Module 12 — Financial & Managerial Accounting for MBASs, 4™ Edition
by Easton, Halsey, McAnally, Hartgraves, and Morse

Practice Quiz

1. Penn Company reports net operating profit after tax (NOPAT) of $3,306 million in 2013. Its net
operating assets at the beginning of 2013 are $10,215 million. Assuming a 6.66% weighted average
cost of capital (WACC), what is Penn’s residual operating income for 20137

a. $ 864 million
b. $2,626 million
c. $1,699 million
d. $3,305 million

2. Penn Company reports net operating profit after tax (NOPAT) of $3,306 million in 2013. Its net
operating assets at the beginning of 2013 are $10,215 million and are $11,137 million at the end of
2013.

What are Penn’s free cash flows to the firm (FCFF) for 20137

a. $3,305 million
b. $2,441 million
c. $2,384 million
d. $5,176 million

3. Inits 2013 fiscal year annual report, BrandCo reports 2013 net operating income after tax (NOPAT) of
$4,140 million. As of the beginning of fiscal year 2013 it reports net operating assets of $13,529
million.

At what level of WACC would BrandCo not report positive residual operating income for 2013?

a. 58%
b. 12.3%
c. 19.1%
d. 30.6%
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4. Following are forecasts of Value-Mart Corporation’s sales, net operating profit after tax (NOPAT), and

net operating assets (NOA) as of January 31, 2013.

Horizon Period

Reported Terminal
(in millions) 2013 2014 2015 2016 2017 Period
Sales $51,271 $57,526 $64,544 $72,418 $81,253 $82,878
NOPAT 2,694 2,876 3,227 3,621 4,063 4,144
NOA 22,429 25,121 28,185 31,624 35,482 36,191

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 $8,224 million, estimate the value of a share
of Value-Mart common stock using the discounted cash flow (DCF) model as of January 31, 2013.

a. $41.50
b. $43.21
c. $47.45
d. $51.26

Following are forecasts of Baker Company’s sales, net operating profit after tax (NOPAT), and net
operating assets (NOA) as of January 31, 2013.

Horizon Period

Reported Terminal
(in millions) 2013 2014 2015 2016 2017 Period
Sales $2,785 $3,838 $5,289 $7,288 $10,043 $10,244
NOPAT 330 455 627 864 1,190 1,214
NOA 533 735 1,012 1,395 1,922 1,961

Assuming a terminal period growth rate of 2%, a discount rate (WACC) of 13%, common shares
outstanding of 103.3 million, and net nonoperating obligations (NNO) of $(462) million (negative NNO
reflects net investments rather than net obligations), estimate the value of a share of Baker common
stock using the residual operating income (ROPI) model as of January 31, 2013.

a. $79.90
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, 2013 for Stellar Stores, Inc.

Horizon Period

Reported Terminal
(in millions) 2013 2014 2015 2016 2017 Period
Sales $37,006 $44,777 $54,180 $65,558 $79,325 $80,912
NOPAT 1,292 1,563 1,891 2,288 2,768 2,824
NOA 10,007 102 14,643 17,718 21,439 21,868

Assuming a terminal period growth rate of 2%, a discount rate (WACC) of 8%, common shares
outstanding of 814.3 million, and net nonoperating obligations (NNO) of $1,676 million, estimate the
value of a share of Stellar common stock using the discounted cash flow (DCF) model as of

December 31, 2013.

a. $23.59
b. $32.95
c. $25.23
d. $31.06
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7. Following is the balance sheet for 3M Company.

Balanca Sheet
At Dacember 31 & milllens, except per share amount) 2005 2004

Assets

Cazh and cash equivakents . Ceeiieaeae B1,072 & 2757
Avcounta recetvabls—net of alowances oT§73 aRdl 855 . . .. .. . .. 2838 g7a2
It orles
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L 1 SRR - 1 | - 1,887
B e R 1 & 1274
Tiorbal CUMTEINT BEESEE ... oviveeieis ceieiinniannssieiaiesnse  TA15 8720
Investrmants . 272 227
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ool . PR ¥ & i 2855
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PRSI BEBATE. . ..o e es she et et e et ceee e e e e s BBE 527
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Liabllitles and Stockhaldars' Equity

Bhart-temn bomowings and curmsnt portion of kong-tem debt ... .. % 1,072 & 204
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LORG-EETI S8EE .. oo e i aei e iaeaaea. 1,300 727
D[ R 7. 3532
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Etockholders’ ety

Common shock, par value %01 per share:

Erarss cutstanding—2005: 754,538,387
Bhares outstandng—2004: FF3.518281 . ... ool nnii e o g

CApMEl N 0ses OTPAr VaAILE L. ..o e i caiaacasiorsnnas 287 287
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Treasury stock | e [ 8- -] (5,503
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E-‘I:-:u:i-:hl:i-:lvameq.lrl'-.l—nat 10,100 10278

Tiotal Hakdiities and stockholders” eguity. . ooo oo ciiniii e S20E13 20,708

Compute net operating assets (NOA) for 2005.

$12,481 million
$13,465 million
$11,137 million
$16,075 million

oo
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8. Following is the income statement for 3M Company.

Income Statement
Year Ended Dacember 31 {milllons) 2005 2004 2003
PP 3 I 7 $20,011 418,23
Cperaling experaes

Cost of 2ales. Cebeaeaae. 10,381 0,058 9,285

Balling, ganara] and administrative experees ... ....... 4,535 4,281 3,004

Resserch, devalopment and related expenses ... ...... 1,242 1,184 1,147

CANEr BEPENSE . .iiiiiisanaciasasianianasnasss — — a3

L I TR T 15,433 14,519
Operating Income. . R 3 . 4,578 3,713
Interaataxpa'paearﬂlmnm

e B L P 82 G a4

e R L P (58] 48 28

L0 I 28 3 5
Inezame BEiore Incomes tewss, I'I1|I'!:ﬂ'|.'[.' Iriterest

and cumulative effect of accounting changs . ... ....... 4,853 4,585 3,857
PrOVIEIN TOr NCOMBTANSE. . ... ..ooie e ieneaeea.. 1,684 1,500 1,202
Mincrity Interest | g5 62 52
Inzame BEfore cumukatve offect of E?l:ﬂ:'.ll'lﬂl'!; GI'I-H.I'!QEI 3,234 2,980 2,403
Cwnulaﬂ'meﬂe-:tnfamnunthgchanga................ {a5) — —
PBEIMEOMIB. ... vvaeesieesaeasinie s ennnaeen.. & 8,168 $ 2,960 4§ 2,403

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

Qoo
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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.

Horizon Period

Reported Terminal
(in millions) 2005 2006 2007 2008 2009 Period
Sales $21,167 $22,395 $23,694 $25,068 $26,522 $26,787
NOPAT 3,306 3,498 3,701 3,916 4,143 4,184
NOA 11,137 11,787 12,471 13,194 13,959 14,098

Assuming a terminal period growth rate of 1%, a discount rate (WACC) of 7%, common shares
outstanding of 754.5 million, and net nonoperating obligations (NNO) of $1,037 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. $80.67
d. $83.14

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

Incoms Statement
Year Ended Dacembar 31 {In milllzns) 2005 2004 2003
Ml FWENUE . .iuuiicianiaancanaanacnasaasacsas Fo0E26 $34.200 F20,141
Coat of salea. . 15777 14,4632 13,047
GroaEs mangin . e 18,746 17.084
F‘emchmddwempmem 5145 4,778 4,360
Markating, general and administrative. ... ..ol 5588 4,659 4278
Impairment of goodedl. | —_ —_ a7
nmnruzaﬁnnmdlmpdn'nantmamulatm-

redated intangides and costs . smas srannas 126 178 am
Purchased In-prcceaar&&aﬂ'charﬂdmbmm.. ceeas _ _ 5
Cperating etparess. . 10,958 2815 9,561
Operairg Incomes. . 12,000 10,130 TS5
Lomameq.urruae-cunuaanat s 2) 283
Imterest and other, nst . 565 2a9 182
I Defore TamEs. .« oo i ii i i anas s aaanias 12,610 10,417 742
Provialon for TENEE . ..o cuci i is s ii s s s bas 36 2,801 1,801
Mk IMCOME. w v vaavansanaavannasaanannasaasansan F GE04 ¥ 7516 3 5841
Balanca Sheet

Dacember 31 (In milllons, except par valus) 2005 2004
AsmEts

CemhandcasheqUIVAIBNTE . .. covvacvavaanasnnassasassasaasas F 7ol ¥ 5407
Ehart-temm Investments . 3240 5554
Tradng eesets | 1458 3111
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accounts of $54 ($43 In 2004) . 384 2980
IWEITEEIEE &4 s s e i it iuia a i s i st s e s ba b 3,126 221
Detormaa e BEBETE . .o v uviussasasnavannansasaasassassanas 1,148 v
CAher CUIMBITE BEBB0T. . o & cu v vusuasasnavaanansasaasassasianas 233 287
LT T <2 I | 24,058

coninied

Continued next page
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10. continued

Balance Shasat
Decamber 31 In millons, sxcept par value) 2005 2004

Proparty, plant and squUIpmEnt, et .. ..o e eaeeae.., TN 15,768
Merkstalie stratagle equity S2cUrles . . ..., 537 G
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Llabllities and stockholdars’ aquity
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INCome Tames payalle ... oiii it iiaiiiiasaanaasaniasaas 1,960 1,162
Total curment IebIMEs. .. covasansasassasvasaavaasansasass 9,234 8,005
Long-tarmi delt « c.ouucuciasaaransasaasasnanaanaasansasaas 2,108 T
Datermad ta Nabllles. . ... oo iaiiiiiasasnasassnassansasaas 7 8
Charkengtermilablitles. . ..o ooiii i ianssnascannasaas

E

a8
0B

Btocknokiers’ squity
Prefemad stock, $0.001 pEI"l.'-&JLE. S0 shares authorzed
none Eausd | — —

common stock, $0.001 p-awaiua. 10,000 shares aulhotzet

5,019 lesued and outstending (5,253 In 2004) and capital

I excess of par vallg. .. ...... S - 8,143
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| &
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Compute Intel's net operating assets (NOA) for year-end 2005.

$33,008 million
$30,978 million
$29,107 million
$21,694 million

Qoo
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