Key to Quiz I; F4360; 2:00 Class; Spring, 1998

Use the information on the following page and on the attached financial statements from Johnson & Johnson to answer questions 1 – 10.  Note:  Each of the questions are worth 10 points each.

For questions 1 through 7, assume you are calculating Johnson & Johnson’s EVA for 1996 using the Harnischfeger simplified approach we discussed in class.  What would you enter for each of the following:

1.  Operating profit = 6208 = 21,620 – 7018 – 8394 or  4303 = 21,620 – 7018 – 8394 – 1905
2.  Change in LIFO provision = 0
3.  Cash taxes = 1210
4.  Operating cash = 1201
5.  Receivables = 2903
6.  Capitalized R&D = 4012.4 = 1634 + .8(1278) + .6(1182) + .4(1127) + .2(980)
7.  Cost of equity = 12.41 = 5.81 + 1.1(6)
For questions 8 through 10, assume you are trying to determine whether Johnson & Johnson effectively manages its inventory.

8.  What was Johnson & Johnson’s inventory turnover for 1996? 
[image: image1.wmf](

)

2

2276

2498

7018

94009

.

2

+

=

=


To what would you compare the inventory turnover for 1996 in order to determine whether or not J&J is effectively managing its inventory?

9.  self over time
10. industry averages or leaders
Scale and distributions on quiz 1:

High = 100 (4)

Mean = 73.5

Median = 80

Minimum points needed for:

A = 90

B = 80

C = 70

D = 60

Additional information for quiz 1.

1)  Information on Research expenses

       YEAR       EXPENSE

      ------      --------

       1987         617

       1988         674

       1989         719

       1990         834

       1991         980

       1992       1,127

       1993       1,182

       1994       1,278

       1995       1,634

       1996       1,905

2)  Information from the statement of cash flows:

(Dollars in Millions) (Note 1)     1996           1995           1994

- -------------------------------------------------------------------

SUPPLEMENTAL CASH FLOW DATA

Cash paid during the year for:

Income taxes                      1,210          1,071            612

3)  Information from footnote #1:

Inventories are stated at the lower of cost (determined principally by the  first-in, first-out method) or market.

4)  Data as of December 31, 1995:  Rate on T-bills:  4.06%; Rate on 30-year Treasury strip:  5.81%; Johnson & Johnson stock price:  85½; Beta (as of 1/5/96) 1.10

5)  Data as of December 30, 1996:  Rate on T-bills:  4.98%; Rate on 30-year Treasury strip:  6.38%; Johnson & Johnson stock price:  
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; Beta (as of 1/10/97) 1.15

- --------------------------

CONSOLIDATED BALANCE SHEET                                             Johnson & Johnson and Subsidiaries

- --------------------------

At December 29, 1996 and December 31, 1995 (Dollars in Millions) (Note 1)            1996            1995

- ---------------------------------------------------------------------------------------------------------

ASSETS

- ---------------------------------------------------------------------------------------------------------

CURRENT ASSETS

Cash and cash equivalents (Notes 1 and 16)                                       $  2,011           1,201

Marketable securities at cost (Note 16)                                               125             163

Accounts receivable trade, less allowances $309 (1995, $258)                        3,251           2,903

Inventories (Notes 1 and 2)                                                         2,498           2,276

Deferred taxes on income (Note 6)                                                     711             717

Prepaid expenses and other receivables                                                774             678

                                                                                 ------------------------

TOTAL CURRENT ASSETS                                                                9,370           7,938

                                                                                 ========================

Marketable securities, non-current (Note 16)                                          351             338

Property, plant and equipment, net (Notes 1 and 3)                                  5,651           5,196

Intangible assets, net (Notes 1 and 4)                                              3,107           2,950

Deferred taxes on income (Note 6)                                                     287             307

Other assets                                                                        1,244           1,144

                                                                                 ------------------------

TOTAL ASSETS                                                                     $ 20,010          17,873

                                                                                 ========================

LIABILITIES AND SHAREOWNERS' EQUITY

- ---------------------------------------------------------------------------------------------------------

CURRENT LIABILITIES

Loans and notes payable (Note 5)                                                 $    872             321

Accounts payable                                                                    1,743           1,602

Accrued liabilities                                                                 2,010           1,949

Accrued salaries, wages and commissions                                               322             292

Taxes on income                                                                       237             224

                                                                                 ------------------------

TOTAL CURRENT LIABILITIES                                                           5,184           4,388

                                                                                 ========================

Long-term debt (Note 5)                                                             1,410           2,107

Deferred tax liability (Note 6)                                                       170             156

Certificates of extra compensation (Note 11)                                          108              86

Other liabilities                                                                   2,302           2,091

SHAREOWNERS' EQUITY

Preferred stock-without par value

   (authorized and unissued 2,000,000 shares)                                          --              --

Common stock-par value $1.00 per share

   (authorized 2,160,000,000 shares; issued 1,534,824,000 shares)                   1,535           1,535

Note receivable from employee stock ownership plan (Note 14)                          (57)            (64)

Cumulative currency translation adjustments (Note 7)                                 (122)            148

Retained earnings                                                                  11,012           9,743

                                                                                 ------------------------

                                                                                   12,368          11,362

Less common stock held in treasury, at cost

   (202,340,000 and 239,464,000 shares)                                             1,532           2,317

                                                                                 ------------------------ 

TOTAL SHAREOWNERS' EQUITY                                                          10,836           9,045

                                                                                 ========================

TOTAL LIABILITIES AND SHAREOWNERS' EQUITY                                        $ 20,010          17,873

                                                                                 ========================

See Notes to Consolidated Financial Statements                                                         29

- ----------------------------------

CONSOLIDATED STATEMENT OF EARNINGS                                       Johnson & Johnson and Subsidiaries

- ----------------------------------

(Dollars in Millions Except Per Share Figures) (Note 1)            1996                 1995           1994

- -----------------------------------------------------------------------------------------------------------

SALES TO CUSTOMERS                                             $ 21,620               18,842         15,734

                                                               ============================================

Cost of products sold                                             7,018                6,235          5,299

Selling, marketing and administrative expenses                    8,394                7,462          6,350

Research expense                                                  1,905                1,634          1,278

Interest income                                                    (139)                (115)           (60)

Interest expense, net of portion capitalized (Note 3)               125                  143            142

Other expense, net                                                  284                  166             44

                                                               --------------------------------------------

                                                                 17,587               15,525         13,053

                                                               --------------------------------------------

Earnings before provision for taxes on income                     4,033                3,317          2,681

Provision for taxes on income (Note 6)                            1,146                  914            675

                                                               --------------------------------------------

NET EARNINGS                                                   $  2,887                2,403          2,006

                                                               ============================================

NET EARNINGS PER SHARE (Note 1)                                $   2.17                 1.86           1.56

                                                               ============================================
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