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Touche LLP 
Restructuringfor Privatization - Courses Offered 

Module I Module 2 Module 3 Module 4 

Introduction to Managing Cash Restructurng Value Creation: obje 
Cas Flw Fo n Value lTechniques Objective 

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

Modules 2 through 4 will be held in thefall 
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aRestructuring for Privatization Course 

Module 1 Module Objective: 

STIN ... to provide participants with an understanding of the basic concept of cash flow and 

Introduction the elements that drive cash flow. Specific goals include understanding why 
to managing cash flow is important, learning about cash flow components, learning to 

Cash Flow: use the discounted cash flow (DCF) method, and learning to use a simulation DCFi~i iiiiiii:iiiii ii:iiiiiiiiiiiiii model. 

Major Topics Covered 

i Understanding Cash Flow 

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

if Applying the DCF Model 

/' Case Study - Application of the DCF Model to Value a Company 
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0Restructuring for Privatization Course 

Module 2 Module Objective: 

to provide participants with an understanding of how to manage for and maximizeMa"i ...
Ca Flow cash flow and how management of cash flows impacts the value of a company. 

ad Vlue IThrough simulation models and exercises, participants will learn how each of the cash 
flow components can be impacted and how to weigh alternative financial and 

.- operating strategies. 

Major Topics Covered 

I Managing Cash Flow and its Impact on Vplue 

I Becoming a Value Manager 

/'Creating Value in a Company 

/f Case Study - Application of the InternalValue Creation Strategy 
Using the DCF Model 
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aRestructuring for Privatization Course 

Module 3 Module Objective: 

estructuring 
Techniques

for 

... 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. 

Major Topics Covered 

if Motives for Restructuring 

/' Recognizing and Analyzing Distressed Companies 

/f RestructuringTechniques 

*f Other Aspects of Implementing Changes 

Case Studies - Capital Structure,Asset and Business Dispositions, 
Acquisitions and Joint Ventures 

4/ 
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aRestructuring for Privatization Course 

Module 4 Module Objective: 

Valuation ... to provide participants with an understanding of general business valuation theory 
and and concepts as well as how financial and operating decisions can create or destroy 

Value . value. This module also analyzes and evaluates alternative privatization strategies. 

Major Topics Covered 

i Valuation Theory and Concepts 

*f Business Enterprise Valuation Theory 

I Reaching a Valuation Conclusion 
I' Analysis and Evaluation of Alternative Privatizatign Strategies 

I Case Study - Using 3 Valuation Approaches to Value a Company for 
Privatization 
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0Understanding Cash Flow 

Why is understanding and managing cash flow important? 

Importance to company stakeholders I 

To improve theplanningprocess 

1I' Iil: To improve financialflexibility 

To manage, measure and create value 
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Importance to Company Stakeholders 

Shaehoea1
 
Suppliers 

Government~~~ :i ~~~................ reitr
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8Importance to Company Stakeholders 

Importance to Managers Importance to Shareholders 

4> 

t> 

rD 

Incentive-based compensation 

Responsibility to 
shareholders/owners 
Job security 

- Evaluating management skills 

- Monitoring the company's 
financialstrength 

-> Monitoring return on 
investment (value creation) 

10:44 AM 8/17/95 Page 9Introductionto Cash Flow 



Deloitte & 
Touche LLP Understanding Cash Flow 

a Importance to Company Stakeholders 

Importance to Suppliers Importance to Creditors 

-> 

4t 

Can the company pay its 
obligations on time? 

Will the company continue to 
be a customer? 

-> Can the company service its 
debt? 

-t> Can the company pay its rental 
and lease obligations? 

-: Can the company maintain 
operating capability without 
financialstrain? 
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Importance to Customers 

c Availability ofgoods and 
services 

4t Quality ofgoods and services 

c Protection oflong-term supply 
agreements 

Introductionto Cash Flow 


Understanding Cash Flow 
Importance to Company Stakeholders 

Importance to Workers 

Job security
 
Compensation
 

4D Employee ownership 
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Importance to Government 

D Tax revenues 

4> Employee security 

privatization 

Understanding Cash Flow 
Importance to Company Stakeholders 

Conclusion: 

-L There are a number of 
diferent groups with diverse 
interests that have a vestedstake in the ability of the 

company to produce positive
cashflow 

Introductionto Cash Flow 
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0Understanding Cash Flow 

Why is understanding and managing cash flow important? 

Importance to company stakeholders 

V ITo improve theplanningprocess I 

To improve financialflexibility111 iiI 

To manage, measure and create value 
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Importanceto Improvingthe PlanningProcess 

4D Managingworking capital 
/' estimating short-term cashrestirmatinshot-term cashWorking Capital to Sales Ratios: 

requirements Various Industries 

"managing inventory 4­

> Timing capitalexpenditures 40%­

35%:Managingcapitalneeds (bank 


andequityfinancing) 30%.
 

tO Managingcosts 25% 19.2% 19.2%
 
iii
19.2% ::,'i'i:i: 19.2% 

-> Managinggrowth 20%- 16.4%
 
12.5%
 

The graphat the rightshows that 10%­
different industrieshave different
 
working capitalrequirementsbasedon
 

......
S E S...S COAL T.Y T C
the unique characteristicsofthat industry.

oCSTEEL SH S COAL CARPENTRY TELECOM
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0Understanding Cash Flow 

Why is understanding and managing cash flow important? 

i Importance to company stakeholders 

To improve the planningprocess 

Ii...i....
.i I To improve financialflexibility 

I To manage, measure and create value 
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Importance to Improving FinancialFlexibility 

Short-termfinancing Long-term financing 

:i:::~ ~ ~ ~ ..~ . .........~ ~ ~ ~ .... ......
~ ::~ : ::~i::::i :ii:i .: 

Obtainingcredit- demonstratingcreditworthinessandpayback terms 

* Managingdebt levels - schedulingdebt inflow/outflow 

* Reducing interestcosts - by managingdebt levels 

* Negotiatingterms with lenders 

* Negotiatingterms with suppliers 

* Analyzingfinancialrestructuringalternatives 
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Understanding Cash Flow 

Why is understanding and managing cash flow important?0 

S Importance to company stakeholders
 

To improve the planningprocess
 

1111 To improvefinancialflexibility
Sil1111 

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

0l 	Value can be measured through 
forecasted cash flows. 

0-	Value can be managed by analyzing 
the impact on cash flow (and hence 

value) of management decisions.3-2 

0 	 Value can be created by analyzing
different strategies and determining 

which strategy has the greatest 
impact on value. 

1 
Presentvalue ofeachstrategy: 

S1,163 

H 	 963 
III 1,158 

Which Strategy Has the Highest
 
Value?
 

37s
 

0 325
". Strategy7
 

276
 
cc 
C) 

226
 
C
 
C
 

176 

125] 
1 2 3 4 5 

Year 
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Understanding Cash Flow 

What are the components of cash flow? 

IDefinition and calculation ofcashflow 

Discussion ofthe components of cashflow 

~ Reconciliation of earnings and cashflow 

--" Exercise: calculating equity cashflow 
i---- lo1M /a 
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Definition and Calculation of Cash Flow 

- For thepurposes ofourpresentation, cash flow is deflned as the amount Of 
cash available to the investors/ownersofa company after allowingfor the 
company 'sfinancing,investment and working capital needs. 

This definition of cash flow is often referred to as "freecashflow." 

Cashflow can be calculated as:"equity" or debt free" cash flow. 

-*	Equity cashflow is most often used by company management, lenders and owners 
since it takes into account thefinancing needs of the business. 

Debt free cashflow is often used by investors analyzing a purchase or merger 
with the company to determine the "debt capacity" of the business for the 
purposes offinancing the acquisition with new debt. 

Throughout this course, we willfocus on equity cashflow 
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aUnderstanding 	 Cash Flow 

From 	netprofit to cashflow... 

I Income Statement 

Revenues 
Less: Cost ofgoods sold 
Equals:Grossmargin 
Less: Operatingexpenses 
Less: Depreciation& amortization 
Equals:Profitbefore interest& taxes 
Less: Interestexpense 
Equals:Profitbefore tax 
Less: Tax 
Equals:Netprofit 4 

IncomeStatement - basedon accrualaccounting: 

Equity 	Cash Flow 

Net profit 
Plus: 	 Depreciation& amortization 

New debt 
Minus: Working capitalrequirements 

Capitalexpenditures 
Payment. an dpht 

Equals:Equitycashflow 

* Recognizes revenue in theperiodit is earned,regardlessofwhen the cash is received
 
" Recognizes expenses when they areincurred,not when the cash ispaid.
 
" Capitalexpendituresandincreases/decreasesin debt are ignored
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aUnderstanding 


How does cashflow 

differfrom profits? 


Cash flow attempts to match 
cash inflows and outflows by 
taking into account cash items 
that are excluded from profits. 

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

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

Introductionto Cash Flow 

Cash Flow 

Advantages of analyzing 
cashflow vs. profits 

IR1 Cash flows are not as volatile
 
as profits.
 

1 	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
 

liquid.
 

1 Cash flow includes capital
 
expenditures and working
 

capital needs, whereas profits
include neither. 
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aUnderstanding Cash Flow 

Managing profitsvs. cash flow... 

Profits are an Cash is a 

Opinion Fact
 

Further discussionand exercises relating to managing profits 
versus cash flow willbe providedin Module II. 
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Understanding Cash Flow 

Definition and calculation of cash flow 

* *1 [Discussion of the components of cashflow 

~ Reconciliation ofearnings andcashflow 

- --- Exercise: calculating equity cashflow 
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Discussion ofthe Components ofCash Flow 

Net profits 

..teorcitton Cmortizatin 

:Working capital reqUirements : 

Capital :expenditures : --. 
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Discussion ofthe Components of Cash Flow 

Net pofitsThe startingpointbased on the 
accrualaccountingsystem 

Represents the non-cash 
Depreciation & amortization expense items on the income 

statement 

Based on new loans and 
Changes in debt the payments on existing 

> :loans duringthe period 
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Discussion of the Components of Cash Flow 

The amount ofcash withheldfrom 
I Wokin captalreqirement

Working :capital requime.... 
:> cash flowto fundinvestment in 

receivablesand inventoryas a 

businessgrows 

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

h, . inve Short-term bank debts, current 

Cash, receivables, inventory portion of long-term debt, 
accounts payable 

IWorking capital = current assets minus currentliabilitiesI 
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Discussion ofthe Components of Cash Flow 

Working capital requirement 
(Continued): 

" 	The operating cycle is important in 
determining a company's liquidity. 

* 	 It represents the number of days 
from the purchase of inventory for 
cash, to the selling of the 
inventory on account, to the
 
collection of the cash. 


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

Introductionto Cash Flow 

Working capital is a measure ofa 
firm's liquidity 

The Operating Cycle: 
Oile: 

Inv ry 

AccountsRc ivable 

CIs1 
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0Discussion ofthe Components of Cash Flow 

Operating cyclesfor differentindustries... 

* 	 The chart to the left indicates300 -76 
that different industries have 
substantially different 

200 operating cycles. 
C) 

C 	 150 4 Shortening the operating 
100 M cycle, through better working 

o 	 capital management, will 
,50: 	 increase profitability andthus 

0 , 	 cashflow. 
0. 
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Discussion ofthe Components of Cash Flow 

Represent investmentsmade 
Capital expenditures into plant and equipment 

Includes investmentsto: 

"expand productioncapacity 

"replace existingassets as they deteriorate or 
become obsolete 

tS 
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Understanding Cash Flow 

Definition and calculation ofcash flow 

Discussion of the components of cashflow 

IReconciliation of earnings and cash flow 

-_-mIj Exercise: calculating equity cashflow 
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0Reconciliation ofEarningsand Cash Flow 

Convertingnet income to cash flowis a three step process 
that involvesaccountingforthe: 

WImpact of changes in the working capital accounts 

2 Impact of investment infixed assets 

W Impact offinancing activities 

Page 32
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aReconciliation ofEarnings and Cash Flow 

Impact ofchanges in the workingcapitalaccounts... 

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

Increase 
Decrease 

Decrease 
Increasej 

This chart showshow changes in the workingcapitalaccounts 
duringa periodaffectcash flow. 

Examples:
 
" Receivables increase __
 
" Inventoriesincrease
 
* Payables increase 
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0Reconciliation ofEarningsand Cash Flow 

Example: receivables increase... 

An increase in receivables duringa periodmeans that cash flow 
from revenues is less than the revenue figure shown in the income 
statement. 

Beginningreceivables $ 800,o00 
Revenues 9gO00000 

9,800,*000 
Ending receivables ,oooo0o 
Cash flowrealized $8,800,000 

Thus cash flowfrom revenues is calculatedas revenues from the
 
income statement less the increase in accountsreceivable. This
 
is because sales were recordedduringthe periodfor which the
 
cash willbe collectedin a laterperiod.
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0Reconciliation ofEarnings and Cash Flow 

Example: inventoriesincrease... 
* 	 An increase in the level ofinventoryinvolvescash payments for 

materials, laborand overhead. 
* 	 However, foraccrual accountingpurposes,the investmentin 

additionalinventoryis recordedas an asset on the balance sheet 
and not includedin the costofgoods soldfigure as an expense 
untilsold. 

" Thus, if inventoryincreases, cash was spent thatwas not 
recordedon the income statement,and costofgoods soldmust 
be adjustedto a cash basisby increasingthisexpense category. 

Cost of sales, per the income statement $6,500,000
Plus.: increaseIn inventory duringthe period 900.000 
Cost ofsales on a cash basis 	 , $7,400,000 

This example shows an increase in inventoryincreases 

expenses and lowers operating earnings on a cash basis. 
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a ReconciliationofEarnings and Cash Flow 

Example: payables increase... 

Accountspayable and accrued liabilitiesrepresents unpaid 
invoicesfor items already includedas expenses on the income 
statement, or forincreases in inventoryon the balance sheet. 

Thus the costsofsales, or general and administrativeexpenses 
in the income statement overstate the cash outflowby the amount 
ofincrease in the payables accounts. 

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

General & administrativeexpenses $500,000 
Less: increase in accountspayable I00,000 
General & administrative on a cash basis $400,000 

Expenses are loweron a cash basis when payables have 
increased...thus earnings on a cash basis are higher. 
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aReconciliation ofEarnings and Cash Flow 

Impact ofinvestmentin fixed assets... 

Depreciation * 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 ofthe cost ofassets expense over the life ofthe asset. 

purchased in the current andprioryears. Thus the cash outlay for capital
expenditures must be deducted in 

Thus it is not a cash outlay and calculating cashflow. 
must be added back to net 

Sales offixed assets alsoincome to calculate cashflow. 
represent cashflow not recorded 
on the income statement. 
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ReconciliationofEarnings and Cash Flow 

W Impact of financingactivities... 

Represents transactions with the company's shareholders 
or long-term creditors. 

Sources of cash from 
financingactivitiesinclude.-

.Issuingshares 
Borrowing long-term funds 

Uses of cash from 
inancingactivitiesinclude: 

Reacquirng shares 
Repaying,long-term loans 
Paying dividends 
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Sales 
- increase in accounts receivable 

Cost of sales 
+ increase in inventories 

- increase in payables 


General & administrative expenses 
-increase in payables 
Net increase in working capital 

Depreciation expense 

Capital expenditures 

Income before tax 

Income taxes (accrued) 

Net income 
Loan proceeds 

Cash flow 


Introductionto Cash Flow 

Understanding Cash Flow 
ReconciliationofEarnings and Cash Flow 

Earnings Adjustment Cash Flow 

$10,000,000 
$200,000 $9,800,000 

8,000,000 
300,000 
.50,000 8,250,000 

1,000,000 
10,000 990,000 

440,000! 

100,000 
150,000 

900,000 
400,000 
500,000 

30,000
 
409000 
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0Reconciliation ofEarnings and Cash Flow 

Calculating cash flow from net income... 

Net income $500,000
 
Plus: depreciation 100,000
 
Plus: loan proceeds 30,000
 
Minus: increase in workingcapital (440,000)
 
Minus: capitalexpenditures (150,000)
 

Equitycash flow $ 40,000 

...gives the same results foundon the previouspage. 

Page 40
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Understanding Cash Flow 

What are the components of cash flow? 

Definition and calculation ofcash flow 

Discussion ofthe components ofcash flow 

SReconciliation ofearnings and cashflow 

---- Exercise: calculating equity cashflow 
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Understanding Cash Flow 

Exercise:
 
CalculatingEquity Cash Flow
 

See Handout 
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aas 

The Importance of Forecasting Cash Flows 

Forecasting and analyzingflowscan assist:cash 
Cashflow :Analyzing,ii~i.:::i 


company management in... 

Utilizing Discounted Cash Flow 
a Management Planning Tool 

Managing operations 

Analyzing strategic plans 

Analyzing capital 
budgeting decisions.....
.:..
 

operational 

Analyzing peratia
restructuring alternatives 

Analyzing financial 
restructuring alternatives 

Managing shareholder 
value 
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aas 

The Importance oj FinancialAnalysis 
in Forecasting Cash Flows 

4 	 Importance to diagnosing the 
financial condition of the 
company. 

widentify areas of weakness to 
focus on in strategic 
planning. 

w analyze trends and identify 
problem areasfor strategic 
focus. 

w provide a basisfor assessing 
the risk of investment in your 
company. 

Introductionto Cash Flow 

Utilizing Discounted Cash Flow
 
a Management Planning Tool
 

4 	 Importance toforecasting cash 
flow components. 

w working capital requirements 

w'capital investment 

r optimum debt levels 

w the discount rate 
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as a Management Planning Tool 

FinancialAnalysis - The Process 

O 	Transformation of the accounts. 

§Financial statement adjustments to normalize operations. 

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

o 	 Comparable company financial analysis. 

Analysis of trends and unusual items. 
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0as a Management Planning Tool 

FinancialAnalysis - The Process 

OTransformation 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. 

>lnvestors often ask that a transformation be performed to 
improve the quality of the data. 
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0as a Management Planning Tool 

FinancialAnalysis - The Process 

0 Financial statement adjustments to normalize operations. 

>-These adjustments differ from a transformation. 
>-They are based on adjustments to "normalize" operations 

so that a true level of operating income can be ai lyzed. 

>Examples of adjustments include: 
,/non-recurring income and expenses 
/income and expenses relating to excess assets and non­

operating assets.
 
/related party (or company) revenue or expenses.
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0as a Management Planning Tool 
FinancialAnalysis - The Process 

Ratio analysis and commons size financial statements 

Ratios can be classified into three cateorieS 

Liquidity ratios Operating ratios 
Leverage ratios 
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40 as a Management Planning Tool 
FinancialAnalysis - The Process 

Ratio analysis - liquidity ratios 

Liquidityratiosprovidethe Liquidity ratiosinclude the 
followinginformation: following: 

- the abilityof the company - currentratio 
to payits current -- quickratio 
obligations. - days'-receivables 

- how well the company is -days' invenIor 
managing inventoryand 

-day' ayablesreceivables. 
working *:apital to sales 

-- whether the company has 

excess or deficient
 
workingcapital.
 

- the workingcapital 
componentofthe cash 
flowforecast. .... ___......... ...... . ...... 

Page 4911:44 AM 8/17/95Introductionto Cash Flow 



Deloitte & 
Touche LP 

0as 

FinancialAnalysis - The Process 

Ratio analysis - leverage ratios 

Leverage ratiosprovide the 
followinginformation: 
- the abilityof the company 

to pay its long-term 
obligations. 

- the level offinancialrisk 
in the company. 

- whether there is any "debt 
capacity"(to finance 
capitalinvestment), or if 
the companyhas too 
much debt. 

Utilizing Discounted Cash Flow
 
a Management Planning Tool
 

*,Leverage ratiosinclude the 
following: 

- interestcoverage ratio 
- long.term debt totoa 

capital 
- interestexpense to 

revenue 
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0as a Management Planning Tool 
FinancialAnalysis - The Process 

@) Ratio analysis - operating ratios 

Operating ratiosprovidethe operating ratios includethe 
followinginformation: following: 

- a measure ofhow . return on equity 
efficientlyassets are return on assets 
being utilized. saestoassetS 

- the return providedthe sales to fixedassets. 
investorson theircapital. return on sales 

- the return providedon o. 

assets. 
- howefficientlyassets are 

being utilized. 

See ratio handout for definition,calculationand 

interpretationof these financialratios... 
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aas a Management Planning Tool 

FinancialAnalysis - The Process 

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 accountexpressed as a percent of revenues 

Common size balance sheets and income statements provide: 
" a basis for trend and comparative analysis
" analysisofbalance sheet structure,and 
" analysisofincome statement margins. 
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aas a Management Planning Tool 

FinancialAnalysis - The Process 

OComparable company financial analysis. 

vComparative analysis is used to measure how well the 
company compares to similar companies in the areas of 
liquidity,leverage, utilizationand returns. 

vrlt is an important factor in assessing the risk of the 
business, which in turn affects the discountrate 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 
financialstatements. 
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aas a Management Planning Tool 

FinancialAnalysis - The Process 

0@Analysis of trends and unusual items. 

0 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. 

e 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 adjustmentsto normalize income. 
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Financialanalysis - key factors to 
consider inforecasting cashflows... 

El 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? 

I- 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? 

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

I- Are there any non-operating assets not contributing to the 
production of cash flow? 
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Financialanalysis - key factors to 
consider inforecasting cashflows... 

Is the overall trend in the business (sales, profits, etc.)r-21 
improving, stable or getting worse? 

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

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

The results ofthe financialanalysisshouldbe one ofthe key 
-factors in determining: 

The variablesused in preparing the discountedcash flow 
forecastr 
The discountrate to be appliedto determine the present value 
offuture cash flows. 
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Exercise: 
FinancialAnalysis
 

See Handout 
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XYZ Cement - Case Study 

BALANCE SHEET STRUCTURE 

ASSETS *XYZ Cement 

EGuideline 
86.2% Companies100.0% 


80.0%­
0 
U.1 60.0% 43.3%
 
oO 36.5%
< 40.0%,, °W 19.1% 

200% 12.0% 13.6
 
W 20.0% -1.40/ .4
 

0. 

0.0% 
Cash Current Net Working

Assets PP&E Capital 
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XYZ Cement - Case Study 

BALANCE SHEET STRUCTURE
 
LIABILITIES & EQUITY
 

89.9% 
XYZ Cement90.0% 

EGuideline Companies
80.0% 

70.0%


0 
-60.0%- 45.2%470
 

0 W 50.0%
 
OUJ 40.0%
 
W 30.0% 18.3%
 13.1%10-


W 20.0%- 9.20/

10.0% 0.00 

0.0% 
Current Long- Total Equity

ILiabilities term Debt Liabilities 
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XYZ Cement - Case Study 

S INCOME STATEMENT 

COSTS & MARGINS
 

15.6% 
16.0% 

12.10
11.1%11.6%
14.0%C,) 

" 12.0% 
< 10.0%u) 7.5%
 

U- 8.0%
 
0 
- 6.0% 3/4-0% 3.6%
 
,,4.0% -

W 2.0% 
0.0%
 

*XYZ Cement Depr. Interest Pretax Aftertax Cash
 
EGuideline Companies Income Flow
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XYZ Cement - Case Study 

SELECTED FINANCIAL RATIOS 

Guideline 
Ratio XYZ Cement Companies 
Working CapitallSales 11.4% 28.4% 
Current Ratio 1.48 2.14 

Interest Coverage 3.4 4.1 

Pretax Return on Assets 4.3% 8.7% 
Pretax Return on Equity 4.8%o 17.3% 
Asset Turnover .39 .57 
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Framework ofthe Discounted Cash Flow (DCF)Model 

The DCF model is the most commonlyusedmethod to determine 
the value ofa company... 

. hroughoutthe 4 modules in thiscourse, we willuse the DCF 
model to estimate companyvalue, analyze the impactof 
management decisionson value, and studythe impact on 
company value ofdifferentrestructuringalternatives... 
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Framework of the Discounted Cash Flow (DCF)Model 

Theory 

0 	 This valuation method is based on the theory thate.e value 
of an investment:in a business depends on the future. 

benefits (e~g, cash flow) that will accrue to the owner -or. 
investorin that business. 

0 These future cash flows are then discountedbackto.their 
present value equivalent usinga discountrate that matches 
the Investor's requiredrate ofreturn. 

0 	The investor's required rate of return is based on his 
analysis of the risk of investingin the business and in the 
risk of receivingthe expected future cash flow. 
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Framework of the Discounted Cash Flow (DCF)Model 

DCF model components... 

-FORECAST PERIOD ~ 	 RESIDUAL PERIOD 

Years I through ..n 	 RESIDUAL VALUE 

Represents the value 
of all cash flows beyond 

the forecast period.VALUATION DATE 

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

o Select the definition of cash flow to be used. 

0 Analyze revenues and prepare the revenue forecast. 

0 Analyze expenses and prepare an expense forecast. 

o Analyze investments and prepare an investment 
forecast. 

@ Calculate cash flow for each year. 
@Calculate the residual value. 
0 Determine the appropriate discount rate. 
@ Calculate the present value of the future cash flows 

and residual value and sum both values. 
0 Make any final adjustments.
 
0 Perform review procedures.
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0 Select the definition of cash flow to be used. 

As stated earlier, the definition of cashflow is asfollows: 

EQUITY CASH FLOW
 

equals 

NET INCOME 

PLUS 

NON-CASH ITEMS 
(DEPRECIATION, AMORTIZATION) 

INCREASES IN LONG-TERM DEBT 

MINUS 

INCREMENTAL WORKING CAPITAL 
CAPITAL INVESTMENT
 

DECREASES IN LONG-TERM DEBT
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* 	 Analyze revenues and prepare the revenue forecast. 

Revenue forecast analysis • Consideration should also 
considerations: be given to: 

5F Forecast units and cr Historical growth 
prices, or overall v The economic outlook 
growth in revenues lThe outlook for the 
Consider of export industry, including 
versus domestic sales competition 
Capacity to produce w Demand for the 
Impact of capital product 
investment w Expected product price 
Long-term growth in increases 
the residual period w Product mix 

...over what period should cashflows be forecasted in estimating the 
value ofa company? 
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Analyze expenses and prepare an expense forecast. 
.........................
ll lll l ....[.... . . . I
. ...
N AN 

0 Expense Analysis: 
'rConsider historical relationships and trends. 

gExamine fixed versus variable costs. 

wInflation considerations for each category. 
mExamine unusual and non-recurring expenses that may 

be included in historical figures, but will not occur in the 
future. 

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

glnterest expense should be based on the forecasted debt 
levels. 

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

Analysis of investments consists of three components: 

Working Capital 
Analysis of working 
capital includes: 
Examining the 
adequacy of the 
beginning amounts; 
and 
The incremental 
amounts needed to 
fund future growth in 
the business. 

•Basedonforecasting 
the individualcomponents of 
working capital,or 

* Basedon apercentofchange 
in sales. 

Introductionto Cash Flow 

Capital Investment: 
Represents the 
investment needed to: 
Replace existing 
assets as they wear 
out; and 
To purchase or build 
new assets to increase 
production capacity in 
the future. 

* Based on the estimated 
remaininguseful lives of 
the assets;and 

o Basedon new equipmentfor 
replacementandexpansion. 

11:47 AM 8/17/95 

IFinan g Needs:. 
Represents borrowings 
and repayments of long 
term debt; and 

Issuance of shares 

* 	Basedonfinancing 
requirementsandexisting 
debt levels andrepayment 
schedules. 
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Exercise: 
Forecasting Working Capital
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0 Calculate cash flow for each year. 

Once revenues and expenses, working capital requirements, capital
 

investment andfinancing requirements have been forecasted,future
 

cashflows during theforecast period can be calculated based on the
 

equity cashfiiw model.
 

The next step is to determine the value of the cashflows for theperiod
 

beyond theforecast period...
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( Calculate the residual value. 

FORECAST PERIOD RESIDUAL PERIOD 

Years I through ..n RESIDUAL VALUE 

Represents the value
 
of all cash flows beyond
 

the forecast period.
VALU TION 

DATE
 

Residual Value is as of 

this point in time. 
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Calculate the residual value. 

0 Methods of calculation
 
- Gordon Model
 
- Assumed sale
 

Net asset value
 
- Liquidation 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. 
O Key assumptions for both the Gordon Model and "assumed 

sale" methods: 
- Depreciation and capital expenditures should be equal 'n 

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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( Calculate 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. 

o 	 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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Calculate the residual value. 
;,... 	 .::. .. :i. .. .:. ....1, ,:::::..-: ,-= .:: ~~~~~.,.::: ....... . ... ... ....... ~~~~~~ 


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

o FORMULA: 
CASH FLOW IN THE RESIDUAL PERIOD 

(DISCOUNT RATE -- LONG-TERM GROWTH RATE*) 

* represents the long-term growth rate in cash flow. 
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O Calculate the residual value. 

o Cash flow in year 5 equals 1,000.
 
O Expected long-term growth in cash flow is 3%.
 
O The equity discount rate is 20%.
 
O Residual value calculation:
 

(1000 * 1.03) = 6,059 
(.20-.03) 
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0 Determine the appropriate discount rate. 

The term "discountrate" has been defined by the 
American Society ofAppraisers as: 

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

* 	 Thus the discountrate is used to determine the amount an 
investorwouldpay today (present value) for the rightto 
receive an anticipatedstream ofpayments (e.g., cash 
flows)in the future. 

* 	 Generally, in the contextofa businessvaluation, the 

discountrate is the rate ofreturn that wouldbe requiredby 
an investorto purchase the stream ofexpected benefits 
(e.g., future cash flows), given the riskofachievingthose 
benefits. 
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S Determine the appropriate discount rate. 

ItIndustry Factors Cas h Flow 8actors1154Am 

Company Financial 

. .....
............ Data
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Calculate the present value of the
 
future cash flows and residual value.
 

0 	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. 

0 	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 present value 
is $1.00 

0 	Conversely, if you knew that you would 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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0 	 Calculate the present value of the 
future cash flows and residual value. 

Year: 

1 2 3 

End 	-of- year factor 

Cash flow is received at the end of each period. 

Year: 

1 2 3 

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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0 	 Calculate the present value of the 
future cash flows and residual value. 

End-of-year formula: Mid-year formula:
 
PVF= I PVF= I
 

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 I year
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END-OF-YEAR AND MID-YEAR FACTORS 

RATE 

15.0% 

16.0% 

17.0% 


END -OF-YEAR 18.0% 

FACTORS 19.0% 


20.0% 
21.0% 
22.0% 
23.0% 
24.0% 
25.0% 

RATERATE 
15.0% 
16.0% 
17.0% 

MID-YEAR 18.0% 
FACTORS 19.0% 

20.0% 
21.0% 
22.0% 
23.0% 
24.0% 
25.0% 

Introductionto Cash Flow 

YEAR: 

0.870 
0.862 
0.855 
0.847 
0.840 
0.833 
0.826 
0.820 
0.813 
0.806 
0.800 

YEAR:
1 

0.933 
0.928 
0.925 
0.921 
0.917 
0.913 
0.909 
0.905 
0.902 
0.898 
0.894 

2 

0.756 
0.743 
0.731 
0.718 
0.706 
0.694 
0.683 
0.672 
0.661 
0.650 
0.640 

2 
0.811 
0.800 
0.790 
0.780 
0.770 
0.761 
0.751 
0.742 
0.733 
0.724 
0.716 

0.658 
0.641 
0.624 
0.609 
0.593 
0.579 
0.564 
0.551 
0.537 
0.524 
0.512 

3 
0.705 
0.690 
0.675 
0.661 
0.647 
0.634 
0.621 
0.608 
0.596 
0.584 
0.572 

11:55 AM 

AA 

0.572 
0.552 
0.534 
0.516 
0.499 
0.482 
0.467 
0.451 
0.437 
0.423 
0.410 

4 
0.613 
0.595 
0.577 
0.560 
0.544 
0.528 
0.513 
0.499 
0.485 
0.471 
0.458 

8/17/95 

0.497 
0.476 
0.456 
0.437 
0.419 
0.402 
0.386 
0.370 
0.355 
0.341 
0.328 

5 
0.533 
0.513 
0.493 
0.475 
0.457 
0.440 
0.424 
0.409 
0.394 
0.380 
0.366 
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* Make any final adjustments 
.. .... .. . i ::: ...
I::ii~:. ....ii.. ....... . ::::: :::::} :::........ .... ..........
:,:i~ .~ .. . ... ::: ...... 


O 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 anust be separately valued and added to the value 
resulting from the business cash flow. 

0 Ifthe company has excess working capital, this amount should be 
added to the value of the business operations (a working capital 
deficiency:would be deducted), 

O Social assets: assumptions regarding the sale of these assets, the 
use of the proceeds and the resulting 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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@ Perform review procedures. 

O Consider forecast in units compared to available 
capacity. 

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

0 Compare forecasted margins to historical. 
0 Compare forecasted margins to similar companies. 
0 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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Applyingthe DCF Model 

Presentation of the DCF model 

Training 

Casestudy: Using the DCF model 
to value a company 
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Module I 
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Number Name of ExerciselHandout 

1 Calculating Equity Cash Flow 

2 Ratio Analysis - Definitions of Common Ratios 
3 Financial Ratio Exercise -XYZ Cement Co 
4 Forecasting Net Working Capital 

5 Present Value Theory 
6 Discounted Cash Flow Analysis 
7 Discounted Cash Flow Analysis Review Form 
8 Data Sheet for XYZ Corp 

File Name 

cashflow.doc 
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nwc-exer.xls 
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dcftrain.xls 
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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 capital accounts (accounts 
receivable, inventory, and accounts payable), investment accounts (depreciation and 
capital expenditures), and financing accounts (loan proceeds) and (2) calculating 
cash flow from earnings. 

METHOD 1 

1. 	Adjust the sales figure for changes in accounts receivable. 

2. 	 Adjust cost of sales for changes in inventory. 

3. 	 Adjust general and administrative expenses for changes in trades payable. 

4. 	Calculate the net change in working capital. 

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

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

7. 	 Record the impact of the payment of taxes. 

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

METHOD 2 

1. 	Begin with earnings. 

2. 	 Add all non-cash expenses to earnings. 

3. 	 Add loan proceeds (financing) to earnings. 

4. 	 Subtract the year to year increase in working capital. 

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

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



Exercise I 
ABC Company 

Financial Statements 

BALANCE SHEET 

Fiscal year ended December 31, 1993 

ASSETS 
Current assets: 

Cash 10,000 

Accounts receivable 30,000 

Inventories 100,000 

Total current assets 140,000 

Fixed assets, net of depreciation 300,000 

TOTAL ASSETS 440,000 

LIABILITIES & STOCKHOLDERS' EQUITY 
Current Liabilities: 

Taxes payables 0 
Trade payables 60,000 
Interest payables 30,000 

Total current liabilities: 90,000 

Long Term Debt 200,000 

Total Liabilities 290,000 

Net Worth 150,000 

TOTAL LIABILITIES & STOCKHOLDERS' EQUITY 440,000 

1994 

85,000 
50,000 
90,000 

225,000 

320,000 

545,000 

0 
50,000 
30,000 
80,000 

260,000 

340,000 

205,000 

545,000 

INCOME STATEMENT 

Fiscal year ended December 31, 

Sales 

Cost of sales 

Gross Profit 

Selling, general & administrative 
Depreciation 

Operating income 

Interest expense 

Profit before tax 

Income tax 

Profit after tax 

1994 

500,000 

300,000 

200,000 

50,000 
30,000 
80,000 

120,000 

25,000 

95,000 

40,000 

55,000 

CAs 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 

assurance on them. 



cash flow 

Module 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 I 

Cost of sales (300,000) 
Change in inventories I 

General & administrative expenses (50,000) 
Change in trades payable 

INet change in working capital 

Interest expense (25,000)1 

Depreciation expense (30,000)1 
Capital expenditures I 
Income before tax 95,000 

Income taxes (40,000)1 

Net income 
Loan proceeds 

55,000 
I 

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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Module 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 (20,000)1 480,0001 

Cost of sales (300,000) 
Change in inventories I 10,000 I (290,000)1 

General & administrative expenses (50,000) 
Change in trades payable F (10,000)1 (60,0001 

INet change in working capital (20,000; 

Interest expense (25,000)1 0 1 (25,000) 

Depreciation expense (30,000)1 30,0001 0 
Capital expenditures 1 (50,000)1 (50,000) 
Income before tax 95,000 

Income taxes (40,000)1 01 (40,000) 

Net income
Loan proceeds 

55,000 
1 60,000 6000 

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 capitar (20,000) 
Minus: capital expenditures (50,000) 

Equity cash flow 75,000 

ANSWER SHEET FOR INSTRUCTOR
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CATEGORY 	 RATIO 

LIQUIDITY 	 CURRENT 
RATIO 

QUICK 
RATIO 

DAYS' 
RECEIVABLE 

DAYS' 
INVENTORY 

DAYS 
PAYABLES 

WORKING 
CAPITAL TO 
SALES 

RATIOANL 

RATIO ANALYSIS 
DEFINITIONS OF COMMON RATIOS 

COMMENTS 

AN INDICATION OF A FIRM'S ABILITY 
TO PAY Ti CURRENT OBLIGATIONS. 
HOWEVER, THE COMPOSITION AND 
QUALITY OF CURRENT ASSETS IS 
CRITICAL. 

A MORE CONSERVATIVE MEASURE 
OF LIQUIDITY. EXPRESSES THE 
DEGREE TO WHICH CURRENT LIAB. 
ARE COVERED BY THE MOST 
"LIQUID" ASSETS. 

EXPRESSES THE AVERAGE TIME INDAYS 
THAT RECEIVABLES ARE UNCOLLECTED. 
IFHIGHER THAN THE INDUSTRY, THE 
QUALITY OF THE COMPANYS 
RECEIVABLES SHOULD BE EXAMINED. 

REPRESENTS THE AVERAGE LENGTH OF 
TIME UNITS ARE IN INVENTORY. A HIGH 
FIGURE CAN INDICATE SLOW MOVING OR 
OBSOLETE INVENTORY OR EXCESS 
INVENTORY. A LOW RATIO CAN INDICATE 
BETTER MANAGEMENT OR MARKETING. 
HOWEVER. ITCOULD ALSO MEAN A 
SHORTAGE OF INVENTORY. 

REPRESENTS THE NUMBER OF DAYS 
BEFORE THE COMPANY PAYS ITS 
TRADE PAYABLES. A HIGH FIGURE 
COULD INDICATE CASH FLOW PROBLEMS. 

MEASURES THE AMOUNT OF WORKING 
CAPITAL INVESTMENT REQUIRED TO 
SUPPORT THE LEVEL OF SALES. 

ICALCULATION 

TOTAL CURRENT ASSETS 
TOTAL CURRENT LIAB 

CASH (&EQUIV.) 	 + TRADE REC. 
TOTAL CURRENT LIAB. 

365 
SALESITRADE RECEIVABLES 

365 
COST OF SALES/INVENTORY 

365 
COST OF SALESJTRADE PAYABLES 

CURRENT ASSETS -CURRENT LIAB. 
ANNUAL SALES 
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CATEGORY RATIO 

LEVERAGE INTEREST 
COVERAGE 

LONG-TERM 
DEBT TO 
TOTAL CAPITAL 

TOTAL LIAB. 
TO TOTAL 
ASSETS 

CATEGORY RATIO 

OPERATING RETURN ON 
EQUITY 
(ROE) 

RETURN ON 
ASSETS 
(ROA) 

SALES TO 
ASSETS 

SALES TO 
FIXED ASSETS 

L _ _ 

RATIOANL 

RATIO ANALYSIS (CONTINUED) 
DEFINPTIONS OF COMMON RATIOS 

COMMENTS 

MEASURES THE COMPANY'S ABILITY 
TO MEET INTEREST PAYMENTS. MAY 
INDICATE THE ABILITY TO INCREASE 
BORROWINGS. 

MEASURES THE AMOUNT OF DEBT 
FINANCING USED BY THE COMPANY 
COMPARED TO ITS TOTAL CAPITAL 
INVESTMENT. A HIGH RATIO COULD 
INDICATE HIGHER RISK DUE TO INTEREST 
COSTS AND DEBT PAYMENTS. A LOW 
RATIO COULD INDICATE THE COMPANY 
HAS THE ABILITY TO BORROW FUNDS IF 
NECESSARY.
 

MEASURES THE TOTAL LIABILITIES FOR 
THE COMPANY INCLUDING BOTH THE 
CURRENT AND LONG TERM PORTIONS. 

COMMENTS 

MEASURES THE RATE OF RETURN TO 
THE EQUITY INVESTORS INTHE 
BUSINESS. CAN ALSO BE MEASURED 
ON A PRETAX OR CASH FLOW BASIS. 

MEASURES THE RATE OF RETURN 
PROVIDED BY THE ASSETS OF THE 
BUSINESS. CAN ALSO BE MEASURED 
ON A PRETAX OR CASH FLOW BASIS. 

MEASURES THE AMOUNT OF SALES 
PRODUCED IN RELATION TO TOTAL 
ASSETS. A MEASURE OF ASSET 
UTILIZATION. 

MEASURES THE AMOUNT OF SALES 
PRODUCED IN RELATION TO THE 
INVESTMENT INFIXED ASSETS. 
SOMETIMES CALCULATED BASED ON 
NET FIXED ASSETS (AFTER DEPR.) 

CALCULATION 

EARNINGS BEFORE INTEREST &TAX 
INTEREST EXP. 

LONG-TERM DEBT
 
LONG-TERM DEBT + EQUITY
 

NOTE: DEBT/EQUITY IS SOMETIMES 
USED TO MEASURE LEVERAGE. 

TOTAL LIABILITIES 
TOTAL ASSETS 

CALCULATION 

NET INCOME 
EQUITY 
OR: 
EBT/EQUITY; CF/EQUITY 

NET INCOME 
TOTAL ASSETS 
OR: 
EBT/TOTAL ASSETS; CF/TOT. ASSETS 

NET SALES 
tOTAL ASSETS 

NET SALES 
TOTAL FIXED ASSETS 
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FINANCIAL RATIO EXERCISE 

XYZ CEMENT 
HISTORICAL BALANCE SHEET (UNAUDITED) 
INTHOUSANDS OF LEI 

ASSETS 
CURRENT ASSETS: 

CASH 
ACCOUNTS RECEIVABLE 
INVENTORIES 
OTHER RECEIVABLES 

I.E-'ERS OF CREDIT 

PREPAYMENTS 


TOTAL CURRENT ASSETS 

PROPERTY, PLANT & EQUIPMENT 
LAND 
CONSTRUCTION INPROGRESS 
BUILDINGS 
MACHINERY & EQUIPMENT 

TOTAL FIXED ASSETS 

LESS: ACCUMULATED DEPRECIATION 
NET PROPERTY, PLANT &EQUIPMENT 

OTHER .'TS 
TOTAL AC. '.k 

LIAB. & EQUITY 
CURRENT LIABILITIES: 
ACCOUNTS PAYABLE 
CURRENT PORTION OF LONG-TERM DEBT 
BANK LOANS 
OTHER CREDITORS 
MISCELLANEOUS 

TOTAL CURRENT LIABILITIES 

LONG-TERM DEBT 

OTHER LONG-TERM 0dLIGATIONS: 
NON DISTRIBUTABLE RETAINED EARNINGS 
FUNDS 
RES. SHUT DOWN EXPENSES 

TOTAL OTHER LONG-TERM OBLIGATIONS 

TOTAL LIABILITIES 

EQUITY 
TOTAL LIABILITIES & EQUITY 

PAGE 1
 

SEPT. 30, '92 

914,342 
2,234,132 
5,438,080 

120,794 
86,664 

334,953 
9,128,965 

0 
400,094 

42,343,559 
33,749,561 
76,493,214 

18,588,282 
57,904,932 

154,403 
67188300 

3,766,633 

1,560,694 
835,932 

8,90.0% 
6,172,253 

0 

307,993 
285,820 

340093 
627,906 

6,8N0,159 

60,388,141 
67,188.300 

COMMON 
SIZE 

1.4% 
3.3% 
8.1% 
0.2% 
0.1% 
0.5% 

13.6% 

0.0% 
0.6% 

63.0% 
50.2% 

113.8% 

27.7% 
86.2% 

0.2% 
100.0% 

5.6% 
0.0% 
2.3% 
1.2% 

9.2% 

0.0% 

0.5% 
0.4% 
0.1% 
0.9% 

10.1% 

89.9% 
100.0% 

GUIDELINE 
CO'S DUNS 

12.0% 2.3% 
13.1% 13.8% 

8.1% 10.5% 

38.5% 32.9% 

95.0% 

52.5% 
43.3% 26.0% 

100,0% 100.0% 

6.4% 5.9% 
2.7% 2.7% 

18.3% 18.2% 

13.1% 31.0% 

45.2% 52.9% 

47.0% 47.1% 
100.0% 100.0% 



FINANCIAL RATIO EXERCISE PAGE 2 

XYZ CEMENT 

HISTORICAL INCOME STATEMENT (UNAUDITED) 
IN THOUSANDS OF LEI 

9 MONTHS 
ENDED YEAR ENDED 

SEPT.30,'92 SEPT.30,92 
NET SALES 26,006,261 

DIRECT COSTS 13,344,W8 
DIRECT MARGIN 12,661,653 

INDIRECT COSTS: 
HANDLING COSTS 3,660,520 
MAINTENANCE 1,759,636 
SALARIES 781,8"3 
OTHER 95c.,647 

TOTAL INDIRECT COSTS 7,161,516 

DEPRECIATION EXPENSE 962,111 

RESEARCH & DEVELOPMENT 7,059 j 

OPERATING MARGIN 4,530,968 

ADMINISTRATIVE EXPENSES: 
AMORTIZATION 24,060 
SALARIES 330,835 
OTHER 524,175 

TOTAL ADMINISTRATIVE 879,069 

MISCELLANEOUS EXPENSE 98628 

OPERATING INCOME 3,553,271 

INTEREST EXPENSE 1,031,143 
INTEREST INCOME (361,085) 

PROFIT BEFORE TAX 2,883,213 

CORPORATE INCOME TAX 7272485 

NET INCOME 2,155.728 

EBDIT 4,539,441 
EBIT 3,553,271 
PRETAX CASH FLOW 3,869,384 
AFTER TAX CASH FLOW 3,141,899 

COMMON 
SIZE 

100.0% 

UIDELINE 
Co'S 

100.0% 
DUNS 

100.0% 

51.3% 
48.7% 

14.1% 
6.8% 
3.0% 
3.7% 

27.5% 

3.7% 7.5% 

0.0% 
17.4% 22.4% 23.7% 

0.1% 
1.3% 
2.0% 
3.4% 

0.4% 
13.7% 

4.0% 
-1.4% 
11.1% 

3.6% 

11.6% 

2.8% 
8.3% 7.8% 5.0% 

17.5% 
13.7% 
14.9% 
12.1% 

24.3% 
18.0% 
18.8% 
15.6% 



FINANCIAL RATIO EXERCISE 
XYZ CEMENT 

RATIO ANALYSIS 

LIQUIDITY: 
CURRENT RATIO 
WORKING CAPITAL/SALES 
DAYS RECEIVABLES 
DAYS INVENTORY 
WORKING CAPITAL/TOTAL ASSETS 

LEVERAGE: 
LONG-TERM DEBT/TOTAL CAPITAL 
INTEREST COVERAGE 

RETURNS:
 

CASH ROA 

CASH ROE 

PRETAX ROA 

PRETAX ROE 

NET ROA 

NET ROE 


EFFICIENCY:
 
ASSET TURNOVER 

FIXED ASSET TURNOVER 

SALESIEMPLOYEE (US$) 

PAGE 3 

SEPT. 30,12 

4.7% 
5.2% 
4.3% 
4.8% 

0.34 
11,148 

GUIDEUNE 
Co's DUNS 

2.14 2.20 
28.4% 18.9% 

84 48 
74 60 

19.1% 14.7% 

22.6% 39.7% 
4.1 

10.0% 
20.7% 

8.7% 
17.3% 

5.3% 5.5% 
11.3% 7.2% 

0.57 0.56 
0.64 

230,148 



FINANCIAL RATIO EXERCISE 
XYZ CEMENT 

RATIO ANALYSIS 

LIQUIDITY: 
CURRENT RATIO 
WORKING CAPITAL/SALES 
DAYS RECEIVABLES 
DAYS INVENTORY 
WORKING CAPITAL/TOTAL ASSETS 

LEVERAGE: 

LONG-TERM DEBT/TOTAL CAPITAL 
INTEREST COVERAGE 

RETURNS:
 

CASH ROA 

CASH ROE 

PRETAX ROA 

PRETAX ROE 

NET ROA 

NET ROE 


EFFICIENCY:
 
ASSET TURNOVER 

FIXED ASSET TURNOVER 

SALES/EMPLOYEE (US$) 

PAGE 3
 

SEPT. 30, 92 

1.48 
11.4% 

31 
149 

4.4% 

0.0% 
3.4 

4.7% 
5.2% 
4.3% 
4.8% 
3.2% 
3.6% 

0.39 
0.34 

11,148 

GUIDELINE 
CO'S DUNS 

2.14 2.20 
28.4% 18.9% 

84 48 

74 60 
19.1% 14.7% 

22.6% 39.7% 
4.1 

10.0% 
20.7% 

8.7% 
17.3% 
5.3% 5.5% 

11.3% 7.2% 

0.57 0.56 
0.64 

230,146 
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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 I - 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. 



XYZ Company 

Not Worldng Capital Analysis 

For th. pedods ended December 31, 

SAS30.853 

ost of goods sold 

'turet Assets 

lash 


Accounts receivable 


nvetory 


epad expenses 


"otalCurrent Assets 


urrent Liabilities I 

Accoumts payable 


Accrued expenses 


Total Current Liabilities 


Net Working Capital 


et Working Cpial/Sales 


Ratios 

,ash 

eceivable turnover 


kvg Collectian Period 


Inventory turnover 


'repaid expenses/Total sales 


3ayables turnover 


ayables period 


kccrued expenses/Total sales 


SHistorical 
1993 

I 166 897'I 

10.% 100.0%1 

68.812 ;83,) 

526%1 52.0% 


7,559 8,197 

17,465 34.724 

21.757 20,477 

2,273 2,085 

49.054 65.483 

11,151 7.705 

16.109 18,927 

27.260 26.632 

21,794 38,851 

16.7% 23.3% 

7.49 6.40 

48.05 56.29 

3.16 4.11 

1.7% 1.2%. 

6.17 9.21 

58.34 39.09 

12.3% 11.3% 

Forecast 

1994 3 Yar Avg 

138,76716,0 

100.0% 1001 100 

70.979 80,000___ 90.0w____ 

51.152.0%51.9. 1 53.3% 56.3%/, 

8,595 

24,553 

23,896 

2,853 

59,897 

I 

16.900 

21,665 

38.565 

21,332 

15.4% 18.4% 

Assumpt io ns 

Constmt NET WORKING CAPITAL - CONCLUSION 

4.68 6.19 6.19 

76.89 60.41 METHOD 1995 1996 

3.20 3.49 3.49 RATIOS 

2.1% 17% 

%OFSALES 

5.77 7.05 7.051 

62.40 53.27 1 

15.6% 13.1% 13.1% 



273MANUFACTURERS VALVES & PIPE FITTINGS, EXCEPT PLUMBERS' BRASS GOODS. sIc* 34 

Comparative Historical Data Current Dats Sorted By Sales 
4 3 FWIm am IiflU1 1 	 1 3 

3 7 7 1228 30 31 	 Unqualified 2 
21 22 27 Row0wved 10 I 1 7 

11 IN 12 Compled 2 1 2 3 
I Tax Resume 	 1 

21 17 21 0mpw 2 £ 1 2 5 a 

WAS. 4/1/2 4/t13. 35(4/14/30,33 5(10//93.24/1/m41 
3/ ,413M 11132 3/2 4 

ALL AL. ALL Sim tam 3&W 100 104141111 Num IOW 
1 17 62 NUMIROF STATWIDITi 7 20 II i4 22 Is 

%% % % ASr 	 •% % • 
1.5 6.2 4.4 

6.3 6.7 7.2 Cash & Equsolom" 	 .@ 5.0 

26.2 34.9 28.3 31.0 22.626.7 26.2 28.4 TildeAlaceoies (mO 
3.3 33.5 34.0 1avootoav 	 36.7 38.2 34.7 33.1 30.1 

.7 .2 2.6 .01.0 1.3 1.2 A 	 OWr CUot .7 
72.2 7a.3 66.8 74.9 54.1-67.2 .67.7 70.6 	 Toa Cnunm 

22. " 23.3 20.1 id ASSoM (aml) 	 16.2 17.7 23.4 1.7 27.9 

L. 3.5 L5 lomaiall* aool 	 8.3 .5 .1 .5 L2 
.1 .1 6.1 AUother 1o1ovCm 	 3.3 3.0 7.7 1.9 11.3 

100.0 100.0 100.0 
UAIUUTlS 

I(O'.0 100.0 100.0 Toml 	 100.0 100.0 

0.2 6.3 0.6 h Pmmaloe.S Toro 	 6.0 0.3 10.6 13.2 7.4 

3.4 2.4 2.4 Cu,. Mit...T/0 	 2.4 2. 2.e 1.5 3.6 

12.2 	 1.1 134 T.e eyablas 10.7 16.3 13.0 18.2 9.5 

. . 1.4 Weam. Tau" PWle 24 .2 1.0 .7 1.4 

10.4 	 5.4 5.0 AU Otmr Carnal 10.5 6.5 7.4 7.7 8.7 

Toni Canm 34.1 36.7 34.5 41.3 30.736.0 35.0 35.5 
11.7 	 .13.1 10.6 Lea4 Term 0em 14.0 .6 9.1 8.1 0.1 

.2 .7 .3 .4 1.2 ., .7 .1 Was4 Tans 
1.3 2.0 3.2 Al 00W Neo.Cumft 	 5.2 1.6 4.4 2.3 3.5 

50.2 	 46.6 47.5 51.3 45.0 11.210.2 46.2 	 Nm Wol 
100.0 100.0 100.0 Tont Liauli uo & NotWwr 	 100.0 t00.0 100.0 100.0 '00.0 

iU3OME BATA 
Nt Sal 	 100.0 100.0 100.0 100.0 100.0100.0 100.0 100.0 

30.1 32.1 31.0 	 Gn Pirt 35.3 33.1 24.2 30.2 27.6 

25.1 21.6 24.0 0,W- iSoom" 	 26.1 21.8 22.5 20.1 25.0 

1.0 	 6.5 6.1 Owo Pivgu 7.3 7.3 1.7 0.4 L6 

.5. 1.1 N 0mo l (aNaml 2.0 .6 .1 1.7 1.5 

4.2 	 9.2 4.7 it 88o104 Tm 51.2 4.7 1.0 7.8 1.2 

RATI=S 
.s 3.12.0 3.5 3.6 	 I. LIP 3.0 

C t 	 2.2 LS 1.1 1.8 1.$-1.0 2.2 1.5 
1.4 1.3 1.4 	 1.3 1.4 1.5 1.2 1.4 

11.6 1.5 2.0 1.7 

.3 1.0 1.1 1.1 1.3 .9 . .5 

.6 .8 .7 .7 .7 .7 .5 7 

1.5 1.6 1.L 

40. 	 0.2 40 9.2. 41 6.8 37 9.5 44 5.0 31 1 i9 451m 47 7.1 

45 	 7.1 44 7.9 1I 7.1 SahokNooouiedl I4 L3 U 6.5 42 6.6 146 . 6 6.2 
2 5.0, No 6.3 66 5.6 14 0 7.3 I0 4.1 U 6. 41 .7 9 5.3 

62 	 1.0 1 6.0 3 5 . 432 LS 74 4.0 36 . 44 7.0 IN 4.1 
3t 4.4. "0 .7 101 3.6 Cmo Samoe hv 1114 3.2 114 3.2 g, 4.2 30 4.1 114 3.2 

125 2.7 13 2.7 140 2.N 1" 2.2 122.4 114 .2 111 3.1 144 2.5 

18-20.11 21- A-17.,, 18 20.3 	 11 32.6 I1 23.9 15 15.0 ZC 14.0 1s 10.0 

2 13.1 0 12.0 - 3012.0 	 C aso ea yabloeo n 14.4 30 3.4 26 13.5 41 3.0 25 13.1 
41 .8 44 1.3 60 7.3 	 30 .4 6f 5.6 376.5 1 6.6 47 7.7 

4.0 3.5 3.2 	 3.0 43 3.4 4.0 2. 

6.9 6 L, ooa I ' TE 1., 7.6 6.0 1.0 
11.1 10.8 0.7 	 .1 6. 10.3 15.1 7.1 

I.1 13.2 12.1 0.3 19.7 13.5. 15.3 13.3 

781 2.8. (74) 3.6 (76)( 13.0 IEWA (17) 4.1 .1 .(11) 3.1 (161 4.0 (171 4.0 
1.4 2.1 1.7 2.2 1.31.2 1.7 1.6 

17.511.0 1.4 11.4 

143) 3.2 (49) 2.2 144) 3-2 oAm.P/rro+.u e. 	 (14) 4.1 
t.01.3 .9 1.3 

.2 

.4 J .4 Fzd/Wow .4 .2 .3 .3 . 

.9 .7 .0 1.2 1.9 1.0 .I .I 

.2 	 ..3 .2 	 .1 .2 .4 

.4 .3 .3 .5 .3.4 .5 .4 
1.0 1.1 1.0 048a/Woeh 	 10 1.2 .3 1.3 .9 

2.3 2.4 2.5 	 4.7 3.8 2. 2.1 1.5 

24.7 29.0 20.2 r 	 B,, T 655.0 24.0 27.5 38.3 25.6 

(77) 	 11.7 (82) 14.1 (37) 16.2" (16) 11.6 54 13.2 24.2 (171 18.2 

-.8 6.1 7.W 5.6 7.2 7.4 11.9 7 
14.5 14.0 14.2 Tsow 0w 	 14.7 7.1 10.6 19.3 12.9 

6.6 7.4 .4 	 3.6 4.1 1.1 12.7 2.5 

1.2 2.7 2.3 	 Auas 1.7 3.2 3.1 4.5 .5 

10.5 20.0 2u.3 	 36.1 46.3 10.2 21.1 7.0 

3.5 1.3 10.6 leadu rFildAgaa 	 13.6 1.0 10.4 5.3 1.2 

4.3 4.4 1.2 	 4.1 . 3 e. 3.117.15 
L6 .4 24 	 2.I L7 2.6 L5 1.6 

1.9 .9 1.11 loa/TOMl A~ef 	 2.1 7.0 .0 2.0 1.3 

1.4 1.3 1.4 	 1.6 1. I., 1.7 1.1 

.6 .6 1 .8 2.11.2 .3 .3 
(65) .4 (77 2.1 (86) 2.0 ,0oW..DO.. Aman/5ala (131 1.3 (101 1.2 (121 2. 1.5 (161 3.1 

3.8 .6 3.1 	 2.7 1.3 3.2 2.3 4.7 

2.3 csWe.3.0 2.6 S OM... 
131 5.8 (33) 61.1 (21 4.J vesCmkS~ 

7.1 	 _______________________________________11.1 3.6 

283018OK 21740i6 1911SIM i NM Sam () 30441 	 4140 42713M M14M 10448441 01 2383222 
m 


177207M 1529rw am72GW am (e) 2111K 11117K
122 TeAr 	 2415M z2610m 15iJM "'ioIOalm 

K 
sm P.am rmp i mw0n 

0114414MMo AseC 1334 K - 1o ­
1 boma4m a Da 

http:18-20.11


XYZ Company 

ret Working Capital Analysis 

For the per-iodseroded Dec,,rn,,r 31, 

Hfistorical 

19193943 

I 

e A i1995 

Forecasted 

19 

Sales 130.853 1 

100.0% 

166.897 

100.0%1 

138,767 

100.0% 

1 

100.0%1 

160,000 

100.0% 

ost of goods sold 68.8121 

52-6%1 

86,830 

52.0/ 

70.979 

51,1% 51.97/%] 

80,000 1 

53.3%1 

90000 

56.3%1 

ash 

ccoumts receivable 

-vantory 

*repmidexpmses 

rotal Current Assets 

7.559 

17.465 

21.757 

2,273 

49,054 

8,197 

34,724 

20.477 

2.085 

65.483 

8.595 

24,553 

23,896 

2.853 

59,897 

10.000 

24.232 

22.923 

2.900 

60.055 

10,000 

25.848 

25,788 

2,900 

64.536 

Current Liabilities_ 

Accounts payable 

Acrued expenses 

rotal Current Liabilities 

11.151 

16.109 

27.260 

_ 

7,705 

18.927 

26.632 

_ 

16,900 

21.665 

38.565 

11,347 

19,650 

30.997 

12.766 

20,960 

33,726 

at Working Capital 

et Working Capital/Sales 1 

21.794 

16.7% 

38.851 

23.3% 

21,332 

15.4% 18.4% 

29.058 1 30.10 

Ratios 

ash 

ecei-,ble turnover 

vg Colection Period 

nventory turnover 

epaid expenses/Total ales 

7.49 

48.05 

3.16 

1.7% 

6.40 

56.29 

4.11 

1.2% 

4.68 

76.89 

3.20 

2.1% 

6.19 

6C.41 

3.49 

1.7% 

Assumptns 

Constnmt 

6.19 

3.49 

NET WORKING CAPITAL - CONCLUSION 

METHOD 1995 1996 

RATIOS 29,058 30,810 

[ 
•____._OFSALES I 31,500 I 33.600 

Payables turnover 

syables period 

ccrued expensesrrotal sales 

6.17 

58.34 

12.3% 

9.21 

39.09 

113% 

5.77 

62.40 

15.6% 

7.05 

53.27 

13.1% 

7.05 

13.1 % 

21.0%1 
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PRESENT VALUE THEORY 

EXAMPLE CALCULATIONS 

CASE I- END OF YEAR FACTOR 

DISCOUNT RATE 

YEARS 

CASH FLOW PER YEAR 

YEAR 1 

CASH FLOW 

PRESENT VALUE FACTOR 

PV OF CASH FLOW 
SUM OF PVS 

CASE 2 - MID YEAR FACTOR 

DISCOUNT RATE 

YEARS 

CASH FLOW PER YEAR 

YEAR 

CASH FLOW 

PRESENT VALUE FACTOR 

PV OF CASH FLOW 
SUM OF PVS 

20.0% 

3 

100 

11 21 3 

100 100 103 

20.0% 

3 

100 

1 21 3 

100 100 100 

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

DISCOUNT RATE 15.0% 

YEAR 3 

CASH FLOW INYEAR 3 125 

YEAR 

CASH FLOW 125 

PRESENT VALUE FACTOR 

PV OF CASH FLOW 



PRESENT VALUE THEORY 

EXAMPLE CALCULATIONS 

CASE 1 - END OF YEAR FACTOR 

DISCOUNT RATE 

YEARS 

CASH FLOW PER YEAR 

YEAR 

CASH FLOW 

PRESENT VALUE FACTOR 

PVOFCASHFLOW 
SUM OF PVS 

CASE 2 - MID YEAR FACTOR 

DISCOUNT RATE 

YEARS 

CASH FLOW PER YEAR 

YEAR 

CASH FLOW 

PRESENT VALUE FACTOR 

PV OF CASH FLOW 
SUM OF PVS 

200% 

3 

100 

1IF 21 

100 100 

0,833 0.694 

83.33 944 
210.65 

3 

100 

0.579 

57.87 

20.0% 

3 

100 

100 

0.913 

91.29 
230.75 

2 

100 

0.761 

76.07 

3 

100 

0.634 

63.39 

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

DISCOUNT RATE 

YEAR 

CASH FLOW INYEAR 3 

YEAR 

CASH FLOW 

PRESENT VALUE FACTOR 

PV OF CASH FLOW 

15.0% 

3 

125 

3 

125 

0.658 

82.19 
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EXAMPLEDISCOUNTED CASH FLOW ANALYSIS 

Discount rate: (11)ASSUMPTIONS: 
Equity discount rate 24.0% 

Growth: 
Total capacity (1) 18,000 cases 
Case growth (2) 15.0% 

Price increases (3) 6.0%
 
Residual growth (4) 4.0%
 

(excluding depreciation & interest)Plant expenses (5) 85.0% 

Administrative (5) 5.0%
 

Depreciation (6) 650
 
38.0%Federal & state tax 

525 (17) 

Working capital analysis: 
CurTent working capital ( (7) (479) (12) 

Required WC percent 
Required WC 
Excess (deficit) 

(8) 
(9) 
(10) 

3.0% 
604 

(1,083) 

ACTUAL PROJECTED - >>>> 
Year 

Ended 
Mar. 31, 

1991 1992 1993 1994 1995 1996 

Total cases 
Average pack fees 

11270 
1.59 

12,961 
1.68 

14,905 
1.78 

17,140 
1.89 

18,000 
2.01 

18,000 
2.13 

Total pckaging revenues 
Warehousing 
Trucking &brokerage 

17,903 
1,588 

632 

21,824 
1,936 

770 

26,603 
2,360 

939 

32,429 
2,876 
1,145 

36,099 
3,202 
1,274 

38285 
3,394 
1,351 

Total revenues 20,123 24,530 29,902 36,451 40,576 43,010 

Expenses: 
Plant expenses 
Administrative 

16,835 
1,247 

20,850 
1.226 

25,417 
1,495 

30,983 
1,823 

34,489 
2,029 

36,559 
2,151 

Interest 
Depreciation 

280 
650 

301 
689 

333 
730 

319 
774 

305 
821 

287 
870 

Total expenses 19,012 23,067 27,975 33,898 37,643 39,86 

Taxable income 
Pre-tax margin 

1,111 
5.5% 

1,463 
6.0% 

1,927 
6.4% 

2,552 
7.0% 

2,932 
7.2% 

3,144 
7.3% 

Federal income tax 556 732 970 1,114 1,195 

Net income 907 1,195 1,582 1,818 1,949 

Cash flow. 
Net income 
+ depreciation 
-incremental working capital 
+ new debt 
- payments of debt 
* capital investment (13) 

907 
689 

(132) 
200 
(50) 

(500) 

1,195 
730 

(161) 
300 
(75) 

(450) 

1,582 
774 

(196) 
0 

(100) 
(650) 

1,818 
821 

(124) 
0 

(100) 
(700) 

1,949 
870 
(73) 

0 
0 

(870) 

Free cash flow 
PV factor (14) 

1,114 
0.8980 

1,539 
0.7242 

1,410 
0.5840 

1,715 
0.4710 

1,876 
0.3798 

PV of cash flows 1,000 1,115 824 808 713 

Sum of PVs 
PV of residual value 

4,459 
3,706 Residual value 9,756 

(15) 

FMV of equity, before adjustments 
Less: working capital deficit 

(16) 8,165 
(1,083) (17) 

Plus: non-operating asset (real estate) 

FMV of equity 7,607 



FOOTNOTES TO DCF MODEL 

1 	 Capacity based on discussions with manage, ient of company; it is important 

that the growth in the model does not exceed the plant's capacity, or major 

capital expenditures will be required to allow the additional growth, 

2 	 This is the growth in volume (cases) expected each year; should be based on discussi 

with management, outlook for the industry and economy and the historical trends 

3 	 Increases in the price of the product each year based on economic and industry 

research as well as historical increases and management expectations. 

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

A word about growth in general: a buyer will typically not pay for high growth
 

in the future, since after a few years he will be 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 wi!l be providing replacement demand for its product.
 

5 	 Plant expenses are usually based on the most recent year, an average of several 

yearn, or an adjusted amount based on discussions with management; often 

historical cost8 may contain unusual or non-recurring items that should be 

eliminated when trying to estimate future expenses. 

Depreciation is excluded in this figure so that t can be shown as a separate figure. 

Interest is based on amount of debt outstanding and the cost of debt. 

General & administrative costs should 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 

6 	 Depreciation can bia based on (a) the amount of depreckation in the latest year 

and inflated, or (b) capital expenditures and the depreciation of existing assets over ti 

Depreciation can also be based as a percentage of sales by examining historical 

trends; in any ejct, capital expenditures and depreciation expensos should 

always equii b the rusidual calculation. This is because over the long term 

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

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

capital expenditures for expansion. To have depreciation exceed capital expenditures 

in the residual would be an incorrect assumption, since after a time, depreciation 

would reduce to zero if there were not any capital expenditures. 

7 	 This figure should be taken from the latest balance sheet available before the 

valuation d3te, calculated as current assets less current liabilities. 

8 	 This figure b based on the amount of each dollar of sales (turnover) that 
is invested in working capital (inventory, receivables, etc.). It is based on 

an analysis uf the historical working capital requirements of the business 

and on an analysis of typical working capital levels found in comparable 

comparikis. 

As a business grows, it must retain some of Its cash flow to finance the purchase 

of inventory, increase in receivables, etc. This is called the firm's incremental 

working capital requirement, in this case 3% of the change in saWes. 

9 	 Required working capital represents the amount the business should have on 

hand at the beginning of the forecast period, and is calculated by multiplying 

last years sales times the required working capital percent. 



FOOTNOTES TO DCF MODEL-continued 

10 	 The current working capital excess or deficit is calculated by comparing the required 

working capital to the amount the business has on hand. Ifthere is a deftcit, it should 

subtracted from the value, since this represents cash an owner would have to 

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

11 	 The discount rate in this model is based on the capital asset pricing model. 

12 	 Be, .' on the rates in the tax law. 

13 	 This is the amount of capital expenditures needed 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 replacement of existing assets 

as they wear out - not to purchase new equipmentfaclities for expansion. 

If no forecast from management is available, capital expenditures can often 

be set equal to depreciation, since over time, depreciation represents the amount 

of reserve needed to replace existing assets. 

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

15 	 The residual value is the amount of value remaining in the business after the
 

discrete 5 year forecast period. Itis typically calculated in one of two ways.
 

(1) there is a mathematical approximation for the present value of all cash 

flows from years 6 and beyond, called the *Gordon Model.' t 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 model into the future indefinitely. 

(2) assume the business can be sold after five years. Multiply the earnings 

by an appropriate price-eamings multiple, or cash flow by an appropriate 

cash flow multiple. 

In either case, the residual value represents the value of the business after 

the forecast period, in this case five years. This value must then be 

discounted to the present. 

The su'n of the present values of the 5 year cash flows and the residual value16 
represents the value of the equity, before adjustments for non-operating assets, 

excess or deficient working capital, or other adjustments. 

17 	 Other adjustments that may be required include: 

1. 	 Based on the working capital analysis described above, any excess should 

be added and any deficit deducted 

2. 	Assets that are excess, or do not contnbute in generating the cash flow 

stream shown in the model, should be added back at fair market value. 

These represent assets that can be sold without effecting the cash flow 

of the business, or the value of assets whose cash flows were not considered 

in the forecast (e.g., interest on excess cash, real estate operations) 

3. 	Unrecorded abilities should also be considered as to the appropriate
 

disposition, and will vary on a case by case basis.
 

18 	 t is helpful to show the most recent year of operations as a comparison 

to the first projected year. 

This s just one form of the model; the amount of detal and whether you 

forecast in units or total currency, with equity or debt-fre cash flows, etc. 

wil depend on the circumstances of each particular valuation. 
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DISCOUNTED NET CASH FLOW REVIEW FORM 

COMPANY 

COMPLETED BY 

FORECAST PREPARED BY: 

FORECAST DETAIL: 
Is the growth real or nominal (e.g., including inflation)? 
Is the cash flow based on equity or debt-free cash flows? 

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? 

3 Are there any inconsistencies in the assumptions? 
4 Was a mathmatical test of the model performed to insure accuracy? 
5 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) Adiustments for non-operating assets?
 

7 Does the forecast in units produced exceed available 

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

8 	Is the discount rate calculation adequately supported?
 
Does the discount rate calculation match the factors
 
included above inthe FORECAST DETAIL section?
 

9 Is interest income included? If so, why?
 
Is interest expense properly excluded (debt free cash
 
flow) or included? (equity cash flow)
 
Is the level of debt assumed in the moael 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 

VALUATION DATE 

REVIEW DATE 

Yesa No NIA 
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EQCSEDC2
 

DATA SHEET FOR XYZ CORP. 

THE OBJECT IS TO CONSTRUCT AN EQUITY DCF MODEL 

Year 1 Year 2 Year 3 Year 4 Year5 

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 200 350 150 150 150 
Ave. Ufe of assets a 10 years 
(Assume cap ax 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 (net) 50 200 0 0 0 
Balance 250 450 450 450 450 
(Deot borrowed on Jan. 1)
 
1994 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%
 
1994 Data:
 

JDATA FOR DISCOUNT RATE 
Sales 1,000 Risk free rate 8.0% 

Equity premium 17.0% 
Cost of sales 
Fixed 250 
Variable 350 
Depreciation 150 
Total COS 750 

Gross Margin 250 1Balance Sheet Data: 
Cash, acots rec. 120 

S. G &A (variable) 50 Inventory 150 

EBIT 200 Current assets 270 

Interest expense 35 Current ab. 150 

EBT 165 Vacant land 150 
Tax 74 (appraised value) 

Interest bearing dsbt 200 
Net income 91 

NOTES: 

(1)Plant is currently operating at capacity. 
(2) Capital expenditures will have to be incurred to increase capacity. 
(3) Ifcapacity is not increased, sales increases will not occur. 
(4) Debt to total capital ratio is slightly below industry guidelines,
 

available borrowing capacity is 300.
 



EQCSEDC2 

DISCOUNTED CASH FLOW MODEL 
WORKSHEET 

YEAR 
1 2 3 4 5 

Sales 
COS: 
Fixed 
Variable 
Depreciation 

Total COS 
Gross margin 
SG&A 
EBIT 

Interest 
EBT 
Tax (45%) 
Not income 

1,090 

2116 
382 

55 

35 

1,188 

281 
416 

59 

63 

1.271 

298 
445 

64 

63 

1,360 

316 
476 

68 

63 

1,455 

335 
509 

73 

63 

Cash flow:. 
Not income 
+ Depr. 
+ Loans (net) 

- working capital 
- capital expenditures 

Cash flow 

PV factor 

PV of cash flows 
Sum of PV_ 
PV of resdual 
FMV of equity 
Less: deficient working cap. 
Plus: excess assets 
FMV of equity _-----_----

Residual valuem 

Depreciation schedule . YEARI 21 3 4 5 

Depreciation on existing equip. 
ditions: YEAR 1 200 

2 350 
3 150 

4 150 

5 150 

125 100 75 50 50 

TOTAL[ 

Working capital calc. 

Requred: 
Actual: 
Excess (deficiency) 



EQCSEDC2 

DISCOUNTED CASH FLOW MODEL 
WORKSHEET 

YEAR 
1 2 3 4 5 

Sales 109O 1,188 1,271 1,360 1,455 
COS: 
Fixed 265 281 298 316 335 
Variable 382 416 445 476 509 
Depreciation 145 155 145 135 150 

Total COS 792 852 888 927 994 

Gross margin 299 336 384 434 462 
SG&A 
EBIT 1 

55 
244 

59 
2771 

64 
320 

68 
366 

73 
389 

Interest 35 63 63 63 63 
EBT 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 0.89441 0.71551 0.57241 0.45791 0.3664 

PV of cash flows 82 74 691 61 59 
Sum of PVs 344 
PV of residual 327 Residual value = 893 
FMV of equity 672 
Less: deficient working cap. (80) 
Plus: excess assets 150 
FMV of equity 742 

Depreciation schedule YEAR 1 2 31 4 5 

Depreciation on existing equip. 125 100 75 50 50 
ditions: YEAR 1 200 20 20 20 20 20 

2 350 35 35 35 35 
3 150 15 15 15 
4 150 15 15 
5 150 15 

TOTALI 145 1155 1145 1135 1150 

Working capital talc. 

Required: 200 
A l: 120 

Excess (deficiency) 
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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 it, 'e 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: 

" 	 forecastedproduct unitsales andcosts are not available. 

" 	 the subject is a service company andproduct units are not an issue. 

NOTE: If"T" is selected, proceed to entry number IC. 

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: 

* 	 forecastedproduct unit sales and costs are available with reasonable 
accuracy. 

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



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 year 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. 

* 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). 

* 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: 

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

INPUT Cost of goods sold (or cost of service) as a percent of sales for years I­
5: Enter the forecasted cost of goods sold asapercent ofsales 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% 180% 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: 

" 	 INPUT Product Names and Forecasted Unit Production: Enter the names 
ofthe company's products. Note: Under this method, the model allows for up 
to threeproduct linesto be forecasted. 

" 	 INPUT Current year Unit Production: Enter the current year and 

forecasted production for each of the company's products. 

" 	 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). 

" 	 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: 



fINPUT 
Current year 

Unit Prices 1995 1996 1997 1998 1999 
3%Product #1 	 1,000 3% 3% 3% 3% 

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 195 1996 1997 1998 1999 
3%Product #1 	 1,000 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 example 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 
Currentyear VariableCosts. 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 

ofthe 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 
The entries for the

depreciable lives (6-19 years), and Long depreciable lives (20+years) 


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). 

The 	total netfixed assets should match the net fixed assets from the latest balanceNOTE: 

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 each depreciable life category. In Step 3B, the 
The model calculates futuredepreciable lives were defined for each asset category. 


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 Lone Term Debt Financing: The first step under this 

section is to input 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 
The procedures for entering theexisting/additional debt instruments to be forecasted. 


principal and interest for each category of debt are as follows:
 

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

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



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 on for debt that existed at the beginning 

ofthe first year of the projection. 

" 	 Fourth, enter any additional debt incurred over the projection period. Note: The 

entriesfor additionaldebt are only on the line entitledAdditionalDebt. 

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 automaticallycalculatedand no entries are requiredin 

this section. 

B. INPUTS for Forecasted Equity Financing: This section allows the user of the model to 

forecast any anticipated equity issues/repurchasct 

" 	 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 

Sten 5: INPUT Valuation Assumptions 

This section requires five inputs: Working capital/sales(in percentage terms), Current 

yearworking capital(defined as current assets less current liabilities), Residualgrowth
 

rate (in percentage terms), Cost ofEquity (percent), and the FairMarket Value ofNon­

operatingassets (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. 	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.
 
2. 	 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 INPUTsection in orderto run the macro correctly. 

I?' 



BLANK DCF MODEL
 



INPUT SECTION 
Disueaed N.t Cs Flow M.. 

XYZ Coapasy 
Privaiatal
Ad M. Jr t. 1994 

Cat: tent year Year. Year2 Year3 Year4 YearS 
. .. 

4 1996 1997 19S 199. UTS forproductSaksa 

Gross Margin FORECASTS 

(IfT a selected, proceed to 01C, IfU a selected, proceed to 01D) 
.Forecast TOTAL SALES or UNIT SALES (Tor M? 

C.ITPUTS for TOTAL SALES M fore-
INPUT Curtn yew ale 
INPUT CQrnet yaw cost of oodk sold (or cost of mancvs) 0,0% 
IPtrrSalesgrowth mum for ym., 1-5 0.%j o.01A 0 I o 
IPUT Cost of oods sold (or cet of wace) sa percent of"s-ms for yon 1 -5 

INPT 
D INPUTS for UNIT SALES (U) forecast-

Current Yeaw 
Unjt Sold INPUT Forecasted U'it= Sold 

INPUT Product Namesend Forecasted Unit Poxductso of 0,0 ----
[product #1 

P i UT 
Currntym

roduct $23 

Product #3 

INPUT

CurrntYew" 

Unit Price INPUT Forecasted Unit Pric Growth Rates 
INPUT Unit SalmsPrice 

0.0.
00, 0.0%, 

Produ 0 0 , --- 0.O% 0.ON. 0.0 -
Product 2 

INPUT 

0.%1 o.Um.% .%0 0,.0%1 - h Ratesoti, , INPUT Foriasted U Cost GroCoserC notsPrduTctProduct N3r- .INPUT arablCost frcnit 0.0%10ID{.0 QLoUV 0-+ 
Produc #3, 

Stp2NPT fr aial adFixed : Current Year:Currentyear ... Year 1.1 Year:2 Year3 Year 4 :Year 

COstl and TS11111 FORECASTS IM 190S 1996 1997 S I 

INPUT 

A.I~qPUT Vm' ble Coat for~u 

CPU YN TIsrne0 i e 

Current yew 
Vm' xl it. 

0rfl 

INPUT Variable Costs a aPercent ofSales 

0T0%0 0% 0,01y 02% 00%-
OO OW0 O.M/0 -% 

0ae"40.0v': 
0.OW. 

Miscew.llanou 
1 tar~l ,00% 

-T'" 0,0%] 010% 

0.0%(100 

um0 
0.0%, 

0.0% 
-70O-M 

0.0 

, 

OPTiONA...: INPUT TOTAL VARIABLE COSS, 0, 00{ .YA 0.0%1 0.0WA 

INPUT 
Currntyew

Cot INPUT F r..vad Fixed Cost Orwth .m 
B N U o ie otfrcssFixed 

00%R~to o~oj o7!L ~ 00 

~ 0 00%001 .% O0% 0.0
 
Sah 
 0 u" M.u 

zrWM,. 0 0 0
0 00 .0A 0,M " 

0 00.,+ 0.J%1 a,0% 
Cxha M2i 

.% .0t am I 00%­o 0.0%
OO~NAL. INFVT TOTAL nxED COSTS 

Curretty
Tax Rate IN~PT Foreasted Tax Rate 



____ 

INPUT SECTION 
Disconed Net Caab Few Model 

XYZ Ca aPawy 

1i 	 amber 311994 

lp .: ll ll or F~c i Jpr.taonlli!! i:i! ... 	 .. ::l:: 

and Capital Expendlti es. 

INPUT 
Cuent Yea INPUT 

ExiusMi Depreciable
AINPTf Curran You Deprecobon Expense 	 Net Fixed YS 

B. INPUT Curenut Deprociable Asoet 0 ' 
Short deprecible lif (I -5 yer) 
Medium depreciable life (6-19 yen) 

.oLa 	 depreciable life (20+) 
Total 

E p n iue "You~r tur Ye7r.INPUT~Y 	 g r e Ipd Y ear 3 1 Y er 41 -
C INPUT Capital Expendits aLExp 

0 
Short t mdepr c.ble me 

Medium term depreciable ats0
 

0_____Lor4 term depreciable msets 

Step 4. INPUTS for FORECASTED Long Term Financing 

A.INPUTS for Ctrrit andForecasted Lon Trm Debt Fgmicei 

INPUT Curret Yor Interest ExpesYer 	 Y I Yu2 Yea31 Year Year 
1995 1 19961 1 9 I9 1v9s98

Bw 	 L.4 xw 

RomeINPUT: Intrvet 
INPUT. Belgpin# of Yer Debt Balance (Yew I only) 0
 

INPUT Addonal Debt
 
INPUT: Praqial POylen U
 
Ends* Debt Balance
 

INPUT Isiterest Rate____
 
INPUT Begin g of Yew Debt Balarve (Yea I only) 0 0 0 0 00
 

DeUbt aen #2INPUT Additional Debt0 
INPUT Prmcwal Payments 
Ending Debt Balance 0 1 0 1 0 l 0 0 

INPUT Interest Rat 
oal
INPUT Be ,rg N (Yea I oly)	 Ia of Yew Debt 

00INPUT: Additional Debt 
00INPUT: Pnmcqul Payments 

0___
Endig Debt Balance 

INPUT r ,trotEquity sues/R"urcha
B. INPUTS for Forecasted Equity Faemrclg 	 "f Yew 21_ Year 31 -7;;4 Ye-ff 

° 0l ol 	 l 
INPUT New Equity sue 

2INPUT Equity Repurchasem 	
0Rqicl0d

INPUT Total ShimeIssuad 

INPUT Curnt &wu outsandainu
 

Step S. INPUT Valuation Assumptions 

TR
Cost ofEquity 	 r ---
Workang caputl/sale Fair Market Value ofNon-opeuting m=ets
Curret yew workig cital 

Raaek.l Cowth Rate
 



OUTPUT SECTION PAGE 1I 
Discounted Net Cash now Model 

XYZ Cnpasny 
Privutizatlon 
As of Dece bcr 31, 1994 

Discounted Net Cash Flow.. 
Current yar 

1994 
Yearl 

1995 
Year2 

1996 
Year3 

1997 
Year4 

1998 
Year5 

1999 

Total Sales (PAGE 2) 

Cot of Goods Sold (Cost of Service) (PAGE 2) 
MDIViO 

0 

0 
I/mDV/' 

0 

0 
0DV/' 

0 

0 
IV/O 

0 

0 

0 

0 
DWV/O' #0D1//0 

0 

0 

Gross Margin 

Variable sod Fixed Costs (PAGE 3) 
Total variable costs 

Total fixed costs 
Total variable and fixed costs 

DIV1O' 

MD/VIOl 

0 

0 
0 
0 

0DIV/O' 

0DIVIOI 

0 

0 
0 
0 

0 
MIVIO 

0 
0 
0 

MDIV/0
1 

NDIV/O' 

0DIV/O' 

0 

0 
0 
0 

0 
ODIV/O, 

0 
0 
0 

NDIVIOI 

0 
ODIVIO' 

0 
0 
0 

MDIVIO' 

Earnngs Before Interest, Taxes, Dcpreciation. 

and Amortization (EBITDA) ND'IVef 
0 0 

MDIVIOt 

0 
ODJV/O, ODIVIO, 

0 
NDIIO, 

0 
DIV/O, 

0 

epreiation (PAGE5) 0 0 0 0 0 0 

Earninp Before Interest and Taxes (EBM 0 0 0 0 0 0 

Lhterc! Expens (PAGE 4) 0 0 0 0 0 0 

Profit Before Tax 
NDIVIt 

0 0 
VDIVIO! DfVl/Ot 

0 
SDIV/O' 

0 
NDIV/O' 

0 
0DIV/O' 

0 

Tax Provision 0 0 0 0 0 0 

Profit After Tax 
ODIVIOt 

0 

DVIO! 

0 

0DIVIO, 

0 

0DA.'lO, 

0 

0DIIO' 

0 

UDII,'O 

0 

Free Cash Flow 
Profit After Tax 
Deprvciation 
Additional working capital rcquirements 
Capital investment 
Additional Debt Financing 
Principal Payments 
Changes in Equity Financing 

Free Cash Flow 

0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 
0 

Present Value Factor 
Present Value of Cah Flow 

1.0000 
0 

1.0000 
0 

1.0000 
0 

1.0000 
0 

1.0000 
0 

Sum of Present Value of Cash Flows 
Present Value of Residual 
Preliminary Value 

Working capital (deficiency) surplus 

Non*opratin-sst 

#DIV/O! 
#DIV/O! 

0 

0 
0 

Residual Value NDIV/0! 

Equity value indication #DIV/O! 

Total shares outstanding 0 

Equity value per share #DrV/O! 



Dicousted Not Cus Flw Model OUTPUT SECTION PAGE 2 
XYZ C mpny 
Pulvattzatio 
As of December 31. 1994 

SALES AND COST OF GOODS SOLD 
(COST OF SERVICE) ANALYSIS 

Current year 
1994 

Year I 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Ycar 5 
19991 

Unit Productovc 
Product #1 
Product #2 
Product #3 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

Unsit Capacity 
Product f1 
Productf2 
Product #3 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

Pcmmt of Capacity 
Product ff1 
Product #2 
Product f3 

0.0% 
0.0% 
0.0% 

0.0% 
0.0% 
0.0% 

0.0% 
0.0% 
0.0% 

0.0% 
0.0% 
0.0% 

0.0% 
0.0% 
0.0% 

0.0% 
0.0% 
00% 

Price per Unit 
Product N1 
Product f2 
Product f3 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

Total Saks by Product 
Product ff1 
Product #2 
Product f3 

0 
0 
0 

0 
0 
0 

0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

Coast per Unit 
Product ff1 
Product f2 
Product 3 

0 
0 
0 

0 
0 
0 

0 
00 
0 

0 

0 

0 
0 
0 

0 
0 
0 

Total Cost by Product 
Product f1 
Product f2 
Product f3 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

Profit pir Uit 
Product ff1 
Product f2 
Product 3 

0.0% 
0.0% 
0.0% 

0.0% 
0.0% 
0.0% 

0.0% 
0.0% 
0.0% 

0.0% 
0.0% 
0.0% 

0.0% 
0.0% 
0.0% 

0.0% 
0.0% 
0.0% 

OTAL SALES 

OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 0 

0 

0 

0 
0 

0 
0 

0 
0 

0 
0 



Discounted Net Cash Flow Model OUTPUT SECTION PAGE 3 . 
XYZ Convany 
Privatization 
As of December 31, 1994 

VARIABLE AND FIXED Current year Year 1 Year 2 Year 3 Year 4 Year 5 

COST ANALYSIS 19941 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 
Utilities 

0 
0 

0 
0 

0 
0 

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 C46ts 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 #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 Cmt 0 0 0 0 0 0 

Variable Costs (as a percent ofules) 
Administrafive 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 Coats 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 0.06/0 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 00% 0.0% 0.0% 0.0% 0.0% 

Total Fixed Costs 0 0% 0.0% 0.0% 0.0% 0.0% 

OTAL VARIABLE COSTS 
OAFIXE COSTS 

0 I
0 

0 
0 

0 
0 

0 
0 

0 
0 

0 
0 



OT SECTION PAGE 4Discounted Net Cash Flow Model 

XYZ Company 
Privatization 
As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 

IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for Current and Forecasted Long Term Debt F'mancine 

TOTAL INTEREST PAYMENTS 

Year I 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Bank Loans 
Debt Instrument #2 
Debt Instrument #3 

fTA 

0 
0 
0 

0 

0 
0 
0 

0 

0 
0 
0 

0 

0 
0 
0 

0 

0 
0 
0 

0] 

TOTAL ADDITIONAL DEBT FINANCING 

Bank Loans 
Debt Instrument #2 
Debt Instrument #3 

[OTAL ADDITIONAL DEBT FINANCING 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 
0 
0 

0 

0 
0 
0 

0 

TOTAL PRINCIPAL PAYMENTS 

Bank Loans 
Debt Instrument #2 
Debt Instrument #3 

[[O P PAL PAYMENTS 

TOTAL ENDING DEBT 

0 
0 
0 

0 

0 
0 
0 

0 

0 

0 
0 
0 

0 

0 

0 
0 
0 

0 

0 
0 
0 

01 

0 

TOTAL CHANGE IN EQUITY FINANCING 

New Equity Issues 
Additional shares issued 

Equity Repurchases 

[TL AEIN EQUITY FINANCING 

0 
0 
0 

00 

0 
0 
0 

0 
0 
0 

0 

0 
0 
0 

0 

0 
0 
0 

0 

[[EBIT to MEREPST NDIV/O1JIV/IO! #DIV/0! #DIV/0! V7/01 

'-- \ 



Discounted Net Cash Flow Model OUTPUT SECTION PAGE 5 
XYZ Company 
Privatization 
As ofDecember 31. 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Current year 
1994 

Year 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Fixed Asset Depredation - Ezbtlin Assets 

Depreciation for short term depreciable assets 

Depreciation for medium term depreciable assets 

Depreciation for iong tnn depreciable acts 

Net Fixed 
Assets 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

0 

Capital Expenditure Deeredatlon 

Depreciation for short term depreciable assets 0 0 
0 

0 
-
0 

0 
0 
0 
0 

0 
0 
0 
0 

0 

Depreciation for medium term deprecable assts 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 

6_0 

0 

0 
0 

iTOTAL DEPRECIATION EXTENSE000 



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 
19951994 1993ASSETS 1993 1995 1994 

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 3,518 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 fleet 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 42,432 35.4% 43.1% 52.8% 

100.0%TOTAL LIABILITIES & CAPITAL 76,963 88,294 80,369 100.0% 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
 



DCFSHIP.XLS 

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

HISTORICAL INCOME 
STATEMENTS 

AS A PERCENT OF 
REVENUE 

Revenues-shipping 

Year ended July 31: 
1993 1994 

28,333 25,254 

1995 

28,901 

1993 

100.0% 

1994 

100.0% 

1995 

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) 
Variable operating costs 
Total operating expenses 

2,805 
1,180 
3,985 

1,285 
324 

1,609 

1,651 
400 

2,051 

9.9% 
4.2% 

14.1% 

5.1% 
1.3% 
6.4% 

5.7% 
1.4% 
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 
Taxes 
Net income 

7,598 
3,191 
4,407 

8,283 
3,230 
5,053 

8,047 
3,541 
4,506 

26.8% 
11.3% 
15.6% 

32.8% 
12.8% 
20.0% 

27.8% 
12.3% 
15.6% 

DCF TRAINING EXERCISE 
ATHENA SHIPPING COMPANY 

COMBINED FINANCIAL STATEMENTS 
AND FINANCIAL ANALYSIS RATIO ANALYSIS 

RATIO 19931 19941 1995 

Current ratio 
Working capital/sales 
LTD/total capital 
Interest coverage ratio 
Return on assets 
Return on equity 
Sales to assets 

1.05 
1.5% 

60.4% 
3.4 

5.7% 
16.2% 

0.37 

1.09 
4.4% 

50.1% 
4.2 

5.7% 
13.3% 
0.29 

1.06 
3.1% 

36.3% 
4.6 

5.6% 
10.6% 
0.36 



INPUT SECTIONDisse.tad Nat C.h Flew eM"A 

Athiam Sbippln 

A= orDee.ber 31,.i tg 

Yeari Year2 Year3. Year4 Year5Stepl. INPUTS for Product Sales and Current year 

Gross Margin FORECASTS 1995 1996 1997 1998 1999 2000 

A. IlNPUT Cmmt yea 
(IfT aselectedcd t # C. IfU isl6ctui4proceed to #1D)

B Fc.cw TOTAL SALES or UNIT SALES (T orU)' 

C INPUTS for TOTAL SALES (T) formt 
INPUYToCrrnt Yew saes 
INPUT Current you cost ofgoods mold(or costof ervvoe) 5 
INPtT Sadsgrowthiratesfor year i-S o' 

43. 45.0% 40% 4m. 
INPUT cost orgoodssold (oroom ofsere) se patentoful fory 154 

INPUTD INPUTS for UNIT SALES (U) forecamt 
Crtrent year 

Units Sold INPUT Forecasted Units Sold
INPUT Product Nunes and Forecastd Unit Pro&tmld~il 0 0,0,o 0, 


j rod.c 01 all 01 0l 

INPUT
 
Curent year 

INPUT Product Groups-Unit Cap4aIty Unit Capacity INPUT Forecasted Unit Capacity 
01 0 0i 01

Product 
Product 2 I 

Product 03 

INPUT 
Cument you 

Unit Prie: INPUT Forecasted Unit Price Growth Rates
INPUT Unit Salos Prices 

0.1 o..
product A01 

0 %1 0'~ .0, U '4 0
Product #2 04
Product 03 

nqptrr 

Current yew 
Cost Unit INPUT Forecasted Urit Cost Growth Rates

INPUT Product Cost per Uut 
0% 0.o.1 001 O'I 0Product 41 

Product 010%1 0000- 12 0%6 0% 
004 .Product 03 

Step 2. INPUTS for Variable and Flied , Current year Year l Year 2 Year3 Year 4 Year5 

Costs and Taxation FORECASTS 1995 1996 1997 1998 1999 2000 

INPUYT 
CurrentYear 

VINUable Cost INUT Varnable Coats asa Percent of Sale:INPUT Varible Cost forecasts 0 00% 0,0%i 0,00% 00%v 0.0.4Admijistru" 

OI0IOA A0R.A 0.0BL 00% ,0 

00.0% 00am 00% 00/4 00% 0.0% 0C0S00 00% 0.IAONEL TOTAL 
0 0.000 0% 0,0 *400_miscellaneous 
00-1 00%' 0.0%, O.76W 00=%10thar Q1 

INPUT 

Fxed Coat INPUT Forecasted Cot G t RRtaB.INPUT for Fixed Cot foas 
0, 00% 0.066 0.0% 00%j 0.0%SalriesCn &ral am es 0 00oa 0a0% 0.0% 00 40% 
0 0;5 0.0% ,O 00%1 0.%maneac 

0 K0 0.0WW 0.0% 0%Otherv1 
Current yew 

NU TTTA 1.651 3.0%, 3.0%I 30%1[ 3.oY 30.%OPTIONAL ntrorzFIXED oSs 

INPUT 
Curatnt year 

Tax Rate INPUT Forcse Tax Rates 
C INPUT Curret Year Taxes mnWForociW Tax Rates 1 40 40.0141 4o.U% I 40.M. 4.1 I o0 

00 



INPUT SECTIONDisvimated Net Cash Flow Model 

Athema Sblppiug
Prlvtllztioa 

199Ase( camb r tt, 	 _ 

itepJ., FU~i~for F ?A preCtaon.l£OUKJ CD W 
and Capital Expenditure 	 _____________________________________ 

INPUT 
Curtent Ye " INPUT 

Exstag DepriecublaA.INUr Curren Yew Depreciaton BxpesX0 	 NoetFixed YM 

B INPUT Curuet Depreable Assets 
34 51

shoat depreciable li (1-5 y n) 

Loe d epreciablelife (2 6+) ' 61.250 -

Weil depreciable life (01) y019)
 

Total 

INPUT Forcasted Capital Expenditures
C.INPUT Capital Expenditues m 

Year Car ear 3 car4 ear 

196 I 1998 1999 2000 

0 00 70
Short term depreciable asets 

0 0 0
Medium term depreciable assets 

O.o 5.00 	 s.0I

Long terndepreciable =sets 

iI
 

_Step 4. INPUTS for FORECASTED Long Term Financing 

A.INIPUTS frCurmt ed Forecasted Long Term Det Fmwn 

INPUT Crt Yer Interest Expense	 Yer Yar2 Year 31 Yea 41 Yew 5 
Shah umt bank lori 7 	 1% 199 71 1y9a19 19991 :LKAJ 

INPUT Interest Rate 
lan e (Yew I only) 	 5,0001 4.000 1 3.ooo1 2,0001 ,000

INPUT: Beginni orYew Debt 

INPUT. Additional Debt ' I
 
INPUT: PrmIp Payments 
 .W I , 	 . I . 

.___ _.oI oEndn Debt Bace4	 I I 

INPUT. Inteest Rate 
24.205 i 28,203| 	 2.20 24.20INPUT: Begimung of Yer Debt Balance (Yeo" I only) 
6.000 I )INPUT Additional De , 

INPUT Pricipal Pyents I z 
24.2031_2.203 1 o.2oEndin D28a3l26e2031o 

INPUT. Interest Rte 
O 0 O 0 lINPUT. Beginningof Yew Debt Balce (Year I only) 


INPUT Additional Debt 0
 

0 _00-1 mal h1 _
btEn dm l;TDe ace 

INPUT Ds etE s3 e..rc4e YerB INPUTS for Forecasted Equity Financing 
a31 Yen41 YearS5 

19961 199"1 199K 9991 2000
er ear-

of 01 	 01 0oINPUT NowEquity Isuea 

INPUT Equity Repuechas a____________I 
 __________I_ 

0 ,o 0
INPUT Total Shares Iasued (Repurchsil) 

NPUT Ctmnt s outstanding I 
o.o
 

Step 5.INPUT Valuation Assumptions 

Working capital/ses CCst ofEquity [ !
 
1 Fai Market value o Non-operating Outs
Current year woritg cwpita 


Residual Growth Kates ~ZZ~~
 



JOUTPUT SECTION PAGE 1
acounted Net Cash Flow Model 

%thenaShipping 
rivatization 
asof December 31, 1995 

DiscountedNet Cash OW 

rotal Sales (PAGE 2) 

Costof Goods Sold (Cot of Srvice) (PAGE 2) 

Gros Margin 

Variable and Fixed Costs (PAGE 3) 
Total variable costs 
Total fixed costs 

Total variable and fixed costs 

Eaningp Before interest. Taxes. Depreciation. 

and Amortization (EBITDA) 

Depreciation (PAGE 5) 

Earnings Before Interest and Taxes (EBIT) 

Interest Expense (PAGE 4) 

Profit Before Tax 

Tax Provision 

Profit After Tax 

Free Cash Flow 
Profit After Tax 
Depreciation 
Additional working capital requirements 
Capital investment 
Additional Debt Financing 
Principal Payments 
Changes in Equity Financing 

Free Cash Flow 

Present Value Factor. 
Prescnt Value of Cash Flow 

Sum of Present Value of Cash Flows 

Present Value of Residual 
Preliminary Value 

Working capital (deficiency) surplus 

Nonopcraiing assets 

Equity value indication 

Total shares outstanding 

Equity value per share 

CAur'ntyear 
1995 

28,901 

13.475 

46.6% 

15,426 

534% 

400 
1.651 
2051 

7.1% 

13.375 
46.J% 

3.100 

10,275 

2228 

8,047 
27.8% 

3,541 

4,506 

15.6% 

14,876 

20,314 
35.191 

(272) 
0 

34.918 

10,000 

3.49 

Year 1 
1996 

34,681 

15.953 
460% 

18.728 
54.0% 

486 
1,701 
2186 

63% 

16.542 
47.7% 

3.514 

13.028 

2741 

10,287 
297% 

4,115 

6.172 
17.8% 

6.172 
3,514 
(231) 

(8,000) 
6,000 

(3.000) 
0 

4,455 

0.894 
3,984 

Year 2 Year 3 Year 4 Year 5 
1997 1998 1999 2000 

39,883 43,872 46,065 48,369 

17,948 19,742 20.729 21.766 

45.0% 410% 43.0% 450% 

21,936 24.129 25.336 26.603 

50% 33 N A50% 3503 

558 614 645 677 

1,752 1.804 1.858 1.914 

2310 2,418 2,503 2.591 
58% hJ 343 . 

19.626 21,711 22.833 24,012 

49.2h 93h 496h 496% 

3.764 4.014 4,264 4.514 

15.862 17,697 18,569 19,498 

2,491 2241 1.991 1.741 

13.371 15,456 16.578 17,757 
35.3% .5.2% 36.0% 36.7% 

5,348 6,183 6,631 7,103 

8,023 9.274 9.947 10,654 

2O.1% 21.1% 21.6h 22 % 

8,023 9.274 9,947 10.654 

3,764 4,014 4,264 4,514 

(208) (160) (88) (92) 
(5.000) (5,000) (5.000) (5,000) 

0 0 0 0 

(3.000) (3.000) (3,000) (3,000) 

0 0 0 0 

3,578 5,128 6,123 7,076 

0.7155 0.5724 0.4579 0.3664 

2,560 2,935 2.804 2592 

Residual Value 55.450 



OUTPUT SECTION PAGE 2Discounted Net Cash Flow Model 

Athema Shipplag 
Privatinuoa 
As orDecmber 31. 199S 

SALES AND COST OF GOODS SOLD Current year Year I Year 2 Year 3 Year 4 Year 5 

(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 19991 

Unit Production 
Product 0#1 
Product #2 
Product #3 

N/A 
#N/A 
UN/A 

N/A 
#N/A 
UN/A 

UN/A 
N/A 

UN/A 

N/A 
UfN/A 
NN/A 

#N/A 
#N/A 

#N/A 
#N/A 
#NAN/A 

Unit Capaity 
Product #I 
Product #2 
Product #3 

UN/A 
NN/A 

UN/A 

#N/A 
NA 
N/A 

UN/A 
MNIA 
#N/A 

thN/A 
#N/A 
#N/A 

#N/A 
#N/A 
#N/A 

#N/A 
UN/A 
#N/A 

Percemt of Capacity 
Product #1 
Product #2 
Product #3 

N/A 
#N/A 
#N/A 

#N/A 
#N/A 
UN/A 

#N/A 
MNIA 
#N/A 

MN/A 
MN/A 
#N/A 

MN/A 
UN/A 
#N/A 

#N/A 
#N/A 
#N/A 

Pice per Unit 
Product #N 
Product #2 
Product #3 

N/A 
#N/A 
UNIA 

MN/A 
MN/A 
MN/A 

N/A 
MN/A 
#N/A 

N/A 
N/A 

MN/A 

N/A 
MN/A 
#N/A 

MN/A 
MN/A 
MN/A 

Totl Saks by Product 
Product #I 
Product #2 
Product #3 

UN/A 
MN/A 
MN/A 

MN/A 
UN/A 
#N/A 

#NIA 
#N/A 
#N/A 

#N/A 
#N/A 
MNIA 

#N/A 
MN/A 
#N/A 

#N/A 
MN/A 
#N/A 

Cost per Unit 
Product #I N/A UN/A UN/A MN/A MN/A MN/A 

Produc. #2 NN/A /A #N/A /A #N/A #N/A 

Product #3 MN/A N/A UN/A #N/A MN/A #N/A 

Total Coto by Product 
Product I 
Product #2 

MN/A 
MN/A 

UNIA 
MN/A 

MN/A 
UN/A 

N/A 
MN/A 

MN/A 
MN/A 

MN/A 
MN/A 

Product #3 #N/A UN/A #N/A #N/A UN/A #N/A 

Profit per Unit 
Product I MN/A MN/A MN/A MN/A UN/A MN/A 

Product M2 #N/A UN/A MN/A MN/A #N/A #N/A 

Product #3 MN/A UN/A UN/A UNIA UN/A #N/A 

OT. SALES 
OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 

28901 
13,475 

34,691 
15.953 

39,83 
17.942 

43,812 
19,742 

46,065 
20,729 

48,369 
21,766 



OUTPUT SECTION PAGE 3Discounted Net Csh Flow Model 

Athena Sfrpping 
Privatization 
As ofDecember 31, 1995 

VARIABLE AND FIXED Current year Year I Year 2 Year 3 Year 4 Year 5 

COST ANALYSIS 19951 1996 1997 1998 1999 2000 

Variable Costs 
Administrative 
Marketing 
Insurance 
Legal and auditing 
Utilities 
Miscellaneous 
Oder #1 

0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 

0 
0 
0 
0 
0 
0 
0 

Other #2 
TOTAL VARIABLE COSTS 

Total Variable Costs 

0 
400 
400 

0 
486 
486 

0 
558 
558 

0 
614 
614 

0 
645 
645 

0 
677 
677 

Fixed Costs 
Rent 
Salaries 

0 
0 

0 
0 

0 
0 

0 
0 

0 
0 

0 
0 

Maintenanrc 0 0 0 0 0 0 

Ode#1 0 0 0 0 0 0 

Other N2 0 0 0 0 0 0 

TOTAL FXE COSTS 1,651 1.701 1,752 1,804 1.858 1.914 

Total Fixed Cots 1,651 1,701 1,752 1,804 1.858 1,914 

Variable Costs (as a percent ofsales) 

Administrative 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 

Marketing 
Insurance 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0,0% 

Legal and auditing 
Utilities 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

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 1.4% 1.4% 1.4% 1.4% 1.4% 1.4% 

Total Variable 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 
Other 41 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

Other #2 
TOTAL FXED COSTS 

Total Fixed Costs 

0.0% 
3.0% 
3.0% 

0.0% 
3.0% 
3.0% 

0.0% 
3.0% 
3.0% 

0.0% 
3.0% 
3.0% 

0.0% 
3.0% 
3.0% 

OTAL VARIABLE COSTS 
OTAL FIXED COSTS 

4001 
1,651 

486 
1.701 

558 
1,752 

614 
1.804 

645 
1.858 

677 
1.914 



OT SECTION PAGE 4 
Discounted Net Cash Flow Modal 

Athena Shipping 
Privatization 
As of December 31, 1995 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 

IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for Current and Forecasted Long Term Debt Financing 
Year I 

1996TOTAL INTEREST PAYMENTS 

405Short term bank loans 
2,336Long term debt 

0Debt Instrument #3 
ATTAI 2.741 

TOTAL ADDITIONAL DEBT FINANCING 

0Short term bank loans 
6,000Long term debt 

0Debt Instrument #3 

O AAL DEBT FINANCINGI 6.000 

TOTAL PRINCIPAL PAYMENTS 

1.000Short term bank loans 
2,000Long term debt 

0Debt Instrument #3 

[[TOTAL PRINCIPAL PAYMEN ,3.000 

32.203TOTAL ENDING DEBT 

TOTAL CHANGE IN EQUITY FINANCING 

0New Equity Issues 
0Additional shares issued 
0Equity Repurchases 

[TOTAL CHANGE EQUITY FINANCING0 

4.75B to TS 

Year 2 

1997 

315 
2,176 

0 

2,491 

0 
0 
0 

0 

1.000 
2,000 

0 

3,000 

29.203 

0 
0 
0 

0 


6.37 

Yet; 3 Year 4 Year 5 

1998 1999 2000 

225 135 45 

2,016 1.856 1,696 

0 0 0 

2241 1,991 1.741 

0 0 0 
0 0 0 
0 0 0 

0 0 0 

1.000 1.000 1.000 
2,000 2,000 2,000 

0 0 0 

3,000 3,000 3.000 

26,203 23,203 20,203 

0 0 0 
0 0 0 
0 0 0 

0 0 

7.90 9.33 11.20 



ri.saw Not Cash now M INPUT SECTION 

LAsof Delr 19 

St~+pJ. ~JVUU for kvx(W++++ ]iPreccaagjon'. 
vid CApital Kipenditumef i 

INqPUT
Curret Yew INPUT 

A. NPTrri,it Yew Depacaion Expem x Depreciable 

B.INPUT Curent Deprecmble Aset Nit Fixd YAW
 
Short depreciable Uifa(1. yars)
 
Mediurn depreciable life (6-19 years)

Long deprecible life (20+) &%X


Total 
61.2 0 

C INPUT Capital Eipedture in INPUT Forecated Capital Expenditures 
Iearl1 Yeea r ear 41 

Mmen tmdeprecible essa", I+vy1996z. °l ' 70t, / 19981 o19991 
Long term depreciable =sets 

Step 4.,I NPUTS forFORECASTED Long Term Financing _________.... _...... 

A. DPrS for Ctitent ad Forecaged Lon Tem Debt Fmecug 

UT it Y interest ExpneYear2 year 41 
Shan b, -WW;Nz 19961 1971 lg9" 1999 1 

INPUT: Interet Rata 
INPU T; Bepm ratiofYew D ebt B alance (Y o I only) 5.000 1 4 0 0 1 . 2. 
INPUT. Additional Debt 0-;-INPUT: Pr,mcipal PasOnwu 

ol o
EndindDebt Balance I 
.. 010 

dterept 

INPUT: InestRau 
INPUT Bepoa ego Yew Debt Balance (Yew I only) 24 201 29,2"o 26.203 24.203 1 
INPUT: Addtionl Debt . I 
INPUT: Prii pl Paynents. I zoI 
End n Debt Balance d mg 20 

INPUT Intes R3 

INPUT Bepinnng of Yer Debt Balance (Yew I only) 0 of 
INPUT: Additional Debt 000

Princpal PaymentsEs'de% Debt Baance 
0 

°lPUr: 
B.INPUTS for Forecasted Equity Finincing INPUT Discreet Fquty lssues/Repunha.e

Yew I 
1996 l 

Year 1
I991 ea

19981 "41
199 

INPUT New Equity Isaus 
INPtT Equity ralmdim 
INPUT Total Slares issued (Repisidnd) 0 
INPUT Cuet m, otmAstanda.00g L ° u 01 o1 

Step 5. INPUT Valuation Assumptions 

Work ngcapitielis Cot ofEquityCarent yewrwornmcapital [41 M
FaI Market Value oflon-operatig asts 

Residual Growt Pae 

Year 

200 

Year 

o 

.o 0 

22,203 

20203 

0 

0 

Year520 ,-r-u 



CASE STUDY - SLOVAKIAN BROADCASTING CO.
 



Case Study: Using the DCF model to value a company 

Slovakian BroadcastingCompany 

is engaged in the provision ofCompany Description: Slovakian Broadcasting ("SB") 


microwave and satellite links and the transmission of radio and television broadcasts.
 

Slovakian Broadcasting Company 

Balance Sheet Data as of 12/31/94 
Liabilities and Net WorthAssets 

Current Assets 50,000 Current Liabilities 40,000 

20,000 Bank Loans 100,000Computer Equipment, net 
Telecommunications Equipment, net 2,000,000 Net Worth (1) 1,930,000 

Total Assets 2-Q70.000 Total Liabilities Net Worth 2-070,000 

Forthe 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 of12/31194 
(2) The Company's tax rate is 55% 

Step 1. INPUTS for Product Sales and Gross Margin FORECASTS 
" 	 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. 
" 	 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 
* 	 Administrative costs are anticipated to continue in the biture r.current levels of 13 

percent of total sales. 
ever ih¢ next five years.* 	 Management salaries are forecasted to grow at 3 perce, 



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* 

1995 and Kcs 100,000 in each year over 1996-1999. The new digital450,000 in 
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 

ofcredit 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 ofEquity=24 percent 
" Required Working Capital as a percent of sales = 10 percent 

l4J
 



Diu..asd N. Cash Fow Mel 

Slovskiam Biswamillq Ceiompy I 
PrivaltzsiUom 
As or" . 1tJ4f*mr3 

Stepl. INPUTS for roduct Saks andi:: 

Greis Margi FORECASTS 

A.INPUT Ctmt yam 
B. ForemstTOTAL SALES orUNIT SALES (T orU)? 

C. nPUTS for TOTAL SALE (r) boint 
INPUT Curut yew amir
 
INPUT Cunm yew ost ofgoods sold (or cost of samrs)
 
INPUT Sala povw ratss for yar 1-5: 

INPUT Coat ofgoodg old (or cost ofserne) as peromt ofsalm for yon 


D INPUTS for UNIT SALES (U) forecast 

INPUT Product Nom aid Forucasted Unit Productio1podM 


INPUT Product Omps-Un Capacity 
Produc All 
Product N2 
Product 03 

INPUT Unt Saes Prices 
Product I 
Product N2 
Product N30.0% 

INPUT Product Cost per Ut 
Product 0NI 
Product 02 
Product 03 

Sep2. INPUTSforVariableandFixed 
Costs and Taxation FORECASTS 

A.INPUT Vmsble Cost forecasts 
h 

Le mi 

OPmmONAL
mmcllu 

r 

TOA 
' . 

ME'nama 

OPTIONAL. INPUrTOTAL VARIABLE COSTS 

for Fixed Cost foreceT 
Rm t TaR s 

B.INrPUTr 

Sait= 
M&4UMA 
other 011' 
Cqhcf #2 

COToP7noN/a. INFrrTOALMEDcsr 

C.INUTrrent Yew Tax.,,w Forecaste Tax Rom, 

INPUT SECTION 

Current year Yearl Year 2: Year3 Year 4 Year.5 

.1"94 1991.1996 1997: 1998: 19 

(IfT is elected. proomed to #1C, IfU i selected, proceed to #lD) 

15.0 1smial o.o,, 1o19 16.o% 
,-5 300A1 30.0%o ._] ..o J 

INPUT
 
Cwrent yew
 

Units Sold INPUT Forecasted UnzitSold
i1 0 0]E0, Of of,
 
. ...... ..0I 0o , o1 oI 0 

INPUT
 
Curent year
 

Unit City INPUT Fore d Ut Cacity
 

o 0t I
 

INPUT 
Curlmt year
 

Ut Prie INPUT Fcasted Urt Pri Growth Rates
 
..... , o%1 . .
 

0.o', 01M o0e 0.0%! 0. 
oml oJAMi UoY I 

Curretyew 

ost per Uro INPUT Forecas U Cost Growt Rem
 
.% : Z - 00
 

o 0 o.o o o .I I 

Current year Year 1 Year2 Year3 Year4 Year­
19 1995 996 -1997 1998 1999.1 

INPUT 
Cuzrmt year 

Variable Costs INPUT Variable Costs as aPercent of Sales 
i1,00 00.O 030% 0.0.1Ob,0 1.0% 

0%ti*0.0%o. 00% o.oV4 

' 0, " 0.0%0, ,0 0.0% 0,0%
IMtfLAoot)L 13C 1.% 3VA 11.% 130 

0 60 0.0 0.0%1 m 0.0 0% 

0~ - -m -0%0% . 

oo% o.0%1 o.o-Al o.0y oo 

INPUT
 
Cumnt yew 
Fixed Coats INPUT Forecimsted Faed Cot G Rat 

0 0Y0%r 0.0% 00F 0T0RM
000U0 3.0% 3.0-A 1 30%1 3.0% 

0 0 0% 0.0% 0.0%1 00%, O.l 
0 0T, 0.0% 0.0*1 0 0%1 OO' 

' 1 0.0% o.0% 1'1041 ootm om 

-o- 0.o' l "%I am.,1 o.0%I 00% 

INPUT
 
Curuuy~m
 

Tax Raw INPUT Foastu Ta Ron
 
1 55.R 55.0%1 5s.0I 55.0%1 ss.0%I ss 



INPUT SECTIONDise eead Net Cw ow M.&I 

Sleovlsa DcmdcoMlu Company 

As efJEeawb r Ik1"4 

and CaptalExp..............
 

INPUT 
YeaCurrent INPUT 

KOO Exmtir DepwcbleA.DMJT Ctrut Yewr Depreciatioin Expecms 
N'et Fixod YS 

0e
B INPUT Cutrren Depreciable A 
Short depreciable life yan)(1-5 


2.000,00 ]
Medium depreciable life (6-20 yeas) 

L depreciable life (20+) 0 '
 

'020,00
Total 

I You 2 CaiYearExpendiYea"41 Year 5i;Yewd ~afmr 
1995 19 9" 98 19 

C.I T
C. U Cpial Expenditid ~ 31 

0 0 0Shot tm depreciable mets 
.03.0 MM 


La* tem depreciable.
 
Medn term depreciable un 

Step 4.: for FORECASTED)LongTerm Financing. : _ __•_•_....-NPUTS 

A INPUTS forCuent rd Foreasd Long Term Debt Fsmicmg 

INPUT Ciuat Year Intrtm Expawu Yew I I You 21 Yeou31 Y 41 you 5
 
19951 19961 1991 938 l.'
Deb ham.l-* #1 

INPUT: Intar RtA@ 
INPUT: Behini of Yew Debt Balance (Year I only) I K000 9O,000I 0.000I 0.000 I .000 

0INPUT: Additl Debt 
''' 10,000 10 " no"' ... o
INPUT: PnqW Peyo 

90.0w 8 0,000 50,0U
Bele000
Ending Debt Bace 

INPUT: Interet Rau 
2,(UI4'5UUIJ.0INPUT Bepung of Yaw Debt Balance (Year I only) O 8,O v %,0 


Debt , 


INPUT: PrmcW Paymenu 

INPUT. Add Atonal 

65,A ' 6t.0. 65,01 65,000
 
585,00 520.00I 455.000 390.000 325,000
Endin Debt Balance 

Rau
 
INPUT: Bepng of Yew Debt Balance (Yew I only) 

INPUT: Inteest 

a 0 U0 I 0 

50,000 50.000 5O,001 0,000 
5"M 50. ,00 50ant1

INPUT: Additional Debt 
INPUT: PruqeW Payrm 
Emt Debt Balance 0 0 0 0 

ena
B.INPUTS forForemtad Equity Fmuanc INIYT D nTt umn/ 7 
Yea I I 1 e- 4 er19971 i<y,,995 1996 19 

of 0INPUT New Equity leasaof 

0 0'
INPUT Equity PRepwchwea 

INPUT Total Siam 1wsod (Reptadmed) o o
 

INPUT Ctiaret abus. oistandig 11000
 

Step 5. INPUT Valuation Assumptions 

Cost of Equ&yWorkucepeal/a-l 
CUrTan yearwatn capital F Market Value of Non-operating ea [
 
Reaidual Oowt RMa I1
 



TPUT SECTION PAGE 1I 
)cunted Nt Cash Flow Model 

;lovWdan Broadcasting Company 
'rivatlatlon 
U of December 31,1994 

DiscounedNetCash Flow 

rotal Sales (PAGE 2) 

Cot of Goods Sold (Cost ofService) (PAGE 2) 

oross Margin 

Variable and Fixed Cots (PAGE 3) 
Total variable cots 

Total fixed costs 
Total variable and fixed cost 

Earnings Before Interest, Taxes epreciation, 

andAmortization (EBIDA) 

Depreciation (PAGE 5) 

Earning Before Interest and Taxes (EBIT) 

Interet Expense (PAGE 4) 

Profit Before Tax 

Tax Provision 

Profit AfterTax 

Free 	Cash Flow 
Profit Ate Tax 
Depreciation 
Additional working capital requirements 

Capital investment 

Additional Debt Financing 

Principal Payments 

Changes in Equity Financing 


Free Cash Flow 

Present Value Factor 
Present Value ofCash Flow 

Sum of Present Value of Cuab Flows 

Present Value of Residual 

Preliminary Value 
Working capital (deficiency) suplu 

Non.opcaling a 

Equity value indication 

Total shares outstanding 

Equity value per shar 

.Currentyear 
1994 

900,000 

286.000 
31.81 

614,000 
6&294 

117,000 
100,000 
217,000 

24,1% 

397,000 
44.1% 

100,000 

297.000 

9,000 

288,000 
32.03 

158,400 

129.600 

14.434 

888.638 
425,406 

1,314,044 
(80,000) 

0 

1,234,044 

100,000 

12.34 

Year 1 
1995 

1,035,000 

310,500 
30O34 

724,500 
70.03o 

134,550 
103.000 
237,550 

23.034 

486,950 
7 


249.000 

237,950 

73,050 

164,900 
13.9 


90.695 

74,205 

7234 

74,205 
249.000 
(13.500) 

(450.000) 
700.000 

(125,000) 
0 

434,705 

0.8980 
390,377 

Yer2 
1996 

1,190,250 

357.075 
30.03 

833,175 
7003 

154,733 
106,090 
260,823 

21.934 

572,353 
4 

259,000 

313,353 

65.650 

247,703 
20834 

136,236 

111.466 

9434 

111.466 
759.000 
(15,525) 

(100.000) 
50.000 

(125,000) 
0 

179,941 

0.7242 
130.316 

Year3 
1997 

1.309,275 

392,783 
300 

916,493 
7003 

170,206 
109.273 

279,478 
21.3%4 

637,014 
48,3 

269,000 

368,014 

58,250 

309,764 
23 7h 

170,370 

139.394 

10634 

139,394 
269,000 
(11,903) 

(100,00) 
50,000 

(125,000) 
0 

221,491 

0.5840 
129,361 

Residual Value 

Year4 
1998 

1.440,203 

432061 
30 04 

1,008,142 
700 

187,226 
112,551 

299,777 
208h4 

708,365 
492h 

279,000 

429,365 

50,850 

378,515 
26.3% 

208,183 

170,332 

11.8h 

170,332 
279,000 
(13,093) 

(100,000) 
50.000 

(125,000) 
0 

261,239 

0.4710 
123,044 

Year5 
1999 

1.584,223 

475.267 
3004 

1,108,956 
70.o 

205,949 
115,927 
321,876 

20.3h4 

787,080 
49.7% 

289,000 

498,080 

43,450 

454,630 
287 

250,046 

204,583 

12.93 

204.583 
289,000 
(14,402) 

(100,000) 
50.000 

(125,000) 
0 

304,181 

0.3798 
115,541 

1,119.956 



DlscoItd Net Cub Flaw Model OUTPUT SECTION PAGE 2 
Sloldan Broadcastiq Company 
Privatization 
As orDvmbr 31, 1994 

ISALES AND COST OF GOODS SOLD CUrnent year Year I Yea2 Year 3 Year 4 Yar 51 
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 19991 

Unit Production 
Product :I N/A MN/A N/A #N/A #N/A #N/A 

Product 2 UN/A UN/A UN/A UN/A #N/A #N/A 

Product 03 UN/A UN/A UN/A #N/A UN/A UN/A 

Unit Capacity 
Product NI UN/A UN/A UN/A UN/A UN/A UN/A 

Product N2 UN/A UN/A UN/A UN/A UN/A UN/A 

Product N3 UN/A UN/A UN/A UN/A #N/A #N/A 

PCccnt of CapAcity 
Product NI UA UN/A UN/A UN/A UN/A UN/A 

Product N2 UNIA #N/A UN/A UN/A #N/A UN/A 

Product #3 UN/A UNIA NN/A N/A UN/A UN/A 

Price per Unit 
Product #I UN/A UN/A #N/A UN/A UN/A UN/A 

Product 02 #N/A UN/A UN/A UN/A UN/A UN/A 

Product #3 UN/A UN/A UN/A UN/A UN/A UN/A 

Total Saks by Product 
Product #I UN/A UN/A UNIA UN/A UN/A UN/A 

Product N2 UN/A #N/A UN/A UN/A UNIA UN/A 

Product U3 UN/A UN/A UN/A UN/A UN/A #N/A 

Coslper Unit 
Product #I #N/A UN/A UN/A UN/A UN/A UN/A 

Product #2 MN/A UN/A UN/A UN/A MN/A UN/A 

Product U3 MN/A UN/A UN/A UN/A UN/A #N/A 

Total Cogta by Product 
Product NI UN/A UN/A UN/A #N/A UN/A UN/A 

Product #2 MN/A UN/A UN/A UN/A UN/A UN/A 

Product #3 N/A UN/A UN/A UN/A UN/A #N/A 

Profit per Unit 
Product #I UN/A MN/A UN/A UN/A UN/A UN/A 

Product #2 MN/A UN/A UN/A UN/A #N/A UN/A 

Product #3 UN/A UN/A UN/A UN/A UNIA UN/A 

OTAL SALES 900. 1,03.,000 1,190,250 i,309,275 1,440,203 1,514.223 

OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 296,000 310,50 357,075 392,783 432061 475,267 



Discounted Net Cash Flow Model OUTPUT SECTI 
Slovakian Broadcasting Company 
Pivatization 
As of December 31. 1994 

VARIABLE AND FIXED Current yearj Year I Year 2 Year 3 Year 4 Year 5 

COST ANALYSIS 19941 1995 1996 1997 1998 1999 

Variable Costs 
Administrative 
Marketing 
Insurance 
Legal and ruditing 
Utilities 
Miscellaneous 
Other # 
Other #2 

117,000 
0 
0 
0 
0 
0 
0 
0 

134,550 
0 
0 
0 
0 
0 
0 
0 

154,733 
0 
0 
0 
0 
0 
0 
0 

170,206 
0 
0 
0 
0 
0 
0 
0 

187,226 
0 
0 
0 
0 
0 
0 
0 

205,949 
0 
0 
0 
0 
0 
0 
0 

TOTAL VARiABLE COSTS 0 0 0 0 0 0 

Total Variable 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 
TOTAL F=XEDCOSTS 

Total Fixed Costs 

0 
0 

100,000 

0 
0 

103,000 

0 
0 

106,090 

0 
0 

109,273 

0 
0 

112,551 

0 
0 

115.927 

Variable Costs (as apercent of sales) 
Administrative 13.0% 13.0% 13.0% 13.0% 13.0% 13.0% 

Marketing 
Insurance 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

Lea and auditing 
Utilities 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

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 arowth) 
Rent 0.0% 0.0% 0.0% 0.0% 0.0% 

Salaries 3.0% 3.0% 3.0% 3.0% 3.0,o 

Maintenance 0.0% 0.0% 0.0% 0.0% 0.0% 

Other #1 3.0% 0.0% 0.0% 0.0% 0.0% 

Other #2 0.0% 0.0% 0.0% 0.0% 0.0% 

TOTAL FIXEDCOSTS 0.0% 0.0% 0.0% 0.0% 0.0% 

Total Fixed Costs 3.0% 3.0% 3.0% 3.0% 3.0% 

OTAL VARIABLE COSTS 
[OTAL FIXED COSTS 

117.000 
i200.000 

134,550 
103.000 

154,733 
106,090 

170.206 
109.273 

187,226 
112.551 

205.949 
115,927 



I 

OT SECTION PAGE 4
Discounted Net Cash Flow Model 

Slovaldan Broadcasting Company 
Privatization 
As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 

IN LONG TERM FINANCING REQUIREMENTS 

A- INPUTS for Current and Forecasted Long Term Debt F'mancin_ 

TOTAL INTEREST PAYMENTS 

Debt Instrument #1 

Debt Instrument #2 

Debt Instrument #3 


[[TTA INTERETPAYMENTS 

TOTAL ADDITIONAL DEBT FINANCING 

Debt Instrument #1 

Debt Instrument #2 

Debt Instrument #3 


TOTAL ADDITIONAL DEBT FINANCING 

TOTAL PRINCIPAL PAYMENTS 

Debt Instrument #1 

Debt Insrument #2 

Debt Instrument #3 


:PAL PAYMENTS 

TOTAL ENDING DEBT 

TOTAL CHANGE IN EQUITY FINANCING 

New Equity Issues 

Additional shams issued 


Equity Repurchases 


TIN EQUITY FINANCING 

[E to S 

,, 

Year 
1995 

8,550 

61,750 

2.750 

73.050 

0 
650,000 

50,000 

700,000 

10,000 
65,000 
50,000 

125,000 

675,000 

0 
0 
0 

0 

3.2 

Year 2 
1996 

7,650 
55,250 
2,750 

65.650 

0 
0 

50,000 

50.000 

10,000 
65,000 
50,000 

125,000 

600,000 

0 
0 
0 

0 

4.77 

Year 3 Year 4 Year 5 
1997 1998 1999 

6,750 5,850 4,950 
48,750 42,250 35.750 

2,750 2,750 2,750 

58,250 50,850 43,450 

0 0 0 
0 0 0 

50,000 50.000 50,000 

50.000 50,000 50.000 

10,000 10,000 10.000 
65,000 65,000 65,000 
50,000 50,000 50,000 

125.000 125,000 125.000 

525,000 450,000 375,000 

0 0 0 
0 0 0 
0 0 0 

0 0 0 

6.32 8.44 11.46 



JOUTPUT SECTION PAGE 5
Discounted Net Cash Fow Model 

Slovakian Broadcasting Company 
Privatizion 
As ofDecember 31, 1994 

IIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Current year 
1994 

Year 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year5 
1999 

Fixed Asret Depreciation - Ezltne Assets 

Depreciation for short term depreciable assets 

Depreciation for medium term depreciable assets 

Depreciation for long term depreciable assets 

Net Fixed 
Assets 

20,000 

2,000.000 

0 

4,000 

200,000 

0 

4,000 

200,000 

0 

4,000 

200,000 

0 

4,000 

200.000 

0 

4,000 

200,000 

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 
10,000 

45,000 
10,000 
I0.000 

45,000 
10.000 
10,000 
10,000 

45,000 
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 
0 

I _ __TALDEPRECIATION EXPENSE 249,000 259,000 269,000 279,000 289.000 

("/
 



CASE STUDY - ROMANIAN CEMENT SA
 



RKomanian Cement SA ("Wt") 

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 
" The Company has forecasts sales on a unit production basis for Cement, Lime, and 

Asbestos Cartons (Schedule II). 
" The Company has presented the existing capacity by product line (Schedule III). 
" The Company has forecasted prices for Cement, Lime, and Asbestos Cartons (Schedule 

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

Step 2. INPUTS for Variable and Fixed Costs and Taxation 
" 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). 
" Marketing expenses are forecasted to remain at 1994 levels (as a percent of sales) for each 

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

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

forecast (Schedule II). 

Step 3. INPUIrS ,or FORECASTED Depreciation and Capital Expenditures 

* 	 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 

of 	sales is forecasted based on the industry" 	 The required working capital as a percent 
average for SIC Code 3241 (see handout from IndustryNorms andKey BusinessRatios). 

" 	 Residual growth rate = 6 percent. 
* 	 Cost ofEquity = 35 percent. 

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



ISchedule I: Selected Balance Sheet Data 

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

As ofDecember 31, 1994 
Assets 

Current Assets 
Cash 
Accounts Receivable 
Inventories 
Other Receivables 
Letters of Credit 
Prepayments 

Total Current Assets 

Net Property, Plant, and Equipment 
Buildings 
Machinery and Equipment 

Net Property, Plant, and Equipment 

Other Assets 

Total Assets 

Liabilities and Stockholders' Equity 

Current Liabilities 
Accounts Payable 
Bank Loans 
Other Creditors 
Miscellaneous 

Total Current Liabilities 

Long-Term Debt 

Other Long-Term Liabilities 

Total Liabilities 

Equity 

Total Liabilities and Equity 

914,342 
2,234,132 
5,438,080 

120,794 
86,664 

334,953 
9,128,965 

2,343,559 
13,749,561 
16,093,120 

154,403 

25,376,488 

3,766,633 
1,560,694 

835,932 
8,994 

6,172,253 

0 

627,906 

6,800,159 

18,576,329 

25,376,488 

Common size Industg 

3.6% 12.0% 
8.8% 13.1% 

21.4% 8.1% 
0.5% 
0.3% 
1.3% 

36.0% 36.5% 

9.2% 
54.2% 
63.4% 95.8% 

0.6% 0.0% 

100.0% 100.0% 

Common size Industr 

14.8% 6.4% 
6.2% 
3.3% 
0.0% 

24.3% 18.3% 

0.0% 13.1% 

2.5% 

26.8% 45.2% 

73.2% 47.0% 

100.0% 100.0% 

Note: The Company has 1,000,000 shares outstanding as of12/31/94. 



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 

Sales 

Cost of Goods Sold 

Gross Income 

General and Administrative 
Administrative 

Salaries 

Marketing 


Total General and Adminstrative 

Earnings Before Interest, Taxes and Depreciation 

Depreciation 

Earnings Before Interest and Taxes 

Interest Expense 

Earnings Before Taxes 

Taxes (1) 

Net Income 

Note (1): The Company's tax rate is 28.7percent. 

46,516,118 

37,456,603 

9,059,515 

930,322 
660,835 
186,064 

1,777,221 

7,282,294 

962,111 

6,320,183 

1,031,143 

5,289,040 

1,517,954 

3,771,086 

Common size Industry 

100.0% 100.0% 

80.5% 78.8% 

19.5% 21.2% 

2.0% 
1.4% 
0.4% 
3.8% 

15.7% 22.4% 

2.1% 7.5% 

13.6% 

2.2% 3.6% 

11.4% 11.6% 

3.3%1 

8.1% 7.8% 

/'
 



ISchedule 1II: Historical and Forecasted Product Sales
 

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

Historical 
1992 1993 1994 

Forecasted 
1995E 1996E 1997E 1998E 1999E 

PRODUCTLSALE 

CEMENT 

Cement Sales (tons) 
Percent change 

1,700 2,210 
30.0% 

2,763 
25.0% 

3,315 
20.0% 

3,812 
15.0% 

4,193 
10.0% 

4,403 
5.0% 

4,623 
5.0% 

Cement Price per ton (average) 
Percent change 

13,056 13,448 
3.0% 

13,986 
4.0% 

14,545 
4.0% 

15,272 
5.0% 

16,036 
5.0% 

16,838 
5.0% 

17,680 
5.0% 

Capacity - Cement (tons) 
Capacity Utilization 

2,500 
68.0% 

2,500 
88.4% 

3,000 
92.1% 

3,500 
94.7% 

3,500 
108.9% 

4,500 
93.2% 

4,500 
97.8% 

4,500 
102.7% 

LIME 
Lime Sales (tons) 

Percent change 
180 190 

5.6% 
200 

5.3% 
220 

10.0% 
250 

13.6% 
300 

20.0% 
325 

8.3% 
325 

0.0% 

Lime Price per ton 
Percent change 

12,118 12,300 
1.5% 

12,484 
1.5% 

12,484 
0.0% 

12,484 
0.0% 

12,484 
0.0% 

12,484 
0.0% 

12,484 
0.0% 

Capacity - Lime (tons) 
Capacity Utilization 

500 
36.0% 

500 
38.0% 

500 
40.0% 

500 
44.0% 

500 
50.0% 

500 
60.0% 

500 
65.0% 

500 
65.0% 

ASBESTOS CARTONS 
Asbestos Cartons (000s Square Meters) 

Percent change 
10,500 10,500 

0.0% 
10,500 

0.0% 
10,500 

0.0% 
10,500 

0.0% 
10,500 
0.0% 

10,500 
0.0% 

10,500 
0.0% 

Asbestos Cartons (price per 000 Square Meters) 
Percent change 

512 512 
0.0% 

512 
0.0% 

512 
0.0% 

512 
0.0% 

512 
0.0% 

512 
0.0% 

512 
0.0% 

Capacity - Asbestos Cartons (O00s Square Meters) 
Capacity Utilization 

21,000 
50.0% 

21,000 
50.0% 

21,000 
50.0% 

21,000 
50.0% 

21,000 
50.0% 

21,000 
50.0% 

21,000 
50.0% 

21,000 
50.0% 

PRODUCT COSS 

Cement (cost per ton) 
Percent change 

10,445 10,758 
3.0% 

11,081 
3.0% 

11,413 
3.0% 

11,756 
3.0% 

12,108 
3.0% 

12,472 
3.0% 

12,846 
3.0% 

Lime (cost per tons) 
Percent change 

8,483 8,737 
3.0% 

8,999 
3.0% 

9,269 
3.0% 

9,547 
3.0% 

9.34 
_3.0% 

10,129 
3.0% 

10,433 
3.0% 

Asbestos Cartons (cost per Square Meter) 
Percent change 

435 457 
5.0% 

480 
5.0% 

504 
5.0% 

529 
5.0% 

555 
5.0% 

583 
5.0% 

612 
5.0% 



ISchedule 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 Building 
Machinery and Equipment 
Replacement of Machinery and Equipment (1) 

Total Capital Expenditures 

400,000 
1,000,000 

100,000 

1,500,000 

0 
0 

100,000 

100,000 

400,000 
1,000,000 

100,000 

1,500,000 

0 
0 

100,000 

100,000 

0 
0 

100,000 

100,000 

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



Page 78 
SIC 3231 SIC 3241 SIC 3251 SIC 3255 
PROS OF PRCHSD GUS CEMENT, HYDRAULIC BRCK,STRL CLAY TILE CLAY REFRACTORIES 
(NO BREAKDOWN) 
1994 (155 Establishments) 

(NO BREAKDOWN) 
1994 (21 Establishments) 

(NO BREAKDOWN) 
1994 (21 Establishments) 

(NO BREAKDOWN) 
1994 (25 Establishments) 

Cash 
Accounts Receivable 
Notes Receivable 
Inventory 
Other Current 

S 
58,283 

130,308 
5,212 

115,145 
22,271 

9 
12.3 
27.5 

1.1 
24.3 
4.7 

$ 
13,679,859 
22,867,824 

....---
13,475,682 
9,596,319 

6.7 
11.2 

6.6 
4.7 

S 
784,845 
931,545 

1,467,000 
432,765 

9 
10.7 
12.7 

20.0 
5.9 

S 
188,782 
711,164 

10,344 
581,861 
108,614 

% 
7.3 

27.5 
0.4 

22.5 
4.2 

Total Current 331,218 69.9 59,619,684 29.2 3,616,IS5 49.3 1,600,76S 61.9 
Fixed Assets 
Other Non-current 

99,508 
43,120 

21.0 
9.1 

54,311,082 
90,246,234 

26.6 
44.2 

2,273,850 
1,444,995 

31.0 
19.7 

649,099 
336,187 

25.1 
13.0 

Total Assets 473,846 100.0 204,177,000 100.0 7,335,000 100.0 2,S86,O50 100.0 
Accounts Payable 60,178 12.7 9,596,319 4.7 506,115 6.9 331,014 12.8 
Bank Loans 1,422 0.3 --- ---. 
Notes Payable 
Other Current 

13,742 
72,498 

2.9 
15.3 

1.020,885 
21,030,231 

0.5 
10.3 

212,715 
476,775 

2.9 
6.5 

155,163 
320,670 

6.0 
12.4 

Total Current 147,540 31.2 31,647,435 1S.S 1,193,60S 16.3 806,848 31.2 
Other Long Term 
Deferred Credits 
Net Worth 

84,818 
474 

240,714 

17.; 
0.1 

50.8 

68,807,649 
1,633,416 

102,088,500 

33.7 
0.8 

50.0 

2,134,485 
.... 

4,004,910 

29.1 

54.6 

537,898 
12,930 

1,228,374 

20.8 
0.5 

47.5 
Total tlab & Net Worth 473,846 100.0 204,177,000 100.0 7,335,000 100.0 2,S6,OSO 100.0 
Net Sales 
Gross Profit 
Net Profit After Tax 
Working Capital 

1,174,546 
438,106 

38,760 
183,378 

100.0 
37.3 

3.3 
---

84,027,588 
19.326,345 
1,848,607 

27,972,249 

100.0 
23.0 

2.2 
.--

8,567,582 
3,341,357 

548,325 
2,420,550 

100.0 
39.0 
6.4 

---

3,735,646 
1,090,809 

239,081 
793,917 

100.0 
29.2 

6.4 

RATIOS UQ MED LQ UQ MED LQ UQ MED LQ UQ MED LQ 

SOLVENCY 
Quick Ratio (times) 2.6 1.1 0.7 1.9 1.1 0.6 3.7 1.6 0.9 2.0 1.3 0.8 
Current Ratio (times) 
Currt ab To Nw (%) 

4.3 
20.3 

2.4 
58.3 

1.6 
119.2 

2.8 
16.8 

2.2 
39.8 

1.4 
60.5 

7.4 
12.3 

4.1 
22.5 

2.2 
65.9 

3.5 
30.5 

2.5 
56.0 

1.6 
122.3 

Curr Llab To Inv (%) 
Total Llab To Nw (%) 
Fixed AssetsTo Nw(%) 

59.8 
31.1 
18.0 

109.3 
79.6 
38.1 

200.6 
175.2 
93.0 

157.6 
48.0 

102.6 

200.0 
106.8 
148.0 

227.7 
227.4 
221.0 

42.0 
23.4 
33.6 

62.9 
57.7 
65.8 

77.6 
174.3 
169.2 

66.1 
53.9 
41.5 

121.0 
116.2 
80.7 

193.1 
186.5 
96.9 

EFFICIENCY 
Coil Period (days) 26.8 38.4 58.9 50.7 62.8 125.9 31.4 35.6 43.3 44.7 54.8 76.7 
Sales To lnv (times) 
Assets To Sales (%) 

17.9 
30.9 

9.2 
42.4 

5.4 
60.1 

8.6 
137.9 

7.6 
166.5 

5.9 
274.2 

8.4 
56.8 

5.7 
67.6 

4.4 
115.9 

12.4 
39.2 

6.1 
54.6 

4.9 
103.1 

Sales To Nwc (times) 
Acct Pay To Sales (%) 

10.1 
2.8 

5.4 
5.0 

3.7 
9.5 

9.1 
4.9 

5.1 
6.7 

2.9 
12.5 

6.6 
2.4 

3.4 
4.1 

2.2 
7.7 

10.5 
5.5 

4.9 
7.8 

3.2 
9.2 

PROFITABILITY 
Return On Sales (%) 
Return On Assets (%) 

6.3 
12.3 

3.0 
3.2 

0.3 
0.3 

6.7 
2.5 

2.1 
0.9 

(5.6) 
(3.8) 

8.8 
8.2 

4.1 
5.7 

1.5 
2.3 

8.6 
21.1 

4.5 
7.8 

0.6 
1.S 

Return On Nw (%) 28.4 10.3 0.8 5.1 1.2 (13.S) 14.5 10.9 4.6 55.0 19.5 3.5 
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INPUT SECTIONDis mad Nee Cas Mir Mel 

Rmseiia C*a0eal 
PivmLmhe3t.I"4 = 7 ear4
Asaof D., rU 

..... Curret year Yearl Year 27Year 3 Year 4 Year5 
Step .INPUTS.forprodutSalesand 

Gross Magifi FORECAST :-1994 195 1996 1IM 198 99 

A.INPUT Current y" 
Liecte&procedto01D)

B Fost TOTAL SALESor UNTSALES (T or WfTaselectedproeedtosIC.fU 

C.INPUTS for TOTAL SALES () forecas 
INPUT Cirmtyew mda
 

PUT Curent yew coat of goods sold (or cost of-meZW)
 
0 oo 0. 0%1 0.0arS

INPUT Sales gowt rat for ye, 1-5 
0 % 0.0% . 0%

INPUT Cost ofoods sold (or of'uevc) asa pca tofrndI foryir 1.5 

INPUTD.INPUTS for UNTT SALES (U) forecasL 
CurrTtyew
 

INPUT Product Nntes and Forecasted Unit Production. Units Sold 
 INPUT Forecasted Unit, Sold 

K[--1 2.763 3,311 Y.8121 431931 4.403 4.623.501 32s'1 00201 "~ Iuu .3,9 

INPUT
 

ForecUatedPductUT 43.0Cementu 

.1, 111- 2-,MAsbso Cartcriu 

INPUT 

Currntye
 

caviet I
13.986 40%1 S0%1VS.Dl 50%1 5.0% 
Lime 	 12,.484 00o% ouo ! f 0%1 5.641 V.o 

Abjbmu Cartos 

INPUT 
Currentyear 

Cost Unit INPUT Foremted Unt Cot Growth RatesINPUT Product Cost per Unit I ztau 3.0%1 1~3.0n:+o!< 3.o1
 

Law 
o10%1 3,l .0%1 5 0%-A1 o
Asbesto Cltn 	 8,9 04 one.% 

Step 2. INPUTS for Variable and Fixed Current year Year 1 Year 2 Year 3 Year4 Year 5
 
1998 .1999
Costs and Taxation FORECASTS 	 1994 1995 1996 1997 

INPUT
 
Currnt yew 

A INUT Variable Cost forecasts 	 Vmble Cost INPUT Vanable Costs u a Percent of Sales 
2.0 10rV 2.0% 2.0%forec20tiAdmBi-s- =4 1, 60640.4%, 930322 	 0, .A4 04% 04 

0.0% O.% 00% 0.014Difunsioc 
, . 0 0y .0 . , 0 ,0- - -0-
LAOgt and au 

0 0.0% ,% 00 0.0% 0,0%1M-IU,0r~o 
0 00.00 00% i .M 0.0% 00%Other# 	 0 

o7 ,,m , 0 o .. . o00r M -. oL , 0.0%10 h r -- 7 

01014 0.0%C 0.oINPUT TOTAL F Do OOSSOPiONAL o C'oIXE 	 I 

INPUT 
Cumnt yew 
Fix Corts IPUT Forecasted xCos owth RtB.INPUT for Fied Cost fo 

0.0%A 0.Ta 0.0C nt I0,0% 6,3 3 0% 	 3.0% 3.0% 3 0% .S&drin 

1 0 00% 0.0% 0.0 00W00MAdm 


0.0%1 00)%l 0OM% -00 00%OPTIONA4L: I/NPtrTOTALS M D COSTrS 

INPUT
 
Cunvnt y~ 

Tax Rate INPUT Forecasted Tax Rates 
C'.INPUT Current Year Taxes, sad Forecestad Tax R~Am 1 22.7%i 2971 871% 28,7%1 28.7%1 2D7m 

http:WfTaselectedproeedtosIC.fU


Diaee.o Not Caa F wMeal INPUT SECTION 
Reina C #at 
Pnyatasum 

Asof Dece r 1,4,J94 

S.; J1 r 4ATJK epr"I!tIOnDfoU1bOQK 
and Capital Expenditum ____________________:_....._____•__ 

INPUT 
Curret Yew INPUT 

De ableINPUT Curren Yea Deiaion Exp e Net' Fixed Aglet Yea 

B. INPUT Current Depreciable Asets 
Short depreciable life (1 .5 yea) 0 

13.749.561 
Z343,539 

Mdndim delpeciable lfe (6-19 yam) 
Lon8 depreciable life (20+) 

Total 76. 

INPUT Fortd Cail EC.INPUT Capital in; YewI YOUr21 Year 31_ Year4_ Year.) 
1995 19961 19971 19981 1999 

0 0eametsShort urm deprecile 
Medum term depreciable smets - - - o.o 1004 i .Oj 110.0OO 10,000 

Long term depriable w s 400m0 4. 

Step 4. INPUTS for FORECASTED Lang Term Financing 

A.INPUTS for Current md Forecasted Loni Term Debt Fminnci 

INPUT Current Yew Interet Expernae Year I I Yew 21 Year 31 ear 41 Y- 5 
19951 19961 19971 19981 1999B"~ LOOM 

INPUT Belpining or Yea Debt Belanoe (Year I wily) 1,560.694 2.260.694 760.694 0 0 
INPUT AddniWi Debt 700.00 0 0 0 0 

INPUT: Principal Payments _ _____00 _______ 

Ending Debt Balarce 2.260.694 760.694 0 00 

INPUT: Itrvit Ria 
INPUT: Begmnxi of Yea Debt Balance (Yew I irly) O 0 0 I 0 0 
INPUT Adduonal Debt 0 0 0 0 0 
INPUT Principal PaynO0ts
 
Endis Debt D Inc 
 0 0 0 0 0 

INPUT. Interst Pa 
INPUT: Bepnax.Iof Yew Debt Balance (Yew I only) 0 0 01 0 
INPUT. Additional Debt O 0 OO 

INPUT. principal Paywts 0_____ _ 0_I 
oEndig Debt BMaoe 0 0 _ 0, 

B. INPUTS for ForeadW Equity Fmc INPUT D 
r1 Yew 3 Year 41 Yew' 

INPUT New Equity ,.00, " of 0
 
INPUT Equity Repu hes O 0 0 0
 

INPUT Total Slam Issued (Repurwdi 30ooo o 0 0 0 1 0
 
INPUT Current share outstanding
 

Step 5. INPUT Valuation Assumptions 

Working captal/ ,ai r9.n% Cost of Equity F
 
Current yewrworkail; capital 2,956.7121 Fair Mmrket Value ofNontiperetang asels
 
Rubduul Gowth Ra 6.O I 



Di.scounted Net Cash now Model OUTPUT SECTION PAGE 1 
Romanian Cement 
Privatization 
As of December 31, 1994 

Discounted Net Cash Flow 

Total Sales (PAGE 2) 

Cos of Goods Sold (Cost of Service) (PAGE 2) 

Gross Margin 

Varishle asd Fixed Cods (PAGE 3) 
Tutl variable costs 
Total fixed ,osts 

Total variable and fixed costs 

Earnings Before Interest, Taxes, Depreciation, 
and Amortization (EBITDA) 

Depreciation (PAGE 5) 

Earnings Before Interest and Taxes (EBIT) 

Interest Expense (PAGE 4) 

Profit Before Tax 

Tax Provision 

Profit After Tax 

Free Cash Flow 
Profit After Tax 
Depreciation 
Additional working capital requirements 
Capital investment 
Additional Debt Financing 
Principal Payments 
Changes in Equity Financing 

Free Cash Flow 

Prcent Value Factor 
Preacn Value of Cah Flow 

Sum of Prcsnt Value of Cash Flows 

Present Value ofResidual 

Preliminary Value 
Working capital (deficiency) suplus 

Non-operating a 

Equity value indication 

Total shares outstanding 

Equity value per share 

Currentyear 
1994 

46,516,118 

37,456.603 
80,306 

9,059,515 
19.5% 

1,116,386 
660,835 

1,777,221 
389* 

7,282,294 
1.79* 

962,111 

6,320,183 

1,031,143 

5,289,040 
11.4% 

1,517,954 

3,771,086 

819* 

20,070,592 
10,658,615 
30.729,208 
(6,160,447) 

200.000 

24,768.761 

1,300.000 

19.05 

Year I 
1995 

56,340,614 

45.166,694 
80.2% 

11,173,920 
198* 

1.352,175 
680.660 

2,032,835 
J6 

9,141,085 
16.2% 

1.081.423 

8,059,662 

565,174 

7,494,489 
J3J 

2,150,918 

5,343,570 

939 

5,343,570 
1,081,423 

(1,925,601) 
(1,500,000) 

700,000 
0 

5,000,000 
8,699,392 

0.8607 
7,487,245 

Year2 
1996 

61,951,492 

49.088,775 
792% 

12,862,717 
208h* 

1.486,836 
701,080 

2,187,916 
j3 

10,674,801 
172h 

1,088,089 

9,586,712 

377.674 

9,209.039 
149* 

2,642994 

6,566,044 

10 6 

6,566,044 
1.088,089 

(1,099,732) 
(100,000) 

0 
(1,500,000) 

0 
4,954,402 

0.6375 
3,158,570 

Year 3 Year 4 Year 5 
1997 1998 1999 

76,361.605 83,571,740 88,993,630 

59,555.439 64.331.072 67,629,58 i 
780 770* 76.09 

16,806,167 19,240,668 21,364,048 

220* 2109 24 Oh 

1.832,679 2,005.722 2135,847 

722,112 743,776 766.089 

2,554,791 2,749,497 2,901,936 
33% 33h 33 

14.251,376 16.491,171 18,462.112 

18.7 1979h 20 7h 

1.174.756 1.181,423 1,188,089 

13,076,620 15.309,748 17.274.023 

95,087 0 0 

12,981,533 15.309,748 17.274.023 
170* 18i 194h* 

3.725,700 4,393.898 4.957.645 

9,255,833 10,915,851 12.316,378 

12Is 13194 138%. 

9,255,833 10,915.851 12.316,378 
1.174,756 1,181,423 1,188,089 

(2,824,382) (1,413,186) (1,062690) 
(1,500.000) (100,000) (100,000) 

0 0 0 
(760,694) 0 0 

0 0 0 

5,345,513 10,584,087 12,341,778 

0.4722 0.3498 0.2591 
2524,381 3.702,416 3,197,980 

Residual Value 41.134,171 



OUTPUT SECTION PAGE 2
Discountad Net Cash Flow Mode 

Romusan Cenmt 
Prb'sluostm 

As ofDecember 31 1994 

ISALES AND COST OF GOODS SOLD Current year Year I Year 2 Year 3 Year 4 Year 5 

(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 19991 

Unit Producton 
Cement 
Lime 
Asbestos Cartons 

2,763 
200 

10,500 

3,315 
220 

10,500 

3,812 
250 

10,500 

4,193 
300 

10,S0 

4,403 
325 

10,500 

4,623 
325 

10,500 

Unit Capacity 
Cement 
Lime 
Asbe Cano 

3,000 
500 

21,000 

3,500 
500 

21,000 

3,500 
500 

21,000 

4,500 
500 

21,000 

4,500 
500 

21,000 

4,500 
500 

21,000 

Percent of Capacity 
Cement 
Lime 
Asbet Catons 

92.1% 
40.0% 
50.0% 

94.7% 
44.0% 
50.0% 

108.9% 
50.0% 
50.0% 

93.2% 
60.0% 
50.0% 

97.8% 
65.0% 
50.0% 

102.7% 
65.0% 
50.0% 

Price per Unit 
Cement 
Lim 
Asbestos Cartons 

13,986 
12434 

512 

14,545 
12,424 

512 

15,273 
12434 

512 

16,036 
12,434. 

512 

16,338 
12,434 

512 

17,680 
12,484 

512 

Tota Sales by Product 
Cement 
Lim 
Asbestos Canons 

38,643,313 
2,496,800 
5,376,000 

43,211,134 
2,746,480 
5,376,000 

53,454,492 
3,121,000 
5,376,000 

67,240,405 
3,745,200 
5,376,000 

74,138,440 
4,057,300 
5,376,000 

79,560,330 
4,057,300 
5,376,000 

Cos per Unit 
Cement 
Lime 
Asbestos Caros 

11,031 
3,999 

430 

11,413 
9,269 

504 

11,756 
9,547 
529 

12,109 
9,333 
556 

12,472 
10,128 

533 

12.346 
10,432 
613 

Total Costs by Product 
Cement 
Lim 
Asb , A',rtons 

30,616,803 
1,799,800 
5,040,000 

37,335,520 
2,039,173 
5,292,000 

41,145,415 
2,386,760 
5,556,600 

50,770,974 
2,950,035 
5,834,430 

54,913,173 
3,291,747 
6,126,152 

57,806,622 
3,390,500 
6,432,459 

Profit per Unit 
Cement 
Lime 
Asbeswe Canons 

20.3% 
27.9% 
6.3% 

21.5% 
25.8% 

1.6% 

23.0% 
23.5% 
-3.4% 

24.5% 
21.2% 
.3.5% 

25.9% 
13.9% 

-14.0% 

27.3% 
16.4% 

-19.7% 

OTAL SALES 
OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 

46,516,118 
37,456,603 

56,340,614 
45,166,694 

61,951,492 
49,013,775 

76,361,605 
59,555,439 

83,571,740 
64,331,072 

g,993,630 
67,629,581 



OUTPUT SECTION PAGE 3Discounted Net CAA Fow Model 

Roamanian Cement 
Privatization 
As of December 31, 1994 

VARIABLE AND FIXED Current yearj Year 1 Year 2 Year 3 Year 4 Year 5 
COST ANALYSIS 19941 1995 1996 1997 1998 1999] 

Variable Costs 
Adrinistrative 930,322 1,126,812 1,239.030 1,527.232 1.671,435 1.779,873 

Marketing 
Insurance 

186,064 
0 

225,362 
0 

247,806 
0 

305,446 
0 

334,287 
0 

355,975 
0 

Legal and auditing 
Utilities 

0 
0 

0 
0 

0 
0 

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 Cos 1,116,386 1,352,175 1,486,836 1,832,679 2,005,722 2,135,847 

Fixed Corn 
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 N1 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 aPercent of sales) 
Administrative 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 

Marketing 
Insurance 

0.4% 
0.0% 

0.4% 
0.0% 

0.4% 
0.0% 

0.4% 
0.0% 

0.4% 
0.0% 

0.4% 
0.0% 

Legal and auditing 
Utilities 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

0.0% 
0.0% 

Miscellaneom 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 VARLBLE 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 eroAih 
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 0.0% 0.0% 0.0% 0.0% 0.0% 

Other #2 00% 0.0% 0.0% 0.0% 0.0% 

TOTAL FIXED COSTS 00% 0.0% 0.0% 0.0% 0.0% 

Total Fixed C4oa 3.0% 3.0% 3.0% 3.0% 3.0% 

TOTAL VARIABL COSTS 
rrOTALF D COSTS 

1.116,386 1 1,352.175 
660.835 680.660 

1,486,836 
701.080 

1,832.67S 
722,112 

2,005,722 
743,776 

2,135,84711 
766,089 



OT SECTION PAGE 4 
Discounted Net Cash Flow Model 

Romanian Cement 
Privatization 
As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 

IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for Current and Forecasted Long Term Debt Financin_ 
Year I 

1995TOTAL INTEREST PAYMENTS 

565,174Bank Loans 
0Debt Instrument #2 
0Debt Instrument #3 

I 565,174PAYMENTS1TEREST 

TOTAL ADDITIONAL DEBT FINANCING 

700.000Bank Loans 
0Debt Instrument #2 
0Debt Instrument #3 

ADDITIONAL DEBT FINAN __]__OT,__ __NG 700.000 

TOTAL PRINCIPAL PAYMENTS 

0Bank Loans 
0Debt Instrument #2 
0Debt Insument #3 

0PA[ 


2.260,694TOTAL ENDING DEBT 

TOTAL CHANGE INEQUITY FINANCING
 

5,000,000New Equity Issues 
300,000Additional shares issued 

0Equity Repurchases 

5,000.000IFTAL CHANGEIN EQUITY FINANCINGI. 


'B to 14.26 

Year 2 
1996 

377,674 
0 
0 

377.674 

0 
0 
0 

0 

1,500.000 
0 
0 

1.500.000 

760,694 

0 
0 
0 

0 

25.38 


Year 3 
1997 

95.087 
0 
0 

95.087 

0 
0 
0 

0 

760,694 
0 
0 

760.694 

0 

0 
0 
0 

0 

137.52 


Year 4 
1998 


0 
0 
0 

0 

0 
0 
0 

0 

0 
0 
0 

0 

0 

0 
0 
0 

0 

DIV/0! 


Year 5 
1999 

0 
0 
0 

0] 

0 
0 
0 

0] 

0 
0 
0 

0 

0 
0 
0 

1
 

DIV/O!
 



OUTPUT SECTION PAGE 5
Di[cotnted Net Cash Flow Model 

Romanian Cement 
Privatizaion 
As of December 31. 1994 

FIXED ASSET AND CAPITAL.. 
EXPENDITURE DEPRECIATION 

Fixed Asset Depreciation - Existing Assets 

Depreciation for short term depreciable assets 

Depreciation for medium term depreciable assets 

Depreciation for long term depreciable asets 

Capital Estenditure Depreciation 

Depreciation for short term depreciable sus 

Depreciation for medium term deprecable ets 

Depreciation for long term depreciable assets 

OAL DEPRECIATION EXPENSE 

Current year 
1994 

Net Fixed 
AsseL 

0 

13,749.561 

2,343.559 

Year 1 
1995 

0 

916,637 

78.119 

0 

73.333 

13.333 

1,081.423 

Year 2 
1996 

0 

916.637 

78.119 

0 
0 

73.333 
6667 

13333 
0 

1088,089 

Year 3 Year 4 Year 5 
1997 1998 1999 

0 0 0 

916.637 916.637 916,637 

78,119 78.119 78.119 

0 0 0 
0 0 0 

0 0_1 
0 

0 
0 
0 

73.333 73.333 73.333 
6.667 6.667 6,667 

73,333 73,333 73.333 

6.667 6.667 
6,667 

13.33 13.333 13333 
0 0 0 

13,333 13.333 13,333 
0 0 

0 

1.174,756 1.181.423 118.0 


