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Module 2
 
Managing Cash Flow and Value
 

Objective: 
This module focuses on providing participants with an understanding of the how to manage 
for and maximize cash flow and how management of cash flows impacts the value of the 
company. Through simulation models and exercises, participants will learn how each of the 
components can be impacted and how to weigh alternative financial and operating 
strategies. 

I. Review 
A. Review of modules offered 
B. 	 Review of Module I
 

1 Why is understanding and managing cash flow important?
 
2 Ratio analysis
 
3 Framework of the DCF model
 
4 Calculating cash flow
 
5 Discussion of the components of cash flow
 
6 Importance of forecasting cash flow 

II. The Relationship Between Cash Flow and Company Value 
A. 	 The link between discounted cash flow value ard market value 

1 Historical correlation between discounted cash flow value and market value of firm 
i. 	 Weak links exist between eamings measures and the market value of the firm 
ii. Strong links exist between discounted cash flow and the market value of a firm 

2 Investors buy companies based on expected cash flows 
i. 	 The price paid forany asset should reflect the cash flows that the asset 

is expected to generate 
B. 	 Net Income, Cash Flow and Value6
 

1 Value based on net incom>end cash flow
 
2 "Growing bankrupt" - a discussion
 

II1. Creating Value in a Company 
A. Becoming a value manager 
B. 	 Why focus on value creation?
 

1 Avoid takeover by others who will capture value created by restructuring
 
2 Maximize value in mergers or joint ventures
 
3 The potential 'o increase value is high
 
4 It improves the strategic planning process
 
5 It provides a framework to reward company managers
 
6 Improves resource allocation among business units
 

rm
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C. 	 The value manager framevork
 
1 Perceived value
 
2 Company value as is
 
3 Potential value with internal improvements
 
4 Potential value with internal and external improvements
 
5 Optimal restructured value
 

D. 	 Overview of the shareholder value network - internal strategies in value creation
 
1 Corporate objectives
 
2 Valuation components
 
3 Value drivers
 
4 Management strategies
 

IV. 	 Implementing an internal value creation strategy 
A. 	 Step 1: Analyze your company
 

1 Value your comp.qny "as is"
 
a. Exercise - value Bulgarian Cement
 

2 Diagnose historical and current performance
 
a. 	 Financial analysis 
b. 	Benchmarking 
c. Exercise - financialanalysis and diagnosisofBulgarian Cement 

B. 	 Step 2: Identify value drivers - recognizing areas to focus on
 
1 Operating drivers
 

a. 	 Sales growth 
i. 	 Product mix and pricing 
ii. 	 Exercise -product mixanalysis-Bulgarian Cement 

b. Operating profit margin 
c. 	 Income tax rate 
d. 	Exercise - operatingmargin analysis:cost leadership vs. differentiation 

strategiesfor Bulgarian Cement 
2 	 Investment drivers 

a. 	 Working capital investment 
i. 	 Exercise - workingcapital analysis 

b. 	Fixed capital investment 
c. 	 Alternative fixed investment methods of analysis 

i. 	 Payback period 
ii. Net 	present value 
iii. 	 Profitability index 
iv. 	 Exercise - applyingcapital budgetingtechniques 

d. Exercise - capital budgetingdecisionsfor Bulgarian Cement 
3 Financial drivers 

a. 	 Cost of equity 
b. 	 Capital structure 
c. 	 Risk factors and the cost of equity 

,
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C. 	 Step 3: Assess value drivers
 
1 Examine feasibility of implementing certain value drivers
 

a. Consider extemal factors 
b. Consider intemal factors 
c. Consider impact on value
 

2 Summary of Bulgarian Cement - Analysis of value ddvers
 
D. 	 Step 4: Implement a plan
 

I Select final strategies
 
2 Measure value added
 
3 Implement strategies
 

V. 	 Case Study- Negotiating the sale of a companybased on value "as is"and value with 
internal improvementsand value to a specificbuyer: 

Participants break up into two groups (the "buying group" and the "selling group") and 
negotiate the sale based on different strategies formulated by assessing value drivers 
important to each group. The buyers calculate value of the target company "as is" and 
the value based on the improvements they will make. The sellers (owners) value their 
company "as is" and also value the company based on several strategic plans they are 
considering. The two groups will then negotiate the sale of the company based on their analysis. 
However, neither group will know the others intemal valuation strategy during negotiations. 
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Restructuringfor Privatization - Courses Offered 

4 
Module 1 Module 2 Module 3 Module 4 

Flow and Value Value Creation: Objective. 

.... to provide an understanding of the importance of managing cash flow 
and its impact on value, value creation and restructuringalternatives... 
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0Restructuring for Privatization Course 

Module 1 Module Objective: 

...to provide participants with an understanding of the basic concept of cash flow and 
Introdluction the elements that drive cash flow. Specific goals include understanding why 

to managing cash flow is important, learning about cash flow components, learning to 
kC use the discounted cash flow (DCF) method, and learning to use a simulation DCFhFlow. 

model. 

Review of major topics covered in the first course: 

V Understanding Cash Flow 
V Understanding and Utilizing the Discounted Cash Flow (DCF) as a 

Management Planning Tool 
V Applying the DCF Model 
V Case Study - Application of the DCF Model to Value a Company 
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0Restructuring 	 for Privatization Course 

Module 2 Module Objective: 

n ... to provide participants with an understanding of how to manage for and maximize 

Cash Flow cash flow and how management of cash flows impacts the value of a company. 

and Valuepflow 
Through simulation models and exercises, participants will learn how each of the cash 

components can be impacted and how to weigh alternative financial and 
operating strategies. 

Major Topics Covered 
t/ 	 Managing Cash Flow and its Impact on Value 

V 	 Becoming a Value Manager 
V 	 Creating Value in a Company 
V 	 Case Study - Application of the Internal Value Creation Strategy 

Using the DCF Model 
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0Restructuring for Privatization Course 

Module 3 Module Objective: 

Restru* .. to provide participants with an understanding of turnaround techniques and how to 

Techniques apply them. The techniques cover financial restructuring, operational restructuring, 
for asset dispositions, mergers/joint ventures as well as developing a turnaround plan, and 

negotiating with borrowers and creditors. 

Major Topics Covered 

&/ Motives for Restructuring 

t Recognizing and Analyzing Distressed Companies 
V Restructuring Techniques 

V Other Aspects of Implementing Changes 
V Case Studies - Capital Structure, Asset and Business Dispositions, 

Acquisitions and Joint Ventures 
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aRestructuring for Privatization Course 

Module 4 Module Objective: 

" alijati ... 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 

V Valuation Theory and Concepts 
V Business EnterpriseValuation Theory 

V Reaching a Valuation Conclusion 
V Analysis and Evaluation of Alternative Privatization Strategies 
V Case Study - Using 3 Valuation Approaches to Value a Company for 

Privatization 
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aReview of Module I 

The following slides provide a quick review of the major topics covered 
in Module L.. 
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aUnderstanding Cash Flow 

Why is understanding and managing cash flow important? 

S Importance to company stakeholders 

S To improve the planningprocess 

iTo improve financialflexibility 

j To manage, measure and create value 
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aImportance of Cash Flow to Company Stakeholders 

Each of the following groups have an interest in the amount ofcash flows 
provided by a company... 

Shareholders 
Suppliers

Managers 

Stakeholders
 
Government .. _ rdtr 

Workers Customers 
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Importance ofManaging Cash Flow to the PlanningProcess 

Managing cash flow is important to the planningprocess in a 
company in 5 areas... 

*> Managing working capital 
/ estimating short-term cash 

requirements 

V managing inventory 

*5 Timing capitalexpenditures 

* Managingcapitalneeds (bank 
andequityfinancing) 

*> Managingcosts 

* Managinggrowth 
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Importance of Managing Cash Flow to FinancialFlexibility 

Better management of cashflow can improve financialflexibility in the 
following areas... 

* Obtaining credit - demonstrating creditworthiness and payback terms 

° Managing debt levels - scheduling debt inflow/outflow 

* Reducing interest costs - by managing debt levels 

* Negotiating terms with lenders 

* Negotiating terms with suppliers 

* Analyzingfinancial restructuring alternatives 
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Touhe LLP Review of Module I 
Cash Flow is important in Managing, Measuring and Creating Value 

Understanding cashflow's impact on company value is important... 

[Z 	 Value can be measured through 
forecasted cash flows. 

2-	 Value can be managed by analyzing 
the impact on cash flow (and hence 
value) of management decisions. 

Value can be created by analyzing 
different strategies and determining 
which strategy has the greatest 
impact on value. 

Presentvalue of eachstrategy: 

1 1,163 
H 963 
III 1,158 

Which Strategy Has the Highest
 
Value?
 

375 

Strategy
27I­

225 

175 ­

1251 
52 3 4 

Year 
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aFinancial 

The Importance ofFinancialAnalysis 
in Forecasting Cash Flows 

*Importance to diagnosing the 
financial condition of the 
company. 

OW identify areas of weakness to 
focus on in strategic 
planning. 

analyze trends and identify 
problem areasfor strategic 
focus. 

urprovide a basis for assessing 
the risk of investment in your 
company. 

ManagingCash Flow and Value 

Review of Module I 
Analysis 

*Importance to forecasting cash 
flow components. 

growth 

hIot & margins 
Wworking capital requirements 

EW capital investment 

w optimum debt levels
 

EW the discount rate
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a FinancialAnalysis 

FinancialAnalysis - The Process 

O Transformation of the accounts. 

§ Financial statement adjustments to normalize operations. 

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

O Comparable company financial analysis. 

*I Analysis of trends and unusual items. 
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FinancialAnalysis 

Ratio analysis is a key factor in managing company value... 

I Ratios can be classifiedinto three categories 

Liquidity ratios I IOperating ratios 

Currentratio i eturn on equity 
Quick ratio Leverage ratios Return on assets 
Days' receivables Sales to assetsDays'invetoryInterest coverage ratio 
Days'inventory Long-term debt to totalcapital Sales tofixed assets 
Working capital/sales Interestexpense/revenue Return on sales 

In this module, we will use financialanalysisto diagnosethe company and help 
determinewhich strategiesto employ to increasecompany value. 
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aReview ofModule I 
Framework of the Discounted Cash Flow (DCF) Model 

DCF model components... 

- FORECAST PERIOD RESIDUAL PERIOD 

Years 1 through ..n RESIDUAL VALUE 

Represents the value
 
of all cash flows beyond
 

VALUATION DATE the forecast period.


4 
Residual Va lue is as ofthis point in time. 
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0 Review of Module I 
From net profit to cashflow... 

Income Statement J 
Revenues 


Less: Cost of goods sold 

Equals: Gross margin 

Less: Operating expenses 

Less: Depreciation & amortization 

Equals: Profit before interest & taxes 

Less: Interest expense 

Equals: Profit before tax
 
Less: Tax
 
Equals: Net profit .
 

Income Statement - basedon accrualaccounting: 

Equity Cash Flow 

Net profit 
Plus: Depreciation & amortization 

New debt 
Minus: Working capital requirements 

Capital expenditures 
Paymentt on dht 

Equals: Equity cash flow 

* Recognizes revenue in the periodit is earned,regardlessof when the cash is received. 
* Recognizes expenses when they are incurred,not when the cash is paid.
 
" Capitalexpendituresand increases/decreasesin debt are ignored.
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aReview of Module I 

Cashflow was defined in Module I as: 

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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a Discussion of the Components of Cash Flow 

Net profits 
: 

Depreciation & amortization 

SChanges in debt >' 

MWorking capital requirem/9nt5e
 

Capital expenditures> 
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0Review ofModule I 

Steps to prepare the DCF Model.. 

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

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

and residual value and sum both values.
 
@ Make any final adjustments.
 

) Perform review procedures.
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0 
 Forecasted Cash Flows 

The Importance of Forecasting Cash Flows 	 In Module II, we willfocus on
 

these threeareas:
 

M anagingop erati ons
i	 I
 

Analyzing strategic plans 

4 Analyzing capital
Forecasting and analyzing 4 l: budgeting decisions 
cash flows can assist 	 :41 4 

company management in... 	 ' Analyzing
restructuring alternatives 

Analyzingfinancial 
restructuring alternatives 

Managing shareholder 
value 

The last 3 areaswill be discussedin Modules III & IV 
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0Overview of Contents 
In this course over the next two days, we will be covering the following 
major topics... 

The relationship between cash flow and company value 

Creating value in a company 

Implementing an internal value creation strategy 

Case studies & exercises 

The next few slides will emphasize why the value ofa company 
is related more to its underlying cash flow than its net profits... 
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0Cash Flow and Company Value 
Examination of market data indicates there is a strong link between
 
cashflow and a company's value...
 

" 	 Empiricalevidence exists that Market/book value
 

shows a strongcorrelation
 
between discountedcashflow
 

9 
R2and the "marketvalue" of the .94
 

firm, as the chartshows
 
" 	 Empiricalevidence shows that 

7 

6
 

accountingearningsarenot
 
well correlatedwith market o
 
value. A study correlating
 

3 to oprice/earningsratiosto growth 


in earningspersharehadan R2 

of only088, 	 ------- .... , ---.. -1---------­

o 	 1 2 3 4 5 6 7 8 9 10 

DCF/book value 

Source: McKinsey/Value Line 
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aCash Flow and Company Value 

While the empirical evidence supports cashflow as a better measure of value 
than the company's "accountingnet profit," other reasons exist to support 
cash flow as the best measure offirm value... 

First, investors buy companies based on expected future cash flows to be 
derived from owning that company, discounted at a rate to reflect the risk of 
receiving those cashflows. 

Second, in our experience in Central and Eastern Europe in valuing and 
privatizing companies for buyers, the discounted cashflow method was the 
most common, and often the only method used to value a company. 

Third, net profitfails to consider the investments required to generate earnings 
or the timing of those investments. 

The following example will demonstrate the last point... 
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aCash 

Which company is worth more? 

Longlife 
Company 
Sales 
Cash expenses 
Depreciation 
Net Income 

Shortlife 
Company 
Sales 
Cash expenses 
Depreciation 
Net Income 

ManagingCash Flow and Value 

2 
1,050 
(745) 

(200) 

105 


2 
1,050 

(700) (745) 

(200) (200) 

100 105 


The Relationship Between
 
Flow and Company Value
 

3 4 5 6 
1,100 1,200 1,300 1,450 
(790) (880) (970) (1,105) 
(200) (200) (200) (200) 
110 120 130 145 

3 4 5 6 
1,100 1,200 1,300 1,450 
(790) (880) (970) (1,105)
 
(200) (200) (200) (200)
 
110 120 130 145
 

Net Income 
Year 1 

1,000 
(700) 
(200) 
100 

Net Income 
Year I 

1,000 


The income statement datafor these two companies 
are identical. But what about cashflow? 

2:04PM 11/14/95 Page 25 



Deloite & 
Touche LLP The Relationship Between 

Cash Flow and Company Value 

Which company is worth more? 
Longlife CashFlow 
Company Year 1 2 3 4 5 6 Total 
Netincome 100 105 110 120 130 145 710 
Depreciation 200 200 200 200 200 200 1,200 
Capital expenditures (600) - - (600) - - (1,200) 

Working capital (250) (13) (13) 35 45 (23) (219) 
Cash to/from 
shareholders (550) 292 297 (245) 375 322 491 

Shortlife Cash Flow 
Company Year 1 2 3 4 5 6 Total 
Net;ncome 100 105 110 120 130 145 710 
Depreciation 200 200 200 20C 200 200 1,200 
Capital expenditures (200) (200) (200) (200) (200) (200) (1,200) 
Working capital (150) (8) (8) (15) (15) (23) (219) 
Cash to/from 
shareholders (50)1 97 102 105 115 122 491 

Longlife Co. uses manufacturingequipment thatmust be replacedevery 3 years, while
 
Shortlife Co. 's equipmentmust be replacedevery year,but costs 1/3 as much. Also,
 
Shortlife Co. does a betterjob in managingworking capitalrequirements.
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aCash Flow and Company Value 
Which company is worth more? Shortlife Company. 

" 	 Although total cash flow for * This example illustrates the 
both companies is the same main weakness of relying on 
over the 6 years. The Shortlife earningsas an indicationof 
Company's shareholders get value: it does not considerthe 
their cash earlier. investment requiredto generate 

" 	 The present values of the future those earnings,nor the timing 

cash flows (discounted at 10%), of the investment. 

are $323 for the Shortlife Co. 
and 	$212 for the Longlife Co. 

Another example ofhow focusing on profits can be 
misleadingis a concept we call "GrowingBankrupt"..... 
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aCash Flow and Company Value 
"Growing Bankrupt" 

Two examples offast growing, highly profitable companies... 

Company A 	 Company B 

• 	 This company is a rapidly growing • This company is also rapidly 
company, but it has lost control of growing, and managing its 
its accounts receivable by allowing receivables and inventory levels 
customers to take an increasingly carefully; however the rapid sales 
longer time to pay. growth is forcing an ever-larger 

• 	 Even though the company is selling investment in these assets. 

the products at a profit, its sales Despite the fact the company is 
may not be generating enough cash profitable, it may have too little 
soon enough to replenish the cash cash to meet its obligations. 
outflows required for production 
and 	investment. 
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Touche LLP The Relationship Between 

aCash Flow and Company Value 

The following summarizes the relationship between netprofit, cash flow and value.... 

SConclusion: an increase or decrease in profits 
does not necessarily give rise to a corresponding increase 
or decrease in shareholder value because net profit does 
not reflect: 

"the company's working capital and fixed investment 

needed for growth, 

* its capital requirements, and 

* its business and financial risk. 

Furthermore, studies have shown that there is a high correlation ofmarket 
value and cashflow, but not a high correlation of market value and earnings 
growth. 

Finally, investors buy companies based on expected future cash flows. 
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Touche LLP Creating Value 
in a Company 

The first step in creating company value is to 
become a value manager. 

Becoming a value manager requires thefollowing: 

21 A focus on long-run cash flow returns, not short-term changes 
in earnings. 

"1The ability to recognize investments in productive capacity that 
either earn a return above their cost of capital or do not. 

2"1A willingness to take advantage of opportunities to create 
incremental value in the company. 

-1 Recognizing value drivers and developing strategies to enhance 
the value of the company, and then implementing a plan to put 
those strategies into action. 
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in a Company 

Whyfocus on value creation? 

I 	 Avoid takeovers of your company by those seeking to 
capture value of undervalued, undermanaged assets, or 
through opportunities to create value through restructuring 
the company. 

2) Improve attractiveness of your company to foreign 
investors. 

) Enhance value for potential buyers. 
) Maximize value in mergers or joint ventures. 
) The potential to increase value is high. 

Z Itimproves the strategic planning process. 
: It provides a framework to reward company managers. 

) Improves resource allocation among business units. 
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0The Value Manager Framework 

The value managerframework can be thought of as a series ofactions 
to analyze your company and identify areas to improve value through strategic 
planning and restructuring... 

Company Optimal 
Modulevalue "as is"restructured 

value Modules 

Strategicand Financial 

operating engineering 
opportunities opportunities 

odule2 

Potential value Potential value 
with internal Disposal! with internal and 
improvements acquisition external Modules 

opportunities improvements 3 & 4 

Adapwdfrom McKinsey & Company. Inc. 
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aThe 

Discussionofthe key steps... 

(1) Company value "as is" 

Potential value with internal 
improvements 

\-- Potential value with internal 
and external improvements 

vue 
0 tructured 

ManagingCash Flow and Value 

Creating Value in a Company 
Value Manager Framework 

The value of the company "as is" shouldbe 

basedon the DCFmethod usingfinancialand 
operating data basedon the company's current 
operations. 

This step involvesfinancialanalysisofyourcompany, 

identificationof "value drivers"anddevelopingand 

implementingstrategicplans to improve value. 

This step involves operationalrestructuring 
-- opportunitiessuch as:sale ofa division, acquiringa 

company, mergersjointventures, liquidationof 
a division,etc. 

Thefinalstep involvesfinancialrestructuringand 
---- includes decisionsrelatedto debt levels, raisingequity 

capital,convertingdebt to equity, etc. 

This module focuses on step two... 
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The Value Buildup 
Creating value with internalimprovements 

2,700 
Potential Value = 2,640 

Valuation Strategies 

Bettermanagementofworking 

50 
capitaldecreases"working capitalto 
sales ratio" by 3% points 

145 Increasesales growth by 5%for 
3 yearswith aggressiveadvertisingspending 

This chart showsThisi art so s 
the impact of 

150 Raisepricesby 3%. Although volume declines 
by 3%, total revenuesincrease. 

various stategies 
on the total value Value "asis" 

65 Reduce cost ofthe marketingdepartment 

ofa company 2,115 115 Reduce cost ofsalesby 1% point 

2,000 
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aThe Shareholder Value Network 
A roadmapfor creating value in a company - the "shareholdervalue network"... 

The "shareholdervalue network"
 
depicts the essential link between
 
the corporate objective of creating
 
shareholder value and the basic
 
valuation parameters or "value
 
drivers. "
 

-Value created
 
The shareholder value network is
 
comprised of 4 sections:
 

" Management Decisions
 
" Value Drivers
 
" Valuation Components, and
 
* Corporate Objectives 

The following slides will present and discuss the shareholder value network in detail... 
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aThe Shareholder Value Network 

Strategies (operating, investment andfinancing), 
based on management decisions... 

Impact What is a value driver? 

iA component or variable in the 
Value drivers discounted cash flow model. 

IBy changing the variable in the 
Which impact model, cashflow is changed, and 

thus the value of the company 
*is changed. 

Discounted cashf I 

I 
Which determines value 

ManagingCash Flow and Value 2:07 PM 11/14/95 Page 36 



Deloitte & 
Touche LLP Creating Value in a Company

aShareholder Value Network 
Overview... 

ShareholderReturns:CORPORATE Creating Shareholder Dividends&
 
OBJECTIVE Value Gains in Share Prices
 

It -VALUATION 

COMPONENTSCahFoDicuteb
 
OF THE DCF Rate
 
MODEL
 

e IeSales Growth W Cost of 
VDuto n Operating Capital Equity/debt

VALUE of Value I Capiitan s Capital
DRIVERS Growth PrftMrgn*Fxe sesStructure 

:STRATEGIES Operating Investment Financige 

Adapted from "Creating Shareholder Value" by A. Rappaport 
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ToucheLLP Creating Value in a Company
aShareholder Value Network 

Business strategies can be classified into three areas... 

Operating Investment 

Financing 
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0Shareholder Value Network 
Creating shareholder value at any level depends on properly 
managing the three basic decision areas: 

Operating Investment 

IGuiding operations of the business profitably by making 
effective use of all resources employed. 

tSelecting and executing investmentsbased on sound 
economic analysis and management. 

I!Prudently financingthe business by consciously trading off 
the rewards expected against the risk exposure from using 
debt. 

Financing 
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Touche Lr Creating Value in a Company 
Shareholder Value Network 

First we will focus on the operating strategies in the shareholder value network... 

S.Key operating strategies and decisions involve the 
ES ,. . effective utilization of the funds invested in serving 

selected markets as well as setting appropriate pricing 

Typical operating strategies and service policies that are competitive in filling 
customers' needs.focus on: 

*Product mix"Pricing These choices often amount to economic trade-offs in 
*Market selection which management must balance the impact of 

competitive prices and competitors' actions on sales 
" Advertising volume and on the profitability of products.
* Cost effectiveness 

" Distribution At the same time all operations of the business 
" Customer service must be made cost effective and maintained as 

such to achieve competitive success. 

These strategies can be applied individually based on analysis of the company 
or they can by applied in the framework of either: 
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aShareholder Value Network 
Discussion of the "Lost leadership" approach vs. the 
"differentiation"approach to analyze andapply strategies... 

Cost Leadership Approach -
Strategies are determined by 
focusing on controlling costs 
by: 

* 	 Improving efficiency through 
training, or maximizing 
capacity utilization. 

* 	 Developing more efficient ways 
to design, produce, distribute, 
or market the product. 

Differentiation Approach 
• 	 The company seeks to provide 

something different from it's 
competitors that is perceived to 
be valuable to the company's 
customers. 

• 	 The strategies to implement this 
approach are clearly different 
than those used to adopt a cost 
leadership approach. 

As we discuss the three strategicmanagementdecisionareas 
(operating,investment andfinancing),we willpresentthe strategies 

for the cost leadershipanddifferentiationapproaches. 
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W Dfferentiatin Strategies 

Value Driver Sales growth rate Operating profit margin 

Strategies • Command a premium price Choose a combination of value 
0 Pursue growth in market activities that create the most 

segments in which buyer is cost-effective means of 
willing to pay a premium differentiating, e.g. lowering 
for differentiation buyer's cost and risk and by 

raising performance 
Eliminate costs that do not 
contribute to buyer needs 
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:TE €IESCost 	 Leadership Strategies 

lValue Driver Sales growth rate 	 Operating profit margin 

Strategies 0 	 Maintain competitive * Achieve relevant economies of scale for 
prices each of the value activities 

0 	 Pursue market share 0 Introduce mechanisms to improve the rate of 
opportunities to gain employee learning, e.g., standardization, 
scale economies in product design modifications, improved 
production, distribution, scheduling, etc. 
etc. 0 Search for cost-reducing linkages With 

suppliers based on supplier's product 
design, quality, packaging, order processing, 
etc. 

* 	 Eliminate overhead that does not add value 
to the product 

Managing CashFlow and Value 2:07 PM I1/14/95 	 Page 43 



ueloitte & 
ToucheLW Creating Value in a Company

aShareholder Value Network 
The next set ofstrategies is based on investment decisions... 

Focus ofstrategies: 
*Inventory levels 

"Collections 

*Payables management 
"Capacity expansion 

"Capital budgeting 

A t disposal 


Investment is the basic driving force of any 
business. It supports the competifive 
strategies developed by maiiaement and is 
based on plans (capital budgets) for 
committing existing or newly obtained funds 
to three main areas: 
e Working capital (cash balances, receivables, 

inventory and trade credit). 

9 Buildings, machinery and equipment. 
* Major spending programs (research and 

development, product development and 
promotional programs. 
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IS GEs P - -Differentiating Strategies 

]Value Driver Working-capital investment 	 Fixed capital investment 

Strategies * Minimize cash balance 	 * Invest in specialized assets 

* 	 Link accounts receivable that create differentiation 
policy to differentiation * Purchase assets for optimal 
strategy utilization 

* 	 Maintain inventory level • Sell unused fixed assets 
consistent with differentiating * Obtain assets at least cost, 
level of service e.g., lease versus purchase 

* 	 Obtain best terms with
 
suppliers for accounts payable
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Value Driver Working capital investment 

Strategies e Minimize cash balance 
0 Manage accounts receivable 

to reduce average number of 
days outstanding 

* 	 Minimize inventory without 
impairing required level of 
customer service 

Creating Value in a Company 
Shareholder Value Network 

Leadership Strategies 

Fixed capital investment 

• 	 Promote policies to increase 
utilization of fixed assets 

• 	 Obtain assets that increase 
productivity 

• 	 Sell unused fixed assets 
• 	 Obtain assets at least cost, 

e.g., lease versus purchase 

Page 46ManagingCash Flow and Value 	 2:07 PM I1/14/95 



Deloitte & 

Touche LtP Creating Value in a Company 
aShareholder Value Network 

The last group of strategies are based on financing decisions... 

inw 	 Financingdecisions represent the various 
choices available to fund the investments 
and operations of the business over the 

Types of strategies: 	 long term. 

Managing 
Two key areas of strategy and decisionsbusiness risk 
must be identified by 	management:Maintaining

the a 	 The disposition ofprofits between: 
c appropcate 	 (1) owners 
capital structure 	 (2) lenders, and 
Dividend policy 	 (3) reinvestment 

* 	The shaping of the company's capital 
structure. 
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wa, 	 -ifferentiation Strategies 

Value Driver 	 Cost of capital 

Strategies 	 0 Target an optimal capital structure 
* 	 Select least-cost debt and equity 

instruments 
* 	 Increase differentiation and thereby 

make demand less dependent on the 
general economy 
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" ost Leadership Strategies 

IValue Driver 	 Cost of capital 

Strategies * 	 Target an optimal capital 
structure 

* 	 Select least-cost debt and equity 
instruments 

* 	 Reduce business risk factors in a 
manner consistent with strategy 

ManagingCash Flow and Value 2:07 PM I 1/14/95 	 Page 49 



Deloitte & 

TouChe LLP Creating Value in a Company 
aShareholder Value Network 

Questions to ask to determine if cost leadership strategies are appropriate... 

21 Do the labor savings justify the productivity-motivated capital
 
expenditures?
 

I Are the tight controls on inventory levels offset by reduced customer 
service and consequent loss of revenue? 

Can a less restrictive accounts receivable policy lead to increased market 
penetration and greater scale economies? 

21 Would increasing the sales growth rate also lead to an increase in 
financial risk which would result from debt-financing the growth? 

21 If increased growth is due principally to lower selling prices, will cost 
savings improve operating profit margin sufficiently to justify the 
growth strategy? 
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Questions to ask to determine if differentiation strategies are appropriate... 

21 Does the premium price justify the costs of product features and other 
costs required to differentiate the product or service? 

21 Is the cost of maintaining inventory levels to ensure the highest service 
level necessary to attract and maintain buyers willing to pay the 
premium price? 

E1 Is the cost of granting liberal credit terms necessary to attract and 
maintain buyers willing to pay the premium price? 

21 What would be the impact on sales growth and operating profit margin 
of a selling price reduction aimed at capturing a larger market share? 
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CORPORATE 
OBJECTIVE 

VALUATION 
COMPONENTS 

OF THE DCF 

MODEL
 

04 

STRATEGIES 

Adapted from "Creating Shareholder Value" by A. Rappaport 

ManagingCash Flow and Value 

Creating Value in a Company
Value Network 

ShareholderReturns: 

Creating Shareholder Dividends & 
Value Gainsin Share Prices 

Discount 
Cash Flow Rate 

Worin 

P.lr n.. in *FixedAssets 

O ating Iement Fiacing 
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Summary of the link between value drivers and strategy... 

To improve
 

*Sales Growth 
Operating value drivers 9Operating Profit Margin 

*Income tax rate 

Focus on
 

*Product mix
 
*Pricing
 

*Market selection
 
Strategies oAdvertising 

*Costeffectiveness 
*Distribution 

*Customer Service 
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Summary of the link between value drivers and strategy... 

To improve
 

*Workingcapital investmentInvestment value drivers 
IFixed capital investmentI 

Focus on 

Inventory levels
 
SCollections
Strategies "- Payables management 

*Capacity expansion 
eCapital budgeting 

*Asset disposal 
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Summary of the link between value drivers and strategy... 

To improve 

*Costof capitalFinancialvalue drivers 
*Financial structure 

Focus on 

*Managing business risk 
factors that impact your 

Strategies cost of capital 
*Proper debt/equity 

structure 
*Dividend policy 
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*Sales Growth Cotf 
VALE 

DRIVER 
DIESGrowth 

Duration 
of Value 

*Operating * WorkingEqiydb 
PrftMr~ Capital
PrftMr n*Fixed Assets c e tax rate 

EqCaitaleb
CailStructure 

AdaptGd from "Creating Shareholder Value" by A. Rappaport 
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At the conclusion of the value creation process, business management 
should be able to answer such questions as: 

* 	 How would alternative strategies affect shareholder value 
creation? 

" Which strategy is likely to create the most value? 
• 	 Do any business units have limited value creation potential and 

thereby should be candidates for divestiture? 
• 	 For the selected strategy, how sensitive isvalue to internal and 

external business factors? 
• 	 Which combination of strategies will generate the most total 

value? 
• 	 To what extent can the corporation fund its proposed strategies 

from internal sources, and how much additional debt or equity 
might have to be raised? 
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Step I Analyze your company 

Determine strategies 
Implementing an internal Step 2 and value drivers to 
Svaluation strategy is a focus on 

four step process... .. Assess the value drivers 
Step 3 and measure their impact 

on firm value 

SDesign and implement 
Step >4the value creation plan 
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V Analyze your company..... 


1. Value your company "as is" 

2. Diagnose historical and current 
performance: 

* Financialanalysis 
" Comparative analysis 

Based on the "DCF"model 

Utilizing financialratios, 
analyze company's historical 
trends and compare to industry 
data to identify problem areas or 
areas that need managementfocus 

EXERCISE[ Value Bulgarian Cement Co. "as is'" 
Comparative FinancialAnalysis 
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Analyze your company: In Module I, we defined return 
Return on equity analysis yon equity as "net income divided 

1 K, by shareholders'equity." 

Return on equity can be furtheranalyzed based on these components... 

net income income x sales x assets
 
equity sales assets equity
 

Return on Net income Asset Leverage
 
equity margin utilization
 

Example: Return on Net income Asset 
equity margin Utilization Leverage
 

CompanyA 24% = 8% m1 .2 m 2.5
 
Company B 24% = 14% [j .6 [j 2.9
 
CompanyC 24% = 6% .8 4.9
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t7 !2 Determine strategies and value drivers to focus on 

Based on the assessment ofyour company, focus on value creating strategies 
impacting the OPERATING, investment andfinancial value drivers... 

Operating value drivers & strategies: EXERCISE 

Value*SalesDrivers:Growth Strategies:* Product mix-- Choose from 3 scenarios 
* o Pricing*erth analyzing product mix 

* Cost effectiveness andpricingpolicies and 

select the strategy that 
*Market selection*Income tax rate 

enhances value the most.*Advertising 
*Distribution E X E R CISE 
e Customer service 

Cost leadership vs. 
differentiation 
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1tiDetermine strategies and value drivers to focus on 

Based on the assessment ofyour company, focus on value creating strategies 
impacting the operating, INVESTMENT andfinncial value drivers... 

Investment value drivers & strategies: 
Value Drivers: Strategies: 

"Working * Inventory levels EXERCISE I 
Capital *Collections 

" Fixed Assets e Payables management Managing working capital 

e Capacity expansion 
* Capital budgeting 
*Asset disposal 
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Investment value drivers andstrategies. 

Ste 	 Ranking investment alternatives using 

CAPITAL BUDGETING techniques. 

* 	 Capital budgeting is the process of planning expenditures or 
investments that will provide returns beyond the current year. 

" 	 Capital budgeting is important to the future survival of the firm. 
Without it, the firm would not make the investments needed to remain 
competitive or allow it to increase its productive capacity. 

" 	 Examples of capital budgeting are determining whether to undertake 
expenditures for such projects as new buildings and equipment, 
purchase of land, permanent additions to working capital associated 
with plant expansion, long-term advertising campaigns, and research 
and development programs. Most large firms have capital budget 
programs. 

" 	 The goal of capital budgeting is to identify and undertake those projects 
that will maximize the present value of thefirm. 
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n 	 Investment Decisions - Capital Budgeting 

Capital budgeting is a long-term decision, and timing is important... 

" 	 Daily business operations are affected by normal business cycles. 
Capital needs may be "spontaneous," a result of the season for example, 
and not a result of specific management decisions. 

" 	 By contrast, capital investment is long-term in nature. The results of the 
investment will continue over an extended period of time. This makes 
such investment decisions irreversible. If the wrong decision is made 
there will be costs associated with changing the decision. 

* 	 Thus, it is importantto carefully forecast company needs, analyze. 
investment opportunities and determine the timing of the investments. 

* 	 If management does not understand the markets it sells in, they cannot 
plan for future needs of the company, analyze opportunities to meet 
those needs, and have investments "on-line" as demand for their product 
increases. This means competitors will meet those demands and the 
company will lose market share. 
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Conirn Investment Decisions - Capital Budgeting 

Capital Investment orDividends?
 
Managementmust decide whetherspendingon capital
 
investment orpaying out increaseddividends willprovidea better
 
returnto shareholders. Cash 

I 

Investment Investment 
opportunity Firm op Shareholders iow opportunity

(by company) (by shareholder) 

Invest Alternative: Shareholders 

Pay dividends invest for themselves 
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j.j 	 Investment Decisions - Capital Budgeting 
The Capital Budgeting Process 

The five steps to 	analyzing and making the capital investment decision 

1. 	 Determine purpose for investment and identify investment options. For 
example: 

- Replacement or upgrade of old plant and equipment; 

- Expand capacity of existing product lines; 

- Expand production into new product lines; 

- Other 

2. 	 Analyze the costs and benefits associated with each investment opportunity. 

- Net Present Value; 

- Payback period and discounted payback period; 

- Profitability index; 

3. 	 Rank each investment opportunity. 

4. 	 Implement the chosen investment opportunities. 

5. 	 Ongoing monitoring of the investments. 
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Investment Decisions - Capital Budgeting 
The Capital Budgeting Process 

11. Determine purpose for investment and identify investment options. " 
- Replacement or upgrade ofoldplantand equipment; 

The simplest investment decision to make. Old assets wear out or 
become obsolete and must be replaced. 

- Expand capacity of existingproductlines; 

Increased capacity of current product lines is often incorporated into 
replacement decisions. 

- Expandproductioninto new product lines; 

Increased uncertainty. Expanding into new product lines does not 
allow decisions based on the historical experience of current lines. 

- Other 

Examples include: New pollution regulations that require capital 
investment to meet new standards, or new programs to improve 
employee productivity. 
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6) Cd y Investment Decisions- Capital Budgeting 

The Capital Budgeting Process 
12. Analyze the costs and benefits 	associated with each investment opportunity. 

-	 Net Present Value. 
>> 	 Using the NPV method to evaluate a project is the same concept as using discounted cash flow to 

evaluate a business. 

o 	 All expenses incurred and revenues generated by the investment are forecasted. An opportunity 
cost of capital is calculated and the cash flows are discounted back to the present. 

>> 	 Ifthe NPV is greaterthan zero, it is a worthwhile investment. 

o 	 Only costs and benefits associated with the project should be considered. Company overhead 
should be excluded since it is incurred whether or not the project is undertaken. 

o 	 Cash flows of projects can also be incorporated into a company's business forecasts to analyze 
how the investment can enhance the overall value of the firm. 

o 	 In the example, project 1 offers the best return, while project 3 offers the worst return.
 
Cash Flow per period
 

NPV 
Project 0 1 2 3 @ 10% 

1 -2,000 0 2,000 1,000 367 
2 -5,000 4,000 2,000 263 
3 -5,000 0 500 6,000 (72) 
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Investment Decisions - Capital Budgeting 
The Capital Budgeting Process 

[2. 	 Analyze the costs and benefits associated with each investment opportunity.I 

- Payback period: 
>> This method looks at the number of years required to return the original investment. 

0 Assume a 3 year payback. According to the example below: based on payback only, 
a company would be indifferent between projects A and B. 

0 In eithercase it would not even considerprojectC. 

>> 	 Thus, it could make a money losing investment (project A) and would miss out on the 
most profitable investment (project C) 

Cash Flow per period 
Payback NPV 

Project 0 1 2 3 4 (Years) @ 10% 

A -5,000 2,000 2,000 2,000 2.5 -24 
B -5,000 4,000 2,000 2.5 263 
C -5,000 0 0 5,000 25,000 3.0 14,393 
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Investment Decisions - Capital Budgeting 
hUt"-' - The Capital Budgeting Process 

.Analyze the costs and benefits associated with each investment opportunity. 
Profitability Index.
 

>> The profitability index is the present value of the forecasted future cash flows divided by the
 
initial investment (PI = PV/I)
 

o 	 The PI tells us to accept all projects with an index greater than 1,
 

(i.e.., the PV > I, therefore the project must have a positive NPV)
 

o 	 However, PI can be misleading. In the example below, if the company can only chose one
 
project, according to the PI it would chose project X since it has a higher PI.
 

v 	 Looking at the incrementalinvestment (Y-X) shows that it is greaterthan 1. Therefore you know 
that Y is the betterinvestment. 

Chsh How p penod 
PVai Profitalility NPV 

l1iject 0 1 2 3 1(0 Index @10% 

X -1,000 1,000 1,000 1,000 2,487 2487 1,352 
Y -5,000 4,000 4,000 2,00 8,445 1.689 3,132 
Y-X -4,000 3,000 3,000 1,000 5,958 1.489 1,780 
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Investment Decisions - Capital Budgeting 
The Capital Budgeting Process 

Remaining steps: 

3. 	Ranking each investment opportunity 

* 	 Once the cost benefit analysis has been completed, the investment 
opportunities can be ranked from those providing the highest NPV, to 
those providing the lowest. 

4. 	Implementing the chosen investment opportunities 

* 	 At this point, management can then decide which projects it has the 
capital to invest in and proceed with these projects. 

5. 	Ongoing monitoring of the chosen investments 

* 	 As the project is implemented, it should be continually monitored to check 
its performance against forecasts with adjustments made as needed. 
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Investment Decisions - Capital Budgeting 
The Capital Budgeting Process - Conclusion 

* 	 The Payback Method should not be used since it does not 
take into account the time value of money. 

* When applied correctly, the profitability index will provide 
rofi ility correct answers when analyzing investment opportunities. 

I 	 ex However, it is very easy to make mistakes, as the examples 
point out. 

* 	 The advantage of Net Present Value is that it is conceptually 
Net easy to use and understand.
 
Vaet 
 Projects with a NPV > 0, should be accepted. 

* 	 Given capital constraints, projects with NPVs > 0 can be 
easily ranked and those with the highest NPV accepted. 

The discounted net cash flow approach to analyzing opportunities incorporates the same 
concepts as the NPV method 
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Investment Decisions - Capital Budgeting 

EXERCISE 	 Exercise in using capital budgeting rankingtechniques 

EXERCISEI 	Exercise in evaluation two alternative capital investmentprojects 
using the discounted cashflow method to see which project most 
enhances the value of thefirm 
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Determine strategies and value drivers to focus on 

Based on the assessment ofyour company, focus on value creating strategies 
impacting the operating, investment and FINANCIAL value drivers... 

Financialvalue drivers & strategies: 
Value Drivers: Strategies: 

* Cost of * Managing Reducing the business risk 
Equity/debt business risk in your company decreases 

* Capital * Maintaining the rate of return (discount 
Structure the appropriate rate) an investor would require 

capital structure and thus increases the value 
0Dividend policy of the business. 
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What internalbusiness factors can management 
improve to reduce risk of investment in a business? 

A 

0 Improve customer diversification
 

E0 Avoid reliance on too few suppliers
 
0-Increase depth of management team
 

l Have audited financials prepared
 
0 Diversify among product lines and in geographical areas
 

l Decrease fixed costs
 

0l Have a history of planning and budgeting
 

0l Optimize your debt structure
 

Reduce the equity discountrate in the model by 1% 
to determinethe impact on company value... 
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Assess the value driversandmeasuretheir 
impact onfirm value 

o Consider the impact on firm value of each value driver both
 
individually and collectively.
 

* 	 Consider the impact of factors which may prevent certain value driver 
strategies to be applied. These factors can be classified as follows: 
IEExternal factors
 
IEInternal factors
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Assess the value drivers and measure their 

_ ,impact on firm value 
16,000 Potential Value = 15,035.3 

Valuation Strategies 

964.2 Benefits ofcapitalexpenditureprogram0 Consider the 
impact on finn 2,177.9 Reduce working capitalto 15% ofsales 

value of each 
235.4 Altercost strategyin "lime division"value driver both 

individually and 
collectively. Value "asis" 2,996.4 Saleofasbestoscarton division 

8,661.4 

7,000 
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0 External constraints can be classified as either economic, governmental, or 
industry constraints... 

Economic Constraints 
Variablesalesdemand-

seasonal/cyclical 

Changesin consumerdemand 

Unemployment 

Inflation 

Exchangeratefluctuations 

Industry Constraints 
Competitorprices 

Quality ofprices 

Market capacity 

Customerdemand 

Government Constraints 
Tax rates 
Pricing 

Monetarypolicy 

Industry regulation 

Laborissues 

Monetaryflexibility 

Raw materialprices 

Quality ofservice 

Substituteproducts 
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Elements of Industry Structure 

Threat of New Entrants/ 
Barriers to Entry 

Threat of New 
Entrants 

Bargaining Power Industry 
Bargaining Power Competitors Bargaining Power 
of SuppliersBuyers 

Suppliers -- Buyers 

Intensity of
 
Rivalry
 

I Threat of 
Substitutes 

Substitutes 
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8Examples of internal constraints include thefollowing: 

• Capacity 

• Production efficiency 
* Labor unavailability/turnover 

* Management conflicts 
* Lack of technological know-how 

After considering the impact on value of each value strategy, along with the 
internal and external constraints that might prevent certain strategies from 

being applied, aplan can be implemented... 
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f/*tP4 	 Design and implement the value creation plan 

* 	 Select final strategies based on your assessment of the value 
drivers 

* 	 Measure the estimated total value added to the company by using 
the discounted cash flow model 

• 	 Implement the strategies 
* 	 Monitor and measure the results 
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CASE STUDY
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Module 2 Exercises and iaindouts 

Item File name 
Bulgarian Cement - Value as is valasis.d oc 
Bulgarian Cement - Exhibits bulgcem.wk4 
Model answer to Value as is valuel.xls 
Comparative analysis exercise companal.doc 
Product mix exercise using the model prodmix.doc 
Model answer to product mix scenario I pin-sc I 
Model answer to product mix scenario 2 value2.xls 
Model answer to product mix scenario 3 pm-sc3 
Cost leadership versus differentiation strategy exercise using the model diff-cos.doc 
Model answer to differentiation vs. cost leadership scenario: cost leadership value3.xls 
Model answer to differentiation vs. cost leadership scenario: differentiation val3-dif.xls 
Exercise - Managing net working capital nwcexer.doc 
Exercise - Managing net working capital nwcexer.xls 
Model answer to changing nwc/sales to 15% value4.xls 
Capital budgeting exercise - analyzing two investment opportunities capbudg.doc 
Capital budgeting exercise - analyzing two investment opportunities capbudg.xls 
Capital budgeting exercise using the model capex.doc 
Capital budgeting exercise using the model capex.xls 
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IMPLEMENTING AN INTERNAL 
VAL UE CREATION STRA TE G Y 

STEP 1: ANAL YZE YOUR COMPANY 
VALUE YOUR COMPANY "AS IS" 

The first step in implementing an internal value creation strategy is to value your company
"as is." In Module I, you performed a valuation analysis of a cement company- Romanian 
Cement- using the DCF model. In this exercise, you will perform a valuation analysis of a 
subsidiary company -Bulgarian Cement- using the DCF model. Then, we will implement 
changes pursuant to our internal value creation strategy. 

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 IV). 
" The Company has presented the existing capacity by product line (Schedule IV). 
* 	 The Company has forecasted prices for Cement, Lime, and Asbestos Cartons (Schedule IV). 
* 	 The Company has forecasted the cost per unit for each of its product lines (Schedule IV). 

Step 2. INPUTS for Variable and Fixed Costs and Taxation 
* 	 Administrative and marketing costs are forecasted as a percent of sales at 1994 levels 

(Schedule II). 
" Salaries will grow at 3 percent (Schedule II). 
" The Company's tax rate is 40 percent. 

Step 3. INPUTS for 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 V. 

Step 4. INPUTS for FORECASTED Long Term Financing 

" 	 The Company's revolving line of credit (Bank Loans) (Schedule I) has a weighted average 
cost of 25.0 percent. 

" 	 The Company does not have any current plans to incur any additional financing. 



Step 5. INPUTS for Valuation Assumptions 

" The required working capital as a percent of sales is forecasted based on the industry average 
working capital as a percent of sales of 19.6 percent. 

" Residual growth rate = 6 percent. 
" Cost of Equity = 35 percent. 



Schedule 1: Selected Balance Sheet Data 

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

As of December31, 
Assets 1992 1993 1994 1992 1993 1994 

Romanian 
Cement Industry 

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

Total Current Assets 

1,875,262 
5,893,680 
5,009,628 

2 i4,316 
0 

53,579 
13,046,465 

1,970,983 
7,426,893 
5,427,345 

199,955 
57,130 

342,780 
15,425,086 

1,835,465 
8,264,561 
5,438,080 

120,794 
86,664 

334,953 
16,080,517 

7.0% 
22.0% 
18.7% 
0.8% 
0.0% 
0.2% 

48.7% 

6.9% 
26.0% 
19.0% 
0.7% 
0.2% 
1.2% 

54.0% 

5.70 
25.7% 
16.9% 
0.4% 
0.3% 
1.0% 

50.0% 

3.6% 
8.8% 

21.4% 
0.5% 
0.3% 
1.3% 

36.0% 

6.7% 
11.2% 
6.6% 

29.2% 

Net Property, Plant, and Equipment 
Buildings 
Machinery and Equipment 

Net Property, Plant, and Equipment 

2,143,156 
11,599,834 
13,742,991 

2,885,062 
10,254,826 
13,139,888 

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

8.0% 
43.3% 
51.3% 

10.1% 
35.9% 
46.0% 

7.3% 
42.7% 
50.0% 

9.2% 
54.2% 
63.4% 95.8% 

Other Assets 0 0 0 0.0% 0.0% 0.0% 0.6% 0.0% 

Total Assets 26,789,456 28,564,974 32,173.637 100.0% 100.0% 100.0% 1000% 100.0% 

As of December31, 
Liabilities and Stockholders' Equity 

Current Liabilities 
Accounts Payable 
Bank Loans 
Other Creditors 
Miscellaneous 

Total Current Liabilities 

1992 

1,098,368 
1,687,736 

884,052 
0 

3,670,155 

1993 

1,428,249 
1,771,028 

914,079 
0 

4,113,356 

1994 

1,32 -;,648 
1,560,694 

835,932 
8,994 

3,731,268 

1992 

4.1% 
6.3% 
3.3% 
0.0% 

13.7% 

1993 

5.0% 
6.2% 
3.2% 
0.0% 

14.4% 

1994 

.1 
4.1% 
4.9% 
2.6% 
0.0% 

1 .6% 

Romanian 
Cement 

14.8% 
6.2% 
3.3% 
0.0% 

24.3% 

Industrv 

6.4% 

18.3% 

Long-Term Debt 0 0 0 0.0% 0.0% 0.0% 0.0% 13.1% 

Other Long-Term Liabilities 562,579 656,994 627,906 2.1% 2.3% 2.0%6 2.5% 

Total Liabilities 4,232,734 4,770,351 4,359,174 15.8% 16.7% 13.5% 26.8% 45.2% 

Equity 22,556,722 23,794,623 27,814,463 84.2% 83.3% 86.5% 732% 47.0% 

Total Liabilities and Equity 26,789,456 28.5f-4,974 32 73f637 100.0% 1000.000._% 100.0% 100.0% 

Note: The ('ompanv has 1.000,000 shares outstandingas of 12/31/94. 



[Schedule .. Selected Income Statement Data .. 

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

For the Year Ended December 31, 
Income Statements 1992 1993 1994 CAGR 1992 1993 1994 

Romanlan 
Cement Industrv 

Sales 28.058,160 35,259,354 40,867,207 20.7% 100.0% 100.0% 100.0% 100.00% 100.0% 

Cost of Goods Sold 24,801,168 31,520,804 36,531,965 21.4% 88.4% 89.4% 89.4% 80.5% 788% 

Gross Income 3,256,992 3,738,550 4,335,243 15.4% 11.6% 10.6% 10.6% 19.5% 21.2% 

General and Administrative 
Adnidnistrative 
Salaries 
Marketing 

Total General and Adminstrativc 

1,038,152 
392,814 

0 
1,430,966 

1,198,818 
458,372 

0 
1,657,190 

1,625,644 
660,835 
186,064 

2,472,543 

25.1% 
29.7% 

31.4% 

3.7% 
1.4% 
0.0% 
5.1% 

3.4% 
1.3% 
0.0% 
4.7% 

4.0% 
1.6% 

0.5% 
6.1% 

2.0% 
1.4% 

0.4% 
3.8% 

Earnings Before Interest, Taxes and Depreciation 1,826,026 2,081,360 1,862,700 1.0% 6.5% 5.9% 4.6% 15.7% 22.4% 

Depreciation 925,919 1,163,559 962,111 1.9% 3.3% 3.3% 2.4% 2.1% 7.5% 

Earnings Before Interest and Taxes 900,107 917,802 900,589 0.0% 3.2% 2.6% 2.2% 13.6% 

Intmest Expense 589,221 705,187 1,031,143 32.3% 2.1% 2.0% 2.5% 2.2% 3.6% 

Earnings Before Taxes 310,885 212,615 (130,554. 1.1% 0.6% -0.3% 11.4% 11.6% 

Taxes (1) 124,354 85,046 (52,222 0.4% 0.2% -0.1% 3.3% ... . 

Net Inome 186,53! 127,569 (78,3321 0.7% 0.4% -0.2% 8.1% 7.8% 

Note (I): The Company's t= rate iu 40 percent. 
C4GR=Compowud Annual Growth Rate 



ISchedule III: Ratio Analysis 

Bulgarian Cement 
-air Market Value of the Owners' Equity 

As of December 31, 1994 

As of December 31, 
I Romanian 

Income Statements 1992 1993 199411 Cement Industrv 

LIQUIDITY 
Current ratio 
Working Capital/Sales 
Receivable Turnover 
Days Receivable 
Payables Turnover 
Days Payable 
Inventory Turnover 
Days Inventory 

LEVERAGE 

3.55 
33.4% 

4.8 
76.67 
22.58 
16.16 
4.95 

73.73 

3.751 
32.1% 

4.7: 
76.88 
22.07 
16.54 
5.81 

62.85 

4.31 
30.2% 

4.9 
73.81 
27.56 
13.24 
6.72 

54.33 

1.481 
6.4% 
20.8 

17.53 
9.94 

36.70 
6.89 

52.991 

1.401 
19.6% 

7.60 
48.00 
6.08 

60.00 
6.64 

55.001 

i 

Long-term debt/Total Capital 
Interest Coverage 

0.0% 
1.53 

0.0% 
1.30 

0.0% 
0.87 

0.0% 
6.13 

39.7% 
4.101 

RETURNS 
ROA 
Gross Income 
Profit per unit - Cement 
Profit per unit - Lime 

Profit per unit - Asbestos Cartons 

0.7% 
11.6% 
10.0% 
20.0% 

15.0% 

0.4%[ 
10.6% 
10.0% 
18.8%[ 

10.8% 

-0.2% 
10.6% 
10.9% 
17.6% 

6.3% 

14.9% 
19.5% 
20.8%I 
27.9% 

6.3% 

10.0%I 
20.0%1 

ROE Breakdown 
Net Income/Sales 
Sales/Total Assets 
Total Assets/Equity 

ROE 

0.7% 
1.05 
1.19 

0.8% 

0.4% 
1.23 
1.20 

0.5% 

-0.2% 
1.27 
1.16 

-0.3% 

8.1% 
1.83 
1.37 

20.3% 

7.8% 
0.56 
4.74 

20.7% 

EFFICIENCY 
Asset Turnover 
Fixed Asset Turnover 

1.05 
2.04 

1.23 
2.68 

1.27 
2.54 

1.83 
2.89 

0.57 
0.64, 



I 
ISchedule IV: Historical and Forecasted Product Sales
 

Bulgarian Cement 
Fair Market Value of the Owners' Equity 
.sof December 31, 1994 

Historical 
1992 1993 

1Forecasted 
19941 1995E 1996E 1997E 1998E 1999E! 

PRODUCT SALES 

CEMEN 

!Cement Sales (tons) 
Percent change 

1. .0 2,340 
30.0% 

2,691 
15.0% 

3,000 
11.5% 

3,000 
0.0% 

3,000 
0.0% 

3,000 
0.0% 

3,000 
0.0%:! 

ICement Price per ton (average) 
Percent change 

11,588 11,936 
3.0% 

12,413 
4.0% 

12,910 
4.0% 

13,555 
5.0% 

14,233 
5.0% 

14,941 
5.0% 

15,6921 
5.0% 

Capacity - Cement (tons) 
Capacity Utilization 

2,500 
72.0% 

2,500 
93.6% 

3,000 
89.7% 

3,000 
100.0% 

3,000 
100.0% 

3,000 
100.0% 

3,000 
100.0% 

3,000 
100.0% 

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 

10,132 10,284 
1.5% 

10,438 
1.5% 

10,438 
0.0% 

10,438 
0.0% 

10,438 
0.0% 

10,438 
0.0% 

10,438 
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%1 

ASBESTOS CARTONS 
Asbestos Cartons (00s 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 (000s 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 COSTS 

Cement (cost per ton) 
Percent change 

10,429 10,742 
3.0% 

11,064 
3.0% 

11,396 
3.0% 

11,738 
3.0% 

12,090 
3.0% 

12,453 
3.0% 

12,827 
3.0% 

Lime (cost per tons) 
Percent change 

8,106 8,349 
3.0% 

8,599 
3.0% 

8,857 
3.0% 

9,123 
3.0% 

9,397 
3.0% 

9,679 
3.0% 

9,969 
3.0% 

Asbestos Cartons (cost per Square Meter) 
Percent change 

435 437 
5.0% 

480 
5.0% 

504 
5.0% 

529 
5.0% 

555 
5.0% 

583 
5.0% 

612 
5.0% 



Schedule V: Capital Expenditure Forecasts 

Bulgarian 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) 

0 
0 

100,000 

0 
0 

100,000 

0 
0 

100,000 

0 
0 

100,000 

0 
0 

100,000 

Total Capital Expenditures 100,000 100,000 100,000 100,000 100,000 

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



Discounted Net Cash Flow Mudel INPUT SECTION 
Bulgirlan Cenmvnt 
Pn!'tization 
A. of Dec*'ibcr 31. 1994 

Step 1. INPUTS for Product Sales and Current year Year I Year 2 Year 3 Year 4 Year 5 
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999 

A INPUT Current year 
B Forecast TOTAL SALES (orUNIT SALES (I Ir iIlTis selected. pr-,ccd t,)aItC11U isselected. proceed 0 NID) 

C INPUTS for TOTAL SALES (T)foreca-t 
INPUT Current year sales 
INPUT Current year cost ol'g-ds s.ld tirort oserxict 
INPUT Sales go%,sLh otseatsI.5 I)j o UV% I o o I u0".1 0%rates 
INPUT Cost or'goods cast ofservice) asa percent ol sales for years I -i u% 0.o% 1 .1 00%sold (or 

TD INPUTS for UNIT SALES (I') 1ireca.t IN1,1L 
Current Near 

INPUT Product Names and F,recasted UnitProductin I 'nets Sod INP7.1 F-recasted :nits SId 
jCcmcru 1 __ 2_ 33.i)XAwIt o00 [ ,M0 3.00" 

Carnons,.[ ZAsbests IZo0 111,51X 

Current sear 
INPUT Product Groups-Unit C apacirs Unit (apacirs INI'IJT Forecasted I !nit apacit 

Cement [m, 3.f1( 3,to 3.0K)1 3,0001 3,0( 

Lime 501) S04) 540 5W 5U0 50( 

Asbestos Cator 2 1,0t) 2 .. 1)0121.00O 2 ,0v 

INP'UT 

Currentyear S.661.372 
INPUT Unit Sales Prices Uni Prices INqlUT ForecastedUnitPriceGrowth Rates 

Cement 1 4 i o 1 5 01 50 
Lime 10.3 o)(M 11)0,41 00 
Asbestos Cartons 51 o,r j . d Uwl 0 _0_0% 

INPUT 
'un'cniyear
 

.NPUT Product Cost per Unit per n7 I',st nit t',,St;rsiwth RatesI.rec;Isted i 
Cement 1 Il.0o ; toj 3 t 0. 3 o% 3L3,ii 30% 
Lime 1 8.590 .0%1 1 ir'. I 3 to; 3u.0= 309a 

u%
is 5,tr,0Asbestos Carons 5i 1 'iii% (,.% 

Step 2. INPUTS for Variable and Fixed Current year Year I Year 2 Year 3 Year 4 Year5 

Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999 

INI :1 
Current yeat 

A INPUT Variable Cos?torecst.%s Variahle (',).L INPUT Variable C osts as a Percent of Sales 

Admtrustrauvc 1.615.644 4 0% 4 ti 40% 4 tP 4.0% 
Nurketng 18(1.064 (15% ( 5% 5 ()05% 05% 
Insurance i) Iii. (Jc% 00% 0 t0.9.Q0 00% 
Legal and auditingi U 0% 0_t* 0 U*% UJ.0% 00% 
Utilities } )% 1)il t)W% I)U% 0,0% 

Lfiscellaneous 00%I It 1) (It 0% 0 .t 0U% 
Other o ()0%;1 t)to 00% 0 %U 0.0% 

#,2 ___ o40 uUol0% V 00% 0 3% 

OPTIONAL: INPUT TOTAL IVARIABLE COSTS U00%1 L, 0.1 1 0% i 00,0, 

IN|lIIT 

Current year 

B INPUT for Fixed Cost torecsts Ftxed Costs IN1IJT Forecasted Fixed Cost Girowth Rates 
Rent I 00% ult% 0,o 00% 
Salaries 6o1.M,35 3 )% 30q .30%. 3. % 3 03 

Maintenance U 0(1%I 0.0 0.0% 
ur o0Other #1 0 0 I 10%. 

Other #2 a ) 1 I) 11W1 (toil 01 O . 0 o 

((OS I " 1 rl "tt >II" oIOPTlfNAL: INPUT TOTU. iNFIq.Vc 
INI'I;' 

Curtrnt veir 
IkasRate t " I..reCated 1ax.Rates 

C INPUTr Current Year Taxes and lirecasted Ta\ Rates 0 i 10 410°.0 1 u")ii 4(to,,)I 4.1(,411-

http:iNFIq.Vc


Dt.c...... INPUT SECTION4,Cah Hit. Miodel 

lulgaria.Cement 

atDcebr 1 19941 

ctp fo'r IFORLC+A.%i LD Depreciation.'"IPT 


and Capital Expenditures 

Ir Pt oa I1P. 

A INPUT CorTrnt YearDepreira-uon n).nae tvuslslo [ip-,ro.I.L 

B INPUTfCarorernDpreoaable Armt,
 
Shortdeprelablele (I-S e.r.) U C]
 
Medi deljrecroble vbI 1i "bI II
e r a,.t) 
Long depre..roble 4fe (20-) .1l 30 

Total rr3... 

INPUT 

INPUT CapialExpenhnres at Itol~ra,,ble INPLT Forecar'.d Ca.It ICnoro 
Ien,I oo V-1 21 ee. I ,I I n, 

Iu4~oan J&' rt, I 
bhardepreurotlebf. ( I-5 yeatI 0 0 0 0 0 0 

M irmdepre'lble Ofe 1 lU ,O 0 I0U.O40 100.U0 I10,OOO
 
Lon. deprec..ble bfe(20') 0 00 0 0
 

l (b-I9 yeulI1 0,000 

Step 4.INPUTS for iORECASTED Long Ternm Fina.ncig I 
A INPUTS for Curntland ForecoatedLongTermDfll Fortur:uqL 
INPUT Cotren Yens Inlrine Expun e (In Cw.rtcnt, ) 

"INa- ' ,Er - "I"IrI''" "as 41 YOI'++ 

(tn owr P 

INPUT Faredor Vasrble lterem Rate(For N) 
INPUT Faredinterest Rie (F) .0% NI T ForeiaartrdVasralet Irletr Rnow 
INPUT Foweonanl Vanoblo Inlrelt Rai. ,V 0 00 0 . 0. 00 
INPUT Beguaror of Year I rol lriavet ao I onle I .S05Nt4 I I Itr.r4 l.r tI, i.tr-j t.r0.ra I 

INPUT Additonal Debi3)1 . 0 0 

INPUT Procrsl Pa)'nnt, u 0 

Ending Debi alarneB'alance.t a t.,r I 'r.t"i I 

DobtInstrornrer $2 

INPUT Fared orVoorableInteresl Rale (For N) F 
INPIIT Fixed InterimRate IF F 00'. IN? "1' rIot,,Iwd ianalo. Ilntero ill, 

INPUT Foemonred VurahleIrteeor Rare,')(Al 00% 00' 0 0". 0 i 0I0l% 

INPUT B pung ofYeu Debi Balnoce(Year I enly) 0 0 0 0 
INPUT Additonal Debr 0 0 0 0 
INPUT Prmcrre. Payme, 0 0 0 0 

Eodorg Debi Baaoce r o t) 0 0 

Debt In=,rnt .) 

INPUT Fared or Vanrable Interesr Rate IF or N1 F 
INPUT Fared Interel Rate (F) 00% INPl1 Forecasted Vanlible Iilerts Rare 

INPUT Foie-ooted Visrable Interest Rates(V) 00% 0% 0 0. 00% 00% 
IN PUT Begprngor Yu Debl Balace (Year I ordy 0 0 0 0 0 
INPUT Addhtonal Debr 0 0 0 0 0 

INPUT Pnocirpi Paymenrs 0 0 0 0 0 

Endi Debttiare u 0 0 0 0 

Debt hlonroml 94 

INPUT Faredor Vorrable Inoereal Rate(F or V) 
INPUT FaredIntergerl Rote (F) 

F 
00% INPUT Foreasted Varalle Inerest Ratr, 

INPUT Fore.ired Vunoble Inaenm Rat" IV) 0l 0. 0 . 00. 0 0% 0O0% 

INPUT .toaong of Yea Debt Dllaroe (Yew I oaey) 0 0 0 0 0 
INPUT Additional Debt 
INPUT Pa,..pa 

l 
Paymerrt 

0 
0 

0 
0 

0 
0 

0 
0 

0 
0 

Ending Debt Balaoce 0 0 0 0 0 

Debt InsbunrretN5 

INPUT Foed orVonable Interevo Rare (For V ) 

INPUT Fard Interesr Rate (F") 0% Il "IFFoi-imcald Nan.0.Io Intte Rail 
INPUT Foreorted Vnable Inersm Rles V)U 0" Do'. 00% O Otis. 
INPUT Bego ntoof YenoDel Balaoe ('ro I orld) a U 0 0 0 

INPUT Addtonal Debt _ __ 1 0 0 

INPUT P'r crpl Payrert, 0 0 1) ) 
Endm Debt Balme 0 i u f) 

B INPUJT lorForeuared EqwUt Fcan__t_ ll_ 
c,a 

I 
a.21 

_jr_''lI____t_ 1-1c___,__qllr_
.1" i+m 1 o 

I0 Oar4I", Iur Ir 104,1Ioq 

R (In
INPUT No Eqtty eonoc. Correcn ) 0 0 0 0 0 

(In Conrrc)q) 0 0 U0a 
INPUT Tota io tned (Reprch.ed) 0 0 u 0 0 
INPUT Eqarry Reporchoses 

INPUT Cntent2ilM Outtandr ".000.000 

Step s. INPUT Valuation Assumptios 

Worr velipral/eaJ 9i Cost of Eqwor 

C= 1i:t [ 3 .34, Fur Makct Vale ol Noit-olintuist ye1 woLorS capital 4.14Y . eset 
Redual Giowth Rare 6.j 

http:Reprch.ed


Discounted Net Cash Flow ,Niui OUTPUT SECTION PAGE 1 
Bulgarian Cement 
Privatization 
As of December 31, 1994 

Discounted Net Cash Flow 
Cun'cnt yearj

19941] 
Year I 

1995 
Year 2 

1996 
Year 3 

1997 
Year 4 

1998 
Year 5 

1999 

Total Sales (PAGE 2) 40.866.983 46,400.920 48.650.488 51.2015.637 53.601.499 55,843,157 

Cost of Goods Sold (Cost of Scrsice) (PAGIE 2) 36.533.024 41.428.293 43,0501.663 44.923.132 46.629,471 48,150,878 
SQ4 So 0,SS.11. ~ S~ , 6206l 

Gross Margin 4,333.959 4,972,627 5,599.825 6,282.505 6,972.028 7,692,278 
1006 hI ". II 3% 1" 3' 130', Ii S. 

Variable and Fixed Costs (PAGE 3) 
Total variable costs 1,811.708 2.088,041 2,189.272 2,304,254 2,412,067 2,512,942 
Total fixedcosts 660.835 680.660 701.080 722.112 743,776 766,089 

Total variable and lIcd costs 2,472.543 2,76X,701 2.891t,352 3,026.366 3,155,843 3,279.031 
0 141 00' t Q5 i* V,49, . 

Earinings Belore Intercst, la.es, Deprciation. 1.861,416 2.20.925 2.719,474 3.256.139 3.916,185 4,413.247 
and Antonization (EI31I .X) 40, ;, 1 6'! A, , "l W,. 

Depreciaton (PAGE 5) 92. I 1.iI,) 1.423 I.1111.0)(9 .t14 75, .o21.423 1,028,089 

Earnings Before Interest and "iaxes (HU1I'l X199.30) 1,202.51)2 1.71t1.l14 2.241.383 2.794.762 3.385,158 

Interest Expense (PAGE 4) 1.031.143 390.174 390.174 19u.174 390.174 390,174 

Profit Before Tax (11.838) X .12.329 1.311.211 1.851,21o 2.4o4.589 2,994,985 
•0 P. I%V, 3%6.. 4 1.. 3 40. 

Tax Provision (52.735) 324.932 524.484 740.484 961,835 1,197,994 

Profit Alter Tax (79.103) 487.397 786.726 1.111.726 1.442,753 1.796,991 

Free Cash Flow 
Profit After Tax 487.397 786,726 1.110.726 1.442.753 1,796,991 
Depreciation 1,001.423 I.1U08,089 1,014,756 1,021.423 1,128,089 
Additional working capital requirements (1,084,652) (440.9151 51l809) (469.589) (439,365) 
Capital investment ] Ot.lll ) (l l I llll.l RI.l) I (}.(1110) 0.(l(l)))]( 000 ) 
Additional Debt Financing i iI 0 0 0 

Principal Payinctnts 0 0 1 0 0 
Changes in Equity Financing 0 0 0 0 0 

Free Cash Flow 304,168 1,253.9100 '14.672 1,894,587 2,285,715 

Present Value Factor 0.8607 0.6375 0,4722 0.3498 0.2591 
Present Value ofCash Flow 261,786 799,397 720,016 662,745 592.271 

Residual Value 4.962,357 
Sum of Present Value of Cash Flows 3.136.215 
Present Value of Residual 1.2X5.837 
Prelnuinar Value 4.322.0152 

Working capital (delicicnc.y) suq)lus 4.339.3211 
Non-operating j.vsets 0 

Equity value indication 8.661.372 

Total shares outstanding l.0t000 

Equity value per share 8.66 



OUTIPUT SECTION PAGE 2Discounted Net Cas, ~io, [lo~I 
Bulgarian Cement 
Privatizatlion 
As of December 31, 1994 

SSALES AND COST OF GOODS SOLD(OTOF SERVICE) ANALYSIS 
Currentyearl

1"994 | 
Year I 

1995 
Year 2 

1996 
Year 3 

1997 
Year 4 

1998 
Year 5 

19991 

Unit Production 

Cement 2,691 3,011u 3.0010 3.001 3,000 3,00 

Lime 200 221) 25o 30 325 325 

Asbestos Cariohs Ilo.51111 10,5M) O.5'1 10.3111) 10,5011 10.500 

UnitCapacity 
Cement 3.,000 3.t111 .1.1o1u 3.00t, 3.0t00 3,000 

Linte 500 5110 500(t 500( 501 500 

Asbestos Cartons 21.( Io 21.,1111 21,01) 2 ,t1)t11 21,000{ 21,000 

Percent olCapacitx 

Cencnt 89 7.. 10 (111.tt 1110.01"..itu 0U.0t. 100.10. 1010.00o 

Linte 40.0.. 44.11'. 560(tl., 0'1",. 65.09. 65.00% 

Asbestos Catons 50.11", 50).0"o 510IIw. 550.. Si).0". 5.016 

Price per Unit 

Cemtent 12.413 12,910 13.555 14,233 14.944 15,692 

Lie 10,438 10.438 10,43X 10,438 10,438 10,438 

Asbestos Canons 512 512 512 512 512 512 

TotalSalesby Product 
Cenent 33,403,383 38,728.560) 411.664.988 42,698,237 44.833.149 47,074,807 

LUic 2.087.6111) 2.296.3160 2.609.5110 3.131,401) 3.392,350 3,392,350 
Asbestos Canons 5.376.000 5,376.l00(l 5.376.l1l 5.376.01111 5,376.000 5,376.000 

Cost per Unit 

Cenent I1.064 I1,396 11.738 12.t(lgt 12.453 12.826 

Limc 8,599 8.857 9.123 9.396 9.678 9.969 
Asbestos Cartons 48( 504 52,j 55% 583 613 

1otalCosts by Product 

Cement 29,773.224 34.187.76011 35.213.31 36.269.795 37,357,888 38.478,625 

Lintc 1.719,8011 1.948.533 2.280,6701 2.818.908 3,14i,431 3,239,794 

Asbcstos Canons 5.0)40(,00tl0 5.292.111111 5.550.600 5.834,43i4 6.126,152 6,432.459 

Profit per Unit 

Cement 109"1. 117"., 13.4", 15.1% 16.7'. 18.30o 

-inte 17.6"., 15.1. 126", 1U01. 7.3'. 4.504 

Asbestos Carlon- 6.3u.. 1.6'. -3.4u., -9.5'. -14.0% -19.7% 

SALES 4I'OAL41. 8(16.93 f 46.411(92(1 48.0,51.488 51.215,637 53.601l.4;'. 55,43,157 

TOTAL CSTS (IF( i()()S SOILI) ( O(FS(II:SERVICE) 36,533.024 41.428.293 43.(,51.163 44.923,13.2 46.629.471 48,150,.78 



Discounted Net C.LsOtFo% Model OUTPUT SECTION PAGE 3 
Bulgarian Cement 
Prvatization 

As of December 31. I 99.4 

VARIABLE AND FIXED Current year Year 1 Year 2 Year 3 Year 4 Year 5 
COST ANALYSIS 1994 1995 1996 1997 1998 1999 

Viriable Costs 
Adnunistrat% c 1.625.t,44 l. t5,.037 1.94o.02U 2.048.225 2.144.060 2.233.726 
.larketing I X6.064 232. tou 24;252 25U.u21X 268.007 279.216 

iNank I) 0 0 

.egal and aiuduting U to ii U 0 0 

L'ilities U Ci U 0 (, ( 
Nhscellaneoui to U it 0 0 0 

Other z I to tU 0 0 

Otier 92 0 U 0 0 0 

TOTAL 1:4,RJ..IBL'" (I-,*oSTS ) U ) 0 0 
Total Vat able Costs I.. I l.7UX 2.iiXX.U4 1 2. 1X9.272 2.304.254 2.412.067 2.512.942 

Fixed Costs 
Rent U 0 0 0 0 

Salaries 66U.835 ox0.,(,U 701.08(0 722.112 743.776 766.089 

Maintenance 0 ) 1) 0 0 0 
Other I (J 0 U 0 0 0 
Other s"2 U 0 0 0 0 0 

TOT4L FIED t .'TS to 0 0 0 0 
Total [ised Costs 660.835 6X0,.660 7 01.00 722.112 743.776 766.089 

Variable CosLs (x%a percent ol sales) 
Adnuinistrati c 4 o ,, 4 (Ou,. 4 0"o 4o 4.00o 4. 0 o 

Marketing 0 5",, o 5%, () 5%, 0.5, 0 50 0.50 
Insurance ( 0%. U 0% 0%, U0%. 00% 0.0% 
Legal and auditing 0(),, ()(.1 1 00. 00. 00 0% 0.0% 

Utilities () 01,, U U',, i) U , 0 ., 00 o 0.0* 
Miscellaneous U U to(I'l,, ) (", )0"u 0 W. 0000 

Other al ( 111". U U1, l l" (.01 0.00 0.0%a 

O ther V2 UIi ,, ii".t,,1' I0 ,,0 " 00 0 0" 0.0"% 
TOTAL I:4JR!.l.i C"(STN liiit.,11"..",, to 0.001. U Wu 0% 0.010 

Total Variable Costs 4 4",, 4 5,., 4 511l, 4 5',, 4.5Oo 4.5o 

Fi\ed Costs (percent goiwlhi 

Rent t Ilu,, ittl,,0(. 0 "o 0.0%o 

Salaries I Jo 310 3 0% 3.00. 3.0% 

Maintenance Uo. ()0)M, 0 0% 00% 00% 
Olher :1I ((i",,IW",, )",, 0 00 0.000 
Other -2 WI",, 00"',, 0.l 0 0 0.0 

TUTAL FLVD COSTS ii Uo (" 0.00,1 0.0% 0.0% 

Total Fi ed Costs . U,, 3 30 . 3.0% 3.0"o 

TOTAL VARIABLE COSTS .xl .7uI 2.t,,.041 2.1X9.272 2.304.254 2.412,067 2.512.942 
TOT.AJL FIXED cOsTs 66., 5 ,10.6( 7ol1.00 722.112 743.776 766.089 



Discounted Net Cash Flow. ,udel OUTPUT SECTION PAGE 4 
Bulgarian Cement 
Privatization 
As of Decentber 31. 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
,IN LONG TERM FINANCING REQUIREMENTS 

A. IN111 T' for (urri-nt anodForcca,h-d Ino " D'eI)nl bt lainnino 
carI '.11 Year 4 Year 5 

TOTAL. INTEREST I' INT 995 l 19917 1998 1999 

Bank Loan 390.174 390.174 390.174 390.174 390.174 

Debt Instrtumenl -2 0 U0 0 

Debt I!iLsruinenl t:3 0 0 0 0 

Debt Instrument v4 0 0 0 0 0 

Debt Instrument :5 0 U 0 0 0 

1110 AL INI FRSTlAYNILN .S [ 39o.174 39o.174 390.174 390.174 390.174 

TOTAL ADDITIONAL 1)EAFT FINAN(IN 

Bank Loans U 0 O 0 0 

Debt Instrument 92 UO 0 0 0 

Debt Instrument n3 0 0 0 0 0 

Debt Instrument 94 0 0 0 0 0 

Debt Insirument 05 0 0 ) 0 0 

111'0 IAL 'rDDITI)NALDEBT FINANCING 00 0 0 0 0 

TOTAL PRINCIPAL PA'MENTS 

Bank LAoans 0 011 0 0 

Debt Instrurnet !'2 0 ) 0 0 

Debt Instrment z3 ) Ii 0 0 

Debt Instrunent a4 0 0 0 i 0 

Debt Instruncnt -'5 11 0 (1 0 0 

('I'A. 'RINCI.Al.P'AYMI.N IS I o 0 0 0 

TOTAL EDLVG DEB7 1.560.694 1.560.694 1.560.694 1.560.694 1,560,694 

TOTAL CHANGE IN EQUITY FINANCING 

New Equity Issue,. 0 0 0 0 0 

Additional shares issued 0 0 0 0 0 

Equity Repurch es 0 0 0 0 0 

[lTO'IAL CHAUGL IN t;'l I :IN.ANCINI J 0 0 0 0 0 

[EBIT toINTEREST 30oX 4 3, 5 74 7.16 9.6X 



Discounted Net Cash, Flo% Model OUTPUT SECTION PAGE 5 
Bulgarian Cernen, 
Pnvatizatiun 
As of December 3 I. 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Current year 
19941 

'ear 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Fixed Asset Depreciatt-n - Ekisfina Assets 

Net Fi\ed 

kst%. 

Depreciation forshorl tenn dcpreciable asses 

Depreciation lbr medium teml depreciable asscas 

Depreciation for long temi depreaiable assaLs 

0 

13.749.561 

2.343.559 

0 

916.637 

78.119 

0 

916.637 

78.119 

0 

916.637 

78.119 

0 

916.637 

78.119 

0 

916,637 

78.119 

Capital Ex penditure I)epreeiathug 

Depreciation for short lenii depreiahl, ;.,,is. i. 
o U 0 

()i 
(0 

0 

0 

0 
0 

Depreciation for mcdium elmideprciah assets 

Depreciation for long tIrnI depreciable assets 

6.6(,7 

{ 

o.7 
o,7 

0j
0 

T 
o.667 
).667 

6.667 

0 
o 

6.667 
t.667 

6.667 
6.667 

0 
0 

0 

0 

0,667 
6.667 

6.667 

6.667 
6.667 

0 
0 

0 

0 
0 

r1..xsA. DEU IA.(,EXI.SL3 lousx.ux9 1.U14.75 .0142.1 1.o28.oH9 



STEP 1: ANAL YZE YOUR COMPANY
 
COMPARATIVE ANALYSIS EXERCISE
 

In this exercise, you will aralyze the historical and current financial performance of 
Bulgarian Cement and identify the company's strengths and weaknesses relative to 
Romanian Cement as well as to the industry. The goal of this benchmarking exercise is 
identify possible areas of improvement in order to manage the company's financial 
condition toward maximum value. 

You are provided with three years of historical balance sheets, income statements, and 
ratio analysis of Bulgarian Cement. In addition, you are given benchmarking data from 
Romanian Cement and from the cement industry. 

First, calculate the missing historical ratios in Schedule III marked ROE Breakdown. 
Next, using the provided information identify the areas of strength and weakness with 
respect to the following categories: Liquidity, Leverage, Profitability, and Efficiency. 



IMPLEMENTING AN INTERNAL
 
VALUE CREATION STRA TEGY
 

STEP 2: IDENTIFY VALUE DRIVERS-

OPERA TING DRIVERS
 

PRODUCT MIX ANALYSIS EXERCISE
 

In this exercise, you have been given three scenarios for adding value to Bulgarian Cement 
by varying the company's pricing and product mix as it relates to the Asbestos Carton 
division. Using the DCF model, determine the most appropriate strategy for adding value. 
Given the nature of the Asbestos carton industry in Bulgaria as a price competitive 
environment, which one(s) is (are) the most feasible? 

Scenario I: 
" Increase the growth in Asbestos Carton prices to 5 percent growth in each year of the 

forecast. 
" Because prices increase, the demand for Asbestos Cartons decreases and Asbestos 

Carton unit sales decrease by 5 percent in each year of the forecast. 

Scenario II: 
" Divest the Asbestos Cartons product line in 1994. 
" Receive 500,000 Lei in cash (record as a non-operating asset). 

Scenario III: 
" Expand production of the Asbestos Cartons to 75 percent of capacity in each year of 

the forecast. 
" Because of economies of scale, reduce cost per unit growth to 1.0 percent growth in 

each year of the forecast. 
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Step 1. INPUTS for Product Sakis and Current yedr Year 1 Year 2 Year 3 Year 4 

Gross Margin FORECASTS 1994 1995 1996 1997 1998 

A NPUT Current Neu-

B Forecast TOTAL SALES or UNIT SALIS T or )' IfT v;selected, proceed to it. IlfU is selected. proceed to UIDi 

C INP;TS Ir TlSOTAL SALES T Ioreca.st 
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INPUI Current ear cost ,i gods sold, or cst d,ser ice) 

INPUT Sales growth rates e,,, I-I . ),Iiar OII,, I'o Oi.l 

INPUT Cost of goods sold or i,,st o,"ervce ii i pcr.cnt ,i sales tor sears I-I , C ii"-, O , 

D INI': IS 1i*,rUNIT SAI-LS 0 1 r[CaLs lN'i I 
iL'urreni se,;ii 

IN\T U I 'rod ut N am es a nd I. .. , srtedI nit Ir d -ti11Ii n ' iIlJ I . .. i . a O+ i, ld 

qb I1 5 , " 1 1 
Ia s~'anoon o7 4Th , C S 

I 'UnTCot IVAI 

tn _,_,_ _ 1"'it _ .std__ it_ aINPUT Ir'nduct droups-Unit ('apacil I ' ____ _ .___ _ ",__ t 

'enrent II ,1 3 1 -I i0 

Asbestos I 'arron 2.2i _I.L 2 t.r 21. u 

I I'ot~n loI.12,1T 

Nil 

4;'4 
" 

1., 

I 

INPUT Unit Sales Prices 
Cem ent 

Lime 
Astestos Carons 

1 
k'nit rie 

12.4 1 
il I , re.,ted I ntt [n I. ir,h 

5r, N 1. 10% 
Iilld 0 ),.1 o 

J. 

Rates 

1 
5 0,.1 

INN:1' 

'urent Ncae 
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Cement Lim 
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Step 2. INPUTS for Variable and Fixed Current Near Ycar I Year 2 Year 3 Year 4 

Costs and Taxation FORECASTS 19941 1995 1996 1997 1998 

l\ 1t I 
'Uunt %c if 

A INPU T Variahle Cost torec-sLs Varahhle (I -',Isent !tStiesI t ifnhki'iitls is 

Admirustratve 4 1ti ,4. 4 W ,. 4u., 4 Ir. 

M1arkc'ung . N"''t, 5'. , il q1. 

Insurnince .) 0ii', 11 11% ItO,00 

Legal and auditinjn 111, U.i (1 1-, U 0. 
i 


Utilities II IU 0 ()ltt i 
' 

Miscellaneous i o'ti,'4 0itt .
0 

ordier.f, ii0 iW. 00" 111 

Outher42 5i 0.; Ot' 

OPTIOV.4L: INPUTTOT-1.L IAI.41LE(YO.%TS [ 0-".[I 

I ' t "I 

B INPLT lot Fixed Cost tnrecsLs Fi\ed (i sis I M' F I ',easicd Fi\ed list Growth Rates 
Rnt 1, 1.'3 , u 011. 1b% 

Salaries 660.i i 3%. 3 YIt. 

Maintenance iU IM , 0o 0% 0 0. 

Other #I ii i '. Li0". 000 0 O. 
Other -2 i1 tiii l 1 u1 t0 OtIS, 

0. I7ONAL: INPUTTOTAL F7AFI YrPS i1 11" l..,I oit i U'1 

IN']IS." 

'urrent Near 
Tax Rate INl T Fr,..rretd Tis Rates 

INPUT Current Year Taxes ard Forecasted la%Rates 1 I , 1.Ii , ... [iI UiiI 40 1t, 1 

Year 5 
1999 

U0% 
il 

35
 
. 2 

it 

21 

0U% 
45, 

0I0y 

Year 5 

1999 

40r. 

05Stt% 
600"' 

00% 

0 1[ 
0 0-111 

0 0% 
50'0% 

o 

0%11 

3 (% 
0 0% 

0 t% 
10% 

0 0% 

4 ,o i 
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Discounted Net Cash Flow Model IO TPUT SECTION PAGE I 
Bulgarian Cement 
Privatization 
As of Decenibvr 31, 1994 

Discounted Net Cash Flow 

Cunenl year[ 
19941 

Year I 
1995 

Year 2 
1996 

Yea1 Z 
1997 

Year 4 
1998 

Year 5 
1999 

ToLd Sales (PAGE 2) 40.X66.943 46.387.481) 48.623,642 51.165,418 53.547,941 55.776.292 

('ostof Good Sold (Co%of Se,,) (l'1 il. 2) 36.53.024 41. (.I.(, + 42.50M.H94 44.1191.917 45.493.108 46,695.734 

Gross Margin 

Vanable and Fixed (-oss (I'AGE 3) 
Total variable costs 
Total fixed zosts 

Total variable and fixed costs 

4.333.9)51) 
MO 6% 

1.81 1.70H 
660.835 

2,472,543 

5.22,1.787 
/!:1 

2.()97.437 
680.161i 

2,768,1)097 

6.114,74X 
~ 

2,1H8.1164 

7111.111) 
2,8199,144 

7.074.421 
13 41 

2.302.444 
722,112 

3,024,556 

X.0154.832 
I 04, 

2,409,657 
743,776 

3,153,433 

9,080.158 
/0Plt 

2,509.933 
766.189 

3,276,12. 

Earnings Before Interest, Taxes. Depreianio. 
and Amortization (EBI'I-DA) 

1,861.416 
46, 

2,455,690 
1 3,, 

3,225.6014 
66, 

4.149,865 
. 9,; 

4,911,399 
R.' 

5,8114.536 
1049. 

Depreciation (PAGE 5) 962,111 1,0111,423 .00l.(1819 1.1114.756 1,021,423 1.028.089 

Earnings Before Interest and Taxes (EBIT) 899.3115 1.454.267 2.217.514 1.15.1to9 3.879.976 4.776,447 

Interest Expense PAGE 4) 1.1131.143 I'm 174 1911.174 19i1 174 111.114 390.174 

Prolit B ore rax (I11. ) 1.06-4.194 I.X27.34 2.644.9 I6 1.41)9.8)1N 4.386.273 

Tax Prmision 
5 2 

. 
7 
, 
5 
j 4251,1, 7 I1.1) 1, 111579174 1. 115.921 1.754,509 

Profit .ierTax (79.]1)3 1K.456 
-O~~~~ 

1.1196.415 1.516.961 
PtI 

2.01.88.12 
19"4,¢ 

2,631,764 
4 74t 

Free Cash Flow 
Profit After Tax 
Depreciation 
Additional workig capital requirements 
Capital investment 

Additional Debt Financing 
Pnncipal Payments 
Changes in Equty Financing 

Free Cash Flow, 

631)451, 

1.1101.423 
(Imam82.17) 
(It)0.1ttw) 

11 
1) 
) 

457.h62 

1.096.405 
1.008,089 
(43.288)1 
(10).0mm) 

I)0 

) 
1.566.2U6 

1.586.961 
l.0 ..756 
(49M.188) 
(I (m.ttmm) 

Ui 

2,013.529 

2.093.882 
1,021.423 
(466,974) 
(10O.0))) 

0I1) 

) 
I1 

2.54H.330 

2,631,764 
1,028,089 
(436,757) 
(100,0m)) 

0 
0 
0 

3,123,.97 

Present Value Faour 
Present Value of (ash I'lo,, 

0 X607 
194.1164 

0)6375 
99x.S1 

0,4722 
946.151 

0 3498 
891.431 

0.2591 
809.251 

Sunt of Present Value otCash Flows 
Present Value of Residual 
Preliminary Value 

Working capital (deficiency) surplus 
Non.operating assets 

4.039.400 
2.078.940 
6,118,339 
4.339.320 

t 

Residual Valuc 8,023,130 

Equity valueindication 10.457.66) 

Total shares outstanding 

Equit value per share 11 46 



Discounted Net Cah l,," Miodel [IOUTPUT SECTION PAGE 2 
Bulgarian Cement 
Prisatization 
A%ot Decemiber 31. 1994 

SALES AND COST OF GOODS SOLD Current Near Year I Year 2 Year 3 Year 4 Year 5 
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 1999 

l 'nl Production 

Cemenl 2.691 3.00U 3.000 3.)00 3.001) 3,000 

Lime 2)11 2210 25 300 325 325 

Asbeilos Cartion 10.510 9,975 9.476 9.002 8.552 8,125 

Unil Capacuty 
Cement 3,000) 3.011I 3,1)(11) 3,000o 3,00011 3,X) 

LOe 50) 50it) 500 500 500 500 

.Asbestos Caions 21.1(1) 21 .U1) 2 l.Oil 21.0)000 21,1100 21,1M) 

Percenl o Capscist 
Ccnmenl 9,7", DO",lO P lol( Ol, 1[)11()Uo 1ORO 1M(|X.O". 

Lime 40| 0'., 44 0% 5001% 60011, 65.00o 65.(0% 

A.sbcsos Canons 50.01) 47.5u. 45. I 42.9"o 41170o 38.70o 

Price per Unit 

Cement 12.413 12.910 13.555 14.231 14.944 15,692 

Lim', 10.438 10.438 I0.4IX 10.418 1),438 11,438 

Asbestos Colrons 512 538 564 59)1 622 653 

1oal Sales by Produ l 

Cement 1.3.4113.181 1 7214.5)w) 401.(,64.995 42.198.217 44,833.,149 47,074.807 

Ltme 2.1187.iwiuI 2. 29t,. 1,) 2.609 iII) I I 11.400) 1.392.350 3.392.350 

Asbestos Carton% 5.376i.0)1I 5. 1,2.5611 5.149.154 5.1 15.78 I 5.322.441 5.309,135 

Cost per Unil 

C'emenl I 1.1164 II. 1)(, I 1.718 12.iwi 12.453 12,826 

Lime 1. 5') 8.X_;7 9. 123 9.39, 9.678 9.969 

Asbestos Canons 480 5)4 529 556 58 613 

Total Costs by Produ t 

Cement 29.773.224 14.18M7.7611 35.213.393 36,269.795 37,357,888 38,478.625 

Ltme 1,719.1100 1.948.533 2.280.670 2.81 8.91)8 3.145.431 3.239,794 

Asbcsto. Cartions 5.140,0)00I 5.027,401) 5.1114.832 5.002.294 4.989.789 4.977,314 

Protil per Lit 
Cement I09". 11.7". 134'. 15.1'. 16.7o 18.306 

Lime 176% 15 1% 12 6u 10 0% 7.3% 4.5% 

A.sbestos Caitons 6.3". 6.3% 6 3 6.3% 6.3% 6.3% 

O1,KL SALES '41,866.913 46.3X7,48)) 48,623.642 51.165.4118X 53.547,941 55,776.292 

T O W (itMlDS SOI.D ( ) rF SERVICE) 36,533.124 41.163,693 42,508.894 .14.1190,997 45.493,1108 46,695,734 



Discounted Net Cash Flow, odcl OUTPLIT SECTION PAGE 3 
Bulgarian Cement 
Prvatization 
As of Deember 31. 1994 

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

COST ANALYSIS 19941 1995 1996 1997 1998 1999 

\anible Costs 
Administrative 1.25.644 L.X55.499 1.944.946 2.u46.6 17 2.141.918 2.231.052 
Marketing 186.064 231.937 243.11 X 255.827 267.740 278.881 

Insurance U (J u 0 0 0 

Legal and auditing 0 Ui 0 0 0 0 

Utilities 0 0 0 0 0 0 
Miscellaneous 0 0 0 0 0 0 
Other 1 0 U 0 0 0 0 
Other 42 ( 0 0 0 0 0 
ToT.-L ,ARI.-UJL.- tOSTS U 0 0 0 U 

Total Variable Costs 1.811.708 2.087.437 2.188.064 2.302.444 2.409.657 2.509.933 

Fl\ed Costs 
Rent 00 0 0 0 0 
Salaries 660.835 6X0.660 701.080 722.112 743.776 766.089 
Maintenance 0 0 0 0 0 
Other #1 0 0 (U 0 0 0 
Other #2 0 0 0 0 0 0 
TOTAL FIXED COSTS__ 0 0 0 0 0 0 

Total Fixed Costs 660.835 680.66U 7U1.080 722.112 743.776 766.089 

Variahle Cost%(:L a percent ol salesi 
Adni stratls.e 40",, 40". 4 0". 4 0"o 4 (Jo 400 

Marketing 1)5' ) io 0 5',, (,.5"u 0.5°o 0.500 
Insurance () (il. ()til. 0 (il. 00"o 00%. 0.00 

Legal and auditing U 0" 0(.01", (0"., 0 0 00 U 0.00 

Utilities 00"11 U t". (i ".. 0.0 . 0 0% 0.000 
Miscellaneous 00", Ct0". 0t0", 0'. 0.000 U.00. 
Oier tsI 0% 10),% 0 0% 0.00% 000 0.0% 

Other 92 (10,0 00". 0.0% 0.00 0.0% 0.0% 
TOTAL I :4RIA.L'.E'ST 0.0% 00"o 00 0.00 0,0% 0.000 

Total Variable Cost% 4.4u. 4.5"0 4.5% 4.50 4.50o 4.5% 

Fixed Costs (percent fom.h) 

Rent 0.0% 0.00. 0.000 0.0% .0% 
Salaries 3.0%, 3.0" 3.00o 3.0%0 3.0% 

Maintenance 0.0" o 0.000 0.000 0.0% 00% 
Other sI 0.00.0 0 0". 0.0 0.00 00% 
Other 112 0.000 0.01. 0.00 0.0% 0.00'a 
TOTAL FIXED ( "0SM' 0.00. 0.0o 0.00o 0.000 0.0% 

Total Fixed Costs 3.0% 3.0"% 3.00. 3.0°o 3.0% 

T'OTAL VARIABLE COSTS 1.811.708 2.087.437 2.188.064 2.302.444 2.409.657 2.509.933 
TOTAL FIXED COSTS 660.835 680.660 701.080 722.112 743.776 766.089 

\iC
 



Discuunted Net Cash hitMide.I OUT'PUT SECTION PAGE 4 
Bulgarian Cement 
Privatization 
As of Decenber 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERM FINANCING REQUIREMENTS 

A. INITTS for Current and Iorecasteui I .4.iia WiTl I)ebt ,1;ii1t161 
."lI 

TOTAL INTEREST PANI F N"I S 995 

Bank Loans 390.174 

Debt Instrument --2 U 

Debt Instrument P3 U 
Debt Instrument -4 0 

Debt Itsrument U5 U 

ITI'1'-'L INTERSTI'AYMENSS 39u.1V74 

rOTAL ADDITIONAL iEIT FINANCING 

Bank Loants 0 

Debt Instrument P2 

Debt Instrument r3 t) 

Debt Instrument h4 ) 
Debt Instrument #5 0 

[[TALrAI)DIIIIN.\I. I)1.I1T I.V\CIN(G [ l 

rOTAI. PRINCIPAL P.YMIENTS 

Bank Loans 
Debt Instrument 92 i 

Debt Instrument #3 0 

Debt Instrument 44 ii 

Debt Instrument #5 Ii 

'TAL I'RINCIPAI. l'AYMI.NTS 1 I' 

TOTAL EDIA DEBT I.iwit,94 

rOTAL CHlANCE IN EQIVITY FINAN(ING 

Ne, Equity Isues u 

Additional shares issued U 

Equity Repurchases 0 

1OTA CIl..AN'IE IN EQUITY FINANCING J u 

EIIBr to INTEREST 3 ' 

'eal 2 
199t, 

19u. 174 
0 
0 
0 
0 

39.174 

0 
0 

0 

It 

{U 

01) 
0 
0 

U 
(0 

0 

1.560.694 

0 

0 
0 

0 

5 6X 

Yeal 3 
1997 

390. 174 

U 
0 
) 

390.174 

0 
(0 
0 
0{ 
U 

(1 

0 
0 

0 
0 

0 

1.560.694 

0 
0 
0 

0 

7 78 

Year 4 
1998 

Year 5 
1999 

.190.174 
U 
0 
0 
0 

390.174 
0 
0 
0 
0 

390.174 39U,174 

0 
0 
0 
0 
0 

0 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 0 

1.560.694 1.560,694 

0 
0 
0 

0 

0 
0 
0 

0 

994 12.24 

\ pIt 



Discounted N t Cah Fo, N,od,:l jOUTPUT SECTION PAGE 5 
Bulgarian Ceentn 
Privatizaion 
As of Decenber 3 1.1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Curre tyear 
19941 

Year I 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 9 
19991 

Fixed Assem Deprecialioi - Exiini Asets 

Depreciation for shortterm depreciable a,sLs 

Depreciation for nediuim teniideprciable xsL, 

Depreciation fr long lcrn1 deprcciahl assei; 

Nei Fixed 

.A 

0 

13.749.561 

2.343.559 

U 

916.637 

78.119 

0 

916.637 

7X.119 

0 

916.637 

78. 119 

0 

916.637 

78.119 

0 

916.637 

78.119 

C'apital Expendlure IDepre,:iali~m 

Depreciation forslionerinn deprc.ible assU, U 1) U U 

0 0 

0 

Depreciation for medium lemndepreciahl asstis,6 t,.6(,7 
u.o07 

6.o67 
6.667 

6.667 

6,667 
6,667 

6.667 

6,667 

6.667 
6.667 
6.667 

6.667 
o.667 

Depreciation lbrlong term depreciale ass&%, U 0 
a 

a 
0 

0 
0 

0 

a 
0 

0 

111. DEPRECIAION EXENS. I0U01.423 I.U ,089 I.(14.756 1.021.423 1.028.089 



Dis.counted Net Cah fu. ,,,,,,. INPUT SECTION 

As of Dec~ionbcr 31, 1994 

Step 1. INPUTS fur Product Sales and 
Gross Margin FORECASTS 

Current year 
1994 

Y.,ir I 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

A INPUT Current year 
B Forecast TOTAL SALES or UNIT SALES IT or U)' t *Is se d, pI ,cee.l.1t It If s ted, proced to olD) 

C [NiVTS Ior TOTAL SALES iT) lirecat 

INT T Current vear sales 
INTUT urrent ,ea cost ol gods sld ( orsit 
IN t 71 Sales g.%,th rates 1,tr ,r-. I-i 
INPUT Cost0t 8of idS Sold(11 LO ts sr ice) ' 

o.r 

pcrrnt t sales r eltsc.[% 

U ,uu U, U U 01 

it 

D INIII'-7S hor UNIT SAL S , hrCLXst 

INTI'T Product Namcs and I ,rc-.,t d I it I' ,cst,n 

Cemcnt 

[Mbe~stos Cantons 

I\ 1PI 
" 

S'urrvni ,ca 
: Stld 

, i" 

i 1' 1 I ,ic.aitcj I n'tat ld 
I a ;.IAl 

k'iiIo 

3.tW 
325 

3,t)(MI 

325 

IN'PUT Product t3roups-ltnit ('apacim 
Cement 
Lime[,
Asestos Cartons 

NMI! I 
k "urr it sc r 
[lit 

iii 
. .... 

INI 
fTT 

"1,,., 

I[ -I.,trd I nit ip'aPAtir

[ 3 

__-___
^1 j-kl 1"(A 1 

3.1 

"Lol 

X 

5W
2"l OU 

INPUT Unit Sales Irices 
Cement 

'urtrint year 

I t rices 
1'11" 

ILI. 7, 777 

, 
INi 'T F,rrcast d I nit Price 6rosslh Rates 

5it %I5 rf 5 0% 

Lime 
Ashestis Cartons 

il 1% i 
"1 

0140, 
'2 

() (ip 
00% 

INPI 'T 

INPUT Product Cost per Unit 

Cement 

Lime 

Asbestos Cations 

I 'urret %'ear 

t ist pert nit 

1.,w3 
81Q1 

41E 

INit I 

1,to 

3 V1.1. 
i ... 

FrC.astcd I 'nit (',,%t6rlth Rates 

3 Uo 3 3,, 1 0Y 
3.1 3 W 61 

i ,'. i , W,1 

3 t'6 
.1 % 
5 11% 

Step 2. INPUTS rur Variable and Fixed 

Costsand Taxatjion FORECASTS 

Current yetar 

1994 

Year I 

1995 

Year 2 

1996 

Year 3 

1997 

Year 4 

1998 

Year 5 

1999 

i t II u \'1ltsc1 

A INt T Variable k ost forecccsts 
Admtrustratvse 

.Marketing 

I enur c s 
Letal and audititg 
Utilities 

Miscellaneous 

i C)U" r J 

jOther 02 

\ irihl, A'-t, 
.t.i-t4-

ISn.Ot(,4 

It-
, 

tj 

E 

1\1l 
411% 
It 5', 

)I 1,'% 

U P 
It 

it it, 
tj ( ) % 

w0 

I Va\ii v i--st%is a Percent 
4o%. 4 0 

i, I0 "4 

lt0 I oiNit,. 
k'te", (liljt, 

t'ltii I o 

1i1 0 
° % 

1 1, ; 1J 4) ol . 

LIo o 0 I)% 

i4 Sales 
4 W,.0 

5% 

U .o 
10U 

0 
(I F '.-

( .% 

40% 
0 5% 

50; 
°, 

0 0% 
(009 

00In U9 b 
0 0 o 

00% 

OPIONAL INP 'T TOTAL I ARIILE t "O.. , I ru j W'o , : 

I NurTnlyear 

B INPUT for Fixed Cost lrecasts 

Rent 

Salanes 
Mermcc 

Ote 1 
Ote # 

OPTIONAL: INPUT TOTAL fTXED('OSTS 

Ft\cd t,,ts 
O) 

erwti 13 
L1 

)1 
) 

F -0 

i1 tP4 

ItA. 
it Wj 

0t0I'.1 

,,o7o1 

I I -,,recasted 

U I 

4°%. 
.1 

UU.1 
)Lii 

ro I 

Fised ('ost tirokh Rates 
it 01. o1%{II 

3o.. It9. 
0 11t% 10% 
U 1 Utt G7tJ% 
It00u0 07 

itt tl., 

U 01% 

3 0% 
00ft 
03% 

ito1)j 

iO% 

IN Il "I 
C urre t %e;at 

Itt\ Rate INI' I t-.,rci.t,,d I;t\ Rites 
INpu {lCurrent YearT..s and Frr.wsed I,a ,Rat'e [ ,,,,".41 1i"U "1 3 1 I -11115o 



--------

iedNet C-h F1,1.odeDi,......
::]	 

INPUT SECTIONOnleirm.0 C. --- I-

tIStepJ. INI'UIS for IOlI{ICASI ED Deprc-iaMIun 
and Capital Expenditurcs 	 _ 

K
INPUt C'-.ten Y Delutpt Irpenh. 	 I rilt, IIi,,iu 	 I 

B INP rtIe)n .e..otbieA.ret, 
hot dep ableLbit:I - 6r,,

01.0,,, deprciott~eLife t-i. .r;o. tl ir i Vt, 

Long	deptenlbne bl'i20 ) 2 t-i tU 
Tow I 

INPUTC'apttalImxpndlnoeain 	 11rclal"F ~ 'atot Exlnr.Lh nile[ 	 -rP trl i
Ct 1a. 'onamli E 'I no >. 'o' 'trorO amCaj;,Ut Er 

hol dIreurhte LieV I-5 'earY. nj It i t 1 0 
ierioundepritoblhelif.(6.1yews) Itti.tuU InnU1U I lotu., I OU Ot) Int) O 

Longiteprecobit Life(20-.) 0 1 ui 

Step 4. INPUTS for FORE:CASIEI) Lmig "'riln Fitanci.0 

A IN PL7TSfor Current sou For-cotred Long Tenl I rOnong 
INPUT Curreni Nea Intereet E lnine(inCtern--

INPLT Fid or iable tntrot t VIo,) 
INPUT F dIlt.: R.,F .2 UI. I I'LTI ,nit.ateo I. n.tde Inlrnt Rile-. 
INPLT Fo.enn-ied Vwatltl nt.m Rote, V) u U, 0 l O'.1 U(r. 00, 
INPUT oi$iFgun .'ten, L ,t ait. (t, ]I y (,nkvt l-.IN.to.O. .iG ..'I I . ....4 tl . i'500 
INPLT AdLuonaL Debt 0 0 

INPLT PrncipaL Pn)rmcntsa 0 i 1 
EndingDebt itlone tm "tIIi <n1utl-tl .0 I 1r~.I- 'un'O 

Deht Ino.trn 2 

INPTI Fied o"V-able llefl-tRotw IF 'it 

ISPI'l FP ud hIte-wlr'i 0tt nt 'tile 1. ....tnt- d V i , t*1-C . 
IN P1T FWte i gte ItnlitL i ot.l t t'I- 0 ot . i 110. i 1 0 C 

INP L " .ridiu
INPL'T ddtu 

gIo t -
JDebt 

It1I ( N ,,U\ 
, 

I , 
] 0[ l 

INKT PncnpJ Psirnetl. ,I u t U 
Endig Debt atlou-" 

Debt [netrureml 03 

INPLT Fid or aitatneIrtletet k.ttrIF or 'i 

INPLUT Fied tR.ette tR7 tI Ft ' J -, hn-tl W. 

INPLr Foteated VebltIe titteretl Ri,. I V(" Uu.. 0 0 0 U. t0. U)'. 

NPLr Bepnung of 'eatD6 mlan.et 'ea I ot. r 
INPLT AdditionaL Debt 0 

INPLUT PrnrupaLPayrnlt O 

E,.dingDebtItaL-nnie 

Debt lumi t N4] 

INPL7"Fied or V.rubleInere. 
NPIT- FuiredInterestRate 

Rote (F orV) 
F[ 00% IN;Pt'rf eco.trid I.anolIlr, Rmt. 

SLT Finrecaitd I. ulde Ilitest Rate.(V) Ode.. 10%. t0(. 00$. 00q. 
INPL 7Tb tuu ng ,f Nei mIebtHle,[" - (Y ear I ii d1 I 
INPLT AdlitonaL Iebt u 0 0 0 

INPI T Propal P,...net. 0 I 0 u 

Ending Debt BOwtce U 0 0 11 0 

Debt lean;onoenl 5 J 

INPUT Fixed otVunlble ItilemeelRate IF orCL F 

INPUT Find IneTell RatenIFI 0 0% I\P I oteoa.td VuAli. h-mt Rite, 
INPlT Forelined Vawiable Inearm R21 tV) Ou..U U 0'. UnLe 00% 
INPUT Begting ofYew Debt liadeo. (Yt'a I ony), 0 U 11 0 
INPUT Adiotnal Debt 0 0 0 0 0 

INPUT Prncipal Paytment,
Endung DebtlaLonie 

0 0 
U 

0 
.t I 

0 
tB 

U 

B INPUTS forFumiteatd Equpr, Founning ,t tnI --I hfn lliitto 1 I.t . l iluOe,­....I 'taI et 

INPLUT%.. Eqtot' Irene, (it. tunnn 0 to1 U - tI ) 
INPt" EqwtyReltuch e (n (I. 'nttI ttt Io" It 

INPUT TotalShrelsued(RrI 0 U 
INPUT Share OuLtidvn I (UtttOtCurrent 

Step S. INPUT Valuation Assuniptioui 

Wo(ng ';pmtaLnLe. ] 	 I .t ,fliutri 

Curni year workirig capital J2.34'4.2dit FaLt M. tL t ,..q-ctallmt\In . orto 

Rmedal CGo.nthRite 

http:Exlnr.Lh


Discounted Net Cash Flow lodI 	 OUTPUT SECTION PAGE 1 
Bulgarian Cement 

Privatization 
As or December 31, 1994 

Discounted Net Cash Flow 

Total Sales (PAGE 2) 

Cost of Goods Sold (Cost of Scrnice) (PAGE 2) 

Gross Margin 

Variable and FLxed Costs (PAGE 3) 
Total variable costs 

Total 	fixed costs 

Total vanable and fL\cd costs 


Eanung.s BD1orc Interest. Ta\es, Depretcialaun. 
and Anlorlbzallon (EBf'D.,\) 

Depreciation (PAGE 5) 

Earning.s Beore Interest and Iascs (EBI1I 

Interest Expensc (PAGE 4) 

Profit Belore Tax 

Tax Provision 

Profit Alter Tax 

Free 	Cash Flow 
Profit After Tax 

Depreciation 
Additional working capital requirements 

Capital invcstment 
Additional Debt Financing 

Principal Payments 

Changes is Equity Financing 


Free Cash Hlow 

Present Value Factor 
'resent Value oflCah Flnis 

Suot o1 Present Value. of Cash IFlows 

Present Value of Residual 
Preliitsnary Value 

Working capital (dclicncy) surplu 
Non-operating assets 

Equity value indication 

Total shares outstanding 

Equity value per share 

Cun'ent \carI 

19941 

4t(866.983 

36.533.024 

4.333.959 
10D¢0, 

1.811.708 

660.835 
2.472.543 

P 

1.861.416 
64 

962.111 

899.305 

1.031.143 

I11.81m.) 
U. , 

(52.7151 

(7'). 1111) 
, 2 

4,794.78 6 

2.t'23.671 
6,818X.457 
4.339.3211 

51,illtt 

11.657.777 

l.0041.0M81 

I 66 

Year I 
1995 

41.024.92 

36.136.293 

4.8X8.627 
11 -Jt 

1.846.121 

68U.661 
2,526.7X1 
- - ;0M1'., 

2.161.845 
S', 

1,1111..423 

1.361.422 

3911.174 

17(1.249 
.-

IMX(.11111 

5X2.149 
/ 1" 

582,149 

1,01.423 

(3(.956) 

II tiol)tt.t(t 


0 

0 

I) 


1.452.616 

o.4617 
1.25t(,213 

Yca 2 

1)96 

43.274.488 

37.494.(61 

5.78h.425 
Pt 

1,947.352 

701.181 
2.64M.432 

. 

1.131.994 
+2', 

I.11M8.189 

2.123.9114 

3'9.1 174 

1.711.7)1 
I~r. 

,91.492 

1.1(40.218 
. . 

1.140.239 
I .ttO(U189 
(4411,915) 

IIMI0) 

0 
0I 
0I 

1,507.412 

0(6375 
961,018 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

45.829,637 48.225.499 50.467.157 

39.018.702 40,.503.320 41,718,419 

6.7401.935 
14 

7.722.180 
16I U, 

8.748.737 
I J-63 

2.062.334 

722.112 
2784.44t, 

2.170.,147 

743.776 
2.913.923 

2.271.1)22 

766.089 
3.037,111 

0307 5d . 

1.956(.48 
o. 

4.8iI8.256 
IN010': 

5.711.626 
/1 3., 

1.1 4756 1,121.423 1.028.189 

2,941,713 3.786.834 4.o083,517 

1911.174 391(.174 390.174 

2556.0 
I., , 

19,.6601 
, U,, 

4.293.364 
% I,, 

1.,0201,624 1.358.664 1.717.345 

1 5 111.' UI, 
;jt 

2.117.996 2.576.118 
€ 

1.530.936 

1.0114.75% 
(51)(1.8t9) 

( I uluOI) 

0) 
0I 
0) 

1,944.882 

( 

2,1(37.996 

1.021.423 
(469.589) 

I 0(,(0to) 

0i 
0 
0 

2,480.0830 

2.576.1I 
1.028,089 
(439,365) 
(10,100) 

0 
0 
0 

3,064,743 

0(4722 
918.457 

0.3498 
87(1.967 

0.2591 
794.131 

Residual Value 7,809,836 

http:2,526.7X
http:41.024.92
http:4,794.78


Discounted..., OUTPUT SECTION PAGE 2 
Bulgarian Cement 

Privatization 
As of December 31, 1994 

SSALES AND COST OF GOODS SOLD Current vearl Year 1 Year 2 Year 3 Year 4 Year 51 
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 1999 

Unit Productjon 
Cement 2.691 3.0(ll .IM110 .11.11(110 3.0001 .000(X 

LUni 200 220 25;l lit) 325 325 
Asbestos C1ai(iis 111.5-I I 11 0 

Liut C.paitN 
C'€l cn .. 11111 1..111111 lllli .111111 3,1m1111 .11000 
tlme 5olll 5011 500 5111) 500( 50) 

.sbcstos Canoln,% 2.11111 2t.Iluo 21.1100 21.1111 211.1om 21,1)W1 

Percent ot Capacity
Cement lilt 197,0%%I~)U* 1(lW.%10% 100.0o 

Lurre 41)(I1,, 44 II"Uu SI10%u. 6(1,.1e 65.(10" 65.0o 

Pnce per Uni 
Cement 12.411 12.91o1 13.555 14.233 14.944 15,692 
Inm 111.4311 10.438 It1.431X 111,43H 11.438 10,438 

Asbestos Cartons 512 512 512 512 512 512 

Total Sales by Produt 
Cement 13.4113.3111 18.721.560 41.1,664.9188 42.698.237 44.833.149 47,074,807 
Lme: 2.1X7.6l 2.29.M31. 2.1,19.5oil 3.131.4111 3.392.350 3,392.35o1 
Asbestos Cartons 5,.376,U0111 I I 0 00 

Cost per Utu 
Cement 11.064 I 1.396 11.731 12.090) 12,453 12,826 
Lbiat 8.599 9.857 9.123 9.396 9,678 9,969 
Asbestos Cartons 4111 504 529 556 583 613 

Total Costs by Product 
(eement 29.771.224 34.1 87.7,o 35.21.1.393 36.269.795 37.357,888 38,478,625 
Line 1.719.11tio 1.94M..531 2.28tu1.67 2.818.911918 3.145.431 3,239,794 
Asbestoi Carl(os 5.0140.lt0I1 II II I I00 0 

Profit per Unit 
Cement 11i')",II 74, 14" I, I".. 167"., 18.30o 
Lurne ". 1 uIll (21,".. 11111',, 7.3". 4.50o 
Asbcstos Canons 6 3'.. 1111"',, 1111,,tIiII.. (0%00" 11.096 

FOTAISALES 411.X1,,,' 1 41.1124.920 4.1.274.41M 45.829,637 48.225.499 50,467,157 
(ITAL COSTS 01: G(1 IS S()1.1) (C( IS (I 11:S VI -) .3,.5(01 .1 24 16.11,.2') 17 .494.63 3.9,088.7112 40,503,320 41.718,419 

It "> 



Distounted Net Cash Flo% Model P T SECTION PAGE 3 
Bulgarian Cement 
Pri vatization 
.Asof December 31. 1994 

VARIABLE AND FIXED 

COST ANALYSIS 

Current year Year 1 
1"9941 1995 

Year 2 Year 3 Year 4 

1996 1997 1998 
Year 5 

1999 

Variable Co t' 
Administratp.e 
Marketing 
Insurance 
Legal and auditing 

Utilities 
Miscellaneous 

Other t I 
Other 02 
TUTAL I'R.AB "LEC"OS7S 

Total Vari.ale Costm., 

1.625.644 1.641),997 
186.064 205.125 

i) 

0 Ii 

U 
0 U 

u U 
0 U 
0 

.X 1.7Ux I.x4(,.121 

1.730.9XU I.833.185 1.929.020 
2 1(.372 229.148 241.127 

U U U 
U 0 0 

i U ( 

U U 0 

U U 0 

U U U 

0 U 0 

1.947.352 2.062.334 2.170.147 

2.018.686 
252.336 

0 

0 

0 

0 

0 

0 

0 
2.271.022 

Fixed Costs 

Rent 
Salaries 
Maintenance 
Other --I 
Other f2 

TOTIL FIVEI) ("OSTS 
Total Fixed Costs 

W 
66.8(5 (,iIitU 

U ii 

U 
IJU 

o 
661J.X35 XU.U,U 

U o ( 

701.081 722.112 743.776 
0t 0 

0 0 

U 0 0 

0 0 
7U I.UU 722.112 743.776 

0U 
766.089 

0 

00 
0 

0 
766.089 

Variable CosLs (a.aapercent oksales4 

Administrative 
Marketing 
Insurance 
Legal and auditilg 
Utilities 
Miscellaneous 
Other *11 
Other V2 

TOT.LL ("OTS 
Total Variable C,.ts 

4 0"., 4 0"o 
o)5. U5 ,. 
U u". UV% 

0 (.. 0u(u 

()0. I)U".. 

0(1., u1",, 

0% 0 Ou 

0(",, i1. 

0.AI.I1I.FI} " it t" 

4 4", 4"4 

40U. 40" 4.00 

050, 0.51. 0.5'0 

U (IOu 0.001 0000 

0.11., 0.)00o 0 O 
° 
o 

U00, (J(00 0.00. 
0.1',. ( 

0 o .0% 

0.0"., 0.0" 0.00 

1 0"00. Ul0°o 0.0"% 

(10% ( 0"o 1V0.00 

5.. 4 5", 450.. 

4.00 

0.5% 

0.0% 
00% 
0.0% 

0.00. 

0.0*0 
0.000 
0.006 
4.50 

Fixed CosLs (percent gross lI 

Rent 
Salaries 
Maintenance 
Other I 
Other 42 

TOT.IL FIXE) ( "OSTS 

Total Fixed Costs 

1111".. 
1 01", 
0p.,,0".. 
in,.. 

iJ",. 

(11"',, 

ii",, 

OWu 0.0",, 000 

.3 0U 3. )',, 
3 .0" 

00. 0.U"o 0.00. 

00% t.U0 0.0% 

10"., (0t.l 0.00. 

0 0 ,, U.0,, 0.0%0 

3("., 3 0". 3.0% 

0.0p 

3.0"o 

0.00 
0.0% 

0 Uo 
0.00.. 

3.000 

TOTAL VARIAILL COSTS 
FIXEDC STS 

1. 11.7uX 1 l.844.121 
6(61.35 ,X0.060 

1.947.352 2.062.334 2.170.147 
70 1.00 722.112 743.776 

2.271.022 
766.089 



Discounted Net Cah Flow Model OUTPUT SECTION PAGE 4 
lugarlan Cenient 
PHrt,,'l tion 

As or December 31, 19114 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for (urrn m!id Foreca,led IAng Term Debt |i£'aIll" 

TOTAL INTEREST P AYM1NTS 

Year I 

191); 
Year " 

)9o 

Ye.mi 3 
1997 

Year 4 
199X 

Year 5 
1999 

Bank Loan., 
Debt Instrument t-2 
Debt Instrument t:3 

Debt histrument a4 
Debt Instrument 5 

;9tu. 174 
U 
I 

0 

19). 174 

W 
I) 

) 

U 

19(.17-I 
U 

U 

0Ii 
U 

9u. 174 
U) 

0 

0 

39)0.174 
I 

0 U 
0 

0 

'IT i.LiNTEREST F MI.\NI S 39j.174 3)j. 174 39.1.74 39(.174 390.174 

TOTAL ADDIIONAL. IIwI' FIN\N( IN(G 

Bank Loans 
Debt Instrument A;2 

Debt Instrument t3 

Debt Instrument n4 
Debt Instrument 0. 

0 

(J 

U 

I 
U 

0 

U 

U 
0 

U 

0 

U 

U 

0 

0 

U 
0 
0U 

0 

0 

0 
0 

U 

III oTA. ADDrIAIN:lDEBT FINANCINU j u U } U U 

TOTAL PRINCIPAL PAYMENTS 

Bank Loans 
Debt Instrument t2 

Debi Instrument g3 

Debt Instniment ,4 
Debt Instrn' ent -5 

U 

(I 
1 

0 

0 

) 

U 

I) 

0U 
1) 

0 

0 

0 

( 

( 

0 

0 

0 

0 

U 

[TOTAL PRINCIIPAI. PAY .\IlN'I'S, U( U U U. U 

TOTAL ENDI L;D0017 1.56u.694 1.561.694 1.561j.694 1.560.694 1.560.694 

TOTAL CHANGE IN EQUITY FINANCINC 

New Equity Issues 
Additional shares issued 

Equity Repurchases 

0 

0 

U 

0 

0 

0 

0 

U 
0 

0 
0 

0 

0 

0 

0 

['IOT.,CIIANL IN 10 IY IIN.\NLINi [ U 0 U U U 

JIEBI to INTEREST 3,49 544 7 54 9,71 12.0U 



Discounted Net Cash F% %lode OUTPUT SECTION PAGE 5 
Bulgarian Cement 
Privatization 
As of December 3 1. 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Fixed Asset lepreciation -Iitin2 s,tt, 

Deprecilaton torQh il Ikn deprnniii hc. ,.t 

Depreciation forniedium teni dprxih1.,tscts 

Depreciation for long tenn depre,.hilik x.i,,t.s 

Current yearl 
19941 

Net II\cd 

__,___ 

IJ 

13.749.5ol 

2.343.559 

Year 1 
1995 

tI 

9 It., 7 

78. 119 

Year 2 
1996 

U 

9 lt.637 

78.119 

Year 3 
1997 

U 

916.637 

x.119 

Year 4 
1998 

U 

916.0,37 

78.119 

Year 5 
1999 

U 

916.637 

78.119 

(apital Expenditure IDepreciation 

Depreciation forsholtenn dcprxi.b: as.cl U 

) ___ t___ _____ 

0 

0) 

0 

( 
0 

Depreciation fbr nediun ten deprciahle w.mses 0.667 .uo07 
oj.o7 

6 ,o7 
o.667 

,._o07 

6006 
.6t

7 

6.667 
6.o67 

t.607 
o,.067 

6.667 

,.667 
t).(67 

Depreciation forlong wnmi depr,:iahIc L U ii 

A I 

U U 

U 

( 

N 

[I OIAL DEI'RECI.IIt)N l.X\I.\IN I 42.1 I I.1JXJ9 IUI4.7
5 

.2143 1.(28.089 



Discounted Net Cash Flos %odl INPUT SECTION 

IluligananIC Imint 

Ai of Ieienibr 31, 1994 

Step 1. INPUTS fur Product Sales and Current year Year I Year 2 Year 3 Year 4 Year 5 
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999 

A INPUT Current sear
 
B Forecast TOTAL SALES orI 'NIT SA :I I t it 1% eic4,j pf-,cd ti 1 1 I s %cIhted. pr,,leed h.Ol[t)
 

C INPUTS lotTOrAL SA I.S ,1, 

INPUT Current Year sales 

NPUT C1Tenl vear cost t s. , I et'%a g- d.,.d , -- ie) 
IN'T-Sales gnilh rates ,rsears (I 0i 00.oU o,,,I S.,, ,, 


INPUT Cost ol goodssoldI seticei a. ipcrcnl i sales ot s I - o W.i Uo51I,r,,, l.u 


D INPUTS Ior UNIT SALLS ! ilhreca.s IN'Il.I 
Current vecar 

INI'trT Product Names and Frca .rtd rn- tin I'mLSSId INPI -T i ,r t's SIJtr,a .itCdI 

Lotte 1:S1 325i oI 

X esbcttos ICariora 

('orent vcwa 

IN'P(UT Product Groups-UnirtC aaca 'ipctt1 'IIrcasted I ni Capa,,t% 
C e me n t _, "3 ,. ., I 

I ., k.)I 3 0 K ) 

Lime I ith 5 1 (A 
Asbestos Cartons 2 ., 2 ,til 2.0w 

INPU- Unit Sales Pnces 'nit 1 lr,.tcd I nPtIr-irluh Rates 
Cement I, -,,, ,SS5''w.1 0%'o 

Lime [111 1' '. r0 

0 

it t0% 

Astbcstos Caroms [**] ' .. . oooo 

.'.I'______ _'NPL,"Product Cost per Unit '_%i i n __ _ . ,_e___d_ t t ,_tk -,i,_.h __Ratcs
Cument :-, + ro 3 u-, 3 (Y.o 30%
 
Lime 'r "y 11+'+ 3 .1 3U,!.i~o3 

sestos Canons; a' I I U. I lit I riO I tro 

Step 2. INPUTS for Variable and Fixed Currenti car Year I Year 2 Year 3 Year 4 Year 5 
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999 

I'll'! "! 

I 'utTint Sill 

A INPUT Variable Cost Irec,.i.,, Variahlr I ,,, N'l T Variable 'ostsas a Percent ot'Sales 

FAdmi-stra1v- il.o".. 4,11. .4Ir 4o", 4 t.' 4 0% 
MArketng .14 . , iSi 4) 0. 15% (2.0 

Intsuiance o0i* 000ri' it1 o. 0 0"., 

u%Lejial arid auditing t%U9. UuO 00 

Utilities '90. 00% 0i 1,00 0 T., iitt, 

Miscellaneous ,L 1lilt
0 

. 00% 0hio U.t% 

Other 11I , 1% -ij 1110, U 0 0)0% 

Other 42 10% uVA 51W0o 003%, 

OPTIONAL. hPI'TTOTAL V1RIABLECO.NTS [ . '01 "+o] T3%1] 0 0% 

I olct "'I 
C uncrntxc a 

B P t liar Fi ed Co3t1lorcist% IINed si. I 'Il Lrci.skttcd I i r,o ih Rates" I I I I ed ( 'i 
_________r_______________ ..o ir to ii)" ) '(li 1),I13%, 

Salaries r, hi + ... t, 10 . lo 301,,; 3+ 

Malntera, I% it- . 1 1% 101. 0 0s 

Other 01 1,,11,. 0 0r 1J V 

Othe 4. . ki Pu,. i)tlt% 

I It, ,,ii,.,OPTION4L: I.P'TTO I.I"I.\LI 'DJ.I.7 u.. ill'" 

INPI I 

Suircn! wear 

'.\Rate l I'l I I'rct.ated Tax Rates 

C INPUT Current YcarTanes and Forecactd 1a.\Rates r i.4 4, W, .11Wi,1 44o 40 tIr.o .410-1 



M.-litird S.1 CIh Fil 	 I iFd~U S ECI'ION 

,Vp	. I I U3 1A94u I'I.CA~ptd~t 

and Cap1tio Expenditures______________________ 

4, 	 NP T '- I - ewE. 1 EUfCng01 DelI' -:611 

B SNPLITCl=u I.pr-.LI'AA..t' 
hofl 11,~bI 5YWs(1.I 1 

Locg dirp--nble bfo(2 2,14I.Is. R1 

SPITr 
INPLT C.pIo,~L~pLodbre. o, l1%e~II IPt -1Flc'o.t0I 01.- '~dI.." 

i N5 

." L- Uop-.U . 
I. e u 

t.In. I w t ous 

J . P ­a bl 

( 

Lifel ( 1a , 

V U O0 0 o Ut 1 0u55u 

Ln dirpr-ab.U.Li. ~I U I U U 

Step 4. INPUTS for 0tECASE) oung Icrui Imi~cistl.. 

AIPLUTS f., Currooand Po.waaie LIo ngI,c~ P,o.,4o 

INP IT l I I,anoe 1"., 	 -1 7--N 
IP 	 'T Food Nlr -b0 e, ,,.cNo.r 	 IN 

... l'i1. I,,.I NPUT tlep -I ..aN o .' llaroen- .N I 	 ,, .'.N 1? 1-i 1.,~ 

INPtT AJJU,,n.J U~ U~ o U ~ U,1 

ISPliT Pno.iJa mnn, 0 ~ JP N, 

Emit.-' 'ilobIIBIan-c . ,,I I9 ', . I I',;l'.uo , 

DebtIn.rn. "I 

I PLI F,.od;,. N ,ai.I l atr Si I I or V, 
SPIT J 71or.Rlate I), 	 U . IN UN I hfoe-le Id .IIcoe" RNo1o 

INP UT FrrnId %~~b.-1Iroo R. I)610 00'. 0 00-1 01 

IS PUT BoplwmnogfyrYrwo.. I M-uco(Year I .,J))G U u 

INPUT Add.I'naJDeil 	 II c U t___ 

EnIdrit Debt tbalan,* 	 _______ ______ _____ 

DebotIno arnent#) 

INPUTPa,.. or ViauI, Inloro: RateIF,'r Vi 
INPUT PFordInlowo R.. (r) 11.INPU Frh..IV ojUe,,,r.HRw. 
INPUTrPowlcanedI,aIf,I In'ro.I Rate.CVI I . l A )U. )f 
INPUT Beiuo.n.1"Itt., t6V.Ilw ( ca,oI U U.1(1 
INPUT AddOoral Dolt ________0__
 

INPUT Prncipal Paymnlot ___0_____
 

En~hnpDebt "aance _____ ____
1_______ _____ 

DebtIoonAnt x4 7-7 

INPUT F".d ot V-shI. Intelo. Rai, IF or VI 
INPUT F od Inlorsi RatbIf) 11siNI'Ir F~.orwI Nonol IweI i,oo 
INPUT Zorr'caId Vadnablo 0V U)04.1 0 00Oi. RONIlownol Rwi. 	 0qU. 
SNPUTBotooup ofYo, E-Debt' fanINo~w ~~I U NI0 

INPUT Addinor-al Debt I U 
INPUT PnooP.JPsyrnI.G U1 
Ending14ob baian,o'c_____ 

Dbt In.In~nron05 

INPUT Faod or%anaIleInterestRolcit %rNV)F 
INPUT Ford InIeroirt Rai, IFr U(Ii. IN P1 ,,00lUN.o,.I e1 Wv-o 

INPU FmeasioU Yanbl. IrnI Rubn (I) 1. 0 U. J U. U1P. U 

SPLIT Bewrn-rnp.of l~n~cINoor 	 '.New D I III 1 

INPUT Addbonl Debt. 0 *,.1 U 
INPUT Pm.pA) Pa.nrn~u 0 U U 0 U 
EadabnpDebtBalanor 1, 0I UNI) 

Bl INPLTS o~rPorstad Eq0.t I~ aana INI'I '.,OI.II ,..,0 Hc,Io, 
Neno' N I2 0. Noar 4 Nn, 

INPUTNor. E~iwryhisle. (In,Ctzrei,) I 0 
SPLI Eqwty Rttrchie.i 1I0 Coaroncy 0I U U I 
INPLUTTotal Sim I..e.. (Roip",u.el N)1 1)1 U 0 

INPUT Cirmf M"SjOubmimpn~~1,0.0 

[Step 5. INPUT ValuoainAsswnptions 

WorLioC 	 ~ ~n~[~cap,cL&nui.fi on. 
Curet you wolklOg capits.) EZF424 a. lr ob tN'oorlnIoe 
ReurduaGrowth Rale0' 

http:cap,cL&nui.fi
http:Roip",u.el
http:Bewrn-rnp.of


Discounted Net Cash Flu Nd,el OUTPUT SECTION PAGE 1 
Bulgarian Cement 
Privatization 
As of December 31, 1994 

Cur'ent year Year I Year 2 Year 3 Year 4 Year 5 

Discounted Net Cash Flow 19941 1995 1996 1997 1998 1999l 

Total Sales (PAGE 2) 40.1166.91(3 490.115.920 51.33S.4,48 53.993.637 51,2KY.499 58.531.157 

Cost ofGuods Sold (Cost of Scrn.e) (PAiL 2) 36.533.024 
SO 

43.77.1,93 
5<- 2it 

45.20(6.19 
IN1, 

46.M77.779 
<o.. 

48.370.2X6 
)1 0% 

49,664,055 
541¢ 

Gross Margin 4.133.959 
/ 0., 

5.317.1027 
10 Sit 

6.132,469 
11V., 

7.()15.85') 
1301 

7,919.213 
t14/ 

9.1167. 1()1 
/j I 

Variable and FRxed Costs (I'A(;E 3) 

Total ianable costs 1.111.7(08 2.209.101 2.310.232 2.425.214 2.513.027 2.633,.902 

Total fixed cosLi 660,X35 68,1g66I 7I1.,l18) 722.112 743.776 766)119 

Total variable and ti\ed ;usL 2.472.543 2.11119.o61 3,)) 1.312 3.147.326 3.276.1401 3.399,99) 

Earrungs 11elore Inlerest. Ia\cs. I)epreciain. 
and A norilmla on (EIII 1l ).) 

1.X1.1.4 16 
+ ',M 

2.427 1/A 
10. 

3.12 .1.15x 

I1, 

1.168.5 1 4,642.4 11 

1 

5,467.1)10 
9 . 

Depreciation (PAGE 5) 962.1, I Loot~ 423 I1i+,lX .014.756+ 1,+121.423 1.tl2H.OW9 

Earning, Ielorc Interest and I a\cs (1III) 9'9. 1115 1.425 942 2.11.1.,)68 2.851.777 162o.91'7 4.439,021 

hitcrest Espense (PAGE 4) 1,011I.141 11m. 174 3911.174 I))). 174 19i).174 39o,174 

Profit Belore Ta\ (131.838) 1.1,15,769 1,722.95 2.463,604 3.231. 114 4.048.848 
. It. I.. I ' 4j 6' I , 6 91. 

Tax. Prosion (52.735) 414,3H11 6X9.158 985.442 1.292.326 1,619,539 

Profit After Tax (79.103)
.0 2' 

621,461 
ii' 

1,033,737 
.'($. 

1,478.162
2 

1,938.48X
/lJ49 

2.429.309 
/2'. 

Free Cash Flow 
Profit Ahter Tax 621.461 1.433.737 1.478,162 1,9318,48 2,429,309 

Depreciation 
Additional working capital requireliet..
Capital invtmstment 

1.110)1,423 
(1.611,5001

(1tl).t(w ) 

1,108,089 
(440.915)
(10,0001 

1.014,756 
(510,1109)
(100.tlt ) 

1,021,423 
(469.59)
(Itit 0 1 

1,)28,089 
(439,365)
( 0, )O 

Additional Debt Financig 
Pnncipal Payments 

It 
It 

I 
0I 

I011 
0 

0l 
II tl 

Changes in Equit, Fmanming 

Free Cash F.lo, 

1) 

11.61) 
I1)I 

I.1.5oo.) I1 1. 192.Io9 
I0I 

2.)I1. 122 2.919.033 

Present Value Factor tI 11617 t1 .175 114722 111498 1 2591 

Present Value ol Cash Flu, (7,.261) 956171 113.535 $36.15 756.116 

Ile dual \ alUC 7,273.5117 

Sum of Present Value ol Cash lows, 3.366.414 

Present Value of Residual 1.811-4.719 
Prelinunary Value 5.251.13.3 

Working capital (deficiency) suqdIus 4.319.3211 
Non-operating assets II 

Equity value indication 9,591)..153 

Total shares outstanding 1.ott.t 1S1 

Equity value per share 9,59 



Discounted Net Cash Flo ,odel ,OUTPUT SECTION PAGE 2 
Bulgarian Cement 
Privatization 
As or December 31, 1994 

SALES AND COST OF GOODS SOLD Current Ncar Year I Year 2 Year 3 Year 4 Year 5 
(COST OF SERVICE) ANALYSISICOI 19941 1995 1996 1997 1998 1999 

Uiut Production 
Cemenlt 2.6911 tIII)4 1)11) 1.)1jll .1)O113,))010 

Ltme 211o 22o 250 1001 125 325 

Asbcstus Canons 10.5(1 15,75.7 15,75o I 5.750 15.75o 15.750 

Ulnt Capacity 
Cement 3.t1 l 3.10))) 3.1)1) .3j111) 3.111114 3.11011 

L.un e 50W11 5)1 500 50014 50111 511 

Abesos ('artolis 21.1,I) 21.0,000 21l'ooo 21,1o) 2 1t)o 21,000 

Percenl of C3pacitN 
(Ceenlt 81971 

. 
lt) il",, 11 4'.01 1 '0, 01t)0u I1)1 l0o 

lime 411I1,, 44 5)t0", 6I'0O0 14"u 65 0%eo 65 0'. 

Asbestos Carlon% 511I1",. 5 Il",, 75 wl" 75 IW'. 75 11". 75.0u% 

Pnce per Unit 
Cement 12.411 12,911 11.555 14.233 14.944 15.692 

Lone 10.418 10.43X 1l.4IX 10,43M 10.438 11.438 

Asbestos Caortn 512 512 512 512 512 512 

atalSales by Product 
Cemenl 33.4113.11x .72X. 4 .,64.'99 42.698.237 44.M.11.149 47,074.807 

Lime 2.187.(0011 2.,29),. 1 2.j)), 5iol ,I 1.4110 ,392.3511 3.392.350 
sbeslos C'aons 5.371.p llu8'1 ll4.0110 K o.)lil K.14 000 X.)64.00044 9.I6,4,14410 

Cost per Unit 
Cement I 1.064 II. P, I 1.71X 12oI) 12.453 12.826 

Lime x.5')) 8 X-7 9.121 . 196 9.678 9.969 

Asbestos Cartons 4XII 4W5 4901 495 499 504 

TotalCosts by Product 
Cement 29,773.224 3.14,7.7611 35,211..391 36.269.795 37,357.888 38,478,625 

Ltnte 1,719.11o I.948.533 2.2x0.67l 2.x18.908 3.145.431 3,239,794 

Asbestos Canlors 5.04404,0110) 7.635.61111 7.711.956 7.789.076 7.866.966 7,945.636 

Profit per Unit 
Cement l19",, II 7'. ",, 4. I 15.1"' 16.7'u 18.3'o 

Lainc 17.6%. I151'. 12 6"., 411,0". 7.3., 4.5'. 

Asbestos Cartons 6 31,, 5 3%U 4 4". 3 4u. 2.4'. I.SPo 

[lTAs SALES 40,866.9..1 49.11K4.9201 51,3.1.48x 53,89.1.637 56.289.499 58,531.157 

rOTALCOSTS OF GOODS SOLD (COST OF SERVICE) 36,533.1024 43.771,893 45.206.1019 46,877.778 48.371.286 49.664,055 



Discounted Net Cash Flow Model OUTPUT SECTION PAGE 3 
Bulganan Cement 
Privatization 
As of December 31, 1994 

VARIABLE AND FIXED Current vearl Year I Year 2 Year 3 Year 4 Year 5 
COST ANALYSIS 1994 1995 1996 1997 1998 1999 

Variable Costs 

Administrative 1.625.644 1.963.557 2.053.540 2.155.745 2.251.580 2.341,246 

Marketing IH.uo4 245.445 256.692 29.468 281.447 292.656 

Insurance ( U U ( 0 0 

Lgal and auditing U 0 O 0U 0 

Utilities ( U U U 0 0 

Miscellaneous U U U 0 U 

Other n I 0 0 U 0 0 

Other t2 0 0 0 0 0 0 

TOTAL I "A1IABLECOSTS 1) 0 U 0 0 0 
Total Variable Cost% 1.811.708 2.209.001 2.310.232 2.425.214 2.533.027 2.633.902 

Fi\ed Costs 

Rent 0 0 U 0 U 0 

Salaries 660.835 680.660 701.J8O 722.112 743.776 766.089 

Maintenance 0 0 0U 0 0 

Other l1 0 0 0 

Other 02 0 0 0 0 U 0 

TOTAL FIXEI) ( 'OSTS 0 0 0 0 
Total Fi'ed Cos.' o60.835 680.66U 7U 1.0,"w 722.112 743.776 766,089 

Variablo Costs (asa pcr cilol. Ic', 

Administratie 4 0",. 4 u",, 4 0Y%. 4 0"% 4 0"o 4.00 

Marketing ii 5".. U 51,, 1) 5'. i.50", U 5. 0 5' 

Insurance 0(I0", 0 0",, U01". 01(1o () 01" 0.000 

Legal and audiling (W" 0U U,. ()I01., 1 0 01.1 0 0%. 0.00 

Utilities O 0,. U " ,. 0A)",, 0.0u,. U00". 0.000 

Miscellaneous Oul 0", U 0".. 00". 0 0o 0.0% 

Other a I U 0",. 0.0". i." 0.0 "oO.. 0.00o 

Other 2 tU0. 00% 001". 0.0"0 00" 0.00. 

TOTALl :4RL4rn.L C"()S7S ()(W,, 0(01,, (0I",. 0 0".. 0,0".. 0.00 

Total Variable Cost 4.4", 4.5. 4 5°o 4 5°,, 4 5". 45%. 

Fi'ed Costs (percent gr..',,lht 
Rent 00". 00Uu 0 0 00,0 0.00% 

Salaries 3.0'. 30". 3 V. 3.0". 3.0% 

Maintenance 0.0%. 00% 000.. 0.0"% 0.0o 

Other n I 0.0% 00% 000,, 0(0. 0.0"o 
0 

Other 2 (1.00" 00" 0 o 0 U"0 0.0*0 

TOTAL FI.\ELU OSTS (0". 0.0% J00ou 0.0'. 0.00 

Total Fi\ed Costs 3 0W 3 01(. 3.0.. 3.0"0u 30% 

TOT.AL VARIABLE COSTS 1.811.7081 2.209.001 2.3 10.232 2.425.214 2.533.027 2.633.902 

"TOT.ALFIXED COSTS 660.8351 680.660 701.080 722.112 743.776 766.089 



Discounted Net Cash Flo, Modcl LOUTPUT SECTION PAGE 4 
Bulgarian Cement 
Plivauzation 
As of December31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
[IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for Current and Forecasted ILong Tern 

TOTAL INTEREST I'AY ENTS 

Debt Finanino 
Year I 

1995 

ear 2 

1996 

Year 3 

1)97 

Year 4 

1998 

Year 5 

1999 

Bank Loans 
Debt Instrument r.2 

Debt Instrument v3 

Debt Instrument u4 

Debt Instrument 5 

390.174 

U 
U 

( 
(40 

390. 74 
(4 

0 

( 

390.174 
4) 

0U 
0 

0 

390.174 
U 
U 

( 

U 

390,174 
0 

U 
0 

U 

1TOT. L INTEREST PAYMENIS 39U. 174 39o.174 390.174 390,174 390.174 

TOTAL ADDITIONAL DEBT FINANCING 

Bank Loans 
Debt Instrument :;2 

)ehl Instrument g3 
Debt Instniment u4 
Debt Instnment 95 

4 

U 

U 

( 

I) 

44 

(0 

( 

4) 

0I(4 

U 

U 

U 

4 

U 

U 
U 

0 
0 
0 

0 

0 

IT(T.L AIDITION\I. l)l..ITF[N.\NLINJ( 

TOTAL PRINCIPAL PAYMENTS 

Bank Loans 
Debt Instrument H2 

Debt Instrument :3 
Debt Instrument 44 
Debt Instrument oS 

U 
U 

U 

1) 
u 

0 
0 

0 
0 
0 

0 

0 
0 
0 

0 
0 

0 
0 
0 

0 
0 
0 
0 
0 

'1'TAL IMRINCII.l. I. NILNI; J U U U U 0 

TOTAL ENDING DEBT 1,5u.,4 1.56U.694 1.560.694 1.560,694 1,560.694 

TOTAL CHANCE IN EQUI IT'r FINAN(INU 

New Equity Issues 

Additional shares issued 
Equity Repurchases 

) 
(4 

UU 

0 
0 

0 
0 
U 

0 
0 
0 

0 
0 
0 

IIAL IN E IN EQUITY FINA5NCING( 0 0 

I'EBWT to INTERES I 1 42 7.1 9 2h 11.381, 



Discounted Net Cash Flo%% Model OUTPUT SECTION PAGE 5 
Bulgarian Cement 
Privatization 
As of December 3 1.1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Current yearl 
1994 

Year 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Fixed Assel )epreciati.n -E\ltinu .s.Its 

Depreciation fr shorltenr dpre:nahlk a;i.&. 

Depreciation tormedium lenindeprci:tnhle asseLs 

Depreciation for long term depretmahle assets 

Nct Ii\".d 
A.,,, 

U 

13.749.561 

2.343.559 

0 

916.637 

78.119 

0 

916.637 

78.119 

U 

916.637 

78.119 

0 

916.637 

78.119 

0 

916.637 

78.119 

Capital Expenditure I)pr eialion 

Depreciation for short tern depreciable assets U 

_____tU 

t 
I) 

U 
(U 
0 

U 
0U 
U 
U" 

U0 

Depreciation for mdim temi depreciable a.aLs 0.66 67 
6'.t7o 6 

(,.667 
671 

o}.667 

6.667 
6.667 
6.667 
6.667 

6.667 
6.(,67 

o.667 
6.66(,7 

6.607 

Depreciation for long tern1dcprcumhle asses U 0 0J U 

U 

0 

U 

JTOIALD.'RECIA II()N .I+PENS. L.OUI.423 l.UOX.089 1.u14.756 1.021.423 1.528.(J89 



IMPLEMENTING AN INTERNAL
 
VALUE CREATION STRA TEGY
 

STEP 2: IDENTIFY VALUE DRIVERS-

OPERA TING DRIVERS
 

COST LEADERSHIP VS. DIFFERENTIATION
 
STRATEGY EXERCISE
 

In this exercise, you are to decide whether or not to pursue acost leadership strategy or a 
differentiation strategy tbr Bulgarian Cement's lime division. Quantify the value difference 
of the strategies using the DCF model. Which is more realistic for the lime/cement 
industy? 

Differentiation: 
• 	 Pursue growth in market segments in which buyer is willing to pay premium for 

differentiation. Command a premium price: increase lime price growth to 3.0 percent 
in each year of the forecast. 

* 	 The company incurs advertising costs with this new strategy: increase forecasted 
marketing expenses to 2.0 percent of sales for 1995 and 1996 

Cost Leadership_ 
" Maintain competitive prices: reduce lime prices - 1.0 percent for the first three years of 

the forecast ( 1995-1997). 
* 	 Decreasing price increases volume demanded: increase units sold to 250 units/year 

over 1995-1996 and 350 units/year over 1997-1999. 
* 	 Search for cost-reducing linkages with suppliers based on supplier's product design, 

quality, packaging, order processing, etc: reduce cost per unit growth to 2.0 percent. 
" 	 Eliminate overhead that does nor add value to the lime product: decrease 

Administrative Costs to 3.8 percent from 4.0 percent. 



° ,DINPUT SEcri 
111rivslizaliunI__I 

Aj of |)eccrber 31.I 994 

Step 1. INPUTS for Product Sales ard Current )-car Year 1 Year 2 Yea r 3 Year 4 Year 5 

Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999 

A INP1U T Current year [ i
 

B Forecast TOTAL SALES or UNIT SALES (T or I)'U NI'1 is selected. li, I : is selected. proceed toIlD)
proceed tn. 

c 
C INPUoTS IorTi TA!, SA.ES ( I i -vt 

INPUT Current year sales 

INPUT Current year cost olg ,ds siid (or, )IILcr, ice) 

INTPUT-Sales growlh ratesir sear, I-, U,% 1-"Oj.. %0 00 1 U 0 Wo 

INPUT Cost o goods sold (or o ser eL) s,; o1 sales Nears U vP' . o t';.i iI1 , Lt-o 1 0%cost percent fior 1-5 


D INPUTS lorUNIT SALES it,i horecais INIIl 1 

(urrent ve.i 

INP"UT Product Names and F,recAsted UmitI'rndUclon Uni Sold INPT F,recasted Units Sold 

[ .02S 0 3s,01 3501 350 

I~~~~~~~~ ~ CementI AsctsC ros0 3.0 1,¢,3. tAI) 1i k) 31( 

-n p.,ls i I , q,;,," 

(emeni . ;.k lOIn 
IN PUT Pr duct k r ups i i, I nit ,rceiicd 1 

I 1161 

Ashest, %Canns .'.' 2 ,' 1 , iI 21I)tO 

Cuncnt vci I ,ti't212 
INPU '1 nit I NI'I I rccaqlcd I nit Ptie ir,, lh RatesUnit Sales Prices l I rices 

Cement [ J241 , 4 ,, 5111. 50%- 51),1 

Lime I "43X i orni1._ __ 1 (1_1__._Io()' (i 
Asbestos. Cartons r _1 11110~ I o (i1______[ I _it'o0'. 011w

1 2 

INqPI' 
( urcnt ',car 

lNPLT Product Cost per Unit Costper I'nit Ni T F recasted I 'niltC st lirowth Rates 

Cement [ II . 3T0%. 3 Vo1 33U 1 3 U3 3 W% 

Lime 2~3 . 20's 2 aij 204. 
Asbestos Cilons 5 k a i i 06 50 1 5 0% 

Step 2. INPUTS for Variable and Fixed Current year Year ! Year 2 Year 3 Year 4 Year 5 

Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999 

INIT. 

Curent ver 

A INiT Variable Cost forecLsts \ariihlc Ist. INPl I' Variable osL asa Percent d Sales 

Administrative I2.t3 8% 13 3 S% _ 3 _ _,_ 3 9% 

In-nuance ,- 0 w1 Ow I) 0~09% 
Legal and auditing 0 II ,i (5 L1(r.u ma 00% 

U tilities-i0 ii 0 ii° [) .II O(10 

Miscelaneous ,0 , i( 0'i it l19 

Other 42 , LU o0 10%o 

'S7 ,0 .... "
0 7 10 ,V. - I ,'1.1i7t'TN , I:,l . J .'C0 .W, ,iI "°_" I o % 

INil;I 
S'unrent ear 

B INP T for Fixed Cist torcc.is;%s ['ed i*,-st I NI l I recL;,ted Fixed i '.%t( rGwh Rates 
R~ent I) I *la U (M', (10* 0)oW.IP U UK. 
Salanes [___,___ ' 30% .3 W% i,% 3 m 30o%

0 

-

Mainternance tU U 0% 1Wo lU% 0 0. U I)o.
 
Other 41 [ ii 0% u', UIw 0 (%.; 0 0%
 

Other #2 1 )_IIW Wi , 4)4, 0.1)% (t0i *
 

OPTIONAL: INPUT TOTIL FI.V) COSTS iooi 0 ,, uo. 0ot1 0 .0 

INKUT
 

'urrent year 

Tas Rate [NI't'T Forexlsted Tax Rates 

C IN'UT Current Year Ta.Nes and Forecasted I*&\Rates o 4.411;1 40 0i,[ .ilI)%1! 40 0%, 4) P. 

\ 1Y
 



ModelDieo... edNeiC., h rio. % INPUT SECTION 
Bulg.aia Crisi 

lSrep ".INPUIS -r IO{RECAS IE) Deprecihtiou 
and Capial Erpendifurcs ._, 

I.M'.1 

A N Caree Ye., Deprecialot Explae E-taot I qo- ableNP" n, 
'eel hoed At 'i vale
 

B INPIT Ctlt+ait Depreciable 4ts
 

Short depirevtablehfIe(1l.5 v0 
 u
 

Mecuni depte..be bit (6-1I to
-1)e-)sl 

Lont deprec-bli be. (10-) 214 t1.t1q I
 

T.IT 

C!PUT Capto Eap ntbttaeeo itafle {IPI "T aa-'eI talttr Foe direetntrt. l 

thorl (I -%years, U O . 0deprecable Ie , 
Mecd, depreatable hfe (t- 1" r [es,.ti &Ji' 0,l1.000 IUOt I aVt Iotou1 00 

L.n dcpre.able e (20-) 0 a, a 0 

IStep 4. INPUTS for FORECASTED l.oiuig Ieri Financing 

.d l (bt itg
 
'IC! CotmreltYet, Iliteletf Egxptr I [ln ('tlenctl, ) i
 

INPUTS for Cuorer n Fote,.ooed i,n, TerD L h. 

INPLT F"ted o VaiabIe Rate.teteeI F o"
 

INPtr F-ted Interest Rate (F')E 3 0% IN}'I"-t 0r-l\t td t t.t
fl¢ Rates 

INPtL Foteavied Vtbie In.et R.Il V.1 

INPUT Be.tm/m of Yee Dell [Wea- ('r res I on))t t.tae4 I't I 'tt tO' j I.It) nal tto 

INPUT AddtonaJ Debt 0 0 0 1 1h -
INPUrT Prncip.l Pa)Grnetta 1 o 1 0 0 

Ending Debt U.-_ __r,__I I___I ____ I I _I ,q.: 1. _4 

Debt I.0,"m~ 02i 

INPUT Futed or Yanoble inlerelt Rae IFo V)
 
INPIT Fuaed Interest Rate IF10% % % i I , "ta-tJ, h -t.I1rerr
r.. a I Rate 

INPUT Foreca.teedVariable Interet Rale, IV) 00% 0%. 00%U) Ot'. 1%. 
INPUT BIrg'tm~g of Ye.,- Debt 0 ItHWae (Ner I ,od.l o U 

INPUT Addtberal .ebt 3 1 0 0 0 

INPUT Prm,,pel Pynent. 0 Di0 0 

DebtlRetf $3low 
#*,DebtIn~nraotent 

INPUT Ftaed or Vanable Interes Rate(F or Vt 

e ale UWIN PUT Fta d In t RoI , _ _ " ,, , 10h r 
INPUT Fare,.oted Vatabto Ittlet-,o Rates (VI UU.. 00 
NPUT Bmanng of Yet Pelt INe., , 1) U[Ialttjac I onl,t1t 

INPUT Addu.bnaJ Debt 0 0 

INPUT Prmtp.JPayrrteeto __________ 0 

ndieg Debt Ia ence 0 

Peb Inorontet, * 

IPL'T Ftaed at Venatble Inteet Rate 0 ort V 
INPL'T Fioed Interest Rale (I= 00% alI'l 1 IIate..a .t .tlatit- tCtT 

INPLUT 'or ...sed Vaantble tttteee kale (%' )1. j' 0In, t-'0 

INPUT Baennui of I Dbt ftalattac Y-at I onhi I 0l 

INPUT Adbonal Debt t . ' , 0 

INPUT P'tetpal Peymenu 0it it 

Endm Debt Barioce 0 0 

Debt Ingnie nt aS 

INPUT Faed or Variable Interest Rate IF or C F 

INPUT FuteldIere Rate V) 00% lNI 1 I .t.d \ aetle Irlt Rates 

INPUT Forecaoted VanobI. Interest Rate (VUI 011' U '.1 Qa. °t. 00.o 

INPUT Beannrit of Yem.De t Balance (Year I only) 0) :1 0 

INPUT Aditborl Debt 0 0 0 0 

INPUT PrmtpaJ Payeneu a I I, 0 

Endoa Debt Balnte , uUt 00 

B INPtrTS for Forcasted Equtty Feanctng tal I-tecert L, tsIe. Re touuace, 

'teat I i Nta 11o Nte1e Yen, 

INPUT Neer Eqatty le'tte (in Citeney) 0 1 0 0 

INPUT Eqtuy Reptuchoues (In Cw'en 0 I0 0tt 0 

INPUTToud 5 hued (Rapathoa0d) 0 0 0 

INPUT CuerotmtShare Outoltandbg 7.00000 

.Step 5. INPUT aulumon Assuamptions 

I tore w r t cap tal [ .3 4.4ra , I t l t.t, .I % t aee..
 

LRdnoJ Ceowth Rate
 



Discounted Net Cash Fluw Model 	 {OUTPUT SECTION PAGE 1 
Bulgarian Cement 
Prlvaltizatiun 
As orDecember 31. 1994 

Discounted Net Cash Flow 

Total Sales (PAGE 21 

Cost of Good%Sold (Cost of Sern,) (I'A, if. 2) 

Gross Margin 

(PAtiL. 


Total vanable costs 

Total fiexd costs 


Total variable and I\cd costs 

Varable and FL\ed Costs 3) 

Earnings Before intercst ta'cs. D[eprclcatin. 
and Amortization (EBITI)) 

Depreciation (PAGE 5) 

Earnings Before Int:rest and Tas\es (ERI) 

Interest E.;)cnsc (PAGE 4) 

Profit Belore Tax 

Tax Prosisiun 

Proft Alier Tax 

Free Cash Flow 
Profit After Tax 
Deprectation 
Additional working capital rcqutremcnt' 
Capital insestment 
Additional Debt Financing 
Principal Payments 
Changes in Equity Financing 

Free Cash Flows 

Present Value Factor 
Present Value of Cash I-low 

Sum of P centValue ol taxh Fhws 


Present Va. Jc of Residual 

Preltminarv Value 


Working capital (deficiency) surplus 
Non-operating a.ssts 

Equity value indication 

Total snares outstanding 

Equity value per share 

Cunent vearl 
19941 

40.8w1,. 9X3 

36.531.0324 
,,, 

4.313 959 
it30 

1.81 	1.7(19 
660,3.835 

2.472.543 
6 1.. 

1.H61.416 
4. ,33., 

962.111 

899,335 

1.031.143 

(131.838) 
•
.01, 

(52.735) 

(79. 101) 

4.937. 1X2 
2.116.709 
7.0353,891 
4.339,320 

500,0) 

11.893.212 

1,000A}00 

11.89 

Year I 
19 95 

4111 1.965 

36,1X0.505 
S 3., 

4,931.4611 
31 

1.77.414 
610.6603 

2.457.075 

2.474.3X5 

1,001.423 

1.472.963 

31,!, 174 

1.332.789 
20, 

433.1 3o 

(.49.674 

649.674 
1.31.423 

(87.2161 
(133tt.t333t3) 

i 
1.461..40 

1tx6017 
1.259.907 

Year 2 
1996 

43.222.559 

17.449.99 
s, A-

5.772.56(3 
li i; 

1,858.5731 
70180338 

2.559.6513 
j V49. 

3.212.916 
4.i, 

1.00t18.0389 

2.20)4.827 

39o,174 

1.814,653 
4:.2 

725.8,)1 

1.33H. 792 

I.II38.792 
1.3I3I8.089 
1374.476) 
(Itltl.tl3ll) 

03t 
it 
I 

1.622.4115 

o.6375 
1.034.329 

Year 3 
1997 

43.243,t31 

39.4,3.659 
), ?It 

(,.779. 171 
14 "t 

1.988.450 
722.112 

2.711.563 
i V. 

4,06M.809 
%N'* 

1.014.756 

3.054.3353 

390,.174 

2.663.879 
i S: 

1.065.552 

1.59M. 12M 

1.598.12X 
1.014.75(0 
(512.0t121 
( It).Im)t) 

331 
1t 

1.921.u71 

0.4722 
9()7.213 

Residual VaLhC 

Year 4 Year 5 

1998 1999 

4K.177.94 1 50,619.60333 

40,615.630 41.801.522 
40iO',6. 

7.7(,2.312 8.818.079 
160', 4­

2,080.252 2.176.643 
741.776 766.89 

2.124.327 2.942.732 
3 S'. 3 S1. 

4.918.285 5.875.347 
/a *1, 1161. 

1,021.423 1.028,089 

3,916.862 4,847,257 

390.1I,4 39o,174 

3.526.689 4.457,084 
* Pt.3 V 

1.410.676 1.782.833 

2,116.0113 2.74.250 

2.1 16MI3 2.674.250 

1.321.423 1.3328,3189 
(418.443) (439.365) 
( IOw).tt m)) ( I )0,))001 

0t 01It 

0 0 
I t 

2.61X.993 3.162.975 

0.3498 0.2591 
916.149 819,585 

8.168.891 

V44 

http:17.449.99


Di.counted Nel Ca.h Flow MudeI 	 OUTIPUT SECTION PAGE 2 
Bulgarian Cement 
Privatization 
A.sof December 31, 1994 

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

Unit Production 
Cement 

Lime 

Asbestos Canons 


UnitCapact)
 
Cement 

Lime 

Asbestos Canons 


of Capact.
Percent 

Ceentn 


Lime 

Asbestos Cartons 


Pwc	perUtut
 
Cenment 

Lime 

Asbestos Canons 


by Product
 
Cement 


TotalSales 


Lime 

Canons
Asbestos 


Cost perUnit
 
Cement 

Lime 

Asbestos Canons 


TotalCosts by Product
 

Cement 

Lime 

Asbestos
Canons 


perUnit
 

Cement 


Lime 

Asbestos Cartons 


Profit 


SALES 
trOTAL COSTS OF Ii)IDS SteLl) ((lIST (IFS'RVICE) 
l[10lAL 


Year 3 Year 4 Year 5 
1997 1998 1999 

3,)01) 3.0()) 3.( ) 

35o 350 350
 

U) 0 )
4) 

3.,)0) 3.000 3,100
 

5)1) 50X) 500
 

21,))00) 21.000 21,0011
 

I il to W).()~
1000".t), I 10O.00. 

7110,. 70 W., 7) 0". 

11 , 0.0 .. 0t.00o) 

14.233 14,944 15.692
 

10.12 11,128 11,128
 

512 512 512
 

42.19M.237 44.133.149 47,1174,8117 

3.544.793 3.544.793 3,544.793
 
1o
 

12.1091) 12,453 12,826
 

9.125 	 9.30 9,494 

556 5X3 613 

36,269,795 37.357,888 38,478,625 
3,193,865 3,257,742 3,322,97 

t 11 0 

15.1'. 16.7ou 18.3% 

;9Q 8.11% 6.3% 

(I.I1, 0.)9 0.00, 

46.243.1)31 48.377.43 50.619,61)1
 
39.403.659 411.615,610 41,H01.522 

Current year 
19941 

2,691 

20U 


10,500 


3,000 

500) 


21.0U) 


89.7",. 

4)0)". 

).o)'., 


12.413 

1I),431 


512 


33,41.1.3 

Year 1 
1995 

3,)0i0t 
25o 


) 


3,00 

500 


21.0)00 


u1(it)O'"( 

5110"
) 
011".."(I0 

12.910 

1.)334 


512 


11.72H.5611 
2.01)17.wto 2.593.415 

5.376.000 1) 

11.164 11,396 

8,599 8.771 


4810 5)4 

29,773,224 34,197,76)) 35,213,393 


'YIcar 2 
1996 

3,)) 
250) 


3.0)) 

500) 


21,))0t 


5)till" 

. 

1 1.555 

1)1.23) 


512 


40,64.988 
2.557.571 


) 

11.731H 

8,946 


529 

1,719.9101 2,192.745 

5,1)40.01) 1 


10,.9' 


17.6% 

63% 


40.M66.9X3 

36,513.024 

11.7", 


I 5.1'0 
0.0% 

41_111.90 

3.31X)0.505 

2,231.6010 

0 


13.40, 

12.5%, 
(1.t) u 

43.222.559 

3' 449.993 

/
 

http:41_111.90
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OUIJTP liT SECTION PAGE 3Discounted Net Cash :bo %Io:l 

Bulgarian Cement 
Privatization 
As of December 31. 199J 

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

1994 1995 1996 1997 1998 1999 

Variable Costs 
Adminstrative 
Marketing 
Insurance 

1.625.644 
186.064 

0 

1.569.855 
206.560 

0 

L.o42.457 
216.I 13 

0 

1.757.235 
231.215 

0 

1.838,362 
241.890 

0 

1.923.545 
253.098 

0 

Legal and auditing 
Utilities 
Miscellaneous 
Other #1 
Other N2 
TOTAL VARL4BLE COSTS 

Total Variable Costs 

0 
o 
0 
0 
0 
0 

1.811.708 

(3 

U 
0 
0 
0 
0 

1.776.414 

0 
0 
0 
0 
0 
0 

1.858.570 

( 

0 
0 
0 
0 
0 

1.988.450 

0 
0 
0 
0 
0 
0 

2.080.252 

0 
0 
0 
0 
0 
0 

2.176.643 

Fixed Costs 
Rent 
Salaries 
Maintenance 

Other II 
Other 42 

1 
o,6u.835 

O 

J 

03 
6X(,60.td 

( 

U 

( 

7o 1.08o 

0 
o 

t 

(0 
722.112 

U(3 

3 

33 

0 
743.776 

0 

o 

0 

0 

7t6.089 
0 
0 
0 

TOTAL FIXED ("S7S 
Total Fi\cd Costs 

U 
tj60."35 680.oUo 

U3 

7o 1.0O 
0 

722.112 

0 

743.776 
0 

766.089 

Variable Costs (as apercent olsales) 
Administrative 4.0'. 3 8'.. 3.8"., 3.8. 3.8'o 3.8°o 

Marketing 
Insurance 

Legal and auditing 
Utilities 
Miscellaneous 

0.500 

0000 
0.0% 
0.0"o 
0.0% 

0.500 

0.0"0 
0,0% 
0.00. 

0.00 

0.5"o 
()0",, 
0.0". 
00. 
0.0"u 

0.5"o 
0.00 
0.0% 
0,0% 
00% 

0.50o 

0.0". 

0.00 
00% 
0.0% 

0.5'a 

0.0% 

0.00% 
0.00% 

0.00% 

Other 910 0.0'. 0.0% 0.00,, 00% 0.0% 0.0% 

Other #2 (.0, 0.04 0.0". 0 01, 0.0' 0.00 

TOT4L I ARIABLECOSTS 
Total Variable Costs 

0.0, 

4.4',, 
00". 
4.3'. 

0.0. 
4.3'o 

00% 
4.3, 

0.0%0 

4.3% 
0.0% 
4.3%. 

Fixed Costs (percent wrolth) 
Rent 0.00. 0.0% 0.00% 0.00. 0.0% 

Salaries 
Maintenance 

3.0"o 
0.0% 

3.0u, 
0.0". 

3.0'o 
0.00. 

3.0"o 
0.000 

3.0% 

0.0% 

Other HI 0.00% 0.000 0,000 0.0% 0.0'0 

Other 82 0.0,, .000o 0.(0u 0.000 0.0*o 

TOTAL FLXED COSTS U 0% 0.0°. 0.0% 00% 0.0°0 

Total Fixcd Costs 3.0",. 3 0,, 3 0",, 3 0",, 3.0o 

TOT..\ VR I.I. COSTS 
TTAL FIXED C()I'S 

I.1.81.7M 
('60.835 

. 1776.414 
(80.66(0 

1.858.571) 
701.080 

1.98N.45(0 
722.112 

2.(J80.252 
743.776 

2.176.643 
766.089 



Discounted Net Cash Him %ludd 1JOUTPUT SECTION PAGE 4 
Bulgarian Cement 
Privatization 
As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS fir (urrent and Foreca ted Im.no Term lDebt Finincing 
'Year I 'ca 2 'Year3 'ear4 Year 5 

TOTAL INTEREST PAYMENTS 1995 1996 1997 199N 1999 

Bank Loans 390.174 390.174 390.174 390,174 390.174 
Debt Instrument 42 0 0 0 0 0 

Debt Instrument #3 0 0 0 0 0 

Debt Instrument A4 0 0 0 0 0 

Debt Instrument 05 It (0 0 0 0 

[I ITAL IN ITIEIST I'AY \IN IS 19 J. 174 190. 1"4 3)u.174 1,). 174 3)0.174 

TOTAL ADDITIONAl, I)EBT FIN N('IN(. 

Bank Loans () It 0 0 0 

Debt Instrument 42 It 0U 0 0 

Debt Instrument 43 it 0 U U U 
Debt Instrument 94 t; 0 0 0 0 

Debt Instrument n5 0 0 0 0 0 

ITOTAL ADDITION.A. DEllI FINANCING I 0 0 0 

TOTAL PRINCIPAL PAYMENTS 

Bank Loans 0 0 0 0 0 

Debt Instrument H2 0 0 0 U 0 

Debt Instrument 43 0 0 0 0 0 

Debt Instrument m4 0 0 0 0 0 

Debt Instrument 45 0 0 0 0 0 

11TOTAL PRINCIPAL I1AYMENTS U 0 0 0 0 

TOTAL ENDING DEBiT 1.560.694 1.560.694 1.561).694 1.560.694 1,560.694 

TOTAL CiHANGE IN EQUITY FINAN(INC 

New Equity [Issues It 0 0 0 0 

Additional share, issued It ( I1 I 0 

Equity Repurilhasecs lI I 0 0 0 

ITOTAL CII.-\NGE IN I.QLI " IIN\NINti [ It 0 0 U 0 

EBIT to INTEREST 3 78 5.65 7,83 10,04 12.4 

'L
 



OUTPLUT SECTION PAGE 5Discounted Net Cash Flow Model 

Bulgarian Cement 
Privatization 
As of December 31. 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Fixed Asset I)epreciatiun - El.istinu .Asets 

Depreciation for shri temi depreciailc aseLs 

Depreciation for medium temi depreciable assets 

Depreciation for long temi depreciable assets 

Capiltal Ependiture Depilt-ciaimn 

Depreciation for shoj tern deprcciable e_ 

Depreciation for medium term deprciable assets 

Depreciation for long term deprcciahlc assev; 

EPEC , r'vLsTO,TI()N EXIPINSI . 

Current year 
19941 

Net Fied 
-Vels 

0 

13.749.561 

2.343.559 

Year 1 
1995 

916.637 

78.119 

(.1,(,7 

I====1 1,I.423 

Year 2 
1996 

00 

916.637 

78.119 

6.0167 

6.O., 

0 u 

I.(J08.U9 

Year 3 Year 4 Year 5 
1997 1998 1999 

( 0 0 

916.637 916.637 916.637 

78.119 78.119 78.119 

U U 0 
0J 0 0 

U U 

0.667 6.667 6.667 

6.(,67 6.667 6.667 

6,667 6.667 6.667 
6.667 6.667 

6.667 

0 0 

00 U 0 

0 -0 
00 

1.0 14.75U 1.021.423 1.028.09 

http:I.(J08.U9


1999 

MNPDiaounted Net Cash FIo,,I 

Bulialai 	 esent 

AsofDenbcr 31, 1994 

Step 1. INPUTS for Product Sales and 

Gross Margin FORECASTS 


A INPUT Current vea
 

B Forecast TOTAL SALES or L NT S.-S 1 ,r 1:1 


C INPUTS for TOTAL SALES IT) forecast 

INPUT Current ear sales 


INPUT Current vear cost o1 goods sold tor et it .ll ,ervic)
 

INPUT Sales growth rates lor vears I-S 

INPUT Cost o1goods suld (or ost of service I as a percent ol sales tLr 

D INPUTS tor UNIT SALES (I ')16 rec¢t 

INpL'T Product Names and I rccLted I:nit 'r.,duti in 

ICement 


11ief 

stos j 

INPIUT Product Groups-Unit Capacait 


Cement 


Lime 
Asklestos Canons 

[NPIJT Unit Sales PeteniPrices 


Cement 

Lime 

Asbestos Cartons 


IlTU PodctCos pr ni 

[ Cement
Lime 

Asbestos Catons 

Step 2. INPUTS for Variable and Fixed 

Costs and Taxation FORECASTS 


A INPUT Variable Cost lorccLsts 


Admtrustrauve 


Marketang 

Insumce 
Lejal and auditing 
Utilities, 


Miscelaneous 


Other # I 


Other 42 


OPTIONAL. INllIT TOTAL I"ARI..I.E VSTh 

B INPUT for Fixed Cost torea.sts 


Rent 

Salane 


Maintc..once 

Other 4 


Other 42 


OPTIONAL INPUTTOTALFt..'EI)(YO)TS" 

161viC INPuIT Current Year Taxes and Forecasted Ta\ kites 

SECTION 

Current year Year I Year 2 Year 3 Year 4 
1994 1995 1996 1997 1998 

L fT is seleacd. prleed li t' W. 11" isselected. proceed to 9lD) 

11 

o (113% i o.it'ii U(.1% 
Iets ii ill "II-i9 

I\'i'l 1 
Strc.nl scar 

I ta,SId lIl' I't1, e,led .nlits Sold 

3]3 0t1 j ii lit *ilO 

- _Ii 22.'~ 211 3,toI 25 
•ano ' 1 "1 Il 

I\li I 
I "uncot i ,il 

I nit I. p 'IlI -C1Casted tntoI t.ipcipl 

;.' 1- 1 3, ill 3. k 1) 

li Sol___AS0 
lo . 21. t. 

_____S11_0(
il,21 I 12sIilu 

INPTF 
Current %)car I10-3211 

IN lJr Frcascd__;r___hU.nit |rie Rates 

4 0_. __1_2.4_1,__.______ 

Io,4__ ill _l_ 30_ .1 3 ()*,.1 

1 51: 0 A,+lI f) , ."°I 1 , I 

C'urrent w++.ar 
INF'I17 Fo+recasted Unit (',I;t (;ri Rates(',,%t Per nit 	 ~lh 

1 .3 	 310 o 3 :) 3 (.
8. 59+4 3 u4II 3 ir.1 3 ( l I 30il 

_481i 5 W% 5ii1 14)o, 0% ti 1 

Current 	year] Year I Year 2 Year 3 Year 4 
19941 1995 1996 1997 1998 

Current %cir 

\.irlThlC tI IIs INI 'I Viriable (otsL s I ercent It Sales 

l. t 4ill12 401. 4 ito0 

I i ir.,4 2 1% _ Il. iI S% 1 5%i, 

1iOl 1)01 , t +o ;i) 1to 

i u, It ti1i i% ) O5 
0 

10 0 l ii to tili 

ii it Ii1 tiio tie 0 

U j tiit 
1 ) 2z12 2,00'i)' 0 

,I.I,.'i . Ict it(. I0L 

[j it i. __; 1' W I I 

IN11rTr 

Current year 

Fixed 'osts INPUT Forecasted Fixed Cost Gro, h Rates 

0I U o 1. (t 1% 0 1.1. 

W,,, tW61 31P.131% 3 i)% 


U 0ll, 0 0l 0 0 t ltl 0%1 0
O 

1 I U 0% 1 (lou 0 0%i+Ll 

O U iTo II ti, II Ut U 0o 

I t uirtt ,i tOd 0i01 

INl) ." 

I urTent teir 

rwi Rate INIl'I' FirccasLted 1ax Rites 

t, 41 iio l '.] . 41 ti i 

Year 5 

1)0% 
(IoUU' 

3.00 
325f) 

1 A 1 

2XI1MJ 

50% 
3 0 
0__0% 

3 0%
.1 fi 4-/. 

51% 

Year 5 
1999 

40Mi 
0-% 
0 t)% 
0(, 

o 

1)tIMb 

0.0% 
00% 

(WO)W0 

% 

I00% 
3 1). 

O/t)o 
00% 
u 01o. 

i0(A' 

&41,0% 



Discounled Net Cash Flow %lodel INPUT SECTION 

Islep J. INPU IS for DeILCASTIU preciation 
and Capital Expendilurcs 

t1tanl trag [PI'1 

A INPUT Cierr.l Yeas Daproarron (.rnhe o Luodira I'lIoIIr 

%1 Fiord .o0 Nr 

Assetl 
Short depreatoble life 1 1- yews) 1 

Meohae deprciable life 6- I9 yPu l 

B INPU7 Ciurel Depreciable 

1t ".NO.t, 11 

Lung deprectablehife(20-) 2. 1 10 

' jr i.ih i"b(1 taoloI 4 idol0\0,-iit-,iLrC INPL7 Capital ndire. iia 

.ho deprecimble h. (I, yeaarl O 0 0 0 i 0 
1.I 100,57)Meohiou depromible hI. ('Al ge (c l bli I g lOGU.t 

r, ui U 0LonOdereciable hi. (20) 

Slep 4. INPUTS for FORECASTED Long Terni Financing 

A INPUTS fr Crent and ForeawrtedLong Trm, Debt Fuaiwinu 

INPUT Ciortt Ye.t Interest op n.nr(Iri.rtenj ( e 

INPUT Fsred or wsable lniteri Rage IoF Up 

INPI-T Fared Inlerset Rai, (Fin I ' For-aicd Vaniae h,terot R .l 

INPLTT Forcouted Variable inir.1 Raige (e0) 

INPUT Beginninof Nea [mli061age 0te I 
INPIJTAddhtiimaiDebt 

it 1I 'dibo~ 

0 

V00. 

I 
1 

toot 4 

0 

U0. 1 

10.4 
0 

I 

U g.
1 

,-4tO0t 

0 0% 

I 
1 
.) -504 

0 
INPUT Phtnipal P yments 
Endig DebtBalanItc "1 1 1t___._._I_ 1J w'.4 

0 
l 

_ _ 

!._O 
U 

44 

IDebtIni-r-itei~ *2 

INPt1- Facd ot N (t Oar l VI,n llI lrt.I 
INPLT F-d 1nl-rrll Rohc F)I I I rot .mcd .i, Iw- -1__km­

0 0..
 INPLT Fotrojlled toactollwo -t Rate, 0 (W 

INpLT7 :ettiap ,o Year DeIt baan IN - I ,ld I 0 tl 1 0 

INPlT Addiuonal Debt 0 U I Q Q 

NPLrr Prul:p Payment u________0
 

Enda,$Debt Balance ',
 

Debt lrat 4ent* 

INPLrTFixed or Variable Interest Rte (F or V) 

INPLT Fixed Interest Rate (F) , irer00% Nili. htoogtalle Rahr 

INPLT forcatsted VanahIr Interst Rage. (Vi 0 r%, U 0! 

INPUr Beginnain ofYetar Debt ialance (N er I on1 0 6 0_ 

_0INPLTt Adidtional Debt ___ _ 0 
_ __ I __1___aINPLT Pmtl.tpil Payment. 

Ending Debt Bajane 0__________ u o_ 

Debt Insttninnt 4 

INPUT Faed or Vanabll Interest Rat, (F ,) t 

INPUT Fired Inltereet Rate IF)0 Vanall 1l0t00I'l Foi-,ed InlwT.. , 
. 

INPLiT Forecastedtoanabli Inli~iet Rate. I 0 e 00% 01.. I
0 L 000% 

s 

INPUT Addticnal Dbbt 0 0 0 

rNPUT Prncipal Payments 

INPUT BeginntpgorYear Debt blance ( Year I only) 0 U U 

0 0 0 0 

0 0 0 0 OEnding Debt Balance 

Debt lnstratlent 05 

(NPLrI Fared or Varible lnte Rate (F .o V) 

INPUT Fixed Inreat Rlte (F) INPIT Fmttoiated Vanabl Inieret Rutes 

001. 0 0 1 0 01 00%1INPUT Forevaited Vinable InerePtr (V) 
- 0 0 0 0IN PUT Berntiwg ofYe Debt Balmc (Yew, I oli) )I 

0 b 0 0 0INPUT Additional Debt 
INPLT Prtricpai Payttiettts 0 6 0 0 

Ending Debt Balance 0 I1 0 11 

"T recf ,g. RaFtxgIa­
(cit I I oiiig (car Irit I ,oi,B INPLI CotrForevested EqIiutyfUaimn.ti Il Ii. ,iit. I t q.. 

INP T Ne Eqg It I01- C 0 II [ { 0l igte ,,s 1 
0 t0 11 0(NPLrT Eqtry Repwthmeo (In uttfTfIt,) IU 

INPUJTTotal Shorn Isued (Repa, hooedl a U g, 0 0 

INPUT C ett Share. Outstandaks Igoo065 

{Stp 5. INPUT Valuation Assumptioms 

Workingcapagtoales 19 6- i to,ofEqrq 
Ciui'e'rlt year worLnitg " "air tlateL to le ofi %n- tlim aotscaia2.l49,24] 
Residual Growth Role 

http:fUaimn.ti


Discounted Net Cash Flow Model,OUTPUT 	 SECTION PAGE 1 
Bulgarian Cement 
Privatizalion 
As of December 3I, 1994 

Discounted Net Cash Flow 

Total Sales (PAGE 2) 

Cost of Goods Sold (Cost of Scricej (l'.\il 2) 

Gross Margn 

Variable and Fixed Costs (PAGIE 3) 
Total vanable costs 
Total fixed costs 

Total variable and fiLxedcosts 

Earnings Before Interest, Taxes. Depreciaton. 
and Amortization (EBITDA) 

Depreciation (PAGE 5) 

Earnings Belore Interest and Ta.cs (1:1111 

Interest Expense (PAGE 4) 

Profit Before Tax 

Tax Provision 

Profit After Tax 

Free 	Cash Flow 
Profit After Tax 
Depreciation 
Additional working capital rcquirentn s 
Capital investmetnt 

Additional Debt Financing 

Principal Payments 

Changes m Equity Finacming 


Free Cash Fow 

Present Value Factor 
Present Value olCash Flow 

Sum of Present Value o Lash Flows 

Present Value of Residual 

Preliminary Value 


Working capital (deliciency) surplus 
Non-operating assets 

Equity value indication 

Total shares outstanding 

Equity value per share 

Current ear 
19941 

411.96.199 

36,533,124 
N .. 

4.331.959 
(O00% 

1,811,708 
660.35 

2,472.543 
0 P, 

1.1161,416 
,' 

962.111 

899.315 

1.1111.141 

(1.1l. IM) 
•1o . 

152.715) 

(79.103) 

4,513.290 
2,295,636 
6.1(9X.926 
4,339,320 

5ll.llll) 

I1.649.246 

1.1100.1100 

11.5 

Year I 
1995 

41.093.X 11 

16,1 1.293 
S- wl 

4,957.517 
/2kI'. 

2,465,629 
6811.660 

3.146,29 

1,811.229 
j P 

.1111.421 

9119.106 

1III. 174 

41u 11 
,, ,p 

167.153 

251.7811 

251.791 
1.001.423 

(44.458) 

t1 
t) 
I0 

1.111M.744 

118,1)7 
954.255 

Year 2 Year 3 
1996 1997 

43.433.4117 4,.I 20.103 

37.494.0163 39.( .8,712 
sO ., 44 St.: 

5.939.344 	 7.{13l. Ill 

I I " I ' 2.t 


2,60.10114 2.075,4001 
7011181 722.112 


3,307,0194 2,797,512 

*'. 0 (6 , 


2,632,26o 4.233,78H 
0 11 : 24: 

l.)lllX1199 I.1114.75% 

1,24 170 1.219.112 

II 174 111.174 

I 2 	 ' ' 2,. ., 
. .€ i. 

491 ') 1.1 11.543 

4 Ij.315 ---

74o. ('19 1.697.315 
l.llO)A9 1.014.756 
(458 561) 1526,573)
(Iti101.111141)tLI~I) ( i 

t0 
II 1 

I II 


I IX',,27 2,115.49H 


ti 0175 14722 
75m.61 2 984.862 

Re..dual Value 

Year 4 
1998 

4X.651,269 

4(.513.320
11 ill 

X.147.94) 
It, "% 

2.189.30)7 
743,776 

2.933,103 
010'. 

5.214.867 
I0 'l 

1.121.423 

4.193.444 

1)0. 174 

1.u1t. 271,~ " ' 

1.521.311 

2.281962 

2.21.962 
1.021.423 
(496.128)

oi+{(o()ttl) 

tI 
I 
t) 

2.7117,257 

0.349H 
947,025 

Year 5 
1999 

51.007.4710 

41.71X.419) 
41 S. 

9.2X9.051 
s2' 

2.295.336 
766.089 

3.061.425 
G.l, 

6.227.626 
122'. 

1,128.189 

5.199.36 

3911.174 

4.9119.363 
U JG 

1.923,745 

2.85.618 

2.185.618 
1,1128,089 
(461.815)
(10 ,RO 

0I1) 
0 
(1 

3.351,892 

o.2591 
868.536 

8,859.415 

http:5.199.36


Discounted Net Cm, Fow Model [OUTPLT SECTION PAGE 2 
Bulgarian Cement 
Privalizatlon 
As of December 31. 1994 

SALES AND COST OF GOODS SOLD 
(COSTOF SERVICE) ANALYSIS 

Current sear[ 
19941 

Year 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Unit Production 
Cement 
Lime 
Asbestos Cations 

2.691 
200 

10|.5)0) 

3.t00t0 
220 

0 

3.000)0 
250 

I 

3.0Oi9 
3u10 

II 

3.000 
125 

3,011 
325 

1t 

Unit Capacity 
Cement 

L.Ime 
Asbestos Cartons 

3.000) 

5110 

2 )011 

3.)111 

5)11 
2I.llI 

) 
3.11m) 

511o 

21.)1)tl 

3.1111) 

i1m 

2 1,1100 

3.11001. 

5011) 

21.1111) 

3.00) 

5)) 
21,00) 

Percent of Capaci)
Cemient M9 71",, 111t)W.U, lI to (M, 1()()0".t Il0t.(oo 100}t.0'. 

Line¢ 
.sbestOS Callunm 

40.11', 
50) W'.. 

44 (1". 501.0". 
) 

° ,0 I", 
0) 0),t"', 

65.000 
11.Wo 

65.010 
OOou 

Price per Um 
Cement 
Lime 
Asbestos Carons 

12.413 
11.434 

512 

12.910 
Wo.751 

512 

13.555 
11,074 

512 

14.233 
I1.406 

512 

14.944 
11.748 

512 

15,692 
12.10)) 

512 

Total Sales by Product 
Cement 
Lame 
Asbestos Cation.. 

33.,43,383 
2.087.6011 
5.376,)1t) 

31.72X.56) 
2.365.251 

1) 

40.664,98X 
2.769.419 

) 

42.691,237 
3.421.765 

44.833,149 
3.H18, 120 

0 

47,174,80)7 
3.932.663 

1) 

Cost per Unit 
Cement 
Lime 
Asbestos Cations 

110.164 
8.599 

490)) 

11.39), 
8,.57 

514 

11,73H 
9,123 

529 

12,191 
9,396 

556 

12.453 
9.678 

583 

12.826 
9,969 

613 

Total Costs by product 
Cement 
Lime 
Asbestos Cartons 

29.773.224 
1.719.800)) 
5,O4tlt.111 

34,1 X7,760) 
1.948,533 

I 

35.211.393 
2,280.670 

I01) 

36.269.795 
2.819.908 

o1 

37.357.,118 
3.145.431 

38.478.625 
3,239.794 

t) 

Profit per Unit 
Cement 
Lame 
Asbestos Canons 

I) 9",, 
170"., 

11.70,, 
176",, 
t))},, 

34".IS 
176". 

))0 

I",1 
17.6"., 
0*3I [Duo11D.01 

W6.7". 
17 60. 

18.3'. 
17.60 

1.0.OO 

'[IAI. SALES 
OTAL COSTS (F G OODS SO)L.)(0) 1')1 S I IEI 

41).)X 1 ' 
16,533.124 

4 . 11) 41.))X.1) 1 
.36.131,2)3 

43.43 ..4117 
37.494.1163 

4.12)1.11113 
39.111.7)2 

4M.,51.269 
40,503.320 

51.0017,47) 
41.718.419 



Discounted Net Cash Flow Model OUTPUT SECTION PAG E 3 
Bulgarian Cement 
Pnvatization 
As of December 31. 1994 

VARIABLE AND FIXED 
COST ANALYSIS 

Current yeau 
1994 

Year 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Vanahle Costs 
Administrative 
Marketing 
Insurance 
Legal and auditing 
ULtiliies 
Miscellaneou, 

Other aI 
Other v2 

TOT4L I .1U.1/i. " N( 
Tolal Variable Cls 

1.625.644 
186.064 

0 
U 

0 
U 

I.x I1.7ox 

1.643.752 
821.876 

0 
0 
0 
U 

I 

U 
2.45.(2' 

1.737.336 
868.668 

U 
U 
U 

i 

I 

I) 

2.o006.004 

1.844.800 
230.6u0 

0 
U 
U 
(0 
U 

U 

) 
2.075.4)11 

1.946.051 
243.256 

0 

U 
. 

0U 

U 
0 

2.189.307 

2.040.299 
255.037 

0 
0 
0 
U 
0 

0 
0 

2.295.336 

Fixed Cos.' 
Rent 
Salaries 
Maintenance 

Other PI 
Other #2 

TOTAL FIX'ED ( OSTS 

Total Fixed Costs 

U 

6(6U. .15 
uU 
U 

0 

6().X35 

[l 

, M.6J0 

U 
( 
0 

6X0.660 

U 

7u I .(XOU 

U 

U 

0 
0 

701.080 

U 

722.112 
U 

0 
0U 

0 

722.112 

1) 

743.776 
0 

0 
0 

0 

743.776 

0 
766.089 

0 
0 
0 

0 

766,089 

Variable Cost (.s apercent olsales) 
Administrative 
Marketing 
Insurance 
Legal and auditing 
Utilities 
Miscellaneous 

Other ts 

Other #2 
TOTAL IARL4BLE COST" 

Total Variable Costs 

4.0% 
0.5", 
00'. 
0.0". 
0,0".. 
0.0",, 

0.0". 
0.0". 

0.0% 

4 4% 

4 1% 
2.0. 
0.0 

0 

0.0 
( 0" 
(.U".. 

0000 
UOOUu 

0.0,. 
6 .0"o 

4.01,, 
2.0".. 
0.(J" 
U0"o 

0 000 

() ",. 

UO"o 
0 0o 
0.0 . 

6 0".. 

4.0% 
0 5% 
0.00. 
0.0"0 

0.% 
00. 

0.0" 
0.00t 

0.0% 

4.5u. 

0 

4 0% 
050 
0.00. 
0.0%o 
OO 

0.0" 

0.00 
000 
0.0% 

4504 

4.00o 
(.5%0 
0.0% 
0.00 
0.0'0 
0.00. 
0.0% 
0.00 
0.000 

4.50o 

Fixed Costs (percent sro li) 
Rent 
Salaries 

Maintenance 
Other 51 
Other #2 
TOTAL FIEI ( 'OSTS 

Total FIixed costs 

0.0r'. 
3 1",,. 
0 0". 
()",, 

0.0",, 

0 0",, 
3 (1".. 

0 )". 
30"'. 

0",, 
(0 0",, 

0 ". 

0.".01.0, 
101'',, 

0 0". 
3 0.,, 

00",, 
(((JO,, 

((0 

3 0'" 

0.0% 
3 00% 

0 0% 
0 0", 

0 0'.. 

0o00" 
3 0".. 

00000 
3 . 0 0 o 
0.0% 
0.0"o 
0.00% 

0.0,0 
3.0'o 

TOTAL VARIABLE COSIS 
TOTAL FIXED COSTS 

1.x 1.70,1 
660.X35I 

2.465.62) 
680.660 

2.606.UU4 
701.(00 

2.075.40 
722.112 

2.189.307 
743.776 

2.295.336 
766.089 



Discounted Net Cash Flowdcl OUTPUT SECTION PAGE 4 
Bulgarian Cenent 
Pri'atization 
As or December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 

IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for Current and Forecasted i.ma Tenn Debt Financing 
Year I Near 2 Year 3 Year 4 Year 5 

TOTAL INTEREST PAYMENTS 1995 1996 1997 1999 1999 

Bank Loans 
Debt Instrument t:2 
Debt Inlstrumlt =3 
Debt Instnment m4 

390.174 

0 

39u. 174 
U 

0 

390.174 
0 
1 ) 
U 

390.174 
0 
o 
0(I 

390.174 
U 
0 
0 

Debt Instrument .5 W U 0 0 0 

I( ITAI. IN"Tl, RF I Ps\Y I. N I S [ 9w. 174 1.. 74 39 4174 19o. 174 3U. 174 

TOTAL ADDITIONAL DIEBIT FINANCING 

Bank Loans 
Debt Instrument 42 
Debt Instrument u3 

Debt Instrument 44 
Debt Instrument #5 

0I 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

0 
0 
0 
0 
0 

1IOI"AL ADDI1IIONAI. DIii F IN\NCINA i 0 U 0 

TOTAL PRINCIPAL PAYMENI S 

Bank Loans 0 0 U 0 U 

Debt Intrument t2 
Debt Instrument H3 
Debt Instrument #4 
Debt Instrument ;5 

0 
0 
I 

0 
0 
0 
0 

0I 
0 
I 
t) 

0 
0 
0) 
0 

0 
U 
0 
0 

TT'AAL IINCIPl. PAY1I.INTS I t 0 0 0 

7T,4L ENDINI; .'tT 1.560.694 1.560.694 1.560.694 1.560.694 1.560.694 

TOTAL CHANCE IN EQUITY "INAN(IN-

New Equity Lsues 
Additional shares issued 

0 
t 

0 i 
I 

0 
II 

0 
0 

Equity Repurchases 0 0 0 0 0 

[[TOTAL CHAINUE IN EQUITY FINANCING 1u 0 0 0 0 

[EIT to INTEREST 2.08 4.16 8.25 10.75 13.3], 



Discounted Net Cash Fio ,Modcl [OUTPUT SECTION PAGE 5 
Bulgarian Cement 
Privatization 
As of Dcember 3 I. 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Current year 
1994 

'ear 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Fixed Asset Depre ciation - Iistina .Asseis 
Ncl Iwd 

.xs, 

Depreciation for short tenn depreclable asseL U U U 0 U) 0 

Depreciation for niedITn) term dprccialble ,',seLs 13.749.561 916.637 916.637 916.637 916.637 916.637 

Depreciation t.r long term depreci;.,ile assL, 2.343.559 78.119 78.119 78.119 78.119 78.119 

Capital Expenditure Deprecation 

Depreciation for short te'ni deprecialic a.ssets o 

___ 

0 

(I ___ 

o0 

U 

o0 

0 

o___ 
0 
I) 

Depreciation lor medium term deprcciihl, assa, t,.(,7 (.667 
(,.t,(67 

.667 

6.667 
o,667 

6.667 
6.667 
6.667 

6.667 

o.667 

6.667 
6.667 
6.667 
o.667 

Depreciation for long temi depreciahlc assets Ii 
0 II0 

IJ 

0 0 

U 
0 

0 40 

0 
U 
0 

1l'OTAId, DEPRECI.-VI'ION EXNI . I.001.423 1 .0 X,l089 1.0 14,.756 1.U2 1.42.1 1,028.089j 



EXERCISE
 

MANAGING NET WORKING CAPITAL
 

In Module I, you forecasted working capital for two years (1995 and 1996) by 
analyzing historical working capital ratios of XYZ. In this exercise, you will 
examine how working capital management improves value. The goal is to manage 
working capital requirements by improving receivables, inventory, and accounts 
payable management. By assuming improved receivables, inventory, and accounts 
payable turnover ratios, a new working capital to sales ratio can be forecast and 
utilized in the DCF model to examine the impact on value. 

ASSUMPTIONS 

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

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

Forecast receivables turnover by using the industry average of 7.0 

Forecast inventory turnover by using the industry average of 5.0 

Forecast payables turnover by using the industry average of 6.0 

Forecast accrued expenses at the 3 year historical average of 13.1 percent 

pI
 



XYZ Company 

Net Working Capital Analysis 

For the periods ended December 31, 1992 

Historical 

1993 1994 13 Year Avg I1995199 
Frcse 

6] 

Sales 1 130.853 1 
100.0% 

166.897 1 
100.0% 

138,767 
10.0% 

150,0001 160,000 

1.,o00.% 

Cost of goods sold 1 
1 

68.8 12 
52.6%j 

86,830 1 
52.0%1 

70,979 
51.1%1 51.9%J 

80,0001 
,3.3%1 

90,000. 
56.3 

Current Assets 

Cash 

Accounts receivable 
Inventory 

7,559 

17,465 
21,757 

8,197 

34,724 
20,477 

8,595 

24.553 
23,896 

Prepaid expenses 

Total Current Assets 

2,273 

49,054 

2,085 

65,483 

2,853 

59,897 1 

Current Liabilities 

Accounts payable 

Accrued expenses 

Total Current Liabilities 

11,151 
16,109 

27,260 

7,705 

18,927 

26,632 

16,900 

21,665 

38,565 

Net Working Capital 

Net Working Capital/Sales 

21,794 

16.7% 

38,851 

23.3% 

21,332 

15.4% 

1 

18.4% 

Ratios 

Cash 

Receivable turnover 

Avg Collection Pefiod 

Inventory turnover 

Prepaid expenses/Total sales 

Payables turnover 

Payables period 

iAccrued expenses/Total sales 

Historical 

1992 1993 

7.49 6.40 

48.05 56.29 

3.16 4.11 

1.7% 1.2% 
_____ ____ 

6.17 J 9.21 1 
58.34 39.09 

12.3% 11.3 % 

1994 

4.68 6.19 

76.89 60.41 

3.20 3.49 

2.1% 1.7% 
____ _____% 

5.77 7.05 

62.40 53.27 

15.6% 13.1% 

_ 

Goal 

10,000 

7.00 

5.00 

6 00 

13.1 

NET WORKING CAPITAL - CONCLUSION 

METHOD 1995 1996 

RATIOS 

OFSALES I./ 



XYZ Company 

Net Working Capital Analysis 

For the periods ended December 31, 1992 

Historical 

1993 

]Forecasted 

1994 3 Year Avg 195 1996 

Sales 1130,8531[166,897 1138,7671100) 
100.0% 100.0% 100.0%, 100.0%1 

6,0 
100.0% 

Cost of goods sold 168,812 186830 17097918,0 
52.6%1 52.0%1 51 t%, 51.9%1 

I1i90,000 
53.3 

Current Assets 

Cash 

Accounts receivable 

Inventory 

Prepaid expenses 

Total 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 

21,429 

16,000 

2,900 

50,329 

10.000 

22,857 

18,000 

2,900 

53,757 

Current Liabilities 

Accounts payable 

Accrued expenses 

Total Current Liabilities 

11,151 

16,109 

27,260 

7,705] 

18,927 

26,632 

16,900 

21,665 

38,565 

13,3331 

9,650 

32,983 

15,000 

20,960 

35,960 

Net Working Capital 

Net Working Capital/Sales 

21.794 

16.7% 1 

38,851 

23.3%1 

21,332 

15.4% 18.4% 

17,3451i 17,797 

Ratios 

Cash 

Receivable turnover 

Avg Collection Period 

Inventory turnover 

Prepaid expenscs/Total sales 

Payables turnover 

Payables period 

Accrued expenses/Total sales 

1992 

7.49 

48.05 

3.16 

1.7% 

6.17 

58.34 

12.3% 

Historical 

1993 

6.40 

56.29 

4.11 

1.2% 

9.21 

39.C9 

11.3%1 

1994 

4.68 

76.89 

3 20 

2.1% 

5.77 

62.40 

15.6% 

6.19 

60.41 

3.49 

1.7% 1 

I 
7.05 

53.27 

13.1% 

Goal 

10,000 

7.00 

5.00 

6.00 

13.1% 

NET WORKING CAPITAL - CONCLUSION 

,_METHOD 1995 1996 

RATIOS 17,345 17,797 

I % OF SALES 11.6%1 11.1% 
1 

* 



Uiouti.d Net (,. imo .i,I INPUT SECTIONu 

l'rsvsaltitisin 

A.s of December J3I. 1994 

Step 1. INPUTS for Product Sales and Current )car Yvar I Year 2 Year 3 Year 4 Year 5 

Gross Margin FORECASTS 1994 1995 1996 19)7 1998 1999 

A INPUT Current seat o4
 

B Forecast TOTAL SALES or ( N1l SALES (1 ,ir U)' . is1Tseleced. pr.)Cea tl W. 1; isselected, proceed l.MlD)
 

C INP TS for TOTAL SALES (T) lorecast
 
INPLUTCurrent Nrearsales
 

[NPU Current Near cost ol'g.,ods sold (or cint ol scrice)
 
INTUT Sales growth rates IfrNears I-S U W . U 0%. 0% 1 0%
 

1N'\' 7-Cost ol goods sold (,)rci st ol ser%ice) as i percento1 sales 6Ir cars 1.-5 i (J I u Iy.1 (J-61 ) wt 10%
 

D INP TS for UNIT SALES I 't1,frecast IN'N71
 
*'trnentNcar
 

IN'PUT Product Nantes and Forecasted Unit rduction I.,1ts Sold INH-T Forecasted I !nits Sold
 

Cement "('9 3.( 11 3.0(1 3.w~il 3.1)00
3.4i 31 
2.Su 34')1,Lim0 3"ro 250 350 35 

1A.sbcstois .'-artonv [ , , o ul 

I 'uncnii e~l 

INPUT PNouct oroups-Unit ('.pacitv I 'nit t \ I ', .teicd Init i 

Cement 
Lime S,1,1i iti00io 50''l 

A.shestos'artons i.) j.L)iuu ].,(A I LOKI 2 1 

I\P1l I
 

rt"im N. 14 17! 

INPU r Unit Sales Priccs I luit Ir nc. INI'lI F,,rc;ted Init 'ri .Grm lhkates 

C'ement I.4 1 "..I, I 1 00 o 0%, 

Lime GA It ot01. )j114% 

Asbestos Cartons I " i! 1)0,l t 0' 000, 

IN),) 

("urtcntl
%cv 

INPUT Prodict 'ost per !nit 'i pcri n ',il I I.r ...wcd(:lilt tstGrio thRates
 

Cement V, 3u' 3Ool 3Wo
 
Lime 5 if.r 2 )% 0'1 20'
 
Asbestos Cartonts Od i )1 5 11 P. I Wi
 

Step 2. INPUTS for Variable and Fixed Current .earl Y'ear 1 Year 2 Year 3 Year 4 Year 5 

Costs and Taxation FORECASTS 19941 1995 1996 1997 1998 1999 

INPI I 

Curreni %cx 

"'arWloletl'sL%A INPUT Variable Cost forecu.sls Var,llc C-",,. 1si:1 as a Percent nfSales 

Admtnstrative 1.toS (i.w- 1 p4 3 3% 38% 3 8% 3 1% 

Nfarkcung I, '.. ,k50 )o , ('5% 0 5% 

fisurance 0%j'4.1.J.0 (tO
0 

0 (l U% 

Legal and auditing ,' , )'1 U U 0 o 0 o0 

Utilities I if, 011. 0 - . Oit)0 

Mitscellaneous 0__________ 1) 0",i'; . =7 . 

#1i. ,",' 0 0% 0 11%IOther #1 
SOther 42 ,, ', " oR_ t , %"i i) ., 

OPTION,U . .P'f'!'T T T ...I ,II)I. .IIU.KI .1)'A%_ I "o 0 1 io ]. 10 

B INP T furl x d Cost Itorl.x.s I isid ' ,,v I' "F ,re;t ed Fised t ist (rwthRates 

Ker , , ', ai tU t 1 )0 ,0 

S7lanes 3rO 1''5)3% 31os's 0%1iT mnra 
FMantenianct: 1- t 1 0 0%4)2 21itT ()1 
Other $0 1 .7 ro vt r'j u, ot104 0 ff% 
Othier #2 oldin 0aIi iii)" U1o]I () % 

OPTIONAL: ItPs'PUT'0T..IL. Fh7)eY.%L ") "'"'°1 it'° It i 0oMT."t 

I NI')" 

"la\Rate INI'.1 Forec a-ted Ta.\ Rates 

Year Taxes and Forecasted r,-Rates "l '" 1 40 I('IC INPUT Cunrtcn! 41'I" ' 4) U1'. 1 -U (1) 

http:ItPs'PUT'0T..IL


D....i d. l,., H ,.. 	 IN*I,.T SECTION 

ulgarian CameI 

j O' I. 199431lbc 


Step 3.INPU Slor RLCASTLD DepreiatiouT IO 

and Capital Expenditu.s
 

I( ,N " 
Caoioii Sla., INPlt" 

Exponan Llt*.abli 
No? I'acal S\i.,A S1Nor

A INPUT Cur'neil er DeprYnta[nt( 	 Eaoht a 

B INPLr Cuffent Diprcall A.eu 

Shon deprable I .-5 yN)o. 
Meadairadeprnoible bUf(6-11 year.) I . I 

Long depreciablebfe(20-) 2i4.S,, i 

TIC ' u,	 ICpt 1.l 

1-.11 1 ri - -I J .. 

.a 4r, i I i t 

dtprecaln dhonbf' (I-1,ie+aw 	 w U 1 i) 6 I
Iu 1).Melao dnlprenall Ide S I' car. 	 I oi ot/tj Ii bOtt Ztt. I IL;~~IrIa l U 

L n dirp -tb] laif (20( ) 	 C U 

.Step 4. INPUTS for FOII:CASITI) Imn0g' Term Finani.' _ 

-ent I10,I h 
) oItilr.l -tO 

A INPL13 Ir Cu d Iorntasted L.ong Tie- 1itlrls 

INp (utnni 2 Factr¢ t t UIIm % 

Fund or Variable IntersitR (o r )r 

INPLT F ad Intr0ert-
INPLrr 


lR ...Jlitfl) 1 1' jild li -'t k.tiv, 
INPUT Foreatrla Raet.t 

) 
U U. U.. j ').. 1 t . U0OJjd Vwnabl Inlirn (k. 

INPUr Bnaro t of) rDebl Balla- Ii not I nI II I i. I I"1,1,-4 I Oo " ''o (Na
1

INP1. Addtlhrlrt Dolt U 6 L 
INPLT ProtIpa PayrnlitI. 0 L___U 

ErtdwogDebtBalana 1.______ ______ I__________ lUr 

02DebtInnrmnarntl 

INPL	T Funed,aorable InlrreO R,.i iF orV 
INPUT F sedIniint Rat. (F}) [;I T r'a d V Inttr tItr', ,0-.l 
INPtL-7 Inlo (Vi 00i1 00% 00%Forectaed Variabletri Rile, il-. 
INPLT Be¢,onaog aloll Hldantc Mrn(.of Yu New I I 
INPT7 Addbona.d Dhl _ .0___O 

INPUT Principal Pasy nL 1 1 0 

Endao Debt alaflrce _ _ s b_U U U 

DebtIouonAml 03 

INPLT FuoedorVuaableltercat Rate (F or V) 
INPUT Fted inletrer Rat. (F)U o % INIl I t. .to( anall., l.tr.-I(l 

INPUT Firne=;led Varablnle lolorRle.4%) U 0 0-1 00-. 0 0 01%UV' 

o Dbt FBl.i (N earI o01yI __ 

INPUTAddiJtironalDeht ) 0 

INPLrrPrutorpal Payrinlr 0 o tj_ 0 
EndjLt Debt Man-~ 	 .0 

INPLT Bownvoona w'u', .e 	 'j t I 

DIbi lonruj-nia.4 

INPII FLxedorVarable hiltirvor Rate [ForV) 
INPUT Fund Ilinr.oa Rate(IFE 0 U 

0 
. I1+ II 1..I ld h..- 1kltl,'lln1otcnt r 

INPIT Forenaatd VaralWI loloi Rat., (V) 0_ 0. 1) ) 0 0. o.. 

INPUT Bornnaotm ,r You Dienoll.n t)nw I onlr I U I U 

INPrr AdL tilbl 1 U U 0 

INPrr Pmctld,Paen0 0 0 
Endate Deli Malooceo 

DebtInoruoreril 

INPUT FixedorVanabltInIoiert Rait (F orf) F 
INPUT Fxend Intret Rati (F)[" 
INPUT Fo...a..edVainibl. Interi Ra . (%1I 

00. IN '1IIoric 
U.. it.0. 

ledVanill.h Iioleroi rat 
UO.. 0 t. 00% 

INPVrT Betpirt* of Yeu DebtlBalace(Yn I oidy) 0 il 0 0 0 

INPVT Ad.rtona Debt 0 IU I 0 0 

INPLrTPmrnopalPayn.n.. U 0 U 0 

Eod.aL[lebtHalaoce 0 U 0 t U 

B INPVTS for Foreleted EquityFioaort 
Iar 

INI 1 IWItrLi'ci 
Sr2It.. [ 

tO IrtioF 
r IIa 

nT.Iia0a 
ifilINS4 Niar(.ate 

INPU-7Nsw Equiy lwt . (In i0.. y)0....l.U U U UU 
INPTLrEquity Repurcha.-i (In Citrrtc)) U II U E U 
INPL1 Total Shu. I.led (RInpuah..edI) 1 0 UIU U 
INPUT Cunent harn. Oltiuhon* 

i 	 kn]Step 5. INPIUT %'aluajtAssuI1ptiItIs 

".IWork o pitaplainii 	 Is 04i I E2lnF,1
i..+I% o 

Reridua ChrromihRaite j 
Curentl yea! worLuilt apitlaJ [ 12.3,.24,9 Ft MiL oI I Nrtt.q niiitt.h .f 



Discounted Net Cash Flo" Mdel OUTPUT SECTION PAGE 1 
Bulgarian Cement 
Pritatization 
As of December 31, 1994 

Discounted Net Cash Flow 
Cun-ent vearl 

19941 
Year I 

1995 
Yelar 2 

1996 
Year 3 

1997 
Year 4 

1998 
Y/ear 5 
1999 

TotalSales (PAGE 2) 411.86.81 41.311.965 43.222.551) 46.243.031 48.377.943 511,619.600 

Cost of Goods Sold (Cost ofSer"ice) (lAtil'2) 36,5 1.1024 31,..833 5t5 37.449.993 39.463.659 40.615.630 418I01.522 

Gross Margin 4.333.959 4 931.460 5,772.566 6,779,371 7.762.312 8.8 18,1178 
Mjl0, /1 V /J .l 14 ; 16O 1" ,4: 

Variable and FixedCosts (I'A.iE3) 
Total variable cosLs 1.81 .7(18 1.776.414 1.858.57o 1.988.450 2,080.252 2.176.643 
Total fLxedcosts 660.835 6810,611 7111.1181 722,112 743.776 766.189 

Total variable and fixed costs 2,472.543 2.457,075 2.559,6503 2,710,563 2.824,027 2.942,732 
6 1.. S 0-1 1 VI Q., i V., 1 .51, 

Earnings Before Interest. Taxes, Depreciation. 1,861.416 2,474.385 3.212.916 4.368,.8339 4,938.285 5.875.347 
and A.nortization (EII'I)A1) 404. 001 I'"l S 102' 1)6-6 

Depreciation (PAGE 5) 962.111 1.11111.423 I.t00MAIN9 1.014.756 1.021,423 1.028.,189 

Eamings Before Interest and Taxes (EDBIT) 899,3)5 1.472.,63 2,214.27 3.0154.53 3.916.862 4.847,257 

Interest Expcnse (PAGE4) 1,0.31.143 39u. 174 190.174 W.10,174 3190.174 39o3.174 

Profit Before Tax 113 1.8)IN I.t1x2.7X1 18.X14.651 2.663.X79 3.526.6X9 4.457.084 

lax\Prosision (52.715) 411,1 16 725.86)1 1.005.552 I.410.67(, 1.782,833 

Prolit After Tax (79.103) 
-O2 

649.674 
/ s,.. 

.1)X.712 
V 

1.598.328 
I 1.. 

2.116.1113 
4 4i, 

2,674.251) 
.116 

Free Cash Flow 
Profit Aier Tax 64,49.674 I.11,8.792 1.598.328 2.116,013 2,674,2511 
Depreciation 1.111.42.3 I.101.109 1,014.756 1,021,423 1.0281,089 
Additional working capital requirements (66.747) 3281,589) 145.1.1711) (3203.237) (136,249) 
Capital investment ( 11.1)II)(I.1ltll (lllml.O mw) I(13)ll.3IO) I1110,11(1) 
Additional Debt Financing 0 0 0 0 
Principal Paymentcns Io0 3) 0 
Changes in Equity Financing 0)o 0 0 0 

Free Cash Flow 1.4X4.341) 1.71(1.292 2,l1(.tl13 2.717.191 3.266.)91 

Present Value Factor (I8,117 II6375 04722 0.3498 0,2591 
Present Value ol'Uash Flo 1.277.524 1.11911.359 972.827 950.503 846,304 

Rtcidual Value 8,545,799 
Sum of Present Value o3Cash Flows 5.137.517 
Present Value of Residual 2.214.373 
Preliminary Value 7,351,1190 

Working capital (deficiency) surplu.s 6,219.202 
Non-operating assets 500,3100 

Equity value indication 14,071,0)91 

Total shares outstanding Ij)(Ill.ttll 

Equity value per share 14.037 



Discounted Net ( Ash Flow o.ld OUTPUT SECTION PAGE 2 
Bulgarian Cement 
Privatiz.ation 
As orDecember 31, 1994 

SALES AND COST OF GOODS SOLD Current year Year 1 Year 2 Year 3 Year 4 Year 5 
(COST OF SERVICE) ANALYSIS 19941 1995 1996 1997 1998 1999J 

Unit Production 

Cement 2,691 3.0001 3.0001 3.,)O00 3.0011 3,t00) 

Lime 2001) 250 250 35o 3510 3511 

Asbestos Cartons 10.511o ) I) 0 ot) 

Unit Capaci ' 
Cement 3.1Iwo 3,0100 3,01111 3.1001) 3,131)0 301(1 

Lint 50)0) 5111 501) 5111 511) 5011 

Asbestos Canons 21,)011 21,1)1111 21,Io) 21.0001 21,0)0 21.)00t1 

Percent ofCapacit"
Cenmeni M49.7u',.lD10111', I00t.0" I. 0 100.11.lu 100.0'. 

Limc 40I 0"., 5 00D"JDt"., 701 ODu 7o o% ~ 701 (1. 

Price per UimI 
Cenhen) 12.411 12.941 I 1.555 14.233 14.944 15.692 

Lme 104 IX 11.314 Il.231. 1128 11).12H 11.128 

Ashcslos Canons 512 512 512 512 512 512 

Total Sales bv Produt 
Cement 33.403.31 IX.72H.561 4)1.1,64.98XX 42.69X.237 44.H33.149 47.074.8107 

Lime 2.I7.61l 2.513.4115 2.557.571 3.544.793 1.544.793 3,544.793 

Asbestos Canons S.376.llt1I )l t) t ) I 

Cost per Unit 
Cement 11.164 I 1.39(1 11.73 12,09 12.453 12.826 

Lime 8.599 8.771 X.946 9.125 9.308 9.494 

Asbestos Catons 48)) 504 529 556 583 613 

Total Costs by Product 
Cement 29.773.224 34.187.7610 35.213.393 36.269.795 37.357.88 38.47.625 

Limc 1.719.11)) 2.192.745 2.230.610 3,193.865 3.257,742 3.322.897 

Asbestos Cartons 5.1140.01) 0 11 0 

Profit per Unit 
Cement .11.1 11 7" 13.4"u 15.1o 16.7'. 18.3% 

Lime 17.6% 15. 1u. 12,u5' 99". 9.". 6.30 

Asbestos Cartons 6.3". I1.D)o).0Ou 0.1 0.11% 0.0%. 

[0o rAL SALES 41.866.9X3 41.31 1.965 43.222.3 46.243.,31 4X,377.943 50.619.610 
TOTAL COSTS OF G)DS SOLD (COST OF SERVICE) 36.53.1)24 36.381.50)5 37.449.993 39.463.659 41.615.6311 41'8)13.522 



Discounted Net Cash Flo%%Model O iTPliT SECTION PAGE 3 
Bulgarian Cement 
Privatization 
As of December 31. 1994 

VARIABLE AND FIXED 
COST ANALYSIS 

Current vearl 
19941 

Year 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Variable Costs 

Administrative 

Marketing 
Insurance 

Legal and auditing 
Utilities 
Miscellaneous 
Otherl 
OtlWer H12 
TOTA1 I .IRJAI.BLE ('S7S 

Total Variable CosLs 

1.625.644 
186.064 

U 
0 
0 

0 
0 

0 

1.811.708 

1.569.855 
206.560 

o 

Ii 
U 
0 

U0 
00 

0 

1.776.414 

1.642.457 

216.113 
o 

0 
I) 

0 

0 
() 

1) 

1.85"(.570 

1.757.235 
231.215 

0 

0 
u 
0 

o 

0 
I.988.450 

1.838.362 
241.890 

0 

0 
0 
0 
0 
0 

2.080.252 

1.923.545 
253.098 

0 

0 
0 
0 
0 
0 

2.176.o43 

Fixed Costs 

Rent 
Salaries 
Maimenancc 

Other ::I 
Other ,:2 

TO70.lL h'l) T.'; 
Total Fi.ed Costs 

(611.835 

o 

U 

60.835 

i) 

60.6(0) 
0 

O 
ii 

o 

t 80.6601 

o 
711 .ti8o) 

0 
o 
,i 

0 

7111.o81o 

)0 
722.112 

0O 

t 
0 

0 

722.112 

0 
743.776 

0 

0 
0 

0 
743.776 

0 
766.089 

0 

0 
0 

0 
766.089 

Variable Cos'L. (as a percent ol'sales) 

Administrative 
Marketing 

Insurance 
Legal and auditing 
Utilities 
Miscellaneous 
Other # I 
Other #2 

TOTAL I:B..RIBLE COSTS 
Total Variable Costs 

40"., 
t).5" 
0.0, 
0.00, 
0.0% 
0.0". 
0.00%, 
).0". 

0.0", 
4.4".. 

3.8", 
0.50 
0.0%u 

0.0). 

0 11" 
0.1.,% 
U.001, 
0.00 

11W", 
4.3". 

3.8uo 
0.5o, 
0.0p 

0.0"". 

().00 
0.0"o 
0.0'. 
() 00o 

0.0",, 
4.3". 

3.8%. 
0.5u 
0.0 

0.0% 
0.0% 
0.0% 

0.0"o 
0.0".a 

0.0%0 
4.3". 

3.89o 

0.5% 
0,0% 

0.0 
0. 0 o 
0.0% 
0.0o 
0.00,, 

0.0% 
4.3%. 

3.8%o 
0.5% 
0.000 
0.00. 
0.0% 
0.0 o 

0.0% 
0.0qo 

0.0% 
4.3.o 

Fixed Cost. (percent gronvh) 

Rent 
Salaries 
Maintenance 
Other .7 1 
Other #2 

00" 
3 o0. 
01".. 

O, 
10",01)". 

0 %). 

3,0". 
00". 

011 00". 
00 

0.00. 
3.0u. 
0 ,, 
001",11 
0. 

0.00 
3.0". 
0.0 u 

.o 
00 

u 

(,00", 

0 

0.0 

o.0"., 

3 00. 
0,0 u . 
00. 
(0.U, 

TOT.4IL FI.\'E) C"OSTS 

Total Fi\ed Cost% 

U__O_0% 
31)".. 

". ". 

3 OU,, 

00". 

3.10".. 
0.0 

30% 

0.00% 

3.0u% 

OI'OTAL VARIABLE COSTS 
TOTAL FIXE) COSTS 

1.1I 1.70X81 
660.35 i 

1.77t.414 
680.6611 

1.858.571) 1.988.451) 
7111.11811 722.112 

2.01180.252 
743.776 

2.176.643 
766.089 



Discounted Net C'ash Fhuw Model T SECTION PAGE 4 
Bulgarian Cement 
Privatizatlon 
As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 

IN LONG TERM FINANCING REQUIREMENTS __ 

A. INPUTS for Current and Forecasted ihunu Tern Deli, Finnci_. 
Year I 

TOTAL INTEREST PAYMENTS 1995 

B.ak Loans 390.174 
Debt Instrument #2 U 
Debt Instrument 03 0 

Debt Instrument 94 (J 

Debt Instrument s5 J 

lOT-AL INTIEREST VAY MINIS 1o.N 174 

TOTAL AIDITIONAI. IEB1T FINANCINU 

UBank Loans 
Debt Instrument t2 I00 
Debt Instrument 03 II 

Debt Instrument m4 0 

Debt Instrument 5 I 

1TOTAL ADDITIONAL DEBT IINANCING J U 

TOTAL PRINCIPAL PAYMENTS 

Bank Loans ( 


Debt Inst,'ument t2 Ii 


Debt Instrument t3 0 


Debt Instrument 44 I} 


Debt Istrument 5 U 


TrIOTI'AL PRINCIPAL PAYM:NTS I u 

TOTAL ENDING DEBT 1.51,u.6J4 

TOTAL CHIANGE IN EQUITY FIN.AN(IN 

New Equity Issues 1t 

Additional shares issued 1) 

Equity Repurchases u 

T1-OTrAL CIIANiIE IN IYN' IIN.\NCINOi [ 

toINEEST 3 7 

Year 2 
1996 

3190.174 
0 
0 
0 
(5 

19o. 174 

0 

0 

I) 

0 
0 
0 
0 
0 

1 

1.56U.694 

00 

D0 

5.65 

Year 3 Year 4 Year 5 
1997 1998 1999 

390.174 390.174 390.174 
0 UU 

0 0 
0 0 0 
0 Ii 0 

190.174 391.,174 390.174 

0 0 0 
0 0 

U1(J II 0 
U0 0 0 
0 0 0 

U 0 1 

0 I) 0 
0 0 0 
0 0 0 
0 0 0 
0 0 0 

0 U U0 

1.560.694 1.560.694 1.560.694 

0 0 0 
11 0 0 

0 

0 0 0 

7X3 1014 12.42 



O 'TP[ITSECTION PAGE 5Discounted Nei Cash FIo., Mod, 

Bulgarian Cenc 

Pnvatization 
As of Dcemihr 3 I. 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Current year 
1994 

Year 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year5 
1999 

Fixed Asset Ieprr'iclion - I xistlng .\swissrc 

Depreciation for short terni deprtcahl asets 

Depreciation for medium tern depreciahle asseIs 

Depreciation lbr long tnin depreciahle assets 

Not Fi,:d 

0 

13.749.561 

2.343.559 

916.637 

78.119 

U 

91b.637 

78.119 

0 

916.637 

78.119 

916,637 

78.119 

UU 

916.637 

78.119 

Capital Expendllure M)-preci:t1i 

Depreciation fbr short It.rin deprtiall,' asScLSU 
____U 

00 

U 1_61 ___ 
0 

__0 

0J 
0 

0 

Depreciation lbr owdium wtoni dprcciahl. sseLi 6.667 (.oro7 
6.667 

b.607 
6.667 
6.667 

6.667 
o.667 
o.667 
6.667 

6.667 
6.667 
6.667 
6.667 
6.667 

Depreciation for long temi depreciah a.ssets 00 
0 

0 
U 

0 
0 

0 

0 
0 

0 

U 

(3I [O(NEXPE;NSE 1.UU1.423 1.00N.089 l.U14.756 1.021.423 IU2 8.-89] 



IMPLEMENTING AN INTERNAL
 
VALUE CREATION STRATEGY
 

THE CAPITAL BUDGETING PROCESS
 
ANAL YZING TWO INVESTMENT OPPORTUNITIES
 

Your company has an old machine that must be scrapped at the end of the year. You have an offer for 
$100,000 from the scrap dealer and have decided to accept it. You must now%, decide on a replacement 
machine. 

Your assistant, has reviewed some new machines and has prepared an analysis of the two that fit your 
company's needs. He has completed his analysis of Machine A, but unfortunately, is leaving on vacation 
before he can finish his analysis of Machine B. 

His analysis is presented on the following pages. 

Machine A: Before leaving your assistant will explain to you his analysis of Machine A. 

Machine B: Unfortunalely. your assistant left before getting to his partial analysis of Machine B. 
However. he left Non the following notes: 

Machine B will cost $2.850.(00 versus $1.600.0t) for Machine A. Both have five year lives. However, B 
will take longer to set up than Machine A. While we could have A operating at an average 50% capacity 
in the first year, B will only operate at an average 15%. Since it produces more units, that should not be a 
problem. Production costs arc also lower for B, at $0.35 per unit versus $0.50 per unit for A. We expect 
Machine B to have a salvage value of $700.0t0 in five years. 

I have prepared estimated revenues produced by Machine B based on start-up time, selling price and 
capacity. I have also estimated production costs. Unfortunately. I had to leave to catch my train to 
Oktoberfest before I could complete this analysis. Sorry. 

You will need to 

1. 	 calculate the after-tax cash flows generated by Machine B. the taxes associated with the operating 
revenue, salvage value, and the after tax cash flow. 

2. 	 calculate the present value of the cash flows (the present value factors have been provided) and the 
net present Value. 

3. 	 calculate the Profitability Index (the nominal and present value cash flows are provided). 

4. 	 calculate the payback period. 

5. 	 Which machine vould you select based on payback period, profitability index, and net present 
value? 

6. 	 Discuss the advantages or weaknesses of each method. 

http:1.600.0t


Cap ex answer 

MACIiINE A, FACTS 

Machine A capital expenditures 

1995 
(1.600.000) 

1996 1997 1998 1999 2000 

Depreciation (years) 

Percent ofcapacity 

Units produced (Capacit) = 2.000UUU) 

Production costs per unit 

Salvage value. 

Old equipment 

New equipment 

5 

, 

0.50 

100.000 

(320.000) 
50,0 

1.000.000 

(500.000) 

(320.000) 
100,u 

2.000.000 

(1.000.00) 

(320.000) 
1000 

o 

2.000.000 
(1,000.000) 

(320.000) 
10000 

2.000.000 

(1.0UO.000) 

(320.000) 
90% 

1.800.000 
(900.000) 

125,000 

Price / unit & revenues generated 1 1,000.000 2.000.000 2.000.000 2.000.000 1.800.000 

Less Taxes at 

Cost ofcapital 

40% 

10%1 

Net Present Value Analysis, Mache A 1995 1996 1997 1998 1999 2000 

Revenues generated by Machine A 1.000.000 200.000 1 2.000.000 2.000,000 1.800.000 1 

Equipment & spare parts 

Add sale of'old machine 

Tax effect ofsale 

Total cap cx outflows. Machine A 

(1,600.000) 

I00.000 
(40.000_) 

(1.540.000) 

Unit production costs 

Depreciation 

Machine A operating expenses 

(500.0U0 

(320.010) 

(820.0001 

1 (1.000.000) 

(320.000)1 

1.320.001(1.320000)1 

(1.000.000)] 

(320.000)1 

(1.320.000)1 

(900,000)] 
!320000)3 

(1.220.0001 

Pre-tax income generated by Machine \ 
Less: Taxes 

Alter tax income generated by Machine A 

Add salavage value at end of year 5 

I X.0) 

(72.00)) 

10M.000 

680.00)) 

(272.000) 

408.00 

68O.000 

(272.000) 

408.000 

680.000 

(272.000) 

408.000 

580.000 

(232.000) 

348.000 

125.000 

After tax cash flow generated by Machine A 42X.0UU 729.000 728.000 728,000 793,000 

Present value factor 
Present value ofcash flows 

I.00 
(I,540.000) 

0 9)191 

389.091 

0 8264 
601.653 

0.75133 
546,957 

0.6830 
497.234 

0.6209 
492,391 

Net Present Value of Machine A 987.325 

Profitabllily Index 

Initial Investment 

Nominal forecasted cash flows 
Present value of cast flows 

ProfitabWly Index 

1995 

(1.540.000) 

1996 

34.9 
353.719 

1.6 

1997 

2,0 
601.653 

1998 

2 
546.957 

1999 

2.0 
497.234 

2000 

9,0 
497,391 

Pavback Period 25 1 .I 17.091 2 year suim 0.6 

Page I 



Cap e'. aiiser 

MACIIINE B. FACTS 
Machine B capital expenditures 

1995 
(2.850.000) 

1996 1997 1998 1999 2000 

Depreciation (years) 
Percent ofcapacit 

Units produced (Capcary = 2.500.000) 
Producton costs per unit 
Salvage value: 

Old equipment 
New equipment 

0.35 

100.000 

(570.00() 
154. 

375.000 
(131.250) 

(570.000) 
100,,0 

2.500.000 
(875.00J) 

(570.000) 
100 

2.500.000 
(875.000) 

(570.000) 
I00O 

2.500.000 
(875.000) 

(570,000) 
100Ro 

2.500,000 
(875,000) 

700.000 

Price, unit & revenues generated 1 375,000 2.500.000 2.500.000 2.500.000 2.500.000 

Less Taxes at 
Cost ofcapital 

40% 
10% 

Net Present Value Analysis, Machine B 1995 1996 1997 1998 1999 2000 

Revenues generated by Machine B 375.000 2.500.000 2.500.000 2.500.000 2.500.000 

Equipment & spare parts 
Add sale of old rachine 
Tax effect ofsale 
Total cap ex outflows. ,Machine B 

(2.850.000) 
100.000 
(40.000) 

(2.790.000) 

Unit production costs 
Depreciation 
Machine B operating expenses 

(131.250)[ (875.000) 
(570.000) L (570.000)1 
(701.250) (1.445.000) 

(875.000) 
(570.00)l 

(1.445.000) 

(875.000) 
(50000) 

(1.445.000) 

(875.000) 
(570,000)1 

(1.445000) 

Pre-tax income generated by Machine 1 

Less: Taxes 

Aflertax income generated by Machine B 

Add: Depreciation 

Add salavage value at end of year 5 
Afler tax cash flow, generated by Machine B 

Present value lactor 

L 
10000 0.9091 0.8264 0.7513 0.6830 0.6209 

Present value ofcash flows 

Net Present Value of Machine B 

ProfltabUlity Index 
Initial Investment 
Nominal forecasted cash flows 
Present value ofcash flows 

ProltabUhiy Index 

years 1995 1996 

I 

1997 1998 1999 

l 
2000 

Payback Period 

Page 2 



MACHlINE B. FACTS 
Machine B capital expenditures 

1995 
(2.850.000) 

1996 

Depreciation (years) 
Percent of capacity 
Units produced (Capcity = 2.500.000) 
Production costs per unit 
Salvage value: 
Old equipment 
New equipment 

5 

0.35 

100.000 

(570.000) 
15 

375.000 
(131.250) 

Price,, unit & revenues generated 1 375.000 

Less Taxes at 
Cost of capital 

40u . 

I10___ 

Net Present Value Analysis. Machine It 1995 1996 

Revenues generated by Machine B 375.000 

Equipment & spare parts 
Add sale of old machine 
Tax effect of sale 
Total cap ex outflows, Machine B 

(2,850.000) 
100.000 
(40.000) 

(2790.0) 

Unit production cost% 
Depreciation 
Machine B operating expenses 

(131.250) 
(570.000) 
(701.250) 

Pre-tax income generated by Machine B 
LAes: Taxes 
Atter tax income generated by Machine B 
Add: Depreciation 
Add salavage value at end of year 5 
After tax cash flow generated h. Machine II 
Present value factor 

.2.790.0)0 
1.0000 

-326,250 
130.500 

-195.750 
570.000 

-

374.250 
0 9091 

Present value ofcash flows .-2.790.0001 340.2271 

Net Present Value of Machine II 1 1.451.552 

Profitability Index 
Initial Investment 
Nominal forecasted cash flows 
Present value ofeash flows 

Profitabily Index 

Years 1995 
-2.790.000 

1996 

374.250 
340.227 

1.5 

Payback Period 1 3.0 

1999 2000 

(570.000) 
100% 

2.500.000 
(875.000) 

(570,000) 
100% 

2.500.000 
(875,000) 

700.000 

2.500.000 2.500.000 

1999 2000 

2.500.000 2.500.000 

(875.000)] 
(570,000) 

(1.445.000)1 

1.055.000 
-422.000 
633,000 
570.000 

1.203,000 
0.6830 

(875.000) 
(570.000) 

(1,445.000) 

1.055.000 
-422.000 
633.000 
570,000 
700.000 

1.903.000 
0.6209 

821.6651 1,181,613 

1999 2000 

1.203,0001 
821.665 

1,903,000 
1.181.613 

1997 

(570.000) 
100% 

2.500.000 
(875.000) 

2.50U.00 

1997 

2.500.000 

-

(875.000) 
(570.000) 

(1.445.000) 

1.055.000 
-422.000 
633.000 
570.0001 

1.203.0001 
0 264 

994.215 

1997 

1.203.000 
994.215 

2.780.250 3 year sun 

1998 

(570.000) 
100% 

2.500.000 
(875.000) 

2.500.00I1 

1998 

2.500.000 

(K75.000)1 
(570.000) 

(1.445.000) 

1.055.000 
-422.000 
633.000 
570.000 

1.203.000 
0 7513 

903.8321 

1998 

1.203.0001 
903.832 

Page I \ x 
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IMPLEMENTING AN INTERNAL 

VALUE CREA TION STRA TEGY 

ANALYZING TWO CAPITAL EXPENDITURE OPTIONS 

You have just been informed by the contractors of the Sofia multi-stor parking garage and office building 

that tile) Cement to cement needs for this concrete structre.have chosen Bulgarian provide all their 
After deciding how to spend the bonus Nou will be get from winning this 4 year contract, vou realize that 

the Company does not have the capacity to meet the order and the orders of your other customers. Since 

the contract does not begin until 1996. you still have sufficient time to add capacity before the additional 

cement is needed. Since you don't want to lose yonr boms,you decide to revie%% two capacity expansion 

programs that have been sitting on your desk. 

Currently Bulgarian Cement is producing at its capacity of 3,000 tons per year. The new cement order 

will be for 500 tons per year for 4 years. In addition. you expect that there will be increased demand in 

the market beginning next year for an additional 510 tons. After the garage and office building are 

complete. you expect other demand to replace that of the order. Thus. ou believe that the Company will 

have demand for its products of about 4.0it) tons per year beginning in 1996 and continuing indefinitely. 

You have two capital expenditure programs available: Both options involve buying two 50t) toll capacity 

machines. each costing 4010.00tt Lei. Under each option. the Company would borrow money to purchase 

the machines at the Company's borrowing rate of 25% Regardless of the option chosen, the capital 

expenditure prograin must begin in 1995 in order to give sufficient tiine to get the machines installed and 

operating. 

Option A involves purchasing one machine in 1995 and the second in 1996. You believe a significant 

advantage of Option A is that it will be easier to install one machine and get it working properly rather 

than two machines at once. You also believe it might be better to borrow 800.000 Lei over two years 

(1995 and 1996) than all at once given the 25% interest rate. However, a significant disadvantage to 

buying only one machine in 1995 is that the Compaylill be able to produce only 3,500 tons of cement 

in 1996. While this means that it can meet the demand for the parking garage, the Company risks losing 

other business that you expect will amount to about 5tio tons of cement. 

Option B involves purchasing and installing both machines in 1995. Unfortunately. the company that 

manufactures these machines is not willing to give .ou a discount for buying both at the same time. Thus, 

your price for both machines will be $800.000. which ,ou %%ouldalso have to borrow in 1995. Borrowing 

this amount will add additional interest expense that %ou are unsure is illthe best interest of the Company. 

However, if both machines are purchased, you belic\ e the Compan.\ \\illbe able to sell the full 4,000 tons 

of cement you project will be demanded beginning In 1996 and beyond. 



7 Capital Expenditure Forecasts 
Demand Ls expected to increase as follo%%s: 

Old Demand 
New Demand 

Bulgarian Cement 
Capital Expenditure Options 

Option A 
Forecasted for the year ending 

Capital Expenditures 
Machinery and Equipment 
Spare Parts 

Total Capital Expenditures 

Additional Debt 

Capacity projections are as follosws: 
Old Capacity 
New Capacity 

Option II
 
Forecasted for the year ending 


Capital Expenditures
 
Machinery and Equipment 

Spare Pans 


Total Capital Expenditures 

Additional Debt 

Capacity projections are as follosv-: 
Old Capacity 
New Capacity 

NOTE: 

1995 

3,000 
3,000 

1995 

400.000 
100.000 

500,000 

400,000 

1995 

3,000 
3,000 

1995 

800,000 
100,000 

900,000 

800,000 

1995 
3,000 
3,000 

1996 

3,000 
4,000 

1996 

400.000 
100.000 

500.000 

400.000 

1996 
3.000 
3.500 

1996 

100.000 

100.000 

1996 
3,000 
4.000 

1997 

3 ,(0W 
4,000 

1997 

0 
100.000 

100,000 

1997 
3.000 
4.000 

1997 

0 
100.000 

100.000 

1997 
3.000 
4,000 

1998 1999 

3,000 3,000 
4,000 4,0001 

1998 1999 

0 0 
100,000 100.000 

100.000 100,000 

1998 1999 
3,000 3.000 
4,000 4.000 

1998 1999 

0 0 
100.000 100.000 

100,000 100,000 

1998 1999 
3,000 3.000 
4,000 4,000 

Under both Options A and B. Machinery and Equipment is assumed to have a depreciable life of 15 years. 
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IBulgarian CeloLt 
Pri'.atiiation 

[As ofI)ecinbvr 1. 1994 

Step 1. INPUTS for Pruduct Sales and 


Gross Margin FORECASTS 


A INP( ,T Current Near
 

B Forecast TOTAL SALES or tUNIT SALES (1 or l ; 


C INPUTS for TOTAL SALES (Ti 6irecast
 

INPUT Current year sales
 
INPUT Current year cost of1goods sold torst I
11*.cryice) 
INPLT Sales gowth rates fIr ,ears 

INPL'T Cost olgood.s sold (or cost f srice) as a percent ,I sales fir ,ears 

D INPUTS ior UNIT SAL ES W) torecast 

rc sc -steIN'P LI Produ ct N a m es an d Fi: d I 'n it I r di ciii n 

[~~IZ~Z~ZIZI 
Isbcslos Cartons 


IINPI.T lPriiduct Groups- ;nt lIil 

Cement 

Lime 

Asbe'Los C'anonts 

INPUT Unit Sales Pnces 

Cement 


Lime 

Aibestos Catons 


INPUT Product lost per Unit 

Cement 

Lime 

Aabcstos Cartons 

Step 2. INPUTS for Variable and Fixed 

Cost:; and Taxation FORECASTS 

A INPUT Variable Cost lorecasLs 

In uratrve 


Legaland auditing 

Utilities 


Miscellaneous 


Otner #2 

OPTIO,AL: I,VPUTTTtL .IJUBLI'OSTS 

B INPUT for Fixed Cost fireccas 
'crit 

Salaies 

Maintenac
Other #t 1 

ther 12 

OPTION4L: INPUT TOTAL FI.AID COSTS 

C IN T Current Year Taxes and Forecasted T x Rates 

Current year 
1994 

I
- , 

INI I1 
( rient \vll 

I ,,1 
o d 

Iltp. ,,N 

I,nit PI 
1:.4_1 

It 
I 

INlH 'I
 
( urrcnit %car 

C'I t per ;lit 
I 

Current y.a,' 
1994 

INIIt I 

\ 'ri\a1 tt, t'I 

' 

I ~s'I7 
C urri:nt yeir
I ised i 

to).iti 
ii 

i 

Ni' "1 
'urrent ve;,r 

1a\ KiLo 

INMlLe SECTION 

Year I Year 2 Year 3 Year 4 
1995 1996 1997 1998 

If T is sclstcd.pr,ced t,, IW. If0 is selected, proceed t, 4l1D) 

*'', '," tl,% UI.1o 

i u , W 10.1 

'i, i I rc c ti ,td I ru.S,ld, 

IC~n Etj .4.illiJA) I :IT 

3 ul 
+ " 

I 1,rc1 i I n ltdi' aclt' 
4"t.A H 4, Hii, ..4 1 NifI 

,)SSt, Sol 

-'A, -i~O -L 

Rates 
.__,s_ N', 5 u . 1 

I N H I I-recosied I lilt Price i 4r,,vth " 

w , -I liru.,, 

. ,-,. /" .1 f) Wd '.I 

IN°PI'IF roaed Unit('ist irmh Rates 

_ oI_0_1 ()-_, 

2 rPS 
1)01 s Ir.° 

Year I Year 2 Ye'u"3 Year 4 

1995 1996 1997 1998 

I ar.hIe (, ',ts , a P'ercent ,I Saies 

i ,., "0 . (lt 0 

to,, Il". ti% v 0' 

I 1 j U, 'r. 0 t0 0 0 W . 

i W1, ) i 1 1)0Uo0 0tlo 

I '1 0 Jo U1) it0U%0. 

uwil01 o0.o1 Uoif,-il. 

0 INi I Fre tcd Fi ed t iiriwi lh Rates 
ijif 1 0 1) 00. I1 ,o 

3 Ill. I . 1 )+ 1 3 ir.% 
Ul 0 o.% i110% 0 ". 
0 0J", U ly"; u v% 1 0o 

(i. 1.1kr (I U% (1Ift . 

if i 1 )1r'I ii011f Will 

IN!]'ITF,,rec.lsled la.sRates 

-U41il""" 411 4110-.l " 40 1P..1 

Year 5 
1999 

Q 0% 

i 1. 

4.0010. 

351) 

4ii 1 

1.0)
 

5 tl% 

i-tl% 

olio0
 

3 0 

ij 

.0% 

Year 5 
1999 

0 OR. 

00% 
(I147 
0 lO 

1%
 

0o% 

0 0% 

311°,M 
0 4% 
0 wR% 

0j% 

Itjlo% 

,11% 
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11.l argun Cementi l'ri~eialion
 
At,at'beembier i1. lA' 4
 

!StcpJ. INPUrTS for IOI{ECASTED Depreciation 

and Capitl Expenditurcs 

illt l i " 

ANPtrr Luone wttilltlii li'Ie i I lll'iii"l 

B INP T Cureit Dereiuliae Aiola
 
M'londepreciable ie 11-9 I
NewrO 

Long depieiable (22fe .)j 
To, ; 

C IPL,7 CIn1al o.
INPUT L liiid Enlgelggions og Iuiliiii.l i N I%[i nc Ii, II, i'll-lui Esjiniiluii 

Shor depte ,i tl, t . I 0 ii iS 

Medoogidelrcciable Life c- I ,, "gi u,, 1,,) i IL04g" I O2go2 IgGi0 
Long depieciuble Lfe 20,0 i l, 0 0 

.Step 4. INPUTS for FOIRECASTEl) i.tnE Term Financing 

A IN PLrN for C-cneni andFor-ecud Long "hng IIl Financoili
 

INPLT Cireti I eue Iniere,1elpoigi (l.i on I 1
- 0e 

INPUT Fiond o, Venable Ingeilg Ruit IF- Ne)
 
IN P1T Fired Inte-g Rate Cf t g i.rgnI , g loe,
2' I I S a-1li, hlei 

INPLT Forecualed Vongole l (iggel U'I O "r
 

l . . 1 I4 2.INPLT Begolitg of Det[ l . uI[ I N I igd II WgIi"l ,oge - .I .. igun, I 
1 

-O ricO 

INPIT AdUonal Debtg 
ItPI Pninipo Fanngenga 

ol lgalrniri1tnl0i2] 

INPUTrlFined or VarIabltIntere Rate (IF r,1 F 
INPLT Fued Inlerel Ragel 0 Im rr ,,c ggg c.l iill.l~l liot I RaIcg, 
INPUT Foteu-.icd Lunagle g Rage. INVi 0% igo i O.'.. o nI 
INPLT Bgpa-pog l ea Inb Balance LY(e. I glil.) iJ ii n i a 
INPUT Addbonal litil U ci ii T I 0 
INPtL7 PnI-llul Iggeng, ' I ' 
Eiidog Djell Ilata,r¢"i , ,,;,I 

L,1ie httlint, W1 

" 
[NPLT F.d or Varilble Inlgeeu Rate II o1 V 

INPI li7ed Inger1. I10 I%j' hngO. gtalc,i Rain . ' Ii ga.Id S a-igj, 
INPUT Foreated Vanahle llll Rate. W) C Vu o V. 0 -. 0 v. 
INPLT Begoi/Lno of Neu [elbl alH.l I t 0oINear I olg u 

INTL 7 AddAgol,aJDtoi L) k) u 

INPLT PrwiIfaJ Panemg 0
ega U 

Debl Inwtinw!l 777] 
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INPL'T Foicaced Vanle Inlenri Rai W) 0 0 uI 0u. It. 00'. 
NIt1naouiing of Yeas [Ilbt Balac (Year I ottdy) 0 II a It 
INPLuT --a.',ul Debt 0 u u u U 
INPLr Prmipal I Nortnt, 0 0 It 0 
Ending Iebl Balai o 0 I II i 0 

' 
Debt Insutrim- 7 
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INPUT Fied lntmea Rale IF) 00% Nl T Fggl-tedOIdVaNroble Inltreel Raln 
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INPUT New Eqory Iuigee (in Cnrclh I jj I, II 1 0 
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INP TTouta SLharenIl.sed IReolirha,.dl i It0 u 0 
INPtrr Currenl hare t(uhalandmit I 11) Olin 

IStep 5. INPUT ' u tion Assunpions 
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DMscounid Net Cash Fimoeld, OUTPUT SECTION PAGE 1 
Bulitarian (ement 
Privatization 
As or December 31, 1994 

Discounted Net Cash Flow 

Cunent yearl 

1994 

Year I 
1995 

Year 2 

1996 

Year 3 

1997 

Year 4 

1998 

Year 5 
1999 

Total Sales (PAGE 2) 4.1)866.983 41.311.965 56.777.555 61.475.777 63.322.326 66.311,2t2 

Cost of Goods Sold (Cost of Scrnc)(l'\V i. 2) 36.533.024 
IV 4, 

loI.I1.3.15 
I J.N, 

49.1 X7.711 
. 

51.353.591 
51si . 

531,068,260 
1 4;. 

54,627.731 
1: 4-1 

Gross Margin 

Variable and Fixed Costs ('AGIE 3) 
Total vanable costs 
Totalfixed costs 

Total vanableand gxed costs 

4,333.959 

1.8 1,718 
6(,t1.35 

2472.543 
0 1., 

4,9 11 ;61 
.:II 

1.771.414 
6X0.661) 

2.457.,075 
j ;!i 

7.599.765 
I ?P 

2.441.435 
7t11.tI)i 

3.142,515 
i. 

X.922.186 
I,1 1 

2.tt 1.45 a 
722.112 

3.322,571 
1 (,7 

10.254,l166 
. 

2.722.X6 
741.776 

3.466.636 
1 1; 

11.6193.472 
",C6, 

2.851.312 
766,0819 

3.617.471 
1 I 

Earnings Before Interest Taxes. Deprectation, 
and Amortization (EBITDA) 

1.861,416 
460, 

2.474.3145 
U1, 

4.447.250 
3,. 

5,599.615 
9 P0 

6,787,430 
*.,. 

8.0166,002 
12:21 

Depreciation (PAGE 5) 962.111 1.1}54.756 1.1161.421 1.068.089 1.074.756 1.081,423 

Earnings Before Inturesi and f axes 1;BI'I) )99.3115 1.419.62) i3.3x5.827 4.531.526 5.712.674 1,08)4.579 

Interest Expense (PAGE4) .u11.143 Sil 174 59n.174 59(1.174 590u174 59o. 174 

Profit Before Tax It )I)
.111.-

XI529 45t. 2.795.,54 
V. 

1.941.152 
.vi,. 

5.122.501 
I -.0 

6. 4.40)5 
, 

Tax Pros.sion (i2.71 ,j 11 7.)2 1.1 S3 2(,1 1.576. 4 i 2.1149,llll 2.557.762 

Profit After Tax (79 11131 
.O.' 

497.674 
I 2'-

1.677.192 
It.: 

2.3164.1 I 
€I 

3.t073.50 
45' 

3.1136.643 
59 

Free Cash Flow 
Profit Ater Tax 
Depreciation 
Additional sorkUg capilal requtr.nnunts
Capital nvestment 

497.674 
1.0154.756 

)(,,.747) 
(1(t1t11)(I 

1.677.392 
1.061.423 

(2.319.1131) 
)t.tlo)) 

2.364.11 
1.068.0119 
(554.733) 
I O0.lult) 

3.073,500 
1.174.756 
(426.9112) 
(0().()(t)) 

3.836,643 
1.081.423 
(448.331)

100I 00)O 

Additional Debt Financing 

'ritcipal Patyments 
Changes in Equity Financing 

Free Cash Flow 

X0.t000ol 

I 

1.31S.61)2 

0Il) 
I0 

319.976, 

II 

2.778.10,7 

0t 

0 
(] 

3.021.274 

0 

0 
0)I 

4,369,734 

Present Value Factor 

I'rescnt Value ofCash Ilow 
0 X6017 

1.192.6t15 
0.6375 

203.356 
I 4722 

1.311.9711 
o3498 

1.266.757 
12591 

1.132.278 

Sum of I'resent Value ofCash :lows 
Present Value of Residual 
Preliminary Value 

Working capital (deficiency) surplus 
Non-operatitg assets 

5.106.967 
3.209.144 
8,316.111 
6.219.202 

s5.t00 

Itesual Value 12.3814.1163 

Equity value indication 15.t35.3113 

Total shares outstanding 1.(11111.11m) 

Equity value per shart: 15(14 



Discounted Net Cash Flow ModeI O1UTPUT SECTION PAGE 2 
Bulgarian Cement 
Privatization 
As urDecentber 31, 1994 

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

Current Nearl 
1994 

Year 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Unit Product-on 
Cement 

Lume 

Asbestos Carton.s 

2.691 

200 

0 

3,(1111 

25o 

4.(11) 

25o 

0.50 

4.000 

151) 

0 

4,110) 

150t 

0)t 

4,i)t 

35)0 
0 

UnitCapacity
Cement 3,000~l 3.0011 4,000~t 4.1lt00 4,t000t 4,000t 

Lane 
Ashest:' Carons 

S)) 
21.) ot0 

50ll 
2l|,t11)0 

511o 
21)1o))) 

500 
2 .000 

5))0) 
2).)))) 

500 

21.001) 

Percent of ('apacz 
(.Cement 

Lime 

Ashhsl(o, C'aJ1ltns 

xv 7,,. 

4111111., 

11ltw l'(I.." 

5tl0,,,, 

P.[ 

1 t10'. 

50I0"' 

).L 

1011.0 , 

70 O', 

Ju( 

100.0).u 

70.t)f". 

0'.)ot.(0' 

1)0).0'. 

70)0'. 

0p.t 

Priceper Unit 
Cement 
Lime 

Asbestos Ctanons 

12.413 
M 4 IN 

512 

12.911 
li M1 

i12 

113.555 
111.231 

512 

14.233 
Ill.12 

512 

14.944 
1l). 12X 

512 

15.692 
Iit,12M 

512 

TotalSalesby Product 
Cement 
Lime 
A.shestos Cartons 

33.413.3X3 
2,)7.600) 
5,376.0)0 

39,729.561) 
2.5X1.405 

) 

54.219.9H4 
2.557,571 

) 

56.930,983 
3.544.793 

0 

59.777,532 
3,544,793 

62,766,409 
3.544,793 

0 

Cost per Unit 
Cement 
Limc 
Asbestos Cartons 

11,064 
M,399 

49)) 

I1.39, 
X.771 

5114 

11.73H 
.946 

529 

12,()9t) 
9.125 

556 

12.453 
9.31H 
583 

12,826 

9,494 

613 

Total Cost by Product 
Cement 
Lime 
A.sbcstos CaiuOns 

29.773.224 
1.719,9))U 
5.0411.1 1 

14.1X7.7,, 
2.192.745 

46.951.190) 
2.230.600tt 

II 

4N.359.726 
3.193.965 

) 

4Y,910.51X 
3.257,742 

) 

51,3t)4.833 
3,322.897 

) 

Prolit per Unt 
Cement 
Litle: 

Asbestos Canons 

17 

, 
.,",. 

, 

11"I 
I,1 ., 

Im'. 

4u.34",, 
12 5'U 

IUI)".. 

15.1". 
9 9',. 

t))" . 

16 7",. 
m 1". 

) t o 

19.30o 
6,3'. 

0.0.0 

u A L LS 

Ir)TAL C)ISIS 01)Fi)0 )1), S01.)) (())S.T (w SI).HVIL) 
4).9,.,.J I 
36.531.)24 

41 'l '." 

0,(I. 0 
,, 

",,-77,555 
41)1X7.7911 

60.475.777 
51.553.591 

3,322,32c 66,311,202 
53.0)68.26t 54.627,730 



Discounted Net Cash Flow Model OITPLiT SECTION PAGE 3 
Bulgarian Cement 
Privatizauon 
As of December 31. 1994 

VARIABLE AND FIXED 
COST ANALYSIS 

Current)earl 
19941 

Year I 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 

1998 

Year 5 

i 999 

Variable Costs 
Administrative 
Marketing 
Insurance 
Legal and auditing 
Utilities 

Miscellaneous 
Oiter a I 
Other :2 

TOTAL I.IRI. C"thS7S 

Total Varilble Costs 

1.625.644 
186.064 

0 
(1 
0 

U 

(i 

1.1 1.7u8 

1.509.855 
2116.5611 

) 
u 

I 

0 
0 

0 

1.776.4 14 

2.157.547 
283.888 

0 
Wiu 

U 
0 

0 

2.441.435 

2.298.080 
302,379 

) 

0 

0 
0 

0 
0 

1) 

2.00.458 

2.406.248 
31o.o12 

0 
0 
11 
0 

0 
0 

0 
2.722.X0 

2.519.826 
331.556 

0 
0 

0 
U0 
U 
0 

0 
2.851.382 

Fixed Costs 
Rent 
Salaries 
M..inenance 
Other - I 
Other -2 

TOTAL FIXED COSTS 
Total Fixed CosL,; 

0 
(,611.835 

(J 

i 

I 

(,()0.X35 

Ii 
680.10611 

Ii 

IJ 

u 
0 

(,81.oLiu 

II 

71.o)o 

11 

II 

ii 

11 
7o1.0811 

o 

722.112 
tJ 

II 

u 
00 

722.112 

0 
743.776 

(1 
1) 
0 
0 

743.77o 

0 
766.089 

0 
0 

0 
0 

766.u89 

Variable Costs (as a percent ofsales 
Administrative 

Marketing 

Insurance 

Legal and auditing 
Utilities 

Miscellaneous 
Other #1 
Other N2 

TOTIL I ARIA.BI E COSTS 
Total Variable Costs 

4.0., 

0J.5u,, 
0 00, 
1.0"'. 
(1H.",, 
0.01u u 
0.0". 
()0".. 

110",, 
44" 

3.8", 

U.0 
0.0". 
1.U0 

()01., 
0 1u 

, 

U.U'o 

0.00" 

1 0"',, 
4 3". 

3.8 ° . 

0.5" 
(10 . 
0.10,, 

().0U 
0.0%,) 
0.Ou 

.00,, 

0 00% 
4 3",, 

3.8'., 

0.50. 

0.01!o 
0.0% 
0.00. 
0.0 u o 
0.00. 

0 O. 
00% 
4.30. 

3.8 
u 

0.5% 
0.00. 
0.0% 
0.0,0 

0 0 
00O 

0.006 

0.0% 
4 3'. 

3.8 o 
0.5% 
0 0u 

0.0% 
0.00%, 

0.040. 
0.00. 
0.0'0 

0.00., 
4.3o 

Fixed Costs (percent Prosswh) 
Rent 0A(".1)"i, 0,0(Y., 0 011. 00t. 

Salaries 
Maintenance 
Other --
Olher : I2u",, 

3 o",, 
110",, 
11) 

001,',, 
11 

3 I",, 
00I(', 

l. 

00.. 

30",, 
(o.1. 

()011J6.n, 
t(.0)(1, 

3.0". 
0.1)". 
0J0"., 

3.0% 
)).

u0 

0.00u 

0.0, 

TOTAL FI.VEI) C)STS 

Total Fixed CosLs 

0,)",., 

3 0,, 

110".. 

3.()",, 

() Dul 

3.0". 

0"., 

3,0". 

0.00. 

3.)". 

IOTAL VARIABI.E COSTS 
TOTAL FIXED cosTs 

1.811.71181 
661.8 15 

1.776.414 
680.660i 

2.441.435 
701.080 

2.600.458 
722.112 

2.722.X60 
743.776 

2.851.382I 
766.089 



Discounted Net Cash Flow Mudcl OUTPUT SECTION PAGE 4 
Bulgarian Cement 
Privatizatlon 
As or December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for (irrent anid Forecasted ILolg Term ltbl Finaniing. 
Year I 

TOTAL INTEREST PAYMENTS 1995 

Bank Loans 590.174 

Debt Instrument -2 0 

Debt Instrument t3 0 

Delbtitrunent :4 Ii 

Det lnstrument ;15 I 

T'T. INTERI.;SI I..\YMINITS 59w. 174 

TOTAL ADIrrlONAI. DEIIT FINAN( IN(G 

Bank Loan. 

Debt Instrument 52 
Debt Instrument #3 
Debt Instrument A4 

Debt Instrument s5 

XO.((0 
U 
0 
U 
0 

I I~ NAL I)EII IFINANCING ] xuu.oU 

TOTAL PRINCIPAL PAYMENTS 

Bank Loans U 

!1: 
Debt Ins rument 03 I0 

Debt Instrument :4 
Debt Instrument 5 05 

Debt Intrunel t2 

TOTAL PRINCII.AI. PAIINIS 0 

TOTAL ENDING DEBT 2.360.694 

TOTAl. CIIANGE IN EQUITY FINAN('IN(. 

Nc%.Lquity I ,ues 0 

Addilional share issued 

Equity Repurchases 

IIOTAL CItANUI*; IN EQUIT'I'Y I:INXNCLIN; ) 

3EBIF 2.41to INTEREST 

"r 2 

199o 


590.174 

0 

0 

59.174 

0 


0 
0 


0 
0 


U 

( 

0 

0 

0 

2.360.694 

0 
0 

0 

0 

5,74 


Year 3 

1997 

Year 4 

199. 

Year 5 
1999 

590.174 

0 

0 

W0 

590.174 

0 

U 

0 

590.174 
0 

0 

U0 

0 

59m.174 590.174 .90.174 

0 

0 
0 

0 

0 

0 
0 
0 
0 

0 

0 
0 
0 
0 

0 

U 
0 

U 

00 

U 
0 
0 

0 

0 

0 
0 

0 

0 

0 , , 

2.360.694 2.360.694 2.360.694 

1) 
Ii 

0 

U0 

0 

0 
0 

0 

U 0 7E 

7.68 9.6X I1183 

http:PRINCII.AI


Discounted Net Cwh Flow Model OUTPUT SECTION PAGE 5 
Bulgarian Cement 
Privatizatio, 
As of December 31. 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Current year] 
19941 

Year I 
1995 

Y'ear 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Fixed Asset Deprecialion • Exkting .\ssels 

Depreciation for ,,hurt tenn depriaiIle .axs 

Depreciation lr medium t,:nn dprccah asseLs 

Depreciation lb.r long tenn depreciable a..sct. 

.-.,, 

U 

13.749.561 

2.343.559 

) 

916.637 

78.119 

916.637 

78.119 

916.637 

78.119 

U 

916.637 

78.119 

U 

916.637 

78.119 

Capital Fx penlilure I)eprecialki 

Depreciamon 11orshmlnImn dcpre.ialI assetN 0 

U 

U 

U 

0 
U 
UJ 

UJ 

U 

) 

(J 

U 

U 

Depreciation for medium ten depreciable ,sL% 6U.U)UJ ()U) 
o.,,67 

60.0U 
6.667 
6.(67 

UU.U00 
6.667 
6.667 
6,667 

60.U0U 
0.u67 
6.667 
6.667 

6.667 

Depreciation fbr long tern drecialhh a cLs T) Kf 0T 
U 
0 

0U 
U 

U 
UJ 

U[ 

U 

j[HTO -TT.,1II', =7I,.VI ' NN IXII A S,1.1 ,154.7 3(r, I. m1.42 1 l . 0 6 KOX9lx' . 074.7 5() L.UX1.423 _ 



Discounted Net Cah Flo%%\u'odi INPUT SECTION 
Bugraement 

P'ri~altition 

As ofDecemher 31,1 994 

Step 1. INPUTS for Product Sales and Currentj year Yetr I Y'ear 2 Yetr 3 Year 4 Year 5 
Gross Margin FORECASTS 1991 1995 1996 1997 1998 1999 

A INPUT Current year
 
B Forecast TOTAL SALES or I1'IT SALES (T I')' selected. to a1C. It*I is selected, proceed to oILD)
 F -ITis pr,.eed 

C INPUTS forTOTAL SALES (T) forecast 
INPUT Current year sales 
INPUT Current year cost ofgooas sold (or oit of secrie) -
INPUT Sales grovkh rates for ears 1-5 i 0 Llo 0i I U0% 0* 

INPUT Cost oflgoods sold (or cost ofservice ,as 1.5 1)t7o 0'%a percent ot sales fnr vears ti c% .1 W.3%1 it 0% 

D INPUTS ftr UNIT SALES it) forecast IN': I 

Current seil 
INPLT Product Names and Ire.ssted tinit I'rdutm It mi ,I) NIl I Iloccteed Unt,%S.Id 

Cement I.k It1t 4k 433011 4,10)01 4 0(l 

[Asbestos Cartons Li2') IN 1 0 35, 3 17l - 35i)7,1 

'urrent \.,ir 
INPUT Product Groups-Unit 'apacitv Ina '. :I'l'T recastedU'nt('apacirs 

Cement 3 -A.,, 4,l), A .. t 4.010) 

Lime [ .... IiI1 ) 5W, 5W 
Asbestos CartomI. it ij~ NuJ 21 1 '#)u(A)~i l 

'urrent%.,rt Ik ,~ 2 

INPUT Unit Sales Prices It li s NI'I'T l.-reted I:03t Price iiro ,lh Rates 
Cement 12.41" T l'.0 530%4 ,), 50'%r 50i 

Lime l -I.. t -3iSo ito] 0 017. 
Asbestos Cartons ,....I. P.o[ ii.1. ,,zz ' )0, 

I urI'' 

.NPUT Product Cost per Uit ',Stror nt INII .TIrec.sted int1 ,st 3;rwdth Rates 

Asbestos Cartons . . 5.. W° U 1 5 V % 1 3.1 oE .0 

Step 2. INPUTS for Variable anti Fixed Current yvar Year I Year 2 Year 3 Year 4 Year 5 
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999 

I1,11 1 
i enlt \ t 

A INPUT Variable t',,stirecas~s irinlc isi% IN I% itt Lis a Percent,iSales 
Administrative w2K.t ., 3 3 i 

. 
1s 3 8" 3 go 

MmIketung Ili ,u,4 iu 00,t. I o, 15)% 05. 

Inurance ,, ,i, t li~o U 0% 33(toi 1)t)0 
Le)taIand auditing _,______ 30U, ,.i (i tj% U 1o t 0% 

Utilities it3 0 W33 00'. r) V . 31310% 
Mlscellaneous i) i30 U) 4001% 0t.io 11% 

Other #I i tilil Ii3,o 0fl, 0- 00% 

Other $12 173)33% Ut, 01 0V10 53(3%0., 

OPTIONAl.: INPUT T(JT'AL I ".lJl..IIl.K ("7"S [ ,. 01P.1 , U % 

INNq"I 

Current %car 

B INPUT for Fixed Cost forecasts Fled Cost, NIl T Forecasted Fi'ed o t (roth Rates 

Rent (i it Li% ciVtrot' 00% 130.0 00% 
Salaries I3m3335 31'. 311. 3 0% 3 Ito: 311% 

Maintenance u 0 1 ,. 00%o 0 % 0 0i 0% 
Other I1 fj i uit', U 01. U 0%l 0. 0 u,, 

Other#2 1i 33o3'
, 

o iltl. i) 0U% ')W. () fl", 

OPTIONAL IP,'TTOTA. F.VEIUW.TS' [ 33. 33%1 ut' 0 o1 3t33 ,tO+ 

INferlvcaI"ul'Tentrear 

'I'i Rate INI1'-TFiirec.asted Tax Rates 
C INPUT Current Year Taxesand Forecasted Tas Rate [ 1. . 11-iI 4100%l 4)I,i 43i.ro.,tl%
0
 



D.c....d '.,,.hFlo %I dl INPUT SECTION 

[As of1).c,.Wr JI. 1"94 

IISIepJ. INPUISfor FOR lA I-LD Depreciatnlun 
and Capital Expendllures 

I'I 'I 

I IIhliiliojia INII'Ie 

A INPUT CI.rnl Y.e"Drne-it.is'n 0rpm.. "niI I ",oi 1I,.I.I" 

B INPUT Current Dlinrrcoblin Aosels 
Shortdrprfituble bf.(I-i yew'. 0 UI 
Mtdiwn deprrabl 1.li (6r v 1 ",,j k II 

Long depreciable hif(20-)."I i '. . itl 

Toal I. I 

i ll .INPIT" CiapitolE pondrinion i 11i'' INIt"1 ,,.c;i.3i' l~tl1. 1 1I)illi u'n,INN car 
,,, ,I304 iM) I 3ci 041,i ii 'ina 

Mion dprm abli firI 1. yo il UU 0 1 0 3) 

Mrdinndepr- . Or6-1') INoa f 1111 ) Ililili1. (~ i IPnoU ILU1 10I) tn 
Long depreciale hfn 1200 12 C"1 

Step 4. INPUTIS for FOlR[ECASTEI) lil 
t 
Tnrl Fiinancilng 

A INPUTS forCooffoniad Fofiroard Long Trin Debt FinoIoing 

INPUT Cumrn'i n Inerrn E n-- In C i.n". o 

INPUT F,od or Vaniublr nlnrnii Rt IF ,i ., F 
INPUT F-od Inirin R.I (1-)[ (2'.. I 'I t,-i i,,Id n n'lloplcn i Rai, 

INPUT PFior. ivnri~bln ,oml Oin,R..0, U U. 0 U. l 00-.I 0 (J.] 1 0 0 
INPUT 13llguiongof ), marInil il0own i No, I liii I I lot'. I ..i...i1i I.1111t0 I I.113) I 
INPLrT Addunon, D13.1. 0 3 1 0 

INPtr Pnnipoj P.iN-nu 0 ii 0 

Ending Debt BIawnce I +el.I L .U iii) L ",t i , I 4 

Debi Inmarnoonl *I 

INPLT Fiord or Vanble Intimrot Ri (For ,3 I" 

INPUT Fored Intrerin Rite 3F' 21 U. I%Ill'I no .till - lnlmwI Rln.a 
INPUT 

INPUT 

F,,remrd VoomoIhnInlielul Roai,. I'(V,% 

B or Y.ng[ [.mni B."Io f I N ,- 1 

% 
0 IUU.llI 

a (". 

ijnl.Ui3 i 
O(. 

x'2 222, 
I Ui 

O.030,O 
INPUT Addinnal )1bi OII,'UOU 0 3)1)UOUI 1 0 

INPLT Pnmin.ip Pinint, ii 13 I 0 0 

Ending De t llin I,.tt,1-01 1.,31110.3 Nooi lul oSIl mUil1, .1Ji(,1i1 

DebtI lei,,no nert # 

INPUT Fiord orVanabl Inl.mm Rao IF or U)V 
INPUT Fiord Inlirrll Rai. IF, U 1 ,'i \.Isuli ,l.-I.h4 l33It Rai, 

INPUrT Folicnalld %'anjtlv iinvll lRin.c i'V) ),iU"I. 00, U13 
IN PUT BetaIrvingiofNl w Dotil Ialon , II u' - 1 I, 0 1 ,1 
INPTrrAddili.il Ieton (1 0 U 
INPLT Principol Pa'incl, U I)I U k 

Ending [nIl ) JnaJame ,l ii 3, i 

Dni Irnta'innt 04 

INPUT Fixedor VmaiblnInteril Rstaii I orU 

INPrT Fiod InterciRotbF) 0% I"Fre-lFd VbnihlFlew1 Rate, 

INPUT Foreasted Vnal1, Interei Rain.e, II I. 00.. 013' 00. 00% 
INPUT Bnginnog ofYr DeilHalonmrl Ycar I md.v) U 0 0 0 

INPUT AduonaJ Debt 0r 0b0 

INPUT Prmia Payments 0) 0 0 0 

Endingr.i.tBalonm 0 1 , 0 0 

Debt fliltunael,I+,J
 

INPUT Fixedor Vemble Interro Rtr (F or V) F 

INPUT Fioed Internt Raie IF) 0. INPTr Foren...ed Rate,Voioable Inimal 
INPUT Foreuied VarableInirini Rit (%) 00', 0. 1 0'. 00 004 
INPUT bni~ieiniog of Yeao Lnblilwlanr- (%'man I .. 1,1 0U 1 0 0 
INPUT Additional Debt 0 0 0 0 0 
INPUT Pruicpal Po.pnini 0 0 0 
Ending Debt mllln l, Ii 0 0 0 

B INPUTS forForecastid EquiPr Financing INP ll i]n ul hi4ui, O 3eOuhn 

N- ~ Iro (.Cjlol N Pnn !~ 2i ~ .3u31 lal.s I ~" 
I 

INPUT Eqri Repcuhl'hae (in ConriwlaI0 0 ( 13 0 0 

INPIT Toil Shor laIud I+Reimilodl ii 0 i . 0 
IN PUT Crilrent Iia(l. I)ulondiiai I.01)1000.UU 

Jilcp INPUT Valuation ,Assumptions5. 

Condrnl orwthRilg capitl 1.io 'ulniko3 .0 % lrol a i 

Rrd RRainP.ate 

L 

http:I.01)1000.UU
http:1).c,.Wr


Discounted Net Csh Flusde, OUTPUT SECTION PAGE 1 
lulgarian Cement 

Privatlzation 
As of December 31, 1994 

Discounted Net Cash Flow 

Curnrel wearI 
19941 

Year I 
1995 

Year 2 

1996 

Year 3 

1997 

Year 4 

1998 

Year 5 

1999 

Total Sales (PAGE 2) 40,1)66.93 41.311.965 5U.U).57 60.475.777 63.322.326 66.311.202 

Cost of'Goods Sold (Cost of Scrsi") (l.\L 21 36.533.024 
SOV, 

36,380.505 
4N P: 

43.318.892 
1& 0, 

51.553.591 
11 "NJSli 

53.068.260 54.627.7310 
52a' 

Gross Margin 

Variable and FixedCosts (PAGE 31 
Total variable costs 
Total fixcdcosts 

Total variableand fivscd cosLs 

4,333.959 
1061 

IS11.708 
661.835 

2.472.543 
0 P*, 

4,931.460 
1 5', 

1,776,414 
0(1,.6610 

2,457.075 
I V,. 

6.611.165 
I : 

2.15U,0102 
7UI.,080 

2,851,082 

I .:, 

M.922.186 
14 S-, 

2.601.458 
722.112 

3.322.571 
I 'ii:iil 

10,254,166 
16 2. 

2.722.860 
743.776 

3.466.636 

11,6113,472 
1"' 

2.851,382 
766.1189 

3,617.471 
I' S;1, 

Earnings Before ntcrcsLa\cs. Depreciation. 
and Amotizcation (EBITI).) 

1.861.416 
40. 

2.474.395 
',,. 

3.8311,08.3 
" 

5.599.615 
3. 

6.787.430) 
1o " 

8.0660)12 
12:" 

Depreciation (PA(E 5) 962.111 1,02..09 1.061.423 1.068,089 1.074.756 1.181.423 

Earnuing Before Intercst and Taxes (EBIT) 899.305 1.446.296 2.768.660 4.531.526 5.712.674 6.984,579 

Interest Espense (PAGE 4) 1.011.141 490.174 59o.174 59(1.174 591.174 5911.174 

Prolit Blore Tax (131.81m) 956.123 2.178.487 3.941.352 5.122.5111 6.394.415 

Tax Provision (52.715) I2.449) X71. 195 1.576.541 2.1)49 Il) 2.557,762 

Profil Mier Tax 79. 1 3) 571.674 I.317.1192 2.164. I I 1.73.5m 1.836,643 

Free Cash Flos, 
Profit Mter las 
Depreciation 
Additional i.oring capital rc4uirecnLs 
Capital investnitc 
Additional Debt Financing 
Principal Payments 
Changes in Equity Financttg 

Free ('ash Flow 

573.674 
1.1128.0989 

,(1,.747) 
(5l)0.llll 
400I,0110 

U 
0 

1.415.Of16 

1.117.1192 2.364.111 
I.ul.42.1 1.111,8.111)9 
( 1.3113.214) I1.571.359) 

(5Ut)ll.)) 1l1).()10)) 
400.00 0It)t 

0I 1) 
I i0 

965.3111 1,761.543 

3,0)73.5)0 3,836,643 
1.174.756 I.1(81,423 
1426.982) (448,331) 
(IUU.(Iow0) It ) 

It 
0I 1 
1) I1 

3.621.274 4.369,734 

Present Value Factor 
Present Value ofCash Flow 

11.)61)7 
1,235.165 

1.6375 
615.407 

(14722 
831,76 

11.3498 
1.266.757 

0.2591 
1.132,278 

Surn ofPresent Value of(ash Ilos 
Present Value of Residual 
Preirninar Value 

Working capital (dcliciency) surplus 
Non-operating assets 

5.01)1.3K2 
3,219.144 
8.29)). 527 
6,219,212 

5)l.t0) 

Residual Value 12,384.863 

Equity value indication 15,1119.728 

Total shares outstanding I.0)tl.tl1l) 

Equity value per share 15111 



Diicounted Net Cash Flow Model OUTPUT SECTION PAGE 2 ] 
Bulgarian Centent
 
Privalization
 
.so December 31, 1994
 

Year 4 Year 5ISALES AND COST OF GOODS SOLD Current %earl Year I Year 2 Year 3 
(COST OF SERVICE) ANALYSIS 19941 1995 1996 1997 1998 19991 

Unit 	Production 
Cement 2.691 3.0t001 4.000111 4,11110t 4.00olt 4.)001) 
Lmte 211u 2511 2511 Is .1511 350 
Asbcstos Canuns 111.51111S01 I 0I 0I 4) 

Unit	Capact. 
Cenent 3.1111ot 3.011 3.5111 4.11111 4.11001t 4,00011 

Linic S11ti 51111 511 5111 Soo 51111 
Ashestos ..antons 21.1,t111 21.1t11 2I.1lt1 21.1111 21.000111 21,0001t) 

Percent of Capacity	 
) 

Cement 	 H9 7",, 1till1".. 11I4311, 10 0".. }{,1°oI{t.0'. 100 

Itume 	 4010".. S) till.,+ t)OlU,, 7o1o,1., 70).0"n 70t.0% 

Asbestos taFlon 	 511It",, t.0111-1' (1",,U0)''00 1 ),, 0.10. 

Pnce 	per Unit
 
Cement 12.413 12.910 I13.555 14.233 14.944 15.692
 
Lunie 1i.4 I 10.314 111.2311 10.124 11.128 10.12X
 
Asbestos Canons 512 512 512 512 512 512
 

Total Sales by Product
 
Centent 3.13.4113,33 38,72H.561 47.442,4X6 56,931,983 5).777.532 62.766.4019
 
Linic 2,001.600t1 2.511.,4015 2,557.571 3.,544,793 3.544,793 3,544.793
 
Asbestos Canons 5,376.1t111 11 t) I)
0I 	 0I 

Cost 	per Unit
 
Cement 11,164 11.396 11,738 12.0901 12,453 12.826
 
Lic 9,59,9 H.771 H,946 9.125 9.3119 9,494
 
Asbestos Catons 4X 5114 529 551, 583 613
 

Total Costs by Product 
Cement 29.773.224 34.1X7.760 41,1182,292 49.3159.726 49,8111.518 51.304,833 
Lutie 1.719.11 2.192.745 2.23(,.61)0 3,193.965 3.257,742 3.322,897 
Asbcstos t wll,' s 5.I4l II0I 11 II 0 

Profit per Unit 
Cement II 7.9",,7",. 114" 15I,'l, 16 7, 18.3, 
Lime 176" IlI",, 125. ,. 1 6.3.99% 
Asbestos Cantons 	 1,301",, 0111", , (0.0'o.%U.01",, 	 tl.1l~ 

lOTAL SALES 41.,9.j 41.3..,5 5o.1jj11.157 1,1.475.777 6.3.322.,326 66,311.202 
11TOTAL COSTS OF G(1(IDS SOLD (COIS] (IF SERVICE) .1(,533,0124 3.39-1.51 5 43.319.A92 51.553,591 53,11.6.261 54,627,730 

http:3.39-1.51
http:1.719.11


Discounted Net Cash Flow ,odel OUTPUT SECTION PAGE 3 
Bulgarian Cement 
Privatization 
As of December 31. 1994 

VARIABLE AND FIXED Current v'earl Year 1 Year 2 Year 3 Year 4 Year 5 
COST ANALYSIS 1994 1995 1996 1997 1998 1999 

Variable Costs 
Adtinistralive 1.625.644 1.569.X 5' .9UU.0.2 2.298.080 2.406.248 2.519.826 
Marketing 186.064 206.560 250.uuo 302.379 316.612 331.556 
Insuraice 0 U Ii 0)0 0 
Legal and auditing U 0( 0 
Utilities UI U (1 o 0o 
Miscellaneous U i )i I) 1 0 
Other I U 1 ( U 0 
Other H2 U . 1) 0 0 
TOTAL I -tRIABLE COS7N 0S I 0 0 0 

Total Variable Costs 1. 1 1.70, 1.776.414 2.150.u02 2.60)0.458 2.722.860 2.851.382 

Fixed Costs 
Rent 1) U ( 0 0 
Salaries (60.X.35 ,Xij.6 ,) 711.080 722.112 743.776 766.089 
Maintenance 1 U I. 1) U 0 
Other s I 0) U 1) 0 0 
Other H2 U ii 1 0 0 0 
TOTAL 'VD I)S ii o I) 0 0 0 

Total Fixed Costs 6 0.835 (,811..,)( 701.1)80 722.112 743.776 766.089 

Variable Costs (as a percent ofsales) 
Administrative 40".. 3 8% 3.8X" 3.8'. 3.8',, 3.80o 
Marketing 0.5u" o 5". 0.5% 0.50. 0.5% 0.5". 
Insurance J 0",, 00. 0.0% 0.0% 0.0% 0.0% 
Legal and auditing ) 0". (o 0.0.0% 0.0% 0.09 0.0o 
Utilities u0". 0".. ,. 0, , 0.00. 0.0°o 0.00.. 
Miscellaneous 1)0% 00%. 00, U.0 ' 0 0.0% 0.0% 
Other #1 0 J1 11"', 01.0"'. 0.0% 0. 0 0 0.0% 
Other 02 10". , 0",, () 0",, 0.01. 1)0% 0.0% 
TOTAL I .JU.IBI. ()STS l', ", It11",, 01 0 0U0",) 0.0'o 

Total Variable Costs 4 4".. 4 "., 4.3",,. 4 3",, 4 3",, 4.3% 

Fixed Costs (percent grolh 
Reml 11 )n( 0t,,,,t) 0)lj.(.00. 

Salaries Ii,", 3o1". 3o",, 3 ,, 3.0. 
Maintenance )",. () (0 1)0 00% 0.0% 
Other : I 1 U),, 0 Ii.. 0 O"u 0.00 0.0% 
Other 42 
TOTAL FIE!) ('OSTS 

U i" u 
i 

()1", 
11", 

0 000 
0.00. 

0.0' 
0 000 

0.0% 
0.0p. 

Total Fixed Costs ",, 3 0",, 3.0",, 3.0". 3.0% 

TOTAL VARIAI[LE COSTS I.X 1 1.77i,414 2.150.002 2.600.458 2.722.860 2.851.382 
TOTAL FIXED COSTS 660.,0 ux.i-i. 701.,010 722.112 743.776 766,089 



Discounted Net Cash Flow Model OUTPLUT SECTION PAGE 4 
Bulgarian Cement 
Prvatiz2ation 
As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for Current apd Forecatvid Lone Terns Debt Fhitancino 

TOTAL INTEREST PAYMENTS 
Year I 

1995 
Year 2 

199u 
%eal 3 

1997 
Year 4 

1998 
Year 5 

1999 

Bank Loans 
Debt Instnirnent H2 

Debt Instrument 3 

Debt Instrument =4 

Debt Instrument a5 

.190.174 

I00.0II 
I) 

0 

390.174 

200.IJ00 

UCl 

390.174 

20U0IU 
0II 

0Io 

U 

19o. 174 

20.UU0 

U 

U 

0 

390.174 

200.00U 

U 

0 

0 

['101AL INTERES1 I'.\I M IS 49w. 174 5)17.I4 59,u. 174 59 o.174 590.1 74 

TOTAL ADDITIONAL. I)E.T IINAN(ING 

Bank Loans 
Debt Instrument u2 
Debt Instrument :3 
Debt Instrument ::4 
Debt In.strument 5 

U0 
400.000 

0 
0 
U 

400.000 

0C 
0 

0 
UU 

U 

U 
0 
0 

0 
0 
0 
U 
U 

T-OTAL ADDITIONA-L. DEIBT I-INANCING j 400.UUII 4UU.JUO ) U U 

TOTAL PRINCIPAL PAYMENTS 

Bank Loans 
Debt Instrument ;2 
Debt Instrument 13 

Debt Instnment 54 

Debt Instnment :a5 

U 
0 
U 

0 

U 
U 
U 
0 

0 
U 
0 
) 
U 

0 
U 
0 
U 
U 

0 
0 
0 
0U 
U 

TOAlo. PRINCIL'. \I 'AY\II.N I I1 o 0 

TOTAL END/NC; 1W/tT I.960.694 2.360.694 2.360.094 2.360.694 2.360.694 

TOTAL CHANCE IN EQUITY FINANCING 

New Equity Issues 

Additional shares issued 
Equity Repurchases 

jr)T.AL C.mNtJl IN EQUIT iFIN..\NCING ] 

0 

U 

(0 

U 

0 
0 

U 

0 
U 
U 

I 

0 
U 
U 

U 

0 
0 
0 

[EBIT to INTEREST 2.95 4 69 7.68 9.68 1183 



Discounted Net Cash How, Model OUTPIJT SECTION PAGE 5 
Bulgarian Cement 
Pnvatization 
As of December 31, 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Fixed Assel Depreciation - Ilxistin_ \sts 

Depreciation hor short tcrm dcprcl i1ic .i...t 

Depreciation for medimn tenn dcpreci le asscL 

Depreciation for long teni depreciable assets 

Capiltal Expenditure I)eprecial.n 

Depreciation foi short term depreciahle asseL 

Depreciation for medium temi depreciable assei% 

Depreciation for long lemi depreciable assets 

S DEPECIATION ENPINS1. 

Current year 
19941 

Net I:i\d 
t., 

IJ0 

13.749.561 

2.343.559 

Year I 
1995 

U 

9 I6,637 

71.119 

33.333 

.)2X.U(X9 

Year 2 
1996 

() 

916.637 

78.119 

33.333 
33.333 

u 

I.001.423 

Year 3 
1997 

0 

916.637 

78.119 

0 
U 

33.333 
33.333 
0_.667 

0 

IU.o.09 

Year 4 Year 5 
1998 1999 

0 

916.637 916.637 

78.119 78.119 

0 U 
U 0 

33.333 33.333 
33.333 33.333 

6.667 6.667 
6.667 6.667 

6.667 

0 

o ) (J 
U U 

1I.U74.756 1.081.23 

/
 



CASE STUDY: Negotiating the sale of a company based 
on value "as is" and value with Internal improvements or 
value to a specific buyer 
Canadian Plastics Ltd.("CP") 

Purpose of the Case Study: 

The purpose of the case study is to perform company financial analysis to identify problems, 
assess value drivers, examine the impact on value of strategies, select appropriate strategies, 
and determine final measurement of value creation. Participants will break up into two groups 
(the "buying group" and the "selling group") and negotiate the sale based on different 
strategies formulated by assessing value drivers that are important to each group. The buyers 
(LSK Plastics, Inc) will calculate value of the target company "as is" and the value will be 
based upon the improvements they will make. The sellers (owners) (Canadian Plastics Ltd.) 
value their company "as is" and also value the company based on several strategic plans they 
are considering. The two groups will then negotiate the sale of the company based on their 
analysis. Neither group will know the other's internal valuation strategy during negotiations. 

Seller Conipanv Profile: Canadian Plastics Ltd. ("CP") 

CP operates in a specialized segment of the plastic containers industry, with its primary target 
markets including the pharmaceutical, household chemical, food, and automotive industries in 
eastern Canada and the midwestern and northeastern United States. While the Company has 
established itself as a quality producer over a long period of time, CP is still dependent on Big 
Foods for a significant portion of its sales. Furthermore, the Company has been subject to 
increased material costs related to the high dernand for and low supply of plastic raw 
materials. 

Buyer Company Profile: LSK Plastics. Inc. ("LSK") 

LSK operates in diversified segments of the plastic container industry with customers 
including soft drink bottlers, outdoor recreation ard sporting equipment manufacturers, 
pharmaceutical companies, as well as household chemical, food, and automotive companies. 
LSK operates in Canada, the United States, Mexico and Europe. The company is based in the 
United States and is well regarded as a quality manufacturer of plastic containers in all of its 
target markets. 

STEP 1: ANAL YZE YOIR COAIPANY 

PART A 

The first step in implementing an internal value creation strategy is to value the company "as 
is." With the following assumptions and the accompanying financial statements, use the DCF 
model to value CP: 

Sales will grow at 5 percent over 1995-1999 due solely to price increases. 



" 	 Cost of goods sold will remain the same as a percent of sales as in 1994. 
* Selling and Administrative expenses will remain the sarne as a percent of sales as in 1994. 
" CP's tax rate is 30 percent. 
* 	 The company's net property, plant, and equipment is depreciated over 7 years. 
" 	 The company plans on spending C$ 1,000,000 per year in capital expenditures for 

replacement and refurbishment of existing equipment (7 year life). 
* 	 The company's bank loans have an interest expense of 6.2 percent. 
" 	 CP currently projects a working capital/sales requirement of 30 percent (based on the 

three year average of the historical working capital/sales). 
* 	 The cost of equity is 18.0 percent (includes a cost of equity premium of 3.0 percent for the 

lack of customer diversification and small size). 
" The company's residual growth is based on long-term inflation forecasts equal to 2.5 

percent. 
" Thc company has 1,000,000 shares outstanding 

PART B 

Analyze the financial condition of CP and identify the areas of strength and weakness. Assess 
the company with respect to the following categories: Liquidity Leverage, Profic,,bility,atnd 
Efficiency. 



CASE STUDY: Negotiating the sale of a company based 
on value "as is" and value with internal improvements or 
value to a specific buyer 
Canadian Plastics Ltd. ("CP") 

PART C 

BUYERS (LSK PLASTICS. INC.) STRATEGY 

With the following information, develop a strategy for value creation of CP once you have 
acquired the company. The new value of CP represents the value to you, as the buyer, 
assuming the synergies and benefits you can bring to the operations of CP. 

* 	 Due to the nature of LSK's strong and diversified customer base, acquiring the company 
would eliminate the risk associated with CP's customer dependence and small size. 

" 	 The production synergies assumed by CP after the acquisition would allow the company 
to operate at the industry levels (equivalent to that of the guideline companies-GLC) with 
respect to the cost of goods sold as a percent of sales. 

" LSK would incur C$3 million in debt at an interest rate of 6.2 percent at the beginning of 
1995 to help finance the acquisition. The debt and associated interest expense would be 
incurred by CP after the acquisition. The debt would be - id off in 10 equal installments 
of principal. 

" 	 LSK's strong brand name for plastic containers would allow for increases in price and 
volume. As a result, LSK forecasts that by adding the LSK brand name and expanding 
CP's distribution network, annual sales growth will increase to 20.0 percent in 1995, 10.0 
percent in 1996; 8.0 percent in 1997-1998, and 5.0 percent in 1999. 

" As an initial step to improving the quality of the CP's plastic products, you decide to 
replace a molding machine which has a salvage value of C$75,000. You have two options 
for its replacement: 

I. 	 Lease a new molding machine for C$ 100,000 at the end of 1994 (assume an inflationary 
growth in rent of 3.0 percent. 

2. 	 Buy a new molding machine for C$800,000 (5 year depreciable life) to be financed with 
debt with an interest rate of 6.2 percent (all principal repaid in one balloon payment in 
1999). 

" 	 LSK believes that much of the overhead expenses of the company can be reduced as the 
parent company would eliminate double counting of overhead expenses (such as tax and 
audit fees, legal fees, and internal accounting personnel). LSK believes that CP's Selling 
and Administrative Expenses can be reduced to 12.0 percent of sales. 

* 	 The Canadian government views the foreign investment by LSK positively because the 
increased company rc.venu.ies and profits will increase tax revenues and jobs over the long 
term. Therefore, the Canadian government grants CP a tax holiday for three years in 
which CP will pay no taxes. 



CASE STUDY: Negotiating the sale of a company based 
on value "as is" and value with internal improvements or 
value to a specific buyer 
Canadian Plastics Ltd.("CP") 

PART C 

SELLER (CANADIAN PLASTICS, LTD.) STRATEGY 

As the owner and part of the management team of CP, you believe that you can make the 

following improvements in the operations of the company in order to maximize value. The 

value, as a result of the improvements, represents the value to you, as the owner and manager 

of the company after employing an internal value creation strategy. 

• 	 By pursuing a cost leadership strategy,you believe that CP can best maintain market share 

in the low end plastic container pharmaceutical market by reducing forecasted price 

growth. As a result, you plan to reduce price growth (sales growth) to 3.0 percent growth 

in each year 1995-1999. 
* 	 After analyzing the balance sheets of the company, you believe that you can reduce the 

working capital of the company in the future in two ways: 

1. 	 Manage the cash balance of the company to 4 percent of total assets. 

2. 	 Manage accounts receivable turnover to the industry standard (RMA) of 8.0. 

(Him.- iecalculate the comtany's 1994 vol'king capital as a percent of sales after making 
adjustments to 1994 iorkintg clpital cind use h1t1 I)ercentage as a proxy for working 

capital sales as an input into the model). 

* 	 CP believes it can reduce cost of goods sold down to 73.3 percent of sales (industry 

average) as the company searches for cost-reducing linkages with suppliers based on 

supplier's product design, quality, packaging, order processing, etc. 

* 	 CP believes it can eliminate unnecessary overhead, reducing Selling and Administrative 

Expenses to 11.0 percent of sales. 
* 	 CP believes that it can sell company automobiles (provided to company employees as 

perquisites) for C$100,000 without impairing operations. 



Schedule Ij 
Canadian Plastics Ltd. 
Fair market value of the Common stock 
As of December 31. 1994 

Historical Balance Sheets 

($ Canadian) 

Assets For the year ended December 31. 
1992 1993 1994 1992 1993 19941 GLC RMA
 

Current Assets: __Cash and equivalents 3.891.000 3.349,000 3.367.000 16 1% 11 2% 97% 7A% 44% 
Accounts receivable 2.558.000 2.725.000 5.984.000 10.6% 9 1% 17 2% 20.0% 22.9% 
Inventory 4.061.000 6.170.000 8.115.000 168% 206% 233%1 15.2% 193% 
Prepaid expenses 00% 00% 00% 
Other current assets ... 6_04.000 ... 479,00_ . . 451,000. 2 5%/ 1 6% 13% 11 
Total current assets 11.114.000 12.723.000 17.917.000 459% 425% 51 5% 43. 8% 483% 

Net Property and Equipment 13.115.000 17.188.000 16.873.040 541% 57,5% 485%1 48.7%1 42.1% 

Total Assets 24.229.000 29.911.000 34.790.000 10 0% 100 .% 1000% . 1000%j .. _ 100.0% 

($ Canadian) 

Liabilities For the year ended December 31.
 
Crtiits.1992 1993 1994 1992 1993 19941 GLC . RMA
 

Current Liabilities: I 

Bank indebtedness 0 0 1.000.000 0 0% 0,0% 2 9%1
 
Accounts payable 2.372.000 6.070.000 4.205.000 98% 203% 12 1%; 15.6%1 11.9%
 
Income taxes payable 0 0 0i 0 0% 0 0% 0 0% 1.4% 07%
 
Current maturities of long-term debt 0 _ 0 _ 01 00% 00% 0 0% 4.5%
 

Total Current Liabilities 2.372,000 6,070.000 5.205,0001 9 8% 20 3% 15 0%1 28,3% 32.7% 

Deferred Income Taxes 2.519.000 2.564.000 2.677.000 104% 86% 77% 

Total Liabilities 4.891.000 8.634.000 7.882.000 20.2% 289% 227% 48 8%/6 

Share capital 796.000 796,000 796.000 3 3% 2 7% 2 3%
 
Retained earnings 18.542.000 20.481.000 26.112.000 765% 68.5% 751% 16.2%
 

Total Stockholders' Equity 19.338.000 21.277.000 26.908.000 79.8% 71.1% 773% 505% 39.8% 

Total Liabilities and Stockholders' Equity 24 2290_ 29 911,000 34,_0 100.0 100.0% - 1000% 100.0% 100.0% 

Notes: 
RMA data from 1994 RMA in SIC# 3089, "Manufacturers- Miscellaneous Plastic Products" 
GLC data represents the average of the selected guideline company data 



Fschedule II I 
Canadian Plastics Ltd. 
Fair market value of the Common stock 
As of December 31, 1994 

Historical Income Statement Data 

($ Canadian) 
For the year ended December 31, 

1992 1993 1994 1992 1993 1994 GLC RMA 

Sales 29.478.667 30.405,000 32.819.000 1000% 100.0% 10 0 0 %t 1000%; 1000% 

Cost of Goods Sold .20.515,000 23,306.000 25.197,000 696% 76.7% 76,8% 73_3% 

Gross profit 8,963,667 7.099,000 7.622.000 30 4% 23 3% 23 2% 26 7%! 24 6% 

Selling and Administrative Expenses 2,946,667 3,159,000 4.255,000 10 0% 104% 130% 11 6% 

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

6.017.000 3.940.000 3,367.000 20 4% 13.0% 
-- -

10,3%1 15.3% 

Depreciation and Amortization 2,232.000 2.335,000 2.576.000 7 6% 7.7% 7 8% 7 2% I 

Earnings Before Interest and Tax (EBIT) 3.785,000 1,605.000 791.000. 128% 53%- 24% 82%1 

Provision for Income Taxes 1,612.000 481.500 237.300 55% 16% 0.7% 22%! 

Net Income 2.173.000 1.123,500 553.700 7.4% __ 3.7% 1.7% .6% 

Notes: 
RMA data from 1994 RMA in SIC# 3089. "Manufacturers- Miscellaneous Plastic Products" 
GLC data represents the average of the selected guideline company data 



Schedule III I 
Canadian Plastics Ltd. 
Fair market value of the Common stock 
As of December 31, 1994 

Historical Ratio Analysis 

1992 1993 1994 GLC, RMA 

LIQUIDITY: 
Working capital $8,742.000 $6.653,000 $12.712.000 
Sales/working capital 337 457 258 71 11.9, 
Working capital/sales 2966% 21 88% 38 73% 14.10% 840%! 
Current ratio 469 2 10 344 1.61 1.41 
Receivables turnover 11.52 11 16 548 80' 
Days' receivables 32 33 67i 45.0 46.01 
Inventory turnover 5.05 378 3.10 i 

ASSET UTILIZATION 
Total asset turnover 1.22 102 0.94: 1.21 1.8 
Sales/net fixed assets 2.25 1 77 1.951 2.0 4.3 

LEVERAGE: 
Interest coverage 000 000 0.001 37.2 
LTD/(LTD+capital)(1) 0.00% 000% 3.58%1 

PROFITABILITY 
Gross margin 30 41% 23 35% 23.22%' 20.8% 
EBIT 12 84% 5.28% 241%i 

ROE BREAKDOWN 
Net income/sales 74% 3,7% 1.7%j 4.6% 
Sales/total assets 1 2 1.0 0.91 1.2 
Total assets/total stockholders' equity 1 3 1.4 1.31 

ROE 11.2% 53% 2,1%. 9.3%1 

Notes: 
(1) Capital is equal to stockholders' equity 
RMA data from 1994 RMA in SIC# 3089, "Manufacturers. Miscellaneous Plastic Products" 
GLC data represents the average of the selected guideline company data 
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Step 1.INPUTS for Product Sales and Current year Year I Year 2 Year 3 Year 4 Year 5 
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999 
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INIt [ 
S*urrent %ci 

la' ile INI "TFrecasted Ta, Rates 
INPUT Current Year Taes ,and .ore.,sted Iis Rats, ')" 3"% 311,'.1 30 0%1 3Ul. 301% 

http:Ibrec.,.Ls
http:Currv.ll


INPUT SEC TIONDiscounte N.1 CrasFlo Mod. 
CadnpLati Ld. 

[Aso(*December M.1, I94 

IIStep J. INPUTS for IOIUCASiED Depreciation 
and Capital Expenditures 

(,an, Io'an INPIl 

INPUT Curent Year [Yelr rCOpeno. 2.'.00 1.r,, I ,l,,. 'oraiEl 

B INPUT Curnnol Dopre.ll , A-lu
 

hort deptecoable GfeI I .S y.I.i 2
 
Medir r, depreciable Ole(b.-rO1 nari II
 

Long depreciable 1.1 (20--


Total 
 11,, 

ro Onl' alrralC INPUT Capital Enpndhrae.. 0, I nrprraiol IIVT kn.e IlJ 

MUU '0m,0u I I'1) 0 
MerbarndeoprecoablebfeI6.I ye'o,l - l.000.00 l.000.00U l.O00U l.O00.O'oJ 1.001r.0000 a 
I rSondeprecblehf .11-5 0 1 0 0years)
Long depreciable bf. (20,) 0 

Step 4. INPUTS for FORECASTEI) i.lion Term Fianaiidng I 

A IN PUT'S for Curent andFore'uted Long Tema Debt Ftorranit
 

INPUT Correnl 'eor Interest Exponoe (In ('urrar-y I
 '-1 1 + ' .... A 
Deblno.rmu #1l 

INPUT Fared ,r VwaOle l,-rerl Rate (F or V) 
v 

INPUT Fred Inl.el. Rot, IF) n. INI rI,r t.al.larlI% l111ro~lI a,, 

INPUT Forev.'tlnd Vanable Iai,,ret Rat. IV) u U.. U U.. +Ua."., _ 0. 00". 

INPUT Bepron.ng of Year I onal, I I O1r,)1 1.10 IO t)[Oll lSalo,. (Ym I.O XOo0 r1101 L0.O 000 I 

INPUT Addbonal [0it 0 
I 

INPUT Proclp J Paynrntl t1 EU 

Ending Debt RiBaL,/e _I OW, W 000 

Debt 02 Ittl, l ' 

INPIrr Faed o %a ItaleInterest Ralt I or V)"
 
INP~r" Froed Inieren Rule Ifr 01', IN 'I I n ar.Wl,ha ihrt.sl kair.,
, 

INPIrr FVorrcurard Voaotdr llnrclo RaI, I Vj"I h U . 0 I. 1, I4 0 10a, 

IN PUT Belonnmopof It DeIlo alc, 0 stIIaoI od,+ GCr a U II 

INPUT Addtronad 06ol U 0 0 I 0 

INPUT PnoranpaI I'aynrnnta t) 0 0 0 

EndmogDebt Balooce u l 0 

Debt larle nt 03 

INPUT Fued or Vanable Inlerest Rat, (F or ')
 

INPLrT had Inle-il Rael (II) .nil, lic-l kal
E =.. I%1'[I 

INPUT Fornnlued a,Ialnle Inlutol hales 0) UV 1) V) 0 U.. U0'. 00. 

INPUT Bejioog of Neas Dbl1 tiarrte INtea I lds j U uU 

INPUT Addtloano blet0 a 0 2 

INPUT P'mropal Paymenin__ U U 0 _0_ 

Endag Debt aimoce ________ 0 U 

Debtallnlnmrrl 04 

iNPUT Frondor Varable Interet1Rae IFor V) 
INPUT Fioed Interest Rat IF' I = 0 INPUT Forcasted VariableWret Rates 

INPVT Fre.tiled Vroabln Inlotes, Riale. (V) 00%, 0 0. 0 0-b 0 o0% 1 0'. 

INPUT Bepintrungof Year 116Iblace (You I Ordy) U O 0 0 

INPUT AddjonoJ Debt 0 0 0 a 
INPUT Prarpal Payment 0 a 0 0 0 

Endm Debl Balance 0 0 0 0 0 

DebatIrio)unm1t $ I 
INPUT Fued or Variable Interest Rat, (F Or V) F 

INPUT F"ocdInintel Rale () INl'" lot,,I. . Inlresl01% Io Waal. Ran, 

00'. On'. 00 . 0 ;. 01INPUT Froreuaed Variable Inlr1 Ruln (%1 

INPUT Begirnooogof Year Debtallance (Year I aid.) U U 0 0 0 

INPUT AddIuonal Debt 0 0 It 0 0 

INPUT Pruiopal Payrments 0 rr T U 
Endolt Debt Moaarce II 0 I tJ 0 

k,,IntrB INPUTS for Forecsrted Ertroyrvhi.i t l 'r L I. r I. ,r rIra-.n, 
, .. - , l NIrr.,1 Ia
I 


IN PUT New Eqrry I . . n . ' ur... .. (if 0 ,)1 0 

INPUT Eqroty R pwIc, l I. (It,( n rr ) U 0 0 10 

INPUT TotaJ Shun, Issed (Re,'LmrI'and) U 0 0 0 

INPUT CoTenl Shares Outatlrrdarg 1.001.00 

itep 5. INPUT Valuation AssumnptimolS 

1 -i,rl utI. lo r NrrrprrloalCwrol.,l,,.+o,, on, 10 Vral ftlaI
 
C.urretl yewI worlJ' li llao I 2t.wX olr O .+lr lllld.+h
 
Woaralocaprral"er; tara [TY i2.5I C 

capia." fIu %lo"Ic %*+.date 

Rerdoial Gnowl.h Rule 

http:1.001.00
http:Bepron.ng
http:l.000.00
http:Dopre.ll


Discounted Net Cash Flow MI,,dl OUTPUT SECTION PAGE 1 
Canadian Plastics Ltd. 
Privatication 
As of December 31, 1994 

Discounted Net Cash Flow 

Cur'ent .year 
1994 

Year I 

1995 

Year 2 

1996 

Year 3 

1997 
Year 4 

1998 

Year 5 

1999 

Total Sales (PAGE 2) 32,819.000 : 34,459.950 36.182,948 37,992.095 39,891,7110 41,886,285 

Cost of Goods Sold (Cost of Serlce) OIAOi- 2) 25,197,000 
'd 5 ' 

26.465.242 
"!b0 V, 

27.788.504 
0 . 

29,177,929 31,636.825 
'0 S.',6 

32,168,667 
S , 

Gross Margin 

Variableand Fixed Costs (PAGE 3) 
Total variable costs 
Total fixed costs 

Total variableand fixed costs 

7,622.000 
.J 2' 

4.255.000 
0 

4,255.1111 
IJ 0.. 

7,994.708 
N 2:. 

4.479.794 
I0 

4,479,794 
1/0-

8.394.444 
2 2. 

4.703.783 
0 

4.703,783 
30', 

8.814.166 
2 2€ 

4.938.972 
0 

4.931.972 
IJ0;, 

9.254.874 
N 2:J 

5.185.921 
0 

5,185,921 
1.10;. 

9.717.618 
NJ 2' 

5.445,217 

5,445.217 
1tO . 

Earnings Before Interest,Taxes. Depreciation. 
and Amorliza ton (EBITDA) 

3,367,000 
t03., 

3.514.915 
10,:1: 

3.6901.661 
MI.': 

3.475,194 
102', 

4.1168.95.1 
1021, 

4.272,411 
h02.. 

Depreciation (PAGE 5) 2,576.111111 2.553.286 2.696,. 14" 12.'9.011111 2,981.857 3,124,714 

Earnings Before Inlieresi and Iaxes (EIIIT) 791.1110) 961.629 194.51 X 1.036. I94 1.11X7.096 1.147.,687 

Interest Expense (PA6I- 4) 110 6(2.11t 2.111111 ,o 62.0110I1t 62.11011 

Profit Belore Tax 791.uo1 
. ,*4-1 

8') ,29 9,12.518 
'A-. 

974.194 
: P.:2 

1.1125.1196 
6, 

1.185.687 
16., 

Tax Provision 237.3011 21,9.X89 279.755 292.258 307.529 325,716 

Prolit After Tax 553.7m1 6274o 652.762 681.936 717.567 759.981 

Free Cash Flow 
Prolit After Tax 
Depreciation 
Additional working capial requirements; 
Capital investment 

Additional Debt Finantng 
Principal Payments 
Changes in Equity Financing 

Free Cash Flos, 
_ 

629.7411 
2,553.286 
(492.2851 

( 

tl 

1,6911.741 

652,762 681.936 
2,696,.143 2.839000 
(5316.899) (542,744) 

('KmmIO).mm.111) ( 1.18.!|} 

0I11 1) 
0I 0 
o ( 

1,832.1116 1.978,191 

717,567 
2,981,857 
(569,881) 

(,11111!) 

O 
0 
0 

2.129,543 

759,981 
3,124,714 
(598,375) 

( 1,00,fMg) 

(1 

0 
2.286,3211 

Present Value Factor 
PlresentValue ofCash FloM, 

0.92116 
1,556,453 

1178)1 
1.429,236 

0.6611 
1.3117.866 

0. 5603 
1.193.162 

0.4748 
1,085.595 

Sum of Present Value o l'Cash Flows 
Present Value of Residual 
Prelinunary Value 

Working capital (dcliciency) surplus 
Non-operating a.ssets 

6,572.312 
5117.433 

7.079.745 
2.866.3011 

U 

R__idual Value 1,068,680 

Equiy value indicalion 9.946.114 5 

Total shares outstanding 

Equity value per share 995 



OUTPUT SECTION PAGE 2Discounted Net C'xh Flow Model 

Can dian PlasticsLtd. 
Privatlzation 
As of December 31. 1994 

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

Current Nyear 
19941 

Year 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Unit Production 
Poduct aI 
Product n2 
Product "3 

"N 
ON -x 
N A 

-N x 
ONA 
N A 

nN A 
"N k 
4NA 

ON A"NA 
-N A 
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=N X 
-NA 

ONN A 
;:N A 
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-N.sN 
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N A 

;NA 
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:;N\kN 
-N \N 

i NN 

A 
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"NA 

A 
tN A 
"N A 

Percent of Capacity 
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A 
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-N :\ 
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"N A 
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"N A 
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Price per Unit 
Product 1 
Product 42 
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N .\ 
ONA 
N,.\ 
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-NA 
"N A 

nNA 
"NA 
"N.A 

ON'A 
iNA 
aN;A 

Total Sale.%hy Product 
Product 1 
Product 02 
Product 43 

ON.A 
"N A 
ONA 

"NA 
"N A 
N'A 

1N' 
PN \ 
" N .A 

"NA 
uNA 
"N A 

"N A 
=N'A 
-N'A 

aN/A 
"1N1A 
ON'A 

Cost per Unit 
Product #I 
Product "2 
Product 03 

ON/A 
#NA 
,N,A 

ONA 
"N A 
"N A 

N A 
#NA 
N.A 

"sN'A 
ONYA 
"NA 

ON/A 
"N,'A 
NA 

9N/A 
N,A 

ON/A 

Total Cost%1yProduct 
Product qI 
Product 02 
Product 03 

"N A 
ONA 
,N'A 

"N A 
4N A 
',NA 

"N A 
ON A 
isA.NA 

"N .A 
"N A 

NA 
"N A 
"N A 

oN.A 
N;A 

"NA 

Profit per Unit 
Product aI 
Product 
Product #3 

,N \ 
.2':NA.\ 
"N . 

N \ 
"N \ 
N A 

NNA 
"N A 
,N .A 

NNA 
"N 
"NA 

:,NA 
"\N A 
"N A 

aNA 

nN/A 

TOTAL SALES 
rOTAL COSTS OF GOODS SOLD (CtS(I(: SERVICE) 

.2.,t'J.t 
25.197.utttt 

14.459.951 
26.465.242 

36. 1X2.','4 
27.700.5tt4 

37.992.0(95 
29.177.929 

39.891,7tt0 
30.636.825 

41,8116,285 
32,168.667 



Discounted Net Cash Flowodel OUTPUT SECTION PAGE 3 
Canadian Plastics Ltd. 
Privatization 
As of December 3 1, 1994 

VARIABLE AND FIXED Current ,yearl Year 1 Year 2 Year 3 Year 4 Year 5 
COST ANALYSIS 1994 1995 1996 1997 1998 1999 

Variable Cost, 
Administrative 4.255.0UW 4.479.794 4.703.783 4.93%.972 5.185.921 5.445.217 
Marketing ii ( U U U (J 
Insurance U 0 U U UU 
Legal and auIJIIig ii I) U i. 0U 
Utilities U 0( U 0 
Miscellaneous Uii II 1) U 0 
Other Pl J u U 0 
Other g2 0 0 0 0 
TOTAL I .IPI.BL ( "OSTS 0 0 0 

Total Variable Costs 4.255.000 4.479.794 4.703.783 4.93M.972 5.185.921 5,445.217 

Fixed Cost; 
Rent U) U U U 0 0 
Salaries U 0 0 0 0 
Maintenance U 0 1) U 0 
Other g I U 0 U 0 0 U 
Other o2 U U U U U0 
TOTAL FIXED COSTS U 0 0 0 

Total Fixed CosLt, 0U U U U0 

Variable Costs (,asa percent ol'saics) 
uAdministrative 13.',u 13.0"u 13.0% 13.0 13. 0u 

u 13.0un 
Marketing 0.0u% 0.0% .00 0.00 0.0% 0.0a 

0.0 u,Insurance 0.0,0 0.0. U.Uo 0. 0 
00 0.0"o 

Legal and auditing U.W% 0.0U. 00.% U.00% 0.U0 o 0.0% 
0 0Utilities .", 0..%' U. 0. 0.0% 0.00%0 

,Miscellaneous 0 0' U.0U Uu.J.Uu 0.0 0 0.0%0
0 0Other ;i1('., U.001. 0."', 0.0. .0% a. 0 

Other H2 U 0 . 00 . 0.0.. U .U", 00. 0,0%0 
TOTAL I At.411.EU('STS 0.0,. 0i.0% 0.0% U.U. 0.0a 0.0% 

Total Variable Costs 13 U'.. 13.1.1 13 0".. I3.011, 13.0% 13.0% 

Fixed Costs (percent ero.,th) 
Rnl 01". U 0". 0.0, 0.0% 0. 0 % 
Salaries 011i". 0.01. 0 0", 0,0% 0. 0 " 

.Maintenance ).",, U 0".1 0 u 0.0 0o 0.0% 
uOther #I 0U".,, )". .0% iJ.0 o 0. 0 o0

' Other o2 0.0 ". I) 0"', OU.0.,% U 0.0% 
TOTAL FIXED "O. 0.0". .U". 0.0% U.U0". 0.0% 

Total Fixed Costs l . 0 U.0U 00% 0.0% 0.0% 

TlOTAL VARIABLE COSTS 4.255.,UJ] 4.479,794 4.703.783 4,938.972 5.185.921 5.445.217 

TOTAL FIXED COSTS U[ U 0 0 



Discounted Net Cash Fim Mudl 1OUTPUT SECTION PAG E 4 
Canadian Plastics Ltd. 
Privatization 
As or Decembew 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for Current and Forecasted I.in' Term Deb Financing 
Yejr I Car2 "Year3 Year 4 Year 5 

TOTAL INTEREST PAYMENTS 1995 1)9 1997 '98 1999 

Debt Instrument -I 2.000 u2.olJ 02.)tJU 62.011 02.000 

Debt Instrument .2 1)U (1 0 
Debt In.strument 53 U U U U 0 
Debt Instrument "4 1)U U 0 0 

Debt Instrument -­5 0 U l) 0 

ITOTAL INTEREST PAYMENTS [ 2.UiUJ o2.00U 62.00( 62.0UIJ 62.000 

TOTAL ADDITIONAL I)E.IIT FINANCIN(G 

Debt Instrument 'l1t 0 0 0 0 

Debt Instrument '12 l 1) 0 0 0 
Debt Instrument a3 UU 0 0 0 
Debt Insirument P4 UO 0 0 0 
Debt Instrument 15 t) U U 0 

[I'OTAL ADIIONAL DEBT FINANCINU U 41 i 0 t 

TOTAL PRINCIPAL. PAYMENTS 

Debt Instrument PI 0iU (1 U U 

Debt Instrument V2 t U 0 

Debt Instrument ;3 11 (1 0 (I 
Debt Instrument -4 U 4 U 0 0 
Debt Instrument 0S U 0 0 

TOTA PRINCII'Al- IAYMENIS J U U U 0 : I 

TOTAL O.ND/A'(; DEBT I t10Ut101 1 .l44J.U(U I.0O.00J I.000.O00 1.000.00 

TOTAL CIAN(E IN EQUITY FINANCING 

New Equity Issues U 0 0 0 0 

Additional shares issued ) U 0 0 0 

Equity Repurchases u0 0 0 0 

]1TOTAL CIIA.NUE IN EQUITY INANCINU I 0 0U 0 I 

IIEDT to INTEREST 15 51 16.U4 16.71 17.53 18 51 



Discounted Net Cash Flo%% Model O!TP T SECTION PAGE 5 
Canadian Plastics ltd. 
Privatization: 
As of December 3I.1994 

FIXED ASSET AND CAPITAL Current year Year 1 Year 2 Year 3 Year 4 Year 5 
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999 

Net li.\ed 
Fixed Asset l)epieriation - Existlio .,Nssets .,,ets 

Depreciation forshort tenu deprc .iah: asts U 1) t) U 0 0 

Depreciation for medium temi depreciahle xssels 16.X73.UOU 2.410.429 2.410.429 2.410.429 2.410.429 2.410.429 

Depreciation for long term depreciable asseLs u ( U 0 0 0 

Caplhal Expendlture l)epseclatili 

Depreciation for short term depr,.mablk as,:L, C ) 0 U ) 
i U 0 U 

1) 0 

0 

Depreciation for medium ten dcprviabl. assets 142..5i
7 142.x57 142.857 142.X57 142.X37 

142.x57 142.857 142.857 142.X57 
142.857 142.857 142.X5 

7 

142.8 57 142.8€57 

142.857 

Depreciation for long tern depreciable asseLs 0 u U U U 

o 0 o 

U u 

T\TAEIRECIAI).N ENI'I.NSI. 2.53.2 6 2.,9U. 143 2.S09. Cd 2.98 1.857 3.124.714 



Discounted Net Cush Flo,.%,odvl 

lCanadit ,Plfstib L.d
 
Privatilation
 

As ol'Decentb=r3I, 1994 

Step 1. INPUTS for Product Sales amd 

Gross Margin FORECASTS 


A INPUT Cunrent Near 
DForecast To)TA. Sl.S ,rV ii SAL .' I or 1''.1 

C INPUI'S Ior TOTA. SAI i Ifreca:t
 

INPLT Current vear sales 

I.N1.'I1 	 Curment Near . atg ds said .., ,Il crPicvc 

IPt~r Sates ratesIr ,1. 

IN"TI" Cost ot'g+odsold ihrcost n service m ; percent tisales ftr cars 

D INPITS IarUNIT SAL.E-S I I arecast 

INTUT Product Names and hqh'ea;atcdlint !r ,dutwn 

I r d c sII 
Ptraduc#2 
Prndut X3IIl 

I\N'UT Product Graups-UnLi apacitv 

Product aI 

Product 02 

Product #3 


INPTLr Unit Sales Prices 


Product $I 


Prduct0 

Product 


[. I," lm[r
duct('.)%tper l'no 

Product a I 

Product V2
aiI 


Produc t$30 

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

A INT Variable Cost IlorccasLs 

Administrative 
[Markeing 
Inaumrnce 

Legal
an.auditing 

Utilities 


'iiscllancous 


ther 1 
2 

OPTIOJNAL: I,'P77TT7) I. CO.TS 

B INPUTr ior Fixed ('list freca;. 

Rent 

Sa]ano, 


NLntaIn nce 

Other Al 


Other #2 


OTI0'fXAW: I.VPUTTOTL.HL"KI) (( ,... 

ICINPUT Cunent YeairTaxes and torecasted [a.\[ttes 

Current year 
1994 

Ito. 

I'.1,­

{ I7 

- , 


Nil.1f 
Iarra.t Near 
i nits SIild 

aurairt%c.,
 

Ir11t '.Ip;,t 


T 

ZZ10 

'unen l 	 I,l 

t nit Price, 

1)'ii 


I 'urrn it 
-.,t,fmr ont 

Current icar 
1994 

'unentN ,ir 

'aria 	(hl'.,Is, 

4,2.., 

ii 


i 

(hIr 

[ 

I"'11:T 

(uncrt veal 

lrs.dI 

I 

I allt 

Cutrrent Nva 

I.. atc 


;t 


INPUT SECTION 

Year I Year 2 Year 3 Year 4 Year 5 
1995 1996 1997 1998 1999 

,.+icot...pr.. :dv t,, It l' slcred. pred I, oItl 

31',th 3. 1o 33%j 30". 
73 3% 733% 7 1"I% 73 3%4 73 3% 

2i7. 4; I 

INHUT I:ret; NteJ ;niL S,,Id 

i lIII ()1 .2 
"1________________________-2__ 

IN1 Il F.rec.sted I!nit a'apacitv 
, ItI it 

01 u I 0 1) 
0 U ) 

INt'l F1 
:,rccasted 1Init Price (irooth Rates 

100 )1ET: 40. 
I " n 01. 09 

( l i111 (I '. ,1 Ol i,t ,j'% 


I ',;'I ' I +uted ntl ..
--F.,) I t', t 4ir, thRate~s 

ke°i ... U L° " ° 

00. u2l, 
(I,,, ( 1)Wit 

Year I Year 2 Year 3 Year 4 Year 5 
1995 1996 1997 1998 1999 

INl 'T "'ariableIss Percent tf SalesI as a 


I I W. I I 1% II o I Wll. II(1% 
(I0% UIro (IIWt 1)% U 0% 
'ii.) i.o 0% 00 00% 0 I% 

,

U I VIt 0U% U0%. 0 0% 

iot i"l U Wo 1)0 1) i)-'.W W,6 
I 0 0

ii l}i ao I) o. 00 f. (1 

0 1
0 . i 1ri% - (1(wl 0ii% 
WIT I 00% t U%utp1o Ii (1%o 

lAI"III.I u .1 

It,INHYI 	 :.arecasted Fixed ('astGrowtlh Rates 
U t. 1 ()o I 1ill 0 U46 

11% i 1, i (1.,.' 0. o 9,0 

ii I II', UtlJo itil%[ it_(Ot 0 ill, 

it ' v . Uio 11121,1 0 A
,

) f, 

1. t".1 It 3% ) __oo 10%I1) it 

'i iil I)'. it% U'jjiJ%,o 

INI I Forecasted I as Rates 

I WE 31101 i ) ii) 11 341101% 

WPUT\CL 



....... ed et Csh Flow %Io,I, INPUT SECTION 
[5..It. Pitr 1. tro 

Onw w~. JI. 119Yt 

IlStcp . INPU IS for PORECASIii) Iprcialluu 
and Capital Expenditures 

('n i ,i II+ 

A INPUT t'urent Year toflkcoauon Eapenie .[ 76000 IujecI0i ,Itliil 4 

%-,IFileI,] -1t year 
B INPUT Current A..Deprootable ta
 

Short depreciable 614(-I- t , U 
7 


MIlari dieptotablir bf, I1 ,ow or) 3.0 

Long depre tble bfc(20 1) " 1 1 ju 
Total itl S-; 0 

lplrr 

C INPUT Calruil Expendnue- t .1I1'1 vore-airid I 'tiwi FnendiritorI rpeIrolie " 

S'n d.a. I II lo..t Ii. ts 't6 

Mdirdhordelieablie f Itl. 1i Iyer,)W,UU I.UMo0Un I.UG0.Uoo ti.U0iJ 10g0U 

Long ceprecoabl. ble (20- ) 0 U I Uk 0 

Step 4. INPIJTS for FORECASTED Long' "'iI Financing 

INPLrT for C T' and FaeosmaredLong Tern Debt Fuiwucog 

NP I Curent Yeau lieres Fxlenon In Clleoc," 

INPUT Fonedor V-1iable Ittlrioi Ro Ii or V) 

INPIr Fired Intercio Rate(1'1 il r, RAI-

INPT For ocretld Vanble lllmoem Rate.i0 .Itt .l 
8
 

INPLr ni.nog Inoa (elrlialatoe naijtI onli 

INPLrT Adthbtondi iot I 

INPUT Pnr.ill Pan-uroenr ...... I Ur0 

BIaan,. Iil_ _,____ __ Ij_Endin Ditir __ 0II, _ ____li _Uu i 

Debt hianot ont $2 

INPUT Fited or VariableIntiereRile (V or V) " 

INPUT Fi" Intert Raie (f)00. I i " I.,ttI % I~ il t- RtItt 

INPU T Fore-ited Varable Inr Hrles IVR ialo-1 o (. ".I o0. 0 0q. 

INPLrT Bleatrnrgtof Yearlli[)tlalanl e (Y J I oroi I . U 0 0 
INPUT Adhoonal DOcit )60
 

INP L Prnoolutlpatvenla- I U 1 0 0 

Ending Debt haoe ABal.- t 

Debt huirrrient93 

INPUT Faredor Vaiable Iniea Rair (F orV) I 

INPLr Fared Interear Rae () 1%Pl "I I .,-dA1,,t .itl' intorert Rate, 

INPUT Foreoa1atedVo,,illreal Hotec (Ri.) n u.' U" I . , U*,i 00-. 00% 

IN P Trr B t n tg o YierD ir Brlotrl (Y ear I onl I 1 0 I U 

INPUT Additonal Debt 0 6 t 0 

INPUT Prte~tlial Payrtent U to ii 0 

Enditg Debt alr-c U0'*0 0, 

Debi ineuiartet 4 7n-1 
INPUT Faute or Varable Ititeter Raie IF or V) F 

INPUT Fared Inlerel Rate (F) 00. I%1 t , .o. u ajnilln lotoro Rae, 

INPUTForecaltedVaile InirereeRaie (V) 00% I .. I 0 ,'. 010% 00% 
INPUT Begaintng of (ear DebtI Balace (Yea I nldy)O[ , 1 0 0 

INPUT Additonal Debt U 0 0 0 0 
INPLUT PnrocrpalPayment u 0 0 0 

Enng Debt talarnoc _ _ - ! , _ 0 

Debt nairuiterU #5 

INPt IT Fared or Vmabl Intitor Rate i r r F 
IN P UtTVoted Ite, HI If) ri. all 
INPtT Fore arledVnalie Rai.,(M . I '7. ' u ui0 0 U.. 
Nt Bi uorog of Y.at DirtBialatice0 ear I ols 0 

INPLi"t Addtittn.lDebt i 0 

INPUT PrtcipaJ Pairternt , [ to 0 

Ending Del 3ala~e , 

B INPLTi'. for Foterichstel EqUott hutatorFotij toolr I
I i I

ottolD i ,t 1-.14q
Olit ii ot I ra 

INPL7 NewvEqaryIar, (In Currenopi Ut i 
INPLr Eqwt Reitu hulae(in Curarny) 6 0 (I 0 0INPUTTtal .5 Iaetod(Reitnarhaedi U 0 0 0 0 

INPUrT CurrentS_h.0 (Oandtandmp 1000.00 

itep 5. INPU' Valuation Aisumnptioms 

WLorLg alilaila ia. D.. I of LquOO 

VFlt orl-fcotet year working apitali []7jlair Ma2l- i t1t -nm-it 
oIRldaitirtterRile L25Ji 



Disounted Net Cash Flow lodeI O'TPIT SECTION PAGE 1 
Canadin Plastics Ltd. 
Privatization 
As orDecember 31, 1994 

,Currentea[, Year I Year 2 Year 3 Year 4 Year 5 

Discounted Net Cash Flow 19941 1995 1996 1997 1998 1999 

Total Sales (PAGE 2) 32.819.00011 33.xii3.574 14.817.6,77 35.H4,2.207 36.938.,074 38,1146,216 

Cost of'Goods Sold (Lost ol'Selve) (PAGiI. 2) 25.197.100o 
'5 %1 

24,778,)17 
-4p 

25.521.357 
43, 

24.286..w1 
'1 . 

27 .07 5,6048 
3 P, 

27.847.876 
3P, 

Gross Margin 

Variable and Fixed Costs (PAGE 3) 
Total variable costs 
Total fiL\ed cost% 

Total variable and fixed costs 

7,622.00044 
23 2'1 

4,255.0404) 
t4 

4,255.1141 
/I 

9.425.553 
20 

3.718.393 

3.71M,393 
4II 

9.296.321) 
2 '9 

3.829.944 

3.829.944 
I 411W1 

9.575.2049 
;20 '9 

3.944.843 
0 
3.944,843 

0, 

9.X62.466 
26 '0. 

4,063.188 
04 

4.643.188 
440, 

10,158.3404 
26 74 

4.185,084 
44 

4,185.084 
110. 

Earnings Before Inhcre. Tames. lepreciati.n. 
and Anforltlm, llOn(.111L ) t I 

3,167.11110 
. 

5.31147,1 (4, 
;4 . 

5.4(,4,. 175 
/ .' 

5.6111. 67 
-

57911278 
I j ";. 

5.973.256 
II ". 

Depreciatiot (PAGL 5) 2.571.tii 2 111 2X( 2.),1. 
, 
14 2.X 49)4i4 2.1) .8X57 3.124.714 

Earnings Betore Intcrest anld IJxes (1.1111 791.t)44 2.7i i 57' 2.7'4).2 12 2.7111. 4(,7 2.817.424 2.848.542 

Interest Expense (PAGE 4) 0 6,2.1l110 (62.000l44 (2.11m44m 62.0)0 O 62.44444 

Profit Before Tax 791.44444 
.44', 

2.691.75 
1 

2.744.232 
- 2:,O 

2.729.30,7 2.755.424 
51. 

2.786,542 
' 

Tax Provision 237,3440 8417.562 H12.470 818.8 I40 526.626 835,962 

Profit Alter Tax 553.7004) 1.884.312 .195.763 1.910.557 1.928.794 1,950,579 

Free Cash Flow 
Profit Afler Tax 
Depreciation 
Additional wiorking capital requiremnts 
Capital invcs.menl 
Additional Debt Itaneing 
Principal Pay tents 
Changes in Equity Financing 

Free Cash Flow 

1.884.312 
2.553.284 

1265.8.144 
(4l.l4tl44tl4ll 

t 
44 

0 
3.171.764 

1.95.76.3 
2.696. 14. 
(273.849) 

41( .tJ4444.I444l 
u 

44 

4) 
3.318.4497 

1.910.557 1.928.794 
2.839.000444 2.981,857 
(282.4423) 4290.484) 

1.4444t).44444))(J.0t0t0.1 )6) 
U 0 
) 44 

04 04 
3.4,7.533 3.620,168 

1.950,579 
3,124,714 
(299,198) 

(.1444444)44) 

0 
0 

3,776.495 

Present Value Factor 
Present Value ofCash Flov 

0.921k 
2.919.844, 

4478444 
2.5X8.446 

40.6611 
2,292.533 

4. 56443 
2.128.344 

4.4748 
1.792,974 

Sumlof Present Value ol Cash Flows 
Present Value of Residual 
Prelimnarv Value 

Working capital (deficienct) surplus 
Non-operaling assets 

I1.622.3 03 
5.185.258 

16.8417,561 
3.850.8711 

I110.1100 

4,1esdtiIl \.lue 10.920.421 

Equity value indication 24.758.431 

Total shares outstanding 1.011.000444 

Equity value per share 24.76 



Discounted NUCash FlowsModel 	 U TPUT SECTION PAGE 2 J 
Canadin Plastics Ltd. 
Prlvatization 
As or December 31, 1994 

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

Unit Production
 
Product w1 

Product "2 

Product "3 


Unit Capacirs
 
Product 41 

Product "2 

Product "$3 


Percent of Capacity 
Product -0 

Product "2 

Product "13 


Pnce per Unit 
Product t, 
Product "2 
Product "83 

Total 	Sales by Product 
Product l 
Product "2 
Product 93 

CoSt 	per Unit 
Product "d 
Product "2 
Product "3 

Total ('osLs by Product 

Product " 
Product "2 
Product "3 

Proit per Unit 
Product "I 
Product "2 
Product #3 

OTAL SALES 

OTAL COSTS OF G()DS SOLD (ItIsr OF SERVICE) 


-Cu-rrent 3Car 
1994 

"N 
NA 

"N I 

"N A 
#tN A 

NA 

"oN'A 
aNA\ 
"N A 

"N!A 
"N \ 
"N A 

"INA 
"N.A 
"N A 

"N \AA 
"N tN. 
"N A 

"N .A 
"N A 
uN..\ 

"N A 
N A 

"N'A 

32. M19.i:tiiI 
25. 17.ttlj 

Year I 
1995 

s"N A 

N A 

-N A 


"NA 
"N1..\ 
"NA 

"N A 
"N A 
"N . 

"N A 
'iN A 
"N A 

N . 
"N A 
'N A 

'AA 

AN.\ 

N A 

aN A 


:,N A 

"N A 
aNA 

N .\ 

33.8ii3.570t 
24,77X1.(17 

Year 2 
1996 

"N A 
"N .% 

-N A 


-N 
"N A 

"N A 


"N A 

"N A 


.N 


"N A 

"N A 


NA 


"N A 
"N A 

"N A 


" 
NA 

N \ 


"N A 

N A 


"N A 


"N A 
"N A 


N A 


34.,17.677 
25.52 1.357 

Year 3 Year 4 Year 5] 
1997 1998 1999] 

aN A "NA $N A 
ON A aN'A "NA 
ON .NA 	 N'A 

N .N A N A
 
i N,.. "NA "N'A
 
ON A "NA ON!A
 

"N'A "NA N'A 
"N'A "N'A "NA 
"N'A "NA "NA 

"N A "N;A N,'A 
"N,A "NA #N/A 
ON. "N/A "N/A 

"N "N'A MN/A 
"NIA "NA "'A 
"N'A "N;A aNA 

N A "NA
 
'.N A 'NA "N A
 
"NA "N,A "NA
 

"NA "N'A AN/A 
"N'A "N,'A "N/A 
"N AN A INiA 

"N A "N'A "N/A 
"N'A "NA "N/A 
"N,'A ON,A ANA 

35.X62,2tt7 36.931.074 3M.040,216 
26,2116,999 27.075.60 27.87,.1176 

http:27.075.60


Discounted Not Cash Flo%% Mlode OUTPUT SECTION PAGE 3 
Canadin Plastics Ltd. 
Privatization 
As of December 31. 1994 

VARIABLE AND FIXED Current yearn Year- I Year 2 Year 3 Year 4 Year 5 
COST ANALYSIS 1"9m 1995 1996 1997 1998 1999 

Variable Costs 
Administraltie 4.25 5..000 3.7 1X.393 3.29.944 3.944.X43 4.063.189 4.195.0X4 
Marketing U U 0U U 
Insurance U U U 0 0 
Legal and auditing ( (I U U 0 0 
Utilities t U U 0 U 0 
Miscellaneous 0 0 0 0 U 
Other : I U 0 0 0 U 
Other H.2 U 0 0 0 
70TAL 1:.RaI..LE COS7S 0 0 0 0 0 0 

Total Variable Costs 4.255.0U0 3.71 X.393 3.X29.944 3.944.843 4.U63.18 4,185.0X4 

Fixed Costs 
Rent UU 0 0 0 
Salaries U U U 0 0 0 
Maintenance 0 U 0 0 0 
Other x 1U 0 U U 0 0 
Other m2 0 i) U U 0 
TOTAL FIXED ( "OSTS 0 U U 0 0 0 

Total Fi.\0ed Costs U J 0 U U 

Variahle Costs (w% a percent of'sales) 
Administrative 13.01. I I0 I I 0",, I 1.0% II U I1.0% 

Marketing 0.01,. 0.0",. 0.0"', 000 o 0.00% 0.0'o 
Insuralce 0(.11. 0.0'',. 0.0''",, ()(P. 0.0°, 0.0 . 
Legal and auditing 00".. 001,, 0 0",, 0.00., 0.0. 0U.00u 
Utilities 1 ) ",, I W)",, 0 1',, )0",, 00" 0.0 . 
Miscellaneous it 0".. ((". ((11., U OOu 00%u 0.00. 
Other ; l 01... 0 (J"o, 01. ( 0U0". 0.0o 0.00o 
Other :2 01",. 0(J".. 00"o (J.0'o 0.00o 
TOT.U. I.IRL.1, CO'00T t 0",. 0",, t)",, 0,0u ()0O 0.0o. 

Total Variable Cost 3.$''., I I I-,I 0"'.. 11.00, 11.00,. 11.0o 

Fixed CosLs (percent omili 
Rent 0.0". 0 0", (J 0.0'. 0.0% 
Salaries (0'., OJ(J" 0.0,, 0.0. 0.00% 
Maintenance 00"., 00",, 000o 0.0u. 0.0 u o 
()11er 91 (( (0 0.0J". 00'u 0.00 0.00. 
Other :2 ,I ("0 JO",, 0.0"o 0(o 0.00o 

TOTAL FIXED COSTS 0.01% (1 0 0 000o 0.0o 
Total Fixed Costs ()".. (0",. (U0% 0.00. O.0 

FOTAL VARIA3LE COSTS 4.255.(001m .718.393 3.X29.944 3.944.843 4.063,1T8 4.185.084 

TOTAL FIXED COSTS 0 

0I 



Discounted Net Cash Flow Model [OUTPUT SECTION PAGE 4 
Canadin Plastics Ltd. 
Privatizatlon 
As of Decemnber 31. 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERM FINANCING REQUIREMENTS 

A. INPUTS for Current and Forecasteid 

TOTAL INTERES" PAYM I"NTS 

I, 'TerntI)tbt Finingio 
"'rt 

1995 

1'C.Ir 2 

1996 

:. Ir 3 
19)7 

Ye;r 4 

199x 

Year 5 
1999 

Debt Instnanen 1 I 
Debt Instrument :2 

Debt Instrument ;3 
Debt Instrument :;4 
Debt Instrument 75 

62.000 
U 

U 
U 

U 

62.110 
01 

U 

I 

62.001) 
U 
0 
1'I 
0 

62.0(0(1 
(1 

U 
0 
0 

62.000 
0 

0 
0 
0 

[TOTAL INTERESTIPAYMENIS u2.uu 02.1)M 62.00(1 62.000 62.01,00 

TOTAL ADDITIONAL I)EIIT FINANIN(; 

Debt Instrument II10 
Debt Instnimen:t t2 
Debt Instrument 13 
Debt Instrun tena4t: 

Debt Instrument a5 I0 

(1 
011 

U 
II 
I 

0 

0 

0 

0 

II 

( 
0 

0U 
0 

U 

0 

0 
0 

0 

U 

I'AL .\I)l)IItN.AI. l)l.IIr 1IN.'\NL'IN(i 

TOTAL PRINCIPAl. P:AYMENTS 

Debt Instrumnt l 
Debt Instrument H2 

Debt Insnimntew -.:3 

Ddbt Instrunent ;4 
Debt Instnirlen r5 

(1 
(0 

(0 

( 
0 
U) 

UI 
( 

1) 
( 

0(J 
U 

u 
0 
0 

( 

0 

0 
0 

0 

0 
0 

I'7TA. PRINCIPAL. PAMI-NI'.S j u U ( 0 0 

TOTAL E.VDIN DEBT I1.IIU.U I.UUII.U(( .000.000J 1.00.000 1.000.000 

TOTAL CHANGE IN EQUITY FINANCING 

New Equit) h1sues 
Additional shares issued 

Equity Repurchases 

0 
0 

U 

0 

0 

0 

0 
0 
0 

0 
0 

0 

0 
0 

0 

IOTALCIINGE INEQUITY FINANCINU 0 0 0 0 0 

IIEI3IT toIN'IREST 44 42 44 6X 45,12 45 44 45.94 



Discounted Net Cash Fio, Mod l OUTPUT SECTION PAGE 5 
Canadin Plastics Lid. 
Privatization 
As of December 31. 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Current year 
19941 

Year 1 
1995 

Year 2 
1996 

Year3 
1997 

Y'ear 4 
1998 

Year5 
1999 

Fixed Asset Depreciation - Exlino Assets 
Net Ii\,cd 

Depreciation for short term depreciable a,,seLs 

Depreciation Iornediumn tenn depreciable asseas 

0 

16.873.000 2.410.429 

0 

2.410.429 

0 

2.410.429 

0 

2.410.429 

U 

2.410.429 

Depreciation for long tenn depreciable a,,sets U U 0 0 

Capital Expenditure' Ie prciillthi 

Depreciation for shon tenu deprc:ahl assets 1) II 
tJ 

(I
(I U 

0 

0 
U 

0 

Depreciation for mediun temi depreciable asseLs 142.,X5 " 7 142.X57 
142.857 

________12_X5 

142.857 
142,857 

142,857 
142,857 
1___________42.857 
142.857 

142.8 57 
142.857 
142.857 
142,857 
142.857 

Depreciation for long tem depreciable assets 0 u _____ 

0(1 
0 

0 
0 
0 
0 

0 
0 
0 

ToTADER AA 10'ItNENIPLNSI. " 'X02t 2.6976.14.3 2.839,000 2.981.957 1,124.714 



Discounted Net Ca,, Flow 

fXZCo pny 

Ms of Decembier 31, 1994 

Step 1. INPUTS for Product Sales find 

Gross Margin FORECASTS 


A INPUT Current year
 
B Forecast TOTAL SALES or TNIT SALES (I onr;)' 


C INPUTS for TOTAL SALES (T) firecast 
INTUT Current year sales 
IN'UT Current year cost olgoods sold (or cost i werv'iceJ 

INPUT Sales gowlh rates fr years 1.5 
INPUT Cost of goods sold (ot cost of service) as apercent ol'sales for vears. 1.5 

D INPUTS for UNIT SALES L) orecast 

INPUT Product Names and Forcca.ied Unit Production 

Product a 

INTI:T Pro)duct [Group%-llf)nlt CapaIclm 

Product I I. 

Product a2 

Product m3 


Product ',1 

INPUT Product Clost per In tj Product At3 
P'roduct 02 

Step 2. INPUTS for Variable andi Filed 
Costs and Taxation FORECASTS 

A INPUT Variable 'ost lrecsts 

Administratave 
Prldeun#.,I)t, 

Insuance¢ 

LellctauditiSN2 

Otha olIl 

iOlher 02 

OSTpI AL. TrT.4-l a4RiABI.Ix'(urreSne2 UT 

Miclaeoso1 
B INP(T Vor iied Uost f;irecasLs 

k rent 

[SaIan g 
Larntegtaice it 

Othes 

OPTIONAL" INPUTTOTAL \EDIkARY',%STS () 

C INtPurent Year Tases and Forecasted Ta Rates 

INPUT SECTION 

Current year Year I Year 2 Year 3 Year 4 Year 5 
1194 1995 1996 1997 1998 1999 

1,IfT isselected. proceed to i i'. If'(! isselected proceed to 4lD) 

7.71,I h 2i. I17 S.142 
25.197.11(m, 

i,lU . 0% 50'U. 0% 
7 3 3

7, 3"-. 73" 73 l . '. 733% 

I NI T 
C urreiit 'e;ir 

I "n*t IN T . rec .sedI 'nits Sold 

2- 0- 0 i 

. ',l'Ini%v, 

lf \1'1l IlI *I -'r-.,mted I~nit C apacmt 

i 
i[ 01 

ll L 1; 

' l Ic~ 

(iY u.tI6u 
(urrent yaIi 

I "", per I Ir IiNi I T Frecased I' nit ice (rowth Rates 

oiwol 0T (ii141sI 01 

1),, 10' U~ 0 l it 11 1)0% [
i 11%d lilA 0 II 00%ooI 

Current. 'earJ Year 1 Year 2 Year 3 Year 4 Year 5 
19941 1995 1996 1997 1998 1999 

INlN 1 

(uncni sc;t 
\I'i ehlr NII i is a Percent ol'SalesI :t 'TrVriable sts 

4. 2'. llo 121:-'. 121% 120 [ 12 u% 12 0%,°. 
I:W (I I) r Uo9. 0 0% 

,' ,ii o0., ii 0% ( i)v 0 7.%. 00%, 

ui j I, 'd 1r 0 0 ci 0%96 00% 
INH I 

'I t=* Ii' ii' 100 11i 00%jJ0%* 

ii 1)0.. U 1% t) I000. 0.0% 

ii Ye I) Y .r2 Ye.a 3F-] Y.ea 

(uncnit ,ci I' 1), 00". 00 ()14(1, 
ai\cle i-i, INI'I lrecatcd [i seda)st I(ir,, 'h Rates 

II2i it, 1 . . 21% 1 1)"L 3 U°'o 1. 0% 
i1 ii 1) I i' it W. )0116 411%0 
i iii i i I., v00o O(.1% 

111i 1"1 00% 01 ()V, (10t) . 

ii,, ijI . 00i, I 0 

C urreilt %clim 

TaB Rite INI'l ITFIrecased Tax Rae' 
3 1 ""% li'' (00(P.'. 30 304..)." SI 

http:a4RiABI.Ix


DI%....dled %IColn Fl. .at INI'TT SECTIO N 

ISlep .. iNPUTS for ,OIVRECASIDD"Depr~dallou 
and Capital Expenditures 

INPtfI 

CUwre INPL'nl 'tea 
A INPUTCunmt Yew Depte'aUon Expense . Existing Djel-..-bab 

B INPUT Cunet DLpr...aW AttU 
shon deptemble Ifr (1 -5 yneI) 

JIrtrrandepreotmbl. befit, I4 ars. I 0 Mt 11 

Long depe..ablebf (20*1 U 

Tn It, '. ; , 

I%Pt"I )0. 012;l 

r Imi' "I1: INPL'" CplaI £apnn.mheeU Inri;.t'....n)0 ,'rcJ-I.,r rut)., l 

h.rl depreciable I yea. I 0 UOf r.) 

Med rn deprn.-,aOti1fer (b. I-OVeahs) I+.Wi0000 .OUUL1U I I tn, I .UUI(A I.0woo 

Long deoirc l hlo=(2. ) I)W U o0 1 U I 0 

Step 4. INPIU'I S for FOIECASTED L.ong el'ill Fltldnci.g 

A INPUTS forCat,,l ad Forcasted LongTenn [tnk Fiana 

INPI ICurrnt) Ncar Intet Expero-(h. )rumn-I. 

br~t ucrd 64eJctltrtlon -77 -

INPLT Fud .r Vlnabl, itnen kit, I"8 o V) 
INPtrr FLed Interet Rate ("2 INI 'I I o-aord \a',cl , titn. Raico 

INPIT F,,reclwd V')naltle Intern) R.1. I%) k, 0')0 0 (f% UW. 00 
INPLr" BtlImgr 'feo Dhl ItalarroINc .r I on I I ,,ir00V i.11i) 1,(111 1.0)0 0)L I UOU.O0U IIOUO.U0U 

INPUT Adduon.j Debt 0 U I 0 at 
ISI' Pm,..pt.I Pi~n,nu 01 )s 
Endig 1blRBalance I jt1UbU 1 .jmu1 Id)lu I t JO1111.IL 1.0100) 

INPUT Futed or Varable Intereht Rut. (F or ') 
INPUT F"od Inteest Rate FI) 
INPUT Fo+tet"ilsedVariable Intert Rate (V) 
INPUT Behnann of Yewr Debt Balance (Your I trdy) 

INPLUT AddrtonJDeb~t 
INPLUT Pnrrctp 

-
Payrents 

Endog De6t Mc, n 

IN ('I Ittoiarlnd Norto.Illltrfre Rote. 
00'. 00' 0 O% 0 ('. 

3.000.wo 1.Olu), ,.IO).0o 

0 0 0 lJ 

11,4),00 II(.OO 100,0 300.(O) 
; 'thlJ10 , IOU U0 ' I W.U0.J I .0U000 

00.. 
.00.0 

0 

31)0.000 

6i00.000 

lDebtI'lrunum-t *3 

INPPT Ftd it Van ble Inertc l Rite i'f or 0)
l NPOV!han.d Ilets,,)l Rillk IF)4'1

INPITrfFrtc d 0a'al~l lt.t RRleIf) ') 

Iprl" \dutlD-14 Iw... R=J.W 
INPLT, rrwmpo , of 'lea, Dl Halo,. IN eut I orl.I 

INPirr Addonui [let) 
INPVT Prran,.at Pyncn), 

Ending Dell Balanc,:e 

lI.)')"l t .,rt.l.lolII ,l)o.Icl,l lto't.,l Ronl. 
0 o 0 0 

. v1 6o. U u'. 
Q I i1 11 

I)_____ 1 0~ 
.. IJ . ..1 

. l. . 

uHm% 
U.. 

0t 

0 

0 

Oebt Inen.r.- e0t 

INPUT Fied itr Vaoble Interel Rale IF ot ') 

INPLrr F'rd Inle RatilM_-__ 
INPUT ForcI-ared Varrlable Interet Rale, Mo') 
INPLU" Bepanrr, of Yewt | dFlaaice (Year I oll)) 
INPLr Addhtr,'naJ Debt 
INPUT Pr-pil Payrrenta 

Endrg D,I |tal,t e1 -

_ %1-1'1_k_____ d ,'_ lhh R..___ 
0I 0% . (p+ 00'i 

U 1 0 0 ] 

0 0 0 
U 1 0 ___ 

0) 1 U 1 1 

on 
0 

0 
0 

0 

[DebtIntrrent 0I 

INPUT Fraed or Venable Inteft Rate (F or V') 
INPUIT Frtd Inlvenl RaI (F) 

INPLT Forecasted V able Interest Rat (V) 
INPUT Belun.iqr of 'ea Debt Hlarale (Yewr I only) 

INPtrr Additional Dht 
INPUT PnrmtrpaJPaoyrentan 

Lrdrne Debtliataece 

t %IN ' I tln, .,tcl- an.ll ,IrhherlRaI, 
U 00'. 0U.I U0'. U0r. 

0 ) 0) 0 

0 0 0 
0 0 I 0 
I) 0 

U0% 
0 

0 
0 
01 

B INPUTSot FrIca"ted Eqaity FrIatortig )'I rI 4- '1' 1 n tq 

'.08 ;2 )rtt 'rob!111 'tO' 

INPUT New Eqwty Isrc (It Cunrrncy) 0 0 0 0 0 

INPUT F.qwty Repae.haea (In Cunrerry) 0 I U )1 0 

INPtrr TottalS ele.Ianed I0a 0 0 

INP~t~rr ttii l. .00.0SI tandrg 


i;lep 5. INPUT[ 'aluation A.i.umIptlitilts 

"horrkrtg lL tal¢r I '.t .I I.tlA 

L'ant year orLing u.pr00 [h2. ) I r ki..1 I.,bc,' ,o) I-~)o~~o 
Renrda rodreLt RIl 



Discounted Net Cash FlowModel [OUTPUT SECTION PAGE 1 
XYZ Company 
Privatlizatlon 
As or December 31. 1994 

Discounted Net Cash Flow 
Curent vcar 

I. 
Year I 

995 
Yeor 2 

1)96 
Year 3 

1997 
Year 4 

1998 
Year 5 

1999 

TotlI Sales (PAGE 2) 12.9 19.III0l 19..92.MI 41.121 .OUn 4(7,6.766 50.529.708 53.056,193 

cost of Goods Sold (Ci. olftScr 1cc)(I'A il 2) 25. 97.oool 
" ., 

2.X(,7. 5 2 
N;" ,., 

.11,154. 
. 

152 
&. 

14.214.7oltl 
N. 

17 o11.276 
N,"p.s 

3K.990.190 
"3 iS 

Gross Margin 

Variable and Fied ('osts (PAGE 3) 
Total variable costs 
Total fLxcd cost% 

Total variable and li.ed cost% 

7,622.1101 
2.12', 

4.255.0001 
I()U.1u)1 

4,355,0)1 
I3.', 

lo.5 15.208 
.f1 

4.725,936 
IlI3.1000 

4.2x.936 
121. 

II. 51,1,.729 
. "4. 

5,198.5311 
1116.09'il 

5.304.620 
1: ,". 

12.492.067 
:6 ", 

5.614,412 
10'9,273 

5.723,o85 
1 2's 

13.491.432 
20°;: 

6.063,565 
112, 51 

6.176,116 
/22': 

14.166.104 
29".° 

6.366,743 
115.927 

6.482,671 
122' 

Earnings Belore Interest, Tases. l)eprccilanl , 
and AmollIiaion (EIlt')A) 

3,267,(1111 
I 1, 

5.,X1.272 
1 4,P 

(.262.1(19 
I 1.I 

6.76h.382 
14 1t 

7.315,316 
14 14/ 

7,683,333 
I914 

Depreciation (PAGE 5) 2.576.111I1 2.553.26 2.,9,.141 2.4 I.l111o1 2.991.957 3.124,714 

Eamings Belor Interest and laws (EBI) 691.0l0 3.132.9m, 5,, 1929.39.2 4.333.459 4.558,619 

Interest Expense (PAGE 4) 0 23M.70011 220110011 201.5110 182.90O 164.3101) 

Profit Before Tax 691,00011 
, M% 

2.894.2)(6 3., 45.9,, 
.'0 

1,727.XX2 
I W. 

4.1511.559 
S 2., 

4,394.319 
S 31. 

Tax Provision 2117,3110 IIs 0 1,245.168 1.318,296 

Profit After Iax 483.7010 2,894 2x, 1 145 ,1, 3.727.XH2 2.9115.391 3.176,023 

Free Ca.sh Flow 
Prolh Afier Ta\ 
Deprectation 
Additional working capital rcqluirvenls 
Cap ital inveslrni nl 
Addilional Debt I.itancing 
Principal Paymens 
Changes in Equity Financing 

Free Cash Flos,, 

2.894.2M 
2.55.1.2, 

( .96. 14111 
l I l.l l 

I, 

( l1.1 ll 

2.17x.412 

i 
2 1.., 14 

II I 4 I4K1 
11111 I 

I 

Ioll Iill 
Is 

1 Sl., 2; 

1. 7 727,XX2 
2.M.9.lll0 

I 9716) 
II 1 llllll ll00) 

II 
(I) . l)OO 

11 
4.227.17% 

2.9115.391 
2.981.857 

122.X2 
(I ll .Ii)O ) 

O 
(.31l),llll)O) 

o 
3.464,366 

3,076.023 
3.124.714 

(757.946) 
I .1ull , I0 )) 

0 
1300,A )11 

0 
4.142,792 

Present Value Factor 
Present Value of Ca.h Flo , 

0 9125 
2,0131.39K 

is "I. 
2 117. II., 

11.7051 
2.9)1,614 

0.6131 
2,124,131 

0.5332 
2.2|1,782 

Sum of Present Value o1 Cash Flows 
Presenl Value of Residual 
Prelinunary Value 

Working capital (deficiency) surplus 
Non-operating assets 

12,232t)61 
1,1.14,481 
2,366. 542 
2.66.3110 

75,110I 

I,:cidu.i Value 19.008,235 

Equlst value ndi'ation 25.017.H42 

Total shares outstanding I',ll1),1lltl 

Equity value per share 25.31 



Discounted Net Cash Flow Model 	 OUTPUT SECTION PAGE 2 
XYZ Company 
Privatization 
As or Decembetrr 31. 1994 

SAL ES AND COST OF GOODS SOLD 
(COST OF SERVICE) ANALYSIS 

Unit 	Productioin
 
Product aI 

Produclt2 

Product "3 


Unit Capacity 
Product AI 

Product 92 

Product "3 


Perwent off''apacitv 
Product #1 

Produt "f2 

Producl 93 


Pticc per Unit
 
Product tI 

Product A2 

Product "3 


Total 	Salcs by Product
 
Product "I
AN/A 
Product "2 
Product #3 

Cost 	per Unit
 
Product III 

Producl "2 

I'rodu.t "3 


Toal C'osts b) Product 

Prodtcl I 

Product "2 

Product "3 


Profit pcr Untt 
Product a1 
Product 02 
Product #3 

I or% sp 

TOTAL COSTS OF GOtODS SOLD (COST OF SERVICE.) 

Currom Nearl 
1"994i 

,N .A 
:sN A 
ONA 

aN.\ 
AN A 
ANA 

AN'A 
"N A 
uNrA\ 

ON.A 
ANA 
" N'A 

PN,A 
'NA 

N..\ 
"N.\ 
N 

N A 
"N A 
aN A 

"N'A 
"N 
0N A 

32.19.1tttt 
25.197.ttott 

Year I 
1995 

::N A 

:N A 

:N A 

ON'..\ 
"N..\ 
"N A 

"N'.- NA 
"N \ 
"N A 

-NA 
; NA 
"N A 

.NA 
I;N .% 
"N A 

:.N A'N 
::NA 
; 	 A 

"N A 

:N A 

:NA 

uN.\	AN 

AN 


"N A 

.iX2.ottt 
2M.867.592 

Year 2 
1996 

-N.\ 
N \ 

,N -k 

ANA 

ONA 

NA 

"N 	 A 
aN 
rN .A 

NA 

ANS'A 

N Ak 


"N A 

:9NA 

aN A 


,N. 

N 


aN A 
"N A 

"N A 


A 
"N A\ 
nN A 

43.321.11,, 

31.754.352 

Year 3 Year 4 Year 51 
1997 1998 19991 

1N. N'A AN A 
-NA -.N.A ONA 
"N A ON NA 

ANA #NA oN,A 
qN'A ANA IN A 
"NA "NA "N'A 

NNA NANA 
"\AN A "NA "N A 
"N .\N A "N A 

N.A N'A "N,A 
ANA "N/A AN."A 
"N/A aN,..\ gN'A 

AN.A "N A NNNA 
nN-A "NA ANA 
"N A NA nNIA 

.N \ :NA "N A 
"NA N.A "N A 

A\A 'N.A "N,A 

"NAA NANA 
N'A "N!A AN;A 

vN/A "N,A #NiA 

"N A aN,A AN/A 
tNA AN/A nN,A 
"N!A "NzA "N/A 

46,7.6,766 50t.529,70H1 53.056.193 
34.294.700 37,0311,276 38.090.190 

http:43.321.11


Discounted Net Cash Iow.Model OITPIT SECTION PAGE 3= 1 
XYZ Company 
Privatization 
As of December 31, 1994 

VARIABLE AND FIXED Current yearl Year 1 Year 2 Year 3 Year 4 Year 5 
COST ANALYSIS 1994 1995 1996 1997 1998 1999 

Variable Costs 
Adminstrat ,Ic 4.255.U00 4.725.9L 5. 19X.530 5.614.412 L.063.565 6.366.743 
Marketing U 0 0 0 00 
Insuranc, J I 0 0 0 
Legal and auditing 0 (P 0 0 U 0 
Utilittes o t) U 0 0 0 

Miscellaneous o U U 0 0 0 

Other 4 1 0 U 0 0 

Other 92 0 0 0 0 0 0 
T7A7L 1.RbI.II ('oss 1) o U o U o 

Total Variable Cost% 4.255.000 4,725.936 5.1 9M.530 5.614.412 t).063.565 6.366.743 

Fixed CosLs 
Rent I00.000 103.000 I06.090 109.273 112.551 115,927 
Salaries 1)U . 0 0 0 

Maintenance 1) 0U 0 0 0 
Other -, ( U ( 0 0 0 

Otiler P2 0 0 0 0 0 

TOTAL FI.ED ("OSTS 0 0 0 U 
Total l:ixed Costs I()1.0 103.000 1U6.U90 109.273 112.551 115.927 

Variable Costs (as a nercent of sales) 
Administrative 13.0". 12.0% 1201". 12.0% 12W..

, 
12 00o 

Marketing (".. 0 ".. 0". 0.0% 00 . 0.0,, 
Insurance 0.0".. 01"', U 0i".. 0.0"., O.Uu U.0

U% 
Legal and auditing ( 0".. 0l11. U0 (0("0 0.U. 0.00 

Utilities 0.)",, 1)011. 0 0"., U.00,, 00", 0.00o 
Miscellaneous ()Y' 0 (0",1, 0"", ()P. 00"o 0.00 
Other"a~1 
(Other :12 

00'.. 
0 .01. 

(011. 

0 011,, 
0",,., 

00",, 
0J.0". 

0.100 
O.01u 
0.0"o 

0.0%o 
0.0% 

TO7.IL 1:IRI..I$LE I U57,
Total Variable Costs 

)W".. (I 
13.o,',, 

1"', 
12.0". 

00"'.u 
12.1 

U0". 
12.0%. 

0.0% 

12.0"u 
0.0% 

12.0o 

Fixed Costs (percent ProswIh 
Rent 3 (}".. 3.0"u 3.0uo 3.006 3.00o 
Salaries 0.0".1 0."o, 0.0", 0.0

, 
, 0.0 o 

Maintenance il.0"W 0.0
u 
o O.0"o 0.0.o 0.0"o 

Other a1 0.I1.% 0.0". 0.U 0 0.0. 0.0%0 
Other t2 0.0"., 0.0". 0.0% 0.0%0 0.0o 
TOTAl. FIXED COSTS 00% (1l0"o 0.0% 0.0% 0.0% 

Total Fixed Costs .1.0".. 3.0% 3.0%. 3 0"o 3.0% 

TOTAL VARIABLE COSTS 4.255.0)1i 4.725.936 5.198.530 5.614.412 6.063.565 6.366.743 
TOTAL FINED COSTS HA.01101 103.000 106.091o 109.273 112.551 115.927 



Discounted Net Cash Flow Model OUTP tIT SECTION PAGE 4 
XYZ Company 
Privulzatlion 
As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERIM FINANCING REQUIREMENTS 

A. INPU T.Sfir ('urrent and Forecasted I, 'lo]'EnnDelt Fin 'itnch 
e.aI 'I'mi 2 Y .I3 Ye.r 4 Year 5 

TOTAL INTEREST PAY'MENT'; IV5 199, 197 I99X 1999 

Debt incurred tbr acquisition U2.l0j (2.0Jo ()2.01O 62.000 62.00U 

Debt Instrument v2 176.7Tt 1. IU(J 139.500 120.900 IU2,30U 

Debt Instrument :13 U U U t 

Debt Instrument 1:4 1) 0 0 

Debt In.;trument n5 U U 0U 

T
T O T ' 

XL IN 
' 
IE 

I EI I AYMNILNI S [ 2.Kl.70u 220. I00J 2o1.500 IX2.9Ou IO430U 

TOTAL ADDITIONAL I)EIIT FINAN(IN(; 

Deblincurred foractlitmtoln I00 0 

Debt Instrument m2 1 Uii U 0 
Debt Instrument t:3 U U 0 0 0 
Debt Instrument t4 0 0 U 0 0 

Debt Instrument as U 0 0 0 

1TOTAL ADDITItONAL IUT FINANCINU 1)) 

TOTAL PRINCIPAL I.WMENT, 

Debt ircurred tor akequsition 0t 0 0 0 

Debt Instrument t:2 Ijl).0l0o IIIIL(10 300).J0J0 3t0t.000 300.000 

Delt Instnmmneil 43 11 t ) 0 U 
Deblt Instumlent :4 1) 0 UiU U 

Debt Instaunlitt -5 II I (J 0.U 

IOTAL. ARINCIP.-\I. I'A'YIINIS m.mmJ(t.1o) .)i.iMM(A) 30.UUU 300.000 3UU.UU 

TOTAL ENVf)IN(; DEfT 3.700.000 3.41)0.01U 3. 100.UuU 2.UU00.0( 2.500.000 

TOTAL CIANG;E IN EQUITY FINAN..iN( 

Ne.k Equity Issues 0 J 0 U 0 

Additinial shares issued 0 U 0 0 0 

Equity Repurchases U 0 U 0 0 

lloTr.AL CI ,ANGE IN EQITYl I:IN..\NCING (1 " U U " 

ILBI' to INTLREST 13.13 162U 19.50 23.69 2775 



Discountd Net Cwh Flo" Model OUTPUT SECTION PAGE 5 
XYZ Cunpany 
Pn'atization 
.­sof December 31. 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Current year 
1994 

'ear I 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Fied Asset )cpreci;tion - .xi Otin~o%set 

Deprcciatio lor Ohn lnni dcpr, i.kh, isct. 

[)eprocahion Ir mcdium Iwmi dcpr.,iahl a.c.!1, 

D)epreciatimn orlong lenn dprdcIciabl, 

.\,,, 

W 

16.X71.,IU 2.4 1hj.429 

) 

2.410.429 

U 

2.41o.429 

0 

0 

2.410.429 2.410.429 

0U 

('arilal F.xpen|ditu|re IDepreciatimi 

Deprecialn for shorn tnn d:prc ,llalkasst.. U 4 1 

o0(1 

0 

Depreciation for nedium trni depreciable assets 142.X57 142.X57 
142.s 

, 
142.157 
142.857 

142 ,57 

142.857 
142.857 

142.X57 
142,857 

142.157 
142.857 
142.857 
142. 57 
142.X'57 

Depreciation for long temi depreciabc assets U U 

(1 

U 

0 
1 1 

0 

u 
(1 

'lJ.*. . .IL.-\A U.N II. 2. 3. 32, 2.j,9O.1I-I 2.1(39.00')I .2.9,51.,(57 3.124.714 



(uhFloo, ,o,,, INI. lT SECTIONi .. oni N . 

IXI Z Companu 

Ls uf I c wr .31.19V4 

Step 1. INPUTS for Product Sales and Current ) ar- Yea r I Ncar 2 Year 3 Year 4 Year 5 

Gross Margin FORECASTS I994 1995 1996 1997 1998 1999 

A INPI'.' utrent mir 
b Forecat T( t)TALS,'I.S ,it I II S ,rt It -'W sIeI ted prs 'eedrhols 

,: IN'3ITS 1,r i() ]AI 1,,re-.mse 

INP-F (urent "car c 12 2424 2' 

cos . sC.,INPTIl Current Veaet ,A -d Id 0 IN I , C)) . I.7sls 
5 

,INPUT Sales g -suh rates Ir ,eaors I - 2u', I,I li"'s,tr'o 

1 ost I or -,t II oI c, i percent .,I sales ir seas - 71 737% 71 3% 73 3% 73 3%,i%T( I ,[ gsds %,dj sem I 

,
D INTI.TS lor U*N I S.-LALS I. I.recaut 

'urrent I ,ca 

NILUT PTrduct N ,d n'its S,)id 1' l I' I ,,t I nLs S7Idines F,rcaxsted Lni.t |ir,vlucltif 

I ) jl'r7",ct t:2 

Current Iear 

IN]lT lIr~dut slr,oupsl nit I" pal V Init I\p.1tI Forecasted Init t apacit, 

Product -I I. .1 11 

Product a3 ir 

Current seat 

INPUT I !nit Sales Prices Init Prices N' ' I r c ited I:nit Price t ir,wh Kates 

Product -I- i 5. ) t"itil', sio 

5 , U0 -.-.. i 
Pirodiuct 01 

INIlI' 

Urctllt etS1 

' t per I nit Ni'l I l re.stCd I ! ( ',,%1 4i mislh RatesIN 'l - Product t',%s per l:nit 

Product St ...... I ,,I .... cr d1 t"0 

[" , 5, oiaI1)r0t i 

Product -I5 ., ii'Ii'It' it 
r'Toduct02 

Step 2. INPUTS for Variable anti Fixed Current )car Year I Yea r 2 Year 3 Year 4 Year 5 

Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999 

IN!lit-I 

I 'ufirnrt veat 

A IN. \"I'V hla t 'sl hrecasts Variable tI' t-%I, I N 'I I \artable ( -ss as a Percent of Sales 

Aciminsstraulve 4.2';SIfM, 12 uW 12 it% 12 '.'% 1l . 1206 
,brkeuni .. II. (I1.1 1 W. 00' 

it - iu ) . 0 ii'. (I01.) 0%nirrosarice 

,SO Uuio 

Ulities 

Legal and auditing 1.ii I U. ci 0% 01o,; 

it aU II' U 5). (1 0J' 0 Ot .J Ui. 

,NlsseeJne~un Ss ii to tt1t io-, 0.i 0i.,o t t 

t.3ther ! t ) i,'I (I ,tto 0 0 001 007% 

E, e ti",1 UP' U W.% 0 . 0 I0% 

I APJABLE COSTS ,, 70'WOPTIOAL Ir''PT TOTAL i,, - Tr{ 0 0 0 

I 'urrent ,car 

B INPUT lIr Fixed ost t,rcasts 'i.sd '. , NI I ,l,rc;,td Fied t ',,t ;r,,h Rates 

Rent ,. viif',se it 0'. i rt t 091 

Salanes (9 ,1 t . 

Other 41 , s i , u1 r) ,9' t L 01, 

Other 42 ,, Il 1; 11 05 Q Iri o) S l 

OPTIONAL. INPUT TOTAL I'AlE) COSTS I it... I " 'is " Ito 1i, 

'211 I 
'urrent \clr 

I s R4ate I M1 I I.recasted 1ac Rates 

C INPT7 ('urefl Year Tases and Forrec~astedi%\ Rates '1 i1s 00.(30. 10 U,It jso Jl ti 



Micp 3. INPUT~S for IUI{LCASILL) Dvrprod aflun 

land Capital Expenditures j­

%h~6.,1. J.14,0t I I- gxfg 

I'IPUT C.plaI Lxpmnlrne 41,11,"dl 11Pc 

uo 0[n*depi"6I# Ole (20- 

IStep 4. INITJS ft~r FORECASTED Long TeriiiFimincing 

AIPIL1MT F,, Ctwi sldiin id Lou0 T-m [1l h-,,ano
 
IPL7 Cgugn 3crw ,l I .E ,Ixsg n(I Ci,.--F 1 0
 

I% Plx'dI F L1 kaxl~l ,4 ' 

ILt Addlunal Delw
 
I.NP1T P-ggl, Pax-w .
 

IN PL1 Fljied o, r_ .:1gjor xe (i F, . 

13.Pt1' Adiag.Ia DO( 0 '1) 0 

INPlt T P-i,pldl PasigngaI(K 0C401) 310 uO6 100(414I 304J.0) 1 (30.000 

Enidag [(al BaJaac _ .% i i 'A,'10,. 1 I 21444l,.,, j i 1, 111, 1 100 0601 

L ' (Ved .allwi IleIg s Roale V j4'
 

IN PUT1F.- h', e tf INP 1'T I','aala,( lrml. ,-e Rolge,
FEEg,RoIle~ 

u'J0 G., 0, ' l4 u (. 
!INPIT K',, .. al. %onall i,iarxgi Rga. IV) 

NPFl a o f ) car Debi Ilalaggt I Year I ,-n(] 0 swo O,1(4
c'x'u hw1 60, Soo14411I 4(10.M) 

%:1 T AddjaW 061i 0(41.60 o i
 

(N~t P11Ini.po.,ve, 
 4 u It i SNOW1100 

( ,1.- N,4 SOIJUI NO 00.1)Ei,00(4Deb( la,, N.110001 066 l 

'(et l,n I 

INPUTrFagd wl I.al Inlenet P((AIF or (.3
 
INPLUTF edI,,Ireei Rate (F) 0 MCI"' hIxage-gd 4-Aa'Iwg(,(g Rola'ge
(, 

Omolurale ....INLuT Fo.I..led (ntxgI o,(V)e 0,1' 00-.% Y. I,0CA 00.
 

INPt Bppaa arN Dx.,ebtBd-a eaerx I .idy( If ({ .
 

INP[T Ad.Igugal [($.1 G C. 0 0
 

INPI' Pm-l ayi- 1 ,fl 0 1I
u( 

Lnlig P.#1-1BIl.- -,TF. I 

((abl (n -5~al 

(loxI61 1%- H,1.1'Ia' ­=U 'lg,.git .1Ug'
IN1Pl: i ((iRg-,IllI"n',l 1n, 

0I.I U,-.! LxE1 0 5,;;1( ,IN1. 1 gs'..i Il -I krgi4(.11%'1 

Iaa( (3 x0oI.11I6:NP IT Adl D.13 fao j(l I ', oIaxg 

u1I 1, 0I 1)INPLT Pml4,(II Pa41-It.i 

Enduig DIrk MLa-c . , I j it 

B (NPL'fi,' Forrcae(ed Eq r,' iularlug '611I ('1 (I1"""'( 1(l ' 
ar 4 III4 co 

INPUT N-w Eqia(L (sI- OInCiurrmya 1 01 0
 

INPLfl' ElquIry((ergggahu.(in Cunt-))o~ L) u 0I(
 

INPIrT~toW S gx I..ed (Repucdl~d) Q u u 0 0 0
 

INP~lT (71agtig '.l# .. andmgg FURiJ000
 

.Step S. INP!UT V'aIumaion AOssumptions____________ 

WwogI.Pig avw.adn~. 100.1(- d 1,rm 7-7 1ags
 

(' miegl, o - letj .p~t.I .1J0 our.N aillJx I N.'1-11alllgng -01 rl
 

((agiduga l g Ro(le 

http:Adiag.Ia


Discounted Net C Flow Model,sh IOUTP UT SECTION PAGE 1 
XYZ Company 
Privatization 
As or December 31. 1994 

Current vearl Year I Year 2 Year 3 Year 4 Year 5 

Discounted Net Cash Flow 19941 1995 1996 1997 1998 1999 

Total Sales (PA(E 2) 32. 19,1100 19.382.8hIo 43.2111 46.7K6,766 5nl,52Y.708 53,156,193 

Cost of Good.'Sold (Cost of Secrtlc) 0AIt. 2) 25.197,11101 2XX67,592 .11?54,352.1 1.294,700 701). 76 38'9.11) 
"65 . .1 4. 1 .A . " 1'6 

Gross Margin 7.622.11111) I) 515.208 11.51,72X 12,492.0,7 11.411.432 14.,16104 

Variable and FLxcd Costs [I'.-\( iE 3) 
Total .anahle co,ts 
Total fixed costs 

4.255.1t) 
0 

4.725,93), 
1) 

5.191,51) 
it 

5.614.412 
0 

1,16.0 .565 
0 

6.1,743 
0 

Total %anable and li\ed ;osLs 4.255.,01e 4.72 5,91) , 5.15.5Ali 5.,114.412 u.Oi3. 565 I, 1 ,6o.743 
/1 0', 1 , I*_.' ."/ , '";. rt', 0', 

Eanung.s licltre lniret. I a xe.D)ept 
and A wriorw.lin I . IIII \I 

.aton. 3. 17)) 
,' . 

S.7X9.272 
1 . 

N thh. 199 
!j -. 

t. 87 55 7A27.867 
/ j ! 

7.799,26,1. 
14 ';. 

Depreciation (PA.( it 5) 2.57611011 2.71 ,2M, 2.0 14.1 2.991 )1)00 . 141.857 3.284,714 

Earnings l[clore Ilc is) and Iaxes (lBl l) 791 Ililt) I.075.9X6 1.512i ,07 1i' ,55 4.21(,(Ili 4,514,546 

Interest Expense ('..\hik 4) 1) 290. loll 2) 7,)o 251 fIl 2)2.50o9 189.100 

Profit Before tIax 791.1100 
., 4., 

2.7 7.,9) 
" 1i, 

3.242.356 
- q', 

.t,27.555 
I S 

4,1153.511) 
, 0: 

4.325,44, 
1 :1. 

Ta Pros sion 237.300 II 0 0 I1.216.0153 1.297.6.34 

'rofit After Tax 553.700 2.797.686 1.242.356 3.627.555 2.837.457 3.o27,912 

Free Cash Iloss 
IProfit Alter Tax 2,787.616 3.242.356 3.,27.555 2.837.457 3,127.812 

Deprectaton 
Additional working capital requiremnents 
Capital insestnict( 

2,713,28, 
1,969. 1401 
I.811.Il}( l 

2.M56,14,1 2.999,l00 
1,181.4114) 1.0139,7116) 

1(1 )ll.tlil(I.tIw llIoo) 

3.141.857 
1.122.2) 
I . ) 

3.284.714 
1757.94) 

( I.O I) 

Additional Deh Financing 
Prn cipal flas'ninits 

81111.1i11 
)I(l~ ) l[~i 

iI 1) 
( l( ( .( (I) ( 

0 
1. 10),)(() 

Changes in l:quity Finacmng 

Free Cash I-los 
1l 

123I.X32 
0 

1.1,17.1l 5 
0 

4.2X.X4') 
0 

1,55,412 1,454.581 

Present Value Factor .119325 1ill') it 71151 116131 115332 

lI'reent \alue of Cash flss, 2.11M.194 2.912.'42 .0122.6,911 2.1811.581t 1.841.854 

Ikc,dual Value 18.612.9117 

Sun ol Present Value ol Cash I.los. 12.159 251) 
Present Value ol Residual 9) 2 .lt' 
Prelinunar, Value 21.912.1,, 

oll,kuig apiial Idefik1n..' surplu.s 2.1106.3111 
Non-oprlling asseits 75.11100 

Equir) ,alue Indicati t 24."24.266 

total shares outstanding l.til.l 

Equity value per share 24.92 



Dicounted Net Ca-., FiuA oli [OUTPUT SECTION PAGE 2 
XYZ C(m pan) 
Pri.tiatiun 

As ur Deemher 31. 1994 

SALES AND COST OF GOODS SOLD 
(COSTOF SERVICE) .NALYSIS 

Current_ car 
1994 

Year I 
1995 

Year 2 
199( 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

L'n i Produ ljon 

l'r,,du.I-1 

Irodut "2 

Produ - I 

"N k 

.N:.\ AN.\ 

-N A 

"N 

.N 

. 

A 

-\ 

"'. 

., 

\N 

\ 

N 

-N 

"N 

-

-.N 

A 

NA 
-k 

=N A 

NA 

"N A 

"N A 

tVrut Capla:ltl, 

1'rjduk-I "I 

Prudu't "2 

I'rodui "3 

gN .Nk. 

$:N .A 

N x 

"N Ak 
N.. 

"N .'N 

"N k 

"NA 

..k 

9N A 
N.#N.' 

-NA 

#N A 
"NA 

#NA 

"N'A 
"NA 

'ercenl of ('apail!\ 

Product " I 

|'rodul =2 

Product 43 

'N . 

.sN .N 

"N A 

"b' 

A 

aN \ 

"N 

-N 

nN 

\ "N .N 

N. 

"NA 

A 
N A 

:.NA 

sN A 

"N A 

MN.A 

|'nc per Uni 

Product Al 

P'roduct "2 

P'roduct(3 

ON -... 

dN.A 

MN A 

N A 

LN \N 

"N A 

"N k 

A 

uN \N 

aN A 

N'..% 

A 

"N A 

"N A 

"N A 

"NA 

NN'A 

NA 

Tutal Sales h Product 

I'roduw. a1 

Ioduct "2 

i'rudi. "3IIN 

PN .\ 

nN.'. 

A. 

N. \N 

'.\N 

::N 

% "N!A 

-N 

uN .N 

-N A 

=N.A 

A 

"NA 

oNA 

NNA 

Cost per Unit 

I'roduj "l 
Producl u2 

'rodud ::A, 

"N 

"N 

::N 

\ 

k" 

\ 

. 

N 

\ 

\ rNA 

:IN A 

::NA 

"NA 
.N \ 

"N A' 

1N.A 
"N A 

"NA 

Total CosLs byvProduct 

'roduLI #I 

Product 42 

Product "3 

"N A 

"N A 

"N'. 

".'. 

N. 

N \, 

'. 
N . 

N 

"N'A 
4N A 

A 

ONA 

"NA 

4N' A 

NiA 

MN;A 

fNA 

Prolit pvr Unit 

|NrodA aA 

I'rodu.t "2 
ProductI" 

,.. 

"N A 

nN -N \A 

"I 

' \ 

"N!A 

N A 

"N.A 

"NA 

.NA 

"N.A 

9N'A 

ON/A 

#N/A 

'cR I \AL SALLS 

tOTAL COSTS OF GOODS SOLD (COST OF SERVICE) 

32. 
15.1')7.Ut1!J 

1",l''.,2 

2x1. 

-'" 

"'5,)2 

4 .21.0mt 

11.754.352 

46 786,766 
34.294,700 

51.529,708 

37,038,276 

53,056.193 
39,890.190 



Discounted Net Ca.sh Ulm d OTYFPtUT SECTION PAGE 3_ 
NYZ Company 
Privatization 
As of Deceniter 31. 1994 

VARIABLE AND FIXED Curreni 'iearl Year I Year 2 Year 3 Year 4 Year 5 

LCOST ANALYSIS 194I 1995 1996 1997 1998 1999 

\ariabl Cous 

Adiiisttlie 4.2 55.i U 4.72i.93I, 5.19X.53U 5.t)14.4 12 t,.lo3565 6.366.743 

\larktimig U II t U 0U 

[nlsurj.i'¢ U U U U 0 U 

Iegal. and ;|udiling (I I0 U I) (I 0 

I 'ilities. I U U 0 0 

M\ui elIfeous U U U I U 0 

(ther =I U U U If U 0 

( ther 2 0 0 0 

TO7;.L IAlR.tBlU, "OSTS I) O 0U U 

Total \.riahle Cost, 4.255.U0 4.725.936 5.19X.530 5.614.412 6,O"3.565 6.366.743 

Fixed Costs 
Rw11 ) ) U 0 U Uf 

Salane, ) I f tJ U 

Maliintenace U tI If 0 0 

Otier :; 1 U U U 0 U 

Other z2 If 0 U U U 1 

TO TAL FIL I 'OS7: ) I f U 0 

Total f:i.ed C(oss ii 0U 0U U 

Varlahle Costs (as a percenl ol'saee) 

Admnwsti ati : 131,, 12 11",. 12 0". 12 11" 120) 12 O)% 

Miarketing 00i',, ) U0 (", 00". U0', (10o 

lxgl andl diti (1 011". [ " 00I".. 0,0 .((I (0P. 0)o 

(ili d lotTUU RLIJ Y)hh,75It 4 ",,
it",, 

I) I',,
441tJ,, 

i) ',,
( l,+ ,, 

U0 i.
l)U", 

0
0 (1)00 

0, )".Ut()" 

TOTA. L 1/11-1,.I '( "')STS 1)011. 0I0"uII(', 00', 00l) 0 0' 

lotal Variable CosL, 13 , 12 W",, 12 0",, 120",, 12 1",, 12.0"o 

Fi ,ed Cots Ipercent gor,'xl) 

Rent il". (1l",, U",0U. 0 1t 0.0 " 
° 

Salare., O.Ou if (Jo ."u 00'o 0.0 0o 

Maintenance U U"., 4A)"', U OUu 0.0o .0o, 

Olher l U 01"1 li)(f. 0 0"oU" U 

Oilier "2 0 WIt ")0% 00" 0". 0 0 % 

TO)T. I/. Fl.V\1 7) ( "'U7S,(I 0"u 0 "', (I 'u ( 0% U.0"o 

Total F[i\ed CoSt, it 00oI) U"'. I) It),,0" l"o 0.U". 

T()T-. VARI..IL.E COSTS 4.255.U0U I 4.725.936 5.198.530 5.614.412 6.063.565 6.366.743 

TOTAl. FINI) C(OSTS U0 It 0 0 



Discounted Ne Cash Flow %lode 1TOU1IUI SECTION PAGE 4 
XYZ Conpan)' 
Pri atltion 
As of December 31, 1994 

FORECASTED INTEREST PAYMENTS AND NET CHANGES 
IN LONG TERM FINANCING REQUIREMENTS 

A. INPtTS for (ilrrenl an1dl1Forvca'istil Ino Term I)eb 

TOTAL INTHIRIT I'AYMENTS 

Finaclo 
'1cm I 

1995 

.:.IF -

9) 

'1em .em 

1,19' 

' 

1) 

4 Year 5 

1999 

Debt incurred or acqulisition 
Debi Instrunent -2 
Debt Instrument :3 

Debt Instrument r.4 
Debt Isnr'urni 15 

62.00u 
170.700 
49.6001 

0 

u2uUu 
I .58.1l 
49.600 

0 
0 

6200)1 
139.500 
49.uo 

0 
0 

62.000 
120.900 
49.600 

0 

62,0((1 
102.300 
24.800 

0 

I()T-\I IN II.I(I.. I i.\\Il NI S " 1i.wJ -1..hi).I2.00- 1oN 11 

rOTAI. AI)I)ITIONAL. I)*IlI I'IN \( I\NC 

)eb.t irwnm d lr .i. )tzI~luw 

Debt IlsmNnl111li::2 
[Debt Instrument -­3 
Debt Instrument g4 
Debt In:trument 9.5 

11 '1'..kL -A.)IJIIU . Dl-l' [IN..NL IN( 

Io 

II 

xlmm.11J1 
0 
0 

Ji 1 l.0loto 

II 

iI 

| 

0 
0 

0 

IJ 

II 

0 
(J 

I) 

0 
0 
0 
0 

tU 

0 

0 
0 
0 

Ii 

rOTAL PIRINCIPL. PI.\'ME'NTS 

Deh incurred Ibra.,iuisiaion 
Debt Instnment -2 

Debt Ii1nslru ilt 43 

Debt Insrmumenl -4 
Debt Instnimelnl :5 

.(U11.01111 

(0 

0 
300.0001.II 

0 

( 
U 

U 
300.000 

0(8 

U 
0 

U 

300.00 
1) 

0 
U1 

0 
300.000 

000,000 

0 
0 

'TOT.LPRINCIPA. PA'i NI-NI S 30U.UU 30o.0ow 300.0j 300.110 1.100.0O 
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Model
Discounted Net C.,h FLo%, OUTPUT SECTION PAGE 5 
XYZ Coimpan, 
I'mrahzahon 
As of Decetnlr 31. 1994 

FIXED ASSET AND CAPITAL 
EXPENDITURE DEPRECIATION 

Current yell[r 
1994 

Year 1 
1995 

Year 2 
1996 

Year 3 
1997 

Year 4 
1998 

Year 5 
1999 

Fixed Asset I)epreciation - Eflsfin. Assets A'st 

Depreciation lr shou1 nn depreciable as,ts U U 0 00 

Depreciation formedium l.nn d,:prci.dhl as,l., 16.X73.(001) 2.411.429 2.410.429 2.410.429 2.410.429 2.410.429 

)preciation forlong tem1 dcpri.:ahlk .s.s U I U II U ( 

C'apital F~penlilure.Di-previation 

Depreciaton lbrshorminn depreciahl a.,c, Iw .JImi I10 (U)w)ILOt1I 0 I 10000 

IiI. 

1(,0.1.00 

Ii 

IJ 

U 

Depreiation lormedium Lenn epr¢viahlas.as 142.157 142.07 

142.?5' 
142.X57 
142.X57 
142.857 

I42.x57 
142.857 
142.857 
142.N57 

142.857 
142.X57 
142,%57 
142.857 
142.857 

Depreialtion for long wrmi depreciahle assL% I I 

IJJ 
0J 

1J 

~~ . 

(U
T 

U 

. * ' T%MO\fl)\IN'b\1 2.7 132x(, 2..1(t( 4 1 .),( 31187 3.2X4.714 



Module 2 Exercises and Illndouts 

Item File nalle 

Bulgarian Cement - Value as is valasis.doc 

Bulgarian Cement - Exhibits bulgcem wk4 

Model answer to Value as is valuel xIs 

Product mix exercise using the model prodmix doc 

Model answer to product mix scenario I pm-sc I 
Model answer to product mix scenario 2 value2. xls 

Model answer to product mix scenario 3 pm -sc3 

Cost leadership versus differentiation strategy exercise using the model diff-cos doc 

Model answer to differentiation . cost leadership scenario: cost leadership value3.xls 

Model answer to differentiation vs. cost leadership scenario differentiation val3-difxls 

Exercise - Managing net working capital nwcexer doc 

Exercise - Managing net working capital nwcexer.xls 

Model answer to changing nwc/sales to 15%0 value4.xls 

Capital budgeting exercise - analyzing two investment opportunities capbudg.doc 

Capital budgeting exercise - analyzing two investment opportunities capbudg.xls 

Capital budgeting exercise using the model capex.doc 

Capital budgeting exercise Lising the model capex. xis 

Capital budgeting exercise using the model - option B value5.xls 

Capital budgeting exercise using the model - option A val5-cx2 xls 

Case study - Canadian Plastics plastic doc 

Case study - Canadian Plastics plastic.wk3 

Model answer to Canadian Plastics part A plastic-axls 

Model answer to Canadian Plastics part B seller plst-sel.xls 

Model answer to Canadian Plastics part B buyer option (lease) plst-buy.xls 

Model answer to Canadian Plastics part B buyer option (buy) plst-buy2.xls 

Instructions for using the disocunted cash flow model instruct.doc 



Instructions for Using the Discounted Cash Flow 
("DCF") M'Iodel: 

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

Before the model outlined steps are completed, tile Company's name, purpose, and 
date of valuation should be placed in the 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. Tis en/rv i.s mcindatorT'. 

B. Forecast TOTAL SALES or UNIT SALES (T or Uj 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 abasis for the growth (for this method, INPUT "T"). 7his method is most 
appropriate wihen: 

" 	 forecasledproductunit sales and costs cire not available. 

" 	 the subject is a service company atdproductunits are not an issute. 

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 approriatle when: 

ci l/t* 	 fil'ecated)/otdtt sales antd costs cre available iiith reasonable 
tccurac. 

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

',0O
 



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 uoods 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: 

1995 1996 1 1997 1998 1999 

INPUT Sales i.,roN%1h rates for years 1-5: 5.0"1,, , 5 0% 1 5.1% 5.005, 10% 

INPUT Cost of qoods sold (or cost of service) as a percent of sales for years I­
5: Enter the forecasted cost of goods sold as ai pe'rcelt of sales for each year of 

the forecast (Years 1-5), Example: 

1995 1996 1997 1998 1999 

INPUT Cost of goods sold (or cost of serice) 
-asa percent of salcs for \cars 1-5 800 ,/11 '%So, 	 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 

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

6 	 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: 
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INPUT 
Current year 

Unit Prices 1995 1996 1997 1998 1999 
Product #1 1.00() 3" , 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 Near 

Unit Prices 1995 1996 1997 1998 1999 
Product #1 l.nut 3', 3? 3% 3% 3% 

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

A. INPUT Variable Cost forecasts: This section requires three entries. First, enter the 
appropriate expense item name The model allows for up to eight expense items to be 
discreetly forecasted OR total variable costs may be forecasted as a total percent ofsales 
(select OPT'IONAL: INPI/T TOT!L I4RIA BL- (OSTS). 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 
CurrentyelarVariaible ('osts. Lastly, forecast the expense item as apercent of sales. 
Example: 

INPUT 
Current year 

Variable Costs 1995 1996 1997 1998 1999 
Adininistrativc 0.0.(l00)() I(J, I 's, I(1'0., I(1'o 10)/41M ,, 

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 01R the fixed costs may be 
combined and forecasted using one growth rate (select OPTIONAL: INPUT TOTAL 
FIXED COST).The provided expense names (Rent, Salaries, etc.) are presented for 
example purposes only and may be typed over with expense items specifically for the 
subject company. 



C. INPUT Current year Taxes and Forecasted Tax Rates: This section requires the entering 
of the current tax rate and the tax rates forecasted for the future as a percent of the pretax 
income (Example 38%). 

Step 3. INPUTS for FORECASTED Depreciation and Capital Expenditures: 

A. INPUT Current Year Depreciation Expense: Enter the urrent year depreciation expense in 
numeric terms (Example $1,000,000). 

B. INPUT Current Depreciable Assets: This section allows for inputs of fixed asset amounts 
as divided into three group categories: Short depreciable lives (1-5 years), Medium 
depreciable lives (6-19 years), and Long depreciable lives (20+years). Tile entries for the 
forecasting of depreciation and capital expenditures are in two parts: 

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

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

NOTE." The toal nel fixed shoult fd 	 ILlest balanceiN.set tihitch the net.fixeL s.'Set.)'on the 

sheet. All of the ceprecictioti exeses oire .i/ ec'Lsted It.silIg the .s.l'ighli lLe method of 
deprecialion. 

C. INPUT Capital Expenditures in. This section requires the input of capital expenditure 
amounts for each depreciable life category. As in Step 3 B, the model calculates future 
capital expenditure depreciation based on the following categories: Short depreciable lives 
(1-5 years), Medium depreciable lives (6-19 years), and Long depreciable lives (20+years). 
Enter the depreciable life of the asset for which the capital expenditures will be made under 
the heading: INPUT Depreciable Years. Next, enter the forecasted capital expenditures 
in nominal amounts for assets with the corresponding depreciable lives. Again, all of the 
depreciation expenses are forecasted using the straight line method of depreciation. 

Step 4: INPUTS for FORECASTED Long Te'ni Financing: 

A. INPUTS for Current and Forecasted Long Terin Debt Financing: The first step under this 
section is to input the current year interest expense (in numeric amounts) 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 
five existing/additional debt instruments to be forecasted The procedures for entering the 
principal and interest for each category of debt are as follows: 

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



" 	 Second, select whether the interest rate will be forecasted at a fixed rate or 
variable rate over the projected period (under the heading INPUT: Fixed or 
Variable Interest Rate (F or V) for Fixed Interest Rate forecasts enter "F"; for 
Variable Interest Rate forecasts enter "V"). 

* 	 If "F" (Fixed) isselected, enter the rate of interest assumed to be constant 
throughout the forecast at the heading INPUT Fixed Interest Rate (F). 

" 	 If "V' (Variable) is selected, enter the rate of interest for et/ch t'ear of the 
projected period at the heading INPUT. Forecasted Variable Interest Rates (V). 

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

" 	 Next, enter any additional debt incurred over the projection period. Note: The 
entries.fir alitiomldebt should be entered on/i' oni the line entitled INPUT: 
Additional Debt. All addcliotnaldebt is uvssined to he incurred at the beginningof 
eachforecasted i'eaj'. 

* 	 Lastly, enter the discreet principal payments for each of the debt instruments of the 
forecasted years under the heading INPUT Principal Payments. All principal 
payments tre assumed to mnade at the end of eachfiorecastedyear. 

Note. The Ftn/in,:' I ehi Haltnce iA Untill/lC L//I' LaluuCuated utId no etries cue required in 

this sectioi. 

B. INPUTS for Forecasted Equity Financing This section allows the user of the model to 
forecast any anticipated equity issues/repurchases 

" 	 First, input any forecasted equity issues, in numeric termns, 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. 
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Step 5: INPUT Valuation Assumptions 

This section requires five inputs: Working caplital sales (in percentage terms), ('urrent 
year working capital (defined as current assets less current liabilities), Residualgrowth 
rate (in percentage terms), ('o.wt ofEquity (percent), and the Fair Market ValuLe ofNon­

operalinc as.ets (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 nmvl he il thI/e17'/'T.sec'iol in oirer to /-1nl the ?acr Lorr'eCtly. 
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