8.1 Estimate the amount of inventories that your company purchased and produced during the current year.

(2011 p.33)

Beginning Inventory







510,068

+Purchases of merchandise during the year




X

-Ending Inventory







442,409

________________________________________________________________________
= Cost of Sales








1,846,470

(510,068+X-442,209=1,846,470)

X=1,778,811

8.2 What inventory costing method does the company use? Why do you think the company made this choice?

I believe this company uses the perpetual inventory system. The advantage of using a perpetual inventory system is that it allows for more timely information with regard to quantities and costs of inventory, increasing information’s relevance to important decision makers. 

8.3 Ratio Analysis

a) What do the inventory turnover and the average days to sell inventory measure in general?

The inventory turnover ratio measures how many times the average inventory was produced and sold during a time period.

Inventory turnover= Cost of Sales/ Average inventory

The average days to sell inventory is the days in year divided by the inventory turnover ratio. It measures in how many days the inventory is sold.

Average days to sell inventory= Days in Year/Inventory Turnover

b) If your company reports inventories, compute these ratios for the last three years. If the company does not report the cost of sales (COS) separately, assume that COS equal 70 percent of the sales amount.

	
	2011
	2010
	2009

	Inventory Turnover

(Cost of Sales/Average Inventory)
	1,846,470/

(442,409+510,068/2)=

3.88
	1,778,938/

(510,068+399,866/2)=

3.01
	1,634,570/

(399,866+509,467)=

3.59

	Average Days Turnover

(Days in Year/Inventory Turnover)
	365/3.88=94.07
	365/3.01=121.26
	365/3.59=101.67


c) What do your results suggest about the company?

In 2011, the average inventory was produced and sold 3.88 times and took 94.07 days to sell the inventory. In 2010 the average inventory was produced and sold 3.01 times and took 121.26 days to sell the inventory. Lastly, in 2009 the average inventory was produced and sold 3.59 times and took 101.67 days to sell. Aside from the minor slowdown in business in 2010, we can conclude that 2011 was a better year for inventory turnover.
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Revenues 2,364,229 2,312,986 2,140,114 2,181,880 1,813,672
Cost of sales*** 1,846,470 1,778,938 1,634,570 1,670,481 1,375,418
Gross profit 517,759 534,048 505,544 511,399 438,254
as percent of revenues 21.9% 23.1% 23.6% 23.4% 24.2%
Expenses 403,961 392,407 377,093 378,660 317,417
Restructuring costs — — 104 726 14,509
Income before income taxes 113,798 141,641 128,347 132,013 106,628
as percent of revenues 4.8% 6.1% 6.0% 6.1% 5.9%
Income taxes 9,205 13,914 21,113 19,158 19,136
Net income 104,593 127,727 107,234 112,855 87,492
as percent of revenues 4.4% 5.5% 5.0% 5.2% 4.8%
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CURRENT ASSETS
Cash and cash equivalents (Note 24)
Accounts receivable (Notes 5 and 14)
Income taxes receivable
Inventories (Note 6)
Prepaid expenses
Future income taxes (Note 22)

PROPERTY, PLANT AND EQUIPMENT (Note 7)
INTANGIBLE ASSETS (Notes 2 and 8)
GOODWILL (Note 25)

OTHER ASSETS (Notes 2, 9 and 14)

As at

December 30, 2009

As at

December 30, 2008

$ 19,847 $ 16,966
349,990 316,267
16,264 19,798
399,866 509,467
17,358 16,236

38,042 37,342
841,367 916,076
153,279 158,895
401,831 395,742
569,824 540,187
35,879 19,573

$ 2,002,180 $ 2030473
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Chapter 9(9 marks)
9.1
List the accounts and carrying amounts of the company’s property, plant and equipment, and intangible assets. What is the percentage of each to total assets? 

As at December 30th, 2011 (in thousands of dollars)

	ACCOUNTS
	Carrying amounts

	Property, plant and equipment
	

	Land
	13,162

	Buildings and Improvements
	52,107

	Machine and Equipment
	31,477

	Moulds
	26,135

	Furniture and Fixtures
	2,899

	Computer Equipment
	12,459

	Leasehold Improvements
	10,526

	Assets not in service
	7,000

	Assets under finance leases 
	1,609

	Vehicles
	989

	Total Property, plant and equipment
	158,363

	Intangible Assets
	

	Trademarks
	286,045

	Customer Relationships
	81,946

	Supplier relationship
	975

	Patents
	9,687

	Non-compete agreement
	296

	Software Licenses
	4,707

	Deferred development costs
	27,515

	Total Intangible Assets
	411,171


As at December 30th 2011:

Property plant and equipment:
  158,363   * 100 = 7.55% of property plant and equipment 

Total assets


 2,096,569

     to total assets 

Intangible Assets: 

     411,171    *100 = 19.61% of intangibles to total assets 

Total Assets


   2,096,569
p. 32, 55, 57;

9.2
What cost allocation (depreciation/amortization) method(s) and estimates (useful lives or depreciation/amortization rates) does the company use for each type of long-lived asset? 

There are two types of long-lived assets:

1. Tangible assets

a) Land: it is never depreciated; however it is tested for impairment. 

b) Property, plant and equipment (with finite useful lives): depreciated over their useful life (recorded at cost less accumulated depreciation and any accumulated impairment losses). 

Method of depreciation:

Buildings and improvements: Straight-line over a period of 40 years

Machinery and equipment: Declining balance at a rate of 15%

Moulds: Straight-line over a period of 3 to 5 years

Furniture and fixtures: Declining balance at a rate of 20%

Computer equipment: Declining balance at a rate of 30%

Leasehold improvements: Straight-line basis over the lesser of the useful life and the term of the lease

Vehicles: Declining balance at a rate of 30%

Assets not in service: not depreciated. 

2. Intangible Assets 
The useful lives of intangible assets are either finite or indefinite.
· Intangible assets with finite lives: amortized over the useful economic life and assessed for impairment. 

· Intangible assets with indefinite useful lives: not amortized, but are tested for impairment 

a) Trademarks: have an indefinite life and are not subject to amortization. They are tested for impairment. 

b) Customer Relationships: amortized on a straight-line basis over a period of 15 to 25 years.
c) Supplier Relationship: amortized on a straight-line basis over a period of 10 years.
d) Patents: amortized on a straight-line basis over their expected useful lives ranging from 4 years to 18 years.
e) Non-Compete Agreement: amortized on a straight-line basis over a period of four years being the period of time the non-compete agreement is in place.
f) Software Licences: amortized on a straight-line basis over its expected useful life of 10 years.
g) Deferred Development Costs: amortized on a straight-line basis over a period of two years or are expensed immediately if capitalized projects are not completed

p. 40

9.3
Ratio analysis:

a. What does the fixed asset turnover ratio measure in general? 

The fixed asset turnover ratio measures the sales dollars generated by each dollar of fixed assets used. 

b. Compute the ratio for the last three years. 

Fixed Asset Turnover: 

           Operating Revenue                   =        


Operating Revenue
             


Average Net Fixed Assets
   
       (Beginning + ending balance property, plant & equipment)/2

	
	Operating Revenue
	Beginning balance property, plant & equipment
	Ending balance property, plant & equipment
	Average net fixed assets
	Fixed asset turnover ratio

	2009
	2,140,114
	158,895*
	154,261
	156,578
	13.67

	2010
	2,312,986
	154,261
	158,752
	156,506.5
	14.78

	2011
	2,364,229
	158,752
	158,363
	158,557.5
	14.91


p. 9, 32; *p. 28 (Dorel 2008-2009)

c. What do your results suggest about the company? 

These high rates suggest management is effective in utilizing its property, plant and equipment to generate revenues. The lowest fixed asset turnover ratio was reported in 2009, and increased through 2010 and even more so in 2011. This may suggest that the company increased its net sales in 2010, and 2011. 

9.4 What was the effect of depreciation/amortization expense on cash flows from operating activities?  Compute the percentage of depreciation/amortization expense to cash flows from operating activities for each of the last three years. 

· Although depreciation/amortization expense is not a source of cash, it is added in the operating section of the statement of cash flows (positive effect).  

Values are in thousands of US dollars:

	
	Depreciation/ Amortization Expense
	Cash flows from operating activities 
	% of depreciation/amortization expense to cash flows from operating activities

	2009
	49,191*
	204,516*
	49,191/204,516= 24.05%

	2010
	51,186
	78,899
	51,186/78,899= 64.88%

	2011
	53,865
	162,477
	53,865/162,477= 33.15%


p. 36; *p. 8 (Dorel 2008-2009)

9.5 Refer to the statement of cash flows and identify the capital expenditures that the company made over the last three years (i.e., calculate the sum of capital expenditures in the last three years). Did the company sell any long-lived assets? If so, how much cash did the company receive for selling these assets in each of the last three years? 

All figures in thousands of U.S. dollars
	Capital Expenditures
	2009
	2010
	2011

	Acquisition of business
	21,661
	220
	36,319

	Addition to property, plant & equipment
	21,893
	36,465
	27,975

	Addition to intangible assets
	18,753
	17,543
	20,825

	Total Capital Expenditures
	62,307
	54,228
	85,119


Yes, the company made disposals of property, plant and equipment in 2011 only – resulting in a cash inflow of 644 thousand. There was a loss on disposal of property, plant and equipment of 854 [thousand] reported in 2011; 1070 [thousand] reported in 2010; and of 886 [thousand] in 2009.

p. 36; p. 8
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December 30, 2010, Dorel was compliant with all covenant requirements and expects o be so going forward.

Contractual Obligations

The following is a table of a summary of the contractual obligations of the Company as of December 30, 2010:

less than 1-3 4-5 Afeer
Contractual Obligations Total 1 year years years 5 years
$ s $ $ $

Long-term debt repayments 329,948 10,667 132,778 70,434 116,069
Interest payments ¥ 61,489 15,400 25,891 6,647 13,551
Net operating lease commitments 126,948 32,430 45,426 22,039 27,053
Contingent considerations 28,002 — 28,002 — —
5,872 — — —
5596 1,956 — —
69,965 234,053 99,120 156,673

Capital addition purchase commitments

Minimum payments under licensing agreements

Total contractual obligations

O Interest payments on the Company’s revolving bank loans arc calculated using the interest rate in cficct as ar December 30, 2010 and
assume no debt reduction until duc date in July 2013, at which point it is assumed the loan would be paid in full. Interest payments on the Company’s nots are as
specificd in the related note agrecments

The Company does not have significant contractual commitments beyond those reflected in the consolidated balance sheet, the
commitments in Note 20 to the Consolidated Financial Statements or those listed in the table above.

For purposes of this table, contractual obligations for the purchases of goods or services are defined as agreements that
are enforceable and legally binding on the Company and that specify all significant terms, including: fixed or variable price
ons; and the approximate timing of the transaction. With the exception of those listed above, the Company does not have

[
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of the Company's sales are made to mass merchants. As a result, the challenges in the mass merchant channel did negatively
impact eamings in 2011 as compared to the prior year. The vast majority of the decline in eamings was in the Juvenile segment.
Overall Dorel was able to deliver revenue growth of just over 2% as strong increases in Recreational / Leisure more than offset
declines in Juvenile. Home Fumnishings also recorded sales gains of almost 3%. In addition, to sales issues in Juvenile, in 2011
input costs were generally higher than in the prior year and it was more difficult to pass these higher costs on to many customers
as these retailers did not wish to discourage the spending levels of its shoppers.

For fiscal 2011, Dorel recorded revenues of $2,364 million an increase of 2.2% from 2010, If the impact of business acquisitions
and yearoveryear foreign exchange rate variations are excluded, sales were flat with the prior year. Sales improved by 11.2%
in Recreational / Leisure and 2.9% in Home Furnishings. Partially offsetting this was a 4.9% decline in the Juvenile segment.
Net income for the full year amounted to $104.6 million or $3.21 per fully diluted share, compared to 2010 net income of
$127.7 million or $3.85 per diluted share.

Gross margins in 2011 were 21.9% as compared to 23.1% recorded in the prior year. The principal reason for the decrease was
the adverse effect of higher raw material costs that were mostly absorbed by the Company, as opposed to being passed on to the
customer. This was most pronounced in North America in the Juvenile segment where costs for resin used in car seats and other
plastic moulded items were much higher than the prior year.

Selling expenses increased from 2010 levels to $185.9 million versus $176.3 million in the prior year. As a percentage of
revenues this is an increase of 30 basis points from 7.6% to 7.9%. The increase was due principally to more promotional activity in
the Recreational / Leisure segment where revenues increased by over 11%. General and administrative expenses declined by

$3.1 million in the year and represent 6.9% of revenues in 2011. This was a 30 basis point decline from 2010 levels.

2011 results include an income amount of $12.2 million which was recorded as an income in general and administrative expenses
within the corporate results. This amount, which is non-taxable, was due to a change of assumptions on contingent consideration
and put option liabilities related to certain past business acquisitions. In particular, the contingent consideration and put option
liabilities with regards to Dorel Brazil, IGC (Australia) and Hot Wheels (CSG U.K.) have been reduced based on lower estimated
future eamnings now expected in the year of acquisition of the residuzl interest in these companies, when the financial liabilities
will be resolved.

Research and development expenses in the year increased from the prior year by $2.4 million, or 8% Total finance expenses in
2011 were $21.7 million versus $18.9 million in the prioryear. The fullyearinterest rate on its long term borrowings was approximately
4.5%, an increase from 3.9% in 2040. The benefit of lower borrowings in 2011 was more than offset by the higher borrowing rate.
Included in finance expenses was $2.2 million related to interest recorded on the Company's contingent consideration and put
option liabilties related to certain of its business acquisitions. This compares to $2.6 million in 2010.

Income before income taxes was $113.8 milion in 2011 versus $141.6 million in 2010, a decrease of $27.8 million or 19.7%. As
a multinational company, Dorel is resident in numerous countries and therefore subject to different tax rates in those various tax
jurisdictions and by the interpretation and application of these tax laws, as well as the application of income tax treaties between
various countries. As such, significant variations from year to year in the Company’s combined tax rate can occur. In 2011 the
Company's effective tax rate was 8.1% as compared to 9.8% in 2010. Net income for the full year amounted to $104.6 million or
compared to 2010 net income of $197.7 million or $3.85 per fully diluted shar
6 PM
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[image: image4.png]CCONSOLIDATED STATEMENTS OF FINANCIAL POSITION

AS AT DECEMBER 30, 2011, DECEMBER 30, 2010, and DECEMBER 31, 2009
(Al figures in thousands of U.S. dollars)

Asat Asat As at
December 30, December 30, December 31,
2011 2010 2009
$ $ s
ASSETS
CURRENT ASSETS
Cash and cash equivalents (Notes 16 and 26) 29,764 15,748 19,847
Trade and other receivables (Notes 5 and 16) 403,664 356,507 348,579
Inventories (Note 6) 442,409 510,068 399,866
Other financial assets (Notes 7 and 16) 9,867 2,554 1,411
Income taxes receivable 17,811 14,006 16,264
Prepaid expenses 21,858 17,823 17,358
925373 916,796 803,325
NON-CURRENT ASSETS
Property, plant and equipment (Note 8) 158,363 158,752 154,261
Intangible assets (Notes 9 and 10) 411,171 396,354 401,831
Goodwill (Note 10) 568,849 554,528 569,824
Other financial assets (Notes 7 and 16) — — 1,476
Deferred tax assets (Note 24) 31,096 24,046 35,723
Other assets (Note 11) 1,717 2215 668
1,171,196 1,135,895 1163783
2,096,569 2,052,691 1,967,108
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[image: image5.png]NOTE 3 - SIGNIFICANT ACCOUNTING POLICIES (continued)

) Property, Plant and Equipment
Property, plant and equipment are recorded at cost less accumulated depreciation and accumulated impairment losses, if any. Cost
includes expenditures that are directly attributable to the acquisition of the asset and capitalized borrowing costs.

Finance leases where substantially all the risks and rewards of ownership are transferred to the Company are included in property,
plant and equipment. Upon initial recognition the leased asset is measured at an amount equal to the lower of its fair value and the
present value of the minimum lease payments.

Property, plant and equipment are depreciated as follows:

Method Rate
Buildings and improvements Straight-ine 20 years
Machinery and equipment Declining balance 15%
Moulds Straight-ine 305 years
Furniture and fixtures Declining balance 20%
Vehicles Declining balance 30%
Computer equipment Declining balance 30%
Leasehold improvements Straight-ine Over the lesser of the useful life

and the term of the lease





p. 40
[image: image6.png]i) Intangible Assets
Intangible assets acquired separately are measured on initial recognition at cost. The cost of intangible assets acquired in a
business combination is its fair value as at the date of acquisition. Following initial recognition, intangible assets are carried at
cost less any accumulated amortization and any accumulated impairment losses. Internally generated intangible assets, excluding
capitalized development costs, are not capitalized and the expenditure is reflected in the consolidated income statement in the

year in which the expenditure is incurred.

The useful lives of intangible assets are assessed as either finite or indefinite.
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CONSOLIDATED INCOME STATEMENTS
FOR THE YEARS ENDED DECEMBER 30, 2011 and DECEMBER 30, 2010
(Al figures in thousands of U.S. dollars, except per share amounts)

2011
s

2010
s

Sales
Licensing and commission income

2,352,250
11,979

2,301,393
11,503

TOTAL REVENUE
Cost of sales

2,364,229
1,846,470

2,312,986
1,778,938

GROSS PROFIT

Selling expenses
General and administrative expenses
Research and development expenses

517,759

185,868
164,207
32,227

534,048

176,202
167,338
29,850

OPERATING PROFIT

Finance expenses (Note 27)

135,457
21,659

160,568
18,927

INCOME BEFORE INCOME TAXES

113,798

141,641

Income taxes (Note 24)
Current
Deferred

7,237
1,968

21,000
(7.176)

9,205

13,914

NET INCOME

104,593

127,727

EARNINGS PER SHARE (Note 25)
Basic

3.22

3.89

Diluted

3.21

3.85

See accompanying notes.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 30, 2011 and DECEMBER 30, 2010
(Al figures in thousands of U.S. dollars, except per share amounts)
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MANAGEMENT'S DISCUSSION AND ANALYSIS

CONTRACTUAL OBLIGATIONS

The following s a table of a summary of the contractual obligations of the Company as of December 30, 2011:
Contractual Obligations less than 1-3 4-5
Total 1 year years years

s s s s
Longterm debt repayments 315,439 17,279 124677 80,573
Interest payments 56,937 13,835 23015 11,704
Net operating lease commitments 125,442 37,432 44395 21,442
Contingent consideration and put option liabilities 21,259 11,662 2876 26721
Capital expenditures 5,547 5,456 91 —
Minimum payments under licensing agreements 6,930 6,151 779 -

Total contractual obligations. 551,554 91,815 105833 140,440 123,466

 Infarost payments on tho Company' rovoMng bank Ioans aro cacuiatod USINg o Iorost 1o n ffoct for tho yoar ondod Docember 30, 2011 3nd 3SSumo o debE roduction
Ut 0uo 03 n uly 2014, 3t wich Dot 1 1s 3ssumod the 10an woud b0 pad 1n ull.Itoros payments on th Company's notos e 35 specfd n theroatod noto agreamants.

The Company does not have significant contractual commitments beyond those refiected in the consolidated balance sheet, the
commitments listed in Note 22 to the Consolidated Financial Statements or those listed in the table above.

For purposes of this table, contractual obligations for the purchases of goods or services are defined as agreements that are
enforceable and legally binding on the Company and that specify all significant terms, including: fixed or variable price provisions;
and the approximate timing of the transaction. With the exception of those listed above, the Company does not have significant
agreements for the purchase of raw materials or finished goods specifying minimum quantities or set prices that exceed its
short term expected requirements. Therefore, not included in the above table are Dorel’s outstanding purchase orders for raw
materials, finished goods or other goods and services which are based on current needs and are fulfilled by ts vendors on relatively
short timetables.

As new product development s vital to the continued success of Dorel, the Company must make capital investments in research
and development, moulds and other machinery, equipment and technology. It is expected that the Company will invest at least
$35.0 million over the course of 2012 to meet its new product development and other growth objectives. The Company expects its
existing operations to be able to generate sufficient cash flow to provide for this and other requirements as they arise throughout
the year.

Over and above longterm deb in the contractual obligation table, included in the Company's non-current liabilities in the Consolidated

- 2074630

#
I3 Bookmarks
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[image: image7.png]OPERATING RESULTS

Note: all tabular figures are in thousands of US dollars except per share amounts
Following is a selected summary of Dorel's operating results on an annual and quarterly basis.

Selected Financial Information

Operating Results for the Years ended December 30:

2011 2010 2000w
% of % of % of
$ revenues $ revenues $ revenues
Total revenue 2,364,229 100.0 2,312,986 100.0 2,140,114 100.0
Net income 104,593 a4 127,727 5.5 107,234 5.0
Cash dividends declared per share 0.60 0.58 0.50
Eamings per share:
Basic 3.22 3.89 3.23
Diluted 3.21 3.85 3.21

@ Financial information for 2009 has been prepared in accordance with Canadian GAAP
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[image: image8.png]2011 2010
s s
CASH PROVIDED BY (USED IN):
OPERATING ACTIVITIES
Net Income 104,503 127,727
Items not involving cash:
Depreciation and amortization (Notes 8 and 9) 53,865 51,186
Amortization of deferred financing costs (Note 27) 532 324
Impairment losses of goodwill (Note 10) 1,372 -
Accretion expense on contingent consideration and
put option liabilities (Notes 7 and 27) 2,200 2,571
Change of assumptions on contingent consideration
and put option liabilities (Note 7) (12,217) 12)
Unrealized (gains) losses due to foreign exchange exposure
on contingent consideration and put option liabilities (Note 7) (808) 267
Other finance expenses (Note 27) 18,919 16,032
Income taxes expense (Note 24) 9,205 13914
Share-based payments (Note 20) 2,467 2,475
Pension and postretirement defined
benefit plans (Note 18) (1,473) 2,939
Loss on disposal of property, plant and equipment 854 1,070
179,518 220,503
Net changes in nor-cash balances related to operations (Note 26) 22,544 (97,135)
Income taxes paid (28,181) (33,320)
Income taxes received 7,136 3,524
Interest paid (18,540) (14,754)
CASH PROVIDED BY OPERATING ACTIVITIES 162,477 78,899
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[image: image9.png]INVESTING ACTIVITIES

Acauisition of business (Notes 4 and 26) (36,319) (220
Additions to property, plant and equipment (Notes 8 and 26) (27,975) (35,465)
Disposals of property, plant and equipment (Note 8) 644 —
Additions to intangible assets (Notes 9 and 26) (20,825) (17,543)
CASH USED IN INVESTING ACTIVITIES (84,475) (53,228)
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Pages used from Dorel 2008-2009:

[image: image10.png]December 30, 2008

Accumulated

Cost Depreciation Net
Land $ 14,387 § - $ 14,387
Buildings and improvements 72,575 16,148 56,427
Machinery and equipment 75,975 48,807 27,168
Moulds 118,301 93,918 24,383
Furniture and fixtures 7,499 5229 2,270
Computer equipment 30,210 20,319 9,891
Leasehold improvements 9464 5,499 3,965
Assets not in service 18,902 - 18,902
Assets under capital leases 4,374 3,559 815
Vehicles 1838 1.151 687

$ 353525 § 194,630 $ 158.895
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2009
CASH PROVIDED BY (USED IN):
OPERATING ACTIVITIES
Net income $ 107,234
Items not involving cash:
Depreciation and amortization 49,191
Amortization of deferred financing costs 266
Future income taxes (3,839)
Stock-based compensation (Note 17) 3,840

Pension and post-retirement defined

benefit plans (Note 15) -

Restructuring activities (Note 3) (721)

Exchange gain from reduction of net investments

in foreian operations

Loss (gain) on disposal of property, plant and

equipment 886
156,857

Net changes in non-cash balances related
to operations (Note 24) 47.659
CASH PROVIDED BY OPERATING ACTIVITIES 204,516
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Chapter 5 (10 marks)
5.1      Which of the two basic reporting approaches for cash flows from operating activities did the company adopt? 


They used the indirect method for accounting for cash flows due to the fact that they used the assumption that net income equals cash and adjusts net income for significant non-cash income statement items such as depreciation, amortization, and gains and losses from sales, and for net changes in current asset, current liability, and income tax accounts. 

Reference: Consolidated Statement of Cash Flows, Page 36

 
5.2   What is the quality of earnings ratio for the most recent year? What are the major causes of            differences between profit and cash flow from operations? 

Quality of earnings ratio: 

Cash flow from operating activities/net income=162477/104593 = 1.553421
The major cause of the difference would be depreciation and amortization of 53,865,000, which negatively affects net income but does not touch the cash flow of the company. Another cause would be the big decrease in inventory from 510,068 in 2010 to 442,409 in 2011. 

Reference: Consolidated Statement of Cash Flows, Page 36

 5.3      What is the capital acquisitions ratio for the three-year period in total? (Refer to the ratio computation in the textbook on page 254.) How is the company financing its capital expenditures? 
Capital acquisitions ratio: 

Capital Acquisition Ratio = (cash flow from operations - dividends) / cash paid for acquisitions

3 years period in total: 

2009: 

1.Cash flows from operations: 204,516 (2009 Cash flow information was provided looking at SEDAR website: www.sedar.com : annual report 2010: Dorel) 

2. Dividends: 16,614
3. Cash paid for acquisition: 21,661 

Additions PPE: 21,893 

Additions to intangible: 18,753 

Total: 62,307

2010: 

1.Cash flows from operations: 78,899

2.dividends: 18895

3.Cash paid for acquisition: 220 

Additions PPE: 35465 

Additions to intangible: 17543 

Total: 53228

2011: 

1.Cash flows from operations: 16,2477 

2. Dividends 19,485

3. Cash paid for acquisition: 

Acquisition of business: 36,319 

Additions PPE: 27,975 

Additions to intangibles: 20,825 

Total: 85,119

Calculation:

1.Cash flow from operations: 

2009: 204,516 

2010: 78,899 

2011: 162,477 

Total: 445,892

2.Dividend: 

2009: 16,614 

2010: 18,895 

2011: 19,485 

Total: 54,994

3. Cash paid for acquisition: 

2011: 85,119 

2010: 53,228 

2009: 62,307 

Total: 200,654

Equation: (Cash flow from operation: 445,892 –Dividends: 54,994)/Capital acquisitions: 200,654

Ratio: 1.94812


The company is mainly financing its operations from operations in 2011: cash flow from operations was 162,477 while capital acquisition was only 85,119. 

Reference: Consolidated Statement of Cash Flows, Page 36

 
5.4  In the most recent year, what portion of the cash flow from operations is being paid to shareholders in the form of dividends? 


In 2011 cash paid to shareholders in the form of dividends was: 19,485(in thousands) (see cash flow statement in financing activities)

Reference: Consolidated Statement of Cash Flows, Page 36
 
5.5  How much cash did the company pay for interest during the most current year? How much cash did it pay for income taxes? Where did you find these amounts? (Hint: recall that interest expense and income tax expense are not necessarily equal to the cash payments for interest and taxes, respectively.

Interest expense: 18,540

Income tax paid: 28,181 

Reference: Consolidated Statement of Cash Flows, Page 36
 
5.6      What is the effect of the change in trade receivables on cash flows from operations for the most recent year (that is, did the change increase or decrease operating cash flows, and by how much)? Explain you answer and identify the direction and amount of the change.

Trade and other receivables 2010: 356,507

Trade and other receivables 2011: 403,664

Difference: 47,157 increase.


The effect on the cash flow statements is that it reduced cash due to the fact that the trade receivables increased therefore less cash was collected. 

Reference: consolidated statement of financial position, Page 32

 
5.7      What is the effect of the change in inventories on cash flows from operations for the most recent year (that is, did the change increase or decrease operating cash flows, and by how much)? Explain your answer and identify the direction and amount of the change. 

Inventories 2010: 510,068

Inventories 2011: 442,409

Difference:(67,659)

Inventories decreased by 67,659, therefore less inventory was purchased during the year. This means that less cash was disbursed in order to acquire it. Therefore, it has a positive effect on the cash flow statement (adds cash)

Reference: Consolidated Statement of Financial Position, Page 32

Pages Used:
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AS AT DECEMBER 30, 2011, DECEMBER 30, 2010, and DECEMBER 31, 2009
(All figures in thousands of U.S. dollars)

Asat Asat Asat
December 30, December 30,  December 31,
2011 2010 2009
$ $ $
ASSETS
CURRENT ASSETS
Cash and cash equivalents (Notes 16 and 26) 29,764 15,748 19,847
Trade and other receivables (Notes 5 and 16) 403,664 356,507 348,579
Inventories (Note 6) 442,409 510,068 399,866
Other financial assets (Notes 7 and 16) 9,867 2,554 1,411
Income taxes receivable 17,811 14,096 16,264
Prepaid expenses 21,858 17,823 17,358
925,373 916,796 803,325
NON-CURRENT ASSETS
Property, plant and equipment (Note 8) 158,363 158,752 154,261
Intangible assets (Notes 8 and 10) 411,171 396,354 401,831
Goodwill (Note 10) 568,849 554,528 569,824,
Other financial assets (Notes 7 and 16) — — 1,476
Deferred tax assets (Note 24) 31,096 24,046 35,723
Other assets (Note 11) 1,717 2,215 668
11471,196 1,135,895 1,163,783
2,096,569 2,052,691 1,967,108

See accompanying notes.
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Chapter 10 (12 marks)
10.1
List the accounts and amounts of the company’s current liabilities for the last three years. (pg. 33)

	Current Liabilities
	As at December 30, 2011
	As at December 30, 2010
	As at December 30, 2009

	Bank Indebtedness
	$20,130
	$30,515
	$1,987

	Trade and Other Payables
	323,552
	323,588
	291,932

	Other Financial Liabilities
	13,065
	4,203
	1,185

	Income Taxes Payable
	2,315
	13,154
	27,257

	Long-term Debt
	17,279
	10,667
	322,508

	Provisions
	37,096
	43,232
	46,482

	Total
	413,437
	425,359
	691,351



a.
What is the percentage of each to the respective year’s total liabilities? (pg. 33)

	Current Liabilities
	Percentage of Total Liabilities 2011
	Percentage of Total Liabilities 2010
	Percentage of Total Liabilities 2009

	Bank Indebtedness
	4.869 %
	7.174 %
	0.287 %

	Trade and Other Payables
	78.259
	76.074
	42.226

	Other Financial Liabilities
	3.160
	0.988
	0.171

	Income Taxes Payable
	0.56
	3.092
	3.943

	Long-term Debt
	4.179
	2.508
	46.649

	Provisions
	8.972
	10.163
	6.723



b.
What do the results of your analysis suggest about the strategy your company has followed with respect to borrowed funds overall and over time? 

The results of this analysis indicate that Dorel’s Trade and Other Payables as a percentage of liabilities have increased over the last three years. This indicates they are increasing their borrowing from creditors. There is also an increase in bank indebtedness as a proportion to total liabilities; also indicating Dorel is borrowing more money. Increasing their trade payables is a strategy that allows for an inexpensive way to finance the purchasing of inventory from suppliers, as interest usually does not accrue on trade payables. 
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MANAGEMENT'S DISCUSSION AND ANALYSIS

Selling expenses for the year were consistent at 3.2% of revenues in both years. General and administrative expenses increased
by $1.3 million to $16.9 million in 2011, from $15.6 million the year before. As a percentage of revenues these costs increased
from 3.1% to 3.2%. The principal reason for the increase was the unusually low product liability expense in 2010, which for the year
increased by $1.5 million in 2011. Research and development expenses were slightly lower yearoveryear at $2.5 million in 2011
versus $2.9 million in 2010. As such, operating profit for the year was $29.3 million compared to $34.6 million in 2010,

LIQUIDITY AND CAPITAL RESOURCES
Statement of Financial Position

Selected Statement of Financial Position Data as at:

December 30, December 30, December 31,

2011 2010 2009

s s s

Total assets 2,096,569 2,052,601 1,967,108
Long:-term Liabilities, excluding current portion:

Longterm debt 298,160 319,281 27,075

Provisions 1,876 1,780 1,726

Other financial liabilities 33,141 31,253 22,112

Other longterm liabilities 5,340 2,966 1,301

Other:
Current portion of longterm debt and bank indebtedness 37,409 41,182 324,495

There were few significant changes in the year in the Company’s Statement of Financial Position. Goodwill and Intangible assets did
increase, reflecting the acquisition of the Silfa Group in the year. The following table summarizes the preliminary fair value of the
identifiable assets acquired and liabilities assumed as at the date of acquisition

Assets
Trade and other receivables
Inventories
Income taxes receivable
Drenaid axnanses

- 2074630

#
I3 Bookmarks

0 PM
20/11/2012




10.2
Does the company disclose any information on contingent liabilities (i.e., contingencies) in the notes to its financial statements? If so, briefly describe these contingencies.  (pg.83)

Since Dorel is a international company, the global complexity of tax regulations require assessments of uncertainties and judgements in estimating the taxes the company will pay. Uncertainties may result in adjustments to Dorel’s tax assets and liabilities. Dorel is also currently a party to various claim and legal proceedings, so potential losses need to be estimated. Currently management feels as if these proceedings will not have an adverse effect on 
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CONSOLIDATED STATEMENTS OF FINANCIAL POSITION (CONTINUED)
AS AT DECEMBER 30, 2011, DECEMBER 30, 2010, and DECEMBER 31, 2009
(Al figures in thousands of U.S. dollars)

As at
December 30,
2011

B

As at
December 30,
2010

s

As at
December 31,
2009

s

LIABILITIES

CURRENT LIABILITIES
Bank indebtedness (Notes 12 and 16)
Trade and other payables (Notes 13 and 16)
Other financial liabilities (Notes 7 and 16)
Income taxes payable
Longterm debt (Notes 14 and 16)
Provisions (Note 15)

20,130
323,552
13,065
2,315
17,279
37,096

30,515
323,588
4,203
13,154
10,667
43,232

1,087
201,932
1,185
27,257
322,508
46,482

413,437

425,350

691,351

NON-CURRENT LIABILITIES
Longterm debt (Notes 14 and 16)
Pension & postretirement benefit obligations (Note 18)
Deferred tax liabilities (Note 24)
Provisions (Note 15)
Other financial liabilities (Notes 7 and 16)
Other long term liabilities

298,160
35,258
79,702

1,876
33,141
5,340

319,281
32,056
68,145

1,780
31,253
2,966

27,075
28,622
92,083
1,726
22112
1,301

453.477

455,481

172,919

EQuITY
'SHARE CAPITAL (Note 19)
CONTRIBUTED SURPLUS (Notes 19 and 20)

ACCUMULATED OTHER COMPREHENSIVE INCOME (Note 19)
RETAINED EARNINGS

174,782
26,445
58,842

969,586

178816
23,776
66,038

902,321

174,816
20,311
97,735

809,976

1,229,655

1,471,851

1,102,838

2,096,569

2,052,691

1,967,108

COMMITMENTS AND GUARANTEES (Note 22)
CONTINGENCIES (Note 23)

See accompanying notes
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L
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10.3
Ratio analysis:

a.
What does the current ratio measure in general? 

The Current Ratio measure tells you the relationship between current assets and current liabilities, by showing the proportion of current assets to current liabilities, and thus is an indicator of a company’s liquidity. 

b. Compute the ratio for the last three years. (pg. 32 & 33)
2011

current assets / current liabilities 

925,373 / 413,437 = 2.2:1 

2010

current assets / current liabilities 
916,796 / 425,359 = 2.16:1

2009

current assets / current liabilities

803,325 / 691,351 = 1.16:1

a. What do your results suggest about the company? 

These results suggest Dorel’s current ratio is improving over the past three years. This indicates they have an increasing number of assets in relation to their liabilities. Dorel has also always had a ratio larger than 1:1 for all three years providing assurance they will be able to pay off obligations.
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS (CONTINUED)

FOR THE YEARS ENDED DECEMBER 30, 2011 and DECEMBER 30, 2010
(Al figures in thousands of U.S. dollars)

NOTE 25 - EARNINGS PER SHARE

The following table provides a reconciliation between the number of basic and fuly diluted shares outstanding:

December 30,
2011 2010

Weighted daily average number of Class “A" Multiple and

Class “B" Subordinate Voting Shares 32,456,275 32,855,191
Dilutive effect of stock options 147,746 344,468
Dilutive effect of deferred share units 17,562 18,608
Weighted average number of diluted shares 32,621,583 33,218,267

Number of anti-dilutive stock options and deferred share units
excluded from fully diluted earnings per share calculation 1,344,820 1,141,800

NOTE 26 - STATEMENT OF CASH FLOWS

Net changes in non-cash balances related to operations are as follows

December 30,
2011 2010

s s

Trade and other receivables (37,683) (14,696)
Inventories 81,433 (111,821)
Prepaid expenses (4,133) (743)
Trade and other payables (12,114) 32,713
Pension and postretirement benefit obligations (3,082) (2,530)
Provisions, other financial longterm liabilities and other long term liabilities (1,876) (58)

Total 22,544 (97,135)

Details of business acquisitions:
December 30,

2011 2010
s s
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December 30, 2010, Dorel was compliant with all covenant requirements and expects o be so going forward.

Contractual Obligations

The following is a table of a summary of the contractual obligations of the Company as of December 30, 2010:

less than 1-3 4-5 Afeer
Contractual Obligations Total 1 year years years 5 years
$ s $ $ $

Long-term debt repayments 329,948 10,667 132,778 70,434 116,069
Interest payments ¥ 61,489 15,400 25,891 6,647 13,551
Net operating lease commitments 126,948 32,430 45,426 22,039 27,053
Contingent considerations 28,002 — 28,002 — —
5,872 — — —
5596 1,956 — —
69,965 234,053 99,120 156,673

Capital addition purchase commitments

Minimum payments under licensing agreements

Total contractual obligations

O Interest payments on the Company’s revolving bank loans arc calculated using the interest rate in cficct as ar December 30, 2010 and
assume no debt reduction until duc date in July 2013, at which point it is assumed the loan would be paid in full. Interest payments on the Company’s nots are as
specificd in the related note agrecments

The Company does not have significant contractual commitments beyond those reflected in the consolidated balance sheet, the
commitments in Note 20 to the Consolidated Financial Statements or those listed in the table above.

For purposes of this table, contractual obligations for the purchases of goods or services are defined as agreements that
are enforceable and legally binding on the Company and that specify all significant terms, including: fixed or variable price
ons; and the approximate timing of the transaction. With the exception of those listed above, the Company does not have

4576m





10.4.
Ratio analysis:

a. What do the accounts payable turnover ratio and the average age of payables measure in general? 

Accounts payable turnover ratio is a liquidity measure used to quantify the rate at which a company pays off its suppliers, and how much credit the company uses from its suppliers. Average age of payables provides the same information as the payable turnover ratio except it indicates number of days.

b. Compute these ratios for the last three years. (pg. 1, 32, 60)

Payable Turnover = Annual Purchases / Average Payables

2011

Annual Purchases = cost of goods sold + ending inventory – beginning inventory



= 1,846,470 + 442,409 – 510,068



= 1,778,811

Average Payable
= (previously reported accounts payable + current accounts payable) / 2



= (277,401 + 284,542) / 2



= 280,971.5

Payable Turnover 
= 1,778,811 / 280,971.5



= 6.331

Average Age of Payables = Days in a Year / Payable Turnover




= 365 / 6.331




= 57.653

2010

Annual Purchases = cost of goods sold + ending inventory – beginning inventory



= 1,778,938 + 510,068 – 399,866



= 1,889,140

Average Payable
= (previously reported accounts payable + current accounts payable) / 2



= (249,225 + 277,401) / 2



= 263,313

Payable Turnover
= 1,889,140 / 263,313



= 7.175


Average Age of Payables = Days in a Year / Payable Turnover




= 365 / 7.175




= 50.871

2009 

Annual Purchases = cost of goods sold + ending inventory – beginning inventory



= 1,634,570 + 399,866 – 509,467*



= 1,524,969

Average Payable
= (previously reported accounts payable + current accounts payable) / 2



= (303,556** + 249,225) / 2



= 276,390.5

Payable Turnover
= 1,524,969 / 276,390.5



= 5.517


Average Age of Payables = Days in a Year / Payable Turnover




= 365 / 5.517




= 66.159

*NOTE: beginning inventory was taken from 2008 financial report, pg. 39
**NOTE: previously reported accounts payable was taken from 2008 financial report, pg. 57 

c. What do your results suggest about the company? 

The trade payable turnover shows the relationship of the average balance in trade payables to the purchasing transaction that created the payables. Over the last 3 years Dorel’s trade payable turnover ratio has varied, thus indicating a varied and inconsistency in payables to trade creditors. They are being less conservative with their cash management in 2010, which may cause them to borrow more. Then in 2011 their ratio lowered indicating they borrowed less.
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Consolidated Statements of Income

For the years ended December 30, 2009 and 2008

(All figures in thousands of U.S. dollars, except per sharc amounts)

2009 2008

s s

Sales 2,125,459 2,164,767
Licensing and commission income 14,655 17,113

TOTAL REVENUE 2,140,114 2,181,880

EXPENSES
Cost of sales (Notes 2 and 3) 1,634,570 1,670,481
Selling, general and administrative expenses 316,168 316,782
Depreciation and amortization (Note 2) 27,366 26,510
Rescarch and development costs (Note 8) 17,184 13,245
Restructuring costs (Note 3) 104 726
Interest on long-term debt 14,969 21,162
Other interest 1,406 961

2,011,767 2,049,867

Income before income taxes 128,347 132,013

Income taxes (Note 22)

Current 24,952
(3,839)
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Reclassified (Note 12)

LIABILITIES
CURRENT LIABILITIES
Bank indebtedness (Notes 10 and 14) 1987 4398
Accounts payable and accrued liabilities (Notes 11 and 14) 339,294 380,915
Income taxes payable 26,970 30,164
Future income taxes (Note 22) 85 2713
Caurrent portion of long-term debt (Notes 12 and 14) 122,508 8879
490,844 427,069

LONG-TERM DEBT (Notes 12 and 14) 227,075 450,704
PENSION & POST-RETIREMENT BENEFIT

‘OBLIGATIONS (Note 15) 20,939 20,072
FUTURE INCOME TAXES (Note 22) 128,984 111,874
‘OTHER LONG-TERM LIABILITIES (Notes 13 and 14) 25,139 6,010

SHAREHOLDERS’ EQUITY
CAPITAL STOCK (Note 16) 174,816 177,422
CONTRIBUTED SURPLUS 20,311 16,070
RETAINED EARNINGS 818,707 738,113
ACCUMULATED OTHER COMPREHENSIVE INCOME 95,365 83,139
914,072 821,252
1,109,199 1,014,744
2,002,180 2,030,473
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10.5.
What is the effect of the change in accounts payable on cash flows from operating activities for the most recent year (that is, did the change increase or decrease operating cash flows and by how much)? Explain your answer and identify the direction and amount of the change. (pg. 36)

The decreast in accounts payable from 2010 to 2011 did affect Dorel’s operating cash flow. The Payable turnover in 2010 was 7.175 and decreased to 6.331 in 2011 indicating that Dorel increased their payments to creditors. This action translates in Dorel’s cash flow over the two years, Cash from operating activities decreased from 220,593 in 2010 to 174,518 in 2011, which is a 46,075 decrease. Since there was a decline in accounts payable from 2010 to 2011, that means Dorel paid more of its short-term obligations to suppliers with cash or another cash outflow, and thus we saw a decrease in cash from operations in 2011. 
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Chapter 11(11 marks)

11.1 

Records show that our company has long-term borrowings at approximately 4.5%, which is an increase from 3.9% in 2010. (p.13, 2011)

11.2

a) Times interest earned ratio measures a company’s ability to generate resources from current operations to meet its interest obligations. The computation of this ratio follows: 

Profit Before Interest and Taxes

Interest Expense

b) The Following ratios are computed for years 2011, 2010, and 2009. (p.36, 2011) (p.68, 2009) (p.21, 2011) (p.44, 2009)(p.43, 2010)

Profits before Tax and Finance Costs (2011): $517,579,000

Profits before Tax and Finance Costs (2010): $534,048,000

Profits before Tax and Finance Costs (2009): $2,140,114,000

Interest Expense (2009): $71,441,000

Interest Expense (2010): $61,489,000

Interest Expense (2011): $56,937,000

$517,578,000

$56,937,000

Times Interest Earned Ratio (2011): 9.09

$534,048,000

$61,489,000

Times Interest Earned Ratio (2010) : 8.69

$2,140,114,000

$71,441,000

Times Interest Earned Ratio (2009) : 29.96

c) The ratio for 2009 is high compared to 2010 and 2011, therefore indicating that the company isn’t great at generating enough sufficient resources from its profit making activities to meet its current obligations associated with debt. Despite this, calculations demonstrate that the company becomes less efficient in generating sufficient resources than the previous year. 

11.3

a) In general the Financial Leverage Ratio measures the risk and reliance on debt to increase assets and income of shareholders. (p.19, 2011) (p.67, 2009) (p.35, 2011)

b) Financial Leverage Ratio=Average Total Assets/Average Shareholders’ Equity

Financial Leverage Ratio 2009= ((1,967,108+2,030,473)/2)/((1,014,744+1,109,199)/2)=1.88

Financial Leverage Ratio2010= ((1,967,108+2,052,691)/2)/((1,109,199+1,171,851)/2)=1.76

Financial Leverage Ratio 2011= ((2,096,569+2,052,691)/2)/((1,171,851+1,229,655)/2)=1.73

c) These results suggest that there is more risk and reliance on debt to increase assets and income for shareholders in this company. Starting from 2009 to 2010 as well as from 2010 to 2011, their risk is diminishing. 

11.4. (p.88. 2011)

In 2011, the company received $37,683,000 cash stated as trades and other receivables on the Statement of Cash Flows found on page 88 of the annual report. In 2011, the company paid a total of $12,114,000 million cash stated as trade and other payables. Unfortunately, the company does not specify their reasons for issuing and repaying debt.
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p. 21

[image: image31.png]CONSOLIDATED BALANCE SHEETS
AS AT DECEMBER 30, 2008 and 2007
(All figures in thousands of U.S. dollars)

Asat Asat
Decomber 30, | Decomber 30,
2008 2007
ASSETS

CURRENT ASSETS
Cash and cash equivalents (Note 24) s 16966 § 22513
Accounts receivable (Note 5) 316,267 286,924
Income taxes recevable 15,798 6519
Inventories (Note 6) 509,467 232
Propaid expenses 16,236 1053
Future income taxes (Note 22) 37,342 35,228
916,076 o404
PROPERTY, PLANT AND EQUIPMENT (Note 7) 158,895 10362
INTANGIBLE ASSETS (Note 8) 368,847 276,383
‘GOODWILL (Note 25) 540,187 525,235
'OTHER ASSETS (Notes 2 and 9) 46,468 31,870

§ 2030473 _§ 1657904

See accompanying notes.
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[image: image32.png]NOTE 11 — ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Docember 30, | Docomber 30,
2008 2007

Trode croditors snd acaruas T amsse § Bies
Salario payable 27,808 27505
Product abilty (Note 20 25,087 30571
Foreign oxchange contracts 1,093 3021
Other acerued lsbiltes 25,275 32908
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[image: image33.png]'NOTE 13 - TRADE AND OTHER PAYABLES

December 30, Decomber 31,
2011 2010 2009

s s s

Trade creditors and acoruals 284,542 277,401 249,225
Salaries payadle 28,369 34,287 31,398
Balance of sale — — 220
Other acerued liabilities 10,641 11900 11,089
323,552 323,588 201,032

The Company's exposure to liqui

risks related to trade and other payables is disciosed in Note 16.





p. 88

[image: image34.png]Following initial recognition of the deferred development costs as an asset, the cost model is applied requiring the asset
to be carried at cost less any accumulated amortization and accumulated impairment losses. Deferred development
costs are amortized on a straightline basis over a period of two years or are expensed immediately if capitalized projects
are not completed.
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[image: image36.png](c) Net book value

Supplier Non- Deferred
Customer  relation- compete Software development
Trademarks relationships ship Patents agreement licenses costs Total
$ $ $ $ $ $ $ $
Balance as at
December 31, 2009 280,723 78,321 1,275 9,813 — 879 31,020 401,831
Balance as at
December 30, 2010 276,236 77,104 1,125 9,904 467 1,735 29,783 396,354
Balance as at
December 30, 2011 286,045 81,946 975 9,687 296 4,707 27,515 411,171
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[image: image37.png](c) Net book value

Buildings Assets

and  Machinery Furniture Leasehold  Assets  under

improve- and and Computer improve-  notin finance
Land  ments equipment Moulds fixtures equipment  ments service leases Vehicles Total
s $ $ s $ $ $ $ s $ $

Balance as at
December 31, 2009 14,483 55,065 27,972 29,473 2,272 11,727 3,663 7,888 1,217 611 154,261

Balance as at
December 30, 2010 13,516 54,233 29,708 23,986 3,076 11,036 7,834 13,051 1,268 1,044 158,752

Balance as at
December 30, 2011 13,162 52,107 31,477 26,135 2,899 12,459 10,526 7,000 1,609 989 158,363
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