Case 5

Coca-Cola

SOLUTIONS

1.
Coca-Coca lists its shares on stock exchanges outside the United States in order to improve the international visibility and marketability of its shares.

2.
In addition to foreign currency risk, Coca-Cola also faces political risk in doing business internationally. According to the note: “We closely monitor our operations in each country and seek to adopt appropriate strategies that are responsive to changing economic and political environments…”

3.
Coca-Cola has 65 functional currencies because it has consolidated subsidiaries all over the world that are doing business primarily in their local currencies. The number of these local currencies is 65 .

4.
From the currency information given, it appears that the currencies of Coca-Cola’s foreign subsidiaries weakened relative to the U.S. dollar in 2000. This results in a foreign currency translation adjustment for 2000 that decreases equity.

5.
Saying “a stronger U.S. dollar” is the same as saying “a weaker foreign currency.” Because Coca-Cola does such a large portion of its business overseas, weaker foreign currencies result in reduced reported operating income.

6.
Coca-Cola is able to employ a natural hedging strategy to counteract the effects of inflation on its costs. Cost increases are generally passed on to customers in the form of higher prices. In this way, Coca-Cola is assured a relatively stable gross profit margin. 

7.
Coca-Cola’s accounting for derivative instruments intended to hedge investments in foreign subsidiaries differs from the accounting for derivatives described in Chapter 12 in that gains and losses are deferred as part of the foreign currency translation adjustment. In Chapter 12, the derivative gains and losses illustrated were deferred as part of a separate section of accumulated other comprehensive income. Since these derivative instruments of Coca-Cola are specifically intended to offset the effects of currency changes on the value of the net investments in foreign subsidiaries, they are naturally included as part of the foreign currency translation adjustment.

8.


2000
1999
 1998

United States
$
1,497
$
1,504
$1,979

International


1,902


2,315


3,219


$3,399
$3,819


$5,198






International
56.0%
60.6%

61.9%

9.


North America
Africa & Middle East
Europe & Eurasia
Latin America
Asia Pacific 
Total

Net operating revenues
$7,870
$729
$4,377
$2,174
$5,159
$20,309









Percentage of total

38.8%

 3.6%
   21.6%
10.7%
25.4%
100.0%

The North American segment generated 38.8% of net operating revenues.

10.


North America
Africa & MiddleEast
Europe & Eurasia
Latin America
Asia Pacific

Total

Operating income

$1,406

  $
80
$1,415

$
916

$
956

$
4,773

Net operating revenues

7,870

729


4,377


2,174


5,159


20,309









Profitability per revenue dollar

    17.9%

11.0%

32.3%


42.1%


18.5%


23.5%

The Latin America segment has the highest profitability per revenue dollar, 42.1%.

11.










North America
Africa & Middle East
Europe & Eurasia
North America
Asia Pacific 








Total

Net operating revenues

$7,870

 $
729

$4,377

$2,174

$5,159

$20,309

Identifiable operating assets


4,271


622


1,408


1,545


1,953


9,799









Asset turnover


1.84

1.17


3.11


1.41


2.64


2.07

The Europe & Eurasia segment uses its assets most efficiently, with an asset turnover ratio of 3.11.

12.










North America
Africa & Middle East
Europe & Eurasia
Latin America 
Asia Pacific
Total

Operating income

$1,406

$
80

$
1,415

$
916

$
956

$
4,773

Identifiable operating assets


4,271


622


1,408


1,545


1,953


9,799

Return on assets

32.9%

12.9%

100.5%

59.3%

49.0%
48.7%

The Europe & Eurasia segment yields the highest return on operating assets, 100.5%.

13.
The return on operating asset values computed in (12) are extremely high, with the average for all five segments being 48.7%. One reason for the high values is that Coca-Cola is a very profitable, well-run company. Another reason is that traditional accounting practice excludes Coca-Cola’s most valuable assets—its reputation, its brand name, its business connections—from the balance sheet. Thus, the reported amount of “identifiable operating assets” significantly understates the economic value of the assets Coca-Cola uses to generate its operating income.
14.
Challenge Question






Consolidating


As Reported
Equity Investees

Net operating revenues


$20,458

$
49,874

Cost of goods sold

$
6,204

$
21,301

Gross profit percentage



69.7%


57.3%

Total assets

  $
20,834

$
62,765

Total liabilities

$11,518

$
44,622

Debt ratio

   55.3%


71.1%









Net operating revenues



Coca-Cola consolidated

$
20,458


Coca-Cola Enterprises


14,750


Other Equity Investments


21,666






Less: Sales by parent to subsidiaries



Coca-Cola Enterprises


(3,500)


Other Equity Investments


(3,500)


Total

  $
49,874






Cost of goods sold



Coca-Cola consolidated

$
6,204


Coca-Cola Enterprises


9,083


Other Equity Investments


13,014






Less: Sales by parent to subsidiaries



Coca-Cola Enterprises


(3,500)


Other Equity Investments


(3,500)


Total

$ 
21,301






Total assets



Coca-Cola consolidated


$20,834


Coca-Cola Enterprises


22,162


Other Equity Investments


25,015






Less: Parent equity investment



Coca-Cola Enterprises


(707)


Other Equity Investments


(4,539)


Total

$62,765






Total liabilities



Coca-Cola consolidated

$11,518


Coca-Cola Enterprises


19,328


Other Equity Investments


13,776


Total

  $
44,622
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