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Industry Analysis
Lindsay Corporation is an irrigation technology company that provides
agricultural and community water supply management products in the United
States and nine foreign countries. They compete primarily with other irrigation
technology companies such as Toro and Valmont. These companies have been
selected to be a sample industry for the remainder of this report due to their
similar corporate structure and overall company strategy. Overall, the irrigation
technology industry is as begun to slow, showing signs of maturation with
projected sales to reach less than 3% growth rate in the coming year; a
projection that is slightly less than the 3.3% per year average for the last five
years. Firms in this industry use economies of scale, product differentiation, and
maintaining strong channels of distribution to compete on price within the
market. The five forces model is used within this report to further understand the
competitive landscape within which Lindsay operates. Below is a table summary
of the Five Forces Analysis:

Lindsay
Corporation
Rivalry among
Existing Firms
Threat of New
Entrants
Threat of
Substitute
Products
Bargaining Power
of Customers
Bargaining Power
of Suppliers

Level of Competition
Mixed
Low
Low
Mixed
Mixed
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The competitors in the industry compete mainly on achieving economies
of scale to maintain a competitive edge within the market. This means
companies are constantly competing to reach new unsaturated markets with
their product in order to have a first mover advantage and seize as much market
share as possible. Maintaining strong distribution channels is also a factor in
maintaining a competitive edge.
Entering into this industry may prove extremely challenging due to size of
firms currently competing within the landscape as well as the difficult task
negotiating proper channels of distribution while existing firms have firm
contracts and relationships already built in place.
The threat of substitute products to an irrigation system or the technology
that goes along with it is low. This is due to lack of research for new substitute
products as well as lower levels of efficiency in other products compared to
irrigation technology.
Customers in this industry have a mixed amount of bargaining power. This
is partially due to the fact that there are many similar product designs from all
competitors in the firms that offer comparable prices and services (in general).
However, given the warranties and licenses that contribute to the overall value of
a particular irrigation system, switching costs are relatively high, making
customer bargaining power an overall mix.
Bargaining power of suppliers is relatively mixed as well in every category
in which an industry is evaluated on its relationship with suppliers. In areas such
as switching costs and number of suppliers, the landscape varies depending on
the material by which the firms create their irrigation systems. An example of
this may be in comparing tire suppliers in the US to steel suppliers in the US
market. There are eleven tires suppliers, where as there are only two steel
suppliers within the US. This disparity in suppliers alters the answers for the
different components of this category, making it an overall mixed amount of
bargaining power.
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Accounting Analysis
In our project, we have also analyzed the accounting practices of Lindsay
Corporation. This is required because of the flexibility that is allowed in reports
because of GAAP. These can lead to some misconstrued financial statements
within the company. By evaluating the firm’s financials, we have determined
what parts of Lindsay might be misleading for people to look at.
Type 1 policies, for Lindsay, cover the economies of scale and superior
product quality. In our evaluation, we concluded that Lindsay’s economies of
scale were about the same in disclosure as the industry.
Type two covers the operating leases, goodwill, and the pension and benefit
plans for Lindsay. These items were identified as potential red flags due to the
high degree of flexibility that they encompassed.
Lindsay holds a majority of operating leases on their statements due to the offbook nature of the operating leases. This helps Lindsay to hide some unwanted
financials. We however restated these later in our evaluation to give a more
accurate depiction of the financial standing of the company.
Goodwill, which is usually an asset that has been improperly impaired, causes
many companies to overstate their assets and understate their expenses. We
concluded that Lindsay did not impair their goodwill correctly, so we have
restated this on the restated financials below.
The conclusion of our analysis has determined that Lindsay’s disclosure is not
thorough enough to provide an accurate conclusion with the information
provided. Because of this, we will restate the financials, which will also account
for the potential red flags that we have identified.
Financial Analysis
Valuation Analysis
We will use two methods to value Lindsay, the comparative valuation
method and the intrinsic valuation method. The intrinsic valuation method is the
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more accurate of the two, but the comparative valuation method is still
important. The comparative valuation method compares the competitors in the
irrigation system industry with Lindsay. The comparative valuation method is
important to consider since it takes into account the industry average to
determine Lindsay is overvalued, undervalued, or fairly valued.
We chose to use Lindsay’s closing price on November 1st, which is $67.78 per
share. With an allowance of 10% inaccuracy in the stock price, we set our lower
limit to $61.00, and our upper limit to $74.56. This means we would consider a
price below $61.00 to be overvalued, while a price above $74.56 would be
considered undervalued. We chose to only show Lindsay’s restated financial
ratios since the as stated generated identical valuations of undervalued and
overvalued results.

Company Overview
Lindsay Corporation is a water irrigation, transportation, and industrial
solutions corporation that has been in business for over 55 years. Originally,
Lindsay started out as a small regional business in Omaha, Nebraska created by
Paul Zimmerer in the 1955 as a small farm equipment business. (source 10-k) It
was not until the 1960’s when Paul’s sons created the first center pivot water
irrigation system that this business really started to blossom into what is now a
multi-million dollar corporation found in over ninety countries. Lindsay is
headquartered in Omaha, Nebraska. However, Lindsay is in over 90 countries
such as China, Brazil, South America, Africa, Europe, and Australia. Some of
these locations are mainly for research and development whereas others are
there to produce materials, and others are there as locations for selling supplies
directly to the customers.
Zimmatic by Lindsay is the name of the center pivot irrigation system that
can be used on small to large crops. There are multiple designs that Zimmatic
produces ranging size, height, sprinkler spray and custom fitting for crops to
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make the perfect pivot for the field. Lindsay also produces all the parts and
pieces for these machines in case you need to purchase, replace, or add onto the
existing irrigation system that you currently have. Lindsay prides themselves on
being environmentally friendly by using green materials and supplies, reducing
the amount of water used, as well as reusing the water in their irrigation
process. Over the years they have also created automatic shut off valves, water
chillers, and temperature control devices which all aid in saving millions of
gallons of water per year. This will be the main focus of our project.
Another innovation that Lindsay offers is the moveable barrier technology,
which helps to control traffic during the rush hours by creating a moveable lane
that, can reduce traffic time by changing its location on the highway, and create
safety for traffic as well as construction workers who are working on these
highways. However, these are not the only barriers that Lindsay makes. They
also create many of the different types of guard railing, crash cushions, and
temporary barriers which all improve the safety of the roadways.
Last, but certainly not least, Lindsay’s industrial solutions are offer items
such as commercial tubing, contract manufacturing, industrial water treatments,
water re-use, and M2M solutions, which “is communications between machines
using telematics over cellular, radio, wireless, and wired networks.”
(Lindsay.com) With offering these items, Lindsay is able to control their markets
in a way that benefits themselves such as using their own created products, but
also by outsourcing to companies who would like to purchase their raw
materials, and by helping them from start to finish. By using their own industrial
water treatments, Lindsay can custom-design the treatment settings to satisfy
the specific needs of the individual project. Their “complete water management
systems can provide particle filtration, screening, clarification, disinfection,
reverse osmosis, ultra-filtration, ion-exchange, and biological water treatment.”
(Lindsay.com) This helps Lindsay by allowing customers to go right back to the
source for all of their needs. Whether it is help with matching the correct
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irrigation system to their crop, buying a replacement piece, or installing water
treatments and re-use stations, Lindsay is there from start to finish.

Assets
Year

2010

2011

2012

2013

2014

Total

$325.5

$381.1

$415.5

$512.3

$526.6

Assets
(In
Millions)
Figure #1 (Source 10-K)
Lindsay’s assets have steadily increased from 2010. This is due to the
continued growth in the industry of both agriculture and safety road equipment
as economies of scale continues to be reached.

Industry Overview
For the competition in the industry, we chose to analyze two separate
companies, Valmont Industries and The Toro Company. We chose these
companies due to the similar products that they produce. The decision was fairly
simple because this industry is very limited in its competitors.
We chose sample companies within the same industry as Lindsay
Corporation to compare the factors of rivalry based on what type of business
they are involved in, similar products they sell, and what market the companies
cater to. The firms we found that compete with Lindsay Corporation are The
Toro Company, and Valmont Industries, which have other ways of generating
revenue besides the irrigation system; however, our main focus is on the
irrigation side of each company.

13
There are several other private companies in the industry, however, since
we do not have the public financial data for these private companies we decided
to only use Valmont and Toro’s.

Five Forces Model
“The particular configuration of porter’s five forces tells you immediately how the
industry works, how it create and share value. It explains the industry’s
profitability.” Porters (five forces doc) The five forces model is a tool for
estimating profitability of a firm by using “five forces” to interpret the intensity of
competition (1). The five forces that comprise the model are rivalry among
existing firms, Threat of new entrants, threat of substitute products, bargaining
power of consumers, and bargaining power of suppliers. These five categories
are tools to provide a strong grasp of the industry’s strengths and weaknesses,
while also explaining the industry’s health in terms of profitability. There are
three levels of competition that can exist in an industry: high competition, low
competition, or mixed competition. All parts of the five forces model is
categorized into high, low, or mixed competition in order to draw conclusions as
to whether the industry is a cost leadership or differentiated industry.

Lindsay Corporation
Rivalry among Existing
Firms
Threat of New Entrants
Threat of Substitute
Products

Level of Competition
Mixed
Low
Low

Bargaining Power of
Customers

Mixed

Bargaining Power of
Suppliers

Mixed
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Based on our findings we created the table above which displays the levels of
competitions for each of the five forces. There are three levels of competition that can
exist in an industry, high competition, low competition, and mixed competition.

Rivalry among Existing Firms
Rivalry among existing firms is one the components of Porter’s Five Forces
model and helps identify the competition within an industry, thus shaping the
competitive structure. The average level of profitability of a firm is directly
related to the competition between firms in the industry. If there is a high level
of rivalry it makes the industry more competitive and can decrease the pricing
power for firms. When the industry is less competitive, it can increase pricing
power, making it easier for the leading firm of an industry to set prices (11).
We will analyze several factors to further the understanding of rivalry
among existing firms. The level of competition is determined by means of
industry growth, concentration, differentiation, switching costs, scale/learning
economies, fixed-variable costs, Excess capacity, and exit barriers. We are
determining the means by which the firm maintains and or incurs profits.

Industry Growth
Industry growth rate is the average growth of all firms in the industry.
When an industry has a high growth rate that means the industry is growing
rapidly and it isn’t necessary for firms to take market share from each other to
grow. Pricing power is low when there is a high growth rate (strategiccfo.com).
When an industry has a low growth rate, the only way for firms to grow is to
take market share from each other. When firms try to take market share from
each other is when price wars start to occur. As soon as firms start to compete
against each other on price, it can get down to just above the marginal cost,
which means less profit. We will be analyzing the industry of Construction and
Agricultural Machinery. By using the growth of Lindsay’s, Valmont’s, and Toro’s
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net sales for comparison, from the past 5 years, will help determine whether this
industry is growing at a slow rate or a fast rate.
(Lindsay 10-k), (Valmont 10-k), (Toro 10-k).
Net

2010

2011

2012

2013

2014

$478,900,000

$551,300,000

$690,800,000

$617,900,000

Sales
Lindsay

$358,400,000

Valmont

$1,975,505,000 $2,661,480,000 $3,029,541,000 $3,304,211,000 $3,123,143,000

Toro

$1,690,378,000 $1,883,953,000 $1,958,690,000 $2,041,431,000 $2,172,691,000

Industry $4,024,283,000 $5,024,333,000 $5,539,531,000 $6,036,442,000 $5,913,734,000

40.00%
35.00%

Growth in Sales Percentages

30.00%
25.00%
20.00%
15.00%
10.00%
5.00%
0.00%
-5.00%
-10.00%
-15.00%

2010-2011

2011-2012

2012-2013

2013-2014

Lindsay

33.60%

15.10%

25.30%

-10.50%

Valmont

34.70%

13.80%

9%

-5.50%

Toro

11.45%

3.96%

4.05%

6.43%

Industry

24.85%

10.25%

8.97%

-2%
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From looking at the firms in the graph, the years where the highest
growth rate were between 2010 and 2011. But recently the industry growth has
seemed to slow down and take a negative turn which encourages higher level of
rivalry. Slow growth in the industry encourages competition in prices to get the
market share.
Concentration
The degree of concentration is determined by how many firms there are
in the industry and their corresponding sizes. This tells the firms how they can
manage their prices and other competitive strategies. Lindsay Corporation has 17
locations, and distributes through dealers (LNN 10-k). Valmont Industries has
over 50 factories, and also distributes through dealers (Valmont 10-k). The Toro
Company has 27 locations, and distributes through a network of retailers and
dealers (Toro 10-k). All three firms operate internationally. Taking a look at each
firm’s market share will determine if there is a dominant firm in the industry. If
there is a dominant firm in the industry, then that firm has the ability to set the
rules of competition. The market of agriculture machinery brought in $45 billion
in revenue for the 2014 fiscal year and has been growing at an annual rate of
3.3% for the past 5 years (13). In the graph below, none of the firms seem to be
close in market share. When firm’s market shares are close to each other, it
encourages more price competition.
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Market Share (Sales)
100.00%
90.00%
80.00%
70.00%
60.00%
50.00%
40.00%
30.00%
20.00%
10.00%
0.00%
Lindsay

2010
8.90%

2011
9.50%

2012
9.40%

2013
11.40%

2014
10.50%

Valmont

49%

53.00%

57.00%

54.80%

52.80%

42.10%

37.50%

33.60%

33.80%

36.70%

Toro

Lindsay

Valmont

Toro

Valmont Industries holds the bigger market share out of the three firms.
Lindsay Corporation holds a steady market share at around 10%. Toro Company’s
share has minor fluctuations between 40 and 50 percent over the five year period.
We see a correlation between the amount of facilities and locations the firms have,
and the market share. So we conclude that the more locations and exposure to
consumers the company has, the bigger the market share. The bigger the market
share, the more pricing power the firm holds. Analyzing concentration, we
conclude that the industry has low competition.
Differentiation
Differentiating products is how the firms in an industry can avoid direct
competition by offering more than just a similar product or service as the other
firms. Firms can differentiate based on price, quality, atmosphere, or services;
essentially offering more than a standard base line product or service
(strategiccfo.com). If the products are similar amongst firms, then the buyer can
switch to a competitor’s product to get the lowest price, but if products are
differentiated then the customer will have more than just price to compare. Lindsay
Corporation’s irrigation segment directly competes with Valmont’s irrigation, their
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products are pretty standard and not differentiated. Lindsay and Valmont compete
solely on price since both company’s irrigation systems are interchangeable. With
Lindsay’s Infrastructure segment there is limited competition in its moveable
barrier line, as nothing today is comparable to Lindsay’s Road Zipper System
(Lindsay 10-k). The infrastructure segment has more differentiation and less
competition compared to the irrigation. When looking a differentiation, this
industry has mixed competition.
Switching Costs
Switching costs refer to the cost incurred if the firm were to switch to
producing a different product (1). If a firm in that makes irrigation systems were
to switch to producing a different product then the company could recycle and
reuse standard equipment, the same resources, and machinery from the
previous products. It would be very costly to switch to a new product that is
made from different resources and uses specialized equipment. It’s more cost
effective to switch to a different product with similar inputs. It is very risky for
firms to switch industries because of the difficulty of entering a specific industry
with less competition in a cost effective way. Therefore the competition from
switching costs is mixed.
Learning Economies
Learning economies aids firms in the hiring and training process for new
employees and managers, with the goal of increasing production efficiency.
Workers develop better skills for their job, more experience, and become more
efficient, which will decrease your average costs in the long-term (8). In the
agriculture industry, for companies who are in the irrigation business, there are
certain licensing and training needed (8). The irrigation technicians must be
licensed by the Irrigation Association. Other employees must be trained in how
to use the specialized equipment and machinery in an efficient manner. The
learning economies promote cost conservative methods for optimal utilization of
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resources, minimizing waste, and increasing productivity. Throughout the past
five years Lindsay Corporation has spent $50 million in research and
development, Valmont Industries has put in $43 million, and the Toro Company
has spent $305 million (Lindsay 10-k, Valmont 10-k, Toro 10-k). The agriculture
industry heavily invests and believes in training, licensing, and producing
efficiently, therefore competition level is high.
R&D

2014

2013

2012

2011

2010

Lindsay

11,125,000

11,395,000

9,481,000

10,403,000

7,792,000

Valmont

13,900,000

10,200,000

7,100,000

6,200,000

5,500,000

Toro

69,700,000

64,600,000

60,100,000

57,000,000

53,300,000

Industry

94,725,000

86,195,000

76,681,000

73,603,000

66,592,000

Research and Development
$80,000,000
$70,000,000
$60,000,000
$50,000,000
$40,000,000
$30,000,000
$20,000,000
$10,000,000
$0
2010

2011
Lindsay

2012
Valmont

2013

2014

Toro

Scale Economies
Economies of scale have the ability to lower the overall production costs.
It encourages increasing the level of output to decrease the fixed cost per unit
(11). By producing more, it lowers the average price per unit. These have an
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inverse relationship; as units go up, price per unit goes down. Firms need to
utilize producing in larger quantities to increase profit. Companies can make the
most of their capital expenditures like property, plant, and equipment by utilizing
a higher production level to lower overall production costs. There is a large
amount of investment in new facilities, equipment, and projects. Since this is a
scalable industry, the competition is high.
(Lindsay 10-k), (Valmont 10-k), (Toro 10-k)

CAPEX

2014

2013

2012

2011

2010

Lindsay

17,715,000

11,136,000

9,890,000

8,405,000

5,784,000

Valmont

73,023,000

106,753,00

97,074,000

83,069,000

36,092,00

0
Toro

71,138,000

49,427,000

0
43,242,000

57,447,000

48,699,00
0

Industr

161,876,00

167,316,00

150,206,00

148,921,00

90,575,00

y

0

0

0

0

0
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CAPEX
2010
2011
2012
2013
2014
$0

$20

$40

$60

$80

$100

$120

Millions
Toro

Valmont

Lindsay

Fixed- Variable Costs
Fixed- variable costs are important because they can tell you how stable
or unstable a firm is (strategiccfo.com). We use the fixed-variable cost ratio,
which you divide fixed costs by the variable costs, to determine the volatility of a
company. If the fixed-variable cost ratio is high then firms are encouraged to
lower their prices and sell more to utilize their fixed costs. Price wars become
common when competing companies have similar fixed-variable cost ratios.
Correspondingly when a firm has a low fixed-variable cost ratio, and not as many
units are being produced, the extra cost isn’t incurred. We conclude by
comparing the ratios, and determine that the industry has low competition.

Lindsay
Corporation

2014

2013

2011

2010

TC

539,575,000 583,787,000 507,978,000 442,088,000

333,578,000

TVC

374,683,590 485,211,430 483,274,630 404,366,840 1,048,935,640

TFC

164,891,410

98,575,570

2012

24,703,370

37,721,160

-715,357,640
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FC/VC

.05

Ratio

.44

.09

-.68

.203

(Lindsay 10-k)
Toro
Company

2014

2013

2012

2011

2010

TC

1,998,821,000 1,886,586,000 1,829,149,000 1,766,295,000 1,597,141,000

TVC

1,503,988,690 1,315,441,190 1,312,101,200 1,463,166,570 1,252,044,650

TFC

494,832,310

571,144,810

517,047,800

303,128,430

345,096,350

.33

.43

.39

.21

.275

2014

2013

2012

2011

2010

FC/VC
Ratio
(Toro 10-k)
Valmont
TC

2,765,427,000 2,831,142,000 2,790,625,000 2,433,172,000 1,881,126,000

TVC

1,133,482,130 2,212,234,650 2,050,157,240 2,332,092,390 2,598,586,370

TFC

1,631,944,870

618,907,350

740,467,760

101,079,610

-717,460,370

1.44

.28

.36

.04

-.276

FC/VC
Ratio
(Valmont 10-k)
Excess Capacity
Excess capacity occurs when the customer demand for the product is less
than industry production capacity. When there is excess capacity in an industry,
firms are influenced to cut their prices to sell their inventory (Investopedia). In
the Agriculture industry, excess capacity are not usually an issue because firms
will use dealers and retailers to distribute their products. If demand isn’t up to
the level of production, then the products will be sold at a discount at the
dealer’s expense, or just sit in the inventory until the agriculture business picks
back up again. To measure the industry’s efficiency of how they use their assets
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to generate revenue, we computed the asset turnover ratios. Higher ratios mean
that more revenue is generated per dollar of assets. We conclude that this
industry is efficient and competition is low due to high asset turnover ratios.
Asset

2014

2013

2012

2011

2010

Lindsay

1.17

1.35

1.33

1.25

1.1

Valmont

1.14

1.19

1.18

1.15

.94

Toro

1.8

2.04

2.09

2.16

1.9

Industry

1.33

1.4

1.41

1.41

1.22

Turnover

(Lindsay 10-k) (Valmont 10-k) (Toro 10-k)
Exit Barriers
Exit barriers are obstacles which prevent a firm from exiting the industry
easily. For the Agriculture industry exit barriers include investment in specialized
equipment, high fixed costs, contractual obligations, and specialized skills that
are industry specific (agmrc.org). The main exit barrier for most irrigation firms
are their contractual obligations. Contractual obligations include operating leases,
pension benefit plans, pension contribution, long-term debt, and purchase
commitments (10-k’s). These obligations can bind a firm short term and long
term. Shown in the graph are the contractual obligations present in 2014. Firms
in this industry are bound to their contracts for many years. Since exit barriers
are high, the competition for the industry is high.
Contractual Total $

Less than

Obligations

1 Year
3,713,000

2-3 Years

4-5 Years

More than 5
Years

Lindsay

24,184,000

Valmont

2,130,200,000 160,500,000 162,400,000 142,600,000 1,664,700,000

Toro

1,000,037,000 293,334,000 111,285,000 142,159,000 453,259,000

(Lindsay 10-k),(Valmont 10-k),(Toro 10-k)

5,535,000

4,325,000

10,611,000
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Conclusion
We conclude that the competition is mixed for rivalry among existing
firms. Industry growth, concentration, differentiation, switching costs,
scale/learning economies, fixed-variable costs, Excess capacity, and exit barriers
all contribute to the level of competition in the industry. Since the overall
competition is mixed, any change in the variables could easily change to high or
low competition.
Threat of New Entrants
The threat of new firms entering into an industry constraints the pricing of
existing firms; therefore, the ability of a new firm to enter an industry is a key
determinant of profitability. The main factors that influence barriers to entry are
economies of scale, first mover advantage, access to channels of distribution,
and legal barriers (1). Barriers to entry are a necessary part of the industry
analysis because new entrants must overcome these barriers to take a
competitive share of the market. If new entrants find few barriers to entry they
will be more likely to enter the market.
Economies of scale
Industry leaders have established plants and capital investments on a
large scale. This will provide the company with an advantage due to the fact that
fixed costs, can be spread over a larger volume of production (2). While new
entrants may initially have a lower cost of operation due to lower volume of
production they may not be able to capture the same levels of profitability due to
lower profit margins.
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To create the same levels of productions new entrants would need large
capital investments in physical plant place and equipment to match the required
infrastructure (1). In our sample industry we can see that all three firm possess
at minimum 7 manufacturing plants. Firms interested in entering the market will
also need to keep up with current firms as they all have demonstrated the desire
to build or buy more manufacturing capacity to meet increase international
irrigation demand (3)(4)(5).
First Mover Advantage
First Movers are able to set industry standards within the area, enter into
exclusive agreements, and even create barriers to prevent newcomers from
entering the market (1).
The industry will continue to expand into its existing markets to drive for
greater market share position; however, established firms will be seeking
expansions into international markets to meet anticipated increases in demand.
Lindsay has also moved into a 274,147 square foot facility in Corlu Turkey in an
attempt to obtain a first mover advantage into several international markets.
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Toro also intends to move into new global markets through targeted acquisitions.
In late 2013 Toro created a new micro- irrigation facility in China to
accommodate for anticipated growth (5)(4). Valmont also intends to gain a first
mover advantage by increasing market presence in China and Eastern Europe
(3).
New entrants also have the ability to enter into new markets and obtain a
first mover advantage. New entrants should look for areas without existing firms
to find the same success the industry has created in the international markets
described above.
Access to Channels of Distribution
In the manufacturing industry businesses have develop distribution
networks in order to have functional operations. New entrants must attempt at
using existing networks or invest in costly new channels (1).
All three competitors require raw materials such as steel, aluminum,
concrete, and other electrical or mechanical components. None of the competing
firms have ownership of material suppliers. Because of this there is some risk
involved in possible shortages of raw materials. Toro is the only competitor that
has certain components produced from single suppliers (4).
Lindsay operates has implemented a sales program managed by its
network of distributors and third-party representatives. Its branded irrigation
systems are sold to over 200 independent dealers who resell the products to
local farmers (5). Toro is a manufacturer and assembler in some cases of
irrigation products. Toro sells primarily to 40 domestic and 120 international
distributors; however, Toro does also sell some professional irrigation products
directly to government and rental companies (4). Valmont is similar to Lindsay as
they only to independent dealers. Valmont has an approximate 495 dealers, 220
of which sell to international markets.
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Lindsay, Toro, and Valmont move products in high volume through these
channels of distribution. Any new entrants would be unable to compete due to
difficulties in forming global distribution channels.
Legal Barriers
Legal barriers to entry include patents, copyrights, and licensing
restrictions (1). Governments create and enforce legal barriers in order to create
fair competitive marketplaces. Within the irrigation industry there are two main
barriers to entry.

Company
Lindsay
Valmont
Torro

Lateral
Move
Zimmatic
~
~

Pumping
Center
Hose Reel Stations
Pivot
Travlers
Controls
Greenfield
Perrot
LAKOS
Valley
~
~
~

Blue Stripe

~

Automated
Technology / Drip
Sytems
FieldNET
WagNet
Toro Precision,
EVOLUTION

The first important legal barrier to the industry are the large amount of
patents that each firm claims (3)(4)(5). Each of the three industry competitors
possess a series of patents corresponding to certain irrigation system types. New
entrants would be required to create their own personal irrigation brands before
entering into the marketplace.
Our analysis also indicated that the irrigation manufacturing industry is
influenced by the USDA. USDA regulation greatly affects demand of agricultural
product which in turn has an effect on the industries revenue. “The Soil and
Water Resource Conservation Act of 1977 requires the USDA to perform studies
on the conditions of soil, water, and other related natural resources” (6). Based
on these findings the USDA can create or take away land that can utilize
irrigation technology. Many Farmers also rely upon “Federal, State, and local
cost-share programs to adopt more efficient irrigation technologies”(7).
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Products can only be sold in areas where farmers can invest in more
efficient irrigation systems. Entrants to the marketplace will have to comply with
USDA regulations which doesn’t pose a huge problem; however, the large costs
in developing and keeping corporate brands keep new entrants away.

Conclusion
There are several barriers to entry for new firms who would like to
compete against Lindsay, Valmont, and Toro. The largest barrier to entry is the
sheer scope and size of existing operations. The existing firms can utilize
international manufacturing plants to create lower costs which keep new firms
from entering the marketplace.
A new firm could attempt to get into the industry by creating a first mover
advantage. The problem is that incumbent firms have already created a very
reliable network between themselves and international markets such as China
and Eastern Europe. New firms could try to establish themselves in different
emerging markets but we don’t believe this advantage as mover would be
significant without the backing of large scale.
Another barrier to entry is the existence of channels of distribution in the
existing firm’s organizational structures. New entrants would have to negotiate
competitive contracts with vendors and suppliers. Limitation are created for new
entrants when they cannot attain the same cost advantages from having a large
global channel of distribution.
The irrigation manufacturing industry does not have as much legislation
affecting core business compared to an industry such as banking. There are
expenses involved in creating new patents for efficient of irrigation systems.
Some regulation also affects areas in which irrigation can be implemented. New
entrants would need to be sure they can operate a profitable business based
changed in demand created by USDA resource reporting. This is the least
competitive barrier to entry within the industry.
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Based on the findings from an analysis on the threat of new entrants we
determined that the competition level is low. New entrants many open small
scale operations that take advantage of local or regional irrigation demand;
however, they will not be able to compete against the large scope of established
firms. Firms with an established market share will have a large competitive
advantage over new entrants.
Threat of Substitutes
There are three industries in which Lindsay Corporation’s subsidiaries
compete within: irrigation technologies, transportation safety technologies, and
industrial logistics solutions. All three of these industries have threat of
substitutes. However, while all three subsidiaries provide revenue streams for
Lindsay Corporation, it is arguably the subsidiary consisting of irrigation
technologies that provides the most contribution to Lindsay Corporation in
regards to financials. It is for this reason that all following information on
substitutes will apply solely to irrigation technologies as it pertains to Lindsay
Corporation. While the substitutes are not perfectly matched in product offerings,
they provide sufficient options for businesses and individuals to seek
alternatives.
Irrigation technologies provide two prominent functions: the storage and
usage of water for agricultural purposes, and the storage and usage of water for
direct community purposes.
If the purpose of the irrigation technology is to provide storage and
usage of water for agricultural purposes, genetic engineering which allows for
crops to be manipulated for optimal growth in shorter time or less water usage
required may be a viable substitute. As increasing climate changes have made
many areas susceptible to crop losses due to water shortages, “It has been
estimated that 25 percent of these losses may be resolved by genetically
modifying maize to be more drought tolerant” (Edmeades).
Another viable substitute for agricultural irrigation systems is flood
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irrigation. As explained in Lindsay Corporation's annual report, flood irrigation
relies on the accrual of rainwater, which upon an appropriate water level is
released and "runs down through the crop row until it reaches the far end of the
row, at which time the water source is moved and another set of rows is
flooded" (10-K).
If the purpose of the irrigation technology is to provide storage and usage of
water for direct community purposes, substitutes to irrigation systems may come
in the form of water recycling technologies which inherently combat the need for
movement of a viable water source. These processes such as desalination,
reverse osmosis, and distillation units provide the continued use of a formerly
unusable water source.
In both purposes for irrigation technology, a substitute that may be deemed
viable is rain fed agriculture, which is a form of water technology that focuses on
harvesting rainwater: “Rain fed agriculture is the most common method of
agriculture in developing nations as 80% of the land farmed around the world
is rain fed and it contributes about 58% to the global food basket” (Manschadi).
Conclusion
When referring to the relative competition in the irrigation technology
industry, we are relatively confident that the customizable properties lacking
in the industry's substitutes provides low competition risk to the irrigation
technology industry. Within the irrigation technology industry, substitutes such as
genetic engineering are not yet employable for all crops due to limited research
and modification technology available. Genetic engineering is a relatively new
field in agriculture in pertinence to water usage. Because of this, the solution of
genetically modified crops may only be a viable substitute to a limited number of
individuals seeking water independence. Systems such as flood irrigation and
water recycling are viable substitutes, which do pose significant threat to the
traditional irrigation industry, however lack of cost appropriate
technological advancements in these fields have hindered systems which can
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compete with the size and efficiency of traditional irrigation technologies.
Bargaining Power of Customers
The bargaining power of customers refers to the power that the consumer
has relative to price and options within the market. These pressures by the
consumer may force corporations to offer an overall stronger product at the
greatest value possible. By having product variation and low switching cost,
irrigation technology companies are more or less at the mercy of the consumer.
Irrigation Switching Costs
Switching costs are the costs incurred by the customer when switching
suppliers. The costs can be monetary such as a contract cancellation fees or nonmonetary such as the time it takes to find a different supplier. The final
customers in irrigation are comprised of both businesses and individuals.
Lindsay, Valmont, and Toro all state in their 10-Ks that they are not highly
dependent on any single customer for the sales of their business. The irrigation
industry is a very competitive industry and therefore these manufacturers
compete with each other on price, quality, and service. Due to the
competitiveness of the industry, the switching costs remain low for customers.
This gives the customers more bargaining power because they can leave their
suppliers for better quality and price.
Irrigation Differentiation
Differentiation is the process of making your products stand apart from
competitor’s products. There is a lot of similarities between irrigation products.
The industry tries to differentiate their products to customers through GPS
tracking systems and smartphone applications. These programs help customers
stay connected to their irrigation equipment and needs. The companies separate
themselves by the way in which they provide these services. Some provide the
applications themselves while other companies like Valmont outsource.
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Outsourcing allows customers to receive this service through subscriptions. Since
these products have a lot of similarities, price is a very large aspect competition.
For residential irrigation, Toro sells through Home Depot. Providing services
through Home Depot provides customers varieties of products on the shelf based
on price which they may then easily choose between. The average useful life a
center pivot irrigation system is 20 years. While customers may not be buying
the system very often, they periodically need replacement parts. Lindsay,
Valmont, and Toro all supply these replacement parts through their respective
dealers. Due to the similarity of irrigation equipment customers hold more
bargaining power than the manufacturers because of the ease with which they
can shop around.
Number of Customers
A critical part of any business is the ability to attract customers. The
agriculture business is still a very large market. Texas alone, in 2012, produced
over $1.6 billion worth of cotton and $1.5 billion in corn, (Texas Almanac). There
will, for the foreseeable future, be a large market for agriculture and therefore a
large number of customers. Many customers coupled with few suppliers of
irrigation gives the suppliers more bargaining power. However, the industry
expands its customer base through international operations. Lindsay, Valmont,
and Toro, all have lots of international exposure. International markets are more
competitive because foreign markets are sensitive to foreign exchange rates. A
lot of the imports and exports are denominated in US dollars. As the dollar has
been getting stronger, overseas customers will be more inclined to purchase
from small local dealers. In this area, both residential and commercial customers
have more bargaining power because they can shop locally and compare shelf
prices.
Conclusion
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Customers incur switching costs when they have to pay cancelation fees
or take time and energy to find new suppliers. The irrigation industry is highly
competitive. With competition so high then switching costs are lower for
customers because they can easily compare shelf prices. The irrigation industry
is also highly similar across equipment. Therefore, with the little differentiation in
the industry, manufacturers compete to provide the best price and quality. The
number of customers, worldwide, leads to manufacturers competing on price to
capture a larger customer base. The industry has expanded to foreign markets in
order to accumulate more customers. International customers are sensitive to
foreign exchange rates, and therefore domestic manufactures must compete on
price, overseas, with local suppliers. We can conclude from these factors that in
this industry the customers have more bargaining power than the suppliers do.
The Bargaining Power of Suppliers
The capability a group of suppliers has to control terms and conditions for
specific materials in an industry is known as the bargaining power of suppliers.
The bargaining power of suppliers is determined by how many options a
company has to choose from when purchasing materials. For example, if there
are few companies that sell materials needed in an industry, the bargaining
power will belong to the suppliers. The opposite is true if there are a large
amount of companies supplying these materials in an industry. If suppliers have
the power in the industry, companies will have to charge higher prices for their
products or they will make less profit. Some of the factors that influence the level
of power suppliers have on an industry include switching costs, differentiation,
the number of suppliers, and importance of product for costs and quality.
Switching Costs
The cost of changing suppliers, when necessary, is known as switching
costs. Switching costs are dependent on the number of suppliers that exist.
Companies in the irrigation system industry have an abundant number of diverse
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materials for production. “Some of these materials include steel, zinc, tires,
gearboxes, concrete, rebar, fasteners, and electrical and hydraulic components.”
(10-K) For most materials, when companies choose a supplier they enter into a
contract with that supplier to lock in low prices. Cost of opting out of some of
these contracts could be very costly for the companies and suppliers, so both
sides are cautious before entering into a contract. Suppliers of steel may not
enter into a contract since the price of steel rapidly changes. For example, in
2014 the price of steel started at approximately $280 per tonne and rose to $475
per tonne. By not entering into a contract, the suppliers benefit if they expect
the price of steel to rise.

Differentiation
Differentiation refers to how differently the customer sees one product
from another product in the same industry. Differentiation between products
results in power to the suppliers. This is because of the fact that there are no
other products like the one offered by a particular supplier. Materials needed for
production in the firrigation system industry differ on differentiation between
suppliers. Concrete and rebar are examples of materials that are very similar
from supplier to supplier. These suppliers do not have much power within the
industry. Electrical and hydraulic components on the other hand, are examples of
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materials that differ greatly from supplier to supplier. These suppliers have a
great amount of power within the industry.

Importance of Product for Cost and Quality
Cost analysis of the irrigation system industry shows a direct correlation
between variable cost of materials and profit. The costs of these materials vary
frequently, so companies in the industry must be aware of the price relative to
the industry. Many of the companies within the industry are at risk of an increase
in prices of materials. Companies avoid some of this risk by entering into
contracts with certain suppliers.
Companies in the irrigation industry provide warranties to their customers.
This means if a company is supplied a bad shipment of products, the suppliers
are not responsible since the suppliers aren’t required to have a vendor
certification. This ends up decreasing profitability of companies in the irrigation
system industry.
Number of Suppliers
The number of suppliers simply put defines how many suppliers there are
in a specific industry. If the number of suppliers is highly competitive and the
products do not differ from one another, then the suppliers will be forced to
compete on low prices. For some materials there are plenty of suppliers that
compete with each other to make a profit. In the irrigation system industry, a
good example of this is tires. There are 11 tire suppliers of tires in the US. Other
materials have very few specialized suppliers that control the particular market
for the material. In the irrigation system industry, a good example of this is
steel; there are only 39 worldwide steel suppliers and only 2 in the US.
Conclusion
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We conclude the bargaining power of suppliers to be mixed due to the
variety of materials needed for production. Suppliers have the power when it
comes to setting the prices of materials that are specific to industry needs, but
not all materials needed for production are specific to the industry. Materials
such as tires and concrete have a large number of suppliers, which gives
companies in the industry low switching costs. While other materials such as
electrical and hydraulic components and steel have few suppliers, giving
companies in the industry high switching costs. The high variety of supplies
needed, results in the fluctuation in number of suppliers, differentiation, and
switching costs within the industry.
Analysis of Key Success Factors
Key success factors define practices within an industry where upon
companies execute their business strategies. How well these companies execute
their strategy within each factor parameter may be a strong indication of a firm’s
overall standing within a particular market. Identifying a firm’s performance
within a key success factor may also determine critical evaluation and
improvement methods in regards to a firm’s position in comparison to other
market competitors.
Classification of Industry
Given the five forces analysis, the irrigation industry is geared towards
cost leadership with a small portion of differentiation. Firms have to create
business strategies in order to create profitability. There are traditionally two
generic business strategies, cost leadership and differentiation. The cost
leadership strategy focuses on lowering costs while differentiation focuses on
product superiority and attracting new customers. In the irrigation manufacturing
industry, we have found there to be a heavy focus on cost leadership as the
strategy for increasing profitability.
Cost Leadership
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To be a good cost leadership firm, an industry must focus on tight cost
controls. Therefore, the firms in the industry will implement a strategy to cut
costs across their business. In our analysis we found that the irrigation industry
achieves cost leadership through four key success factors. These key success
factors are economies of scale, superior product design, and little research and
development or brand advertising.
Economies of Scale
The irrigation manufacturing industry has a large economy of scale due to
the fact that businesses in the industry possess a large amount of manufacturing
plants. By doing this, the industry is able to better manage its costs.
Locations
Valmont

Toro

Lindsay

Valley, Nebraska

El Cajon, California

Lindsay, Nebraska

McCook, Nebraska

Sanford, Florida

Corlu, Turkey

Uberaba, Brazil

Beatrice, Nebraska

Fresno, California

Nigel, South Africa

Tomah, Wisconsin

Hartland, Wisconsin

Windom, Minnesota

La Chapelle, France

Jebel Ali, Inited Arab
Emirates

Mogi Mirim, Sao Paulo,
Madrid, Spain

Shakopee, Minnesota

Brazil

Shandong, China

El Paso, Texas

Tianjin, China

Chihuaua, Mexico

Kraaifontein, South Africa

Adelaide, Australia

Milford, Nebraska

Fiano Romano, Italy
Hertfordshire, United
Kingdom
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In this industry, the competitors all possess at least seven manufacturing
plants across the globe. This means that these firms have a huge competitive
advantage in the marketplace.
Looking at these statistics, we also see that it is necessary to continually
invest in new manufacturing infrastructure. These investments are necessary to
create value in the future for firms in the industry.
Superior Product Design
The industry is constantly trying to improve their products by innovating
new technologies. Most irrigation system products in the industry include “GPS
positioning and guidance, variable rate irrigation, wireless irrigation
management, and smartphone applications.” (10-k) Companies in this industry
try to adapt to competitors innovations by including in innovative features in
their products.
Because of this competition within the industry, new products as well as
modifications to existing products are always being produced to better each
irrigational system.
Little Research and Development or Brand Advertising

R&D Ratio
2.50%
2.00%
1.50%
1.00%

R&D Ratio

2.23%
1.80%

1.60%

0.50%
0.64%

0.00%
Lindsay

Valmont

Toro

Industry
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R&D

Sales

R&D Ratio

Lindsay

11,125,000.00

617,933,000.00

1.80%

Valmont

13,900,000.00 2,172,691,000.00

0.64%

Toro

69,700,000.00 3,123,143,000.00

2.23%

Industry

94,725,000.00 5,913,767,000.00

1.60%

In the irrigation manufacturing industry companies do not put focus on
research and development. Irrigation systems are essential to farmers to
produce crops, so research and development is not needed to sell any more
irrigation systems. However, the little money that is spent on research and
development is spent on enhancing and creating irrigation systems that are more
conservation friendly to our natural resources.
Since the industry caters to a limited number of customers, industryadvertising costs are minimal. Local advertising is important in this industry due
to the location of many farmers. Local word of mouth plays a key role in
company recognition.
Conclusion
In conclusion, most of the key success factors point to cost leadership in
the industry. There is some differentiation within the industry, but we would
label the industry as mostly cost leadership.
The industry will save most of its money through economies of scale, and
a lack of investment for research and development. These savings are then used
to produce competitively priced products within the industry. We believe that
competitors in the industry must utilize these key factors of success if they would
like to remain profitable.
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Competitive Advantage

As provided by the graph above, Lindsay is on average a leading
competitor in the agriculture irrigation industry. While competitive advantage
within the irrigation technology industry is executed through outlets previously
mentioned, Lindsay Corporation has found competitive advantage through the
careful implementation of cost-leadership and product differentiation by way of
economies of scale and superior product quality, respectively.
Cost Leadership
Lindsay Corporation achieves a competitive advantage through economies
of scale. Lindsay opened their newest international manufacturing plant in Corlu,
Turkey earlier this year in 2015. They are the first mover in to the Turkish
market that they say, “is expected to accommodate several international
markets,” (LNN 10-K). Lindsay will achieve stronger economies of scale by way
of predicted volume of sales, which will add to their revenue stream and buffer
overall profits with little added expense. As seen in page 23 of the 10-K, when
opening an international plant in the fiscal year of 2012-2013 Lindsay
Corporation generated a 6% overall increase in expenses while maintaining a
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32% increase in revenue. While this cannot be attributed completely to the
penetration of foreign markets, a strong case can be made that it is a major
contributing factor.
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Total
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As seen from the table above, Lindsay’s growth internationally has an
increasing contribution to their revenues. Their international contribution grew
from thirty-six percent to thirty-nine percent between 2012 and 2014. As
mentioned before, they just opened their plant in Corlu, Turkey at the beginning
of this year. They will continue to expand internationally in the future in order to
maintain their economies of scale.
Product Differentiation
In reference to competitive advantage, product differentiation is a key
medium in which Lindsay seeks to outperform its competitors. We believe any
success for Lindsay Corporation in this matter has been achieved through
superior product quality. In 2011 Lindsay acquired ez-Wireless, becoming one of
the first companies in the industry to provide wireless communication to their
irrigation systems. Enhancements provided by the accrual of ez-wireless, such as
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video surveillance and sensor networks, deliver more precise water and chemical
control and dispersal. These technology developments supplement the irrigation
systems provided by Lindsay Corporation and add value based on overall
improved efficiency. Lindsay will continue to use sales revenue to fund
engineering in order to innovate their technology and keep their competitive
advantage over their competitors.

Introduction to Accounting Analysis
We will begin the accounting analysis of Lindsay Corporation based on
information previously determined in the introduction of the company. The
accounting analysis involves identifying the key accounting principles, assessing
the degree of potential accounting flexibility, evaluating the company’s actual
accounting strategy to date, determining the level of disclosure provided by the
company’s accounting strategy, identifying potential areas within disclosure
statements which may be “red flag” areas, and finally undoing any distortions
within the disclosure statements. We will identify the key accounting principles
through the key success factors discussed in the previous section. After we
identify these principles, we will determine the level of flexibility used by Lindsay
Corporation in regard to these accounting principles. We will next present the
company’s actual accounting policy. As we present the accounting policy used by
Lindsay Corporation, we will then determine from the accounting policy the level
of disclosure and discretion used to record the key accounting principles. Finally,
by using the statements to identify possible “red flag” areas that have potential
to make Lindsay Corporation vulnerable to distortive properties in their
accounting process, we will restate these items using information previously
discovered in the analysis to provide clear information regarding Lindsay
Corporation’s accounting method.

Key Accounting Policies
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Observing financial statements based on accrual accounting can offer
information which without restatement can lead to misleading assumptions about
the company’s financial health. For the purpose of maintaining company integrity
and as a duty to the public information is provided which gives the diagnostic
financial information in a concise and accurate manner. In order to begin the
process of providing financial information which is of this nature, we must
identify key accounting principles.
Identifying policies used by the industry in which the firm participates in will be
executed in large part by discussing the interaction of Lindsay’s accounting
process with the Key Success Factors mentioned in previous sections. Observing
items that may be potentially distorted through execution of accounting within
the balance sheet of Lindsay will take place within the second portion of this
section. Both of these areas work together to provide financial information which
is used most importantly in determining the financial health of Lindsay
Corporation compared to other competitors in the industry.
Type One: The Key Accounting Policies
In this section we seek to identify the key accounting principles widely
used by the industry as a whole through the key success factors previously
mentioned. These key success factors are economies of scale and superior
product quality.
Economies of Scale
We have previously discussed reaching economies of scale in the most
effective manner and how it can be crucial to a firm’s success in the industry.
The tables below show competitive firms in the industry in regards to the
number of manufacturing plants operating compared to the percentage change
of gross profit within each firm. By operating in this fashion, firms have the
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highest opportunity for success through cost advantage as discussed earlier in
identifying the key success factors.

Operating Facilities
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(Lindsay, Toro, Valmont 10-Ks)
Below are the percentage changes in gross profits of each of the three firms in
respect to the new number of plants opened within the scale of each year. The
trend of each firm validates the idea of growth in sales being reached solely
through expansion in existing and new markets. As each firm in the industry
increases its amount of operating firms, their percentage changes in sales on
average reflect this increase as well. This is a strong indicator that economies of
scales are being reached by way of expansion into foreign markets.
Percentage
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Toro

1.52

1.22

1.67

-1.25

1.89

Valmont

1.94

2.02

2.43

3.08

2.01

(Information manipulated from Lindsay, Toro, Valmont 10-Ks)

Lindsay Corporation will continue to see growth comparable to and greater than
previous years through the proper execution of expansion in to new markets.
However this success is unlikely to happen without the proper attention given to
another key success factor mentioned earlier which is the superior product
quality of Lindsay Corporation’s offerings and services.
Superior Product Quality
In the irrigation systems industry, offering products with features that are
energy and time efficient are crucial to the success of a firm. Efficiency and
commitment to customer satisfaction can be displayed through many avenues of
each firm within the industry.
As product offerings are generally limited in overall differences between firms,
Lindsay Corporation displays the understanding of the need to augment its
products through provision of warranties and licenses on all offerings. By
commitment to its products and subsequently Lindsay’s customers, a superior
product quality is achieved through customer assurance in Lindsay’s product
lines.
Lindsay also displays superior product quality through its understanding of
efficiency being the ultimate goal of the customer base. Firm irrigation system
brands such as Zimmatic provide automated time release of water that requires
virtually no manual toil from its customers. In fact, most product lines offered by
Lindsay can be operated and through a mobile phone device. The execution of
Lindsay’s understanding of the core concerns had by its customers ultimately
allows for a superior product by way of attention to detail.
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Through the differentiating product lines with varying key goals of Lindsay’s core
brands Zimmatic, Greenfield, GrowSmart, and LAKOS, Lindsay can segment and
reach a wider customer base. Product lines specialize in different offerings,
however all product lines offer numerous customizable features built with the
understanding of the unique needs and wishes of each customer.
Type Two: Potentially Distortive Properties
The process of accounting for items such as R&D, leases, benefit plans, and
goodwill in a company’s financial statements can be moderately to gravely
distortive in nature. This is due to the fact that under the current accounting
procedures, these items have a level of flexibility that is prohibited in other items
in financial statements. In the irrigation industry the flexibility particularly
achieved through leases, goodwill, and pension and benefit plans may lead to
possible incorrect assumptions of a firm’s financial standing. These items for
Lindsay Corporation are addressed in the following sub-sections.
Operating Leases
Lease liabilities are recorded following GAAP protocol in two distinctly
different categories: capital and operating leases. Through the treatment of
capital leases, the lease is considered and reported as a capitalized asset and
thereby depreciated over the life of the lease. Operating leases are not recorded
as assets but rather displayed through various expense accounts. The off-book
nature of operating leases can vastly understate the liability associated with such
leases.
Due to the flexibility operating leases allow, the majority of competing
firms classify most of their leases as operating. The operating leases for Lindsay
Corporation will be discussed and restated in a later section for more accurate
exhibition of the company’s liability and asset properties.
Goodwill
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Goodwill is a figure derived from the competitive advantage or other
intangible asset provided by a particular acquirement. The mathematic equation
for this is simple enough: Goodwill = Purchase Price of an Item – Fair Market
Value of stated Item. However, the very discretionary nature of this equation
provided by varying opinions, however educated those opinions may or may not
be, leaves room for vast overstatement of competitive advantage and does not
allow for proper impairment over time, as goodwill is considered an asset.
Impairments which were not recorded for Lindsay Corporation as well as
the restated goodwill in a later section will prove that the firm has historically
overstated its Goodwill without proper impairment which has led to a general
overstatement of company earnings.

Assess Degree of Potential Accounting Flexibility
The level of accounting flexibility varies among firms. Firm’s accounting
choices can be limited by accounting standards and regulations. When a firm has
low flexibility in the choice of accounting policies and estimates related to their
key success factors, the accounting data is less likely to be informative to
comprehend the economics of the firm. A firm with more flexibility in the choice
of accounting policies and estimates are more likely to be more informative.
When firms have flexibility they can use this to reveal the firm’s economic
position or to hide their true performance. Flexibility in firm’s accounting policies
and estimates can influence the production of misleading financial statements
(Textbook). Firms in the agricultural machinery industry have accounting
flexibility in relation to their how they capitalize operating leases and impairing
goodwill.

Operating Leases
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Operating leases are one of the most flexible accounting variables when it
comes to financial misrepresentation. This is because there are two ways to do
it. First, to capitalize lease agreements, a firm can record the present value of
the minimum lease payments, and then recognize it as an asset on the company
books. Another way is if the firm signs lease agreements, they will record the
transaction as an operating expense. By increasing the firm’s operating
expenses, there will be a decrease in the cash flow from operations.
Lindsay Corporation has a total of $17 million dollars in contractual
operating lease obligations as of fiscal year end 2014. Obligations less than one
year totaled $3 million, between 2 and 3 years totaled $4.5 million, 4 to 5 years
equaled $3.3 million, and more than 5 years amounted to over $6 million. In
2013, Lindsay entered into a contract of $39 million with the Iraq government for
delivery and installation of irrigation equipment. Only $35.8 million of the
contract has been satisfied. In June 2014, political instability in Iraq lead to
difficulties for the completion of installing equipment. Installation was suspended
indefinitely until environment improvement. Lindsay has a $1.9 million
performance bond securing its obligation under the contract (LNN 10-K).
Contractual obligations are important because they can be costly to get out of
them.
Goodwill
Goodwill is an intangible asset and is the amount that a firm pays over
market value to acquire a company. We can think of goodwill as a “premium”
when purchasing another company. Goodwill is equal to the total amount paid
over fair market value of the equity gained, minus the assets and liabilities
gained. This measures the competitive advantage gained by acquiring another
company. Goodwill is an intangible asset and therefore subjective. Firms can
overstate the value of this asset by choosing not to impair it, which overstates
assets, understates expenses, and overstates net income. The asset should be
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impaired on a fair market value basis and recognized on the balance sheet as
what it is actually worth (Textbook).
Lindsay Corp. recorded goodwill of over $37 million for 2014. In 2013, the
intangible was slightly larger by $400,000, so it is assumed that goodwill was
impaired by that amount in 2014 (LNN 10-K).

Conclusion
Firms have various ways that they can misrepresent and distort
information in financials. Lindsay has higher levels of flexibility between goodwill
and operating leases, than other key success factors such as research and
development.

Evaluation of Actual Accounting Strategy
Firms can choose between either an aggressive or conservative
accounting strategy. Factors affecting management’s decision are the ability of
the company to display information to investors in a positive or negative fashion
as well as the influence of incentives on management. An aggressive strategy
will create higher book income by overstating assets and retained earnings. The
conservative approach on the other hand will report lower net income and
retained earnings from the overstatement of liabilities. The choice in altering
financial statements in a more aggressive or conservative manner is an important
factor that should be considered in the valuation of Lindsay. This distortion must
be accounted for to find true value of company assets over the history of
reporting.
Pension Plan
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Lindsay Corporation currently has pension benefit obligations through
2019. The total amount of pension payments is $7,157 out of a total contractual
obligation amount of $24,184 which accounts for less than %15 of overall total
long term liabilities; therefore, the amount is not large enough to be considered
in the analysis of accounting strategy.

Less than 1
year

More than 5
2-3 Years
$

Pension benefit
obligations

$
537,000.00

4-5 Years

Years

$

1,072,000.0

1,042,000.0

0

0

$
4,486.00

Research and Development
Research and Development costs are less than 20% of operating income.
Since R&D costs are under the 20% threshold it is not considered relevant to
accounting strategy.
Goodwill
Goodwill represents the excess of the purchase price over the fair value of
net asset acquired in a business combination (LNN 10-K). If goodwill is not
impaired properly there will be an overstatement of assets.

Quality of Disclosure
Managers are required to follow GAAP standards in order to ensure they
meet a certain level of disclosure. The goal of managers is to manipulate the
investor’s overall opinion of the company, in order to create more paid in capital.
By boosting paid in capital the company has more money to invest for future
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growth. Lindsay’s managers are guilty of distorting their financial statements to
make the company more appealing to potential investors.
Qualitative Measures of Accounting Quality
Qualitative measures determine how well a company discloses information
on future plans and strategies. This will help to figure out if Lindsay Corporation
is hiding behind its financial statements to hide relevant information to potential
investors. Lindsay doesn’t want to have too much detail; this could scare off
potential investors if they are not able to understand the information being
disclosed in these financial statements. Lindsay could also misrepresent data,
giving investors the wrong data to consider when evaluating the performance of
Lindsay.
Economies of Scale
As the company grows, the goal is to expand its economies of scale.
Lindsay can demonstrate its confidence in expanding by going into detail on the
properties they own or plan to invest in. Lindsay is very detailed and thorough
when it comes to the manufacturing plants they have opened for production in
prior years. Lindsay discloses their plans to expand globally in the future in great
detail.
“The company has production and sales operations in Brazil, France,
China, and South Africa as well as distribution and sales operations in the
Netherlands, Australia, and New Zealand serving the key South American,
European, Chinese, African, Russian/Ukrainian, Australian, and New Zealand
markets.” (10-K) By the company stating specifically where they have expanded
to in the past, it shows a high disclosure of information when it comes to recent
expansion. “The company’s manufacturing operation in Turkey is planned to be
operational early in calendar 2015 and is expected to accommodate long-term
growth plans for several international markets.” (10-K) The company does not
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only give disclose the manufacturing plant they plan to open, but they also
disclose the expectations of that specific plant. Valmont Industries and Lindsay
Corporation have a high level of disclosure compared to Toro, who has a very
low level of disclosure, as it pertains to economies of scale.
Superior Product Design
Lindsay, Valmont, and Toro provide few details related to how they
specifically achieve superior product design. This is not necessarily to hide
information from potential investors, but to try and keep an upper hand on their
competitors. The most detail that Lindsay goes in when discussing superior
product quality is by stating “The Company continues to strengthen irrigation
product offerings through innovative technology such as GPS positioning and
guidance, variable rate irrigation, wireless irrigation management, and
smartphone applications.” (LNN 10-K) Other than this statement, Lindsay fails to
mention their future plans and strategies for maintaining superior product
design. The competitors in the industry have the same level of disclosure, since
they don’t want innovative ideas to be stolen.
Lindsay, Valmont, and Toro provide a very detailed disclosure of
information for warranties. Each company goes into great detail on what they
are expecting for future warranties. Lindsay states “The Company generally
determines its total future warranty liability by applying historical claims rate
experience to the amount of equipment that has been sold and is still within their
warranty period.” (LNN 10-K). The number of warranties outstanding is
important to keep track of in case of a manufacturing error. Since these
warranties expire within one year, they are recorded on the balance sheet as
current liabilities. Warranty costs are a pretty big expense so it is important for
Lindsay to recognize the expense on their books. Warranty costs for prior years
are as followed:
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Year

2010

2011

2012

2013

2014

Warranty

$3,800,000

$4,900,000

$4,900,000

$6,900,000

$6,400,000

Costs

Goodwill
Goodwill represents the excess of the purchase price over the fair value of
net asset acquired in a business combination (Linday 10-K). If goodwill is not
impaired properly there will be an overstatement of assets. We determined that
goodwill over 20% has not properly been allocated over the life span of goodwill.
Due to a high reported goodwill of 51% in 2014 we will evaluate restatements
since we have determined goodwill is improperly impaired.

Goodwill / PPE
80%
70%
60%
50%
40%
30%
20%
10%
0%
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Lindsay

2011
Toro

2010

2009

Valmont

To measure the level of aggression we created an industry comparison
ratio goodwill over property plant and equipment. From the industry data we
determined that any company with a ratio over 50% was utilizing aggressive
accounting policy. Valmont is clearly using aggressive accounting policy
compared to Lindsay and Toro.
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Since 2014 Lindsay has a larger amount of goodwill, this is from the
addition of new goodwill but also comes from managers lack of impairment
bookings. In determining goodwill impairment Lindsay first uses qualitative
factors in assessing whether impairment is necessary (Lindsay 10-K). We can
determine that Lindsay uses an aggressive accounting strategy for goodwill since
impairment will only be considered on goodwill which shows a qualitative
deterioration of at least 50%.

Operating and Capital Leasing
Being a part of the agricultural manufacturing industry Lindsay must
implement continuous expansion to keep up its scope of operations. New land
can be purchased as a capital or operating lease. An aggressive firm would want
more operating leases on the books in order to show smaller liabilities.
Lindsay holds a majority of operating leases which would mean
management is using aggressive accounting policies. Current operating expenses
are $3,156,000 and an increase over time with 2018 operating expenses
expected to be $6,125,000. These numbers show there is clearly a move to have
a higher proportion leases as operating leases going forward. Lindsay uses
aggressive accounting policies for good will and leases. This means that assets
and retained earnings are overvalued. These distortions must be accounted for
to make an accurate valuation.
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Pension Benefit Obligations
Lindsay, Toro, and Valmont all have high disclosure for pension benefit
obligations. However, just like with the operating leases, Lindsay could’ve made
things more clear. They stated pension benefit obligations in the following
format:

Contractual

Total

Obligations
Pension

Less than 1

2-3 years

4-5 years

year
$7,157,000

$557,000

More than 5
years

$1,072,000

$1,042,000

$4,486,000

Benefit
Obligations

(Source: 10-K)
By stating pension benefit plans clumped together with other years, it is
not as accurate as if they had disclosed the amount for each year. Lindsay, Toro,
and Valmont all go into great detail on how they make the tax adjustment for
the pension benefit plans. Each company also discloses the reconciliation for the
end of year liability.
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Chart Title
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To measure the level of aggression we created an industry comparison
ratio goodwill over property plant and equipment. From the industry data we
determined that any company with a ratio over 50% was utilizing aggressive
accounting policy. Valmont is clearly using aggressive accounting policy
compared to Lindsay and Toro.
Since 2014 Lindsay has a larger amount of goodwill, this is from the
addition of new goodwill but also comes from managers lack of impairment
bookings. In determining goodwill impairment Lindsay first uses qualitative
factors in assessing whether impairment is necessary (LNN 10-K). We can
determine that Lindsay uses an aggressive accounting strategy for goodwill since
impairment will only be considered on goodwill which shows a qualitative
deterioration of at least 50%.
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Conclusion
Lindsay uses aggressive accounting policies for good will and leases. This
means that assets and retained earnings are overvalued. These distortions must
be accounted for to make an accurate valuation.

Identifying Potential Red Flags
In a company, firm’s financials sometimes provide a cause for concern.
These concerns are known as potential red flags. A red flag does not always
mean that it is incorrect, but it just raises a concern for investors. For Lindsay
Corporation, we will be looking at Operating and Capital leases, goodwill, pension
plans, and warranties.
Operating and Capital Leases
Capital leases vary from operating leases in a few different ways. On the
balance sheet a capital lease will affect the outcome because the company
leasing the equipment will record it as an asset, and will also recognize a liability
on the balance sheet. However, operating leases do not affect the balance sheet
because it is not recorded. For Lindsay, $17,027,000 was the total for operating
leases for the year 2014. Due to the amount of operating leases that Lindsay
has, their liabilities are majorly understated and will need to be readjusted.
Goodwill
Goodwill, which is an intangible asset, is measured by looking at property,
plant, and equipment. If goodwill is more than 20%, then it is highly likely the
company has not fairly evaluated the life span of the goodwill. Because Lindsay
reported their goodwill as 51% for 2014, we will be evaluating this in our
restatements as we have decided that they have not fairly evaluated their
goodwill with impairment.
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Pension Plans
Pension Plans are a “type of retirement plan, usually tax exempt, wherein
an employer makes contributions toward a pool of funds set aside for an
employee's future benefit. The pool of funds is then invested on the employee's
behalf, allowing the employee to receive benefits upon retirement.” Lindsay
chooses to have pension plans set up for their employees. Although this is a perk
for employees, it does however result in a red flag as we look into the
accounting side of the firm.
Warranties
Warranties are given to customers as a “written guarantee” backed with a
promise to “repair or replace [an item] if necessary within a specified period of
time” (Dictionary.com). Usually they are given as proof to show the company
values their product and customer satisfaction which results in returning
customers. Lindsay does have a high percentage of warranty that will have to be
restated in the financials. Furthermore, the operating revenues are skewed year
to year based upon “estimates for product warranties, product rebates, cash
discounts, and fair value of separate units.” This does mean that the operating
could potentially be overstated or understated just depending on the year and
how many warranties they acted upon.
Conclusion
Every company has potential red flags, some more than others. Unfortunately
Lindsay does have some very large potential red flags, but that does not mean
that they are not still very successful.
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Undo Accounting Distortions
GAAP provides the United States with accounting policies. For the most
part, these policies are straightforward. However, there are flexibilities in how
companies account for certain items. Based on the method chosen, company
financial statements can be distorted to look better than they actually are. The
most common distortions come from Operating Leases, Research and
Development, and Goodwill. When these accounts become large enough to
distort financial statements it is important to restate company financial
statements in order to view the company from all angles. We have determined
the threshold for these accounts to be 20%, 20%, and 30%, respectively. This
means that, if the operating leases are large enough to increase current liabilities
by more than 20% the account should be restated. If research and development
expense reduces operating income then it should be restated. Lastly, if the
amount in good will is greater than 30% or property, plant, and equipment, then
it should be restated as well.

Operating Leases
Operating leases need to be restated for Lindsay Corporation. This is
executed and may be viewed in the following tables. In order to restate
operating leases, they must be capitalized. Operating leases act a special
account that does not show up on the balance sheet. They do not show on the
balance sheet because operating leases are considered temporary assets under
GAAP. However, they exist because they are contractual obligations that must be
fulfilled in the future. By not stating these leases on the balance sheet Lindsay
Corp. appears more liquid, with less liabilities, than they actually are. In order to
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capitalize Operating leases, the present value of these future payments must be
determined. We have decided to use the same discount rate that Lindsay
provided for their pension and benefits plan. After finding the present value of
these lease payments and adding them together we find that they have
increased Lindsay’s assets and liabilities by significant amounts. As you can see
in the as-stated and re-stated financials below, Lindsay Corp has more liabilities
than previously shown, and for this reason we have provided the restated
versions of both their balance sheets and income statements to reflect the
changes and provide a more complete financial picture.

2010 Discount Rate

6%

FV Payment

PV Factor

PV

BB

Interest Payment EB

1

$ 2,111.00

0.943396

$ 1,991.51

1

7466.90 448.01

2111.00

5803.92

829.66

2

$ 1,862.00

0.889996

$ 1,657.17

2

5803.92 348.24

1862.00

4290.15

829.66

3

$ 1,467.00

0.839619

$ 1,231.72

3

4290.15 257.41

1467.00

3080.56

829.66

4

$

778.00

0.792094

$

616.25

4

3080.56 184.83

778.00

2487.40

829.66

5

$

652.00

0.747258

$

487.21

5

2487.40 149.24

652.00

1984.64

829.66

6

$

572.75

0.704961

$

403.77

6

1984.64 119.08

572.75

1530.97

829.66

7

$

572.75

0.665057

$

380.91

7

1530.97 91.86

572.75

1050.08

829.66

8

$

572.75

0.627412

$

359.35

8

1050.08 63.00

572.75

540.33

829.66

9

$

572.75

0.591898

$

339.01

9

540.33

572.75

0.00

829.66

32.42

Depreciation
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Total PV

2011 Discount Rate
FV Payment

$ 7,466.90

6%
PV Factor

PV Payment

BB

Interest

Payment

EB

473.88

2,295.00

6,076.89 789.80

6,076.89

364.61

1,977.00

4,464.50 789.80

1

$

2,295.00

0.943396

$

2,165.09

2

$

1,977.00

0.889996

$

1,759.52

3

$

1,148.00

0.839619

$

963.88

4,464.50

267.87

1,148.00

3,584.37 789.80

4

$

957.00

0.792094

$

758.03

3,584.37

215.06

957.00

2,842.43 789.80

5

$

888.00

0.747258

$

663.57

2,842.43

170.55

888.00

2,124.98 789.80

6

$

613.25

0.704961

$

432.32

2,124.98

127.50

613.25

1,639.22 789.80

7

$

613.25

0.665057

$

407.85

1,639.22

98.35

613.25

1,124.33 789.80

8

$

613.25

0.627412

$

384.76

1,124.33

67.46

613.25

578.54

789.80

9

$

613.25

0.591898

$

362.98

578.54

34.71

613.25

(0.00)

789.80

Total PV

$

7,898.00

7,898.00

Depreciation

62

2012 Discount Rate
FV Payment

5%
PV Factor

PV Payment

BB

Interest

Payment

EB

Depreciation

1

$

2,404.00

0.952381

$

2,289.52

7,124.94 356.25

2,404.00

5,077.19

712.49

2

$

1,329.00

0.907029

$

1,205.44

5,077.19 253.86

1,329.00

4,002.05

712.49

3

$

1,077.00

0.863838

$

930.35

4,002.05 200.10

1,077.00

3,125.15

712.49

4

$

992.00

0.822702

$

816.12

3,125.15 156.26

992.00

2,289.41

712.49

5

$

848.00

0.783526

$

664.43

2,289.41 114.47

848.00

1,555.88

712.49

6

$

571.33

0.746215

$

426.34

1,555.88 77.79

571.33

1,062.34

712.49

7

$

571.33

0.710681

$

406.04

1,062.34 53.12

571.33

544.13

712.49

8

$

571.33

0.676839

$

386.70

544.13

571.33

(0.00)

712.49

Total PV

$

7,124.94

27.21
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Discount
2013 Rate

3.75%
PV

FV Payment

Factor

PV Payment

BB

Interest

Payment

EB

Depreciation

1

$ 2,590.00

0.963855

$

2,496.39

7,687.77 288.29

2,590.00

5,386.06

768.78

2

$ 1,904.00

0.929017

$

1,768.85

5,386.06 201.98

1,904.00

3,684.04

768.78

3

$ 1,260.00

0.895438

$

1,128.25

3,684.04 138.15

1,260.00

2,562.19

768.78

4

$ 1,011.00

0.863073

$

872.57

2,562.19 96.08

1,011.00

1,647.27

768.78

5

$

791.00

0.831878

$

658.02

1,647.27 61.77

791.00

918.04

768.78

6

$

485.00

0.80181

$

388.88

918.04

34.43

485.00

467.47

768.78

7

$

485.00

0.772829

$

374.82

467.47

17.53

485.00

(0.00)

768.78

Total PV

$

7,687.77
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Discount
2014 Rate

4.75%
PV

FV Payment

Factor

PV Payment

BB

Interest

Payment

EB

Depreciation

1

$ 3,156.00

0.954654

$

3,012.89

13,900.14 660.26

3,156.00

11,404.40

1,390.01

2

$ 2,376.00

0.911364

$

2,165.40

11,404.40 541.71

2,376.00

9,570.11

1,390.01

3

$ 2,087.00

0.870037

$

1,815.77

9,570.11

454.58

2,087.00

7,937.69

1,390.01

4

$ 1,815.00

0.830585

$

1,507.51

7,937.69

377.04

1,815.00

6,499.73

1,390.01

5

$ 1,468.00

0.792921

$

1,164.01

6,499.73

308.74

1,468.00

5,340.46

1,390.01

6

$ 1,225.00

0.756965

$

927.28

5,340.46

253.67

1,225.00

4,369.13

1,390.01

7

$ 1,225.00

0.72264

$

885.23

4,369.13

207.53

1,225.00

3,351.67

1,390.01

8

$ 1,225.00

0.689871

$

845.09

3,351.67

159.20

1,225.00

2,285.87

1,390.01

9

$ 1,225.00

0.658588

$

806.77

2,285.87

108.58

1,225.00

1,169.45

1,390.01

10

$ 1,225.00

0.628723

$

770.19

1,169.45

55.55

1,225.00

(0.00)

1,390.01

Total PV

$ 13,900.14
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Research and Development Expense
Research and development expense, in most years, only accounts for 1018% of operating income. Therefore, we have determined that it is not
significant enough to alter their financial position. Research and Development
does not need to be restated.

Goodwill
Goodwill is classified as an intangible asset on the balance sheet of a
company. Goodwill usually arises from the purchase of another company. When
the purchase price of the acquired company is more than the book value of the
acquired company’s equity, the difference is recognized as Goodwill. Companies
usually view goodwill as the competitive advantage realized with the purchase of
the company. Unfortunately, companies cannot hold the same competitive
advantage forever. For this reason, it only seems right that Goodwill should be
written down or depreciated over the years. However, accounting policies for
intangible assets do not have strict guidelines for how to depreciate Goodwill.
When Goodwill is not depreciated accordingly then balance sheets and income
statement become inflated, showing larger assets and net income than should be
realized. Below we have provided a depreciation schedule, giving Goodwill a
useful life of five years. Therefore, Goodwill is depreciated using the straight line
method over five years. We are showing this because the Goodwill accounts for
more than 51% of Lindsay’s property, plant, and equipment. Restating the
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Goodwill shows a more complete picture of both Lindsay’s balance sheet and
income statement.

New
Year

Goodwill Impair 2010

2009

24174

2010

3913

2011

3548

2012

0

2013

7453

2014

10

403

Total

39098

2077

2011

2012

2013

2014

2015

2016

2017

2018

2019

4834.8 4834.8 4834.8 4834.8 4834.8
692

782.6

782.6

782.6

782.6

782.6

709.6

709.6

709.6

709.6

709.6

0

0

0

0

1490.6

1490.6 1490.6 1490.6 1490.6

982

2
4834.8 5617.4 6327

6327

7817.6

2

0

2

2

2

2984.8 2202.2 1492.6 1492.6 2
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Impairment

692

982

Adjustment

4142.8 5617.4 5345

403
6327

As-Stated and Re-Stated Balance Sheets

7414.6
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69

70

71

72
As-Stated and Re-Stated Income Statements

73
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Conclusion
Accounting strategies can distort a company’s financial statement.
Lindsay’s choice to use operating leases keeps a large liability off the balance
sheet. They keep this liability off of the balance sheet because it is a temporary
asset and does not have to be reported. By capitalizing the operating leases this
liability is brought on to the balance sheet and increases the non-current
liabilities by more than 20%. Lindsay also chooses not to impair Goodwill over a
definite useful life. They assign their intangible assets an indefinite useful life. By
not impairing Goodwill the income statements and balance sheets are not
accurately represented. For these reasons we have restated the balance sheets
and income statements in order to represent Lindsay’s financials more
accurately. In the next section, we further deliberate the over-all health of
Lindsay using tools of financial analysis.

Introduction to Financial Analysis
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To determine the value of a firm, certain steps need to be performed
before the conclusion can be drawn. In this section, we will use the ratio
analysis, forecast Lindsay’s restated financials, and estimate the weighted
average cost of capital. To determine the WACC we need to calculate the cost of
equity and debt for Lindsay. To determine how well Lindsay can pay their shortterm obligations, convert revenue into profit, and how they finance their
operating and investing activities we will use the Ratio Analysis. By using the
information drawn from the ratio analysis, we will be able to forecast the future
financial statements, which will be used to help calculate the cost of debt, cost of
equity, and weighted average cost of capital.

Financial Ratio Analysis
Liquidity Ratios
Liquidity ratios measure the ability of a company to convert an asset into
cash without causing a change in the asset’s price. These ratios are used to
determine if a firm is able to pay for its short-term debt obligations. Firms with
high liquidity ratios can borrow money for cheap since the suppliers of the funds
are confident the firm will be able to pay them back. The higher the liquidity of
an asset, the easier it is for a company to convert the asset into cash. Assets
with high liquidity include cash, accounts receivable, and shares of stock. An
example of an asset with low liquidity would be a specialized factory, since it
would take some time to receive cash for this asset. Measuring the liquidity of
Lindsay will include the current ratio and the quick asset ratio. To fully
understand if a firm has high liquidity, it is important to compare and contrast
these ratios among competitors within the industry.
Current Ratio
The current ratio is calculated by dividing the current assets by the
current liabilities of a company. The current ratio measures the ability of a
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company to cover current liabilities, unless a company has current assets that
are difficult to convert to cash. “In other words, a large amount of current assets
in relationship to a small amount of current liabilities provides some assurance
that the obligations coming due will be paid” (Harold Averkamp). A company
prefers a current ratio above one, which indicates the ability to cover short-term
liabilities with current assets. Even with a current ratio above one, companies
could still struggle to cover current liabilities. This is influenced by the fact that
companies can include assets that are not easy to liquidate.
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Lindsay has a current ratio of $3.21, which means they can pay off $3.21
for every dollar of current debt. Lindsay and Valmont have ratios that are well
above the industry average; however Toro has ratios far below the industry
average. The reason for Toro’s lower ratio is due to variety of different industries
they compete in. This allows Toro to keep its accounts receivables low relative to
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Valmont and Lindsay. Lindsay and Valmont’s accounts receivable accounts make
up about 35-50% of their current assets, while Toro’s accounts receivable never
goes above 25%. This could just be due to the fact that Toro competes in
industries with cheaper products, which allows their customers to pay on time, or
Toro could have their invoices due sooner than Valmont and Lindsay have their
invoices due.
Quick Asset Ratio
The quick asset ratio is similar to the current ratio, but it only includes
current assets that can be quickly converted to cash. Assets that can be quickly
converted to cash include cash, short term investments, and accounts receivable.
In some industries where invoices are not due for 90 to 120 days, the accounts
receivable is excluded from the quick asset ratio. However, in the irrigation
system industry, invoices are paid within 30 to 60 days, so we chose to include
accounts receivable in our ratio. This ratio allows us to eliminate the distortion
that companies like to use to appear highly liquid. The quick asset ratio shows
how well a company would perform under poor economic conditions.
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Lindsay has a quick ratio of $2.90, which means they can pay $2.90 for
every dollar of current debt. Lindsay has a higher quick asset ratio compared to
the industry average, which backs up the current ratio results indicating high
liquidity. Valmont has a ratio closer to the industry average, but the current ratio
results indicated the company has a high liquidity compared to the industry
average. This is a result of a high portion of Valmont’s current assets allocated
toward inventory, which is least liquid of all current assets. Toro has a quick
asset ratio far below the industry average, which is consistent with the results
from the current ratio. If we decided to exclude accounts receivable from the
quick asset ratio Toro would have a ratio much closer to average. This graph
shows high segmentation within the irrigation system industry.
Conclusion
We concluded that Lindsay is above average in terms of liquidity
compared to the industry average. Valmont has average to above average
compared to the industry average. Valmont was above average for the current
ratio, but only average for the quick asset ratio, which means Valmont, has
current assets that are illiquid. Toro has an average lower than the industry
average for both the current and quick asset ratios. This is due to when invoices
are due, which we will discuss more in the accounts receivable turnover section.
Operating Efficiency Ratios
Operating efficiency ratios help to determine how well a company can turn
inventories, accounts receivable, and working capital into cash. When a company
can turn these into cash quickly, it could distort the liquidity because assets that
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are turned to cash often do not show up in current assets. To measure Lindsay’s
operating efficiency we will use inventory turnover, accounts receivable turnover,
working capital turnover, days’ supply inventory, days’ supply inventory, and
cash to cash cycle.
Inventory Turnover
Inventory turnover measures the number of times a company sells off its
entire inventory on hand. A company with a high inventory turnover would
indicate the company often turns its inventory on hand into sales. Inventory
turnover is calculated by dividing cost of goods sold by inventory. In the
irrigation system industry, companies have an inventory turnover somewhere
around 6.
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Relative to the industry average, all three companies in the industry have
a very similar inventory turnover. Each company offers a variety of other
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products, but of the three companies, Lindsay focuses the most on irrigation
systems. This explains why Lindsay’s turnover is slightly higher than Toro’s and
Valmont’s.
Days’ Supply Inventory
Days’ supply of inventory measures how long it takes for a company to
turn its inventory on hand into sales. This is directly related to the inventory
turnover, and is calculated by dividing 365 by the inventory turnover. Days’
supply inventory shows on average how often a company needs to replace
inventory. Companies in the industry prefer to have a low days’ supply inventory
since this means their products are in high demand and need to be replaced
often. In the irrigation system industry, there are some customers under
contracts that have a predetermined number of days until inventory is needed.
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Lindsay has day’s supply inventory of 58.55 days, which means every
58.55 days they need to replace their inventory. This indicates that contracts
with customers are resupplied every 60 days. Lindsay is has a lower days’ supply
than the industry average, while Toro is above the industry average. Since
companies in the irrigation industry compete in various industries, we have a
segmented graph. This graph is the inverse of the inventory turnover graph.
Accounts Receivable Turnover
Accounts receivable turnover is calculated by dividing a company’s total
sales by accounts receivables in a given year. Accounts receivable turnover is
similar to inventory turnover in that it shows how many times per period
accounts receivables are collected. This ratio is dependent on how many days
the customer has until the invoice is considered past due. A company with a
higher accounts receivable turnover will have a lower current ratio and lower
quick asset ratio since they will never have a large amount in accounts
receivable.

Accounts Receivable Turnover
16.00
14.00
12.00
10.00

Lindsay

8.00

Valmont

6.00

Toro

4.00

Industry Average

2.00
0.00

2009

2010

2011

2012

2013

2014

82

Lindsay and Valmont have a low accounts receivable turnover compared
to the industry average. Toro is well above average so they collect their accounts
receivable often compared to the industry average. The reason the accounts
receivable differ so much between Toro and the other companies in the industry
is due to the diverse number of industries they compete in. Toro competes in
various industries which allow them to collect on their accounts more often.
Days Sales Outstanding
Day’s outstanding sales measures how many days until a company collects
its accounts receivable. This is calculated by dividing 365 by the accounts
receivable turnover. Just like accounts receivable turnover, this measure is
dependent on the number of days the customer has to pay the bill, which differs
for every company. Usually an industry has “industry norms” so the bill is due at
within the same time period as its competitors. A high amount of outstanding
sales would indicate that it takes a company a long time to collect its receivables.
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Lindsay has days’ sales outstanding of 55.60 days, which means
customers pay their invoice every 55.60 days. This graph is the inverse of the
accounts receivable turnover graph. This is because accounts receivable turnover
is directly related to the day’s outstanding sales. Lindsay and Valmont have
invoices paid about every 60 days, which means the invoices are due every 60
days. Usually multiple companies having the same days’ sales outstanding would
indicate that there is an industry norm. However, since Toro competes in various
industries, they have invoices due about every 30 days.
Working Capital Turnover
Working capital turnover measures the ability for a firm to use its working
capital to create sales. Working capital is computed by subtracting current
liabilities from current assets. Working capital turnover is calculated by dividing
sales by working capital. The higher the working capital turnover, the better a
company produces a “bang for a buck”, meaning they make buy assets that are
useful for producing sales.
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Lindsay and Valmont have a working capital turnover lower than the
industry average, indicating that they are not utilizing their working capital to
produce sales. Toro on the other hand, has a higher working capital turnover
than the industry average. Since the industry is segmented, each company
generates sales that are very different from one another. This segmentation
causes working capital turnover to be a poor ratio for comparing each company
to one another.
Cash to Cash Cycle
The cash to cash cycle ratio measures the number of days that it takes
for a company to convert accounts receivable and inventory into cash. The cash
to cash cycle ratio is calculated by adding the day’s sales outstanding and days’
supply inventory. The lower the cash to cash cycle ratio means the company has
a higher liquidity.
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Lindsay and Valmont both have a higher cash to cash ratio compared to
the industry average. This means that it takes them longer to convert inventories
and receivables to cash. Toro has a lower cash to cash cycle compared to the
industry average. This means Toro does not take near as long to convert
inventories and receivables to cash.
Conclusion
We concluded that Lindsay is slightly below average as it relates to
operating efficiency ratios. Lindsay has an inventory turnover and days’ sales
outstanding above the industry average, but it has days’ supply inventory,
accounts receivable turnover, and working capital turnover below the industry
average. Valmont is very similar to Lindsay since they follow the industry norm,
but Valmont is slightly closer to the industry average. Toro competes in various
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industries so they are an outlier for the operating efficiency ratios, but they are
mostly above the industry average.
Profitability Ratios
Profitability ratios measure how the company performed for a given time
period. Profitability ratios compare income statement accounts and categories to
show a company's ability to generate profits from its operations. These ratios
include gross profit margin, operating profit margin, net profit margin, asset
turnover, return on assets, and return on equity.
Gross Profit Margin
The gross profit margin is calculated by subtracting cost of goods sold
from revenues and then dividing by sales. This represents the amount of money
earned before deducting general and administrative expenses and other
operating costs. Companies want a high gross profit margin so they can have
plenty of money to cover other costs. Gross profit margin is different for every
industry, but the irrigation system industry has gross profits around 30%.
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Lindsay has a gross profit margin of 27.67% which means Lindsay retains
$0.27 of every dollar sold. Lindsay and Valmont have a lower gross profit margin
compared to the industry average, while Toro has a gross profit margin much
higher than the industry average. Since the industry is segmented, each
company sells different products and has different cost of goods sold. Toro has
higher profitability most likely due to other products they offer have a lower cost
of goods sold and/or a higher sales price.
Operating Profit Margin
Operating profit margin measures the revenues with the cost of goods
sold and the operating expenses taken out. Operating profit margin is calculated
by subtracting operating expenses from the gross profit and then dividing by
sales. This ratio compared to competitors will directly compare the operating
expenses to one another since we just compared the gross profit margin. Since
we had to restate our operating leases and goodwill, we showed the restatement
in the analysis. The restatement caused the operating profit margin to change
because Lindsay never recognized goodwill as an expense and they charged rent
as an expense.
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In 2013 we notice all companies in the industry jump up, which is known
as a shock. This shock could be the result of unexpected demand or cost of
selling and administrative expenses dropping in the industry. The restatement of
the financials lowered the operating profit margin, but it still remained above the
industry average. This means that Lindsay does a good job maintaining their
operating expenses. Toro has a much higher gross profit margin than the
industry average, but the operating profit margin is below the industry average.
This ratio shows that a majority of their expenses are in their operating
expenses. Toro most likely has most of their costs in operating expenses to pay
for fixed costs like rent and utilities.
Net Profit Margin
Net profit margin represents the total profit earned after all expenses are
deducted from the revenue. To calculate net profit margin, you divide net
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income by the total sales. Since this ratio takes into account all expenses, it is a
good tool to measure performance for the period. We will also use the restated
financials for Lindsay, since this has an effect on the net income.
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In 2013 we notice all companies in the industry jump up, which is known
as a shock. Since we saw the shock in the operating profit margin, we know it is
not due to an interest or tax expense. Net profit margin for Lindsay has grown
from below the industry average to above the industry average. The restated
financials were a bit lower than the stated financials, but it is still higher than the
industry average. Valmont experienced extremely high sales in 2009, but over
the last few years their net profit margin has been below the industry average.
This ratio is a good measure of performance, but since it takes so many variables
into account, there are quite a few different outcomes. This ratio is largely
dependent on how the economy is doing in the local areas, for example.
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Asset Turnover
The asset turnover ratio is calculated by dividing sales for the year by the
prior year’s total assets. This ratio represents the amount of sales generated for
the year based on the total assets from the year before. If a company can
maintain a high asset turnover ratio, this means the assets purchased are
generating sales in an efficient manner. Since the industry is segmented, each
company will have a very different asset turnover from one another.
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We included Lindsay’s restated financials in the data, but there is only a
slight variation between the restated and as stated asset turnover ratio.
Compared to the industry average, Lindsay and Toro efficiently use assets to
generate sales. Valmont however, is below the industry average and doesn’t
generate sales as efficient with their assets. Since Toro competes in various
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industries they have a much higher asset turnover and they seem to be an
outlier among the other companies in the industry. Toro’s high asset turnover is
a result of Toro having such a small amount in their accounts receivable and
inventory accounts.
Return on Assets
The return on assets represents how much of the net income was
generated by the company’s total assets from the previous year. The ratio is
calculated by dividing net income by the previous year’s total assets. A company
that has a high return on assets shows that a company will use its money wisely
by spending it on assets that will grow the company. Investors are very
interested in this ratio to determine if the company will spend the money on
something that will not help them grow. This is because the higher the return on
assets, the more that the assets contributed to net income. Companies looking to
borrow money to invest in assets would like to show a high return on assets to
the supplier of money, since that implies less risk.
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Lindsay’s restated financials show a slightly lower return on assets
compared to the as stated financials. Both the restated and as stated were below
the industry average which implies the assets did not contribute as much to the
net income. Toro is well above all other competitors in the industry for ROA, and
after taking a closer look at the income statements, we found this high return
was not due to a significant rise in sales. This implies that the assets that Toro
invests in help to produce a large amount of the sales, which drives the ROA for
Toro to be so high. Since Toro competes in various industries they have a much
higher return on assets and they seem to be an outlier among the other
companies in the industry. Toro’s high return on assets is a result of Toro having
such a small amount in their accounts receivable and inventory accounts.
Return on Equity
Much like return on assets, return on equity compares how much equity
contributes to net income. The ratio is calculated by dividing net income by the
previous year’s total stockholder equity. A company that has a high return on
equity would be at an advantage over a company that has a lower return. This is
because the higher the return on equity, the more that the equity contributed to
net income. This ratio helps to measure how well a company uses its equity to
generate revenues or cut costs. This number is very important to stockholders
since they will be reluctant to purchase equity if the company has a low return
on equity.
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Lindsay’s restated financials were slightly lower than the as stated over
the 5 years. Valmont, Lindsay as stated, and Lindsay restated all have returns
that are lower than the industry average. Given that their net profit margin was
very similar to the industry average, we can only assume this low return is
caused by the inability of the companies to generate revenues with equity. Toro
is well above the industry average for all 5 years. Given that the net profit
margin was similar to the industry average, we can draw the conclusion that
Toro does a much better job of generating revenues with equity.
Conclusion
Lindsay and Valmont have profitability ratios below the industry average,
while Toro has profitability ratios well above the industry average. Since this
average only uses the three companies in the industry, the average may be
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skewed since Toro had such high ratios. Toro’s skewed ratios can be contributed
to the fact that Toro competes in many various industries. Competing in various
industries means Toro has

Capital Structure Ratios
Capital structure refers to the combination of debt and equity used to
finance a company’s assets. Capital structure ratios help investors see how much
fast they will make a return on their investment. If a company has an abundance
of debt, an investor would be less inclined to buy stock since debt holders get
paid back before equity holders. Capital structure “is determined primarily by its
business risk” (Palepu). “Managers attitudes toward risk and financial flexibility
also often determine a firm’s debt policies” (Palepu). There are several benefits
of financing assets with debt rather than equity. First, debt is cheaper than
equity. Second, “debt financing is tax deductible whereas dividends to
shareholders are not tax deductible” (Palepu). Third, “debt financing can impose
discipline on the firm’s management and motivate it to reduce wasteful
expenditures” (Palepu). In this section, we will use internal growth rate,
sustainable growth rate, debt to equity ratio, times interest earned, debt service
margin, and Altman’s Z-Score to determine the company’s capital structure.
Internal Growth Rate
The internal growth rate is represents the maximum growth rate a
company can achieve if the firm pays dividends with only earnings, without
taking on debt or equity. The internal growth rate is calculated by multiplying the
return on assets by the plowback ratio. If a company pays few dividends to
shareholders, the internal growth rate will be high. This is because the plowback
ratio is how much of the money earned was not paid toward dividends, so
multiplying that by the return on assets, shows how much the company can
reinvest in assets. We included the restated financials since the internal growth
rate differs from the as stated financials. The restated financials provide a
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different return on assets than the as stated due to goodwill being taken out of
assets and operating leases being put into assets.

Internal Growth Rate
16.00%
14.00%
12.00%
Lindsay

Ratio

10.00%

Valmont

8.00%

Toro

6.00%

Lindsay Restated

4.00%

Industry Average

2.00%
0.00%
2010

2011

2012

2013

2014

The restated financials for Lindsay shows an increase in the internal
growth rate compared the as stated financials. Lindsay restated and Toro have
internal growth rates above the industry average, which shows they have the
ability to reinvest the money not spent on dividends. Lindsay is very close to the
industry average across all 5 years, which implies they spend an average amount
of their net income on dividends. Valmont Industries has an internal growth rate
below the industry average, which implies they pay out more than the industry
average amount of dividends.
Sustainable Growth Rate
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The sustainable growth rate is calculated by multiplying the return on
equity by the plowback ratio. The sustainable growth rate represents “the rate at
which a firm can grow while keeping its profitability and financial policies
unchanged” (Palepu). A company can achieve higher sustainable growth by
either increasing the return on equity or by cutting dividends for a given period.
This means the company no longer takes on outstanding debt or issues new
stock for capital.
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Since the sustainable growth rate depends on the return on equity, Toro
is well above the industry average, which matches the results of the return on
equity. This means Toro can reach maximum growth without having to increase
financial leverage. Lindsay as stated and restated were both below the industry
average all 5 years. This means if Lindsay wants to reach its maximum growth
rate, it needs to decrease its financial leverage.
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Debt to Equity Ratio
The debt to equity ratio measures how much of the company owes to how
much a company owns. The ratio is calculated by dividing total liabilities by total
stockholder equity. By having a high debt to equity ratio, it allows companies to
have higher potential returns on equity.
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Lindsay restated and as stated were below the industry average, due to
the fact that the total liabilities is low compared to the industry average. Toro is
an outlier because they compete in various industries, which allows Toro to have
a much higher net income. Valmont is very similar to the industry average, but it
was slightly higher in 2014.
Times Interest Earned
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Times interest earned represents the ability of a firm to pay its interest
expense from operating income. This ratio is calculated by dividing operating
income from interest expense. A higher ratio means the company has a better
chance of paying the interest expense quickly. Lindsay’s interest expense was
misrepresented by the company on the balance sheets, so we included the
restatement to show a more accurate measure of time interest earned.
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Lindsay skews this average due to its unreasonably high times interest
earned ratio. This is a result of a constant growth in operating income, while
interest expense constantly declined. Valmont and Toro have ratios that are
expected, between 5-15.
Debt Service Margin

99
The debt service margin is a measure of how well a company can pay off
long term debt that is due within one year. The higher the ratio, the better off a
company is for paying off this long term debt owed. The debt service margin
ratio is calculated by dividing cash flows from operations, by the long term debt
owed at the beginning of that year.
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Lindsay’s debt service margin is much lower than the industry average
due to two reasons. The first reason is Toro’s debt to service margin ratio skews
the industry average, making it inaccurate. The second reason is Lindsay has a
larger portion of long term debt due within one year, and a smaller portion of
operating cash flow compared to its competitors.
Altman Z-Score
The Altman Z-Score Model “uses five variables to compute the bankruptcy
score” (3). This model helps to predict bankruptcy when Z<1.81. “The range
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between 1.81 and 2.67 is labeled the ‘grey area’” (3). The formula to compute
Altman Z-Score is as follows:
Z = 1.2(x1 ) + 1.4(x2 ) + 3.3(x3 ) + .6(x4 ) + 1(x5 )
Where
x1 =

Net Working Capital

x2 =

Total Assets
Market Value of Equity

x4 = Book Value of Liabilities

Retained Earnings

EBIT

x3 = Total Assets

Total Assets
Sales

x5 = Total Assets
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Lindsay as stated has a Z-Score above the industry average and is also
higher than all the other competitors. The restated Z-Score for Lindsay was
almost a full point behind the as stated financials. This is due to the fact that
total assets were larger once they were restated since we capitalized operating
leases. Of all the companies in the industry, none of the companies entered the
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“grey area”. Valmont and Toro were both slightly below the industry average,
but they managed to stay out of the “grey area” so they have nothing to worry
about. Valmont almost dropped into the “grey area” in 2010, but bounced back
up to normal in 2011.
Conclusion
We concluded that Lindsay was below the industry average for all capital
structure ratios except for times interest earned and the Altman’s Z-Score.
However, this industry average was not accurate since Toro was an outlier.
Toro’s ratios were much higher than Valmont and Lindsay’s ratios since Toro
competes in various industries besides for the irrigation system industry. Valmont
and Lindsay’s ratios were very similar for the capital structure ratios, which
means if they maintain these ratios, they will be able to compete in the irrigation
system industry.

Financial Forecasting
Financial forecasting is the use of historic data through ratios, trends, and
assumptions to determine the direction the company will go in the future. The
forecasting is important for the understanding of the intrinsic value of the firm.
Forecasting helps to determine how to allocate budgets for future periods,
creates a good benchmark of sales expectations, and it gives the company a
reference point for long-term perspective of operations. Short term forecasting is
more important than the long term because short term focuses on improving
accuracy of the first few years while long run forecasting follows the trend of the
first few years. For this analysis, we will be forecasting for the balance sheet,
income statement, and statement of cash flows ten years into the future for the
firm. Lindsay’s most recent data is from 2015, so the forecasts will go out until
2025.
Income Statement
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Financial forecasting begins with the income statement. Assumptions are
made by trends and growth rates for the past six years of financials. For the
income statement the revenues, cost of goods sold, gross profit, operating
income, and net income through 2025 were forecasted. To get started with
forecasting the income statement, we first had to forecast the sales revenue by
using the previous growth rates. After projecting the growth in revenues, we
created a common size income statement, to be able to easily see the changes in
percent. Common sizing the income statement is converting each account to a
percentage of total revenue. The common size income statement shows us that
initially the gross profit increases from 24% to 28%, then levels off fluctuating
between 28%-30%. There was an increasing trend in operating income starting
at 7% and growing to 17%, which tells that Lindsay over time is reducing their
operating expenses. Due to the increases in operating income, the tax provisions
will grow in an increasing pattern as well. From all the changes in the income
statement, net income shows an increasing trend that starts at 4% up to 14%.
Using the forecasts and predictions from the income statement, as well as our
assumptions, we can forecast the balance sheet, the statement of cash flows,
and predict the dividends.
10-K Income Statement

103

Common Sized Income Statement

Dividends
Lindsay Corporation pays its dividends quarterly. To figure out how much
dividends were paid, the dividend payout ratio was forecasted by looking at the
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trend of historical dividends. For 2015, we forecast the dividend payout ratio at
24.7%, then in 2016 it went down to 19.7%, it increased to 26.7% in 2018 and
stayed constant. This shows that the dividends are increasing at $0.02 per share.
If Lindsay has a net loss, then no dividends will be paid out.
Balance Sheet
To forecast out the balance sheet we used the forecasted net income
from the income statement, the predicted dividends, and the financial ratios from
previous financial statements. To begin the forecast, we first need to identify a
trend in the asset turnover ratio and forecast that out. The highest ATO got was
1.89 in 2020, which went back down to 1.64 in 2025. We then used the
forecasted asset turnover ratios along with the growth percentages for current
and noncurrent assets to forecast the total assets, current assets, and
noncurrent assets. The increasing trend in the current asset growth percent
between 2009 and 2015 are caused mainly by the increasing cash, cash
equivalents, and receivables. Increasing receivables suggests that Lindsay is
allowing more time for customers to pay their bills. After 2015 the current assets
stay around 70% constant of total assets. The trend we see from the growth
percent of noncurrent assets is that it is decreasing from 2009 to 2015. And after
2015, the noncurrent assets stay about 30% of the total assets.
We used the inventory turnover ratio for forecasting out inventory over 10
years. The trend of prior years of inventory turnover ratio seem to grow, then
slightly decline. Following this trend we forecast the inventory turnover to a peak
of 7.04 in 2020, then it slightly declines to 6.22 in 2025. The trend of the
accounts receivable turnover in previous was slightly but not a constant increase,
so following that trend we forecast for 2015 an asset turnover of 5.72, and 2025
was 6.09.
After the forecast of assets was complete, we forecasted the stockholder’s
equity for Lindsay. To forecast the stockholder’s equity, we assume that in the
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next 10 years that the company no shares would be bought or sold by the
company. Because of this assumption, the only factor changing in stockholder’s
equity is the retained earnings.
We forecast out the net income and the dividends paid for the next 10
years to determine retained earnings. To find retained earnings, we added the
forecasted net income, and subtract the dividends from the previous years
retained earnings. The noncurrent liabilities were just a plug in after getting the
current liabilities from the current ratio. Total liabilities added to total
stockholder’s equity needed to be equal to the total assets. The next statement
we forecasted was the statement of cash flows where we estimated dividends
and capital expenditures.
10-K Balance Sheets
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Common Sized Balance Sheets
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Forecasted Balance Sheets
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Statement of Cash Flows
When forecasting the statement of cash flows, we forecasted the activities
from operations and the change in net current assets for activities from
investing. To forecast the operating cash flows we divided the cash flows from
operations by sales, operating income, and net income. We divided the CFFO by
sales from previous years to find out how much of sales is contributed from cash
flow from operations. We forecasted the trend from CFFO/sales for 10 years,
then multiplied each percentage per year by the sales revenue to get the net
cash provided by operating activities for each year. In 2018 the cash flows from
operations stayed constant at 8% of sales through 2025. To get the change in
net current assets, we found the difference between the contiguous years of the
current assets that were forecasted out until 2025. The changes in net current
assets is important because it indicates how much capital is being generated or
used up from day-to-day activities. When net current assets becomes negative, it
is more difficult for the firm to finance its day-to-day activities.
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10-K Cash Flow Statements
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Forecasted Cash Flow Statements

e
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Cost of Capital Estimation
In this section, we will estimate Lindsay’s cost of capital by calculating
their weighted average cost of capital (WACC). WACC is a firm's cost of capital in
which each category of capital is proportionately weighted. All else remaining
constant, the WACC of a firm increases as the beta and rate of return on equity
increases, as an increase in WACC notes a decrease in valuation and a higher
risk.
Cost of Equity
Cost of equity for a firm is calculated using the Capital Asset Pricing Model
or CAPM. This formula uses the risk free rate (Rf), systematic risk (beta), the
market risk premium MRP, and adds a Size Premium (SP).
Ke = Rf + B(MRP) + SP
To find the risk free rate, we found the yields for 3-month, 1-year, 2-year,
7-year, and 10-year treasury bonds via the St. Louis Federal Reserve website.
The yields were then converted from an annual rate to a monthly rate. For this
analysis, the most recent 10-year treasury rate was used, and was found to be
2.71%. To find our plug for the risk free rate, we used yields for 3-month, 1year, 2-year, 7 year, and 10- year treasury bonds from the Federal Reserve Bank
of St.
Louis website. After converting the annual rates given to monthly rates, the May
2014 10-year Treasury bond yield was used. This rate is 2.13%. The plugs used
for the market risk premium and size premium were obtained from the Business
Valuation Text. Because the market risk premium is understated due to
government influence of interest rate, a 9% rate was substituted for MRP. The
size premium is determined by the market value of a firm. The table below
shows that Lindsay Corporation has a size premium of 2.9%. Beta is a measure
of the systematic risk, or market risk, affecting a company. To calculate the beta
for Lindsay Corporation, we used regression analysis to determine the
relationship between the holding period return for Texas Roadhouse and the
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return on the overall market. The historic returns for the S&P 500 were used as
the rates for return on market. By using data for 24, 36,48, 60 and 72 month
times periods for each of the risk free treasury bonds, we were able to calculate
25 betas ranging from .58 to 1.22. After calculating the initial cost of equity (Ke),
we added the Size Premium to determine the 2-factor cost of equity. Also
included in the charts are the upper and lower 95% limits of the 2-factor cost of
equity, calculated by using the upper and lower limits of the beta from the
regression analysis.

From this regression, we get a beta of .42 with upper and lower limits of 2 and 1.04, respectively, with a confidence level of 95%. We have chosen this

117
regression because it has the highest R2 statistic, showing that 25.3% of
Lindsay’s risk can be associated with market risk. According to Yahoo Finance,
Lindsay Corporation has a beta of .72, which is within our confidence interval.
Because their beta is less than 1, Lindsay is affected by systematic risk at as high
of a degree as the rest of the firms in the market. By using CAPM, the regression
data gives us a cost of equity (Ke) of 15.7% after adjusting for the size premium
for Lindsay Corporation. The cost of equity can also be seen as the required rate
of return that investors in Lindsay Corporation expect to earn. With the upper
and lower bound intervals for cost of equity show that Lindsay Corporation can
expect its cost of equity to lie between 11.24% and 20.26% with a confidence of
95%.
Backdoor Cost of Equity
The backdoor cost of equity can be derived from some key ratios and the
financials of Lindsay Corporation. This can be used as an alternative to
determining the cost of equity from Lindsay’s historical data. Using the price to
book ratio we can determine an approximate cost of equity for Lindsay through
the following formula:
Price/Book = 1 + (ROE + Ke)/(Ke – g)
The price to book ratio that we used for Lindsay is 2.77, the ROE is
26.2%, and the growth rate at 15%. Using these numbers the cost of equity
equals 19.04%. This cost of equity does fall within our confidence interval,
though it is near the upper bound of the range.
Weighted Average Cost of Debt
The cost of debt is a weighted average of interest rates on debt owed by
a company. In Lindsay’s case, we were only given the pension benefit interest
rate of 4.75%. The charts below are the calculations for Lindsay’s financial
statements, as stated and restated. To gather the rate for operating capitalized
leases, the there was no rate given.
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Cost of Debt (As
Stated)

Amount

Rate

Weight

W*R

Pension Benefit
Obligations

6,600.00

4.75%

100%

4.75%

* In thousands

Cost of Debt
(Restated)

Amount

Rate

Weight

W*R

Pension Benefit
Obligations

6,600.00

4.75%

33.45%

1.59%

13131.36

4.75%

66.55%

3.16%

Capitalized Operating
Leases

Cost of
Total

19,731.36

Debt

4.75%

The restated amounts, each had a weight that was assigned to both the
pension and operating leases relative to the entire size of Lindsay’s long-term
obligations. After, we multiplied the weights by their interest rates and added
them together to get the weighted average cost of debt. As a result, the WACD
of the restated financials is 4.75%, which is the same as the stated WACD of
4.75%.
Weighted Average Cost of Capital
A companies weighted average cost of capital (WACC) is calculated by
multiplying the firm’s proportion of debt or equity by their respective rate. You
can then use the derived costs to calculate the cost of capital for a company.
WACC = weight (debt)*Cost (debt)+Weight (equity)*Cost (equity)
WACC (after tax) = [Weight (debt)*Cost (debt)+Weight (Equity)*Cost (equity)]
* (1- tax rate)
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WACC "stated"

Amount

Weight

Rate

Rate*Weight

$
Market Value of Equity 382,647.00 0.726705 14.67%
Market Value of
Liabilities

$
143,904.00 0.273295 4.00%
WACC
$

Firm Value

10.66%
1.09%
11.76%

WACC after

526,551.00

tax

7.70%

Effective tax

WACC "restated"

Amount

Weight

rate

0.35

Rate

Rate*Weight

$
Market Value of Equity 376,763.33 0.707848 14.67%
Market Value of
Liabilities

$
155,502.43 0.292152 4.00%
WACC
$

Firm Value

10.39%

532,265.76

1.17%
0.115560638

WACC after
tax

0.075114415

Effective tax
rate

0.35

From the Lindsay 10-K, the market value of liabilities is $143,904,000.
Due to the restatement of operating leases, the true restated value of liabilities
was $155,502,000. The stated weight of liabilities changed from 27.33% to
29.22% once operating leases were properly restated. The market value of
equity is $382,647,000. Once restated the new value of equity $376,763,000
caused the weight of equity to change from 72.67% to 70.78%. When you
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compare as-stated to restatement weights we could see that Lindsay holds a
greater much greater proportion of capital in equity rather than debt.
Lindsay has a restated WACC of 11.56%. Due to taxes expenses incurred
over the year the effective after tax WACC is 7.51%. The effective tax rate of
35%
WACC is significant to profitability; it can be interpreted as the rate at
which Lindsay can finance business operations through debt and equity. There
was not a significant difference in weighted proportions. Due to external events
ability to create unreliable results we have also calculated the WACC according to
the upper and lower boundaries generated from our regression analysis.
WACC LB "restated"

Amount

Weight

Rate

Rate*Weight

$
Market Value of Equity 376,763.33 0.707848
Market Value of
Liabilities

11.25%

$
155,502.43 0.292152 4.00%
WACC
$

Firm Value

10.39%
1.17%
11.56%

WACC after

532,265.76

tax

7.51%

Effective tax

WACC UB "restated"
Market Value of
Liabilities

Amount

Weight

rate

0.35

Rate

Rate*Weight

$
376,763.33 0.707848 20.26%

10.39%

$
Market Value of Equity 155,502.43 0.292152 4.00%
WACC

1.17%
11.56%

121
$
Firm Value

532,265.76

WACC after
tax

7.51%

Effective tax
rate

0.35

From the data above we assume that Lindsay Corporation cost of capital will be
between 11.25 – 20.26.

Method of Comparables
The methods of comparables section uses multiple ratios of Lindsay’s
stock price against their other competition and benchmarks’ stock prices. Under
each ratio, we took the average of each ratio, and adjusted our evaluated
company to that number. For each ratio, we have our benchmark companies of
Valmont and Toro.
Trailing P/E Ratio
The Trailing P/E ratio is calculated by dividing the price per share by the
trailing earnings per share. The trailing P/E ratio is an accurate measure since it
is based on actual earnings. The trailing earnings per share use the previous
years earnings, rather than a projected earnings per share.

To get the trailing P/E ratio we measured an industry average among
Lindsay, Valmont, and Toro. To measure what the adjusted price per share
should be we multiplied the industry average of the trailing P/E ratio by the
trailing earnings per share. From these results we determined the price should
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be sold at $101.33, which compared to the market price of $67.78, is considered
undervalued. This means Lindsay is undervalued by $26.77 since we set the
upper limit to $74.56.
Forward P/E Ratio
The forward P/E ratio is very similar to the trailing P/E ratio, but it is
calculated by dividing the price per share by the forward earnings per share.
Forward earnings per share uses projected earnings for the next year rather than
historical earnings per share. The forward P/E ratio relies heavily on forecasted
data, which is difficult to accurately predict. That means this ratio has a chance
of having errors, so it is important not to base our conclusion solely on this
particular ratio.

Once we calculated each forward P/E ratio, we measured an industry
average. To get the adjusted price per share, we multiplied the industry average
by the forward earnings per share. We determined the price should be $87.87,
which is considered undervalued compared to the market price of $67.78. This
means Lindsay is undervalued by $13.31 since we set the upper limit to $74.56.
Price to Book Ratio
“The Price to Book Ratio formula, sometimes referred to as the market to
book ratio, is used to compare a company's net assets available to common
shareholders relative to the sale price of its stock” (Financeformulas.net). The
price to book ratio is calculated by dividing the price per share by the book value
per share. Book value per share is calculated by subtracting preferred stock
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value from total stockholders’ equity, and then dividing by the number of shares
outstanding. A price to book ratio below one indicates a company is not
performing as well as it is expected to.

Once we’ve calculated the price to book ratio for each company in the
industry, we come up with an industry average. To get the adjusted price per
share we multiply this industry average by the book price per share. This ratio
tells us the price should be sold for $165.93, but the market price of the stock is
only $67.78, so this ratio indicates the price is undervalued. This means Lindsay
is severely undervalued by $98.15 since we set the upper limit to $74.56. One
reason the price is so severely undervalued is due to Toro’s price to book ratio is
an outlier, which is most likely due to Toro’s misrepresentation on its book value
of equity.
Dividend to Price Ratio
The dividend to price ratio is calculated by taking a company’s dividends
per share over the share price we observed of $67.78. All three companies in the
industry issue dividends, which means the industry average of the D/P ratio
accurately reflects what the price should be. We obtained the dividends per
share from Yahoo Finance’s historical price data.
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Once we’ve calculated the dividend to price ratio, we compute an industry
average dividend to price ratio. To calculate the adjusted price per share, we
divided the dividend per share by the industry average dividend to price ratio.
Lindsay’s adjusted price per share is $78.58, which is slightly undervalued
compared to the market price of $67.78. This means Lindsay is undervalued by
$4.02 since we set the upper limit to $74.56.
Price Earnings Growth Ratio
The price earnings growth ratio is calculated by dividing the trailing P/E
ratio by the long-term annualized percentage growth of earnings. The higher the
price earnings growth ratio, the more the market expects the company to grow.
To calculate the percentage growth of earnings per share we measure the
change between the forecasted earnings each year. Next we divided the trailing
P/E ratio by the percentage growth of earnings per share, which gives us the
price earnings growth ratio.

After we have measured the industry average, we calculate the adjusted
trailing P/E ratio. With the adjusted trailing P/E ratio, we can then calculate the
adjusted price per share. The price earnings growth ratio determines that the
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adjusted price per share should be $87.74, which is means the market price of
$67.78 is undervalued. This means Lindsay is undervalued by $13.18 since we
set our upper limit to $74.56.

Price to EBITDA
The price to EBITDA ratio is a measure of the market value of equity
divided by the earnings before interest, tax, depreciation, and amortization. To
calculate the market value of equity, we use the market cap, which is measured
by multiplying the price by the number of shares outstanding.

Once we measure the industry average for the P/EBITDA ratio we multiply
the ratio by EBITDA, and then divide by the number of shares outstanding.
Lindsay’s adjusted price per share is $61.61, which is just barely inside our range
of $61.00 to $74.56. Although the adjusted price is nearly below the lower limit
which would make it overvalued, we consider Lindsay’s P/EBITDA to be fairly
valued. The adjusted price would even closer to the market price of the firm if
the ratio included the interest and tax expenses.
Enterprise Value to EBITDA Ratio
The enterprise value to EBITDA ratio is calculated by taking the company’s
enterprise value and dividing it by EBITDA. The enterprise value is calculated
adding total liabilities and subtracting cash and investments from the market
cap.
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Once we calculated the industry average for the EV/EBITDA ratio, we use
the ratio to calculate the adjusted enterprise value. Once we have the adjusted
enterprise value, we subtract out the liabilities and add back in cash and
investments to get an adjusted market cap. Finally, we divided this adjusted
market cap by the number of shares outstanding to compute the adjusted price
per share. We calculated an adjusted price per share of $65.63, which means the
market price of $67.78 is fairly priced.
Conclusion

Using the comparative valuation method, we concluded that Lindsay is
undervalued when compared to the rest of the industry. Even though some of
these ratios, like the forward P/E ratio, are not a perfect indication of the
company’s value, we can still confidently conclude that Lindsay is undervalued
under the comparative valuation method since so many other ratios indicate that
Lindsay is undervalued.
Intrinsic Valuation Model
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Even though it is important to measure the method of comparables to
value stocks, there may be other measures that can more accurately represent
what the company’s stock price should be. To make sure we accurately
represented Lindsay’s stock price, we used four intrinsic value models: the
discounted dividends model, the discounted free cash flow model, the residual
income model, and the long run residual income model. With these four intrinsic
value models we confidently determined the accuracy of Lindsay’s price and
analyzed if the price was overvalued, undervalued, or fairly valued. Using the
dividend forecasts for Lindsay, the discounted dividends model values Lindsay
based solely off their payout of dividends per share. The discounted free cash
flow model values Lindsay’s price using the operating and investing activities
from the forecasted statement of cash flows. The residual income model uses
the forecasted net income, dividends paid, and the stockholders’ equity.
Unlike the comparables valuation method where the price is determined
with only one year of financial data, the intrinsic valuation method uses ten years
worth of data. Using ten years of data decreases volatility in the model, which
means the firm, is more accurately represented by the intrinsic value compared
to its stock price. Since we use ten years of financial data, the intrinsic value
considers the time value of money.
Discounted Dividends Model
The discounted dividends model can give an estimate of the
current value of a stock today. The model creates this estimate by discounting all
future dividend payments back into today’s dollars. Lindsay Corporation’s
dividend payments have been steadily increasing over the past few years.
Recently, it has increase by two cents per year. Following this assumption, the
forecasted dividends, discounted back to today, gives us a stock price of about
$7.33; this is assuming a cost of equity of 19.04% and, a dividend growth rate of
5.34%. The observed stock price on November 1, 2015 was $67.78. Therefore,
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this model shows that the dividend payments represent about 11% of the stocks
true value, and it says that the Lindsay’s stock is significantly undervalued.
However, most stocks are not bought or traded for their dividend payments and
most stocks that are valued with the dividend discount model will show the same
results, being undervalued. Most stocks are bought for capital gains achieved
through growth in the stock price. REITS are one exception because they are
required to pay out nearly all of their earnings in dividends, but most often the
dividend payments will on represent a small fraction a stock’s true value.

Discounted Free Cash Flows
The discounted free cash flows model takes the free cash flows, or
the cash flows from operating activities minus the cash flow from investing, and
discounts these back into today’s dollars. Using the forecasted cash flows we can
estimate the market value of equity using the forecasted market value of assets,
debt, and preferred stock. In order to derive an estimated stock price we have to
use the before tax weighted average cost of capital. Taxes have already been
accounted for using the cash flows from operations, and therefore we cannot use
the after tax weighted average cost of capital because we would have accounted
for taxes twice. Taking taxes into account, this model shows that Lindsay’s stock
is slightly undervalued. However, this model is sensitive to small changes in
weighted average cost of capital and growth rates. Our sensitivity analysis shows
that the stock is undervalued only slightly more than half of the time, and
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overvalued the other half. Even though this model may give a little more clarity
to the value of the stock price for Lindsay Corporation, it is still very sensitive to
small changes and cannot be used alone to value Lindsay Corporation.

Residual Income Model

-10.00%
-20.00%
-30.00%
-40.00%
-50.00%

Sensitivity analysis
8.914%
14.675%
19.040%
20.435%
$
$
$
$
147.29
61.22
31.36
25.28
$
$
$
$
128.54
58.62
31.89
26.17
$
$
$
$
119.43
57.19
32.21
26.71
$
$
$
$
114.05
56.28
32.42
27.07
$
$
$
$
110.49
55.66
32.56
27.33
5%
71.169
64.391

25.000%
$
11.52
$
12.85
$
13.70
$
14.29
$
14.72

10%
74.558
61.002

For the residual income model we used the cost of equity
that we estimated in the financial analysis and 5 growth rates in order to
produce results. Using an upper bound rate (25%), lower bound rate (8.914%),
and an estimated cost of equity (19.04%) with five different growth rates
allowed us to test the sensitivity of the free cash flow model. We took a position
as 10% analysts to create an upper bound and lower bound of as well by
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multiplying the stock price of LNN at $67.78 by .9 for the lower bound and 1.1
for the upper bound. Any price below $61.00, the stock is considered overvalued
and any price above $74.56, the stock is considered to undervalues. Based up on
the Lindsay’s residual income we have determined the company to be
overvalued. This model caries a high weight in our determination of value;
therefore, our results will be highly influenced by this model.

Long-Run Residual Income
The long-run residual income model assesses the firm’s value by using
various growth rates, the cost of equity, and the return on equity. This model
has more explanatory power than the free cash flows model, but is less precise
than the residual income model. In this model, we used the restated financials.
To complete the long-run residual income model, we used the forecasts from the
financial analysis of Lindsay Corporation’s balance sheet and income statement.
We will analyze this model as a 10% analyst. The model consists of three
separate charts holding the growth rate, return on equity, or the cost of equity
constant.
The return on equity represented in this model was calculated by using
the net income in the current year and dividing by the stockholders equity of the
prior year. We estimated cost of equity by using the capital asset pricing model
and regressions based off of previous interest rates. The growth rates will be
negative, just like they were in the residual income model, assuming the firm will
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not outperform its cost of equity. This model provides a sensitivity analysis,
showing the possible outcomes for errors in estimations.
Using the equation: MVE= BVE [ 1 + ((ROE –Ke)/(Ke –g)) ]
This equation compares the return on equity, cost of equity, and growth to
determine the market value of the firm’s equity.
Next step for the model, we found the time consistent price as at
November 1, 2015. Taking the market value of equity and dividing it by the
shares outstanding, gives us the time consistent price, which is $51.81.
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For these models we used an upper-bound rate of 25%, a lowerbound rate of 8.914%, and the estimated cost of equity of 19.04%. In between
these rates were 2 averaged rates for the cost of equity. In the first chart we
held return on equity at 19%, the second one we held the growth rate at -30%,
and the last chart we held the cost of equity at 19.04%. The first chart
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compares the cost of equity to the growth rate, the second compares the cost of
equity to the return on equity, and the third chart compares the return on equity
to the growth rate. We determine in the results of this model that Lindsay is
overvalued. This model differs from the residual income model in that it is
overvalued, when residual income shows that Lindsay is undervalued. This
difference is due to the residual income model having lower values than the
long-run residual income.
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Appendix
Capital structure ratios

Times Interest Earned
450.00
400.00

Ratio

350.00
300.00

Lindsay

250.00

Valmont

200.00

Toro

150.00

Lindsay Restated

100.00

Industry Average

50.00
0.00
2009

2010

2011

2012

2013

2014

Debt to Equity
2.50
2.00

Ratio

Lindsay
1.50

Valmont
Toro

1.00

Lindsay Restated
Industry Average

0.50
0.00
2009

2010

2011

2012

2013

2014
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Altman Z-Score
6.00
5.00
Lindsay

Ratio

4.00

Valmont
3.00

Toro
Lindsay Restated

2.00

Industry Average

1.00
0.00
2009

2010

2011

2012

2013

2014

Profitability Ratios
Asset

2014

2013

2012

2011

2010

Lindsay

1.17

1.35

1.33

1.25

1.1

Valmont

1.14

1.19

1.18

1.15

.94

Toro

1.8

2.04

2.09

2.16

1.9

Turnover
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Industry

1.33

1.4

1.41

1.41

1.22

(Lindsay 10-k) (Valmont 10-k) (Toro 10-k)

40.00%

Growth in Sales Percentages

35.00%
30.00%
25.00%
20.00%
15.00%
10.00%
5.00%
0.00%
-5.00%
-10.00%
-15.00%

2010-2011

2011-2012

2012-2013

2013-2014

Lindsay

33.60%

15.10%

25.30%

-10.50%

Valmont

34.70%

13.80%

9%

-5.50%

Toro

11.45%

3.96%

4.05%

6.43%

Industry

24.85%

10.25%

8.97%

-2%

Gross Profit Margin
40.00%
35.00%

Ratio

30.00%
25.00%

Lindsay

20.00%

Valmont

15.00%

Toro

10.00%

Industry Average

5.00%
0.00%
2009

2010

2011

2012

2013

2014
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Operating Profit Margin
18.00%

16.00%

Ratio

14.00%
12.00%

Lindsay

10.00%

Valmont

8.00%

Toro

6.00%

Lindsay (Restated)

4.00%

Industry Average

2.00%

0.00%
2009

2010

2011

2012

2013

2014
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Net Profit Margin
12.00%
10.00%
Lindsay

Ratio

8.00%

Valmont
6.00%

Toro

4.00%

Lindsay Restated

2.00%

Industry Average

0.00%
2009

Liquidity ratios

2010

2011

2012

2013

2014
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Current Ratio
4.00
3.50

Ratio

3.00
2.50

Lindsay

2.00

Valmont

1.50

Toro
Industry Average

1.00
0.50
0.00
2009

2010

2011

2012

2013

2014

Quick Asset Ratio
4.00
3.50
3.00
2.50

Lindsay

2.00

Valmont

1.50

Toro

1.00

Industry Average

0.50
0.00
2009

2010

2011

2012

2013

2014
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Inventory Turnover
8.00
7.00

6.00
5.00

Lindsay

4.00

Valmont

3.00

Toro

2.00

Industry Average

1.00
0.00
2009

2010

2011

2012

2013

2014
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Days' Supply Inventory
80.00
70.00
60.00
50.00

Lindsay

40.00

Valmont

30.00

Toro

20.00

Industry Average

10.00
0.00

2009

2010

2011

2012

2013

2014

Accounts Receivable Turnover
16.00

14.00
12.00
10.00

Lindsay

8.00

Valmont

6.00

Toro

4.00

Industry Average

2.00
0.00
2009

2010

2011

2012

2013

2014
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Days Sales Outstanding
80.00
70.00
60.00
50.00

Lindsay

40.00

Valmont

30.00

Toro

20.00

Industry Average

10.00
0.00
2009

2010

2011

2012

2013

2014
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Working Capital Turnover
12.00
10.00
8.00

Lindsay
Valmont

6.00

Toro

4.00

Industry Average

2.00

0.00
2009

2010

2011

2012

2013

2014

Cash to Cash Cycle
160.00
140.00

Ratio

120.00
100.00

Lindsay

80.00

Valmont

60.00

Toro
Industry Average

40.00
20.00
0.00
2009

Lindsay

2010

2009
112.58

2011

2012

2010
128.49

2013

2011
112.00

2014

2012
102.59

2013
114.04

2014
114.16

145
Valmont
Toro
Industry Average

114.29
97.98
108.28

Method of Comparables

146.11
94.55
123.05

130.57
93.97
112.18

129.74
98.77
110.37

115.73
94.66
108.14

119.43
98.19
110.59
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Cost of debt and equity models

WACC "stated"

Amount

Weight

Rate

Rate*Weight

147
$
Market Value of Equity 382,647.00 0.726705 14.67%
Market Value of
Liabilities

$
143,904.00 0.273295 4.00%
WACC
$

Firm Value

10.66%
1.09%
11.76%

WACC after

526,551.00

tax

7.70%

Effective tax

WACC "restated"

Amount

Weight

rate

0.35

Rate

Rate*Weight

$
Market Value of Equity 376,763.33 0.707848 14.67%
Market Value of
Liabilities

$
155,502.43 0.292152 4.00%
WACC
$

Firm Value

10.39%
1.17%
0.115560638

WACC after

532,265.76

tax

0.075114415

Effective tax

WACC LB "restated"

Amount

Weight

rate

0.35

Rate

Rate*Weight

$
Market Value of Equity 376,763.33 0.707848
Market Value of
Liabilities

11.25%

10.39%

$
155,502.43 0.292152 4.00%

1.17%

148
WACC
$
Firm Value

11.56%

WACC after

532,265.76

tax

7.51%

Effective tax

WACC UB "restated"
Market Value of
Liabilities

Amount

Weight

rate

0.35

Rate

Rate*Weight

$
376,763.33 0.707848 20.26%

10.39%

$
Market Value of Equity 155,502.43 0.292152 4.00%

1.17%

WACC
$
Firm Value

11.56%

WACC after

532,265.76

tax

7.51%

Effective tax
rate

0.35

Cost of Debt (As
Stated)

Amount

Rate

Weight

W*R

Pension Benefit
Obligations

6,600.00

4.75%

100%

4.75%

* In thousands

Cost of Debt
(Restated)

Amount

Rate

Weight

W*R

Pension Benefit
Obligations

6,600.00

4.75%

33.45%

1.59%

149
Capitalized Operating
Leases

13131.36

4.75%

66.55%

3.16%

Cost of
Total

Growth Rate graphs

19,731.36

Debt

4.75%

150

Regressions

151

Intrinsic Valuation Models

Residual Income Model
8.914%

Sensitivity analysis
14.675%

19.040%

20.435%

25.000%

152

-10.00%
-20.00%
-30.00%
-40.00%
-50.00%

$
147.29
$
128.54
$
119.43
$
114.05
$
110.49

$
61.22
$
58.62
$
57.19
$
56.28
$
55.66

$
31.36
$
31.89
$
32.21
$
32.42
$
32.56
5%
71.169
64.391

$
25.28
$
26.17
$
26.71
$
27.07
$
27.33
10%
74.558
61.002

$
11.52
$
12.85
$
13.70
$
14.29
$
14.72

153

154

