Module 14 — Financial Statement Analysis & Valuation, 4th Edition by Easton, McAnally, Sommers
& Zhang

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 2013?

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

2. 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%

3. 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

(in Reported Terminal
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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4. Following is the balance sheet for 3M Company.

Balancsa Sheet
At Dacember 31 (& milllons, except per share amourt) 2005 2004

Assets

Caeh and cash eculvaknts | . eieiese.. B1,072 % 2757
Ancounts recehvable—nst of allowsnces of $73and 883 .. ........ 2838 2,702
Invantanes

FAnkhad goods . . DD N -1 247
WWiork In process . e TOE &14
Flrawmaxerlajaan:lal.n:ilm 408 236
Tl IPSITEORIEE L . .. oveee i eeia e i aeaeiaiesnaecaeaena, 2182 1,807
O CUITEITE BESEE. . . L oot ee s i annniaiesenecaeannas 1,043 1274
Tobal CURSMEABBEE . .. . oot e ieeiiiiaineiaiaseseeaiaseas  TA1E B720
Investrnarts . 272 227
Property, plamanl:leq.llpmem PPN - I 16290
Laaa.nccumummaapreuau-:-n............................. (10,534 {10,578)
Property, plant and ecquipment—ret .. ... iiieiiieiia..., 5,503 5711
@oodwill . e i diieiiaiaa... BATS 2555
Intan;l:vlaaaa-ata—net .. 486 277
Prepampanannmup:atreurm-antmmnta................... 2,805 2581
OIS SEBETEL oo ot et e ettt e e e b e e e e ia CET 527
B I D RPDIPPR -1 -1 420,708

Liablittles and Stockholders' Equity

Bhart-temn bomowings and curment portion of long-term debt .. ..., % 1,072 # 2,004
ACCOUNTE PAYEBK. .. .. oottt i iaie e aia e, 1,258 1,188
ACETUS PAYTON . oot i ettt et i e e e e ins 488 487
ACETUS INEOME TS . L oo ot ee s i aeaeieeeseancaeeanns T 8a7
Ot Ut BEBIMIES . . ..ot ee e i iaie it aea ., 1,452 1455
Tobal cUrmert BEBKE. . . ..ot i iaie i aiaae., 5,238 £,071
LONGEEIT CBEE L. Lottt et i eiieiaie it aea e, 1,308 727
L I DD 7. - 3,532
e T T DD {1 4 10,330
Btockholders’ equity

Common shock, par value $.01 per share:

Ghares cutstandng—:2005: 754,558,357
Ghares outstandng—2004; TPIE18281 . . oo ivi i ii i ianaa s ] e

Caphal I eneees oTPar vaILE .. .. ooo e ie et e nn 287 287
FEtEINEcl SEMINGES « ..\ oo tneieeiaannniaieseseoaeasna, 17,358 15,548
Trecsaury stock . DR 1 | 5,503
Une-arne-Ump-anaaxm (178 {196
ncmmummummm-p-mma-mlmnma.m................. 411) 132
BrtockholOErs’ SqUIty—t .. it aea e, 1000 10,378

Total lakditles and stockholders eqity. . oo oo v iinvana o, B2OEIS 20708

Compute net operating assets (NOA) for 2005.

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

oo o
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5. 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

(in Reported Terminal
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
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