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Ratio Analysis

Ratio Analysis is the process by which various items from the financial statements are
combined to provide a quick snapshot of overall firm performance. While there are many
potential ratios that can be calculated, we determined the following ratios to be highly relevant to
the performance of LMT.

Return on Net Operating Assets decreased from 36.01% in 2013 down to 21% in 2015. This
decrease is not indicative of a fundamental issue within the firm, but rather, it is due to the
acquisition of Sikorsky Aircraft Corporation, which added a substantial $9.1B in Net Operating
Assets to the balance sheet. Due to timing differences, LMT was unable to realize a return on
the inflated NOA but we predict RONA will resume to normal levels beginning in 2016.

The Sikorsky acquisition also accounts for the substantial decrease in ATO from 7.03 in 2013
down to 3.64 in 2015. Again, we anticipate ATO will resume to normal levels once the
associated revenues from the acquisition begin to materialize.

The large increase in Financial Leverage (FLEV) can be attributed to the $9.1B new debt
issuance made by LMT in order to finance the Sikorsky acquisition. As LMT progressively pays
down this debt, and assuming no additional new issuances, we expect FLEV will resume to
normal levels.
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Adjusted Current Ratio

Jan 28, 2018
As Reported
[1.] Current assets 9,255
(USD $ in millions)
[1.] Current liabilities 1,153
(USD $ in millions)
o Current ratio’ 8.03

Adjusted for Deferred Taxes

[1.] Adjusted current assets 9,255
(USD $ in millions)

M  Adjusted current ratio? 8.03

2018 Calculations

1 Current ratio = Current assets + Current liabilities
=9,255 + 1,153 = 8.03

Jan 29, 2017 Jan 31, 2016

8,536 6,053
1,788 2,351
477 2.57
8,536 6,053
4.77 2.57

2 Adjusted current ratio = Adjusted current assets + Current liabilities

=9,255 + 1,153 = 8.03
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Adjusted Net Profit Margin

Jan 28,2018 Jan 29,2017 Jan 31, 2016

As Reported

[1.] Net income 3,047 1,666 614
(USD $ in millions)

o Revenue 9,714 6,910 5,010
(USD $ in millions)

o Net profit margin' 31.37% 24.11% 12.26%

Adjusted for Deferred Taxes

o Adjusted net income 2,688 1,863 748
(USD $ in millions)

o Adjusted net profit 27.67% 26.96% 14.93%
margin?
2018 Calculations

1 Net profit margin = 100 x Net income + Revenue
=100 x 3,047 + 9,714 = 31.37%

2 Adjusted net profit margin = 100 x Adjusted net income + Revenue
=100 x 2,688 + 9,714 = 27.67%
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Adjusted Total Asset Turnover

Jan 28,2018 Jan 29, 2017

As Reported

[1.] Revenue 9,714 6,910
(USD $ in millions)

[1.] Total assets 11,241 9,841
(USD $ in millions)

[1.] Total asset turnover’ 0.86 0.70

Adjusted for Deferred Taxes

[1.] Adjusted total assets 10,996 9,834
(USD $ in millions)

[1.] Adjusted total asset 0.88 0.70
turnover?
2018 Calculations

1 Total asset turnover = Revenue + Total assets
=9,714 + 11,241 =0.86

2 Adjusted total asset turnover = Revenue + Adjusted total assets
=9,714 + 10,996 = 0.88

Jan 31, 2016

5,010

7,370

0.68

7,366

0.68
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Jan 28,2018 Jan 29, 2017

As Reported

[1.] Total assets 11,241 9,841
(USD $ in millions)

[1.] Shareholders' equity 7,471 5,762
(USD $ in millions)

o Financial leverage’ 1.50 1.7

Adjusted for Deferred Taxes

[1.] Adjusted total assets 10,996 9,834
(USD $ in millions)

[1.] Adjusted shareholders' 7,244 5,896
equity (USD $ in millions)

[1.] Adjusted financial 1.52 1.67
leverage?

2018 Calculations

1 Financial leverage = Total assets + Shareholders' equity
=11,241 + 7,471 =1.50

Jan 31,2016 J

7,370

4,469

1.65

7,366

4,766

1.55

2 Adjusted financial leverage = Adjusted total assets + Adjusted shareholders' equity

=10,996 ~ 7,244 = 1.52
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Jan 28, 2018

As Reported

o Net income
(USD $ in millions)

o Shareholders' equity
(USD $ in millions)

[i1.] ROE! 40.78%

Adjusted for Deferred Taxes

[1.] Adjusted net income
(USD $ in millions)

o Adjusted shareholders'
equity (USD $ in millions)

M  Adjusted ROE? 37.11%

2018 Calculations

1 ROE = 100 x Net income + Shareholders' equity

=100 x 3,047 + 7,471 = 40.78%

Jan 29, 2017

1,666

5,762

28.91%

1,863

5,896

31.60%

Jan 31, 2016

614

4,469

13.74%

748

4,766

15.69%

2 Adjusted ROE = 100 x Adjusted net income + Adjusted shareholders' equity

=100 x 2,688 ~ 7,244 = 37.11%
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Jan 28,2018 Jan 29, 2017 Jan 31, 2016

As Reported

[1.] Net income 3,047 1,666
(USD $ in millions)

o Total assets 11,241 9,841
(USD $ in millions)

o ROA! 27.11% 16.93%

Adjusted for Deferred Taxes

o Adjusted net income 2,688 1,863
(USD $ in millions)

[1.] Adjusted total assets 10,996 9,834
(USD $ in millions)
o Adjusted ROA? 24.45% 18.94%

2018 Calculations

' ROA = 100 x Net income + Total assets
=100 x 3,047 + 11,241 =27.11%

? Adjusted ROA = 100 x Adjusted net income + Adjusted total assets
=100 x 2,688 + 10,996 = 24.45%

614

7,370

8.33%

748

7,366

10.15%
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