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PREi'ACE

FINCAP analysis was developed under contract with Headquarters, Air Force

Systems Command (AFSC). The project was initiated by Major General

James W. Stansberry, Deputy Chief of Staff for Cortracts and Manufacturing, with

Colonel Merrill J. Waite as the initial project monitor. Over the period of this

study, several other AFSC staff who contributed as Project Monitors and Steering

Committee members were Mr. James T. Brannan, Mr. Joseph B. Anderson,

Colonel David J. Burke, and Major Francis E. Doherty.

The FINCAP Analysis was applied to the financial analysis of offers on the

AMRAAM program at Eglin AFB, Florida. and was found to be a useful and

effective methodology. This application was facilitated by the interest and

cooperation of Colonel Waite, who is now Deputy Commander for Contracts and

Manufacturing, Armament Development and Test Center. Captain

George H. Davidson, Headquarters AFSC, participated actively in the AMRAAM

applications and commented extensively on early drafts of this manual.

Our thanks go to these and many other AFSC personnel who have contributed

to tile development of this manual.
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1. INTRODUCTION

FINCAP Analysis Ls a method for evaluating the financial capability of major

Air Force contractors. It has been specifically designed for use by Air Force

Systems Command (AFSC) contracting personnel, some of whom may have only

limited financial analysis background.

The product of FINCAP Analysis is a comprehensive evaluation of a

contractor's present and expected future financial condition, including its

capability to perform a new contract. Results are presented in a written report or

a briefing, based on specified formats.

This manual explains the FINCAP Analysis method and provides step-by-step

Linstructions for its use. A brief description of FINCAP Analysis is given below,

followed by an overview of the manual's contents.

1.1 DESCRIPTION OF FINCAP ANALYSIS

FINCAP Analysis is a unified method for evaluating contractor financial

capability. It includes instructions and helpful materials for:

- selecting information sources

- identifying relevant data elements

- using modern techniques cn significant areas of analysis

- evaluating results

- generating useful produ 2ts

-1-
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The structure of FINCAP Analysis for each of these activities is shown in

Figure 1.1. This exhibit indicates:

- the various information sources used

- the categories of information involved

- the areas of analysis covered

- the logical and physical products generated

It also shows that FINCAP Analysis provides:

- information source lists and data needs

- data collection forms and lists of essential data

- step-by-step instructions for analysis

- comprehensive analysis

- detailed outlines and formats for reports

Thus, FINCAP Analysis is a complete method for performing and presenting

contractor financial capability analysis.

1.2 ORGANIZATION OF THIS MANUAL

This manual is organized to lead the analyst through the steps of a

comprehensive FINCAP Analysis. It consists of the following sections, exhibits,

and appendices.

Section

2. Collecting Information - catalog of useful data sources with the

important items highlighted

3. Performing the Analyris - detailed steps of the FINCAP Analysis;

includes for each :tep: 1) the data required, 2) the methods applied, and

3) the use of the results

4. Preparing the Report and Briefing - instructions for presenting

FINCAP results; includes reporting objectives, guidelines for financial

[ reports, and comments on using each of the formats.

1-2
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Exhibit

A. FINCAP Evaluation Checklist - a tool to indicate the strengths and

weaknesses of the company; to be completed for each company during

the analysis and before the report is written

B. Checklist for Report Preparation - a list of the report paragraphs and

associated tables to prepare; to be used to record progress and

comments

C. Report Format - a paragraph-by-paragraph description of whet should

be in the FINCAP Analysis report

D. Report Tables - formats for the tables to include in each FINCAP

report; to be used both in the analysis phase and in the report; may be

used for briefing a single company

E. Briefing Format - briefing chart formats for use in presenting the

capabilities of several offerors on a major new program

F. Information Requirements for the RFP - a list, suggested for inclusion

in a RFP, of the additional data needed from contractors for complete

utilization of the FINCAP Analysis method

U Suggested Questions for Contractor's Bank - an interview guide for

inquiriag about a contractcr's credit and standing with commercial banks

in unusual circumstances, to be used for each interview and adapted as

appropriate

H. Program Information Worksheet - an interview guide for recording

information from DoD program offices on program status and contractor

problems

1-4
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Appendix

I. Financial Analysis in the Air Force - an unofficial discussion of the use

of contractor financial analysis in Air Force ativities; includes references to

official documents

H. Basics of Financial Analysis - an introduction to financial analysis, with

definitions of ratios used in the FINCAP Analysis and a list of additional

references

LII. Using the INDUSTRY Program - a guide to the INDUSTRY Program,

which is used to compare a group of companies within an industry

IV. Sample FINANDAS Reports - a complete set of financial statements

generated by the FINANDAS program

1-5
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2. COLLECTING INFORMATION

Before a financial analysis of a contractor can be performed, financial and

operating information about the company has to be collected. This section

catalogues the informatiorn sources available to the FINCAP analyst:

- public documents

- financial publications

- industry publications

- DoD sources

- computer data banks

- contractor proposals

-contractor's bank

2.1 PUBLIC DOCUMENTS

Publicly owned corporations are required to file financial reports periodically

with the Securities and Exchange Commission (SEC). The SEC reports most

important to the FINCAP Analysis are the:

- Form 10-K annual report

- Form 10-Q quarterly reports

- Form 8-K special reports

The 10-K report is the most comprehensive source of information about a

company's financial cor.dition and operations. It provides the following

information:

- company background

- historical financial statistics

- CPA audit report

- lists of programs

S2-1
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-data on lines of business and customers

-data on facilities and labor resources

-description of the organizational structure

-review of operations and recent changes

-discussion of pending legal disputes

The 10-K report is usually available three or four months after the end of the

company's fiscal year. For most companies, whose fiscal year corresponds to the

calendar year, the 10-K reports are available ;.n March or April. A late report

frequently indicates a financial problem. The analyst should obtain at least the

last two 10-K reports.

The latest 10-Q report should also be obtained to update key information for

the current year and to identify recent evenis. Of special importance to the

FINCAP Analysis are year-to-date sales, costs, and income, as well as current

balance sheet data.

The 8-K reports provide corrections to earlier 10-K and 10-Q reports and/or

new information which may materially affect the company.

All of these reports can be obtained directly from the companies or through

the SEC Pu'lications contractor (in hard copy or microfiche): Disclosure, Inc.,

4827 Rugby Avenue, Washington, D. C. 20014; 301/951-0106.

It may be possible to obtain SEC reports from the contractors on a regular

basis; however, any requests for the same data from 10 or more companies a year

should be cleared through the Office of Management and 13.udget under the Federal

Reports Act.1 The 10-K and 10-Q reports are included in the list of information

'Consult your legal staff for information on the Act and implementing
regulations.

2-2
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requirements for the RFP (Exhibit F). If a 10-K or corporate annual report is not

available, Standard & Poor's or Moody's (see 2.2.2-2.2.4) will provide some basic,

but limited information for a FINCAP Analysis.

2.2 FINANCIAL PUBLICATIONS

The list of publications in this section is provided for the user's aid in

selecting useful sources. No endorsement of these publications is implied.

2.2.1 Value Line

Value Line is an investment advisory publication issued in three

parts. Part 3, "Ratings and Reports," offers a one-page summary of a company's

financial situation. Financial data include historical sales, depreciation, net

income, working capital, long-term debt, and net worth. Other useful data

included in the Value Line report are a description of the company's business, sales

by product line, importance of government sales, and the address of the corporate

offices. An evaluation of the company's near-term outlook is also provided.

Projections of financial data are made for the current year, the next year, and

three to five future years.

An importa it feature of Value Line in terms of the FINCAP

Analysis is its ratings of a company from the financial community perspective.

Four overall ratings are given in the lower right-hand box: company's financial

strength, stocks price stability, stuck price growth persistence, and earnings

predictability. These four ratings can be compared among the 1630 companies

which Value Line monitors. A company'3 financial strength rating can be used in

Table 9 of the FINCAP report (major subcontractors).

Value Line groups its 1630 companies into 90 industry classifications

and also provides a brief discussion of the near-term outlook for each industry.

2-3



Val--, Line is published by Arnold Bernhard &Co., Inc., 5 E. 44th

Street, New York, New York 10017 and is available ira many public libraries. A

subscription costs approximately $300 per year.

2.2.2 Standard and Poor's Stock Report

Standard and Poor's corporation issues Stock Reports on companies

traded on the New York and American Stock Exchanges. It is a subscription

advisory service and many public libraries regularly obtain it. Typical information

in a stock report includes sales data, new corporate developments, sales end

earnings prospects for the next year, backlog, long-term prospects, and historical

income and balance sheet data. '

2.2.3 Moody's Industrial Manual

Moody's Industrial Manual is an annual publication of the Moody's

Investor's Service, Inc., 99 Church Street, New York, New York 10007. It contains

information on publicly held corporations in the United States, including summaries

of company background and financial statistics.

2.2.4 Moody's Bond Record

Moody's Bond Record is another publication of the Moody's Investor's

Service. It rates the safety of a company's bonded debt, using a nine-point rating

scale. The highest rating is Aaa, and C is thle lowest. The rating reflects Moody's

opinion of the security of the bond's principal and interest based upon the type of

bond and the company's present and expected financial position. If a company has

low-rated bonds, it will have difficulty in placing new debt. Thus, the Moody's

borý rating can be used in the FINCAP Analysis to determine the financial

community's view of new financing for a company.

2-4
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2.2.5 Almanac of Business and Industrial Financial Ratios

The Almanac of Business and Industrial Financial Ratios provides

composite data on certain financial ratios and business performance factors by

industry and by asset size of the firms within an industry. Th1ose data are a useful,

but supplementary, source of comparative ratios by industry group and size. This

document is published by Prentice Hall, Inc., Englewood Cliffs, New Jersey.

2.2.6 Annual Statement Studies

Robert Morris Associates publishes Annual Statement Studies, which

is another source of data for comparative ratio analysis. Composite ratios are

included by industry and by asset size of the firm within each industry. Asset size

ranges from under $250,000 to $10 million - $50 million. Consequently, this

source is useful when applying FINCAP Analysis to smaller companies. This

document can be obtained for approximately $20 from: Robert Morris Associates,

Credit Division, 1430 Philadelphia National Bank Building, Philare'elphia, Pa. 19107.

r2.2.7 Other Financial Sources

Wall Street Transcripts contains published accounts of formal

presentations by corporate executives to security analysts. Usually, the current

financial status of the company is discussed, as well as major future activities

(R&D, new products or ventures, and external financing plans). The analyst will

find this a useful source of information on a. conti-actor's sales prospects or debt

financing plans.

The Wall Street Journal publishes a monthly and yearly index. It

lists news items that have appeared in the paper alphabetically by topic and by

company. The analyst can use this index to locate any major stories about a

particular company which appeared in the Journal.

2-5
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Dun & Bradstreet, Inc. provides financial data on a wide variety

of companies in several formats. Their reports may be the only source for data on

many smal1er and privately owned companies. They have offices in many major

cities.

2.3 INDUSTRY PUBLICATIONS

2.3.1. Standard and Poor's Industry Surveys

Standard and Poor's Industry Surveys provides a detailed

examination of economic trends and ou..ook for a number of industries. These

surveys are a basic source of market information for the FINCAP Analysis.

Individual industry surveys (e.g., aerospace) are published once a year, with

periodic updates contained in a "current analysis" of that industry. Topics covered

for the aerospace industry include industry backlog, industry sales by customer,

majcr military programs by contractor (including total estimated cost of a program

and the current and one-year projected fiscal year defense funding), foreign

military sales prospects, major subcontractors in the aerospace industry and their

outlook, certain financial ratios of different aerospace companies, and a

comparative company analysis for such measures as capital expenditures as a

percent of gross plant, sales, profit margins, and net income as a percent of sales.

Standard and Poor's Industry Surveys are available at many public

libraries, or can be ordered from Standard and Poor's Corporation, 345 Hudson

Street, New York, New York 10014 at an annual cost of approximately $500 for all

the industries covered, or $60 per industry.

2.3.2 AIA's Aerospace Facts and Figures

Each year, the Aerospace Industries Association of America, Inc.

compiles Aerospace Facts and Figures, a book of aerospace industry statistics. It

contains a survey of the aerospace industry for the year and covers such topics as

2-6
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industry sales of a'%,craft, missiles, and spacecraft, new defense and commercial

prograins, industry research and development expendit,06ures, aerospace foreign

trade, employment trends in the industry, and aerospace industry finances.

Composite industry data include an income statement, baiance sheet, and

expenditures for plant and equipment. rhis source can be very helpful to the

FINCAP analyst In evaluating" the current aerospace !ndustry environment and its

future prospects.
Aerosp-,Ce Facts and _fi is available for approximately $6 from:

Aviation Week and Space Technology, 1221 Avenue of the Amoriias, New York,

N.Y•t. 10 0 20. I:.

2.3.3 Financial Analyst Handbook

The Fi:nancial Analyst Handbook, published by Dow Jones-Irwin,
Homewood, Illinois, contains a survey of several major industries. Chapter 4 deals •

with "Aerospace." Unlike the AIA's Aerospace Facts and Figures, which gives

industry composite figures, the Financial Analyst Handbook's chapter on the

aerospace industry provides narrative only.

2.3.4 Other Industry Publications

Aviation Week and Space Technology magazine will keep the analyst

up-to-date on current developments in the aerospace industry. Issues typically

cover new programs and products, the status of existing programs and products,

and competitive pressures on the industry. See above for the correct addre.ss.

Business Week magazine is another source of current business

information, which describes major business trends and events for the national

economy, major industries, and individual companies.

The Business Periodicials Index lists, by topic and by company, books

and published articles of interest to the bus.njss and financial ccmmunity. It too

can be a useful source of information about a particular company.

i ~2-7.1
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2.4 DoD SOURCES

Certa-a internal DoD data are important for evaluating the financial

capability of a contractor and are used in a FINCAP Analysis. Most of these data

pertain tU major programs.

2.4.1 System Program Office

Program offices are important sources of i.nformation abo:t the

status of the contractor's existing programs. The contractor's proposal shoulo list

key programs, division as well as corporate. if thts list is not available, the 10-K

or annual stockholder's report should be consulted.

The analyst snould contact the various program offices, usually the

Principal Contracting Officer (PCO), and record the information on the Program

Informa.tion Worksheet (Exhibit H1. The detailed funding information may have to

be obtaincd from the Financial Control section.

In asking for the funding schedule, the analyst should emphasize that

exact amounts are not required. However, the figures should pertain to a specific i

contractor and not to the program as a whole.

When the financial analysis is performed as part of the source

selection process for a new contract award, the program office involved can supply

the following key information:

- program description

-, type of contract

- delivery schedule (quantity and dollars over life of program)

- special contract provisions

- program status and problems

Thit information is used In evaluating the effect of the new award on a bidder's

future sales.

IA ,. , i.
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The program office is also responsible for performing a Production

Readiness Review (PRR) or a Manufacturing Management Production Capability

Review (MMPCR) prior tLo the award of major dollar value contracts. The

objective of these reviews is to evaluate the contractor's production capability and

estimate the amount of new plant and equipment that he must acquire. These

estimates would be useful in projecting financial requirements.

2.4.2 IR&D/B&P Worksheets

DPC 76-1 lists the contractors whose overhead rates and IR&D/B&P

cost ceilings (AFSC) are negotiated yearly. As part of the IR&D/B&P negotiation,

each contractor submits certain statistical data in the form of the IR&D/B&P

worksheet. The worksheets provide the following useful data for a FINCAP

Analysis:

- percentages of DoD business by type of contract

sales by government agency and by division

extent of subcontracting on DoD business

current-year estimates of the sales data

If the analysis is for a new award, these worksheets will be

submitted in response to the RFP list. If the analysis is not for an award, the

analyst may obtain these worksheets from Headquarters AFSC, Contract

Administration Division.

2.4.3 Other DoD Sources

The Corporate Administrative Contracting Officer (CACO) is an

alternative source of general program and contractor information. The CACO

usually knows other DoD organizations doing business with the contractor.

The contract administration plant office (AFPRO, DCAS, NAVPRO,

Army Plant Office) is another source of detailed Information on existing contracts

and contractor operations at that division.

2-9



The Air Force Contract Management Division (AFCMD) maintains
information on programs and staffing at various contractor divisions in a notebook

file called the "Red Book." Finally, the Subcontract Management Directorate at

AFCMD maintains a data base on major/critical subcontractors.

2.5 COMPUTER DATA BANKS

2.5.1 FINANDAS Data Bank

FINANDAS, an integral part of the FINCAP Analysis method, is a

timesharing computer system with two principal elements: (1) a five-year

historical data bank on selected companies, which is used to calculate trends and

financial ratios; and (2) the capability to project future financial statements and
2

ratios, given assumptions about key factors such as sales growth. FINANDAS

draws from the COMPUSTAT data bank provided by Standard and Poor's Compustat

Services, Inc. Its five years of historical data consist of the corporate balance

sheet, income statement, and working capital (cash flow) statement. These

financial statements, along with accompanying ratio reports are used in a FINCAP

Analysis.

The Copper Impact timesharing representative can supply

information about accessing FINANDAS. The FINANDAS manual contains

instructions in using the system through the GE timesharing network and lists the

contractors included in the data base. 3

2FINANDAS also has the capability to accept user-supplied historical
financial data on companies not a part of its data bank and to calculate trends and
financial ratios with these data.

3 The FINANDAS manual Is titled "Contractor Data Retrieval & Analysis
System, FINANDAS User's Manual," and is available through the Copper Impact
administrators.

2-10
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The principal advantage of the FINANDAS data bank is that it is a

quickly accessible source of substantial contractor financial data. When

performing a financial analysis of a company in the FINANDAS data bank, the

analyst should obtain all reports on that contractor provided by the ANALYZET

routine of FINANDAS. These include not only raw financial data but also the

calculated ratios and trends of key financial variables, many of which are used in

the FINCAP Analysis.

If the company is not in the FINANDAS data bank, most of the

relevant data can be obtained from past and present annual and/or 10-K reports.

The FINANDAS manual explains how to enter these data and contains a worksheet

for organizing th,.- information. Once the data have been entered, FINANDAS can

be used to calculate and print trends and ratios.

2.5.2 INDUSTRY Progam

The INDUSTRY Program is the GE timesharing computer program

for comparing companies in an industry and developing industry statistics. This is

the principal source for the industry medians used in the FINCAP Analysis. Some

data are already stored in the INDUSTRY data bank, but the user can enter new

companies or variables and develop new industry groupings.

See Appendix III for instructions on using the INDUSTRY Program.

Contact the Copper Impact representative for access to the program.

2.6 CONTRACTOR PROPOSALS

A limited amount of the information needed for a FINCAP Analysis is not

available from public or government sources. Contractors are requested to provide

only information not elsewhere available for all companies analyzed.

2-11
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For a new award, the Air Force can request that financial information be

supplied in the contractor's proposal, thus utilizing the leverage of the source

selection process. When financial analysis is done as part of the monitoring of an

existing contractor, it may be more difficult to gain the contractor's cooperation.

In the case of a special analysis, the severity of the circumstances should be used

to obtain the data from the contractor. t

2.6.1 RFP List

If the analysis is planned in advance, the data items in the

Information Requirements for the RFP list (Exhibit F) can be included in the RFP

for the program. Some items are included which may be available from other

sources for some companies. However, to provide uniform requirements for all

contractors, if an item is needed from one company, it should be required for all.

For example, 10-K reports are listed, but if one company is privately owned, it

should be required to provide equivalent reports. The same applies to IR&D/B&P

worksheets, which may be available for Air Force contractors but not for Army,

Navy, or DCAS contractors. The list of data items should be reviewed and those

not necessary or appropriate for the particular source s•Lection deleted.

2.6.2 Annual and Quarterly Reports

If the analysis is not for an award, much of the information required

for a FINCAP Analysis can be taken from the corporate annual and quarterly

stockholder's reports, which are slightly less detailed than the similar 10-K and

10-Q reports. These contractor financial reports may be obtained informally from

the local contractor office or formally by writing the Secretary or Treasurer of the

company. (See address in Value Line, Moody's, or Standard & Poor's.) However, the

formal requests may be subject to the Federal Reports Act.

2-12
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2.6.3 Contractor Interview

If severe problems are detected in the FINCAP Analysis, contractor

financial personniel should be interviewed to obtain additional information not

available publicly or to clarify the information already collected. There is no

established format for this interview, but the ana.yst should follow these

guidelines:

Complete the FINCAP Analysis before the interview.

Draw up a list of questions in advance, concentrating on the
problem areas, the contractor's awareness of them, and plans for
resolution.
In the interview, explain the problems as you see them, and give

the contractor sufficient time to respond.

Convey a positive attitude and an unbiased interest in the

company, but probe for the truth.

Respect company confidential m tters that are discussed with
you.

Write up notes immediately after the interview.

2.7 CONTRACTOR'S BANK

In analyzing privately owned companies or companies with financial

difficulties, the analyst should discuss the contractor's credit stkmnding with his

commercial bank. The RFP data list (Exhibit F) includes a reference to the bank

relationship and requests permission to contact the bank(s).

Exhibit G is a list of suggested questions tor the contractor's bank, which may

be reproduced as necessary. (Before using it extensively, con3ider the J

requirements of the Federal Reports Act.)

2-13
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3. PEFFORMING THE ANALYSIS

Section 3 describes the steps in performing a FINCAP Analysis of a major Air

Force contractor. Information from the sources discussed in Section 2 is subjected

to traditional methods of financial analysis to develop an understanding of the

contractor's past and p-esent condition. This knowledge is then used to project and

evaluate the contractor's future financial capability.

Evaluation of a contractor's financial capability requires knowledge of the

company from a broad perspective. In this sense, a thorough financial analysis is

much like a mosaic which is constructed piece by piece. This section explains how

to assemble the pieces, using the Report Tables (Exhibit D) and the FINCAP

Evaluation Checklist (Exhibit A).

3.1 FINCAP ANALYSIS PROCESS

The FINCAP Analysis process is charted in Figure 3.1. It begins with a

review of the data collected from the sources in Section 2 and ends with a review

of the FINCAP Evaluation Checklist. Each step is briefly defined below:

- Review data: Read all of the information collected to discover what the

company does and how it operates.

- Prepare historical tables: Complete Tables 2-9 and identify areas for

further research.

- Research unusual findings: Investigate any problems and information

gaps.

- Project statements with FINANDAS: Develop future expected and

worst-case assumptions and project financial statements with the

FINANDAS computer system.

3-1
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FIGURE 3.1

THE FINCAP ANALYSIS PROCESS

COLLECT INFORMATION

ANALYSIS PROCESS

REVIEW DATA

PREPARE HISTORICAL TABLES COMPLETE

RESEARCH UNUSUAL FINDINGS FINCAP

PROJECT STATEMENTS WITH FINANDAS EVALUATION

PREPARE PROJECTION TABLES CHECKLIST

DEVELOP CONCLUSIONS

WRITE ANLSSREPORT'

7PREPARE BRIEFING CHARTS
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-Prepare projection tables: CompleteTals115ndelutth

implications.

-Develop conclusions: Review each question in the FINCAP Evaluation

Checklist and draw conclusions about the financial capability of the

company. Complete Table 1.

Throughout the analysis, the FINCAP Evaluation Checklist is used to pinpoint

critical areas and record key information. Thus, it is shown in Figure 3.1 as

intersecting the analysis process at many steps.

3.2 REVIEW DATA

3.2.1 Purpose of Review

FThere are five objectives associated with the data review.

- Check for completeness of data.

- Locate information to be used later.

- Discover what the company does and how it operates.

- Identify potential problems.

- Determine intensity of analysis.

Before beginning the analysis, be sure the necessary information is

available. Familiarize yourself with the sources, making notes as needed. Read

the current annual report or 10-K to understand what the company does and how it

operates. To help identify potential problems which the analysis must address,

review the auditor's report and the footnotes to the statements carefully.

3.2.2 Intensity of Analysis

The intensity Af any financial analysis should be governed by the actual

or potential problems uncovered. A contractor with a stable sales base, no

pressures on income margins from uncertain costs, and no outstanding claims

requires a less detailed examination than one with volatile sales, uncertain costs,
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and large claims. The difference in intensity pertains to the breadth of public and

government sources contacted for information and the necessity of interviews with

the contractor or his bank.

3.3 PREPARE HISTORICAL TABLES

Historical Tables 2 through 9 summririzit. the data collected in Seetion 2. The

formats are designed for comprehensive!, bu~t concise, presentation of commonly

reported data. However, if it is necessary to present other pertinent information,

add extra captions and footnotes or develop new tables to reflect special

characteristics of the company. Reproduce a set of tables for use with each

company.

3.3.1 Proposed Award (Table 2)

Usually, the RFP provides sufficient detail on the proposed award to

F complete Table 2. Additional information is available from the program office. If

the analysis is for reasons other than an award, replace Table 2 with an appropriate

chart to identify the reason for the analysis..

3.3.2 Product Line Sales & Income and Division Sales (Table 3)

The product line information for Table 3 is available from (in order of

preference):

- 10-K report

- annual report

- Moody's or Standard &Poor's

Usually, no more than six product lines are significant. If a product line

contributes less than 10 percent of sales, it is not necessary to list it separately.
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The division sales data are taken from the conitractor's proposal

(Table 2, item 10); delete if not available. Insert the name of the performing

F divi3ion or subsidiary whenever "Division" appears.

* Data for saXes and income by product line are sometimes reported

before intercompany eliminaticns. These data are less preferred than data which

are net of eliminations, but they can be used. Simply add a line of business at the

bottom of the list titled "Intercompany Sales" and show the amounts as negatives.

Then the total of the product line sales will equal the net sales of the company.

Be sure to identify whether the income data are net income or

operating income.

Read and follow the analyst's notes. Mark them out to prevent their

being typed orn this and subsequent tables.

Complete questions 1-3 on the FINCAP Evaluation Checklist. For

question 1, refer to the contractor's proposal (item 0). For questions 2 and 3, refer

to Table 2 above.

3.3.3 History of Sales, Cost of Sales & Net Income (Table 4)

Information needed to complete Table 4 is taken from FINANDAS

F ~(Income Statement, P.3 and Relative Income Statement, P.8) or another annual

data source and converted to a graph. Projections for year L+1 (current year) are

based on year-to-date figures in the quarterly report submitted in the proposal

(item 1) or obtained from other sources.

The graph in Table 4 is prepared with the following steps:

1. The horizontal scale (bottom line) is labeled with the curren~t and

the last five years as shown on the completed graph. See the

sample in Figure 3.2.
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2. For the right-hand vertical scale, write the scale factor (millions,

thousands) in the parentheses below the label. Then assign the top

mark a round figure (usually a multiple of 1, 2, 2.5, 3, 4, 5 or 8)

greater than the largest annual sales. For example, if the largest

sales are $370 million, label the top $400. The base line should be

labeled $0, and every 10th mark should also be labeled.

3. For the left-hand vertical scale, insert the scale factor in the

parentheses and number the line at 1/10 or 1/20 the amount of the

right-hand scale.

4. Sales, Cost of Sales, and Net Income figures are then plotted for

each year. Connect the points as they are plotted to avoid

mistaking one account for another. If the lines cross in a confusing

manner, draw some lines dashed. Label each line on the right end.

Show projected current year (yr L+I) figures with a dotted line.

(See Figure 3.2.)

5. Record, next to each point on the graph, the percentages for

- Cost of Sales to Sales

- Net Income to Sales

Show no more than two significant digits for each percentage (see

Figure 3.2).

C•.•pleti3 lvaluation Checklist questions 4 and 5, using FINANDAS, p.3.

The ccst of sales should exclude depreciation, as done in FINAND AS. When

using other sources, make sure depreciation has been subtracted from the cost of
sales. If not shown on tle Income Statement, depreciation expense can frequently
be found in the Property Itohviule or footnote; less preferably, it can be taken from
the Statement of Changes in Financial Position (Working Capital/Cash
Flow/Sources and Application of Funds Statement).
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3.3.4 Dependence on DoD for Sales (Table 5)

Data for Table 5 are best taken from the supplementary tables in the

contractor's proposal (items 4, 5). A good alternative scurcE for sales data is the

IR&D/B&P worksheets (item 2.D). Some backlog figures are reported in other

anniual data sources.

To complete Table 5, first record the prior year (yr L) sales and backlog

figures. Then compute:

- the percentage of sales by category to total corporate or divisional

sales

- the percentage of each backlog amount to its related sales

- the percentage of divisional sales by category to the related

corporate sales.

Next, for each sales and backlog category, indicate the tirend according

to the following measures:

- UP: increases of more than 10 percent per year

- STABLE: increases of less than 10 percent per year

- DOWN: an overall decrease

Determine the appropriate descriptors by examination of the raw data and record

them on Table 5.

Finally, be sure to replace yr L with the date and add the

division/subsidiary name where "Division" occurs.

Complete question 6 of the Evaluation Checklist, using the contractor's

proposal (Table 1) or the 10-K/annual report.
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3.3.5 DoD Business (Table 6)

Information on major pi.+:arns is collected on the FINCAP Program

Information Worksheets, described in Section 2.4.1. Take the program names from
the proposal (item 3), or less preferably, from the 10-K or 1he annual reports.

Show the balance to complete in thousands or millions of dollars and include a scale

factor (M-Millions, K-Thousands).

DoD busin3ss by type of contract is reported in the IR&D/B&P

worksheets. Compute the percentages shown so that they total 100 percent of

corporate DoD sales.

Complete Evaluation Checklist questions 7 and 8 based on the Program

Information Worksheets.

3.3.6 HiE torical Financial Ratios (Table 7)

'elected financial ratios for the company and the industry are compiled

in this table. All of the year-end ratios are computed by FINANDAS (Annual AI

Ratics, p.6).

Quarterly ratios are computed from the most recent quarterly financial

statements submitted in the proposal (:tem 1). Use the formulas in the FINANDAS

User's Manual. Industry median ratios are calculated using the INDUSTRY

Program described in 2.5.2 and Appendix Ili. The points of concern on the table are

the same for all contractors.

Complete Evaluation Checklist questions 9-14 on the historical ratios.

3.3.7 Credit Standing

Review the credit standing of the contractor using:

- lines of credit open and used (proposed)

- off-balance sheet obligations (loan guarantees, etc - 10-K or annual

report)
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- independent ratings (Valucv Line, Moody's)

- bank reterences (if company is weak)

Complete Evaluation Checklist questions 15 and 16.

3.3.8 Salected Contractor Resources (Table 8)

Data items recorded here are selected from the proposal (Tables 1

and 2, items 4 and 5. The square feet of governmernkt plant is usually found in the

10-K of the annual report. Show plant area on a large scale, either thousands or

millions, and indicate the scale in the parentheses. Compute the percentage ratio

of subcontracts and purchased materials to sales based on amcunts provided in the

proposal (Tables l and 2; item 3).

Trends are defined as follows:

- UP: increases more than 10 percent per year

- STABLE: increases less than 10 percent per year

- DOWN: an overall decrease

Determine the appropriate descriptors based on inspection of the raw data and

insert them in Table 8.

3.3.9 Major Subcontractors (Table 9)

Major subcontractors are identified in the proposal (item 2.c). A

"major" subcontractor is defined as one subcontracting more than 5 percen:. of unit

(company or division) volume. Some companies may be major subcontractors to

both the company and division, while others are classified in only one category.

List those whlch are major subcontractors under the corporation heading and

indicate the dual status with a footnote.
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Financial strength ratings are available from several sources, including

the following (listed in order of desirability):

- Value Line

[ - Moody's Bond Record

- Dun and Bradstreet

Ratings from the above sources should be compared with direct

information from FINANDAS, annual reports, and other sources. Any significant

events or problems should be footnoted. Complete Evaluation Checklist

question 17.

3.4 RESEARCH UNUSUAL FINDINGS

After the historical data generally available have been analyzed, potentialI

problem areas should be investigated more thoroughly. Unusual findings which

require further research include the following:

-unfavorable ratios as compared with the industry

medians and points of concern

-unfavorable trends in sales and costs

-substantial claims and unsettled disputes

-unfavorable comments rendered by responsible parties

Each unusual fin~ding should be investigated by means of whatever data

sources are needed and feasible. Results of this investigation provide inputs for

the next step, financial statement projection.

At this time, complete Evaluation Checklist question 18 to summarize the

present condition of the company.
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f 3.5 PROJECT STATEMENTS

The technical aspects of preparing projections are described in the

FINANDAS Users Manual. Some general concepts are presented here, but

remember that each projection assumption is unique. It is your prerogative to

select the most appropriate forecasting assumption method for each company.

You should make explicit assumptions for each of the following accounts:

- Sales

- Cost of Sales

- Selling, General, and Administrative Expense

- Depreciation

- Interest

- InventoriesIi- Other Current Liabilities (Deferred Taxes)

- Capital Expenditures

If you agree with a FINANDAS default projection assumption, then the default

option is appropriate; otherwise, you must input the assumption. In preparing

assumptions, it is frequently useful to develop the sales projection, then run

projected statements using the default methods for all but sales. This provides a

baseline for evaluating changes in the projections for other accounts.

Summarize your assumption for the expected case on Table 10.

3.5.1 Sales

Sales volume is analyzed first and in great detail, because sales

determine the success of the company and drive the projection model. Too little

sales volume means that revenues are insufficient to cover overhead costs and

causc h'9rh .)urden rates on existing contracts. On the other hand, abnormally

large sales voluwne requires rapid expansion and disrupts the organization and flow

ofw rk.

3-12
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3.5.1.1lMarket Pr!21ectivII and Other Determinants

L Because the sales projection is critical to an accurate forecast of

future financial condition, you should consider in detail the factors influencing

sales. The usual determinants of aerospace company sales are:

-aerospace industry sales

- product line composition

- existing contract backlog

- domestic and FMS mix

- technological position

Aerospace industry sales are regularly discussed and projected in

Standard &Poor's Industry Surveys aaid AIA's Aerospace Facts and Figures. (See

discussion in 2.3.1 and 2.3.2.) Occasional reports are made in the other industry

publications described in Section 2.3.4.

Then consider the past sales trend and sales variability.

Diversification tends to dampen sales variations, while concentration passes the

full impact of one market through to the firm. Is the company subject to cyclical

swings in aerospace or another industry? Compare the comnpany sales to the total

aerospace sales reported in Standard & Poor's Industry Surveys. You may either

compare trend rates or calculate percent of total market by year.

The product lines of most contractors are diversified. Product

lines and markets were discussed in Sections 3.3.2, 3.3.4, and 5.3.5. Now, you

should investigate market trends for each major product line. Information. from the

Industry Surveys and other publications (see Sections 2.3.1 and 2.3.4) should be

reviewed for all product lines. Other good sources of information Rre the 10-K or

annual reports.
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Complete Evaluation Checklist question 19 concerning the

outlook for the major markets.

Existing contract backlog for DoD programs is projected on the

Program Information Worksheet (see Section 2.4.1. and Exhibit H). The program

projections are arranged and totaled by year to develop a forecast of DoD business

from existing contracts. This approach is most effective when the company is

performing a large volume of development and production work for DoD. If the

backlog is insignificant, then this analysis is unnecessary.

Domestic and FMS sales mix were developed in Table 5.

Historical factors contributing to this mix should 1e assessed in the light of future

expected conditions. Product obsolescence, political conditions, and DoD policy

are a few of the factors affecting future sales mix.

The technological position of the company refers to the general

area of research (electronics, missiles, airframe, etc.) and its relationship to

market demand. For example, companies with high technology in electronics have

been well positioned for the expanding electronic countermeasures market.

Companies with research capability in the emerging markets are nai a good

tL--hnological position.

3.5.1.2 Expected Sales Projection

Contractors project Sales (or the cost base) in the IR&D/D&P

woi-ksheei.,,ý.,- 'Zection 2.4.2). Company projections are often useful because of

the internal inWortnation and analysis used in their preparation. Past projections

can be validated by comparing earlier worksheet projections with actual figures.

Then your projections can be compared with the worksheet projections. (If the

worksheets show the cost base. create an index for comparison). Look for

variances and explain why the projections are not the same.
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Next, apply the background information to sales trends (see

FINANDAS projection assumptions for Net Sales, p.13), product development, and

known "special situations." Except in cases where existing backlogs largely

determine future sales, estimation of future sales should be based on the following

reasoning:

1. Past product lines, government contracts, and commercial

sales have resulted in X% growtn per year.

2. The company plans to produce products X, Y, and Z.

3. The government and commercial markets for products X,

Y, and Z are growing at rates A, B, and C.

4. Therefore, the company's sales growth is projected at a

rate of X% per year, or as $X, $Y, etc.

3.5.2 Cost of Sales

The next step is to analyze the historical cost of sales levels and ratios

and project the future ratio to sales or dollar amounts. Pay particular attention to

those factors which affect the relationship oetween cost of sales and sales for a

particular company. Some of these are:

- importance and status of fixed-Drice government contracts- labor union wage agreements

- material prices

- escalation clauses in contracts

- contractor accounting methods

- level of capacity utilization

-legal disputes

- rnt na -t-i a - condltlorn

3-15

~4'. 1



All of these factors will not apply to every contractor, nor is this list meant to be

all-inclusive. But it suggests the kind of things that should be analyzed.

Inflationary cost pressures (wage increases, material prices) on a

contr'•-tor can be alleviated by including escalation clauses in contracts. These

pre-sures should be identified, as well as the extent of the contractor's protection

against future cost inflation by escalation clauses in defense and commercial

businoss contracts.

Contractor accounting practices also influence future cost of sales. In

some cases .he contractor may defer certain production and tooling costs of

commernial programs by charging Cost of Sales at the average unit cost rather

than the specific unit cost. Assuming economies in production and amortizing ij

tooling costs over an assumed production run, the specific cost of earlier

production units will exceed the average cost, with the excess cost, when incurred,

being charged to Work-in-Process Inventory rather than Cost of Sales for the year.

It is assumed that these excess costs will later be recovered by the production and

sales of lower-than-average-cost production units. This accounting practice rests

upon three assumptions: a specified number of units to be sold, sales revenue for

these units, and total cost to produce these units. If any of these assumptions does
not hold in future periods, significant" amounts 16: ua-evw,,. W . ... •.. . .

deferred costs may be charged to Cost of Sales.

Economic studies have shown that profits of corporations are sensitive

to business cycles or fluctuations in the level of capacity utilization.2 When the

level of capacity utilization is high, certain fixed costs (e.g., overhead) can be

2 See, for example, Martin Feldstein and Lawrence Summers, "Is the Rate of
Profit Falling?," Brookings Papers on Economic c.ctivity 1 (1977) The Brookings
Institution, Washington, D.C.
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spread over a larger volume of output, and profits (income) are high. Conversely,

when capacity utilization is low, fixed costs absorb a larger fraction of sales

revenue, and income is correspondingly lower. Capacity utilization thus affects

the relationship over time of Cost of Sales to Sales.

Capacity utilization unfortunately is a difficult concept to measure for

an individual company, especially a diversified multidivisional firm. From the cost

of sales ratios, it appears that many companies are able to maintain a stable cost

to sales relationship in spite of sales variations. This may be the result of:

- large savings in employment

- small fixed costs

- control over sales prices

Whatever the reason, it appears that only the very capital-intensive companies

have large variances in the cost of sales ratio. However, the analyst should be

aware of capacity, utilization problems, past and projected, and utdjus•, the

projected Cost of Sales accordingly.

Legal disputes against the contractor represent potential fut.re charges

to Cost of Sales. Disputes arise from claims on contracts, priod&,t liability

lawsuits, etc. You should be aware of these disputes, the potential amounts

involved, and any reserves the contractor has set aside to meet them,' The ability

of a ,contractor to settle disputes and still maintain financial stability should be

tested in those instances involving large claims in the worst-case analysis

described below.

International conditicns can also seriously affect contractors with

multinational operations. Losses could be caused by adverse exchange rate

fluctuations, expropriation of plant and equipment, contract cancellations, and

worldwide material and ener6g shortages.

L I
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If the ratio is stable and no large decreases in sales are projectei, then

the FINANDAS default ratio can be used. Otherwise, estimate the future ratio

based on the information available.

3.5.3 Selling, General, and Administrative Expense

Selling, general, and administrative expense (SG&A), depreciation, and

interest are other major cost categories. SG&A includes advertising, bad debt

expense, lease expense, parent company charges for administrative services,

pensions, and other employee fringe benefits, and research and development

expenditures. Depreciation represents the non-cash expense for wear and tear or

obsolescence of contractor-owned plant and equipment. Interest represents the

expense to the contractor of securing both long-term and short-term debt.

The level of SG&A e2:penses generally varies with sales; for the

FINCAP analysis, this historical relationship would be expressed as a percent of

sales. The ratio of SG&A to sales is calculated by FINANDAS (Forecasting
Factors,p.12). The stability and trend of this ratio in the past should be observed

and the pattern of underlying costs such as R&D, pension and fringe benefits, and

leased plant and equipment examined to explain abnormal deviations. These

component costs of SG&A generally are not available in public sources, so the

information may have to be obtained frcm the CACO or the contractor.

If the ratio is stable and no large decreases in sales are projected, then

the FINANDAS default ratio can be used. Otherwise, estimate the future ratio

based on the information available.

3.5.4 Depreciation

Depreciation expense is closely related to the dollar value of gross

plant and equipment. In general, the tax depreciation methods adopted by most
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companies allow for higher depreciation charges early in the life of the property

with correspondingly lower charges later on. Thus, a large increase in expenditures

for plant and equipmenc will result not only in higher depreciation charges, but also

in depreciition charges as a higher percent of gross plant and equipment in the

immediate future.

The ratio of depreciation to prior gross plant is calculated by

FINANDAS (Forecasting Factors p,12). The stability and trend of this ratio should

be studied. As implied above, depreciation as a percent of gross plant usually rises

the year or two after a significant increase in expenditures for plant and

equipment.

It no unusual trends are noted, the projected depreciation rate can be

left at the FINANDAS default rate. Otherwise, project the future rate based on

the trend or known changes in plant that would affect the rate.

3.5.5 Interest

Interest expense is affected by two factors: the level of outstanding

debt and the rite of interest paid. Since long-term debt generally has a fixed

contractual rate of interest determined at the time of issue, interest charges on

long-term debt are sensitive over time primarily to the amount of old, low-interest

debt in relation to new, high-interest debt. On the other hand, interest rates on

short-term debt fluctuate with prevailing credit market conditions. And short-

term debt, by definition, must be rolled-over (refinanced) by the contractor

frequently and at the prevailing credit market rate. Thus, interest charges on

Aiort-term debt vary not only with the level of outstanding short-term

indebtedness, but also with market rates of interest.

This implies that the overall interest rate for a company will be related

primarily to the proportion of total debt which is short-term or recently issued.
Ir
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See the 10-K or annual report for the structure of debt and the interest rates. In

FINANDAS, the interest expense for a year is expressed in relation to average

total debt and is calculated for the last five years (Forecasting Factors,p. 12).

In deciding whether to use the FINANDAS default interest rate,

consider the extent of new, high-interest debt. reqdired relative to long-term debt,

trends in the money markets, and the overall condition of the company.

3.5.6 Inventories

Inventories of many defense contractors are substantial and subject to

wide variations. The standard relative measure of inventory is the ratio of

Inventory to Cost of Sales (plus depreciation), calculated by FINANDAS

(Forecasting Factors,p. 12). Information about the composition of the inventory

and valuation methods is reported in the footnotes to the financial statements (see

Section 2.1). Project the future ratio of Inventory to Cost of Sales after

considering the following:

- production requirements

- valuation assumptions

- valuation methodology

Review these areas before deciding whether to change the default ratio.

Companies with contracts for production require substantially greater

inventories than those conducting research, development, ,nd validation studies.

Production requirements can be gauged by comparing the program backlog (Section

2.4.1) with past production (annual report and any prior program checkings).

Valuation assumptions are projected production and saleF factors used

to value current inventories. For example, accountants project the total number of

aircraft to be produced from a given tooling expense. The tooling expense is

included in inventory and depreciated as aircraft are produced, This assumption is
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crucial to valuation, because it determines the rate at which the inventory is

reduced. If the assumed number is too large, then the inventory is reduced too

slowly and expenses are included which will never be recouped by sales. In such

cases, inventory is overvalued.

Valuation methodology is the procedure used to account for inventory.

Companies change the valuation method for tax and other reasons. Review the

inventory valuation method de,-cribed in the financial statement footnotes and

adjust the historical ratios for changes in valuation methods.

If write-offs of inventory are expected as a result of claims and

settlements, etc., project the inventories once with the basic ratio method, then

manually adjust the dollar amounts and re-enter them.

3.5.7 Other Current Liabilities (Deferred Taxes)

Many aerospace contractors have begun deferring the payment of

income taxes by using the completed-contract method of tax accounting. The

benefit of this practice is a savin'g of cash which helps the company immediately.

On the other hand, it is a potential liability which may come due if contract sales

or profits decrease. If the contract business is stable or growing, the deferred

taxes will never be paid, because the new deferrals will exceed the amounts

currently due.

If you are projecting a company using this method, you must estimate

how much net new deferrals will be added each year. This can be done using data

on prior deferrals and profits from the 10-K or annual report.

The cont,'actor may have other categories of deferred expenses, which

appear on the FINANDAS balance sheet under Other Current Liabilities. This

account includes wages owed to employees and other short-term obligations
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related to cash expenses. Deferred taxes are now becoming a large component of

this account.

The default projection for Other Current Liabilities is based on a

percentage of cash expenses, so increases in it will increase this account

proportionally. As the business grows, so will cash expenses and with it, Other

F Current Liabilities. However, the increase may not be enough to reflect the added

hand, if they are substantial, Other Current Liabilities should be adjusted manually

with dollar entries to adequately reflect the increase in deferred taxes.
3.5.8 Capital Expenditures

Capital Expert ui,3. - additions to plant and equipment -is one of

the most important variables in the projections. A low figure will result in

Underestimates of funds required, while an unreasonably high figure will result in

enormous additional borrowingr.

As a rule, companies atftempt to adjust these expenditures to the level

of profits. The adjustment is not perfect, however, since contracted construction

continues. Furthermore, some low-profit companies may gamble on a new

r cost-reduction or sales-generating investment.

The default projection in FINANDAS is b'ased on past reinvestment rate

based on prior gross plant. In deciding what assumption changes, if any, are

needed, compare the historical rates to profit rates (Forecasting Factors, p.12).

[ Then review projected profit rates and comrpany plans. If large amounts of

additional borrowing are required, it would be reasonable to assume that a

reduction would be made in the level of capital expenditures. Hence several

projection runs may be required to produce realistic assumptions for this variable.
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3.5.9 Other Accounts

Projection assumptions for the remaining accounts are prepared by the

following steps:

- review the forecasting factor (FINANDAS, p. 12) for stability and

trend

- search for information which explains variations from average

- project conditions affecting the forecasting factor

- project the factor

If the FINANDAS default assumption is not substantially different from

your projection, use it. Otherwise, you must input the appropriate assumption.

3.5.10 Projected Funds Requirements and Sources (Table 1!)

The funds requirements and sources from the final FINANDAS

run are then summarized in To ble 11.

Use the following definitions for Table 11 based on amounts from

FINANDAS p. 14, Changes in Working Capital:

Require ments

Working Capital = Net Increase/-Decrease
+ Additional Borrowing

Capitai Expendicures = Capital Expenditures

Other = Total Applications

- Capital Expenditures

Total Sum of the Above

Sources

Internal Cash Flow Total Sources
- Sale of Stock
- New Long-Term Debt
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External Financing = Additional Borrowing
+ Sale of Stock
+ New Long-Term Debt

Total = Sum of the Above

Complete Evaluation Checklist question 20 using the projected Relative Balance

Sheet (Additional Borrowing + any new L-T Debt).

3.5.11 Projected Financial Ratios (Table 12)

The projected financial ratios are selected from the FINANDAS
historical and proforma output. Prepare Table 12, and then compare company ratio

values with the industry medians and points of concern. Answer Evaluation

Checklist questions 21 and 22,

3.5.12 Ability to Borrow

Review the section on evaluating ability to borrow (11.8) and use

the table tneru to answer Evaluation Checklist qunstion 23. If the answer is d, e,

or f (availability P, D, or U), consider reducing capital expenditures (and maybe

sales, etc.) to cut the extent of borrowing. If this is appropriate rerun the

projections and redo Tables 10-12. Only the weak or unsatisfactorily rated

companies should have borrowing problems with reasonable plans.

3.6 PERFORM WORST-CASE ANALYSIS

You are now ready to prepare alternative projections for the worst-case

analysis.

3.6.1 Projection Assumptions (Table 13)

Based on the current and potential problems of the company identified

in the historical and expected case analysis, alternative assumptions are required

for a worstcase. Select worst-case assumptions that are not only possible, but

have a real chance of oecuring (subjectively greater than 20%). Review each area

in section 3.5 above, and quantify all such problems to the extent possible,
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producing compound effects. If possible, include reasonable settlement costs for

suits and disputes, and answer Evaluation Checklist question 24.

3.6.2 Projected Funds-Worst Case (Table 14)

Next, rerun the FINANDAS projections and complete Table 14 using the

same definitions as in section 3.5.10 above.

3.6.3 ProjectedRatios-Worst Case (Table 15) I

Complete Table 15 from the FINANDAS projection reports and also

answer checklist questions 25 and 26. Review the prospects for financing any

additional borrowing and answer question 27.

3.7 DEVELOP CONCLUSIONS4

After completing the projections for the expected and worst cases, you are

ready to develop conclusions.3

Conclusions are prepared for:

-present financial condition

-projected financial condition

-capability for new award (as appropriate)I
-existing/potential serious problems and their meaning in terms of

financial risk

You are responsible for these conclusions, but the FINCAP Evaluation

Checklist is provided to help focus on the critical issues.

3.7.1 FINCAP Evaluation Checklist

Review the Evaluation Checklist to identify the strengths and

weaknesses of the company. Observe the number of strong vs. weak indicators.

3Because documenting findings frequently leads to additional research and
analysis, it may be desirable to proceed with Section 4, Preparing the Report and
Briefing before developing the conclusions. If so, prepare only the text. Then

*~ perform this analysis and, finally, write the Summary and Conclusion.
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Also, observe the extent of extreme indicators, in either direction. Complete

question 28 as appropriate.

3.7.2 Financial Capability Summary (Table 1)

Record the significant strengths and weaknesses of each company in

Table 1. If the company is strong overall, list the key strengths that demonstrate

this condition, but also note any weaknesses that may have an adverse effect in the

future. Conversely, if the company is weak overall, list the most adverse

characteristics, but note any indicators of potential future recovery.

Then record your conclusions briefly. The following7 scale of ratings for

financial conditions is suggested, based on the checklist indicators:

- Excellent: many very strong indicators, no sign of weaknesses

- Good: strong overall with minor weaknesses

- Satisfactory: apparent balance of strengths and weaknesses

- Weak: a large number of significant weaknesses not offset by

strengths

[ - Unsatisfactory: extreme weakness relative to most indicators

After evaluating present condition and projected conditi'on separately,

Fdevelop an overall conclusion using the same scale. For a company to have weak

financial capability, not only the present condition but also the projec ted condition

wvL J weak. Furthermore, threatening weaknesses should be possible.

To say that a company has an unsatisfactory financial condition, both

preset ' vd projected conditions must be unsatisfactory. Threatening weaknesses

mus. !,o be present.
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4. PREPARING THE REPORT AND BRIEFING

The objectives of FINCAP Analysis aie to assess:

- the contractor's current financial condition

- his expected future financial condition

- tis financial capability to perform the proposed award ',atlsfactorily

- the extent of existing or potential financial problems

After conducting the investigation and developing conclusions, you must

present the conclusions for Air Force exezutive review so clearly that they can act

with confidence. Appropriate and effective reports can be prepared according to

the formats of Exhibits E-H.

4.1 GENERAL GUIDELINES

Adherence to the following guidelines in preparing the report or briefing will

make the results of a FINCAP Analysis more easily understood:

- Concentrate on the critical areas, especially current problems or

potential risks.

- Provide no more detail than necessary.

- Limit the use of numerical values.

- Present findings, not methods or steps followed.

- Explain interrelationships where meaningful.

- Discuss implications of problems.

- State conclusions specifically.

- When discussing projections:

-- Provide assumptions

-- Report key results, using • few selected numbers.

4-1
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- Remember that the audience will not be financially oriented:

-- Avoid financial jargon whenever possible.

-- Explain the meaning and importance of special terms. '

-- Interpret financial ratios against industry medians and points of

concern; do not simply state ratio values.

4.2 REPORT FORMAT

The written FINCAP Analysis report should follow the detailed outline Iin

Exhibit C. The tables in Exhibit D should be reproduced in the text for easy

reference. The length of the report should be no more than 20 pages, including

tables.

There are four major sections in the report:

1. Summary end Conclusions: one-or two-page statement of the key

findings and conclusions (Hint: Write this last.)

2. Purpose of Financial Analysis: new award, monitoring, or special

situation

3. Current Business and Financial Condition: recent history and i
current status of sales, especially DoD sales, the contractor's

environment and resources, and its financial position

4. Projected Condition: discussion of sales, costs, projected

condition, and financing needs

The sequence of paragraphs and tables for the report is listed in Exhibit B,

Checklist for Report Preparation. Use a copy of this checklist as desired to (1)

r control progress on the report and tables, and (2) record notes for further

investigation and report-writing.

The Report Tables (Exhibit D) have been prepared during the analysis. The

FINCAP Evaluation Checklist (Exhibit A) should be completed before the report is
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written. This checklist contains some key concepts which provide guidance and

phrasing for the report. The text of the report is not written until the analysis is

complete and the contractor's financial condition is thoroughly understood. (Hint:

Use the detailed report paragraphs for organizing. notes made while conducthq the

analysis.)

V 4.3 REPORT TABLES

The table formats in Exhibit D are compatible with the analysis method

described in Section 3. Reproduce and complete a set of tables for each

contractor.

The formats of these tables are suitable for a 20-30 minute briefing on the

condition of a single company. However, the following changes are suggested:

- Move Table 1 to the end since it is the summary chart.

- Delete Table 2 unless appropriate.

- Delete data for years L-2 and L-1 on Tables 3, 5, and 7. Brief the

trends orally.

Delete data for yeai-ý L+1 and L+5 on Tables 11, 12, 14, and 15. Brief *
-Delete the table numbers or renumber them

4.4 BRIEFING FORMAT

The briefing format in Exhibit E is designed to provide a 20-36 minute pre-

sentation on several offerors for a new award. Also, selected formats could be

used for a short briefing on one company.

The first chart is a title identifying the program involved. The next two

charts should be prepared for each company and briefed as a set. The first of these

provides background, the latter measures of current and projected financial

strength.



On the Background chart, profit refers to net income, trend is the 5-year

trend from FINANDAS, and other data are extracted from the detailed Report

Tables. In briefing this chart, indicate the following:I- trends in performance
- diversification/reliance on DoD

-major programs and their status

-use of outside resources

On the Measures of Financial Strength chart, take the data from the detailed

tables in the report. In briefing this chart, emphasize the following:

-the display of both current and projected ratios with the industry median

and the point of concern

-favorable/unfavorable variances from the industry median/point

of concern; explain why they occurred and what they mean

-the meaning of facilities ratios (to explain other ratios; not necessarily

strength ratios) and their relationship to other ratios

-any substantial decrease in the equity/asset ratio caused by projected

new borrowing and any long-term implications

-a low interest coverage which signals future difficulties in obtaining

additional borrowing

-a continued low profit on equity which indicates future difficulties in

obtaining new equity capital

The final briefing chart summarizes the capability of each company. Display

several strengths and/or weaknesses for each. Then present the conclusion in a

simple phrase following the ratings suggested in Section 3.7.
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When briefing this chart, describe:

- the financial implications of business problems

- the chance of problems which might cise serious financial difficulties

4-5
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EXHIBIT A. FINCAP EVALUATION CHECKLIST

1. If the bidder is a subsidiary corporation, has the parent:

a. guaranteed the debts of the subsidiary _ Strength

or pledged to provide financial support?

b. made ,o written commitment to provide

financial support? Weakness

2. The peak annual procurement of the bid program

in the next five years as a percent of current

corporate sales is:

a. 0-5%

b. 6-10%

C. 11-25%

d. over 25% W

3. The peak annual procurement of the bid program

as a percent of current divisional sales is:

a. 0-596 S

b. 6-10%

c,. 11-25%

d. over 25% '

A-1
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4. The sales trend over the past five years has been:

a. greater than 20% per year ____s

b. fro_1%_t_2%_prea
b. from 11% to 20% per year ___

c. from -0% to 10% per year

e. less than -10% per year ____w

5. The ratio of net income to equity has been generally

(over the past five years):

a. over 20% per year ____S

Fb. 16-20%
p a. 11-15%

d. 6-10%

e. less than 5% W

S . The three-year trend in company backlog has been.

a. greater than + 10% per year

b. from -10 to +10% and stable

a. from -10 to +10% and variable - i
d. less than - 10% ___w
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EXHIBIT A. FINCAP EVALUATION CHECKLIST

If the bidder is a subsidiary corporation, has the parent:

r a. guaranteed the debts of the subsidiary ____Strength

or pledged to provide financial support?

b. made no written commitment to provideI

financial support? ____Weakness[

2. The peak annual procurement of the bid program

in the next five years as a percent of current

corporate sales is:

a. 0-5% ____S

b. 6-10%

C. 11-2% V-

d. over 25% W___i

3. The peak annual procurement of the bid program

as ai percent of current dlivisional sales is:

a. 0J-5% ____S

b. 6-10%

C. U1-25%- t
4.d. over 25% iv
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7. DoD sales volume in the three-to five-year range depends primarily on:

a. expanding production programs S___

b. contracting production programs

c. a mix of R&D and production programs -

d. research and development of new technology products W____,

8. Program offices report that cost performance on •,existing defense contracts can be characterized as:

a. costs generally on target for all.

major programs S ,

b. significant cost overruns on one

major program or several minor ones - *1
c. significant cost overruns are on

several major programs W

9. DaY3 cash at the most recent quarter end was:

a. over 60 days S

b. 31-60 days

C. 11-30 days

d. 0-10 days ,,

A-3
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10. Days accounts receivable at the most recent

quarter end was:

a. 0-60 days S

b. 61-75 days

C. 76-90 days V
d. over 90 days W

11. Days inventory at the most recent quarter end was:

a. 0-60 days - S

b. 61-90 days

c. 91-120 days

d. over 120 days - W

12. Days payables at the most recent quarter end was:

a. 0-15 days S

b. 16-30 days

C, 31-45 days

d. over 45 days -- W

13. Incomo 3.1.T. pat $ Intest At *,3 !&test year end wast

42.~v~r'$20j

b. $11 to $20 . I
;- . $b to $20A

2 d. i2 to $5
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14. The Z-score at the last annual reporting date was:

a. 5.0+ s

b. 3,0-4.9

c. 1.8-2.9

d. less then 1.8 W

15. The amount of loan guarantees for subsidiaries, not shown on the

contractor's balance sheet but described in footnotes, is:

a. negligible S

b. moderate

C. substantial W

16. The credit standing of the company can be described best as:

a. highly respected with substantial unused

credit available

b. well regarded with some unused credit

C. marg!nal with a mnall amount, of

unused cr-adit

'1. p-or with no additional credit approval W

17. The financial strength of major subcontractors

h, best described by;

a. all are kt least satisfactcry S

h. ore o raore are weak and may cause probleras

c. One or more have financial problems which

are negatively Lmpact-rtg proouctic;, W
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18. The major business problem facing the company

at this time is best described as:

a. profitably investing surplus cash

from high profits ____S

b. replacing or expanding plant in current

lines of business ___

C. better managing (cost control, etc.)

a sound business ___

d. finding financing for b. ___

e. undertaking a major change in markets,

prcducts or management

f. settling major legal disputes

g. recovering profit losses or reversing

major sales declines

h. finding new capital in a period of losses ____W

19. The expectation for the company's major markets over

the next, five years is:

a. steady expansion -S

b. variable but generally growing

c. stable

d. highly variable without growth

e. declining ____W
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20. Maximum total Additional Borrowing required during the five

years' projection is:

a. none S

b. 0-10% of assets ___

C. 11-20% of assets ___

d. 21-30% of assets ___

e. 31-40% of assets

f. over 40% of assets ____W

21. Compared to the most recent year-end level, the expected case

(Table 12) financial ratios are:

a. a significant improvement ____

b. niot significantly different ___

C. significantly worse I___

[22. Overall, the expected case (Table 12) financial ratios, compared to the

industry medians and points of concern, indicate that the projected

condition is:

a. excellent __S

b. good

C. satisfactory

d. weak ___

e. unsatisfactory W
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23. Obtaining the additional financing needed (Question 20)

under the expected-case assumptions would be:

a. irrelevant (i.e., borrowing not likely)

b. e•';v

C. like],'

d. possible

e. difficult

f. unlikely W

24. Suits and disputes against the contractor are:

a. minor S

b. numerous but relatively small!

C. numerous and potentially substantial __ W

25. Compared to the most recent year-end level, the worst case

(Table 15) financial ratios are:

a. a significant improvement _ S

b. not significantly different _ !

I
c. significantly worse W
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26. Overall, the worst-case financial ratios, (Table 15) compared with

the industry medians and points of concern, indicate that the

projected condition is:

a. excellent S

b. good

c. satisfactory

d, weak

e. unsatisfactory W

27. Obtaining the additional financing needed under the

worst-case assumptions would be:

a. irrelevant (i.e., borrowing not likely) S

b. easy

c. likely

d. possibe

e. difficult

f. unlikely W

28. Describe the company's problem(s) in your own words.

S~A-9



EXHIBIT B. CHECKLIST FOR REPORT PREPARATION

Report Sections & Tables Completed Notes

1. SUMMARY AND CONCLUSIONS

1.1 The Company

1.2 Current Condition

1.3 Projected Condition

1.4 Meaningfui Risks

1.5 Conclusions
Table 1, Financial
Capability Summary

2. PURPOSE OF FINANCIAL ANALYSIS
Table 2, Proposed Award

3. CURRENT BUSINESS AND FINANCIAL CONDITION

3.1 Corporate Operations
Table 3, Product Line Sales
& Income and Division Sales

3.2 Sales, Costs, and Profits
Table 4, History of Sales,
Cost of Sales & Net Income

3.3 DoD Sales
Table 5, Dependence on DoD
for Sales

3.4 Major DoD Programs
Table 6, DoD Business

3.5 Historical Financial Ratios
Table 7, Historical
Financiel Ratios

3.6 Credit Standing

B-1
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Exhibit B (continued)

Report Setetions & Tables Cornpleted Notes

3.7 ResourcesI Table 8, Selected Contractor
Resources

3.8 Major Subcontractors
Table 9, Major Subcontractors

4. PROJECTED CONDITION

4.1 Sales Determinants

4.2 Expected Sales
Table 10, Key Projection
Assumptions-- Expected Case

4.3 Cost of Sales

4.4 Other Accounts

4.5 Funds Requirements
Table 11, Projected Funds
Requirements and Sources-
Expected Case

4.6 Funds Sources

4.7 Projected Financial Ratios
Table 12, Projected Financial
Ratios-Expected Case

4.8 Expected Condition Summary

4.9 Worst Case Analysis
Table 13, Key Projection
Assumptions-Worst Case

Table 14, Projected Funds
Requirements and Sources-
Worst Case
Table 15, Projected Financial
Ratios-Worst Case
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EXHIBIT C. REPORT FORMAT
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COMPANY NAME

FINANCIAL CAPABILITY REVIEW

___ ___ ___ ___ __PROGRAM

Analyst's Name(s)

Date
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SUMMARY AND CONCLUSIONS

1.1 The Company

Paragraph identifying the company and the purpose of the analysis. If

to the parent corporation. -

1.2 Current Condition

Paragraph(s) summarizing the current business and financial condition

of the corporation, beginning with an overall conclusion. Support the

conclusion by reviewing major items such as sales trends, cost

percentages, net income, liquidity, plant and equipment, and debt and

equity. Discuss the contractor's access to bank credit and independent

credit ratings. Mention DoD sales and summarize the status of major

programs. Discuss the performing business unit's activities and

resources. Summarize significant problems identified in Section 3.

1.3 Projected Condition

Paragraph(s) describing the contractor's financial condition over the

next five years for the expected case. Start with an overall conclusion.

Then support it by discussing future sales, cost of sales, net income,

liquidity, plant and equipment, and debt and equity. Key projection

assumptions should be mentioned. Discuss future financial needs and

the ability of the corporation to obtain any required external financing.

Durcribe the impact of the new award.

1.4 Me,&ningful Risks

Paragraph(s) summarizing the contractor's exp~osure to financial risk

due to problems with sales, costs, legal disputes, terminations, contract

performance, and resource availability. Relate these risks tc the
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worst-case projections. Discuss thei" implications for financial

condition and borrowing.

1.5 Conclusions,

Paragraph(s) comparing and assessing the strengths and ,vel:nesses of

the corporation identified in Sections 1.3 and 1.4 and in the Evaluatiorn -

Checklist. Relate these to the separate conclusions about current.n.da-

projected conditions. State a specific overall conclusion-about tile

corporation relative to the purpose of the analysis. .R'eifer to Table 1,

Financial Capability Summary.

2. PURPOSE OF FINANCIAL ANALYSIS

Paragraph presenting the purpose of the anaysis. If the analysis is for a rew j
contract, refer to Table 2, Proposed Award, and provide necessary details

about unique business aspects oZ the,6rogram. If the analysis is for purpoDses

other than an awvard, describe the/m nere and prepare an alternative Table 2.
,/

3. CUR(RENT BUSINESS A.NDAPNANCIAL CONDITION

3.:A Corporate Opertions

Paragrapl,(s),describing corporate history and structure, product lines,

merger aetivity, and locations. Refer to Table 3, Product Line Sales &

Income/and Division Sales, especially the percent of sales by line of
(4

tusiness. In describing the corporate structure, identify the

relationships of the offeror to the parent corporation. If the offeror is

'a subsidiary, discuss the commitment of the parernt to support the

offeror financially.

'3. 2 Sales, Costs, and Profits

+* Paragraph describing sales growth, cost of sales, and profitability.

Refer to Table 4, History of Sales, Cos' of Sales & Net income. Refer

C-4
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elso to Table 3 for the sales trends and income in the various lines of

business, and the sales trend in the performing division.

3.3 DoD Sales

Paragraph describing dependence on DoD for corporate and divisional

sales. Compare defense with non-defense sales and backlog to annual

sales. Refer to Table 5, Dependence on DoD for sales. Do not discuss

future sales at this time.

3.4 Major DoD Programs

Paragraph describing major DoD programs currently undertaken by the

contractor. Refer to Table 6, DoD Business. Comment on the status of
these programs based on the Program Information Worksheets.

3.5 Historical Financial Ratios

Paragraph(s) highlighting current financial strengths and weaknesses

revealed in Table ,Historical Financial Ratios. Comment on ra*.3s

which vary significantly from industry medians and points of concern.

3.6 Credit Standing

Paragraphls) discussing the lines of credit -and independent credit

ratings. Mention the amounts of credit lines, amounts outstanding, and

balance available using the contractor's proposal as the source. If banks

are contacted, include results herp. Provide Moody's rating of the

company's bonds and the Value Line financial strength rating if

available.

3.7 Resources

Paragraph(s) describing Table 8, Selected Contractor Resources.

Emphasize the corporate and division trends in employment, subcon-

tracting, plant, use of government plant, and plant utilization.

Compare resource trends with sales trends. Compare plant and capital

C-5
L



expenditure ratios from Table 7 with Table 8 data on plant utilization.

Comment on major labor or other resource problen~s identified on the!

Prograf-i lnfoenietion Worksheets oL' disiussed in current. industry

publications.I3.8 MaiorSubcontractors
Pargraph describing the major subcontrActors to this contractor, asIlisted in Table 9, 'Major Subcontractors, Fina~ncie-ly weak
subcontractors should be discussed here on an exception basi?, with the

possible implications on current contractor business. Refer to the

Program Iniformation Worksheets for specifiL! subcontractor problems.

4. PROJECTED CONDITON

4.1 Sales Determinants

Paragraph discussing the historical determinants of future sales and

relating them to potential future sales. Key topics s1 'ould include the

market trends, contractor backlog and past sales patterns. Analysig

may be done at the level of either total corporate sales or ligle of

business. Refer to Tables 3, 4, and 5.

4.2 Expected Sales F
Pairagraph discussing specific -expectations of the future sales for this

contractor, including the basis for these projections. Relate the

projections to the contractor's own sales forecasts (IR&D/B&P),

securities. industry forecasts, and DoD prograrm plans, where possible.

The sales increase due to the new award should be explicitly' covered.

Re~fel- to Taules 2 and 6, and to the Sales item o.' TJable 10.

4.3 Cost of SalesI! Pavagraph(s) analyzing and projecting the contractor's cost of sales.

Discuss the status of major contracts, material prices, and ;%'ages
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escalo clauses in con'ttacts, w'ite-off of inventory losses on

pre *ously capitalized costs, utilization of labor and plant capacity, and

l•egal settlement. Refer to the C st of Sales item of alle I.

4.4 Other Accounts

Paragraph(s) analy..zing &tAA projecting Selling, General & Adrin:strative

Costs; Depreciation, Interest, Inventories, Other Current Liabilities

(Deferred Taxes); and Capital Expenditures. Explain projections which

vary from historical patterns. Refer to Table 10.

4.5 Funds Requiremen:s,.

Paragraph describing projected funds requirements for working capital

and capital expenditures. ' Requirements for new award should be

highlighted. Refer to Table 11, Projected Funds Requirements and

Sources-Expected Case.

4.6 Funds Sources

Paragraph describing projected availabilities of financial capital,

including internal sources, from net income and depreciation, and

external sources of additional borrowing. Refer to Table 11.

4.7 Projected Financial Ratios

Paragraph(s) highlighting the projected financial position of the con-
tractor in the areas of liqutidity, plant and equipment, debit and equity,

and profitability, as shown in Table 12, Projected Financial Ratios -

Expected Case. Comment on ratios which vary significantly from

industry medians and points of concern, especially trends and projected

values relative to yr L. Discuss significant effects of the new award ot,

key ratios.

C-7
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V4. Expected Condition Summary

Paragraph(s) summarizing the projecte6 financial condition of the

contractor in the expected case and the prospects for obtaining any

additional financing required. Comment on the s;gnificance of the new

award. Refer to Tables 11 and 12.

4.9 Worst-Case Analysis
- • ParagrraDh(s) analyzing the ability of the contractor to withstand un-

certainty; that is, tu test its sensitivity to abnormal, but possible,

changus in assumptions. Refer to Table 1;, Key irrojection Asumptions

-Worst Case, and discuss changes from Table 10. Discuss revised

projections for external financing shown on Table 14, Projected Funds

Sources and Requirements-Worst Case. Identify significani changes in

key ratios on Table 15, Projected Financial Ratios-Worst Case.

Finally, summarize the worst-case projected conditioa and evaluate any

ci nges in ihe financing prospe-,ts.

i'.4
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TABLE 1. FINANCIAL CAPABILITY SUMMARY

STRENGTHS:

WEAKNESSESS:

CONCLUSIONS:
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TABLE 2. PROPOSED AWARD

. PROGRAM:

DOLLAR VALUE:

0 TYPE OF CONTRACT:

S* QUANTITY:

* PROGRAM LIFE/DELIVERY SCHEDULE:

* COMPETITORS:

D-3
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* ~TABLE 6. DOD) BUSINESS

* PRIME CONTRACTOR ON MAJOR PROGRAMS

Program Balance to Complete

a MAJOR SUBCONTRACTOR ON ____MAJOR PROGRAMS

Program Balance to Complete

a yr L % OF DoD BUSINESS BY TYPE OF CONTR~ACT

ICOST TYPE %

FIXED-PRICE TYPE-%
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TABLE 10. KEY PROJECTION ASSUMPTIONS--EXPECTED CASE

* SALES:

0 COST OF SALES:

• SELLING, GEN. & ADMIN.. COSTS:

* INVENTORIES:

* OTHER CURRENT LIABILITIES:
(Deferred Taxes)

0 CAPITAL EXPENDITURES

Di
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TABLE 11. PROJECTED FUNDS REQUIREMENTS AND SOURCES

-- EXPECTED CASE

ACTUAL PROJECTED

r L rL+1 yr L+3 yr L+5

FUNDS REQUIREMENTS

Working Capital $

Capital Expenditures

Other

Total $ $ $

FUNDS SOURCES

Internal Cash Flow* $ $

External Financing

Total

$

* Primarily Net Income plus Depreciation

D-12
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TABLE 13. KEY PROJECTION ASSUMPTIONS--WORST CASE

SALES:

0 COST OF SALES:

S•SELLING , GEN . & ADM IN . COSTS :

* INVENTORIES

* OTHER CURRENT LIABILITIES:
(Deferred Taxes)

* CAPITAL EXPENDITURES:

I
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TABLE 14. PROJECTED FUNDS REQUIREMENTS AND SOURCES

-- WORST CASE

ACTUAL PROJECTED

yr L yr L+I yr L+3 yr L+5

FUNDS REQUIREMENTS

Working Capital $

Capital Expenditures

Other

Total

FUNDS SOURCES

Internal Cash Flow* $ $ $ $

External Financing

Total

$

* Primarily Net Income Plus Depreciation.
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EXHIBIT E. BRIEFING FORMAT
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AFSC

PROGRAM NAME

FINANCIAL CAPABILITY

OF OFFERORS

E-2
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COMPANY

BACKGROUND

• PERFORMANCE

yr L Trend

Sales $ %

Profit $ %

Assets $ %

* _LINES OF BUSINESS:

a % SALES TO DoD IN yr L

* MAJOR PROGRAMS

* PURCHASES AND SUBCONTRACTS - % COST OF SALES IN yr L

[Analyst Note: Replace company with company name on this and
the next chart. Complete one of each for each offeror. Fill
in the blanks and replace yr L with the actual date.]
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EXHIBIT F. INFORMATION REQUIREMENTS FOR THE RFP

The items listed below are requested in accordance with ASPR Sections 1-
905, E-213, 214.

1. Provide Sec'irities & Exchange Commission Reports (Forms 10-1K and 10-Q),
or their equivalent, containing financial statements and related information for the
consolidated company covering each of the last two fiscal years and the latest
fiscal quarter. Equivalent reports should include the following information:

A. A five-year summary of the major financial accounts

B. Detailed current-year statements of:

(1) Fin~acial position
(2) Income and retained earn'ings
(3) Changes in financial position
(4) Revenue and earnings by line of business

C. Certified Public Accountant's opinion, if available

D. Appropriate supplementary information and schedules reporting:

(1) Accounting policies
(2) Accounts receivable
(3) Inventories
(4) Property and other fixed assets
(5) Debt including maturities for the next five years
(6) Contingent liabilities

E. A statement of the corporation's business, including:

(1) Brief company history
(2) Lines of business
(3) Divisions, subsidiaries, and major equity investments
(4) Competition and customers
(5) Summary of operations

F-1



2. Provide the following information for the consolidated company:

A. Comment generally (specific numbers not required) on likely fut're
trends for the corporation covering:

(1) Sales
(2) Cost of goods sold relative to sales
(3) Selling, general, and administrative costs relative to sales
(4) Capital expenditures
(5) Sources of financing
(6) Inventory levels

B. Identify the two principal commercial bank relationships, including:

(1) Names and addresses of the banks
(2) Account executives
(3) Approximate average demand deposit Waances during the last

year
(4) Types of loan arrangements, total lines of credit, and amounts

currently used.
Note:These banks may be contacted in the course of the Financial Capability

Review. Please authorize the banks' account executives to discuss the
company's credit standing with members of the Financial Capability
Review team.

C. List the five major subcontractors to the corporation with estimates of
their importance in terms of either total subcontracts,unliquidated
subcontracts, or most recent year's purchases. Identify the programs I
associated with each of these subcontractors and the components
produced.

D. Submit the IR&D/B&P worksheets for the company for the last five
years. These worksheets should contain the distribution of the contract
allocation base by type of contract and the distribution of sales by
defense customer.

3. List the defense programs which contributed 5% or more of the company's
Net Sales in the most recent fiscal year, and give the dollar amount of sales for
each program. Provide a similar list for the business unit which will perform the
proposed contract, using its sales for the 5% test.

4. Provide Table 1 data for the consolidated company.

5. Provide Table 2 data for the business unit (division or subsidiary) to perform
the proposed contract.
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6. Provide a statement of the organization and financing of the perfo'.'ming

business unit relative to the consolidated company:

(A) Legal form and organizational role

(B) Sources of financing for working captal and capital expenditures

7. Estimate capital expenditures and additional working capital required for the
instant contract by year for the next five years.

8. In the unlikely event that the financial capability of the company is
questioned, provide additional information in the form of executive comments and
data from corporate plans regarding provisions for the future (ASPR E-214).

F-.
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TABLE 1: SUPPLEMENTARY DATA

FOR CONSOLIDATED COMPANY~a)

r LCurrent b)

yr L-4 L-3 yr L-2 yrL-1 yrL Year

1) Number of Employees p
2) Square Feet of Plant
3) $ Amount of Subcontracts

and Purchased Materials
included in Cost of
Goods Sold

4) $ Amount of Total Backlog
at Fiscal Year End

5) $ Amount of Defense Backlog
in 5)

6) $ Amount of Defense Sales
7) $ Amount of Air Force Sales
8) $ Amount of Foreign Military

Sales

I}

(a)Use the definition of each data item CoMmonly used in the company, but

provide the definitions.

(b)Provide year-to-date or position data as of the end of the latest fiscal

quarter.

Analyst's Note: Replace year designations in Tables 1 and 2 with appropriate
dates, using yr L latest annual data reported, yr L-1 = the prior year, etc.; the
current year L+1. Then delete this note.
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TABLE 2: SUPPLEMENTARY DATA

FOR PERFORMING BUSINESS UNIT(a)

Current)

yr L-4 yr L-3 _ L-2 yrL-1 _ Year "-"

1) Number of Employees
2) Square Feet of Plant
3) % Utilization of Plant
4) $ Amount of Sub-

contracts and
Purchased Materials~C)
included in Cost of Goods
Sold

5) $ Amoutat of Total Backlog
at Fiscal Year End

6) $ Amount of Defense
Backlog in 5)

7) $ Amount of Defense
Sales

8) $ Amount of Air Force
Sales

9) $ Amount of ForeignMilitary Sales(d

10) $ Amount of Net Sales
11) $ Amount of Gross Plant
12) $ Amount of Net Plant
13) $ Amount of Capital

Expenditures

(a)use the definition of each data item commonly used in the company, but
provide the definitions.

(b)Provide year-to-date or position data as of the end of the latest fiscal

quarter.

(e)Include purchases from other company business units.

(d)Include sales to other company business units.

F-5
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EXHIBIT G. SUGGESTED QUESTIONS FOR CONTRACTOR'S BANK

Bank Identification

1. Name, title, address, and telephone number of bank officer contacted:

AF Inquiring Officer

2. Name, rank, address, and telephone number of officer making inquiry:

(Note: Some banks return telephone inquiry calls to validate the identity of the
caller.)

Purpose and Amount Involved

3. _____________________(contractor) is bidding on the

contrctor.(program) 
as a prime

The Air Force is conducting an inquiry at major banks of the bidders.

The ____________________(program) is a substantial

procurement program which is now in the __ _ _ _ phase)

of development.

(Note: The bank receiving the inquiry has the right to know why the inquiry is
being conducted; if a valid purpose is not given, then they are not obligated to
respond.)

Contractor Authorization

4. You were named as the account executive in the contractor's bid, and

______________________________________(name and title)

has authorized us to contact you directly. We have a few basic questions

about their relationship with your bank.
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Confirmation of Bank-of-Account

5. Is ____________________(name of bank) a principal

bank-of-account for __________(contractor)?

YES-NO (If "nlo," then terminate inquiry.)

6. Are you the account executive for ________________

(contractor)? YES-NO (If "no," then, "Who is the account executive?")

**The next questions relate to the deposit and loan history of the contractor

and require some information from your files. You may wish to refer to your

files before continuing. **

Deposit-History

is ~~~~7. How long has your hank had a relationship with _____________

(contractor)? _______ears.

8. What were the average collected demand deposit balances over the past

three months? $ million.

Loan History

9. Are you now extending a loan commitment or line of credit?

YES-NO (If answer is "yes," then ask" What type and amount of commitment

10. What was the largest amount of credit extended by your bank during the

past five years? $ million.
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11. Have any loan repayments been rescheduled or defaulted due to financial

difficulties of the contractor during the past two years? YES - NO. If yes,

explain:

General Comments

12. How would your bank characterize the loan and deposit relationship with

___________________________________________(contractor)?

13. What further comments would you care -to make aibolit the financial condition

and ability of ______________________(contractor)?
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EXHIBIT H. PROGRAM INFORMATION WORKSHEET

ANALYST: DATE:

PROGRAM:

PROGRAM OFFICE: ORG: LOCATION:

CONTACT: PHONE:

CONTRACTOR:

ITEM PRODUCED:_

PRIME/SUB:

CONTRACT TYPE: SPECIAL PROVISIONS:

FUNDS FOR THIS CONTRACTOR:

BALANCE TO COMPLETE: $

COST SCHEDULE:

YEAR - CURRENT $

CONTRACT STATUS/PROBLEMS:

COST:

SCHEDULE:

LABOR:

SUPPLIER:

OTHER:

PROGRAM OUTLOOK:

H-1
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APPENDIX I. CONTRACTOR FINANCIAL ANALYSIS IN THE AIR FORCE

The objective of contractor financial analysis in the Air Force is to provide

Air Force contracting executives with an assessment of the financial capability of

major contractors. Such assessments are usuaUy applied to one of the following:

-source selection

-sole-source negotiations

-post-award monitoring

-analysis of special situations, such as requests for Extraordinary Relief

Each of these applications is discussed below with references to official

sources.1

1.1 SOURCE SELECTIONI Before a contract is awarded for a major weapon system, the contracting
officer should be assured that the contractor selected is capable of performing

satisfactorily. 0MB Circular A-109 (Major Systems Acquisition), paragraph 13c,

authorizes and requires financial analysis: "Selection of a system and contractor

for full-scale development and production . . . should be made on the basis of ...

such factors as contractor demonstrated management, financial, and technical

capabilities to meet program objectives." (underlining added). Thus, demonstrated

financial capability is a key factor to be considered in major systems acquisition.

Detailed assessments of contractor operations are sometimes made, usually

through the Pre-Award Survey and/or the manufacturing Management Production

Capability Review (MMPCR). In most cases, these evaluations determine whether

or not a contractor possesses the engineering, manufacturing, purchasing, and

* 1This discussion is not an official statement of Air Force policy.
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quality assurance capabilities needed to produce the item procured. The Pre-

Award Survey and the MMPCR do not always include an assessment of financial

capability. A financial assessment of the contractor is part oi. the present Pre-

Award Surv'ey procedures (DAR K-303.4 and E-213) when requested by the

contracting officer. The size of the award and past experience and performance of

a contractor are the usual factors in that decision.

In the past, the financial capability of a contractor has rarelly) if ever, played

a decisive role in the source selection process for major weapon systems. Several

cases of great financial uncertainty in the last few years have been the impetus for

development of the FINCAP Analysis methodology. The availability of such a

practical analytical method means that contractor financial capabil~ty can have

greater weight in future source selections.

A frequent concern is the ability of a contractor to assemble the necessary

financial resources to perform the contract. If substantial cash is required to

finance expanded working ca1p.tal requirements (inventories and accounts

receivable) and additions to plant and equipment, the contractor should provide a

plan for financing his needs. If financial resources cannot be provided from

internal cash flows, external credit sources (bank loans, long-lierm bonds, stock

issue) must be used. An evaluation of a contractor's ability to raise extsarnal cash

then becomes important.

The award of a major new weapon system contract is bound to have some

financial effect on any defense contractor. Because defense contractors differ in

many respects-in cornmercial /government mix of business, product diversification,

age and ownership of plant and equipment, and capital structure-a new program's

requirements may be easily financed by one contractor and yet pose significant
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financial problems to another. The Air Force needs to detect and monitor a~ll

meaningful risks in award decisions (including financial ones). When the financial

analysis reveals that significant risks exist, contingency planning can begin early.

For example, a major new award may impose substantial facilities Investment

vequirements on a contractor. Financial analysis will detect a contractor's ability

to finance new plant and equipment through Internal cash flows or external

financing arrangements. If this ability is Impaired, government assistance may be

the only alternative. The Air Force would then be able to evaluate a contractor's

need for govern ment-furnished plant and equipment early and realistically.

F- Financial analysis can also provide an understanding of a contractor's motivations

and contribute to the planning of negotiation strategy. A cash-hungry contractor

may be willing to trade off a higher progress payment rate for a reduced profit

percentage. Similarly, a weak contractor may be willing to "buy in" on a new

weapon system in order to position himself for future orders.

1.2 SOLE-SOURCE NEGOTIATIONS

In contracting with a sole-source supplier, it is important to understand the

financial condition of the contractor. Not only should the Air Force know if the

contractor has the financial capability to perform the job, but this understanding

will also help the Air Force develop an appropriate negotiation stre-tegy.

With a thorough knowledge of the contractor's business, his strategic goals

bcome apparent. The use of his resources and his plans for investment can be

identified with financial analysis.

AUl these factors are important to the government when negotiating profit

rates and progress payments. Furthermore, this information is of great benefit in

performing ciost and price analysis and "should-cost" analysis.
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1.3 POST-AWARD MONITORING

"Monitoring the contractor's financial condition" is one of the many contract

administration functions listed in DAR 1-406. Once an award Is made, the Air

Force's concern turns to ensuring that contract perf)rrnance is not endangered by

an unsatisfactory financial condition. Two conditions are particularly significant:

-continued capability to produce an essential weapon system

-protection of government interest in cases where unliquidated

progress payments exist (DAR E-524.2 speaks to this latter point)

In FY 76, unliquidated progress payments on all Air Force contracts averaged

$1.54 billion, mnaking the Air Force in some sense a large "lending institution." In

the post-award phase of a major weapon system, the Air Force's objectives in

performing a financial analysis are to be far-sighted and prudent with respect to
the continuing financial health of a major weapon system producer, to be able to

foresee financial difficulty in time to divert a major collapse, to minimize the

impact of a contractor's financial problem on the programs as well as the

magnitude of the required corrective action, and to plan and evaluate various

alternatives. The FINCAP Analysis methodology described in this manual provides

both a system to continuously monitor a contractor's financial health and the

techniques to evaluate alternative financial decisions.

1.4 SPECIAL SITUP 110 S

From time to time, unexpected situations may arise which will affect a

contractor's financial condition adversely. Examples of such situations are

program cancellation, contract modification, major subcontractor problems,

contract disputes, and requests for Extraordinary Relief. In each case, the Air

Force should include an analysis of the contractor's prospective financial condition

in its thorough evaluation of the situat~on.

1-4
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Financial analysis can often support Air Force decisions. In the case of

program cancellation, the Air Force is concerned about the continued viability of

the contractor and his successful completion of other defense contracts. During

contract disputes involving large claims, the Air Force should be aware of the

consequences of a proposed settlerr ,nt on the financial stability of the contractor.

Where continuing progress on a defense contract impacts adversely on a

contractor, financial analysis may provide substantiating evidence for the

corutractor's request for Extraordinary Relief.
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7-7

APPENDIX T.. BASICS OF FINANCIAL ANALYSIS

Corporate financial analysis is the process of judging a company's historical

financial performance, its present condition, and the possibility of its improvement I

in order to project and evaluate its future financial condition. Financial statement

analysis is the foundation of this process; some basic concepts are reviewed below.

11.1 UNDERSTANDING FINANCIAL STATEMENTS

The three principal financial statements (and their alternative titles are:

-Balance Sheet (Statement of Financial Position)

-Income Statement (Profit and Loss/Income and Expenses/Statement of

Income and Retained Earnings)

-Working Capital Statement (Cash Flow/Sources and Uses of

Funds/Statement of Changes in Financial Position)

Balance Sheets report the assets, liabilities, and net worth of a contractor as

of a given date. Cash, accounts receivable, inventory, plant and equipment, debts

and stockholders' equity are summarized on the balance sheet.

Income Statements report sales, cost of sales, administrativ e expenses,

operating income, taxes, and net income for a quarter or a year. The flow of funds

from sales to labor and capital factors of production are depicted by the income

statement.

Workinig Capital Statements show the long-term sources of working capital,

the long~- ýermn uses of funds which reduce working capital, and the changes in the

short-term accounts which comprise working capital. Note that working capital is

current assets less current liabilities.



These financial statements are readily available directly from contractors

and indirectly from financial publications. They are generally reliable when

audited by a CPA. Actual events (such as material purchases, wages paid, money

borrowed, and sales made) are recorded. Only measurable information is reported,

and the reporting format is relatively consistent for the industry and through time.

Thus, we can add and combine financial data, relate one item and company to

another, and otherwise compare information almost at will.

Although accounting data are recognized as important, they must be viewed

cautiously. Their major limitations are the following:

-All companies in an industry are not required to use the same accounting
methods.

-Non-monetary information is omitted.

-Accounting simplification suppresses detail.

-Assumptions about the future are used to produce current estimates.

-Cost data reported do not necessarily reflect market values.

-Monetary values are unstable over time due to inflation.

-Currency exchange rate changes distort the statements of international

companies.

Data from financial statemrents are limited to information which can be

quantified in terms of money, examined by auditors, and presented in acceptable

formats. 'However, footnotes are usually added to describe the accounting methods

used and the assumptions made. These footnotes, along with the auditor's report,

can provide important non-monetary information. The analyst should always obtain

a 10--K annual report if possible.

11-2
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Even with the footnotes, important non-monetary information is omitted,

especially the market value of assets. On the positive side, assets purchased

earlier would bring higher prices if sold. On the negative side, replacement costs

for equipment are often greater than depreciation allowance due to increases in

equipment prices.

More importantly, inventory values can only be approximated, because, in the

past, long-term development, testing, and tooling before production r'esulted in

considerable inventory additions. Recent accounting rules have reqri~rd that R&D

be expensed currently, but other items are still being capitalized in inventory.. If

program sales are not as large as planned, the inventoried costs may be written off

into losses. Thus large inventories must always be examined carefully.

11.2 TECHNIQUES OF FINANCIAL STATEMENT ANALYSIS

The basic techniques for financial statement analysis are:

- analysis of trends

- analysis of the changes in working capital

- analysis of the relative balance sheet and income statement

- analysis of ratios

- projection of financial statements

-evaluation of future borrowing ability

Af ter a brief review of the relative balance sheet and income statement, the

sources and applications of funds (working capital staitement) are analyzed to

identify specific areas needing further investigation. The performance and

conditions measures described below provide means of investigating specific areas

in detail. The relative balance sheet and income statements are then used to

* project a balance sheet and income statement. These projected statements are

* evaluated with the same techniques as the historical statements.

U1-3
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11.3 TREND ANALYSIS

After examining the levels of key variables, such as sales and net income, the

analyst usually is interested in the direction and magnitude of the trends.

For dollar amounts, the appropriate trend is the compound growth trend.

This type of trend calculates an average percentage increase over the period,

which is similiar to compound interest. This trend is difficult to compute, but

FINANDAS provides it for each dollar amount.

Review the trends of key items identuied in the FINAN)AS User's Manual,

Section 14. Note especially those items on the FINANDAS reports with a "P" or

"N" indicator (explained on p.14-8 of that manual).

Trends in the ratios discussed later are also important. So, when analyzing

them, notice the trends. The FINANDAS trends for ratios are linear trends with

the same units as the ratio.

U1.4 CHANGES IN WORKING CAPITAL
The working capital statement shows ehangs in the component5 of working

capital (cash, accounts receivable, inventory, anti current liabilities) and additioni;

arid reductions in fixed assets (land, plant, and equipment). Working capital

analysis shows the sources of funds and how they are invested in the business.

Normally, the analysis covers a one-year time period, Odt a quarterly analysis

sometimes proves useful. it indicates what investment decisions awe being made,

and how they are to financed.

Sources of working capital consist of increases in long-term liabilities and net

worth and decreases in long-term assets. The most important sources are net

income and depreciation. Sale cf plant and new long-term debt and sale of stock

are other sources.

U-4
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Long-termi funds raised by the contractor are applied to the business as shown

in the second part of the stat ment. Funds are applied as

-reductions in long-term liabilities

-dividend payments and stock purchases

-increases in long-term assets

Long-term liabilities are reduced when loans or notes mature or are

redeemed early. Cash dividends and stock repurchases are a second application of

funds. Long-term investments, primarily new plant -and equipment, are yet a third

* application of funds. The application of funds section shows how contractors have

used funds for debt reduction, stockholder payments, and asset acquisition.

The difference between long-term sources and long-term applications

represents the change in working capital. An excess of sources over uses means an

increase in working capital.

Most financial analysts look for the largest sources and uses of funds. Are

the s,: rces of funds cited the- same from year to year? Usually income from

operations (income before extras plus depreciation) is the largest and most reliable

source of funds. A secondary, but erratic, source is new long-term debt. Next, the

analyst looks at the trend in total funds from operations. A small or negative trend

in funds from operating sources Indicates that growth funds are not available from

internal sources. What external sources of funds are used? The sale of new bonds

and stock indicates that the contractor has been willing and able to acquire money

from outside. Finally, the analyst looks at the amount and trend in the total funds

raised over the last five years. Total sources represent the financial capital

available for investing in the business. Declining businesses can survive with

shrinking funds, but expanding businesses usually require a growing source of

f unding. The working capital statement is the starting point for identifying

investment needs and financing sources.
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11.5 RELATIVE BALANCE SHEET AND INCOME STATEMENT

To facilitate comparisons over time and across companies, analysts find the

relative balance sheet and the relative income statement very useful. These

statements show all accounts as a percentage of the key total - assets for the

balance sheet, sales for the income statement.

By quickly scanning each account on the relative balance sheet, the analyst

can see which types of assets or liabilities are growing or shrinking relative to

company as a whole. Similarly, the analyst scans the relative income statement to

check the stability of expenses and profits as a percentage of sales.

Intercompany comparisons are easy to make with the relative statements[

because firm size is insignificant. Hence, differences in the relative sources and

uses of assets and uses of sales dollars become obvious.I 11.6 RATIO ANALYSIS

Aratio, one account divided by another account, is a tool for standardizing

financial data. For example, $10 million accounts receivable for XYZ company

means very little, but accounts receivables equal to 20 days sales is the sign of a

well managed receivables collection function. "Days receivables"? is an important,

commonly-used liquidity ratio. In this section, six classes of ratios are discussed:

- performance

- capitalization

- liquidity

- coverage

- facilities

- overall strength
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11.6.1 Performance Ratios

Six performance ratios are computed by FINANDAS:

-Net Income to Average Equity

-Net Income to Sales

-Income Before Interest and Taxes (BIT) to Assets

-Retained Earnings to Assets

-Sales to Assets

-Approximate Price -Earnings ratio

The performance ratio group measures the ability to earn profits and utilize assets.

Note that most of these ratios include at least one "flow" type of account, such as

sales and net income. Sales and net income are flows of funds over a period and

reflect the business activity. Net income is sometimes regarded as a measure of

efficiency -- the ability to produce something at a cost less than the price charged.

I If the price is fair, then manufacturing at a profit reflects an ability to turn labor

and raw materials into finished products efficiently. Sales are the gross cash flows

into the business, and analysts contrast sales volume with business resources.

intensive performance is indicated by high ratios of sales to assets (total and by

specific category). Analysts watch sales ratios to see if assets are being fully

utilized but not pushed to over-capacity. For formulas used in calculating these

and subsequent ratios, refer to the FINANDAS Users Manual, section 14.

11.6.2 Capitalization Ratios

Capitalization ratios analyze the composition of long-term

financing sources (long-term debt and equity). FINANDAS capitalizaion ratios are

selected relationships between debt (long-term promissory securities), equity (net

worth consisting of capital stock, surplus, and retained earnings), and assets (which

are equal to total liabilities plus equity).
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The following capitalization ratios should be carefully reviewed:

-Long-term Debt per dollar of Equity

-Liabilities per dollar of equity

-Market Value of Equity to Total Debt (market values are only used in

this ratio)

-Equity to Assets

The primary purpose of these ratios is to measure the extent of a firm's

indebtedness. Debt is an advantageous source of funds due to its low cost (interest

costs are a tax-deductible expense). However, the disadvantage of debt stems

from the fixed obligations and the risk of insufficient income to pay them.

The key measure used in FINCAP Analysis is equity as a percent of assets.

This shows the overall extent of ownership in assets of the company. Obviously, a

high ratio implies a strong company, one with opportunity for borrowing in case of

short-term distress.

11.6.3 Liquidity Ratios

The liquidity ratios measure the extent to which accounts

receivable, inventory, and other current assets can be readily converted into cash,

i.e. their liquidity. Liquidity ratios also measure the relative need to maintain

liquid assets to meet current obligations. Therefore, liquidity ratios concentrate

on current assets and liabilities. Specifically, analysts concentrate on these ratios:

-Current Ratio

-Days Cash

-Days Receivables

-Days Inventory

-Days Payables

-Working Capital to Assets



Is the firm paying its bills on time? Can it quickly convert assets to cash in order

to meet outstanding current liabilities? Analysts answer such questions by looking

at the trends in a company's liquidity ratios and comparing them with those of the

nindustry.

11.6.4 Coverage Ratios

Coverage ratios measure the ability of the company to meet

payments on long-term and short-term debt using cash flow from operations. The

three coverage ratios computed by FINANDAS are:

- Income BIT/Interest

- Cash Flow/(Debt Maturities + Capital Expenditures)

-Cash Flow/Total Liabilities

Each of the three coverage ratios compares earning ability to a debt commitment,

and a high ratio and positive trend are favorable. Income before interest and taxes

(BIT) to interest measur~es the ability to generate earnings which can meet interest

payments. Before-tax rather than after-tax earnings are used because interest

payments are an income tax deduction. On the other hand, cash flow (net income

plus depreciation less prefered stock dividends) is compared with debt maturities

and capital expenditures. These are after-tax outlays which are usually financed

by cash flow. Also, cash flow is related to total liabilities as an overall measure of

generated funds (cash flow) to pay off the overall debt commitment (total

liabilities).
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11.6.5 Facilities Ratios

Facilities ratios measure the relative level and replacement of

plant and equipment. The three facilities ratios used in this manual and

FINANDAS are:

- Net Plant/$100 Sales

- Capital Expenditures/$100 Sales

- Capital Expenditures/Prior Gross Plant

The net plant to sales ratio compares existing facilities to the

current sales level. By comparing this ratio across companies and over time, the

level of plant utilization is assessed. Then, the second and third ratios are used to

measure change in facilities. Capital expenditures to sales comp&res facility

expansion to business growth. Capital expenditures to prior gross plant measures

the facilities reinvestment (replacement) rate.

Industry medians and points of concern are not suggested for

facilities ratios. Strict point standards are not applicable because these ratios vary

in a complkv maniner depending on the efficiency and adequacy of the facilities.

The •aqea.t must interpret these raeios in the context of direct information about

facilities usage. For example, if facilities are known to be over-crowded, then high

and increasing capital expenditure ratios are very desirable. On the other hand, if

facilities are underutClized, then high capital expenditure ratios indicate a

speculation based ,)n future sales.

U.6.6 Overall Strength

The Z-score formula is used as an overall measure of financial

strength. The score is computed by multiplying each of five ratios by a
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weighting factor. The ratios, calculated and marked with the designator "Z" by

FINANDAS, are listed below:

- Working Capital to Assets

- Retained Earnings to Assets

- Earnings Betore Interest and Taxes to Assets

- Market Value of Equity to Book Value of Total debt

Sales to Assets

The ratios and weights were selected on the basis of their joint ability

to discriminate between manufacturing firms which would and wouid not become

bankrupt in the next year. Low values of Z (<1.8) imply a high probability of

bankruptcy, and high values of Z (?.-3.0) indicate a small chance of bank'uptcy.

However, care should be taken in the use of the Z score, since some other

industries, such as utilities and finance, have normally high levels of debt and low Z

scores. The Z score is best used as an analyst's tool to identify weaknesses for

further evaluation. See the Altman reference below for more information on the Z

score.

11.6.7 Comparative Ratios

Throughout this appendix, reference has been made to "high" and

"low" ratios. Ratios are judged to be high or low in relation to:

- previous values (i.e., the trend)

- other companies in the industry

- general benchmarks of acceptable values

The trend data for the ratios in FINANDAS will assist in the

comparison with previous values. The assembly and summarization of industry

ratios is done with the INDUSTRY program (Appendix II).

--- ---11
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Where appropriate, benchmarks are provided as "Points of Concern" in

Tables?7, 12, and 15. The points of concern are values which, in the judgemnent of

the authors, would indicate the lack of sufficient margin to withstand sudden

shocks. These values were developed based on an examination of a group of

aerospace companies and ratios generally accepted as satisfactory for

manufacturers. Although useful as a standard broade. than the industry figure, the

points of concern do not necessarily reflect industry practice and current

conditions. For example, the slow inventory turnover of some manufacturers might

be typical for that business but atypical for manufacturers in general. Similarly,

debt coverage ratios fall during a recession because profits decline for most

business. A business may fall under the benchmark during a recession and then

exceed it later during better economic conditions. The analyst is cautioned to
apply the benchmarks with discretion.

IM? PROJECTED STATEMENTS

Financial analysts rarely project corporate statements manually because the

computations take many hours and much accounting skill. However, with

FINANDAS, it is now practical for the Air Force analyst project a complete set inI
minutes. With the computations handled by the computer, the analyst concentrates

on the key elements - the assumptions.

To develop meaningful assumptions, the analyst must have a thorough

understanding of the company and the environment in which it operates. Based on

this knowledge, the analyst can specify the important assumptions:

- Sales

- Cost of Sales

- Selling, General and Administrative Expense

- Depreciation
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- Interest

- Inventories

-Capital Expenditures

Assumptions for the other variables can also be specified or the analyst can accept

the FINANDAS default assumptions. The Forecasting Factors report in FINANDAS

shows the relevant items and key ratios to assist in developing meaningful

assumptions.

Good assumptions are not usually developed strictly from a quantitative

historical approach. Judgement and knowledge of other factors are necessary too.

With the assumptions, the projected statements can be run. Examine the

outputs and review the assumptions until a realistic set is produced. (However, do

not let the results, such as profits, affect your choice of assumptions) Several

iterations may be required because of the interrelationships of the variables.

the historical ratios were.

A key element in the projections is the amount of additional borrowing

indicated. This amount must be compared with the projected condition of the

company to determine If such borrowing is reasonable. This comparison is

discussed next .

Ui.8 FUTURZ BORROWING ABILITY

The last item to be assessed is the company's ability to obtain funds required

for future business plans. Evaluating the company's prospects of raising funds from

the money market is part of determining the validity of the projected balance

sheet. "Additional Borrowing" is a liability account on projected statements

computed by FINANDAS from analyst -supplied assumptions. The assumptions

reflect the business prospects of the company and generate projected balance sheet
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conditions, Including borrowings. Thus, Additional Borrowings is an Implicit

assumption created from the explicit assumptions input into FINANDAS. Is it

realistic to believe that the company can borrow the amount projected by

FINANDAS?

To evaluate borrowing capability, the analyst combines the company financial

strength rating and the financial market lending conditions. The chances of

borrowing the amount projected are related to the following:

- projected financial rating

- maximum percent of total Additional Borrowing to Assets

- normal and tight money market conditions

The projected financial rating Is the analyst's evaluation of the projected

financial statements. The percent of borrowing is the ratio of Additional

Borrowing to Assets. Money market conditions are regarded as tight during a

business cycle peak. Concentrate the analysis on the year when the projected

percentago, of Additional Borrowing is the greatest. Each of these factors are

explained in the following paragraphs; the composite evaluation is discussed at the

end of this section.I The projected financial rating is an overall evaluation of future financial

conditions. All of the information gathered for the FINCAP Analysis influences

this evaluation, just as all of this information would influence a banker or other

lender who is rating the company. The analyst is simulating the rating decision

made by financial market analysts. Of course, some information Is more important

than other information.

Factors which financial market analysts weigh heavily are:

- performance

- liquidity

- coverage



Strength in all of these areas is needed for an excellent rating. Generally strong

showings and no weakness are regarded as good. Satisfactory conditions in all

areas or offsetting strengths and weaknesses are reasons for a satisfactory rating.

A company is considered weak when there is weakness in one area. Weakness in

two or three areas is unsatisfactory. These suggested ratings are flexible, because

the analysts must consider the inter-relationships among the factors. The final

evaluation is based on reasoned judgment within the geneeal guidelines.

The percent of borrowing to assets is important, because the financial market

accepts small debt increments more readily than large increments. Substantial

debt fundings are difficult to obtain and require greater company planning and

[ effort. Due to financial market resistance, the chances of successfully adding debt

equal to 40 percent of assets is less than adding debt equal to only 10 percent of

assets. The money market conditions affect the ability to borrow, regardless of

the company's condition. Normal or better conditions exist during business

recessions and the early phase of expansions. Tight conditions exist during the

later phase of business expansions and booms. (Current financial market conditions

are identified in many business publications such as The Wall Street Journal ,

Business Week, and Fortune.

Under tight credit conditions, financial institutions tend to ration credit by

rejecting and reducing loans to weaker businesses. On the other hand, financial

institutions encourage borrowing during normal conditions, because they need loan

volume to invest available funds. Although the analyst is not encouraged to project

credit conditions, he or she is cautioned to evaluate the company under both

ýnvironments. The company should have some ability to borrow during both normal

and tight money market conditions.
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The composite evaluation is based on the projected rating amount borrowed,

and money market conditions. The measurement of ability is an assessment of the

chances of borrowing. The evaluation alternatives are:

- easy

- likely

- possible

- iif ficult

- unlikely

The evaluations suggested for three factor combinations are shown in Table II-1

(Projected Ability to Borrow). The chart ranges from "easy" (E) for an excellent

rating and small borrowing; to "unlikely" (U) for an unsatisfactory and substantial

borrowing. The analyst uses this chart and good judgment to make a final

evaluation of the "additional borrowing"~ assumption projected by FINANDAS.

This is a key evaluation for companies which need additional funds to meet

production targets. In a real sense, the ability to borrow measure is the most

critical and comprehensive of all the FINCAP Analysis evaluations.
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TABLE 11-1 PROJECTED ABILITY TO BORROW

NORMAL MONEY MARKET TIGHT MONEY MARKET

PROJECTED % of Assets Borrowed % o, Assets Borrowed
RATING 0-100%111-20% 21-30% 31-40% > 40% 0-10% 11-20% 21-30% 31-40% > 40%

Excellent E E E E L E E L L P

Good E E L L P E L P P D

Satisfactory E L P P D L P D D U

Weak L P P D U P D D U U

Unsatisfactory D D U U U D U U U U

KEY: E - Easy, L - Likely, P - Possible, D - Difficult, U - Unlikely.

% of Assets Borrowed: Maximum percent of Assets, in any of the five years
projected, financed by Additional Borrowing (see relative balance sheet).

NOTE: These estimates of ability to borrow are not based on research findings, as
none are known to exist. They have been created, based on the author's
experience in credit function and knowledge of the credit markets, to help the
analyst evaluate the ability of a company to borrow.

1
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APPENDIX III. USING THE INDUSTRY PROGRAM

The INDUSTRY Program is an industry data base and analysis program

developed by LMI and available on the Air Force Copper Impact GE timesharing

catalog. It gives users the capability to analyze a data base by industry SIC code

for a large number of companies. INDUSTRY is capable of storiL, data base of

up to 60 variables, 50 companies, 5 years of data for each company and variable, 30

SICs, and 20 companies per SIC. See Figure III-1 for a chart of these relationships.

The data base is created by first adding variable names, then adding

companies and data for each variable, and finally adding SIC numbers with

groupings of companies under each SIC.

With INDUSTRY, users can display and analyze each variable in the data

base by industry SIC. The mix of companies in an SIC can be altered easily to test

the sensitivity of industry means and medians.

11.1 DATA BASE STRUCTURE

The INDUSTRY Program requires three data files in the user number

catalog: VARNAME (for variable names), CODATA (for company date), and SIC

(for SIC numbers and associated company identifiers). See section 3.5 below (File

Creation) for instructions before accessing INDUSTRY. Variables are identified in

the program by number, with a "V" in front of the number. For example, the list of

variables to tabulate is entered: V3,VlO,V1,etc. A name of 28 characters or less is

associated and printed with each variable.

Companies are identified by a mnemonic code of 4 characters or less. The

stock ticker symbol is frequently used for this purpose (e.g., Lockheed = ) •"

HII-i --
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and the program uses the word "ticker" in this context. Other information stored

fo- a company includes:

- Name: 28 characters or less

- Primary SIC: entered for information only

- Last year of data: year (2 digits, e.g., 77) associated with the latest data

recorded for that company.

Annual data: data for variables 1-60, for 5 years. Dollar amounts should

be stored in millions, with thousands as decimals. Ratios usually should

be expressed as percents.. The largest number handled by the program is

99999.999.

SICs are identified by a unique 4-digit number. Associated data include:

- Name: SIC name of 28 characters or less

- List of companies included: up to 20 tickers

II-2 ROUTINES

There are 14 routines to process and analyze information stored in the

INDUSTRY data base. For each of the three data files - CODATA, VARNAME,

and SIC - there are four basic processing functions - Add, Delete, Edit, and List -

making 12 routines. The other two routines are:

- Catculate: For every year, compute data for a variable according to a

FORTRAN-type formula using other variables and constants. (For

example: V10 = (V1+V2)/V3/P65.)

- Tabulate: For a specified SIC, tabulate data for up to 10 variables at a

time.
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The tables contain columns of annual company data as well as a weighted

average and the latest data. This routine includes provision for a sort

Variable, by which the companies are sorted based on the value in a

given year or in the latest year.

Figure A3.2 shows sample output from the Tabulate routine. Four data

sets are displayed; from top to bottom, they are: Summary Company,

Summary Industry Statistics, Annual Company Data, Annual Industry

Statistics. The user selects which data sets are printed.

Industry values reported are the Median, Lowest, Quartile 1, Quartile 3,

Highest, and Mean. These industry values are shown for each column of

company data listed above.

The Add routines each insert one new entry into the file selected, while the

Delete routines each delete one entry from a file. The deletion of a company also

removes its ticker from the company lists for all SICs.I The Edit routines allow for the alteration of data associated with one entry

in the file selected. A change in a company's ticker will also alter it wherever it isI listed in the SIC file.

The Edit routine for the COD ATA file includes the ability to change the

annual data. The ROLL option permits adding data for one or more later years for

all variables at a time while shifting older data back to make room for the new

data. As one year of new data is added, the oldest data are dropped.

The List routines list one or all entries in the file selected. A listing of all

?ompanies in the CODATA file shows only the company names and associated

eader information. To list the annual data, companies must be listed individually

by ticker and the data-list option specifically selected.
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111.3 RUN PREPARATION

Before running the INDUSTRY Program, plan the steps to be accomplished,

especially the develooment of SIC groupings. The following sequence of steps is

suggested:

1. Add the names of the raw variables (dollar amounts and other non-
calculated data).

2. List the variables.

3. Edit variable names as required and relist.

4. Add all companies to be analyzed (including loading the raw data for
each company).

5. List all companies.

6. List each company including data (check).

7. Edit companies as required and relist.

8. Add SICs, including company tickers.

9. List SICs.

10. Edit SICs as required and relist.

11. Add the names of variables to be calculated.

12. Calculate each variable.

13. Tabulate the SICS.

Subsequent data base changes should generally follow the steps above. When

entering a now company, you must enter data for all variables in the VARNAME

file. Data for calculated variables can be calculated manually and entered or

computed using the Calculate routine.

Adding new variable names will not add the data for them. Each company

must be edited to input the detail data.

SICs can easily be added or restructured to facilitate alternative industry

tabulations.
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M11.4 PROGRAM OPERATION

To use, sign on the GE system and give the command: RUN INDUSTRY.

Then specify the function desired and the file to use. For example, to add a

variable, enter: A, V. Each routine will ask you for the information needed. After

each step, give another command. To stop, enter: S,S. If it is necessary to stop a

routine in process, use the Break (or Interrupt) key.

Modifications to the data base are not processed until the program stops.

Therefore, when loading large quantities of data, stop occasionally to permanently

record the data entered. This will protect against loss of all new data if a system

failure occurs.

111.5 FILE CREATION

To create the data files accessed by INDUSTRY, after sign-on, give the

following underlined comments and return:

CREATE
rfl me? SIC

password
XXXXXXXX (none, simply return)
file type? RND BIN
record size in words? 49
number of records? 30-

ready
CREATE
file name? VARNAME
password
XXXXXXXX (none; simply return)
file type? RND BIN
record size in words? 9
number of records? 60'

ready
CREATE
filename? CODATA
password
XXXXXXXX (none, simply return)
file type? RND BIN
record size in words? 310
number of records? 50

111-7

'I



-a
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ACCUM. DEPRECIATION 49947. 57',69. 6 662. 73952. 9 51 .46'• . .•a9S

NET PLANT * 61355. 8 262, ) 9563. 05375. 119533. 15.0-'D
I NV ESTM DITS 11616. 5938. 7059, P055. 1323C. 7. !
INTANGIBLES 1685. 983. 991. 753. 554. -10. doeS
OTH iR A SS ET S ,). 0,. ,. .. - '. w

TOTAL ASSETS 261061. 3n66 16. 344860. 415329. 4l 'I 2"•. 127. 0.
*1uUSU= us'sm "la *UnU low maUU =usr r v 3 lu=us

LIABILITIES & EQUITY

AC-CJOUNT4S PAYABLE 16706. 13334. 15qr. ,7 224A9. 3.195. 1 Q. '
MATURING ,MTBES &DEqT 23336 12750. 3055, 5392, I0252. -2%. r,
INCODE ThXES PkYABLE 8246. 12749. I3565. 199545. Ime45. ! P. ,'

6THER CURREiT LIAB. 20125. 2479e. 289n50 . 37201. .-77 QP 3. 7*

TOTAL CURRENT LIAB. 68484. 53623. 60510. 8'277. 1117 1 =.,1

LONG TERM DEBT 637. 29335. ,!6)I0. 39793. 37nQ6. 132.0'"S
OTHER L-T LIAB. 6452. IO37. 13716. 17146. 17002. 3 1 . S,*I
TOTAL LIABILITIES 7 204295. I7 1857. 1-12',. 15a34. 20 .4.S

MINORITY INTEREST BS O, 0* . .0. 0.

PREFERRED ST-JCK "). F.0. -2. -2. -. "
COMMON STOCK 12186. 14243. 157,,6. 17914. 24332. 17.5"ý
CAPITAL SURPLUS 0. 0. 0. n. 0. -0. ';,
RETAINED EARNINGS 163302. 10979R. 216297. 25 62)9. 202364. 1.7'

SHAREHOLDERS EQUITY 1754&9F. 2n2321. 232m03. 274122. 32. 65. 145.7*ýO

TOTAL LIAB. & EQUITY 251061. 306616. 344860. 41 53;-). ,101130. 17.9t'S
-- ma 7 -s 49. - 3. 0, Vuaa -- u

WORKING CAPITAL 107921. 153452. 127707. 22506P. 2501d9. 23,0%
LONG TERM CAPITAL 176125. 232156. 270604. 3130,04. 3537Q1. I c. 2, r
TANGIBLE NET RORTH 173803. 2nI33F. 231112. 27336S. 326041. '

* SEE FO0TN rTE REPORT FOR ACCUNTING METHODS A•4D CHANG-cS
DATA SOURCE% STAA4DARD & 0 D0R'S COMDUSTAT SERVICES. INC. LATEST YEAP FINA-

a
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CONTRACTOR FINANCIAL DATA RErRIEVAL : A-IkLYSIS SYSTE.- ')2 F': 70 n3

TNCOME 9 RETAINED EARNINS STATEMENT OF

INDUSTRY TA 1111:TED 1'1 1 .ZýC!.SA N;DS

MONTH FISCAL YP ENDS MAY MAY MAY MAY 'm.qY
FISCAL YEAR 1974 1075 1976 19.77 107§. TDE ,.mS

INCOME

NiT SALES * 271429. 336645. 36 6645. 45495R. 51 ,6. 2' 7!0

COST OF SALES * 143659. 172143. 170n95. 22217'n. 2)9515. i8.8ý5

GROSS INCOME 127769. 164502. lR7550. 2327 S . 209371. , 2. R*:

SELLING, 3EN & ADM!N 81263. 103972. 117551. 1i2o02. 1-0•o. 22.3% S
DEPRECIATION IS 81in. 9732. 12207. 13224 154,27. 17.,'°'S

3PERATING INCD4 E 38397. 50799. 57792. 76572. 2 ,A. 2 4 7*D

INTEREST E DENSE 1222. 47.'6. 4757. 4120. 42-5. 2 e. 5,
SPECIAL ITEMS 0. n. *. 0.
OTHER INCOIE/-EXp 1322. 797. 2204. 3333. A7. 5A. 3"-S

INCOME BEFORE TAX 38497. 4692Q. 55239. 757!,S. . 2". 7 P
INCOME TAXES 17144. 2 0"5r. 251551. 31775. 39115. 2. 2••S
MINORITY INTEREST IS 0. 0. 0. ". 0.

INCOME BEFORE EXTRoS 21353. 26320. 3'r'8. 43971. 5694. 2 . 'r

EXTRAOP.DI.MARY ITEMS 0. 0. 1%. n.

NET INCOM-E/-LSS 21353. 26320. 3,'89 . 43971. 569-e6. 2F. 1'"

RETAINED EARNINGS

BEGINNING SALANCE 139552. 163302. 1 R9179. 216297. 2562"'e. 1 ,1D
RESTATEMENT 3943. 0. 0. n. 0. -o, ,

AS RESTATED 143495. 163302. 1 R078. 216207. 2562h. 1 5, 5

PLUS NET INC/-LOSS 21353. 26320. 30089. 43071. 5.,?45. 2 P.

LESS DIVIDENDS 1781. 1734. 2107. 3971. 1,7t. 55.

OTHER CHANGES 235. e81. 237. -:0. 11. -n. r*0

ENDING BALANCE 163302. 198073. 216297. 2562"C . 3'92364. 1 .7"

INCREASE/-DECREASE 19807. 24776. 28210. 39911. ¶6156. 2A.2-0

• SEE FOOTNOTE REPORT FOP A"CCOJNTING I4ETPODS & CHANG.S

DATA SOURCE' STANDARD & POOR'S COMPUSTAT SEWVICES, I1C. L'.,--, YEvP -Il._

THIS PAGE IS iiEý'T qUALITY PRACTICABLI4

j~mv Ciul Yt r ~. U~D
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CONTPACTOQ FINANCIAL DATA RE.RIEVAL -t ANlALYSiS- SYSTEM. 12 7=_ 79 04~

CHANGES IN VIORKINO CAD ITAL OF

INDUSTRY: D)ATA PP IMTED IN4: T~14TS400S

MION-lh F ISCAL YR ENDS -MY MA YA Y MAY W1AY
FISCAL YEAR i 974 1975 1076 10"17 1979 P, 70?\l

S OU RC2'S

INCOmE BEFORE EXTRAS 21353. 26329. ?3 rw'19 . 43971. 56?A6. 2 9. Ct"3
TOTAL DEPRECIATION 31 (Q . 9732. 11635. 12731. 15204. 16. 7; S
OTHER OP14S SOURCES 2035. 33A2. 2AP5. 1596. -13d9. -f'.n

TOTAL FROM OPNS 31497. 304C37. 4 42 0_0. 5933!. 7)702. 2 2. 36P
SALE OF PLANT, ETC. .774. 1153. 123A. 2591. 2265. 3S. 2"';
SAL-; OF STOCK 396. 2413. 17 r) . 2.1 1 r. 5A29. 7 2. 3",
NE'h LUNC TE.RM DEBT . 291. 113107. 179

OTHER SOURCES 4 065. 10219. 25. =5e). . - '

TOTAL. SOURCES 33r173. 8 310f3. 5;9475. 653j!6. 704 A6 . 16. 3*f

D IV IDEN DS 1791. 1734. 2107. 3971. 1 n7"l1. 5. slý
CAP!TAL EXPENDIT1URES 23530. 3 17)6 . 1AR12. 22174. tl6Q7. 2
I NVESTMENTS&ACD0 3516. 3131. 155). 13R. 7-f% -0 .~'ýS
DE57 MATJRITIES 323. 712. 2541. 577. 2S ý7. A.,
TREASURY STOCK PUJRCH 364. n. n. !
OTHER APPLICATIONS 27. 9. 50r5. 3r5. 101'. 11 n. 3ý

TOTAL APPLICATICD'IS 29541. 37472. 2412'). 27195. 5 2?. .q.

NET IN'CP'-ASE/-DECR 35 32. 453. 3A3E55w 3P161. 2 41 R% 4,! 4.,

SUMMARY OF CHANGES = m ======

CASH & EOUILVALENTS -8535. 175000. 3A17Q. 253 275* -i

ACCOUNTS RECEIVAEFLE 11741. 60 39. 090 1715t. 2 7R 0_1. 3 1. 9'
I NV ENTOR IES 2458'). 13614. -974R. 1927P. t51-1. 16. pQ
OTHER C1.PR=ENT ASSETS 2684. 33 E3. -212S. 953. 3297. - . c

CUR ASSET INCV/-DECR 3)A 71. 4 r67t'. 31272. 61,99P. 47A50. I1L. n"

ACCOUNTS PAYABLE 5036. -3372. 2535. 5170. qol)
MATUJRING NOTES&DEBT 12620 . -10586- -9695. 2327. 4OO*.4
INCOME TAXES PAYABLE -2692. 45 03. R15. 619% - 1197. - ' H

CUR LIAB. INCR/-DEC R 1927-7. -4q6I. -3'n93. 23737. 23271). -

DUE TO RESTATEEENT -7661.0..- *. -CC

NET INCRE-ASE/-DECR 3532. 45=531. 34355. 31161. 2410 A I FV)

CASH FLOW 3A7 0r. dV. c:F1e 79. 7.3'

*SEE FOOTNOTE PEPORT FOR ACCOUNT""` METHPODS ANrD CEANGES
DATA SOUPCE' STANDARD &OR* Z2 OUTA SERVICE:')0. 5I33C . k='Y7072 =T\3?AL

Iv-5



CONTRACTOR FINA;NCIAL DATA RETRIEVAL & AIALYSIS SYSTEM 22 F? 70 D=

RESTATED & SUPPLEMNTARY DATA ')F

INDUSTRY: DATA P"INTEI,- 7 : 71 - '!S

MONT1 FISCAL YR ENDS MAY M.AY MJAY MAY llY
FISCAL YEAR 1974 1975 1076 I0 7 I1 ," TPýo'- S

NET SALES

AS RESTATED 271429. 336645. 3666d5. -, 95q5. 51 F5. 2". 7'"
AS FIRST RE'ORTE) * 271429. 336645. 3666,5. 45495P. 5,; Q6. 2".7•D
PERCENT DIFF--ERENCE 0. C. 0. '. 0. O. S

INCOAE BEFORE EXTRAS

AS REST-AT • 21353. 26320. 3 RQ8. 43071. 56P6. 2 R."•.I'
AS FIRST REPORTED 21353. 26329. 3M.89. A3071. 568 e,. $3.4.1 -
PERCENT DIFFEK.;NCE 1. . 0. 0. . .

;IORKING CAP ITAL

AS RESTATED M7921 . 153452. I17807. 225969. 25nl4R. 23. n.<
AS FIRST REQ=PTED 107921. 153452. 197907. 225065. 25014P. 23.0"Co
PERCENT DIFFERENCE 3. 0. r%. q.

TOTAL ASSETS

AS RESTATE 251061, 306616. 34486e. dl53P, 40 113),. 17.Qtl-
AS FIRST REP3RTED 251061. 30 6616. 344860. 41532F. 4;)113"'. 17.0ý'o
PERCENT DIFFERENCE 0. n. '. 0. '. C.

SUPPLEMENTARY DATA

COMMON STOCK PRICE:
YEAR IIGH(ADJ) 56.625 47.750 45.500 2-1.375 !.f. -.. '7, s
YEAR LOro(ADJ) 29.975 18.125 19.125 22.125 29.250 P.)

MKT VALUE E3U7TY 373074. 1701 06. 3045 41. 6n53,. 67 30'6 . 27.
;,APLOYEES (TJUS AN DS) 13. 13. 13. 15. I0. 1,. 2%,
ORDER BACKLO3 73970. 61264. 70"C9. i28900y. 179 n'%. 2C.5'*
DEBT ,!ATJRiNG 2YN S -3. 300. 574. 2602. 91"-I. 6d.51O

3YRS -0. 3300. 2336. 074. -_27. -46.6"''!
4YRS -0. 3*. 57.') 65!. 515. 10.2 o
5YRS -3. 3M. 223. 54l.. 3400A. -2S4. Cý

* SEE FJOOTNOTE REPORT FOR ACOU)JNTING MET-,ODS & CHANGES

DATA SOURCE' STANDARD & PmR'S CJMDUSTAT SERVICES, INC. LATEST YEAD CINAL

THlIS PAGE IS S.ST QUALITY FluC.cl-L ."
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APN'IU'tL OATIT5S F- V'IALYVtS OF

ItN1 I13CAL YO T'IIJS I AY '.AY( 'J11AY Vk
FISCAL Y--A~q 1974 IP75 1076 I?77 19 7: 2 PT

P1T~SLS7.9 7.3 P. 2 f7. 7 9.5
13C 3tT/AS33E.S Z 15.3 9 S 11..IL 10.2 D"~ 1.
RE =SARN/kS3~S;r 7. 65.') 51.3 52.7 51.7 631.6 -^.7
SA Es/ASSST E- 7 0. 1~. 109.i I""5.3 1,10.5 121.9 2.7
APPROlX. O/TS RATI-1 p 17.17 6..16 1.3.11 13.77 11.06 -l.39

C P AL r7 ATI

_-7 ETJtTY A) 1 4.7 16.5 11.5 31.4 1.2

%1<7 =,rrTY/17 r - 7 1556.2 390.7 0)47*3 1 341~.3 Id2m.3ý '7.r

P TR 11 2.51 3.ý3 A . l~ 3. 14 3.323 1%.1

.3 ~ 1.513 2.32 2.6 T3
DAYS CA S:i 27.4 A3.m I; .5 "0.5 e5*5 0.3
DýAYG ; 2C2 II/A7 L E 7*.3 166.. 697. i 71%, -?^. I -. 5

I\75 £MV~~~~Y 220.13 213.5 1:;9.2 3. 0 5 - *
DV(s PAYA3=L~s 24.5 3. . .232 -fl. 2

.<J~~K1:43 C\/S~S7 3.1 5 0.' 5 4.. 3 3"* 2.

tT7/3:!~'S AS---q- 32.5 Il .93 1 1."-1 10. 3 23.ýo - .7
.~ LO/AT.S 1.32 1.22 2." 2.:i6 I.0~ I

.. ~ L I2~C LA~ d1.7 37.Q 30. 2 1 33 t3 ".

FC .1 IT I z

P~LAN7 1~ SA LE SS 22.ý- -)A.5A 24t.15 15.9 I..:a 5

-A' XP/0~'3?O l; DL7'% 26.7 35 3, 1.1.3 ~ *

. 5CZP T T'L * 12.37 -. 3 .51I.2 ~ 1.3 .

7ATA A02 0:-ýE1751 R-k Ti:-~v1Ul

IE %j T1IJT 75P :4- 1;~ -_-I~ti T* CT~ 4'r _ETL* A 1

')ATA SOURCE: 37A.V!)R: Oljr~m'i omo~j'Jrir ss'V ICES. r*,'. L472=7 7%- :'Ic~r'! it.
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------------ -- ------- -------------- ---- ---------

CONTRACT-OR FINANCIAL DATA RETRIEVAL & V'IALYSIS SYSTEM 22 FED 70 07

RELATIVE BALANCE SHEET OF

INDUSTRYj OATA AOS PEc"='.9,T OF TOTAL A!CET,$

MONTH FISCAL YR ENDS MAY MAY MAY MAy 1,ay
FISCAL YEAR 1974 1075 1976 1977 1078 7 P S
ASSETS
----------

CASH & EOUIVALENtS 7.4 1.9 2f0.4 22.9 13.5 2.3ACCO!J NTS RECEIVABLE 22.0 20.0 20.3 21.1 23.4 %.AINVENTORIES 37.9 35.5 28.7 2S.9 33.3 -1.6OTHER CURRENT ASSETS 2.9 3.5 2.5 2.3 2.6 -r.2

TOTAL CURRENT ASSETS 7% 3 70.8 72.0 74.7 72,, r.*9 S
OROSS PLANT 44.3 45.8 15.0 4)..7 81.7 -IA S
ACCUM. DE.PRECIATION 19.9 IS.P 19.3 17.9 17.3 - S
NET PLANT 24.4 26.9 25.7 23. A 24.3 -,A./I NV FSTM ENTS 4.6 1.9 2.0 2.2 2.7 -IN.-INTANGIBLES 0.7 0.3 C.3 1.2 ". I - ,.OTHER ASSETS 0. 0. 0. 0. '. ". s
TOTAL ASSETI"S 100.0 100.0 I'O.. IO I¶,0 0.

LIAWILITIES & EQUITY

ACCOUNTS PAYAPLE 6.7 4.3 4.6 5.3 6.3 11 0MATURING NOTES &DET 9.3 4.2 0.9 1.3 2.1 -1.7 SINCOME TAXES PAYlBLE 3.3 4.2 3.0 4.7 3.8 0C. 2OTHER CURRENT LIAB. 8.0 8.1 8.1 0. 0.7 (.11 S
TOTAL CURRENT LIAB. 27.3 20.9 17.6 20.3 21.9 -I. I

LONG TERM DEBT 0.3 9.7 11.2 9.6 7.6 1./OTHER L-T LIAB. 2.6 3.5 4.n . 1 4.O C.A .5
TOTAL LIABILITIES 30. I 3410 32.7 34.0 33.5 7

MINORITY INTEREST es 0. 0. .. o ,

PREFERRED STOCK 0. 0. 0. -'.0 -X.0 -'.COMMON STOCK 4o 9 4.6 4,6 A.3 3. - .CAPITAL SURPLUS 0. 0. 0. 0. .. SRETAI NED EARNINGS 65.0 61.3 62.7 51.7 61.6 -0.7
SHAREHOLDERS EQUITY 69.9 66. A 67.3 66.0 66.5 -^.7
r'OT•. LIAB. & EOUITY JfnO.0 110.0 1i0O.0 I1.' n,'A 'el 5

Z I am rnft ="Mn us wwu wmn Wm wwfurfORKING CAPITAL 43.0 50.0 54.5 54.4 50.9 2.0LONG TERM CAPITAL 70.2 75.7 78.5 75.6 74.1 'TANGIBLE NET WORTH 69.2 65.7 67.0 65.1 65. A _.6

* SEE FOOTNOTE REPOCRT FOp ACCOUNTING METhODS AVD CHANCES
DAT7A SOURCE STANDARD & PCOR'S CJ)MPUSTAT SEPVICES. INC. LATEST YZAP FIpJAL

------------------------------------------.---- -- ---- -- -- -- -- -- -- -- ----

THIS PAGEI 13 461 QUALIVT• FRA•1•.OflCAJ3L+
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CONTRACTOR FINANCIAL DATA RETRIEVAL - ANALYSIS SYSTE'V ?2 FED 70 00

RELATIVE INCOME STATEMENT ,F

INDUST£Vs DATA APE DERCE:T OF NET SALES

MONTH FISCAL YR ENDS KA. Y MAY MAY !!.AY mkY
FISCAL YEAR 1974 1975 1976 1077 1 D7F 7EMS

I NCOM E
NET SALES * 100.0 100.0 I00.0 9 1"OA 0. 5

COST OF SALES * 52.9 51.1 48.8 49.9 5n.n -".9 s

GROSS INCOME 47.1 48.9 51.2 51.2 50.n ".9
SELLING, GEN & ADMIN 29.9 30.9 32.1 31.A 31.7 0.4 S

DEPRECIATION IS 3.0 2.9 3.3 2.9 2.6 -0.1

OPERATING INCOME 14.1 15.1 15.9 16.9 15.7 0.5 5

INTEREST EXPENSE 0.5 1.4 1.3 .. 7 7 .
SPECIAL ITEMS 0. 0. (. 0 0. 0. S
3THER INCOME/-EXP 0.5 0.2 0.6 n.7 J.n C.2 S

INCOME BEFORE TAX 14.2 13.9 15.1 16.6 16." ^.6 S
INCOME TAXES 6.3 6. 1 6.9 7. 6.5 ". .
MINORITY INTEREST IS 0. 0. 0. 0. 0. ". S

INCOME BEFORE EXTRAS 7.9 7.8 8.2 9.7 4.5 "55 D
EXTRAORDINARY ITEMS 0. 0. 0. c. 0. . S

NET INCOME/-LOSS 7.9 7.9 8.2 9.7 0.5 "1.5 D

RETAINED EARNINGS

BE£INNINO BALANCE 51.4 48.5 51.3 47.5 ,2.p -1. S
RESTATEMENT 1.5 0. 0. '. . -".3 S

AS RESTATED 52.9 48.5 51.3 47.5 A *. -2.1 S

PLUS NET INC/-LOSS 7.9 7.93 8.2 9.7 9.5 0.5 •' •

LESS DIVIDEK"OS 0.7 0.5 0.6 0. 9 ..= 3 S '

OTHER CHANGES 0. 1 0.1 .1-0." S

ENDING BALANCE 60.2 55.9 59.0 505.3 50.5 -1.9 S

INCREAS E/-DECREAS F 7.3 7.' 7.7 9.9 7.7 .2 H

• SEE FOOTNOTE REPORT FOR ACCO!NTING METHODS & CHANGES

DATA SOURCE' STANDARD & POOR'S C"MPUSTAT SERVICES. INC. LATEST YEA 0 FINAL

[V- 9
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CONTRACTOR FINANCIAL DATA RETRIEVAL & ANALYSIS SYST.EM 22 FED 79 D9

FORECASTING FACTORS OF

INDUSTRYs DATA PRI"ITED IM PERCE"TS

MONTH F ISCAL YR ENDS MAY MAY MAY M5,Y :kY IpT,)
FISCAL YEAR 1974 1975 1Q76 1977 197P AVErAG 3EMZ

FORECASTED VARIABLE
RELATED VARIABLE

SALES GROWdTH
NET SALES 36.95 24.03 8.91 2d.09 31.,54 25.76 -1.16

COST OF SALES
NET SALES 52.93 51.13 49.95 4.*93 50.01 49.92 -1.pi S

SELLINOGEN & ADM IN
NET SALES 29.94 30.88 32.06 31.43 31. 5 31.51 1 5

DEPRECIATION IS
PRIOR GROSS PLANT 9.20 3.7A ,.7T 9.52 0.15 9.91 -0.03

INTEREST EXPENSE
AVG. TOTAL DEBT 6.86 14.32 11.29 9.51 9.17 0.7" -'-.12

OTHER INCOME/-EXP.
NET SA%.ES 0.49 0.24 0.6n 0.73 I.)1 0.91 M.15 3

INCOME TAXES
INCOME BEFORE TAX 44.53 43.7F 45.53 41.95 An.75 42.-I -,., S

MINORITY INTEREST IS
INCOME AFTEP TAX 0. 0. 0. n. f. n. 1. S

CASH
ACCOUNTS PAYABLE 1I 1..77 272.03 443.93 43t.65 213.86 294.07 3ý.28ACCOUNTS RECEIVABLE
NET SALES 20.35 18.20 19.13 10.19 19.22 1.21 -•.13

INVENTORIES
CS + DEPR IS 62.76 59.87 51.93 5n.31 51.01 52.68 -3.13 S

OTHER CURRENT ASSETS
CS+SGA+CAP EX.P 2.92 3.46 2.73 2.47 2.42 2.57 -0.2n S

ACCOUNTS PAYABLE
CS+SGA+CAP EXP 6.72 4.33 5.13 5.69 5.93 5.156 -c.

INCOME TAXES PAYABLE
INCOME TAXES 48.10 62.19 53.94 61.93 47.19 52.60 -.. 2

OTHER CURRENT LIAB.
CS+SGA÷CAP EXP 8.13 8.05 8.90 9.50 o 0. 9.12 0.'3 S

PLT SOLD&RETIRED
PRIOR GROSS PLANT 2.17 2.44 2.75 5.29 3.69 3.79 0.50 5

ACC DEPR. SOLD&RST.,
PLT SOLD&RETTRED 59.53 61.26 68.01 6P.49 63.07 A5.16 1.51

DIVIDENDS
COM + PREF ST7CK 14.62 12.17 13.42 ?2.17 43.Q;R 3.0.9 ,.07

CAPrIAL EXPENDITURES
PRIOR GROSS PLANT 26.71 28.49 13.41 14.28 24.6A 21.12 -I.!3

WEIGHTED AVERAGE-EXPONENTIAL NEIGHTS.CUPRENT YEAP AT .5

DATA SOURCES STANDARD & POOR'S COMoUSTAT SERVICES, INC. FILE •AT-0 FINAL

THIS PAGE IS BEST QUALITY PRACTICABi
1f0i OOry FU•.tL1kHef TO DDQ
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CONTRACTOR FINANCIAL DATA RETRIEVAL & ANALYSIS SYSTEI, 22 F- -O 79 o01

ROJECTION ASSUMPTIONS FOR

INDUSTRY:

PROJECTED VARIAELE TYPE PROJECTION METHOD

NET SALES DEFAULT GROWS AT 5. '"% FPOM LATEST YEA2
COST OF SALES DEFAUJLT 50.01% OF NET SALES (ORIOD YEAP)
SELLING, GEN.&ADMIN. DEFAULT 31 .65 S OF ,E-T SALES (oRIOD YEAR)
DEPRECIATION IS DEFAULT 9.15Y OF PRIOR GPOSS PLANT (PRIOR YEAR)
INTEREST EXPENSE DEFAULT 9.17% OF AVG. TOTAL DE9T (ORIoS YEAR)
SPECIAL ITEMS DEFAULT SET TO ZEPO
OTHER INCOME/-EXP. .DEFAULT 0.9I% OF NET SALES (NTO.AVG.)
INCOME TAXES DEFAULT 42.r%8y OF INCOME BEFOPE TAX (WT..AVG.)
MINORITY INTEREST IS DEFAULT * NOT PROJECTED-HISt.oY ZE-=O OP '467 'V.h IT_
EXTRAORDINARY ITEMS DEFAULT SET TO ZERO

DIVIDENDS DEFAULT 30.B8% OF COM. + P.EF. STICK (:.TD.AVG.)
OTH.RET.EARNS.CHGS. DEFAULT SET TO ZERO

CINIMUM CASH BALANCE DEFAULT 294.07% OF ACCOUNTS DAyA9LE (6TD..AVr.)
ACCOUNTS RECEI.ABLE DEFAULT 19.21% OF NET SkLES (,qTD.AVG.)
INVENTORIES DEFAULT 51 .91% IF COST 3ALES '+ 'Ea. (DRIOP YEAD)
OTHER CURRENT ASSETS DEFAULT 2.57t OF CS + SGA + CAP. EXD. (N7TDAV3.)
INVESTM ENTS DEFAULT ROLLED FORURARD. A-r7ING I'lVEST7EV=TS , &CO.
INTANGIBLES DEFAULT SAME AS OPIOR YEAR INTANOI-LES
OTHER ASSETS DEFAULT * NOT DPOJECTED-HISTORY ZERO OD NOT AVAIL.
ACCOUNTS PAYABLE DEFAULT 5.66% OF CS + SGA + CAP. EXD.(WT').AVG.)
MATURING NOTES&DEBT DEFAULT TAKEN FROM HISTORICAL DAT.
INCOME TAXES PAYABLE DEFAULT 52.69% OF INCOME TAXES (!,TD.AVG.)
OTHER CURRENT LIAB. DEFAULT o.".• IF CS + SGA + CAD. -XP. (RIOR YR)
OTHER L-T LIAB. DEFAULT SAME AS DPlnP YEAR TiHEP L-T LIA-..
rINORITY INTEREST FS DEFAULT * NOT PROJ.ECTED-LISTRY 7E :-C NOT .VA IL.
PREFERRED STOCK DEFAULT SAME AS PRIOR YEAP PRF-.-'ERPED STOCK
COMMON STOCK DEFAULT SAME AS ORIOR YEAR CO•MMON STICK
CAPITAL SURPLUS DE'FAULT * NOT PPOJECTED-HISTORY ZERO OR -OT AVAIL.

TOTAL DERECIATION DEFAULT 0.04% OF PRIOR GROSS DLANT (DPIrR YEAR)
OTHER OPNS. SOURCES DEFAULT 2.14% OF NET INCOME (,iTD.AVG.)
PLT. SOLD a RETIRED DEFAULT 3.70% OF PRIOR OPrlSS PLA.NT (4T7. AVG.)
ACC.DEPR.-SOLD&RET. DEFAULT 65.16% OF PLT. SOLD A OcETIrED (7.'IT.AVG.)
SALE OF PLANT, ETC. DEFAULT 3A.95v IF PLT. SOLD t RETIRED (-1TD.AVO.)
SALE OF STOCK DEFAULT SET TO ZERO
NEW LONG-TER9,, DEBT DEFAULT SET TO ZERO
OTHER SOJRCES DEFAULT SET TO ZEoO
CAPITAL EXPENDITJRES DEFAULT 21 .)2/ OF DIOR GRO, PANSS T (cTD.AVD.)
INVESTME-4TS & ACD. DEFAULT SET TO ZERO
DEBT MATURITIES DEFAUJLT TAKEN FROM HISTORICAL DATA
TREASURY STOCK PURCH DEFAULT SET TO ZErO
OTHER APPLICATIONS DEFAULT CALC - BALANCE CHANGE IN L/T AIClUN"3
PREFERRED DIVIDENDS DEFAULT * NOT PROJECTED-HISTORY ZE7O '10 "JOT AVAIL.

NOTES WHERE TYPE IS 'DEFAULT', USER GAVE NO ASSUMPTION
THEREBY ACCEPTING THE DEFAULT MET-OO

THIS PAGE IS BEST QUALITY PRACTIC.Aa

F~om O yP o xolmlil~ ) DDc
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CONTRACTOR FINANCIAL DATA RETRIEVAL & ANALYSIS SYSTE)S 22 FE"m 79 P12

USER PROJECTED
BALANCE SHEET OF

INDUSTRY, DATA oRINTED IN = THCUSANODS

MONTH FISCAL YR ENDS MA, Y MAY MAY XMAY V'AY
FISCAL YEAR 1979 1980 1981 1992 1oq3 T D-NTPS

ASSE7S

CASH & E3UIVALENTS 9263F. 93145, 104078. 110485. 117410. 6.1,S
ACCOUNTS RECEIVABLE 120-777. 126816. 1.33157. 130815. I4680. 5. S
INVENTORIES 172982. 192820. 193354. 2e) 4656. 216%3'44. 5.S's
CTHER CURRENT ASSETS 14309. 15159. 16076, 17065, 1F136. 6. 1?,S

TOTAL CURRENT ASSETS 41)0707. 422941. 446666. 4772!21. 4-9164. S,6% S

GROSS PLANT 239951. 281281. 3297 3). 3R6525. 453102, 17.2%S
ACCUM. DEPRECIATION 98935. 114866. 133658. I,-5697. IR151Il. 16 .4:S
NET PLANT 141115. 166415: 196073. 230830. 271503. 17.RqD

INVESTME,4TS 1323). 13239. 13239. 1 3239. 13239. . s'
INTANGIBLES 654. 654. 654. 654. 654. .
OTHER ASSETS -0. -0. -0. -n. - -0. T1.

TOTAL ASSETS 555715. 603249. 656631. 716752. 794650 . 9..'3

LIABILITIES & EQUITY

ACCOUNTS PAYABLE 31502. 33375. 35392. 37571. 3002R. 6.. IS
MATURING NOTES &DEBT 941. 627. 516. 3400.. -0. 19".2°-'S
ADDITIONAL BORROWING 20646. 13669. 9970. .1 1281. 538'Y). 18.81i.
INCOME TAXES PAYABLE 21A2d. 22017. 22704. 23.23. .3520. 2. S
OTHER CU.RRENT LIAB. 50.1 1. F31B9. 56293. 59763. 5351A. •. 1*$

TOTAL CURRENT LIAB. 124623. 122776. 124877. 166832. 1--'771. 1 1. 1%S

LONG TERM DEBT 36145. 35518. 35r02. R. 8. -Q2. C!$
OTHER L-T LIAB. ]Q792. 19792. 10792. 10702. 19702. r,. 'S

TOTAL LIABILITIFS 180560. 178086. 179671. 106632. 2r%571. 2.6tS "

MINORITY INTEREST BS -0. -0. -..- -C

PREFERRED STOCK -1. -I. -1 . - i.
COMMON STOCK 24332. 24332. 24332. 2A332. 24332. '. %S ,.
CAPITAL SURPLUS -a. -0. -0. --. -o. -
RETAINED EARNINGS 350F,23. A'Y)831 A52628. 505789. 559747. 12. A:o

SHAREHOLDERS EOUITY 37-5154. 425162. A76959. 5301 20. 5R071. 1 1.7tD

TOTAL LIAB. & EQUITY 555715. 6032A9. 656631. 716752. 79A65'*. 0.0;,S -
- -umn = - ur umn =wurnun v=u 3")

WORKING CAPITAL 27o084. 300165. 321780. 305189. 3183P3. 3. 1'
LONG TERM CAPITAL 411290. 45,$080. 511061. 53')l2P. 5R808P6 9.95 9-TANGIBLE NET WORTH 3745 r'y. 424508. 476305. 529466. 5R3A?4. 1l1 79P p

DATA SOURCE, SEE PRIOR ANALYZET OUTPUT FOR THIS COMPANY - ,

- -- - - -.- - - - - - - - - - -. . .. . . ... -. ...... . .. ..- -... - .-.- - -,.... •-•"= • • . ....... ...... n '=• : t •'• • ''• • =• 1"• t •'



CONTRACTOR FINANCIAL DATA RETRIEVAL & ANALYSIS SYSTEM 22 FES 7V P13

USER PROJECTED
INCOME & RETAINED EARNING STATA'EMENT IF

INDUSTRY# OkTA .R INTED Pit THOUSAkNOS

MONTH FISCAL YR ENDS MAY MAY MAY 'AY Vky
FISCAL YEAR 1979 1980 1981 1982 1993 T=")S

INCOME

NET SALES 628830. 660272. 693285. 727950. 764347. 5.0v
COST OF SALES 314491. 330215. 346726. 36e40A2. 3c2265. 5.oS

GROSS INCOME 314340. 330057. 346559. 303r87. 320P2 . 5. os

SELLING, GEN & ADMIN Io9231. 209193. 219652. 23n635. 242167.
DEPRECIATION IS 18733. 21959. 25742. 30176. 35373. I7.2%S
OPERATING INCOME 96376. 99904. 10115. 103077. l'4542, 2.lIS

INTEREST EXPENSE 4822. 4931. 4370. 42fg. 45R9. -2.5'!
SPECIAL ITEMS 1).0. 0. n. . -n. '%*

OTHER INCOAE/-EXP 5083. 5339. 5605. 5'35. 6179. 5. •S

INCOME BEFORE TAX 96637. .0931). 102400. 104754. 1"6131. 2.4."-S
INCOME TAXES 40663. 417S9. 43n 8. 4A079. 44659. 2.dog S
MINORITY INTEREST IS -0. -0. -0. -.. oN O
INCOME BEFORE EXTRAS 55973. 57522. 59312. 60675. 61473. 2.4ýS

EXTRAORDINARY ITEMS 0. 0. 0. ". '. - cl.

NET INCDOE/-LOSS 55973. 57522. 59312, 6n675. 61473.
m= s =m a- - -a- =a- m S u m mumm

RETAINED EARNINGS

BEGINNING BALANCE 302364. 3508 23. 4 n831. 452628. 5.'5709. 1l3.7t
RESTATEM.E.NT -0. -0. -n. --. -0. -0.0,

AS RESTATED 302364. 350823. .n0831. 452628. 50579. I3. 7*

PLUS NET INC/-LOSS 55973. !7522. 59312. 6(675. 51473. 2.41%S

LESS DIVIDENDS 7514. 7514. 7514. 7514. 75I-. C. S

OTHER CHANGES 0. 00 0. 0. -. _ ,

ENDING BALANCE 350823. 400831. 452628. 5n5790. !53747. 12. 4' P
Oftmmanu MMUu.mm ==man= mmum mum.m -,I:,

I NCREAS E/-DECREAS E 48459. 50008. 51797. 5316n. 53959. 2. 9S

DATA SOURCE' SEE PRIOR ANALYZET OUTPUT FOR THIS COMPANY

T'HIS PAGE IS BEST QUALITY PRACTICARBL.
S~~~~~FRO¥ CO• ?Uh•I.•a~ i Dfl_,,.-.C
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CONTRACTOR FINANCIAL DATA RETRIEVAL & ANALYSIS SYSTEM 22 FP• 70 P1-

USER PROJECTSD
CHANGES IN WORKING CAPITAL OF

INDUSTRY: ELEC MEAS & TEST INSTR DATA PRINTED IN: TqH tJ,;A'MS

MONTH FISCAL YR ENDS MAY MAY MAY MAY VAY
FISCAL YEAR 1979 98n 1991 IQF2 1993 TE-kNOS

SOURCES

INCOME BEFORE EXTRAS 55973. 57522. 59312. 60675. 61473. 2.""•
TOTAL DERRECIATION 18499. 21680. 25421. 295r'r. 34o32. l7.2?2S
OTHER OPNS SOURCES 1196. 1220. 1269. 1297. 131A4. 2.A•S

TOTAL FROM OPNS 75669. 30437. 86000. o1771. 677.0. 5,6%,S
SALE OF OLANT, ETC. 2705. 3170. 3717. 4357. 5107. 17.26ýS
SALE OF STOCK 0. 0. 0. 0. 0. -0.0"
NEA LONG TERM DEBT 0. 0. 0. .
OTHER SOURCES 1). p, 0. 0. M.. .r,.

TOTAL SOURCES 78370. 83608. 99717. 96129. '129265. 7.1'-S

A PPLI CATIONS

DIV IDEI40S 75;4. 7514. 7514. 751A. 7514. n. %S
CAPITAL .XPENDITURES 43019. 50429. 50.1 15. 69209. 31234. 17.2!S
I NVESTME-•TS&ACo 0. 0. -0. n. n. -n. 0")
DEBT MATURITIES 941. 627. 5i6. 34004. -0. Of.2%S
TREASURY STOCK PURCH 0. e. 0. ). 0. -". nOrf"-I- APPLICATIONS 963. 956. 9A7. 921. 974. -2.3%S

TOTAL APPLICATIONS 52438. 59527. 68093. .112727, ?9622. I1.7•

NET INCREASE/-DECR 25936. 24181. 21624. -16600. I 32,",,. - n. ")'!

SUMMARY OF CHANGES

CASH & EOUIVALENTS 26A30. 5t,)7. .933, 6406. 693,4. -22.3 '!
ACCOUNTS RECEIVASLE 56 77. 6039. d3AI. 6659. 6pAo. 5.3,S
INVENTORIES 9450, 9938. 10535. I 1311. 1214R. 6.6-S

OTHER CURRENT ASSETS 1436. 951 916. 09o. I1nl7 -*.3%

CUR ASSET INCR/-DECR 43003. 22234. 23725. 25355. 271A3. -7.6'

ACCOUNTS PAYABLE 544, 1873. 2nlS. 2170. 2358. 36.•IF
MATURING NOTES&DEBT -9410. -314. -III. 34470. -34C 4 C • r -

ADDITIONAL BORROAING 20646. -69-77. -3700. 1311, 42510. - .. • .
INCOME TAXES PAYABLE 2966. 593. 6P5. 522. 305. -37.3S-,

OTHER CURRENT LIAB. 2321. 2979. 3209. 3A45. 375!. 1 i.f5s
CUR LIAP. IC:R/-DECR 17067. -1147. 201. 0l955. 13930. -O. O -

DUE TO R."STATEMENT -0. 0. 0. -"- o. - 4 4

NET INCREASE/-DECR 25936. 24081. 21624. -1 6"nn. 13204. -C.0% '

CASH FLOW 75669. 80437. 96mty'. 01771. 7 6.6tS

DATA SOURCE, SEE PRIOR ANALYZET OUTPUT =oP THIS COMPANY
------------ ---------------------------- ----------------- -- -- ------------------------- -- ----
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CONTRACTOR FINANCIAL DATA RETRIEVAL & ANALYSIS SYSTEM 22 F- 79 79

USER PROJECTED
REL.ATIVE BALANCE SHEET OF

INDUSTRY, DATA APE PERCENT OF TOTAL ASREIS

MONTH FISCAL YR ENDS MAY MAY MAY 'AAY \MAY
FISCAL YEAR 1979 loan 1991 1912 1913 TRE 0S

-------------------------------------------

ASSETS

CASH & EQUIVALENTS 16.7 16.3 15.t• 15,4 15.0 -0.A S
ACCOUNTS RECFIVABLE 21.7 21.0 20.3 19.5 19.7 -0.8 S
INVENTORI S 31.1 3P. 3 29.4 28.6 ?7.6 -n.0 S
OTHER CURRENT ASSETS 2.6 2.5 2.4 2.A 2.3 -n. I S

TOTAL CURRENT. ASSETS 72.1 70.1 68.0 65.9 63.e, -2.1 S

GROSS PLANT 43.2 46.6 50.2 53.9 57.7 3.6 S
ACCUM. DEPRECIATION 17.8 19. ) 20.4 21.7 23.1 1.3 S

NET PLANT 25.4 27.6 29.9 32.2 3'.6 2.3 o
INVESTMENTS 2.4 2.2 2.) 1.8 1.7 -0.2 S
INTANGI BL-0 1ES 0.1 0.1 0.1 0'.1 0.1 -0.0 S
OTHER ASSETS -0.0 -0.0 -C.0 -0. r) - f. ') -n.' )

- - -- - - 777- -- - -711- 0.-- TAL ASSETS 100.0 100.0 In0. 1 MO'.n ln.0 0. S

L!ABILITIES & OUITY

ACCOfJNTS PAYABLE 5.7 5.5 5.4 5.2 5.1 -,). I S
MATURING NOTES &0EBT 0.2 0.1 0.1 4.9 -(.o 1.4 S
ADDITIONAL BOPROWING 0. 3.7 2.3 1.5 1.6 C.1
INCODE TAXES PAYABLE 3.9 3.6 3.5 3.2 3.0 -0.2 S
OTHER CURRET LIAB. 9.0 8.p 8.6 8.3 F,' -0.2 S

TOTAL CURRENT Li AB. 22. 20.4 I 9.0 23.3 23. ! 1 .

LONG TERM DEBT 6.5 5.9 5.3 0.0 0.0 -1.9 5
OTHER L-T LIAS. 3.6 3.3 3.') 2. 2.5 -0.3 S

TOTAL LIABILITIES 32.5 29.5 27.1 26.0 25.6 -I.7 S

mINORITY INTEREST 3S -0.') -0.0 -0.0 -0.0 - n. P -%. r%

PREFERRED STOCK -0.0 -0.0 -0.1) -' -r) -). ' -
COMMON STOCK 4.4 4.n) 3.7 3.4 3.1 -_n3 S L'APITAL SUPO..US -0.0 - 0. n -ý.' -n 0 0'. - ,ý:. rý 0

RETAINED EARNINGS 63.1 66.4 65.9 7').6 71.3 2.1 S

S4APE-HOLDERS EQUITY 67.5 70.5 72.6 74.) 7-.'4 1.7 S
.-4

TOTAL LIAB. I =Qj!TY 100.0 1"n0.' ) "0. 0 11.0 100.0 0 . S
mUww murn vl 0=7717 - 7707 -m2.5l 33

AORKING CAPITAL 41.7 A7. 8 49.) 42.6 d.6 -2.5 N
LONG TERM CAPITAL 74.0 76.4 7R.') 74.0 7A.4 -0.2
TANOIBLE NET MDRTH 67.4 70.4 72.5 73.9 74.4 1.7 S

DATA SOU lC-, SEE PRIMR AN1ALYZ--T OUTPUT FrIP THIS COMPANY i
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CO,,TRACTO-i FIN..NIC ItAL DATA 1 E'I'VAl & AtNTLYSS SYSvI--- 22E-7 0D17

UISER PROJECTED
RELATIVE INCOME STATE.iENT OF

I NDUSTPY: DATA APE PS:?CET OF 4ET SALE-

l.ON7h FISCAL YR ENDS MAY MAY MAY WAY yMY
-TSCAL YEAR 1 97; 198) 1O0i IOR2 l193 TPCNOS

1 NCOM E

'I ET SALES 100.0 100.0 I mr0. f 1'10.0 0. S
C:MT OF SALE 50.0 50.0 50.0 50.0 5,)n e . S

3ROSS I1=.,," 5.50.0 500.0 5"..0 C.

SELLING, GEN & AD/.'.IN 31.7 31.7 31.7 31.7 31.7 n. S
DEPRECIATION IS 3.0 3.3 3.7 4.1 4.6 C..4 S

OPERATING INCOME 15.3 15.f 14.6 14.2 13.7 -C.4 S
I1T-EREST EXPENlSE 0.8 0.7 0.6 1. %6. -(.l S
sPECI . ITEMS 0. 0. 0. 0. C. •. S
o OThrE IWI!CME/-E XP 0.8 0.8 0.9 0).e C.8 0.
INCOMC EFFORE TAX 15.4 15.0 14.9 14.4 13.9 -n.4 S

i!NC'%E TAXES 6.5 6.3 6.2 6. 1 5.p -C.2 S
,I ;0'1TY ITER sST IS -0.0 -0.0 -0.0 -0.0 -. ' -".%"r
INC.•AE BEFORE EXT.AS 8.9 8.7 8.6 S.3 7.' -C.2 5
EX7TRAORCINAPY ITEMS -0.) -C. 0  -0.0 -0.0 _' -_•

tET INCO;E/-LOSS 8.9 8.7 8.6 9.3 9.0 -0.2 S

RETA.NED EARNINGS

SCGINNIN3 PALANCE 48.1 53.1 57.8 62.2 66.2 4.5 o

R SESTTE'-NT -0.0 -0.0 -C.0 -0t.0e -01 -t-.0

AS RESTATE 48.1 53.1 57.9 62.2 65.2 n.5 D

PLUS NET INC/-LOSS 8.9 8.7 8.6 9.3 .2 S

LESS DIVIDENDS 1.2 I.1 I. 1 I.n 1.0 -f. 1 S

0TH El CHANGES ). .. 0. I . "-. S
ENDING 1 AL'NCE 55.8 60.7 65.3 69.5 73.2 4.4 0

INCREASE/-DECREASE 7.7 7.6 7.5 7.3 7.1 -0.2 S

DATA SOURCE: SK- PRIDR ANALYZET .IJUPtJT FOR THIS COMOkNY

THIS PAGL IS B.EST 4UALITY FViAGX2IL.A,!
XaM ODPY 1saF.AISH TO D.DO
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