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Name ______________________________

Short answer questions/problems

Use the information contained in the following footnotes and financial statements to answer the next 2 questions.

1.  Calculate the Sara Lee’s quick ratio for 1999. 

2.  Calculate the ratio which indicates how long on average it takes Sara Lee to produce and sell its product during 1999.  

3.  What does the net profit margin reveal about a firm?

4.  To what would you compare Sara Lee’s interest coverage ratio to determine whether Sara Lee has an acceptable amount of debt?

For questions, use the information contained in the following footnotes and financial statements to answer questions 5 through 7.  In questions 5 through 7, assume you are calculating Sara Lee’s EVA for 1999.

5.  What would you use for “Interest on cash balances”?

6.  What would you use for “Cash taxes”?

7.  What would you use for “Receivables”?

Use the following information to answer questions 8 through 10.

Suppose you want to deposit enough funds into a savings account to be able to make quarterly withdrawals of $15,000 each.  You would like for your first withdrawal to occur 8 months from today and your last withdrawal to occur 32 months from today.   Note:  Assume you use the same interest rate in questions 9 & 10.

8.  What sequence of calculations would allow you to determine how much you need to deposit today to achieve your goal?

9.  What would you use for t or n in your first step?

10.  What would you use for t or n in your second step?

Problems/Essays

1.   Suppose you want to calculate Sara Lee’s EVA for 1999.

a.  What would you use for Sara Lee’s cost of equity capital?

b.  What would you use for Sara Lee’s cost of debt capital?

c.  What would you use for Sara Lee’s weight of equity?

d.  What would you use for Sara Lee’s weighted average cost of capital?

2.  A month from today you plan to deposit $2000 into a savings account that pays an interest rate of 4.5% per year compounded monthly.  After your initial deposit, you plan to make quarterly deposits into this account (beginning one quarter after your first deposit), however, you would like to increase your deposits by 2% each.  You will make your final deposit 3 years and 10 months from today then leave the funds in the account to accrue interest.  How much will be in your account 4 and a half years from today?

Market Based Information on Sara Lee:

Closing price’s for Sara Lee stock:  

$22.50 on July 2, 1999  (Note:  July 2nd was a Friday, July 3rd was a Saturday)

$56.625 on June 26, 1998 (Note:  June 26th was a Friday, June 27th was a Saturday)

$46.0625 on June 27, 1997 (Note:  June 27th was a Friday, June 28th was a Saturday)

Sara Lee’s Beta:  

0.75 as of July 3, 1999 

0.70 as of June 27, 1998 

0.68 as of June 28, 1997

The yield to maturity on Sara Lee’s long-term debt (and current maturities of long-term debt):  

8.01% as of July 3, 1999

7.13% as of June 27, 1998 

7.96% as of June 28, 1997

Return on 30-year Treasury Strip:  

6.00% as of July 2, 1999 (Note:  July 2nd was a Friday, July 3rd was a Saturday)

5.63% as of June 26, 1998  (Note:  June 26th was a Friday, June 27th was a Saturday)

6.74% as of June 27, 1997 (Note:  June 27th was a Friday, June 28th was a Saturday)

Information from Footnotes for Sara Lee:

1)  The weighted average rate on Sara Lee’s Notes Payable was 4.8% in 1999, 5.5% in 1998, and 5.7% in 1997.

2)  FISCAL YEAR

    The corporation's fiscal year ends on the Saturday closest to June 30.

Fiscal year 1999 is a 53-week year, while fiscal 1998 and 1997 were 52-week

years. Unless otherwise stated, references to years relate to fiscal years.

3) INCOME TAXES

The U.S. statutory tax rate was 35% for all years.

Cash payments for income taxes...............................    $ 321     $  288     $ 340

4)  INVENTORY VALUATION

    Inventories are valued at the lower of cost (in 1999, approximately 19% at

last-in, first-out {LIFO} and the remainder at first-in, first-out {FIFO}) or

market. Inventories recorded at LIFO were approximately $9 at July 3, 1999, $8

at June 27, 1998 and $32 at June 28, 1997, lower than if they had been valued at

FIFO. Inventory cost includes material and conversion costs.

                     SARA LEE CORPORATION AND SUBSIDIAIRIES

                       CONSOLIDATED STATEMENTS OF INCOME

                      (IN MILLIONS EXCEPT PER SHARE DATA)

                                                                                          YEARS ENDED

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

                                                                                 JULY 3,   JUNE 27,   JUNE 28,

                                                                                  1999       1998       1997

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

NET SALES.....................................................................  $  20,012  $  20,011  $  19,734

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

Cost of sales.................................................................     12,208     12,331     12,267

Selling, general and administrative expenses..................................      6,053      5,907      5,824

Interest expense..............................................................        237        224        202

Interest income...............................................................        (96)       (48)       (43)

Unusual items

  Product recall..............................................................         76         --         --

  Gain on sale of business....................................................       (137)        --         --

  Restructuring charge........................................................         --      2,040         --

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

                                                                                   18,341     20,454     18,250

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

Income (loss) before income taxes.............................................      1,671       (443)     1,484

Income taxes..................................................................        480         80        475

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

NET INCOME (LOSS).............................................................      1,191       (523)     1,009

Preferred dividends, net of tax...............................................        (12)       (14)       (26)

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

Net income (loss) available for common stockholders...........................  $   1,179  $    (537) $     983

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

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

NET INCOME (LOSS) PER COMMON SHARE -- BASIC...................................  $    1.31  $    (.57) $    1.02

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

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

  Average shares outstanding..................................................        903        939        959

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

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

NET INCOME (LOSS) PER COMMON SHARE -- DILUTED.................................  $    1.26  $    (.57) $     .99

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

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

  Average shares outstanding..................................................        944        939      1,004

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

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

                     SARA LEE CORPORATION AND SUBSIDIARIES

                          CONSOLIDATED BALANCE SHEETS

                  (DOLLARS IN MILLIONS EXCEPT PER SHARE DATA)

                                                                                JULY 3,   JUNE 27,   JUNE 28,

                                                                                 1999       1998       1997

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

ASSETS

Cash and equivalents.........................................................  $     279  $     273  $     272

Trade accounts receivable, less allowances of $201 in 1999, and $205 in 1998

  and 1997...................................................................      1,744      1,800      1,841

Inventories

  Finished goods.............................................................      1,710      1,809      1,803

  Work in process............................................................        470        443        497

  Materials and supplies.....................................................        463        630        673

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

                                                                                   2,643      2,882      2,973

Other current assets.........................................................        321        265        305

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

Total current assets.........................................................      4,987      5,220      5,391

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

Trademarks and other assets..................................................        533        501        536

Property

  Land.......................................................................        103        126        126

  Buildings and improvements.................................................      1,762      1,895      2,008

  Machinery and equipment....................................................      2,845      2,742      3,777

  Construction in progress...................................................        261        184        293

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

                                                                                   4,971      4,947      6,204

  Accumulated depreciation...................................................      2,802      2,857      3,125

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

Property, net................................................................      2,169      2,090      3,079

Intangible assets, net.......................................................      2,832      3,178      3,947

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

                                                                               $  10,521  $  10,989  $  12,953

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

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

LIABILITIES AND STOCKHOLDERS' EQUITY

Notes payable..................................................................  $   1,167  $     586  $     476

Accounts payable...............................................................      1,782      2,003      1,703

Accrued liabilities

  Payroll and employee benefits................................................        811        684        701

  Advertising and promotion....................................................        388        338        337

  Taxes other than payroll and income..........................................         91        223        189

  Income taxes.................................................................         45        159        119

  Other........................................................................      1,333      1,519      1,236

Current maturities of long-term debt...........................................        336        221        255

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

Total current liabilities......................................................      5,953      5,733      5,016

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

Long-term debt.................................................................      1,892      2,270      1,933

Deferred income taxes..........................................................         62         22        416

Other liabilities..............................................................        702        538        543

Minority interest in subsidiaries..............................................        613        560        523

Preferred stock (authorized 13,500,000 shares; no par value)

  Auction: Issued and outstanding -- 2,000 shares in 1997, redeemable at

    $100,000 per share.........................................................         --         --        200

  ESOP convertible: Issued and outstanding -- 3,654,073 shares in 1999,

    4,208,297 shares in 1998 and 4,328,597 shares in 1997......................        265        305        314

  Unearned deferred compensation...............................................       (232)      (255)      (272)

Common stockholders' equity

  Common stock: (authorized 1,200,000,000 shares; $.01 par value) Issued and

    outstanding -- 883,782,525 shares in 1999, 460,664,857 shares in 1998 and

    480,277,317 shares in 1997.................................................          9        614        640

  Capital surplus..............................................................        106         --         --

  Retained earnings............................................................      2,162      2,036      4,274

  Accumulated other comprehensive loss.........................................     (1,006)      (784)      (618)

  Unearned restricted stock issued for future services.........................         (5)       (50)       (16)

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

Total common stockholders' equity..............................................      1,266      1,816      4,280

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

                                                                                 $  10,521  $  10,989  $  12,953

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

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

                     SARA LEE CORPORATION AND SUBSIDIARIES

                     CONSOLIDATED STATEMENTS OF CASH FLOWS

                             (DOLLARS IN MILLIONS)

                                                                                        YEARS ENDED

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

                                                                             JULY 3,    JUNE 27,     JUNE 28,

                                                                              1999        1998         1997

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

OPERATING ACTIVITIES

Net income (loss).........................................................  $   1,191   $    (523)   $   1,009

Adjustments for noncash charges included in net income (loss)

  Depreciation............................................................        367         427          483

  Amortization of intangibles.............................................        186         191          197

  Product recall charge...................................................         76          --           --

  Gain on sale of business................................................       (137)         --           --

  Restructuring charge....................................................         --       2,040           --

  Increase (decrease) in deferred taxes...................................         34        (405)          40

  Other noncash credits, net..............................................        (35)         (5)         (56)

  Changes in current assets and liabilities, net of businesses acquired

    and sold

    (Increase) decrease in trade accounts receivable......................        (31)          6          (66)

    Decrease (increase) in inventories....................................        108         (27)        (129)

    (Increase) decrease in other current assets...........................        (62)         34           17

    (Decrease) increase in accounts payable...............................        (62)         20           59

    (Decrease) increase in accrued liabilities............................        (32)        177           (2)

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

  Net cash from operating activities......................................      1,603       1,935        1,552

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

INVESTMENT ACTIVITIES

Purchases of property and equipment.......................................       (535)       (474)        (547)

Acquisitions of businesses................................................       (234)       (393)        (674)

Dispositions of investments and businesses................................        412         451          114

Sales of property.........................................................        158         140           59

Other.....................................................................          7           1            6

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

  Net cash used in investment activities..................................       (192)       (275)      (1,042)

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

FINANCING ACTIVITIES

Issuances of common stock.................................................        111          86           93

Purchases of common stock.................................................     (1,279)     (1,500)        (393)

Redemption of preferred stock.............................................         --        (200)        (100)

Issuance of equity securities by subsidiary...............................         50          --           --

Borrowings of long-term debt..............................................         20         594          495

Repayments of long-term debt..............................................       (284)       (296)        (252)

Short-term borrowings, net................................................        451         113          119

Payments of dividends.....................................................       (464)       (447)        (430)

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

  Net cash used in financing activities...................................     (1,395)     (1,650)        (468)

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

Effect of changes in foreign exchange rates on cash.......................        (10)         (9)         (13)

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

Increase in cash and equivalents..........................................          6           1           29

Cash and equivalents at beginning of year.................................        273         272          243

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

Cash and equivalents at end of year.......................................  $     279   $     273    $     272

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

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

