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Industry Comparisons: Series 01
Debt, Leases, and Ratio Analyses

Your name: ________________________


Part 2 
	Assess how your analyses of the six companies’ financial position and performance is improved by converting LIFO to FIFO and capitalizing operating leases; extend the analyses in previous exercises by identifying and analyzing ratios that explain changes in the DuPont Model factors over the fiscal 2007-2009 period; assess the validity of the assumptions behind the present value computations in Part 1a and discuss ways to improve the assumptions and gauge the sensitivity of your analyses to changing them.    
Organize your response around the following:
(a) Benefits of adjusting reported numbers– 
i. Identify ratios in the Part 1c worksheet that were significantly affected by converting LIFO to FIFO and/or capitalizing operating leases. In situations where these effects differed significantly for the two industries, briefly explain reasons for the differences in terms of business differences in the industries. 


ii. Assess the extent to which your analyses of the related companies’ financial position and performance improved by using ratios based on adjusted numbers (rather than reported numbers).


(b)	Extending the DuPont Model analyses–
(i) Identify companies in the Part 1c worksheet where net profit margins based on the adjusted numbers changed significantly over the three years. Use the common size income statements in the Part 1d worksheet to identify significant factors that caused these changes and assess the extent to which these factors are likely to persist in the future. (You may find that management discusses these factors in the MD&A or footnotes.)


(ii) Identify companies in the Part 1c worksheet where asset turnover or financial leverage based on the adjusted numbers changed significantly over the three years. Use the “additional ratios” near the bottom of the Part 1c worksheet and the common size balance sheets in the Part 1e worksheet to identify significant factors that likely contributed to these changes and assess the extent to which these factors are likely to persist in the future.



 (c)	Validity of Present Value Assumptions–
(i) For which of the six companies in this exercise is the 5% discount rate most unrealistic in the sense that the rate should be higher to compensate for additional risk? Substantiate your choice by comparing the interest rates the six companies are charged on comparable secured debt (by analyzing their debt footnotes). If they do not issue secured debt, compare interest rates on unsecured debt. 


(ii) In your opinion, what rate would be more appropriate for the company you identified in (i)?  


(iii) Briefly discuss the extent to which the financial leverage and turnover ratios   change when you re-compute them using the rate you identified in question (ii). Would your conclusions about the company’s financial position and financial performance change significantly? 
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