Module 6 — Financial Statement Analysis & Valuation, 4™ Edition by Easton, McAnally, Sommers
& Zhang

Practice Quiz

1. Procter & Gamble (PG) and Colgate-Palmolive (CL) report the following sales and accounts
receivable balances ($ millions).

Procter & Gamble Colgate-Palmolive
Salea Accounta Receivable Sales Accounts Receivable
2004 .. .. $51.407 0082 10,584 $1,320
2005.... 56,741 4,185 11,387 1,308

Compute the 2005 accounts receivable turnover for both companies.

PG: 13.56 CL: 8.71
PG: 13.11 CL: 8.35
PG: 13.76 CL: 8.67
PG: 15.31 CL: 9.02

aoow

2. Abercrombie and Fitch (ANF) and TJ Maxx (TJX) report the following information in their respective
January 2006 10-K reports.

Abercrombie & Fitch T Maoox
Cost of Cost of
& millions Salea (Goods Sold Inventories Sales Goods Sold Inventoriea
2005....... $201 FEE0 211 14813 $11,288 F2,252
2006....... 2785 8933 363 16,058 12,205 2,366

Compute the 2006 inventory turnover for each of these two retailers.

ANF: 3.25 TIX: 5.21
ANF: 7.67 TJIX: 6.79
ANF: 2.98 TIX: 1.31
ANF: 2.57 TJX: 5.19

oo o
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3. Intel Corporation (INTC) and Texas Instruments (TXN) report the following information.

Intel Corp Texas Inatruments
Plant, Property Plant, Property
% millions Sales and Equipment, net Sales and Equipment, net
2004 ... B34,208 $15,768 F12,580 fa818
2005 .. .....0.... 3BEZE 17,111 13,2382 3,509

Compute the 2005 PPE turnover for both companies.

a. INTC: 2.27 TXN: 3.44
b. INTC: 2.17 TXN: 3.21
c. INTC: 2.50 TXN: 3.50
d. INTC: 2.36 TXN: 3.43

4. General Electric Company reports the following footnote in its 10-K report.

December 31 [In millicns)

Raw materials and work in process
Fimighed goods. ... ..o ovvinini o
Unbilled shipments. . ................

Less revaluation to LIFC. . ... ... .

..... § 55827 § 5,042

5152 4,606
233 4
11,02 10,250
(ea7) (6e1)

$10,2135 % 0,560

The company reports its inventories using the LIFO inventory costing method.

Assume GE has a 35% income tax rate. As of the 2005 year-end, how much has GE saved in taxes
by choosing LIFO over FIFO method for costing inventory?

a. $6,705 million
b. $ 475 million
c. $3,610 million
d. $ 244 million
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5. The inventory footnote from the Deere & Company’s 2005 10-K follows ($ millions).

Inventories Most inventories owned by Deere & Company and its United States equipment subsidiaries
are valued at cost, on the “last-in, first-out” (LIFO) basis. Remaining inventories are generally valued at
the lower of cost, on the “first-in, first-out” (FIFO) basis, or market. The value of gross inventories on
the LIFO basis represented 61 percent of worldwide gross inventories at FIFO value on October 31,
2005 and 2004, respectively. If all inventories had been valued on a FIFO basis, estimated inventories
by major classification at October 31 in millions of dollars would have been as follows:

2005 2004
Faw materials ard supplies. ....... & 716 & 588
Work-inrprocess. ... ... L 425 408
Finighed machines and parts . .. .. .. 2126 2004
Total FIFC walus ... oo, BEET 3,001
Less adjustment to LIFO value. . . . .. 1,132 1,002
Imventories . ooo i i $2,130 §1,908

We notice that not all of Deere’s inventories are reported using the same inventory costing method
(companies can use different inventory costing methods for different inventory pools).

What effect has the use of LIFO inventory costing had on Deere’s tax liability for 2005 only (assume a

35% income tax rate)?

$396 million tax savings
$ 45.5 million tax savings
$130 million tax savings
$ 85 million tax savings

coop
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6. The property and equipment footnote from the Deere & Company balance sheet follows.

Property and Depreciation A summary of property and equipment at October 31 follows:

Average Useful
(% milliona) Lives [Years) 2005 2004
Equipment Operations
Land ..o e I £ 75
Buildings and building equipment . .......... 25 1,490 1,419
Machinery and equipment .. ....... . ... 10 2081 2,870
Dies, patterna, tools, ete. . ..o ool ¥ 1,028 QBT
Allother .. .ovavsasasrasasnasassasassasa 5 SBa a7
Construction in progreas ... ... ool 232 156
Totalatcomt ... G,300 6,078
Less accumulated depreciation. .. .......... 4,113 3,068
Total coicavasvavassasasnasasnanansasa §2.277 fz2.112

During 2005, the company reported $636.5 million of depreciation expense (this expense
also includes amortization expense relating to computer software that is included with

property and equipment).

Estimate the percent used up of Deere’s depreciable assets.

68%
64%
50%
36%

aoop

7. 3M Company reports the following financial statement amounts in its 2005 10-K report.

Cost of Flant, property
$ milliona Salea Goods Seld  Receivables, net  Inventories  and equipment, net
2003, ....... Fi15222 F 0,285 F2.714 F1.816 5,800
2004 ... ... 2001 0,858 2,7e2 1,887 571
2005, .. ... 21087 10,281 2,838 b 5,503

Compute the receivables turnover ratios for both 2004 and 2005.

a. 2004: 7.27 2005: 7.52
b. 2004: 7.17 2005: 7.46
c. 2004: 3.57 2005: 3.66
d. 2004: 3.54 2005: 3.69
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8. Following is the current asset section from the W.W. Grainger, Inc., balance sheet.

As of December 31 ($000s) 2005 2004
Cash and cash equivalents $ 544,894 $429,246
Accounts receivable (less allowances for doubtful

accounts of $18,401 and $23,375 respectively) 518,625 480,893
Inventories 791,212 700,559
Prepaid expenses and other assets 54,334 47,086
Deferred income taxes 88,803 96,929
Total current assets $1,997,868 1,754,713

Grainger reports the following footnote relating to its receivables.

Allowance for Doubtful Accounts The following table shows the activity in the
allowance for doubtful accounts.

For Years Ended December 31 {§ 000a) 2005 2004 2003

Balance at beginningefperiod .. ... . ... o000 B23,375 $24,7386  $26.568
Prowision for uncollectible accounta ..o ool 1,325 5,159 9,263
Wite-off of uncollectible accounts, less recoveries. . . . {6,380) {G.862) (11,713
Foreign currency exchangs impact . ... ... 0000 =1} 142 e
Balanceat end of period .. ... oo oo B4 $22,375  §24,736

What percentage of its total accounts receivable does Grainger feel are uncollectible at December 31,
2005? (Hint: Percentage of uncollectible accounts = Allowance for uncollectible accounts / Gross
accounts receivable)

a. 3.55%
b. 3.43%
c. 0.26%
d. 1.23%
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9. Following is the current asset section from Intuit’s balance sheet.

July 31 (% (:00a) 2005 2004
Cashandcash equivalents ......... ... . ... oo oo B B3,842 § 25002
Investmants ... e 810,418 891,871
Accounts receivable, net of allowancs for doubtful accounts

of $15,853 and $6,994, respectivaly. ... ..o o i BE,125 B1,615
Defamred incometamsa. . ... ..o e 54,854 31,004
Prepaid expenses and other cumentasseta. . ... ... .o 90,275 62,7
Current asssta of discontinued opemtions .. ... ... ..o L 21,080 12,279

Curment assets befors funda held for payroll customers. ... ..., 1,258,501 1,205,743
Funde held for paymll customers. .. ... ooo oo i ien i 357,838 a23.041
Totalcumrent assets ... it iiiia i i saenaee 1,614,328 $1,526,784

Total revenues were $2,038 million ($1,243 million in product sales and $795 million in service
revenues and other) in 2005.

Compute the average collection period for 2005 based on gross receivables.

aoow

15.42 days
29.89 days
12.72 days
18.23 days
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10. The property and equipment section on recent Abbott Laboratories balance sheet follows.

The company also provides the following disclosure relating to the useful lives of its depreciable

assets.

Property and Equipment Depreciation and amortization are provided on a straight-line basis
over the estimated useful lives of the assets. The following table shows estimated useful lives of

Property and equiprment, at cost (% thousands)

Buildinga. . ..o e 2,655,358
ECUIMIENt &0 s auvusvavavsasasnasunnanassanansasass 6,813,317
Constructioninprogess. . ... .00 i i 920, 580

12,780,421
Less: accumulated depreciation and amortzation ... ... .. 6,757,280
Met property and equipment .. ... ... o oo B BO003 AN

property and equipment.

During the year, the company reported $868,808 ($ 000s) for depreciation expense.

Classification Eatimated Wasful Livea
Buildinga. .......... 10t 50yeara (average 27 years)
Equipment ......... 3to20years javerage 11 years)

Compute the estimated useful life of Abbott Laboratories’ depreciable assets.

19.0 years
14.7 years
13.2 years

6.9 years

aoop
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