Module 12 — Financial Accounting for MBAS, 4™ 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. Inits 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 20057

5.8%

12.3%
19.1%
21.9%

coow
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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.

Horzon Perod

Reparted Terminal
in milllons) 2008 2007 2008 2008 2010 Parlod
BAKE. . ..o..e..... 351,271 $57.526  $64.544  S72418  §81.25%  §E2878
MOPAT .....oov.o.. 2,884 2876 a,227 3,621 4,083 4,144
MO .ooiieieeon. 24,077 27,008 30,302 33,099 38,147 38,910

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.

$41.50
$43.21
$47.45
$53.22

oo opw

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.

Honzon Perod
Reported Tarminal
an milllians) 2008 2007 2008 2009 2010 Pariod
BakS. . ........... $2,785 3,838 §5,260 §7,288 $10,043  §10,244
MOPAT . ....oaue. azs 448 a7 50 1,172 1,195
[T 16 G 1,170 1,612 2,221 2,266

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.

$75.93
$78.27
$74.32

$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.

Horzon Perod

Repartad Terminal
in milllans) 2005 2007 2008 20089 Perlod
Baks. . ........... 337,008 $54180  $65558  §70,325 880,912
MOPAT ..ouvennes. 1,202 1,881 2,268 2,768 2,824
MOA .. oevneene... 10,520 15,382 18,624 2 536 =2 986

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.

$23.59
$32.95
$25.23
$29.53

coow
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7. Following is the balance sheet for 3M Company.

Balanca Sheet
At Dacembar 31 (& millons, except per shars amount)

Assels
Camh and cash equivalnts .

ACCoUntE re-:emal:ie—natmalm*amaa l:ITF"Sa.I'll:IS‘-E-S chsssaanas

Invantones
Ankshed goods . .
Waork In procses | .
R maxarlajaarﬂal.ppilm

Total currant asssts .
Investrmarts . -
Property, plant and eq.llprnmt

L&a:a.nncumulaxa-:h:lapredaﬂnn.............................
Property, plant and squIpment—st ..o iiiiaiaa i i

Foodwill . .
Int-&.l'gl:iEl azasts—net .

Prepa]dpﬂnsinnmdpjatraﬂmntbamﬂta...................
OIS BBATE . . ... eev e e ee et e e e e e e e e eas

Liabllttles and Stockhalders' Equity

Bhart-temrn bomowings and currsnt portion of long-bem dett .. .. ..
ACTOUMTE PAYEBEL © .0t te i are s i e
T TR IEBIRIES . .. ev e iaes e i e s i iainans
Tl CUMTEIE BABEEEE. . .. voves i ians s i s siinninsinnnnns
LONGAETI TEEE . . oo st s ets e caee s i s sinaensibnnnas
B 1 111
TERRIMAEAIIEE . . . . o vee e e e e e e ee e e e ia e s e

Etockholderns” squity
cammaon shock, p&.I"WEI]LH 0] ] FETE"IH'EZ
Bhares cutstancing—2005: 754,538,367

Brares outstandng—2004: 773518281 . ... oo i
CAapHa N SHoSES O PANVEILE L .. .un e aiieianaaeasniaanas
T T =

Tresaury atock .
LInearnel IZD‘HFIEII'IB'EIIH'I

ncwmulaxaljctharl::m'ﬂ'mma'mlmumanmu................
BIOCKNOIOEE" BOUI—TIEE oo et i e e it s i
Total MAEAIMES and StockholderE BTy, . .. oo e,

Compute net operating assets (NOA) for 2005.

$12,481 million
$13,465 million
$12,209 million
$16,075 million

Qoo
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% 1,072 $ 2757
2538 2,782

1,050 T
TOE 214

2182 1897
1043 1274
T8 B.720
T2 227
16127 16290
[10,554) (10STE)
5,503 &71
34T3 2855
466 277
2,805 2501
EED 527
$20.513 £20,708

% 1.072 § 2084
1,256 1,168
489 4387
et 857
1452 1455
5,238 6071
1208 Tar
3,886 3532
10413 10,230

a7 287
17,358 15,548
(B85 (5.503)
(178 (196
[411) 132
10,100 10,378

$20,513 420,708
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8. Following is the income statement for 3M Company.

Income Statement
Year Ended Decemb=ar 31 imilllons) 2005 2004 2003
Mot BB cusvavsasvaasannasaanassasaasansasansaana Sl 167 £20,011 Hs2a2
Operating experses

Cost of sales. . sasaasaasa 10581 8,853 8,285

Ealling, ganar.aj and adminkstrative expenses ... ....... 4,535 4,261 3,994

Resaarch, devalopimant and related expanses ... ... 1,242 1184 1,147

1= = T T — — )

.1 | =1 = 15453 14,518
Cperating Incoms. . 5,009 4,578 3712
Inter-anataxpamaanjlmnn'a

e o 1 a2 ] 84

ISt IMEETIE . .o oottt et iee e e e et ai e (58) 45} 28
Inzome befors Income taxes, minorty Intenest

and cumulative effect of accourting charge . ... 0000 4, B3 4,555 3.857
Prowikon Tor NCoMme TEmSE. . . .. cou s sascanaasnaans 1,684 1,500 1,202
Aireceity Irderest . 55 g2 52
Inzome befors cumulatve affsct of na-:u:::unﬂn; n:han;a A - | 2880 2,403
Curnulative effect of accounting change .. ..o....ooaans (35 — —
Mt IMCOMB. s sacvasaavansavaasassasaasassavansaana B oy1EE £ 2,0 ¥ 2402

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.)

$3,315 million
$3,306 million
$5,009 million
$3,289 million

oo opw
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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.

Honzon Parod

Repartadl Tarmilnal
in miilons) 2005 2006 2008 2009 Pariod
BAKE. . ... ....... 921,167 $22 305 $25068  §26,522  §26,767
MOPAT ........... 3308 3498 2916 4,143 4,184
MOA ............. 12,208 12,048 14,490 15,331 15,484

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.

$71.32
$75.41
$78.69
$83.14

oo

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

Incoma Statement
Year Ended December 31 {In milllons) faile ] 04 2009
NSt EVEMUE . . .ouuiiiiiiiiiarisnaansniansnnaness §35826 $34.200 2014
Coat of sales. 15777 14,4683 13,047
Gross mangin 3,8 18,745 17,084
Pemchmddwelnpment 5145 4,778 4,360
Marketing, general and adminlstrative. . .oooo0000 Se5E 4,859 4,278
Impairment of goodedll. . ssasrasuas — — 617
Amortzation and Imp-eln'nentn‘fa.c:qul:aitl:n-

reletel Intangkdes and costs | . crasnas 126 178 am
Purchased In{rcc&aar&aaa‘charddmbp‘rﬂ'it.. senas — — 5
Ciperating edpansss . 10,950 IS 9,561
Cperating Income. . . 12,080 10130 7533
L-:us:aaaameq.lrwaecunﬂ&a nat (45 )] (283
Interest and other, net . ..o ciii i 585 289 1e2
IO DEfOre TEMES. . . oo i it ci i i 12,810 10417 7442
PrOVISION TOF TAKES . .. vuvauravranaasaneasasnannas 3,96 2,801 1,801
NSt INCOMIE. ¢ coosacasnasasnasssnaansnsassssances § OB 3 7E16 0§ 564
Balanca Shest
December 31 {In milllons, except par valus) 2005 2004
Assets
Cemhand cash equivaknts . ..ooooiiiiiiiiiiiiiiaiii i B 7224 $ 8407
Bhort-tamm INvesbmEnts .. ... i 3,280 5854
Tracdng esssta . 1458 31
Accourts recehalie, net of allvwancs for coubitiul

accounts of $54 ($43 In 20045 . 2814 2589
Inventomes . . 2126 2521
Da‘l‘elTecltEl:-:&aaﬂts 1,148 are
Other curment BB8a8. .. . caciataaiiiiataatatiataatannataanas 233 287
Total Cumant 88888 ... uviiiaiaaiiiiaaataniasaasansasaanas 21,194 24058

condinued
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10. Continued

Ealance Shaat
December 31 in milllons, sxeept par value) 2005 2004

Proparty, plant and squipment, net ... oloia e AT 15,768
Merkstale Stratagie scuity SSeurIEs . ..o e, sa7 CE)
Cthar leng-term INVEsImEnE . . ....oooiiiie e, 4138 2,563
Gooctwil. R .- - 3,719
Dolre 100 ond olhar gacsls . PR -1 1,372

Liabiiities and stockholdars' aquity
Bhort-term dabt . PP S | - & 201
nm-:uuntapavd:da . P - - 1,943
nmmdmperﬁaitnarﬂbmﬂ'rba D18 & |+ 1,858
Arcruad schvertEng .. ... ... OIS 16 [ ! 8oa4
Da'a'rel:lImomennahlmem:atodlatnbm................... a3z 562
Cthar Becrued HADEIES . .. .ttt it 810 1,385
g USRI - - 1 1,163
B T 1 O - = | 8,005
B T PSP 5 1 - O3
(3 T 111 D 702 855
CENET Kng-Larmn MADIIKES . . ... ool it g -
Btockhokders” squity
Prefemad stock, Sum1pa'vajua.5:l:ahar&aamrﬂteq

none Beusd — —
Comimon stock, $0.001 pawaua. 10,000 sharss aUthoe;

5,919 Issued and outstanding (8,253 In enmyan:l capital

In excess of parvas. .. ... .. Ciiiiiii... 8245 8,143
Accuistion-related R m-npanaam-. i — i)
nmumuamdﬂmercnmpta'mal'mlnm..................... 127 182
L 1T O DI - F: 3 '+ 32,288

Total sbockholders” equity - ..oooviiiiaiiinaisanaasansanass S8, 1E8 =|aETe
Todal labiities and stockhoklers” squity. .. .ooooai oo ianae. 8314 45,143

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

$33,008 million
$30,978 million
$29,107 million
$29,018 million
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