*Notice*

All the information used for this analysis were taken from the “Audited Financial Statements” released on February 29th 2008 for the year 2007 (attached to our assignment). We chose the copy available on Sedar and everytime an input is used it is put in (parenthesis italic). The page numbers on our assignment refers to the ones used in the statements attached to this work. Please also take note that all amounts used for this assignement are in thousands of dollars except when specifically mentionned.
Chapter 1 (7 marks)

1.1 Provide a brief description of the company, and indicate the type of products it sells and/or the services it provides.


Sun-Rype is a company based in Kelowna, British Columbia founded in 1946. It specialises in fruit juices and fruit snacks. Moreover, it is Canada’s largest juice/snacks made out of fruits, manufacturer. 

1.2 On what day of the year does its fiscal year end?


The fiscal year ended on December 31st 2007 

1.3 For how many years does the company present complete

(for the financial statements)


a.
balance sheets? 2007 2006 





(p.14)

b.
income statements? 2007 2006





(p.15)
c. cash flow statements? 2007 2006





(p.16)
(for the overall finiancial statements available to the public and to its investors)

 
a.
balance sheets? 2004 to 2007 


b.
income statements? 2004 to 2007
d. cash flow statements? 2004 to 2007
1.4 Are its financial statements audited by independent auditors? If so, by whom?


Yes it was also audited by Deloutte & Touche LLP which are chartered                                                                                   accountants located in British Colombia. The audited financial statement was submitted on February 28th 2008.
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1.5 Did the company’s total assets increase or decrease over the last year and by how much? 


The total assets decreased between the year 2007 and 2006 by  $2,563. 













(p.14)


Calculation : 


($59,447 – $56,884) = $2,563

1.6
Did the company’s net income increase or decrease over the last year and by how much? 


For this year, we can see that the net income increased between 2007 and 2006. 

In fact, the net income increased of $3,015 in the span of one year.






(p.14)


Calculation :

       ($22,325 – $19,310) = $3,015

Chapter 2 (6 marks)

(every information from this chapter comes from p.14 unless marked as otherwise)
2.1 For the most recent year, what are the top three asset accounts by size? What percentage is each of total assets? (Computed as Asset A ÷ Total assets)

1- PPE (($27,867 / $56,884)x 100) =48,99%




2- Inventories  (($17,304/ $56,884)x 100) =30,42%  


 


Or more specifically: raw materials and supplies (($10,855/$56,884)x 100) = 19.08% 



(p.21)
3- Account Receivable (($7,392/ $56,884)x 100) =12,99%



2.2 What are the major investing and financing activities (by dollar size) for the most recent year? (Look at the cash flow statement.)

(All amounts are in thousands of dollars)

Investing Activities : Dividends paid ($1,621) 



(p.16)
Financing Activities: Payment for PPE ($7,358) 



(p.16)
2.3 Ratio Analysis:

What does the debt-to-equity ratio measure in general? 

The debt to equity ratio measures how much of the company’s assets is financed by creditors and how much is financed by the owners. In other words, the debt to equity ratio is used to assess the debt capacity of a business.

a. Compute the debt-to-equity ratio for the last three years. (You may find prior years’ information in the section in the annual report called “Selected Financial Information,” or you may search for prior years’ annual reports.)

Formula:

Debt-to-equite Ratio = Total Liabilities / Total Shareholders’ Equity

2007: 27.88%
         2006: 56.41%
         2005: 41.36%
Calculation :

         2007:  $15,861/$56,884 = 27.88%

         2006:  $21,439/ $38,008 = 56.41%

2005:  $19,970/ $48,283 = 41.36%

b.What do your results suggest about the company?

These results show that the company was much more financed by the owners then by the creditors. The debt of the company is lower as the years pass this means that there is less risk to invest in the company.

Chapter 3 (11 marks) 
(every information from this chapter comes from p.15 unless marked as otherwise)

3.1 For the most recent year, what is/are the major revenue account/s? What percentage is each to total operating revenues? (Computed as Revenue A ÷ Total revenues.)

Sun-Rype is making revenue by selling their products, which are food and beverages. In the details of net sales of the company, we can see that their major revenue comes from beverages products. The net sales from beverages products is $98,534, which represents  73% of their total operating revenue

(p.26)

Calculation :

($98,534/$135,134) x 100= 72.92%

3.2 For the most recent year, what is/are the major expense account/s? What percentage is each to total operating expenses? (Computed as Expense A ÷ Total expenses.)

The major expense of Sun-Rype comes from the Selling, General and Administrative expenses account, which is $28,538. It represents 81% of the total operating expenses. 


Calculation:


($28,538/ $35,062)x 100 = 81.39%
3.3 Ratio Analysis:

a. What do the total asset turnover and the return on assets ratios measure in general?

The total asset turnover ratio measures the sales generated per dollar of assets, in other terms, it is used to see how effective management is in generating sales from assets. 

Formula


Asset Turnover Ration = Sales (or operating) Revenues / Average Total asset

b. Compute these ratios for the last three years.


For 2007: 2.37

For 2006: 2.2

For 2005: 1.84

Calculation: 


For 2007: $135,134/$56,884=2.37


For 2006: $130,622/$59,447= 2.2


For 2005: $125,411/$68,253=1.84
c. What do your results suggest about the company?


These results show that each year, management uses the assets more effectively in generating sales

3.4 Describe the company’s revenue recognition policy, if reported. (Usually in note 1 or 2 to the financial statements titled Significant Accounting Policies.)

“Sales are recognized upon the transfer of risk and title to finished goods to customers, 

which typically occurs upon shipment and when collectibility of proceeds is reasonably

 assured. The Company deducts from gross sales all payments to customers related to

 pricing discounts, returns and allowances, certain sales and marketing discounts,

 promotion funds, co-operative advertising, coupons and product listing fees.” (p.18)

3.5 The percentage of cash from operating activities to net income measures how liberal (that is, speeding up revenue recognition or delaying expense recognition) or conservative (that is, taking care not to record revenue too early or expenses too late) a company’s management is in choosing among various revenue and expense recognition policies. A ratio above 1.0 suggests more conservative policies and below 1.0 more liberal policies. Compute the percentage for the last three years. What do your results suggest about the company’s choice of accounting policies?


Formula: 

         = cash from operating activities/net income

For 2007: 0.46= 46%
For 2006: 0.30=30%
For 2005: 0.52=52%
The three results are below 1.0, the company's choices of accounting policies are therefore liberal policies. 

Calculation:

for 2007: $10,266/$22,325=0.46= 46%

for 2006: $5,739/$19,310=0.30=30%

for 2005: $15,354/$29,585=0.52=52%

Chapter 4 (9 marks)
4.1 From the income statement, what is the company’s earnings per share for the last three years?

(for 2008): $0.43
(for 2007): $0.67
(for 2006): $0.60
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4.2 Ratio analysis:

a. What does the net profit margin measure in general? 

The Net profit margin measures how much profit is earned for every $1 a company generates in revenue over a period of time. A rising ratio indicates that sales and expenses were managed efficiently (Libby 182). 

Formula :

Net Profit Margin = Net Income / Net Sales

b. What does the return on equity measure in general?.

ROE indicates how much assets are created for each dollar that was originally invested (Libby 183). 
Formula:

ROE = Net Income / Average Shareholders’ Equity

c. Compute these ratios for the last three years.

Net Profit Margin:







ROE:


(for 2007): 3.43%






(for 2007): 11.73%


(for 2006): 5.56%






(for 2006): 16.84%


(for 2005): 5.20%






(for 2005): 14.28%
Calculation:
	In thousands of dollars
	2007
	2006
	2005
	2004

	Net earnings (Net income)
	4636
	7266
	6524
	-

	Net Sales
	135134
	130622
	125411
	-

	Shareholder's Equity
	41023
	38008
	48283
	43058

	 
	 
	 
	 
	 

	
	
	
	
	

	Net profit margin ratio
	3.43%
	5.56%
	5.20%
	 

	Return on equity ratio
	11.73%
	16.84%
	14.28%
	 


Page 13,14 from 2007 Annual Report. Page 14,15 from 2008 Annual Report. Page 15 from 2006 report.
d. Did the company's profitability improve or deteriorate during the past three years? (You may refer to the Management Discussion and Analysis section of the annual report to learn about the company’s stated reasons for any change over time.)

By simply looking at the profit margin and return on equity ratios, from the past 3 years the company’s profitability decreased. Both ratios increased in 2006 from 2005, but suffered a loss in 2007.  If looking at sales, the company went from $ 130,622,000 (in 2006) to $135,134,000(in 2007). 

The company noted that in 2007, the fluctuating foreign currency, mainly the U.S dollar, were an added expenses from past years. Plus, at December 31, 2007, the company recorded a loss of 0.5 million dollars due to the fluctuating currency. They have also stated that labor disruption (strike) have decreased net earnings in 2007.











(p.15,26,27)

4.3
List the accounts and amounts of accrued expenses payable on the most recent balance sheet. (You may find the detail in the notes to the statements.) What is the ratio of the total accrued expenses payable to total liabilities?

The company lists their accounts payable and accrued liabilities into the same account.  However, in the income tax note, they have listed $ 711,000 as accrued liabilities.

Calculation:

The ratio over total liabilities= 711/15861





    = 4.48%












(p.22)

Chapter 5 (9 marks)
(every information from this chapter comes from p.16 unless marked as otherwise)
5.1 Which of the two basic reporting approaches for cash flows from operating activities did the company adopt?


 We can notice that the indirect method is used for this specific cash flow from operating. Indeed, the statement starts with the accrual net income. 

5.2 What is the quality of income ratio for the most current year? What are the major causes of differences between net income and cash flow from operations?


The Quality of income is calculated by dividing the cash flow from operating activites by the net income. For the year 2007, the ratio is of 2.21

Calculation:


($10,266/ $4,636) = 2.2144

In our case, the cause of the difference is mostly because of the amortization.

5.3 What is the capital acquisitions ratio for the three-year period in total? How is the company financing its capital expenditures?


Formula:


Capital acquisitions ratio = cash flow from operating activities / cash paid for PPE

For 2007 : 1.3952
For 2006: 0.8644
For 2005: 5.9388

Calculation:

2007: $10,266 / $7.358 = 1.3952

2006: $5,739 / $6,639 = 0.8644

2005: $14,354 / $2,417= 5.9388

With our result we can see that the company is financing its capital expenditures with the acquisition and payment of PPE which is considered as an investment that will last years.

5.4 What portion of the current year’s cash flow from operations is being paid to shareholders in the form of dividends?

The payment of dividends is included in the cash outflows of the financing activities. From the cash flow statement we can clearly bring the sum to $1,621. This represents about 88% of all financing activities. It also represents almost 16% of the total of the operation activities.

Calculation:

($1,621 / $1,852)x 100 = 87.53%

($1,621 / $10,266) x 100= 15.79%

5.5 How much cash did the company pay for interest during the year? 

The company paid $148 for the year 2007. 




(p.24)

How much cash did it pay for income taxes?

The company paid  $3,503 for the year 2007 




(p.24)

 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.) 

Those amounts were found in a note related to the cash flow statement. Specifically, our financial report was accompanied by various notes and comments and the 12th one refered to th supplemental cash flow information. 

For the interest amount and the income taxes both were filed under a sub-category called “cash paid during the year for”.
Chapter 6 (9 marks)
6.1 What formats are used to present the

a. Balance sheets? Comparative balance sheets
b. Income statements? Indirect format
6.2
Find a footnote for each of the following and describe its contents in brief:

a. An accounting rule applied in the company’s statements.

“Sales are recognized upon the transfer of risk and title to finished goods to customers, which typically occurs upon shipment and when collectibility of proceeds is reasonably assured. The Company deducts from gross sales all payments to customers related to pricing discounts, returns and allowances, certain sales and marketing discounts, promotion funds, co-operative advertising, coupons and product listing fees”

b. Additional detail about a reported financial statement number.

“The Company maintains a $15.0 million standby operating line of credit with a Canadian bank, which bears interest at the bank’s prime lending rate (December 31, 2007 – 6.0%). This facility is secured by a general assignment of accounts receivable, inventories and demand debentures creating a fixed and floating charge over all Company assets. At December 31, 2007 and 2006, no balances were outstanding under this operating line of credit.”

c. Relevant information but without numbers reported in the financial statements.

“The Company is subject to regulations that require the handling and disposal of asbestos that is contained in a certain property in a special manner if the property undergoes major renovations or demolition. Otherwise, the Company is not required to remove the asbestos from the property. The Company has determined that there is an indeterminate settlement date for this asset retirement obligation because the range of time over which the Company may settle the obligation cannot be estimated. Therefore, the Company cannot reasonably estimate the fair value of the liability. The Company will recognize a liability in the period in which sufficient information is available to reasonably estimate its fair value.”

6.3 Using electronic sources, find one article reporting the company’s annual earnings announcement. When is it dated and how does that date compare to the balance sheet date? Why is there a time lag between the balance sheet date and the date of announcement of the company’s annual earnings? 

Canada Newswire, date of the press release: February 28, 2008 

Date of the company’s annual earnings announcements: December 31, 2008.

We notice that there is a two month period between the annual earnings announcements and the press release. This is because the company’s financial statements need to be approved before letting them out for the press.

Chapter 7 (7 marks)
7.1 If your company lists receivables on its balance sheet, what percentage is this asset of total assets for each of the last three years? If your company does not list receivables, discuss why this is so.

(for 2007): 12.99%
(for 2006): 21.32%
(for 2005): 17.39%
Formula:

% of Total Asset = Account Receivable / Total Assets

Calculation:

2007: 7392/56884= 0.1299= 12.99%

2006: 12676/59447= 0.2132= 21.32%

2005: 11868/68253= 0.1739= 17.39%

7.2 Ratio analysis:

a. What do the accounts receivable turnover ratio and the average collection period measure in general?

The receivables turnover ratio shows how many times the average trade receivables were recorded and collected during the period. The higher the ratio, the faster the collection of receivables (Libby 359).

Formula : 

Accounts receibale turnover ratio = Net Credit Sales/ Avg Net Trade AR

The average collection period measures the average period of days to collect the receivables.
Formula: (in days)

Average Collection Period : Avg Net Trade AR/ (Credit Sales/365)

b. If your company lists receivables, compute the accounts receivable turnover ratio for the last three years.

Since Sun-Rype does not reflect its credit sales, the accounts receivables turnover ratio will be expressed by: Net sales/Average Net Trade Accounts receivables

	In thousands of dollars
	2007
	2006
	2005
	2004

	Accounts Receivables
	7392
	12676
	11868
	12194

	Net Sales
	135134
	130622
	125411
	-

	A/R turn over ratio
	13.47
	10.64
	10.42
	 


As we can see the ratio has been increasing from the past 3 years. This can implies that the company has taken more strict measures to collect money from its customers. The company can also be less dependent on its credit sales. Net sales are increasing at a faster pace than accounts receivables.

(p.14)

c. What do your results suggest about the company?

As we can see the ratio has been increasing from the past 3 years. This can implies that the company has taken more strict measures to collect money from its customers. The company can also be less dependent on its credit sales. Net sales are increasing at a faster pace than accounts receivables.

(p.14)
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7.3 If your company lists receivables, determine what additional disclosure is available concerning the allowance for doubtful accounts. If the necessary information is provided, what is bad debt expense as a percentage of sales for the last three years? If the necessary information is not provided, why might this be so?

Sun-Rype does not give additional information concerning the allowance for doubtful accounts. The main reason is because the company’s customers consist mainly of grocery stores, mass merchandisers and club stores. The company also has a small number of customers. The Company’s ten largest customers comprise 86% of net sales. Therefore one can assume that they don’t have any significant problems relating doubtful accounts.

7.4 What is the effect of the change in accounts receivable on cash flows from operations for the most recent year (that is, did the change increase or decrease operating cash flows)? Explain your answer.

In 2006, the company had $12,676,000 in accounts receivables. The following year it had $ 7,392,000 in accounts receivables. This means that the company collected $ 5,284,000 in year 2007. This would be expressed by an increase in cash for the company. In note 12 on page 26 of the financial statements report, we can see the addition of $ 5,284,000 in their cash flow statement
(p.26)

