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Module 12 – Financial Accounting for MBAs, 4th edition by Easton, Halsey, Wild & McAnally

Practice Quiz

1. 3M Company reports net operating profit after tax (NOPAT) of $3,305 million in 2005. Its net
operating assets at the beginning of 2005 are $12,972 million. Assuming a 6.66% weighted
average cost of capital (WACC), what is 3M’s residual operating income for 2005?

a. $864 million
b. $2,441 million
c. $1,699 million
d. $3,305 million

2. 3M Company reports net operating profit after tax (NOPAT) of $3,305 million in 2005. Its net
operating assets at the beginning of 2005 are $12,972 million and are $12,209 million at the end
of 2005. What are 3M’s free cash flows to the firm (FCFF) for 2005?

a. $3,305 million
b. $2,441 million
c. $4,068 million
d. $5,176 million

3. In its 2005 fiscal year annual report, PepsiCo reports 2005 net operating income after tax
(NOPAT) of $4,140 million. As of the beginning of fiscal year 2005 it reports net operating assets
of $18,908 million. At what level of WACC would PepsiCo not report positive residual operating
income for 2005?

a. 5.8%
b. 12.3%
c. 19.1%
d. 21.9%
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4. Following are forecasts of Target Corporation’s sales, net operating profit after tax (NOPAT),
and net operating assets (NOA) as of January 31, 2006.

Assuming a terminal period growth rate of 2%, discount rate (WACC) of
7%, shares outstanding of 874.1 million, and net nonoperating obligations (NNO) of $9,872
million, estimate the value of a share of Target common stock using the discounted cash flow
(DCF) model as of January 31, 2006.

a. $41.50
b. $43.21
c. $47.45
d. $53.22

5. Following are forecasts of Abercrombie & Fitch ’s sales, net operating profit after tax (NOPAT),
and net operating assets (NOA) as of January 31, 2006.

Assuming a discount rate (WACC) of 13%, common shares outstanding of 103.3 million, and net
nonoperating obligations (NNO) of $(379) million (negative NNO reflects net investments rather
than net obligations), estimate the value of a share of Abercrombie & Fitch common stock using
the residual operating income (ROPI) model as of January 31, 2006.

a. $75.93
b. $78.27
c. $74.32
d. $69.78
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6. Following are forecasts of sales, net operating profit after tax (NOPAT), and net operating assets
(NOA) as of December 31, 2005 for CVS Pharmacy.

Assuming a discount rate (WACC) of 8%, common shares outstanding of 814.3 million, and net
nonoperating obligations (NNO) of $2,189 million, estimate the value of a share of CVS’ common
stock using the discounted cash flow (DCF) model as of December 31, 2005.

a. $23.59
b. $32.95
c. $25.23
d. $29.53
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7. Following is the balance sheet for 3M Company.

Compute net operating assets (NOA) for 2005.

a. $12,481 million
b. $13,465 million
c. $12,209 million
d. $16,075 million
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8. Following is the income statement for 3M Company.

Compute net operating profit after tax (NOPAT) for 2005, assuming a federal and state statutory
tax rate of 36.3%. (Hint: Other expense is an operating item for 3M.)

a. $3,315 million
b. $3,306 million
c. $5,009 million
d. $3,289 million
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9. Following are forecasts of 3M Company’s sales, net operating profit after tax (NOPAT), and net
operating assets (NOA) as of December 31, 2005.

Assuming a discount rate (WACC) of 7%, common shares outstanding of 754.5 million, and net
nonoperating obligations (NNO) of $2,109 million, estimate the value of a share of 3M’s common
stock using the residual operating income (ROPI) model as of December 31, 2005.

a. $71.32
b. $75.41
c. $78.69
d. $83.14

10. Following are the income statement and balance sheet for Intel Corporation.
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10. Continued

Compute Intel’s net operating assets (NOA) for year end 2005.

a. $33,008 million
b. $30,978 million
c. $29,107 million
d. $29,018 million


