Key to Quiz I; F4360; Summer, 1999; page 1 of 4

Note:  Each question is worth 15 points.  Partial credit is listed for each question.  Throughout, -1/3 of points if correct numbers but wrong year

Use the information on the following pages to answer questions 1 – 10.  Note:  Each of the questions are worth 15 points.

For questions 1 through 6, assume you are calculating Pfizer’s EVA for 1998 using the Harnischfeger simplified approach we discussed in class.

1.  In calculating NOPAT, what should be entered for "Interest on cash balances"? 
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; partial credit:  185 [+7], 877 [+4], 877+712 [+4]

2.  In calculating NOPAT, what should be entered for "Operating profit"? 5882=13,544-2094-5568; partial credit:  +5 for each number, -5 for each additional item subtracted, -2 for not including Alliance revenue

3. In calculating NOPAT, what should be entered for "Goodwill amortization"? 0

4. In calculating Capital, what should be entered for "Capitalized R&D"?  

4453 = 1805+.8(1567)+.6(1340)+.4(1036)+.2(880); partial credit:  +3 for each year's data

5. In calculating Capital, what should be entered for "Current Liabilities"?  2743=660+729+456+898; +3 for first number included, +4 for rest of numbers, -4 if include ST borrowings

6.  Assume you are calculating Pfizer’s cost of capital.  What would you use for rB?
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; partial credit:  +3 for 1st weight, +4 for 2nd weight, +4 for each rate

7.  What was Pfizer’s debt ratio for 1998?  
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; partial credit:  +10 for debt, +5 for assets

8.  What was Pfizer’s return on assets for 1998?  
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; partial credit:  3351 [+7], average assets [+8]

9.  What was Pfizer’s receivables turnover for 1998?  
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; partial credit: 13,544 [+7] (-3 if don't include Alliance revenue), average accounts receivable [+8]

10. Suppose you want to examine the effectiveness of Pfizer’s inventory management by comparing Pfizer’s inventory turnover to the industry average.  What would you look for when you make this comparison?

Deviations (high or low) from the industry average indicate potential problems.  partial credit [+11 if only mention high or low but not both]
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Additional information listed by source:

MANAGEMENT’S OVERVIEW OF RESULTS

Alliance revenue represents revenue from the sale of pharmaceuticals developed by other firms but licensed for sale by Pfizer in certain countries.  These licenses were initiated in 1997.

CONSOLIDATED STATEMENT OF CASH FLOWS:

SUPPLEMENTAL CASH FLOW INFORMATION

   Cash paid during the period for:

     Income taxes                                    $1,073     $ 809     $ 657

     Interest                                           155       149       135

Footnotes:

1 SIGNIFICANT ACCOUNTING POLICIES

The replacement cost of LIFO inventories is not materially different from the LIFO value reported.

5 FINANCIAL INSTRUMENTS

The weighted average effective interest rate on short-term borrowings

outstanding at December 31 was 3.7% in 1998, 2.9% in 1997 and 4.9% in 1996. We

had approximately $1.3 billion available to borrow under lines of credit at

December 31, 1998. 

Long-term debt consists primarily of floating-rate unsecured notes maturing on various dates from 2001 to 2005 and bear interest at a defined variable rate based on the commercial paper

borrowing rate. The weighted average interest rate was 5.3% at December 31, 1998, 6.0% at December 31, 1997, and 5.7% at December 31, 1996.

7 OTHER DEDUCTIONS--NET 

Other deductions—net include the following:

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

(millions of dollars)                    1998     1997      1996

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

Interest income                        $ (185)   $(156)    $(133)

Amortization of goodwill and other

  intangibles                              45       48        48

8 TAXES ON INCOME

                                                   1998       1997     1996

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

U.S. statutory income tax rate                     35.0%      35.0%    35.0%

Deferred tax assets and liabilities, netted by taxing location, are in the following captions in

the Balance Sheet:

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

(millions of dollars)                        1998     1997     1996

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

Prepaid expenses, taxes and other assets    $ 809    $ 425    $ 410

Other assets, deferred taxes and

  deferred charges                             26      230      298

Deferred taxes on income                     (197)    (127)    (223)

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

Net deferred tax asset                      $ 638    $ 528    $ 485

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

FINANCIAL SUMMARY

Research and Development Expenses for Year Ended December 31 (in millions):

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

 1998    1997     1996     1995     1994     1993    1992     1991     1990     1989    1988

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

2,279   1,805    1,567    1,340    1,036      880     776      654      545      449     401
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Pfizer Inc and Subsidiary Companies

CONSOLIDATED STATEMENT OF INCOME

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

                                                     Year ended December 31

(millions, except per share data)                 1998        1997        1996

Net sales                                      $12,677     $10,739      $9,864

Alliance revenue                                   867         316          --

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

Total revenues                                  13,544      11,055       9,864

Costs and expenses:

   Cost of sales                                 2,094       1,776       1,695

   Selling, informational and administrative 

   expenses                                      5,568       4,401       3,859

   Research and development expenses             2,279       1,805       1,567

   Other deductions -- net                       1,009         206         215

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

Income from continuing operations before 

   provision for taxes on income and minority 

   interests                                     2,594       2,867       2,528

Provision for taxes on income                      642         775         758

Minority interests                                   2          10           6

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

Income from continuing operations                1,950       2,082       1,764

Discontinued operations-- net of tax             1,401         131         165

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

Net income                                     $ 3,351     $ 2,213      $1,929
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Pfizer Inc and Subsidiary Companies

CONSOLIDATED BALANCE SHEET

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

                                                            December 31

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

(millions, except per share data)                   1998        1997       1996

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

ASSETS

CURRENT ASSETS

Cash and cash equivalents                        $ 1,552      $   877   $ 1,150

Short-term investments                             2,377          712       486

Accounts receivable, less allowance for doubtful 

   accounts: 1998-- $67; 1997-- $35; 1996-- $41    2,914        2,220     1,914

Short-term loans                                     150          115       355

Inventories

   Finished goods                                    697          442       371

   Work in process                                   890          808       636

   Raw materials and supplies                        241          211       224

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

     Total inventories                             1,828        1,461     1,231

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

Prepaid expenses, taxes and other assets           1,110          637       608

Net assets of discontinued operations                 --        1,420     1,432

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

     Total current assets                          9,931        7,442     7,176

Long-term loans and investments                    1,756        1,330     1,149

Property, plant and equipment, less accumulated 

   depreciation                                    4,415        3,793     3,456

Goodwill, less accumulated amortization:

   1998-- $109; 1997-- $90; 1996-- $59               813          989     1,047

Other assets, deferred taxes and deferred charges  1,387        1,437     1,423

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

     Total assets                                $18,302      $14,991   $14,251

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

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES

Short-term borrowings, including current portion 

   of long-term debt                             $ 2,729      $ 2,251   $ 2,204

Accounts payable                                     971          660       787

Dividends payable                                    285           --        --

Income taxes payable                               1,162          729       848

Accrued compensation and related items               614          456       385

Other current liabilities                          1,431          898     1,038

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

     Total current liabilities                     7,192        4,994     5,262

Long-term debt                                       527          725       681

Postretirement benefit obligation other than 

   pension plans                                     359          394       412

Deferred taxes on income                             197          127       223

Other noncurrent liabilities                       1,217          818       719

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

     Total liabilities                             9,492        7,058     7,297

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

SHAREHOLDERS' EQUITY

Preferred stock, without par value; 12 shares 

   authorized, none issued                            --           --        --

Common stock, $.05 par value; 3,000 shares 

   authorized; issued: 1998-- 1,407; 1997-- 1,388; 

   1996-- 1,378                                       70           69        69

Additional paid-in capital                         5,646        3,239     1,693

Retained earnings                                 11,439        9,349     8,017

Accumulated other comprehensive income/(expense)    (234)         (85)      145

Employee benefit trusts                           (4,200)      (2,646)   (1,488)

Treasury stock, at cost:

   1998-- 113; 1997-- 94; 1996-- 87               (3,911)      (1,993)   (1,482)

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

     Total shareholders' equity                    8,810        7,933     6,954

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

     Total liabilities and shareholders' equity  $18,302      $14,991   $14,251

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