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Abstract

Recent stock market crises are exacerbated by investors not understanding
what has been happening to companies because investors lack an under-
standing of financial ratio analysis. Stock markets are efficient in that they
incorporate, and even anticipate, information about companies based
on financial accounting data provided by companies. However, market
efficiency results from extensive analysis performed by financial analysts.
Much of this financial analysis is based on the analysis of financial infor-
mation provided by companies and analyzed using financial ratio analysis.

The goal of this book is to provide a step-by-step demonstration of
how to download data from Internet sources, transfer the data into a
spreadsheet, and conduct a financial ratio analysis of Coca-Cola. The
book shows the steps needed to perform a financial ratio analysis, the
financial statements to be retrieved from EDGAR, and the five categories
of financial ratios used in the financial analysis of Coca-Cola. The data
retrieved from the financial statements is copied to a worksheet and used
to compute and graph the financial ratios. The ratios and graphs are used

to determine the performance drivers of Coca-Cola.

Keywords

asset management ratios, consolidated balance sheet, consolidated state-
ment of cash flows, consolidated statement of income, EDGAR, financial
analysis, financial leverage ratios, internet data retrieval, liquidity ratios,

market based ratios, profitability ratios, ratio analysis
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Introduction

Stock market crises can be exacerbated by investors not understanding
what has been happening to companies due to a lack of understanding
of financial statement analysis. Stock markets are efficient in that they
incorporate, and even anticipate, information about companies based
on financial accounting data provided by companies. However, market
efficiency results from extensive analysis performed by financial ana-
lysts. Much of this financial analysis is based on the analysis of financial
information provided by companies and analyzed using financial ratio
analysis. The objective of this book is to demonstrate how to conduct a
financial statement analysis covering the entire process of collecting and
analyzing the data for financial ratio analysis. This book shows how to
collect data, enter data into a spreadsheet, analyze the data, write a paper
about the process, and create and present a PowerPoint presentation. The
Coca-Cola Company is used as the example in this book but the process
can be applied to any company that has financial information available in
the Internet data resources used.

This book provides a step-by-step demonstration of how to down-
load data from EDGAR and other Internet sources, transfer the data to a
spreadsheet, and conduct a financial ratio analysis of Coca-Cola. The pres-
entation shows how to find the ticker symbol for Coca-Cola (KO) and
use the ticker symbol to access Form 10-K data from EDGAR. EDGAR
stands for Electronic Data Gathering, Analysis, and Retrieval System, which
is the database system provided by the Securities and Exchange Commis-
sion (SEC) for the disclosure of financial information required by U.S.
Securities Laws.

The use of the microcomputer and the Internet has increased dra-
matically over the past 30 years. The use of microcomputers for pedagog-
ical purposes has expanded from spreadsheet analysis and transparency
master creation to the use of real-time Internet access that can be used
to find data on the Internet, download the data into spreadsheets, and

analyze the data. Instead of transparency masters, instructors can use
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microcomputer-generated PowerPoint presentation slides for projection
in the classroom. Real-time access to the Internet, which can be pro-
jected in the classroom, now exists and can be used to demonstrate the
data collection process.

The steps needed to perform a financial ratio analysis are:

Collect ticker data from Yahoo Finance.

Collect stock prices from Yahoo! Finance.

Collect financial data from the EDGAR Online Database.
Download financial statements to spreadsheet(s).
Consolidate the input data into a single spreadsheet.

Compute and graph financial ratios.

The five categories of financial ratios that will be used in the financial

analysis of Coca-Cola are:

Liquidity ratios

Asset management ratios
Financial leverage ratios
Profitability ratios

Market-based ratios
The financial statements to be retrieved from EDGAR are:

Consolidated Statement of Income
Consolidated Balance Sheets

Consolidated Statement of Cash Flows

The ticker symbol for Coca-Cola is retrieved from Yahoo Finance,
by entering the URL of Yahoo! Finance: http://www.finance.yahoo.com,
which takes the analyst to the Yahoo! Finance homepage. URL stands for
uniform resource locator and is the unique location for every website.
Enter the name Coca-Cola in the Get Quotes box to retrieve the ticker
symbols. The ticker symbol for Coca-Cola is KO.

The URL for EDGAR is http://www.sec.gov/edgar.shtml, which
takes the analyst to the EDGAR homepage. Click on Search for Company
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Filings to begin the download process. Click on Company or fund name,
ticker symbol, Central Index Key (CIK), file number, state, country, or Stand-
ard Industrial Classification (SIC) next. On the next page, enter the ticker
symbol for the company, such as KO for Coca-Cola. This provides all
forms filed with the SEC by the company.

In the Filter Results text box, enter 10-K to limit the list to annual
reports Form 10-K. To collect data for 10 years of analysis, they must
be downloaded. The analyst can obtain three years of data for the
Consolidate Income Statement and the Consolidate Statement of
Cash Flow and two years of data for the Consolidated Balance Sheet
from each Form 10-K; so alternating years’ data must be downloaded.
Click on the appropriate year for the Form 10-K to download the
annual filing for that year. This will download the entire Form 10-K
document. Click on the 7able of Contents key. Click on Item 8 Con-
solidate Financial Statements and Supplementary Data. The analysts
will download the Consolidated Statement of Income, the Consolidated
Balance Sheet, and the Consolidated Statement of Cash Flows for every
other year.

The data retrieved from the Consolidated Statement of Income
are Sales, Costs of Goods Sold, Operating Expenses, EBIT, Interest
Expense, and Net Income. The data retrieved from the Consolidated
Balance Sheet are Accounts Receivable, Inventory, Current Assets,
Depreciation, Net Fixed Assets, Accounts Payable, Current Liabilities,
Long-Term Debt, Retained Earnings, Total Owners’ Equity, Total Lia-
bilities, and Owners’ Equity and Shares Outstanding. The data retrieved
from the Consolidated Statement of Cash Flows are Depreciation and
Dividends.

The data retrieved are copied to a single spreadsheet and placed
in rows for each of the 10 years. Stock price at the end of each year
is retrieved from Yahoo! Finance. The analyst goes to Yahoo! Finance
homepage and enters the ticker symbol, for example, KO. The Yahoo!
Finance page for KO will come up and the analyst clicks on Histori-
cal Prices. Enter the Start Date: and the End Date: for the 10-year time
period for daily data. Click Ger Prices. At the bottom of the screen, click
on Download to Spreadsheet. Select the last trading day for each year and

delete the remaining data.
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The working spreadsheet has the data entered for the Income State-
ment, the Balance Sheet, and the Statement of Cash Flows from top to
bottom. Enter formulas for each ratio in Column B and drag and click
the formula across the spreadsheet. Repeat the process for each financial

ratio. At this point, the analyst can use the ratios for trend analysis.



CHAPTER 1

Internet Data Collection

Course Outcomes

Find and collect data

o Yahoo! Finance

o EDGAR

Process data

o Excel

o PowerPoint

o Word

Present (communicate) data
o Word

o PowerPoint

Financial Statement Analysis

Collect ticker symbol from Yahoo! Finance®

Collect stock prices from Yahoo! Finance®

Collect financial data from the EDGAR (SEC) Online Database
Download financial statements to spreadsheet(s)

Consolidate the input data into a single spreadsheet

Compute and graph financial ratios

Consolidated Statement of Income

Sales

Operating income
EBIT

Interest expense
Net income

Shares outstanding
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Consolidated Balance Sheets

e Accounts receivable
* Inventory

e Current assets

e Net fixed assets

* Accounts payable

e Current liabilities

* Long-term debt

* Long-term liabilities
* Retained earnings

* Total owners equity

* Total liabilities and owners” equity

Consolidated Statement of Cash Flows

* Depreciation
* Dividends

Yahoo! Finance

* Ticker symbol
* Stock prices

Financial Ratios

* Liquidity ratios

¢ Asset management ratios
* Financial leverage ratios
* Profitability ratios

e Market-based ratios

Liquidity Ratios

e Current ratio

*  Quick ratio
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Asset Management Ratios

* Days sales outstanding
* Inventory turnover
* Net fixed assets turnover

e Total asset turnover

Financial Leverage Ratios

* Total debt ratio
* Debt-to-equity ratio
* Equity multiplier

e Times interest earned

Profitability Ratios

* Operating margin

* Basic earning power
* Net profit margin

* Return on assets

* Return on equity

Market-Based Ratios

* Earnings per share

* Price-to-earnings ratio

* Book value per share

e Market value to book value
* Dividend per share

* Dividend yield

e Payout ratio

¢ Retention ratio
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KO The Coca-Cola Company E Y SE
KSsS Kohl's Carp. 49
*KS11 KOSPI Composite Index 3
KKR Kohiberg Kravis Roberts & Co
KOF Coca-Cola FEMSASABdeCV
KEP Korea Electric Power Corp. E Y SE Pe
KORS Wichael Kors Holdings Limited E vSE S ‘
KOG Kodiak Oil & Gas Corp ef 2 =
KOOL ThermoGenesis Corp Equit DAQ ; I n
EWY iShares MSCI South Korea Capped ETF-PCX 4033 (
Show all results for ko
wCot
Tip : Use comma (,) to separate mulliple quotes. Leam more. sarable
LI L i s N /231 35 115 busin

Enter Coca-Cola in get quotes



INTERNET DATA COLLECTION 5
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The Coca-Cola Company (KO) - 1/vSE # Follow
37.87 +0.1 0(0.26%) 4:00PMEST | Ater Hours : 37.86 $0.01 (0.03%) 4:03PM EST

Historical Prices Get Historical Price
Set Date Range
@® Daily
srtbates[Jan (1 |[2002 |egsen 1,200 Oweekly
enaefon 31 Jf20ts | OMontly
O Dividends Only
First | Previous | Next | Last
Prices
Date Open High Low Close Volume Adj Close*
Feb 25, 2014 3763 37.94 37.50 37.77 22,845,500 3777
Feb 24, 2014 37.30 37.60 37.22 37.50 24,223,500 37.50
Feb 21, 2014 3759 31.62 T4 3718 19,419,800 3718
Feb 20, 2014 37.06 37.52 36.89 37.30 22 639,900 37.30
Enter historical price range
Dec 6, 2013 40.05 40.50 40.05 4046 12,557,100 4046
Dec 5, 2013 40.28 40.40 39.80 39.83 18,171,200 39.83
Dec 4, 2013 40.20 40.47 39.94 40.37 13,166,900 40.37
Dec 3, 2013 40.05 40.39 4001 4035 16,592,300 40.35
Dec 2, 2013 40.10 40.20 39.75 40.08 16,738,800 40.08
Nov 29, 2013 4027 4048 40.11 40.19 8,641,100 40.19
Mov 27, 2013 40.09 40.38 3969 4019 9,909,100 4019
Mov 27, 2013 0.28 Divdend
Nov 26, 2013 40.49 4060 40.24 40.25 14,240,400 39.97
Mov 25, 2013 40.48 40.88 40.33 40.37 14,059,100 40.09
Nov 22, 2013 40.34 4046 40.09 4043 26,396,500 40.15
Mov 21, 2013 40.20 40.49 4010 4043 26,364,300 4015
Mov 20, 2013 40.05 4045 39.94 40.06 14,422 500 39.78
Mov 19, 2013 40.14 40.23 39.92 4014 11,014,800 3986
* Close price adjusted for dividends and spits.
First | Previous | Mext | Last

#iDownload to Spreadsheet

Scroll to the bottom of the page
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T Dec 17, 2013 | e 0
Dec 10, 2013 U 3985
Dec 9, 2013 40.40
Dec 6, 2013 %v] Name: table.csv 4046 |
Dec 5, 2013 - Type: Mcrosoft Excel 97-2003 Worksheet 39.83
Dec 4, 2013 WG ] L] 40.37
Dec 3, 2013 I = I I T I [ Concel ] 40.35
Dec 2, 2013 40.08
Nov 29, 2013 4019
Nov 27, 2013 Whis fles frcen the Inteinet can be useful, some ffes can poteriisly 4019 |
haim you computer, [f pou da not tnsst the source, do not open of 1
_Nov27, 2013 | save tis . What's e sk? B
Nov 26, 2013 39.97 |
Nov 25, 2013 4048 40.88 40.33 40.37 14,059,100 40.03
Nov 22, 2013 40.34 40.46 40.09 4043 26,396,500 40.15
Nov 21, 2013 40.20 40.49 40.10 40.43 26,364,300 40.15
Mov 20, 2013 4005 4045 39.94 40.06 14,422 500 3978
Mov 19, 2013 4014 4023 39.92 4014 11,014,800 | 39.86 |
* Close price adjusted for dividends and spits. - |
First | Previous | Next | Last
[PDovioar

Download to spreadsheet

Savein |23 AGAKD 2014 ~ O & m-

My Recent
Documerits

My Computes

File name: |lable .1’.| l Save I
MyMNetwork | Saveastpe: [ Miciosolt Excel Comma Separaled Values File v | | concel |

Save
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Download complete

-{B Download Complete

table.csv from ichart.finance.yahoo.com

Downloaded: 627KBin 1 sec
Download to: G:lA84 KO 2014\table.csv
Transfer rate: 627KB[Sec

[ Close this dislog box when download completes

[ Open ][OpenFoldel]I Close I

SmartScreen Filter checked this download and did not report any
threats. Report an unsafe download,

Open
A9 table - Microsoft
. Home Insert Page Layout Formulas Data Review View

E i' Calibri !Q P~ S | General
Paste 4 B Z U~ EEE=EE K- $-%
Clipboard 1= Alignment e Number
Al ML - £ | Date
L4 A B c D | E F | 6 | H

1 |Date 10pen High " Low Close  Volume -Adjclose

2/25/2014 37.63 37.94 37.5 37.77 22845500 37.77

2

(3| 2/24/2014 37.3 376  37.22 37.5 24223500 37.5
4| 2/21/2004 3759 37.62 3714  37.18 19419800  37.18
5| 2/20/2014  37.06 3752  36.89 37.3 22639900 37.3

(6| 2/19/2014 37.5 376 37.05 37.1 26645100 37.1
7| 2/18/2014 3798 3811  37.26  37.47 46098500  37.47
8| 2/14/2014 38.6  39.02 3827 3853 16030100  38.93

.9 | 2/13/2014 3813 3876 3813  38.65 10435600  38.65
10| 2/12/2014  38.85  38.92 384 3851 10633400  38.51

11| 2/11/2004  38.67  38.78 3851  38.64 15361300  38.64

12| 2/10/2014 38.07 38.62 37.84 38.57 20877200 38.57

13| 2/7/2014 38.17 38.35 37.87 37.95 20389000 37.95
14 2/6/2014 38.76 38.94 37.92 38.03 22661500 38.03

Spreadsheet with prices
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instructions for searching the EDGAR database.
Quick EDGAR Tutorial EDGAR Public Dissemination
Se (PDS)

Search for Company Filings

Filers: Preview Interactive Data
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SEC Forms List (PDF versions) FTP Usars
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disciosure — the next siep 1o mprove ho:

¥ou can search information collected by the SEC severs! ways
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¥, or SIC (Standard industrial Classification)

vAnced searching. nckiding addresses
tunl fund disciosures

* Mutual fund name, ticker

* Variabie msurance products
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Company or fund name, ticker symbol, ...
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EDGAR | Company Filings
Free access to more than 20 million filings

Company Name @
[ company name BE=
More Options »

Guides

How to Research Public Companies
Learn how to quickly research a company’s operations
and financial information with EDGAR search tools.

Filing Types
Learn which filing types contain eamings

SEC
correspondence and more.

Enter ticker symbol (KO)

Fast Search o
search]

Ticker symbol or CIK is the fastest way
to find company filings.

Search Tools

CIK Lookup Tool
Look up the central index key (CIK) of an EDGAR filer.
Searching by CIK is the most accurate way to view filings.

Save Your Search
Want to get updates on new filings? Leam how to save
your search by subscribing to EDGAR RSS feeds.

SECHome » Search the Next-Gentraton EDGAR Syskm » Company Search » Cument Fage:

tems 1-22 EDRSS Feed
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i CIED 0 0000021344-13.000007 34 it Sce: 37U MIRA agecaps
Annual reper [Section 13 and 15(d), nol S hem 405] oot-02217
b D | 0000021344-12800607 34 it Sce 518 MRD pseey
Aomuat repor [Secton 13 and 1508, S e 405 w0227
L CEEED 1 o00107480-11-901508 34 At Sz 008 PRE - yyesaony
Azl repor [Secion 13 and 15() not S hem 405) 001027
0K (Coomes) IR . oo 0001047450-10-001478 (34 Ach Ste 6B e T
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i Actnn 000104745909 001675 (34 Ach) Sk 208 AL oy
Filter results for 10-Ks
" romnon SEC Accatadn M. 0200071364-15-200008 1
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oL 2n
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n
| ez |
Docurnent Farmat Files
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2 EX 1048 2013123 ex- 1086 him EX-10.48 25040
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5 Exz AN M (2248} )
1] EX231 A201123ex-231 231 15500
T EXga AN b Engan arese
8 EXa 2013123311 Mm B "
(] Exnz LNNZHe2Hm EXd12 90
EX3 AT Ve-321 321 #19

List of form 10-Ks

LN haNIIBPg  GRAPMC 8938
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SEC Home » Search he Nast-Ganeralion EDGAR System » Company Search » Cument Page

Form 30-K. S mem &0y $EC Acoession No, DUI000T M1 G00M

Fing Date Period of

Meary 1123
Accepted Filing Date Changed

0227 1242 e
Documents

2

=

Decumant Foemat Files
Seq  Description Document Tipe Size
1 04 ANk m 10K e
2 EXH0.46 LOTIZIEx1046 him EX1045 2589
3 EX 1047 LNI2He1047 him EX1047 60387
4 Exiz1 AN e 121 hem Ex121 3040
5 Bt GNNeZ11him B211 85
] B2 Frl e ] EXZ11 15500
7 Ex241 A2013123en-241 him 2528) ]
Ll EX3a AN e-311him B3 L 1Ec]
) BN LGNNI 212 him B2 B0
0 B LN12He321 him EX:321 B8
7w AT _chan-38336jpp  GRAPHIC 63936

Click on the form 10-K for a year

10K 1 a20131231104c hem 10K

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549
FORM 10-K

z ANNUAL RIPORT PURSUANT TO SECTION 13 OR 15d) OF THE SECURITIES EXCHANGE ACT OF 1934
For the fiscal vear ended December 31, 2013

o T PURSUANT TO SECTION 13 OR 15f) OF THE SECURITIES EXCHANGE ACT OF 1934
Far the transition period from ta

Cammission Fie Na. 00103217

The C2Golly

(Easct eaeme of Rapiieras o spacifind 2 s chanee)

DELAWARE £8.0628068
s ¥ incorp (RS Employer Ideenfication Xo)
One Cocs-Cols Plazs.
Atanes, Georgia 3313
[Address of prmcipal evecutive offices) (Zip Code)
Reghunanc's includiag
Move to table of contents
Tskle of Comtents

—Pp
Fors Saatemtnts L

Fartl
Busnen 1
Inem 14 Rusk Factors n
1B Uoresolved Sef Comperty »
Item? Froperties pd
Iumd Leqat Proceedngs a
Iom s M Safery Disclowures F
Iem X Euecutive Officers of the Company B

Partll
Ioem s [w Bielated Seaciholder \atters snd Secusities %
lmé Stiecsed Fimancial Daty @
Iem, '+ D s Ay of il Contion and Resil 2
Inms Fimancial Statements and Supplementary Dats &
Joms Changes insnd D Accountants on Azcounsing end Financial Disclosune i
Ibem 9A. Controls and Procedures priy
lumE, e Information S

m

Click on item 8 financial statements
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ITEM & FINANCIAL STATEMENTS AND SCPPLEMENTARY DATA
TABLE OF CONTENTS

Consobdated Statrments o Income
Consabidated Statements of ve income 5
Consobbued Bt Shetts %
Consabdased Stasements of Cash Flows i
Cansabidated Statements of Shareoruners' Equiv x
Notes to Consodated Financial Statements k]
Beportof Momszement B
Biepont of Independest Recistered b Accousting Fim BE
of Begistered Pubbe Accousting Fim on intemal Contrel Orer Fevencial L
Data L w

Click on consolidated statement of income

ch e Nerd-Ganerabon EDGAR Syatem » Compan Saarch » Cummt Page

Form 104 SEC Acceasion Wo, SU0IEH L 1LI00000
Filg D Peniod of Report
e N
Acoepted Filig Date Changed
AT D it
Decuments.
a
—
Document Fomat Fies
Seq  Description Decament Trpe S
1 0K AHZH - 0 A
2 EX 1046 A2NNINe-1046Mm Ex-00.88 F= ]
3 EX1047 ANNINe1047 Mm Exna? s
I -1 H] A2 a2 b 23] £
§ B ANNINe-211ham B e
L} Exan NI M Bzl L
T B A2HZHen 241 b 2308 L
L] BN ANNINe-311hm By "
L] Exng ANNINe32m Ex312 2
L -] A2 e 321 b [253] (0]
” NN _chat Iy GRAPHC L]

Click on the form 10-K for a year

THE COCA-COLA COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
1, Ut o
(s milions onpt par ikare data)
NET OPERATING REVENTES 5 #3543 a8 #i
Cost of goods seld 1843 19,053 [L3H
GROSS FROFTT 841 1) X
Sellmp, gemeral and admanistrasive expenses 17310 17738 man
i 895 &7 ]
OFIRATING [NCOME 2 ws (1]
Ienerest income M a R
Tonerent expemie 463 1 a
Eqaty income (loss] —net 60 L) L]
Oehes mncome (loss) —pet 576 137 N
INCOME BEFORE [NCOME TANES 11477 118 3%
Income taves 1851 105 i
(CONSOLIDATED NIT INCOME 8626 aum L
Less: Netincone attrbuable to noeconraling mterests i [ &2
NET [NCOME ATTRIBUTABLE TO SHAREOWNERS OF
THE COCA-COLA COMPANY L] B84 % LI 5.

Copy and paste income statement
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THE COCA-COLA COMPANY AXD SUBSIARES
(CONSOLIDATED BALANCE SHEETS
Ducember 11, ny ni
(i e gt par vt
ASSETS
CURRENT ASSETS
Cashand cash equivabents § 0 a4 sl
Shotsteem & 6707 o
TOTAL CASH, CASH EQUIVALENTS AND SHORT. TERM INVESTMENTS 17121 1545
Macketable securites £y il
Trade acosunts recervable,bess alowances of 361 snd §53,mespectively 45m %
Inventories nn 3
Prepiid expemses and other assets 185 bl |
L - 197
TOTAL CURRENT ASEETS 11304 03
EQUITY METHOD INVESTMENTS JLLH 216
(OTEER INVESTMENTS, FRINCIPALLY BOTTLING COMPANES 11 123
OTEER ASSETS 4661 3
FROPERTY, PLANT AND EQUIPMENT —net 14967 18478
TRADEMARKS WITH DDEFINITE LIVES (5] &
BOTTLERS FRANCEISE RIGHTS WITH INDEFDNITE LNES TALE 1,
GOODWILL 2 1,85
OTHER INTANGELE ASSETS 1149 L8
TOTAL ASSETS § s 5 LA
Copy of balance sheet
LLABILITES AND EQUITY
CURRENT LIABILITES
Accounts payable and accnsed espenses. § 95775 8
Loans and notes payable 16501 1837
Cusrent matusities of koag-teen debt L4 7
Accraed imea Ut EL a
Py — =
TOTAL CURRENT LIABIITES 275811 N
LONG-TERM DEBT JLALT) 14738
OTHER LIABITES 3498 pE
DEFERFED DNCOME TANES 15 gL
THE COCA-LOLA COMPAXY SHAREQWNERS EQUITY
Common stock, 3029 par value, Authorined — 11,200 shares;

Tssued — 7,040 mnd 7,040 shares, respectively 1760 (k]
Capital surphas 1276 1L3%
Remrvested eamings 61660 e
Accumulsted ethar comprebanaive mcome (Joss) 343 (3389)
Treapry stock at cost — 138 and 2571 shares, espectively )] (F500)

EQUITY ATTRIBUTABLE TO SHAREQWERS OF THE COCA-COLA COMPANY nm nw
EQUITY AT TOMONE 267 n
TOTAL EQUITY prll) 35,188

TOTAL AND EQUTY 5 LI 8174

Refer 10 Notes te Consohdated Fnancial Staements.

Copy and paste balance sheet
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THE COCA-COLA COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

December 31, (in millions except par

value) 2011 2010
ASSETS
CURRENT ASSETS
Cash and cash equivalents 12,803 8,517
Short-term investments 1,08 2,682
TOTAL CASH, CASH EQUIVALENTS AND 13,891 11,199
SHORT-TERM INVESTMENTS
Marketable securities 144 138
Trade accounts receivable, less allowances of $83 4,920 4,430
and $48, respectively
Inventories 3,092 2,650
Prepaid expenses and other assets 3,450 3,162
TOTAL CURRENT ASSETS 25,497 21,579
EQUITY METHOD INVESTMENTS 7,233 6,954
OTHER INVESTMENTS, PRINCIPALLY 1,141 631
BOTTLING COMPANIES
OTHER ASSETS 3,495 2,121
PROPERTY, PLANT, AND EQUIPMENT—net 14,939 14,727
TRADEMARKS WITH INDEFINITE LIVES 6,430 6,356
BOTTLERS’ FRANCHISE RIGHTS WITH 7,710 7,511
INDEFINITE LIVES
GOODWILL 12,219 11,665
OTHER INTANGIBLE ASSETS 1,250 1,377
TOTAL ASSETS 79,974 72,921

Copy of balance sheet
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LIABILITIES AND EQUITY CURRENT LIABILITIES

Accounts payable and accrued expenses 9,009 8,859
Loans and notes payable 12,871 8,100
Current maturities of long-term debt 2,041 1,276
Accrued income taxes 362 273
TOTAL CURRENT LIABILITIES 24,283 18,508
LONG-TERM DEBT 13,656 14,041
OTHER LIABILITIES 5,420 4,794
DEFERRED INCOME TAXES 4,694 4,261
THE COCA-COLA COMPANY
SHAREOWNERS’ EQUITY
Common stock, $0.25 par value; 880 880
Authorized—5,600 shares;
Issued—3,520 and 3,520 shares, respectively
Capital surplus 11,212 10,057
Reinvested earnings 53,550 49,278
Accumulated other comprehensive income (loss) 2,703 1,450
Treasury stock, at cost—1,257 and 1,228 shares, 31,304 27,762
respectively
EQUITY ATTRIBUTABLE TO SHAREOWNERS 31,635 31,003
OF THE COCA-COLA COMPANY
EQUITY ATTRIBUTABLE TO 286 314
NONCONTROLLING INTERESTS
TOTAL EQUITY 31,921 31,317
TOTAL LIABILITIES AND EQUITY 79,974 72,921

Refer to Notes to Consolidated Financial
Statements.

Copy of balance sheet
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THE COCA-COLA COMPANY AND SUBSIDIARES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Yoae Ended Dcvesib 31, 08 202 1!
In miicas)
::m:rm:mm
Comsolidated pet income 562 3 9088 5 1446
Dieperciation and amortization 1877 1382 1354
Stock based compensation expense 7 b 354
Defermed incomt taes. ] @ L33
Equity (income) loss — met of dnadends (200) (426 (28)
Feaeign cummey adpustmnts 168 ({E) 1
Segesficant (gaing) bosses on sales of avsets — et 678 ] @229
Other operating charges 465 185 pits
Otheritems. BT 5 (354)
Net in operating assets and kabiities (332) (Lo80) [0
et cah pronaded by operating actnises 10542 10,44 #4748
INVESTING ACTIVITEES
Puschases of investnents 14,782) (18824 (4,758
Proceeds from daposals of mvestments zmm itk ERH
q , it securities (353 (1486 7
Froceeds from disp inesses, eqan ' 2] » EL
Purchases of property, plant and equipment 2550 @759 (2500
Froceeds from disposals of _ m 165 101
ctivit 203) 28 (145
‘Net cash provided by (used m) mvesting actiities 214 (1L404) [T
Copy and paste statement of cash flows
FINANCING ACTIVITEES
Issuances of debt a4 am N4
Payments of debt (38714 (38373) 22530
Issuances of stock 1318 148 L6
Purchases of stock for treasury (4532) (4559) (4313)
Dividends (4565) (+35) (e300)
Other financing actnities 17 0 8§
et oty (e ) g v om0
EFFECT OF EXCHANGE RATE CHANGES ON CASHAND
CASHEQUIVALENTS (611) 155) [431)
CASHAND CASHEQUIVALENTS
Netimerease (decrease) duning the year 1m (£361) 18
Baanceat bgining o year 2 pL 50
Balance astend of verr 10414 8 M 1280
Refierto Notes to Consolidated Financial Statements.

Copy and paste statement of cash flows
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THE COCA-COLA COMPANY AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

(in millions) 2011 2010 2009

OPERATING ACTIVITIES
Consolidated net income 8,634 11,859 6,906
Depreciation and amortization 1,954 1,443 1,236
Stock-based compensation expense 354 380 241
Deferred income taxes 1,028 617 353
Equity (income) loss—net of dividends (269) (671) (359)
Foreign currency adjustments 7 151 61
Significant (gains) losses on sales of (220) (645) (43)
assets—net
Other significant (gains) losses—net — (4,713) —
Other operating charges 214 264 134
Other items (335) 471 221
Net change in operating assets and (1,893) 370 (564)
liabilities
Net cash provided by operating 9,474 9,532 8,186
activities

INVESTING ACTIVITIES
Purchases of short-term investments (4,057) (4,579) (2,130)
Proceeds from disposals of short-term 5,647 4,032 —
investments
Acquisitions and investments 977) (2,511) (300)
Purchases of other investments (787) (132) (22)
Proceeds from disposals of bottling 562 972 240
companies and other investments
Purchases of property, plant, and (2,920) (2,215) (1,993)
equipment
Proceeds from disposals of property, 101 134 104
plant, and equipment
Other investing activities (93) (106) (48)
Net cash provided by (used in) (2,524) (4,405) (4,149)
investing activities

Copy of statement of cash flows
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FINANCING ACTIVITIES
Issuances of debt 27,495 15,251 14,689
Payments of debt (22,530) (13,403) (12,326)
Issuances of stock 1,569 1,666 664
Purchases of stock for treasury (4,513) (2,961) (1,518)
Dividends (4,300) (4,068) (3,800)
Other financing activities 45 50 (2)
Net cash provided by (used in) (2,234) (3,465) (2,293)
financing activities

EFFECT OF EXCHANGE RATE (430) (166) 576

CHANGES ON CASH AND CASH

EQUIVALENTS

CASH AND CASH EQUIVALENTS
Net increase (decrease) during the year 4,286 1,496 2,320
Balance at beginning of year 8,517 7,021 4,701
Balance at end of year 12,803 8,517 7,021

Copy of statement of cash flows
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Liquidity Ratios

Current assets
Current ratio = (See Figure 1.1)
Current liabilities

* The current ratio is a going concern ratio that indicates how
many short-term assets the company has for each dollar of

short-term liabilities.

Current assets — inventories
Quick ratio = (See Figure 1.1)
Current liabilities

* The quick ratio is a distress ratio that measures the company’s
ability to meet short-term financial obligations when inven-

tory is not being converted to accounts receivable and cash.

Asset Management Ratios

Receivables
Days sales outstanding = (See Figure 1.2)
Annual sales/365

* The days’ sales outstanding ratio is the average number of days

to collect accounts receivable.

1.20

0.80

1.00

0.60

0.40

0.20

0.00 : : w ‘ ‘ ‘ : : : ‘ ‘
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Figure 1.1 Current ratio (red) and quick ratio (blue)
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Sales
Inventory turnover = --------------- (See Figure 1.3)
Inventory

Inventory turnover is the number of dollars of sales generated
each year for each dollar of inventory and measures the num-
ber of times a year that inventory is sold.
Sales
Net fixed assets = ----------—-—-- (See Figure 1.4)
Fixed assets
Net fixed assets ratio is the number of dollars of sales gener-
ated each year for each dollar of net fixed assets.
Sales
Total assets turnover = -----—----—-—-- (See Figure 1.5)
Total assets
Total asset turnover is the number of dollars of sales generated

each year for each dollar of total assets.

Total debt
Total debt ratio = -—---—--—————-- (See Figure 1.6)
Total assets

The total debt ratio indicates the proportion of assets financed
with fixed costs financing debt.
Total debt

Debt-to-equity = (See Figure 1.7)
Owner’s equity

The debt-to-equity ratio is total debt divided by total equity

and the equity multiplier is total assets divided by owners’
equity.

Total assets

Equity muldiplier = --------------e-- (See Figure 1.8)
Owner’s equity
The equity multiplier
EBIT
Times interest earned = -—--—--—-—- (See Figure 1.9)

Interest
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Figure 1.2 Days sales outstanding
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Figure 1.3 Inventory turnover
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Figure 1.4 Fixed asset turnover



INTERNET DATA COLLECTION 27

0.90
0.80
0.70
0.60
0.50
0.40
0.30

0.20
0.10

0.00 T T y T T - - - - - .
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Figure 1.5 Total asset turnover
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Figure 1.6 Total debt ratio
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Figure 1.7 Debt-to-equity ratio
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Figure 1.8 Equity multiplier
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Figure 1.9 Times earned interest

* Times interest earned is interest expense divided by EBIT and
indicates the extent that EBIT can drop before the company
does not have sufficient earnings to cover interest expense.
EBIT
Operating margin = --------- (See Figure 1.10)
Sales
* Operating margin measures ratio of the difference between

revenues and operating costs and sales.
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EBIT
Basic earning power = -------------—- (See Figure 1.11)
Total assets

Basic earning power is the difference between revenues and
operating costs and total assets.
Net income

Net profit margin = --------------—--- (See Figure 1.12)
Sales

Net profit margin is the ratio of revenue minus all costs

divided by sales.

Net income
Return on assets = ~-----—--—--—-—- (See Figure 1.13)
Total assets

Return on assets is net income divided by total assets.

Net income
Return on equity = --------------—--—- (See Figure 1.14)
Owner’s equity

Return on equity is the ratio of net income to owner’s equity.

Net income
Earnings per share = (See Figure 1.15)
# of shares outstanding

Earnings per share is net income divided by the number of
shares outstanding,.
Market price per share

Price-to-earnings = (See Figure 1.16)
Earnings per share

The price-to-earnings ratio, P/E, is the market price per share
of the stock divided by earnings per share and represents the
number of dollars investors are willing to pay for each dollar
of earnings.

Owner’s equity

Book value per share = ----------eeeeeemev (See Figure 1.17)
# of shares out
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Figure 1.10 Operating margin
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Figure 1.11 Basic earning power

0.40

0.35

0.30 /\
0.25 / \
0.20 / \\

0.15

0.10

0.05

0.00 T T T - - - - - - - .
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Figure 1.12 Net profit margin
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Figure 1.13 Return on assets
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Figure 1.14 Return on equity
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Figure 1.15 Earnings per share
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Figure 1.16 Price-to-earnings ratio

* Book value per share is owners’ equity divided by the number
of shares outstanding.
Stock price per share

Market to book value = (See Figure 1.18)
Book value per share

* The market value to book value ratio is the market price per
share divided by the book value per share and is the number
of dollars that investors are willing to pay for each dollar of
assets in the company.
Dividends
Dividends per share = -------------- (See Figure 1.19)
# of shares
* Dividends per share is the dividends paid by the company
divided by the number of shares outstanding.
Dividend per share

Dividend yield= (See Figure 1.20)
Stock prices

* Dividend yield is the dividend per share divided by the mar-
ket price per share.
Dividend per share

Payout ratio = (See Figure 1.21)
Earnings per share
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¢ 'The payout ratio is dividend per share divided by the market

price per share.
Retention ratio = (1 — payout ratio) (See Figure 1.22)

* The retention rate is one minus the payout ratio.

16.00
14.00

12.00

10.00

8.00

6.00

4.00

2.00

0.00
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012

Figure 1.17 Book value
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Figure 1.18 Market value
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Figure 1.19 Dividends per share
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CHAPTER 2

Financial Ratio
Analysis—Calculating and
Graphing Ratios

Financial Statements

In corporate financial reports there are two constructed financial state-
ments and two derived financial statements. Constructed financial state-
ments are the Balance Sheet and Income Statement, which consist of
financial information derived from journal entries. The Balance Sheet is
a cross-sectional representation of the company at a point in time and is
a stock concept, that is, measurements at a point in time. The Balance
Sheet represents the total of all the transactions that have occurred in
the company up to that point in time. Alternatively, the Income State-
ment is a flow concept that reports what happened to the company over
the latest reporting period. The Statement of Retained Earnings and the
Statement of Cash Flows are derived financial statements developed from
information in the Balance Sheet and Income Statement. The Statement
of Retained Earnings links the Income Statement and the Balance Sheet
and shows the increase in retained earnings for each reporting period. The
Statement of Cash Flows reports how the company attained and used its
cash over the reporting period.

Accounting information is classified according to the uses of the
information. The broadest set of accounting information is Managerial
Accounting Information. Managerial Accounting Information is com-
prised of all the accounting information, including financial account-
ing, available within the corporation that is used by corporate decision
makers. Financial Accounting Information is a subset of Managerial
Accounting Information and is used primarily for reporting the com-

pany’s financial condition to outside fund providers: banks, debt holders,
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and stock investors. Tax Accounting Information is used to construct tax

returns for governments.

Benchmarking

Benchmarking can be done for the individual corporation or compara-
tively within a company’s industry. Financial ratio analysis is a fundamen-
tal way to benchmark a company’s performance over time. A financial
decision maker within the corporation can view financial ratios over time
to determine trends that help evaluate the company’s past performance
and estimate future performance. Generally, financial ratios deteriorate
over time prior to a collapse of the firm. For example, the current ratio, a
measure of liquidity, deteriorates prior to bankruptcy.

Industry group analysis is done to determine how the company is
performing relative to other similar companies. Industry groups are nor-
mally determined by the Standard Industrial Classification (SIC) code
the company is listed in. There are 10 one-digit SIC codes and each SIC
code has as many as four digits. Sidebar A contains the 10 SIC codes and
their definitions.

When benchmarking to other companies in an SIC code, financial
ratios are compared to the industry median. Companies within an industry
(SIC) are ranked on a ratio from high to low. As an industry matures, many
firms go out of existence. In 1900, there were more than 500 automobile
manufacturing companies in America alone. Now, six car companies make
95 percent of cars worldwide. All of the other car companies were merged or
went bankrupt. Firms that exist tend to have similar—optimal—financial
structures because they have similar operating environments. Thus, average
translates into optimal. Firms with return on investment ratios that are too
high are copied until their advantage is reduced to zero by competition.
Firms with return on investment (ROI) ratios that are too low are acquired

or go bankrupt. Thus, survivor firms have similar financial structures.

Financial Ratio Analysis of an Individual Company

This chapter conducts a financial ratio analysis to assess the individual his-

torical performance of Coca-Cola. There are five categories of financial
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ratios that we calculate in this chapter: liquidity ratios, asset manage-
ment ratios, financial leverage ratios, profitability ratios, and market-based
ratios. Ratio analysis allows the financial analyst to examine a company
and assess how the company is performing over the time period being
analyzed. Using data from financial statements, we examine the company’s
performance over time. The Power Point slides in Chapter 2 show in detail

how to locate the information needed to conduct this analysis.

Liquidity Ratios

Liquidity ratios measure the firm’s ability to meet short-term financial
obligations. These ratios measure the firm’s ability to continue to stay
in business and to ensure that the firm has enough cash and short-term
assets, such as accounts receivables and inventories, to meet short-term
financial obligations, such as accounts payables and notes payables. The
current ratio is a liquidity ratio that shows the relationship between short-
term financial assets and short-term financial liabilities. The short term
is either one accounting period or one year, whichever is shorter. The
current ratio is a going concern measure and shows how many dollars of
short-term assets a company has for each dollar of short-term obligations,
assuming that the company continues to operate normally. That is, the
company continues to convert labor, raw materials, and fixed assets to
inventory, which is sold for accounts receivable, and later the accounts
receivable are converted to cash after which the process begins again. The
quick ratio measures the firm’s liquidity assuming that the inventory is
not to be included in the numerator. The quick ratio is a distress ratio and
measures the number of dollars of short-term monetary assets (denomi-
nated in a fixed number of currency units) held by the firm for each dollar
of short-term obligations owed by the company. Both formulas for each
ratio are shown below. The current ratio for Coca-Cola was the highest in
2009 at 1.2791 and the quick ratio 1.1076 was the highest in 2009. The
averages for the current ratio and the quick ratio for the 10-year period
from 2004 to 2013 were 1.0653 and 0.91781, respectively.
Current assets

Current ratio = (See Figure 2.1)
Current liabilities
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Figure 2.1 Current ratio (red) and quick ratio (blue)

Current assets — inventories
Quick ratio = (See Figure 2.1)
Current liabilities

Asset Management Ratios

Asset management ratios measure the efficiency of the firm in the use of
assets. If a firm holds excess assets, these excess assets will increase the cost
of funds and the increased cost of funds will reduce profitability. If asset
levels are too low, sales opportunities may be lost, which reduces profit-
ability, also. Asset management ratios are days sales outstanding, inven-
tory turnover, net fixed assets turnover, and total assets turnover. The days’
sale outstanding ratio is the average number of days needed to collect
accounts receivable. Inventory turnover shows how many dollars of sales
the company generates for each dollar of inventory, which measures sales
efficiency. Net fixed assets turnover is the number of dollars of sales gen-
erated for each dollar of inventory. Total asset turnover is the number of
dollars of sales generated for each dollar of total assets. The highest value
for days’ sales outstanding was in 2010 at 46.04 days and the average was
39.32 days. The highest level for inventory turnover was in 2005 at 16.22
and the average was 14.43. The highest value for net fixed asset turnover
was 1.20 in 2005 and the average was 0.97. The highest value for total
asset turnover was 0.80 in 2006 and the average was 0.65.
Receivables

Days sales outstanding = (See Figure 2.2)
Annual sales/365
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Sales
Inventory turnover = ------------- (See Figure 2.3)
Inventory
Sales
Net fixed assets turnover (NFA) = -—--——-———————- (See Figure 2.4)
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Figure 2.2 Days sales outstanding
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Figure 2.3 Inventory turnover

4.50
4.00
3.50
3.00
2.50

2.00 \
1,50 \

' \
1.00

0.50

0.00 T T T T T 1
2002 2004 2006 2008 2010 2012 2014

Figure 2.4 Fixed asset turnover
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Figure 2.5 Total asset turnover

Total assets turnover (NFA) = - (See Figure 2.5)
Total assets

Financial Leverage Ratios

Financial leverage ratios or debt management ratios indicate the extent to
which Coca-Cola uses debt to finance assets. The use of debt will increase
a firm’s return on equity (ROE) if the firm earns more on its assets than
the interest rate on debt and, at the same time, increased financial lever-
age will increase the variability of net income. The ratios in this category
include the total debt ratio, the debt-to-equity ratio, the equity muldi-
plier, and the times-interest earned ratio. The total debt ratio measures the
proportion of funds provided by creditors and debt holders. Total debt
includes both current liabilities and long-term debt. Creditors and bond
holders prefer a lower debt ratio. The debt-to-equity ratio measures the
ratio of total debt to total equity. A higher debt ratio indicates more finan-
cial leverage and more risk. The equity multiplier is total assets divided
by total equity. This ratio indicates how many additional dollars of assets
the company can buy for each additional dollar of equity. Times interest
carned is the ratio of EBIT to interest expense and measures the ratio of
dollars of EBIT the company has for each dollar of interest expense. The
times interest earned ratio indicates how much EBIT can fall before EBIT
is less than the interest expense. This is an important indicator because
the failure to make interest payments is an act of bankruptcy. The highest
total debt ratio was 0.63 in 2013 and indicates that Coca-Cola financed
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57 percent of assets with debt. The average total debt ratio was 0.53.
The highest debt-to-equity ratio was 1.69 in 2013 and averaged at 1.16.
The highest equity multiplier was 2.69 in 2013 and averaged at 2.16. The
highest times interest earned was 29.07 in 2004 and averaged at 21.94.

Total debt
Total debt ratio = -----—----———-- (See Figure 2.6)
Total assets
Total debt
Debt to equity = ---------er-mmmemev (See Figure 2.7)

Owner’s equity

Total assets
Equity multiplier = (See Figure 2.8)
Owner’s equity

EBIT
Times interest earned = ------—--—-- (See Figure 2.9)
Interest
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Figure 2.6 Total debt ratio
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Figure 2.7 Debt-to-equity ratio
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Figure 2.8 Equity multiplier
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Profitability Ratios

Profitability ratios measure a company’s overall efficiency and analyze the
relationship between sales and expenses. Profitability ratios are operating
margin, net profit margin, return on assets, and ROE. Operating margin
is the ratio of operating income and sales and shows operating profit per
dollar of sales. Net profit margin is the ratio of net income to sales and
measures the overall operating efficiency of the company. Net profit mar-
gin is the proportion of revenue earned by the company. Return on assets
is net income divided by total assets. ROE is the ratio of net income to
owner’s equity. ROE is the proportion of profit generated for each dollar
of equity. The highest operating margin was 0.058 in 2010 and the aver-
age was 0.033. The highest level of net profit margin was 0.338 in 2010
and the average was 0.215. The highest level of return on assets was 1.70
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in 2006 and the average was 0.139. The highest level of ROE was 0.379
in 2010 and the average was 0.291.

EBIT
Operating margin = ---------- (See Figure 2.10)
Sales
Net income
Net profit margin = ---------------- (See Figure 2.11)
Sales
Net income
Return on assets = —--—--—--—--—--—-- (See Figure 2.12)

Total assets
Net income
Return on equity = ------------------- (See Figure 2.13)
Owner’s equity

* ROE is the ratio of net income to owner’s equity.
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Figure 2.10 Operating margin
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Figure 2.11 Net profit margin
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Figure 2.12 Return on assets
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Figure 2.13 Return on equity

Market-Based Ratios

Market-based ratios show the value placed on the company by sharehold-
ers. The value of the firm is equal to the market capitalization of the firm.
The market capitalization of the firm is equal to the number of shares out-
standing times the price per share. There are seven market-based ratios:
earnings per share, the price-to-earnings ratio, the book value ratio, the
market value ratio, the payout ratio, the dividends per share ratio, and
dividend yield. The earnings per share ratio measures net income earned
for each share. The price to earnings ratio is the dollars shareholders will
pay for each dollar of earnings of the company. The book value ratio is the
stock price based on the accounting value of the firm. The market value
ratio shows the number of dollars that shareholders pay for each dollar

of book value. The payout ratio is the proportion of net income paid in
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dividends. Dividends per share are dividends divided by shares. Dividend
yield is dividends per share divided by the stock price.

Coca-Cola did a two-for-one stock split on July 27, 2012. This provides
some interesting challenges for the financial analyst. Although the share
data in financial reports after the split adjust for the split, financial infor-
mation from previous financial statements has not been adjusted. Figure
2.14A shows earnings per share for the period from 2004 to 2013 if the
data are not adjusted. It appears that the Coca-Cola earnings per share have
dropped. Figure 2.14B uses data have been adjusted retroactively. The EPS
trend is still increasing with the exception of the large increase in 2010.
Adjusted earnings per share were the highest in 2010 at $2.54 per share
and averaged at $1.55 per share. The price—earnings ratio was the highest
in 2002 at 28.97 and averaged at 20.14. The book value per share was the
highest in 2013 at 21.34 and averages 18.28. The market value ratio was
the highest in 2007 at 6.03 and averaged at 5.27. The payout ratio was the
highest in 2008 at 0.60 and averaged at 0.52. The retention ratio was the
highest in 2010 at 0.66 and averaged at 0.48. Adjusted dividends per share
were the highest in 2013 at 1.12 and averaged at 1.36. The dividend yield
was the highest in 2008 at 3.53 percent and averaged at 2.87 percent.

Net income
Earnings per share = (See Figure 2.14)
# of shares outstanding
Market price per share
Price-to-earnings = (See Figure 2.15)

Earnings per share

Owner’s equity
Book value per share = (See Figure 2.16)
# of shares outstanding

Stock price per share
Market value = (See Figure 2.17)
Book value per share

Dividend per share
Payout ratio = (See Figure 2.18)
Earnings per share
Dividends
Retention ratio = -—---—-—-——————- (See Figure 2.19)

Net Income
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Dividends
Dividend per share = ~--------——-—-
# of Shares

Dividend per Share

Dividend yield =

Stock Prices

6.00

(See Figure 2.20)

(See Figure 2.21)
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CHAPTER 3
The DuPont System of

Financial Analysis

The DuPont system of financial analysis uses a financial model that is based
on the return on equity (ROE) of a firm. The DuPont system of financial
analysis is used to examine a firm’s financial statements and financial per-
formance. The three variables that determine ROE are net profit margin
(NPM), total asset turnover (TAT), and the equity multiplier (EM). NPM
measures a company’s overall profitability. NPM is the ratio of net income
to sales, where net income is sales minus costs. A firm with a higher NPM
would be more efficient than a firm with a lower NPM; other things being
equal. TAT is a measure of a company’s efficiency in using assets to gener-
ate sales. A firm with a higher TAT ratio generates more sales per dollar
of assets than a firm with a lower TAT. The EM is the ratio of total assets
to owners equity and measures financial leverage for a firm. A higher EM
ratio shows that a firm is relying more heavily on debt financing to obtain
funds to finance assets. ROE is a measure of return to the owners of a firm.
Financial managers can use the ratios for the DuPont system of financial
analysis to create pro forma financial statements.

ROE can be decomposed into return on assets and the EM. Return

on assets can be further disaggregated into NPM and TAT:

ROE = (ROA) * (EM) (3.1)

ROA = (NPM) * (TAT) (3.2)

ROE = (NPM) * (TAT) * (EM) (3.3)
where,

ROE = return on equity

ROA = return on assets
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EM = equity multiplier
NPM = net profit margin

TAT = total asset turnover

NPM is net profit (loss) divided by sales. TAT is sales divided by total
assets. The EM is total assets divided by total owners’ equity:

NPM = (NI)/(S) (3.4)

TAT = (S)/(TA) (3.5)

EM = (TA)/(OE) (3.6)
where,

NPM = net profit margin
NI = net income

S = sales

TAT = total asset turnover
TA = total assets

EM = equity multiplier
OE = owners’ equity

The DuPont system of financial analysis is based on the ROE model
that disaggregates ROE into three components: NPM, TAT, and EM.
The NPM ratio allows the financial analyst to forecast the income state-
ment and the components of the income statement, both revenue and
expenses. To achieve the target ROE, the firm should determine the net
income required to achieve the target ROE. Total revenue is predicted
from the required net income based on the NPM ratio. TAT allows the
financial analyst to forecast the left-hand side of the balance sheet: assets.
The firm uses the total revenue projection to predict total asset require-
ments. Based on the firm’s operating leverage, corporate managers can
determine the ratio of current assets to total assets and the composition of
assets. The EM allows the financial analyst to forecast the right-hand side
of the balance sheet because liabilities and owners’ equity must equal total
assets. The corporation must issue debt so that the leverage ratio remains

constant. From the DuPont system of financial analysis, the company is



THE DUPONT SYSTEM OF FINANCIAL ANALYSIS 63

able to develop pro forma financial statements, particularly, the income
statement and the balance sheet.

The DuPont system of financial analysis fulfills three functions. First,
the DuPont system allows the firm to project future operations through
the pro forma financial statements developed as a budget or financial
plan. The second function performed by the DuPont system is as a con-
trol mechanism. As the firm progresses through the year, the firm can use
the pro forma financial statements to monitor performance. If the firm’s
operating performance deviates from the budget, the firm can take cor-
rective action. If the deviation is negative, managers can correct the prob-
lem or adjust their forecasts. If the deviation is positive, managers can
analyze and potentially enhance the positive change. The third function
of the DuPont system is in the post-performance audit function. After the
planning year ends, the firm can compare actual operating performance
with planned operating performance to determine the deviation from the
plan. In the long term, effective performance budgeting should result in
the deviation from the budget being near zero. Otherwise, the firm will
be under-budgeting or over-budgeting.

ROE analysis provides a system for planning and for analyzing a com-
pany’s performance. The NPM allows the analyst to develop a pro forma
income statement, as in Figure 3.1. The top box of Figure 3.1 shows an
abbreviated income statement where the net income is equal to revenues
minus expenses. Given a target ROE, the financial manager can determine
the net income needed to achieve the target ROE. From the target ROE,
the financial manager can determine the revenue level necessary to achieve
the net income target. The middle box of Figure 3.1 shows how the finan-
cial manager can use the TAT ratio to project the total asset level necessary
to generate the projected revenue level. Given a level of projected revenue,
the financial manager can project the level of total assets needed to produce
the projected level of revenues. The total asset requirement can be used to
project the pro forma levels of all of the asset accounts. The fundamental
equation of accounting is that assets equal liabilities plus owners’ equity.
The bottom box of Figure 3.1 shows how the financial manager uses the
EM ratio that can be useful in projecting the pro forma financial needs and
the financial structure of the company. Total liabilities and equity must be

equal to the projected total asset requirements.
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Using the DuPont System of Financial Analysis to Develop Pro Forma
Financial Statements

NPM = (NI) (S)

Sales
- Total costs

Net income
TAT = (S) (TA)

Current assets

+ Fixed assets
Total assets

EM = (TA) (OE)

Total liabilities
+ Total equity

Total liabilities + Owners’ equity

Figure 3.1 Using the DuPont system of financial analysis to develop
pro forma financial statements. NI, net income; NPM, net profit
margin; OE, owners’ equity; S, sales; TA, total assets; TAT, total
asset turnover

The DuPont system of financial analysis has three uses. First, the
DuPont system of financial analysis can be used to construct pro forma
financial statements for Coca-Cola for planning purposes. Second, the
DuPont system of financial analysis allows the firm to monitor perfor-
mance during the planning period. Third, the DuPont system of financial
analysis can be used to audit the planning process. Over the period from
2001 to 2010, NPM for Coca-Cola was 0.2181. The TAT and EM aver-
ages for Coca-Cola are 0.7261 and 1.9969. ROE averaged 0.3095 for the
period from 2001 to 2010.

Analysis of ROE and Sustainable Growth
for Coca-Cola

Table 3.1 contains the data and ratios for the DuPont system financial
analysis of ROE and the analysis of sustainable growth for Coca-Cola
based on the annual data for the years from 2004 to 2013. The first five

lines of Table 3.1 from total revenue to dividends contain the raw data
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needed to compute the ratios used in the DuPont system of financial
analysis and for the sustainable growth rate. Over the period from 2004
to 2013, total revenue for Coca-Cola increased from $21,742 million to
$48,108 million. Total revenue for Coca-Cola increased every year over
the sample period except 2009. The net income rose from $4,847 million
to $8,584 million and increased every year. Total assets rose from $31,441
to $90,055 but did not increase every year, that is, total assets declined in
2005 and 2008. Total owners’ equity rose from $15,935 million in 2004
to $33,440 million in 2013. Total owners™ equity rose every year except
2008 and 2011. Dividends rose from $2,429 million in 2004 to $4,969
million in 2014. Dividends rose every year from 2001 to 2010.

The subsequent four lines in Table 3.1 contain NPM, TAT, EM, and
the earnings RR, which are the ratios needed to compute ROE, and sus-
tainable growth, G. ROE is computed by two methods. The first line of
ROE is computed by dividing net income by total owners’ equity.

The second line of ROE is computed by multiplying NPM by TAT
by EM. If the two computations for ROE are the same, then the analysis
is correct and is verified. The last line in Table 3.1 is the value of sustain-
able growth, G, and is calculated by multiplying sustainable growth by
the dividend RR.

The NPM went from 0.2262 in 2004 to 0.3363 percent in 2013, but
not consistently. The highest NPM was 0.3377 in 2010 and the lowest
NPM was observed in 2013 and equaled 0.1784. The average NPM is
0.2148. The TAT ratio was the highest in 2006 at 0.8039 and varied over
the sample period ending at 0.5342 in 2013. The average TAT is 0.6529.
For Coca-Cola, TAT is the most volatile of the three variables affecting
ROE. The EM was 1.9731 in 2013 and ended at 2.6930 in 2013 but not
monotonically. The average EM is 2.1571. The ROE was 0.3042 in 2003
and averaged 0.2915 over the sample period.

The dividend RR averaged at 0.4771 over the entire analysis period
with a low value of 0.4006 in 2008 and a high value of 0.6570 in 2010.
Sustainable growth was lowest in 2013 at 0.1081 and highest in 2010 at
0.2488. The average sustainable growth is 0.1409.

Figure 3.1 shows the variables needed to compute ROE: NPM, TAT,
and EM. Figure 3.2 shows that NPM and EM are relatively stable but
that TAT declines over the analysis period. Thus, except for 2001, ROE is
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relatively stable averaging at 30.95 percent. Figure 3.2 shows sustainable

growth for Coca-Cola and ROE and RR, which are used to compute G.
The RR and sustainable growth rate were stable from 2003 to 2007.
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Figure 3.2 Financial data for Coca-Cola, 2004-2013. NI, net
income; TA, total assets; TE, total equity
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Figure 3.3 DuPont ratios for Coca-Cola, 2004-2013. EM, equity
multiplier; G, sustainable growth; NPM, net profit margin; RR,
retention rate; TAT, total asset turnover
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