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Use the attached information, income statements (98, 99, 00), and balance sheets (97, 98, 99, and 00) to answer the following questions.

Short answer questions/problems

1.  Assume you calculate Kellogg’s ROE and you also do a DuPont Analysis for Kellogg.  What does this DuPont Analysis reveal that ROE does not?

Can determine source of high or low ROE:  a high/low profit margin or a high/low total asset turnover, or a high/low use of debt (as measured by equity multiplier).

2.  Which ratios would you calculate if you were interested in examining whether Kellogg would be able to pay its short-term financial obligations as they come due?

Current ratio, quick ratio

3.  Assume you have calculated several years of ratios for Kellogg Inc.  What would you compare these ratios to in order to draw conclusions about Kellogg?

General:  Industry averages.  Additional comparisons:  ICR to 1.0, ACP to credit terms.

4.  How does the fact that any ratios you calculate for Kellogg are based on Kellogg’s financial statements limit the usefulness of the ratios in drawing conclusions about Kellogg?

Ratios will depend on accounting method used.  Financial statements reflect costs not values and accruals not cash flows.

5.  In light of the fundamental principals of finance, do accounting earnings overstate or understate the cost associated with a long-lived asset such as a factory?

Understate

If you were calculating Kellogg’s weighted average cost of capital so that you can calculate Kellog’s EVA for 2000, what number would you use for the following:

6.  Rate on Kellogg’s long-term debt

7.64%

7.  Rate on Kellogg’s short-term debt

5.9%

8.  Rate on Kellogg’s equity

8.26% = 6.46 + 0.3(6)

9.  Assume you want to calculate Kellogg’s EVA for 2000 using the Basic EVA approach.  What would you use for NOPAT?

725.2 = 587.7 + 137.5
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10.  According to Stern Stewart & Co., Kellogg’s MVA for 2000 was $8.094 billion.  What does this tell us about Kellogg?

The present value of all future EVAs is $8.094 billion.  Also, the total wealth created by Kellogg for its stockholders is $8.094 billion.

Problems/Essays

1.  What do financial ratios reveal about whether Kellogg has become more or less efficient at managing their assets over the past 3 years?
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Overall efficiency (as measured by a higher total asset turnover) improved from 1998 to 1999 and slightly again in 2000.  The efficiency of receivables management (as measured by receivables turnover) fell from 1998 to 1999 but improved slightly in 2000.  Similarly, the efficiency of inventory management (as measured by inventory turnover) fell in 1999 but improved slightly in 2000.

2.  Assume you wish to calculate Kellog’s EVA for 2000.  What is the number you would use for capital if you use the Harnishfeger approach?


Operating cash
150.6

plus:
Receivables
678.5


Inventory
503.8


Other Current Assets
127.8
=236.3 – 108.5


P&E
2640.9


Intangible Assets
340.0
= 205.1 + (144.5 – 9.6)


Capitalized R&D
313.4
= 104.1 + .8(121.9) + .6(106.1) + .4(84.3) + .2(72.2)


Other Assets
71.5
= look up, or 598.6 – 191.5 – (205.1 – 4.4) – (144.5 – 9.6)

less:  
current liab.
-1040.1
= 305.3 + (761.0 – 26.2), or 1587.8 – 2.9 – 518.6 – 26.2

equals:
Capital
3786.4
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From Discussion of Operations:

The Company's expenditures for research and development were approximately $118.4 million in 2000, $104.1 million in 1999, $121.9 million in 1998, $106.1 million in 1997, $84.3 million in 1996, $72.2 million in 1995, $71.7 million in 1994, $59.2 million in 1993 and $56.7 million in 1992.

NOTE 7 DEBT

Notes payable consist of commercial paper and other short-term borrowings in the

United States and, to a lesser extent, bank loans of foreign subsidiaries at

competitive market rates. U.S. borrowings at December 31, 2000, were $429.8

million with an effective interest rate of 6.6%. U.S. borrowings at December 31,

1999, were $448.3 million with an effective interest rate of 5.9%.

NOTE 15 SUPPLEMENTAL FINANCIAL STATEMENT DATA

                                                    2000            1999

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

Deferred income taxes                            $    136.5      $    108.5

Other prepaid assets                                  136.8           127.8

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

  OTHER CURRENT ASSETS                           $    273.3      $    236.3

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

Deferred income taxes                                 176.3           191.5

Goodwill                                         $    218.7      $    205.1

  - Accumulated amortization                          (10.5)           (4.4)

Other intangibles                                     217.8           144.5

  - Accumulated amortization                          (18.6)           (9.6)

Other                                                 178.9            71.5

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

  OTHER ASSETS                                   $    762.6      $    598.6

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

Accrued income taxes                             $    130.8      $     83.5

Accrued salaries and wages                             96.6           126.0

Accrued advertising and promotion                     178.2           211.8

Deferred income taxes                                  34.0            26.2

Other                                                 278.5           313.5

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

  OTHER CURRENT LIABILITIES                      $    718.1      $    761.0

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

Other Information:


12/31/2000
12/31/1999
Kellogg’s bond rating
Baa
Aaa

Rate on 30-year Treasury Strips
5.44%
6.46%

Rate on Aaa bonds
7.15%
7.64%

Rate on Baa bonds
7.97%
8.24%

Kellog’s Beta
0.2
0.3

Stock price
26.25
30.8125

Statutory Federal Income Tax Rate
35%
35%

Actual Income Tax Rate
32.3%
37.0%
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KELLOGG COMPANY AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF EARNINGS

Year ended December 31,

(millions, except per share data)                 2000                  1999                   1998

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

NET SALES                                     $    6,954.7          $    6,984.2           $    6,762.1

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

Cost of goods sold                                 3,327.0               3,325.1                3,282.6

Selling, general, and administrative expense       2,551.4               2,585.7                2,513.9

Restructuring charges                                 86.5                 244.6                   70.5

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

OPERATING PROFIT                              $      989.8          $      828.8           $      895.1

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

Interest expense                                     137.5                 118.8                  119.5

Disposition-related charges                             --                 168.5                     --

Other income (expense), net                           15.4                  (4.8)                   6.9

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

EARNINGS BEFORE INCOME TAXES                  $      867.7          $      536.7           $      782.5

Income taxes                                         280.0                 198.4                  279.9

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

NET EARNINGS                                  $      587.7          $      338.3           $      502.6

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

NET EARNINGS PER SHARE (BASIC AND DILUTED)    $       1.45          $        .83           $       1.23

                                              ============          ============           ============
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KELLOGG COMPANY AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

At December 31,

(millions, except share data)                          2000                   1999

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

CURRENT ASSETS

Cash and cash equivalents                          $      204.4           $      150.6

Accounts receivable, net                                  685.3                  678.5

Inventories                                               443.8                  503.8

Other current assets                                      273.3                  236.3

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

   TOTAL CURRENT ASSETS                            $    1,606.8           $    1,569.2

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

PROPERTY, NET                                           2,526.9                2,640.9

OTHER ASSETS                                              762.6                  598.6

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

   TOTAL ASSETS                                    $    4,896.3           $    4,808.7

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

CURRENT LIABILITIES

Current maturities of long-term debt               $      901.1           $        2.9

Notes payable                                             485.2                  518.6

Accounts payable                                          388.2                  305.3

Other current liabilities                                 718.1                  761.0

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

   TOTAL CURRENT LIABILITIES                       $    2,492.6           $    1,587.8

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

LONG-TERM DEBT                                            709.2                1,612.8

OTHER LIABILITIES                                         797.0                  794.9

SHAREHOLDERS' EQUITY

Common stock, $.25 par value, 1,000,000,000 shares 

   Authorized.  Issued: 415,451,198 shares in 2000 

   and 415,451,198 in 1999                                103.8                  103.8

Capital in excess of par value                            102.0                  104.5

Retained earnings                                       1,501.0                1,317.2

Treasury stock at cost:

   9,812,543 shares in 2000 and 

   9,995,564 shares in 1999                             (374.0)                (380.9)

Accumulated other comprehensive income                  (435.3)                (331.4)

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

   TOTAL SHAREHOLDERS' EQUITY                     $      897.5           $      813.2

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

   TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY     $    4,896.3           $    4,808.7

                                                   ============           ============
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Kellogg Company and Subsidiaries

CONSOLIDATED BALANCE SHEET

At December 31,

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

(millions, except share data)                                         1998              1997

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

CURRENT ASSETS

Cash and cash equivalents                                            $136.4            $173.2

Accounts receivable, less allowances of $12.9 and $7.5                693.0             587.5

Inventories                                                           451.4             434.3

Other current assets                                                  215.7             272.7

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

       TOTAL CURRENT ASSETS                                         1,496.5           1,467.7

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

PROPERTY, NET                                                       2,888.8           2,773.3

OTHER ASSETS                                                          666.2             636.6

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

       TOTAL ASSETS                                                $5,051.5          $4,877.6

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

CURRENT LIABILITIES

Current maturities of long-term debt                                   $1.1            $211.2

Notes payable                                                         620.4             368.6

Accounts payable                                                      386.9             328.0

Other current liabilities                                             710.1             749.5

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

       TOTAL CURRENT LIABILITIES                                    1,718.5           1,657.3

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

LONG-TERM DEBT                                                      1,614.5           1,415.4

OTHER LIABILITIES                                                     828.7             807.4

SHAREHOLDERS' EQUITY

Common stock, $.25 par value,500,000,000 shares authorized

   Issued:  415,343,626 shares in 1998 and 414,823,142 in 1997        103.8             103.7

Capital in excess of par value                                        105.0              92.6

Retained earnings                                                   1,367.7           1,240.4

Treasury stock, at cost:

   10,346,524 shares in 1998 and 4,143,124 in 1997                   (394.3)           (157.3)

Accumulated other comprehensive income                               (292.4)           (281.9)

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

       TOTAL SHAREHOLDERS' EQUITY                                     889.8             997.5

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

       TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY                  $5,051.5          $4,877.6

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