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Question 1a

Vodafone Financial Performance

Vodafone is “The world’s mobile communication leader – enriching customer’s lives, helping individuals, businesses and communities be more connected in a mobile world.” (Ref: Vodafone Annual Report 2002 inside front cover)
In order to analyse the financial performance of Vodafone (the company), the figures provided in the Consolidated Profit and Loss Account Data, the Consolidated Balance Sheet Data and the Consolidated Cash Flow Data (Ref: Vodafone Annual Report 2002 page 26) have been used.

The relevant UK GAAP  ((Generally Accepted Accounting Principles) figures have been transferred to an Excel worksheet and used to calculate the core ratios for the company as follows:

	 
	B
	C
	D
	E
	F
	G

	2
	Vodafone
	 
	 
	 
	 
	 

	3
	 
	 
	 
	 
	 
	 

	4
	Company (P26)
	2002
	2001
	2000
	1999
	1998

	5
	 
	£m
	£m
	£m
	£m
	£m

	6
	Sales
	17,940 
	6,637 
	4,498 
	3,302 
	2,408 

	7
	Operating profit/(loss)
	(11,834)
	(6,989)
	798 
	963 
	686 

	8
	Profit/(loss) for the financial year
	(16,155)
	(9,885)
	542 
	594 
	407 

	9
	Total Assets
	162,900 
	172,390 
	153,546 
	3,681 
	2,584 

	10
	Shareholders equity
	130,573 
	145,007 
	140,594 
	512 
	23 

	11
	
	
	
	
	
	

	12
	Core Ratios
	 
	 
	 
	 
	 

	13
	Return on sales
	(90)
	(149)
	12 
	18 
	17 

	14
	Asset turnover
	0.11
	0.04
	0.03
	0.90
	0.93

	15
	Asset leverage
	1.25
	1.19
	1.09
	7.19
	112.35

	16
	Return on equity%
	(12)
	(7)
	0 
	116 
	1,770 

	17
	
	
	
	
	
	

	18
	Other Ratios
	 
	 
	 
	 
	 

	19
	Cost of goods sold
	29,774 
	13,626 
	3,700 
	2,339 
	1,722 

	20
	Net operating profit as % of sales
	(65.96)
	(105.30)
	17.74 
	29.16 
	28.49 

	21
	Cost of good sold as % of sales
	166 
	205 
	82 
	71 
	72 

	22
	 
	 
	 
	 
	 
	 

	23
	Change in sales%
	170 
	48 
	36 
	37 
	 

	24
	Inflation rate (assumed from inflation
	 
	 
	 
	 
	 

	25
	figure allowed for in pensions)
	2.50
	2.50
	2.50
	2.50
	 


This worksheet is reproduced at Appendix A with formulae shown
.

The core ratios relate to the key areas of financial analysis:

Operating Efficiency

-
Asset Turnover ratio

Financial Structure

-
Asset Leverage ratio

Profitability


-
Return on Sales ratio

The Return on Equity % ratio provides an overview of the health of the company, as this is the product of the other three core ratios.

It may be seen that both the Asset Turnover ratio and the Asset Leverage ratio are improving slightly after falling dramatically in 2000. This fall is reflected in the value of Total Assets held which increased from £3,681 million in 1999 to £153,546 million in 2000 (due in part to expenditure on the 3G licence).

Return on sales % has recovered slightly since 2000, but is still showing a loss of 90%.

The change in sales % appears to indicate a healthy upwards trend, especially when compared to inflation, but it is clear that the cost of goods sold in relation to the sales figure is still far from secure.

Despite the apparent recoveries indicated in the three core ratios, the Return on Equity ratio continues to decline, indicating that the company appears to remain on a downward trend.

The information contained within the Consolidated Cash Flow Data appears to contradict this message, with Free Cash Flow increasing from (£13,278m) to £2,365m, and Operating Cash Flow increasing year on year over the period 1998 to 2002
.

It would be difficult to analyse the performance of Vodafone using Porter’s Five Forces model for a number of reasons
:

The industry is governed by legislation and a licensing system, preventing new entrants, except at an extremely high cost.(
The bargaining power of customers is very limited – tariffs and prices are set
. There is little or no direct communication between customers and the company.

Q1a mark 6/10 

Question 1b

Vodafone Corporate Governance

From the information contained within the Annual Report, (Ref: Vodafone Annual Report 2002 Pages 54-56) Vodafone appear to align management objectives with those of shareholders reasonably successfully.

The company adhere to the Combined Code of Corporate Governance and take a number of steps to ensure that the shareholder’s agents (the directors of Vodafone) act in the interests of those shareholders.(
Agency Theory (Ref: Unit 1. Pages 25-27) suggests that both the principal and the agent will be acting in their own self-interest.( Whilst this is one of the primary reasons a shareholder (the principal) will invest in a company (to make money), the Board of Director’s (the agents) must place the interests of the company and the principals above that of themselves.

Vodafone structure their Board with five executive directors and eight non-executive directors. Of the non-executive directors, seven are considered to be totally independent.( 

It is from these seven that the chairs of the Audit, the Nominations and the Remuneration committees are drawn, this ensuring that a degree of impartiality remains at a high level. Indeed the Remuneration committee is entirely comprised of non-executive directors.(
The company also has in place “…clear processes for monitoring the system of internal control and reporting any significant control failings or weaknesses together with details of corrective action”. The internal control system is predominantly one with clearly defined lines of responsibility and delegated authority. The Group Executive Committee chaired by the Chief Executive manages this system on a day-to-day basis.

In addition, the company briefs its major shareholders after the interim and final results are announced (usually twice a year). These briefing meetings are to “…ensure that the investing community receives a balanced and complete view of the Group’s performance and the issues faced by the business”.(
The company also operates an Investor Relations team for dealing with enquiries made by institutional shareholders.

Agency Theory suggests that in addition to self-interest, two other factors may be contributory. These are:

Information asymmetry, whereby the agent and the principal do not have access to the same information;

and

Uncertainty, where the principal does not know the basis for the decisions made by the agents.

These two factors may lead onto two separate problems:

Adverse selection(, where the agent makes decisions and takes actions that will appear to be in the best interests of the principal, but which in reality are in his own interest;

and

Hidden action(, where an agent, aware that his actions cannot be closely monitored, will begin to shirk.

Vodafone seemingly take steps to reduce these factors through measures such as their Remuneration committee, their Audit committee and their shareholder briefings (described above).

With the above systems and structure in place, and with an adherence to the Combined Code of Corporate Governance it appears that Vodafone make strenuous attempts to align management and shareholder objectives.

Q1b mark 8/10


Question 1c

Vodafone Shareholdings and an efficient market in the company’s shares

The Efficient Markets Hypothesis (EMH) (Ref: Unit 1. Page 55) is based on information available to participants. The central feature is that movements in share price could not be predicted from any movements or information which have already occurred.

Three levels of Efficient Market were identified:

· Strong-form EMH, in which all the information relevant to the value of a share is quickly and accurately reflected in the market price.

· Semi-strong-form EMH, in which all publicly available information is reflected in the market price.

· Weak-form EMH, in which only historical information about the share price itself is available.

Vodafone’s Summary of Shareholding (Ref: Vodafone Annual Report 2002 Page 145) shows that by far the largest number of shareholders falls into the category of “Private Individual”. However, the 602,000 shareholders in this category only own 1.84% of the Vodafone shares between them (1,435.2 million shares, equating to 2384 shares each). The second largest category (by number of shareholders) is “Banks or nominee companies”. The 44,819 shareholders in this category own 80.05% of the Vodafone shares (62,439 million shares, equating to 1,393,137 shares each).

Other key holders are “Commercial and industrial companies” (2.58% of shares), “Bank of New York nominees” (1.9% of shares) and a “Bearer warrant” (11% of shares).

Given the nature of the majority of the shareholders, it would seem that a Semi
-strong form of EMH would apply to Vodafone, with new information being quickly digested by the market, and this in turn being matched by speedy changes to share price reflecting supply and demand.

The reason for this is that most of the shareholders are share owners for large investment reasons (such as banks and companies) who wish to capitalise on their investments, as opposed to individuals who may possibly just own shares as a long-term investment, and who may not have the access or the inclination to spend time following the information in the financial presses, and who may not have the access for speedy buying and selling of large quantities of shares.

Q1c mark 7/10 


Question 1d

Vodafone Cash Flow Statement

The Vodafone Consolidated Cash Flow statement (Ref: Vodafone Annual Report 2002 Page 76) provides the analyst with a tool to assess the historic performance, and help forecast the future performance, of the company. 

The cash flow statement has three main purposes:

· To identify the sources and uses of cash.

· To identify the sources and uses of cash relating to the company’s core activities.

· To assist in the comparison of the cash generated by the company with the cash required by it.

(Ref: Unit 2. Page 76)
Most analysts studying a company will be assessing future performance of the company, and the cash flow figures assist in such forecasts.

In any analysis it is necessary to determine the relevant ratios, and then review those ratios in three different ways:

· How have the ratios changed over time?

· How do the ratios compare with those reported by similar companies (if available)?

· Do the ratios make sense (i.e. are they what you would expect?)

In order to assess the first of these questions, it is necessary to establish the timescale over which the figures are to be analysed. In the case of Vodafone, the Consolidated Cash Flow covers three annual accounting periods, and for that reason a three year period has been taken. (It would be possible to obtain further data from the company’s previous annual reports).

The viewpoint of the analyst may be that of an investor or a lender. In this analysis it is that of a lender
. 
The Consolidated Cash Flow should be read in conjunction with the Notes to the Accounts (in this case No 30 – Analysis of Cash Flows. (Ref: Vodafone Annual Report 2002 Page 117).
The following Excel worksheet shows the calculation of various cash flow ratios:

	 
	B
	C
	D
	E

	2
	Vodafone
	 
	 
	 

	3
	 
	 
	 
	 

	4
	Group P76
	2002
	2001
	2000

	5
	 
	£m
	£m
	£m

	6
	Sales
	17,940 
	6,637 
	4,498 

	7
	EBITDA
	(10,377)
	(6,439)
	983 

	8
	Net cash inflow from operating activities (Operating
	8,102 
	4,587 
	2,510 

	9
	Cash Flow)
	 
	 
	 

	10
	Taxation
	(545)
	(1,585)
	(325)

	11
	NOPAT
	7,557 
	3,002 
	2,185 

	12
	Interest Paid
	(1,104)
	(1,254)
	(370)

	13
	NOPAT/Interest Paid
	6.85 
	2.39 
	5.91 

	14
	Dividends paid
	(978)
	(773)
	(221)

	15
	Debt due within one year - short term debt
	(2,486)
	(407)
	598 

	16
	Debt due within one year - repayment of new debt
	(1,256)
	(7,181)
	(449)

	17
	Debt due within one year - Issue of new bonds
	0 
	2,823 
	0 

	18
	CPLTD & L
	(3,742)
	(4,765)
	149 

	19
	EBITDA as % of Sales
	(58)
	(97)
	22 

	20
	NOPAT/Interest paid + CPLTD & L
	1.56
	0.50
	9.89

	21
	NOPAT/Interest paid + CPLTD & L + Dividends paid
	1.30
	0.44
	4.94

	22
	 
	 
	 
	 


This worksheet is reproduced at Appendix B with formulae shown.

It should be noted that CPLTD & L is Current portion of long term debt and leases.

The NOPAT/Interest Paid ratio indicates how many times the Net Profit after Taxation will cover the interest payments due (6.85 in 2002)

The NOPAT/Interest paid + CPLTD & L ratio indicates how many times the Net Profit after Taxation will cover all the company’s debts (1.56 in 2002).

The NOPAT/Interest paid + CPLTD & L + Dividends paid indicates how many times the Net Profit after Taxation will cover all the debt and equity payments due (1.3 in 2002).

All three ratios fell considerably in 2001 before recovering in 2002.

Ratios for other similar companies are unavailable.

The ratios are roughly what would be expected. The fall from 2000 to 2001 is probably the result to the expensive purchase of the 3G licence from the UK government.(
This is followed by the rise from 2001 to 2002, reflecting a return to more profitable business levels (i.e. without the 3G expense).

Q1d mark 9/15


Question 2

Boots plc

The Balance Sheet for Boots plc shows the position of the company as at 31st March 2002. All the values contained therein are therefore historical, and provide a snapshot of the company as at that date.

The balance sheet should be read in conjunction with the other financial statements (Profit and Loss statement and Cash Flow statement) and the Director’s Report.

A company’s balance sheet is usually laid out to detail Assets, Liabilities and Equity.

In the case of Boots plc, the balance sheet follows this format, however it is appears to be designed to place greater emphasis on assets than liabilities, going into detail of the former, whilst grouping the latter under one or two headings.

Boots (Ref: Boots Annual Report 2002 Page 26) list their Fixed Assets as:

· Intangible Assets (those used by the group on a long term basis, but which do not have a physical substance, e.g. brands)

· Tangible Assets (property, plant, machinery and fixtures and equipment)

· Investment in joint ventures – share of gross assets

· Investment in joint ventures – share of gross liabilities 

· Other investments (these three items relate to amounts invested in the company’s own shares and in other businesses)

Current Assets include:

· Stocks (raw materials, goods in manufacture, finished goods awaiting sale)

· Debtors (amounts owed by customers and others)

· Current Asset investments and deposits

· Cash in hand and at the bank

Current Liabilities are listed as Creditors (amounts due to suppliers and others), a) falling due within one year, and b) falling due after more than one year. These liabilities will include payments of loans, debt repayment, interest payments and taxation.

There is also a provision for liabilities and charges (i.e. payments anticipated).

The balance sheet to this point produces the Net Assets figure (in the case of Boots plc for 2002, a figure of £2,018.3 million.

The remaining part of the balance sheet shows how the Net Asset figure is made up, or how it is financed.

For 2002 this is as follows:



    £m

Called up share capital


  223.2

Share premium account


  253.9

Revaluation reserve



  254.4

Capital redemption reserve

    42.6

Profit and Loss Account


1243.5

Sub total of Equity shareholders funds
2017.6

Equity minority interests


      0.6

Non-equity minority interests

      0.1

Total





2018.3

As will be seen from the above, Boots divide their Fixed Assets into Tangible and Intangible Assets. The valuation of intangible assets is difficult and open to interpretation. Boots, in the notes to their accounts, include brands as an example of their intangible assets, but different companies have different interpretations of intangible assets, and may include knowledge possessed by employees and goodwill
.

A broad valuation of the intangible assets of a company is often taken by subtracting the book value of the company from the market value. (
A company may decide when to issue its balance sheet (and annual accounts). The seasonality of cash flows can make a company seem much more attractive if it publishes such documents at a time when its inventory and borrowing is low. For example, a company relying on much seasonal business would seem to be operating much more favourably if its accounts were published close to the end of the season when most of its stock had been sold, and bank loans, etc. cleared.(
Ratios obtained from figures in the balance sheet give an indication of the financial structure.

These include:

· The Current Ratio (Current Assets/Current Liabilities) is a measure of the company’s liquidity (i.e. can it pay its current liabilities from its current assets). In the case of Boots, this ratio for 2002 is 1.45, indicating that its current assets could pay its current liabilities 1.45 times.(
· The Quick Ratio (Current Assets-Inventory/Current Liabilities) is a further measure of liquidity. The exclusion of inventory from the current assets is because it may not be possible to turn such inventory into cash quickly. In the case of Boots, this ratio for 2002 is 0.89 indicating that Boots could only pay 89% of its current liabilities. This figure can be misleading however, as the day-to-day turnover of the company will provide enough finance to clear the current liabilities
.

· Gross gearing % (Short- and Long-term debt/shareholder’s equity*100) is a measure of solvency, measuring debt against equity. Generally, the more uncertain the level of cash generated by a company’s operations, the more it should depend on equity for funding. The Boots gearing ratio of 82% indicates that slightly more equity is held than debt
.

Leverage ratios can also be produced from the balance sheet. Again, these may be used to measure liquidity and solvency.

Capital employed is calculated as follows:

Short-term debt

+ Long-term debt

+ Long-term taxes payable

+ Sundry long-term liabilities

+ Long-term provisions

+ Minority interests

+ Shareholder’s equity.

This is a measure of the total funds used by the company.

In the case of Boots (2002) it amounts to £3850.9 million.

Whilst Boots plc clearly follow the underlying rules of accounting, the interpretation of the amount of detail contained within the balance sheet varies from company to company
.

However, the balance sheet must clearly indicate the book value of the company, and the total net assets figure must balance with the total financing figure for the company.
Q2 mark 10/20

Question 3a

FIFO/LIFO

FIFO (First in first out) and LIFO (Last in first out) are both methods of accounting for inventory.

In general, if prices are rising, using the FIFO method will increase the amount of inventory held (the least expensive inventory is used first
) and consequently also increase the profit. In effect FIFO will overstate profits 
in real terms.

Using the LIFO method will decrease the amount of inventory held (the most expensive inventory is used first) and reduce the profit. LIFO will understate profit in real terms.

A third option, the weighted average, or AVCO, is also available, and whilst this is not really accurate
, it does iron out the difference to some degree.

The Investors Viewpoint

For an investor planning on which company to invest with, the advantages of LIFO are that the profit of the company will be understated, thus providing a slightly pessimistic picture of the company
. FIFO will overstate the profits, and is thus disadvantageous to the investor who may decide on the basis of exceptional results to invest, only to find that these are overstated
.

The Management Viewpoint

From the point of view of the management of the company, it may be advantageous to use FIFO for inventory. The slightly overstated profits will be reflected in the annual report to shareholders, thus painting a picture of more profits being made than really occurred. This borders on the subject of Agency Theory – management appearing to provide what the shareholders’ want, but really providing the information that is beneficial to them
.

The Government Viewpoint

The government, through the Accounting Standards Board and the Treasury, determine the rules and regulations affecting accounting practice.

The accounting standard, SSAP 9: Stocks and Long-Term Contracts, states,
“The amount at which stocks are stated in periodic financial statements should be the lower of cost and net realisable value of the separate items of stock or of groups of similar items."

(Ref: Accounting Standards Board website).
This standard virtually rules out the use of LIFO in the UK.

It should be noted that it is anticipated that SSAP 9 will be discarded during 2003 if the Financial Reporting Exposure Draft (FRED) 28 is adopted.

The government is primarily concerned that the annual accounts produced by companies are consistent. That is, if they uses FIFO in one year, they should continue to do so in future years.

An example of the differences produced by using FIFO or LIFO may be seen in the Balance Sheet for Boots (year ending 31st March 2002) (Ref: Boots Annual Report 2002 Page 26). 

The value of the stock is shown as £648.1 million. Assuming this to be calculated using the First In First Out method, the profit, as reflected in the Capital and reserves section of the balance sheet may be overstated.

If however, the company had used the Last In First Out method of inventory valuation, then the stock held would be worth less, and this would in turn reduce the capital and the reserves, thus making the company appear of less value.

There are a number of differences throughout different countries regarding FIFO and LIFO.

Many of these are to do with the Franco-German Accounting model which is used in countries including Belgium, France, Finland, Japan, Spain and Switzerland. This model generally tends to be more conservative than the Anglo-American model, however either FIFO or LIFO are allowed within it
.

Countries using the Anglo-American model (including Australia, Canada, UK, USA and India) also, in general, have the option of which method to use. There are however, differences from country to country – companies in the USA may use either, but must be consistent in their financial reporting and their tax returns.

Q3a mark 9/15

Question 3b

Companies A, B and C

Company A – Electrical Retailer

	
	B
	C

	2
	COMPANY A
	

	3
	ELECTRICAL RETAILER
	

	4
	
	£m

	5
	Reported Closing Stock
	390

	6
	Reported pre-tax profit
	80

	7
	Working Capital
	398

	8
	
	

	9
	Sales (Closing stock + pre-tax profit)
	470

	10
	
	

	11
	
	

	12
	
	

	13
	Assuming inflation at
	2.50%

	14
	
	

	15
	Scenario 1
	

	16
	Assume closing stock reported is based on LIFO
	

	17
	
	

	18
	If stock based on FIFO, broadly speaking the stock value would
	

	19
	be £390m*102.5% =
	399.75

	20
	This would increase pre-tax profit by £9.75m to
	89.75

	21
	
	

	22
	
	

	23
	
	

	24
	Scenario 2
	

	25
	Assume closing stock reported is based on FIFO
	

	26
	
	

	27
	If stock based on LIFO, broadly speaking the stock value would
	

	28
	be £390m*97.5% =
	380.25

	29
	This would decrease pre-tax profit by £9.75m to
	70.25

	30
	
	

	31
	
	


This worksheet illustrates the difference between using FIFO and LIFO.

The sector of Electrical Retailer is one of fast, high priced sales (assuming this to be a chain such as Currys or Comet). Consequently, the profit is moderately low as these chains try to undercut competitors. Working capital is high, reflecting the value of the stocks held and the potentially high value of debtors (long-term and interest-free credit is frequently offered
).

COMPANY B – DIVERSIFIED RETAILER

	
	B
	C

	2
	COMPANY B
	

	3
	DIVERSIFIED RETAILER
	

	4
	
	£m

	5
	Reported Closing Stock
	509

	6
	Reported pre-tax profit
	253

	7
	Working Capital
	180

	8
	
	

	9
	Sales (Closing stock + pre-tax profit)
	762

	10
	
	

	11
	
	

	12
	
	

	13
	Assuming inflation at
	2.50%

	14
	
	

	15
	Scenario 1
	

	16
	Assume closing stock reported is based on LIFO
	

	17
	
	

	18
	If stock based on FIFO, broadly speaking the stock value would
	

	19
	be £509m*102.5% =
	521.73

	20
	This would increase pre-tax profit by £12.73m to
	265.73

	21
	
	

	22
	
	

	23
	
	

	24
	Scenario 2
	

	25
	Assume closing stock reported is based on FIFO
	

	26
	
	

	27
	If stock based on LIFO, broadly speaking the stock value would
	

	28
	be £509m*97.5% =
	496.28

	29
	This would decrease pre-tax profit by £12.72m to
	240.28

	30
	
	

	31
	
	


As with Company A, this worksheet illustrates the difference between using FIFO and LIFO. 

Diversified Retailers (such as BHS, Marks and Spencer and Littlewoods) carry considerable stock across a wide variety of ranges. Their return on sales is likely to be higher than that of a supermarket chain owing to their high street location and their sales of “luxury items
”.

COMPANY C – SUPERMARKET CHAIN

	
	B
	C

	2
	COMPANY C
	

	3
	SUPERMARKET CHAIN
	

	4
	
	£m

	5
	Reported Closing Stock
	232

	6
	Reported pre-tax profit
	436

	7
	Working Capital
	305

	8
	
	

	9
	Sales (Closing stock + pre-tax profit)
	668

	10
	
	

	11
	
	

	12
	
	

	13
	Assuming inflation at
	2.50%

	14
	
	

	15
	Scenario 1
	

	16
	Assume closing stock reported is based on LIFO
	

	17
	
	

	18
	If stock based on FIFO, broadly speaking the stock value would
	

	19
	be £232m*102.5% =
	237.80

	20
	This would increase pre-tax profit by £5.8m to
	441.8

	21
	
	

	22
	
	

	23
	
	

	24
	Scenario 2
	

	25
	Assume closing stock reported is based on FIFO
	

	26
	
	

	27
	If stock based on LIFO, broadly speaking the stock value would
	

	28
	be £232m*97.5% =
	226.20

	29
	This would decrease pre-tax profit by £5.8m to
	430.2

	30
	
	

	31
	
	


As with Companies A and B, this worksheet illustrates the difference between using FIFO and LIFO..

It should be noted that in exercise 7.2 (Ref: Unit 2. Pages 73 and 74) the return on sales shown for a supermarket chain is only 4%. Whilst the information we have available makes it impossible to determine the return on sales in this case, it is likely that this figure would be fairly low.

Q3b mark 8/10


Question 3c (i)

Daimler-Chrysler

For a company such as Daimler-Chrysler, the stock valuation method of LIFO may be seen to be appropriate in certain parts of the organisation.

It the USA, where the LIFO method is used, Generally Accepted Accounting Principles (GAAP) permit the use of LIFO on the condition that tax returns are also calculated on this basis.

The benefits to Daimler-Chrysler of using LIFO would be to show a lower profit on the operation in that country, thus reducing the amount of taxation payable.

Q3ci mark 2/5

Question 3c (ii)

Daimler-Chrysler

If the FIFO method of valuing inventory at Daimler-Chrysler had been used instead of the LIFO method, the cost of sales would have decreased by the 1,102 m euros to 115,385 m euros.

This in turn would have increased the profit of the company by the same amount, from 21,789 m euros to 22,891 m euros.

The return on sales would therefore have risen from 16.01% to 16.82%.

(Calculated as Gross Margin/Revenues*100)

Q3cii mark 3/5
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Appendix A
	 
	B
	C
	D
	E
	F
	G

	2
	Vodafone
	 
	 
	 
	 
	 

	3
	 
	 
	 
	 
	 
	 

	4
	Company (P26)
	2002
	2001
	2000
	1999
	1998

	5
	 
	£m
	£m
	£m
	£m
	£m

	6
	Sales
	17940
	6637
	4498
	3302
	2408

	7
	Operating profit/(loss)
	-11834
	-6989
	798
	963
	686

	8
	Profit/(loss) for the financial year
	-16155
	-9885
	542
	594
	407

	9
	Total Assets
	162900
	172390
	153546
	3681
	2584

	10
	Shareholders equity
	130573
	145007
	140594
	512
	23

	11
	
	
	
	
	
	

	12
	Core Ratios 
	 
	 
	 
	 
	 

	13
	Return on sales
	=(C8/C6)*100
	=(D8/D6)*100
	=(E8/E6)*100
	=(F8/F6)*100
	=(G8/G6)*100

	14
	Asset turnover
	=C6/C9
	=D6/D9
	=E6/E9
	=F6/F9
	=G6/G9

	15
	Asset leverage
	=C9/C10
	=D9/D10
	=E9/E10
	=F9/F10
	=G9/G10

	16
	Return on equity%
	=(C8/C10)*100
	=(D8/D10)*100
	=(E8/E10)*100
	=(F8/F10)*100
	=(G8/G10)*100

	17
	 
	 
	 
	 
	 
	 

	18
	Other Ratios
	
	
	
	
	

	19
	Cost of goods sold
	=C6-C7
	=D6-D7
	=E6-E7
	=F6-F7
	=G6-G7

	20
	Net operating profit as % of sales
	=(C7/C6)*100
	=(D7/D6)*100
	=(E7/E6)*100
	=(F7/F6)*100
	=(G7/G6)*100

	21
	Cost of good sold as % of sales
	=(C17/C6)*100
	=(D17/D6)*100
	=(E17/E6)*100
	=(F17/F6)*100
	=(G17/G6)*100

	22
	 
	 
	 
	 
	 
	 

	23
	Change in sales%
	=((C6-D6)/D6)*100
	=((D6-E6)/E6)*100
	=((E6-F6)/F6)*100
	=((F6-G6)/G6)*100
	 

	24
	Inflation rate (assumed from inflation
	 
	 
	 
	 
	 

	25
	figure allowed for in pensions)
	2.5
	2.5
	2.5
	2.5
	 


Appendix B

	 
	B
	C
	D
	E

	2
	Vodafone
	 
	 
	 

	3
	 
	 
	 
	 

	4
	Group P76
	2002
	2001
	2000

	5
	 
	£m
	£m
	£m

	6
	Sales
	17940
	6637
	4498

	7
	EBITDA
	-10377
	-6439
	983

	8
	Net cash inflow from operating activities (Operating
	8102
	4587
	2510

	9
	Cash Flow)
	 
	 
	 

	10
	Taxation
	-545
	-1585
	-325

	11
	NOPAT
	=C8+C10
	=D8+D10
	=E8+E10

	12
	Interest Paid
	-1104
	-1254
	-370

	13
	NOPAT/Interest Paid
	=C11/-C12
	=D11/-D12
	=E11/-E12

	14
	Dividends paid
	-978
	-773
	-221

	15
	Debt due within one year - short term debt
	-2486
	-407
	598

	16
	Debt due within one year - repayment of new debt
	-1256
	-7181
	-449

	17
	Debt due within one year - Issue of new bonds
	0
	2823
	0

	18
	CPLTD & L
	=SUM(C15:C17)
	=SUM(D15:D17)
	=SUM(E15:E17)

	19
	EBITDA as % of Sales
	=(C7/C6)*100
	=(D7/D6)*100
	=(E7/E6)*100

	20
	NOPAT/Interest paid + CPLTD & L
	=((C11/((-C12-C18))))
	=((D11/((-D12-D18))))
	=((E11/((-E12-E18))))

	21
	NOPAT/Interest paid + CPLTD & L + Dividends paid
	=((C11/((-C12-C18-C14))))
	=((D11/((-D12-D18-D14))))
	=((E11/((-E12-E18-E14))))

	23
	 
	 
	 
	 


�PAGE \# "'Page: '#'�'"  ��Thank you


�PAGE \# "'Page: '#'�'"  ��so what might this mean? In fact Vodafone purchased licences in 2001 then began to write them off over a long period, so it hits the P&L every year but the cash flow only in the year it happened. 


�PAGE \# "'Page: '#'�'"  ��One of the main ones is that Vodafone is only one of the companies in this industry and we have no comparisons.


�PAGE \# "'Page: '#'�'"  ��But they are set in order to attract customers


�PAGE \# "'Page: '#'�'"  ��You’ve done a sound analysis of the accounts but you were asked to concentrate on the income and cash flow aspects and say why they are different. So I needed more on that and less on the general analysis. Your mention of Porter needed to be in a little more depth.


�PAGE \# "'Page: '#'�'"  ��This is a very good discussion piece, Bev, with all the key points included. In fact Vodafone is still pretty much a one-man company despite all its efforts.


�PAGE \# "'Page: '#'�'"  ��You could perhaps argue that it’s strong for big investors and semi-strong for others. Certainly they get their information differently – eg briefings for large investors


�PAGE \# "'Page: '#'�'"  ��Another good answer. There may be some variance in the type of market as I mention above.


�PAGE \# "'Page: '#'�'"  ��I think only talking about the lender has restricted your answer somewhat.


�PAGE \# "'Page: '#'�'"  ��There’s some good work here Bev. However the question asks about ‘a company’ and t=rather than dealing at that level you’ve gone into quite a bit of detail – all good stuff mind you – and missed out on the opportunity of explaining which analysts would be interested in which particular figures and what the various main figures mean.


�PAGE \# "'Page: '#'�'"  ��Yes but most of these intangible assets will not be on the balance sheet, particularly if they are self-generated. Bought goodwill not yet written off will appear as an intangible asset.


�PAGE \# "'Page: '#'�'"  ��Because ……….Boots receives money from its sales before it has to pay creditors for the goods sold – so it can manage with a quick ratio below 1.


�PAGE \# "'Page: '#'�'"  ��This is the case if you include short-term debt, which I think is where your 82% comes from. However you would more usually look at the long term debt compared with the equity – ie the long term shape of the financing of the company.


�PAGE \# "'Page: '#'�'"  ��Yes, but not by much as so much is based on accounting rules


�PAGE \# "'Page: '#'�'"  ��Bev, although you’ve described and analysed the balance sheet well you haven’t talked about the underlying rules of accounting (prudence, consistency, accruals, etc) nor really commented on the notes to the accounts setting out these policies.


�PAGE \# "'Page: '#'�'"  ��As long as there isn’t deflation


�PAGE \# "'Page: '#'�'"  ��not necessarily overstate but certainly state them higher


�PAGE \# "'Page: '#'�'"  ��Yes -  you have to decide over what period you are averaging which may be less accurate and is certainly more complicated.


�PAGE \# "'Page: '#'�'"  ��Which means the share price may be lower


�PAGE \# "'Page: '#'�'"  ��As I said before not necessarily over-stated but this will give a higher profit. Once you’ve invested you may prefer this as you’d get more for your shares.


�PAGE \# "'Page: '#'�'"  ��Presumably you mean because they may get profit-related bonuses – good point


�PAGE \# "'Page: '#'�'"  ��Yes but people tend to use LIFO in, say, Germany as there their tax bill is based directly on their accounts and it means they pay their tax later. 


�PAGE \# "'Page: '#'�'"  ��You’ve got lots of good points here. I also needed some mention of the fundamental principles and possible tensions. For example, if you follow the ASB rule that you quote that is in line with the prudence concept yet you could quite genuinely be using FIFO, and giving higher profit.


�PAGE \# "'Page: '#'�'"  ��So with such high stocks the impact of using the other method of valuation would be significant.


�PAGE \# "'Page: '#'�'"  ��So the change would have some impact but not as large as Company A


�PAGE \# "'Page: '#'�'"  ��I like the way you’ve had a go at quantifying the difference Bev. You could have done with a sentence after each table drawing out the conclusion.


�PAGE \# "'Page: '#'�'"  ��This is OK as far as it goes but you could have mentioned which industry D-C is in and whether they would hold much stock, and therefore how should it be valued.


�PAGE \# "'Page: '#'�'"  ��Close! As LIFO was used at the beginning and end of the year the difference in profit would only be 1102 – 1058 = 44
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