Key to Quiz I; Finance 4360;  Summer, 1998; page 1 of 3

Use the following information and the attached financial statements for Procter & Gamble to answer questions 1 through .

Additional information on Procter & Gamble:

1)  Research and development expenses were included in “Marketing, research, and administrative expenses” on the income statement.  R&D expenses for the past 6 years were as follows:  1997=1282, 1996=1221, 1995=1148, 1994=964, 1993=868, 1992=782

2)  Other income on the income statement consists primarily of interest and investment income.

3)  Goodwill and other intangibles are being amortized on a straight line basis at a rate of $165 per year.  The amortization of goodwill and other intangibles is included in “Marketing, research, and administrative expenses”.

4)  Cash taxes paid during the past three years were as follows:  1997=1380, 1996=1339, 1995=1047

5)  Inventory cost is primarily determined by either the average cost or first-in, first-out method.  However, the replacement cost of last-in, first-out inventories exceeds the carrying value by approximately $122 in 1997 and $169 in 1996.

Questions:  Suppose you wanted to calculate Procter & Gamble’s ratios and EVA for 1997.  Calculate each of the following:

1.  Inventory turnover 
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2.  Current ratio 
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3.  Interest coverage ratio 
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4.  Average collection period
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5.  Operating profit for use in calculating NOPAT=5488 or 6770=5488+1282 or 6935=5488+1282+165

6.  Goodwill amortization for use in calculating NOPAT = 165

7.  Change in LIFO provision for use in calculating NOPAT = -47 = 122-169

8.  Operating cash for use in calculating capital = 2074

9.  Capitalized R&D for use in calculating capital = 3221.4 = 1221+.8(1148)+ .6(964)+.4(868)+.2(782)

10.  Current liabilities for use in calculating capital = 6709 = 7825 - 1116

Scale:

High = 180; Median = 120; Mean = 120.7

Minimum points needed for an:  A = 180, B = 140, C = 100, D = 80
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CONSOLIDATED STATEMENTS OF EARNINGS

         (Amounts in Millions Except Per Share Amounts)

Years Ended June 30                             1997       1996        1995

NET SALES                                     $35,764     $35,284     $33,482

Cost of products sold                          20,316      20,762      19,561

Marketing, research, and

  administrative expenses                       9,960       9,707       9,677

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

OPERATING INCOME                                5,488       4,815       4,244

Interest expense                                  457         484         488

Other income, net                                 218         338         244

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

EARNINGS BEFORE INCOME TAXES                    5,249       4,669       4,000

Income taxes                                    1,834       1,623       1,355

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

NET EARNINGS                                  $ 3,415     $ 3,046     $ 2,645

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

Consolidated Balance Sheets

         (Amounts in Millions Except Per Share Amounts)

June 30                                         1997             1996

ASSETS

CURRENT ASSETS

Cash and cash equivalents                     $ 2,350          $ 2,074

Investment securities                             760              446

Accounts receivable                             2,738            2,841

Inventories

  Materials and supplies                        1,131            1,254

  Work in process                                 228              210

  Finished goods                                1,728            1,666

Deferred income taxes                             661              598

Prepaid expenses and other current assets       1,190            1,718

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

TOTAL CURRENT ASSETS                           10,786           10,807

PROPERTY, PLANT, AND EQUIPMENT

Buildings                                       3,409            3,369

Machinery and equipment                        14,646           14,174

Land                                              570              569

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

                                               18,625           18,112

Less accumulated depreciation                   7,249            6,994

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

TOTAL PROPERTY, PLANT, AND EQUIPMENT           11,376           11,118

GOODWILL AND OTHER INTANGIBLE ASSETS            5,000            5,270

Less accumulated amortization                   1,051              989

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

TOTAL GOODWILL AND OTHER INTANGIBLE ASSETS      3,949            4,281

OTHER NON-CURRENT ASSETS                        1,433            1,524

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

TOTAL ASSETS                                  $27,544          $27,730

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

June 30                                               1997               1976

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES

Accounts payable                                     $ 2,203            $ 2,236

Accrued and other liabilities                          3,802              3,981

Taxes payable                                            944                492

Debt due within one year                                 849              1,116

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

TOTAL CURRENT LIABILITIES                              7,798              7,825

LONG-TERM DEBT                                         4,143              4,670

DEFERRED INCOME TAXES                                    559                638

OTHER NON-CURRENT LIABILITIES                          2,998              2,875

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

TOTAL LIABILITIES                                     15,498             16,008

Shareholders' Equity

Convertible Class A preferred stock, stated

  value $1 per share (600 shares authorized)           1,859              1,886

Non-Voting Class B preferred stock, stated

  value $1 per share (200 shares authorized;

  none issued)                                             -                  -

Common stock, stated value $1 per share

  (2,000 shares authorized; shares outstanding:

  1997-1,350.8 and 1996-1,371.1)                       1,351              1,371

Additional paid-in capital                               559                294

Currency translation adjustments                        (819)              (418)

Reserve for employee stock ownership

  plan debt retirement                                (1,634)            (1,676)

Retained earnings                                     10,730             10,265

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

TOTAL SHAREHOLDERS' EQUITY                            12,046             11,722

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

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY           $27,544            $27,730

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