Introduction to Financial Management

Problem Set 1

Balance Sheet and Income Statement for Pepsico Inc. and Coca-Cola Inc. are provided in the end of the problem set.

1. Calculate the Cash Flow from Assets for Coca-Cola

2. Calculate the Cash Flow to Creditors for Coca-Cola

3. Calculate the Cash Flow to Shareholders for Coca-Cola

4. Show that the Cash Flow Identity works for Coca-Cola

5. Does Pepsico pay any dividends? If so, how much?

6. Is Pepsico a net raiser of cash from equity, or do they pay out to shareholders on a net basis?

7. Summarize the sources and uses of cash for Pepsico Inc. and categorize into operating activities, investment activities, and financing activities.

8. How can you check whether your cash flow statement from question 7 is correct?

9. As a financial manager, should you worry about the negative net income of Coca-Cola?

10. Which firm has invested more in net working capital?

Other Questions

11. Clonetic Labs, Inc. has earnings before interest and taxes of $190,000. Interest expense for the year is $35,000 and the firm has declared that $50,000 in dividends will be distributed. Calculate the after-tax earnings for Clonetics assuming a 40% tax on ordinary income.

12. Newly released financial statements report that the firm's net income is $1 million, the book-value of shareholders' equity is $2.5 million, the number of shares outstanding is 1.5 million and the price per shares is $0.80.

i. How much are shareholders willing to pay for each dollar of earnings of the firm?

ii. What is the book-to-market ratio for the company?  Based on your answer, would you recommend buying this stock?  Explain.

Time Value of Money Questions

13. A famous running back just signed a $18 million contract providing $3 million a year for six years.  A less famous running back signed a $14 million five-year contract providing $4 million now and $2 million a year for five years.  Who is better paid if the interest rate is 6%?

14. You believe you will need to have saved $500,000 for your supplemental healthcare account by the time you retire in 40 years in order to live comfortably.  If the interest rate is 4.5% per year, how much must you save each year to reach your retirement goal?

15. You have decided to buy a new BMW Z-3 the dealer will sell you for $44,000 with your trade in. The financing that the dealer is offering is a 5-year loan at 6.5% (APR) and the first loan payment is due one-month from now.

a. 
Assume all loan payments are made at the end of the month.  Given the interest rate on the loan, what is your monthly payment?

b. By making fixed monthly payments on your loan, you are repaying the principle amount over five years.  This process of paying off a loan by making regular principal reductions is called amortizing the loan.  For your first monthly loan payment, what amount of your payment goes to repaying your principle and how much to repaying your interest?  

c. How much of your principal have you repaid after three months?

16. A piece of equipment costs $500,000.  You forecast that it will produce cash inflows of $100,000 in Year 1, $250,000 in Year 2, and $300,000 in Year 3.  The opportunity cost of your firm's capital (interest) is 12% per year.  Should you buy this equipment?

17. You have just opened the mailbox and found your annual entry form for this season's Publishers Clearinghouse sweepstakes in which ten million dollars will be given away in the "Superprize".  Before you send in your winning entry, however,  Publishers wants you to make a tough decision.  How do you want the money?  Here are the options listed (notice the amount paid always adds up to $10 million):

Option 1.
United States Treasury bonds issued in your name which, if held to maturity, will pay $250,000 a year for 30 years, plus a final payment of $2.5 million in the 30th year (250,000(30+2.5 million = $10 million).

Option 2.
$1 million cash now, $200,000 yearly payments at the beginning of the next 30 years (i.e., the first $200,000 is made in 12 months) plus a $3 million payment in the 30th year (1 million+200,000(30 +3 million = $10 million).

Option 3.
$500,00 now, $250,000 yearly payments at the beginning of the next 28 years   (i.e., the first $250,000 is made in 12 months) plus a $2.5 million payment in the 30th year (500,000 + 250,000(28+2.5 million = $10 million).

Assume all payments come in at the beginning of the year.  Thus, the first yearly payment is made 12 months from now and the payment in year 30 is made 30 years from now.  The relevant discount rate on long-term guaranteed cash flows such as those described above is 7 percent per year compounded semi-annually. Taking into account the time value of money, which option would you choose and why?





Balance Sheet for Pepsico, Inc.








($ million)




Assets




1999
1998

Liabilities & Equity


1999
1998

Current Assets






Current Liabilities






Cash



311
1928


Notes payable

3921
0


Marketable securities

83
955


Accounts payable

3870
3617


Receivables

2453
2150


Other current liabilities
123
640


Inventories

1016
732


Total current liabilities
7914
4257


Other current assets

499
486

Long-term debt


4028
4946


Total current assets

4362
6251

Other long-term liabilities

4317
3962









Total liabilities

16259
13165

Fixed Assets






Shareholder's equity





Net Property, plant, and equipment
7318
6261


Common stock

1195
1343

Intangible assets



8996
5855


Retained earnings

5206
5593

Other assets



1984
1734


Total shareholder's equity
6401
6936

Total Assets



22660
20101

Total liabilities & equity

22660
20101




















Balance Sheet for CocaCola, Inc.










($ million)






Assets




1999
1998

Liabilities & Equity

1999
1998

Current Assets






Current Liabilities






Cash



6865
2345


Notes payable

2354
234


Marketable securities

913
943


Accounts payable

3378
346


Receivables


3456
3245


Other current liabilities
1846
7545


Inventories


23
2343


Total current liabilities
7578
8125


Other current assets

499
486

Long-term debt

9037
4765


Total current assets

11756
9362

Other long-term liabilities

1233
2345









Total liabilities

17848
15235

Fixed Assets






Shareholder's equity






Net Property, plant, and equipment
12458
6324


Common stock

9698
1365

Intangible assets


3455
2344


Retained earnings

2345
5987

Other assets



2222
4557


Total shareholder's equity
12043
7352

Total Assets



29891
22587

Total liabilities & equity

29891
22587














































Income Statement 1999 ($ million)

Pepsico
Coca-Cola





Net sales





22348

26431






Costs of goods sold



9330

9981






Other expenses



291

432






Selling and general administrative expenses

8912

7456






Depreciation



1234

11236






Earnings before interest and taxes (EBIT)


2581

-2674






Interest expense




321

1235






Taxable income




2260

-3909






Taxes





270

-467






Net Income




1990

-3442
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