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1. Using the data in the student spreadsheet file P&G.xlsx (to find the student spreadsheets for Financial Analysis with Microsoft Excel, fifth edition, go to www.cengage.com/finance/mayes) forecast the June 30, 2009, income statement and balance sheet for Procter & Gamble. Use the percent of sales method and the following assumptions: (1) Sales in FY 2009 will be $92,452; (2) The tax rate will be 30%; (3) Each item that changes with sales will be the five-year average percentage of sales; (4) the preferred dividend will be 190; and (5) the common dividend payout ratio will be the average of the last five years.
	Worksheet:

	


	

	


	Formulas:

	


	

	


	

	


	

	




a. What is the discretionary financing needed in 2009? Is this a surplus or deficit?









	Worksheet:

	


	

	


	

	




	Iteration Notes:

· B37 calculates DFN as usual.
· B38 keeps track of the total DFN if iteration is turned on, otherwise it equals DFN.
· B39 controls whether or not the iterative calculation runs. A 0 means do not iterate, a 1 means do iterate.
· If iteration is off, then LTD = last year LTD. If iteration is on, then LTD accumulates until DFN is zero.
· This workbook contains a macro that turns the iteration option on when it is opened. When this workbook is closed, the iteration option is reset to its original value (on or off).

	
Formulas:

	


	

	


	

	


	

	


	

	




b. Assume that the DFN will be absorbed by long-term debt and that the total interest rate is 6.22% of LTD. Set up an iterative worksheet to eliminate it.













	Worksheet:

	


	

	


	

	


	

	


	

	Formulas:

	The same as those in part a.



c. Create a chart of cash vs. sales and add a linear trend line. Does there appear to be a consistent trend in this relationship?

	


	




Possible Answer: There does not appear to be a consistent relationship between cash and revenues over this 5-year period.

d. Use the regression tool to verify your results from part c. Is the trend statistically significant? Use at least three methods to show why or why not.
	




Possible Answer: The regression results support the conclusion from the chart. Note that the R-Square is very low, the F-statistic is not significant, and the coefficient for Revenue is not statistically significant (low t-stat, low p-value, 0 is in the 95% confidence interval). 

e. Turn off iteration, and use the Scenario Manager to set up three scenarios:
1) Best Case — Sales are 10% higher than expected.
2) Base Case — Sales are exactly as expected.
3) Worst Case — Sales are 10% less than expected.
What is the DFN under each scenario?
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2. Use the same data as in Problem 1.

a. Recalculate the percentage of sales income statement, but this time use the TREND function to forecast depreciation expense, other income, and interest expense.

	Worksheet:

	


	

	


	Formulas:

	


	

	


	

	




b. Recalculate the percentage of sales balance sheet, but this time use the TREND function to forecast cash, property plant and equipment (gross), intangibles, and other noncurrent assets.

	Worksheet:

	


	

	


	

	


	Formulas:

	


	


	

	


	

	


	

	


	
Iteration Notes: 

· B37 calculates DFN as usual. 
· B38 keeps track of the total DFN if iteration is turned on, otherwise it equals DFN.
· B39 controls whether or not the iterative calculation runs. A 0 means do not iterate, a 1 means do iterate. 
· If iteration is off, then LTD = last year LTD. If iteration is on, then LTD accumulates until DFN is zero. 
· This workbook contains a macro that turns the iteration option on when it is opened. When this workbook is closed, the iteration option is reset to its original value (on or off). 



c. Do these new values appear to be more realistic than the original values? Does this technique make sense for each of these items? Might other income statement or balance sheet items be forecasted in this way?

Possible Answer: These values reflect more accurately the fact that sales have been growing over the last five years. The technique makes sense as long as historical data is expected to have predictive power to forecast future behavior of these items. 

Possible Answer: The R2 is .334 which means that about 33.4% of the total variation of returns on AT&T is explained by returns on the S&P 500. In other words, these values suggest a weak lineal relationship between returns on AT&T and the S&P 500. The results are substantially different with Fidelity Contrafund, since here R2 is .737. This means that about 73.7% of the total variation of returns on Fidelity Contrafund is explained by returns on the S&P 500. This makes sense since the fund contains more than just one security, and the longer the number of securities in the portfolio, the closer the behavior resembles that of the market, measured by the S&P500 in this problem.

c. Using the Analysis ToolPak add-in, run a regression analysis on this data. Your dependent variable is the AT&T returns, and the independent variable is the S&P 500 returns. Does this confirm the earlier results? The slope coefficient is AT&T’s beta. Is the beta of this stock statistically significant? Explain.

	




Possible Answer: This confirms partially the previous results since now R2 is .5784 which means that about 57.84% of the total variation of returns on AT&T is explained by returns on the S&P 500. This result also suggests a little bit stronger lineal relationship between returns on AT&T and the S&P 500. The coefficient of AT&T is significant, since its t-statistic is very high (5.3997) and the p-value is close to zero. This means that returns on S&P500 are valuable in predicting returns on AT&T.

d. Repeat part c using the returns on Contrafund and the S&P 500. Compare the R2 from both regressions. What conclusions can you draw from the difference?

	




Possible Answer: These results are very similar to those of part b, since R2 is .7373 which means that about 73.73% of the total variation of returns on Fidelity Contrafund is explained by returns on the S&P 500. The coefficient of Fidelity Contrafund is also significant, since its t-statistic is very high (12.7597) and the p-value is close to zero. This means that returns on S&P500 are valuable in predicting returns on Fidelity Contrafund.
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37 Discretionary Financing Needed 10,037  Deficit

38 Accumulated DFN 10,037

39 Tteration 0
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41 Total Common Shares Outstanding 3,032.70 3,131.95 3,178.84 2,472.93 2,543.80

42 Total Preferred Shares Outstanding 0 0 0 0 0
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Proctor & Ga
Annual Balance Shee
As of June 30,200
Assets 39994
Cash & Equivalents =TREND(C5:G5 SC$4:5GS4.5BS4)
Short Term Investments =6
Accounts Receivable - Trade, Net =AVERAGE(C7:G7/'Prob 2 Income Statements'ISC$5:3GS5)* Prob 2 Income Statements'ISBSS
Total Inventory =AVERAGE(C8:G8/Prob 2 Income Statements'1SCS5:5GS5)* Prob 2 Income Statements'ISBS5
Prepaid Expenses =AVERAGE(C9:G9/Prob 2 Income Statements'1SCS5:5GS5)* Prob 2 Income Statements'1SBS5
Other Current Assets, Total =C10
Total Current Assets =SUM{(B5:B10)
Property, Plant & Equipment  =TREND(C12:G12,SC$4:3GS4.5B54)
Goodwill =13
Intangibles =TREND(C14:G14,5C$4:5GS4.5BS4)
Other Long Term Assets =TREND(C15:G15.SC$4:3GS4.5B54)
Total Assets =B11+SUM(B12:B15)
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3 4102008

4 39629 39263 38898 38533 38168
5 3313 5354 6693 6389 032
5228 202 1133 1744 1660
7 6761 6629 5725 4185 4062
5 8416 6819 6291 5006 4400
5 3785 3300 2876 1924 1803
10 2012 1727 1611 1081 958
11 =SUM(C5:C10) =SUM(D3:D10) =SUM(ES:E10) =SUM(F5:F10) =SUM(G5:G10)
12 20640 19540 18770 14332 14108
13 59767 56552 55306 19816 19610
1434233 33626 33721 4347 4290
154837 4265 3569 2703 1925

16 =C11+SUM{(C12:C15) =D11+SUM(D12:D15) =E11+SUM(E12:]

'15) =F11+SUM(F12:F13) =G11+SUM(G12:G15)
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18 Liabilities and Shareholders' Equity

15 Accounts Payable -AVERAGE(C19:G19/Prob 2 Income Statements''SCS5:5GS5)* Prob 2 Income Statements'1SBS3
20| Accrucd Expenses VERAGE(C20:G20/'Prob 2 Income Statements'1SCS5:5GS5)*Prob 2 Income Statements'!SBS5
21 Notes Payable/Short Term Debt =c21

22 Taxes Payable =2

23 Total Current Liabilities =SUM(B19:B22)

2 Long Term Debt =IF(B39=0,C24,B37+B24)

25 Deferred Income Tax =25

26 Other Liabilies, Total =C26

27 Total Liabilities =B23+SUM(B24:B26)

28 Redeemable Preferred Stock =28

29| Common Stock =29

30 Additional Paid-In Capital =C30

31 Retained Earnings (Accumulated Deficif) '=C31+Prob 2 Income Statements'1B16-Prob 2 Income Statements'1B19-'Prob 2 Income Statements'1B20
32| Treasury Stock - Common =32

33 ESOP Debt Guarantee =33

34 Other Equity, Total =C34

35 Total Liabilities & Shareholders’ Equity =B27+SUM(B2:
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1 Proctor & Gamble
2 Tncome Statement (S millions)

3 For the Years Ended June 30, 2004 to 2008

a Jun09 Jun-08 Jun-07 Jun06 Jun05 Jun04
5 Total Revenue 92452 83503 76476 68222 56741 51407
6 |Cost of Revenue, Total 44986 40695 36,686 33.125 27.872 25143
7 |Gross Profit 47466 42,808 39,790 35007 28,869 26264
5 [Selling, General & Administrative Expenses 23318 20333 10008 17,146 14576 13347
5 [Research & Development 226 226 2112 2075 1940 1802
10 Depreciation/Amortization 3166 3166 3130 2627 184 1733
11 | Operating Income 18757 17083 15450 13249 10469 9382
12 Interest Income (Expense), Net Non-Operating. 1,467 1467 1304 1119 834 620
13 |Other, Net 462 462 64 283 346 152
14 | Income Before Tax 17752 16078 14710 12413 9081 8905
15 | Income Tax - Total 5326 4003 4370 3720 3058 2749
16 Net Income 1242612075 10340 8684 6923 6,156
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6775 5710 4910 3802 3617
10154 9586 9587 7531 7689
13084 12039 2128 11441 8287
945 3382 3360 2265 2554
=SUM(C19:C22)  =SUM(D19:D22)  =SUM(EI9:E22)  =SUM(FI9:F22)  =SUM(GI9:G22)
23581 23375 35976 12887 12554
11805 12015 12354 1896 2261
8154 5147 un 3230 2808
=C23+SUM(C24:C26) 71254 72787 43052 39770
1366 1406 1451 1483 1526
4002 3990 3976 2077 2544
60307 59030 57856 3030 2425
48986 41797 35666 31004 13611
47588 38772 34235 -17194 )
-1325 -1308 -1288 -1259 -1283
3746 617 518 -1566 -1545

=C27+SUM(C28:C34)

34) =F27+SUM(F28:F34)

27+SUM{(G28:G34)
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37 Discretionary Financing Needed  =B16-B35 =IF(B37<0,"Surphus" JF(B37>0, Deficit’, Balanced")
38 Accummilated DFN =IF(B39=0,B37,B38+B37)

39 Tteration ) =IF (B39, Tteration is Ox",

40

41 Total Common Shares Oustanding 30327

42 Total Preferred Shares Outstanding 0
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1 SUMMARY OUTPUT
2
3 Regression Statistics
4 Mulfiple R 05784
5 R Square 03345
6 AdjustedR Square 03231
7 Standard Error 00453
& Observations 60
s
10 ANOVA
1n a 55 MS F___ Significance F
12 Regression 1 00598 00598 291571 0.0000
13 Residual 58 0119  0.0021
14 Total 59 01788
5
16 Coefficients Standard Error_tStat___P-value _ Lower 95% Upper 95%
17 Tntercept 00025 00059 04261 06716 (0.0092) 00142
18 S&P 500 1.0693 01980 53997 0.0000 06729 14657
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1 SUMMARY OUTPUT
2
3 Regression Statistics
4 Mulfiple R 08587
5 R Square 07373
6 AdjustedR Square  0.7328
7 Standard Error 00175
& Observations 60
s
10 ANOVA
1n a 55 MS F___ Significance F.
12 Regression 1 00498 0.0498 1628111 0.0000
13 Residual 58 00177 0.0003
14 Total 59 00675
5
16 Coefficients_ Standard Error _tStat __P-value _ Lower 95% _ Upper 95%
17 Tntercept 00057 00023 25291 00142 00012 00103
18 S&P 500 09753 00764 127597 0.0000 08223 11283
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Preferred Dividends 190
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