 
[image: https://lh4.googleusercontent.com/fLPLM6asQliyZJo-x_5pJxJcIaSnr0QGGnBUPT3dIIpNAXg-3lHt1JPYZeN5__LE3TEv77kRdLRUlZrFBCGt9BAqDIk_IAbs0LsINXVNAVOFkhyCAuJifH60Dx8zFVSUy0kxUUxp]  
  
  
Annual Report Project
Bed Bath & Beyond



  
[bookmark: _GoBack]  
  

  
  
  
“We have neither given nor received unauthorized assistance on this assignment.” 
  
 

Section 1

Memo No. 1 – Company Overview

Bed Bath & Beyond Inc. is an Omni channel retailer that offers premium grade products for your home. Their products induce strong emotional connection on certain life events such as getting married, moving to a new home, having a baby, going to college and decorating a room. The company started operating in 1971 with selling bed linens and bath products. The home furnishing category was initiated in 1985 and name "Bed Bath & Beyond" came to life. The company went public in 1992 and since then it has grown a healthy pace by acquiring certain retailers such as Harmon, Christmas tree shops, Home & more and “Buy Buy Baby”. In 2016, the Company acquired One Kings Lane, Inc., an online authority in home décor and design offering a unique collection of select home goods. The most recent acquisition was in early 2017 as the Company acquired Decorist, Inc., an online interior design platform that provides personalized home design services.
The online presence is being improved on a consistent basis and the Company operates a robust ecommerce platform consisting of various websites and applications including bedbathandbeyond.com and other websites for the brands mentioned previously. There are 1546 established physical retail stores as of February 25, 2017. The Company lays great importance on customer service and going the extra miles as it strives to do more for its customers and understand the needs and wants of its customers as they travel through various life stages and express life interests. The Company offers a wide-ranging selection of high value domestic products and home furnishings across all channels..
The company carries a vast in store inventory and online purchases are fulfilled from that store’s inventory. One of the key benefits of the retail stores is that the customers can also choose to pick up online orders in a store, as well as return online purchases to any store. Domestics merchandise includes bed linens, bath items and kitchen textiles and the company pursues product differentiation to stay competitive in the market. Some examples of the Company’s proprietary brands include Wamsutta, Real Simple and Olivia & Oliver.
Since its beginning in 1992 the company has grown from 34 stores to 1,546 stores. The current occupied store space is 43.6 million square feet at FYE 2016. Net Sales for around $12B and there has been steady growth of approximately 2% every year since the last few preceding years. The goal is to increase sales through the customer facing digital channels.

Section 2

Analysis of Financing Activities

The purpose of this section is to evaluate the financing decisions and financing activities, which the management of your firm has undertaken.

Key references for this section:

· Mergent Online Database (available through the Virginia Tech Library)
· Standard and Poor's Bond guide, Standard and Poor's (a monthly service)
· The Wall Street Journal, Dow Jones, Inc. (published every weekday), or
· Any other credible score from the Internet (please refer the source).

1. Inspect the liability and equity sections of your firm's comparative balance sheets. Does your firm use financial leverage? Is your firm's use of financial leverage greater for the most recent year than for the previous year?  If the degree of leverage has changed, what impact has this had on the firm's risk? Discuss.

Bed Bath & Beyond realized an increase in overall net sales of 0.92% from FYE 2016 ($12.10B) to FYE 2017 ($12.22B). However, operating expenses and cost of goods sold expenses increased considerably from FYE 2016 to FYE 2017. The company realized an increase in operating expenses of 7.35% year over year (YOY), while cost of goods sold increased 2.08%. The company also realized an increase in total liabilities of 8%, which was due primarily to increased accounts payable in the current liabilities for FYE 2017. The debt/equity ratio of 1.54 in FYE 2016 is comparable with debt/equity ratio of 1.52 in FYE 2017. Since the debt/equity ratio didn’t change considerably between the two years, there is no significant increase or decrease to the firm’s risk factor.

0. Identify the investment characteristics of your firm's long-term debt. Obtain the most recent information on the company’s bonds from the Mergent Online Database of the Virginia Tech Library. Lookup your company to determine whether it has any long-term debt listed. Answer the following questions for each issue of long-term debt. (If your firm has more than two issues, select two representative issues for listing here.)

Not every firm has bonds outstanding, nor are all bonds listed in these sources. If no bond information is available regarding your firm, you may skip this section.
								Long-Term	 Long-Term
								Debt Issue #1  Debt Issue #2

a. Type of debt (notes, subordinated  notes,        Senior Unsecured Notes         Senior Unsecured Notes
senior notes, debentures, etc)
b. Interest Rate						3.749%	4.915%
c. Year Debt Due						2024     	2034
d. Debt Rating (indicate which rating source you used)
__X___ Moody's						Baa1    	Baal
__X___ S& P						BBB     	BBB
e. Either the issue " investment grade" or 
"Speculative grade"(i.e., "Junk bonds")		Investment grade  Investment grade
f. Call date of the debt (if any)				8/1/2024       8/1/2034
g. Call price of the debt (if any)				NA   		NA
h. Current market price					NA 		NA
i. Recent price range
1. Highest price						NA   		NA
2. Lowest price						NA   		NA
j. Yield to maturity						NA   		NA

0. Identify the primary stock exchange where your company's preferred stock and common stock are traded. (Also, note the ticker symbol, usually a three or four letter abbreviation that identifies the firm's stock.) This information usually is found in the last few pages of the annual report.

a. Primary stock exchange where your firm's common (and preferred) stock is traded. NASDAQ

b. Ticker symbol(s) BBBY

0. Obtain today's issue (or the most recent issue available) of The Wall Street Journal

a. Indicate the date of The Wall Street Journal you used. 11/22/2017

b. Go to section C of your issue to find the stock exchange tables.  Find your firm's exchange and your firm's data. If your firm has more than one class of common stock listed, select the first one shown. If questions arise about notations in the stock listings, answers can be found by referring to the “Explanatory Notes" section that usually appears at the bottom of column 1 on page C3 of The Wall Street Journal.

c. Fill in the blanks for each of the following

      1) Price range during prior 52 weeks	High 48.83	Low 19.07
      2) Regular annualized dividend  		76,000,000
0. Volume (in hundreds of shares)         	1,432,400 
1. Day's highest price			21.25
2. Day's lowest price                               20.27
3. Day's closing price			21.06
4. Change in price from yesterday  	0.79

0. Compute each of the following ratios for your firm for the most recent year.

All financial data and ratios were compiled from the Bed Bath & Beyond 10K for FYE 2017. The source data can be found at the following link: https://www.sec.gov/Archives/edgar/data/886158/000117184317002300/f10k_042517p.htm

a. Return on (common) equity = Net income (- preferred dividends)
 (Common) stockholders' equity
      
 	Return on (common) equity =  685,108,000    =  0.25
					  2,719,277,000					             
						
b. Debt to equity = 	_____Long term debt
  	Total stockholder's equity

Debt to equity =  1,491,603,000  =  0.55
		    2,719,277,000

c. Debt to assets =	______Long term debts_
Total assets

Debt to assets =   1,491,603,000  =  0.22
		     6,846,029,000

d. Dividend payout Ratio =  Total cash dividends on common stock
Net Income

Dividend payout Ratio =	 55,612,000  =  0.08
				 685,108,000

e. Current Ratio =   Total current assets
  Total current liabilities

Current Ratio =  3,810,744,000  =  1.87
		   2,032,501,000

f. Market value to book value per share = Market value per (common) share
    Book value per (common) share

Market value to book value per share =  21.06/18.73  =  1.12

0. For a ratio to be meaningful it must be compared to that of other companies, or to other years of the same firm. To give some perspective to your firm's ratios, check with five classmates (groups) who are evaluating different firms. Place your firm's ratio in the first column and those of your classmates in the other columns.

Your 		COMPARATIVE FIRMS
Ratio 					Firm 	Firm1       Firm2                Firm3
						Macy’s	   Starbucks     Industry Average1
a. Return on (common) equity   	0.25	0.14	   0.48		0.31
b. Debt to equity			0.55  	1.52        0.54              0.03	
c. Debt to assets			0.22  	0.33        0.22		no data available
d. Dividend payout ratio		0.08  	0.75        0.42		no data available
e. Current ratio			1.87  	1.35        1.05		no data available
f. Market value to book share	1.12    1.43       14.45 		5.3

1 Retail Industry Average ratios were sourced from CSI Market (https://csimarket.com/Industry/industry_Financial_Strength_Ratios.php?ind=1301)

0. Overall, what does your analysis in # 5 and 6 reveal to you about your firm's liquidity, dividend policy, and use of leverage? Do you observe big differences between your firm and other firms? If you compared your firm to companies in other industries, is there anything about the difference in industry that might tend to explain some of the differences you observed? Discuss. 

Macy’s and  Starbucks are two companies with which we compared for our financial analysis. Since Bed Bath & Beyond and Macy’s are both in the retail industry, a comparison of their financial ratios may be more meaningful than Starbucks which is in the cafe/coffee shop industry. There may be some overlap between Starbucks and Macy’s/Bed Bath & Beyond, since all three companies engage in purchasing and selling merchandise to a degree. However, we feel it may be appropriate to include the Retail Industry Average ratios as well in order to provide a more smooth comparison of all three companies. We used the Retail Industry Average for some select data when available, in relation to our ratios, to highlight the  performance of Bed Bath & Beyond in terms of the industry as a whole. Liquidity is defined as a company’s ability to repay its short term obligations and borrowings, such as loans and notes payables. Creditors are interested in knowing the company’s ability to convert its assets into cash. The current ratio is the primary measure of liquidity. Bed Bath & Beyond has more liquid assets on its books, with $2.9B in inventory and $488M in cash on hand for a current ratio of 1.87, compared with Macy’s (1.35) and Starbucks (1.05).

The company hasn’t paid dividends in recent preceding years, however the company paid out a dividend of $55M in FYE 2017. For FYE 2017, Bed Bath & Beyond’s dividend payout ratio is 0.08, compared with Macy’s at 0.75 and Starbucks at 0.42. This suggests that Bed Bath & Beyond’s dividend policy is to retain more of its equity within the company, while Macy’s and Starbuck distributes more of its equity back to the shareholders.

The return on common equity measures the company’s performance in generating profits on its investments. For FYE 2017, Bed Bath & Beyond’s return on common equity is 0.25, which is notably higher than Macy’s return on common equity at 0.14, however, Bed Bath & Beyond is underperforming when compared to both Starbucks (0.48) and the retail industry as a whole (0.31).This suggests that, while Bed Bath & Beyond outperforms some of its competitors in generating profits on investments, the company may need to re-evaluate its investment strategy in order to remain competitive with the retail industry as a whole.

Debt to equity measures a company’s ability to generate cash to satisfy its debts. Debt to equity may also translate into a company’s risk. When compared with Macy’s (1.52), Bed Bath & Beyond has a lower debt to equity ratio of 0.55. However, the company has a comparable, even slightly higher debt to equity ratio to Starbucks (0.54). This suggests that Bed Bath & Beyond is better able to generate cash to finance its debts, and is therefore less risky than Macy’s and slightly more risky than Starbucks. However, all three companies are far behind when compared with the retail industry average, of 0.03. Compared with other companies in the retail industry, Bed Bath & Beyond is far riskier in terms of its ability to satisfy its debt obligations.

The current ratio is an indicator of a company’s ability to pay its current liabilities. For FYE 2017, Bed Bath & Beyond’s current ratio (1.87) indicates that the company has almost twice the assets as its liabilities. The company has a notably higher current ratio than its competitor, Macy’s (1.35) and Starbucks (1.05). This suggests that Bed Bath & Beyond is less risky than Macy’s and Starbucks with respect to paying its current obligations, which means investors may be willing to invest cash in the company at a lower interest rate.


Memo No. 2 – Financing Activities

Debt and Equity Financing
The Company has been able to finance its operations and acquisitions mainly through internally generated funds. Capital expenditures for FYE 2017 were lower than FYE 2016 due to the timing of projects, with more than 50% for IT projects in support of the Company’s growing Omni channel. For FYE 2017, the Company believes that it can continue to finance its operations including growth projects and large Capital Asset purchases through Internal Funds. There is $250M available in an unsecured revolving Line of Credit if there is additional capital needed. For FYE 2017 the Company maintained two uncommitted lines of credit of $100M each which can be used to assist with operating expenses. The lines generally renew each year and the company has not borrowed any funds under them. There are $45M in letters of credit for certain insurance programs. Other long-term liabilities are mainly comprised of income taxes payable, deferred rent, workers' compensation & general liability reserves. The Company leases retail stores and distribution facilities, offices and equipment, under Long term contracts which expire on various dates through 2042. The total obligation of minimum future lease payments is $3.3B
Changes from Prior year to Current 
The largest change in the current year regarding the net cash utilized by financing activities was the $554M repurchase of common stock. In comparison, it was approximately $1.1B in the preceding year which represent almost a 50% drop from prior year. The common stock repurchases have seen a significant decline since Fiscal year 2014. Overall the Long term debt was fairly consistent with prior year while the stock shareholder equity increased to $2.7B from $2.5B.  
Overall Assessment of Financing Activities 
Overall the debt to equity ratio of 0.55 and current ratio of 1.87 shows that the company has performed better than the competitors in the segment. Long term Debt was at $1.49B for FYE 2017 while the equity was almost double that amount. The variance in Long term debt was immaterial. In the 12 year span since 2004 to 2016, the Company has repurchased approximately $10.2B of its common stock through share repurchase programs which is a positive factor. Another positive aspect is that the company has not relied on the lines of credit to finance its operations. 
Section 3

Analysis of Investing Activities

In this section, you will evaluate results of management's investing decisions. First, you will determine selected characteristics of your firm's property, plant and equipment. Second, you will explore your firm's return on assets by analyzing asset turnover and profit margin. Lastly, you will analyze the profitability of your firm's segment.

1. Evaluate your company's investment in property, plant and equipment.
a. Determine the following amounts as reported by your firm on its most recent financial statements. You will probably have to inspect the notes to the financial statements to obtain some of the information.
1. Cost of property, plant and equipment   		-  4,656,991,000
2. Accumulated depreciation                      		-  2,819,862,000
3. Depreciation expense                              		-  290,914,000
4. Cash paid for property, plant and equipment  	-  373,574,000

b. Use the amounts above to answer the following questions
1. What percent of the cost of property, plant and equipment was written off as depreciation expense in the most recent year?  6.25%
2. What does your answer imply about the average life of your company's property, plant and equipment?

The company uses the straight-line method to calculate the estimated useful life of its assets for the following asset classes:

	Asset Class
	Estimated Useful Life
	Cost Basis (FYE 2017)

	Buildings
	40 Years
	$579.51M

	Furniture, fixtures and equipment
	5 to 20 Years
	$1.33B

	Leasehold Improvements
	30 Years
	$1.45B

	Computer equipment and software
	3 to 10 Years
	$1.29B



The depreciation of 6.25% per year (as calculated in b.1) implies that the average blended life of property, plant, and equipment is 100/6.25=16 years.
Practically, the calculated average life doesn’t make sense because “Computer equipment and software” asset class has very little estimated useful life between 3 to 10 years. The average life of all asset classes combined together is very high because of high estimated useful life of buildings, and leasehold improvements asset classes. 

0. What percent of the cost of property, plant and equipment is in the accumulated depreciation account?  60.55%
1. On average, then, are the property, plant and equipment assets relatively new, relatively old, or in mid-life?
On average, the property, plant and equipment assets are in mid-life.
0. What is the relationship between the cost of property, plant and equipment purchased during the year and cost of property, plant and equipment charged to the depreciation expense? Does this imply that your firm's productive capacity is growing, getting smaller, or staying about the same?
		
		Cost of property, plant and equipment   	-  4,656,991,000
Depreciation expense                              	-  290,914,000  
Cash paid for property, plant and equipment -  373,574,000
		Cash paid for PP&E / Depreciation Expense -  1.30

Bed Bath & Beyond is spending more money on new capital expenditures and its assets than the depreciation expense. Depreciation expense is recorded to allocate the portion of initial cost of “property, plant, and equipment” to the current fiscal year. This expense indicates the utilization of fixed assets for the current reporting period with a higher capital expenditure amount indicates that the company is focused on investing more money into its fixed assets, than what’s currently being depreciated. This implies that the firm’s productive capacity is decreasing.

0. Evaluate the effect of asset growth on the return of assets.
a. Compute your firm's return on asset for the most recent year.

Return on assets = Net income (- preferred dividends, if any)
				Total assets

Return on assets =  685,108,000  =  0.10
    		       6,846,029,000

b. Compute your firm's asset turnover ratio.

Asset turnover = 	 Sales
			Total assets

Asset turnover =  12,215,757,000   =  1.78
		     6,846,029,000

How many dollars of sales were generated by each dollar of assets for the year in question?  $1.78 of sales were generated by each dollar of assets for the FYE 2/25/2017.

c. Compute your firm's profit margin

Profit margin =  net income (- preferred dividends, if any)
					Sales

Profit margin = 685,108,000        =  0.06
 		 12,215,757,000

For the year in question, how many cents out of every sales dollar did the company keep as profit after accounting for all expenses? For the FYE 2/25/2017, Bed Bath & Beyond kept 6 cents out of every sales dollar as  profit after accounting for all expenses.

d. For perspective, compare your firm's asset turnover and profit margin with those of the other firms. Check with five classmates who are evaluating different firms than you are and fill in the table below.

Your 	COMPARATIVE FIRMS
Ratio 					Firm 	Firm1 	    Firm2  	
						Macy’s   Starbucks 

1. Asset turnover		   	1.78	1.30        1.49
2. Profit Margin			0.06	0.02	   0.13	

e. Compared to other firms, how would you describe your firm's asset turnover and profit margin?

Companies in the retail and service industries tend to have a very high turnover ratio due to competitive pricing. Compared to Macy’s and Starbucks, Bed Bath & Beyond has a notably higher asset turnover, of 1.78 compared to 1.30 and 1.49 respectively. This suggests that the company uses its assets more efficiently in generating sales revenue. For every $1 of the company’s assets, it generates $1.78 in revenue. Bed Bath & Beyond also has a higher profit margin than Macy’s, of 0.06 compared to 0.02. However, both companies are trailing Starbucks, with a profit margin of 0.13. In a highly competitive retail industry, Bed Bath & Beyond is able to more efficiently utilize its assets to generate revenue, and maintain a higher profit margin than some of its competitors. In order for Bed Bath & Beyond to strengthen its position, it may need to reevaluate its pricing and purchasing strategies in order to increase its net profits which will translate into a higher profit margin in future periods. 

0. Evaluate the firm's segment information
a. Near the end of the notes to the financial statements you should find information about your company's line of business. Are your firm's segments all contributing equally to sales and profits?  Complete the table of segment information in the following page. List the operating income, identifiable assets, and return on identifiable assets (of each segment) for the current year and two prior years. List the current year information first. (If your firm operates as a single segment, substitute geographic data, if any, in the analysis below.) Divide column A by column B to obtain return on identifiable assets. To conserve space, record the information in millions of dollars.

(A)  		(B) 		(A) / (B)
Segment Names	 Year			Operating    identifiable 	Return on 
income	assets		identifiable
				assets

1) North Amer Retail    2017                  	1,135	  	6,846	  	0.17
  2016                  	1,415	  	6,490	  	0.22
  2015                  	1,554	  	6,747	  	0.23


b. Discuss the results of your segment analysis. Are some segments performing better than the others? Might overall profitability be enhanced by reallocating assets to some segments and away from the others? What questions would you have for management regarding its various lines of business? Does one management address "segment strategies" in the Management Discussion and Analysis? Explain

The Company accounts for its operations as two operating segments viz.  North American Retail, and Institutional Sales. The Institutional Sales operating segment does not meet the quantitative thresholds under U.S. GAAP and therefore is not a reportable segment. The company’s earnings are reported under the North American section of the  10K for FYE 2017. Of these two segments, the North American Retail segment is outperforming the Institutional Sales segment.

Bed Bath & Beyond utilizes the assets for these two operating segments. As the Institutional Sales segment does not meet the quantitative thresholds required under US GAAP the company should focus on growing sales in the Institutional sales segment. At this time, the reallocation of assets would not add any value to firm's profitability.

In the Management Discussion and Analysis (MDA) of the 10K, the segment strategies are not discussed as there are no more than one reportable segments for the firm. The MDA highlights an increase of net sales in 2016 by approximately 0.9% over the net sales of 2015.

Memo No. 3 – Investment Activities
      
Investment Policy and Activity 				
Investment Securities that the company intends to hold are categorized as Held to maturity investments  and are reported at the amortized cost. The Company evaluates long term assets for impairment and recoverability is based on the undiscounted future cash-flow value. If an asset value that is carried on the books is higher than the market value, then the company records an impairment charge in the current year. In the recent years, there has been no material impairment of the long lived assets. The Company reviews Goodwill annually when there is a possibility that the value has increased. Although the company has not recorded impairment to its goodwill, the company continually tests for impairment based on fair value estimates.	
The company has made several acquisitions focusing on the E commerce websites to increase their digital footprint. Of a Kind, Inc. consists of online fashion & home design items which is in the same industry segment as the company. One Kings Lane and Decorist, Inc focuses on select vintage home goods and home design services. PersonalizationMall.com is large online retailer which offers several customizing services, was acquired for $190M.  In early 2017, the company acquired intellectual assets for Chef Central, a prominent name in kitchen products. 		

Change in Fixed and Long term Assets 
For FYE 2017, net cash utilized in the investing activities was $492M, an increase of 78% over prior year, largely due to $374M in capital expenditures. Goodwill increased by approximately 210M from prior year and Long term investments increased by $18M.  There was an increase of $31M in other assets. Cash payments for acquisitions were $201M, which were related to acquiring the entities mentioned earlier. The net fixed assets had a modest increase as it shows that the company continually invests in newer equipment. The long term Investment securities are investment options for deferred compensation plans for highly compensated employees and they increased by 36% in FYE 2017.

Assessment of the company 
As the non current assets have increased over prior year due to the acquisitions & fixed assets, it ensures the commitment of the company to invest towards the future. The acquisitions of the online retailers to expand its online platform is certainly one key area of growth. Even Though the increase in goodwill was substantial, we are not considering that towards the assessment. 

Section 4
Analysis of Operating Activities

The purpose of this section is to determine the effects of management's operating decisions. You will (1) identify your firm's profit strategy, (2) evaluate your firm against selected measures of efficiency and effectiveness, and (3) link your firm's operating and investing activities with financing activities.

1. Which profit strategy does your firm appear on the following: product differentiation or cost leadership? To help answer this question, compute your firms return on assets and its two important component parts: profit margin and assets turnover. Use the most recent year's data available.

a. Return on assets = Net income 	X 		Operating revenues*
			 Operating revenues*			     Total assets
			  [Profit Margin]		  	    [Asset Turnover]

* means the same thing as the word "sales"

2)  Return on assets       	=      	0.06 X 1.78 = 0.11

3)  Profit margin           	=      	0.06

4)  Asset turnover         	=      	1.78
 
2. Compute the following measures of efficiency and effectiveness for your firm.[1] 
 
a. Operating cash flow to total assets = cash flow from operations
Total assets
 
Operating cash flow to total assets =   1,041,788,000/6,846,029,000  =  0.15
 
b. Inventory Turnover = Cost of goods sold
Inventory
 
Inventory Turnover = 7,639,407,000/2,905,660,000  =  2.63

            c. Accounts receivable turnover = Operating revenues (sales)
Accounts receivables
 
Accounts receivable turnover = The company has not posted Accounts Receivables*
 
        	*The Company considers all highly liquid instruments purchased with original maturities of three months or less to be cash equivalents. Included in cash and cash equivalents are credit and debit card receivables from banks, which typically settle within five business days, of $86.6 million as of February 25, 2017.
 
 
d. Gross Profit margin = Operating revenues - cost of goods sold
Operating revenues
        	
Gross Profit margin = (12,215,757,000-7,639,407,000)/12,215,757,000  =  0.37
 
e. Operating Profit margin = Operating revenues - all operating costs
Operating revenues
        	
Operating Profit margin[2]  =  (12,215,757,000-11,080,547,000)/12,215,757,000
  =  0.09
 
f. Return on equity = profit margin X asset turnover X financial leverage
 
Return on equity = profit margin X asset turnover X   total assets
                                                                                		Equity
 
Return on equity = 	0.06  X 1.78 X 2.52          	=  0.27
                    	    	[taken from    	[taken from
                                	         No. 1a.3]       	No. 1a.4]


0. For perspective, compare your firm's ratios to the results of your classmates who are studying different firms than you are. 

Your 		COMPARATIVE FIRMS
Ratio 					Firm 	Firm1 	       Firm2 	Firm3
						Macy’s	    Starbucks	Industry Average1
a. Operating cash flow to	   	0.15	0.09          0.32	no data available
Total assets

b. Inventory turnover		2.63	2.89	     6.17	4.79	

c. Accounts receivable turnover	0	0.49	   27.73	102.99

d. Gross profit margin		0.37	0.39	    0.60		0.39

e. Operating profit margin		0.09	0.05	    0.20		0.09

f. Return on equity			0.27	0.14	    0.48		0.19

g. Assuming the current year's ratio values are representative, where is your company strong in relation to the other firms and where is it weak?

1 Retail Industry Average ratios were sourced from CSI Market (https://csimarket.com/Industry/industry_Financial_Strength_Ratios.php?ind=1301)

When compared with Macy's, Bed Bath & Beyond is strong in terms of Operating Cash flows, operating profit margin and return on equity. However, both Bed Bath & Beyond and Macy’s are underperforming when compared with Starbucks. The Operating cash flows of Bed Bath & Beyond (0.15) are higher than Macy’s 0.09). Both companies, however, are far below Starbucks (0.32).  This indicates that Starbucks,with its higher operating cash flow, has more potential to turn sales into cash. 

The Operating profit margin of Bed Bath & Beyond (0.09) is nearly twice that of Macy’s (0.05)  and is comparable with the industry retail average (0.09). Again, both companies are trailing Starbucks (0.20). This indicates that Starbucks is more efficiently controlling the costs and expenses associated with business. However, in terms of industry, Bed Bath & Beyond is controlling its costs and expenses adequately.

The return on equity of Bed Bath & Beyond (0.27) is higher than Macy’s (0.14) and the industry retail average (0.19) but far lower than Starbucks (0.48). Bed Bath & Beyond’s return on equity ratio of 0.27 indicates that the firm is able to generate 27% profits from its shareholders investments, placing it well above Macy’s and in the top levels of industry as a whole. A direct comparison to Starbucks may not be as meaningful for this ratio, as there seems to be a bit of variance between the pricing and purchasing strategies for companies in the retail industry (Bed Bath & Beyond, Macy’s) and the cafe/coffee shop industry (Starbucks).

Bed Bath & Beyond is weak in comparison to both Macy's, Starbucks and the industry retail average with respect to inventory turnover. The company’s inventory turnover ratio (2.63) is lower than Macy’s (2.89) and Starbucks (6.17). Both Bed Bath & Beyond and Macy's are performing poorly relative to the industry retail average (4.79).The low inventory turnover ratio of Bed Bath & Beyond implies low sales and thereby excess inventory. There is a high risk of inventory aging as well. 

Gross profit margin is an indicator of a company’s financial health. Bed Bath & Beyond is weak in comparison to both Macy’s and the industry retail average with respect to gross profit margin. The company’s gross profit margin (0.37) is slightly lower than Macy’s (0.39)  and the industry retail average (0.39), and far lower than Starbucks (0.60). This could indicate the company is underpricing.


Memo No. 4 – Suitability as an investment

The decrease in ROI between 2017 and 2016 was 19%, illustrating that Bed Bath & Beyond increased its sales while investing to acquire businesses to increase their digital footprint.. This decrease in ROI is due to the significant increase in investments, and to improve customer experience seamlessly to help sustain the company growth. Compared to its retail competitor “Macy’s” , the ROI of Bed Bath & Beyond is still significantly higher. The ROI of Bed Bath & Beyond is 27% whereas the ROI of “Macy’s” is 11%. On the other hand, ROI of Starbucks is significantly higher at 40% due to non capital intensive nature of the business. The ROI indicator of profitability is suggesting that this company has taken good initiatives in long term growth.
Return on assets (ROA) suggests how efficiently a company is using its assets to generate revenues or how much the company is dependent on its assets for its business. Bed Bath & Beyond’s ROA decreased by 2% in FYE 2017. This could indicate the company has invested more in its assets compared to the prior year, maintaining its goal of long term growth strategy. Compared to its competitor Macy’s, the ROA of Bed Bath & Beyond is significantly higher at 10%. Macy’s is suffering from the market competition and it is only producing a 3% ROA while a non competitor Starbucks shows 20%. The decrease Bed Bath & Beyond’s ROA year over year is attributable to the increase in assets through acquisitions. The company has made several acquisitions focusing on Ecommerce websites to increase its digital footprint. We consider the return on Assets not a strong factor for Bed Bath &Beyond based on its current standings.	
Return on equity (ROE) is another measure of a company’s profitability as it measures its ability to generate profits with shareholders’ capital. ROE is also a measure of efficiency; an increasing ROE over multiple periods indicates that a company is able to generate profit without relying on as much capital. ROE can also reveal management effectiveness. An increasing ROE over multiple periods indicates that a company’s management is able to more efficiently manage the shareholder’s capital. For FYE 2017, Bed Bath & Beyond has demonstrated superior results in this measurement than its competitor Macy’s, and it is also outperforming other companies in the retail industry as a whole. However, Bed Bath & Beyond shows a much lower return on equity than Starbucks. Bed Bath & Beyond’s return on equity ratio of 0.27 indicates that the firm is able to generate 27% profits from its shareholders investments, almost doubling Macy’s. The company also shows a return on equity which is significantly higher than the industry average of 19%. A direct comparison to Starbucks may not be as meaningful for this ratio, as there seems to be a bit of variance between the pricing and purchasing strategies for companies in the retail and the coffee shop industries. The measure plays an important role in our assessment to recommend the company as a solid performer.  
Asset turnover tends to be very high in companies in the retail and service industries due to competitive pricing. Compared to Macy’s and Starbucks, Bed Bath & Beyond has a notably higher asset turnover, of 1.78 compared to 1.3 and 1.49 respectively. This suggests that the company uses its assets more efficiently in generating sales revenue. For every $1 of the company’s assets, it generates $1.78 in revenue. Bed Bath & Beyond also has a higher profit margin than Macy’s, of 0.06 compared to 0.024. However, both companies are trailing Starbucks, with a profit margin of 0.13. These figures suggest that, in a highly competitive retail industry, Bed Bath & Beyond is able to more efficiently utilize its assets to generate revenue, and maintain a higher profit margin than some of its competitors. A strong asset turnover ratio may indicate to investors how well a company utilizes all of its assets. It may also reveal how well a company is managed. In order for Bed Bath & Beyond to strengthen its position, it may need to reevaluate its pricing and purchasing strategies in order to increase its net profits which will translate into a higher profit margin in future periods. Although asset turnover is high, we interpret the 6 cents to mean that the company is struggling to achieve a high return on the dollar.

Bed Bath & Beyond’s current ratio of 1.87 indicates that the company is fairly liquid and has the ability to meet its short-term financial obligations. The company has sufficient liquid assets to pay off its current debts. The company has a notably higher current ratio than both of the companies that we considered for comparison. For FYE 2017, Macy’s has a current ratio of 1.35 while Starbucks shows a current ratio of 1.05. Since Bed Bath & Beyond is low risk, it will be easy for the company to secure loans and credit as needed. In terms of financial health, this proves to be a strong indication that the company will have liquidity in the future, and will be able to take care of its financial obligations.
Inventory turnover measures a company’s ability to turn its inventory into cash. Based on the financial data from FYE 2017, Bed Bath & Beyond is weak in comparison with Macy's, Starbucks and the industry retail average. The company’s inventory turnover ratio (2.63) is lower than Macy’s (2.89) and Starbucks (6.17). Further, both Bed Bath & Beyond and Macy’s are performing poorly relative to the industry retail average (4.79).The low inventory turnover ratio of Bed Bath & Beyond may indicate either low sales and excess inventory, inventory deficiencies, or overstocking. Low inventory turnover may also indicate a high risk of inventory aging. However, retail products tend to age at a slower rate than products in the technology industry. In economic terms, a low inventory turnover may indicate low product demand. It may be prudent for Bed Bath & Beyond to reevaluate its pricing strategy to match market demand for its products, or to increase its advertising in order to reach more potential customers so that it can turn its inventory into cash and increase its inventory turnover in future periods.We consider this as a negative impact on our recommendation, since the company can’t turn its inventory around fast enough.


Accounts payable turnover measures the speed at which a company pays its suppliers. Bed Bath & Beyond’s accounts payable turnover has remained fairly consistent at 10.7 for previous two fiscal years. This indicates that the company has not changed the frequency by which it pays to its suppliers, which suggests a stable financial condition. Bed Bath & Beyond’s accounts payable turnover is higher than its retail competitor Macy’s (9.9), while it is lower than that of Starbucks (29.7). This reveals that the company could be taking advantage of early payment discounts. In terms of financial health, Bed Bath & Beyond’s consistent accounts payable turnover demonstrates that it can quickly pay its suppliers.
Based on the aforementioned key ratios, Bed Bath & Beyond either outperforms or remains competitive with both Macy’s and the retail industry as a whole. Depending on the investor’s individual goals, we may or may not recommend that Bed Bath & Beyond be added to an investor’s portfolio. Bed Bath & Beyond does not pay dividends consistently, and this company may not be suitable for an investor who is looking for such dividend payouts. 
Bed Bath & Beyond has a low inventory turnover relative to Macy’s, and the retail industry average. This indicates that the company is unable to turn its inventory into cash at the same rate as its competitors. The company’s low inventory ratio may indicate excess inventory, inventory deficiencies, overstocking, or low product demand. It may be prudent for Bed Bath & Beyond to reevaluate its pricing strategy to match market demand for its products, or to increase its advertising in order to reach more potential customers so that it can turn its inventory into cash and increase its inventory turnover in future periods.

Although the company has some key positive factors such as return on investment and a strong current ratio, while also expanding through online channels, we do not recommend based on the following reasons. The low inventory turnaround and a very thin profit margin indicates that the company will face challenges in the near future and will struggle to maintain profits. Therefore, we do not recommend to buy this stock at this time, and we also do not recommend that an investor add this company to his or her portfolio. If an investor has this stock in his or her portfolio, we recommend a hold position until further earnings are established.
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