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1 Introduction 

The financial condition of a company can be reflected through financial statements, which 

is very important for the company's managers and investors. Through the analysis of financial 

statements, we can know the company's operating results and profit and loss situation for a 

period of time, which is conducive to the operation and management personnel to understand 

the completion of various indicators, take timely measures against the relevant problems, ensure 

the stable development of the company and improve economic benefits. At the same time, 

investors can also analyze the profitability, debt paying ability and investment income of a 

company by mastering its financial situation, which will help investors make better investment 

decisions and adjust relevant strategies. 

With over 100 years of history since its establishment, International Paper company is the 

world's largest paper and forest products company mainly engaged in non-coated paper, 

industrial packaging and consumer packaging. International Paper is headquartered in the 

United States, but its customers are all over the world, with more than 60,000 employees 

worldwide. International Paper companies are among the world's top 500 companies. 

Nevertheless, the company adheres to the policy of not using wood from endangered forests, 

and attaches great importance to environmental protection in the production process and is 

committed to sustainable development. 

The main purpose of this thesis is to analyze the financial situation of International Paper 

company through its five-year annual financial statements. And it will be divided into five 

chapters.  

The first chapter is about the basic content of the thesis. 

The second chapter is the theoretical part, we will introduce the methods of financial 

analysis, because the calculation of relevant data is based on the theoretical knowledge. Then 

we will learn the basic information and related content of financial statements, including 

balance sheet, income statement and cash flow statement. Then we will introduce several 

methods of financial analysis, such as common-size analysis, financial ratio analysis, and 

pyramid decomposition analysis. 

In chapter 3, we will introduce some basic information about the selected company, 

including the company's historical development, the company's current leadership team, the 
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company's global economy and goals. 

In chapter 4, we will analyze the financial situation of International Paper company, and 

use the financial analysis method mentioned in chapter 3 to make a specific analysis of the 

company's financial statements from 2012 to 2016. 

Finally, we will summarize the whole thesis in chapter 5. 
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2 Description of Financial Analysis Methodology 

In this chapter we will discuss methods of financial analysis. There are four groups of 

financial analysis methods: common-size analysis, financial ratio analysis, pyramidal 

decompositions and influence quantification, and credit methods. In financial analysis, we 

need to use financial statements, which include balance sheet, income statement and cash flow 

statement. These three basic financial statements summarize information about a company so 

that we can use the financial information for targeted analysis.  

2.1 Financial Statement  

Financial statement is a set of accounting documents provided by the accounting entity 

to reflect the financial status and operation of the accounting entity. It reflects the financial 

performance of an enterprise in the past financial period (mainly quarterly or annual) and the 

ending status. It is expressed in quantified financial figures and subheads, including balance 

sheet, income statement, statement of cash flow or statement of changes in financial position, 

schedules and notes. Financial statements can help investors and creditors understand the 

operating conditions of enterprises and further help them to make economic decisions.  

2.1.1 Balance sheet 

The balance sheet is an accounting statement that reflects the entire asset, liability, and 

owner of the corporation on a particular date, and it is a static representation of the business 

operation. It indicates that economic resources that have been own or controlled by a particular 

date, the existing obligation assumed, and the right of the owner to claim the net worth. It is a 

static statement that reveals the financial status of an enterprise at a certain point in time. 

Balance sheet use accounting balance principle, the trading book of assets, liabilities and 

shareholders' equity in accordance with accounting principle can be divided into two major 

blocks of "assets" and "liabilities and shareholders' equity". And the structure of balance sheet 

can be as follows.  
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Figure 2.1.1 The structure of balance sheet 

 

Source: https://managementmania.com/en/balance-sheet 

As shown in figure 2.1.1, we can see that the left side of the balance sheet is the assets, 

which summarize the information about what a company owns, and the value of these 

assets and mix of capital used for financing these assets. Assets of a company can be 

divided into two groups, fixed assets and current assets. Fixed assets include long-term 

assets which is used by a company over a period longer than one year. There are three 

categories of fixed assets: tangible assets, intangible assets and financial investments. 

Tangible assets are the assets with certain physical forms, including the buildings, products, 

equipment, installations and workshops of enterprises. Intangible assets refer to the 

identifiable non-monetary assets without physical form owned or controlled by an 

enterprise, such as trademark, patents, goodwill, etc. Financial investments are the 

investments of a company in securities and assets of other firms-shares, bond, etc. Current 

assets include short-term assets with short life and high liquidity, and can be divided into 

accounts receivable, inventories, cash and cash equivalents. Accounts receivable represent 

money owed the company by individuals or by other firms on the sale of products on credit. 

Inventories are raw material, goods for sale held by a company for eventual sale, etc. Cash 

equivalents represent the short-term tradeable securities of a company.  

On the right side of the balance sheet structure are the equity and liabilities of a 

company, representing the portfolio of capital used to finance its assets. Equity represents 
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the investment of shareholders in a company. It is the capital belonging to the owners or 

shareholders of the company and the source of profits for the owners or the company. 

Equity in a company can be classified as common and preferred stock, stock premium, and 

retained earnings. A liability or obligation represents borrowed capital and must be repaid 

at a predetermined date. Liabilities, on the other hand, are sources of funds provided by 

creditors. It can be divided into current liabilities and long-term liabilities. Current 

liabilities are loans that must be repaid within 12 months, including accounts payable, 

accrued expenses and short-term bills. Accounts payable is the credit provided to the 

company by the supplier for the purchase of inventories. Accrued expenses are short-term 

liabilities but are not included in short-term liabilities. Short-term bills are money borrowed 

from Banks and are due within 12 months. Long-term liabilities refer to the loans with a 

maturity of more than 12 months, including bank loans and issued bonds. 

There is a formula in balance sheet: 

Total assets = Total equity + total liabilities.          （2.1) 

2.1.2 Income statement 

Income statement indicates the amount of profit generated by a company over a 

certain period, often a year, is used to compare the company ś revenues and company costs 

and expenses.  

There is a basic equation underlying the income statement: 

revenues - costs and expenses = net income/loss            (2.2) 

Revenues are amounts charged for the delivery of goods or services in the ordinary 

activities of the company. Costs and expenses are amounts that must be spent in the 

ordinary activities of the company. 

In the income statement, usually calculate two main content: business activities and 

financing activities. Operating activities refer to the difference between operating income 

and the sum of operating costs and expenses. Operating income comes from the sale of 

products, goods and services, and operating costs and expenses are the costs associated 

with generating operating income, such as administrative costs, raw material consumption, 

power consumption, depreciation, wages and salaries paid to employees, and other 
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operating costs. Financing activities refer to the difference between the sum of financing 

income and financing cost. Financial income represents the interest received from the 

company's own securities, such as dividends received, coupons, etc. The financial cost is 

the payment of interest, such as the interest paid on a bond issue. The income statement 

contains four different levels of income: after-tax income (EAT), pre-tax income (EBT), 

earnings before interest, tax, depreciation and amortization (EBITDA).  

The structure of income statement is as follows: 

Figure 2.1.2 The elements of income statement 

 

Source: https://www.slideserve.com/brant/bsad-221-introductory-financial-

accounting-donna-gunn-ca 

2.1.3 Cash flow statement 

The cash flow statement is mainly used to reflect the difference between the beginning 

balance and the ending balance of the company's cash and summarize the information of cash 

inflow and outflow in a specific period. Cash inflow and outflow are divided into three 

categories according to the related activities: operating activities, investment activities and 
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financing activities. The sum of the cash flows of the three activities represents the total or net 

cash flows of the company. Cash flow from operating activities includes all inflows and 

outflows related to the company's daily activities. Generally, it includes all transactions related 

to the calculation of net income. The net cash flow from operating activities is equal to the 

operating inflow minus the operating outflow. The cash flow of investment activities includes 

all inflows and outflows related to long-term assets, such as tangible assets, intangible assets 

and financial investment transactions. The net cash flow from investment activities is equal to 

the investment inflow minus the investment outflow. The cash flow from financing activities 

includes all the inflows and outflows of transactions between the company and its owners and 

creditors. The net cash flow from financing activities is equal to the financing inflow minus 

the financing outflow. (Jonathan, 2014). 

There are basic formulas of cash flow statement (CF represents cash flow): 

Net cash flow = CF from operating activities + CF from investing activities + CF from 

financing activities                    (2.3) 

End balance of cash = beginning balance of cash +/- net cash flow   (2.4) 

Figure 2.1.3 Three activities 

 

Source:https://corporatefinanceinstitute.com/resources/knowledge/accounting/income

-statement/ 

We prepare a cash flow statement and need to calculate the net cash provided by various 

activities. The net cash provided by business activities can be calculated by direct method 

and indirect method. In the direct method, each of the major categories of cash receipts, such 
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as cash received from customers and cash payments, for example, for purchases of goods, are 

listed separately. Then we subtract the cash payments from the cash receipts and end up with 

the net cash provided by the operations. In addition, in both investment and financing 

categories, cash payments or cash outflows are subtracted from cash receipts or cash inflows 

to determine the cash provided by these categories. In the indirect method, it can explain the 

difference between the net income and net cash flow of business activities, and must provide 

the same results as in the direct method. In the direct method net income is not subtracted 

from income by cash payments, but adjusted to exclude the amounts included in the 

determination of net income but not provided for the inflow and outflow of operating funds 

during a specific period. There are the following adjustments: 

1. Adjustment of items relating to operating activities that do not provide for 

cash inflows or outflows, including depreciation. 

2. Adjustment of non-cash current assets and non-cash current liabilities related 

to business activities, such as adjustment of accounts receivable and accounts payable. 

3. The elimination of profit and loss adjustment is not related to business 

activities, but related to investment or financing activities. (Brigham 2014) 

Figure 2.1.4 Two methods of preparing cash flow statement 
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Source:https://corporatefinanceinstitute.com/resources/knowledge/accounting/stateme

nt-of-cash-flows/ 

2.2 Common-size Analysis 

Common-size analysis in each financial statement data into an easy comparison of 

percentage. Income statement items are shown as a percentage of net sales and balance sheet 

items as a percentage of total assets. Common-size analysis allows for the company and 

internal competition between companies from one period to the next period to evaluate 

information. 

Using a common-size analysis for two reasons: the first is to assess the company from 

one period to the next period of information, the second is to assess the company relative to 

the situation of the competitors. Things, some industry data source is based solely on the 

size of a common format display information, and at present most of the available 

accounting software is designed to facilitate this type of analysis. (Keown 2014)     

Types of common-size analysis can be divided into horizontal common-size analysis 

and vertical common-size analysis. 

2.2.1 Horizontal common-size analysis 

Horizontal common-size analysis is one time use only one type of financial statements, 
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but they are not using a year's report, but use the same type of the value of the financial 

statements for several years. If a company were to conduct a horizontal analysis of its income 

statement, it would use the income statement for 2016, 2017, 2018 and 2019. The comparison 

of four years is almost level analysis standard, but the extension analysis to measure the long-

term trend, and search for the pattern in earnings or cycle is very common. Also, each type 

of analysis can be used for each major financial statement, but the income statement is easy 

to illustrate and explain with examples. (Brooks 2016) 

For horizontal analysis, we are not concerned with how values are utilized or distributed 

throughout the organization, but only how they change over time. Lateral analysis can show 

you how financial management has changed over time to determine whether a company's 

financial management is getting better or worse, and where it is experiencing these changes. 

 2.2.2 Vertical analysis common-size analysis 

This kind of common size analysis is a popular financial statement analysis method, 

which represents each item on the statement as a percentage of the basic number in the 

statement. In order to the vertical analysis was carried out on the balance sheet, generally 

uses the total amount of assets, liabilities and total shareholders' equity as a base. All the 

individual assets are displayed as percentage of total assets. Current liabilities, long-term 

liabilities and equity are expressed as a percentage of total liabilities and shareholders' equity. 

In order to conduct a vertical analysis of the income statement, it is generally based on sales 

figures. All other components of the income statement, such as cost of sales, gross profit, 

operating expenses, income tax and net income, are expressed as a percentage of sales. A 

basic vertical analysis requires a separate report during a report, but comparative reports can 

be prepared to increase the usefulness of the analysis. (Berk 2014) 

Vertical analysis on financial statements prepared on a comparable scale format 

specification together. Is one of the advantages of common-size analysis, it can be used for 

comparison between different scale enterprise of the company, because all project is 

expressed as a percentage of common digital. 

2.3 Financial Ratios Analysis 

The financial ratio analysis, which is a financial index analysis, is based on the 
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relationship between two or more projects in the financial statements of the same period, 

calculating the ratio, to evaluate the financial situation and the operating results of the 

enterprise. This kind of correlation ratio analysis is often called "ratio analysis". The financial 

ratio may evaluate the change in earnings between the various years and may also be used at 

a point to compare different businesses in a particular sector. The financial ratio analysis can 

eliminate the impact of size, and use it to compare the returns and risks of various firms, to 

help investors and creditors make rational decisions. There are four groups of financial ratios: 

profitability ratio, liquidity ratio, solvency ratios, asset management ratios, and market ratios. 

(Corelli 2016) 

2.3.1 Profitability ratios 

Profitability is the focus of all aspects of the enterprise, but also the key to the success 

of the enterprise, the enterprise to truly achieve sustainable management, it must be long-

term profitability. This is why both investors and creditors attach great importance to ratios 

that reflect a company's profitability. Gross margin rate, operating margin rate and net profit 

rate respectively indicate the production and sales process, business activities and overall 

profitability of the enterprise. The stronger the three aspects, the higher the profitability will 

be. Return on assets reflects the profitability of the capital invested by shareholders and 

creditors; Return on equity reflects the profitability of the capital invested by shareholders.           

Return on equity is the most concerned content of shareholders, which is related to financial 

leverage. If the return on assets is the same, the higher the financial leverage is, the higher 

the return on equity will be, because shareholders achieve the same earning ability with less 

capital. Profit per share is simply the distribution of net profit to each share for the purpose 

of more succinctly representing the profitability of equity capital. And if we want to measure 

whether the above profit index is high or low, it is better and necessary to compare one with 

other enterprises in the same industry. 

Operating profit margin is the ratio of operating profit to operating income. It is an 

indicator to measure the operating efficiency of an enterprise, and reflects the ability of 

enterprise managers to make profits through operation under the consideration of operating 

costs. 

𝑂𝑃𝑀 =
𝐸𝐵𝐼𝑇

𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒
(𝑜𝑟 

𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑃𝑟𝑜𝑓𝑖𝑡

𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒
)                (2.5) 
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The higher the operating profit margin is, the more the operating profit is provided by 

the sales of commodities, and the stronger the profitability is. On the contrary, the lower 

the ratio, the weaker the profitability of the enterprise. 

Net profit margin (NPM), also known as net interest rate on sales, is an important 

indicator of a company's profitability. It is the profit margin after deducting all costs, 

expenses and corporate income tax. The amount of net profit depends on two factors: one 

is the total profit, and the other is the income tax rate. 

𝑁𝑃𝑀 =
𝐸𝐴𝑇

𝑅𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒
                        (2.6) 

Focusing only on the absolute increase or decrease of net profit is not enough to reflect 

the changes in the company's profitability, but also needs to be combined with the changes 

in the main business income. For example, if the growth rate of main business income is 

faster than the growth rate of net profit, the company's net profit margin will decline, 

indicating that the company's profitability is declining. On the contrary, if the growth rate of 

net profit is faster than the growth rate of income, the company's net profit margin will 

increase, indicating that the company's profitability is increasing. So net margins are more 

telling than net profits. However, if there are a large number of non-recurring profits and 

losses, non-main income, and income tax changes in the net profit, the quality of such net 

profit margin will decline and cannot fully reflect the profitability of the company's business, 

then the operating profit margin is a better indicator.  

  Return on assets (ROA), also known as return on assets, is a measure of how much 

net profit is generated per unit of assets. A useful indicator of a company's profitability 

relative to its total assets. It is calculated by dividing a company's annual earnings by its total 

assets. The rate of return on assets is usually expressed as a percentage. Sometimes called 

rate of return on investment. 

𝑅𝑂𝐴 =
𝐸𝐵𝐼𝑇

𝐴𝑠𝑠𝑒𝑡𝑠
(or

𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑃𝑟𝑜𝑓𝑖𝑡

𝐴𝑠𝑠𝑒𝑡𝑠
)                  (2.7) 

Return on assets is one of the most widely used measures of banking profitability. The 

index is higher, the better utilization of assets of the enterprise, enterprise in increasing 

income and save money use has achieved good effect. And vice versa. 

Return on equity (ROE) is a kind of similar to the return on investment accounting 
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method, it is used to evaluate a company's profitability, can be used to compare the same 

industry different enterprise's profit ability. 

  𝑅𝑂𝐸 =
𝐸𝐴𝑇

𝐸𝑞𝑢𝑖𝑡𝑦
                          （2.8） 

2.3.2 Liquidity ratios 

Liquidity ratio is the ratio of current assets to current liabilities. It is used to measure the 

ability of a company's current assets to be turned into cash to repay debts before the maturity 

of short-term debts. Generally speaking, the higher these two ratios are, the stronger the 

liquidity of enterprise assets is, and the stronger the short-term solvency is. The opposite is 

weak. It is generally believed that the current ratio should be more than 2:1 and the quick 

ratio should be more than 1:1. The current ratio of 2:1 indicates that the current assets are 

twice the current liabilities. Even if half of the current assets cannot be realized in the short 

term, all current liabilities can be guaranteed to be repaid. Quick ratio (1:1) means that quick 

assets with immediate liquidity, such as cash, are equal to current liabilities and can pay all 

current liabilities at any time. (Berk 2017) 

Current ratio refers to the ratio of total current assets to total current liabilities. A 

measure of the ability of a company's current assets to be turned into cash to repay its debts 

before the maturity of its short-term debt. The higher the current ratio is, the greater the 

liquidity of enterprise assets will be. However, a too large ratio indicates that more current 

assets will be occupied, which will affect the operating capital turnover efficiency and 

profitability. (Berk 2017) 

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝑅𝑎𝑡𝑖𝑜 =
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
                （2.9） 

High flow rate of the ability of the enterprise does not have to repay the short-term debt 

is very strong, because of current assets, although cash, marketable securities, accounts 

receivable cash ability is very strong, but inventory and prepaid expenses of project is also 

belonging to liquid assets liquidation time is longer, especially the backlog of inventory is 

likely to happen, slow-moving, defect, etc., are less liquid. 

Quick ratio: Different from the current ratio, although the current ratio can be used to 

evaluate the overall liquidity of current assets, and people, especially who are short-term 

creditors also want to obtain a further ratio indicator of liquidity, that is, quick ratio. 
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𝑄𝑢𝑖𝑐𝑘 𝑅𝑎𝑡𝑖𝑜 =
𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐴𝑠𝑠𝑒𝑡𝑠−𝑖𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑖𝑒𝑠

𝐶𝑢𝑟𝑟𝑒𝑛𝑡 𝐿𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
(𝑜𝑟 

𝑐𝑎𝑠ℎ+𝑎𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒𝑠

𝑎𝑐𝑐𝑜𝑢𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
)   （2.10） 

Because industry is different, quick ratio can have very big difference, without unified 

standard quick ratio. The proportion is too high, that the company excess liquidity, 

production capacity problems; Ratio is too low, that the company's current debt is 

overweight, may appear repayment risk. 

Cash ratio measures the liquidity of a company's assets by calculating the ratio of its 

total cash and cash equivalent assets to its current liabilities. The cash ratio measures only 

the most liquid of all assets relative to current liabilities, so it is also the most conservative 

of the three. In addition, it should be noted that the cash ratio does not take into account the 

time of receipt and payment of cash. 

𝐶𝑎𝑠ℎ 𝑟𝑎𝑡𝑖𝑜 =
𝑐𝑎𝑠ℎ+𝑚𝑎𝑟𝑘𝑒𝑡𝑎𝑏𝑙𝑒 𝑠𝑒𝑐𝑢𝑟𝑖𝑡𝑖𝑒𝑠

𝑐𝑢𝑟𝑟𝑒𝑛𝑡 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠
               （2.11） 

Cash ratio is the ratio between the balance of quick assets after deducting accounts 

receivable and current liabilities, which can best reflect the ability of an enterprise to pay 

current liabilities directly. Cash ratios above 20% are generally considered good. However, 

if the ratio is too high, it means that the current assets of the enterprise are not properly used, 

while the profitability of cash assets is low. If the amount of such assets is too high, the 

opportunity cost of the enterprise will increase.  

2.3.3 Solvency (leverage) ratios 

Solvency (leverage) ratios measure company ś ability to meets its long-term 

obligations, and sometimes called financial leverage ratios for they measure how the 

company is financed. Solvency ratio is the ratio that bank loan officers often consider when 

deciding whether to issue a loan. With respect to the debt principal repayment ratio of an 

enterprise in a certain period, it is difficult to explain the solvency of the enterprise. For an 

enterprise, it is often necessary to calculate the debt principal repayment ratio for five 

consecutive fiscal years to determine the stability of its solvency. From a prudent perspective 

to estimate the long-term solvency of the enterprise, and usually choose the lowest indicators 

of the year. Basic types of solvency ratios are debt ratio, debt-to-equity ratio, and interest 

coverage. 

Debt ratio is the relation that points to debt and asset, net assets, it reflects the ability 
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that the enterprise pays debt principal and debt interest. It is the ratio of the total liabilities 

of the enterprise to the total sources of funds, used to indicate the proportion of the total 

liabilities of the enterprise. 

𝐷𝑒𝑏𝑡 𝑟𝑎𝑡𝑖𝑜 =
𝑡𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡(𝑡𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠)

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
               （2.12） 

Creditors believe that the lower the asset-liability ratio, the better. The lower the ratio 

is, the more secure the creditors are and the lower the loan risk is. From the perspective of 

shareholders, if the total capital profit rate can be guaranteed to be greater than the borrowing 

interest rate, then it is hoped that the larger the indicator, the better; otherwise, the opposite 

is true. From the operator's point of view, the debt is too high, the enterprise is difficult to 

continue to raise funds, the debt is too low, that the enterprise operation is lack of vitality; 

Therefore, from the perspective of financial management, enterprises should make a balance 

between profit and risk to determine a reasonable capital structure. 

Debt-to-equity ratio is the ratio of total liabilities to total owners’ equity. It is to point 

to joint-stock company, the ratio of total debt and total owner's equity, it is a kind of index 

that evaluates capital structure rationality. 

𝐷𝑒𝑏𝑡 𝑡𝑜 𝑒𝑞𝑢𝑖𝑡𝑦 𝑟𝑎𝑡𝑖𝑜 =
𝑡𝑜𝑡𝑎𝑙 𝑑𝑒𝑏𝑡(𝑡𝑜𝑡𝑎𝑙 𝑙𝑖𝑎𝑏𝑖𝑙𝑖𝑡𝑖𝑒𝑠)

 𝑒𝑞𝑢𝑖𝑡𝑦
           （2.13） 

Generally speaking, the equity ratio can reflect whether shareholders holding too much 

equity, etc., from another side reflects the degree of corporate borrowing. This ratio is one 

of the indicators to measure a company's long-term solvency. It is the enterprise financial 

structure stability or not the important symbol. This index reflects the relative relationship 

between creditors and investors to provide funds and reflects whether the basic financial 

structure of enterprises is stable. The lower the equity ratio, the greater the proportion of the 

enterprise's own capital in the total assets, and the stronger the long-term solvency. The 

effect of this indicator is similar to the net debt ratio of tangible assets. Interest coverage 

refers to the ratio of the sum of interest expense, profit before tax and interest expense of an 

enterprise in a certain period. This ratio indicates the ability of an enterprise to repay interest 

on borrowings from the proceeds of its operations. (Brigham 2014) 

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑐𝑜𝑣𝑒𝑟𝑎𝑔𝑒 =
𝐸𝐵𝐼𝑇

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑝𝑎𝑖𝑑
(𝑜𝑟 

𝑂𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑝𝑟𝑜𝑓𝑖𝑡

𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑝𝑎𝑖𝑑
)        （2.14） 
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A high ratio indicates a firm's solvency, whereas a low ratio indicates a firm's solvency. 

2.3.4 Assets management (activity) ratios 

The asset management ratio is a financial ratio used to measure the efficiency of a 

company in asset management. It is an indicate of how much a company invested in 

particular assets relative to the revenues that the assets are generating, and assets efficiency 

utilization has a direct impact on liquidity. Assets management ratios include four basic 

activity ratios: average collection period, accounts receivable, inventory turnover, and total 

assets turnover. 

Average collection period (ACP) measures the conversion of accounts receivable into 

cash. And it shows how long (how many days) it takes to collect the company ś receivables. 

𝐴𝐶𝑃 =
𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒

𝑅𝑒𝑣𝑒𝑛𝑢𝑟𝑒𝑠
∙ 360                 （2.15） 

By comparing the actual number of average collection period with the planned index, 

the management level of loan collection can be evaluated, and it can also be used as a 

reference for checking the working capital quota. 

Accounts receivable turnover (ART) rate is a reflection of the company's accounts 

receivable turnover rate ratio. It shows the average number of times a company's accounts 

receivable turn into cash during a given period. The turnover rate of accounts receivable 

expressed by time is the number of days of turnover of accounts receivable, also known as 

the average receivable collection period or average current period. It shows how long it 

takes for a company to go from acquiring rights to receivables to collecting payments and 

turning them into cash. (Berk 2014) 

𝐴𝑅𝑇 =
𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝐴𝑐𝑐𝑜𝑢𝑛𝑡𝑠 𝑟𝑒𝑐𝑒𝑖𝑣𝑎𝑏𝑙𝑒
                  （2.16） 

Inventory turnover (IT) is the number of times the inventory is turned over in a 

certain period of time. It is an indicator of the speed of inventory turnover. Higher turnover 

indicates better sales. Under the condition of material quality guarantee period and capital, 

the target number of days for inventory control can be appropriately increased to ensure 

reasonable inventory. On the contrary, the target days of inventory control can be 

appropriately reduced. 
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𝐼𝑇 =
𝑐𝑜𝑠𝑡 𝑜𝑓 𝑔𝑜𝑜𝑑𝑠 𝑠𝑜𝑙𝑑

𝑎𝑣𝑒𝑟𝑎𝑔𝑒𝑑 𝑖𝑛𝑣𝑒𝑛𝑡𝑜𝑟𝑦
                  （2.17） 

Inventory turnover is of great significance to the inventory management of 

enterprises. For example, the profit of a manufacturer is generated by the circulation of 

capital, raw materials, products, sales and capital. If the circulation is fast, that is, the 

turnover is fast, the profit rate under the same amount of capital will be high. Therefore, 

the velocity of turnover represents the measured value of enterprise interests, which is 

called "inventory turnover rate". For inventory turnover, there is no absolute evaluation 

criteria, usually in the same industry compared with each other, or compared with other 

periods within the enterprise. Inventory performance evaluation and analysis, inventory 

turnover is the main content of evaluation. (Keown 2014) 

Total assets turnover (TAT) is the ratio between the net sales revenue and the average 

total assets of an enterprise in a certain period. When using total asset turnover analysis 

to evaluate the use efficiency of assets, it should be combined with the analysis of sales 

profit. Non-current assets in the total amount of assets shall be calculated and analyzed. 

The higher the total asset turnover rate is, the stronger the enterprise's sales ability is, and 

the better the benefit of asset investment is. 

𝑇𝐴𝑇 =
𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝑡𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
                     （2.18） 

2.4 Pyramidal Decompositions and Influence Quantification 

Pyramidal decompositions enable to analyze what drives the value of financial ratios 

such as which factors have impact on its value or evolution. And the principle of pyramidal 

decompositions is to express selected or basic ratio as a product of component ratios. And 

the fundamental example of the pyramidal decomposition is the DuPont analysis 

(decomposition of ROE ratio by three component ratios). (Corelli 2016) 

𝑅𝑂𝐸 =
𝐸𝐴𝑇

𝐸𝑞𝑢𝑖𝑡𝑦
=

𝐸𝐴𝑇

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
∙

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
∙

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠

𝐸𝑞𝑢𝑖𝑡𝑦
        （2.19） 

𝐸𝐴𝑇

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
=net profit margin, 

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠
=assets turnover, 
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𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠

𝐸𝑞𝑢𝑖𝑡𝑦
= 𝑓𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒. 

If we want to separate the effects of taxes and interest, we can decompose the profit 

margin as follows: 

𝑁𝑃𝑀 =
𝐸𝐴𝑇

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
=

𝐸𝐴𝑇

𝐸𝐵𝑇
∙

𝐸𝐵𝑇

𝐸𝐵𝐼𝑇
∙

𝐸𝐵𝐼𝑇

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
              （2.20） 

𝐸𝐴𝑇

𝐸𝐵𝑇
= tax burden, 

𝐸𝐵𝑇

𝐸𝐵𝐼𝑇
= 𝑖𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑏𝑢𝑟𝑑𝑒𝑛, 

𝐸𝐵𝐼𝑇

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
= 𝑜𝑝𝑒𝑟𝑎𝑡𝑖𝑛𝑔 𝑚𝑎𝑟𝑔𝑖𝑛. 

Then we can get formula as follows after substitution into DuPont analysis: 

𝑅𝑂𝐸 =
𝐸𝐴𝑇

𝐸𝑞𝑢𝑖𝑡𝑦
=

𝐸𝐴𝑇

𝐸𝐵𝑇
∙

𝐸𝐵𝑇

𝐸𝐵𝐼𝑇
∙

𝐸𝐵𝐼𝑇

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠
∙

𝑅𝑒𝑣𝑒𝑛𝑢𝑒𝑠

𝑇𝑜𝑡𝑎𝑙 𝑎𝑎𝑠𝑒𝑡𝑠
∙

𝑇𝑜𝑡𝑎𝑙 𝑎𝑠𝑠𝑒𝑡𝑠

𝐸𝑞𝑢𝑖𝑡𝑦
.      （2.21） 

Then we simplify the components and get a formula as follows: 

               𝑅𝑂𝐸 = 𝑇𝑎𝑥 𝑏𝑢𝑟𝑑𝑒𝑛 ∙ 𝐼𝑛𝑡𝑒𝑟𝑒𝑠𝑡 𝑏𝑢𝑟𝑑𝑒𝑛 ∙ 𝑂𝑃𝑀 ∙ 𝐴𝑠𝑠𝑒𝑡𝑠 𝑡𝑢𝑟𝑛𝑜𝑣𝑒𝑟 ∙

                                             𝐹𝑖𝑛𝑎𝑛𝑐𝑖𝑎𝑙 𝑙𝑒𝑣𝑒𝑟𝑎𝑔𝑒.                        （2.22） 

Influence quantification enables to analyze indicators, whose change have caused change 

in the basic ratio. And it provides quantify about how the component ratios contribute to the 

change in basic ratio. And there are five methods for quantification of influence: methods of 

methods of gradual changes, methods of decomposition with surplus, logarithmic 

decomposition method, functional decomposition method, and integral method. (Corelli 2016) 

2.4.1 Method of gradual changes 

The method works with absolute changes in component ratios, and number of the 

component ratios is equal to number of equations for influence quantification, and each 

equation serves for given component ratio. 
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In the case of decomposition with 3 components ratios: 

                       ∆𝑥𝑎1
= ∆𝑎1 ∙ 𝑎2,0 ∙ 𝑎3,0                  

∆𝑥𝑎2
= 𝑎1,1 ∙ ∆𝑎2 ∙ 𝑎3,0                        （2.13） 

 ∆𝑥𝑎3
= 𝑎1,1 ∙ 𝑎2,1 ∙ ∆𝑎3,  

Where, x is basic ratio; Δ x is absolute change in the basic ratio; a is component ratio Δ a 

is absolute change in the component ratio; Δxa1 is absolute change in the basic ratio caused 

by the change in the first (a1) component ratio. 

Advantage of this method: can be applied regardless of positive or negative values in 

component ratio or basic ratio. And disadvantage: the order of components in decomposition 

can influence the results. (Berk 2017) 

2.4.2 Logarithmic decomposition method 

Impact of this method component ration on the change in the basic ratio is calculated as 

follows: 

∆𝑥𝑎𝑖
=

𝑙𝑛𝐼𝑎𝑖

𝑙𝑛𝐼𝑥
∙ ∆𝑥,                         （2.24） 

Where, x is basic ratio, ∆𝑥 is absolute change in the basic ratio, 𝐼𝑥 =
𝑥1

𝑥0
 is index of 

change in the basic ratio, 𝐼𝑎 =
𝑎𝑖,1

𝑎𝑖,0
  is index of change in component ratio. 

Advantage of logarithmic decomposition method is that we just need one formula for the 

impact quantification regardless of how many component ratios we have. (Berk 2017) 

2.4.3 Functional decomposition method 

This method works with the relative changes in basic and component ratios, and 

applicable regardless of the signs of the relative changes. 

∆𝑥𝑟𝑒𝑙𝑎𝑡 = 𝑅𝑥 =
𝑥1−𝑥0

𝑥0
                     （2.25） 

    ∆𝑎𝑖
𝑟𝑒𝑙𝑎𝑡 = 𝑅𝑎𝑖

=
𝑎1−𝑎0

𝑎0
                    （2.26） 
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Influence of the i-th component ratio on the basic ratio. In the case of three component 

ratios: 

∆𝑥𝑎1
=

1

𝑅𝑥
∙ 𝑅𝑎1

∙ (1 +
1

2
∙ 𝑅𝑎2

+
1

2
∙ 𝑅𝑎3

+
1

3
∙ 𝑅𝑎2

∙ 𝑅𝑎3
) ∙ ∆𝑥  

∆𝑥𝑎2
=

1

𝑅𝑥
∙ 𝑅𝑎2

∙ (1 +
1

2
∙ 𝑅𝑎1

+
1

2
∙ 𝑅𝑎3

+
1

3
∙ 𝑅𝑎1

∙ 𝑅𝑎3
) ∙ ∆𝑥     （2.27） 

 ∆𝑥𝑎3
=

1

𝑅𝑥
∙ 𝑅𝑎3

∙ (1 +
1

2
∙ 𝑅𝑎1

+
1

2
∙ 𝑅𝑎2

+
1

3
∙ 𝑅𝑎1

∙ 𝑅𝑎2
) ∙ ∆𝑥.   

2.4.4 Integral decomposition method 

Procedure of this method is similar as in the case of functional method. In the case of 

decomposition with three component ratios: 

∆𝑥𝑎1
=

𝑅𝑎1

𝑅𝑥∗
∙ ∆𝑥                      （2.28） 

𝑅𝑥∗ = ∑ 𝑅𝑎𝑗

𝑁
𝑗=1                       （2.29） 

In general, the influence of j-th component ratio is given as: 

∆𝑥𝑎𝑗
=

𝑅𝑎𝑗

𝑅𝑥∗
∙ ∆𝑥.                     （2.30） 
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3 Profile of Selected Company 

In this chapter, we will know about International Paper company from three aspects: 

history of the company, leadership of the company, global business and the company’s goal of 

2020. 

3.1 History of International Paper Company 

On January 31, 1898, in Albany, New York, 17 pulp and paper mills merged to form the 

International Paper company. In the company's early days, International Paper produced 60 

percent of the paper used in the American press, and exported to Britain, Australia and 

Argentina. From 1898 to 1907, International Paper company, under the leadership of President 

Hugh Chisholm, became a leader in this field. The company has made many achievements, 

including the establishment of the first pulp and paper research laboratory in the United States 

in Glens Falls, and the signing of the first agreement to jointly protect young trees from being 

cut down. After 1913, as a result of America's congress canceled low tariffs on products 

imported from Canada, made large number of products into the us market, caused the fall of 

the International Paper company turnover. From 1924 to 1936, the President of International 

Paper company established a subsidiary in Canada, Canada International Paper company, which 

owned a large area of woodland in Canada and was the world's largest reserve of newsprint. 

International Paper company, in 1941 completed a large-scale institutional restructuring 

and capital restructuring, simplifies the structure of the company. After the second world war, 

International Paper company is developing rapidly. Its President from 1943 to 1954, John 

Hinman, led the company to reduce its debt to zero and increase its dividend. In the meantime, 

International Paper company established research laboratory in Mobile, Alabama, a study on 

forest in Bainbridge, Georgia, choose the most suitable for the trees to make paper pulp. 

In 1956, the International Paper company acquired the long-bell wood company, extending 

its business beyond paper. The International Paper company began to expand its business 

overseas in the late 1950s, and its export volume was in the forefront in London, Paris, Zurich, 

Johannesburg and other cities. In 1959, it opened branches or joint venture capital in Israel, 

Germany, Greece and Italy. That year, for the first time, International Paper reached $1 billion 

in revenue. 
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International Paper continued its expansion into overseas markets in the 1960s, during 

which it acquired some European container manufacturers, thus increasing its influence in the 

European market. The late 1960s was a critical period for the development of International 

Paper company. The company has undertaken an unprecedented number of mergers and 

acquisitions, resulting in increasing assets. However, like many companies that are increasing 

their product range beyond their core business, International Paper found the recent merger 

activity difficult to continue and sold many more companies within a few years. 

International Paper's finances were in trouble in 1970, when pulp and paper production 

fell by 30%. Still, the International Paper company was quite a success. The production of non-

textile fiber makes International Paper company become an important manufacturer of non-

textile fiber, while non-textile fiber, as the basic industry of VERATEC, has been operating this 

special business since 1987. In the late 1960s and early 1970s, the company set up a research 

center in Sterling forest, New York, to study environmental technologies. 

The International Paper company overhauled and restructured all the paper and pulp 

factories in the 1980s. This action made a complete readjustment of the factory. The result was 

increased productivity, with the cost per ton of paper produced falling by 5 per cent between 

1982 and 1988. During the 1980s and mid-1990s, the company experienced unprecedented 

growth in size and sales. By 1996, the company's operating income reached 20 billion dollars.  

Up to now, International Paper is the world's leading packaging and paper company, with 

factories in North America, Latin America, Europe, north Africa, India and Russia, operating 

in more than 24 countries around the world, with customers all over the world, with net sales 

of $23 billion in 2018. 
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3.2 Leadership of International Paper Company 

Mark Sutton has been a member of the board of directors of International Paper since June 

1, 2014. He has been CEO of International Paper since November 1, 2014 and chairman of the 

board of directors since January 1, 2015. He joined International Paper in 1984 and was 

appointed an engineer at the factory in Pineville, Louisiana. In 1994, he became plant manager 

at a factory in Wis. In 2000, Sutton was transferred to Europe as the European director of 

corrugated packaging business, and in 2002 he was promoted to vice President and general 

manager. In 2005, he was appointed vice President of corporate strategic planning and moved 

to Memphis. He was appointed senior vice President of global supply chain in 2007 and senior 

vice President of cultural paper in the Americas in 2009. In November 2011, Sutton was 

appointed senior vice President of industrial packaging. 

W. Michael Amick Jr. was elected senior vice President of paper, pulp, and consumer 

packaging for North America in November 2014. He has worked in various functional 

departments and business departments of International Paper company, including cultural paper 

business, coating paper business, industrial packaging business, etc. In addition, he led the 

company's supply chain reform and was appointed vice President of supply chain in 2002, 

mainly responsible for the continuous improvement of the company's production operations in 

North America. He has also served as executive vice President of xpedx and vice President and 

general manager of the coated white cardboard business. From 2012 to 2014, Mike served as 

vice President of International Paper, President of International Paper India and executive 

chairman of International Paper Andhra Pradesh. 

Tommy s. Joseph joined the International Paper industry in 1982 as a process engineer. In 

1996, he served as the production technical service manager of the cultural paper business 

department. He was plant manager at Camden in 1997 and Mansfield in 1998. In March 2001, 

Tommy was appointed general manager of industrial paper. He was promoted to vice President 

of specialty paper in 2002 and vice President of technology in 2005. In November 2008, served 

as vice President of global production. Tommy has served as senior vice President of production 

and technology since February 2009 and is responsible for global production implementation, 

technology, sustainability, environment, health and safety. Since January 1, 2010, he has been 

responsible for global supply chain procurement. 

Thomas j. Plath joined International Paper in 1991 as a human resources assistant at a 
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factory in Wisconsin. In 1997, he was appointed director of human resources at intellectual 

property Europe. In 2000, he was appointed director of strategic planning for IP Europe. In 

2006, he was appointed xpedx's vice President of human resources. In September 2010, he was 

appointed director of human resources manufacturing at International Paper. He was named a 

company executive in April 2013. In November 2014, Tom became vice President of global 

corporate human resources. In 2017, he was elected senior vice President for human resources 

and global citizenship. 

Sharon r. Ryan, senior vice President, general counsel and board secretary, International 

Paper. She joined International Paper in 1988 as a lawyer in the land and forest products division. 

In 1992, she was appointed vice President and general counsel of Masonite, a subsidiary of the 

International Paper industry. In 1997 Sharon was appointed general counsel of the building 

materials department. In 2000, she became general counsel of the consumer-packaged goods 

and sales and marketing division of the company. Since 2005, she was in the charge of 

International Paper's paper and wood products business. Sharon was promoted to deputy 

general counsel of the company's legal department in 2006. In 2011, she was appointed vice 

President of the company, and in the same year she was appointed acting general counsel and 

secretary of the board. 

3.3 Global Business of International Company 

In terms of industrial packaging, the International Paper industry has carton and cardboard 

factories, carton factories and paper products processing enterprises all over the world, in order 

to meet the sustainable sales, transportation and storage requirements. The industrial packaging 

business mainly targets customers in the following segments: beverages, fruits and vegetables, 

protein and processed foods, consumer and industrial supplies, transportation and distribution, 

and e-commerce. 

On the global cellulosic front, the International Paper industry is the leading producer of 

fluff pulp for absorbent hygiene products such as many non-woven products, as well as pulp 

for paper towels and paper products. The company's cellulosic fiber products serve a diverse 

global customer base with major products including absorbent sanitary products, paper and 

paper towels, textiles, paints and coatings. 

International Paper's global paper business includes imaging and paper processing, 
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commercial printing and various non-coated paper. The main customers are: schools, 

companies, commercial printing, book distribution, office supplies and so on. 

3.4 Goal of 2020 

International Paper has achieved a lot, but they are still committed to the company's 

sustainable development, so they have proposed 12 goals they want to achieve by 2020. On the 

energy side, companies want to procure 15% more energy efficiency; GHG emission reduction 

by 20% through direct and indirect means; The company hopes to reduce water use in strategic 

waters by 2020. Reduce the amount of oxygen-consuming waste water discharged into rivers 

by 15%; Material certification increases third-party certification of fiber by 35%; Reduce the 

fiber loss in the manufacturing process to less than 0.75%; Reduce landfill capacity by 30%; 

Increasing corrugated cardboard box recycling by 15% by finding new sources and transferring 

usable fiber from landfill; Establishing processes to promote transparency and risk governance; 

Zero workplace injuries in terms of safety; Measure and report on the company in the local 

community for education, culture, health, and philanthropic support of public service career. 
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4 Processing Financial Analysis of International Paper Company 

In this chapter, we will use the ratio analysis method mentioned in the second chapter to 

analyze the data in the financial statements of International Paper company from 2102 to 2016. 

Common-size analysis, financial ratios and pyramid decomposition were used to analyze the 

financial situation of International Paper company in the past five years. 

4.1 Common-size Analysis 

Common-size analysis allows financial data to be assessed from one period to the next. 

And types of common-size analysis can be divided into horizontal common-size analysis 

and vertical common-size analysis. 

4.1.1 Vertical common-size analysis 

Based on balance sheet, we use vertical analysis method to analyze the assets part. And 

we can get Table as 4.1 firstly. 

Table 4.1 Assets part of company (in million USD)  

 

2012 2013 2014 2015 2016 

Total current assets 8 905 9 025 7 959 6 477 6 969 

Total non-current assets 23 248 22 503 20 725 24 054 26 376 

Total assets 32 153 31 528 28 684 30 531 33 345 

Source: Own calculation. 

Then we can calculate the proportion as Table 4.2. 
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Table 4.2 Proportion of assets 

 

 

2012 2013 2014 2015 2016 

Proportion of current assets 0.277 0.2863 0.2775 0.2121 0.209 

Proportion of non-current 

assets 

0.723 0.7137 0.7225 0.7879 0.791 

Source: Own calculation. 

In order to get a better picture of the proportions, let's use Graph 4.1 

Graph 4.1 Vertical common-analysis of assets part 

 

  Source: Own calculation. 

According to Graph 4.1, we can find that non-cash assets account for more than 50% of 

the assets of International Paper companies, and this trend is also increasing year by year. This 

indicates that the fixed assets held by the company are much higher than the liquid assets, and 

it also indicates that the long-term assets account for a high proportion of the company's assets. 
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Table 4.3 Liabilities and equity part of company (in million USD) 

 2012 2013 2014 2015 2016 

Total current 

liabilities 
4,998 5,127 4,909 3,924 4,072 

Total non-

current 

liabilities 

20,519  18,117  18,512  22,698 24,914 

Total 

shareholders' 

liabilities 

6,304 8,105 5,115 3,884 4,341 

Total liabilities 

and equity 
32,153 31,528 28,684 30,531 33,345 

Source: Own calculation. 

Table 4.4 Proportion of liabilities and equity 

 2012 2013 2014 2015 2016 

Total current 

liabilities 
0.1554 0.1626 0.1711 0.1285 0.1221 

Total non-

current 

liabilities 

0.6382 0.5746 0.6454 0.7434 0.7472 

Total 

shareholders' 

liabilities 

0.1961 0.2571 0.1783 0.1272 0.1302 

Source: Own calculation. 

We use Graph 4.2 to better reflect the proportion of each part. 
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Graph 4.2 Vertical common-analysis of liabilities and equity part 

 

Source: Own calculation. 

Graph 4.2 intuitively reflects that non-current liabilities account for more than 50% of the 

liabilities and equity of International Paper companies each year, and are increasing year by 

year. This suggests that firms have more long-term debt, which they can mitigate by reducing 

bank debt or issuing fewer bonds. Meanwhile, the proportion of cash liabilities decreases year 

by year, which means the amount of accrued expense, accrued expense and short-term notes 

decreases constantly. The proportion of shareholders' liability is relatively stable, basically 

maintaining at 10% to 20% per year. 

4.1.2 Horizontal common-size analysis 

According to Table 4.1, we can clearly reflect the change trend of various assets in the 

past five years through the line chart. 
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Graph 4.3 Horizontal common-analysis of assets part 

 

Source: Own calculation. 

According to Graph 4.3, we can find that the total non-current assets from 2012 to 2013 

showed a decreasing trend. However, since 2014, total non-current assets have been increasing 

year by year and exceeded 25 billion us dollars in 2016. At the same time, total current assets 

began to show a decreasing trend from 2013 and began to slowly increase until 2015. 

Through Table4.3, we can also use line charts to reflect the changes of various data of 

liabilities and equity of International Paper companies in the past five years. 

Graph 4.4 Horizontal common-analysis of liabilities and equity part 

 

Source: Own calculation. 
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From Graph 4.4, we can see that the total non-current liabilities of International Paper 

company showed a decreasing trend from 2012 to 2013, and increased slowly from 2013 to 

2014, and increased rapidly after 2014. The company's total current liabilities increased from 

2012 to 2013 and then decreased after 2013. Total shareholders’ liabilities declined slowly over 

the five years. Therefore, it can be inferred that International Paper company began to change 

its strategy from 2013, making its total non-current liabilities increase while total cash liabilities 

and total shareholders' liabilities decrease. 

4.2 Financial Ratio Analysis 

Next, we use the financial ratio analysis method to analyze various indicators and financial 

conditions of the company. 

4.2.1 Profitability ratios 

Profitability ratios can be used to analyze the company’s ability to generate profit from 

invested capital. According to formulas in 2.3, we can combine the balance sheet and income 

statement to calculate the operating profit margin (OPM), net profit margin (NPM), return on 

assets (ROA) and return on equity (ROE). 

Table 4.5 Profitability ratios (in percentage) 

 Formula 2012 2013 2014 2015 2016 

OPM (2.5) -4.88% 176.78% -254.29% -16.47% 138.14% 

NPM (2.6) -5.13% 179.68% -248.51% -13.52% 138.58% 

ROA (2.7) -0.12% 7.73% -4.75% -0.49% 3.74% 

ROE (2.8) -0.62% 29.89% -25.31% -3.17% 28.68% 

Source: Own calculation. 

Graph 4.5 was used to better reflect the changes of various ratios over time. 
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Graph 4.5 Profitability ratios 

 

Source: Own calculation. 

The higher the operating profit margin is, the more the operating profit is provided by the 

sales of commodities, and the stronger the profitability is. On the contrary, the lower the ratio, 

the weaker the profitability of the enterprise. As Table 4.5 shows, in 2014 and 2015, the 

operating profit margin was lower than 0, indicating that the profitability of the company was 

weak in these two years. The good news is that things have improved since 2015. The data of 

2016 showed that the profitability of the company improved greatly at this time.   

Net profit margin and operating profit margin had the same trend in the five years. 

According to Graph 4.5, After 2012, the net profit margin continued to decline, indicating that 

the growth rate of main business income was faster than the growth rate of net profit, and the 

company's profitability declined. After 2014, the net profit margin kept rising, indicating that 

the net profit grew faster than the main business income. In other words, the company's 

profitability increased. 

Return on assets is the ratio between the total after-tax income (plus interest) of the 

company and the total assets of the company. From 2012 to 2013, the return on assets of 

International Paper company increased, which also indicates that the profitability of the 

company is improving. The return on assets in 2014 was the lowest in the five years, indicating 

that the company's profitability was low at that time. Profitability improved in both 2015 and 

2016. 
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According to the data in Table 4.5, we can see that the return on equity of the company in 

2012, 2014 and 2015 was low, indicating that the company's profitability in these three years 

was not optimistic. From the perspective of the trend, the return on equity of shareholders 

increased from 2012 to 2013, decreased from 2013 to 2014, and improved from 2015 to 2016, 

with the return on equity rising and the profitability enhanced. 

4.2.2 Liquidity ratios 

Liquidity ratio is the ratio used to reflect the short-term solvency of enterprises. Through 

the formula in 2.3, we can calculate the current ratio, quick ratio and cash ratio. 

Table 4.6 Liquidity ratios  

  Formula 2012 2013 2014 2015 2016 

Current ratio (2.9) 1.7817 1.7603 1.6213 1.6506 1.7114 

Quick ratio (2.10) 1.7271 1.2093 1.1275 1.0828 1.1127 

Cash ratio (2.11) 0.2605 0.3515 0.3832 0.2676 0.2537 

Source: Own calculation. 

Similarly, Graph 4.6 was used to better reflect the changes of various ratios over time. 

Graph 4.6 Liquidity ratios 

 

Source: Own calculation. 

The higher the current ratio is, the more liquid the company's assets will be. It can be 
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concluded from Table 4.6 that the current ratio of International Paper companies was higher 

than 1.5 from 2012 to 2016, indicating that the company had a good debt paying situation and 

a high short-term debt paying ability in the five years. It also shows that the company's assets 

have high liquidity. 

According to Table 4.6, we can see that the quick ratio is basically maintained at about 1. 

Among them, the quick ratio in 2012 was the largest, indicating that the company had a large 

amount of idle funds in this year. Through strategy adjustment, such as Graph4.6, the data 

showed a trend of slow decline year by year. 

It can be seen from Table 4.6 that the cash ratio of the company in each year is higher than 

20%, which is a good situation for the company. At the same time, the company's cash ratio 

should not be too high, if the ratio is too high, it means that the enterprise's current assets are 

used improperly. So on a trend basis, it hit a five-year high in 2014 and then slowly declined. 

4.2.3 Solvency (leverage) ratios 

Solvency ratios are ratios used to judge the security and Solvency of short-term debt of a 

company. Debt ratio, debt-to-equity ratio and interest coverage can be calculated by combining 

the formula of 2.3. 

Table 4.7 Solvency ratios 

  Formula 2012 2013 2014 2015 2016 

Debt ratio (2.12) 0.3016 0.2800 0.3009 0.2897 0.3321 

Debt to Equity ratio (2.13) 1.4611 1.0655 1.6399 2.2625 2.5407 

Interest coverage (2.14) -0.1175 13.6089 -9.2095 -6.0400 69.2222 

Source: Own calculation. 

To better reflect the change of debt ratio over time, we created Graph 4.7. 
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Graph 4.7 Debt ratio 

 

Source: Own calculation. 

The debt ratio reflects the ability of an enterprise to repay the principal and interest of its 

debts. Table 4.7 shows that the debt ratios of International Paper companies have been around 

0.3 for five years. Graph4.7 intuitively shows the lowest debt ratio in 2013, indicating that the 

company has strong independence and good long-term financial stability. After 2013, the ratio 

increased, with the highest ratio in 2016, indicating that the company's production and operation 

funds increased in this year, and the source of funds increased, but also indicating that the 

company's risks increased. 

Graph 4.8 Debt-to-equity ratio

 

Source: Own calculation. 
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The debt-to-equity ratio fell from 2012 to 2013 and continued to rise after 2013, according 

to Graph4.8. The company was a low-risk, low-reward financial structure in 2013. In 2016, 

when the debt-to-equity ratio of International Paper company was above 2.5, the company 

became a high-risk and high-reward financial structure. 

Graph 4.9 Interest coverage 

 

Source: Own calculation. 

According to Graph4.9, the company's interest coverage was the smallest in 2014 and 2015, 

indicating that the company's ability to pay interest on debts was weak at that time. This 

situation has changed a lot in 2016, the company has a strong ability to repay debt interest. 

Make creditors feel safe and secure. 

4.2.4 Assets management (activity) ratios 

Assets management ratios are used to measure the turnover of a company's assets. By 

using the formula in 2.3, we can get the relevant ratio. 

  



41 

 

Table 4.9 Assets management ratios 

  Formula 2012 2013 2014 2015 2016 

Average 

collection 

period 

 

(2.15) 1604.906 981.248 2070.671 1050.163 1197.738 

Accounts 

receivable 

turnover 

 

(2.16) 0.224 0.366 0.173 0.342 0.300 

Inventory 

turnover 

(2.17) 
2.926 0.487 0.221 0.411 0.370 

Total 

assets 

turnover 

 

(2.18) 0.024 0.043 0.018 0.030 0.027 

Source: Own calculation. 

Also, in order to better reflect the change of average collection period over time, we use 

Graph 4.10. 

Graph 4.10 Average collection period 

 

Source: Own calculation. 

By observing Table 4.9, we found that the average collection period of International Paper 

company from 2012 to 20016 was very large, indicating that accounts receivable was a big data 

relative to income. By analyzing Graph4.10, it can be found that the average collection period 

of the company is not stable, which is mainly related to the business volume of the company. 
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Graph 4.11 Assets management ratios 

 

Source: Own calculation. 

Accounts receivable turnover is the ratio between revenue and accounts receivable. 

Graph4.11 shows that the accounts receivable turnover from 2012 to 2013 has been slightly 

increased. Over the next four years, the Figures levelled off, indicating a reduction in the ratio 

of revenue to accounts receivable. 

Inventory turnover is the ratio of cost of goods sold to the average inventory. Graph4.11 

shows that the inventory turnover rate decreased significantly from 2012 to 2013, indicating 

that during this period, the liquidity of inventory assets of International Paper companies 

became weaker, and the velocity of inventory and capital turnover occupied in inventory 

became slower. In other words, the company's short-term solvency and liquidity also weakened. 

  The turnover of total assets is the ratio of revenue to total assets. In general, the higher 

the total asset turnover rate is, the stronger the sales capability of the company is, and the better 

the benefit of asset investment is. According to the calculation, the total asset turnover rate of 

International Paper company has been maintained at a low level for five years. In this case, the 

company can continue to tap the potential, actively generate revenue, improve product market 

share, improve asset utilization efficiency. 
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4.3 Pyramidal Decompositions 

The fundamental example of the pyramidal decomposition is the DuPont analysis which 

is the decomposition of ROE ratio by three component ratios. According to the calculation 

process in 2.4 and formula 2.21, we can first obtain the data in Table 4.10. 

Table 4.10 Relevant data required 

  2012 2013 2014 2015 2016 

ROE -0.62% 29.89% -25.31% -3.17% 28.68% 

EAT -41 2476 -1332 -124 1250 

Revenues 799 1378 536 917 902 

Total assets 32153 31528 28684 30531 33345 

Equity 6636 8284 5263 3909 4359 

∆ROE（absolute）   30.51% -55.20% 22.14% 31.85% 

∆ROE（relative）   -4937.63% -184.68% -87.47% -1004.00% 

I（ROE）   -4837.63% -84.68% 12.53% -904.00% 

Source: Own calculation. 

4.3.1 Method of gradual changes 

We use formula 2.23 to calculate. 

Table 4.11 Result of 2012-2013 by gradual change method 

  2012 2013 ∆a ∆xai order 

a1=EAT/Rev -0.0513 1.7968 1.8481 0.2225 1 

a2=Rev/Assets 0.0248 0.0437 0.0189 0.1642 2 

a3=Assets/Equity 4.8452 3.8059 -1.0393 -0.0816 3 

sum       30.51%   

Source: Own calculation. 

EAT stands for earnings after tax, while Rev stands for revenue. And a1 represents net 

profit margin, a2 represents assets turnover and a3 represents financial leverage. 

We first calculated with the data of 2012 and 2013, and concluded that the net profit margin 

has the greatest impact on ROE, followed by the asset turnover, and the financial leverage has 

the least impact. 
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Table 4.12 Result of 2013-2014 by gradual change method 

  2013 2014 ∆a ∆xai order 

a1=EAT/Rev 1.7968 -2.4851 -4.2819 -0.7123 1 

a2=Rev/Assets 0.0437 0.0187 -0.0250 0.2366 2 

a3=Assets/Equity 3.8059 5.4501 1.6442 -0.0764 3 

sum       -55.20%   

Source: Own calculation. 

From the data calculated in 2013 and 2014, we can see that the net profit margin is still 

the biggest influence on the ROE of International Paper company, followed by the asset 

turnover, and the financial leverage is the smallest influence. 

Table 4.13 Result of 2014-2015 by gradual change method 

  2014 2015 ∆a ∆xai order 

a1=EAT/Rev -2.4851 -0.1352 2.3499 0.2393 1 

a2=Rev/Assets 0.0187 0.0300 0.0113 -0.0084 3 

a3=Assets/Equity 5.4501 7.8104 2.3603 -0.0096 2 

sum       22.14%   

Source: Own calculation. 

After calculating with the data in 2014 and 2015, we can see that the biggest impact on the 

ROE of International Paper company is the net profit margin, but this time the least impact is 

the asset turnover. 

Table 4.14 Result of 2015-2016 by gradual change method 

  2015 2016 ∆a ∆xai order 

a1=EAT/Rev -0.1352 1.3858 1.5210 0.3568 1 

a2=Rev/Assets 0.0300 0.0271 -0.0030 -0.0323 2 

a3=Assets/Equity 7.8104 7.6497 -0.1607 -0.0060 3 

sum       31.85%   

Source: Own calculation. 

Using the data of 2015 and 2016, we get similar results as the previous two calculations. 

It is still the net profit margin that has the greatest impact on the return on equity, followed by 

the return on assets and finally financial leverage. 
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4.3.2 Logarithmic decomposition method  

We use formula 2.24 to calculate. 

Table 4.15 Result of 2012-2013 by logarithmic decomposition method 

  2012 2013 Iai ∆xai order 

a1=EAT/Rev -0.0513 1.7968 -35.0158 0.2796 1 

a2=Rev/Assets 0.0248 0.0437 1.7588 0.0444 2 

a3=Assets/Equity 4.8452 3.8059 0.7855 -0.0190 3 

Source: Own calculation. 

Then we can see the result of the order is same as Table 4.11. 

Table 4.16 Result of 2013-2014 by logarithmic decomposition method 

  2013 2014 Iai ∆xai order 

a1=EAT/Rev 1.7968 -2.4851 -1.3831 1.0761 3 

a2=Rev/Assets 0.0437 0.0187 0.4275 -2.8197 1 

a3=Assets/Equity 3.8059 5.4501 1.4320 1.1916 2 

  Source: Own calculation. 

  According to Table 4.16, we can see that the biggest impact on the ROE of International 

Paper company is the asset turnover, then it comes to the financial leverage, and net profit 

margin has less impact on ROE. 

Table 4.17 Result of 2014-2015 by logarithmic decomposition method 

  2014 2015 Iai ∆xai order 

a1=EAT/Rev -2.4851 -0.1352 0.0544 0.3103 1 

a2=Rev/Assets 0.0187 0.0300 1.6073 -0.0506 2 

a3=Assets/Equity 5.4501 7.8104 1.4331 -0.0384 3 

  Source: Own calculation. 

  According to Table 4.17, we can also see that the net profit margin that has the greatest 

impact on the return on equity, followed by the return on assets and finally financial leverage.  
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Table 4.18 Result of 2015-2016 by logarithmic decomposition method 

  2015 2016 Iai ∆xai order 

a1=EAT/Rev -0.1352 1.3858 -10.2483 0.3366 1 

a2=Rev/Assets 0.0300 0.0271 0.9006 -0.0151 2 

a3=Assets/Equity 7.8104 7.6497 0.9794 -0.0030 3 

  Source: Own calculation. 

By the above calculation results, we find that the result of logarithmic decomposition is 

similar with the result of gradual change method. Basically, it's the net profit margin that makes 

the most difference to ROE. 

4.3.3 Functional decomposition method 

We use formula 2.25, 2.26 and 2.27 to calculate. 

Table 4.19 Result of 2012-2013 by functional decomposition method 

  2012 2013 Rai ∆xai order 

a1=EAT/Rev -0.0513 1.7968 -36.0158 0.2710 1 

a2=Rev/Assets 0.0248 0.0437 0.7588 0.0682 2 

a3=Assets/Equity 4.8452 3.8059 -0.2145 -0.0346 3 

Source: Own calculation. 

Still, we get the same result as last two method, which the net profit margin has the greatest 

impact on ROE, followed by the asset turnover, and the financial leverage has the least impact. 

Table 4.20 Result of 2013-2014 by functional decomposition method 

  2013 2014 Rai ∆xai order 

a1=EAT/Rev 1.7968 -2.4851 -2.3831 0.0125 1 

a2=Rev/Assets 0.0437 0.0187 -0.5725 -0.0011 2 

a3=Assets/Equity 3.8059 5.4501 0.4320 -0.0007 3 

Source: Own calculation. 

Then we can get the same order of impact as Table 4.17. 
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Table 4.21 Result of 2014-2015 by functional decomposition method 

  2014 2015 Rai ∆xai order 

a1=EAT/Rev -2.4851 -0.1352 -0.9456 0.3848 1 

a2=Rev/Assets 0.0187 0.0300 0.6073 -0.0933 2 

a3=Assets/Equity 5.4501 7.8104 0.4331 -0.0368 3 

Source: Own calculation. 

The same order as Table 4.18. 

Table 4.22 Result of 2015-2016 by functional decomposition method 

  2015 2016 Rai ∆xai order 

a1=EAT/Rev -0.1352 1.3858 -11.2483 0.3357 1 

a2=Rev/Assets 0.0300 0.0271 -0.0994 -0.0144 2 

a3=Assets/Equity 7.8104 7.6497 -0.0206 -0.0028 3 

Source: Own calculation. 

Similarly, using the functional decomposition method to calculate the result is the same. 

The biggest influence on corporate debt returns is net profit margin, followed by asset turnover 

and finally financial leverage. 

4.3.4 Integral deposition method 

We use formula 2.28, 2.29 and 2.30 to calculate.  

Table 4.23 Result of 2012-2013 by integral deposition method 

  2012 2013 Rai ∆xai order 

a1=EAT/Rev -0.0513 1.7968 -36.0158 0.2225 1 

a2=Rev/Assets 0.0248 0.0437 0.7588 -0.0047 2 

a3=Assets/Equity 4.8452 3.8059 -0.2145 0.0013 3 

  Source: Own calculation. 

  Then we can see from Table 4.23 that the net profit margin from 2012 to 2013 is still 

the most powerful impact on ROE. 
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Table 4.24 Result of 2013-2014 by integral deposition method 

  2013 2014 Rai ∆xai order 

a1=EAT/Rev 1.7968 -2.4851 -2.3831 -0.7123 1 

a2=Rev/Assets 0.0437 0.0187 -0.5725 -0.1711 2 

a3=Assets/Equity 3.8059 5.4501 0.4320 0.1291 3 

  Source: Own calculation. 

And we can get the same result according to Table 4.24. 

Table 4.25 Result of 2014-2015 by integral deposition method 

  2014 2015 Rai ∆xai order 

a1=EAT/Rev -2.4851 -0.1352 -0.9456 0.2393 1 

a2=Rev/Assets 0.0187 0.0300 0.6073 -0.1537 2 

a3=Assets/Equity 5.4501 7.8104 0.4331 -0.1096 3 

  Source: Own calculation. 

  Also, the net profit margin influenced ROE the most, and the financial leverage 

influenced ROE the least from 2014 to 2015. 

Table 4.26 Result of 2015-2016 by integral deposition method 

  2015 2016 Rai ∆xai order 

a1=EAT/Rev -0.1352 1.3858 -11.2483 0.3568 1 

a2=Rev/Assets 0.0300 0.0271 -0.0994 0.0032 2 

a3=Assets/Equity 7.8104 7.6497 -0.0206 0.0007 3 

  Source: Own calculation. 

According to the results of integral deposition method, we can get the same conclusion. 

And The order of the data in the four methods is slightly different, because there are some 

inevitable errors in the calculation, and it is also related to the order in which the ratios are 

calculated. 
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5 Conclusion 

The main purpose of this thesis was to analyze the financial situation of International Paper 

company through its five-year annual financial statements. 

In this thesis, we introduced the method of financial analysis, roughly understood the 

profile of the company, and evaluated the International Paper company with theoretical 

knowledge. 

We used the financial statements of International Paper company, including balance sheet 

and income statement. Then we used common-size analysis, financial ratio analysis, and 

pyramid decomposition analysis to evaluate International Paper companies. 

According to common-size analysis, we know that the total assets of International Paper 

company were increasing continuously, because the company actively expands its main 

business after establishing papermaking as its core business.  

According to the profitability ratio analysis, it could be seen that the company's 

profitability was the lowest in 2014. The reason is that the company successively divested the 

non-performing assets, including the expenses caused by the separation and reorganization of 

the distribution business of XPEDX and the losses caused by the closure of some paper factories 

in Georgia.  

Through the liquidity ratio analysis, we can know that the International Paper company 

has a good short-term solvency and high liquidity of its assets. The quick ratio in 2012 indicates 

that the company has a lot of idle funds in this year.  

Solvency ratio shows that the security and long-term debt solvency of International Paper 

company are in good condition in 2016, which is also due to the company's cash acquisition of 

the pulp business of Weyerhaeuser company in 2016.  

According to assets management ratios, we measured the turnover of the company's assets, 

and we could see the data fluctuates a lot, which was about changing the structure of the 

business. After 2012, the company's main business is no longer average, but the industrial 

packaging business accounts for an increasing proportion of revenue, which reached 67% in 

2016.  
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By using the pyramidal decomposition, we could get the same conclusion through four 

calculation method. The biggest influence on corporate debt returns was net profit margin, 

followed by asset turnover and finally financial leverage.  

International Paper company is the global paper industry leader, the current International 

Paper industry growth is relatively stable, and the market also gives it a valuation of about 28 

times the pricing level. 
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EBIT: Earnings before Interest and tax  

EAT: Earning after tax 
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NPM: Net Profit Margin 
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TAT: Total assets turnover 

IT: Inventory turnover 

ACP: Average collection period 

ART: Accounts receivable turnover 
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Annex 1 Balance Sheet of International Paper Company 

 

In millions USD,except per share amounts,at

December31
2012 2013 2014 2015 2016

ASSETS

Current Assets

  Cash and temporary investments $1,302 $1,802 $1,881 $1,050 $1,033

  Accounts and notes receivable 3,562 3,756 3,083 2,675 3,001

  Inventories 273 2,825 2,424 2,228 2,438

  Deferred income tax assets 323 302 331 312 299

  Assets of businesses held for sale 759 — — — —

  Other current assets 229 340 240 212 198

Total Current Assets 8,905 9,025 7,959 6,477 6,969

Plants,Properties and Equipment,net 13,949 13,672 12,728 11,980 13,990

Forestlands 622 557 507 366 456

Investments 887 733 248 228 360

Financial Assets of Special Purpose Entities 2,108 2,127 2,145 7,014 7,033

Goodwill 4,315 3,987 3,773 3,335 3,364

Deferred Charges and Other Assets 1,367 1,427 1,324 1,131 1,173

TOTAL ASSETS $32,153 $31,528 $28,684 $30,531 $33,345

LIABILITIES AND EQUITY

Current Liabilities

   Notes payable and current maturities of long- $444 $661 $742 $426 $239

   Accounts payable 2,775 2,900 2,664 2,078 2,309

   Accued payroll and benefits 508 511 477 434 430

   Liabilities of businesses held for sale 44 — — — —

   Other accrued liabilities 1,227 1,055 1,026 986 1,094

Total Current Liabilities $4,998 $5,127 $4,909 $3,924 $4,072

Notes payable and current maturities of long-term 9,696 8,827 8,631 8,844 11,075

Nonrecourse Financial Liabilities of Special 2,036 2,043 2,050 6,277 6,284

Deferred Income Taxes 3,026 3,765 3,063 3,231 3,376

Pension Benefit Obligation 4,112 2,205 3,819 3,548 3,400

Postretirement and Postemployment Benefit 473 412 396 364 330

Other Liabilities 1,176 702 553 — —

Redeemable Noncontrolling Interest — 163 — 434 449

Commitments and Contingent Liabilities

Equity

  Common stock $1 par value 440 447 449 449 449

  Paid-in capital 6,042 6,463 6,245 6,243 6,189

  Retained earnings 3,662 4,446 4,409 4,649 4,818

  Accumulated other comprehensive loss (3,840) (2,759) (4,646) (5,708) (5,362)

6,304 8,597 6,457 5,633 6,094

 Less:Common stock held in treasury,at cost — 492 1,342 1,749 1,753

Total Shareholders' Equity 6,304 8,105 5,115 3,884 4,341

  Noncontrolling interests 332 179 148 25 18

Total Equity 6,636 8,284 5,263 3,909 4,359

TOTAL LIABILITIES AND EQUITY $32,153 $31,528 $28,684 $30,531 $33,345
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Annex 2 Income Statement of International Paper Company 

 

In millions for the year December 31 2012 2013 2014 2015 2016

NET EARNINGS $799 $1,378 $536 $917 $902

OTHER COMPREHENSIVE INCOME,

NET OF TAX

 Amortization of pension and post-retirement prior

service costs and net loss:

   U.S. plans (less tax of $124, $195, $154, $186 195 307 242 296 545

 Pension and postretirement liability adjustments:

   U.S. plans (less tax of $583, $576, $789, $206 (914) 1,188 (1,253) (329) (451)

   Non-U.S. plans (less tax of $9, $3, $5, $0 and (25) (4) (18) (2) 3

 Change in cumulative foreign currency

translation adjustment
(131) (426) (876) (1,042) 260

   Net gains/losses on cash flow hedging

   Net gains (losses) arising during the period (less

tax of $1, $2, $3, $3 and $3)
15 — 10 (3) (6)

   Reclassification adjustment for (gains) losses

included in net earnings (less tax of $13, $3, $1,
22 (7) (4) 12 (7)

TOTAL OTHER COMPREHENIVE

INCOME(LOSS), NET OF TAX
(838) 1,058 (1,899) (1,068) 344

Comprehensive income (Loss) (39) 2,436 (1,363) (151) 1,246

Net (Earnings) Loss Attributable to (5) 17 19 21 2

Other Comprehensive (income) Loss Attributable

to Noncontrolling interests
3 23 12 6 2

COMPREHENSIVE INCOME (LOSS)

ATTRIBUTABLE TO INTERNATIONAL
($41) $2,476 ($1,332) ($124) $1,250


