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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. In its 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.   5.8% 
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 
millions) 

Reported 
2013 2014 2015 2016 2017 

Terminal 
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. 
 

 
 
Compute net operating assets (NOA) for 2005. 
 
a. $12,481 million 
b. $13,465 million 
c. $11,137 million 
d. $16,075 million 
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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 
millions) 

Reported 
2005 2006 2007 2008 2009 

Terminal 
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 
 
 


