Whole-class Analysis Part 2

Primary Financial Statements

      Wal-Mart Analysis

Following is an analysis of profitability using Wal-Mart.  For Weds., Nov. 8 complete a similar analysis for Target.  Include in your analysis parts e-k by reading Management’s Discussion and Analysis in Target’s From 10-K.
I. Income Statement a.k.a. statement of earnings, statement of operations Growth in Revenues and Profits

a. Revenue growth is determined by the percentage increase (decrease) of revenues in comparison with the previous year.  

Percentage of Revenue Growth =


Current Year Revenue – Previous Year Revenue


Previous Year Revenue

Indicate the growth in revenue during the current year 

312427-285222  =    9.5 %

    285222

b. Corporations are required to show summarized historical data.  Label the vertical axis of the chart (Chart 1) with a scale that will accommodate revenue over the last five years.  Chart the level of REVENUE for the last five years Data from “Eleven-Year Financial Summary” on pg. 18 of Form 10-K (See “Financial Summary – Continuing Operations” pg. 16 of Target Form 10-K for equivalent information)
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c. Did revenue increase or decrease over the last few years?  An explanation of the change in revenue is often contained in the management discussion and analysis section.  What reasons did management give for the change?

d. Trends in corporate profits are determined by calculating the percentage of increase (decrease) in income from continuing operations over the previous year.  Income from continuing operations is net income without the effects of any discontinued operations or extraordinary items. Determine the percentage growth in profits during the current year 

Percentage growth   =  Current yr. Inc. from Cont. ops – Previous year

In Profits

Previous Year income from cont. ops

11231-10267  =     9.4  %

      10267
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	% growth

	
	Revenue
	Op. Income
	In Profit

	2002
	204011
	6448
	
	

	2003
	229616
	7818
	
	21.25%

	2004
	256329
	8861
	
	13.34%

	2005
	285222
	10267
	
	15.87%

	2006
	312427
	11231
	
	9.39%


e. Common Size analysis (vertical analysis of Income Statement) expressing each item as a percentage of revenue.  Complete common size analysis for the following items







Current Yr
Prior Yr

i. Revenue


100%

100%

ii. Cost of Goods/Services

iii. Gross Profit

iv. Operating Expenses

v. Interest Expense

vi. R&D Expense

vii. Income Tax Expense

viii. Inc. from Cont. ops

ix. Net Income

Based on this common size analysis, compare current year operating results in terms of cost control, debt servicing, tax burdens, and profitability.  Information concerning the reasons for change may be found in the management discussion and analysis section.

f. Product or service cost control – did the percent of product costs (cost of goods or services) to revenue change in the current year in comparison to the previous year?  What are possible explanations for changes, if any, that may have occurred?

g. Operating cost control – did the percentage of operating costs (selling and administrative expenses) to revenue change in the current year in comparison to the previous year?  What are possible explanations for changes, if any, that may have occurred?

h. Debt servicing – how did the percentage of interest expense to revenue compare to the previous year?  What are possible explanations for changes, if any?

i. Tax burden – did the tax expense as a percentage of total revenue change in the current year?  What are possible explanations for these changes, if any?  (Without knowledge of tax laws it may not be possible to determine specific reasons for the change.)

j. Profitability – how did net income as a percentage of revenue change in the current year?  What items in the income statement explain the change in income from continuing operations as a percentage of revenue?

k. Other income statement items – Generally accepted accounting principles (GAAP) require amounts related to discontinued operations and extraordinary items be shown, net of taxes, at the bottom of the income statement.  If any of these items are present, describe the nature and amount.

