T,

Harvard Business School 9-296-049

January 9, 1996

The Case of the Unidentified industries—1 995

If you were asked to visualize (in income statement and balance sheet form) the financial
structure of a typical firm in one particular industry, do you think you could do it? How ciose to your
“vision” do you think the “reality” would be? What if you were asked to do the same experiment
covering 11 firms drawn from 11 different industries? How many of the 11 do you think you would
get right? You may be surprised by how much you already know!

Exhibit 1 presents the balance sheets (in percentage form) and other selected financial data
for 11 firms drawn from 11 different industries. While there are clear differences in the financial
structures of different firms within a single industry, the firms selected have figures which are
broadly typical of those in their industry.

Try to match the 11 firms operating in the 11 industries named below with the 11 sets of
financial data presented in Exhibit 1. Use any approach you find helpful.

Advertising Agency (revenue primarily derived from commissions equal to 15% of media
purchases for clients)

Airline

Commercial Bank (fitted into the most nearly comparable balance sheet and ratio
categories of the nonfinancial companies)

Computer Software Developer
Department Store Chain (with its “own brand” charge card)
Electric & Gas Utility (with 81% of its revenue from electricity sales)

Health Maintenance Organization
Meat Packer
Pharmaceutical Manufacturer

Retail Drug Chain

Retail Grocery Chain

Why do each of the industries have the patterns of asset use revealed m Exhibit 17 The

sources of financing? The profitability? The inventory turnover? The accounts receivable collection
period?

This case was prepared as the basis for class discussion rather than to illustrate either effective or ineffective
handling of an administrative situatior.,
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Drivers of Industry Financial Structure

Common-sized financial statements and selected ratios of 10 companies, along with an
explanation of key items, are presented in the following pages. The companies were chosen because
they consist of primarily one major business segment and the relationships between balance sheet
items, profit, and operations are fairly typical of these industries.

To facilitate accounting comparisons, the companies are all headquartered in the United
States. The financial statements are the latest annual financials for the respective fiscal years ending
in 1999 or 2000.

The companies involved are:
® Developer of prepackaged software
*  On-line retailer
*  Warehouse club for food and general merchandise
s  Major passenger airline
» International hotel chain
* Temporary staffing agency X
* Supermarket grocery retailer
* Pharmaceutical company
*  Manufacturer of electronic communications equipment
* Manufacturer and marketer of consumer products

Use the ratios, common-sized statements, and your knowledge of business operations and
conditions at the time these data were generated to identify the companies.

Research Associate Indra A. Reinbergs prepared this case under the supervision of Professor Dwight B. Crane as the basis
for class discussion rather than to illustrate either effective or ineffective handling of an administrative situation. The
format of this case is based on HBS No. 198-017, “Identify the Industries—1996" and its predecessors.
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