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Long-term Liabilities:
1. Compute Debt-to-Assets and the Times Interest Earned Ratios of these two companies. Comment on the quality of these two ratios for the two companies.

	
	Coca- Cola
	Pepsi

	
	Amount (Millions)
	Amount (Millions)

	Liabilities
	61461
	52961

	
	
	

	assets
	92023
	70509

	
	
	

	Debt  to asset ratio
	0.678
	0.751


 The  debt to asset ratio  measures the financial leverage of the company.  From the above analyst, 67.8% of the  Coca-Cola’s assets are  financed by  debt while 75.1%  of the  Pepsi’s assets are financed by debt. Pepsi  uses much debt in financing its assets as compared to Coca-Cola.



	
	Coca-Cola
	Pepsi

	
	
	

	EBIT 
	9325
	8757

	
	
	

	Interest Expense 
	483
	909

	
	
	

	Time interest Earned 
	19.306
	9.633



The times interest ratio shows the  interest paying company  of the company.  Coca Cola has  higher  interest paying capacity than Pepsi.
2. What is the difference between the fair value and the carrying amount of each company’s debt at year end of 2014? Why might a difference exist in these two amounts?
The difference between the fair and  carrying value of the  two  amounts can be attributed to the  difference between the market  value and  book value of the bond. The  carrying amount of the  debt shows the  actual amount of the debt  which the  companies are  obliged to pay to the creditors. On the other hand, the  fair value reflects the  present value that is based on the  current discount rate at the market. It is therefore the market price of the bond.
3. Both companies have debt issued in foreign countries. Discuss why these two companies may use foreign debt to finance their operation. What risks are involved in this strategy, and how might they adjust for this risk?
One  of the reasons is that the foreign  debt hedges  foreign exchange  exposures.  Hedging  reduces financial distress and taxes. In addition, borrowing from other countries  helps in reducing the costs of borrowing  because the debts in the foreign currencies may be less costly than the domestic currency.  It helps in  circumventing the  withholding taxes and the  capital controls that is  issued by the  governments hence more economical. It makes the companies to be known internationally, posing a positive reputation and attracting more investors and opportunities. This is because  foreign debts increase the financial globalization. Its means of influencing companies to adopt better  policies trough external foreign influence and strong  commitment. Currency fluctuations is  one of the greatest risks associated with  foreign  debts. This is because the  company is forced to  pay  the investors in the currency which they have no control, and the fluctuation in exchange rates may highly cost the company  raising the cost of the debt. Floating of exchange rate and  depreciation  may thus cause bankruptcies. To manage this risk, the company should manage through  debt diversification.
Stockholder’s Equity:
4. What is the par or stated value of KO’s and PEP’s common or capital stock?
KO’s  common  stock is  $ 0.25 while that of PEP is $0.0167

5. What percentage of authorized shares was issued by KO and PEP at 12/31/2014?
% issued for PEP = issued shares/ authorized shares
			(7040/11200)*100
			15.54%
%  issued for KO=  issued/ authorized
			(1488/3600) *100
			41.33%
6. How many shares are held as Treasury Stocks by KO and PEP at 12/31/2014
Shares held as Treasury Stocks by KO = 2674
The PEP does not have  does not have  shares held as Treasury Stock as at 12/31/2014.
7. What amounts of cash dividends per share were declared by KO and PEP in 2014? What were the dollar amount effects of the cash dividends on each company’s stockholders’ equity?
The amount of Cash  dividends per share declared by Coca-Cola was $13154 million while that of PepsiCo  was $ 4076million. The Coca-Col amount of cash dividends is $ 5350 million while the PepsiCo dollar amount of cash dividends total is $ 3841 million
8. What are KO’s and PEP’s payout ratios for 2014?
The dividend per share of  Coca-Cola is  $ 1.22  while its EPS is $1.6. the annual payout ratio is therefore:
1.22/1.6 
= 0.7625 
=76.25%
PepsiCo as annual dividend per share of $2.44 and EPS of $4.27.
. the payout ratio is therefore;
2.44/4.27
0.5714
57.14%
Revenue Recognition:
9. What were KO’s and PEP’s net revenue (sales) for the year 2014? Which company increased its revenue more (dollars and percentage) from 2013 to 2014?
 The PepsiCo net revenue  was $66,683 million while the Coca-Cola net sales was $45,998 millions  for the year 2014. Coca-Cola decreased its sales by $856million  while the PepsiCo increased revenue by 268 million. Therefore, PepsiCo increased its net sales more.
10. Are Revenue Recognition policies of KO and PEP similar? Explain.
Yes, they are similar. This is because in both, revenue is recognized upon shipment of goods to the buyers.
11. In which foreign countries (geographic areas) did KO and PEP experience significant revenues in 2014? Compare the amounts of foreign revenues to U.S. revenues for both KO and PEP.
Significant revenues for the two countries were experienced in United States. For PEP, 51%  of the revenue in 2014 was derived from United States while 


