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Introduction and Company’s Overview
Hershey Company is among the largest confectionery firm globally that produces and sells chocolate, mints, sweets, and snacks. The company was incorporated in the year 1927 under the State of Delaware laws ("Hershey Company: 2016 Annual Report", 2017). The company distributes and sells the products under approximately 80 brand names in about 80 countries in the world. Being an American corporation, the company applies Generally Accepted Accounting Principles (GAAP). However, Ghana, a target market adopted the International Financial Reporting System (IFRS) in the year 2008 (Acquaye, 2016). Thus, the company establishment in Ghana would require the company to conform to Ghana’s accounting system which is IFRS. Acceptance of IFRS is a challenge that faces the accounting profession in the current business world (Blanchette, Racicot & Girard, 2011). The objective of application of IFRS is to give considerably accurate information on a firm’s financial performance to the users of financial exports such as the investors and other users. IFRS is thus, adapted to enhance global standards in the accounting profession. However, various countries use national based GAAP standards such as the U.S. domestic firms in the U.S are required to report their financial performance using U.S GAAP (Blanchette, Racicot & Girard, 2011). Thus, Hershey would require a transition from GAP to the IFRS as required in the target market, Ghana. 
The major differences between the IFRS and GAAP reporting arise in income and shareholders’ equity reporting. The profitability ratios assess the profitability of a business using the reported net income. Therefore, what is reported under the U.S GAAP would differ using the IFRS in Ghana (Baki, Uthman & Mubaraq, 2014). However, these accounting systems have similarities and the financial analysis would result in similar results in both markets (U.S and Ghana). This article discusses how the differences would affect Hershey’s financial reporting
The financial health of Hershey Company 
Financial analysis (Appendix)
a. Risk Ratios 
 i.    Liquidity 
1.    Receivables Turnover Ratio
The company’s receivables turnover ratio is 12 indicating the company indicating the company receives the receivables monthly in a given year.  This is a reasonable period since a prolonged period of receivables deprives reduces a company’s working capital and liquidity. 
2.    Average Collection Period 
The company’s average collection period is 28 days. This indicates the company collects debts within 28 days before the monthly credit sales. This is a strong indication that the company has no challenges on cash flow and meeting in the short obligations. 
3.     Inventory Turnover 
The company’s inventory turnover is 5 indicating the company turned inventory into sales five times in an year. This is a lower rate given the type of products sold by the company some of which are perishable such as snacks. Thus, the inventory incurs extra cost to the company due to cost associated to warehousing such as floor space, dumping some products on expiry among other costs.

4.    Average Days in Inventory 
The average days in inventory for Hershey for the year 2016 was 63 days while that of year 2017 was 67 days. This indicates that inventory remains on the company’s shelves for an average of 65 days. This is a long period given the type of products manufactured and sold by the company (sweets, chocolate etc). Thus, the company’s takes a long period on converting the inventory into sales.
5.    Current Ratio
The company’s current ratio for the two years under consideration is slightly below 1. This is an indication that the company experiences some challenges in meeting the short-term obligations as well as long-term cash obligations.  Thus, Hershey has liquidity challenges in carrying the day to day activities. 
6.    Acid Test Ratio 
Hershey’s acid test ratio was 0.46 for the two years under consideration. Just like the current ratio, the acid test ratio indicates liquidity challenges faced by the company. 
ii.    Solvency 
1.    Debt to Equity Ratio 
Hershey’s debt to equity ratio was 5.67 and 4.96 for the period ended year 2016 and year 2017 respectively. Although the trend is a declining one, the company is highly leveraged with excess debt relative to the shareholders’ equity. This indicates that the company operates under a high cost capital structure with high interest obligation to the lenders. This is a negative implication to the profitability of the company. 
b. Profit Ratios 
1. Gross Profit Ratio 
The company’s gross profit ratio for the year 2016 was 42% while that of year 2017 was 46% indicating growth in profit. This is strength to the company in generating profit from the sales. 
2.    Return of Assets
This ratio incites the company’s ability to utilize the assets in generating profit. The return on assets for Hershey was 13% and 14% for year 2016 and 2017 respectively. 
3.    Profit Margin 
The company’s profit margin was 10% for the two years. A positive profit margin is a reflection of profitability and vice versa. 
4.    Asset Turnover 
Hershey’s asset turnover ratio averaged 135% for the two years under consideration. This indicates a high efficiency of the company in utilizing assets in generating sales. 
5.    Return on Equity 
Hershey’s return on equity for the two years under consideration averaged 85%, indicating a high return to shareholder’s equity. The company generates high income from the shareholders’ equity. 

6.    Price to Earnings 
The price-earnings ratio for Hershey was $30. This indicates that an investor can invest $30 to earn $1 for the total earnings generated by the company.
Accounting Policies of Hershey
Inventory 
The company’s accounting policy on inventories is a valuation of inventories at the lower cost of market value which is adjusted for the value of inventory that is estimated to be unsellable, obsolete or excess. U.S GAAP requires absorption costing to be used on external reporting (Blanchette, Racicot & Girard, 2011). Hershey complies with this policy by use of absorption costing when valuing the inventories when preparing the annual financial reports. Hershey also values the inventory under the last in first out (LIFO) method which is also an essential policy under U.S GAAP accounting system. on the contrary, the IFRS requires the valuation of inventories to be carried out using the fist in first out (FIFO) approach (Blanchette, Racicot & Girard, 2011). Thus, for general Hershey would require applying the FIFO method in Ghana when preparing the financial reports in Ghana for tax purposes in the country as well as other accounting information users in the country. However, when preparing the consolidated reports of the company adjustments on the valuation of inventories are done to LIFO method ("Hershey Company: 2017 Annual Report", 2018). 



Depreciation  
Depreciation is accounted for the company’s property, plant, and equipment. Hershey uses a straight line method on depreciation. The estimated useful life of the assets is classified as follows by the company;
· 3 to 5 years for machinery and equipment 
· 25 to 40 years for buildings and related improvements 
Both the IFRS and the U.S GAAP allows the depreciation of assets in any approach such as straight-line method, diminishing balance among other approaches. Therefore, Hershey would not have any significant change in accounting policy on depreciation and it can still apply the straight-line method under IFRS approach in Ghana. 
Investment
Hershey applies the U.S GAAP accounting on valuing investment. Unlike under IFRS, U.S GAAP allows companies to value investments on their face value particularly when an investment does not have a determinable face value (Gupta, Akhter & Chaklader, 2017). On the contrary, IFRS does not have a practical expedient for investments in determining the net asset value. 
Events Disclosed in the Notes Section
Effective Tax Rate 
The effective tax rate can either be higher or lower than the federal statutory income tax rate. For instance, the statutory federal income tax rate for the year 2016 was 35% while the effective tax rate during the same year was 34.5%. this is attributable to the tax credits, production income deduction, foreign rate differences among other factors. The tax laws enacted in December 2017 reduces the corporate income tax rate from 35% to 21%, the rate that was effective since January 2018. The corporate income tax rate in Ghana is 25% ("Ghana Corporate - Taxes on corporate income", 2018). Therefore, the country’s income tax rate is currently higher than the rate in the U.S (21%). Therefore, when calculating tax liability for the overall income generated by Hershey in a given year, the effective tax would be higher than the federal statutory rate attributable to higher tax expense in Ghana. 
Tax Sensitivity in Ghana
Ghana is one of the emerging economies and thus, the country’s government incentivizes the foreign trade by standardizing various factors such as tax with an objective of economic growth in the country. Therefore, the country charges both the local and foreign corporations at a similar rate of 25% ("Ghana Corporate - Taxes on corporate income", 2018). Thus, there is no tax sensitivity in Ghana. Thus, Hershey would be obliged to an income tax rate of 25% similar to other companies in the industry both local and international firms.
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Appendix – Ratio Analysis 
	a. Risk Ratios 
	
	
	
	
	
	
	

	i. Liquidity Ratios 
	
	
	
	
	
	2017
	2016

	1. Receivables turnover ratio = Credit sales / Average accounts receivables 
	12.77564419
	12.7974272

	Credit sales
	
	
	
	
	
	7,515,426
	7,440,181

	Average accounts receivables 
	
	
	
	
	588,262
	581,381

	2. Average collection period = 365 days/ Accounts receivable turnover 
	28.56998792
	28.5213579

	3. Inventory turnover = Cost of goods sold/ Average inventory 
	
	5.40742871
	5.74281392

	Cost of goods sold
	
	
	
	
	
	4,070,907
	4,282,290

	Inventory
	
	
	
	
	
	
	752,836
	745,678

	4. Average days in Inventory = 365/ Inventory turnover ratio 
	
	67.49973409
	63.5576923

	5. Current ratio = Current assets/ Current liabilities 
	
	
	0.964059015
	0.95147014

	Current assets 
	
	
	
	
	
	2,001,910
	1,816,778

	Current liabilities
	
	
	
	
	
	2,076,543
	1,909,443

	6. Acid-test ratio = Cash + Accounts receivable/ Current liabilities
	
	0.466371753
	0.46000221

	Cash 
	
	
	
	
	
	
	380,179
	296,967

	Accounts receivables 
	
	
	
	
	
	588,262
	581,381

	Current liabilities 
	
	
	
	
	
	2,076,543
	1,909,443

	
	
	
	
	
	
	
	
	

	ii. Solvency 
	
	
	
	
	
	
	

	1. Debt to equity ratio = Total debt/ Shareholders' equity 
	
	4.961716037
	5.67442282

	Total debt 
	
	
	
	
	
	4,622,161
	4,696,646

	Shareholders' equity 
	
	
	
	
	
	931,565
	827,687

	
	
	
	
	
	
	
	
	

	b. Profit Ratios 
	
	
	
	
	
	
	

	1. Gross profit ratio = (Total revenue -  cost of goods sold)/ Total revenue 
	46%
	42%

	Total revenue 
	
	
	
	
	
	7,515,426
	7,440,181

	Cost of goods sold 
	
	
	
	
	
	4,070,907
	4,282,290

	2. Return of assets = Net income/ Total assets' value
	
	14%
	13%

	Net income 
	
	
	
	
	
	782,981
	720,044

	Total assets' value 
	
	
	
	
	
	5,553,726
	5,524,333

	3. Profit margin = Net income/ Net sales
	
	
	
	10%
	10%

	Net income 
	
	
	
	
	
	782,981
	720,044

	Net sales 
	
	
	
	
	
	
	7,515,426
	7,440,181

	4. Asset turnover = Sales / Total assets
	
	
	
	135%
	135%

	Sales 
	
	
	
	
	
	
	7,515,426
	7,440,181

	Total assets 
	
	
	
	
	
	5,553,726
	5,524,333

	5. Return on equity = Net income / Total common equity
	
	
	84%
	87%

	Net income 
	
	
	
	
	
	782,981
	720,044

	Total common equity 
	
	
	
	
	
	931,565
	827,687

	6. Price to earnings ratio = Market value per share/ EPS
	
	30.34300792
	30.1449275

	Market value per share
	
	
	
	
	115
	104

	EPS 
	
	
	
	
	
	
	3.79
	3.45



