


Aunt Bessie
Aunt Bessie is a manufacturer of canned soups for the private brand market.  The company is 55.0% owned by Liberty Holdings Ltd. of New York, New York and the remainder is owned by institutional and retail investors primarily in the U.S. and Canada.  Aunt Bessie is dually listed on both the TSX and NYSE Stock Exchanges.  Liberty Holdings Ltd. is a conglomerate with controlling stakes in over 10 major corporations in North America, Europe, and Asia. 

Ms. Jackie McPherson has been the CEO of Aunt Bessie since late 2010 when Liberty acquired control.
McPherson’s Tenure

McPherson worked very hard over her six-year tenure to grow the company and has managed to nearly double sales.  She maintains a large temporary investment balance as a reserve for future expansion.  Aunt Bessie has purchased many smaller manufacturers since 2014.
McPherson began sourcing more of the company’s fruit and vegetables from Mexico, Chile, and other South American countries, as was normal in the industry.  Heavy investments in factory automation were also made to reduce production costs, and efforts were made to hire more immigrant labour – the U.S. Immigration and Naturalization Service was a frequent visitor to Aunt Bessie's plants.  The company was not as adept as the competition at converting its production lines over from one product to another, and, therefore, produces in larger batch sizes.  

In 2015, new administrative facilities in an office tower in downtown Los Angeles were acquired to house the company’s rapidly expanding administrative staff and a new research facility was constructed on the campus of the University of Southern California.  This facility researches biotech engineering and new methods of preserving fruits and vegetables – Aunt Bessie is the only manufacturer in the industry with such elaborate R&D operations. Amortization periods on fixed assets were increased beginning in 2016 to reflect the quality of the company’s assets.
To meet its sales goals, Aunt Bessie expanded its sales force and increased commission rates. It also began servicing smaller accounts that other manufacturers ignored.  These companies have lower inventory turnover and tighter cash flows, so they generally took longer than the prescribed credit terms of net 30 to pay.  Initially, Aunt Bessie's salespeople condoned this behaviour when they called on clients and then began offering early payment discounts of 2/15, net 30, beginning in 2015, to compensate.  Aunt Bessie also offered additional sales discounts starting in the final quarter of 2016 and gave customers free storage until they took delivery in the following year.  McPherson instructed the accounting department to include all discounts in marketing expenses and not to net them against sales.  Also, new customer development costs were capitalized and amortized over 5 years to match revenues and expenses better.  Aunt Bessie's bad debt percentage was reduced in 2016.
Payment terms for fruit and vegetable purchases were net 30.  McPherson told her accounting department to “stretch” payments to generate additional cash flows to aid in the company’s expansion.  When the controller raised concerns that such action may put the relationship with suppliers in jeopardy, she replied that “they wouldn’t dare cut us off or try to charge interest.”  
McPherson is a very flamboyant executive with a large corner office and a personal driver.  Her subordinates view her as a self-centred person who is willing to do whatever it takes to be successful.  
Accounting Data

	Aunt Bessie

	Income Statements (000s)

	For the Years 2011 to 2016

	 
	2016
	2015
	2014
	2013
	2012
	2011

	Net sales
	CAD 4,378,714
	CAD 3,988,705
	CAD 3,657,440
	CAD 3,292,433
	CAD 2,955,649
	CAD 2,797,663

	Cost of sales
	3,173,491
	2,950,204
	2,732,450
	2,554,670
	2,345,340
	2,210,340

	Gross profit
	CAD 1,205,223
	CAD 1,038,501
	CAD 924,990
	CAD 737,763
	CAD 610,309
	CAD 587,323

	Marketing and sales
	559,909
	494,523
	456,183
	401,723
	347,040
	303,726

	Administration and research
	202,731
	152,410
	133,680
	103,191
	107,603
	67,462

	Depreciation
	126,777
	125,727
	107,818
	97,993
	87,990
	79,990

	EBIT
	CAD 315,806
	CAD 265,841
	CAD 227,309
	CAD 134,856
	CAD 67,676
	CAD 136,145

	Interest
	35,103
	28,847
	32,048
	29,323
	28,952
	27,631

	EBT
	CAD 280,703
	CAD 236,994
	CAD 195,261
	CAD 105,533
	CAD 38,724
	CAD 108,514

	Income taxes
	84,211
	71,098
	58,578
	31,660
	11,617
	32,554

	Net income
	CAD 196,492
	CAD 165,896
	CAD 136,683
	CAD 73,873
	CAD 27,107
	CAD 75,960


	Aunt Bessie

	Balance Sheets (000s)

	For the Years 2011 to 2016

	 
	2016
	2015
	2014
	2013
	2012
	2011

	Current assets
	 
	 
	 
	 
	 
	 

	  Cash
	CAD 55,862
	CAD 50,181
	CAD 52,064
	CAD 54,102
	CAD 42,588
	CAD 46,515

	  Temporary investment
	294,641
	193,699
	114,080
	178,977
	178,960
	78,696

	  Accounts receivables
	173,570
	198,789
	398,570
	356,430
	263,593
	274,321

	  Inventories
	678,340
	623,135
	602,543
	523,450
	456,340
	458,370

	  Prepaid expenses
	60,466
	61,899
	56,348
	55,744
	51,562
	49,426

	Total current assets
	CAD 1,262,879
	CAD 1,127,703
	CAD 1,223,605
	CAD 1,168,703
	CAD 993,043
	CAD 907,328

	Property, plant, & equipment
	1,450,340
	1,250,340
	1,004,798
	826,079
	911,202
	940,103

	Other assets
	310,340
	277,340
	175,923
	170,271
	128,640
	122,513

	Total assets
	CAD 3,023,559
	CAD 2,655,383
	CAD 2,404,326
	CAD 2,165,053
	CAD 2,032,885
	CAD 1,969,944

	Current liabilities
	 
	 
	 
	 
	 
	 

	  Line of credit
	CAD 120,821
	CAD 138,879
	CAD 63,380
	CAD 44,624
	CAD 93,603
	CAD 124,786

	  Accounts payable
	398,340
	375,340
	277,088
	255,795
	200,348
	175,560

	  Accrued payroll payables
	165,842
	136,377
	116,904
	100,297
	87,281
	88,081

	  Income taxes payable
	8,421
	7,110
	5,858
	3,166
	1,162
	3,255

	  Current portion of long-term debt
	57,234
	44,874
	54,811
	50,880
	47,534
	43,432

	Total current liabilities
	CAD 750,658
	CAD 702,579
	CAD 518,041
	CAD 454,762
	CAD 429,928
	CAD 435,114

	Long-term liabilities
	572,340
	448,735
	548,112
	508,801
	475,340
	434,320

	Shareholders’ equity
	 
	 
	 
	 
	 
	 

	  Common shares
	155,465
	155,465
	155,465
	155,465
	155,465
	155,465

	  Retained earnings
	1,545,096
	1,348,604
	1,182,708
	1,046,025
	972,152
	945,045

	Total shareholders’ equity
	CAD 1,700,561
	CAD 1,504,069
	CAD 1,338,173
	CAD 1,201,490
	CAD 1,127,617
	CAD 1,100,510

	Total liabilities and equity
	CAD 3,023,559
	CAD 2,655,383
	CAD 2,404,326
	CAD 2,165,053
	CAD 2,032,885
	CAD 1,969,944


Long-term liabilities are composed primarily of bank-term loans and mortgages, although the company has recently begun issuing bonds to lower its cost of capital.  The loan conditions require that the company maintain a current ratio of at least 1.5 and a times interest earned of 5.0.  The line of credit is secured by accounts receivable and inventory.  Financial institutions will only lend 40.0% of the value of accounts receivable and 20.0% of inventory.  Aunt Bessie monitors its loan covenants very closely each year as it needs ready sources of funding to finance future growth.  Aunt Bessie currently earns about 1.5% on its temporary investments, which is less than the 3.0% it pays on its line of credit.  Investment income is included in sales. 
International Sales
When McPherson was selected as CEO in 2010, she stressed the need for Aunt Bessie to look beyond the North American market.  She promised to begin a major international sales expansion immediately.
	Sales by geographical region (000)
	2016
	2015
	2014
	2013
	2012
	2011

	North America
	CAD 4,044,589 
	CAD 3,712,286 
	CAD 3,452,499 
	CAD 3,150,636 
	CAD 2,867,222 
	CAD 2,749,788 

	South and Central American
	99,567
	           79,567 
	          63,788 
	        45,539 
	       25,340 
	12,320

	Europe
	165,432
	         132,940 
	          91,244 
	        62,244 
	       37,846 
	23,456

	China
	25,340
	           24,345 
	          18,342 
	        12,584 
	         9,348 
	7,561

	Other countries
	43,786
	           39,567 
	          31,567 
	        21,430 
	      15,893 
	4,538

	Total
	CAD 4,378,714 
	CAD 3,988,705 
	CAD 3,657,440 
	CAD 3,292,433 
	CAD 2,955,649 
	CAD 2,797,663 


Market Data

McPherson spends considerable time working with the company’s investor relations department, promoting the company to potential institutional investors. Most of her compensation comes from a stock option plan that can be exercised beginning in 2017 at an exercise price of CAD 35 per share.

	
	2016
	2015
	2014
	2013
	2012
	2011

	Common shares outstanding
	64,544
	64,544
	64,544
	64,544
	64,544
	64,544

	Share price
	CAD 36.93
	CAD 33.84
	CAD 31.67
	CAD 15.57
	CAD 11.45
	CAD 15.23


Aunt Bessie has not paid a dividend since 2011 and has instead used its profits to finance expansion.
Industry Data
	Current ratio
	1.66

	Cash ratio
	0.12

	Accounts receivable turnover in days
	29.34 days

	Inventory turnover in days
	60.07 days

	Accounts payable turnover in days
	29.00 days

	Net working capital turnover
	9.56X

	Fixed assets turnover
	4.31X

	Total assets turnover
	1.93X

	Long-term debt to total capitalization
	34.00%

	Times interest earned
	7.2

	Gross profit margin
	27.43%

	Operating profit margin
	8.31%

	Net profit margin
	5.32%

	ROA
	10.27%

	ROE
	21.05%

	P/E
	16.32X

	P/BV
	1.78X


All industry soup sales are on terms net 30, while input purchases are also made net 30.  Ratios are calculated using yearly averages when appropriate.

McPherson’s Evaluation
Jackie McPherson’s current employment contract is coming to an end, and she is being considered for the CEO position of Liberty Holdings Ltd.  Dexter Manley, CPA, CFA of KPMG, has been hired to conduct a comprehensive financial analysis of Aunt Bessie.  This report will be used to determine her suitability for the position.  



