A. News and Information Publishing

We grappled with an appropriate comparison company – we think that Gannett (publishers of the USA Today, etc.) is a good comparison (The business description: Diversified news and information company that publishes newspapers, operates broadcasting stations and cable television systems, and is engaged in marketing, commercial printing, a newswire service, data services and news programming.)  We figured that they would have a lot of intangible assets (goodwill), and also PP&E for the printing necessities.  After goodwill & fixed assets, receivables was the next biggest portion of assets.

	Category
	“A”
	Gannett

	Goodwill
	49.0
	67.3

	PP&E
	19.7
	19.0

	Receivables
	15.1
	7.2

	Cash
	0.5%
	.01%


B. Electric & Gas Utility

The hallmarks of a utility were present:  indications of heavier than average debt (stable cash flows allow utilities to easy lever up to service debt), extremely high dividend payout ratio and large percentage of assets dedicated to PP&E. 

	Category
	“B”

	Total Debt/Equity
	1.5

	LTD/capitalization
	0.4

	LTD & capital leases
	29.1

	Dividends/net income
	68.2%

	Net PP&E
	66.7


C. Employment services & Temporary Help (Temp Agency)

A temp agency has no inventory (since its inventory is human capital), and carries a good deal of current assets (cash and accounts receivable from corporate accounts who pay the agency directly; the agency then pays its temp workers), as well as a larger than average accounts payable & accruals (money owed to workers). 

	Category
	“C”
	Manpower Inc

	Current ratio
	1.6
	1.57

	Quick ratio
	1.6
	1.57

	Inventories
	NA
	NA

	Cash
	9.4%
	7.5%

	Receivables
	68.8%
	87.38%

	Payables & accruals
	46.9%
	95.67%


D.  Laundry & Consumer Products Company

What stuck out at us here is the outlier goodwill percentage (E also has a high one, but no inventory so it cannot be a packaged goods company).  The goodwill here is most likely the value captured in the portfolio of brands offered by this company.  Also, we assume that like a P&G or Unilever, the gross margins should be high, but net profit margins much lower due to tremendous advertising & marketing expense needed to push & pull the products through the channels of distribution.  Fairly high dividends since many of the products are likely “cash cows” and are generating tremendous cash flow (Tide, Ivory Soap, e.g.).

	Category
	“C”
	P&G

	Goodwill
	41.0
	25.7

	Gross profit margin
	55.0%
	46.2%

	Net Profit Margin
	10.1%
	8.9%

	Dividends/net income
	50.9%
	47.3%


E. Airline

In considering the airline industry, we expected to find a large percentage of net property, plant & equipment or even large reliance on long-term assets.  Using American Airlines 1996 financials, we felt that there could possibly be significant assets in other assets and goodwill either to separate leases or possible acquisitions in reservation systems, regional airlines, etc.  The relative amount of shareholders’ equity also supports the selection of E as an airline.  

	Category
	“E”
	American Airlines

	Inventory turns
	NA
	NA

	Total long term assets
	85.7
	79.7

	Shareholders’ equity
	61.6
	44.3


F. Commercial Banking

The key indicator of a commercial bank is the huge working capital account (i.e., receivables and payables…in banking jargon…loans and deposits).  Comparing selection F with the 1996 financials of Bank One Corporation, we noticed the reliance on working capital as well as a lack of a relevant collection period statistic or inventory comparison.  PPE should also be relatively low (unless it’s Mark Twain Bancshares().

	Category
	“F”
	Bank One

	Current ratio
	1.0
	1.0

	Receivables
	71.2
	71.8

	Payables and accruals
	74.4
	84.9

	Avg. collection period
	NA
	NA

	Inventory turns
	NA
	NA

	Net PP&E
	1.7
	1.0


G. Advertising

An advertising agency should not have any inventory (it is a professional services firm).  Ad agencies also have a relatively high percentage of assets tied up in intangible assets and goodwill due to their creative ideas as well as the frequent acquisitions in this industry due to its excessive fragmentation.  Ad agencies should also have a huge percentage of their balance sheet tied up in working capital since they are providing services to various clients as well as paying various sources (TV, local newspapers, creative supply stores, crappy tie places).  It is not a capital-intensive business so we would not expect to see a huge reliance on PP&E.  We have used the 1999 financials of Snyder Communications, an ad agency since acquired by Vivendi’s Havas Advertising to corroborate our findings. 

	Category
	“G”
	Snyder

	Inventory turns
	NA
	NA

	Net PP&E
	6.6
	10.8

	Current ratio
	1.1
	1.1

	Intangible assets & goodwill
	23.6
	43.6


H.  Aluminum/packaging manufacturing

Aluminum packaging (i.e., cans) should have low profitability because the industry has tight margins (i.e., customers can integrate if it is not cost effective).  It should also be a capital-intensive industry (e.g., factories, raw materials) so Net PP&E should be relatively high.  The inventory turns should also be similar because the plants should be operating at similar utilization rates and the demand for the product should be relatively constant (because it is primarily used for mainstream foods and beverages which are not cyclical or seasonal).  We decided to use the 1996 Alcoa financials to compare with the case.

	Category
	“H”
	Alcoa

	Inventory turns
	6.5
	6.9

	Sales/assets
	0.9
	1.0

	Gross profit margin
	20.4
	23.7

	Net PP&E
	41.7
	52.6

	Total liabilities
	66.2
	66.8


I:  Software Development
Given the massive gross margins (software has low marginal costs, and is highly profitable) and high net margins, as well as the very high current and quick ratios (lots of cash and very liquid company), and the 0% dividend (because it is a growth company, not flat stable cash flows) we feel confident here.  

	Category
	“I”

	Current Ratio
	4.2

	Quick Ratio
	4.1

	Inventory Turns
	9.2

	D/E
	.3

	Sales/Assets
	.8

	Gross Profit Margin
	85.7

	Net Profit Margin
	24.5

	Dividend/net income
	0.0

	Cash and Investments
	65.9

	Receivables
	8.1

	Inventories
	1.2

	PP&E
	16.5

	Payables
	9.6

	LTD
	0.0


J:  We think this one is a food retailer.  This would be the only industry that does cash transactions, hence has zero collection period and essentially no receivables.  The high inventory turns of 13.4 suggests a distributor, wholesaler, or retailer.  We also think the moderate dividend/net income reflects a growing business that still has stable cash and can pay out a portion of earnings.   Lastly, the high PP&E reflects their large investment in retail locations.

	Category
	     “J”

	Avg. Collection Per.
	NA

	Gross Profit Margin
	24.0%

	Net Profit Margin
	2.7%

	Dividends/Income
	25.2%

	Inventory Turns
	13.4

	PP&E
	65.9%


K:  Wholesaler of computer products (#15).  The main drivers of this decision are that it has the lowest gross margins (high COGS since it is just marking up someone else’s product) and the highest inventory of all comparables.  Additionally, this one has low PP&E, since it only has warehouse facilities, and it has high receivables on what it sells.  Its long avg. collection period would also indicate that it also is selling to large buyers that have power over terms.  We also thought this one could have been “C” with the exception that C has no inventory turns, which rules out a wholesaler.  

	Category
	     “K”

	Avg. Collection Per.
	58

	Inventory Turns
	5.5

	Gross Profit Margin
	17.4%

	Net Profit Margin
	3.4%

	Receivables
	34.8%

	Inventories
	38.5%

	Payables
	28.5%


L:  We chose “L” to be the tools and controls manufacturer.  This was because it was the only one left after we did all of the rest… just kidding (sort of).  The thing that gave this one away was the very high PP&E, of 85.4%.  The low sales to total assets also indicated a manufacturing or asset intensive business.  Lastly, the moderately solid gross margin (41.1%) indicated a company making something, not simply wholesaling or retailing.  To be honest, however, the low collection period is confusing, as is the very high inventory turns.  What we thought was that this could be a “job shop” with lots of fixed equipment.  The company doesn’t need to hold any inventory other than current WIP, and receivables are low because customers mostly pre-pay or pay quickly.

	Category
	     “L”

	Avg. Collection Per.
	10.1

	Inventory Turns
	14.8

	Sales/Total Assets
	.9

	Gross Profit Margin
	41.1%

	Net Profit Margin
	6.4%

	Receivables
	2.4%

	Inventories
	1.3%

	PP&E
	85.4%


M:  Hotel Supplier
This one is kind of a mystery to us but we suspect it’s the hotel supplier even though the industry is quite narrowly defined. We expect to see significant inventories, receivables, and payables in this industry and a gap between the current and quick ratio indicating the presence of large inventories. Also, we believe they would have low margins and a high average collection period given the significant influence of their large buyers. Finally, we rationalized the PP&E figure by saying that they had large warehouses and trucks for their distribution system. I found a company called Guest Supply that makes the hotel goodies we’ve all come to know and steal. It’s a subsidiary of SYSCO and the comparisons are as follows:

	Category
	“M”
	Guest Supply

	Current ratio
	1.8
	2.0

	Quick ratio
	1.0
	1.1

	Avg. collection period
	65.6
	Not Avail.

	Gross profit margin
	23.4%
	20.9%

	Net profit margin
	3.2%
	2.8%

	Receivables
	30.0%
	31.9%

	Inventories
	29.6%
	29.4%

	PP&E
	29.8%
	19.5%

	Payables
	32.7%
	32.0%

	Dividends/net income
	0%
	0%


N:  Pharmaceuticals

This one looks to us like it’s the pharmaceutical manufacturer and we checked the numbers against Pfizer to see if they made sense and they did. We felt that the keys to this industry were both high gross and net profit margins, significant dividend payout, compression amongst the different assets, and a fair amount of other assets (patents) and goodwill associated with industry consolidation. Some comparisons between “N” and Pfizer include:

	Category
	“N”
	Pfizer

	Current Ratio
	1.5
	1.4

	Quick Ratio
	1.2
	1.0

	Inventory Turns
	4.2
	1.9

	D/E
	1.0
	1.1

	Sales/Assets
	0.7
	0.9

	Gross Profit Margin
	55.3%
	83.4%

	Net Profit Margin
	20.0%
	19.6%

	Dividend/net income
	46.2%
	38.7%

	Cash and Investments
	14.1%
	20.4%

	Receivables
	13.5%
	16.3%

	Inventories
	10.9%
	8.1%

	PP&E
	24.1%
	29.9%

	Payables
	13.0%
	12.7%

	LTD
	5.8%
	3.4%


O:  Oil Production

This one looks a lot like B but after looking at Exxon’s income statement and balance sheet, we’ve gone with oil production. The immediate indicators to look for in this industry were a high dividend payout, relatively similar current and quick ratios due to the lack of significant inventories, net profit margins between 4-8% (historical averages), and a high PP&E. Some comparisons between “O” and Exxon include:

	Category
	     “O”
	 Exxon

	Gross Profit Margin
	25.1%
	42.5%

	Net Profit Margin
	5.3%
	6.9%

	D/E
	1.4
	1.27

	Inventory Turns
	16.8
	19.6

	Dividend/net income
	64%
	56%

	Cash and Investments
	4.1%
	3%

	Receivables
	11.7%
	13%

	Inventories
	4.7%
	5.8%

	PP&E
	63.2%
	66%

	Payables
	13.3%
	15%

	LTD
	13.2%
	8%


