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o Restructuring for Privatization - Courses Offered

Module 1 Module 2

Module 3 Mdle 4

ging
»Floyy a_and Value

Cash Flow Value Crgation: Objective .

... to provide an understanding of the importance of managing cash flow
and its impact on value, value creation and restructuring alternatives...

Modules 2 through 4 will be held in the fall
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Restructuring for Privatization Course

Module 1 Module Obiective:

... to provide participants with an understanding of the basic concept of cash flow and
the elements that drive cash flow. Specific goals include understanding why
managing cash flow is important, learning about cash flow components, learning to
use the discounted cash flow (DCF) method, and learning to use a simulation DCF
model.

Major Topics Covered

N

v Understanding Cash Flow

v Understanding and Utilizing the Discounted Cash Flow (DCF) as a
Management Planning Tool

v Applying the DCF Model
v Case Study - Application of the DCF Model to Value a Company
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Restructuring for Privatization Course

Module 2 Module Objective:

... to provide participants with an understanding of how to manage for and maximize
Cash Flow cash flow and how management of cash flows impacts the value of a company.

and Value Through simulation models and exercises, participants will learn how each of the cash
i | flow components can be impacted and how to weigh alternative financial and
operating strategies.

Major Topics Covered

v Managing Cash Flow and its Impact on Value
v Becoming a Value Manager
v Creating Value in a Company

v Case Study - Application of the Internal Value Creation Strategy
Using the DCF Model
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[A)

Restructuring for Privatization Course

Module 3 Module Objective:

... to provide participants with an understanding of turnaround techniques and how to
apply them. The techniques cover financial restructuring, operational restructuring,
asset dispositions, mergers/joint ventures as well as developing a turnaround plan, and
negotiating with borrowers and creditors.

R iring
Techniques

Major Topics Covered

M

v Motives for Restructuring

v Recognizing and Analyzing Distressed Companies
v Restructuring Techniques

v Other Aspects of Implementing Changes

v Case Studies - Capital Structure, Asset and Business Dispositions,
Acquisitions and Joint Ventures
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Restructuring for Privatization Course

Module Objective:

... to provide participants with an tinderstanding of general business valuation theory
and concepts as well as how financial and operating decisions can create or destroy
value. This module also analyzes and evaluates alternative privatization strategies.

Major Topics Covered

v Valuation Theory and Concepts

v Business Enterprise Valuation Theory

v Reachking a Valuation Conclusion

v Analysis and Evaluation of Alternative Privatization Strategies

v Case Study - Using 3 Valuation Approaches tec Value a Company for
Privatization
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A Understanding Cash Fiow

Why is understanding and managing cash flow important? |

Importance to company stakeholders

To improve the planning process

To improve financial flexibility

To manage, measure and create value
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A}

Importance to Company Stakeholders
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o Importance to Company Stakeholders

Importance to Managers Importance to Shareholders

=> Incentive-based compensation < Evaluating management skills

= Responsibility to = Monitoring the company’s
shareholders/owners financial strength
= Job security < Monitoring return on

investment (value creation)
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A

Importance to Company Stakeholders

Importance to Suppliers Importance to Creditors
< Can the company pay its < Can the company service its
obligations on time? debt?

<> Will the company continue to < Can the company pay its rental
be a customer? || and lease obligations?

> Can the company maintain
operating capability without
financial strain?
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A

Importance to Company Stakeholders

Importance to Customers Importance to Workers

<> Job security
|| > Compensation

< Availability of goods and
services

<> Quality of goods and services > Employee ownership
<> Protection of long-term supply §

agreements

................................................................................................................
e R e e

......................................................................
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Importance to Company Stakeholders

Importance to Government Conclusion:

=> Tax revenues ||<> There are a number of
dijferent groups with diverse
interests that have a vested
stake in the ability of the
company to produce positive

cash flow

<> Employee security

=> Enhancement of value for
privatization

T I L e e TS St e L T e e S e I e o g i et e e
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o Understanding Cash Flow

Why is understanding and managing cash flow important?

Importance to company stakeholders

To improve the planning process

To improve financial flexibility

To manage, measure and create value
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A

Importance to Improving the Planning Process

= Managing working éapital
v estimating short-term cash

Working Capital to Sales Ratios:

requirements Various Industries
v/ managing inventory a5% -
> Timing capital expenditures 0% -
> Managing capital needs (bank 35%
and equity financing) s0%

= Managing costs 25% -
<> Managing growth 20% -

13%

The graph at the right shows that
different industries have different
working capital requirements based on
the unique characteristics of that industry. ol —

10% -

SHIPS COAL CARPENTRY TELECOM
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o Understanding Cash Flow

Why is understanding and managing cash flow important?

Importance to company stakekolders

To improve the planning process

To improve financial flexibility

To manage, measure and create value
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o Importance to Improving Financial Flexibility

o Obtaining credit - demonstrating creditworthiness and payback terms
e Managing debt levels - scheduling debt inflow/outflow

e Reducing interest costs - by managing debt levels

o Negotiating terms with lenders

» Negotiating terms with suppliers

» Analyzing financial restructuring alternatives
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o Understanding Cash Flow

Why is understanding and managing cash flow important?

Importance to company stakeholders

To improve the planning process

To improve financial flexibility

To manage, measure and create value
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Importance to Managing, Measuring and Creating Value

M Value can be measured through

forecasted cash flows. Which Strategy Has the Highest

Value?
M value can be managed by analyzing
the impact on cash flow (and hence 376
value) of management decisions. "
; 326 v
M Value can be created by analyzing P
diﬂ.'erent strategies and determining Strategy A?T )
which strategy has the greatest 276

impact on value.

N
\\\

-

-

a

. - .
\

g

=

\ Annual Cash Flow

Present value of each strategy: 126 1 2 3 l '
I 1,163 ¢ °
II 963 Year

V4 1,158
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(A

Undersianding Cash Flow

What are the components of cash flow?

Definition and calculation of cash flow

‘il
l 343

Discussion of the components of cash flow

Reconciliation of earnings and cash flow

Exercise: calculating equity cash flow

Introduction to Cash Flow
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a Definition and Calculation of Cash Flow

= For the purposes of our presentation, cash flow is defined as the amount. of
cash available to the investors/owners of a company after allowmg for th
company’s fi nancmg, mvestment and workmg capital needs

= This definition of cash flow is often referred to as “free cash flow.”

= Cash flow can be calculated as “equity” or “debt free” cash flow.

= Equity cash flow is mosi often used by company management, lenders and owners
siiice it takes into account the financing needs of the business.

= Debt free cash flow is often used by mvestors analyzing a purchase or merger
with the company to determine the “debt capaczty ” of the busmess for the
~ purposes of financing the acquisition wzth new debt . -

Throughout this course; we will focus on equity cash flow
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A Understanding Cash Flow
From net profit to cash flow...
Income Statement - Equity Cash Flow
Revenues Net profit
Less: Cost of goods sold Plus: Depreciation & amortization
Equals: Gross margin New debt
Less: Operating expenses Minus: Working capital requirements
Less: Depreciation & amortization Capital expenditures
Equals: Profit before interest & taxes Payments on debt
Less: Interest expense Equals:Equity cash flow
Equals: Profit before tax
Less: Tax
Equals: Net profit g |

Income Statement - based on accrual accounting:

« Recognizes revenue in the period it is earned, regardless of when the cash is received.
» Recognizes expenses when they are incurred, not when the cash is paid.

 Capital expenditures and increases/decreases in debt are ignored.
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a Understanding Cash Flow
How does cash flow Advantages of analyzing
differ from profits? cash flow vs. profits
Cash flow attempts to match [ Cash flows are not as volatile
cash inflows and outflows by as profits.

taking into account cash items
that are excluded from profits. M Stakeholders would rather be

affiliated with a company that
has cash to pay for its services
than a profitable company that
has used its cash and is not

Profits attempt to match liquid.
revenues earned during a
specific period with the
expenses incurred, without
regard to actual cash receipts or
disbursements.

» Capital expenditures
» Working capital
> New debt and debt payments

M Cash flow includes capital
expenditures and working
capital needs, whereas profits
include neither.
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o Understanding Cash Flow

Managing profits vs. cash flow...

Profits are an Cashis a

Opinion Fact

Further discussion and exercises relating to managing profits
versus cash flow will be provided in Module II.
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A}

Understanding Cash Flow

Definition and calculation of cash flow

Discussion of the components of cash flow

Reconciliation of earnings and cash flow

Exercise: calculating equity cash flow

Introduction to Cash Flow
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(A

Understanding Cash Flow
Discussion of the Components of Cash Flow

| Netprofits

Introduction to Cash Flow
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Discussion of the Components of Cash Flow

The starting point based on the
accrual accounting system

Represents the non-cash
expense items on the income
statement

B ‘Based on new loans and
the payments on existing
loans during the period

 Changesindebt >
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e Discussion of the Components of Cash Flow

The amount of cash withheld from
cash flow to fund investment in
receivables and inventory as a
business grows

Current assets: Current liabilities:
Those assets that can be converted Those liabilities which generally are
readily into cash within a year payable within a year

Short-term bank debts, current
portion of long-term debt,

accounts payable

Cash, receivables, inventory
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o Discussion of the Components of Cash Flow

| Working capital requirements
N EE O (Continued) ,,,,,, .

Working capital is a measure of a
firm’s liquidity

) —_ : The Operating Cycle:
e The operating cycle is important in

determining a company's liquidity. Sales

e It represents the number of days
from the purchase of inventory for
cash, to the selling of the Invegitory
inventory on account, to the

collection of the cash. Accounts Rec¥ivable

» It is equal to the average collection
period of accounts receivable, plus
the average age of the inventory.

Cash
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o Discussion of the Components of Cash Flow

Operating cycles for different industries...

o The chart to the left indicates
that different industries have
substantially different
operating cycles.

300 276 —

250

N
o
o

o Shortening the operating
cycle, through better working
capital management, will
incresase profitability and thus
cash flow.

Operating Days
> o
o o

Drugs
Dairy

Petro.
Refining
Jewelry Retail

Mining Equip-
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a Discussion of the Components of Cash Flow

Represent investments made
into plant and equipment

Includes investments to:
e expand production capacity

- replace existing assets as they deteriorate or
become obsolete
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o Understanding Cash Flow

What are the components of cash flow?

Definition and calculation of cash flow

Discussion of the components of cash flow

Reconciliation of earnings and cash flow

Exercise: calculating equity cash flow
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A

Understanding Cash Flow

Reconciliation of Earnings and Casii Flow

Converting net income to cash flow is a three step process
that involves accounting for the:

1

Impact of changes in the working capital accounts
Impact of investment in fixed assets

Impact of financing activities

Introduction to Cash Flow
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o Reconciliation of Earnings and Cash Flow

1 Impact of changes in the working capital accounts...

Account Change Effect on Cash Flow
Current assets Increase Decrease
Current assets Decrease Increase
Current liabilities Increase Increase

Current Ilabllltles , Decrease Decrease
CREE :Increase Decreas

This chart shows how changes in the working capital accounts
during a period affect cash flow.

Examples:

* Receivables increase
e Inventories increase
* Payables increase
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o Reconciliation of Earnings and Cash Flow

Example: receivables increase...

An increase in receivables during a period means that cash flow
from revenues is less than the revenue figure shown in the income

statement.

Thus cash flow from revenues is calculated as revenues from the
income statement less the increase in accounts receivable. This
is because sales were recorded during the period for which the
cash will be collected in a later period.
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Reconciliation of Earnings and Cash Flow

Example: inventories increase...

» Anincrease in the level of inventory involves cash payments for
materials, labor and overhead.

e However, for accrual accounting purposes, the investmient in
additional inventory is recorded as an asset on the balance sheet

and not included in the cost of goods sold figure as an expense
until sold.

e Thus, if inventory increases, cash was spent that was not
recorded on the income statement, and cost of goods sold must
be adjusted to a cash basis by increasing this expense category.

This example shows an increase in inventory increases
expenses and lowers operating earnings on a cash basis.
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o Reconciliation of Earnings and Cash Flow

Example: payables increase...

Accounts payable and accrued liabilities represents unpaid
invoices for items already included as expenses on the income
statement, or for increases in inventory on the balance sheet.

Thus the costs of sales, or general and administrative expenses
in the income statement overstate the cash outflow by the amount
of increase in the payables accounts.

Stated another way, cash is paid after the expense is recognized.

General & administrative expenses :$50"0:' 000
Less: increase in accounts payable 100, 100,000

General & administrative on a cash basis $400 000

Expenses are lower on a cash basis when payables have
increased...thus earnings on a cash basis are higher.

Introduction to Cash Flow 11:22 AM  8/17/95
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Reconciliation of Earnings and Cash Flow

l—z— Impact of investment in fixed assets...

» Depreciation o Capital expenditures
Depreciation is an expense Capital expenditures are not
recorded on the income expensed when acquired, but
statement and represents an rather through the depreciation
allocation of the cost of assets expense over the life of the asset.
purchased in the current and
prior years. Thus the cash outlay for capital
expenditures must be deducted in

Thus it is not a cash outlay and calculating cash flow.

must be added back to net

income to calculate cash flow. Sales of fixed assets also
represent cash flow not recorded
on the income statement.
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(A

Understanding Cash Flow

Reconciliation of Earnings and Cash Flow

3

Impact of financing activities...

or long-term creditors.

e Represents transactions with the company’s shareholders

Sources of ca_sh from

§IS‘13uing**s:Ha:ié§

E_Uses of cash from

_fmancmg actlwties include:

Introduction to Cash Flow
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o Reconciliation of Earnings and Cash Flow
Earnings Adjustment Cash Flow
Sales $10,000,000
- increase in accounts receivable $200,000 $9,800,000
Cost of sales 8,000,000
+ increase in inventories 300,000
- increase in payables 50,000 8,250,000
General & administrative expenses 1,000,000
- increase in payables 10,000 990,000
Net increase in working capital 440,000
Depreciation expense 100,000
Capital expenditures 150,000
Income before tax 200,000
Incometaxes(accrued) 400,000
Net income 500,000
Loan proceeds 30,000
Cash flow 40,000
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Reconciliation of Earningj and Cash Flow

Calculating cash flow from net income...

Net income $500,000
Plus: depreciation 100,000
Plus: loan proceeds 390,000
Minus: increase in working capital (440,000)
Minus: capital expenditures (150,000)
Equity cash flow $ 40,000

...gives the same results found on the previous page.
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Understanding Cash Flow

Definition and calculation of cash flow

Discussion of the components of cash flow

Reconciliation of earnings and cash flow

Exercise: calculating equity cash flow

Introduction to Cash Flow
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o Understanding Cash Flow

Exercise:
Calculating Equity Cash Flow

See Handout
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o as a Management Planning Tool
The Importance of Forecasting Cash Flows

Managing operations

Analyzing strategic plans

Analyzing capital
budgeting decisions

Forecasting and analyzing
cash flows can asss

conqmny manage e Analyzing operational

restructuring alternatives

Analyzing financial
restructuring alternatives

Managing shareholder
value
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o asa Manag_gmem‘ Planning Tool

The Importance oy Financial Analysis
in Forecasting Cash Flows

| > Importance to diagnosing the =>» Importance to forecasting cash
financial condition of the flow components.
company.
mpany = growth

& jdentify areas of weakness to

° ° G’ [}
focus on in strategic costs & margins

planning. & working capital requirements
" analyze trends and identify = capital investment

problem areas for strategic

focus. = optimum debt levels
" provide a basis for assessing =" the discount rate

the risk of investment in your

company.
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o asa Mana_gement Planning Tool

Financial Analysis - The Process

0 Transformation of the accounts.
@ Financial statement adjustments to normalize operations.

9 Ratio analysis: liquidity, leverage and operating ratios and
common size balance sheets and income statements.

6 Comparable company financial analysis.

@ Analysis of trends and unusual items.
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o asa Management Planning Tool

Financial Analysis - The Process

0 Transformation of the accounts.

>involves restating or reformatting the accounts from the

local accounting standard to an internationally acceptable
accounting format or standard.

>Common adjustments include: fixed assets and

depreciation, revenue recognition, inventory and receivable
adjustments.

> Provides a better basis of comparison when comparing the

subject company’s financial data to companies in other
countries.

>|nvestors often ask that a transformation be performed to
improve the quality of the data.
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o as a Management Planning Tool

Financial Analysis - The Process

@ Financial statement adjustments to normalize operations.

> These adjustments differ from a transformation.

>They are based on adjustments to “normalize” opscrations
so that a true level of operating income can be z:ialyzed.
> Examples of adjustments include:
v non-recurring income and expenses

v income and expenses relating to excess assets and non-
operating assets.

v related party (or company) revenue or expenses.
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o as a Management Planning Tool

Financial Analysis - The Process

9 Ratio analysis and commons size financial statements

Liquidity ratios Operating ratios

Leverage ratios
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o as a Management Planning Tool
Financial Analysis - The Process

9 Ratio analysis - liquidity ratios

e Liquidity ratios provide the
following information:
— the ability of the company
fo pay its current
obligations.

— how well the company is
managing inventory and

receivables. | ays’ payables

— whether the company has | _working capital to sale
excess or deficient Conh e
working capital.

— the working capital
component of the cash
flow forecast.
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ToucheLp Utilizing Discounted Cash Flow

o as a Management Planning Tool
Financial Analysis - The Process

9 Ratio analysis - leverage ratios

e Leverage ratios provide the
following information:

— the ability of the company
to pay its long-term
obligations.

— the level of financial risk
in the company.

— whether there is any “debt
capacity” (to finance
capital investment), or if
the company has too
much debt.
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o as a Management Planning T ool
Financial Analysis - The Process

9 Ratio analysis - operating ratios

« Operating ratios provide the Operatmg ratlas include the
following information:
— a measure of how
efficiently assets are
being utilized.

— the return provided the
investors on their capital.

— the return provided on
assets.

— how efficiently assets are
being utilized.

See ratio handout for definition, calculation and
interpretation of these financial ratios...
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o as a Management Planning Tool

Financial Analysis - The Process

9 Ratio analysis: common size balance sheets
and income statements.

Common size balance sheets are simply all asset accounts
expressed as a percent of total assets

Common size income statements are simply all revenue
and expense account expressed as a percent of revenues

Common size balance sheeis and income statements provide:
e a basis for trend and comparative analysis
e analysis of balance sheet structure, and
» analysis of income statement margins.

Introduction to Cash Flow 11:46 AM  8/17/95 Page 52



Deloitte & . .
Touche Ltp Utilizing Discounted Cash Flow

o as a Management Planning Tool

Financial Analysis - The Process

GComparable company financial analysis.

= Comparative analysis is used to measure how well the
company compares to similar companies in the areas of
liquidity, leverage, utilization and returns.

= |t js an important factor in assessing the risk of the
business, which in turn affects the discount rate selection.

= The company can be compared to individual similar
companies, or to an average for the industry.

= The comparison is based on the ratios and common .size
financial statements.
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a as a Management Planning Tool

Financial Analysis - The Process

@Analysis of trends and unusual items.

» Trend analysis focuses on examining how accounts have
changed over time.

— For example, examining the operating income margin to
determine if it has been stable, or if it has varied significantly,
why.

 Unusual items that seem out of place compared to other
years or compared to industry averages should be
investigated to determine why. These items could provide
the basis for adjustments to normalize income.
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a as a Management Planning Tool

Financial analysis - key factors to
consider in forecasting cash flows...

M Does the company have adequate liquidity? Is there excess
or deficiency in working capital? What is the required
working capital as a percent of sales?

M Does the company have too much debt? Does the company
have the ability to borrow in the future if needed? Does the
company have debt capacity?

M Are the margins for the company acceptable? Are they
improving, declining or stable?

M Are there any non-operating assets not contributing to the
production of cash flow?
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a as a Management Planning Tool

Financial analysis - key factors to
consider in forecasting cash flows...

M Is the overall trend in the business (saies. profits, etc.)
improving, stable or getting worse?

M How does the company compare with its competitors in
terms of liquidity, margins, debt structure, etc.?

M Based on your financial analysis of the company would you
say that the company had below average, average, or above

average risk?

The variablé
forecast

Introduction to Cash Flow 11:46 AM  8/17/95 Page 56



Deloitte &

_Toucherip Utilizing Discounted Cash Flow
e _ as a Management Planning Tool
Exercise:
Financial Analysis

See Handout
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A XYZ Cement - Case Study
/ BALANMCE SHEET STRUCTURE \
ASSETS EmXYZ Cement
HWGuideline
100.0% 86.2% Companies
| .
g 80-0°A | eerns oot
l—
w b  60.0%
o uw
- 2]
z 2 40.0%}
u
O
0.0% B e
Cash  Current Net Working

K Assets PP&E  Capital /
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Financial Analysis
XYZ Cement - Case Study

/

90.0%
80.0%
70.0%
60.0%
50.0%
40.0%

ASSETS

20.0%
10.0%
0.0%

PERCENT OF TOTAL

\_

30.0%

BALANCE SHEET STRUCTURE
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INCOME STATEMENT
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a XYZ Cement - Case Study

SELECTED FINANCIAL RATIOS

Guideline
Ratio XYZ Cement |Companies
Woerking Capital/Sales 11.4% 28.4%
Current Ratio 1.48 214
Interest Coverage 3.4 4.1
Pretax Return on Assets 4.3% 8.7%
Pretax Return on Equity 4.8% 17.3%
Asset Turnover .39 57
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o as a Management Planning Tool
Framework of the Discounted Cash Flow (DCF) Model

The DCF model is the most commonly used method to determine
the value of a company...

. throughout the 4 modules in this course, we will use the DCF
model to estimate company value, analyze the impact of
management decisions on value, and study the impact on
company value of different restructuring alternatives...
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Framework of the Discounted Cash Flow (DCF) Model
Theory

of an mvestment ina busmess depends on the futuref;

benef’ts (e g., cash ﬂow) that' ”f'ill accrue to the owner or_f

present value equivalent using a dlscount rate that matchese;i
the investor s required rate of retum """" |
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o as a Management Planning Tool
Framework of the Discounted Cash Flow (DCF) Model

DCF model components...

-«——— FORECASTPERIOD —»

Years 1 through ..n

epresents the E
of all cash flows beyond'"
VALUATION DATE ~ the forecast period.

.

Residual Value is as of
this point in time.
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Steps to prepare the DCF Model...

R

O Select the definition of cash flow to be used.
@ Analyze revenues and prepare the revenue forecast.
© Analyze expenses and prepare an expense forecast.

® Analyze investments and prepare an investment
forecast.

© Calcuiate cash flow for each year.
@ Calculate the residual value.
@ Determine the appropriate discount rate.

O Calculate the present value of the future cash flows
and residual value and sum both values.

© Make any final adjustments.
@ Perform review procedures.
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© Select the definition of cash flow to be used.

As stated earlier, the definition of cash flow is as follows:

EQUITY CASH FLOW
equals

PLUS

ff_'ON-CAsu 1TEMS

{:j%i"_lNcREMFNTAL WORKING CAPlTAL o
~ . CAPITAL INVESTMENT = =
DECREASES IN LONG-TERM DEBT o
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® Analyze revenues and prepare the revenue forecast.

 Revenue forecast analysis | |* Consideration should also
considerations: be given to:
= Forecast units and = Historical growth
prices, or overall = The economic outlook
growth in revenues = The outlook for the
= Consider of export industry, including
versus domestic sales competition
= Capacity to produce = Demand for the
= |[mpact of capital product
investment = Expected product price
= Long-term growth in increases
the residual period = Product mix

...over what period should cash flows be forecasted in estimating the
value of a company?
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© Analyze expenses and prepare an expense forecast.

Q Expense Analysis:
= Consider historical relationships and trends.
= Examine fixed versus variable costs.

= |nflation considerations for each category.

= Examine unusual and non-recurring expenses that may
be included in historical figures, but will not occur in the
future.

= Depreciation should be based on existing levels plus an
analysis of additions and retirements of equipment in the
future.

= Interest expense should be based on the forecasted debt
levels.

= Compare forecasted margins to competitors or to
industry guideline data for reasonableness.
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O Analyze investments and prepare an investment forecast.

Analysis of investments consists of three components:

Working Capital: | ,
Analysis of working Represents the Represents borrowmgs
capital includes: investment needed to:  and repayments of long
Examining the Replace existing term debt; and
adequacy of the assets as they wear
beginning amaunts; out; and Issuance of shares
and To purchase or build
The incremental new assets to increase
amounts needed to production capacity in

fund future growth in the future.
the business.

» Based on forecasting * Based on the estimated e Based on financing
the individual components of  remaining useful lives of requirements and existing
working capital, or the assets; and debt levels and repayment
o Based on a percent of change < Based on new equipment for schedules.
in sales. replacement and expansion.
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Exercise:
Forecasting Working Capital
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e as a Management Planning Tool

© Calculate cash flow for each year.

Once revenues and expenses, working capital requirements, capital
investment and financing requirements have been forecasted, future
cash flows during the forecast period can be calculated based on the
equity cash flow model.

The next step is to determine the value of the cash flows for the period
beyond the forecast period...
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® Calculate the residual value.

<———— FORECASTPERIOD —|| RE

Years 1 through ..n RESIDUALVALUE

 of all cash flows beyond

VALUATION |

DATE T

Residual Value is as of
this point in time.
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® cCalculate the residual value.

O Methods of calculation
- Gordon Model S :

~ — Assumedsale

= Net asset Value

O Gordon Model assumes continued ownership of business.

O The “assumed sale” method is based on some multiple of
cash flow or earnings at the end of the forecast.

QO Key assumptions for both the Gordon Model and “assumed
sale” methods:

— Depreciation and capital expenditures should be equal in
the residual period.

— Length of forecast period must be until a stable level of
growth is achieved; the residual period must assume a
long-term stable growth rate.
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@ cCalculate the residual value.
Methods - continued...

O Net Asset Value - projected remaining book value of assets is
used as the residual value. Not a good approach for a going
concern, profitable business.

Q Liquidation Value - projected liquidation value of the assets
is used as the residual value. Again, not a good approach for
a going concern, profitable business.

O Example of the Gordon Model.
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® cCalculate the residual value.

Q COMMENTS:

— This formula represents the value of all cash flows
remaining beyond the end of the forecast period.

— The value is as of the end of the forecast period, thus the
residual value must be discounted to arrive at its present
value.

— The model assumes a constant growth in cash flow.

— The conciusion provided by the Gordon Model should be
close to the same answer as if continuing the cash flow
model into infinity.

O FORMULA:

__ CASHFLOW IN THE RESIDUAL PERIOD
(DISCOUNT RATE -- LONG-TERM GROWTH RATE")

* represents the long-term growth rate in cash flow.
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® cCalculate the residual value.

O Cash flow in year 5 equais 1,000.

O Expected long-term growth in cash flow is 3%.
O The equity discount rate is 20%.

O Residual value calculation:

(1,000%1.03) = g 059
(.20-.03)
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@ Determine the appropriate discount rate.

The term “discount rate” has been defined by the
American Society of Appraisers as:

a rate of return used to convert a monetary sum,
payable or receivable in the future, into present
value.
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@ Determine the appropriate discount rate.

e Thus the discount rate is used to determine the amount an
investor would pay today (present value) for the right to
receive an anticipated stream of payments (e.g., cash
flows) in the future.

e Generally, in the context of a business valuation, the
discount rate is the rate of return that would be required by
an investor to purchase the stream of expected benefits
(e.g., future cash flows), given the risk of achieving those
benefits.
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@ Determine the appropriate discount rate.

7 /\
//
\ Industry Factors @mic F@
Definition of
Cash flow T
S
NG
Market Data

Company Financial
Data

Introductios: to Cash Flow 11:54 AM  8/17/95 Page 79



Deloitte & e .
Touche1tp Utilizing Discounted Cash Flow

o as a Management Planning Tool

©® cCalculate the present value of the
future cash flows and residual value.

O Is based on the fact that one can invest $1 today and,
through investment return on that $1, receive more
than $1 in the future.

O Example: if you invested $1 today to earn 10%, in one
year your investment would be worth $1.10. The future
value in this case would be $1.10 and the preserit value
is $1.00

O Conversely, if you knew that you wouid receive $1.10
in the future, and your required rate of return was 10%,
what amount would that future $1.10 be worth to you
today?
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® cCalculate the present value of the
future cash flows and residual value.

1 2 3

End -of- year factor ' t r e

Cash flow is received at the end of each period.

Year:
1

t— L] -~

Mid -year factor

Cash flow is assumed to be received evenly
during the year. For calculation purposes
cash flow is assumed to be distributed
at the mid-point of the year.
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©® cCalculate the present value of the
future cash flows and residual value.

End-of-year formula: Mid-year formula:
PVF = 1 PVF= 1
n (n-.5)
(1+r) (1+r)

Where: PVF = present value factor
r = discount rate n = number of periods

Example calculations:
End-of-year
Mid-year
Beginning period is less than 1 year
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A END-OF-YEAR AND MID-YEAR FACTORS
YEAR:

RATE i -2 3 : 4 5
15.0% 0.870 0.756 0.658 0.572 0.497
16.0% 0.862 0.743 0.641 0.552 0.476
17.0% 0.855 0.731 0.624 0.534 0.456
END -OF-YEAR 18.0% 0.847 0.718 0.609 0.516 0.437
FACTORS 19.0% 0.840 0.706 0.593 0.499 0.419
20.0% 0.833 0.694 0.579 0.482 0.402
21.0% 0.826 0.683 0.564 0.467 0.386
22.0% 0.820 0.672 0.551 0.451 0.370
23.0% 0.813 0.661 0.537 0.437 0.355
24.0% 0.806 0.650 0.524 0.423 0.341
25.0% 0.800 0.640 0.512 0.410 0.328

YEAR:

RATE 1 2 3 4 85
15.0% 0.933 0.811 0.705 0.613 0.533
16.0% 0.928 0.800 0.690 0.595 0.513
17.0% 0.925 0.790 0.675 0.577 0.493
MID-YEAR 18.0% 0.921 0.780 0.661 0.560 0.475
FACTORS 19.0% 0.917 0.770 0.647 0.544 0.457
20.0% 0.913 0.761 0.634 0.528 0.440
21.0% 0.909 0.751 0.621 0.513 0.424
22.0% 0.905 0.742 0.608 0.499 0.409
23.0% 0.902 0.733 0.596 0.485 0.394
24.0% 0.898 0.724 0.584 0.471 0.380
25.0% 0.894 0.716 0.572 0.458 0.366
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© Make any final adjustments

” After summing the present values of the future cash flows and
residual value, that figure represents the value of the operations of

the business.
— It does not include the value of “excess assets” or non-operating
assets that did not contribute to producing the cash flow.

— These assets inust be separately valued and added to the value
resultlng from the buslness cash ﬂow | . .

Q Somal assets assumptlons regardmg the sale of these assets, the
use of the proceeds and the resuiting impact on the labor force must
be carefully considered. In some cases the value of the social
assets is added, in others it is not.
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O Consider forecast in units compared to available
capacity.

Q Consider the price forecast compared to prices for the
product from competitors.

O Compare forecasted margins to historical.
QO Compare forecasted margins to similar companies.
QO Compare old forecasts to actual results.

O Compare old forecasts to current forecasts for the
same period.

See the DCF review form handout
DCF case study
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e Applying the DCF Model

Presentation of the DCF model

Training

Case study: Using the DCF model
to value a company
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EXERCISE
CALCULATING EQUITY CASH FLOW

In this exercise, you will calculate equity cash flow using two methods: (1)
reconcile earnings and cash flow for changes in working capiial accounts (accounts
receivable, inventory, and accounts payable), investment accounts (depreciation and
capital expenditures), and financing accounts (loan proceeds) and (2) calculating
cash flow from eamings.

METHOD 1

1.

ol

7.
L

Adjust the sales figure for changes in accounts reccivable.

Adjust cost of sales for changes in inventory.

Adjust general and administrative expenses for changes in trades payable.
Calculate the net change in working capital.

Record the impact of financing decisions (interest expense & loan proceeds).

Record the impact of investment decisions (depreciation and capital
expenditures). Capital expenditures equal 50,000.

Record the impact of the payment of taxes.

Based on the above adjustments to earnings, calculate equity cash flow.

METHOD 2

1.

ol

Begin with earnings.

Add all non-cash expenses to earnings.

Add loan proceeds (financing) to eamings.

Subtract the year to year increase in working capital.

Subtract capital expenditures (investing) from earnings. Capital expenditures
equal 50,000.

Based on the above adjustments to carnings, calculate equity cash flow.



ABC Compeany

Financial Stataments

BALANCE SHEET INCOME STATEMENT
Fiscal year snded December 31, 1993 1994 Fiscal year ended December 31, 1994
ASSETS
Current assets: Sales 500,000
Cash 10,000 85,000
Accounts receivable 30,000 50,000 Cost of sales 300,000
Inventories 100,000 90,000
Total current assats 140,000 225,000 Gross Profit 200,000
Fixed assets, net of depreciation 300,000 320,000 Selling, general & administrative 50,000
Depreciation 30,000
TOTAL ASSETS 440,000 545,000 80,000
Operating income 120,000
LIABILITIES & STOCKHOLDERS' EQUITY
Current Liabilities: Interest expense 25,000
Taxes payables 0 0
Trade payables 60,000 50,000 Profit before tax 95,000
Interest payables 30,000 30,000
Total current liabilities: 90,000 80,000 Income tax 40,000
Long Term Debt 200,000 260,00C Profit after tax 55,000
Total Liabilities 290,000 340,000
Net Worth 150,000 205,000
TOTAL LIABILITIES & STOCKHOLDERS' EQUITY 440,000 545,000

) As part of this valuation assignment, Deloitte & Touche LLP has not audited, reviewed or compiled these data. We therefore express no opinion or any other form of
S assurance on them.



cash fiow

Moduie 1
Exercise 1
ABC Company

Two Methods to Calcuate Equity Cash Flow

METHOD 1 Earnings Adjustment

Cash Flow

Sales 500,000

Change in accounts receivable [

Cost of sales (300,000}

Change in inventories |

General & administrative expenses (50,000)

Change in trades payable

[Net change in working capital

Interest expense (25,000) |
Depreciation expense (30,000)
Capita! expenditures

Income before tax 95,000
Income taxes {40,000){
Net income 55,000
Loan proceeds [

Equity Cash flow

METHOD 2

Profit after tax

Plus: depreciation

Plus: loan proceeds

Minus: increase in working capital
Minus: capital expenditures

Equity cash flow

Page 1
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cash flow

Maodule 1
Exercise 1
ABC Company

Two Methods to Calcuate Equity Cash Flow

METHOD 1 Earnings Adjustment Cash Flow
Sales 500,000

Change in accounts receivable B | (20,000)] 480,000 |
Cost of sales {300,000}

Change in inventories | 10,000 |  (290,000}|
General & administrative expenses {60,000}

Change in trades payable (10,000} {60,000)|
[Net change in working capital {20,000}

interest expense (25,000)| 0| (25,000)|
Depreciation expense {30,000} 30,000 0
Capital expenditures {60,000) {50,000)
Income before tax 95,000

Income taxes (40,000} 0| {40,000)]
Net income 55,000

Loan proceeds | 60,000 60,000
Equity Cash flow 75,000
METHOD 2

Profit after tax 55,000
Plus: depreciation 30,000
Plus: loan proceeds 60,000
Minus: increase in working capital (20,000)
Minus: capital expenditures (50,000)
Equity cash flow | 75,000

ANSWER SHEET FOR INSTRUCTOR

Page 1
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RATIOANL

RATIO ANALYSIS
DEFINITIONS OF COMMON RATIOS

CATEGORY |RATIO COMMENTS CALCULATION
LiQuioimy CURRENT AN INDICATION OF A FIRM'S ABILITY

RATIO TO PAY [TS CURRENT OBLIGATIONS. TOTAL CURRENT ASSETS
HOWEVER, THE COMPOSITION AND TOTAL CURRENT LIAB.
QUALITY OF CURRENT ASSETS IS
CRITICAL.

QUICK A MORE CONSERVATIVE MEASURE

RATIO OF LIQUIDITY. EXPRESSES THE CASH (& EQUIV.) + TRADE REC.
DEGREE TO WHICH CURRENT LIAB. TOTAL CURRENT LIAB.
ARE COVERED BY THE MOST
“LIQUID" ASSETS.

DAYS' EXPRESSES THE AVERAGE TIME IN DAYS

RECEIVABLE [THAT RECEIVABLES ARE UNCOLLECTED. 365
IF HIGHER THAN THE INDUSTRY, THE SALES/TRADE RECEIVABLES
QUALITY OF THE COMPANY'S
RECEIVABLES SHOULD BE EXAMINED.

DAYS' REPRESENTS THE AVERAGE LENGTH OF

INVENTORY TIME UNITS ARE IN INVENTORY. AHIGH
FIGURE CAN INDICATE SLOW MOVING OR
OBSOLETE INVENTORY OR EXCESS 365
INVENTORY. ALOW RATIO CAN INDICATE  |COST OF SALESANVENTORY
BETTER MANAGEMENT OR MARKETING.
HOWEVER, IT COULD ALSO MEAN A
SHORTAGE OF INVENTORY.

DAYS' REPRESENTS THE NUMBER OF DAYS

PAYABLES BEFORE THE COMPANY PAYS [TS 365
TRADE PAYABLES. A HIGH FIGURE COST OF SALES/TRADE PAYABLES
COULD INDICATE CASH FLOW PROBLEMS.

WORKING MEASURES THE AMOUNT OF WORKING

CAPITAL TO CAPITAL INVESTMENT REQUIRED TO CURRENT ASSETS - CURRENT LIAB.

SALES SUPPORT THE LEVEL OF SALES. ANNUAL SALES
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RATIOANL

RATIO ANALYSIS (CONTINUED)
DEFIN!TIONS OF COMMON RATIOS

SOMETIMES CALCULATED BASED ON

NET FIXED ASSETS (AFTER DEPR.)

CATEGORY RATIO COMMENTS CALCULATION
LEVERAGE INTEREST MEASURES THE COMPANY'S ABILITY EARNINGS BEFORE INTEREST & TAX
COVERAGE TO MEET INTEREST PAYMENTS. MAY INTEREST EXP.
INDICATE THE ABILITY TO INCREASE
BORROWINGS.
LONG-TERM MEASURES THE AMOUNT OF DEBT
DEBT TO FINANCING USED BY THE COMPANY
TOTAL CAPITAL JCOMPARED TO ITS TOTAL CAPITAL
INVESTMENT. A HIGH RATIO COULD LONG-TERM DEBT
INDICATE HIGHER RISK DUE TO INTEREST | LONG-TERM DEBT + EQUITY
COSTS AND DEBT PAYMENTS. ALOW
RATIO COULD INDICATE THE COMPANY NOTE: DEBT/EQUITY IS SOMETIMES
HAS THE ABILITY TO BORROW FUNDS iF USED TO MEASURE LEVERAGE.
NECESSARY.
TOTAL LIAB. MEASURES THE TOTAL LIABILITIES FOR JOTAL LIABILITIES
TO TOTAL THE COMPANY INCLUDING BOTH THE TOTAL ASSETS
ASSETS CURRENT AND LONG TERM PORTIONS.
CATEGORY RATIO COMMENTS CALCULATION
OPERATING RETURN ON MEASURES THE RATE OF RETURN TO NET INCOME
EQUITY THE EQUITY INVESTORS IN THE EQUITY
(ROE) BUSINESS. CAN ALSO BE MEASURED OR:
ON A PRETAX OR CASH FLOW BASIS. EBT/EQUITY; CFIEQUITY
RETURN ON MEASURES THE RATE OF RETURN NET INCOME
ASSETS PROVIDED BY THE ASSETS OF THE TOTAL ASSETS
(ROA) BUSINESS. CAN ALSO BE MEASURED OR:
ON A PRETAX OR CASH FLOW BASIS. EBT/TOTAL ASSETS; CF/TOT. ASSETS
SALES TO MEASURES THE AMOUNT OF SALES
ASSETS PRODUCED IN RELATION TO TOTAL NET SALES
{ ASSETS. A MEASURE OF ASSET fOTAL ASSETS
UTILIZATION.
SALES TO MEASURES THE AMOUNT OF SALES
FIXED ASSETS |PRODUCED IN RELATION TO THE NET SALES
INVESTMENT IN FIXED ASSETS. TOTAL FIXED ASSETS
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FINANCIAL RATIO EXERCISE PAGE 1
XYZ CEMENT
HISTORICAL BALANCE SHEET (UNAUDITED)
IN THOUSANDS OF LEI
COMMON| GUIDELINE
ASSETS SEPT. 30, ‘92 SIZE Co's DUNS
CURRENT ASSETS:
CASH 914,342 1.4% 12.0% 2.3%
ACCOUNTS RECEIVABLE 2,234,132 3.3% 13.1%| 13.8%
INVENTORIES 5,438,080 8.1% 8.1%| 10.5%
OTHER RECEIVABLES 120,794 0.2%
I.ETTERS OF CREDIT 86,664 0.1%
PREPAYMENTS 334,953 0.5%
TOTAL CURRENT ASSETS 9,128,965 13.6% 36.5%( 32.9%
PROPERTY, PLANT & EQUIPMENT
LAND 0 0.0%
CONSTRUCTION IN PROGRESS 400,094 0.6%
BUILDINGS 42,343,559 63.0%
NACHINERY & EQUIPMENT 33,749,561 50.2%
TOTAL FIXED ASSETS 76,493,214 113.8% 95.0%
LESS: ACCUMULATED DEPRECIATION 18,588,282 27.7% 52.5%
NET PROPERTY, PLANT & EQUIPMENT 57,904,932 86.2% 43.3%( 26.0%
OTHER AS*<ETS 154,403 0.2%
TOTALACo. S 67,188,300 100.0% 100.0%| 100.0%
LIAB. & EQUITY
CURRENT LIABILITIES:
ACCOUNTS PAYABLE 3,766,633 5.6% 6.4% 5.9%
CURRENT PORTION OF LONG-TERM DEBT 0.0% 2.7% 2.7%
BANK LOANS 1,560,694 2.3%
OTHER CREDITORS 835,932 1.2%
MISCELLANEOUS 8,994 0.0%
TOTAL CURRENT LIABILITIES 6,172,253 9.2% 18.3%| 18.2%
LONG-TERM DEBT 0 0.0% 13.1%] 31.0%
OTHER LONG-TERM OdLIGATIONS:
NON DISTRIBUTABLE RETAINED EARNINGS 307,993 0.5%
FUNDS 285,820 0.4%
RES. SHUT DOWN EXPENSES 34,093 0.1%
TOTAL OTHER LONG-TERM OBLIGATIONS 627,906 0.9%
TOTAL LIABILITIES 6,800,159 10.1% 45.2%( S2.9%
EQUITY 60,388,141 89.9% 47.0%] 47.1%
TOTAL LIABILITIES & EQUITY 67,188 300 100.0% 100.0%] 100.0%

e



FINANCIAL RATIO EXERCISE PAGE 2
XYZ CEMENT
HISTORICAL INCOME STATEMENT (UNAUDITED)
IN THOUSANDS OF LEI
9 MONTHS
ENDED|YEAR ENDED| COMMON| UIDELINE
SEPT. 30, '92| SEPT. 30, 92 SIZE CO'S DUNS
NET SALES 26,006,261 100.0%{ 100.0%| 100.0%
DIRECT COSTS 13,344,608 51.3%
DIRECT MARGIN 12,661,653 48.7%
INDIRECT COSTS:
HANDLING CGSTS 3,660,520 14.1%
MAINTENANCE 1,759,636 6.8%
SALARIES 781,8°3 3.0%
OTHER 95¢,547 3.7%
TOTAL INDIRECT COSTS 7,161,516 27.5%
DEPRECIATION EXPENSE 962,111 37%|  7.5%
RESEARCH & DEVELOPMENT 7,059 0.0%
OPERATING MARGIN 4,530,968 17.4%| 22.4%] 23.7%
ADMINISTRATIVE EXPENSES:
AMORTIZATION 24,060 0.1%
SALARIES 330,835 1.3%
OTHER 524,175 2.0%
TOTAL ADMINISTRATIVE 879,069 3.4%
MISCELLANEOUS EXPENSE 98,628 0.4%
OPERATING INCOME 3,553,271 13.7%
INTEREST EXPENSE 1,031,143 4.0% 3.6%
INTEREST INCOME (361,085) -1.4%
PROFIT BEFORE TAX 2,883,213 11.1%| 11.6%
CORPORATE INCOME TAX 727,485 2.8%
NET INCOME 2,155,728 8.3% 7.8% 5.0%
EBOIT 4,539,441 17.5%| 24.3%
EBIT 3,553,271 13.7%| 18.0%
PRETAX CASH FLOW 3,869,384 14.9%| 18.8%
AFTER TAX CASH FLOW 3,141,898 12.1%| 15.6%
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FINANCIAL RATIO EXERCISE PAGE 3
XYZ CEMENT
RATIO ANALYSIS
GUIDELINE
SEPT. 30, '92 Cco's DUNS
LIQUIDITY:
CURRENT RATIO 2.14 2.20
WORKING CAPITAL/SALES 28.4% 18.9%
DAYS RECEIVABLES 84 48
DAYS INVENTORY \ 74 60
WORKING CAPITAL/TOTAL ASSETS 18.1% 14.7%
LEVERAGE:
LONG-TERM DEBT/TOTAL CAPITAL 22.6% 39.7%
INTEREST COVERAGE 4.1
RETURNS:
CASH ROA 4.7% 10.0%
CASH ROE 5.2% 20.7%
PRETAX ROA 4.3% 8.7%
PRETAX ROE 4.8% 17.3%
NET ROA 5.3% 5.5%
NET ROE 11.3% 7.2%
EFFICIENCY:
ASSET TURNOVER 0.57 0.56
FIXED ASSET TURNOVER 0.34 0.64
SALES/EMFLOYEE (US$) 11,148 230,146




FINANCIAL RATIO EXERCISE PAGE 3
XYZ CEMENT
RATIO ANALYSIS
GUIDELINE
SEPT. 30, '92 CO'S DUNS
LIQUIDITY:
CURRENT RATIO 1.48 2.14 2.20
WORKING CAPITAL/SALES 11.4% 28.4% 18.9%
DAYS RECEIVABLES k]l 84 48
DAYS INVENTORY 149 74 60
WORKING CAPITAL/TOTAL ASSETS 4.4% 19.1% 14.7%
LEVERAGE:
LONG-TERM DEBT/TOTAL CAPITAL 0.0% 22.6% 39.7%
INTEREST COVERAGE 3.4 4.1
RETURNS:
CASH ROA 4.7% 10.0%
CASH ROE 5.2% 20.7%
PRETAX ROA 4.3% 8.7%
PRETAX ROE 4.8% 17.3%
NET ROA 3.2% 5.3% 5.5%
NET ROE 3.6% 11.3% 7.2%
EFFICIENCY:
ASSET TURNOVER 0.39 0.57 0.56
FIXED ASSET TURNOVER 0.34 0.64
SALES/EMPLOYEE (USS) 11,148 230,146

ANSWER SHEET FOR INSTRUCTOR
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EXERCISE
FORECASTING NET WORKING CAPITAL

In this exercise, you will forecast net working capital for two years (1995 and 1996)
using two methods: (1) forecasting individual working capital components by
analyzing various working capital ratios and (2) forecasting working capital by
analyzing the net working capital to sales ratio.

METHOD 1 - ASSUMPTIONS

Cash is assumed to stay constant at 10,000 in 1995 and 1996.

Forecast accounts receivable by using the 3 year historical average accounts
receivable turnover ratio.

Forecast inventory by using the 3 year historical average inventory turnover ratio.

Prepaid expenses are assumed to remain constant in the future (1995 and 1996) at
2,900.

Forecast accounts payable by using the 3 year historical average payables turnover
ratio.

Forecast accrued expenses by using the 3 year historical average accrued
expenses/total sales ratio.

METHOD 2 - ASSUMPTIONS

Estimate net working capital by analyzing the historical net working capital to sales
ratio as well as the industry average working capital to sales ratio. Apply this
industry ratio to the sales figure for 1995 and 1996.



Cl«O\

%YZ Company

Neot Working Capital Analysis
Historical Forecasted
For the periods ended December 31, 1992 1993 1994 |3 Year Avg l 1995 1996
EIIOI 130,853 166 897 138,767 150,000 160,000
100.0% 100.0% 100.0% 100.0% 100.0%
[Cost of goods sold 68,812 86,839 70.979 80,000 90,000
52.6% 52.0% 51.1% 51.9% | 53.3% 56.3%
[urrent Assets I
Cash 7,559 8,197 8,595
ccounts recei vable 17,465 34,724 24,553
ventory 21,757 20,477 23,896
Prepaid expenses 2,273 2,085 2,853
Total Current Assets 49,054 65,483 59,897
Current Liatihties ‘
Accounts payable 11,151 7.705 16,900
Accrued expenses 16,109 18,927 21,665
Total Current Liabilities 27,260 26,632 38,565
Net Working Capital 21,794 38,851 21332 I
ot Worh'niClpiu.VSdel 16.7% 23.3% 15.4% 18.4%
Ratios Assumptions
ash Canstant NET WORKING CAPITAL - CONCLUSION
eceivable tumover 7.4% 6.40 4.68 6.19 6.19
vg Collection Pericd 48.05 56.29 76.89 60.41 METHOD 1995 1996
ventory turnover 3.16 4.11 3.20 3.49 3.49 RATIOS I
epaid expenses/Total sales 1.7% 1.2% 2.1% 1.7%
%% OF SALES |
ayables tumover 6.17 9.21 5.77 7.05 7.05
ayables period 58.34 39.09 6240 53.27
ccrued expenses/Total sales 12.3% 11.3% 15.6% 13.1% 13.1%




MANUFACTURERS - VALVES & PIPE FITTINGS, EXCEPT PLUMBERS’ BRASS GOQDS. SiCs 3434

Comparative Historical Data
4 ]

Current Data Sorted 8y Sailes
1 1

2713

£ Postrvtwrament Benefits 1 3
Type of Statament
28 30 N Unquaiified 2 k| ? ? 12
21 22 7 Aeviewed 10 5 [ ?
1" 1] 12 Compiled ] (] 2 3
1 Tax Returma 1
29 17 21 Other 2 5 1 2 s [}
vint v vt B/ 1.9/%0/37) S7110/1/933/31/%4)
e B ne o1 ase T s-10MM 1028MM  Z3MM & OVER
" 1) 92 NUMSER Of STATEMENTS 7 20 11 14 22 18
- s [ s ASSETS [ [ s * [ .
63 6.7 1.2 Cash & Equivelents 'Y 5.0 58 8.2 .4
20.7 20.2 284 Trade Recarvabiss - (net) 2.2 349 283 0 2.8
323 238 340 397 3.2 347 31 0.8
RN 1.3 1.2 Al Other Current 7 3 2 2.6 K]
-91.2 a7 70.8 Total Cusrest 722 788 (1T 749 58.5
128 T 233 20.8 Fized Asseta (net) 16.2 17.7 23.4 18.7 279
2 .35 28 Intangidies (nev) .3 K N K] 13
) 58 8.1 Alf Otver 13 30 1.7 59 1.3
1(:0.0 100.0 100.0 Tots 10n.0 100. 160.0 100.0 100.0
UABILUTIES
0.2 93 X Notes Peyabie-Shart Term 8.0 X 10,8 13.2 7.4
3.4 14 24 Cur. Mst-LU/T/D 4 26 26 1.5 s
12.2 171 13.4 Trede Payasias 10.7 153 13.0 18.2 9.5
8 K 1.4 lncome Tazes Pavabie 24 2 1.0 R 1.4
10.4 0.4 89 All Other Current 10.8 'Y 1.4 7.7 87
- 380 35.0 388 Towi Current 341 3e.7 348 413 307
1"y 13,1 108 Loag Term Debt 14.0 130 9.3 8! °.8
8 b 5 Deferred Taxes 2 7 3 4 1.2
1.3 20 3.2 All Other Nen-Caurreet 5.2 .0 “ 23 18
502 4.2 50.2 . Net Worth 463 a8 51.3 48,0 5.2
100.0 100.0 100.0 Totsi Lisdilities & Net Werty 100.0 £100.0 100.0 100.0 190.0
BCOME DATA
100.0 100.0 100.0 Net Sales 100.0 100.0 100.0 100.0 100.0
30.1 321 1o - Gross ProM 383 a3 242 30.2 218
28.1 158 249 Exsenses 2.1 5.8 228 20.8 25.0
- 50 . 8S e.1 Prefit 1.3 13 L7 9.4 20
K 1.3 1.9 All Otiver Expeansces (net) 20 28 A 1.7 1.5
42 52 % Profit Sefore Tanes 5.2 47 1.8 1.8 1.2
RATIOS
10 1s 1 8.1 2 L] 18 11
R K ) 22 1.8 . Curom 22 28 .8 is 1.8
1.4 1.3 1.4 1.3 1.8 1.8 1.2 1.4
1.5 1.8 19 ot T 1.8 20 7
I 1.0 1.1 Quck 1.1 13 9 8 2
K 8 7 b 7 R 5 3
0. 82 4 92 4 L8 7 98 4 60 31 19 & 81 47 18
a 15 w 19 st Nt . Ssiea/Recsivebise 4 83 B 85 a2 9 M s 9 82
@2 s s 8] 0 55 0 73 89 41 58 68 64 57 e 5]
@2 59 M 0 & S8 4 85 T4 48 B 09 & 19 B 4l
83 44 M 17 101 28 Cost of Sales/Inventory 19 32 1 12 8/ 42 B 41 ne 12
138 27 138 27 140 29 16 22 182 24 114 22 118 31 148 28
18-.208  21::17.8» 18 203 11 326 18 219 19 100 2¢ 140 19 10.0
n 131 0 120 - 20 120 Cosz of Saten/Paysdien 2 164 I3 04 28 138 AT 00 I® 120
4 &8 “ 03 0 13 M 04 6 S6 I7 98 88 86 47 17
4.0 18 32 Yug= 3.0 43 14 .0 1)
. .59 1.6 Sales/Working Cagetsi ' qp s 16 6.0 5.0
1.1 10.8 0.7 R4 - 8. 10.3 18.1 15
121 112 129 Y] 19.7 115. 183 133
78} 18. (74 18 (78} 219 EBIT/\meront nn 4t 25 (1N L1 (1) 49 (1N 49
1.2 1.7 1.8 1.4 2t 1.7 22 1.3
1.0 S.4 1.4 17.8
Ret Profit + Desr. Dee.
43) 32 (48) 22 (48 22 114) 4.8
7Y N 13 » Amere/Car, Mat UT/D 19
. 3 2 2 N K] 2 2 “
4 3 4 _Fasd/Werth 4 2 3 3 8
9 7 K 1.2 1.8 1.0 ¥ 8
4 s 4 4 5 3 5 K
1.0 1.1 1.0 Dedt/Werth 1.0 12 K 1.3 9
23 - 24 2.5 47 38 e XN 1.8
47 29.0 202 : 5.0 240 278 ETE] 5.8
an 187 @n 161 an 1e3 | B PromGete fuase/Tiagble (18 118 14 122 242 (171 182
-8 8.1 1.9 S8 1.3 1.4 15.9 7
14.8 14.8 142 14.7 1.1 10.8 19.8 129
s 7.4 vs | %o Setors Tama/Tou 58 a1 53 127 as
1.2 .7 28 1.7 3.2 1 4.5 3
19.8 200 282 0.1 483 19.2 211 1.0
.S 3 0.9 . Suiew/Nat Fined Asrons 18.8 128 10.4 8.3 5.2
48 44 5.2 1.8 48 Y] X 3.1
28 24 24 10 7 8 15 1.8
1.9 1.9 18 Salea/Tousl Azsets PR] 2.0 20 0 1.3
1.4 1.8 1.4 1.8 1.8 1 1.7 1.1
12 8 2 8 8 1a K 21
®8) 24 [N 21 (M) 20 % Desr. Dee. Amert/Sales 1 13 (10 12 (n 23 15 (1) 38
2.8 tY) 1 27 1.9 3.2 23 4.7
10 28 23 o .
% Oficers’, Directors
2) S8 (33 61 (29 4B : :
1 Y] 15 Owners' Coma/Saten
2868068M  2174088M  1D15201M Net Saies (8) 30640  41400M  AZ7ISM  STIIAM  JASOAAM  13839TIM
178208TM  15290TEM  1320637M Tetat Assom (9) 0184 2118 Z3010M  BIT70M  TIS73IM 103 1006M
Diedert Merms Asseciats 1084 M o ttmaancd MM « Semiflon
So0 Poges 15wk of Avass snd Dets

\«4


http:18-20.11

ol

s
¢

\\

XYZ Compsny

Met Working Capital Analysis
Historical | Forecasted
For the periods ended December 31, 1992 1993 1994 |3 Year Avg l 1995 1996
Fsiel 130,853 166,897 138,767 150,000 160,000
100.0% 100.0% 100.0% 100.0% 100.0%
Cost of goods sold 68,812 86,830 70,979 80,000 90,000
52.6% 52.0% 51.1% 51.9% l 53.3% 56.3%
Current Assets I
Cash 7.559 8,197 8,595 10,000 10,000
Accounts receivable 17,465 34,724 24,553 24,232 25,848
#nvmtoty 21,757 20,477 23,896 22,923 25,788
Prepaid expenses 2,273 2,085 2,853 2,900 2,900
Total Current Assets 49,054 65,483 59,897 60,055 64.536
Current Liabilines l
Accounts payable 11,151 7,705 16,200 11,347 12,766
Accrued expenses 16,109 18,927 21,665 19,650 20,960
Total Current Lisbilities 27,260 26,632 38,565 30,997 33,726
Net Working Capital 21,794 38,851 21,332 29,058 I 30,810
et Working Capital/Sales 16.7% 23.3% 15.4% 18.4%
Ratios Assumptions
ash Caonstant NET WORKING CAPITAL - CONCLUSION
eceivable tumover 7.49 6.40 4.68 6.19 6.19
vg Collection Period 48.05 56.29 76.89 66.41 ETHOD 1995 1996
ventory tumcver 3.16 411 3.20 3.49 3.49 RATIOS | 29,058 | 30,810
epaid expenses/Total sales 1.7% 1.2% 2.1% 1.7%
* OF SALES 31,500 | 33,600
syables tumover 6.17 9.21 5.77 7.05 7.05 21.0%
ayables period 58.34 39.09 62.40 53.27
ccrued expenses/Total sales 12.3% 11.3% 15.6% 13.1% 13.1%
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PRESENT VALUE THEORY

EXAMPLE CALCULATIONS

CASE 1- END OF YEAR FACTOR

DISCOUNT RATE 200%

YEARS 3

CASH FLOW PER YEAR 100

YEAR [ 1] 2| 3
CASH FLOW 100 100 100
PRESENT VALUE FACTOR

PV OF CASH FLOW

SUM OF PV'S

CASE 2 - MID YEAR FACTOR

DISCOUNT RATE 200%

YEARS 3

CASH FLOW PER YEAR 100

YEAR [ 1] 2 3
CASH FLOW 100 100 100
PRESENT VALUE FACTOR

PV OF CASH FLOW

SUM OF PV'S

DISCOUNT RATE 15.0%
YEAR 3
CASH FLOWIN YEAR 3 125
YEAR 3
CASH FLOW 125
PRESENT VALUE FACTOR

PV OF CASH FLOW

CASE 3 - SINGLE FUTURE CASH FLOW (END OF YEAR)

\n7



PRESENT VALUE THEORY

EXAMPLE CALCULATIONS

CASE 1 - END OF YEAR FACTOR

DISCOUNT RATE 20.0%
YEARS 3
CASH FLOW PER YEAR 100
YEAR | 1] 2] 3
CASH FLOW 100 100 100

PRESENT VALUE FACTOR 0833 0.694 0579

PV OF CASH FLOW 83.33 69.44 57.87
SUM OF PV'S 21065

CASE 2 - MID YEAR FACTOR

DISCOUNT RATE 200%
YEARS 3
CASH FLOW PER YEAR 100
YEAR | 1] 2] 3
CASH FLOW 100 100 100

PRESENT VALUE FACTOR 0813 0.761 0.634

PV OF CASH FLOW 91.28 76.07 63.38
SUM OF PV'S 20.75

CASE 3 - SINGLE FUTURE CASH FLOW (END OF YEAR)

DISCOUNT RATE 15.0%
YEAR 3
CASH FLOW INYEAR 3 15
YEAR | 3|
CASH FLOW 15

PRESENT VALUE FACTOR 0.658

PV OF CASH FLOW 82.18

ANSWER SHEET FOR INSTRUCTOR
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DISCOUNTED CASH FLOW ANALYSIS

EXAMPLE

ASSUMPTIONS: Discount rate: (11)
Equity discount rate 24.0%
GfM\: EISZI=TS
Total capacity (1) 18,000 cases
Case growth (2) 15.0%
Price increases (3) 6.0%
Residual growth (4) 4.0%
Plant expenses (5) 85.0% (excluding depreciation & interest)
Administrative (5) 5.0%
Depreciation (6) 650
Working capital analysis: Federal & state tax 38.0%
Current working capital {  (7) (479) (12)
Required WC parcent (8) 3.0%
Required WC (9) 604
Excess (deficit) (10) (1,083)
ACTUAL PROJECTED >>>>
Year
Ended
Mar. 31,
1991 1992 1993 1994 1995 1996
Total cases 11270 12961 14805 17,940 18,000 18,000
Average pack fees 1.59 168 1.78 1.89 2.01 213
Total prckaging revenues 17803 21824 26603 32429 36099 38,265
Warshousing 1,588 1,936 2,360 2,876 3202 3,394
Trucking & brokerage 632 770 939 1,145 1274 1,351
Total revenues 20123 24530 29902 36,451 40576 43,010
Expenses.
Plant expensas 16835 20850 25417 30983 34,489 365559
Administrative 1247 1,226 1,495 1,823 2,029 2,151
Interest 280 301 333 318 05 287
Depreciation 650 689 730 T74 821 870
Total expenses 19012 23067 27975 33,898 37643 39,666
Taxabie income 1,11 1,463 1,927 2,552 2932 3,144
Pre-tax margin 55% 6.0% 6.4% 7.0% 7.2% 7.3%
Federal income tax 556 2 970 1,114 1,195
Net income 807 1,195 1,582 1,818 1,949
Cash flow:
Net income 907 1,185 1,582 1,818 1,949
+ depreciation 689 730 774 821 870
- incrementa! working capital (132)  (161)  (196)  (124) (73)
+ new debt 200 300 0 0 0
- payments of debt (S0) (75) (100) (100) 0
- capital investment (13) (500) (450) (650) (700) (870)
Free cash flow 1114 1,539 1,410 1,715 1876
PV factor (14) 0.8980 07242 05840 04710 03798
PV of cash flows 1,000 1,115 824 808 713
Sumof PV's 4,459
PV of residual value 3,706 Residual value = 9,756
—_— (15)
FMV of equity, before adjustments (16) 8,165
Less: working capital daficit (1,083) (17)
Plus: non-operating asset (real estate) 525 (17)
FMV of equity 7607




FOOTNOTES TO DCF MODEL

Capacity based on discussions with manage. 1ent of company; R is important
that the growth in the model does not exceed the plant's capacity, or major
capital expenditures will be raquired to aliow the additional growth.

This is the growth in volums (cases) expected each year; shoukd be based on discussi
with management, outlook for the industry and economy and the historical trends

Increases in tha price of the product each year based on economic and industry
research as well as historical increases and managsment expectations.

Residual growth is often based on the kung-term inflation expectations.

A word about growth in general: a buyar will typically not pay for high growth
in the future, since after a few years he will ba creating that growth through
his own efforts as owner of the business; residual growth should be based

on long-term price increases rather than volume growth since a mature, stable
business will be providing replacement demand for #ts product.

Plant expenses are usually based on the most recent year, an average of several
years, or an adjusted amount based on discussions with management; often
historical costs may contain unusual or non-recurring items that should be
sliminated when trying to estimate future expenses.

Depreciation is excluded in this figure so that it can be shown as a separate figure.
interest is based on amount of dabt cutstanding an- the cost of debt.

General & administrative costs shoukl be analyzed similar to plant expense or cost of
sales; many timos, however, there are fixed costs in this category that may

not increase as fast as sales; however, they typically should increase at least

as fast as inflation

Depreciation can be based on (a) the amount of depreciation in the latest year

and inflated, or (b) cupital expenditures and the depreciation of existing assets over ti
Depreciation can also be based as a percentage of sales by examining historical
trends; in &7y event, capital expendttures and depreciation expenscs should

always equai in the residual cakculation. This is because over the long term

the depreciation amount should equal the amount of equipment added each year

as long as the business i in a mature, stable growth phase without major

capital expsnditures for expansion. To have depreciation exceed capital expenditures
in the residual would bs an incorrect assumption, since after a time, depreciation
would reduce to zero if there were not any capital expenditures.

This figure should be taken from the latest balance sheet available before the
valuation dste, calculated as curment assets kess current liabilities.

This figure ix based on the amount of each dollar of sales (tumover) that
is investad in working capital (inventory, receivables, etc.). 1t is based on
an analysis uf the historical working capttal requirements of the business
and cn an znalysis of typical working capital levels found in comparable
comparius.

As a business grows, it must retain some of ita cash flow to finance the purchase
of inventory, increase in receivables, etc. This is called the firm's incrementat
working capital requirement, in this case 3% of the change in salss.

Required working capital represants the amount the business should have on
hand at the beginning of the forecast period, and is calculated by muliplying
last year's sales times the required working capital percent.
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FOOTNOTES TO DCF MODEL-continued

The current working capital excess or defictt is calcutated by comparing the required
working capital to the amount the business has on hand. if there is a deficit, it should
subtracted from the value, sinca this reprssents cash an owner would have to

put into the business to safely fund future growth without shortages.

The discount rate in this model is based on the capita! asset pricing model.
Bae- .. on the rates in the tax law.

This is the amount of capital expsnditures nseded to maintain the existing
capacity, or to provide the capacity necessary to allow the growth shown

in the forecast. if the growth is stable, and no new capacity is needed, the
types of capital expenditures will be those of replacament of existing assets

23 they wear out — not to purchass new equipment/facilities for expansion.

#f no forecast from management is available, capital expenditures can ofter;

be set equal to depreciation, since over time, depreciation represents the amount
of reserve needed tu replace existing assets.

The prescnt value factor is based on the mid-year formula.

The residual value is the amount of value remaining in the business after the
discrete 5 ysar forecast period. It is typically calculated in one of two ways.

(1) there is a mathematica! approximation for the present value of all cash
flows from years 6 and beyond, called the "Gordon Model." 1t is calculated
by dividing cash flows in the residual by the (discount rate less long
term growth rate). This gives approximately the same answer as continuing
the cash flow modei into the future indefinitely.

(2) assume the business can be sold after five years. Mukiply the sarnings
by an appropriate price-earnings mutiple, or cash flow by an appropriate
cash flow muttiple.

In either cass, the residual value represents the value of the business after
the forecast pariod, in this case five years. This value must then be
discounted to the prasent.

The sum of the present values of the S year cash flows and the residual value
represants the value of the equity, before adjustments for non-operating assets,
excess or deficient working capital, or other adjustments.

Other adjustments that may be required include:
1. Based on the working capital analysis described above, any excess shoukd
be added and any defick deducted

2. Assets that are excess, or do not contribute in gansrating the cash flow
stream shown in the modal, ehould be added back at fair market value.
These reprosent asseta that can be sold without effecting the cash flow
of the businzas, or the value of asssts whoss cash flows were not considered
in the forecast (e.g., intsrest on excess cash, real ostate operations)

3. Unracorded Eabilities should also be considered 2s to the appropriate
disposition, and will vary on a case by case basis.

It is hatpful 1o show the most recent year of operations as a comparison
to the first projected year.

This is just one form of the mode!; the amount of detail and whother you
forecast in units or total currency, with equily or debt-free cash flows, etc.
will depend on the ciicumstances of each particular valuation.
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T T ST
DISCOUNTED NET CASH FLOW REVIEW FORM

COMPANY VALUATION DATE_______
COMPLETED BY REVIEW DATE
FORECAST PREPARED BY:
FORECAST DETAIL:
is the growth real or nominal (e.g., including inflation)?
|s the cash flow based on equity or debt-free cash flows?
Yes No N/IA

1|Has there been a comparison of the accounting
principles used in the forecast to those used historically?
Are there any significant variances? (If so, comment
below)

2|Are the key factors and assumptions used clearly
identified?

Were they reasonably developed?
is there adequate support?

Are there any inconsistencies in the assumptions?

Was a mathmatical test of the model performed to insure accuracy?

(4 3 [2)

Were forecasted margins checked for reasonableness
compared to historical margins?

Compared to industry/competitor margins?

6|Has the model included or considered:
a) Working capital deductions?

b) Excess or deficient working capital?

c) Capital expenditure allowances?

d) Adjustments for non—operating assets?

7|Does the forecast in units produced exceed available
capacity?

If so, are there capital expenditures in the forecast
designed to increase capacity?

8|ls the discount rate calculation adequately supported?

Does the discount rate calculation match the factors
included above in the FORECAST D§TAIL section?

9]ls interest income included? If so, why?

Is interest axpense properly excluded (debt free cash
flow) or included? (equity cash flow)

Is the level of debt assumed in the model within

reasonable standards? (Equity cash flow only)

10|Does the calculation of cash flow match the Factors
provided in the FORECAST DETAIL section?

11|Are the present value factors displayed?

Is the present value factor based on a mid-year
calculation?

12{Is the interest bearing debt subtracted? (if the cash flow is a
debt-free cash flow)

13|Does depreciation and capital expenditures equal each
other in the residual year?

COMMENTS

W



HANDOUT #8

TO BE DISCUSSED

AFTER

PAGE 86

W



EQCSEDC2

DATA SHEET FOR XYZ CORP,

THE OBJECT IS TO CONSTRUCT AN EQUITY DCF MODEL

(1) Pant is currently operating at capacity.

available borrowing capacity is 300.

(2) Captital expenditures will have to be incurred to increase capacity.
(3) H capacity is not increasad, sales increases will not occur.
(4) Debt to total capital ratio is slightly below industry guidelines,

Year 1 Year 2 Year 3 Year 4 Year 5§
Expected growth: 9.0% 9.0% 7.0% 7.0% 7.0%
% of existing capacity 100.0% 103.0% 104.0% 105.1% 106.1%
Capital expenditures plan 200 350 180 150 180
Ave. life of assets = 10 years
(Assume cap ex made Jan. 1)
Year 1 Year 2 Year 3 Year 4 Year 5
Remaining depr. of exist. asset 125 100 75 50 50
Debt borrowing (nat) 50 200 0 0 0
Balance 250 450 450 450 450
(Deot borrowed on Jan. 1)
1954 Net Income Assumptions.
Variable Costs 35.0% of sales Average annual inflation 6.0%
SG&A 5.0% of sales
Interest Rate 14.0% Working capital % of sales 20.0%
Tax rate 45.0%
Net income margin 9.1%
1954 Data:
|DATA FOR DISCOUNT RATE
Sales 1,000 Risk free rate 8.0%
Equity premium 17.0%
Cost of sales
Fixed 250
Variable 330
Depreciztion 150
Total COS 750
Gross Margin 250 |Balance Sheet Data:
Cash, accts rec. 120
S, G & A (variable) 50 Inventory 150
EBIT 200 Current assets 270
Interest axpensa b Current liab. 150
EBT 165 Vacant land 150
Tax 74 (appraised value)
Interest bearing dabt 200
Net income o1
NOTES:

Wo



EQCSEDC2

WORKSHEET

Sales

F]SCOUNTED CASH FLOW MODEL

1]

2] 3]

1,080

1,188 1,271

1,360

1,455

COS:

Fixed
Variable
Depreciation
Total COS

382

281 298
416 445

316
476

509]

Gross margin
SG&A

EBIT
|interest

EBT
Tax (45%)

INet income

Cash flow:

Net income

+ Depr.

+ Loans (net)

- working capital

- capital expenditures
Cash flow

PV factor

PV of cash flows
Sum of PV's

1PV of residual

Residual value =

FMV of equity

Plus: excess assets

Less: deficient working cap.

FMV of equity

Additions: YEAR 1

haN

Depreciation schedule

Depreciation on existing equip.

] :

VeART]

125

200 |

350
150
150
150

TOTAL|

Working capital calc.

LRoqulrod:

[Actual:

IExem (deficiency)

\Y



EQCSEDC2

DISCOUNTED CASH FLOW MODEL
WORKSHEET
YEAR
[ 1] 2 | 3] 4] 5
Sales 1,050 1,188 1,271 1,360 1,455
cos:
Fixed 265 281 298 316 335
Variable 382 416 445 476 509
Depreciation 145 185 145 135 150
Total COS 792 852 888 927 994
Gross margin 299 336 384 434 462
SG3A 55 59 64 68 73
EBIT [ 244 | 277 | 320 | 366 | 389
Interest 35 63 63 63 63
CBT 209 214 257 303 326
Tax (45%) 94 96 116 136 147
Net income 115 118 141 166 179
Cash flow:
Net income 115 118 141 166 179
+ Depr. 145 155 145 135 150
+ Loans (net) 50 200 0 0 0
- working capital (18) (20) (17) (18) (19)
- capital expenditures (200) (350) (150) (150) (150)
Cash flow 92 103 120 134 160
PV factor | 0.8944| 0.7155| 0.5724] 0.4579] 0.3664
PV of cash flows 82 74 | 69 | 61 | 59
Sum of PV's 344
PV of residual 327 Residual value = 893
FMV of equity 672
Less: deficient working cap. (80)
Plus: excess assets 150
IEMV of equity 742 __ - o
Depreciation schedule | YEAR 1] 2| 3] 4] 5
Depreciation on existing equip. 125 100 75 50 50
Additions: YEAR 1 200 I 20 20 20 20 20
2 350 35 35 35 35
3 150 15 15 15
4 150 15 15
5 150 15
TOTAL| 145 | 155 | 145 | 135 | 150
Working capital calc.
[Required: 200
[Actual: 120
Excess (deficiency) (80)

ANSWER SHEET FOR INSTRUCTOR
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INSTRUCTION MANUAL FOR MODEL



Instructions for Using the Discounted Cash Flow
("DCF") Model:

This instruction manual is to be used with the discounted net cash flow model enclosed
under the file name: "dcfmodel.xls." The model inputs are organized into five different
steps. Inputs may only be made in the shaded cells.

Before the model outlined steps are completed, the Company's name, purpose, and
date of valuation should be placed in “he first three lines of the input section. Example:

Discounted Net Cash Flow Model
Romanian Cement

Privatization
As of December 31, 1995

Step 1. INPUTS for Product Sales and Gross Margin FORECASTS

A. INPUT Current Year: Enter the most recently ended year (current year). This year will
serve as the base year from which the forecasts will be made. All of the years in the
forecast period will appear subsequent to this year. This entry is mandatory.

B. Forecast TOTAL SALES or UNIT SALES (T or U)?: The DCF model allows the user to
forecast sales by either of two methods:

TOTAL SALES ("T") method: this method allows the user to forecast sales

based upon growth rates for the forecasted period (Years 1-5), using the current year
sales as a basis for the growth (for this method, INPUT "T"). This method is most
appropriate when:

e forecasted product unit sales and costs are not available.

o the subject is a service company and product units are not an issue.

NOTE: If "T" is selected, proceed to entry number 1C.
OR

UNIT SALES ("U") method: this method allows the user to forecast sales based on
discreet unit sales, price per unit, and cost per unit (for this method, INPUT "U"). This
method is most appropriate when:

e forecasted product unit sales and costs are available with reasonable
accuracy.

NOTE: If "U" is selected, proceed to entry number 1D.



C. INPUTS for Variable and Fixed Costs and Taxation FORECASTS: This section is only
applicable for the TOTAL SALES ("T") method. Inputs for this section are divided into
four parts:

« INPUT Current vear sales: Input the current year sales (in numerical amounts:
example $100,000,000). This amount will serve as the base year from which
the forecasted sales will be grown.

e INPUT Current year cost of goods sold (cost of service): Input the current year
cost of goods sold (cost of service) (in numeric amounts: example
$70,000,000).

o INPUT Sales growth rates for years 1-5: Input the forecasted sales growth rates
for each of the five years in the forecast (Years 1-5). Example:

1995 1996 | 1997 | 1998 1999
INPUT Sales growth rates for years 1-5: 50% |50% [50% |50% 5.0%

e INPUT Cost of goods sold (or cost of service) as a percent of sales for years 1-
5: Enter the forecasted cost of goods sold as a percent of sales for each year of

the forecast (Years 1-5). Example:

1995 1996 | 1997 | 1998 1999

INPUT Cost of goods sold (or cost of service)
as a percent of sales for years 1-5: 80% 80% | 80% | 80% 80%

D. INPUTS for UNIT SALES ("U") forecasts: This section is only applicable for the UNIT
SALES ("T") method. The steps under this approach are as follows:

e INPUT Product Names and Forecasted Unit Production: Enter the names

of the company's products. Note: Under this method, the model allows for up
to three product lines to be forecasted.

e INPUT Current year Unit Production: Enter the current year and
forecasted production for each of the company's products.

e INPUT Product Groups-Unit Capacity: Enter the total unit capacity for
each of the previously named products for both the current year and for each
year of the projected period (Years 1-5).

e INPUT Current year prices: Enter the individual unit product prices for
the current year in nominal amounts (example $1,000 per unit). In addition,
enter the forecasted price growth rates for each of the forecasted years (Years
1-5). Example:




INPUT
Current year
Unit Prices | 1995 { 1996 | 1997 | 1998 [ 1999
Product #1 1,000 3% | 3% 3% 3% 1 3%

e INPUT Product Cost per Unit: Enter the individual unit product costs
for the current year in numeric amounts (example $1,000 per unit). In addition,
enter the forecasted price growth rates for each of the forecasted years (Years

1-5). Example:

INPUT
Current year
Unit Prices | 1595 | 1996 | 1997 | 1998 | 1999
Product #1 1,000 3% 3% 3% 3% 3%

Step 2. INPUTS for Variable and Fixed Costs and Taxation FORECASTS:

A. INPUT Variable Cost forecasts: This section requires three entries. First, enter the
appropriate expense item name. The model allows for up to eight expense items to be
discreetly forecasted OR total variable costs may be forecasted as a total percent of sales
(select OPTIONAL: INPUT TOTAL VARIABLE COSTS). The provided expense names
(Administrative, Marketing, etc.) are presented for ¢xample purposes only and may be
typed over with expense items specifically for the subject company.

Next, input the current year expense amount in numeric terms under the area marked
Current year Variable Costs. Lastly, forecast the expense item as a percent of sales.
Example:

INPUT
Current year
Variable Costs | 1995 | 1996 | 1997 1998 | 1999
Administrative 10,000,000 | 10% { 10% 10% | 10% | 10%

B. INPUT Fixed Cost forecasts: These inputs are presented in the same format as the Variable
Cost inputs. However, the main difference is that the inputs for the forecasted years are
entered as growth rates versus as a percent of sales. First, enter the appropriate
expense item name, if it is not already provided (example: Rent expenses). The model
allows for up to five expense items to be discreetly forecasted OR the fixed costs may be
combined and forecasted using one growth rate (select OPTIONAL: INPUT TOTAL
FIXED COSTS). The provided expense names (Rent, Salaries, etc.) are presented for
example purposes only and may be typed over with expense items specifically for the
subject company.




C. INPUT Current year Taxes and Forecasted Tax Rates: This section requires the entering

of the current tax rate and the tax rates forecasted for the future as a percent of the pretax
income (Example 38%).

Step 3. INPUTS for FORECASTED Depreciation and Capital Expenditures:

A. INPUT Current Year Depreciation Expense: Enter the current year depreciation expense in

numeric terms (Example $1,000,000).

B. INPUT Current Depreciable Assets: This section allows for inputs of fixed asset amounts

as divided into three group categories: Short depreciable lives (1-5 years), Medium
depreciable lives (6-19 years), and Long depreciable lives (20+years) The entries for the
forecasting of depreciation and capital expenditures are in two parts:

First assign the depreciable asset to a category and input the net depreciable asset amount
in the section: INPUT Current Year Existing Fixed Assets.

Next enter the depreciable life of the entered asset under the heading: INPUT Depreciable
Years (Example: Medium Depreciable life 7 years).

NOTE: The total net fixed assets should match the net fixed assets from the latest balance
sheet. All of the depreciation expenses are forecasted using the straight line method of
depreciation.

C. INPUT Capital Expenditures in; This section requires the input of capital expenditure

amounts in numeric amounts for cach depreciable life category. In Step 3B, the
depreciable lives were defined for each asset category. The model calculates future
depreciation based on the entered capital expenditures for each of the forecasted years
over the previously defined periods in the categories: Short depreciable lives (1-5 years),
Medium depreciable lives (6-19 years), and Long depreciable lives (20+years). Again, all
of the depreciation expenses are forecasted using the straight line method of depreciation.

Step 4: INPUTS for FORECASTED Long Term Financing:

A INPUTS for Current and Forecasted Long Term Debt Financing: The first step under this

section is to inpui the current year interest expense at the heading INPUT Current Year
Interest Expense. Next, the estimated interest expense and principal payments for
existing debt and/or additional debt may be forecasted. The model allows for three
existing/additional debt instruments to be forecasted. The procedures for entering the
principal and interest for each category of debt are as follows:

o First, enter the name of the debt instrument (example: Bank Loans).

e Second, enter the annual interest rate of the debt instrument under the heading
INPUT Interest Rate.

\’17(



e Third, enter the debt balance at the beginning of the first forecasted year (or the
end of the current year) under the heading INPUT Beginning of Year Debt Balance
(Year One Only). This entry is required only for debt that existed at the beginning
of the first year of the projection.

e Fourth, enter any additional debt incurred over the projection period. Note: The
entries for additional debt are only on the line entitled Additional Debt.

o Lastly, enter the discreet principal payments for each of the debt instruments of the
forecasted years under the heading INPUT Principal Payments.

Note: The Ending Debt Balance is automatically calculated and no entries are required in
this section.

B

. INPUTS for Forecasted Equity Financing: This section allows the user of the model to
forecast any anticipated equity issues/repurchases
First, input any forecasted equity issues, in numeric terms, under the heading INPUT New
Equity Issues.

Second, input any forecasted equity repurchases, in numeric terms, under the heading
INPUT New Equity Repurchases.

Third, input the total shares issued (for example 5,000)/repurchased (for example -5,000)
that corresponds to the nominal terms entered in the previous two steps under the heading

INPUT Total Shares Issued (Repurchased).

Lastly, enter the total shares outstanding as of the current date under the heading INPUT
Current shares outstanding.

Step S: INPUT Valuation Assumptions

This section requires five inputs: Working capital/sales (in percentage terms), Current
year working capital (defined as current assets less current liabilities), Residual growth
rate (in percentage terms), Cost of Equity (percent), and the Fair Market Value of Non-
operating assets (defined in numeric terms according to the appropriate market value
estimates of value as of the current date).

Print Instructions:
The print macro can be engaged in one of two methods:

1.

2.

Go to the INPUT section. Under the Tools menu option, highlight the Macro
option; Highlight the INPUTOUTPUT macro option using the mouse and click the
RUN button with the mouse.

Go to the INPUT section. Create a macro button using the View and Toolbars
option (see instructor). Once the macro button is created, highlight the
INPUTOUTPUT macro option using the mouse and click the RUN button with the
mouse.

Note: You must be in the INPUT section in order to run the macro correctly.

'L Y



BLANK DCF MODEL



Discounted Not Cash Flow Medel

XYZ Company
rivalizalion
As of Decamber 31, 1994

INPUT SECTION

Cu: rent year

1996 - 1997 - 1998

" Groms ergin FORECASTS 1999
MTOTAL..ALES«UNHSAIES(T«UW afT-ulocud.prmudmllC,UUnnlMprmudmﬂlD)
C. INPUTS for TOTAL SALES (T) foreomst:
UT Current year sales | g |
INPUT Current ysar cost of goods sold (or cost of service)
INPUT Sales growth ratas for years 1-5 0 U] 0.0%} 0.0%] 0.0%] 0.0%]
INPUT Cost of goods sold (or cost of service) as & pervent of sales for years §-5 0 0%] Q.0%} 0.0%} 0.0%] 0.0%]
D INPUTS for UNTT SALES (L) forecast. INPUT
Current year
INPUT Product Names end Forecastad Unut Producton. Uruts Sold INPUT Forecasted Units Sold
Product #1 [ 0 0 [1] ]
Product #2 [ [ 0 0 [
#3 0 0 Q 0 [}] [
INPUT
Current year
INPUT Product Groups-Unut Capscty Unut Capecity INPUT Forecasted Unit Capacity
Product #1 0 (] 0 [ 0 [©}
Product #2 0 [} 0 0 [] Z‘
Product #3 [} 0 Q 0 Q 5
INPUT
Current year
INPUT Urut Sales Pnoss Unit Prices INPUT Forecasted Unit Price Growth Retes
Produt ¥] [ 00% 0.0% 0. 0 0% 0.0%]
Product #2 < 004 0.0% 0.0% 0.0% 0.0
Product #3 1) 0.0% 0.0% [0 0.0% 0.0%
INPUT
Curent yesr
INPUT Product Cost per Unit Cost per Unut INPUT Forecastsd Urut Cost Growth Rates
Product #1 [ 0.0% Q.0% 0.0% 0.0% 0.0%4
Product #2 D) 0.0% T0% 0.0% D.0% 0.0%+)
Product #3 0 0 0% 0.0% Q.0%) 0.0% 0.0%]
\#ﬂ
Step 2. INPUTS for, Variable and Fixed Year1l . Year2  Year3 Yeard4 Year$
Casty snd Taxaticn FORECASTS 1995 1996 1997 1998 ‘1999
INPUT
Current ysar
A. INPUT Vanable Cost forecasts Vurable Costs INPUT Vanable Costs as & Percent of Sales
Admunsssstive : Q 0.0% 0.0% 0.0% 0.0% 0.0%]
1 ] 00% 0.0% 0.0% 00% .04
lnsurence 0 0 0% 0.0% 0.0% 0 0% 0.0%]
Lemal and sudiing [ 0.0% 0.0% 0.0% 0 0% 0.0}
Uuliues [4] 0.0% 0.0% (3 0.0% 0.0%¢
ncellaneous [ 0.0% 0.0 0.0% 0% .09
Other #1 [ 0.0% 0.0% 0.0% 0.0% 0 0%,
L/ 0 0.0%, 0% TOR qon 0.0%%]
OPTIONA.: INPUT TOTAL VARIABLE COSTS — T TIOR] %] SR O0%]___ 004
INPUT
Current yess
B INPUT for Foved Cost forecasts Fued Costa INPUT Forocasted Fixed Cost Growth Rates
U [ 0.0% % A ~0.0%) 0 P}
Q 0 0% 0.0% 0.0% 0 0% U.0%]
{Mamienance 0 0 0% 0.0% 0.0% [ 0.0%
i 0 0% TR 0.0% 0 0% 0.0%)
w2 - [ 0.0% 0.0% 0.0% 0. 0 U}
OPTIONAL: INFUT TOTAL FIXED COSTS — 3 () L XD | TR 00
INPUT
Current yoar
Tax Rate INPUT Forecasted Tax Rates

c. INPUT Current Yeer Taxes and Forecested Tax Rates




Discounted Net Cash Flow Model

XYZ Cempany
rivailzation
As of December 31, 1994

INPUT SECTION

[Step 3. INPUTS for FORECASTED Deprecistion
‘and Capital' Expenditures " =
INPUT
Curent Year INPUT
INPUT Custent Yesr Deprecistion Expense l _5_ Exstmng Deprecuble
NetFixed Asscts  Yeany
B. INPUT Qusrent Depracmble Assets
Short deprecasble lif> (1-5 years) [] Q
Mednan depreciable lufe (6-19 yeary) 0 Q
Long deprocuble life (20+) 0 0
Total [
C. INPUT Capntal Expenditurss s INPUT For d Capnal Expenditures
Year | Year 2 Year 3 Year 4 Year 5
1995 1996 1997 1998 1
Short term deprecisble assets [] 0 0 0 0
Medsum term deprociuable assets 0 0 [] 0 0
Long term depreciablo ssets 0 1] 0 0 [
\Mi 1 1
Step 4. INPUTS for FORECASTED Long Term Financing
A. INPUTS for Current and Forecasted Long Term Debxt Fnancing
INPUT Current Year Interest Expense I [
Year | Year 2} Year 3| Year 4} Year 5
Toes ;| 1 7557 ToR] T
INPUT: Interest Rate [ 0%
INPUT: Begmnnamg of Year Deix Balance (Year 1 only) [J 0 0 0 [
INPUT. Addisonal Debrt 1] Q 0 [Y (]
INPUT: Princtpal Paymenta [1) 0 0 [] Q
Endmg Dett Balance 0 0 0 0 0
wtrunent ¥2 1
INPUT: Intercat Rate [ 0%,
INPUT Begmnngon-Doblem(Yarlw\!y) [}] 0 0 0 0
INPUT Addiuonal Debt 4] Q 0 [ Q
INPUT. Princtpal Payments [ [ Q 0 Q
Endmg Debt Balance 0 0 0 0 0
J'M-Inumm-m [£) 1
INPUT Interest Rate [ D%
INPUT: Begmrung of Year Deix Balance (Year 1 only) 0 0 0 0 0
INPUT: Addiuonal Debrt 0 1] 0 ) [
INPUT: Princtpal Payments [1) Q 1] 0 []]
Endmng Detrt Balance 0 0 (] 0 0
lﬁ INPUTS for F d Equity F 8 INPUT T creet Equity lssues/Repurchases
Year | Year 2 Year 3 Year 4 Year 3
T 1596 199) 1958 ]
INPUT New Equity lssues Q [ [1] [ [
INPUT Equity Repurchases [] 0 0 Q 0
INPUT Total Shares Lisued (Repurchased) 0 [ 0 0 0
INPUT Qurrent shares outstanding { 0]
gy - n
Step 5. INPUT Valuation Assumptions
Worlang caprial/sales TR Cost of Equity
Current year workmg caprtal 0 Far Market Value of Non-operaung assets
Residua) Growth Rate 0.0%
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OUTPUT SECTION PAGE 1

Discounted Net Cash Flow Model
XYZ Company
Privatization
As of December 31,1994
—

- e Cumrent year Year | Year2 Year 3 Year 4 Year 5
Discounted Net Cash Flow: - 1994 1995 1996 1997 1998 1999
Total Sales (PAGE 2) 0 0 0 0 0 0

Cost of Goods Sold (Cost of Service) (PAGE 2) 0 0 0 0 0 0
wDIv/Io! ¥DIV/I0! wDIV/0! aDIV/0! ¥DIV/O! ¥DIVIO!
Gross Margin 0 0 0 0 0 0
sDIV/0! DI “DIVIoY o ipIVIo “DIVIO!
Variable and Fixed Costs (PAGE 3)
Total variable costs 0 0 0 0 0 0
Total fixed costs 0 0 0 0 0 0
Total variable and fixed costs 0 0 0 0 0 0
sDv/o! woIvio! wDIv/0! DIVI0! #DIVIO! “pIvIo!
Esrnings Before Interest, Taxes, Depreciation, 0 0 0 0 0 0
and Amortization (EBITDA) el DIv/g! DIV “prVIO! ¥DIVIO! “prvio:
Depreciation (PAGE $) 0 0 0 0 0 0
Eamings Before Interest and Taxes (EBIT) 0 0 0 0 0 0
Interest Expense (PAGE 4) 0 0 0 0 0 0
Profit Before Tax 0 0 0 0 0 0
#DIV/0! ¥DIvio! *DIVIO! L1171 “pIvio! ¥DIV/IO!
Tax Provision 0 0 0 0 0 0
Profit After Tax 0 0 0 0 0 0
sDIV/o! *DIVID! “DIV/0! ¥DIV/O' sDIV/0' aDIV/0!
Free Cash Flow
Profit After Tax 0 0 0 0 0
Depreciation 0 0 0 0 0
Additional working capital requirements 0 0 0 0 0
Capital investment 0 0 0 0 0
Additional Debt Financing 0 0 0 0 0
Principal Payments 0 0 0 0 0
Changes in Equity Financing 0 0 0 0 0
Free Cash Flow 0 0 0 0 0
Prasent Value Factor 1.0000 1.0000 1.0000 1.0000 1.0000
Prasent Value of Cash Flow 0 0 0 0 0
Residual Value ¥DIV/0!
Sum of Present Valuc of Cash Flows 0
Present Value of Residual ¥DIV/0!
Preliminary Value #DIV/0!
Working capital (deficiency) surplus 0
Non-operating asscts 0
Equity value indication ¥DIV/0!
Total shares outstanding 0
¥DIV/0!

Equity value per share




Discounted Net Cash Flow Model

As of December 31, 1994

OUTPUT SECTION PAGE 2

S
SALES AND COST OF GOODS SOLD  Current year Year 1 Year2 Year 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 1999
Unit Production
Product #1 0 0 0 0 0 0
Product #2 0 0 0 0 0 0
Product #3 0 0 0 0 0 0
Unit Capacity
Product ¥1 0 0 0 0 0 0
Product #2 0 0 0 0 0 0
Product #3 0 0 0 0 0 0
Percent of Capacity
Product ¥1 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Product #2 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Product #3 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Price per Unit
Product #1 0 0 0 0 0 0
" Product #2 0 0 0 0 0 0
Product #3 0 0 0 0 0 0
Total Sales by Product
Product #1 0 0 0 0 0 0
Product #2 0 0 0 0 0 0
Product #3 0 0 0 0 0 0
Cost per Unit
Product ¥1 0 0 0 0 0 0
Product #2 0 0 0 0 0 0
Product #3 0 0 0 0 0 0
Total Costs by Product
Product #1 0 0 0 0 0 0
Product #2 0 0 0 0 0 0
Product #3 0 0 0 0 0 0
Profit per Unit
Product #] 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Product #2 0.0%| 0.0% 0.0% 0.0% 0.0% 0.0%
Product #3 0.0%| 0.0% 0.0% 0.0% 0.0% 0.0%
SALES 0 0 0 0 [] [}
OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 0 0 0 0 0 0




Discounted Net Cash Flow Model
XYZ Company

Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 3

P ————
VARIABLE AND FIXED urrentyear] Year1 Year2 Year3 Year4 Year5
COST ANALYSIS 1994 1995 1996 1997 1998 1999
Variable Costs

Administrative 0 0 0 0 0 0
Marketing 0 0 0 0 0 0
Insurance 0 0 0 0 0 0
Legal and auditing 0 0 0 0 0 0
Utilities 0 0 0 0 0 0
Miscellaneous 0 0 0 0 0 0
Other #1 0 0 0 0 0 0
Other #2 0 0 0 0 0 0
TOTAL VARIABLE COSTS 0 0 0 0 0 0
Total Variable Costs 0 0 0 0 0 0
Fixed Costs
Rent 0 0 0 0 0 0
Salaries 0 0 0 0 0 0
Maintenance 0 0 0 0 0 0
Other #] 0 0 0 0 0 0
Other #2 0 0 0 0 0 0
TOTAL FIXED COSTS 0 0 0 0 0 0
Total Fixed Costs 0 0 0 0 0 0
Variable Costs (as a percent of sales)
Administrative 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Marketing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Insurance 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Legal and auditing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Utilities 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Miscellaneous 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other #1 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other #2 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL VARIABLE COSTS 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total Variable Costs 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Fixed Costs (percent growth)
Rent 0.0% 0.0% 0.0% 0.0% 0.0%
Salaries 0.0% 0.0% 0.0% 0.0% 0.0%
Maintenance 0.0% 0.0% 0.0% 0.0% 0.0%
Other #1 0.0% 0.0% 0.0% 0.0% 0.0%
Other #2 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL FIXED COSTS 0.0% 0.0% 0.0% 0.0% 0.0%
Total Fixed Costs 0 0% 0.0% 0.0% 0.0% 0.0%
TOTAL VARIABLE COSTS 0 0 0 0 0 0
'TOTAL FIXED COSTS 0 0 0 0 0 0




Discounted Net Cash Flow Model
XYZ Company

Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES
IN LONG TERM FINANCING REQUIREMENTS
A. INPUTS for Current and Forecasted Long Term Debt Financing
Year | Year 2 Yecar3 Year 4 Year 5
TOTAL INTEREST PAYMENTS 1995 1996 1997 1998 1999
Bank Loans 9 0 0 0 0
Debt Instrument #2 0 0 0 0 0
Debt Instrument #3 0 0 0 0 0
[FOTAL INTEREST PAYMENTS 0 0 0 0 0
TOTAL ADDITIONAL DEBT FINANCING
Bank Loans 0 0 0 0 0
Debt Instrument #2 0 0 0 0 0
Debt Instrument #3 0 0 0 0 0
[TOTAL ADDITIONAL DEBT FINANCING 0 0 0 0 0
TOTAL PRINCIPAL PAYMENTS
Bank Loans 0 0 0 0 0
Debt Instrument #2 0 0 0 0 0
Debt Instrument #3 0 0 0 0 0
[TOTAL PRINCIFAL PAYMENTS 0 0 0 0 0
TOTAL ENDING DEBT 0 0 0 0 0
TOTAL CHANGE IN EQUITY FINANCING
New Equity Issues 0 0 0 0 0
Additional shares issued 0 0 0 0 0
Equity Repurchases 0 0 0 0 0
[TOTAL CHANGE INEQUITY FINANCING 0 0 0 0 0
[EBIT to INTEREST #DIV/0! FoIVIO! #DIVI0! #DIVI0! 7DIV/0!




Discounted Net Cash Flow Mode!
XYZ Company

Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 5

FIXED ASSET AND CAPITAL Current year] Year1 YearZ Year3 Yeard VYear5
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999
Net Fixed
Fixed Asset Depreciation - Existing Assets Assets
Depreciation for short term depreciable assets 0 0 0 0 0 0
Depreciation for medium term depreciable assets 0 0 0 0 0 0
Depreciation for long term depreciable assets 0 0 0 0 0 0
Capital Expenditure Depreciation
Depreciation for short term depreciable assets 0 0 0 0 0
0 0 0 0
0 0 0
0 0
0
Depreciation for medium term depreciable assets 0 0 0 0 0
0 0 0 0
0 0 0
0 0
0
Depreciation for long term depreciable assets 0 0 0 0 0
0 0 0 0
0 0 0
0 0
h
0 0 0 0 0




CASE STUDY - ATHENA SHIPPING CO.



DCF TRAINING EXERCISE DCFSHIP.XLS
ATHENA SHIPPING COMPANY

COMBINED FINANCIAL STATEMENTS

AND FINANCIAL ANALYSIS

BALANCE SHEETS AS A PERCENT OF ASSETS
July 31

ASSETS 1993 1994 1995 1993 1994 1995
Current Assets

Bank and cash 929 2,242 1,865 1.2% 2.5% 2.3%

Prepaid & inventories 1,300 2,356 3,360 1.7% 2.7% 4.2%

Trade receivables & claims (ne 5,399 4,099 3,618 7.0% 4.6% 4.4%

Deferred expenses 952 4,382 5,875 1.2% 5.0% 7.3%
Total Current Assets 8,580 13,079 14,618 11.1% 14.8% 18.2%
Fixed Assets

Furniture & equipment 186 162 341 0.2% 0.2% 0.4%

Shipping fieet 66,134 73,555 60,909 85.9% 83.3% 75.8%
Total Fixed Assets 66,320 73,717 61,250 86.2% 83.5% 76.2%
Due From Related Companies 2,063 1,498 4,501 2.7% 1.7% 5.6%
TOTAL ASSETS 76,963 88,294 80,369 100.0% 100.0% 100.0%
LIABILITIES & CAPITAL
Current Liabilities

Creditors 5,423 5,961 7,174 7.0% 6.8% 8.9%

Short term bank loans 1,458 3,640 5,000 1.9% 4.1% 6.2%

Accrued expenses 1,029 1,786 948 1.3% 2.0% 1.2%

Other 256 582 612 0.3% 0.7% 0.8%
Total Current Liabilities 8,166 11,969 13,734 10.6% 13.6% 17.1%
Long term debt 41,560 38,252 24,203 54.0% 43.3% 30.1%
Total Liabilities 49,726 50,221 37,937 64.6% 56.9% 47.2%
Shareholders' equity 27,237 38,073 42432 35.4% 43.1% 52.8%
TOTAL LIABILITIES & CAPITAL} 76,963 88,294 80,369 100.0% 100.0% 100.0%

Notes:
Short term debt rate is 9 percent; will be paid down by 1,000 each of the next 5 years
Long term debt is at 8 percent; will borrow 6,000 next year, expect to pay 2,000 per year, beginning next year
Company will purchase a new ship next year at 8,000 (1996), this represents total investment for 1996; 20 year life
Capital expenditures in the other years: 5,000 per year; all in shipping fleet assets (20 year life)
Furniture & equipment depreciated over 5 years; shipping fleet has a 20 year life.
Tax rate is 40 percent.
Discount rate is 25 percent
Inflation for fixed costs estimated at 3 percent
Long term growth rate in cash flow is expected to be 5 percent.
The company has 10,000 shares outstanding

o



DCFSHIP.XLS

DCF TRAINING EXERCISE
ATHENA SHIPPING COMPANY
COMBINED FINANCIAL STATE
AND FINANCIAL ANALYSIS

MENTS

HISTORICAL INCOME AS A PERCENT OF

STATEMENTS REVENUE

Year ended July 31:

1993 1994 1995 1993 1994 1995

Revenues-shipping 28,333 25,254 28,901 100.0% 100.0% 100.0%
Cost of services (10,049) (9,381) (13,475) -35.5% -37.1% -46.6%
Gross margin 18,284 15,873 15,426 64.5% 62.9% 53.4%
Minus operating expenses:
General & administrative (fixed) 2,805 1,285 1,651 9.9% 5.1% 5.7%
Variable operating costs 1,180 324 400 4.2% 1.3% 1.4%
Total operating expenses 3,985 1,609 2,051 14.1% 6.4% 7.1%
Earnings before depreciation,
interest, and taxes 14,299 14,264 13,375 50.5% 56.5% 46.3%
Depreciation 3,470 3,360 3,100 12.2% 13.3% 10.7%
Earnings before interest & tax 10,829 10,904 10,275 38.2% 43.2% 35.6%
Interest expense 3,231 2,621 2,228 11.4% 10.4% 7.7%
Profit before tax 7,598 8,283 8,047 26.8% 32.8% 27.8%
Taxes 3,191 3,230 3,541 11.3% 12.8% 12.3%
Net income 4,407 5,053 4,506 15.6% 20.0% 15.6%
DCF TRAINING EXERCISE
ATHENA SHIPPING COMPANY
COMBINED FINANCIAL STATEMENTS
AND FINANCIAL ANALYSIS RATIO ANALYSIS
RATIO 1993 1994 1995
Current ratio 1.05 1.09 1.06
Working capital/sales 1.5% 4.4% 3.1%
LTDHotal capital 60.4% 50.1% 36.3%
interest coverage ratio 34 4.2 46
Return on assets 5.7% 5.7% 5.6%
Return on equity 16.2% 13.3% 10.6%
Sales to assets 0.37 0.29 0.36




Disconated Not Cash Flow Modol

[Athens Shipping
nivatizalion
A3 of December 31, 1998

INPUT SECTION

Ty~ ——r——
Step:_ NPUTS for Produ:t Sales and

~Yearl Year2  Year3 . Yeard Year$

' Gross’ Margln FORECASTS 1996 1997 1998 1999 2000
JA INPUT Curvent year
B Ferocast TOTAL SALES or UNIT SALES (T or U)? (I T s selocted, proceed to #1C, If U 13 selected, proceed to #1D)
C. INPUTS for TOTAL SALES (T) forecast:
INPUT Current year sales 201
INPUT Current yoar cost of goods nold (or cost of servios) I g;;i;
INPUT Sales growth rates for yeass |-5: 20 0] 13.0%] TO.0R] T O%][ T
INPUT Cost of goods sold (or cost of service) as & poroent of sales for years 1-5: 46 0%} 45 0%{ 45.0%} 45 0% | 45.0%
JD. INPUTS for UNIT SALES (U) forecast: INPUT
Current year;
INPUT Product Names and Fi d Unit Proch Unuta Sold INPUT Forecasted Uruts Sold
0 [] 0 [] [1]
0 1] [} [ [)
[) [) ] [1) [
INPUT
Current yesr
JINPUT Product Groups-Unit Capecity Unut Capacity! INPUT Forecasted Unut Capacity
Product #1 1) [} 0 0 [} a
Product #2 0 0 0 [ 0
Product #3 [] [ [} [ 0
INPUT
J Current yesr
INPUT Unut Sales Prices Unit Pnces INPUT Forecasted Unut Pnce Growth Rates
Product #1 [ 0 0% 0.0% 0% 0 0% 0.0%]
Product #2 [ 0% (X 5.0, 0.0°A §.0%]
Product #3 L) [ X 0% 0.0% (X%
INPUT
Current year|
FINPUT Product Cost per Unit Cost per Unit INPUT Forecasted Unut Cost Growth Rates
Product #1 0 5%, T.0% B0 00" 0.5
Product #2 [ 0 0% 0.0% .M 0 0% 0.0%)
Product #3 14 0 0% (X .00 D.0R) 0.0%]
Step 2. INPU'I‘S for Variable and Fixed Cumnt year Yearl Year2 Yur 3 Yesard. . Yea:;:]
-Costy and Taxstion: FORECASTS' 1998 1996 1997 1998 1999 2
INPUT
Current year
JA. INPUT Varable Cost forecasts: Vansble Costs INPUT Vanable Costs as a Percent of Sales
sraLve 0 0% 0.0% (X3 T 0% 0.0%%)
m [ 3 0% 0.0% 0.0% 0% 0.0%)
lnsurence [}] 0 0% 0.0% 0.0% 0 0% 0.0%|
Legal and suditing (1] TOR 0.0% 0.0% 00% v
Unliies [ 0 0% 0.0% [X5:2] 0.0% 0.0%]
[Mncellaneos 0 0.0% 0.0% 0.0% 0.0% 0.0
Ocher #1 [ 0% 0.0% 0.0% 0.0% 0 0%
Othor 82 0 G0 0 0% DR 0% 0.0%)
OPTIONAL: INPUT TOTAL VARIABLE COSTS ) TIR] TR L@ TA%] TaW)
INPUT
Current year
B. INPUT for Foxed Cost forecasts Fuxed Costs INPUT Forecsstod Fixed Cost Growth Rates
Uenern] & Admun 0 T 0.0% .0 O )
Salaries [] T 0% 0.0% LY 50% 0.0%4)
Mamienance 0 0 0% 0.0% 0.0% 0 0% 0.0%}
0 00% V0% C.0% 0.0% 0.0%]
Cther #a 0 0 0% 0.0% Q0% 0.0% .U
OPTIONAL: INPUT TOTAL FIXED COSTS I T.8T TOh] kL] TO%] IOR] 3 0%
INPUT
Current year
Tax Rate INPUT Forecssied Tax Rates
C INPUT Current Yoar Taxes and Forecastad Tax Ratss [ 4% W] 00%]  400m] _ 40.0%] 50 0)

4

\



Discounted Net Cash Flow Modei

Athena Shipping
rivatization
'As of December 31, 1998

INPUT SECTION

'Smmu) Depmmw

“and Capltal Expenditures -
INPUT
Current Year INPUT
IA. INPUT Current Year Deprecistion Expanse | E!E Bxsiog Depreciable
NetFixed Aets  Yeans
'B. INPUT Current Deprecwble Assets
Short deprecisble life (1-5 years) 341 S
Medsum deprecamble Life (6-19 years) [} [
Long depracuble life (20+) 5,500 0
Towl 61,250
C. INPUT Capnal Expenditures n INPUT For d Capital Expend
Year | Year 2 Year 3 Year 4 Year 5
1996 1997 1598 1999 2000
Short \erm deprecublo assets [} 0 0 0 0
Meodium term deprecishle asseta 0 0 4] 0 []
Long term depreciable assets 8,000 3,000 5,000 5.000 5,000
S Y e ———y—a M '_.7 -
Step 4. INPUTS for FORECASTED Long Term Financing -
A. INPUTS for Current end Forecasted Long Term Debt Fanancng
H[N'PUT Curreiit Year Interest Expense I 2358
Year { | Yeoar 2 Year 3 (ear 4 Year 5
[Shoet tarm bk loans ] 1956 1 3000
INPUT: Intereat Rate l 0%
INPUT: Boginnng of Yeer Dett Balance (Year 1 only) 5,000 4,000 3.000 2,000 1,000
INPUT. Addtsonal Debt [4] 0 0 0 0
INPUT: Principal Payments T.500 T.000 T.000 T.000 1000
Ending Debt Balance 4,000 3,000 2,000 1,000 0
toma dobt 1
INPUT: Interest Rate [ BOR,
INPUT: Bogmning of Year Debt Balance (Yoer 1 only) AR08 | 28,203 26.203 24,203 22.203
INPUT. Additional Debt 8,000 [ 0 [} [
INPUT: Princepal Paymenta 2,000 000 2500 2,000 7000
L Endmg Debt Balance 28,203 26,203 24,203 22,203 20,203
bt [ratrumend #3 ]
INPUT. Interest Rate [ 5.6%
INPUT. Beginqung of Yesr Debt Balance (Year | only) [1] (1] 0 [1] 0
INPUT' Addibonal Debt [1] [] 0 0 []]
INPUT: Prncipal Payments [ [ 0 0 []
Ending Debt Balence 0 0 0 0 0
JB INPUTS for F d Equrty F 8 INPUT Dacroet Equity Issues/Repurchases
Year | Year 2] Year 3 Year 4 Year 5
1556 T997] T398] 1999 2000
INPUT New Equity lssues [ [ 0 ] [
INPUT Equity Repurchases [ 0 [] [ [
INPUT Total Shares Issued (Repurchased) [ 1] 0 ] ]
e ———y———r " -
Step 5. INPUT Valuation Assumptions
Workang cspral/sales 0% Cont of Equity
Curren year workmg capnal 3L Far Market Value of Non-operating assets
Rendual Growth Rate 5.0%




OUTPUT SECTION PAGE 1

Discounted Net Cash Flow Model
Athena Shipping
Privatization
As of December 31, 1995
l
' . S . Current year Year 1 “Year 2 Year 3 Year 4 Year 5
Discounted Net Cash Flow - - - P 1995] . 1996 1997 1998 1999 2000
Total Sales (PAGE 2) 28,901 34,681 39,883 43,872 46,065 48,369
Cost of Goods Sold (Cost of Service) (PAGE 2) 13,478 15,953 17,948 19,742 20,729 21,766
46.6% 46.0% 45.0% 5.0% 45.0% 45.0%
Gross Margin 15,426 18,728 21,936 24,129 25,336 26,603
S34% S4.0% 35.0% 35 0% 35 0% 35.0%
Varisble and Fixed Costs (PAGE 3)
Total vanable costs 400 486 558 614 645 677
Total fixed costs 1,651 1,701 1,752 1,804 1,858 1,914
Total variable end fixed costs 2,051 2,186 2,310 2,418 2,503 2,591
7.0% 6.3% 3.8% EXIN S4% San
Eamings Before Intcrest, Taxes, Depreciation, 13,378 16,542 19,626 21,711 22,833 24,012
and Amortization (EBITDA) 46.3% 02.7% 49.2% 495h 4965 “9o%
Deprecistion (PAGE §) 3,100 3.514 3,764 4,014 4,264 4,514
Eamings Before Interest and Taxes (EBIT) 10,275 13,028 15,862 17,697 18,569 19,498
Interest Expensc (PAGE 4) 2,228 2,741 2,491 2,241 1,991 1,741
Profit Before Tax 8,047 10,287 13,371 15,456 16,578 17,757
27.8% 29.7% 33.5% 35.2% J6.0% 36.7%
Tax Provision 3,541 4,115 5348 6,183 6,631 7103
Profit After Tax 4,506 6,172 8,023 9,274 9,947 10,654
13.6% 17.6% 20.1% 21.1% 21.6% 22.0%
Free Cash Flow
Profit Afler Tax 6,172 8,023 9,274 9,947 10,654
Depreciation 3,514 3,764 4,014 4,264 4,514
Additional working capital requirements (231) (208) (160) (88) 92)
Capital investment (8,000) (5,000) (5,000) (5.000) (5,000}
Additional Debt Fi 8 6,000 0 0 0 0
Principal Payments (3,000) (3,000) (3,000) (3.000) (3,000)
Changes in Equity Financing 0 0 0 0 0
Free Cash Flow 4,455 3,578 5,128 6,123 7,076
Present Value Factor . 0.8944 0.715S 0.5724 0.4579 0.3664
Present Value of Cash Flow 3,984 2,560 2,935 2,804 2,592
Residual Value 55.450
Sum of Present Value of Cash Flows 14,876
Present Value of Residual 20,314
Preliminary Value 35,191
Working capital (deficiency) surplus 272)
Non-operating asscts 0
Equity value indication 34918
Total shares outstanding 10,000
Equity value per share 3.49

(A

l



Discounted Net Cash Flow Model

Athena Shippiag
Privethation
As of December 31, 1995

OUTPUT SECTION PAGE 2

[ -
SALES AND COST OF GOODS SOLD _ Current year Year 1 Year2 Year 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS ‘ 1994 1995 1996 1997 1998 1999
Unit Production
Product #1 WN/A WN/A HN/A N/A HN/A #N/A
Product #2 ¥N/A WN/A #N/A ¥N/A UN/A HN/A
Product #3 WN/A #N/A N/A #N/A #N/A N/A
Unit Capacity
Product #1 WN/A "N/A WN/A tN/A #N/A 4N/A
Product #2 WN/A WN/A WN/A #N/A N/A #N/A
Product #3 N/A WN/A WN/A HN/A IN/A HN/A
Percent of Capacity
Product #1 #N/A #N/A WN/A #N/A #N/A 4N/A
Product #2 N/A #N/A HN/A HN/A aN/A HN/A
Product #3 WN/A UN/A N/A aN/A HN/A HN/A
Price per Unit
Product #1 ¥N/A HN/A ¥N/A AN/A HN/A HN/A
Product #2 #N/A N/A N/A HN/A 4N/A #N/A
Product #3 N/A N/A N/A HN/A #N/A #N/A
Total Sales by Product
Product #1 N/A #N/A N/A HN/A WN/A HN/A
Product #2 WN/A WN/A #N/A #N/A WN/A HN/A
Product #3 #N/A #N/A #N/A #N/A *N/A #N/A
Cost per Unit
Product #1 #N/A N/A #N/A #N/A "N/A #N/A
Product #2 WN/A ¥N/A #N/A N/A "N/A #N/A
Product #3 #N/A FN/A WN/A N/A "N/A HN/A
Total Cosss by Product
Product #1 FN/A #N/A WN/A WN/A WN/A *N/A
Product #2 FN/A #N/A #N/A HN/A N/A "N/A
Product #3 ¥N/A #N/A #N/A N/A WN/A #N/A
Profit per Unit
Product #1 WN/A N/A N/A N/A N/A WN/A
Product ¥2 ¥N/A WN/A #N/A ¥N/A #N/A #N/A
Product #3 WA N/A WN/A N/A HN/A HN/A
SALES 28,901 34,681 39,883 43.m 46,065 48,369
OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 13,475 15,933 17,948 19,742 20,729 21,766




Discounted Net Cash Flow Model
Athena Shipping

Privatization

As of December 31, 1995

OUTPUT SECTION PAGE 3

o e
VARIABLE AND FIXED Currentyear] Year1 Year2 Year3 Yeard Year$
COST ANALYSIS 1995 1996 1997 1998 1999 2000
Varisble Costs
Administrative 0 0 0 0 0 0
Marketing 0 0 0 0 0 0
Insurance 0 0 0 0 0 0
Legal and auditing 0 0 0 0 0 0
Utilities 0 0 0 0 0 0
Miscellaneous 0 0 0 0 0 0
Other #1 0 0 0 0 0 0
Other #2 0 0 0 0 0 0
TOTAL VARIABLE COSTS 400 486 558 614 648 677
Total Variable Costs 400 486 558 614 645 677
Fixed Costs
Rent 0 0 0 0 0 0
Salaries 0 0 0 0 0 0
Maintenance 0 0 0 0 0 0
Other #1 0 0 0 0 0 0
Other #2 0 0 0 0 0 0
TOTAL FIXED COSTS 1,651 1,701 1,752 1.804 1,858 1914
Total Fixed Costs 1,651 1,701 1,752 1,804 1.858 1914
Variable Costs (as a percent of sales)
Administrative 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Marketing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Insurance 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Legal and suditing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Utilities 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Misceliancous 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other #1 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other #2 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL VARIABLE COSTS 1.4% 1.4% 1.4% 1.4% 1.4% 1.4%
Total Vaniable Costs 1.4% 1.4% 1.4% 1.4% 1.4% 1.4%
Fixed Costs (percent growth)
Rent 0.0% 0.0% 0.0% 0.0% 0.0%
Salaries 0.0% 0.0% 0.0% 0.0% 0.0%
Maintenance 0.0% 0.0% 0.0% 0.0% 0.0%
Other #1 0.0% 0.0% 0.0% 0.0% 0.0%
Other #2 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL FIXED COSTS 3.0% 3.0% 3.0% 3.0% 3.0%
Total Fixed Costs 3.0% 3.0% 3.0% 3.0% 3.0%
[FOTAL VARIABLE COSTS 400 485 558 614 645 677
[TOTAL FIXED COSTS 1,651 1,701 1,752 1,804 1,858 1914 "




Discounted Net Cash Flow Mod:l
Athena Shipping

Privatization

As of December 31, 1995

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES.
IN LONG TERM FINANCING REQUIREMENTS
A. INPUTS for Current and Forecasted Long Term Debt Financing
Year | Year2 Yeur 3 Year 4 Year 5
TOTAL INTEREST PAYMENTS 1996 1997 1998 1999 2000
Short term bank loans 405 315 225 135 45
Long term debt 2,336 2,176 2,016 i.856 1,696
Debt Instrument #3 0 0 0 0 0
[TOTAL INTEREST PAYMENTS 2,741 2491 2241 1,991 T.7a1
TOTAL ADDITIONAL DEBT FINANCING
Short term bank loans 0 0 0 0 0
Long term debt 6,000 0 0 0 0
Debt Instrument #3 0 0 0 0 0
|{Tﬁmmm 6,000 0 0 0 0
TOTAL PRINCIPAL PAYMENTS
Short term bank loans 1,000 1,000 1,000 1,000 1,000
Long term debt 2,060 2,000 2,000 2,000 2,000
Dcbt Instrument #3 0 0 0 0 0
[TOTAL PRINCIPAL PAYMENTS 3.000 3,000 3.000 3.000 3.000
TOTAL ENDING DEBT 32203 29.203 26203 23203 20,203
TOTAL CHANGE IN EQUITY FINANCING
New Equity Issues 0 0 0 0 0
Additional shares issued 0 0 0 0 0
Equity Repurchases 0 0 0 0 0
[TOTAL CHANGE IN EQUITY FINANCING 0 0 0 0 0
EBIT to ~RES KW E 6.37 7.90 933 11.20
R



Discountsd Net Cash Flew Madel

{Athenn g-ll'pill
Privatizatoa
A of Decamber 31, 199X

INPUT SECTION

ANEUISTor ¥
nd Capital Expenditures

A. INPUT Current Year Deprecistion Expense

. INPUT Curment Deprocisble Assets
Short deprecuble life (1-5 years)
Madrum depreciable life (6-19 years)
Long deprecmble life (20+)

Total

C. INPUT Caprtal Expenditures in

Short term depreciable assets
Medaum term deprecublie sasets
Long term deprecuble assets

INPUT

Current Year INPUT
Exatmg Depreciable
NetFoed Amots  Yeany

[{] :250

INPUT Forecasted Capital Expenditures

Year |

Year 2

1997

Year 3

Year 4

0

0

[

[]

)

[

3,000

— 3,000

5,000

3,000

3,000

Step 4. INPUTS for FORECASTED Long Term Finuncing

AlNPUl‘S[afC\mumdFM.dlauTchb(Fm
UT Current Yoar Interest Expemre

torre benk loans I

INPUT: Interwst Rato

Yoar |

Youar 4

INPUT: Begayiing of Yoar Debt Balance ( Year | only)
INPUT: Addmsonal Debx

INPUT: Prwxcipal Peyments

Ending Delx Balance

Larg torms debt |
INPUT: Interest Rate

3,000

4,000

2,000

1,000

1,000

4,000

3,000

1,000

INPUT: Beginning of Year Debt Balance (Yeer | only)
INPUT: Additionsl Debt

INPUT: Principa] Payments

Ending Debt Balance

Instrument ¥3 ]

INPUT. Interest Rate

—2A0%] 28,203

26,203

24,203

22.20.

2,000

2,000

[ 28.203

26,203

24,203

22:203

20,20

INPUT: Beginnmng of Yoar Dbt Balance ( Year | only)
INPUT: Add:uona! Debt

INPUT: Princrpal Pryments

Ending Debt Balance

B. INPUTS for F

d Equity Financng

INPUT New Equity Issues
INPUT Equsty Repurchases
INPUT Tota) Shares lrsusd (Repurchassd)

o] Of ©f

(= [~ ¥~ k=)

o] o O O

OO O

INPUT Ducreet Equity Issues/Repurchases

Year |

Year 2

Year 3

1997

7]

Year 4

o of of

0
[
0

[
0
[

o] O

INPUT Current shares outstanding

10.000

Step 5. INPUT Valuation Assumptions

Working capitalsales
Curremt yoar workmg ceprtal
Readual Growth Rate

—=

Cost of Equity
For Market Valus of Non-opersting sasets

—




CASE STUDY - SLOVAKIAN BROADCASTING CO.



Case Study: Using the DCF model to value a company
Slovakian Broadcasting Company

Company Description: ~ Slovakian Broadcasting ("SB") is engaged in the provision of
microwave and satellite links and the transmission of radio and television broadcasts.

Slovakian Broadcasting Company

Balance Sheet Data as of 12/31/94

Assets Liabilities and Net Worth

Current Assets 50,000 Current Liabilities 40,000
Computer Equipment, net 20,000  Bank Loans 100,000
Telecommunications Equipment, net 2,000,000  Net Worth (1) 1,930,000
Total Assets 2,070,000  Total Liabilities Net Worth 2,070,000

For the year ended 12/31/94

Sales 900,000
Cost of Service and Materials 286,000
Administrative 117,000
Depreciation 100,000
Interest Expense 9,000
Management salaries 100,000
Pretax income 288,000
Taxes 158,400(2) .
Net Income 129,600

(1) The Company's has 100,000 shares outstanding as of 12/31/94
(2) The Company's tax rate is 55%

Step 1. INPUTS for Product Sales and Gross Margin FORECASTS

e The Company anticipates that sales will grow in the first two years at 15 percent based
on expected increases from new digital lines put into operation. (Instructor Note:
forecast based on Total Sales "T" method) Thereafter, sales will achieve a sustainable
growth rate of 10 percent.

o Cost of service and materials is anticipated to continue at current levels of
approximately 30 percent of sales.

Step 2. INPUTS for Variable and Fixed Costs and Taxation

o Administrative costs are anticipated to continue in the fisture at current levels of 13
percent of total sales.

¢ Management salaries are forecasted to grow at 3 perces: over ihe next five years.

S

Gy 4



Step 2. INPUTS for Depreciation and Capital Expenditures

All of the Company's existing telecommunications equipment is depreciated over 10
years using the straight line method of depreciation.

The Company's existing computer equipment is depreciated over 5 years using the
straight line method of depreciation

In order to construct the new digital line facilities, the company will initially spend Kcs
450,000 in 1995 and Kcs 100,000 in each year over 1996-1999. The new digital
equipment will be depreciated over 10 years using the straight line method of
depreciation.

Step 4. INPUTS for FORECASTED Long Term Financing

The Company currently has Kcs 100,000 in existing debt. Interest is paid annually at a
rate of 9 percent and the principal is paid in 10 equal annual installments.

In order to finance the new equipment, the Company will borrow Kcs 650,000 during
1995. Interest is paid annually at a rate of 10 percent and the principal is paid in 10
equal annual installments.

Over 1995-1999, the Company plans to draw Kcs 50,000 a year on its revolving line
of credit at a rate of 11 percent. The line of credit will be paid down completely at the
end of each year.

Step 5. INPUTS for Valuation Assumptions

Residual growth rate=6 percent
Cost of Equity=24 percent

o Required Working Capital as a percent of sales = 10 percent



Discounted Not Cash Flow Medel

Slovakisa Breadcnstieg Company
Privatization _
As of December 31, 1994

INPUT SECTION

Step 1. INPUTS for Product Sales s

Gross Margin FORECASTS

A INPUT Current yoar
B. Forecast TOTAL SALES or UNTT SALES (T or U)?

C. INPUTS for TOTAL SALES () forecast:
INPUT Current year sales
INPUT Current year cost of goods sold (or cost of service)

(If T is selected, proceed to #1C, If U s selected, proceed to #1D)

INPUT Sales growth rates for years 1-5: TSOR] T3.0%] T5.00] TO.0%] T0.0%%
INPUT Cost of goods sold (or cost of service) as s peroent of sales for years 1-5: 300%]  30.0%} 30.0%] 30 0% 30.0%)
D INPUTS for UNIT SALES (U) forecest: INPUT
Curent year
INPUT Product Names and Forecasted Unit Production: Uruts Sold INPUT Forecasted Units Sold
D ] [} [} (4
[ [ (] 0 [ g
[ [} [ [} 0
INPUT
Current year
INPUT Product Groups-Unit Capacity Unit Capecity INPUT Forecasted Unit Capacity
Product #] 0 [ [ 1] [}
Product #2 RN 0 4 5 [
Product #3 (4 ] (] (3 (] o
INPUT
Current year,
INPUT Unut Sales Prices Unit Prices INPUT Ferecasted Unit Price Growth Rates
Product #} [ 0 0% [ X5 3% 0 0% 0.0%)
Product #2 () 0.5% TR (3229 DO T.0%
Product #3 3 (53 TR 0% (X023 0%
INPUT|
Current year
INPUT Product Cost per Unit Cost per Unit INPUT Forecasted Unit Cost Growth Rates
Product #1 [ 0% 00 0.0 0.0% 0.0%%)
Product #2 0 0.0% 0.0% [3 (1R 0.0%)
Product #3 B 0% TR .0% 0% B.0%
e re————— - —
Step 2. INPUTS for Variable and Fixed : o -Currentyesr| - Year1l -Year2 -Yeard Yesrd  Year$
Costy'and Taxation FORECASTS - 1094 1998 1996 . 1997 1998 1999
INPUT
Cusrent year
A. INPUT Vanable Cost forecasts Vanable Costs INPUT Vanable Costs a3 a Percent of Sales
Adrunnirative 117,000 T3.0% T1.0% 3.0 T30% T304
Marketng 0 00% 0% 0.0% b.0% 0.0%
Teurance 0 0% 0.0% 0.0% 0 0% 0.0%]
Legal and suditing [} 0.0%% B.0R 0.0% 0.0% 3.0V
Talites (] (X2 T (103 005 T.0%)
Muwcell () G.0% 0.0M 0.0% D.0% 0.0%;
(OKher A1 [ G.0% 0% 0.0% 0.0% 0 0%}
Aher #3 0 0.0% 0.0% DR 0.0% 0.0%
OPTIONAL: INPUT TOTAL VARIABLE COSTS C 0 TOR] .00 TOR] TO%] T
INPUT
Curent year
B. INPUT for Fixed Cost forecasts: Fixed Costs INPUT Forecasted Fxed Cost Growth Rates
[Rent 0 T.0% 0% .08 O O% D)
Salane 165500 30% T0% 304 0% 308
M [} 0% 0.0% 0.0% 0 0% 0.0V
[Other 91 1) [ KD B.0% 0.0% 00% 3.0%]
[Ckhver W2 5 (X T.0% 0.0% 0.0%, 0%
OPTIONAL: INPUT TOTAL FIXED COSTS [ T TOR] TTRY BT OOR] 00
INPUT
Current year
Tax Rate INPUT Forocasted Tax Rates
C. INPUT Current Year Taxes and Forecasted Tax Rates [ 35.0% %] 35.0%] 33.0%] SO 55 0




INPUT SECTION

Discousted Not Cash Flow Medel
Stevelisn Brecdcasiing Company
Privatixation
As of December 31, 1994
and
IA. INPUT Cusrent Year Depreciation Expense r—_‘m Ewusting Deprecuble
NetFixed Assets  Yean
B. INPUT Current Deprecuble Asseta
Short deprecuble life (1-5 years) 20,000 5
Medrum deprecuble life (6-20 years) 2,000,000 10
[Long depreciable life (20+) 0 0
Total 2,020,000
C. INPUT Capital Expenditures s INPUT Forecastod Caprtal Expenditures
Vour | Yeus 2 Year 3 Yoar 4 rﬁ
1393 1996 1597 1558 1
Short term depreciable asets 0 - 0 ] [)
Medium term deprociable sesets 00| 100000 1100000 | YOU000 | 10000
Long term deprociablo sssets [ ] 0 [ Q
e e ——————y———p— A -
Step 4. INPUTS for FORECASTED Long Term Financing . |
IA. INPUTS for Current and Forecasted Long Term Deix Financing
|INPUT Current Year Interest Experse [ B.000 -
| Year | Year 2 Year 3 Yoar 4 Year
Trstrument A1 ] 1993 1556 7937 1958 1
INPUT: Interest Rate [ D.0%
INPUT: Begmnung of Year Debt Balance (Year | only) TO0,000 | 30,000 80,000 70,000 60,000
INPUT: Additional Debt . [ ] 0 [] Q
INPUT: Praxcipal Psyments Y5000 10,00 10,000 10,000 10,000
Ending Deix Balance 30,000 80,000 70,000 60,000 50,000
|Debe Trsirument #2 ]
INPUT: Begmnung of Yoar Debt Balance (Year | only) O] 383.000 520,000 455,000
INPUT. Addronal Debt ¢35,000 [} 0 3 )
INPUT: Prncipal Psyments 3000 85,000 23,000 83,000 83,00
Ending Debt Balance 385,000 520,000 433,000 | 390,000 325,000
Ol Tnstrumea #3 ]
INPUT: Intarest Rats [ 1T.0%
INPUT: Begmning of Year Debt Balance (Year | only) ’ [ 0 0 0 0
INPUT: Additional Debt TTIA00 | S000 1 30000 35,000 3000 §
INPUT: Pnncipal Psyments T390 35,000 30,000 50,000 W
Ending Detrt Balance 0 0 0 0 0
J’B.I'NPUTSTO\'T d Equity F ] INPUT Discroet Equity Iasues/Repurchases
Year 1| Year 2] Yoar 3 Yoar 4 Year 5
T3] 1598] 57 1958 T
INPUT New Equity Issues (2 (] (] (] (1
INPUT Equity Repurchases [ 0 0 Q 0
INPUT Total Sheres Lusued (Repurchased) [] 0 0 (] 1]
INPUT Current ahares outstanding L 100,000
L ———————rT—t
Step &, INPUT Valuation Assumptions
Workmg capral/saies X Cost of Equity
Currant yesr working capital X Farr Market Valus of Non-operating ssaets
Resichml Growth Rats




)scounted Net Cash Flow Model
jlovaklan Broadcasting Company

OUTPUT SECTION PAGE 1

rivatization
\s of December 31,1994
y I
R T e Cumentyear|  Yearl Year2 Year 3 Year 4 Year 5
Discounted Net Cash Flow: 1994 1995 1996 1997 1998 1999
Tots! Sales (PAGE 2) 900,000 1,035,000 1,190,250 1,309,275 1,440,203 1,584,223
Cost of Goods Sold (Cost of Service) (PAGE 2) 286,000 310,500 357,075 392,783 432,061 475,267
31.8% 30.0% 30.0% 30 0% 30.0% 300%
Gross Margin 614,000 724,500 833,175 916,493 1,008,142 1,108,956
68.2% 70.0% 70.0% 70 0% 70.0% 70.0%
Varisble and Fixed Costs (PAGE 3)
Total vanisble costs 117,000 134,550 154,733 170,206 187,226 205,949
Totsl fixed costs 100,000 103,000 106,090 109,273 112,551 115,927
Total varisble and fixed costs 217,000 237,550 260,823 279,478 299,777 321,876
24.1% 23.0% 21.9% 21.3% 208% 203%
Eamings Before Interest, Taxes, Depreciation, 397,000 486,950 §72,353 637,014 708,365 787,080
and Amortization (EBITDA) 1% 47.0% 48.1% 48.7% 49.2% 49.7%
Depreciation (PAGE 5) 100,000 249,000 259,000 269,000 279,000 289,000
Easnings Before Lnterest and Taxes (EBIT) 291,000 237,950 313,353 368,014 429,365 498,080
Interest Expense (PAGE 4) 9,000 73,050 65,650 58,250 50,850 43,450
Profit Before Tax 288,000 164,900 247,703 309,764 378,515 454,630
32.0% 15.9% 208% 23 7% 26.3% 28.7%
Tax Provision 158,400 90,695 136,236 170,370 208,183 250,046
Profit After Tax 129,600 74,205 111,466 139,394 170,332 204,583
14.4% 724 9 4% 106% 11.8% 12.9%
Free Cash Flow
Profit After Tax 74,205 111,466 139,394 170,332 204,583
Depreciation 249,000 259,000 269,000 279,000 289,000
Additional working capital requirements (13.500) (15,525) (11,903) (13,093) (14,402)
Capital investment (450,000) (100,000) (100,090) (100,000) (100,000)
Additional Debt Financing 700,000 $0,000 $0,000 50,000 $0,000
Principal Payments (125,000) (125,000) (125,000) (125,000) (125,000)
Changes in Equity Financing 0 0 0 0 0
Free Cash Flow 434,708 179,941 221,491 261,239 304,181
Present Value Factor 0.8980 0.7242 0.5840 0.4710 0.3798
Present Value of Cash Flow 390377 130,316 129,361 123,044 115,541
Residual Value 1,119,956
Sum of Present Value of Cash Flows $88,638
Present Value of Residual 425,406
Preliminary Value 1,314,044
Working capital (deficiency) surplus (80,000)
Non-operating asscts 0
Equity value indication 1,234,044
Total shares outstanding 100,000
Equity value per share 12.34

XA



Discounted Net Cash Flow Model

Slovakian Broadcasting Company
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 2

1 —
SALES AND COST OF GOODS SOLD ‘Currentyear| - Yearl Year2 Year 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS 1994} 1998 1996 1997 1998 1999
Unit Production
Product #1 #N/A #N/A #N/A WN/A WN/A NA
Product #2 WN/A #N/A #N/A WN/A WN/A #N/A
Product #3 #N/A #N/A #N/A #N/A WN/A WN/A
Unit Capacity
Product #1 WN/A #N/A ¥N/A WN/A H#N/A #N/A
Product ¥2 #N/A WN/A WN/A WN/A #N/A WN/A
Product #3 INA WN/A N/ A #N/A #N/A #N/A
Percent of Capacity
Product #1 WN/A #N/A #N/A #N/A #N/A IN/A
Product #2 N/A #N/A ¥N/A #N/A WN/A #N/A
Product #3 #N/A #N/A #N/A #N/A WN/A ¥N/A
Price per Unit
Product #1 #N/A WN/A WN/A ¥N/A AN/A WN/A
Product #2 #N/A ¥N/A WN/A ¥N/A WN/A WN/A
Product #3 IN/A ¥N/A #N/A ¥N/A HN/A #N/A
Total Sales by Product
Product #] #N/A ¥N/A WN/A ¥N/A ¥N/A #N/A
Product #2 ¥N/A WN/A ¥N/A WN/A WN/A IN/A
Product #3 #N/A ¥N/A WN/A #N/A ¥N/A WN/A
Cost per Unit
Product #1 ¥N/A WN/A ¥N/A N/A WN/A IN/A
Product #2 ¥N/A ¥N/A ¥N/A ¥N/A ¥N/A AN/A
Product #3 ¥N/A ¥N/A WN/A WN/A WN/A WIN/A
Total Coats by Product
Product #1 ¥N/A ¥N/A ¥N/A WN/A IN/A IN/A
Product #2 IN/A ¥N/A ¥N/A WN/A #N/A WN/A
Product ¥3 N/A NN/A MN/A N/A NN/A MNA
Profit per Unit
Product #1 #N/A ¥N/A ¥N/A N/A #N/A WN/A
Product #2 #N/A IN/A #N/A WN/A #N/A WN/A
Product #3 WN/A N/A #N/A WN/A #N/A WN/A
AL SALES 00,000 1,033,000 1,190,230 1.309.213 1,440,303 1,584,
OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 286,000 310,500 357,078 392,783 432,061 475,267

p
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Discounted Net Cash Flow Model
Slovakian Broadcasting Company
Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 3

VARIABLE AND FIXED Currentyear] Year1 Year2 Year3 Year4 Year$
COST ANALYSIS 1994 1995 1996 1997 1998 1999
Variable Costs
Administrative 117,000 134,550 154,733 170,206 187,226 205,949
Marketing 0 0 0 0 0 0
Insurance 0 0 0 0 0 0
Legal and ruditing 0 0 0 0 0 0
Utilities 0 0 0 0 0 0
Miscellaneous 0 0 0 0 0 0
Other #1 0 0 0 0 0 0
Other #2 0 0 0 0 0 0
TOTAL VARIABLE COSTS 0 0 0 0 0 0
Total Variabie Costs 117,000 134,550 154,733 170,206 187,226 205,949
Fixed Costs
Rent 0 0 0 0 0 0
Salaries 100,000 103,000 106,090 109,273 112,551 115,927
Maintenance 0 0 0 0 0 0
Other #1 0 0 0 0 0 0
Other #2 0 0 0 0 0 0
TOTAL FIXED COSTS 0 0 0 0 0 0
Total Fixed Costs 100,000 103,000 106,090 109,273 112,551 115,927
Variable Costs (as a percent of sales)
Administrative 13.0% 13.0% 13.0% 13.0% 13.0% 13.0%
Marketing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Insurance 0.0%! 0.0% 0.0% 0.0% 0.0% 0.0%
Legal and auditing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Utilities 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Miscellaneous 0.0%| 0.0% 0.0% 0.0% 0.0% 0.0%
Other #1 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other #2 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL VARIABLE COSTS 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total Variable Costs 13.0% 13.0% 13.0% 13.0% 13.0% 13.0%
Fixed Costs (percent growth)
Rent 0.0% 0.0% 0.0% 0.0% 0.0%
Salaries 3.0% 3.0% 3.0% 3.0% 3.0%
Maintenance 0.0% 0.0% 0.0% 0.0% 0.0%
Other #1 2.0% 0.0% 0.0% 0.0% 0.0%
Other #2 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL FIXED COSTS 0.0% 0.0% 0.0% 0.0% 0.0%
Total Fixed Costs 3.0% 3.0% 3.0% 3.0% 3.0%
TOTAL VARIABLE COSTS 117,000 134,550 154,733 170,206 187,226 205,949
OTAL FIXED COSTS 100,000 103,000 106,090 109,273 112,551 115,927




Discounted Net Cash Flow Model
Slovakian Broadcasting Company
Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES
IN LONG TERM FINANCING REQUIREMENTS

A. INPUTS for Current and Forecasted Long Term Debt Financing

Year 1 Year 2 Year 3 Year 4 Year §
TOTAL INTEREST PAYMENTS 1993 1996 1997 1998 1999
Debt Instrument #1 8,550 7,650 6,750 5,850 4,950
Debt Instrument #2 61,750 55,250 48,750 42,250 35,750
Debt Instrument #3 2,750 2,750 2,750 2,750 2,750
[TOTAL INTEREST PAYMENTS 73,050 65,650 58230 50.850 43,450
TOTAL ADDITIONAL DEBT FINANCING
Debt Instrument #1 0 0 0 0 0
Debt Instrument #2 650,000 0 0 0 0
Debt Instrument #3 50,000 50,000 50,000 50.000 50,000
[TOTAL ADDITIONAL DEBT FINANCING 700,000 50,000 50,000 50,000 50,000
TOTAL PRINCIPAL PAYMENTS
Debt Instrument #1 10,000 10,000 10,000 10,000 10,000
Debt Instrument #2 65,000 65,000 65,000 65,000 65,000
Debt Instrument #3 50,000 50,000 50,000 50,000 50,000
[TOTAL PRINCIPAL PAYMENTS 125,000 125,000 123,000 125,000 125,000
TOTAL ENDING DEBT 675,000 600,000 525,000 450,000 375,000
TOTAL CHANGE IN EQUITY FINANCING
New Equity Issues 0 0 0 0 0
Additional shares issued 0 0 0 0 0
Equity Repurchases 0 0 0 0 0
[TOTAL CHANGE IN EQUITY FINANCING _ 0 0 0 0 0
| 10 ST 3.26 4.77 6.32 844 1146
4
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Discounted Net Cash Flow Model
Slovakian Broadcasting Company
Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 5

e
FIXED ASSET AND CAPITAL . Currentyear| Yearl Year2 Year3d Yeard4 Year5
EXPENDITURE DEPRECIATION 1994] - 1995 1996 1997 1998 1999
Net Fixed
Fized Asret Depreclation - Existing Assets Assets
Depreciation for short term depreciable assets 20,000 4,000 4,000 4,000 4,000 4,000
Depreciation for medium term depreciable assets 2,000,000 200,000 200,000 200,000 200,000 200,000
Depreciation for long term depreciable assets 0 0 0 0 0 0
Capital Expenditure Depreciation
Depreciation for short term depreciable assets 0 0 0 0 0
0 0 0 0
0 0 0
0 0
0
Depreciation for medium term depreciable assets 45,000 45,000 45,000 45,000 45,000
10,000 10,000 10,000 10,000
10,000 10.000 10,000
10,000 10.000
10,000
Depreciation for long term depreciable assets 0 0 0 0 0
0 0 0 0
0 0 0
0 0
(]
[TOTAL DEPRECIATION EXPENSE TR000 IO 200000 . 215.000  280.000 ]




CASE STUDY - ROMANIAN CEMENT SA



CASE STUDY: Using the DCF Model to Value a Company
Romanian Cement SA ("RC"’)

Purpose of the Valuation:

The valuation opinion of 100 percent of the owners' equity of Romanian Cement will be one of
several factors considered by management as it moves forward with its plans to engage in a
joint venture with a foreign company.

Company Profile:

Romanian Cement is one of the four largest cement companies in Romania and consists of six
separate production facilities located throughout Romania. Approximately 80 percent of the
Company's revenues have come from cement production. Other products include asbestos
cartons and lime.

The Company's current year balance sheets and income statements are presented in Schedules
I and II, respectively. Schedule III presents historical and forecasted product sales, capacity,
and costs. Schedule IV presents the forecasted capital expenditures for 1995-1999. Enclosed
also is industry information from Dun and Bradstreet's Industry Norms and Key Business
Ratios.

Step 1. INPUTS for Product Sales and Gross Margin FORECASTS

e The Company has forecasts sales on a unit production basis for Cement, Lime, and
Asbestos Cartons (Schedule II).

e The Company has presented the existing capacity by product linc (Schedule III).

e The Company has forecasted prices for Cement, Lime, and Asbestos Cartons (Schedule
III).

e The Company has forecasted the cost per unit for each of its product lines (Schedule III).

Step 2. INPUTS for Variable and Fixed Costs and Taxation

o The Company's Administrative expenses are forecasted to remain at 1994 levels (as a
percent of sales) in each year of the forecast (Schedule II).

e Marketing expenses are forecasted to remain at 1994 levels (as a percent of sales) for each
year of the forecast (Schedule II).

e Salaries are anticipated to grow at an inflationary rate of 3.0 percent for each year of the
forecast (Schedule II).

e The Company's current tax rate is forecasted to remain constant for each year of the
forecast (Schedule II).

Step 3. INPUTS for FORECASTED Depreciation and Capital Expenditures

e The Company's Buildings (Schedule I) are depreciated using the straight line method over
30 years.



¢ The Company's Machinery and Equipment (Schedule I) are depreciated using the straight
line method over 15 years.
¢ The Company plans on making capital expenditures as presented in Schedule IV.

Step 4. INPUTS for FORECASTED Long Term Financing

The Company's Bank Loans (Schedule I) have a weighted average cost of 25.0 percent.
The Company plans to add 700,000 Lei in Bank Loans in 1995.

The Company plans to pay 1,500,000 in principal of the Bank Loans in 1996.

The remainder of the Company's Bank Loans will be paid off in 1997.

All of the Company's capital expenditures will be financed with a new equity offering of
5,000,000 Lei (300,000 shares) in 1995 (issued in conjunction with the initial phase of the
proposed joint venture).

Step 5. INPUTS for Valuation Assumptions

e The required working capital as a percent of sales is forecasted based on the industry
average for SIC Code 3241 (see handout from Industry Norms and Key Business Ratios).

e Residual growth rate = 6 percent.

e Cost of Equity = 35 percent.

e The Company's Other Assets (Schedule I) is a vacation house, and is considered to be a
non-operating asset. The fair market value of the house is 200,000 Lei.



Schedule I: Selected Balance Sheet Data

Romanian Cement

Fair Market Value of the Owners' Equity

As of December 31, 1994

As of December 31, 1994

Assets Common size Indust
Current Assets

Cash 914,342 3.6% 12.0%

Accounts Receivable 2,234,132 8.8% 13.1%

Inventories 5,438,080 21.4% 8.1%

Other Receivables 120,794 0.5%

Letters of Credit 86,664 0.3%

Prepayments 334,953 1.3%
Total Current Assets 9,128,965 36.0% 36.5%
Net Property, Plant, and Equipment

Buildings 2,343,559 9.2%

Machinery and Equipment 13,749,561 54.2%
Net Property, Plant, and Equipment 16,093,120 63.4% 95.8%
Other Assets 154,403 0.6% 0.0%
Total Assets 25,376,488 100.0% 100.0%
Liabilities and Stockholders' Equity Common size Industry
Current Liabilities

Accounts Payable 3,766,633 14.8% 6.4%

Bank Loans 1,560,694 6.2%

Other Creditors 835,932 3.3%

Miscellaneous 8,994 0.0%
Total Current Liabilities 6,172,253 24.3% 18.3%
Long-Term Debt 0 0.0% 13.1%
Other Long-Term Liabilities 627,906 2.5%
Total Liabilities 6,800,159 26.8% 45.2%
Equity 18,576,329 73.2% 47.0%
Total Liabilities and Equity 25,376,488 100.0% 100.0%
Note: The Company has 1,000,000 shares outstanding as of 12/31/94.




Schedule II: Selected Income Statement Data

Romanian Cement
Fair Market Value of the Owners' Equity
As of December 31, 1994

For the Year Ended December 31, 1994

Income Statements Common size Industry
Sales 46,516,118 100.0% 100.0%

Cost of Goods Sold 37,456,603 80.5% 78.8%
Gross Income 9,059,515 19.5% 21.2%
General and Administrative

Administrative 930,322 2.0%

Salaries 660,835 1.4%

Marketing 186,064 0.4%

Total General and Adminstrative 1,777,221 3.8%

Earnings Before Interest, Taxes and Depreciation 7,282,294 15.7% 22.4%

Depreciation 962,111 2.1% 7.5%
Earnings Before Interest and Taxes 6,320,183 13.6%

Interest Expense 1,031,143 2.2% 3.6%
Earnings Before Taxes 5,289,040 11.4% 11.6%

Taxes (1) 1,517,954 3.3%
Net Income 3,771,086 8.1% 7.8%
\Note (1): The Company's tax rate is 28.7 percent.

/4



Schedule III: Historical and Forecasted Product Sales

Romanian Cement
Fair Market Value of the Owners' Equity

As of December 31, 1994
His’orical Forecasted
1992 1993 1994 199SE  1996E 1997E  1998E 1999E

PRODUCT SALES

CEMENT

Cement Sales (tons) 1,700 2210 2,763 3,315 3.812 4,193 4,403 4,623
Percent change 300% 25.0%| 200% 15.0% 10.0% 5.0% 5.0%

Cement Price per ton (average) 13,056 13,448 13986 14,545 15272 16,036 16838 17,680
Percent change 3.0% 4.0% 4.0% 5.0% 5.0% 5.0% 5.0%

Capacity - Cement (tons) 2,500 2,500 3,000 3,500 3,500 4,500 4,500 4,500
Capacity Utilization 68.0% 884% 92.1%| 947% 1089% 932% 978% 102.7%

LIME

Lime Sales (tons) 180 190 200 220 250 300 325 325
Percent change 5.6% 53%| 100% 13.6% 20.0% 8.3% 0.0%

Lime Price per ton 12,118 12,300 12,484 12,484 12,484 12484 12,484 12,484
Percent change 1.5% 1.5% 0.0% 0.0% 0.0% 0.0% 0.0%

Capacity - Lime (tons) 500 500 500 500 500 500 500 500
Capacity Utilization 36.0% 38.0% 40.0%| 44.0% 500% 600% 650% 65.0%

ASBESTOS CARTONS

Asbestos Cartons (000s Square Meters) 10,500 10,500 10,500| 10,500 10,500 10,500 10,500 10,500
Percent change 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Asbestos Cartons (price per 000 Square Meters) 512 512 512 512 512 512 512 512
Percent change 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Capacity - Asbestos Cartons (000s Square Meters; 21,000 21,000 21,0007 21,000 21,000 21,000 21,000 21,000
Capacity Utilization 50.0% 50.0% 50.0%{ 50.0% 500% 500% 50.0% 50.0%

BRODUCT COSTS

Cement (cost per ton) 10,445 10,758 11,081| 11413 11,756 12,108 12,472 12,846
Percent change 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%

Lime (cost per tons) 8,483 8,737 8,999 9,269 9,547 9534 10,129 10433
Percent change 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%

Asbestos Cartons (cost per Square Meter) 435 457 480 504 529 555 583 612
Percent change 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 5.0%

\')
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Schedule IV: Capital Expenditure Forecasts

Romanian Cement
Fair Market Value of the Owners' Equity
As of December 31, 1994

Forecasted for the year ending 1995 1996 1997 1998 1999
Capital Expenditures
New Butlding 400,000 0 400,000 0 0
Machinery and Equipment 1,000,000 0 1,000,000 0 0
Replacement of Machinery and Equipment (1) 100,000 100,000 100,000 100,000 100,000
Total Capital Expenditures 1,500,000 100,000 1,500,000 100,000 100,000
Note:

(1) Replacement of the Machinery and Equipment is depreciated on a straight line basis over 15 years.
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Page 78

$1C 3231 $1C 3241 . $1C 3281 SiIC 3255

PRDS OF PRCHSD GL3S CEMENT, HYDRAULIC BRCK,STRL CLAY TILE CLAY REFRACTORIES

(NO BREAKDOWN) (NO BREAXDOWN) (NO BREAKDOWN) (NO BREAXDOWN)

1994 (155 Establishments) 1994 (21 Establishments) 1994 (21 Establishments) 1994 (25 Establishments)

) % s % [ % $ %

Cash 58,283 123 13,679,859 6.7 784,845 10.7 188,782 7.3
Accounts Receivable 130,308 27.5 : 22,867,824 n.2 931,545 12.7 711,164 27.5
Notes Receivable 5,212 1.1 - - - -— 10,344 0.4
Inventory 115,145 243 13,475,682 6.6 1,467,000 200 581,861 225
Other Current 22,271 4.7 9,596,319 4.7 432,765 5.9 108,614 4.2
Total Current 331,218 69.9 59,619,684 29.2 3,616,158 49.3 1,600,768 61.9
Fixed Assets 99,508 20 54,311,082 26.6 2,273,850 310 649,099 251
Other Non-current 43,120 9.1 90,246,234 44.2 1,444,995 19.7 336,187 130
Total Assets 473,846 100.0 ) 204,177,000 100.0 7,335,000 100.0 2,586,050 100.0
Accounts Payable 60,178 12.7 9,596,319 4.7 506,115 6.9 331,014 128
Bank Loans 1,422 0.3 —- - - - - -
Notes Payable 13,742 29 1,020,885 0.5 212,715 29 155,163 6.0
Other Current 72,498 15.3 21,030,231 10.3 476,775 6.5 320,670 12.4
Total Current 147,840 31.2 31,647,435 15.5 1,195,608 16.3 806,848 31.2
Other Long Term 84,818 17.8 68,807,649 337 2,134,485 2919 537,898 208
Delerred Credits 474 0.1 1,633,416 0.8 - - 12,930 05
Net Worth 240,714 50.8 102,088,500 500 4,004,510 54.6 1,228,374 47.5
Total Liab & Net Worth 473,846 100.0 204,177,000 100.0 7,335,000 100.0 2,586,050 106.0
Net Sales 1,174,546 100.0 84,027,588 100.0 8,567,582 100.0 3,735,646 100.0
Gross Profit 438,106 373 19,326,345 230 3,341,357 3190 1,090,809 29.2
Net Profit After Tax 318,760 13 1,848,607 2.2 548,325 6.4 239,081 6.4
Working Capital 183,378 .- 27,972,249 .- 2,420,550 - 793,917 -
RATIOS uQ MED LQ vaQ MED LQ uQ MED LQ uQ MED LqQ
SOLVENCY
Quick Ratio (times) 26 1.1 0.7 19 11 0.6 37 1.6 0.9 20 13 0.8
Current Ratio (times) 43 2.4 1.6 28 2.2 1.4 7.4 4.1 2.2 3s 2.5 16
Curr Liab To Nw (%) 203 58.3 119.2 16.8 198 60.5 123 2258 65.9 30.5 56.¢ 122.3
Curr Liab To Inv (%) 598 109.3 200.6 157.6 200.0 227.7 42.0 629 77.6 66.1 1270 193.1
Tota! Liab To Nw (%) 39 79.6 175.2 480 106.8 227.4 23.4 57.7 174.3 539 116.2 186.5
Fixed Assels To Nw (%) 18.0 38.1 93.0 102.6 148.0 2210 336 65.8 169.2 4.5 80.7 96.9
EFFICIENCY
Coll Period (days) 268 384 589 50.7 62.8 1259 34 356 433 44.7 548 76.7
Sales To Inv (times) 17.9 9.2 54 8.6 7.6 59 8.4 5.7 4.4 12.4 6.1 4.9
Assets To Sales (%) 30.9 42.4 60.1 1379 166.5 274.2 56.8 67.6 1159 39.2 54.6 1031
Sales To Nwc (times) 10.1 54 37 9.1 51 29 6.6 34 2.2 10.5 49 3.2
Acct Pay To Sales (%) 2.8 5.0 9.5 49 6.7 12.5 2.4 4.1 7.7 5.5 7.8 9.2
PROFITABILITY
Return On Sales (%) 6.3 30 03 6.7 21 (5.6) 8.8 4.1 1.5 8.6 4.5 0.6
Return On Assels (%) 123 3.2 03 25 0.9 (3.8) 8.2 5.7 23 211 7.8 s
Return On Nw (%) 284 103 0.8 5.1 1.2 (13.5) 145 10.9 4.6 55.0 19.5 35
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Step L INPUTS for Produ Sales and "Year 1: Year2 . Year3 . Yeard Year5
f‘ 1996 1997 1998 1999
A. INPUT Current year
JB. Forocast TOTAL SALES or UNTT SALES (T or U)? (If T o selected, proceed to #1C, If U 1s selected, proceed to #1D)
. INPUTS for TOTAL SALES (T) forecast:
INPUT Current year sales
INPUT Custent yoar cost of goods sold (or oost of servics)
INPUT Sales growth rates for years 1-5. GO0%] (XL 0.0%] 0.0%] .00
INPUT Cost of goods sold (or cost of service) as & peroent of sales for years 1-5. 0 0%] 0.0%} 0.0%} 0 0%{ Q.0%]
D. INPUTS for UNTT SALES (U) forecast. INPUT
Current year
INPUT Product Names and Forecasted Unit Production. Uruts Sold INPUT Forecasted Unats Sold
37783 13 32 4153 1453 401
00 20 230 300, 353
o8 CeeTtons 10.500 16,300 18,300 10,500 10.300 70.
INPUT
Current year
Product Groups-Unut Capscty Unst ty INPUT Forecasted Unst
Cement ""Bg%b 3250 33007 4300 4300 4
Lune S0 00 100 150]
Asbestos Cartons 20,000 30000 31,000 21,000 21,000 FiK
INPUT
Current year
FINPUT Unit Sales Prices Unit Prices INPUT Forecasted Urut Price Growth-Rates
Cement [ 11.986 0% T 0% 3.0 0% 0%
Lime 84 0.0 0.0% 0.0% DOA 0.0%)
Asbestos Cartons 372 0.0% (X 0.0 D% .00,
INPUT
Current year
UT Product Cost per Unit Cost per Unit INPUT Forecasted Unut Coat Growth Rates
Cement TLOL 3 0% 3% kX3 0% I
Lane g, 30% 3% 3.0% S 0% kXA
Asbestos Cartors 480 T 30K T0% TR 0%
Step 2. INPUTS for Variable and leed RS .Current year] - . Yearl Year2 Year3 - Yeard . Year$
‘Costs and Taxation FORECASTS - ce 1004 0 1998 1996 1997 ¢ 1998 1999
INPUT
Current year
IA. INPUT Vansble Cost forecasts. Vanable Costs INPUT Varisble Costs a1 a Percent of Ssles
Admrative [ 530322 0% T T 2.0% pXiL
Marketing, 136,064 0.A% 0.4% 0.4% G 4% Ta%
! [} 00% 0.0% 0.0% 00% 0.00
Tegal and asuditing (r3 0.0 0.0% 0% [ X723 0.0%
Ualites [ 0.0% DR 0.0% [ X523 T.0%,
[Macallaneow [ (X T.0% 0.0% B.0%% 0.0
[Ochor W1 (1] (X% 0 0% 0.0% (X O 0°M
2] [ (X OO 0% 0.0R 0.0
OPTIONAL: INPUT TOTAL VARIABLE COSTS [ [ IR o0%] TOR] LXsal 0.0%)
INPUT
Qurrent year,
B. INPUT for Fixed Cost forecasts Fixed Costs INPUT Forecasted Fixed Cost Growth Ratea
r Ment ] 0% 0.0 DR (X5 (X2
Salanes [~ | 0™ T0% — 0% 0% 3.0%)
Mamienance 0 00% 0.% 0.0% Do% 007
Cxber 91 2] 0.0% ~H.0% 0.0% 0 0.0%]
Oxher W2 (9 0% [X50) 0.0% 0% B.0%]
OPTIONAL: INPUT TOTAL FIXED COSTS r () TOR] TORT %] D.0%] T 0%
INPUT
Current year
Tax Rate INPUT Forecasted Tax Rates
C. INPUT Cusrent Year Taxes and Forecasted Tax Rates f THIR] BTR] 28.7%] T8 TR I8 1%
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MUWMD Dcpmuuou RN
and Capltal Expenditures -~ .= D
INPUT
Cuzrent Year INPUT
|A. INPUT Current Year Deprecstion Expense | E!!i ‘ Exsting Depreciable
Net Foxed Apscts  Yean
B. INPUT Cusrent Deprecisble Assets
Short deprecisble life (1-5 years) [] )
Msdrum deprecisble life (6-19 yoars) 13,749,501 [§]
Long depreciable life (20+) 2,343,559 30
16,093,120

Tosl

INPUT Forecasted Capita) Expenditures

C. INPUT Caprtal Expenditures n
Year | Year 2 ‘ear 3 Year 4 Year gl
1553 1556 1557 1558 1599
Short term depreciable sssets 0 Q 0 0 [1]
Mednum term deprocisble sssets 1,100,000 100.000 § 1,100,000 100,000 100,000
Long term depreciable assets 400,000 [} 300,000 i) [
B e ——————Cay—y gty - !
Step 4. INPUTS for FORECASTED Long Term Financing
A. INPUTS for Current and Forecasted Long Term Debt Fnancmg
INPUT Current Year Interest Expense f Xex) L)
Year | Year 2 Yesr 3 Year 4 Year 5
Toas ] 1993 1996 1997 1998 1999}
INPUT: Beginnng of Year Debt Belance (Year | unly) 1.360,694 | 2,260,694 760,694 0 0
INPUT" Addssonal Debt 700,000 Q 0 0 [9]
INPUT: Procipal Payments T T.300.000 [ 160,694 [) (4]
Endmg Debt Balance 2,260,694 760,694 0 0 0
Inatrument #2 ]
INPUT: Interest Rate [ D.0%
INPUT: Begannung of Year Debt Balance (Year | only) [ 0 0] [1] 0
INPUT. Additional Detrt [4) 0 0 { 0 [
INPUT: Prcspal Payments [ 0 [} [] Q
Endmg Debt Dalance 0 0 0 0 0
5k strument #3 ]
INPUT. Interest Rate [ D.0%
INPUT: Bogzan. § of Year Debt Balance (Year ) only) [ 0 0 0 [
INPUT. Addisonal Debt 0 [] [) 0 [
INPUT. Prncipal Payments 0 0 4] [ [
Ending Deit Balance 0 0 0 0 0
IB. INPUTS for F d Equity F ng INPUT Ducroet Equity lasues/Repurchases
Year 1| Year 2 Year 3| Year 4] Year 5
19531 15%¢ T T558] 5991
INPUT New Equity Lasues TTO0K, [} 4 T T
INPUT Equity Repurchases [] 0 [ 0 [
INPUT Total Shares Issued (Repurcharsd) 300,000 0 0 0 [
INPUT Curvent shares outstanding 1 1.000.000

Step 5. INPUT Valuation Assumptions

Worlang capital/sales X Cost of Equity
Current yesr workng capital
Residual Growth Rate 6.0%

2956112 Farr Market Valus of Non-opersing aasets %




Discounted Net Cash Flow Model
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OUTPUT SECTION PAGE 1

—
Current year Year ] Year2 Year 3 Year 4 Year 5
Discounted Net Cash Flow 1994 1995 1996 1997 1998 1999
Tota! Sales (PAGE 2) 46,516,118 56,340,614 61,951,492 76,361,605 83,571,740 88,993,630
Cost of Goods Sold (Cost of Service) (PAGE 2) 37,456,603 45,166,694 49,088,775 59,555,439 64,331,072 67,629,581
80.9% 80.2% 79.2% 78 0% 77 0% 76.0%
Gross Margin 9,059,515 11,173,920 12,862,717 16,806,167 19,240,668 21,364,048
19.3% 198% 208% 22.0% 23.0% 240%
Vanisblc end Fixed Costs (PAGE 3)
Total variable costs 1,116,386 1,352,178 1,486,836 1,832,679 2,005,722 2,135,847
Total fixed costs 660,835 680,660 701,080 722112 743,776 766,089
Total vanisble and fixed costs 1,777,221 2,032,835 2,187,916 2,554,791 2,749,497 2,901,936
3.8% 6% 33% 313% 3% 1%
Eamings Before Interest, Taxes, Depreciation, 7,282,294 9,141,085 10,674,801 14,251,376 16,491,171 18,462,112
end Amortization (EBITDA) 15.7% 16.2% 17.2% 18.7% 1974 207
Depreciation (PAGE 5) 962,111 1,081,423 1,088,089 1,174,756 1,181,423 1,188,089
Eamings Before Interest and Taxes (EBIT) 6,320,183 8,059,662 9,586,712 13,076,620 15,309,748 17,274,023
Interest Expense (PAGE 4) 1,031,143 565,174 377.674 95,087 0 0
Profit Before Tax 5,289,040 7,494,489 9,209,039 12,581,533 15,309,748 17.274,023
1.4% 13.3% 149% 17 0% 18.3% 19 4%
Tax Provision 1,517,954 2,150,918 2,642,994 3,725,700 4,393,898 4,957,645
Profit After Tax 3,771,086 5,343,570 6,566,044 9,255,833 10,915,851 12,316,378
8.1% 9.3% 10.6% 2.1% 13.1% 138%
Free Cash Flow
Profit After Tax 5,343,570 6,566,044 9,255,833 10,915,851 12,316,378
Depreciation 1,081,423 1,088,089 1,174,756 1,181,423 1,188,089
Additionz| working capital requirements (1,925,601) (1,099,732) (2,824,382) (1,413,186) (1,062,690)
Capilal investment (1,500,000) (100,000) (1,500,000) (100,000) (100,000)
Additional Debt Financing 700,000 0 0 0 [/}
Principal Payments 0 (1,500,000) (760,694) 0 0
Changes in Equity Financing 5,000,000 0 0 0 0
Free Cash Flow 8,699,392 4,954,402 5,345,513 10,584,087 12,341,778 |
Present Value Factor 0.8607 0.6375 0.4722 0.3498 0.2591
Present Valuc of Cash Flow 7,487,245 3,158,570 2,524,381 3,702,416 3,197,980
_ Residual Value 41,134,171
Sum of Present Value of Cash Flows 20,070,592
Present Value of Residual 10,658,615
Preliminary Valuc 30,729,208
Working capital (deficiency) surplus (6,160,437)
Non-operating asscts 200,000
Equity valuc indication 24,768,761
Tolal shares outstanding 1,300,000
Equity valuc per share 19.05



Discounted Net Cash Flow Model

Romanian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 2

[ M e
SALES AND COST OF GOODS SOLD - Current year Year 1 Year2 Year 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS 1994 1998 1996 1997 1998 1999
Unit Production
Cement 2,763 3,315 3,812 4,193 4,403 4,62
Lime 200 220 250 300 328 325
Asbestos Cartons 10,500 10,500 10,500 10,500 10,500 10,500
Unit Capacity
Cement 3,000 3,500 3,500 4,500 4,500 4,500
Lime 500 500 500 500 500 500
Asbestos Cartons 21,000} 21,000 21,000 21,000 21,000 21,000
Percent of Capacity
Cement 92.1%) 94.7% 108.9% 93.2% 97.8% 102.7%
Lime 40.0%| 44.0% 50.0% 60.0% 65.0% 65.0%
Asbestos Cartons 50.0% 50.0% 50.0% 50.0% 50.0% 50.0%
Price per Unit
Cement 13,986 14,545 15,273 16,036 16,838 17,680
Lime 12,484 12,484 12,484 12,484 . 12,484 12,484
Asbestos Cartons 512 512 512 512 512 512
Total Sales by Product
Cement 38,643,318 43,218,134 53,454,492 67,240,405 74,138,440 79,560,330
Lime 2,496,800 2,746,480 3,121,000 3,745,200 4,057,300 4,057,300
Asbestos Cartons 5,376,000 5,376,000 5,376,000 5,376,000 5,376,000 5,376,000
Cost per Unit
Cement 11,081 11,413 11,756 12,109 12,472 12,846
Lime 8,999 9,269 9,547 9,833 10,128 10,432
Asbestos Cartons 480 504 529 556 583 613
Total Costs by Product
Cement 30,616,803 37,835,520 41,145,418 50,770,974 54,913,173 57,806,622
Lime 1,799,800 2,039,173 2,386,760 2,950,035 3,291,747 3,390,500
Asbesy ¢+ i rtons 5,040,000 5,292,000 5,586,600 5,834,430 6,126,152 6,432,459
Profit per Unit
Cement 20.8%| 21.5% 23.0% 24.5% 25.9% 271.3%
Lime 27.9% 25.8% 23.5% 21.2% 18.9% 16.4%
Asberios Cartons 6.3%| 1.6% -3.4% -8.5% -14.0% -19.7%
OTAL SALES 46,516,118 56,340,614 6I,951.495 76,361,608 xS.! ,l. ,40 88,993,630
OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 37,456,603 45,166,694 49,088,775 59,555,439 64,331,072 67,629,581
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e —
VARIABLE AND FIXED Currentyear] Year1 Year2 Year3 Year4 Year5
COST ANALYSIS 1994 1995 1996 1997 1998 1999
Variable Costs
Administrative 930,322 1,126,812 1,239.030 1,527,232 1,671,435 1,779,873
Marketing 186,064 225,362 247,806 305,446 334,287 355,975
Insurance 0 0 0 0 0 0
Legal and auditing 0 0 0 0 0 0
Utilities 0 0 0 0 0 0
Miscellaneous 0 0 0 0 0 0
Other #1 0 0 0 0 0 0
Other #2 0 0 0 0 0 0
TOTAL VARIABLE COSTS 0 0 0 0 0 0
Total Variable Costs 1,116,386 1,352,175 1,486,836 1,832,679 2,005,722 2,135,847
Fixed Costs
Rent 0 0 0 0 0 0
Salaries 660,835 680,660 701,080 722,112 743,776 766,089
Maintenance 0 0 0 0 0 0
Other #1 0 0 0 0 0 0
Other #2 0 0 0 0 0 0
TOTAL FIXED COSTS 0 0 0 0 0 0
Total Fixed Costs 660,835 680,660 701,080 722,112 743,776 766,089
Variable Costs (as a percent of sales)
Administrative 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%
Marketing 0.4% 0.4% 0.4% 0.4% 0.4% 0.4%
Insurance 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Legal and auditing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Utilities 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Miscellaneous 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other #1 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other #2 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL VARIABLE COSTS 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total Variable Costs 2.4% 2.4% 2.4% 2.4% 2.4% 2.4%
Fixed Costs {percent growth)
Rent 0.0% 0.0% 0.0% 0.0% 0.0%
Salanies 3.0% 3.0% 3.0% 3.0% 3.0%
Maintenance 0.0% 0.0% 0.0% 0.0% 0.0%
Other #} 0.0% 0.0% 0.0% 0.0% 0.0%
Other #2 00% 0.0% 0.0% 0.0% 0.0%
TOTAL FIXED COSTS 0.0% 0.0% 0.0% 0.0% 0.0%
Total Fixed Costs 3.0% 3.0% 3.0% 3.0% 3.0%
. JTOTAL VARJABLE COSTS 1,116,386 1,352,175 1,486,836 1,832,67S 2,005,722 2,135,847
OTAL FIXED COSTS 660,839 680.660 701,080 722,112 743,776 766,089

W
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OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES

IN LONG TERM FINANCING REQUIREMENTS

A. INPUTS for Current and Forecasted Long Term Debt Financing

Year ] Year 2 Year 3 Year 4 Year 5
TOTAL INTEREST PAYMENTS 1995 1996 1997 1998 1999
Bank Loans 565,174 377,674 95,087 0 0
Debt Instrument #2 0 0 0 0 0
Debt Instrument #3 0 0 0 0 0
[TOTALINTEREST PAYMENTS 365,174 37164 95.087 0 0
TOTAL ADDITIONAL DEBT FINANCING
Bank Loans 700,000 0 0 0 0
Debt Instrument #2 0 0 0 0 0
Debt Instrument #3 0 0 0 0 0
[TOTAL ADDITIONAL DEBT FINANCING _ 700,000 0 0 0 0
TOTAL PRINCIPAL PAYMENTS
Bank Loans 0 1,500,000 760,694 0 0
Debt Instrument #2 0 0 0 0 0
Debt Instrument #3 0 0 0 0 0
[TOTAL PRINCIPAL PAYMENTS 3 1.500.000 760694 0 0
TOTAL ENDING DEBT 2,260,694 760,694 0 0 0
TOTAL CHANGE IN EQUITY FINANCING
New Equity Issues 5,000,000 0 0 0 0
Additional shares issued 300,000 0 0 0 0
Equity Repurchases 0 0 0 0 0
|mmcmmmwmm 5,000,000 0 0 0 0
[EBIT 1o INTEREST 14.26 2538 13752 #DIVI0! __ #DIVi0T ||
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OUTPUT SECTION PAGE 5

” p—g
FIXED ASSET AND CAPITAL - Currentyear| Year]l Year2 Year3 Yeard4 Years
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999
Net Fixed
Fixed Asset Depreciation - Existing Assets Assetr
Depreciation for short term depreciable assets 0 0 0 0 0 0
Depreciation for medium term depreciable assets 13,749,561 916,637 916,637 916,637 916,637 916,637
Depreciation for long term depreciable assets 2,343,559 78,119 78,119 78,119 78,119 78.119
Capltal Expenditure Depreciation
Depreciation for short term depreciable assets 0 0 0 0 0
0 0 0 0
0 1] 0
0 0
0
Depreciation for medium term depreciable assets 73,333 73,333 73,333 73,333 73,333
6,667 6,667 6,667 6,667
73,333 73,333 73,333
6,667 6,667
6,667
Depreciation for long term depreciable assets 13,333 13,333 13,333 13,333 13,333
0 0 0 0
13,333 13,333 13,333
0 0
0
[TOVAL DEPRECIATION EXPENSE AT AT TORR08  TIIase . LIBLAL3 1185080 |




