

100.00%:

4.67%

0.00%5

ER

0.00%5

0.02%

0.00%5

7.97%
1B.465%

04435

0.00%5

0.00%5

9.28%
28.18%

0.00%5

0.00%
4B 975

0.00%
23.30%

0.10%8

0.00%5

0.54%5
T1EIH

TLEXH
100.00%6

7.07%
0.00%5
0.00%:

[

]
2012

5.41%
B.00E
£.95%
1.05%

1.61%
23.01%
54.18%

2.91%

9.67%

68875

3.42%

100.005

1.81%

0.00%

0.005

0.00%

0.05%

0.0055

8.23%

B.09
16.095%

1.05%

0.00%
11.54%
36.77%

0.0055

0.0

0.03%
42.71%
21.01%
-0.63%

0.005

0.01%
63,105

0.13%
63.10%

r

7
2012

163%
0.00%
14245
16.41%
0.64%
111%
34.03%
63.64%
0.00%%
0.00%
0.47%
1.86%
100.00%
14.65%
2.01%
4.97%
0.56%
4,205
1.04%
2.73%
29.13%
30.43%
2.7
0.00%%
3.34%
85.62%
0.00%
0.00%%
0.11%
8.15%
27.31%
-1.20%
0.00%
0.00%%
34.38%
0.00%%
34.38%

8

" 2012

12.68%
4.88%
3.56%
1.85%

3745
26.71%
45.96%

0.00%

0.00%
24.24%

3.10%

100,005

6.14%

0.00%

4.69%

0.00%

5.14%
15.21%
18. 1%
34.07%
23.85%

4,105
1141%
19.30%
BT

0,005

0,005

0.01%
15.9%%

-14.B55%
-2.78%

0.00%

0.05%

1.28%

0.00%

1.28%

100.00%  100.00% 100.00%
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]
2012

873
0.60%
25.65%
192%

4.56%
41.47%
11745

0.10%
11.11%
7T71%

7.BBH

100.00%
6.67%
3.01%

4.15%
4.69%
10.03%
18.07%
36.59%
20.21%
0.38%
3.77%
23.13%
54.08%
0.00%
0.00%%
0.37%
41.66%
9868
-21.61%
0.00%
103.29%
15.82%
0.10%%
15.B2%
100.00%%

0.40%

10
2012

0,695
0.27%
540
0.00%
0.00%
0.73%
7.08%
B9.32%
1.43%
0.31%
0.00%
1.85%
100.00%
7325
0.00%
2.92%
0.00%
1.11%
0.00%5
3.70%
15.06%
29.69%
6755
0.00%5
.45
56993
0.00%5
7.36%
0.02%
29.54%
1.05%
-0.44%
0.00%
0,125
37.42%
5.5
30.06%
100.00%



Assignment 1.2: Understanding Analyst Earnings’ Forecasts using Common Size Analysis
Introduction

Income forecasts from financial analysts have a profound impact upon management and the decisions
they make. This is because earnings’ season not only affects the fortunes of investors but also the
success or failure of the management being rated. In turn, the financial analyst industry has become
increasingly competitive and is also subjected to close scrutiny from the popular financial press (e.g., the
current Bloomberg ratings provided on the course blackboard with assignment 4).

In this assignment you will start with the consensus sales forecast numbers as your “top line” from
which you will make your own earnings forecasts for Apple’s 2013 and 2014 earnings and diluted
earnings per share. The consensus forecast sales numbers are provided in Appendix 1 (the same as
provided in the lecture), common size analysis and related information is provided in Appendix 2,
Porters’ 5-Forces is summarized in Appendix 3, and an extended common size analysis is provided in
Appendix 4.

Required

1. Using the latest year’s common size analysis (2012), forecast earnings and diluted earnings per
share for Apple 2013 and 2014. Be sure to provide what the scale of your numbers is (i.e.,
millions, billions or whatever scale you choose to work with).

2. Compare this projection to the consensus analyst forecasts comment and provide brief support
whether your forecasts are consistent or not with the analyst consensus.

3. Refer to Appendix 3. This appendix provides Michael Porter’s analysis of Competitive Intensity
and its impact upon profits. Apply Porter’s conceptual framework to reassess your common size
analysis for Apple in 1. above. Based upon this analysis identify which common size year(s) you
view to be more relevant for forecasting Apple’s earnings from for 2013 and 2014. Again
provide brief reasons in support of your answer.

4. Given your answer to part 3. repeat part 1. to make the best forecast you can. Given your
forecast do you expect Apple to meet, beat or fall short of the current consensus analyst
forecasts for 2013 and 2014? — (Provide brief reasons in support of your answer).

Keep within 3 pages for your answers to the above four parts.
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Appendix 1: Analyst Sales Forecasts

Analyst Estimates Get Analyst Estimate

Earnings Est Curresnt Oir. Mext Qir. Current ¥ear Mext Year

ep 13 Dec 13 Sep 13 Sep 14
Avg. Estimate T.64 1352 39.10 42 53
MNo. of Analysts 47.00 41.00 £4.00 £2.00
Low Estimate 7.22 11.21 38.58 36.08
High Estimate 822 15.63 39.70 4722
Year Ago EPS 8.67 13.81 44 15 39.10
Revenue Es cemar]  weiar]  cmaires]  Wedrw
Avg. Estimate 35.97B 54.77B 169.458 180.52B
Mo. of Analysts 44 7 50 49
Low Estimate 34 50B 49.058 165.00B 166.94B
High Estimate 37.79B 58.60B 171.23B 198.00B
Year Ago Sales 35978 54 51B 156.518 169.45B
Sales Growth (year/est) 0.00% 0.50% 8.30% 6.50%
Earnings History Sep 12 Dec 12 Mar 13 Jun 13
EPS Est 8.75 13.47 10.00 7.32
EPS Actual 867 13.81 10.09 747
Difference -0.08 0.34 0.09 0.15
Surprise % -0.90% 250% 0.90% 2.00%
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Appendix 2: Common Size Analysis

AAPL |
SEC Filings - 1
Select Stock [APPLE INC (A4PL) ~| AAPL ? [
Filing Date [31 October 2012 10 - Search Tickers
Select Statement | CONSOLIDATED STATEMENTS OF OFERATIONS (USD S}« toExcel |
Financial Report | Complete Filing | Search SEC Filings
Plat Line I 7 7 7 A Select the statement for the scaling variable. Click on
fien 4 the cells to maich dates between the base statement
CONSOLIDATED STATEMENTS OF 12 Morths Ended and the scaling statement. The scaling statement is
OPERATIONS {USD 5) B
= Th&:l.lsmds m'm;f,&ed Sep. 29, 2012 Sep. 24, 2011 Sep. 25, 2010 Statement CONSOLIDATED STATEMENTS OF OPERA
Net sales 100.0000% 100.0000% 100.0000% Scale By | Net sales
7 Cost of sales 56.1288% 59.5211% 60.6225%
. - Sep. 29, 2012 Sep. 24, 2011 Sep. 25, 201]
Grc_:ss margin 43 8712% 40.4789% 39.3775% Sep. 29, 2012 Sep. 29, 2012 Sep. 29, 2{1
0 LIEEy T Sep. 24,2011 Sep. 24, 2011 Sep. 24, 21
Research and development 2.1603% 2.2435% 27321% | Sep. 25, 2010 Sep. 25, 2010 Sep. 25, 20
Selling, general and administrative 6.4150% 7.0199% 3.4584%, 3
0 Total operating expenses 8.5793% 5.2638% 11.1905%
0l Operating income 35.2960% 3.2151% 28.1870% < = | >
0 Other income/(expense). net 0.3335% 0.3834% 0.2376%
[ Income before provision for income taxes 35.6295% 31.5984% 28.4247% A B [~
= Provision for income taxes 8.9644% 76518% 6.9406% CONSOLIDATED 5
- STATEMENTS OF | 150 e
[ MNet income 26.6651% 23.9466% 21.48471% OPERATIONS ALE
= Eamings per share: (USD §)
[l Basic 0.0285% 0.0259% 0.0236% | L
BECIEET | g mmoame | e
| Diluted 0.0282% 0.0256% 0.0232% Thousands, unless e :
rloLss ess
AAPL
| SEC Fiiings -
Select Stock [AFF‘LEINC{J%FL} v] AAPL 2
Filing Date |24 July 2013 10 -| Search Tickers
Select Statement | Condensed Consolidated Statements of Operations (USDS) v | [ ExporttoExcel |
Financial Report | Complete Fiing | Search SEC Filings |
Met income EO00 8824 29525 33510
Eamings per share:
Basic 7.51 542 3167 35.89
Dilsted 747 532 3144 3548
Shares used in
i .
per share:
Basic 518618 9365596 932338 933672
Diluted 524265 947059 939172 944440
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Appendix 3: Porter’s 5-Forces

Porter’s 5-Forces was originally published in 1979. His analysis identified five forces, from industrial
organization economics, that describe the relationship between “competitive intensity” and
profitability. The 5-Forces are depicted as follows:

Threat of
New
Entrants

Bargaining

Competitive
Power of Rivalry

Suppliers “ustomers

Threat of

Substitute
Products

of Services

The worst case scenario (from a firm’s perspective) occurs when the 5-Forces drive profitability towards
the “pure competition” and normal profits. This is the case where profit margins shrink to industry
averages. In Porter’s original formulation three of the 5-Forces refer to external competition (new
entrants, substitute products and competitive rivals) and the remaining two forces are identified as
internal threats (customers and suppliers).

The major change between 1979 and today has been the rise of social media power. This has provided
significant power to the mass of individual consumers who constantly chat about brands and products in
their social networks. This chatter can have a profound impact upon both sales and profit margins (both
good and bad impacts). Thus today social media has made internal threats much more significant than
was the case in 1979. Today’s management is usually aware of social media and this can influence their
decision making. Similarly financial analysts also attempt to incorporate the impact of social media
trends into their forecasts irrespective of whether management has or not. As a result, when making
forecasts before just assuming the past is immediately relevant to the future, analysts must first
consider whether competitive intensity has changed to any degree and if so how will these changes
affect future profitability.

In practical terms the above assessment may result in you as an analyst applying a different year’s %’s
than what you estimate from the 2012 common size analysis.
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For additional background reading see: http://en.wikipedia.org/wiki/Porter five forces analysis

Appendix 4: Extended Common Size Analysis Time Series Data

30 September 2012 CPS

APPLE INC (AAPL) INCOME STATEMENT
INCOME STATEMENT

(FYR Ending):

Sales (Net)

Cost of Goods Sold

Gross Profit

Selling, General, & Admin Expenses
Research and Development

Operating Income Before Depreciation
Depreciation, Depletion, & Amortiz
Operating Income After Depreciation
Interest Revenue

Interest Expense

Equity Income (Loss)

Other EBT Items (Loss/Expense)

Pretax Income

Income Taxes / Federal

Income Taxes - Foreign

Income Taxes / State

Income Taxes - Other

Income Taxes - Total

Minority Interest

Net Income from Continuing Operations
Extraordinary Items

Discontinued Operations

Consolidated Net Income

Net Income Attributable to NCI

Net Income Attributable to Shareholders

EARNINGS PER SHARE

EPS - Primary, Excluding EI&DO

EPS - Primary, Including EI&DO

EPS - Fully Diluted, Excluding EI&DO
EPS - Fully Diluted, Including EI&DO

9/30/2002

100.00%
70.03%

29.97%
27.12%
7.78%
2.86%
-5.73%
0.80%
2.06%
0.19%
1.41%
2.56%

1.52%
0.14%
0.51%
0.03%
0.00%
0.38%
0.00%
1.13%
0.00%
0.00%
1.13%
0.00%
1.13%

0.000031
0.000031
0.000031
0.000031

9/30/2003

100.00%
70.68%

29.32%
27.11%
7.59%
2.20%
-5.79%
0.40%
1.11%
0.13%
1.63%
1.53%

1.48%
0.29%
0.34%
0.06%
0.00%
0.39%
0.00%
1.10%
0.02%
0.00%
1.11%
0.00%
1.11%

0.000031
0.000031
0.000031
0.000031

9/30/2004

100.00%
70.91%

29.09%
23.07%
5.91%
6.03%
-4.10%
4.22%
0.77%
0.04%
0.72%
1.05%

4.63%
0.41%
0.56%
0.06%
0.00%
1.29%
0.00%
3.33%
0.00%
0.00%
3.33%
0.00%
3.33%

0.000089
0.000089
0.000086
0.000086

9/30/2005

100.00%
69.79%

30.21%
17.18%
3.83%
13.03%
-2.64%
11.84%
1.31%
0.00%
1.18%
1.31%

13.03%
2.18%
0.42%
0.47%
0.00%
3.45%
0.00%
9.58%
0.00%
0.00%
9.58%
0.00%
9.58%

0.000118
0.000118
0.000112
0.000112

9/30/2006 9/30/2007 9/30/2008 9/30/2009 9/30/2010 9/30/2011 9/30/2012

100.00%
69.93%

30.07%
16.28%
3.69%
13.79%
-2.60%
12.70%
2.04%
0.00%
1.89%
2.04%

14.59%
3.20%
0.52%
0.29%
0.00%
4.29%
0.00%

10.30%
0.00%
0.00%

10.30%
0.00%

10.30%

0.000122
0.000122
0.000118
0.000118

100.00%
64.80%

35.20%
15.60%
3.26%
19.60%
-2.02%
18.37%
2.70%
0.00%
2.50%
2.70%

20.86%
5.08%
0.43%
0.47%
0.00%
6.30%
0.00%

14.56%
0.00%
0.00%

14.56%
0.00%

14.56%

0.000168
0.000168
0.000164
0.000164

100.00%
64.34%

35.66%
14.99%
3.41%
20.66%
-2.07%
19.32%
2.01%
0.00%
1.91%
2.01%

21.23%
5.98%
0.85%
0.65%
0.00%
6.35%
0.00%

14.88%
0.00%
0.00%

14.88%
0.00%

14.88%

0.000169
0.000169
0.000165
0.000165

100.00%
58.27%

41.73%
12.78%
3.11%
28.96%
-1.51%
27.36%
0.95%
0.00%
0.76%
0.95%

28.12%
5.05%
0.80%
0.65%
0.00%
8.93%
0.00%

19.19%
0.00%
0.00%

19.19%
0.00%

19.19%

0.000215
0.000215
0.000212
0.000212

100.00%
59.19%

40.81%
11.19%
2.73%
29.62%
-1.30%
28.19%
0.48%
0.00%
0.24%
0.48%

28.42%
3.30%
0.43%
1.00%
0.00%
6.94%
0.00%

21.48%
0.00%
0.00%

21.48%
0.00%

21.48%

0.000236
0.000236
0.000232
0.000232

100.00%
57.84%

42.16%
9.26%
2.24%

32.90%

-0.56%

31.22%
0.00%
0.00%
0.38%
0.00%

31.60%
3.59%
0.71%
0.70%
0.00%
7.65%
0.00%

23.95%
0.00%
0.00%

23.95%
0.00%

23.95%

0.000259
0.000259
0.000256
0.000256

100.00%
54.08%

45.92%
8.58%
2.16%

37.34%

-0.11%

35.30%
0.00%
0.00%
0.33%
0.00%

35.63%
4.63%
0.77%
0.76%
0.00%
8.96%
0.00%

26.67%
0.00%
0.00%

26.67%
0.00%

26.67%

0.000285
0.000285
0.000282
0.000282

*Note the common size percentages computed from Compustat data may not be exactly the same as

the percentages computed from Apple’s financial statements for some line items. The reason is that

although sales, and major line items (such as net income, earnings before taxes etc.,) are the same,
some in between line items such as Cost of Goods Sold may be different because some judgment is
involved in deciding what costs are included in the line item. Welcome to real world!
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http://en.wikipedia.org/wiki/Porter_five_forces_analysis

Assignment 1.3: Reading and Interpreting Derivatives Accounting Reports

Introduction

Using the FSA Module select View and Plot Items and find PepsiCo latest 10-K filings:

n The FTS Financial Statement Analysis Module: 1 800 FLOWERS COM INC

File ImportData Options  Self-Assessment  Lessons

B Financial Statement Analysis

B Explore Financial Statements
Common Size Analysis

B Required Financial Data
Balance Sheet Variables
Income Statement Variables
Cash Flow Statement Variables

B Explore Ratio Analysis

Help
PEF
SEC Filings -
SelectStock  [PEPSICO INC (PEP) ~| Pep
Filing Date 21 February 2013 10K - Search Tickers
Select Statement [Consolidated Statement of Comprehensive Income {USD 5) '] [ Export to Excel ]

PEPSICO INC (PEP) 21 February 2013 10-K

You can also access the 10-K filing as follows and clicking on the .htm hyperlink:

PEP |
[ SEC Fiings ~|
SelectStock | PEPSICO INC (PEF) ~| PEP
Filing Date (21 February 2013 10K - Search Tickers

Select Statement [Cnnsnlidated Statemenrt of Comprehensive Income (USD )

o

Find on page ]

PEPSICO INC {PEF) 21 February 2013 10-K

Financial Report | Complete Filing | Search SEC Filings

scription Document Type Size

10-K pepsico201210-k.htm 10-K 415D
2 EXHIBIT e el BT T D 49157
3 EXHIBIT pepsico201210-kex1076.htm  EX-10.76 37015

You can then click on the “Find on page” button to locate key words such as “hedge” and “derivative” so

you can read about PepsiCo’s use of derivatives and hedging activities.

You can refer to this and the Statements: Consolidated Statement of Comprehensive Income (USD $) for

21 February 2013 10-K and the Consolidated Statement of Income to answer the followings.

Required:

1. What types of risks does PepsiCo use derivatives to hedge and rank the relative importance of

each risk to PepsiCo based upon the relative size of PepsiCo’s derivative usage? Provide

numerical support for your answer from PepsiCo’s latest 10-K report.

2. Canyou infer from the 10-K statement’s footnote whether or not all of PepsiCo’s derivatives

satisfy Accounting Hedge Accounting standards? Provide any evidence you find to support your

answer to this question.
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3. What are the unrealized gains and losses from PepsiCo’s derivatives for the year covered in the
latest 10-K report? Did all of these unrealized gains and losses pass through OCI or Accounting
Income or both statements? (provide support for your answer including estimating how much
passed through each statement)

4. Did PepsiCo have any realized gains and losses that were previously recognized as unrealized
gains and losses in the OCl statement? If so by how much did the realized gains and or losses

increase or reduce Accounting Income for the year covered in the latest 10-K? (Provide support
for your answer)
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Assignment 2.1: Analyzing Accounting or Fundamental Growth

Coca-Cola (KO) and PepsiCo (PEP) are two popular international brands. In 2012 (and 2011 in
brackets) Coca-Cola sold USD 48.017 (USD 46.542) billion and PepsiCo sells over USD 65.492
(USD 66.504) billion annually. The fundamental or accounting growth for Coke in 2012 was
0.137 and for PepsiCo was 0.134. That is, practically the same. The ROE for each company is
also practically the same also for 2012 at 0.28 for Coke and 0.288 for PepsiCo as is their 2012
dividend payout ratio which is 0.51 for Coca-Cola and 0.534 for PepsiCo.

On the surface the two companies appear to be very similar in terms of performance levels in
2012.

Additional Information:

31 Dec 2011 | 31 Dec 2012

T ae o mova

Asset Turnover 0.6091 0.5780

Profit Margin 0.1841 0.1878
Return on Assets 0.1121

Financial Leverage 2.4400

Return on Equity 0.2800

PEP 31 Dec 2011 | 31 Dec 2012

 sales  |66504.00 | 65492.00
__ ConsolidatedNetincome | 6,462.00 | 6,214.00 |
_

m
Return on Assets
Financial Leverage

Return on Equity 0.2881
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Required:

Define accounting or fundamental growth, describe the major firm decisions made
by management that drive this measure, and relate these decisions to the definition.
Given the information provided above for this question, compare Coca-Cola versus
PepsiCo’s fundamental growth with respect to the major decisions identified in part
i.,. What differences arise between the stocks when viewed this way and provide a
brief description of what these differences mean.

Suppose you are a financial analyst. Your task is to contrast and describe in your
own words, using only the information provided above, how the investment
decisions driving return on assets (ROA) are either different or the same for Coca-
Cola versus PepsiCo in 2011 and 2012. To receive full credit, provide support for
your answer.

By using the additional information provided in this part of the question provided
below, now refine your answer to part iii.,. In addition, you should provide a brief
comparison and evaluation of each management’s performance in 2012 with
respect to how well you assess that they are implementing their firm’s business
model.

KO 31 Dec 2011 | 31 Dec 2012

| sales | 46,565.00 | 48,017.00 |
| GrossMargin | 30,243.00 | 30,860.00 |

31 Dec 2011 | 31 Dec 2012

PEP
| sales  |66508.00 | 65492.00
R&D 525.000

Lease Expense 0.
Other Operating Expenses 2,084.00 ,056.00

EBIT 10,375.00 | 9,770.00
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Assignment 2.2: Analyzing Profitability of Vodafone versus Ooredoo

Page Limit for Answer: Your answer should be well organized and be around 1-2 pages. It
should not exceed 2-pages.

Background Information

Government regulators usually do not like monopolies because they result in consumers paying
more for goods and services than would be the case if the industry was competitive. This is
because basic economic theory predicts that prices and profits are higher in industries where
there is monopoly power. Regulators create laws and contractual rights as a control against
monopolies forming and or persisting.

For example, in the US the anti-trust laws are in place to promote competition. These anti-trust
laws work towards prohibiting monopolies (if feasible), prohibiting the abuse of monopoly
power, prohibiting takeovers that are designed to eliminate competition and similar activities.
Sometimes corporations are broken up if they are judged to be too big and providing a threat
to competitive markets. The overriding objective of these types of laws is to benefit
consumers.

In Qatar, Vodafone Qatar was permitted to commence operations in 2009 in order to create
competition for Qatar Telecom (or now Ooredoo). Now there are a few years of financial
results available you can judge whether competition is having an impact upon financial
performance.

Required:

The financial analyses in the appendices provide the profitability and cash flow concepts
introduced in class for both Ooredoo and Vodafone Qatar. In addition, the business
descriptions for each company are provided in the third appendix. In this assignment you
should apply any of these profitability and cash flow concepts to answer the following.

i Did Vodafone’s entry into Qatar have an impact upon Ooredoo’s profitability and
cash flow performance? (Provide reasons in support of your answer)

ii. Is the impact upon both company’s profitability and cash flow performance
consistent with what you would expect from increased competition in this industry?
(Provide your major reasons in support or against for your answer)
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Appendix: Profitability Analysis

Ooredoo QSC (135709)

135709 31 Dec 2002 | 31 Dec 2003 | 31 Dec 2004 | 31 Dec 2005 | 31 Dec 2006 | 31 Dec 2007 | 31 Dec 2008 | 31 Dec 2009 | 31 Dec 2010 | 31 Dec 2011 | 31 Dec 2012
T Coorsaes | sooem0 | smmene o o | s | 151100

&D

T
.

R.

©Cecivetoctate | 000000 | 000000 | 000000 | co0um |
.

252438 31 Mar 2005 | 31 Mar 2010 | 31 Mar 2011 | 31 Mar 2012 | 31 Mar 2013
o551

Other Operating Expenses

Equity Income (Loss)
Other EBT Items (Loss/Expens

 Cffectveraxhate | 000000 | 000000 | 0.00000 | 0.00000 | 0.00000
 nowr | -

NOPAT 658.604

Operating Profit Margin 2 | 058667 | 0.40150 | 0.43141

Gross Profit Margin -
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Appendix: Cash Flow Analysis

Ooredoo QSC (135709)

135709 31 Dec 2002 | 31 Dec 2003 | 31 Dec 2004 | 31 Dec 2005 | 31 Dec 2006 | 31 Dec 2007 | 31 Dec 2008 | 31 Dec 2009 | 31 Dec 2010 | 31 Dec 2011 | 31 Dec 2012

Cost of Sales
SGRA

Net Interest Expense
Equity Income (Loss)
Other EBT ltems [Loss,fExpense]

31 Mar 2009 | 31 Mar 2010 | 31 Mar 2011 | 31 Mar 2012 | 31 Mar 2013

“
oot [ sotoo | w50 | wsone | seores | seon |

SGEA 29.19200 207
RE&D

 cmeopems oo | oo 0

Other Operating Expenses -86.33000

——

Cash Flow from Operations Margin | -3,561.2500 _
Capital Expenditures 389.269 _
Free Cash Flow to Firm -500.722
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Appendix: Additional Background Information (Business Descriptions)

Ooredoo Q.S.C. together with its subsidiaries, provides mobile, fixed, broadband Internet, and
corporate managed services. The company operates in six segments: Qtel, Asiacell, Wataniya,
Indosat, Nawras, and Others. It offers domestic and international telecommunication services in
Qatar; mobile telecommunication services in Iraqg; and mobile telephone and pager systems
and services in Kuwait, and the other parts of the Middle East and North African region. The
company also provides telecommunication services, such as cellular services, fixed
telecommunications, multimedia, data communication, and Internet services in Indonesia; and
mobile and fixed telecommunication services in Oman. In addition, it offers landlines, mobile,
home entertainment TV, broadband Internet, and Wi-Fi services. As of December 31, 2012, it
had a customer base of 92.9 million subscribers. The company was formerly known as Qatar
Telecom (Qtel) Q.S.C. and changed its name to Ooredoo Q.S.C. in March 2013. Ooredoo Q.S.C.
was founded in 1987 and is headquartered in Doha, Qatar.

Vodafone Qatar Q.S.C. provides cellular mobile telecommunication and fixed line services in
Qatar. It offers roaming, broadband, postpaid, prepaid, mobile Internet, and Blackberry
business services. The company also sells mobile related equipment and accessories; and
provides money transfer services. Vodafone Qatar Q.S.C. was incorporated in 2008 and is based
in Doha, Qatar.
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Assignment 2.3: How Should Vodafone Spend Verizon’s $130 billion?

September 2, 2013 Verizon and Vodafone agree to a $130billion deal (see appendix 1). Refer to
the following news article:

How should Vodafone spend Verizon’s
$130 billion?

M cnBC T TextSize [=][+
Fublished: Monday, 2 Sep 2013 | 732 AMET
By: Catherine Boyle | Staff Writer, CNBC.com

FiRecommend | 5 [ Twitter - 16 g +1 < 0 [ Linkedin = 3 3 share

The long-anticipated sale of Vodafone's

| stake in its wireless joint venture with
Verizon is expected to leave the European
telecoms giant with tens of billions of dollars
to spend. So what will be top of chief
executive Vittorio Colao's shopping list after
the second-biggest M&A deal of all time?

Daniel Berehulak | Getty Images

For starters, Vodafone shareholders are

hoping for a hefty special dividend or share
buyback program, which should be announced alongside the final details of the
expected $130 billion cash-and-shares deal. An announcement is expected late

Monday or early Tuesday.
(Read more: Largest ever loan supporting Verizon deal)

The potential for distributing cash to shareholders is one of the major factors which
has seen Vodafone's share price shoot up in recent days.

http://www.cnbc.com/id/101002583?__source=yahoo%7Cfinance%7Cheadline%7Cheadline%7
Cstory&par=yahoo&doc=101002583%7CHow+should+Vodafone+spend

Assume the cost of equity capital from the capital markets for Verizon is 6.4% and for Vodafone
is 7.7%. This is the cost of capital raised from issuing stocks (not debt).
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Required: Answer concisely within 2-pages and the question provides a lot more information
than what is needed for the answers

Aside: An important part of the assignment is being able to cut through a lot of extraneous
information to focus upon what is relevant to the questions asked.

1.

In the Reuters article (see appendix 1) it is observed that:

“The deal in cash and stock will give Verizon full access to the profits from the United
States' largest mobile operator, handing it fresh firepower to invest in superfast mobile
networks and fend off challengers in a market expected to become more competitive.”
Refer to the financial data provided in appendix 2 —is the financial data provided in
appendix 2 consistent with the observation made in the Reuters article? Provide
specific support for your answer.

In the above CNBC article it is noted that “For starters Vodafone shareholders are
hoping for a hefty special dividend or share buyback program, which should be
announced alongside the final details of the expected $130 billion cash-and-shares
deal.”

Refer to the financial data provided in appendix 2 —is the financial data consistent with
the observation made above in the CNBC article? Provide specific in support for your
answer.

Refer to the initial stock price reaction subsequent to the story released after the close
of trading on August 29, 2013, in appendix 3. Is the market reaction for both Vodafone
and Verizon consistent with you would expect given your answers to parts 1. and 2.
above? Again provide brief reasons in support of your answer.
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Appendix 1: Verizon/Vodafone deal

Verizon and Vodafone agree $130 billion
Wireless deal

B3 278 pacple raccmmend this Sign Up to s=e what your friends
recommend.

A
] Recommend

W Tweet ‘92

ﬁ share | 138
B} snare tnie

-y

] Emall

@9 Print

Rslated Topice

Tech»
Deals »

Global Deals
Review: 2011 Q3 »

: X B i Global Deals
LONDON/SAN DIEGO | Mon Sep 2, 2013 4:16pm ED x
: Review: 2011 Q2 »

(Reuters) - Verizon Communications agreed on Global Deals Review
Monday to pay $130 billion to buy Vodafone out of
its U.S. wireless business, signing history's third

»
Inflows Outflows »

largest corporate deal to bring an end to an often SR
fractious 14-year marriage.

The deal in cash and stock will give Verizon full access to the profits from
the United States' largest mobile operator, handing it fresh firepower to

invest in superfast mobile networks and fend off challengers in a market zegz?n & :
odafone sea
expected to become more competitive. $130bin deal

http://www.reuters.com/article/2013/09/02/us-vodafone-verizon-idUSBRE97508C20130902
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Appendix 2: Financial Results

Verizon — Profitability Margins

VZ 31 Dec 2003 | 31 Dec 2004 | 31 Dec 2005 | 31 Dec 2006 | 31 Dec 2007 | 31 Dec 2008 | 31 Dec 2009 | 31 Dec 2010 | 31 Dec 2011 | 31 Dec 2012

Cost of Sales
0 49,643.00 0 00 0 | 65,186.00 | 64,79 0
SGEA 18,781.00 | 20,264.00 | 21,048.00 | 24,416.00 | 24,865.00 | 25,776.00 | 290,491.00 | 29,873.00 | 35,624.00 | :
EBT

Lease Expense

- :

T
[ megeme |1

31 Mar 2004 | 31 Mar 2005 | 31 Mar 2006 | 31 Mar 2007 | 31 Mar 2008 | 31 Mar 2009 | 31 Mar 2010 | 31 Mar 2011 | 31 Mar 2012 | 31 Mar 2013

VoD
| sales  |61,7a8.56 | 64,470.41 | 51,0845 | 61,228.2
Cost of Sales : 19,542.78 | 26,799.16

 tectveruxnate | o000 |

Operating Profit Margin
Gross Profit Margin
MNOPAT Margin
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Verizon — Cash Flow Margins

N

31 Dec 2003 | 31 Dec 2004 | 31 Dec 2005 | 31 Dec 2006 | 31 Dec 2007 | 31 Dec 2008 | 31 Dec 2009 | 31 Dec 2010 | 31 Dec 2011 | 31 Dec 2012 |

Cash Flow from Operations Margin
Capital Expenditures
Free Cash Flow to Firm

Vodafone — Cash Flow Margins

VoD 31 Mar 2004 | 31 Mar 2005 | 31 Mar 2006 | 31 Mar 2007 | 31 Mar 2008 | 31 Mar 2009 | 31 Mar 2010 | 31 Mar 2011 | 31 Mar 2012 | 31 Mar 2013 |

Proceeds from new long-term debt | 515.200
Payments to settle long-term debt
Net Borrowmgs

31 Dec 2003 | 31 Dec 2004 | 31 Dec 2005 | 31 Dec 2006 | 31 Dec 2007 | 31 Dec 2008 | 31 Dec 2003 | 31 Dec 2010 | 31 Dec 2011 | 31 Dec 2012

s s naion sawem wsren

Return on Assets

VoD 31 Mar 2004 | 31 Mar 2005 | 31 Mar 2006 | 31 Mar 2007 | 31 Mar 2008 | 31 Mar 2005 | 31 Mar 2010 | 31 Mar 2011 | 31 Mar 2012 | 31 Mar 2013

Comolasnename s 5100 nshar - sarin| Dot | 40400 | e | 2 | 11900 | 1o
— etiome Attt o 6 | 1710 3550 | prm oo
oo —

Verizon — Return on Invested Capital
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31 Dec 2003 | 31 Dec 2004 | 31 Dec 2005 | 31 Dec 2006 | 31 Dec 2007 | 31 Dec 2008 | 31 Dec 2009 | 31 Dec 2010 | 31 Dec 2011 | 31 Dec 2012

VZ
" Average ShareholdersEquity | 3386500 |

Consolidated Net Income

Net Income Attributable to NCI
Met Income Attributable to Shareholders

Income Net of Dividends
Average Short-term borrowings
Average Long-term Debt due within 1-yea

I

VoD 31 Mar 2004 | 31 Mar 2005 | 31 Mar 2006 | 31 Mar 2007 | 31 Mar 2008 | 31 Mar 2009 | 31 Mar 2010 | 31 Mar 2011 | 31 Mar 2012 | 31 Mar 2013

Average Long-term Debt
Average Lease Obligations
Average Shareholders Equity

Invested Capita
Return on Invested Capital

Verizon — Return on Capital Employed

| VZ 31 Dec 2003 | 31 Dec 2004 | 31 Dec 2005 | 31 Dec 2006 | 31 Dec 2007 | 31 Dec 2008 | 31 Dec 2009 | 31 Dec 2010 | 31 Dec 2011 | 31 Dec 2012

e

EBT
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Vodafone — Return on Capital Employed

| VoD 31 Mar 2004 | 31 Mar 2005 | 31 Mar 2006 | 31 Mar 2007 | 31 Mar 2008 | 31 Mar 2009 | 31 Mar 2010 | 31 Mar 2011 | 31 Mar 2012 | 31 Mar 2013 |

EBIT
Interest Expense y

e ———— el P TR FYCT
Average Long-term Seulrlty Investments | 1,930.16 | 1,769.71 | 2,703.95 | 7,767.41
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Appendix 3: Stock market reaction to the Verizon/Vodafone deal

Aug 28, 2013 3:59 PM - 4:04 PM EDT: ™= VOD 29.43 =& V7 45.59

st%

655
4%

—— MW .

= N\ T
-2%
Mon Aug 26, 2013 Tue Aug 27 Wed Aug 28 Thu Aug 29 Fri Aug 30
= Volume: 581,000 [x]
2.0M
il ™
o 1Y T L kL ST || || ||‘|| il ||I||I|||.|||.|||||I|I||||.|||||”||I||"|| |||‘||||II||II|I|I|||| ||.lI.|.|.|||....|..........L_II||||||||II|

1o EDY 1m [2m [6M [ vTD [1v |2V |5V [Max| FROM:|Aug252013| TO:[Aug302013| +8.38%
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Assignment 3.1: Match the Business

The point has been often made in class that a firm’s business model is a major driver of a firm’s
Balance Sheet (or Statement of Financial Position) and Income Statement. In particular,
different business models generate different working capital behavior. In this question your
task as an analyst is reversed. Given the ratio analysis for working capital from five different
business models your task is to identify which ratios go with which firm and provide brief
reasons in support of your answer.

Brief Business Description for the Five Companies

A: This company designs, manufactures, and sells highly specialized integrated digital
technology platforms worldwide.

B: This company provides workforce (i.e., hiring) solutions and services.
C: This company owns and operates a chain of natural and organic foods supermarkets.

D: This company franchises and operates restaurants worldwide offering various food and
beverage items including breakfast menus.

E: This company engages in the manufacture, marketing, and sale of nonalcoholic beverages
worldwide.

Five Working Capital Analyses

Working Capital 1 31 Dec 2008 | 31 Dec 2009 | 31 Dec 2010 | 31 Dec 2011 | 31 Dec 2012

_

Days to Pay Payables 14.8827 13.5451 3.1149 13.0459 12.1898

Cash Conversion Cycle 16.37346 | 14.64436 2.35470 | 11.66396 | 11.51898

Working Capital 2

Days to Sell Inventory 119.7226 | 102.4939 | 124.1889
Days to Collect Receivables | 20.8205 | 20.7038 | 21.5036 | 22.1370

Days to Pay Payables 71.5217 73.0238 74.6567 68.4685 84.0012

Operating Cycle 127.91490 | 136.25200 | 141.22610 | 124.63090 | 150.59850

Cash Conversion Cycle 56.39320 | 62.32813 | 66.500949 | 56.16241 | 66.50733
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31 Dec 2008 | 31 Dec 2009 | 31 Dec 2010 | 31 Dec 2011 | 31 Dec 2012

Working Capital 3

Days to Sell Inventory
Days to Collect Receivables | 68.6594 76.2432 66.8894 66.5562 73.7864

Days to Pay Payables 20.0442 25.6938 26.5708 26.0257 30.2163

Operating Cycle 68.65935 | 76.24316 | 66.88942 | 66.55619 | 73.78638

Cash Conversion Cycle 48.61513 | 50.54940 | 40.21861 | 39.63040 | 43.57011

Working Capital 4

| DaystoSellinventory | 78.0246 | 82.8567 | 82.0365 | 64.2026
Days to Collect Receivables 40.3279 | 42.5099 | 36.6450 | 36.7873
Days to Pay Payables 48.6879 | 50.7249 | 54.0516

Operating Cycle 114.62860 18450 | 124.58640 | 100.84760 | 104.:

Cash Conversion Cycle | 65.94066 | 72.45967 | 70.53477 | 55.46301 _

Working Capital 5

Days to SEII Inventory 3.1495 3.1058 2.9794 2.7601 2.8359
Days to Collect Receivables 15.9803 | 16.9768 | 16.9877

Days to Pay Payables 16.5521 17.9246 21.7824 23.1957 25.0079

Operating Cycle 19.08614 | 19.95618 | 19.74771 | 20.77670

Cash Conversion Cycle 1.99814 | 1.16156 | -1.82624 -4.23122

Required:

i Refer to the above information to this question which provides the analysis of
Working Capital results for five companies in random order and business
descriptions. Your task is to match the five working capitals to the five business
descriptions above. To receive full credit you must provide brief reasons in support
of each answer using two of the five working capital line items provided.
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Assignment 3.2: Shift of business operations strategy in the beverage industry and the
impact upon working capital management

Due Date September 18, 2013 and page limit not to exceed 2-pages. Complete this assignment
using the FSA Module.

February 25, 2010 Coca Cola announced plans to buy North America bottler’s operations which
marked a major shift in their operating strategy.

Coke to buy top bottler's North America
operations

I3 2 pecpie recommend this. Sign Up to sas what your friencs
recommend.

¥ Recommans

W Twest O

lm 3hare

K} 2narethic

Emall
& Print

Relatac Nowe

UPDATE 1-7
buy food cont
maker for 520

By Martnpe Ge3d

A
NEW YORK | Thu F=b 25, 20490 42pm EBT a
p

(Reuters) - Coca-Cola Co <KO.N will take over the us, Fen 23 201
North American operations of its top bottler, Coca- E:;‘Erjb‘e' rlgf
Cola Enterprises Inc (CCE.N), in a strategic reversal repor

that would level the field after a similar deal by UPDATE 1-C

= Enterpnses C
PepsiCo. says would [&
In return for taking control of the North American business, Coke will !.1frse T
relinquish its 34 pareent stake in CCE, worth $3.2 bilion based on UPDATE 1-M
Wednesday's closing price. It will also assume $8.23 billion in CCE debe. Chatter -- Cot

finance press
The deal wil help the world's largest soft drinks maker cut costs and jod, Feo 17 2000

increase flexibilty in distributing its beveragss, which rangs from Diet Coke

and Sprite to vitaminwater and Minute Maid. BRI

Coke's announcement on Thursday comes just as PecsiCo Inc (FEFN)is  Deals »
due to close this week on the $7.2 bilion purchase of its largest botlers, Global Deals

Pepsi Bottling Group Inc PBG.N and PepsiAmericas Inc PAS.N. Review: 2011

Global Deals
"Coke couldn't =it back while Pepsi deliversd 5200 millon (plus) in Review: 2014
synergies for reinvestment and then transformed its U.S. business model,”  Giobal Deals
said ConsumerEdge Research analyst Bil Peconello. »
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www.reuters.com/article/2010/02/25/us-cocacola-idUSTRE61003Y20100225
Required:

4. Read the above article from Reuters plus the background articles in the appendix.
Consider operating strategies broken up into real strategies and financial strategies.
Briefly summarize the real operating strategies for Coca Cola (KO), PepsiCo (PEP) and
Doctor Pepper Snapple (DPS).

5. Given your answer to 1. what are some of the major financial implications for working
capital management that you would predict for these three stocks.

6. By applying the FSA Modules working capital management calculator, using the
Compustat data file introduced in the cluster session, compare the actual working
capital management results for the three stocks since 2009.

7. Discuss whether your answers to 2. and 3. are consistent or inconsistent identifying any
strengths and weaknesses associated with each of the three company’s working capital
performance.

Additional Information:

By using www.yahoo.com/finance stock charts (or equivalent ), plot the current 5-year stock

price performance for KO (Coca Cola), PEP (PesiCo) and DPS (Doctor Pepper Snapple Group Inc)
on the same chart to compare the market’s reaction and performance given the changes in
operating strategy that have unfolded in the non-alcoholic beverage industry since 2009.
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Appendix 1: Additional Background Information

PepsiCo buys bottlers for $7.8bn
By Rory Harrington &', 05-Aug-2003

Relsted tags: Bottlers
Related topics: Procassing

i - . RELATED MEWS
PepsiCo Inc has agreed the takeover of bwo of its bottle makers in
a deal worth $7_8bn that will see the consolidation of 80 per cent  PepsiCo marges newly
of its North American beverage volume soguired botiiers

Coos-Cola opens new §33m

The world's second langest soft dinks manufacturer said yesterday the  botting piant in China
acquisition of Pepsi Botling Growp Inc and Pepsifmericas Inc would S —
net the company annusl savings of $300m by 2012. The buyout would  gotting Growp sales
result in speedier decision-making and help bring products to market plan o buy
mare guickly. said Pepsi. mact of Hs largest botiier

The agreement was reached after 3 previous bid worth 38bn had been ::,";ﬁﬁ:‘;?:f:“uﬂﬁ::p"

rejected earier this year. daal
Changing market dynamics

The comgany said the previous amangement — with a separation of bottling and distribution from
product development and marketing - had been effective but needed to be adapted to suit
changing markst dynamics.

“Whils the existing model has served the spstem vary well, i is clear that the changing dynamics of
the Naorth Amencan ligwid refreshment beverage business demand that we creafe a more flaxible
efficient and competitive system that can dnve growth across the full mnge of PepsiCo beverage
brands,” said PepsiCo Chaimnan and Chief Executive Cfficer Indra Mooyl

He added: “The filly infegrafed beverage business wall enable us to bing innovative products and
packages fo marke! faster, sfreamiine owr manufacturing and distnbution systems and react more
quickly to changes in the markeiplsce, much like we do with our food business. ™

Greater contral

One analyst said the advantage of cwning their botting operations meant Pepsi could now control
how its products were distributed, priced and even displayed in retail outlets.

http://www.foodproductiondaily.com/Processing/PepsiCo-buys-bottlers-for-7.8bn
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BUSINESS | June & 201

Coca—Ccﬁﬁ, Dr Pepper Reach Distribution Deal

By PAUL ZIOBRO And VALERIE BAUERLEIM

Coca-Cola Co. [ CCE +0 23% | agreed to pay $715 million for the rights to distribute
some of Dr Pepper Snapple Group Inc.'s | DPS -0.09% | most popular brands.

As part of the deal, Dr Pepper and Diet
Dr Pepper will be the only non-Coke
brands distributed on Coke's new
high-tech Freestyle machine, a touch-
screen fountain which dispenses maore
than 100 different flavors. Dr Pepper
Snapple values that access at an
Enlarge Image additional $115 million to $135 million,

rBanksLUCED for The Wall Strest Journal sweetening the overall deal value.

Amanin Aflanta uses Coke's new vending

machine, which employs a touch-screen and
new technology. Atlanta-based Coke has also agreed to

include some Dr Pepper brands in sales

to local fountain customers, such as
small restaurant chains. Dr Pepper Snapple's biggest brands sell briskly in bottles
and cans but have struggled to gain valuable space on soda fountains controlled by
their rivals. "Fountain is one of the greatest ways to increase sampling of our brands,”
spokesman Greg Artkop said.

Dr Pepper Snapple, based in Plano, Texas, has a unigue bottling arrangement, relying
on independent and in-house distribution for some of its sales volume, but the balance
of its distribution is handled by rivals in the Coke and Pepsi bottling systems.

Coke and PepsiCo Inc. have both moved to buy their biggest
independent bottlers in the past year, triggering change-of-control agreements for

distribution of Dr Pepper Snapple.

online.wsj.com/article/SB10001424052748703303904575292341015388912.html
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Assignment 4.1: Analyzing Risk

Refer to the data in the appendix and answer the following. Answer parts i-iv. using only the data
contained in appendix 1. Answer part v. using data contained in both appendices.

Vi.

Refer to the two stocks in appendix 1 to Assignment 3.1 define liquidity risk and then
evaluate and rank the two stocks in terms of their liquidity risk.

Refer to the two stocks in appendix 1 to Assignment 3.1 define coverage risk and then
evaluate and rank the two stocks in terms of their coverage risk.

Refer to the two stocks in appendix 1 to Assignment 3.1 define solvency risk and then
evaluate and rank the two stocks in terms of their solvency risk.

The credit rating for these two stocks are “AA” and “A.” Which rating is associated with
which stock? Provide support for your answer based upon your answers to parts i.-iii.
above.

In the light of your answers to parts i-iv. critically evaluate the results from Altman analysis
provided in appendix 2. You should identify information that you relied upon in parts i-iv.
and contrast this to the information that the Altman Model is relying upon.

Given your answer to part v. do you agree with the Altman ratings provided (why or why
not)?
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Appendix 1 to Assignment 4.1:

Stock A (Millions) 31-Jan-13

Accounts Receivable 6,857.00
Cash & Cash Equivalents 784
Current Assets 16,388.00
Current Liabilities 14,031.00
Debt to Equity Ratio 1.0658
EBITDA to Interest Coverage 9.6483
Ending Financial Leverage 2.9087
Financial Receivables 0
Free Cash Flow to Interest Coverage 3.3121
Interest Coverage 6.8373
Inventory 7,903.00
Long-term Debt 14,654.00
Long-term Debt due within 1-year 2,024.00
Shareholders' Equity 16,558.00
Short-term borrowings 970
Short-term Security Investments 0
Total Assets 48,163.00
Total Debt 17,648.00

Stock B 31-Jan-13
Accounts Receivable 6,768.00
Cash & Cash Equivalents 7,781.00
Current Assets 59,940.00
Current Liabilities 71,818.00
Debt to Equity Ratio 1.0658
EBITDA to Interest Coverage 16.0762
Ending Financial Leverage 2.9087
Financial Receivables 0
Free Cash Flow to Interest Coverage 6.6312
Interest Coverage 12.1001
Inventory 43,803.00
Long-term Debt 41,417.00
Long-term Debt due within 1-year 5,914.00
Shareholders' Equity 76,343.00
Short-term borrowings 6,805.00
Short-term Security Investments 0
Total Assets 203,105.00
Total Debt 54,136.00
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Appendix 2: Assignment 4.1

Total Assets

Current Liabilities
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EBIT 5,210.00
Shareholders Equity 16,558.00
Total Liabilities plus Equity 48,163.00
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Implied Rating

Net Working Capital/Total Assets 0.04894
Retained Earnings/Total Assets 0.27314
0.10817

Shareholders Equity/Total Liabilities | 0.52390

Sales/Total Assets 1.52194

Stock B
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| sales  |as7,3100
| seeA  |88873.00

EBIT

Shareholders Equity 76,343.00
Total Liabilities plus Equity 203,105.00
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Net Working Capital/Total Assets -0.05848
Retained Earnings/Total Assets 0.35931
0.12737
Shareholders Equity/Total Liabilities | 0.63173

Sales/Total Assets

Total Liabilities 20,848.00
-Score 3.5303¢
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Assignment 4.2: Activity Analysis
Complete this assignment using the FSA Module.
Required:

Intel produces chips that require a heavy investment in both physical and human capacity,
IBM produces solutions for clients that emphasize human capacity, and Wal-Mart pursues
an everyday low-price retail strategy

Which type of business model should be more sensitive to changes in the business cycle?

The business cycle refers to systematic economy-wide fluctuations over time, in the
production of goods and services, and economic activity in general.

Required:

Compute the Degree of Operating Leverage for Intel, IBM and Wal-Mart
Compute the Degree of Financial Leverage for Intel, IBM and Wal-Mart
Compute the Degree of Total Leverage for Intel, IBM and Wal-Mart

For credit show full working and screen shots if relevant. For Intel and Wal-Mart you can
build upon the analysis provided in the lecture and for IBM you are providing an equivalent
analysis. You must use either the Compustat annual data provided on the Blackboard or
Morningstar annual financial data that you can download in .CSV form from
www.morningstar.com to complete this assignment with the FSA Module. State which data
source you are using.

l. Based upon your answers to 1., how sensitive would you assess Intel, IBM and Wal-
Mart to be to the business cycle? Provide a ranking of your assessed sensitivity to
the business cycle along with arguments in support of this assessment and rankings.

. What is the current Break-Even Margin for Intel, IBM and Wal-Mart? (Again show
support for your answer to receive credit).
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