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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 maxirnize 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.

Review
A. Review of modules offered
B. Reviewof Module |
1 Why is understanding and managing cash flow important?
Ratio analysis
Framework of the DCF model
Calculating cash flow
Discussion of the components of cash flow
Importance of forecasting cash flow

O ;b wN

The Relationship Between Cash Flow and Company Value
A. The link between discounted cash flow value arid 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 for-any asset should reflect the cash flows that the asset
is expected to generate
B. Net Income, Cash Flow and Value-
1 Value based on net incom}and cash flow
2 "Growing bankrupt” - a discussion

Creating Value in a Company

A. Becoming a value manager

B. Why focus on value creation?

Avoid takeover by others who will capture value created by restructuring
Maximize value in mergers or joint ventures

The potential 10 increase value is high

It improves the strategic planning process

It provides a framework to reward company managers

Improves resource allocation among business units

O dWN -
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C. The value manager framework

Qb wN -

D. Overview of the shareholder value network - intemal strategies in value creation

Perceived value

Company value as is

Potential value with intemal improvements

Potential value with intemal and extemal improvements
Optimal restructured value

1 Corporate objectives
Valuation components

M

2
3 Value drivers
4

anagement strategies

IV. Implementing an internal value creation strategy
A. Step 1: Analyze your company
1 Value your company "as is"

a.

Exercise - value Bulgarian Cement

2 Diagnose historical and current performance

a.
b.

c. Exercise - financial analysis and diagnosis of Bulgarian Cement

Financial analysis
Benchmarking

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

1 0O
a.

b.
C.
d.

perating drivers
Sales gromth
i. Product mix and pricing
ii. Exercise - product mix analysis - Bulgarian Cement
Operating profit margin
Income tax rate

Exercise - operating margin analysis: cost leadership vs. differentiation

strategies for Bulgarian Cement

2 Investment drivers

a.

b.
C.

d
3 Fi
a.
b.
C.

Working capital investment

i. Exercise - working capital analysis

Fixed capital investment

Altemative fixed investment methods of analysis

i. Payback period

ii. Net present value

iii. Profitability index

iv. Exercise - applying capital budgeting techniques

Exercise - capital budgeting decisions for Bulgarian Cement
nancial drivers

Cost of equity

Capital structure

Risk factors and the cost of equity

11/14/95
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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
¢. Consider impact on value
2 Summary of Bulgarian Cement - Analysis of value drivers
D. Step 4: Implement a plan
1 Select final strategies
2 Measure value added
3 Implement strategies

V. Case Study - Negotiating the sale of a comparny based on value "as is" and value with
internal improvements and value to a specific buyer:

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 caicuiate 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 other's intemal valuation strategy duning negotiations.
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A Restructuring for Privatization - Courses Offered

| dle 1 Mdule 2 Module | | Module 4

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

Managing Cash Flow and Value 2:04 PM 11714195 Page 2
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Restructuring for Privatization Course

Module Objective:

W | ... o provide participants with an understanding of the basic concept of cash flow and
Introduction | | the elements that drive cash flow. Specific goals include understanding why

| managing cash flow is important, learning about cash flow components, learning to

use the discounted cash flow (DCF) method, and learning to use a simulation DCF

S madel.

to

Review of major topics covered in the first course:

¢ Understanding Cash Flow

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

v/ Applying the DCF Model
¢/ Case Study - Application of the DCF Model to Value a Company

Managing Cash Flow and Value 2:04PM  11/14/95 Puage 3
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o Restructuring for Privatization Course
Module 2 Module Objective:
i ? ‘ ... to provide participants with an understanding of how to manage for and maximize
Cash Flow cash flow and how management of cash flows impacts the value of a company.
and Value Through simulation models and exercises, participants wiil learn how each of the cash
gascdass. ../ [ flow components can be impacted and how to weigh alternative financial and

operating strategies.

Major Topics Covered

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

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

Managing Cash Flow and Value 2204 PM  11/14/95 Page 4
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Restructuring for Privatization Course

Module 3

Module Objective:

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

Major Topics Covered

v/ Motives for Restructuring

¢ Recognizing and Analyzing Distressed Companies
¢/ Restructuring Techniques

¢/ Other Aspects of Implementing Changes

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

Managing Cash Flow and Value 204 PM 11714195 Page 5
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Restructuring for Privatization Course

Module 4 Module Objective:

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

Major Topics Covered

¢/ Valuation Theory and Concepts

¢/ Business Enterprise Valuation Theory

¢/ Reaching a Valuation Conclusion

¢/ Analysis and Evaluation of Alternative Privatization Strategies

¢/ Case Study - Using 3 Valuation Approaches to Value a Company for
Privatization

Managing Cash Flow and Value 2:04PM  11/14/95 Page 6
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e Review of Module 1

The following slides provide a quick review of the major topics covered
in Module 1I...

Managing Cash Flow and Value 204 PM  11/14/95 Page 7
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Touche “g Review of Module I
Understanding Cash Flow

Why is understarnding and managing cash flow important?

Importance to company stakeholders

To improve the planning process

To improve financial flexibility

To manage, measure and create value

Managing Cash Flow and Value 2:04PM  11/14/95 Page 8
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ToucherLp Review of Module I

8 Importance of Cash Flow to Company Stakeholders

Each of the following groups have an interest in the amount of cash flows

provided by a company...
@arehol@
SupplieD

NN
NN

N\

( Creditors )
. \—‘—’/

S G
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o Importance of Managing Cash Flow to the Planning Process

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

> Managing working capital
v estimating short-term cash
requirements

v/ managing inventory
> Timing capital expenditures

o> Managing capital needs (bank
and equity financing)

@ Managing costs
o Managing growth

Managing Cash Flow and Value 2:04 PM  11/14/95 Page 10
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o Importance of Managing Cash Flow to F.nancial Flexibility

Better managzement of cash ficw can improve financial flexibility in the
following areas...

e 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

e Negotiating terms with suppliers

* Analyzing financial réstructuring alternatives

Managing Cash Flow and Value 2:04 PM  11/14/95 Page 11
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Touche lz Review of Module 1
Cash Flow is important in Managing, Measuring and Creating Value

Understanding cash flow’s impact on company value is important...

M Value can be measured through Which S Has the Hiah
forecasted cash flows. ich Strategy Has the Highest

. Value?
M Value can be managed by analyzing

the impact on cash flow (and hence 375
value) of management decisions.

325

e
Strategy
275 /

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

\ Annual Cash Flow

175 AL
Present value of each strategy: 125 ; ' i -
I 1,163 1 2 3 4 5
I 963 Year
I 1,158

Managing Cash Flow and Value 2:04PM  11/14/95 Page 12
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ToucheLLp Review of Module 1
(A : : :
_ Financial Analysis

The Importance of Financial Analysis
in Forecasting Cash Flows

=>» Importance to diagnosing the =>» Importance to forecasting cash
financial conditiow: of the flow components.

company. & growth

¥¥ identify areas of weakness to
Jocus on in strategic
planning.

U cosis & margins

'S working capital requirements

'S analyze trends and identify

'S capital investment
problem areas for strategic
focus. I optimum debt levels
'S provide a basis for assessing U5 the discount rate
the risk of investment in your
company.

Managing Cash Flow and Value 2:04 PM  11/14/95 Page 13
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o Financial Analysis

Financial Analysis - The Process

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

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

6 Comparable company financial analysis.

@ Analysis of trends and unusual items.

Managing Cash Flow and Value 204PM  11/14/95 Page 14
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Touche ”‘& Review of Module I
Financial Analysis

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

Ratios can be classified into three categories

Liquidity ratios

N

Operating ratios

Current ratio L . Return on equity
Quick ratio everage ratios Return on assets
Days’ receivables .
Daj,' s’ inventory Interest coverage ratio . g ZZ? iz ;lif:;sassets
Days’ payables Long-term debt to total capital Return on sales

; . Interest expense/revenue
Working capital/sales

In this module, we will use financial analysis to diagnose the company and help
determine which strategies to employ to increase company value.

Managing Cash Flow and Value
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e Review of Module 1
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 i the forecast period.

Residual Value is as of
this point in time.

Managing Cash Flow and Value 204PM  11714/95 Page 16
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o Review of Module I
From net profit to cash flow...
Income Statement Equity Cash Flow
Revenues Net profit

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 g

Plus: Depreciation & amortization
New debt

Minus: Working capital requirements
Capital expenditures
Payments on debt

Equals: Equity cash flow

Income Siatement - based on accrual accounting:

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

e Capital expenditures and increases/decreases in debt are ignored.

Managing Cash Flow and Value 2:04 PM  11/14/95 Page 17
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Review of Module I

Cash flow 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

Managing Cash Flow and Value
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(A

Review of Module 1

Discussion of the Components of Cash Flow

B,

Net profits

>

—

Depreciation & amortization>

——

Changes in debt >

—

Working capital requiremen>

—

Capital expenditures >

Managing Cash Flow and Value
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a

Review o_f Module 1

Sieps to prepare the DCF Model...

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

® Analyze investments and prepare an investment
forecast.

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

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

© Make any final adjustments.
O Perform review procedures.

Managing Cash Flow and Value 204 PM 1171495 Page 20
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Touche “2 Review of Module 1

Forecasted Cash Flows

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

these three areas:

Managing operations
Analyzing strategic plans
Analyzing capital
Forecasting and analyzing budgeting decisions
cash flows can assist ) : i
company management in... /: Analyzing operational

restructuring alternatives

Analyzing financial
restructuring alternatives

Managing shareholder
value

The last 3 areas will be discussed in Modules IIl & IV

Managing Cash Flow and Value 2:04PM  11/14/95
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o Overview 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 of a company
is related more to its underlying cash flow than its net profits...

Managing Cash Flow and Value 2:04 PM  11/14/95 Page 22
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Touche LLp The Relationship Between

o Cash Flow and Company Value

Examination of market data indicates there is a strong link between
cash flow and a company’s value...

 Empirical evidence exists that Market/book value
shows a strong correlation
between discounted cash flow
and the “market value” of the
firm, as the chart shows >

 Empirical evidence shows that
accounting earnings are not
well correlated with market
value. A study correlating
price/earnings ratios to growth
in earnings per share had an R? 3

of only .088

N @0 & 0 d N ® © B

-t
-
e
|
i
-

1 2 3 4 5 6 7 8 9 0
DCF/book value

Source: McKinsey/Value Line

Managing Cash Flow and Value 2:04 PM  11/14/95 Page 24
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Touche Lip The Relationship Between

o Cash Flow and Company Value

While the empirical evidence supports cash flow as a better measure of value
than the company’s “accounting net profit,” other reasons exist to support
cash flow as the best measure of firm 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 cash flows.

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

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

The following example will demonstrate the last point...

Managing Cash Flow and Value 2:04 PM  11/14/95 Page 24
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(A

The Relationship Between
Cash Flow and Company Value

Which company is worth more?

Longlife Net Income

Company Year 1 2 3 4 5 6
Sales 1,000 1,050 1,100 1,200 1,300 1,450
Cash expenses (700) (745) (790) (880) 970) (1,105)
Depreciation (200) (200) (200) (200) (200) (200)
Net Income 100 105 110 120 130 145
Shortlife Net Income

Company Year 1 2 3 4 5 6
Sales 1,000 1,050 1,100 1,200 1,300 1,450
Cash expenses (700) (745) (790) (880) (970) (1,105)
Depreciation (200) (200) (200) (200) (200) (200)
Net Income 100 105 110 120 130 145

The income statement data for these two companies
are identical. But what about cash flow?

Managing Cash Flow and Value
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e Cash Flow and Company Value

Which company is worth more?

Longlife Cash Flow
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 200 200 200 200 200 200 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) 97 102 105 115 122 491

Longlife Co. uses manufacturing equipment that must be replaced every 3 years, while
Shortlife Co.’s equipment must be replaced every year, but costs 1/3 as much. Also,
Shortlife Co. does a better job in managing working capital requirements.

Managing Cash Flow and Value 2:07PM  11/14/95 Page 26
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e Cash Flow and Company Value

Which company is worth more? Shortlife Company.

e Although total cash flow for o This example illustrates the
both companies is the same main weakness of relying on
over the 6 years. The Shortlife earnings as an indication of
Company’s shareholders get value: it does not consider the
their cash earlier. investment required to generate

e 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 of how focusing on profits can be
misleading is a concept we call “Growing Bankrupt’.....

Managing Cash Flow and Value 2:07PM 11714195 Page 27
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o Cash Flow and Company Value

“Growing Bankrupt”

Two examples of fast growing, highly profitable companies...

Company A Company B

e This company is a rapidly growing e 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 e 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.

Managing Cash Flow and Value 207PM 11714195 Page 28
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o Cash Flow and Company Value

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

Conclusion: 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 of market
value and cash flow, but not a high correlation of market value and earnings
growth.

Finally, investors buy companies based on expected future cash flows.

Managing Cash Flow and Value 2:07PM  11/14/95 Page 29
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Touche LLp Creating Value
o ____ina Company

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

Becoming a value manager requires the following:

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

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

M A willingness to take advantage of opportunities to create
incremental value in the company.

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

Managing Cash Flow and Value 207PM  11/14/95 Page 30
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Touche LLp Creating Value
o in a Company

Why focus on value creation?

< 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.

= Improve attractiveness of your company to foreign
investors.

< Enhance value for potentiai buyers.

< Maximize value in mergers or joint ventures.

= The potential to increase value is high.

< Itimproves the strategic planning process.

< It provides a framework to reward company managers.
= Improves resource allocation among business units.

Managing Cash Flow and Value 2:07PM  11/14/95 Page 31
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The Value Manager Framework

The value manager framework can be thought of as a series of actions

to analyze your company and identify areas to improve value through strategic
planning and restructuring...

Company Optimal
value “as is” restructured
) value Modules
3&4
Strategic and Financial
operating engineering
opportunities opportunities
Potential value Potential value
with internal Disposal/ with internal and
improvements acquisition external Modules
opportunities improvements 3844

Adapted from McKinsey & Company. Inc.

Managing Cash Flow and Value 2:07PM  11/14/95 Page 32
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o The Value Manager Framework

Discussion of the key steps...

The value of the company “as is”’ should be
@ Company value “as is” : based on the DCF method using financial and
operating data based on the company’s current

v operations.
\\/\

This step involves financial analysis of your company,
@ Potential value with internal —® identification of “value drivers” and developing and

improvements implementing strategic plans to improve value.

v This step involves operational restructuring

— opportunities such as: sale of a division, acquiring a
@ Potential value with internal company, mergers, joint ventures, liquidation of
and external improvements a division, etc.

‘ The final step involves financial restructuring and
| includes decisions related to debt levels, raising equity
‘ capital, converting debt to equity, etc.

This module focuses on step two...

Managing Cash Flow and Value 207PM 11714195 Page 33
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o The Value Buildup

Creating value with internal improvements

2,700 Yaluation Strategies
’ Potential Value = 2,640 Better management of working

capital decreases “working capital to
50 sales ratio” by 3% points
145 Increase sales growth by 5% for
3 yearswith aggressive advertising spending
This chart shows 150 Raise prices by 3%. Althoughvolume declines
the impact Of by 3%, total revenues increase.
various strategies
on the total value Value “as is” 65 Reduce cost of the marketing department
aiue "asis
Of a company 2, s ] ! _1 :5'_ _| Reduce cost of sales by 1% point
2,000

Managing Cash Flow and Value 2.07PM  11/14/95 Page 34
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Touche “-5 Creating Value in a Company
The Shareholder Value Network

A roadmap for crea?ng value in a company - the “shareholder value network”...

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

The shareholder value network is

comprised of 4 sections:
® Management Decisions
® Value Drivers
® Valuation Components, and
e Corporate Objectives

The following slides will present and discuss the shareholder value network in detail...

Managing Cash Flow and Value 2:07PM  11/14/95 Page 35
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Touche ll-& Creating Value in a Company

The Shareholder Value Network

Strategies (operating, investment and financing),
based on management decisions...

v

Impact What is a value driver?
+ A component or variable in the
Value drivers »| discounted cash flow model.
+ By changing the variable in the
. model, cash flow is changed, and
Which impact - thus the value of the company
+ is changed.
Discounted cash flow

!

Which determines value

Managing Cash Flow and Value Z07PM  11/14/95 Page 36
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Touche Creating Value in a Company
o Shareholder Value Network
Overview...
CORPORATE Creating Shareholder | | Starehoicer Xepurns:
OBJECTIVE Value Gains in Share Prices

s

VALUATION
COMPONENTS Discount
OF THE DCF Cash Flow Rate Debt |=

MODEL | * T + *

e Duration o Sales Growth e Workin © Cost of
VALUE e Operating g Equity/debt
E of Value Profit Margin Capital o Capital
DRIVERS Growth 5 ® Fixed Assets P
® Income tax rate| | Structure

STRATEGIES J Investment Fingncing

Adapted from “Creating Shareholder Value’ by A. Rappaport

Managing Cash Flow and Value 2:07PM  11/14/95 Page 37
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Q Shareholder Value Network

Business strategies can be classified into three areas...

Operating Investment

Financing

Managing Cash Flow and Value 2:07PM 11714195 Page 38
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(A

Creating Value in a Company
Shareholder Value Network

Creating shareholder value at any level depends on properly

managing the three basic decision areas:

Operating Investment

X| Guiding_operations of the business profitably by making
effective use of all resources employed.

X] Selecting and executing investments based on sound
economic analysis and management.

X] Prudently financing the business by consciously trading off
the rewards expected against the risk exposure from using
debt.

Financing

Managing Cash Flow and Vulue 207PM 11714195 Page 19
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Touchevip Creating Value in a Company

Shareholder Value Network

gies in the shareholder value network...

Key operating strategies and decisions involve the

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
fo CUS ON: customers’ needs.
® Product mix : : :
. . These choices often amount to economic trade-offs in
¢ Pricing ; :
) which management must balance the impact of
® Market selection ” - e
- competitive prices and competitors’ actions on sales
OAdvertlsmg 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 applled in the framework of elther

JBIFERA AR

17 ‘Xi !.«{tug,} #(ﬁ;
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Shareholder Value Network

Discussion of the ““cost leadership’ approach vs. the
“differentiation” approach to analyze and apply strategies...

Cost Ieadership Approach - Differentiation Approach
Strategies are determined by e The company seeks to provide
focusing on controlling costs something different from it’s
by: competitors that is perceived to

* Improving efficiency through be valuable to the company’s
training, or maximizing customers.
capacity utilization. e The strategies to implement this

 Developing more efficient ways approach are clearly different
to design, produce, distribute, than those used to adopt a cost
or market the product. leadership approach.

As we discuss the three strategic management decision areas
(operating, investment and financing), we will present the strategies
for the cost leadership and differentiation approaches.
Managing Cash Flow and Value 207PM 1114795 Page 41
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a Shareholder Value Network

Differentiation Strategies

Value Driver  Sales growth rate Operating profit margin
Strategies * Command a premium price * Choose a combination of value
e 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

e Eliminate costs that do not
contribute to buyer needs
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Cost Leadership Strategies

Value Driver  Sales growth rate Operating profit margin

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

e Pursue market share ¢ 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. e Search for cost-reducing linkages with

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

o Eliminate overhead that does not add value
to the product
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The next set of strategies is based on investment decisions...

Investment is the basic driving force of any

Focus of strategies: business. It supports the compeiitive
® Inventory levels strategies developed by mai:azement and is
® Collections based on plans (capital budgets) for

¢ Payables management
e Capacity expansion

® Capital budgeting

°® Asset disposal

committing existing or newly obtained funds

to three main areas:

 Working capital (cash balances, receivables,
inventory and trade credit).

e Buildings, machinery and equipment.

 Major spending programs (research and
development, product development and
promotional programs.
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— Differentiating Strategies

Value Driver 'Working-capital investment Fixed capital investment
Strategies  + Minimize cash balance e Invest in specialized assets
e Link accounts receivable that create differentiation
policy to differentiation » Purchase assets for optimal
strategy utilization
e Maintain inventory level e Sell unused fixed assets

consistent with differentiating
level of service

e (btain best terms with
suppliers for accounts payable

Obtain assets at least cost,
e.g., lease versus purchase
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W —»Cost Leadership Str ategies

Value Driver 'Working capital investment Fixed capital investment
Strategies e Minimize cash balance e Promote policies to increase
e Manage accounts receivable utilization of fixed assets
to reduce average number of e Obtain assets that increase
days outstanding productivity
e Minimize inventory without e Sell unused fixed assets
impairing required level of e Obtain assets at least cost,

customer service e.g., lease versus purchase
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The last group of strategies are based on financing decisions...

Financing decisions represent the various
choices available to fund the investments
and operations of the business over the

Types of strategies:

long term.
* Managing .
" business risk Two key areas of strategy and decisions
e Maintaining must be .tdent.ljiied by management:
> ® The disposition of profits between:
the appropriate | (1) owners
capital structure (2) lenders, and
® Dividend policy (3) reinvestment
® The shaping of the company’s capital
structure.
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2i8)—— Differentiation Strategies

Value Driver Cost of capital
Strategies o Target an optimal capital structure
o Select least-cost debt and equity
instruments

o Increase differentiation and thereby
make demand less dependent on the
general economy
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ost Leadership Strategies

Value Driver Cost of capital
Strategies o Target an optimal capital
structure
e Select least-cost debt and equity
instruments

¢ Reduce business risk factors in a
manner consistent with strategy
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Questions to ask to determine if cost leadership strategies are appropriate...

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

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

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

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

M 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...

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

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

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

M 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 Creating Sharcholder > Sharzl;:ilj:; ;ieg"' ns.

OBJECTIVE Value Gains in Share Prices

]t
VALUATION !
COMPONENTS Discount

OF THE DCF Cash Flow Rate Debt <

MODEL

}"v .E:gv ,ﬁ' /; rwpe Y. o gt i"’x r ’w’ ; 4_}:.’,;; ';."I.t s I : ”..«-“’3._‘ :’:f: ¥y ‘@i', (.~':;,:_£
o alt, : p tgﬁ 4 qg ipita Rapt re g %‘
B4ias e
STRATEGIES Operatm g 6 é

Adapted from “Creating Shareholder Valuc' by A. Rappaport

Managing Cash Flow and Value 209 PM 11714195 Page 32



Deloitte &
Touche LLp Creating Value in a Company

a Shareholder Value Network

Summary of the link between value drivers and strategy...

To improve

eSales Growth
Operating value drivers Operating Profit Margin
e[ncome tax rate

Focus on

eProduct mix
*Pricing
eMarket selection

Strategies > eAdvertising
*Cost effectiveness
eDistribution
eCustomer Service
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Enmary of the link between value drivers and strategy...

To improve

. *Working capital investment
Investment value drivers : oo
*Fixed capital investment

Focus on

eInventory levels
*Collections
ePayables management
eCapacity expansion
*Capita: budgeting
*Asset disposal

Strategies >
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Summary of the link between value drivers and strategy...

To improve

*Cost of capital
eFinancial structure

Financial value drivers

Focus on

eManaging business risk
factors that impact your
cost of capital
*Proper debt/equity
structure
eDividend policy

Strategies >
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. ® Sales Growth . ® Cost of
® Duration . e Working .
YALUE - ® Operating . Equity/debt
ERS of Value Profit Marg:n Capital e Capital
DRIV. Growth & ® Fixed Assets P
® Income tax rate Structure

Adapted 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 is value 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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Implementing an Internal
Value Creation Strategy

'Itizplementing aninternal

valuation strategy is a

four step process...

the value creation plan

Step 1 > Analyze your company
Determine strategies
>ep? > and value drivers to
focus on
Assess the value drivers
Step 3 and measure their impact
L~ on firm value
e d > Design and implement

Managing Cash Flow and Value
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e Analyze your company

1. Value your company “as is”’ Based on the “DCF”’ model

Utilizing financial ratios,

analyze company’s historical
trends and compare to industry
data to identify problem areas or
areas that need management focus

2. Diagnose historical and current
performance:

¢ Financial analysis

e Comparative analysis

Value Bulgarian Cement Co. “as is”
Comparative Financial Analysis

EXERCISE
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Analyze your company: In Module 1, we defined return
Return on equity analysis on equity as ‘“net income divided
by shareholders’ equity.”

Return on equity can be further analyzed 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 Netincome Asset
equity margin Utilization Leverage
Company A 24 % = 8 % 1.2 2.5
Company B 24% = 14% | X .6 X 2.9
Company C 24 % = 6 % .8 4.9

Managing Cash Flow and Value 2:09PM  11/14/95 Page 60)



Deloitte & .
ToucheLLp Implementing an Internal

Value Creation Strategy

Determine strategies and value drivers to focus on

Based on the assessment of your company, focus on value creating strategies
impacting the OPERATING, investment and financial value drivers...

Operating value drivers & strategies: EXERCISE
Value Drivers: Strategies: .
* Sales Growth ® Product mix » Choose from 3 scenarios
® Operating ¢ Pricing analyzz.ng pr: "dlfcf mix
Profit Margin * Cost effectiveness anldpt ’:I‘z:mgir p ‘t’hcwt';l a:zd
e Income tax rate » Market selection seiect the strategy tha
e Advertising enhances value the most.
e Distribution . EXERCISE
e Customer service
Cost leadership vs.
differentiation
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Determine strategies and value drivers to focus on

Based or: the assessment of your company, focus on value creating strategies
impacting the operating, INVESTMENT and ﬁnﬁncial value drivers...

Investment value drivers & strategies:

Value Drivers: Strategies:
* Working * Inventory levels EXERCISE
Capital e Collections
® Fixed Assets e Payables management Managing working capital
¢ Capacity expansion
® Capital budgeting
® Asset disposal
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Investment value drivers and strategies.

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 the firm.
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Investment Decisions - Capital Budgeting

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

e 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.

e 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.

e Thus, it is important to carefully forecast company needs, analyze
investment opportunities and determine the timing of the investments.

e 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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Investment Decisions - Capital Budgeting

Capital Investment or Dividends?

Management must decide whether spending on capital
investment or paying out increased dividends will provide a better

return to shareholders.

Cash

'

Investment Investment
opportunity |- Firm i Shareholders =l opportunity
(by company) T T T (by shareholder)
Invest Altemnative: Shareholders
Pay dividends invest for themselves
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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

1. Determine purpose for investment and identify investment options.
~ Replacement or upgrade of ¢ld plant and equipment;

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

— Expand capacity of existing product lines;

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

— Expand production into 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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Investment Decisions - Capital Budgeting
The Capital Budgeting Process

2. 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.

» 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 greater than zero, it is a worthwhile investment.

» 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.

» 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.

» 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%
i -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.

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

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

» In either case it would not even consider project C.

» 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
The Capital Budgeting Process

2. 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)

» 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)

» 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.

» Looking at the incremental investment (Y-X) shows that it is greater than 1. Therefore you know
that Y is the better investment.

Cash How per period
PVai  Profitability NPV
Project 0 1 2 3 10% Index @ 10%
X -1,000 1,000 1,000 1,000 2487 2487 1,352
Y 5000 4000 4000 2000 8,445 1.689 3,132
Y-X 4,000 3,000 3,000 1,000 5,958 1489 1,780
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Investment Decisions - Capital Budgeting
The Capital Budgeting Process

I_Remain ing 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
e At this point, management can then decide which projects it has the
capital to invest in and proceed with these projects.
5. Ongoing moniitoring of the chosen investments

e 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
correct answers when analyzing investment opportunities.
However, it is very easy to make mistakes, as the examples
point out.

Present
Value

The advantage of Net Present Value is that it is conceptually
easy to use and understand.

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

Managing Cash Flow and Value
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EXERCISE

EXERCISE

Investment Decisions - Capital Budgeting

Exercise in using capital budgeting ranking techniques

Exercise in evaluation two alternative capital investrment projects
using the discounted cash flow method to see which project most
enhances the value of the firm

Managing Cash Flow and Value
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Determine strategies and value drivers to focus on

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

Financial value drivers & strategies:

Value Drivers: Strategies:
e Cost of - e Managing
Equity/debt business risk
e Capital ® Maintaining
Structure the appropriate
capital structure
® Dividend policy

Reducing the business risk

in your company decreases

the rate of return (discount
rate) an investor would require
and thus increases the value
of the business.
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4]

What internal business factors can management
improve to reduce risk of investment in a business?

M Improve customer diversification

M Avoid reliance on too few suppliers

M Increase depth of management team

[Vl Have audited financials prepared

M Diversify among product lines and in geographical areas
M Decrease fixed costs -

1 Have a history of planning and budgeting

M Optimize your debt structure

Reduce the equity discount rate in the model by 1%
to determine the impact on company value...
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Assess the value drivers and measure their
impact on firm value

© 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:

Xl External factors
Xl Internal factors
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Assess the value drivers and measure their
> impact on firm value

Potential Value = 15,035.3 i )
Valuation Strategies

964.2 Benefits of capital expenditure program

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

2,1 77.9| Reduce working capital to 15% of sales

235.4 | Alter cost strategy in “lime division”

Value ““as is”’ 2,996.4| Sale of asbestos carton division
8,661.4

7,000
Managing Cash Flow and Value
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@® External constraints can be classified as either economic, governmental, or
industry constraints...

Economic Constraints Government Constraints
Variable sales demand- Tax rates
seasonal/cyclical Pricing
Changes in consumer demand Monetary policy
. Unemployment Industry regulation
Inflation Labor issues
Exchar?ge rate fluctuations Monetary flexibility

Industry Constraints

Competitor prices Raw material prices
Quality of prices Quality of service
Market capacity Substitute products
Customer demand
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Elements of Industry Structure

Threat of New Entrants/
Barriers to Entry

Threat of New
Entrants

Industry

Bargaining Power Competitors Bargaining Power
of Suppliers of Buyers

Suppliers - \I <t Buyers

Intensity of
Rivalry

Threat of
Substitutes

Substitutes
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® Examples of internal constraints include the following:

» C(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, a plan can be implemented...
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e Select final strategies based on your assessment of the value
drivers

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

e Implement the strategies
e Monitor and measure the results
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CASE STUDY

. . e 82
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Module 2 Exercises and Handouts

Item o

Bulgarian Cement - Value as 1s

Bulgarian Cement - Exhibits

Model answer to Value as 1s

Comparative analysis exercise

Product mix exercise using the model

Model answer to product mix scenario |

Model answer to product mix scenario 2

Model answer to product mix scenario 3

Cost leadership versus differentiation strategy exercise using the model
Model answer to differentiation vs. cost leadership scenario: cost leadership
Model answer to differentiation vs. cost leadership scenario: differentiation
Exercise - Managing net working capital

Exercise - Managing net working capital

Model answer to changing nwc/sales to 15%

Capital budgeting exercise - analyzing two investment opportunities
Capital budgeting exercise - analyzing two investment opportunities
Capital budgeting exercise using the model

Capital budgeting exercise using the model

Capital budgeting exercise using the model - option B

Capital budgeting exercise using the model - option A

Case study - Canadian Plastics

Case study - Canadian Plastics

Model answer to Canadian Plastics part A

Model answer to Canadian Plastics part B: seller

Model answer to Canadian Plastics part B: buyer option (lease)

Model! answer to Canadian Plastics part B: buyer option (buy)
Instructions for using the disocunted cash flow model

File name

valasis.doc
bulgcem. wk4
valuel .xls
companal doc
prodmix.doc
pm-scl
value2 xls
pm-sc3
diff-cos.doc
value3.xls
val3-dif xls
nwcexer.doc
nwcexer xls
valued xls
capbudg.doc
capbudg xls
capex.doc
capex.xls
valueS xls
valS-cx2.xls
plastic.doc
plastic.wk3
plastic-a xls
plst-sel xls
plst-buy.xls
plst-buy2.xls
instruct.doc



IMPLEMENTING AN INTERNAL
VALUE CREATION STRATEGY

STEP 1: ANALYZE 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

e The Company has forecasts sales on a unit production basis for Ceinent, Lime, and Asbestos
Cartons {Schedule IV).

e 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

e Administrative and marketing costs are forecasted as a percent of sales at 1994 levels
(Schedule II).

o Salaries will grow at 3 percent (Schedule II).

e The Company's tax rate is 40 percent.

Step 3. INPUTS for FORECASTED Depreciation and Capital Expenditures

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

e The Company's Machinery and Equipment (Schedule I) are depreciated using the straight line
method over 15 years.

o The Company plans on making capital expenditures as presented in Schedule V.

Step 4. INPUTS for FORECASTED Long Term Financing

o The Company's revolving line of credit (Bank Loans) (Schedule I) has a weighted average
cost of 25.0 percent.
e The Company does not have any current plans to incur any additional financing.
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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.
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Schedule 1: Selected Balance Sheet Data

Bulgarian Cement

Fair Market Value of the Owners' Equity

As of December 31, 1994

INote: The Company has 1,000,000 shares outstanding as of 12/31/94.

\As of December 31, Romanian
Assets 1992 1993 1994 1992 1993 1994 Cement Industry
Current Assets
Cash 1,875,262 1,970,983 1,835,465 7.0% 6.9% 5.7% 3.6% 6.7%
Accounts Receivable 5,893,680 7,426,893 8,264,561 22.0% 26.0% 25.7% 8.8% 11.2%
Inventorics 5,009,628 5427345 5,438,080 18.7% 19.0% 16.9% 21.4% 6.6%
Other Reccivables 214316 199,955 120,794 0.8% 0.7% 0.4% 05%
Letters of Credit 0 57,130 86,664 0.0% 0.2% 0.3% 0.3%
Prepayments 53,579 342,780 334953 0.2% 1.2% 1.0% 1.3%
Total Current Assets 13,046,465 15,425,086 16,080,517 48.7% 54.0% 50.0% 36.0% 29.2%
Net Property, Plant. and Equipment
Buildings 2,143,156 2,885,062 2,343,559 8.0% 10.1% 7.3% 9.2%
Machinery and Equipment 11,599,834 10,254,826 13,749,561 43.3% 35.9% 42.7% 54.2%
Net Property, Plant, and Equipment 13,742,991 13,139,888 16,093,120 51.3% 46.0% 50.0% 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% 100.0% 100.0%
As of December 31, Romanian
Liabilities and Stockholders' Equity 1992 1993 1994 1992 1993 1994 Cement Industry
Current Liabilities
Accounts Payable 1,098,368 1,428,249 1,324,648 4.1% 5.0% 4.1% 14.8% 6.4%
Bank Loans 1,687,736 1,771,028 1,560,694 6.3% 6.2% 4.9% 62%
Other Creditors 884,052 914,079 835,932 33% 3.2% 2.6% 33%
Miscellaneous 0 0 8,994 0.0% 0.0% 00%y  00%
Total Current Liabilities 3,670,155 4,113.356 3,731,268 13.7% 14.4% 11.6%% 243% 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% 2.5%
Total Liabilities 4,232,734 4,770,351 4359,174 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% 73 2% 47.0%
Total Liabilities and Equity 26,789.456 28,564 974 32,173,637 100.0% 100.0% ..100.0% o 1000% _ 100.0%|
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[Schedule u. Selected Income Statement Data

Pulgarian Cement
Fair Market Value of the Owners' Equity
As of December 31, 1994
For the Year Ended December 31, Romanian B
Income Statements 1992 1993 1994 CAGR 1992 1993 1994 Cement Industry
Sales 28,058,160 35,259,354 40,867,207 20.7% 100.0% 100.0% 100.0% 100.0% 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% 78 8%
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
Administrative 1,038,152 1,198,818 1,625,644 25.1% 3.7% 3.4% 4.0% 2.0%
Salaries 392,814 458,372 660,835 29.7% 1.4% 1.3% 1.6% 1.4%
Marketing 0 0 186,064 0.0% 0.0% 0.5% 0.4%
Total General and Adminstrative 1,430,965 1,657,190 2,472,543 31.4% 5.1% 4.7% 6.1% 3.8%
Eamings 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 1,163,558 962,111 1.9% 3.3% 3.3% 2.4% 2.1% 7.5%
Eamings Before Interest and Taxes 900,107 917,802 900,589 0.0% 3.2% 2.6% 2.2% 13.6%
Interest 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 Income 186,531 127,569 {78,332 0.7% 0.4% 0.2% 8.1% 7.8%

Note (1): The Company's tax rate is 40 percent.
CAGR=Compound Annual Growth Rate




'Schedule I1I: Ratio Analysis

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

As of December 31,
Romanian .
Income Statements 1992 1993 1994 Cement . Industry
LIQUIDITY 1 4
Current ratio 3.55 3.75( 431 148 140
l Working Capital/Sales 33.4% 32.1% 30.2% 6.4% 19.6%
| Receivable Turnover 4.8 4.7 49 20.8 7.60,
! Days Receivable 76.67 76.88 73.81 17.53 48.00:
! Payables Turnover 22.58 22.07 27.56 9.94! 6.08]
i Days Payable 16.16 16.54 13.24 36.70| 60.00
Inventory Turnover 495 5.81 6.72 6.89 6.64
Days Inventory 73.73 62.85 54.33 52.99 55.00
LEVERAGE
Long-term debt/Total Capital 0.0% 0.0% 0.0% 0.0% 39.7%
Interest Coverage 1.53 1.30 0.87 6.13 4. lOl
RETURNS
ROA 0.7% 0.4% -0.2% 14.9% 10.0%
Gross Income 11.6% 10.6% 10.6% 19.5% 20.0%|
Profit per unit - Cement 10.0% 10.0% 10.9% 20.8%| :
Profit per unit - Lime 20.0% 18.8% 17.6%: 27.9% !
Profit per unit - Asbestos Cartons 15.0% 10.8% 6.3% 6.3%
ROE Breakdown
Net Income/Sales 0.7% 0.4% -0.2% 8.1% 7.8%
Sales/Total Assets 1.05 1.23 1.27 1.83 0.56
Total Assets/Equity 1.19 1.20 1.16 1.37 4,74
ROE 0.8% 0.5% -0.3% 20.3% 20.7%
EFFICIENCY
Asset Tumover 1.05 1.23 1.27 1.83 0.57
| Fixed Asset Turnover 2.04 2.68 2.54 2.89 0.64

4%



Schedule I'V: Historical and Forecasted Product Sales

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

Historical Forecasted i
1992 1993 1994 | 1995E  1996E  1997E  1998E  1999E
i
PRODUCT SALES E
1
IQEMENI !
Cement Sales (tons) 1.°70 2,340 2,691 3,000 3,000 3,000 3,000 3,000 |
Percent change 300%  15.0%| 11.5% 0.0% 0.0% 0.0% 0.0%!:
Cement Price per ton (average) 11,588 11,936 12413 12910 13,555 14,233 14,944 15,692
Percent change 3.0% 4.0% 4.0% 5.0% 5.0% 5.0% 5.0%
Capacity - Cement (tons) 2,500 2,500 3,000 3,000 3,000 3,000 3,000 3,000
Capacity Utilization 720% 93.6% 89.7%| 100.0% 100.0% 100.0% 100.0% 100.0%
LIME
Lime Sales (tons) 180 190 200 220 250 300 325 325
Percent change 5.6% 53%| 100% 13.6% 20.0% 8.3% 0.0%
Lime Price per ton 10,132 10,284 10,438 10,438 10,438 10,438 10,438 10,438
Percent change 1.5% 1.5% 0.0% 0.0% 0.0% 0.0% 0.0%
Capacity - Lime (tons) 500 500 500 500 500 500 500 500
Capacity Utilization 360% 380% 40.0%| 44.0% 50.0% 600% 650% 65.0%
ASBESTOS CARTONS
Asbestos Cartons (000s Square Meters) 10,500 10,500 10,500 10,500 10,500 10,500 10,500 10,500
Percent change 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Asbestos Cartons (price per 000 Square Meters) 512 512 512 512 512 512 512 512
Percent change 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Capacity - Asbestos Cartons (000s Square Meters) 21,000 21,0600 21,000 21,000 21,000 21,000 21,000 21,000
Capacity Utilization 50.0% 50.0% 50.0%| 50.0% 50.0% 50.0% 50.0% 50.0%
PRODUCT COSTS
Cement (cost per ton) 10,429 10,742 11,064 11396 11,738 12,090 12,453 12,827
Percent change 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%
Lime (cost per tons) 8,106 8,349 8599 8,857 9,123 9,397 9,679 9,969
Percent change 3.0% 3.0% 3.0% 3.0% 3.0% 3.0% 3.0%
Asbestos Cartons (cost per Square Meter) 435 437 480 504 529 555 583 612
Percent change 5.0% 5.0% 5.0% 5.0% 5.0% 5.0% 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 0 0 0 0 0
Machinery and Equipment 0 0 0 0 0
Replacement of Machinery and Equipment (1) 100,000 100,000 100,000 100,000 100,000
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 Mode)

Bulgarian Cement
Privatization
As of Decemmber 31, 1994

INPUT SECTION

Step 1. INPUTS for Product Sales and Current year Yearl Year2 Year3 Yeard Year$§
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999
A INPUT Cument year T994]
B Forecast TOTAL SALES or UNIT SALES (T or 1) M (10718 selected, procecd 1o 310 1115 selected. proceed to #1D)
C INPUTS for TOTAL SALES (T) forecast
INPUT Cument year sales [0
INPUT Cument year cost of goods sold for cost ol service) 1]
INPUT Sales growth rates fof years |-3 1 %] U U%] U] v.0%a] 0 0%
INPUT Cost of goods sold (or casl of service) as a percent ol sales for vears -3 IR U] U %] 1) U 0 Q%)
D INPUTS for UNIT SALES (1) torecast INPLT
Current vear
INPUT Product Names and Forecasted Uit Produchion nins Sold INPUT Forecasted Units Sold
Cement 2.091 3.0k} 3.000) 3.000 3.000 3.000
Linwe 20V 22 230 300 325 325
Asbestos Cartons 10,300 10,340 10,500 10,500 10,301 1), 510)]
INPLH
Current year
INPUT Froduct Groups-Unit Capacity Unit Capacity INPUT Forecasted Unit Capacity
Cement 3,000 3000 J0un 3.000 3,000 3,000
Lime S0 SO0 5400 500 500 500
Asbestos Cartons 21,000 21,500 2L MELY 21,000 21,000
INPUT
Current year 8.661.372
INPUT Unat Sales Prices Unit Prices INPUT Forecasted Unit Price Growth Rates
Cement 12,413 410 S 50°% S.% 5.0%
Lime 10,438 0 0% 0% U 0% 0.5 0 (%
Asbestos Cartons 512 0 0% 0% 0 0% 0.0 0.0%|
INPUT
Cumrent year
NPUT Product Cost per Unit (*ost per Unit INVET Forecasted Unit Cast Growth Rates
Cement 11004 3% I 3% 0% 30%
Lime §.39% Yty ey 30v J U 3 0%
Asbestas Cartons R0 5% Suey 3 (1% S 5 U%
Step 2. INPUTS for Variable and Fixed Current year Yearl Year2 Yeard Yeard Year$§
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999
INPLT
Current year
A INPUT Vanable Cost forecasts Vanahle Costs INPUT Vanable Costs as a Percent of Sales
Administralive [ i656H 0% TU% 0% 3% 0%
Markeung, 186,064 (0 3% (5% 015% ).5% U 5%
Tnsarance a 0% 00% 0% 0% 00%
Legal and audiling 7] U.0)% 0.0% 00% 0.0% 0 0%
Utiliies 1] 0% 1% 0% HU% 0.0%
Miscellancous [ 0% 0oy 0 0% 0.0% 0 U%
Other #1 4 00% 0.0P% 00% 0).0% 0.0%
Other #2 1] 9% uUe 00% 0 0% 0 0%)
OPTIONAL: INPUT TOTAL VARIABLE COSTS | Y 0% | (0% 0 0%+] LAY
INPUT
Curent year
B INPUT for Fixed Cost {urecasts Fixed Costs INPUT Forecasted Fixed <'ost Growth Rates
Rent 0 0 0% V0% 0% 0.0% 0 0%
Salanes 660,835 3 0% RIGEH 3 0% 3.0% 3 0%
Maintenance [ 00% 0P 00% 0.0% 0.0%)
Other 4} 0 0% w0t 0.0% 0.0°%% 0.0%
Other #2 0 0% e 00% 0.0r% 0 0%
OPTIONAL: INPUT TOT. FINED (ONTS | 1] 1] u“..[ Ulr".;[ n(l“gl 1) u“,ul 0 0%
NPT
Current vear
1ax Rate INPUTT orecasted Tax Rates
C INPUT Current Year Taxes and Forecasted Tas Rates | 4010 FTI| KT 300 i) ] 0 1%
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Discounted Net Cash Flow Model

falgarian Cement
Privatization
As of December 31, 1994

I"INPUT SECTION

[Step 3. INPUTS lor FORECASTED Depreclution
and Capital Expenditures
INPLT
Cuvent Year INPLT
A INPUT Cusrent Year Depreciaton ¥ apense Q02,111 Exasting Deprecrabie
Netboved Assetx Yeuns
B INPUT Cuwrent Depreciable Assets
|Shon depreciable Lfe (1-$ yeary) b} G
Medsum depreciable Lfe (6-19 vears) [T 14
Long depreciable bie (20+) R W
Total fo.gvl, 2o
INPUT
IC INPUT Capital Expenditises ui Depreciable INPUT Forecasted Capital Exprenditures
Yeans Yeor | Yeas 2 Yew 3 Year 4 Year §
199t 1996 =N TouN 999|
[Short depreciable Life (1-3 years) [} 0 0 [ [} 0
(|Medium deprecuable Lfe (6-19 years) 13 100,000 100,000 100,000 100,000 100.000
Long depreciable Life (20+) [ 0 [1] ] [ []
Step 4. INPUTS for FORECASTED Long Term Financing
IA. INPUTS for Cusrent and Forecasted Long Term Debt Fuiancuig
INPUT Cusmment Year Interest Expense (In Cumency) 1.0M,143
Yoar 1] Year 3] Year 3 Year 4] Yeas §
|Bank Lowms ] 199%] TSuo| (S 1998 ] 9w
INPUT Fuixed or Vanable Iiterent Rate (F or V) | F
INPUT Fued interest Rate (F) 25 0% INPUT Forecasted Vanable [nterest Rates
INPUT Forscasted Vanable tnterest Rates (V) U 0%] 0 U% 0 0% U % 0 0%
INPUT Beguuung of Year Dol Halance (Year { univi 1500691 [ 1 Seh omd 1400 ovd 1.460.avd 1460691
INPUT Addiuona) Dett [] 0 0] 0 0
INPUT Prncipal Payments 0 0 [0 u []
Ending Debi Balance [RESE 1 foU ov 1 Sir b [ ] 360,694
Debt Instrumens 42 ]
INPUT Fued or Vanable Interest Rate (F or V) 3
INPUT Fued Interent Rate (F) l 00% INPUT Forecarted Vanahle intervat Rales
INPUT Furecasted Vanable Intesest Rates (V) (1% 00% 00% 0% (O 04
INPUT Begunrung of Year Debi Balanve {Year | only) 0 0 U 0 0
INPUT Addiuona) Debt [] Q 0 [V 0
INPUT Pruicipel Paymient 0 0 0 [ 0
Ending Debt Balance G 5 0 1) [
Debt insrument #3 |
INPUT Fuxed or Vanabie Interest Rate (F or V) F
INPUT Fuxed Interest Rate (F) 0 0% INPUT Forecasted Vanalle Intcrest Rater
INPUT Forecasted Vanable Interest Rates (V) U 0% Q 0% Ut 0 0% T 0%)
INPUT Begnrung of Year Debt Balance (Year | only) 0 0 1] 0 0
INPUT Additonal Debt [1] 0 [J 0 1]
INPUT Pancipal Payments 1] ) [1] 0 0
Ending Debt Halance [ U 0 0 ]
Debt {nstruneni ¥4 ]
INPUT Fuxed or Vanable Interest Rate (F or V) | F
INPUT Fued Interest Rate (F) 0.0% INPUT Forecosted Vanable Interest Rates
INPUT Fotrcasted Vanable Interest Rates (V) 0.0% 00% Q0% 0.0%. 0.0%
INPUT Tequuung of Year Debt Balanve (Vear 1 only) 0 ) [] 0 0
INPUT Addiuona) Debt 0 0 [ 0 1]
INPUT Pru.ipal Payments 0 [ Q [] 0
Ending Debt Balance [] ] 0 [] [1]
Debt Instrument #3 1
INPUT Fued or Vanable Intere.s Rste (F or V) F
INPUT Fued Interest Rate (F) I 0 0% INPUT Fogecasted Vanable dnterest Rates
INPUT Forecasted Vansble Interent Rates (V) 0 0% 0% 0 0% Q0% Q0%
INPUT Begnrung of Year Detn Balance (Years | vnly) 0 1) 1) U 0
INPUT Addiuonal Debt [ [1] [ 0 0
INPUT Pruicspal Psyments 0 0 [ 0 0
Ending Debt Balunce 0] 1] [0 u 4
B INPUTS for Forecasted Equty Fuiancing INPUTT Lierect Fauty Issties Kepiirchases
Yvar H Year 2 Year V] Seard] Yeor &
<] T5ve] KX T99R] 1999
L
INPUT Naew Equty lssues (In Currency ) 0 0 0 0 0
INPUT Equry Repurchases (In Currency) 0 0 [ [1] [1]
INPUT Total Shases lasued (Repurchased) 0 0 u 1] 0
INPUT Current Shares Outstanding 1.000.000
Step 5. INPUT Valuation Assumptions
Workung capial/sales 19 6% Cust of Equaty
Current yew workung capital 12349349 Fur Masket Value of Noeopemtuig assets | U]
Rendua) Growth Rate 6.0%

q'l/
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Discounted Net Cash Flow Model

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 1

Equity value per share

Current year Year | Yeuar 2 Year 3 Year 4 Year 5
Discounted Net Cash Flow 1994 1995 1996 1997 1998 1999
Total Sales (PAGE 2) 40,866,983 46,401,920 48,650,488 51,205,017 5).601,499 55,843,157
Cost of Goods Sold (Cnst of Senvice) (PAGE 2) 16,533,024 41,428,293 43,050,663 44.923.112 40,629.471 48,150,878
59 i 59 4% 9% f9y R 57 0% 56 2%
Gross Margin 4,331,959 4,972,627 5.599.825 0,282,505 6,972,028 7,692,278
106% 0% 11 5% 12 3% 130% 13 5%
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 fixed costs 660,835 680,660 701,080 722,112 743,776 766,089
Total vanable and tixed costs 2,472,543 2,768,701 2,890,352 3,026,360 3,155,843 3,279,031
0% Y (28 €y 9ty $ 9%y
Eamnings Before Interest. Taxes, Depreciation, 1.861.416 2201915 2,709,474 325613 1K1, 185 4413247
and Amortization (EBITDA) 16% 17s, L 645 s o8y
Depreciation (PAGE 5) 962111 1001423 10K ORY 1.014.730 1.021.42) 1,028,089
Eamings Before Interest and laxes (LBIT) kY9, 105 1,202,502 1761384 2241381 2.794.762 3,385,158
Interest Expense (PAGE 4) 1,031,143 0174 190,174 300,174 390,174 90,1714
Profit Before Tax (131.838) K12.329 1.311.211 1,851,210 2,404,589 2,994,985
0 44 15 2 Jou XN San
Tax Provision (52,735) 124902 524,484 740,484 961,835 1,197,994
Profit Alter Tax (79.103) 187397 786,726 1,110,726 1,442,753 1,796,991
.0 2% 11 1 0% R R O
Free Cash Flow
Profit After Tax 187397 786,726 1,110,726 1,442,753 1,796,991
Depreciation 1,001,423 1,008,089 1.014,756 1,021,423 1,028,089
Additional working capital requirements (1,084,652) (440.915) (S00,809) (469.589) (439,365)
Caputal investment {1OMLE00) (100, (HHY) (100, (100.000) {100,000)
Additional Debt Financing o 1] 1} 0 0
Pancipal Payments 0 0 0 0 0
Changes in Equity Financing 0 4] 0 0 1]
Free Cash Flow 04,108 1,253,900 1,524,072 1,894,587 2,285,715
Present Value Factor 0.8607 0.6375 04722 0.3498 0.2591
Present Value of Cash Flow 201,786 799,397 720,016 662,745 592271
Residual Value 4,962,357
Sum ol Present Value of Cash Flows 3.036.215
Present Value of Residual 1.285.837
Prelinunary Value 4,322,052
Workng capital {deliciency) sumplus 4339320
Non-operaling assels ]
Equiry value indication 80661372
Total shares outstanding 1Ot 00
8.66

B

o

4



Discounted Net Cash Flow Mode)

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST OF GOODS SOLD Current year Year | Ycar 2 Year 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 1999
Urut Production

Cement 2,691 000 1000 2000 3000 3.000

Linie 00 220 250 30 28 328

Asbestos Cartons 10,500 10,500 10,500 10,500 10,500 10.500
Ut Capacity

Cemenl J.oo0 3.000 3000 000 3.000 3,000

Lime 50t SO0 St 500 S00 500

Asbestos Cartons 21000 21,000 21,001 21,000 21.000 21,000
Percent of Capacity

Cement 89 T4y 100.0%, [TUVRTEM 1ou.w, 100.0% 100.0%

Lime 40.0% 44.0% S0.0% 600, 65.0% 65.0%

Ashestos Cartons 50040 504 50.0%% 5004 50.0% 50.0%
Price per Unit

Cement 12,413 12910 13,555 14,233 14,944 15,692

Lime 10,438 10,438 10,438 10,438 10,438 10,438

Asbestos Cartons 512 512 512 512 512 512
Total Sales by Product

Cement 33,403,383 38,728,560 40,664,988 42,098,237 44,833,149 47,074,807

Lime 087,600 2,296,360 2,609,500 313400 1.392,350 3,392,350

Asbestos Cartons S.¥75.000 5,376,000 $.370.000 5.376,000 5,376.000 5,376,000
Cost per Unit

Cement 11,064 11,390 11.738 12,000 12,453 12,820

Lime 8.599 4.857 9,123 9.390 9,678 9,969

Asbestos Cartons 480 S04 529 550 583 613
Total Costs by Product

Cement 29,773,224 34,187,760 15,213,393 36,269,795 37.357.88K 38,478,625

Lime 1.719, 800 1,948,533 2,280,670 2. 818,908 3,145,431 3,239,794

Asbestos Cartons S.040,000 5.292.u00 5.550,600 S.834.430 6,120,152 6,432,459
Profit per Unit

Cement 109" 117 13,49, 15.1% 16.7% 18.3%

Linie 17.0% 15.1% R 100 7.3% 4.5%

Asbestos Cantons (R 1.6Y% UL -8.5% -14.0% -19.7%
TOTAL SALES L KOG,98Y 36,410,920 15,0650, 48K 51,205,637 S3,601,4%4 55,843,157

OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 36,533,024 41.42K.293 41.050.003 44,923,132 46,629,471 48,150,878




Discounted Net Cash Flow Model

Bulgarnian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 3

VARIABLE AND FIXED Currentvear] Yearl Year2 Year3 Year4 Year$
COST ANALYSIS 1994 19935 1996 1997 1998 1999
Vanahle Costs
Adnunistrative 1.625.644 1.X50.037 1.9406.020 204K.225 2.144.060 2,233,720
Marketing 1X0.004 212,008 243282 250,02 20K.007 279.216
Insurance 1] U 0 0 0 0
Lepal and auditing U Uy ] U 0 0
Unihitses 1] 0 0] 0 0 1]
Miscellaneous 0 0 u [1} 1} 0
Other =) 0 ) [V} V] [} 0
Other 22 0 {] 1] 0 ({ 0
TOTAL VARIABLY COSTS ] ] U 0 0 0
Total Vanable Costs 1.511.7u8 2OXK.U4 2,189,272 2.304.254 2.412.067 2512942
Fined Costs
Rent Y] U 0 0 0 0
Salanes 660.835 0X0.60Y 701,080 722.112 743.776 766,089
Mamntenance 0 1} 4] 0 0 0
Other #1 1] 0 1} 1} 0 0
Other 2 0 1} 1} 0 0 0
TOTAL FINED COSNTS 0 u ] 0 0 0
Total Fined Costs 660.835 0XU.000 701.0%0 722.112 743,776 766,089
Vanable Costs (as a percent of sales)
Adnunistrative 404, 40% 4 0% 4% 4.0% 4.0%
Marketing 0 54y (L ).5u, .59, 0.5% 0.5%
Insurance 0u. [VRVA uhve 00% 0.0% 0.0%
Legal and auditing 00, SNV V0% 0.0% 0.0% 0.0%
Utilities 0oy Uy TRV 00% 0.0% 0.0%
Miscellaneous 0o, auty 00", (0% 00% 0 0%
Other =1 00y Uy 00" 0.0% 0.0% 0.0%
Oher 82 uov, [TRIN 1) 4 0% 0.0% 0.0%
TOTAL VARIARLE COSTS (TR 01 [TRTEN 0.0% 0.0% 0.0%
Total Variable Costs 44t 4 30, 4 3y 4 5%, 4.5% 4.5%
Fined Costs (percent vrawth)
Rent [TRTL 00ve 0.0% 0.0% 0.0%
Salaries tuv, IOV 30% 3.0% 3.0%
Maintenance [TRTAM Ov. 0.0% 0.0% 0.0%
Other =) Gty 00" 0% .0% 0.0%
(ther #2 [ERIN 0 U 0.0% 0 0% 0.0%
TUOTAL FIXED COSTS (TR 004 0.0% 0.0% 0.0%
Total Fixed Costs Tor. 10vs 30% 3.0% 3.0%
TOTAL VARIABLE COSTS )RELT0X 2.0XX.041 2189272 2,304,254 2,412,067 2,512,942
TOTAL FIXED COSTS 660.%15 GXO.O60 701,0K¢ 722112 743.776 766,089

~.

P
(\’,



Discounted Net Cash Flow Mudcl

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES

}lN LONG TERM FINANCING REQUIREMENTS

A INPUTS for Current and Forecasted Long Teom Debt Finuncing

Yoear Near 2 Ve 3 Year 4 Year §
TOTAL INTEREST PAVMENTS 1YY 3 19%0 1947 1998 1999
Bank Loans 390174 90,174 390,174 190.174 390,174
Debt Instrument #2 0 ] 0 0 0
Debt Instrument =3 V] 1] 0 0 0
Debt Instrument #4 V] 0 0 0 V]
Debt Instrument #5 V] v} 0 0 0
r[f'()'l‘,-\l_ INTEREST PAYMLENTS 30,4174 0174 90,174 390,174 390,174
TOTAL ADDITIONAL DEBT FINANCING
Bank Loans 0 0 0 0 0
Debt Instrument #2 0 V] V] 0 0
Debt Instrument 23 0 0 0 0 0
Debt instrument 84 V] 0 0 0 0
Debt Instrument #5 0 0 (V] 0 0
TOTAL ADDITIONAL DEBT FINANCING 0 1] 0 1] 0
TOTAL PRINCIPAL PAYMENTS
Bank Loans 0 0 0 0 V]
Delbt Instrumem =2 V] 0 1} 0 0
Debt Instrument =3 ¥] 1} 0 0 0
Debt Instrument #4 0 [¥] 0 0 0
Debt Instrument 5 1] 0 0 0 0
|T()Tr\1. PRINCIPAL PAYMENTS 0 1 ] U 0
TOTAL ENDING DEBT 1.560.694 1.560.694 1,560,694 1,560,694 1.560,694
TOTAL CIHANGE IN EQUITY FINANCING
New Equity Issues 0 0 0 0 0
Additional shares issued 0 0 0 0 V]
Equity Repurchases 0 0 0 0 1}
TOTAL CHANGL IN EQUITY FINANCING 0 1] 0 0 0
EBIT 0 INTEREST RXE] 4.0 ERE) 7.16 8.68




Discounted Net Cash Flow Model

Bulganan Cement
Prvatization
As of December 31, 1994

OUTPUT SECTION PAGE 5

FIXED ASSET AND CAPITAL Currentyear| Yearl Year2 Year3 Yeard4 Year$
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999

Net Fixed

Fixed Asset Depreciation - Fxisting Assets Assets
Deprectation for short term depreciable assets 0 0 0 0 0 0
Depreciation for medium term depreciable assets 13.749.561 916.637 916.637 916.637 916.637 916.637
Depreciation for long term depreciable assels 2,343,559 78.119 78119 78.119 78.119 78119

Capitat Expenditure Depreciation

Depreciation for short term depreciable assets 1 Ol [ U 0
u [¢] V] 0
0 0 0
] 0
0
Depreciation for medium term depreciable assets 6.667 0.007 0.067 0.667 0,667
0.067 6.6067 6.667 0.667
0.667 0.667 6.667
6.667 6.667
6.667
Depreciation for Jong tenm depreciable assets 1] 0 1 0 0
0 0 [ 0
[ 0 0
0 0
0
TLO0T 425 T.00XK0RY 1014750 1021423 1.02X.08Y

[TOTAL DEPRECIATION ENFLNSL




IMPLEMENTING AN INTERNAL VALUE
CREATION STRATEGY

STEP 1: ANALYZE 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 STRATEGY

STEP 2: IDENTIFY VALUE DRIVERS-
OPERATING 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?

Scenano I:

e Increase the growth in Asbestos Carton prices to 5 percent growth in each year of the
forecast.

e Because prices increase, the demand for Asbestos Cartons decreases and Asbestos
Carton unit sales decrease by 5 percent in each year of the forecast.

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

Scenario III:

e Expand production of the Asbestos Cartons to 75 percent of capacity in each year of
the forecast.

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



Discounted Net Cash Flow Model

Bulgarnun Cement
Privatization
As of December 31, 1994

INPUT SECTION

Step 1. INPUTS for Product Sales and Current year Yearl Year2 Yeard Yeard Year$
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999
A WNPUT Curtent year Iy
B Forecast TOTAL SALES or UNIT SALES (T ur U2y L (IF T 16 selected, proceed 1o & 10, 1L s selected, proceed w 81D)
C INPUTS tor TOTAL SALES (T forecast
INPUT Currer vear sales i
INPUT Current vear cost of goods sold tor cost ol senvice) 0
INPUT Sales growth rates lor vears |-3 U] 0] 1% ] VU] U 0%
INPUT Cost of goods sold s or cost of service  as a percent of sales tor vears |23 I3 ] o] O] 1) 0%
D INPUTS tor UNIT SALLS (V) tarecan INPUT
Current year
INPUT Product Names and Forecasted Uit Produciion L nats Sold ISP b onecasted Loty Snld
Cemens Jusl AL 3 OOt 3.00r, 3.000 3.u(n
Lime 2o 220 250 Jurl 328 325
Asbestos Cantons Iu 5 IR RIS Wl 8,952 X125
INTt ]
vlarment year
INPLT Product Groups-Uinit Capacity Lonn Capacity INE T Forecasted Vst s apaaity
Cement 300k Vo 3inne 3 3400 3.08K))
Lime B Sow S Sin) SU0 S00]
Asbestos (Cantons 21000 Ty NIV Lt 21,000 21,000
INPUT
vurent sear v 43T e
INPUT Unut Sales Prices Unit Prices INTPUT forecasted Unit Price Growth Rates
Cement 12415 40 S S0% S S 0%
Lime 10,415 Gty TS U e 0P 0 0%
Asbestos Cartons 412 Sty Aav, 3% 5 0% 5 0%
INPL
Current vear
INPLT Product Cost per Unit Cost per Unit INPUTT Farecasted Unit Cost dirowth Rates
Cement s 3% 307, It 3 0% 3.0%
Lime N Sa 0% RN 3P EEY 1 (W%
Asbestos Cartons <480 S0y Sl 31 3 (P 3 0%,
Step 2. INPUTS for Variable and Fixed Current year Yearl Year2 Yeard Yeard Year$
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999
NI

A INPLUT Vanable Cost torecints
Adminustrauve

Markeung

Insurance

Legal and auditing

Utlities

Miscellaneous

Other #1

Other 42

OPTIONAL: INPUT TOTAL VARIABLE COSTS

B INPLUT tor Fixed Cost lorccasts
Rent

Salanes

Maintenance

Other #1

Other 42

GC.'TIONAL: INPUT TOTAL FINED COSTS

C INPUT Cusrent Year Taxes and Forecasted Tas Rates

Cument e
Varrable €y

PR N anable Costyas g Percent of Sales

Lok PRI EREY 418 4% 4 0%
R T TGN 5%, () 5% 0 5%
S g%y, 009, [ 0 0%
Utve WU (1% U% 0 0%
" e, S [ 0 Ha U 0%
N iy [T [N 0 0%
0 M WP, 0\ (0% 0 0%
" ity [ Ui [y 0 0%
f ) Jl \'U"ol Uu%l U %] PIEH
INBLT
Curment v
Fined Cosin INPUTT Forecasted Fined Cost Growth Rates
u Uty Uil e I 4 0%
666 K55 3P, 3% 3nN%, 3o 301%4)
il urid, (1 1)% 0U% 0B 00%
1] gyt [ U0 [0S 00%
Il SETES Hre UM 0.0% 0%
[ 1] lll)“nl u mnl 1] fl“‘hl UU"'I] (0%,
INTVT
Current vear
Tax Rate INIUT Farecasted Tax Rates
I 0 e i W] 40 (2] W (%
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Discusated Net Cush Flow Muodel

Rulgarian Cemeni 1
Privatization i
As of December 31, 1994 ]

INPUT SECTION

L

Step 3. TNPUTS Tor FORLETASTED Depreciation
and Capital Expenditures

INFTT
Cument Year INPLTT
A INPUT Current Year Depreciation b apensc el )i toustuig [rpreaislie
NetFoed Al Years
B INPUT Cuwrent Deprecinble Assets
%huﬂ depreciable Lfe (1-5 years) 7] U
Medium depreciable Lfe {6-19 vears) 13 74w Ang [
Long depreciable Lile (10+) BT [
Tow) inued o Ty
INPLTT
IC INPUT Caputal Expendinures ui Depteniabic INPETT Forecasted Cagatal Expenditures
Yl eas 1 Vead o) Vear ] Vear <f edr §
vt [ e was] Ty
Ehon depreviable Lfe (1-9 years) J [} G G v v
Mediun depreciable Lfe (6-19 yeuars) 1% 100,000 [ YR [y WL GO0
Long deprevuble Lie (20+) U i U v v G
Step 4. INPUTS for FORECASTED Long Term Financing
A INPUTS for Curvent and Forecasted Long Temm Liebt Finanoing
INPUT Cwrent Yew Interest Expense i in Cumency) RS
Yer | dear D hear ear 4] Year ¢
Bank Loans ] 1] Ter] 1T Twar] |99y
INPLT Fuced ur Vanable Interest Rate |F o V) F
INPUT Foued Interest Rate (F) 28 U INPUT Forecasted \Vanalde interest Kates
INPUT Forecasted Vanable [nterest Ratey (V) [UBR 0 0% U ue] [ U Ut
INPUT Beguuung of Year Detit Buance (Year | anly) 15008694 1.560.691 iAn0.ovd 1560094 LR
INPUT Addiuonal Debt ] [ u [ 0
INPUT Prnacipal Payments i ) u U G
| Ending Debt Balance | S6d v 1Seost | 1 Seunyt T Seievd RS
Dedt Instrament #2 ]
INPUT Fuced ur Vanable interest Rate (F o1 A\ [ ¥
INPUT Fued interest Rate (F) U (He INPUT rotecastvd Vanable Inlerest Kabvs
INPLT Furecasted Vanable Interest Rates (V) Gl 0 G 0% i1 0 0%
INPUT Beguuung of Year Debt Balance tYear | anbva [} 1 ol o ]
INPLT Addiuvnal Delt G i [UR 1 []
INPUT Prnuipal Payments i u [T [ u |
Enduig Debt Balance - [T 1 |
Debl Inframnent 43 1
INPUT Foved or Venable Interest Rate (For V)
INPUT Fured interent Rate (F) INPUT Forecasted Vanabie Interess Rates
INPUT Forecasied Vanable Interest Rutes (V) U Qv [ U U U 0% U 0%
INPUT Begurung of Year [icht Balance (Yeus | unly) u 9 4 0 )
INPUT Addisonal Debt \J Q ] 1) [i]
INPUT Pnpcipal Payments [) 0] 0] . )
Ending Debt Bajance [ 0 0 | J [ ]
Debt Insirument 54 |
INPUT Fured ot \anabie Interest Hate (b or V)
INPLUT Funed Interest Rate (F) INPUT Furecasted Vanable Interest Rates
INPUT Forecasted Vanable Interest Rates (V) 0 0% 0 0% 008 J 0% ( 0%,
INPUT Begruung of Year Debt Balance (Year | anly) [i] 0 1] 1] 0
INPUT Addibonal Debt Q U U [ 0
INPUT Pruicipal Payments 0 0 ] [} []
Ending Debt Halance 1) Q i) 0 0
Debt Instruntent #3 ]
INPUT Fuxed or Vanable Interest Rate (For V) F
INPUT Fuxed Interest Rate (F) 0.0% INPLT Furevarted Vanabie literest Rates
INPUT Forecasned Vansole Interest Rates (V) 0 0% 0 0% 0ute [ 0 0%
INPUT Bemnung of Yeas Debt Balance (Year | unly) 0 1] 7] 0 0
INPUT Addiuonal Debt 0 0 [ 0 0
INPUT Pnncipal Paymenus 9 0 0 [ 1]
Ending Debt Balance [ [ [ 0 u
B INPUTS for Forecasted Equiry Fusanang INPUT | nsereel kgt ssues Repuvhass
Yeur ff Year 1] Ve 3] vt 1] Year 9
|vu\l (3 |w'l Twun] § |
INPUT New Equty Issues (In Curency) [} 0 [{] 0 0
INPUT Equry Repurchases (In Curency) [ 1] 1] 1) 3]
INPUT Total Shases lsanied {Repurcdiued) J U [ [ 0

INPLT Cusvent Sharey Ouutanding | (KK).H00

Step 5. INPUT Valuation Assumptions

Working capial/sales 19 A% Cont of Cquaty
Custent yeas workang vspila) 12349239
Rendual Growth Rate o U

Faur Marhet Valie of Non-epetatui dssets

1S (e

\0
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Discounted Net Cash Flow Model
Bulgarian Cement

Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 1

Total shares outstanding

Equity value per share

[RLLERER

1046

Current vear Year | Year 2 Year 2 Year 4 Year 5
Discounted Net Cash Flow 1994 1995 1996 1997 1998 1999
Totad Sales (PAGE 2) 4. 860,983 46,387,480 48,623,642 51,165,418 51.547.941 55.176,292
Cost of Goads Sold {Cost of Servace) (P AGE ) 30,333,024 $i.103.003 42 508.894 44,090,997 45,491, 10K 46,695,734
[TEH Ny N RIOREH S0 AXITY
Gross Margin 4,333,954 §.223.787 6114748 7.074.421 §.054.832 9,080,558
1043 1o 1764 1498 1804 16 0%
Vanable and Fixed Costs (PAGE 3)
Total vanable cosls 1.811,708 2.087.437 2,188,004 2302444 2.409.057 2,509,913
Toul fixed sosts 66O X3S GEO.66U TuL.080 722112 743,770 766,089
Total vanable and lixed costs 2472543 2708097 2 889,144 3.024,55% 3,153,433 3,276,022
6% 605 5 01, 5 € 09, 5 0%
Eamings Betore Interest, Taxes, Depreciahion, 1,801.316 2,455,090 3,225,614 4.049 805 4,901,199 5,804,530
and Amoruzavon (EBITDA) Jo6% e 06% o 920 10 4%
Depreciation (PAGE §) 962,111 1,001,423 1008089 1.014.756 1,021,423 1.028.089
Eamings Belore Interest and Taxes (EBIT) 899,305 1.454.267 2.217.514 1L.03S. 10w 1879976 4,776,447
Interest Expense (PAGE $) 1030143 W 174 AVTIR RE} 0174 w4 390,174
Protit Betore Tax (111.K3K) 1064094 1.427.34} 2.6344.910 1,489,803 4.380.273
TR Y AR Y €N LTS [ORALHS .0
Tax Prowvision (32733 12563 TYin 1Lus7.974 [IREAUM 1,754,509
Profit Afier Tax (79.103) 063K.450 [KEYOETEN 1.586.901 2091, K82 2,631,764
0 2% 14 KN 319 Ty 474
Free Cash Flow
Profit After Tax 038,450 1,096,403 1.586.961 2,093,882 2,631,764
Deprectation 1,001,423 1,008,089 1.0{..756 1,021,423 1,028,089
Additional working capital requirements (1.082.017) (418,288) (498.188) (406.974) (436,757)
Capital nvestment {100.00¢) {100.000) {100,000y (100,000) (100,000)
Addiional Debt Funancing 4} 1} 1 0 0
Pnncipal Paymenis 1] 1} 1} 0 0
Changes n Equity Financing 0 0 0 1] 0
Free Cash Flow 437,802 1,366,206 J0u3 s 2,348,330 3,123,097
Present Value Factor 0.8607 0.6375 (01.4722 10.3498 0.259]
Present Vaiue of Cash 1Tow VL0064 Y9K.501 946,153 K91.431 809,251
Residual Value 8,023,130
Sum of Present Value of Cash Flows 4,039,400
Fresent Value of Residual 2,078,940
Preliminary Value 6,118,339
Working capital (deficiency) sumplus 4,339,320
Non-operaung assels 0
Equiry value indication 10,457,660



Discounted Net Cash Flow Maodel

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST OF GOODS SOLD Current year Year | Year 2 Year 3 Yecar 4 Year 5
(COST OF SERVICE) ANALYSIS 1994 1993 1990 1997 1998 1999
Unit Production

Cement 2.691 3000 ooy 3000 3.000 3.000

Lime 200 220 250 RIU) 328 325

Asbeatos Canons 10,500 9.975 9,470 9002 8.552 8,125
Urut Capacity

Cement 3.000 300 000 3000 3,000 3,000

Lime Suo SO0 SO0 SO0 SO0 500

Asbestos Cantons 21,000 21,000 24,000 21000 21,000 21,000
Percent of Capacity

Cement §Y.7%, 100.0% [TUONTE [ TR [LLUREL 110.0%

Lime 0.0Y% 41 04 S, OO0 65.0% 65.0%

Asbestos Canons 5(1.0% 17.54y 15.1% 42.9% 40.7% 38.7%
Price per Unit

Cement 12,413 12910 13,555 14,233 14944 15,692

Lime 10,438 j0.438 [IURRES 10,438 10,438 10,428

Ashestos Canons 512 33K S04 393 622 653
‘Total Sales by Product

Cement 33,4013 K. 725 500 10,064, 98K 42098237 44,831,149 47,074.807

Lime UKT.000 2,296,300 2009500 3130400 1392380 3,192,350

Asbestos Cantons 5,376,000 5.302.500 S.144.154 $.335.7%1 5322441 5,309,138
Cost per Unut

Cenent 11064 136 IRIRRL 12,000 12,453 12,820

Lime %.599 K.¥S7 9,123 Y, 390 9,078 9,969

Asbhestos Cantons 4% 504 524 550 582 613
Total Costs by Product

Cement 29,773,224 14,187,760 35213393 16,269,795 37,357,888 18,478,629

Lime 1,719,800 1,945,533 2,280,670 2. 818,908 314540 3,239,194

Asbestos Cantons 5,040,000 5.027.d00 5.014.832 5.002.294 4.989.789 4977314
Profit per Unit

Cement 10094 11.7% 13.4% 15.1% 16.7% 18.3%

Lime 17 6% 15.1% 12 6% 10.0% 7.3% 4.5%

Asbestos Catons 6.3 6.3% 6.3% 0.3% 6.3% 0.3%
TOTAL SALES 41,800,983 40, 387,40 15,623,642 51165418 53,547,941 55,776,292 |

OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 36,533,024 41,163,693 42,508,894 44,090,997 45,493,108 46,695,734




Discounted Net Cash Flow Model O lJTP lIT SECT[ON PAG E 3

Bulganan Cement
Privatization
As of December 31, 1994

VARIABLE AND FIXED Currentyearf Yearl Year2 Year3 Yeard Year$
COST ANALYSIS 1994 1995 1996 1997 1998 1999
Vanabhle Costs
Administrative 1.025.044 1.855.499 1,944,940 2.040.617 2141918 2.231.082
Marketing 180.U64 231,937 RERNE R 285827 267.74u 278.881
Insurance V] [§] u 0 0 0
Legal and auditing [t} U [V} [V} 0 0
Utilities v 0 1} 0 0 0
Miscellaneous 1] 0 1] V] 0 0
(Nher #1 0 V] Y] 0 U 0
(nher 42 0 V] 0 0 V] 0
TOTAL VARIABLE COSTS 1} 0 [V} 0 0 0
Total Variable Costs [RIR W[ 2.087.437 2.18¥.004 2,302,444 2,409,657 2,509,933
Rent 0 0 0 0 0 0
Salaries 6G0.835 0680.660 701,080 722112 743,776 766,089
Mauntenance 1] 0 0 V] 0 0
Other #1 0 0 0 0 0 0
Other #2 V] 0 0 0 (] 0
TOTAL FINXED COSTS 0 0 [V} 1} 0 0
Total Fixed Costs 601,835 68,660 TU1.080 722112 743.776 766,089
Vanabie Costs (as a percent of sales)
Adotustrative 40" 40" 40" 4 0% 4 0% 40%
Marketing 1.5 1.5, .84 0.5%y 0.5% 0.5%
Insurance Ve (VXYL 00 00 0.0% 0.0%
Legal and auditing H0ve B0 (VA7 0% 0.0% 0.0%
Litilities 0y TXILM 00 0.0% 0 0% 0.0%
Miscellaneous 00" 0U*e 00" U 0% 0.0% 0.0%
Other 71 .0% 0.0% 0% 0.0% 0.0% 0.0%
Other #2 00" 0.00% 0.0% 0.0% 0.0% 0.0%
TOTAL VARIABLE COSTS .0% 00 0.0% 0.0% 0.0% 0.0%
Total Vanable Costs 44% 4.5% 4.5 4.5% 4.5% 4.5%
Fixed Costs (percent growih)
Rent 0.0% 0.0% 0.0% 0.0% 0.0%
Salaries 1.0% 3.0% 3.0% 3.0% 3.0%
Maintenance 0.0% 0.0% 0.0% 0.0% 0.0%
Other 71 0.0v 0.0% (1.0% 0.0% 0.0%
Other 72 0.0% 0.0°% 0.0% 0.0% 0.0%
TOTAL FINED ('OSTS 0.0% 1.0% 0.0% 0.0% 0.0%
Total Fixed Costs 3.0% 3.0% 3.0% 3.0% 3.0%
TOTAL VARIABLE COSTS 1.K11,708 2,087,437 2,185,004 2,302,444 2.409.657 2,509,933
TOTAL FINED COSTS 660.%35 6X0.660 701.080 722,112 743,776 766,089

\0”



Discounted Net Cash Flow Modcl

Bulgarian Cenient
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES

IN LONG TERM FINANCING REQUIREMENTS

A, INPUTS for Current and Forecasted 1.one Term Debt Financing

Nea | Year Year 3 Year 4 Year §
TOTAL INTEREST PAYMENTS [EER (EDIY 1997 199K 1999
Bank Loans V0.174 U174 o4 90,174 390,174
Debt Instrument =2 1 0 1} 0 0
Debt Instrument 73 u 1} 1] [1} 0
Debt Instrument 24 3} U U 0 [{]
Debt Instrument 25§ 1} 0 1} 1] 0
|'l'()'[':\L INTEREST PAYMENTS ADONER] 390,174 0174 190,174 390,174
TOTAL ADDITIONAL DEBT FINANCING
Bank Loans U 0 0 0 0
Debt Instrument #2 1} 0 0 0 [¢]
Debt Instrument #3 [}l 0 0 0 0
Debt Instrument #4 b} 0 0 0 0
Debt Instrument #5 ¥ 0 7] 0 0
TOTAL ADDITIONAL DEBT FINAXCING 1 ) 1) 1] 0
TOTAL PRINCIPAL PAYMENTS
Bank Loans ] 1] 1} 0 0
Debt Instrument #2 1 1} 0 0 0
Debt Instrument #3 1 1} 0 0 0
Debt Instrument #4 u 1} 0 0 0
Debt Instrument #5 0 0 0 0 0
||'l'()T.-\L PRINCIPAL PAYMENTS 0 ] 1] [i] 0
TOTAL ENDING DEBYT 1 S00.094 1.560.694 1.560.694 1.560.694 1.560,694
[TOTAL CHANGE IN EQUITY FINANCING
New Equity Issues u v 0 0 0
Additional shares issued 0 u 0 0 0
Equity Repurchases 7} 0 0 0 0
TOTAL CHANSGE IN EQUITY FINANCING u 0 0 1) 0
37 SOX 7R Y94 12.24

EBIT 10 INTEREST




Discounted Net Cash Flow Model

Bulgarian Cement
Privatization
As of Deceniber 31, 1994

OUTPUT SECTION PAGE S

FIXED ASSET AND CAPITAL Current year] Yearl Year2 Year3 Yeard4 YearS$
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999

Net Fixed

Fived Assct Depreciation - Existing Assets Assels
Depreciation tor short terin depreciable assets 0 U 0 0 0 0
Depreciation for medium tem depreciable assets 13.749.561 916.637 916.637 916.637 916.637 916.637
Depreciation for long tern depreciable assels 2.343.559 78.119 7%.119 78119 78,119 78.119

Capital Expeaditure Deprecintion

Depreciation for short tern depreciabie assels [} u 0 1] ]
0 Y} 0 0
U 0 1]
0 0
0
Depreciation for medium term depreciahle assets 0.067 L0067 6.667 6,667 6,667
L.LO7 6.667 6,667 6,667
6.067 6.667 6.667
6.667 6.667
6.667
Depreciation for long term depreciable assets U 0 1} 0 1
0 0 0 0
0 0 1]
0 0
0
LOOT 423 T0RO89 1013756 1031423 1.028.089

TOTAL DEPRECTATION EQTENSF




Discounted Net Cash Flow Model

Bulganan Cement
Privatization
As of Decvmmber 31, 1994

INPUT SECTION

C INPUTS for TOTAL SALES (T) turecast
INPUT Current vear sales
INPUT Current vear cost of gonds sobd (0r cost ot sunviees

Step 1. INPUTS fur Product Sales and Current year Yearl Year2 Year3 Yeard Year$
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999

A INPUT Cuwrent year 199+

B Forecast TOTAL SALES or UNIT SALES(T or 1)) [§ AT 1 seledted. proceed 1o s 1C 11U s selected, proceed o #1D))

A INPUT Vanable Cost forecasts
Adminustrative

Marketing

Insurance

Legal and auditing

Litilines

Miscellancous

Other #1

Gther 42

OFTIONAL  INPUT TOTAL VARIABLE CONTS

B INPUT for Fixed Cost torecasts
Rent

Salanes

Mantenance

Other #1

Other #2

OFTIONAL: INPUT TOTAL FINED ('0)STS

C INPUT Cuwrent Year Taxes and Foreeasted Jay Rates

Vartable Costs

Vet vear

INPUT Sales growth rates lor years 1-3 Yo T u ot} U %] 0 0%
INPUT Cost ol goods sold car cost o service) as . percent ol sales tor vears |23 Ut uor| 0] U e ) 0%
D INPUTS tor UNIT SALES U viorecast INPUT
et yeawr
INPUT Product Names and Forecasted Unit Broductin Ly Sold NEUTT Forecasted U mits Sold
Cement 2oyl S.aiin 30y 3000 3000 3.000)
Lime 2o 220 2\ 300 325 325
Asbeslos C'arnons [T O u 1 1) A
NI
current sear
INPUT Product Groups-Linit ¢apacity Lot Capavity INEUL Forecasted |at Capauiny
Cement Tt [TY 3Anh) 3y 3,000 3000
Lime Sidi Sk St 300 S00 500,
Asbestas (Cartons 21y 21 2liaw BRELY 2L00u 21,000
INPUIT
Cument vear 11.657.777
INPUT Unit Sales Prices Finmit Prices INT'UT Forecasted Unit Price Growth Rates
Cement 12,413 400, SRy S Sus 3 0%
Lime 10,438 00, 1) 0% 0Oy 01 (%%
Asbestos Cartons S12 Uy, XIS ay 0% U 0%]
INPUT
Current vear
INPUT Product Cost per Unn (*ost per tinn INPUT Forecasted Unit Cast Growth Rates
Cement 100 3 I U 31% 300 3%
Lime 3,399 RS 30 KD I P 104%
Asbestos Cartons 480 3% SN AR S $10%
Step 2. INPUTS for Variable and Fixed Current year Yearl Year2 Yeard  Yeard  Year$
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999
ANTR

INPUTT Varable Costs as a Percent o Sales

102504 40P, +u'a 4 0% il 3 0%
156004 U s, 0 3¥e (3% 1) 5% 0 5%
i iy UyNey [\ [ Y 0 0%
u Uire U, [COEN o 00%
i [ YN (TR U% 1%
Y 0% Oty aos, 0 0% 0 1%
[ Ui, WY, 00%, 00% 00%
7] Ut [ U0 U6 00%
[ 0 Ullvs «_luﬂgi (lnl‘.,,[ “'00"’] 0%l
INPUT
Currenl year
Fined Costs INPUT Fuorecasted Fixed Cast Girowth Rates
0 Uy U~ 00 DWW U U
001,833 3% 3oty 3™ 32 3 0%
[ Uy Vi, 0% 0 0% 0 0%
[j] [ U UM% YW 00%
1) 0% DM 00 0D 00°%%
{ 0 1), [ xm]’ %] D uTa] 1t 0%
INPUTT
Current vew
Ty Rate INPUT Forecasted Tas Rates
| I EIna ETI | 5% 41 1)%] ENTIEN

\‘C;



Discounled “et Cnsh Fluw AMoadel

Bulgarisa Cement

Privatuaton

As of December 31, 1994

+ INPUT SECTION

and Capital Expenditures

Step 37 INPUTS Tor FORETASTED Depreciation

INPUT Current Shares Quistaiduig

NPT
Lot Yo e
A INPUY Cument Yeas Deprevisuon L xpense foantit Dienreaiabile
Setbovwd Vet Veatr
B INPUT Cumment Depreciable Assets
[Shoit depreciable Lfe (1-% vears, 4 Rl
Mediwn depreviable bife (619 vewrs; R P8
Long depreciable Lie (20+) T3 S8y U
Total Tous gl
INPLT
[C INPUT Captal Expenditusres in (hepreciabte INPUT Forecasted Capatal Expenditures
Vears dear tl eas D Jear Yeard Yew §
Twn T TNw- Tvn X
Short depreciable Lfe (1-9 years) [ ] [ i) 0 J
Medsum deprecioble Life (6-19 years) 1% 1Ly, 06U 10w VGU 10U, (e 100,000 10U QU0
Long depreciable Lfe (20+) < Y 7 [ [ ]
Step 4. INPUTS for FORECASTED Long Term Financing
A INPUTS for Cument and Forecasted Long Term (et Financuiy
INPUT Current Year Interest Expense (in Curmenay) [—;W
Vear ] Year 2] Yoar Yew 1 Year §
& Loans ] [ESEN j ] [EEa TwN] B
INPLT Fued or Vanable Interest Rate (b o1 V) 3
INPUT Fixzd Interest Rate (F) 25 0% INPUT Forecasted Vanabie bnterest Rates
INPUT Forecasted Vanable interest Rates (V) L U% 0 0% G 0% 0 U 0 0%
INPUT Beguuung of Year Uvbt Balance (Year ) only) TS0 fivd 1,560,684 150G avd 1,560,694 1,5%0.004
INPUT Addisonal Debt ) O 0 0 0
INPUT Pnncipal Payments [ i 1) 1] ()
Ending Debt Balance [T tAou oVl U6 av I Se0.nvd 1 SnLaNy
Deht Inatruntent #2 ]
INPLT Fixed or Vanable Interest Rate (F or V) 3
INPLT Fixed Interest Rate (17 (0% INPLTT Forevasied Vanable Iiderest Kales
INPUT Forecasted Vanabile Interest "tates (V') (%, [ U (% [ U %
INPUT Qegruung of Year Deld Halance (Year | ondy u 1] O [l 1]
INPUT mddiuonal Dett | V¢ J [ U
INPUT Prncipal Peyments 1] u 0 [i] 4
Ending Debt Balance 1 g f 0 0
Liebt lnsrument #) ]
INPLT Fued or Vanstie Interest Kate (F or \'y ¥
INPUT Fued Interest Raie (1) U 0% INPUT Fotevusted Vanabbe Juterest Hatee
INPUT Forecasted Venable [nterest Katew (V) G Uute U 0% [ U 0% U 0%
INPUT Bepnuung of Year Liebt Balan.e (Vear I vuly) J G u U 0
INPUT Additional Debt 0 [1] [ o J
INPUT Pnncipal Payments v Y 0 1]
Erndug Debt Balance u U U Q 7]
Debt tostrunen 44 ]
INPL'T Fued or Vanable interest Rate (F or V)
INPUT Fued Interest Rate (F) 0 0% INPUT Furecusted b anable tierest Rales
INPUT Forecusted Vanable bnturest Rates (V) 0 0% 0 (% 0 (" 0 0% 0 (4,
INPUT Bemrvung of Year Debt Balance (Year | widy) J ] 0 0 [
INPUT Addiyonal Debt 1 0 Y [ ]
INPUT Pracipal Payments 0 ¥ [U ) 1]
Ending Debt Balance u [} 1] 0 [
Debt Instiunrent #5 ]
INPUT Fued or Vanable Interest Rate (F or V) I F
INPUT Fuxed Interesl Rate (F) 0 0% INPU T Fotecarted Vanglie interest Rates
INPUT Forecaned Vanable Inierest Rales (V) U 0% U U% 0P OWe G 0%
INPUT Begnmung of Year Debt Balanve (Yoar | anly) 0 U ] 0] Q
INPUT Additional Debt Q 0 4] [ [
INPUT Pnncipal Payments Q 0 O 0 1]
Ending Debt Balance . u a 0 0
B INPLITS for Forecasted Equiny Fuancuig INPUT Lhscrect Bayinms besues Kepurchases
Near 1] Y ewr 2] \ear Vf Yew 1] Yeus ¢
|w«[ gwp] )ov'] |w.\'l Twe]
INPUT New Equiy Issues (In Cnrmency ) C [ [ 0 1}
INPUT Equty Repurchases (In Cuitency) Y uT [N t [l
INPUT Total Shares issued (Repurchased) 3 v [ o 0 1

i (X000

Step S, INPUT Valuation Assumptions

Waorkung capital eales

19 fite

Current year working capntal

12.349.249

Rendual Growth Rate

6 0%

Cost of Fquin

Fau Market Vadie of Noneaperating arsets
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Discounted Net Cash Flaw NModel
Bulganan Cement

Privatization

As of December 31, 1994

OUTPUT SECTION PAGE |

Current vear Year | Year 2 Year 3 Year 4 Year 5
Discounted Net Cash Flow 1994 1993 1996 1997 1998 1999
0860983 | 41020920 43274488 45829637 18225499 S0.467.157

Total Sales (PAGE 2)

Cost of Goods Sold (Cost of Service) (PAGE 2) 36,533,024 36,136,291 17,494,003 39,088,702 40,503,320 41,718,419
SV J% SR 56 04 LA §J 0% 2 Ty
Gross Margin 4,331,959 4,488,027 5.78(1.425 0,740,935 7,722,180 8,748,737
106% 17 ves 135 1o Io vt IARIN
Vanable and Fixed Costs (PAGLE J)
Total vanable costs 1811708 1,846,121 1,947,382 2,002,334 2.170,147 2271002
Total fixed costs 061,835 0RU.66U 701080 722012 743776 766.089
Towl vanable and fixed costs 2.472,543 2,520,751 2,648,432 2 784,440 2913923 J037.111
o 1% 620 6 1% o1 0 0% 0 0%
Eanungs Bsfore Interest, Taxes, Depreciation, 1.801.416 2.361.845 L1399 1.956.489 4 K08.256 5.711.626
and Amoruzation (EBITDA) i6% S 5 S Yo 10U 11 3%
Depreciation (PAGE ) 962,111 1.001.423 1L.OOK.UKY 1,014,750 1.021.42) 1.028,089
Eamungs Betore Interest and Taves (EBIT) 899,305 1.360.422 2123904 2.941,713 1.7%6.834 4,085,517
Interest Expense (PAGE 4) 1031143 30174 30074 390,174 0174 390,174
Profit Betore Tax (131.53K) 970.249 173731 2551501 1396600 4,293,304
WO ey A b Co Tuee § ey
Tax Provision (52.735) YRX o0 691,492 1020624 1.358.604 1,717,348
Profit After Tax (79.003) 58214y 1.U40.23% 1.530.910 237,990 2.576,01%
7 /4 S it 4% ANAN
Free Cash Flow
Profit After Tax 58214y 1,041,23K 1,530,930 2,037,990 2,576,018
Depreciaion 1,001,423 1,008,089 1L.O14,756 1.021,423 1,028,089
Additional working capital requiremients (M.9506) (430,915) (SU0.809) (469,589) (439,365)
Capital investment (100, (KH)) (100, (1Y (100,0t0) (100,00 (100,000)
Additional Debt Financing [} 1] 0 0 0
Prncipal Payments 0 0 4 0 0
Changes in Equity Financing 1] 0 0 1] 0
Free Cash Flow 1,452,016 1,507,412 1,944,882 39830 3,004,743
Present Value Factor (4607 06375 04722 11,3498 0.2591
Present Value of Cash Flow 1,250,213 961,018 91K.457 %70.967 794.131
Residual Value 7,809,830
Sum of Present Value ol Cash Flows 4,794.7X6
Present Value of Residual 2,023,671
Prelinunary Value 6,818,457
Working capital (deliciency) sumplus 4339320

Non-operating assets
Equity value indication
Total shares outsuanding

Equiy value per share

St 0t

11,657,777

1000000

11 a6

\(\a\
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Discounted Net Caxh Flow Maodel

Bulgarian Cement
Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST OF GOODS SOLD Current year Year | Ycar 2 Ycar 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 1999
Unit Preduction

Cement 2.091 .oaa 100 RAVTH] .00 1000

Lume 200 220 230 p 128 329

Asbestos Cantons To. 300 1] 1] th 0 0
Unat Capacity

Cement Yoo §.4000 ENT] RRT A0 3.000

Lime St SO0 Suo S SO0 S00

Asbestos Canons 21000 21t 21000 21,0010 21000 21,000
Percent of Capacity

Cemient ¥49.74,) Tan M, TN 1000 1O (M 100.0%

Lime TN 4404y 50Uy (XM 65.0% 65.0%

Ashestos Cantons UL, (1} oYy 0%y 0.0% 0.0%
Pnce per Unit

Cememt 12413 12910 13,55% 14.233 14.944 15,692

Lime 10, 43% 10,438 10,438 [TURRY 10,438 10,438

Asbestos Canons 512 512 512 512 512 512
Total Sales by Product

Cement 13.403.3%3 1K.72K.500) 40,604,988 42,698,237 44,813,149 47,074,807

Lame 20K7.600 2,290,360 2,000,500 KR RIR IV 3.392,350 3,3192.35%

Asbestos Cartons 5,376,000 1] 1] 1] Q 0
Cost per Urut

Cement 11.064 11.396 11,738 12.090 12,453 12,826

Lime §.599 8.857 2123 9.390 9.678 9,969

Asbestos Canons 450 S04 529 556 583 613
Total Costs by Product

Cement 29771224 AR 700 35.213.393 36.269.793 37.357.%8% 38,478,625

Lime 1.719.8u0 1.94K.531 250,670 2 KIK.OUK 3145431 1,239,794

Asbesio Canons 5.040.000 1] u 0 1] 0
Profit per Ut

Cement HILL 11 7% 1340, 18 1 16.7% 18.3%

Lime 17 64, 15 1%, [N T, 7.3% 4.5%

Asbestos Cantons (IR U Uy, TRV Wty (4ve 0.0%
TOTAL SALLS 40.X00,9% 1 41024920 43,274 48K 13,829,637 48,225,499 50,467,157

OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 36,533,024 10,110,203 17.494.00) 39,088,702 40,501,320 41,718,419

2%



Discounted Net Cash Flow Muodel

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 3

VARIABLE AND FIXED

Current year

Yearl Year2 Year3 Yeard Year$

COST ANALYSIS 1994 19935 19906 1997 1998 1999

Varnable Costs
Adnumstrative 1.625.044 1.640.997 1.730.9%0 1.R33.1RS 1.929.020 2.018.680
Marketing 186.004 208,125 210372 229148 241.127 252,330
[nsurance 0 ] ¥} V] 0 0
Legal and audiing 0 Y ] 0 1} 1]
Utilities 0 ] u 0 0 0
Miscellaneous 1} 1] 1} i} 0 0
Other #1 V] 0 V] [V} [V} 0
Other #2 1} 0 1] [V} [V} 0
TOTAL VARIABLE COSTN 0 1} 1] [V} 1] 0
Total Varahle Costs LELET0X 1.X46.121 1w47.332 2.062.334 2,170,147 2,271.022

Fixed Costs

Rent

Salanies

Mamntenance

Other #1

Other 22

TOTAL FINED COSTS
Total Fined Costs

Variable Costs (as a percent of sales)
Admunistrative
Marketing
Insurance
Legal and auditing
Utilities
Miscellaneous
Other 71
Other #2
TOTAL VARIABLE CONTS
Total Variable Costs

Fined Cosls (percent prowih)
Remt
Salaries
Maintenance
Other #1
Other #2
TOTAL FINED COSTS
Total Fixed Costs

0 0 0 0 0 0
60O0.833 6X0. 60U T01.0%0 722,112 743,776 766.089
1] 1] 1] U 0 0
] [t} 0 0 0 0
0 [¥] 1] 0 4] 0
1] [¥] V] ] 0 0
001,833 OR0LLOD Tut.oxy 722,112 743,776 766,089
4 0% 4 0% 4.0% 4.0%, 4.0% 4.0%
0.5, 0S¥, .59 U.5v 0.5% 0.5%
(VA 00vy U 0% 0.0% U.0% 0.0%
0.0v, 0 0% (1.0% 0.0% 0.0% 0.0%
0%, [NV 0 U 0 0% 0.0% 0.0%
oo, 0 U 0.0 0% 0.0% 0.0%
00v (VAT 0.0% 0.0% 0.0% 0.0%
[VRTA TRV 0% 0.0% U.0% 0.0%
(VRTINS [TATE 00v 00% 0.0% 0.0%
440, 4 8wy, 4.5, 4 50y 4.59%, 4.5%
U, (b 0ry 0.0 01)° 0.0%
LRI 3 0va RETA 3.0% 3.0%
0. 0% 0.0 0.0% 0.0%
Uty U 3.0% 0.0% 0.0%
yYe 00" (.0% 0.0% 0.0%
0 00% 0.0% 0.0% 0.0%
LRVL AR Y 0% 3.0% 3.0%

TOTAL VARIABLLE COSTS
TOTAL FINED COSTS

1811 7ux

60U RS

1.X40.121 1,947,352 2.062.334 2,170,147 2,271,022

6X0.6060 701,00 722112 743.776 766,089

\



Discounted Net Cash Flow Maodel

Bulgarian Cemient
Privatization
As of Becember 31, 1994

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES

IN LONG TERM FINANCING REQUIREMENTS

A. INPUTS for Current and Forecasted Long Term Debt Financing

Year d Year 2 Year 3 Yeard Year §
TOTAL INTEREST PAYMENTS 1993 1990 1997 199K 1999
RBank Loans 0174 W74 WO W01 74 0174
Debt Instrumient #2 [} 0 [ 0 V]
Debt Instrument #3 1} [h} 1] 0 0
Debt Instrument #4 [t} 3} 0 0 0
Debt Instrument =S 0 U [V} 0 0
[FOTALINTEREST TAVMENTS O INEE B INRL U104 300.194 390174
TOTAL ADDITIONAL DEBT FINANCING
Bank Loans 0 1] 1] 0 0
Debt Instrument 2 1 0 0 0 0
Debt Instrument #3 u 0 [¥] V] 0
Debt Instrument &4 {] 0 f] 0 0
Debt Instrument #$ 0 V] 0 1] 1]
l TOTAL ADDITIONAL DEBT FINANCING u [§] 0 0 0
TOTAL PRINCIPAL PAYMENTS
Bank Loans 4] 0 0 V] 0
Debt Instrument 52 1] V] 0 0 0
Debt Instrumient #3 0 7] ] 0 0
Delit Instrument &4 1] 3} 0 0 0
Debt Instrument &3 1} 0 1} (} [i]
[TOTAL PRINCIPAL PAYMENTS 0 0 U 0 U
TOTAL ENDING DT 1.560.694 1.560.694 1.56/,.694 1.560.694 1.560,694
TOTAL CUANGE IN EQUITY FINANCING
ew Equity lssues 0 0 0 0 (v
Additional shares issued 0 0 0 0 0
Equity Repurchases (v 0 (v 0 0
['I'Oi:‘\l_ CHANGE IN EQUITY FINANCING 1] 0 1] [§] [1]
EBIT to INTEREST RET) S34 754 971 12.00




Discounted Net Cash Flow Model

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 5

FIXED ASSET AND CAPITAL Current year[{ Yearl Year2 Year3 Yeard Year$
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999

Net Fived

Fixed Asset Deprecintion - Existing Assets nsels
Depreciation for short teni depreciablc assets 1 0 [t 0 0 0
Depreciation for medium tenm depreciable assets 13.749 50l Yto.ud? Y10.037 910.037 916.037 916.637
Depreciation for long tenn depreviable assets 2314358 78019 78.119 78.119 7R.119 78.119

Capital Expenditure Depreciation
Depreciation for short term depreciable sissels 1 0 [ 7] 0
U U ¢ 0
u ] 0
0 0
0
Depreciation for medium tenn depreciable assels 0.667 0.0067 0.667 6.607 0.667
L0067 0.667 0.667 6,067
6.007 0.0067 6.667
0.067 6.667
0,667
Depreciation for ong tem depreviable assels ] 1] 1} 1} 1}
] O 0 (4
] [ [
0 0
0
[TOTAL DEPRECTATION EXFENSE FO0T 430 Toos0x9 1014730 1021423 1.02K.089
3



Discounted Net Cash Fluw Madel

Bulgartan Cemnent
Privatization
As of December 31, 1994

INPUT SECTION

Step 1. INPUTS for Product Sales and
Gross Margin FORECASTS

Current year
1994

Year l
1995

Year2
1996

Yeard

1997

Yeard
1998

Ycar §
1999

A INPUT Current year
WB Forecast TOTAL SALES or UNIT SALES (T oty

C INPUTS for TOTAL SAL LS Trtorecast
INPUT Curent vear sales
INPUT Current year cost of gonds sold cor vost al service)

1494

T

]

[ 1

1] s seected procecd o a1 HEE s sefedted. proveed e g1y

INPUT Sales growth rates for vears 1.8 000 oo, ] U.0%] 0 0%
INPUT Cost ol goods sobd (o costal senvice s as 4 pereent of sales tor vears 1.3 L] i ] DY) U We] U0t
D INPUTS for UNIT SALES (17 lurecast INPETT
Current vear
INPUT Product Namies and Forecasted Unit Production Units Sald INTET Forecasted Units Sald
Cement 2091 SN 3o 1000 3.000 3.000)
Lime 2u) 22u 23 0 23 32§
Asbestos Cartons o Sait 13,750 13750 D 15,750 15,750
INPETT
Current vear
[NPUT Product Groups-Unit Capacity 1o Clpaaity INPUIT Forecasted ! 'ait Capaciy
Cement ik T Tano 3w 3000 3000
Lime Sty Suwr Son) KLY U0 SO0
Asbestos Cartons 21000 AIRELY NRUT 21000 21,000 21.000)
NP
Current vear NN ERY
INPUT Unit Sales Prces Fant Prices INPU T Forecasted it Price tirowth Rates
Cement 12415 4 Sy Sy Sy 5 0%
Lime [INEEES . N i, Wil 0 0%
Asbestos Canons L: R ey, R 0N,
N
viarent s
INPUT Product Cost per Unit st per Lo SEETT Parecasted Umit Cost vitawth Rates
Cuement TS RN EEED) 3% 3 0% 3 0%
Lime N 3 Yoy Yy e 108
Asbestos (‘anons dan 1 1oy 114 10 t 0%
Step 2. INPUTS for Variable and Fixed Current year Yeurl Year2 Yeard Yeard Year$
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999
IN T
Curent sear
A INPUT Vanable Cost torecasts Variable Costs INPUT Vanable Costs as a Percent of Sales
Admunustrauve [ 4% EIS 400, 4 U 0%
Narkeung a0 e T R T () 5% 0 5%
Insurance %y e Uiy 0{Pe 0 0%
Legal and auditing [ Uii®e e Uue U.0% 0.0¢
Uuhties t (IR IS 0% 0a 0.0,
Miscellaneous [ Wity T 0% 0% 0 U%
Other #1 [l 1)1 DiFs 019, U0 0 0%
Other 42 B Ly Ve Ui (10 0 0%
OPTIONAL. INPUT TOTAL VARIABLE COSTS | ' ‘J'l“nI TTPo] GORT ] 007,
INPLT
Cunment vear
B INPLT tor Fixed Cost forecasts Fined Custs INPETT Forecasted Fined Costovirowth Rates
Rent B i Uire [TX 0 (Pa (%%
Salanes eI NS 310y Vit I 0¥ EE 31)%
Maintenance " ey L (0%, 0%y 0 0%
Qther 71 ' G, ipg Yl U 0 0%
(nher #2 o I TR TIEE Wik 0%
OPTIONAL: INPUT TOTAL FINED (ONTS E 0 T [ o (r’,L 0 “"nl 1) U"nl 0 0%
INPE Y
Current vear
['ax Rate INPET Forecasted Tax Rates
C INPUT Current Year Taxes and Forecasted Tas Rates | H) 0 Hef 40 0] 209 40 tRof 401 (%)

X



Ditcounted et Cash Flow Model

Bolgorian Cemeni
Privatitaiion
As of December 31, 1094

INPUT SECTION

and Capital Expenditures

Step 3. TNPUTS for FORLTASTED Deprectation

A INPUT Curtent Year Depreviauer Expense

B INPUT Current Depreciable Ascets
hort deprecusbie bfe (1-3 years)
IMedium depreciable bie t6-19 years)
Long depreciable bfe (20+)

INPUT
Cument Year INPLT
' Yol i1} Eusung Depientable
Net Foed Aspels Yvars
i) U
[ARETE 14
234155y R

loosi 120

Toul
INPUT
C INPUT Capatal Expenditures w Uepreaiatile INPUT Forecasted Capital Expendiiues
Years Veas o Vear 2] Year Year & Y ear ©
IELL} [R2T 1997 IELRY [ERE)
[Short deprecuabie ufe (1-5 yeass) 3 G 0 Q [] 0]
“ledium depreciabic bife (6-19 vears) 13 10u.U0U 100.00U 160,00 100,000 100,000
L.ong depreciable Lie (20+) [J) 9 O U 0 1]
Step 4. INPUTS for FORECASTED Loug Term Flnancing
A INPUTS for Current and Forecasted Long Termi Dbt Franeng
INPUT Current Yeas Interest Expense tln Currency 1031148
et | year 2] Yeaw Vear 1] V¢ “71
E‘M Toam ! ETHI B 5 T9oN] KT
INPUT Fuxed or Vanalde Interest Rate (F or v ¥
INPUT Fuved Interest Rate (F: 1A e NPT b orecastal Vanable Dictest Raeos
INPUT Forecasted Vanable Interest Rates (V) ] 1 Gv] DA UTPy e
INPUT Begunung of Year et Halapioe (Y eas Loy I R S S
INPLT Addivonal Delnt i} ¥ 1] N 0
INPUT Pruiapal Payments K ] O ] [
End.ne Debi Balance IR 1 S6n Al [T T R
Debt Insiruntent £ ]
INPLT Fued of \anable Intetest Rate th or V) 3
INPUT Fued Interest Rate (F) QU INPUT Forevasted v analde Interest Rates
INPUT Furecasted Vanabic Interest Rates {\) (4 0% 0 0% 0 0% R 0 VY
INPUT Bemnnung of Yeve Deldt Balance (Yenr | only) ) u U [1]
INPUT Addstona) Delbt 0 C [) 0 0
INPUT Pruncips) Payments 9 0 0 0 [)
Ending Debt Balance [ [ U [0 ']
Debt fnssument #3 ]
INPUT Fued or Vanable Interest Rate (F or V)
INPUT Fuxed Interest e (F) 0 0% INPUT Forecasted Vanabie fnierest Rates
INPUT Forecusted Vanable (nterest Rates (V) G (e V(% 1) (W 0 USe O %
INPUT Beguuung of Yews Detet Balance (Year | anly) 0 v U i) i)
INPUT Adduonal Debit [} ) 0 0 0
INPUT Principal Paymients 0 0 u u [i]
Ending Debt Balance 0 ) U \ U
Debt {nstrument 84 |
INPLT Fued or Vanable Interest Raie (F or V) F
INPUT Fued Interest Rate (F) | [] INPUT Forceasted Vanable luterest Rotes
INPUT Forecasted Vanable interest Rates (V) 0 0% 0 0%, 0 % G D%l (0%
INPUT Beguuung of Yeur Debt Balance (Vew ! wily) [ u 0 U 1
INPUT Addiuenal Debt ] [} u U 0
INPUT Pruicipal Payments [ [ U 3 0
Ending D>ebt Balance u 1) ) ] ]
Debt Instrunient ¥3 ]
INPUT Fuced or Vanabile Interest Raic {For V) ¥
INPUT Fuxed Interert Rate 1} U (e INPUT Farevtsted A nalie titerest Rates
INPUT Fotevasted Vanable Interest Rates (V) U % 1) 0% ] U 0% Uire Ui
INPUT Beguuung of Yeas Delt Halance (Year | vnhy) ] V1 u u )
INPUT Addiuonal Oebit ) [ [0 [ a
INPUT Principal Paymenus [} 0 u u 1]
Ending Debi Balance L 1] 0 0 1)
B INPUTS for Forecasted Equity Fuancing INPUT fnavreet g daies Repnirchaser
Vew 1] Your 2] Year 3] \ear 3] Year
193] Vwanl tenT| [ B
INPUT New Equty lssues (In Cumteticy ) ] [} 0 0 0
INPUT Equity Repurchases (In Currency) 0 U [ 0 0
INPUT Total Sharge issued (Repurchased) [} 0 1] [} 0
INPUT Cusrent Sharey Outstanding 1,000.000

Step S. INPUT Valuation Assumptious

Working capial/sales

19 6%,

Current year working capital

12.349.249

Rendual Growth Rate

6 0%

Con of Equiry

Fair Market Value of Non-operating assets

\
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Discounted Net Cash Fluw Modvel

Bulgarian Cement

OUTPUT SECTION PAGE 1

Privatization
As of December 31, 1994
Current year Year | Year 2 Year 3 Year 4 Year 5
Discounted Net Cash Flow 1994 1995 1996 1997 199% 1999
Total Sales (PAGE 2) 40,866,983 49,088,920 51,338,488 53.893.037 50.2%9.499 58.531.157
Cost of Goads Sold (Cost of Senace) (PALL 2) 36,533,024 43,771,893 45,206,019 16877778 48,370,286 49,664,058
S Jie Sy e AL L RNVEH AN 34 Piy
Gross Margin 4.333.959 5.317.027 6,132,464 7015859 7.919.213 %.8067, 101
10 6% 10 %% 1 v 130 RN AL
Variable and Fixed Costs (PAGE 3)
Total vanable costs LRI 708 2.209.000 2,310,232 2.425.214 2.533.027 2,633,902
Toual fixed costs 600,835 GRUO0( 701080 72112 743,770 766,089
Total vanable and lined costs 2,472,543 2 889,001 3,011,312 1147326 3.276.803 3,399,991
A i SV 8y [N (X1
Earrungs Before Interest, Faxes, Deprecunon. 1801 4L0 24273065 320088 3.XOK. 531 4042310 5.467.110
and Amorizaton (EBITD ) 169 19 WA e LA XN
Deprecianon (FAGE $§) 9621101 ool 423 1.L0E UKY 1.014.750 1021423 1.028.089
Eamings efore Interest and Taxes (KRBT [ TR 1.425 942 2113008 2850777 1,620,987 1,439,021
Interest Expense (PAGE 4) [KIRTE R Wi A IR} o174 90,174 W, 174
Profit Betore Tax (131.83%) 1,035,769 1,722.805 2,463,604 1230814 4.048.848
Ut 2t 443 0% § T 6 M
Tax Provision (52.735) 414,308 089,158 9K5.442 1,292,326 1.019,539
Profit After Tax (79.103) 621,461 1,033,737 1,478,162 1,938,488 2,429,309
0% 134 2 2% ERA 424
Free Cash Flow
Profit After Tax 621.461 1,033,737 1.478,162 1,938,488 2,429,309
Depreciation 1.001,423 1,U08 089 1,014,756 1,025,423 1,028,089
Addiuonal working capital requirenients (1,611,500) (440.915) (S0V,809) (4069.589) (439,365)
Capital investment (100 0H) {100,000} (10Ot {100,000 (100,008
Addional Debt Financng [t} t 1} 0 i}
Pnncipal Payments 1 1} 4 0 0
Changes in Equity Financing 1} 0 0 u 0
Free Cash Flow (XR.010) 1.500.911 (VAN 2.3un 320 2 Y1R.03)
Present Value Factor 0 8o07 06375 04722 [URELY] (2591
Present Value ol Cash Flow (70.20%) 956,873 893,515 k10,158 750,116
Residual '\ alue 7,273,587
Sum of Present Value ol Cash Flows 3.366.414
Present Value of Residual 1.884.719
Prelinunary Value 5251103
4,339,320

Working capital (deficiency) sumplus
Non-operating asscis

Equiry value indication
Total shares outstanding

Equity value per share

9,590,451

[REETRETY

9.59




Discounted Net Cash Flow Model

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST OF GOODS SOLD Current year Year | Year 2 Year 3 Year 4 Year 3
(COST OF SERVICE) ANALYSIS 1994 19935 1990 1997 1998 1999
LUsut Producuon

Cement 2.0491 3000 300 LYY 1000 3000

Lime 2uu 220 250 o 125 ns

Ashestos Canons 500 15,730 13,7350 13,750 15.750 15.750
Ut Capaciry

Cement RN Y.0uo 3.000 3.0uu 3000 3.0

Lime 500 S0u0 St S0 S00 SO0

Asbestos Cartons RN 21000 21000 21,000 21,000 21,000
Percent of Capacity

Cement 8Y TV ) oY, oo oV, o e JLEIX I 100.0%

Lime J0 00, 44 UV, Su0r, Ol 1My 65.0% 650

Asbestos Canons StHYy, 7500, 7508 75 Ve 75 0% T75.0%
Pnce per Unit

Cement 12,413 12,910 13,355 14.233 14,944 15.692

Lime 10,438 [V RYS 1438 10438 10,438 19,438

Ashestos Canons 512 512 $12 512 512 512
i nal Sales by Product

Cement AR 2 IK.T2K.500 10,004, KK 42.09K.237 44831149 17,074,807

Lime JORT.OH0 2290300 2609500 L1400 1.392.35%0 3,392,350

Ashestos Cartons

Cost per Unat

5.370.000

X004 000

X U4 000

X064 000

X404 (N

B.004, (00

Cement 114604 (R0 TR §2.000 12,453 12,826

Lime 85049 X K37 G423 9,360 9.678 9969

Ashestos Canons X0 %3 490 493 199 S04
Toul Costs by Product

Cement 2977324 %7700 35213391 306,264,795 17,157,888 318,478,625

Lime 1719500 1.948.533 2.2%0.670 2818908 1145431 1239,794

Asbestos Canons $.040, 1) 7.635.600 7711956 7. 789,076 7.866.966 7,945,630
Profit per Unut

Cement 10 Y% 1.7 13 49, 15.1% 16.7% 18.3%

Lime 17.6% 15 1% 126%: .Yy 7.3% 4.5%

Ashestos Canons 6 3% 5 v 1 4% KELM 2.4% 1.5%
[TOTAL SALES 30,806,983 YUK, 920 51,338, 4%% 33,893,637 50,289,499 58,531,157
TOTAL COSTS OF GOODS SOLD (COST OF SERVICE) 36,533,024 43,771,893 45,206,019 46,877,778 48,370,280 49,664,055

\\/\



Discounted Net Cash Flow Model

Bulganan Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 3

VARIABLE AND FIXED Currentvear] Yearl Year2 Year3 Yeard Years
COST ANALYSIS 1994 1995 1996 1997 1998 1999
Vanable Costs
Administrative 1.625.644 1.963.5587 2.053.540 2,185,745 2.251.580 2.341.246
Marketing 1%0.004 245,445 256.092 209.406¥% 281.447 292,656
Insurance V] ¥] 1 1} 0 1]
Legal and auditing [V} ¥} 0 0 0 i}
Utibities 0 0 0 U 1} 1]
Miscellaneous 0 %} 0 0 V] 0
Other #1 V] 1] V] 4] 0 1]
ther #2 1] 0 0 V] 0 1}
TOTAL VARIARIL COSNTS 1} 0 [V} 1} 0 0
Total Variable Costs 1.¥11.70% 2.209.0u1 2.310.232 2.4258.214 2,533,027 2.633.902
Fianed Costs
Rent [V} 0 0 1} [V} 0
Salanes 600,835 €¢X(.660 701.080 722112 743.776 766,089
Matntenance [V} 1] 0 1} 0 1}
Other 81 0 0 i (W 0 0
Other #2 0 1} 1] 1} 0 0
TOTAL FINXED COSTS 0 1} 0 0 0 0
Total Fined Costs OIS 6R0.6060 701,080 722412 743,776 766,089
Vanable Costs (as a pereent ot sales)
Admnistrative 0% 4 0% 41U 40% 4 0% 4.0%
.\1-\fk¢llllg [T () Svy 1 8oy, 0 8oy [T 0.5%
[nsurance 0 0% 00" (VR 00" [INVAY 0.0%
Legal and auditing 00t 04 [IRTA 0.0 0.0% 0.0%
Utihities (IR VI 0.0% [IXTA 0.0% 00% 0.0%
Miscellaneous 0o W04 004 0.0% 0 0.0%
Other #] 0.0% 0.0% 00" 0.0% 0.0% 0.0%
Other 52 0.0% (0.0% 00" 0.0% 0.0% 0.0%
TOTAL VARIABLE COSTS 00", 0% [XTAM 0% 0.0% 0.0%
Total Vanabhle Costs 444 4.5vy 4 50, 4 5, 4.5% 4.5%
Fixed Costs (percent growth)
Rent [IXILIN 0 0% 00% 0% 0.0%
Salanes 3.0% 30" 30% 3.0% 3.0%
Mauntenance 0.0% [ AT 0.0% 0.0% 0.0%
Other #1 0.0 0.0% 00% 0.0% 0.0%
Other #2 U.0% 0%y 0.0% 0% 0.0%
TOTAL FINEL COSTS 0.0% 0% 0.0% 0.0% 0.0%
Total Fiaed Costs 30" 3 3.0% 3.0% 3.0%
TOTAL VARIABLE COSTS 1.811.70% 2.209.001 2.310.232 2425214 2.533.027 2.633.902
TOTAL FIXED COSTS 660835 6R80.660 701.080 722112 743.776 766.089




Discounted Net Cash Flow Madel

Bulgarian Cement
Piivatization
As of December 31, 1994

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES
IN LONG TERM FINANCING REQUIREMENTS
A INPUTS for Current and Forecasted Long Term Debt Financine
Year | Year 2 Year 3 Year 4 Year §
TOTAL INTEREST PAYMUENTS 1993 1990 1997 1998 1999
Bank Loans 390.174 390,174 W04 190,174 390,174
Debt Instrument #2 u {4 1] 1] 0
Debt Instrument £3 1] 4] 1] V] J
Debt Instrument =4 0 0 1] 0 V]
Debt Instrument =5 0 0 u 0 V]
TOTAL INTEREST PAYMENTS 0174 0174 390,174 390,174 390,174
TOTAL ADDITIONAL DEBT FINANCING
Bank Loans 0 0 0 0 0
Debt Instrument 2 1] 4] ( 0 0
Debt Instrument 3 0 1] 0 1] 0
Debt Instrument #4 u 1] 1] 3} 0
Debt Instrument 55 1] 0 1] 1} 0
[TOTAL ADDITIONAL DEIT FINANCING T 0 0 0 0
TOTAL PRINCIPAL PAYMENTS
Bank Loans 3} 0 0 0 0
Debt Instrument #2 v 0 0 0 0
Debt Instrument #3 0 0 0 0 0
Debt Instrument #4 0 1] 0 0 0
Debt Instrument #5 4} 0 0 0 0
I] OTAL PRINCIPAL PAYMLENTYS 0 0 1] 0 1)
TOTAL ENDING DEBT 1.50u.694 1.500.694 1.560.694 1.560.694 1.560.694
TOTAL CHANGE IN EQUITY FINANCING
New Equity Issues u U 0 0 0
Additional shares issued 0 0 0 0 0
Equity Repurchases y (V] (V] 0 0
"'l‘()'l'AL CHANGE IN LQUITY FINANCING ] 0 0 0 0
EBIT 10 INTEREST 163 S92 7 3 9 2R ll.3ﬁ




Discounted Net Cash Flow Model

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 5

FIXED ASSET AND CAPITAL Current year| Yearl Year2 Year3 Year4 Year$
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999

Net Fined

Fixed Asset Depreciation - Faisting Assets Assets
Depreciation tor short tenn depreciable assels 1} [V} 0 1} 1} 0
Depreciation for medism term deprecrible dssels 13.749.561 916.637 916.637 916.637 916.637 916.637
Depreciation for fong term depreciable assels 2.343.559 78119 78119 7R.119 78.119 78.119

Capital Expenditure Depreciation

Depreciation for short term depreciable assels [ U [} ] 0
V] [¥] [¥] V]
0 0 0
U ]
0
Depreciation tor medium tenn deprecible assets 0.667 0.007 6.667 0,667 0.667
0.007 0.607 0.667 0,667
0.667 6.667 0,607
6.667 6.667
0.607
Depreciation for long term depreciable assets 0 0 [ u 0
0 U 0 0
[V} 1] 4]
0 1]
0
TOUT 23 LOOXOXY  Tuld736  T.021.423  1.028.089

[TOTAL DEPRECINTTON ENPENST.




IMPLEMENTING AN INTERNAL
VALUE CREATION STRATEGY

STEP 2: IDENTIFY VALUE DRIVERS-
OPERATING DRIVERS
COST LEADERSHIP VS. DIFFERENTIATION
STRATEGY EXERCISE

In this exercise, you are to decide whether or not to pursue a cost leadership strategy or a
differentiation strategy for 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.



Discounted Net Cash Fluw Model

Bulgarian Cement
Privatization
As of December 31, 1994

INPUT SECTION

A INPUT Vanable Cost forecasts
Admumustraive

Markeiing

Insurance

Legal and auditing

Utihities

Miscellaneous

Other #1

Other 42

OPTIONAL INPUT TOTAL VARLBLE ¢ OSTSN

IB INPUT for Fixed Cost torecasts
Rent

Salanes

Maintenance

Other #1

Other #2

OPTIONAL: INPUT TOTAL FINED COSTS

C INPUT Current Year Taxes and Forecasted Tas Rates

Curent vear
Variable Costs

INPUT Vanable Costs as a Percent of Sales

Step 1. INPUTS for Product Sales and Current year Yearl Year2 Year3d Yeard Year$§
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999
A INPUT Curent yew YoNd
18 Forecast TOTAL SALES or UNIT SALES (T ar tf)? [W T s selected, proceed to #1811/ s selected, proceed to 21D)
C INPUTS for TOTAL SALES (T forecast
INPUT Current year sales 1]
INPUT Cwrent year cost of gonds suid (or vist ol serace) N
INPUT Sales growth rates tor vears |3 U (%] | U] U 0o V0%
INPUT Cost of goods sold {ur cost of service ) s o percent ol sales for years §-§ U 0% | 0 0%a] [ 0 0%
D INPUTS tor UNIT SALES (L) torecast INPUT
Current yeas
INPUT Product Names and Forecasted Unit Production Units Sold INPUT Forecasted Units Sold
Cement 2.691 3.000 3.0u0 3,008} 3,000 3.000
Lime 20 250 250 350 350 3sv
Asbestcs Cartons 10501 [ u D] 0 0
Nt
Curent ve
INPUT Product Groups-Lint € apacity Lt Capans INFU T Forecasted Uit Capaaty
Cement Vinn Foand Sonnd Yo JaNW) 100
Lime Qi Nt Soi e Uy SO
Asbestos Canans 2o MR Qi 2w 2uou 21,00
INPU L
Current vear [1N93.212
INPUT Unit Sales Prices Unnt 'nices INPUT Forecasted b mt Price Girowth Rates
Cement 12413 4ty Sty NI Sude 50%
Lime 143X Sty Sl o, Uik, 0 )%
Asbestos Canons S12 Uy KICA ape, 0 Q0%
INPLUIT
Current vear
INPUT Product Cost per Unit Cost per Unit INP'UT Forecasted Unit Cost Growth Rates
Cement L0 3 0% I 3% 304 30%
Lime 3,390 1ok 2ty 2 0% 0% 2 0%
Asbestos Cartons A0 510 NS S % S 30%
Step 2. INPUTS for Variable and Fixed Current year Year!  Year2 Yeard Yeard Year3
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999
INPUT

1,625,644 3 8% 3% 135% 3 3% 3 K%
130004 [ 3 (8% [V Q §%)
1] a0y U [( O 0 0%
1l e UiYe [TR0EH U0 0%
i e, irey Uil 0w (10%]
" iy, VRN e, e 0 ()23
W N, ey Y 0%, 00%]
D sy, WU Utivg Gl 0 0%
I 0 u.x«ul nn“,,l ey UO%I 0%
INPEL
Current vear
Fined Costs INPETT Forecasted Fiaed Cast Growth Rates
1] [FXIC [ (0% (IR Ut
o X35 3% Jiva 3% 3 3 (1%
( U )% 110 RIS (0% U 0%
[} Ui U 0% QP 0 °a [
[§] 0% Oy [PCTS 0.05% 0 (%]
f 0 0% O] B} uv..r %[ 0 0%
INPLT
Curent vear
Tax Rate INPUT Forevasted Tax Rates
[ H) v, 41 11°%] 0 0% ] E 40 1P| ) (1%




Discaunted Net Cord Flow Model

Bulgarian Cemer.
f'rnvatization
As ol December 31, 1994

TINPUT SECTION

W
1

)

[Step 3. INPUTS for FORECASTED Depreciation
and Capital Expenditures
INPLT
Cirent Year INPUT
1A INPUT Cument Year Depreciation Expeise l 2011 Exsuie Depreciable
Nt Faed Assets Years
8 INPUT Current Depreciable Assets
IShort depreciable Life (1-3 years) [5] u
Medium depreciable Lfe (6-19 yeary) J1.349 861 14
Long depreciable Lfe (20+) 241 889 Ju
Totai G
INPLT
IC INPUT Capital Expenditures in Divpreciable INPUT Forecasted Capital Expenditures
Years G ) tear 21 Yea Y Jear 4 Year ¢
Jovt | wse [ECH [B5 | 999,
[Short depreciable tife (1-9 years) 1} c 7 J 0 0
Medium depreciable Ll (6-19 yeur,) 14 [ 100.000 (R [ 100, LU0
Long depreciable Ufe (20+) u s o] Uy v 0
Step 4. INPUTS for FORLECASTED Loug Term Financing
A INPUTS for Current and Forecasied b.ong Term Debt Faanang
INPUT Current Year Interest Expense (In Cwmenay) AN
Voar L] e M Vear 1 Vear ©
Hank Loamw ] 5 e T Taves 1999)
INPUT Fued of Vanable (nterest Kate (F ot V) F
INPUT Fued Interest Rate (F) 25 0% INPUT Forecisted Vanable taterest Rates
INPUT Forecasted Vanable inicrest Rates (\) 0 0% 0% U U] U 0 0%
INPUT Begnnng of Yews Ueb!l Balance (Yew | only) 1.500.094 1.S0ou.601 Amyawd i LLSe0.6Nd i.50u.0v4
INPUT Addiuonal Debt 0 0 0] [ G|
INPUT Principsl Paymenu G S o 1] 0
Endung Debt Balance [T Fanuodl {1 Sedavd | ] %00 ovd {800 hd
Debt Instrament #2 ]
INPUT Fued or Vansable Interent Rawe (F or V) ¥
INPUT Fued Interest Rate (F) 0 0% INPUT Foreoasted v anable lnterest Rates
INPUT Forecasted Vanable Interest Rales (V) 0 0% Q%! Q0% 0 0% 0 0%
INPUT DBeguwung of Year Debit Balance (Year | only) 0 U U 3 [
INPUT Additonal Debt C 2 0 [ 0
INPUT Prncipsl Payments ) v 0 0 0
Endung Debt Balance 1 3 ) 1 [
Uebt Instrument 43 ]
INPLT Fued or Vanuble interest Rate (For V)
INPUT Fuxed Interest Rate (1) INPUTT Farevasten s anable biterest Rates
INPUT Forecusted Vanable intetest Rales (V) U Uty PTG U Uy 0 0% U 0%
INPUT Bemuwung of Yesr Debit Balance (Year 1 anlv) ¥ ' [ 1] 0
INPUT Addsuonal Debs 0 . ul [ [}
INPUT Pnncipal Paymenus [ Lt ol 0 0
Endung Debt Balance v N g 1
Debt {nstrument & ]
INPUT Fuxed o Vanable Interest Rate (F or V) F
INPLT Fued Interest Rate (F} 0 Uy (NPUT Foresdstend A anatic futerest Rales
INPUT Torscanted Vanable tnicrest Kaler (V) U] U A T 0 0% 11 0%
INPUT Begnrung of Year Debt Balasve (Year | only) ) ) T [0 ]
INPUT Addibonal Debt o { v y 7] 2
INPUT Principal Paymenus [ U Y 1] 0
Ending Debt Balance ' ' ' [ 0
Debt Insuument #3 ]
INPUT Fued or Vanable interest Rate (For V) 3
INPUT Fued Interest Rate (V) 0 0% INPLUTT Forewasted Vanabie Interest Rates
INPUT Forecasied Vanabie Infcrest Rates (V) U U U Ul [V 0 (P 0 0%+
INPUT Begnnung uf Year Debt Balance (Yeas | only} [} [l u [ 0
INPUT Addibonal Debt b 0 1] 0 7]
INPUT Pnncipal Payments o bl [ 0 U
Ending Debt Balance u U i) [} 0
B INPUTS for Farecasted Equty Funancwng INPUT Ducreet bqun Issues Repuschiases
Year 1} Year 2] 1var V] Year 4] Veas §|
Ty .w;.[ [ESN! T99K] 1999
INPUT New Equity lsrues (In Currency) 0 9 0 0 []
INPUT Equity Repuschases (In Curency) 0 [ 0 0 [}
INPUT Total ghares lssued (Repurchased) 3 [ u 0 0
INPUT Current Shares Outstanding 1,000,000
Step 5. INPUT Valuation Assumiptions
Working vapital/sales 19 6% Cast of Lguin 18 (1%,
Current year wuorkung capital 11,349,249 Fair Mabet Vidne o Non-aperatinm dasets
Rendual Growth Rate o %




Discounted Net Cash Flow Model

Buigarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 1

Current vear Year | Year 2 Year 3 Year 4 Year 3
Discounted Net Cash Flow 1994 1995 1996 1997 199% 1999
Total Sales (PAGE 2) ALBO0. 98 41,311,905 43,222,559 40,243,031 18377941 S0,619.600
Cost of Goods Sold {Cost of Service) (PACLL 2) 36,533,024 36,380,305 317.449.991 19,463,639 40,615,630 41,801,522
N 4 Ny s S 0 ARIKAN N O S2o"
Gross Margin 43331959 4.931.460 5.772.500 0.779.171 7.762,342 K.818.078
s v 13 85 140 16 0% 17 4%
Vanable and Fixed Costs (PAGH: 3)
Total vanable costs 1811708 1,776,414 1.858.570 1.988.450 208,252 2,176,043
Taotal fixed costs 66U X3S X060 701,080 722112 743,770 706,089
Total vanable and fixed costs 2,472,543 1 457,073 2539630 270,503 2,824,027 2942732
1% 2 (" (' (Y 5 yh
Eamings Before Lnterest, Taxes, Depreciation, 1.801.416 24743585 1212910 4.U68.X0Y 4.914.285 5.875.347
and Amoruzation (EBITD.\) a6 o U hEAl (RN 1024 116%
Depreciation (PAGE 5) 962,111 1001423 1.(WK.U8Y 1,014,756 1.021,423 1,028,089
Eamings Before Intzrest and Taxes (ERIT) RYY.305 1.472.9603 2,204,827 054,053 1.910.562 4,847,257
Interest E.;pense (PAGE 4) 1,031,143 3174 390,174 390,174 390,174 90,174
Profit Before Tax (131.838) 1.UR2. 789 1.814,65) 2,663,879 3,526,089 4,457,084
0§ 204 1% (KT8 "3 4 9%
Tax Provision (52.735) ERR R BRI 725,80l 1.065.552 1.410.676 1,782,833
Profit After Tax (79.10%) 049.074 1LOKE 792 1.39K.32% 2416013 2,674,250
TR 1o 2 A i L LN
Free Cash Flow
Profit After Tax 049.674 1.UKK, 792 1.598.32% 2116013 2,674,250
Deprectauon 1001423 140K, 089 1L.U14,750 1.021.423 1.028,089
Additional working capital requirements (87.210) (374.470) (592.012) (418.443) (439.36%)
Capital investment (100.000) {100.0600) {100,000} ( 100,00k (10,000
Additional Debt Financing 0 0 0 0 0
Principal Payments u 0 1 U 0
Changes i Equity Financing 1] 0 0 0 0
Free Cash Flow 1.463.8X0 1,622,405 1,921,071 261X.993 3,162,975
Present Value Factor 0 8607 0.6375 0.4722 0.3498 0.2591
Present Value of Cash Flow 1.259.907 1,034,329 907,213 916,149 819,585
Residual Value 8.168.891

Sum ot P - zent Value ol Cash Fiows
Present Va, se of Residual
Preliminary Value
Working capital (deliciency) sumlus
Non-operating assels

Equity value indication
Total shares outstanding

Equity value per share

4.937.1%2
2,116,709
7.053,891
4,339,320

500,000

11,893.212
1,000,000

11.89

"~

—

pr
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Discounted Net Cash Flow Model
Buigarian Cement

Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 2

[ ————

SALES AND COST OF GOODS SOLD Current year Year | Year 2 Year 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 1999
Unit Production

Cement 2.691 3,000 3000 3.000 3.000 .00

Lime 200 250 250 150 asu 350

Asbestos Cartons 10,500 U 0 1] [{] 0
Unt Capacity

Cement 3,000 3,000 3.0 .000 3.000 3,000

Lime 500 Su0 S0 S SO0 500

Asbestos Cartons 21,00t 21,000 21,000 21,000 21,000 21,000
Percent of Capacity

Cement 89 Tva 10 OV [RUIRTL [TUTRS 100.0% 100.t%

Lime 2ot 56 {1va S0, T0 08, Tt T0.0%

Ashestos Cartons St vy, 1My 0o 0.0% 0.0%
Prce per Unut

Cement 12413 12,910 13,555 14.233 14,944 15.692

Lime 10,438 10,334 10,230 10,128 10,128 10,128

Asbestos Cartons 512 512 512 512 512 512
Total Sales by Product

Cement 31403383 IR T2K.500 40,604,988 42.6Y8.237 44833149 47,074,807

Lime 2.087.000 1583408 255157 1544793 1.544.793 1,544,793

Asbestos Cartons 8. 376,001 \] 0 0] [{] 0
Cost per Unit

Cement 11.064 11,396 11.73% 12.090 12,453 12,826

Lime 8,599 8.7 8,940 9.125 9.308 9,494

Asbestos Canons 480 504 519 556 5¥3 613
Total Costs by Product

Cement 29,773,224 34,187,760 15,213,393 16,269,795 17,357,888 38,478.625

Lime 1,719,800 2192745 2,236,600 3,193,865 3,287,742 3,322,897

Asbestos Cartons 5,040,000 4] 0 0 Q 0
Profit per Unit

Cement 10.9% 11.7% 13.4% 15.1% 16.7% 18.3%

Lime 17.6%) 15.1% 12.5% G 9% 8.1% 6.3%

Asbestos Cartons 6.3% (1.0% 0.0% 0.0% 0.0% 0.0°%
TOTAL SALES HL866.9K3 41,311,903 43,221,339 46,243,031 48,377,943 50,619,0tH)

[TOTAL COSTS OF GOODS SOLD (COST OF SERVICE) 36,533,024 36,380,508 37 449,990 10,461,659 40,615,630 41,801,522
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Discounted Net Cash Flow Model

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 3

VARIABLE AND FIXED Current year] Yearl Year2 Year3 Year4 Year$
COST ANALYSIS 1994 1993 1996 1997 1998 1999
Vanable Costs
Administrative 1,625,644 1.569.855 1.642.457 1,757,235 1.838.362 1,923.545
Marketing 186.064 206,560 210,113 231.218 241.890 253.098
Insurance 0 U 1 0 0 0
Legal and auditing 0 0 0 4} 0 0
Utilities 1} 1} 0 0 0 0
Miscellancous 0 0 0 0 0 0
Other #] 0 0 0 0 0 0
Orher #2 0 0 0 0 0 0
TOTAL VARIABLE COSTS 0 0 0 0 0 0
Total Variable Costs 1.811.70% 1.776.414 1.X5R.570 1.9%8.450 2.080.252 2.176,643
Fixed Costs
Rent 1] 7] ¥ 1] ¢ 0
Salaries 0600833 ORU.OON Tol.080 722012 743.770 766,089
Maintenance [§] {] ¥l §] [§] 0
(ther #1 0 0 0 0 0 0
Other #2 V] 0 0 [¥] 0 0
TOTAL FINED COSTS 1} 3} 1} 0 0 0
Total Fined Costs [TTERE 6RU.LOU 701.0%0 722112 743.776 766.089
Vanable Costs (as a percent of sules)
Administrative 404 3 8% 3.8 3.8% 3.8% 3.8%
Marketing 0.5% 0.5% 0.5% 0.5% 0.5% 0.5%
Insurance 0.0% 0.0% 2.0% 0.0% 0.0% 0.0%
Legal and auditing 0.0% 0.0 0.0% 0.0% 0.0% 0.0%
Lilities (.0% 0.0% 00% 0.0% 0.0% 0.0%
Miscellaneous 0.0% 0.0% 0.0 0.0% 0.0% 0.0%
Other #1 1.0% (.0% 0.0% 0.0% 0.0% 0.0%
Other #2 0.0% 0.0% 0.0% 00% 0.0% 0.0%
TOTAL VARIABLE COSTS 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Total Variahle Costs 4.4 4.3% 4.3% 4.3% 4.3% 4.3%
Fixed Costs {percent growth)
Rent 0.0% 0.0% 0.0% 0.0% 0.0%
Salaries 3.0% 3.0% 3.0% 3.0% 3.0%
Maintenance 0.0% 0.0% 0.0% 0.0% 0.0%
(her #1 0.0% 0.0% 0.0% 0.0% 0.0%
Other #2 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL FINED COSTS 0.0% [JRIAM 0.0% 0.0% 0.0%
Total Fixed Costs 3.0 30" Y0V 30% 3.0%
TOTAL VARIABLE COSTS 1.811.708 1.770.414 |.XSK.570 1.UKK. 450 2.080.252 2.176.643
r_|'l()TAL FINED CON'TS 060.%38 6X0.660 701,080 722012 743.776 766,089




Discounted Net Cash Fluw Model OLITP UT SECT[ON PAGE 4

Bulgarian Cement
Privatization
As of December 31, 1994

FORECASTED INTEREST PAYMENTS AND NET CHANGES
IN LONG TERM FINANCING REQUIREMENTS
A. INPUTS for Current and Forecasted Long Term Debt Financing
Year | Year 2 Year 3 Year 4 Year §
TOTAL INTEREST PAYMENTS 1993 1996 1997 199% 1999
Bank Loans 390.174 390,174 Vo174 390,174 390,174
Debt Instrument 42 0 0 1} 0 0
Debt Instrument 43 1} 1] 1} 0 0
Debt [nstrument #4 [1} 0 1} 0 0
Debt Instrument #5 1] 0 0 0 0
['l'( ITAL INTEREST PAYMENTS 0174 174 90,174 W0 174 0174
TOTAL ADDITIONAL DEBT FINANCING
Bank Loans 1] 1] ] ] 0
Debt Instrument 52 1] 1] [¥] 0 0
Debt Instrument #3 1} 0 0 0 0
Debt Instrument #4 ) 0 0 0 0 0
Debt Instrument #5 0 0 0 0 0
TOTAL ADDITIONAL DEBT FINANCING ] 0 0 0 1]
TOTAL PRINCIPAL PAYMENTS
Bank Loans [1} 0 0 0 0
Debt Instrument #2 0 1] 0 1} 0
Debt Instrument #3 0 0 0 0 0
Debt Instrument #4 0 0 0 0 0
Debt Instrument #8 0 0 0 0 0
||’l’()TAL PRINCIPAL PAYMENTS Y] 1] 0 0 0
TOTAL ENDING DEBT 1.560.694 1.560.694 1.561.694 1.560.694 1,560,694
TOTAL CIIANGE IN EQUITY FINANCING
New Equity Issues 0 v 0 0 0
Additional shares issued 1] 0 0 0 0
Equity Repurchases 0 ] 0 0 0
TOTAL CHANGE IN EQUITY FINANCING 0 0 0 0 ]
EBIT to INTEREST LS 563 783 10.04 12.42




Discounted Net Cash Flow Model

Bulganan Cement
Privatization
As of December 31. 1994

OUTPUT SECTION PAGE 5

FIXED ASSET AND CAPITAL Currentyear] Yearl Year2 Year3 Yeard Year$
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999
Net Fined
Fixed Assct Depreciation - Existing \ssets Assets

Depreciation for shert temm depreciahle assets 0 0 0 0 0 0
Depreciation for medium term depreciable assets 11.749.561 916.637 916.637 916.637 916.637 916.637
Depreciation for long term depreciable assets 2.343.559 78.119 78,119 78,119 78.119 78.119

Capital Expenditure Depreciation
Depreciation tor short teni depreciable assets 0 1} 1] 1] 0
1 0 0 0
4] 0 0
) 0
0
Depreciation for medium term depreciable assels 0007 6.067 6.667 0.667 6.067
0.607 6.667 6.667 6.067
6,607 6.667 6.667
6,667 6.667
6.667
Depreciation for long term depreciable assets [ [l [i] 0 0
V] 0 0 [{]
0 0 0
0 0
0
TOTAL DEPRECTATION EXPLNSI. PouT 423 LOOKOXY 1014736 1.021.423 1,028,089

A
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Discounted Net Cash Flow Mudel

Bulgaran Cement
Privatization
As of Deceriber 31, 1994

INPUT SECTION

A INPUT Cusrent year
B Forecast TOTAL SALES or U'NIT SALES (T ar U0y’

C INPUTS fer TOTAL SALES (T) forecast

INPUT Current year sales

INPUT Currenl year cost of goads sald {0 cost of servive)
INPUT Sales growth rates for years -5

INPUT Caost of goods sold (or cost of senvice) as a pereent of sales for vears |3

Step 1. INPUTS for Product Sales and Current year Yearl Year2 Yeard Yeard Yeur$
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999
T4

Y (I T s selested, pre

weed to 810 11 s selected, proceed to 810D)

U

U] U] | u0%

o]

U] U 0% huva] 08

D INPUTS for UNIT SALES (1)) forecast

INPUT Product Names and Forecasted ant Prodoction
Cement

Lime

Asbestos Cartons

INPUT Product Groups-Unit Capacity
Cement
Lime
Asbestos (antons

INPUT tUnut Sales Pnces
Cement
Lime
Asbeslos Cantons

INPUT Product Cost per Unit

INP'ETT
Cunent yess
b nits Sold

INPUT Forecasted Units Sold

29l 30000 BIUEN Y 3,000 3.000)
200 v 2N 30 128 328
Ju, Sine " U v b
INPL ]
Cunent vear
Lant Capaciiy INT'ETT Farecasted Unit Capacity
T 3000 IR0 3000 3.000) T, 0UM
Son Siu S Sty S00 500
21,000, N 210y M 21000 21,00
INPUT
Cument vewr 11,648,240

Unit Prices

INPUT Forecasted Unit Prive Girowth Rates

12413 4% St S0 S04 5 0%
TU43N 3% 304 3 (e 30 3 (%]

512 00y 0¥, O, 0% 0%
INPUT

Current vear
Costper Unit

INPUT Forecasted Unit Caost Growth Rates

A INPUT Vanable Cost torecasts
Admunustraive

Markeung

Insurance

Leyal and audiung

Utilitses

Miscellancous

Other #1

Other 42

OPTIONAL: INPUT TOTAL VARLABLE ('OSTS

B INPUT for Fixed Cost forecasts
Rent

Salanes

Mainteiwince

Other #1

C(ther #2

OPTIONAL INPUT TOTAL FINED COSTS

C INPUT Current Year Taxes and Forecasted Tax Rates

Cement T1.064 S0 10, 0% T0% 30%

Lime 8,399 3 Ut 3 3 0% 3.0% 1 0%

Asbestos Cantons 480 S 0% 5 0% 3 ) 3R 5%

Step 2. INPUTS for Variable and Fixed Current year Yearl Year2 Year3d Yeard  Year$

Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999
INTUT

current year
Varshle Cosls

INPUT Variable Costs as a Percent of Sales

L0258 410 EXY 40% 4 U% 3 0%

Inogiemd 20, 2N (5%, 1) 8% 0 3%

n [T 0O Uy H1Pe 0%

" [ [ACES [N U e 0.0%

1] uky G0 0% 0w (1 0%

0 iy Oirg [T [N 0 ()%

V] V% e U 00% 0.0%

1) [ [ 01l 0).0% 0 0%

f ] 5 o] 007 3| U U%a] 0.0%)|
INPUT

Current year
Fixed Costs

INPUT Forecasted Fixed Cost Growth Rates

[}] s U 4 (1% XY 00%

DGR 3% 300, 3 0%, 3.1 30%

1] 0% 0.0)% O 0 0% 0.0%|

[} Ui U 0% 00% 0 (P 0 0%

1] Uil [TRGA [EETS U % 0 0%

r [{] uu)‘e.,l U(J“-ol u(m] un%[ 0 085
INPLTY

Cumrent vear
Tax Raw

INPUT Forecasted Tas Rates

| PTG 3010,

41 0%] E| 01| ETITER




Discounied Net Cash Flow Madel

Bolperian Cemen

Praseluation

As of December 35, 1994

S INPUT SECTION

Step 3. INPUTS lor FORECASTCD Depreciation
and Capital Expenditurcs
INPLT
Cument Year INPLT
LA INPUT Current Yeas Deprecianon Expense vo2.0 01 Eusting Dieprevialide
Net Faed Assels Yew>
B INPLT Cusmrent Depreciable Assels
IShort depreciable Lfe (1-$ years) [ U
Medium depreciable Lfe (6-19 years) 13Ty S0l [
Luong depreciable Lfe (20~) 218 W
Totl [EERANY
INPUE
IC INPLUT Capital Expenditwes ui Thepeaiable INPUT Forecasted Capual Expendiiiges
Nwars Year 1] e 2 Year b Near } Yoar b
e iNvn [ NN | 9n
IShort depreciable Life (1-5 years) 0 0 C 0] ) 0
Medium depreciable ble (6-19 years) 13 Lot UGy 100,00V 16U 100,004 100400
Long depreciablie Lfe (20+) [ v u v 0
e
Step 4. INPUTS for FORLECASTED Long Term Financing
lA. INPUTS fur Current and Forecasted Long Term Debt Fuianang
INPUT Current Yeas Interest Expense {In Currency) 1.031.14}
Veat 1] Yew 2] Veur YVear 4] Year
[Bank Lomw ] Toas] T99n] ] Toon] Tows
INPUT Fued or Vanable interent Rate (F or V) I F
INPLUT Fued Interest Rate (F) 28 Uve INPUT Furevasted Vanable Interest Rates
INPUT Forecasted Vanable interest Raies (V) 1) 0% 0 0% Uyt G0 0 0%
INPUT Beginrung of Yeas [ebt Balance (Year 1 onlvy {. 3o, 694 1,50y 094 1,560,094 1St oed 1,500 694
INPUT Additonal Debt [i] [} [0 ) [i]
INPUT Principal Paymients i [} [0 0 U
Ending Debt Balance 1,400 A1 1Ay s | Se0ovd [T 1.Aey 694
Debt Instrument #2 ]
INPUT Fuved or Vanabie Interest Rate (Far v t
INPUT Fuxed Interest Rate (F) () 0% INIT Potecastes] Vanabie Interest Kales
INPUT Furecasted Vanable interest Rater (V) 0% 0 (% G (¥ Uile Q0%
INPUT Beguuung of Year Debt Balanve {Year § onhi 0 [ N O 0
INPUT Addivonal Debt G Y [{ [0 0
INPUT Prusicipal Payments u Uy u 0 0
Ending Debt Balance 0 Uy U U [}
Debt fnstrament 43 ]
INPUT Fixed or Vanable Interest Raie (F or V) F
INPUT Fued Interest Rate (F) Ry INPUT Forecasted Vanable fnterest Rates
INPUT Furecasted Vanable Interest Rates (V) J (% U 0% 0 0% 0 0% 0 0%
INPUT Begannuig of Year Debi Halunce (Year | ondy ) 0 i) ] [ 0]
INPUT Addiuonal Debt 0 0 1] 0 )]
INPUT Pnacipal Paymients 0 [i] [ u 0
Ending Debr Balance 1] 0 ( y 1]
Debt lastrument #4 }
INPUT Fued or Vanable [nterest Rate (F or \) ¥
INPUT Fued interest Rate (F) Q0% INPUT Fosecasted Vanable Intervst Kates
INPUT Forecasted Vansble interest Rates tV) ) U 0% Oty 004 0 0%)
INPUT Begaruung of Year (ebt Halance (Year | only) Q u ] [N 1]
INPUT Additicnal Debt 0 0 1 0 0
INPUT Pancipal Payments 0 0 [i] 1] 0
Ending Debt Balance 0 0 0 0 0
Debt Instrument ¥3 }
INPUT Fued or Yanable Interest Rate (For V) F |
INPUT Fuxed [nterest Rate (F) I 0 0% INPUT Forecusted Vanable Interest Rotes
INPUT Forecasted Yanable interest Rates (V) U0 0 0% 0% 0 0% 0 0%
INPUT Beguuung of Yeur Debt Balance (Year | only) 0 [ 0 0 0
INPUT Addiuonal Debt 0 [ ) 0 0
INPUT Pnncipal Payments 0 [] 1) 1] 0
Ending Debt Balance 1 1 n 0 1
B. INPUTS for Forecasted Equuty Fuianang INPUT Uisreet Equity Loies Kepoual aaer
Yo | Vear 2| Vear V] Ve 1Y Yuar $
|~au<l Tesn| 1ot | 1w T3y
INPLT New Equity lssuer (In Cumeiy) 0 G 1] 1] 0
INPLUT Equity Repuschases (In Cumrency) [ '] i [ "]
INPUT Total Shages Isaued (Repurchased) 13 [ U 0 ]
INPUT Current Shares Outstanding 1.000.000 ¢

Step 8. INPUT Valuation Assumptions

Working cspital/sales

19 6%

Cuwrent yewr workung capital

12,149,249

Rendual Growth Rate

0.

Cost of Equity
Fair Market Value of Nop-aperaling asvets
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Discounted Net Cash Flow Mudel

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 1

Non-operating asscts
Equity value indication
Total shares outstanding

Equity value per share

S00.0010

11.648.240

1000000

11,035

Current year Year | Yeur 2 Year 3 Year 4 Year 5
Discounted Net Cash Flow 1994 1993 1996 1997 1998 1999
Total Sales (PAGE 2) 10,866,983 EYRICER 3R] 43433407 40,120,003 48,651,269 S1.007.470
Cost of Goods Sold (Cost of Serace) (PAGL: 2) 36,533.024 30,130,293 317,494,006} IU.0KX. 702 40,503,320 41.718.419
Wi VG, S de 7SS 34k ¥ 5%
Gross Margin 4,331,959 4.957.517 5,939 344 7030 X.147.949 9, 289,051
10 8% 12 1% 13 182% JI3H 1826
Variable and Fixed Costs (PAGE 3)
Total vanable costs 1,811,708 2,465,629 2,600,004 2,075,400 2,189,307 2,295,336
Toul fixed costs 660,835 680,600 701,080 722,112 743.776 766.089
Total variable and fixed costs 2,472,543 3,140,289 3,307,084 1797,512 3,933,083 1001,428
ol 5 T, 014 6 0% ¢ 04
Eamings Betore Interest, Taxes, Depreciaion, 1,861,410 1,811,229 2,632,200 4,233,788 5.214.8067 6.227.626
and Amontization (EBITDA) do% 434 ol 92 100 122
Depreciation (PAGE §) 962,111 Loot. 423 1008, (089 1.U14.750 1,021,423 1,028,089
Eamings Before Lnterest and Taxes (EBIT) 99,305 KUY KOG 1624170 1219032 4193444 5,199,536
Interest Expense (PAGE 4) 103,143 90,174 174 0174 00174 00074
Profit Before Tax [ARIR R4 DX [RERRVA 2 XINNSX L0320 4,809,363
b Lt AR ol T v Joe
Tax Provision (52.715) 167.853 493599 113,543 1.521. 018 1.923,745
Profit After Tax (79.103) 251780 RETIR DT 1.697.315 2,281,962 2.885.618
-0 2% ran ;e [ PRt T
Free Cash Flow
Profit After Tax 251.7%0 740.39K 1,697,315 2.281.902 2,885,618
Depreciation L0423 LUOR AIRY 1.014.750 1.021,423 1,028,089
Additional working capital requirements (44.458) (43%.501} (520,573) (496,128) (461,815)
Capital investment (100,000) (100 (100,000) (100,000) (100,000)
Additional Debt Financing 3} U 0 0 1]
Principal Paymients 0 ] \] 0 0
Changes in Equity Financing 0 u 0 0 0
Free Cash Flow 1,108,744 b ixya2? 2.085,49% 2,707,257 3,351,892
Present Value Faclor 1 Re07 t6l7s (14722 0.3498 1.2591
Present Valuc of Cash Flow 954,255 75%.012 944,862 947,025 868.536
Renduat Value 8,859,415
Sum of Present Value ot Cash Flows 4,513,290
Present Value of Residual 2,295,636
Preliminary Value 6,808,920
Working capital (deliciency) surplus 4,339,320
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Discounted Net Cash Flow Model

Bulgarian Cement
Privatization
As of Decembuer 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST Or GOODS SOLD Current year Year | Year 2 Year 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS 1994 1993 1996 1997 1998 1999
Unit Production

Cement 2.091 J.000 J.uon 3.000 3.000 3,000

Lime 200 220 250 o0 125 328

Asbestos Cartons 10,500 1] 1} 1] 1] 0
Unit Capacity

Cement J.ou XU RX1E] kN1 3000 1000

Lume S0 500 Sou St S0t 500

Asbestos (Cartons 25000 21000 21,00 21000 21000 21,000
Percent of Capacity

Cement LU 100 aey, 1600.0%: 100 Yy 100.0% 100.0%

Lime RTINTEN RENILM 50.0% Ol 0%y 05.0% 65.0%

Asbestos Cartons S00%, 0w, 0% [{X1Y 0.0% (.0%
Price per Unnt

Cemient 12,413 12,910 11.555 14,233 14,944 15,692

Lime 10,438 10,751 11,074 11.400 11,748 12,101

Asbestos Cartons 512 512 512 512 512 512
Totat Sales by Product

Cemient 33,403,383 I8.72K.560 44).664,98% 42,698,237 44,833,149 47,074,807

Lime 2,087,000 2,305,251 276%.419 3421705 1818120 1,932,603

Asbestos Cartons 5.376.000 1] 1] 0 0 0
Cost per Urul

Cement 11,0064 11.390 11,738 12,090 12,453 12,820

Lime X.599 X.857 9,123 9,396 9.67% 9,969

Asbestos Cartons 480 504 529 556 583 613
Total Costs by Product

Cement 29.773.224 34,187,760 35,213,393 36,269,795 37,357,888 18,478,625

Lime 1.719,8t0 1,948,533 2281670 2R18.908 L5431 3,239,794

Ashestos Cartons 5.040.000 i] 1} \] 0 Q
Profit per Unut

Cement 10 94, 11.74% 13 4% 151" 16.7% 18.3%

Lime 17 6%, 17 6% 17 6% 17.6% 17 6% 17.6%

Asbestos Cartons 0.3 0y [TRTE 0 (%0 0.0% 0.0%

40.X066.9K 41.093.%11 43430407 46.1200003 48,651,269 51,007,470

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

16.531.024

30,136,293

37,494,063

39,088,702

4L,503,320

41,718.419




Discounted Net Cash Flow Model

Bulganian Cement
Privatization
As of December 31, 1994

ouTPUT SECTION PAGE 3

VARIABLE AND FIXED Currentvear] Year!l Year2 Year3 Yeard Years
COST ANALYSIS 1994 1993 1996 1997 1998 1999
Variable Costs
Administrative 1.625.044 1.643.752 1.737.336 1.844.800 1.940.051 2.040.299
Marketing 186.064 821.876 K0K.60K 230,000 243.256 255,037
Insurance 0 0 0 0 0 V]
Legal and auditing ] 0 0 %} 0 0
Unilities () 1} ] 0 0 0
Miscellaneous u 1} 0 ] 0 0
Oher # V] Y] () Y] () 4]
Other #2 0 [¥] (3 V] V] 0
TOTAL VARIABLE CONTS ] u 0 { 0 0
Total Varable Costs LXTET0N 2.403.629 2.006.004 2,073,410 2,189,307 2.2958.330
Fined Costs
Rent 4} 1] 0 1) ] U
Salanes [AVRRN OXU.000 Ful.0%0 722112 743.776 766.089
Maintenance 0 1} 1] 0 0 0
Other #1 7} u 0 0 0 0
Other #2 0 0 0 0 V] 0
TOTAL FINED CQOSTS 0 0 0 U 0 0
Total Fined Costs 600,838 680,060 T01.0%0 722,112 743.776 766,089
Variable Costs (ax a percent of sales)
Administrative d.00y J0% 4.0% 4.0% 4 0% 4.0%
Markeling 0.5%, 2.0% 2.0% 0.5% 0.5% (.5%
Insurance 00" 0.0% 0.0% 0.0% 0.0% 0.0%
Legal and auditing 0.0 0.0v 00" 0.0% 0.0% 0.0%
Utilities 0.0% 00" 0.0% U.0% 0.0% 0.0%
Miscellaneous 0.0% 0.U% 00" 0.0% 0.0% 0.0%
Other #1 [TV 0% U.0% 0.0% U.0% 0.0%
Other #2 0.0% 0.0% 00% 0.0% 0.0% 0.0%
TOTAL VARIABLE COSTS 0.0% 0.0v 0.0 0.0% 0.0% 0.0%
Total Variable Costs 44" 6.0 6.0" 4.5v 4.59 4.5%
Fixed Costs (percent prowth)
Rent 0.0% 00%a 00"a 0.0% 0.0%
Salaries RETEM RRIEM REICH 10% 3.0%
Maintenance 00" [tXIEM 0.0% 00% 0.0%
Other #] 00" 00" 0.0% 00% 0.0%
Other 22 00" [T 00y O 0% 0.0%
TOTAL FINED COSTS [TATE 0.0% 0.0% 0.0% 0.0%
Total Fixed Costs KN LTI 30" Y 0% 1.0%
TOTAL VARIABLE COS'TS 1LY L70N 2.465.629 2.606.004 2.075.400 2.189.307 2.295.336
EAL FINED COSTS 006U.X38 0X0.660 701.0%0 722.112 743,776 766.089




Discounted Net Cash Flow Modcl

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES

IN LONG TERM FINANCING REQUIREMENTS

A. INPUTS for Current and Forecasted Long Term Debt Financing

Year | Year 2 Year 3 Year 4 Year §
TOTAL INTEREST PAYMENTS 1y93 1990 1997 1998 1999
Bank Loans 390,174 vy 74 Vo4 390,174 190.174
Debt Instrument #2 1} V] 1] 0 U
Debt Instrument =3 1] V] \ 1 0
Debt Instrument 74 8} 1] 1] 1} 0
Debt Instrument 45§ U 1] 1] 1] 0
TOTAL INTEREST PAYMINIS 174 Wwu 174 0174 W 174 190174
TOTAL ADDITIONAL DEBT FINANCING
Bank Loans 0 1} 0 0 0
Debt Instrument #2 0 1} 0 1} 0
Debt Instrument #3 0 0 0 0 0
Debt Instrument =4 4] 0 0 0 0
Debt Instrument #5 [¢] 0 0 0 0
[TOTAC ADDITIONATL DEBT FINANCING 0 0 0 0 0
TOTAL PRINCIPAL PAYMENTS
Bank Loans 0 0 1} [1} 0
Debt Instrument #2 0 0 [t} 0 0
Debt Instrument #3 0 7] 0 0 0
Debt Instrument 24 0 1} 1] 0 0
Debt Instrument #5 0 0 1} 0 0
“’l'()'l'.»\l. PRINCIPAL PAYMENTS 0 N 0 0 0
TOTAL ENDING DEBT 1.560.694 1.500.694 1.560.694 1.560.694 1.560.694
TOTAL CHANGE IN EQUITY FINANCING
New Equity lasues 0 U 0 0 0
Additional shares 1ssued 0 V] 1] 0 0
Equity Repurchases 0 0 0 0 0
ITUTAL CHANGE INEQUITY FINANCING 0 0 0 [1] 1]
EBIT to INTEREST 208 4.16 8.2 10.75 13.33




Discounted Net Cash Flow Maodel

Bulganan Cement
Privatization
As of December 34, 1994

OUTPUT SECTION PAGE §

FIXED ASSET AND CAPITAL Currentyear| Yearl Year2 Year3d Year4 Year5s
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999

Net Frved

Fixed Asset Depreciation - Existing Assets Assels
Depreciation for short tenn depreciable assels v} (} ] 0 0 U
Depreciation for medium term depreciable assets 13.749.561 916.637 916.637 916.637 916.637 916.637
Depreciation tor long term depreciable assels 2,343,559 78.119 78,119 78.119 78.119 78119

Capital Expenditure Depreciation

Depreciation for short term depreciable assets u u 0 U 0
3} 0 0 0
0 0 0
0 {)
¢
Depreciation for medium termm depreciable assets 0.007 0.667 0.667 6.667 0.667
0.0067 0.067 0.667 6,067
0.667 6.067 6.607
0.667 6.007
6.667
Depreciation for long term depreciable assets 1) 0 () 0 i
U 0 0 0
0 U U
0 Y
0
LOULA2Y  TOOX0XY 1014756 1.02T.423  1,028.089

[TOTAL DEPRECIATION ENPENSE,




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 inproving receivables, inventory, and accounts
payable management. By assuming improved receivatles, 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

>



XYZ Company
Net Working Capital Analysis

Historical Forecasted
For the periods ended December 31, 1992 1993 1994 |3 Year Avg 1995 1996
Sales 130,853 166,897 138,767 150,000 160,000
100.0% 100.0% 100.0% 100.0% 100.0%
Cost of goods sold 68.812 86,830 70,979 80,000 90,000
52.6% 52.0% 51.1% 51.9%] 53.3% 56.3%
Current Assets
Cash 7,559 8,197 8,595
Accounts receivable 17,465 34,724 24,553
Inventory 21,757 20,477 23,896
Prepaid expenses 2,273 2,085 2,853
Total Current Assets 49,054 65,483 59,897
Current Liabilities
Accounts payable 11,151 7,705 16,900
Accrued expenses 16,109 18,927 21,665
Total Current Liabilities 27,260 26,632 38,565
Net Working Capital 21,794 38.851 21,332 l
Net Working Capital/Sales 16.7% 23.3% 154% 184%
Historical
Ratios 1992 1993 1994 Goal
Cash 10,000 NET WORKING CAPITAL - CONCLUSION
Receivable turnover 7.49 6.40 4.68 6.19 7.00
Avg Collection Peiiod 48.05 56.29 76.89 60.41 METHOD 1995 1996
Inventory turnover 3.16 4.11 3.20 3.49 5.00 RATIOS |
Prepaid expenses/Total sales 1.7% 1.2% 2.1% 1.7%
% OF SALES | [
Payables turnover 6.17 9.21 5.77 7.05 6 00
Payables period 58.34 39.09 62.40 53.27
Accrued expenses/Total sales 12.3% 11.3% 15.6% 13.1% 13.1%




XYZ Company

Net Working Capital Analysis

Historical Forecasted
For the periods ended December 31, 1992 1993 1994 {3 Year Avgl 1995 1996
Sales 130,853 166,897 138,767 150,00) 160,060
100.0% 100.0% 100.0% 100.0% 100.0%
Cost of goods sold 68,812 86,830 70,979 80,000 90,000
52.6% 52.0% 51.1% 51.9%' 53.3% 56.3%
Current Asscts I
Cash 7,559 8,197 8.595 10,000 10,000
Accounts receivable 17,465 34,724 24,553 21,429 22,857
Inventory 21,757 20,477 23,896 16,000 18,000
Prepaid expenses 2,273 2,085 2,853 2,900 2,900
Total Current Assets 49,054 65,483 59,897 50,329 53,757
Current Liabilities I |
Accounts payable 11,151 7,705 16,900 13,333 15,000
Accrued expenses 16,109 18,927 21,665 19,650 20,960
Total Curreni Liabilities 27,260 26,632 38,565 32,583 35,960
EWorking Capital 21,794 38,851 21,332 17,345 17,797
Net Working Capital/Sales 16.7% 23.3% i5.4% 18.4%
Historical
Ratios 1992 1993 1994 Goal
Cash 10,000 NET WORKING CAPITAL - CONCLUSION
Receivable tumover 7.49 6.40 4.68 6.19 7.00
Avg Collection Period 48.05 56.29 76.89 60.41 METHOD 1995 1996
Inventosy tumover 3.16 4.11 320 3.49 5.00 RATIOS | 17,345] 17,797
Prepaid expenses/Total sales 1.7% 1.2% 2.1% 1.7%
% OF SALES | 11.6%] 11.1%
Payables tumover 6.17 9.21 5.77 7.05 6.00
Payables period 58.34 39.C9 62.40 53.27
Accrued expenses/Total sales 12.3% 11.3% 15.6% 13.1% 13.1%




Discounted Net Cash Flow Model

Bulgaran Cement
P’rivatization
As of December 31, 1994

INPUT SECTION

Step 1. INPUTS for Product Sales and
Gross Margin FORECASTS

Current year
1994

Year |
1995

Year 3
1227

Year2
1996

Yeard

1998

Year$§

1999

A INPUT Curment vear
B Forecast TOTAL SALES or UNIT SALES (T or Li)?

C INPUTS tor TOTAL SALES (T) torecast
INPUT Current yvear sales
INPUT Current year cost of gnods suld (or cost of service)

Ptred

I L
i
0

(10T s selected. proceed ta 8 1¢, 1 L s selected, proceed 1o #1D)

A INPUT Vanable Cost forecasts
Admirustrauve

Markeung

insurance

Legal and auditing

Unlihes

Misceljaneous

Other #1

Other #2

OPTIONAL: INPUT TOTAL VARLABLE (ONTS

B INPLT for Fixed Cost furecasts
Rent

Szlanes

Mantenance

Other #1

Other 42

OFTIONAL: INPUT TOTAL FINED CONTS

C INPUT Current Year Taxes and Forecasted Tas Rates

Current vear
Variable Casts

INPUT Sales growth rates for years 1-§ U b | U 0%] U.0%] 0 0%
INPUT Cost ol goods sold (or cost of senvice ) as a percent ol sales for years 1.3 (uve] U %] 1) %} 1) W] 0%
D INPUTS for UNIT SALES {17 furecast INPU
Current vear
INPUT Product Names and Forecasted Unit Production Unas Sald INP'LTT Forecasted Units Sold
Cement 209l 34400 3,000) 300 3,000 3,000
Lime 200 259 250 350) 350 350
Asbestos Lantons 1u.300 ‘ u ] U [f)
INPUTE
Curment veas
INPUT Product Groups-Unit Capicity Fant ¢ apaaiy INPUT Forecasted Uit Capacity
Cement Tthw 3N 3000 JaHns .0umy 3.000
Lime Sone W Sek SNt A00 300
Asbestos C'artons 21 N 21000 21,0 21000 21,00
N
canent yea P47t
INPUT Unit Sales Prices Uit Prives INPET Forecasted Unit Price Growth Rates
Cement 12413 4 . Mg S0% S W% § 0%
Lime jodin A, Sl BN U)o 0 1%
Asbestas Canons 512 o, o, [T g 00%
INPUT
Current vear
INPUT Product Cost per Unnt Costper bt ST Forecasted Uit Cost Growth Rates
Cement biui~ 3% 3o 3 30% 310
Lime Ny BRI 2 20% 2% 0%
Asbestos Cartons 4800 M0, S S NP 30%|
Step 2. INPUTS for Variable and Fixed Current year Yearl Year2 Year3d Yeard Year$
Costs and Tuxation FORECASTS 1994 1995 1996 1997 1998 1999
INFLTT

INYUT Variable Costs as a Percent of Sales

123, (d I A% 3 ¥% 3 8% 3 8% 3 8%
(R A, [ORETS 082 5% U 5%
v e Gy U % O00% ) U%)
M [CIGY Uty (WX, 0 (4
o iy, iea e () )8 4|
e, iy i) i) ()%
v, 0y, v, 0% Q 119
S iy Sy, [T 1%,
[ ] T 00 0 07e] U2
NI
Cuntent veat
Fned conis iNPUT Forecasted Fined Cost Grouth Rates
“ oo, Uire A AR ) (%%
TR 3y T, 3 0% iR 3 0%
o YRS NS ) U0% O 0% 00%
i UM (SN Uil % 0 %,
W [ARTERS Ui (IR TS U0 (0%
[ I o] 0 0T Utr7;1 0%
INPL
Llurrent vear
Tax Rate INT'UT Forecasted Tax Rates
| 0, Ao ov 4 09 1% 401 ] 21 (1%

q
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Discounted Net Cash Flow Mudet

“INPUT SECTION !

Buigarian Cement
Privelizalion
At of December 31, 1994
Step 3. INPUTS for FORECASTED Deprecintion
and Capital Expenditures
INPLT
Cumrent Yea INPUT
A INPUT Cumrent Year Depreciaion Expense Yol )l Exsstu Depreciable
Net Foved Agsets Yeary
B [NPUT Curvent Deprecialile Assews
Short depreciable Lfe (1-5 yeurs) 0 0
Medium depreciable Life (619 years) 13749 %01 1%
Long depreciable Lfe (20+) RVEEE) [
Total XN
INPUT
COINPUT Capitad Expenditures i Dgreeciable INPUT Forecasted Camtad Expenditures
Years Noar t] Vaf o Vo Yeat 4 \ar §
Teosl TNvn [CEN 199N 199Y)
ihurt depreciable Lfe (1-3 ycars) 5] [ 0 1 u 0
Medium depreciable Lfe (6-19 years) 1% o Uty U LU 100 s [ 104,000
Long depreciable bfe (20+) U ] u t [ [)
Step 4. INPUTS for FORECASTED Long Term Financing
LA INPUTS lor Current and Forecasted Long Term Dielt Financing
INPUT Cusrent Year interest Expeare thy Cuivenny) [UNNES
Vea fL Vo 0] Year M Vo 4] Yew &
{Bank Toans ] =TT ] ! T~ T~o9)
I
|
iINPU’T Fuxed or Vanable interest Rate (F or VY F
INPUT Fuxed Interest Rate (F) 28 U% INPUT Farecasted Vanabic tnterest Rates
INPUT Furecasied Vanabie Interest Kates (A1) Uute 0 0vy U % U (e 0 0%
INPUT Beguung of Year Debt Balance (Year | only} T30 6 [T 1.%0 ovd 1.Sou.694 1.50u.0v4
INPLUT Addional Detn U U 0] 0 0
INPUT Prnaipal Paymnents [N 0 u | u 0
Ending Debt Balance R TSR RS ST
Debt Instrument #2 ]
INPUT Fued ur Vanable interest Kate (F or V) [
INPUT Fued Intetest Rate (F) I 0 0% INPUT Furecasied Vanable lnterest Rater
INPUT Forecasted Vanable interest Rates (V) 1% 00 0 0% i 0 034
INPLIT Bemnmung of Year Detn Balance (Year | only) u u i} 1) 0
INPUT Addiional Debt ] ] [ ] [
{INPUT Pnnuipal Payments J U 1 J [{]
Ending Debt Balanve [ U G u U
Lebt Insrument #3 ]
INPUT Fued or Vanable interest Rate (F o1 V) F
INPUT Fued interest Rate (F) | U 0% INFUT Forecastesd Vanable Interest Rates
INPUT Furecasted Vanable Interest Rates (V) Vi¥e 0% 0 0% 0 0% U 0%
INPUT Begruung of Year Debit Badance (Year | only) 1] 1] M 0 [N
INPLT Addiuonal Deln 1 [} 0 0 )
INPUT Prncipal Paymenis QJ Y u 1y 1]
Ending Debl Balance i} 1 b u 0
Debt lontrument &4 ]
INPLTT Fuxed or Vanable tnterest Rate (b or ¥) I F
INPUT Fued Inlerest Rate (1) Q %y INFUT Latecasted Vanabie Tnteres! Rates
INPUT Furevasted Vanable Interest Kutes (V) [ 00 00y 0 0% 0 (%
INPUT Begnmung of Year Delt Balance (Yeas | vnly) 7] 0 [0 0 u
INPUT Adibuonad Debt Y [ [ Y 0
INPUT Pnncipal Payments 0 i) 1) 0 0
Endung Debt Balance 1 1 " [ 1]
Debt Instrument #3
INPUT Fuxed or Vanable Inlerest Rate (F or V) F
INPUT Fuxed Interest Rate (F) 0 0% INPLTT Forevasted Vanable Interest Rates
INPUT Forecasted Vanable Interest Rates (V) V% V0% 0 U 0 0% G 0%
INPUT Begnung of Year Debt Balance (Year | oudy) 0 0 1] 0 0
INPUT Additonal Debs 0 U 0 0 0
INPUT Pnnoipal Paymenu Q [1] [1] [ [)
Ending Debt Balance 0 0 0 1) [1]
B INPLUITS for Forecasted Equty Funancung INPLT Digcreet Equuty Lrsiies Repurchases
Year | Year 2 Year [ Y ear 4] Year ¢
19| 1996 ] (KRN T99%] Tva9)
INPUT New Equity lssues (In Cuvency) Q [ 0 0 0
INPUT Equity Repurchases (In Currency) 0 [ u 0 0
INPLT Tola! Shares fesued (Repurchused) G 0 U 0 [
INPUT Current Shares Oulstanding 1.000.000
ey T AT i f
iStep 5. INPUT Valuation Assumptions
Warlung capital sales 15 0%, Cost ol Equin
Current year workuig capital 12.349.24 Faur Market b alue ol Sonsapeniling assets
Revidual Growth Rate 6 P

e



Discounted Net Cash Flow Mudel
Bulgarian Cement

Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 1

Current vear Year | Year 2 Year 3 Year 4 Year 5
Discounted Net Cashi Flow 1994 1995 1996 1997 199K 1999
Total Sales (PAGE 2) 40,860,981 41311963 43,222,559 46.243.031 48,377,943 50,619,600
Cost of Goods Sold (Cost of Service) (PAGIE 2) 36,533,024 30380503 37,449,993 19.401.059 10.615,630 41,801,522
Sy d0, (SN NG 63 AN SuU AN AL
Gross Margin 4,331,959 4931460 $,772.560 6,779,171 7.762.312 8.818,078
e 1w 1545 1 16 U%: 1785
Variable and Fived Costs (PAGE 3)
Total vanable costs 1.811,708 1.776.414 1.858.570 1.9%8.450 2,080,252 2,176,643
Total fixed costs 661,815 08,661 701,080 722,112 743,776 766,089
Total vanable and tixed costs 2,472,543 2,457,075 2,559,051 2,710,503 2,824,027 2,942,732
81% 5 99 S e (g1 $5% LEIN
Earmungs Before Interest, Taxes, Depreciation, 1,801,416 2,474,385 3212916 4.008.809 4,938,285 5.875.347
and Amoruzation (EBITDA) 164 60 g 5 9% 10 2% 11 8%
Depreciation (PAGE 5) 902,111 1,001,423 1008 .U8Y 1,014,756 1,021,423 1,028,089
Eamings Before Interest and Taxes (EBIT) 899,305 1,472,903 2,204,827 Lus4,083 1.910.802 1,847,257
Interest Expense (PAGE 4) 1031143 9174 W0 174 90,174 390,174 390,174
Profit Belore Tax (131.83K) 1.UK2.789 1.814.053 2,603,879 1.526.689 4.457.084
NI Jne AR [IRtH T4 S e
Tax Prowision (52.7135) EARNETN 723801 1.065.552 1.410.676 1.782.833
Profit After Tax (79.10)) 649.674 1.U8K.792 1.598.32% 2. 116,013 2674250
-0 2% e AL [ TR < 3%
Free Cash Flow
Profit After Tax 649,674 1,088,792 1.598,328 2,116,013 1,674,250
Depreciation 1.001,423 100K, 089 1,014,750 1,021,423 1.028,089
Additional working capital requirements (60.747) (280,5%9) (453.071) (320.237) (336,249)
Capital invesiment (108,000} (1O0.000) (100.000) (100.000) (100,000)
Additional Debt Financing 1} 0 1} i 0
Principal Payments 1] [} 0 1] 0
Changes in Equity Financing 1} 0 0 0 0
Free Cash Flow 1.4%4,349 1,714,292 2,000,013 2,717,194 3.206.091
Present Value Factor a.xo07 06375 0.4722 1.3498 0.2591
Present Value of Cash Flow 1.277.524 1,090,359 972,827 950,503 846,304
RResidual Value 8,545,799
Sum of Present Value ol Cash Flows S.137.517
Present Value of Residual 2,214.373
Preliminary Value 7,351,890
Working capital (deficiency) sumplus 6,219,202
Non-operaling asscts 500,000
Equity value indication 14,071,081

Total shares outstanding

Equity value per share

1.atL300

14.07

W



Discounted Net Cash Flow Mudel
Bulgarian Cement

Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST OF GOODS SOLD Current year Year | Year 2 Year 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 1999
Unit Production

Cement 2,694 3.000 3000 3,000 3.000 3,000

Lime 200 250 250 350 350 350

Asbestos Cartons 10,5t 0 1] 0 0 0
Unit Capacity

Cement 3000 3,000 3000 o000 o000 3,000

Lime St S00 300 500 500 500

Asbestos Cartons 21,000 21,000 21,000 21,000 21,000 21,000
Percent of Capacity

Cement X974, [TTINTEM 10000 ITIREL 10008, 100.0%

Lime 0.0, S0 0v, 50 (% T M. 0 1% (e

Asbestos Cartons 5064, [TR1A [TATE 0.0%, 0.0% 3.0%
Pnce per Linit

Cement 12413 12410 13,553 14233 14,944 15.692

Lime 10.43K 10,33 14.230 10,12% 10,128 10,128

Asbestos Cartons 512 512 512 512 512 512
Total Sales by Praduct

Cement 13,403,383 K. 728,500 10,604, 98K 42,698,217 44,833,149 47,074,807

Lime 087,600 2583403 2,357,571 3.544.793 1,544,793 1,544,793

Asbestos Cartons 5,370,000 0 i 0 4} i
Cost per Unil

Cement 11,064 11.390 11.73% 12,090 12,453 12,820

Lime 8,599 8771 X,946 9,125 9,308 9,494

Asbestos Cartons 480 504 529 556 583 613
Total Costs by Product

Cement 29,773,224 34,187,760 35,213,393 36,269,795 37.357,48% 38,478,625

Lime 1.719.800 2192745 2,236,600 3,193,865 3,257,742 3,322,897

Asbestos Cartons 5.040.000 U (] 0 0 0
Profil per Unit

Cement 1090, 11.7% 13.4% 15.1% 16.7% 18.3%

Lime 17.6% 1514, 12.5% 9.9 8.1% 6.3%

Asbestos Cartons 6.3%, [T 0.0% (1L.0% 0.0% 0.0%
TOTAL SALLS 41,800,983 413119063 43,222,359 40,243,031 48,377,943 56,619,600

36,533,024 36,380,505 37,449,993 39.463.659 40.615.630 41,801,522

ITOTAL COSTS OF GOODS SOLD (COST OF SERVICE)

&



Discounted Net Cash Flow Mudel

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 3

VARIABLE AND FIXED Currentyvear| Yearl Year2 Year3 Year4 Year$
COST ANALYSIS 1994 1993 1996 1997 1998 1999
Variable Costs
Adnunistrative 1.625.044 1.569.855 1.642.457 1.757.235 1.R3R.362 1,923,545
Marketing 186004 206.560 216.113 231.215 241,890 253,098
Insurance 0 0 () 0 1] 0
Lega! and auditing 0 1] 0 0 0 0
Utilities 0 U V] U 0 0
Miscellaneous 0 0 0 0 0 0
Other #1 4] 0 0 0 0 0
Other #2 0 8] {) 0 4] 0
TOTAL VARIARBLE COSTS 0 0 1 ] 0 0
Total Varable Costs 1.811.708 1770414 1.85X.570 1.YRK.450 2.080.252 2.176.643
Fined Costs
Rent i} { 4 {} 0 {}
Salares 000.R1S O6X0.000) 701.0%) 722,112 743.776 766.089
Mamtenance 1} 0 1] 0 1] 0
Other 21 {} {) 1] 4] ¢ 0
iier %2 0 0 " 0 0 0
TOTAL FINED COSTS 1} 0 0 i [i] 0
Total Fixed Costs GLO.RIS LELU.O60U 701080 722112 743.776 766,089
Variable Costs (as a percent ol sales)
Admimstrative 409 RIR. L3 3.8 3.K% 3.8% 3 R%
Markcling 0.5% ().5% 0.5%, 0.5% 0.5% 0.5%
Insurance 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Legal and auditing 0.0% 0.0 0.0% 0.0% 0.0% 0.0%
Utilities .04 0.0% 0.04 0.0% 0.0% 0.0%
Miscellaneous 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other #1 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other #2 0.0% 0.0% 0 0% 0.0% 0.0% 0.0%
TOTAL VARIABLE COSTS 0.0% [FNTEM 0.0% 0.0% 0.0% 0.0%
Total Variable Costs 44" 4.3% 4.3 4.3% 4.3% 4.3%
Fixed Costs {percent growth)
Rent 0.0% OU% 0.0% 0.0% 0.0Y%
Salaries 3.0vy 3O 30 3.0% 30%
Maintenance 00 0.0% 0.0% 0.0% 0.0%
Other 71 00" 00% 0.0% 0.0% 0.0%
(Other %2 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL FINED COSTS 0% 0O0% 0.0% 0.0% 0.0%
Total Fixed Costs AR RE 30 10% 3.0%
TOTAL VARIABLE COSTS 1.¥11.70% 1.770.414 1.XSX.370 1.98%.450 2,080,252 2,176,643
I—IT()TAL FINED COSI'S 660,833 GRO.660 701080 722,112 743.776 766.089




Discounted Net Cash Flow Maodel OLJTPUT SECT]ON P.AG E 4

Bulgarian Cement
Privatization
As of December 31, 1994

FORECASTED INTEREST PAYMENTS AND NET CHANGES
IN LONG TERM FINANCING REQUIREMENTS

A. INPUTS for Current and Forecasted Lung Teyn Debt Financing
Year 1 Year 2 Year 3 Year 4 Year §
TOTAL INTEREST PAYMENTS 19y3 1990 1997 1998 1999
Bank Loans 390.174 .74 190,174 390174 390.174
Debt Instrument #2 0 0 V] V] 0
Debt Instrument #3 0 0 1] 1} V]
Debt Instrument #4 0 0 1] 0 0
Debt Instrument #§ 1 3} V] 0 0
TOTAL INTEREST PAYMENTS w0174 W0 174 W74 Vo174 90174
TOTAL ADDITIONAL DEBT FINANCING
Bank Loans 1} 1] V] 0 0
Debt Instrument #2 [t} u V] 0 i}
Debt Instrument #3 0 1] 0 0 0
Debt Instrument #4 0 1} 0 0 0
Debt Instrument 4§ 1 0 1] 0 0
I'I'U'I'AL ADDITIONAL DEBT FINANCING i [} 7] 0 0
TOTAL PRINCIPAL PAYMENTS
Bank Loans 0 0 0 0 1]
Debt Instiument #2 1} 0 0 0 0
Debt Instrument #3 0] 0 0 0 0
Debt Instrument #4 1} 1] 1] 1] 0
Debt Instrument #5 0 i} 4] 0 0
TOTAL PRINCIPAL PAYMENTS t 0 0 U 0
TOTAL ENDING DEBT 1400094 1.560.694 1.560.694 1.560.694 1,560,694
TOTAL CHANGE IN EQUITY FINANCING
New Equity Issues u 0 0 [t} [
Additional shares issued 0 1] 0 0 0
Equity Repurchases ] 0 0 0 0
|T()'I'ALCHAN(H'Z INEQUITY FINANCING 1] 0 0 1] 0

|EBIT 10 INTEREST 17X 3.08 7.¥3 10.04 12.42




Discounted Net Cash Flow Model

Bulgarian Cement
Privatization
As of December 31. 1994

OUTPUT SECTION PAGE 5

([TOTAL DEPRECTATION ENPENSE

FIXED ASSET AND CAPITAL Current year| Yearl Year2 Year3 Yeard Year$
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999

Net Fined

Fived Asset Depreciation - Existing Assets Assets
Depreciation for short term deprectable assets ] ] v 0 0 (
Depreciation for medium tenu depreciable assets 13.749.561 v16.637 916,637 916.637 916.637 916.637
Depreciation for long term depreciable assets 2.343.559 78.119 78.119 78.119 7R.119 7R.119

Capital Expenditure Depreciation

Depreciation for short tenn depreciable assets ] ] [ [l 0
0 V] 0 0
0 [} 0
0 0
0
Depreciation for medium term depreciable assets 0,667 06067 0.667 6.667 6.667
0.007 6.6067 0.667 0.667
6.067 0.667 0.667
6.667 6,667
6.667
Depreciation for long term depreciable assets U 0 0 U 0
0 0 Y] 0
0 0 0
0 Y]
1]
001323 LOoKORY LOT4.756  T.021.423  1.U28.uRY




IMPLEMENTING AN INTERNAL
VALUE CREATION STRATEGY

THE CAPITAL BUDGETING PROCESS
ANALYZING 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: Unfortunately. vour assistant left before getting to his partial analysis of Machine B.
However. lie left vou the following notes:

Machine B will cost $2.850.000 versus $1.600.,00 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 are 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 $700.000 in five years.

I have prepared estimated revenues produced by Machine B based on start-up time, selling price and
capacity. | have also estimated production costs. Unfortunately, | had to leave to catch my train to
Oktoberfest before | could complete this analysis. Sorry.

You will nced 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 would vou select based on pavback period. profitability index. and net present

value?

6. Discuss the advantages or weaknesses of cach method.


http:1.600.0t

Cap ex answer

MACHINE A, FACTS 1998 1996 1997 1998 1999 2000
Machine A capital expenditures ( 1.600.000) . . . .
Depreciation (years) 5 (320.000) (320.000) (320.,000) (320,000 (320,000)
Percent of capacity 50% 100% 100% 100%0 90%
Units produced (Capacity = 2.000.000) ' 1.600.000 2.000.000 2.000.000 2.000.000 1.800,000
Production costs per unit 0.50 (500.000)  (1.000.000)  (1.000.000) (1.000,000) (900,000)
Salvage value:

Old equipment 100.000

New equipment 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 0%
Cost of capital 10°%
Net Present Value Analysis, Machine A 1995 1996 1997 1998 1999 2000
Revenues generated by Machine A [ 1000000 [ 2,000,000 | 2.000.000 | 2000000 | 1.800.000 |

Equipment & spare parts (1.600,000)
Add sale of old machine 100.000
Tax effect of sale (40.000)
Total cap ex outflows. Machine A (1.540.000)
Unit production costs (500.000)]  (1.000.000))  (1.000,000)] (1.000.000) (900,000)
Depreciation (320,000) (320.,000) (320.000) (320.000) (320,000)
Machine A operating expenses (820,000} (1.320,000)] (1.320.000)] (1.320.000)| (1.220.000)
Pre-tax income generated by Machine A 1 %0,000 6R0.001) 680,000 680,000 580,000
Less: Taxes (72.000) (272.000) (272.000) (272.000) (232.000)
After tax income generated by Machine A 10%.000 40%.000 408.000 408,000 348.000
Add: Depreciation 3120.000 320.000 320.000 320.000 320.000
Add salavage value at end of year 5 125.000
After tax cash flow generated by Machine A [ a2xouu [ 728000 [ 728000 [ 728000 793.000
Present value factor 1.0000 0 9091 () 8204 0.7513 0.6830 0.6209
Present value of cash flows (1,540,000) IRY.U91 601,653 546,957 497.234 492,391
Net Present Value of Machine A 987315
Profitability Index 1995 1996 1997 1998 1999 2000

Initial Investment | (1.540.000)

Nonunal forecasted cash flows 189.091 728.000 728,000 728.000 793.000

Present value of cash flows ISV 601,653 540,957 497.234 492,391
Profitability Index 1.6

23 L7091 2 year sum 0.6

Payback Period

Page 1



Cap ex answer

MACHINE B, FACTS

1995

1996

1997

1998

1999

2000

Machine B capital expenditures

Depreciation (years)
Percent of capacity
Units produced (Capeny = 2.500.000)
Production costs per umil
Salvage value:
Old equipment
New equipment

Price - umit & revenues generated

Less Taxes at
Cost of capital

035

40%
10%

(2.850.000)

100,000

(570.000)

15%
375.000

(131.250)

375,000

(570.000)

100%
2.500.000

(875.000)

2.500.000

(570.000)

100%0
2.500.000

(875.000)

2.500,000

(570.000)

100%
2.500.000

(875.000)

2.500.000

(570,000)

100%0
2,500,000

(875,000)

700.000

2.500,000

Net Present Value Analysis, Machine B

1995

1996

1997

1998

1999

2000

Revenues generated by Machine B

Equipment & spare parts
Add sale of old machine
Tax effect of sale
Total cap ex outflows. Machine B

Unit production costs
Depreciation
Machine B operating expenses

Pre-tax income generated by Machine B
Less: Taxes

Afler tax income generated by Machine 3
Add: Depreciation

Add salavage value at end of year §

After tax cash tlow gencrated by Machine B
Present value factor

Present value of cash flows
Net Present Value of Machine B

Profitability Index
Initial Investment
Nomunal forecasted cash flows
Present value of cash flows
Profitability Index

years

Payback Period

375,000 |

2.500.000 |

2.500.000 |

2,500,000 |

2,500,000 |

(2.850.000)

100.000

(40.000)

(2.790.000)

(131.250)

(R75.000)

(R75.000)

(875,000)

(875.000)

(570.000)

(370.000)

(570.,000)

(S70,000)

(570.,000)

(701.250)

(1.445.000)

(1.445.000)

(1.445.000)

(1.445.000)

1.0000

0.9091

0.8264

0.7513

0.6830

0.6209

1995

1997

1998

1999

2000

Page 2



Cap ex answer

MACHINE B, FACTS 1995 1996 1997 1998 1999 2000
Machine B capital expenditures (2.850,000) - - - .
Depreciation (years) 5 (570.000) (570.000) (570.,000) (570.000) (570,000)
Percent of capacity 15% 100% 100%0 100% 100%
Units produced (Capcity = 2,500.000) . 375.000 2,500.000 2.500.000 2.500.000 2,500,000
Production costs per unit 0.35 (131.250) (875.000) (875.000) (875.000) (875,000)
Salvage value:
Old equipment 100.000
New equipment 700.000
Price / unit & revenues generated | 375,000 2.500.000 2.500.000 2,500,000 2.500.000
Less Taxes at 43¢0
Cost of capital 10%
Net Present Value Analysis, Machine B 1995 1996 1997 1998 1999 2000
Revenues generated by Machine B [ 375000 ] 2.500.000 [ 2.500.000 [ 2,500,000 | 2.500.000 |
Equipment & spare parts (2.850,000) . - - -
Add sale of old machine 100.000
Tax effect of sale (40.000)
Total cap ex outflows, Machine B (2.790,000) - - - -
Unit production costs (131.250) (875.000) (875.000) (R75.000) (875.000)
Depreciation (570.000) (570.000) (570.000) (570,000} (570,000)
Machine B operating expenses (701.250)  (1.445.000)] (1.445.000)] (1.445,000)] (1,445,000)
Prestax income generated by Machine B -326,250 1,055,000 1.055.000 1.055,000 1,055,000
Less: Taxes 130,500 -422.000 -422.000 -422.000 ~422.000
After tax income generated by Machine B -195.750 633.000 633.000 633.000 633,000
Add: Depreciation §70.000 570.000 570.000 570.000 570,000
Add salavage value at end of vear § 700.000
After tax cash flow generated by Machine B -2,790.000 374.250 1.203.000 1.203.000 1,203,000 1,903,000
Present value factor 1.0000 09091 0 8204 07513 U.6830 0.6209
Present value of cash llows [ -2.790.000] 340.227] 994.215] 903.832]  821.665]  1.181.613]
Net Present Value of Machine B 1,451,552
Profitability Index years 1995 1996 1997 1998 1999 2000
initial Investment [ +2.790.000
Nominal forecasted cash flows 374.250 1.203,000 1.203.000 1.203,000 1,903,000
Present value of cash flows 340,227 994.215 903.832 821,665 1.181.613
Profitability Index 1.5
Payback Period [I] 2,780,250 3 year sum

Page 1

s
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IMPLEMENTING AN INTERNAL
VALUE CREATION STRATEGY

ANALYZING TWO CAPITAL EXPENDITURE OPTIONS

You have just been informed by the contractors of the Sofia multi-story parking garage and office building
that they have chosen Bulgarian Cement to provide all their cement needs for this concrete structure.
After deciding how to spend the bonus you will be get from winning this 4 year contract, you 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 vou don’t want to lose your bonus. you decide to review 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 vear for 4 years. In addition. you expect that there will be increased demand in
the market beginning next year for an additional 300 tons. After the garage and office building are
complete. you expect other demand to replace that of the order. Thus. you believe that the Company will
have demand for its products of about 4.000 tons per vear beginning in 1996 and continuing indefinitely.

You have two capital expenditurc programs available: Both options involve buying two 500 ton capacity
machines. cach costing 400.000 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 program must begin in 1993 in order to give sufficicnt ime to get the machines installed and
operaling.

Option A involves purchasing one machine in 1995 and the sccond in 1996, You believe a significant
advantage of Option A is that it will be easier to install one muchine and get it working properly rather
than two machines at once.  You also believe it might be betler 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 Company will be able to produce only 3,500 tons of cement
in 1996. While this means that it can mieet the demand for the parking garage, the Company risks losing
other business that you expect will amount to about 300 tous of cement.

Option B involves purchasing and installing both machines 1995, Unfortunately. the company that
manufactures these machines is not willing to give you a discount for buying both at the same time. Thus,
your price for both machines will be $800.000, which you would also have to borrow in 1995. Borrowing
this amount will add additional interest expense that you are unsure 1s in the best interest of the Company.
However, if both machines arc purchased. you believe the Company will be able to sell the full 4,000 tons
of cement you project will be demanded beginning n 1996 and beyond.
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l Capital Expenditure Forecasts

Deniand is expected (o increase as follows: 1995 1996 1997 1998 1999
Old Demand 3,000 3.000 3.C00 3,000 3,000
New Demand 3.000 4,000 4,000 4,000 4,000
Bulgarian Cement
Capital Expenditure Options
Option A
Forecasted for the year ending 1995 1996 1997 1998 1999
Capital Expenditures
Machinery and Equiptnent 400,000 400.000 0 0 0
Spare Parts 100,000 100.000 100,000 100,000 100,000
Total Capital Expenditures 500,000 500.000 100,000 100,000 100,000
Additional Debt 400,000 400,600
Capacity projections are as follows: 1995 1996 1997 1998 1999
Old Capacity 3,000 3.000 3,000 3,000 3.000
New Capacity 3.000 3.500 4,000 4,000 4,000
Option B
Forecasted for the year ending 1995 1996 1997 1998 1999
Capital Expenditures
Machinery and Equipment 800,000 0 0 0
Spare Pans 100,000 100,000 100,000 100,000 100,000
Total Capita} Expeaditures 900,000 100,000 100,000 100,000 100,000
Additional Debt 800,000
Capacity projections are as follows: 1995 1996 1997 1998 1999
Old Capacity 3,000 3,000 3,000 3,000 3,000
New Capacity 3,000 4,000 4,000 4,000 4,000

NOTE:

Under both Options A and B, Machinery and Equipment is assumed to have a depreciable life of 15 years.




Discounted Net Cash Flow Model

Bulgarian Cemuent
Privatization
As of December 31, 1994

INPUT SECTION

C INPUTS for TOTAL SALES (T forecast

Step 1. INPUTS for Product Sales and Current year Yearl Year2 Yeard Yeard Year$
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999

A INPUT Current vear 194

B Forecast TOTAL SALES or UNIT SALES (T or b)) [N (T as selected. proceed o 810, I s selected, proceed th 810)

INPUT Curent year sales U
INPUT Current year cost al gends sold (or cost of service) 3]
INPUT Sales growth rates tor vears -5 i ] | 0 %] 000
INPLUT Cost of goods sold (or cost of service) as a percent of sales for vears |3 ot U] V] | 11)°
D INPUTS for UNIT SALES (1)) tarecast INPUT
Curent yeu
INPUT Product Names and Forecasted Uni 'roduction Uit Sold INPETT Forecasted Umits Sole
Cement 2ol Jows 4 Hn) FYY EXTIY) 4004
Lime 20y 25 230 380 330 330
Asbestos Cartons [T t) Y u J 0
[ A
urrent veat
INPUT Product Groups-Uinit Capacity bt apaaiy INPETT Forecasted U nn £ apaaity
Cemenl ina Troan XTI T 300003 KXY
Lime Sin M Saity S 1y SO
Asbesios Cantons ML Zhaan. 20 e 2L NEIT
(AN
CurTent et [AXTRR T I]
INPUT Unant Sales Prices Lot Prices INPUT Forecasted Unit Price Growth Rates
Cememt 12413 4y Siry S Su’s § 0%
Lime 111438 <1y ANEN NN ik, 0%
Asbestos ("artons S12 VY, [T e, Ui 0 4%
INIT
Current vear
INPUT Product Cost per Unit Cont per Linn INFUT Forecasted Umit Cuost Growth Rales
Cement 110 31V 3 W 34% 30% 3 0%
Lime N Suy pETA MY 2009 2 0% 2 0%
Asbestos Cartons 450 3%y S 0, SiPo 3%
Step 2. INPUTS for Variable and Fixed Current year Yearl Year2 Year3d Yeard Year$
Costi and Taxation FORECASTS 1994 1995 1996 1997 1998 1999
NP
Current sear
A INPUT Vanable Cost lorecasts Vanable Costy INPUTT Vanable Costs as a Percent ot Sales
Administrative [N ] 3N I8 3 3%, 3 8% 3 X%
Markeung INOIed AT, U, 1059, 1) $%0 0 %
insurance i e, noe, (0%, 0% 00%
Legal and auditing " ey IXGES 048 U0 0 (0%
Utihties [ [IKIC Uir, {10 (s 0%
Miscellaneous i Ly 1oy [T 0tre 011%
Other #1 [ Uiy Py 0% 0% 0 0%
Other 42 u Uity uie Ui)e [ U1)%e
OPTIONAL: INPUT TOTAL 1 AUIABLE COSTS E [ urs] U 0] U 0] U o 0 0%
INPUT
Current vear
B INPUT for Fixed Cost furecasts Faved Cost INPUT Forecasted Fixed Cost Growth Rates
Rent i unte dife 1% uta 0 0%
Salanes utd) R3S 310, iy 3 % 31 3 1)%|
Mantenance I [ X 1% () (Fo 0%
QOther 81 n [ yue XD 0.0% 0184
Other #2 | i 0y [ (0% 00 0 (0%
OPTIONAL: INPUT TOTAL FINED COSTS r 0 I l 0 g ] (Pq 0 u"n] 0 (%%
INPUT]
Current vear
Tax Rate INPUT Forecasted Tax Rates
C INPUT Current Year Taxes and Forecasted Tax Rates { i 002 0% 1 0%] 40 1| ) (1%




Discounted Net Cash Flow Mudel

Balgarian Cemeni

Friveization

As of ecember J1. 1994

" INPUT SECTION

TStep I, TNPUTS Tor FORETASTED Depreclation
and Capltal Expenditures
INPLTD
Curremt Year iNPUTT
ACINPUT Cument Year [epreciation Experse Yol I 1] (R Depreable
Net Foved Assels Yews
B INPUT Current Deprecialile Assets
KShon deprecaable Lfe (1-% years) " u
Medium depreciable Lfe (019 years) 3 T A i
Long depreciable Lfe (20~ W
Towl
iNm1
CINPUT Capual Expenditres v [heprveabie INPETE Foneviated € apotal Expenditures
Yeans Neal 1] Yeai 2] Vel b Vear | Year &
R T Juns BT uee]
short deprevinble Life (1-% yean) g 0 U 0 u 1)
[{Medium depreciable Lie (6-15 years) i Uy Uiy (R 1OULOU | 160,000 110.0ui
Long depreciable Lfe (20+) [ y 4 u! U 0
|Slep 4. INPUTS for FORECASTED Long Term Finuncing
A INPLITS for Current and Forecasted Long Term Detd Financing
INPUT Current Year Interest Expense (In Cumrencvy 103N
Yo )7 Near ol Year 3] Near 4 Year 8
Bad Toans ] Tau<] Tamte] T Toek| Towy
INPUT Fued or Vanable interest Rate (F or \) ¥
INPUT Fued Interest Rate (1) 28 Y% INPUT Faotecanted S anable nterest Rates
INPUT Forecasted Vanable interest Rates (\) U GYo PR G oo, [ [
INPUT Begiuwng of Year Deb Balanee (Year 1 anlyy 1.8, 094 ST 2 3ou.bvd 2. ind.nv 23e0.089
INPUT Addiuona] Debt B3 000 0 1 [ 0
INPUT Principal Paymients [} o] \s 1) 1
Ending Debt Halance I ST Jnuevt o nuesd
Oolit Instrument #2 ]
INPLT Fuxed or Vanable Interest Rate (F or V) t
INPUT Fixed interest Rate (F) 0 0% INPUT baneeasted Vanable lnterest Rates
INPUT Forecasted Vanable bnterest Rates (V) 0 0% 0ol V1% ] 0] 0%,
INPUT Beguuung of Yeas Debt Halance (Year | onlv) i I DR u | 1]
INPUT Addtionad Deln ¢ ¥ [N [ g
INPUT Prnncipal avments ] o [T u K
Ending Delt Balatice " o L B o
Liebt Insrament #3 |
INPUT Fo.ed or Vanable Interest Rate (F a1 V)
INPUT Fuxed Interest Rute (F) INPETT BFotecasied Vanable dnterest Rates
INPUT Forecasted Vanable lnterest Rates (V) [ 0%, Nusy G Ut [
INPUT Beguuung of Year Uebt Balance {Yeas | only)y 1] [1] 1] u Q
INPUT Additional Uebt 0 (i ) 0O 1]
INPUT Prncipal Payments u 1] [i] 0 Q
Ending Debt Balawe U U i oy 1
Drebt Instniavent &4 ]
INPUT Fued or Vanable luterest Rate (F or V)
INPUT. Fuxed Interest Rate (F) INPUT Farevasted Vunably luterest Rates
INPUT Fuiccusted Vanabie Interest Rotes (V) 0 0% 0 Us] 0114, 0% 0 0%
INPUT Broumung of Year Uebt Balarce (Yens | only) 0 ol u [} 1]
INPUT Adu.atiael Debt Q 0 Y] 1) U
INPUT Pnnespal | yyments [} 0 [ 1} 0
Ending {rebt Balas « 3 ] 1) 1] 1]
Debt Instrument ¥° 1
INPLUT Fued ur Vanable Interest Rote (F or V) F
INPUT Fuxed Intercet Rate (F) 0O U% INPUT Forecusted Vanable Interest Rales
INPUT Forecasted vanabie inferen Rates (V) Vi 0 U% Qusy 0 O4e Q (%]
INPUT Beginrung of Yewr Detit Halance (Year | only) 0 ] 1] Q J
INPUT Addiuonal Delt ] 0 0 0 0
INPUT Pruiaipal Paymenus Q 0 0 0 [
Ending Delt Balance 0 L [N 0 0
B INPLY for Forecasted Equity Fuinneui INPETT Discrvat Lty Lssues Repincliases
Ve 1] Year Y] Vear Year 1] Year
|~4~4k[ Twan| [CTRH |w.\[ [EET]
INPUT New Equry lasues (in Cumency ) [l [ 1) 1) []
INPUT Equty Repurchases (In Cunency) Y] [ 0 iy 0
INPLT Total Shares issued (Reprrchased) i U [ U ]
INPLT Cusrent Shares Cutstandu | (XK}.000
Step 5. INPUT Valuation Assumptions
Workang copital sales 15 0% Cost of Equity
Current year workung captal 12,3492y Fair Alarket Vabie of Noweopuraling asscts
Rendual Growth Rate 6 (P
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Discounted Net Cash Fiow Madel

Buigarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 1

Current vear Year | Year 2 Yewr 3 Year 4 Year 5
Discounted Net Cash Flow 1994 1995 1996 1997 1998 1999
Tatal Sales (PAGE 2) 40,866,983 41,311,965 50,777,555 0,475,777 03,322,326 60,311,202
Cost of Goods Sold (Cost ol Servcey (P AT 2) 36.530024 6,380,305 49.187.790 51,333,591 S3,008,260 $4.627.730
RN YR o 6ls R TS 3 45
Gross Margin 4.331.9359 4,931 500 7.589.765 §.922.180 10,254,066 11,683,472
1u 0% 11w 144~ 1433 16 2% 1706
Vanable and Fixed Costs (PAGE 3)
Total vanable costs 1.811.708 1,776,414 2441435 2.6tNL 358 2. 722860 2.851.382
Total lixed costs 0OUL8YS HBO,60H Tul.0%0 722,112 743,776 766,089
Total vanable and fixed costs 2.472.54) 2357075 342,513 3,322,571 31,400,636 3.017.471
6l% LN AN AL § S3e AR
Eamings Before Interest, Taxes, Depreciation, 1.861,416 2474383 4,447,250 5,399,619 6,787,430 8,066,002
and Amortization (EBITDA) o 6 Ut AR (2L 10 % 122%
Depreciation (PAGE §) 962.111 1.034.756 Luol 423 1.068.089 1,074,756 1.U81,423
Eamungs Before Interest and Taxes (EBIT) 899.3058 1.419.629 3.3%5.427 4,531,520 5.712.674 6,984,579
Interest Expense (PAGE 4) KRN ER] Sou 174 90174 590,174 390,174 SNL174
Profil Before Tan (L31.8X) k29,450 2.7935.654 Lu41.152 5.122.5tH 0,394,305
NINEH S iy i N 26
Tax Provision (32715 [RIE M 1118201 1,376,541 2.049.000 2,557,702
Profit After Tax (70003 7674 1,677,342 2304801 1073500 1836643
R K i 1w 4 e 5%
Free Cash Flow
Profit After Tax 497.674 1.677.392 2364811 1.073,500 3,830,643
Depreciation 1,054,730 1.001.423 1.068.089 1,074,756 1,081,423
Additional working capital requirgnients (66.747) (2.319.83%) (554.733) (426.982) (448,331)
Capital investment (200.000) (100.000) (100.0mY) (100,000) (100.000)
Additional Debt Funancing RO0.000 1} 0 0 0
Principal Payments i 0 i 0 0
Changes in Equity Financing 1} [ 0 0 1}
Free Cash Flow 1,385,082 38970 27781067 3,621,274 4,369,734
Present Value Factor 0.8607 0.6375 04722 0.349% 11,2591
Present Value of Cash Flow 1.192.005 203,330 1.311.970 1.266.757 1,132,278
Residual Value 12,384,863

Sum of Present Value of Cash Flows
Present Value of Residual
Prelimunary Value
Working capital (deficiency) sumplus
Non-operaling asscts

Equity saluc indication
Total shares outstanding

Equity value per share

5,100,967
3.209. 144
¥.310.111
6,219.202

500.000

15,035,313

1L I, 000

15.04




Discounted Net Cash Flow Modei
Bulgarian Cement

Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST OF GOODS SOLD Current ycar Year | Ycar 2 Year 3 Year 4 Year 3
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 1999
Unit Production

Cement 2691 3000 4.000 4.000 4,000 4,000

Lime 0 2540 250 150 350 350

Asbestos Cartons 10,300 Y] 1] 1] {] 1]
Unit Capacity

Cement J.a0u .00 4,000 4.000 4,000 4,000

Lime Sui SOy Suu 500 St} 500

Asbester Cartons 21000 21,000 21000 2],000 21,000 21000
Percent of Capacity

Cement Ry 7, IR ERTEM HTTRVON 100.0% 10000 100.0%

Lime RURTEN BTN St T0 0%y 0.0 T0.0%

Ashestos Canons i (AR [TNEE 0y [{ XIS 0.4
Price per Unit

Cement 12,413 124910 11,553 14,23 14.944 15.692

Lime 10,438 14434 10,230 10,128 1,128 1128

Asbestos Cantons 512 s 312 512 512 512
Toual Sales by Product

Cement 33,403,383 18,728,504 54.219.984 56.930,98} 54,777,532 02,760,409

Lime 2UR7.600 2383403 2,537,571 3.544.793 3,544,793 3,544,793

Ashestos Cartons $.376.000 0 0 il ] (]
Cost per Unut

Cement 11,064 130 11,738 12,000 12,453 12,820

Lime ¥,599 X771 8946 9.125 9.308 9,494

Asbestos Cartons 480 S04 529 S36 583 61}
Total Casts by Product

Cement 29,773.24 187700 16,931,190 4K,359,720 4Y.810,51% 51,304,833

Lime 1.719.800 2192748 2,230,604 3 193,865 1257742 3,122,897

Ashestos Cartons S.040.000 1] il 0 0 0
Profit per Unat

Cenient T ge, 17, 1349, 15.1% 16.7% 18.3%

Lime 17 4% (A 12.5% 9.9, §.1Y% 6.3

Asbestos Cartons (R [TRTO [TX1M 009 0y (1.0%
TOTAL SALLES JURGO UK TR NORREEE) 00,475,777 63,322,320 66,311,202
TOTAL COSTS OF GOODS SOLD (COST OF SERVICL) 36,5304 [TRRPITI YT 19.187.790 51,553,591 53,068,260 54,627,730




Discounted Net Cash Flow Model OUTPUT SECT'ON PAGE 3

Bulgarian Cement
Privatization
As of December 31, 1994

VARIABLE AND FIXED Currentvearf Yearl Year2 Year3 Yeard Year3
COST ANALYSIS 1994 1995 1996 1997 1998 1999

Vanable Costs
Adnunistrative 1,625,044 1,509 K55 2.157,547 2.29%.UR0 2.400.24% 2.519.8206
Marketing |RG.064 206,560 2K3.KKY 302,379 Yool 13556
Insurance 0 %} u V] 0 0
Legal and auditing 0 u i} 0 0 0
Utilities () ] 1} ] U 0
Miscellaneous 0 0 [V} 1} 0 0
Other #1 1} 0 ¥} 0 0 1
Oher =2 0 0 0 0] 0 0
TOTAL VARLABLE COSNTS 0 ] 0 0 1} 0
Total Vanahie Costs LLXFLT0N 1.770.414 2441435 2.600.45K 2.722.806U 2.851.382

Eined Costs

Rent 3 1 [} 1] 0 0
Salaries [N OR0.060 01080 722,112 743.776 766.089
Maintenance 0 0 1] 0 0 0
(nher =1 0 1] 1 1} 0 0
(nher %2 [t} [ 1 [’} 0 [3}
TOTAL FINED COSTS 4} 0 1] 1} 0 0
Total Fixed Costs 000.835 0KU.00U 701.0K0 722112 743.770 766.08Y
Variable Costs (as a percent of sales)
Adminmistrative 4.0% 3.8 3.R% AR 3.8% 3.8%
Marketing 0.5% 0.5% 0.5% 0.5% 0.59% 0.5%
Insurance 0% (1.0% 0% 0.0% 0.0% 0.0%
Legal and auditing 00" }.0% 0.0% 0.0% 0.0% 0.0%
Utilivies 0.0% VRV 0.0% 0.0% 0.0% 0.0%
Miscellaneous 0.0% 0 0% 0.0% 0.0% 0.0% 0.0%
(ther #1 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Other #2 00% 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL VARIABLE COSTS (0 0° 0yt 00% 0 0% 0.0% 0.0%
Total Vanable Costs 44" 4. 43 4.3% 4.3% 4.3%

Fixed Costs (percent growth)

Rent OO 00" 0% 00"% 0.0%
Salanes RNV AT KK 3.0% J.0%
Mamtenance [VRTE 00" 0O 0.0% ).0%
Other =1 [THIL 00 0.0% 00% 0.0%
(her 2 00 [VA{EN (0% 0.40% 0.0%
TOTAL FINED COSTS 0.0% 00" 0 0%, 0.0% 0.0%

Total Fixed Costs 30, KT 3.0 3.0% 3.0%

TOTAL VARIABLE COSTS LXLLT0X 17760414 2441435 2,600,458 2722860 2,851,382
TOTAL FINED COSTS 0GULXIS 6K0.66(0) TUl.080 722,112 743.776 766,089




Discountcd Net Cash Flow Model

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES
IN LONG TERM FINANCING REQUIREMENTS
A. INPUTS for Current and Forecasted Long Term Debt Financing
Year | Year 2 Year 3 Yeard Year §
TOTAL INTEREST PAYMENTS 1995 1990 1997 199X 1999
Bank Loans S90.174 390174 590.174 590.174 $90.174
Debt Instrument #2 0 0 1] V] {]
Debt Instrument =3 0 7] V] 1} 0
Debt Instrument =4 ] 0 0 0 ]
Debt Instrument #38 1} U 0 0 U
TOTAL INTEREST PAYMIENTS 174 90174 S9u 174 90,174 $90.174
TOTAL ADDITIONAL DEBT FINANCING
Bank Loans ¥00.000 0 0 0 1]
Debt Instrument #2 V] 0 0 0 0
Debt Instrument #3 0 0 1] 0 0
Debt Instrument £4 0 0 0 0 0
Debt Instrument #5 0 0 0 0 0
(TOTAL ADDITIONAL DEUBT FINANCING X0U.000 0 0 1] 0
TOTAL PRINCIPAL PAYMENTS
Bank Loans [t} 0 0 0 0
Debt Instrument £2 0 1] 0 0 0
Debt Instrument #3 1] 0 0 0 0
Debt Instrument 34 1] 1] 7] 1] 0
Debt Instrument #5 0 1] 0 1} 0
II’l'O‘l‘;\L PRINCIPAL PAYMENTS 0 0 1] 0 0
TOTAL ENDING DEST 2.360.694 2.360.694 2.360.694 2.360.694 2.360.694
TOTAL CHANGE IN EQUITY FINANCING
New Eguity Issues [t} 0 0 0 0
Additional shares issued %} 1} 0 [} 0
Equity Repurchases ] 0 0 0 0
I'l'()'l AL CHANGE IN EQUITY FINANCING 0 7] U [1] 1]
"EBIT 10 INTEREST 241 RN A 7.6% 9.08 11.83
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Discounted Net Cash Flow Model

Bulgarnian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 5

FIXED ASSET AND CAPITAL Currentyear] Yearl Year2 Year3 Year4 Year$
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999

Net Fined

Fixed Asset Depreciation - Existing Assets Assels
Depreciation for short tenn depreciable assels ] ] i 0 ] 1}
Depreciation for medium tenn deprectable assets 13.749.501 916,017 916.637 916,037 916.637 916,637
Depreciation lor long term depreciable assets 2.343.558 78119 78.119 78,119 78119 78.119

Capital Expenditure Depreciation

Depreciation for short tenn depreciable issets \ 1] U [} 1
V] 0 V] ¥}
4] 3] 0
( V]
V]
Depreciation for medium tenm depreciable assets 6U.000 60.000 60.000 00,000 60,000
0.007 6.607 6.667 0.667
0.067 6.667 6.067
6,667 0.667
6.667
Depreciation for fong term depreciable assets [l 1) [] 0 [
{) U 0 0
( 0 0
[} 0
[V}
LuS4730  Tuol 42V Look0oxY  LO7475% — [URL423

FU FAL DLPRECIATION ENPLNSL
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Step 1. INPUTS for Product Sales and Current year Yearl Year2 Yeard Yeard Year$s
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999
A INPUT Curent year [E3X
B Forecast TOTAL SALES or UNIT SALES (T or Li)? B (11T 15 selected, proceed 1o #1C, I s selected, proceed to #10))
C INPUTS for TOTAL SALES (T) lorecast
INPUT Current year sales 1]
INPUT Current year cost of guods sold (or cost of service) il
INPUT Sales growth rates for years -5 )0l [ U0eef U (] 0 0%
INPUT Cost of goods sold (ar cost ol service) as a percent of sales for years 1.5 04| Uirtef 0 62] 0 W] 10%
D INPUTS for UNIT SALES /1) forecast INPE
Current vear
INPUT Product Names and Forecasted Unat I'roduction Lits Sodd INPUT Forecasted Units Suld
Cement 2.9l 3 4. (n0) 4000 .00 ENTY
Lime 20U R 25v 350 150 330)
Asbestos Cartons [ERID ) [ 1 0 )
INFL
Current vear
INPUT Product Groups-Unit tapacity Uit Capaity INFU'T Forecasted Umit Capacin
Cement 3 kb Rop) 3.3 EXUTD) 4.000] 3.0
Lime 36 SOr) ) X 500, SON)
Asbestos Cantons 21y 2o 210 21000 21.000] 210w
INBL
Cutent vear I54ur 728
INPUT Unut Sales Prices Lt Fices INPUT Forecasted nit Price Geowth Rates
Cement 12,413 4uv0 Mo EXIE) S S 0%
Lime T3 21 01%, BTN <} % WiMe 0 ()%
Asbestos Cartons St 00, ey Ny ICH 0 0%
INPV
Cumrent vew
NPUT Product Cost per Unit Costper ! mit INPUT Forecasted Linit Cost Growth Rates
Cement 110604 3% I 3.0% 3.0% 3 0%
Lime N 309 21t 2l 20% RIGT 0%
Asbestos Cartons JK0 3% 5040 5 0% 5.1°0 5 0%
Step 2. INPUTS for Variable and Fixed Current year Yearl Year2 Yeard Yeard Year$s
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999
NI
Current veat
A INPUT Vanable Cost lurecasis Varianle Costs INPE'E N anable Costs as a Percent ol Sales
Adminustraive L2380 AN, ¥ 18% 33 3 K%
Markeung Iney ey (3w, TECM TN TSR 5%
Insurance " ey U0ve [ 1Py DU
Lepa) and auditing " YUy W [ UPy 0 0%
Utilihes [ 01 4% 1)(1% 1)U 0%
Miscellancous 1 a4 1))~ U 4% 0P 0 11%;]
Other #1 1l Uy [ 0 0% 0 0% 00%
Other 42 [0 0o [ [T 0% 0 (R
OFTIONAL: INPUT TOTAL VARIABLE COUSTS I ] Uiy e[ O U U] 0%
INPLT
Current vear
B INPUT for Fixed Cost {urecasts Frsed Costs INPLT Frrecasted Fixed Cost Growth Rates
Rent 1) ks U Q0% 1P 0 0%
Salanes fotl K33 XN Yive Y0¥ 3 RN
Maintenance u O 9P 0 0% 0 0% 0 0%)
Other #) [f] [V vt 00% 0.0% 0 0%
(ther #2 1 Uty I s D ire 1%,
OFTIONAL: INPUT TOTAL FINED COSTS | [ IR U 00%4] 0 07T 11 0%
INPLIT
Current vear
Tax Rate INPUT Furecasted Tax Rates
C INPUT Cumrent Year Taxes and Forecasted Tax Rates | e Hi o] Hiea] 0 1% 40 1% ) %




Discounted Net Cash Flow Model

Bolgerian Cement
Privalitation
As of December J1, 1994

+ INPUT SECTION

T

and Capital Expenditures

[I—Slep 3. INPUTS for TORECASTED Depreciativa

A INPUT Curtent Year Depreciauon Expense

B INPUT Current Depreciable Asacts
IShort depreviabie Lfe {i-5 years)
Medium depreciable Lfe (6-§9 years)
Long depreciable Life (20~)

NP1l
Cument Y INPLT
vod 0t Eusting Drepruvciabile
N bod Asrehs Yoars
Y] [
1317 4v 4 it
201 84 W

RIS INY]

Debt nsument #3 ]

INPUT Fued or Vanabie (nlerest Rate (F or V)

INPUT Fuxed Interest Rate (F)

INPUT Forecasted Vanabie inteiest Rates (V)

INPUT Begruung of Year et Badance (Yeur | onlv)
INPLIT Adliuonal Debt

INPUT Pruncipal Paymienls

Ending Debt Balance

Debi lostrument #4 ]

INPLT Fixed or Vanable Interest Rate (For V)

INPUT Fuxed Interent Rate (F)

INPUT Forecasted Vanable Interest Rates (V)

INPUT Begnrung of Year Debl Balunce {Year 1 ordy)
INPUT Addivona) Debt

INPUT Pnnuipal Payments

Endung " cL.t Balance

Debt Instrunrei s ¢ |

INPUT Fixed or Vanable [nterest Rate (F or V)
INPUT Fuxed Interest Rate (F)
INPUT Forecasted Vanable Interest Rates (V)
INPUT Beguwung of Yeas Debt Halance (Year | valy)
INPUT Addiuonal Debt
INPUT Pnncipal Paynienw
Endung Debt Balance

B INPUTS for Forecasted Equry Funancung

INPUT New Equty lssues {(In Currensy )
INPUT Equuty Repurchases (in Cumenvy)
INPUT Total Shasey Issued (Repurihased)
INPUT Cusren! Shases Dutatanding

Towl
INIT]
IC INPLT Capital Expendituses w Dypnetabie INPUT Forecasted apatal baprenditises
Veas Yoar | Voar 2 Year ¥ Year 4 Year
[EER RN [EXN JIERES 1999
IShurt depreciable Lfe (1-5 years) [} [} [ 1] ) 1]
Medium depreciable Lfe (6-19 yeass) 14 SR UGY QU Lou 100,004 100,000 [N
Long depreciable Life (204 ¢ H [ [N 0 [
cxs
Step 4. INPUTS for FORECASTED Long Term Financing
IA. INPUTS for Current and Forecaned Long Term Delst Fuancuig
INPUT Curent Year Intetest Exjrense (In Curtency ) ERINER
Yoar 1] Year o[ Year 3] Y ear J] Year ¢
Bank Loans I Tavi] [ o | BN 1wy
INPUT Fued or Vanable Interest Rate (F o1 Vs 3
INPLT Fued Interest Rate (F) I8 U INPUTT Forecasted Vanalde Interest Rates
INPUT Forevasicd Vanable Inferest Rater (V) [N 0Ly 0 0% 00 0 ¥
INPUT Begnrung of Y ear Detn bulanve (Y eur § onlvi 1.560,094 P Seuevd 15006084 1,860,091 1. 4044
INPLT Additional Dett ] [} t 0 0
INPUT Prncipal Paymenus o S 0 | v 0
Endung Debt Bdance 1 SptaNd 1LSouosd |1 Shuevd 11 Seh evd 1,500 094
Debt Instrument #2 H
INPUT Fued or Vanable Interest Rate (F or V) l +
INPUT Fued Interest Rate {H) 28 0% INPUTT Forevasted Vanstile Interest Rates
INPUT Forecanted Vanable Interest Rates (V') 0% Q0% 0% 0 0% 0 0%
INPUT Begnmung of Year Debt Balance { Yeur | only) G [V Non.vol) A GUD R04U.000
INPUT Addiional Dett 4U0.U00 44000 [ u 0
INPLT Prucipal Paynients u [ [ 0 0
Ending Delit Balanve [ Nub) EHI NG NOO UG NGO.uu0

l U 0%

INPLT Forecasted Vanable Hitere o Rates

ULte 1 (% 1) U] 0 0% 0 0%
] 4 ( [ [

5 n Q ) [V}

J 1Y u U )

" i u 0 9

INPUTT Forecusted Vanable Interest Rotes

( 0% 0 0% 0U% 00% 00%
Y 0 0 0 Y]

[ 0 v 0 [

0 Q Q L) [i]

4] u '] ) U

F
[ INPUT Forecasied Vanable Inlerest Rates

U 0% 0 0% 0 0% 0 Ut Q0%
0 u u 0 Y]

1] 0 [0 0 0

0 0 7] ] 0

0] 0] 9 0 [}

INPLT [hiscreet Equily [ssues Regruchaser

Yvar 1] Vear Ve M Year 4] Yeus §
Toned] 'u-u.l wq‘l 19uK] IENT]
[1] A [ [] [

0 U 19 0 Q

A [ [ 0 0

ETETY

Step 5. INPUT Valuation Assumptions

Working capitalsales 14 0%
Current year working capital 1204 14y
Rendual Growth Rate o (P

on of Equiny

Fag Maket Vadue of Sotepreraiting asscls
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Discounted Net Cash Flow Model

Julgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 1

Current vear Year | Year 2 Year 3 Year 4 Year 5
Discounted Net Cash Flow 1994 1995 1996 1997 1998 1999
Total Sales (PAGE 2) 40,860,943 41.311.965 SU.000,U57 60,475,777 63,322,320 66,311,202
Cost of Goods Sold (Cost of Service) (Pl 2) 36,533.024 36,380,505 43,318,892 51,353,591 53.068.260 54,627,730
[TFEY YR 3 63 38 R 82 45
Gross Margin 4,333,959 4,93tL.400 0.6%1.165 8,922,140 10,254,006 11,683,472
1064 11 v 143 14 5% 16 2% 17 0%
Variable and Fixed Costs (PAGE 3)
Toual vanable costs 1811708 1,776,414 2,150,002 2,600,458 2,722,860 2,851,382
Totz} fixed costs 661,835 ORU,660 701,080 722112 743,770 706,089
Total vanable and fixed costs 2,472,543 2457075 2,851,082 3,322,571 3,460,630 161747
'YL [{ZH § § Sy [N § Sy
Earmings Betore Interest, Taxes. Depreciation, 1L.X61.410 2474385 1830083 5.599.615 6.787.430 £.066,002
and Amonzanon (EBITDA) 104 o M) v ie 10 "% 122%
Depreciation (PAGE 5) 962,111 1,025,089 1.001,423 1,068,089 1.074.756 1,081,423
Earnings Before Interest and Taxes (EBIT) 899,305 1.446.290 2,768,660 4.531.526 5712.674 0,984,579
Interest Expense (PAGE 4) 1.031.143 0174 S90.174 590,174 590,174 590,174
Profit Before Tax (131.53%) 950,123 2,175,487 3941352 5.122.501 0,394,405
0 4% ANLE 1. [ S 14 vos,
Tax Provision (32.73%) 82449 X71.398 1.576.541 2.049.000 2,557,762
Profil Afier Tax {79,108 573.674 1307042 2304811 1.073.500 1,836,043
0% 14 dnse i Y 4 9 f 5%
Free Cash Flow
Profit After Tax 573.674 1307092 2.304.811 073,500 3,830,643
Depreciation 1.42%.089 ool 423 1.068,08Y 1.4174,7506 1.081,423
Additional working capital requircmicnts (60,747) (1.303.214) (1.571,358) (4206,942) (448,331)
Capital investment { S, 04 (SO0, 000) (100, 000) (100.00) (100,000)
Additional Debt Financiig 00,000 00,000 1 0 4}
Principal Payments t 1} 0 0 0
Changes in Equity Financing 0 [ 0 0 0
Free Cash Flow 1,435,010 903,301 1,761,543 3,621,274 4,369,734
Present Value Factor 0.8607 1L.6375 (4722 0.3498 0.2591
Present Value of Cash Flow 1,235,165 615.407 831,876 1,260,757 1,132,278
Residual Value 12,384,861
Sum ot Present Value ol Cash Flows 5,081,382
Present Value of Residual 3,209,144
Preiiminary Value 8,291,527
Worlung capital (deliciency) surplus 6,219,202
Non-operatinyg asscts S00.000
Equity value indication 15,009,728
Total shares outstanding 1.000.000
Equity value per share 1501

\?



Discounted Net Cash Flow Model

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST OF GOODS SOLD Current year Year | Yecar 2 Year 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS 1994 1993 1996 1997 1998 1999
Unit Production

Cement 2.691 3000 4.000 4,000 4.000 4.000

Lime 2o 250 250 350 350 150

Asbestos Cantons 1500 1] 0 1] 1 0
Unit Capacity

Cement RATTY) 3.0 3500 4000 $.000 4,000

Lime St 300 500 St 500 St}

Asbesios (antons 21000 2000 Jh.000 21,000 1000 21,000
Percent of Capacity

Cement LUNEN 100 0 114.3% O 0% 100,00 HHLO%

Lime RTTRTEN 50.4% S0 (9, Tu.0v, T0.0% 0.0

Asbestos Cantons S, 0 UMy 0.0y 0.0 .09
Pnce per Unit

Cement 12.413 12910 13,555 14,233 14.944 15.692

Lume 10,438 1,334 h 230 1128 HL 128 JU.128

Ashestos Cartons 512 512 512 512 512 512
Total Sales by Product

Cement 33.403,383 18,728,500 47,442,486 30,930,983 59,777.532 62.766.409

Lime 2,087,641 2,543,408 2,557,571 1,544,793 1.544.793 1.544,793

Asbestos Cartons 5.376.000 1] 1] i 0 0
Cost per Unit

Cement 11,064 11.396 11,738 12,090 12,453 12,826

Lime 8,599 %771 %,940 9.125 9,308 9,494

Asbestos Cartons 480 S04 529 550 SB3 613
Total Costs by Product

Cement 29,773,224 34 187.760 41,082,292 48.359.726 49,810,518 51,304,833

Lime L719.800 2192743 2.236.000 3193868 3,257,142 3,322.897

Ashestos " viuns S0 1] 1] 1} 0 0
Profit per Unit

Cement L gvy T [RIERM 15 1%, 16.7% 18.3%

Lime 17 60 (SRR 1250, Y Yy 810 0.3%

Ashestos Castans 0.3 (U, 00V [{N1EM 0.0% 0.0%
TOTAL SALES U.8060,9K3 41311963 SO000,057 00,475,777 03322326 66,311.202
TOTAL COSTS OF GOODS SOLD (COST UF SERVICE) 36.533.024 36380, 505 43,314,892 51,553,591 53,008,260 54,627,730

v
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Discounted Net Cash Flow Model O UTP lJ'T S ECTI ON Pr\G E 3

Bulgarian Cement
Privatization
As of December 31, 1994

VARIABLE AND FIXED Currentvear] Year! Year2 Year3 Yeard Years
COST ANALYSIS 1994 1995 1996 1997 1998 1999

Variable Costs
Adnnmistrative 1.625.644 1.50Y X33 1.900.002 2.298.0K0 2.406.24% 2.519.826
Marketing 180,064 206.5060 250.000 302,379 316.612 331550
Insurance V] 0 f] 0 0 V]
Legal and auditing u 0 () 1] 1} 0
Utilities 1] 1 0 1} 0 7}
Mscellancous 1} 1} ] 1} 0 7}
Other 7] 7] U ¥] 7] 0 0
Other %2 0 1] 0 0 g} 0
TOTAL VARIARBLE CONTS [} 0 ] U 0 U
Total Variable Costs 1.X11.70K 1.770.414 2.150.002 2.600.45% 2.722.860  2.851.382

Fixed Costy

Rent 0 1} 1} [t} 0 0]
Salaries GOU.RAS 080,000 T01.080 722112 743.776 766,089
Mamntenance 1] u §] [}] [V} 0
Other #1 0 0 1] 3} 0 0
(ber 42 [§] u 1] 1] 0 0
TOTAL FINED COSFS 7] 0 0 ] 0 0

Total Fixed Costs 600.K13 GRU.000 701,080 722,112 743.776 766,089

Variable Costs (as a percent of sales)

Administrative 404, IRY. 3.8% AR 3.8% 3.8%
Marketing 0.5va U Sve 0.58% 0.5% 0.5% 0.5%
Insurance UV 0y 0.0% 0.0% 0.04% 0.0%
Legal and audiing DYy VXV 0.0% 0.0% 0.0% 0.0%
Utilities V0% U 0.0% 0.0% 0.0% 0.0%
Miscellaneous 004 U Uy 0.0% 0.0% 0.0% 0.0%
Other #1] 00" Ouey 0.0% 0.0% 0.0% 0.0%
Other #2 [JATAM (YA (I 0.0% 0.0% 0.0%
TOTAL VARIABILE COSTS nor, TR o, 0.0% 0.0% 0.0%

Total Vanable Costs 440, ERTH 4.3 434, 43 4.3%

Fixed Costs (percet gromth)

Rent TRIE (TR7L [TX7E (TN 0.0%
Salanes Lo, ANIEN dav, Juv, 3.0%
Maintenance Ut (JXTEM 0.0% 0.0% 0.0%
Oher #1 [TRVEY 0%, U0" 0.0% 0.0%
(nher 52 Huy 0.0% 0.0% 0.0% 0.0%
TOTAL FINED (COSTS [TXVE 0o 0.0% 0.0% 0.0%

Total Fixed Costs Vo, 30% J.0v, 30" J.0%

TOTAL VARIABLE COSTS 1.X11,708 T4 2.150.002 2,000,458 2.722.860 2.851.382
’;’;A‘L FINED COSTS 660818 uXU.GOU 701.080 722.112 743.776 766,089

[



Discounted Net Cash Flow Madel

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES

IN LONG TERM FINANCING REQUIREMENTS

A, INPUTS for Current and Forecasted Long Term Debt Financing

Year | Year 2 Yeur 3 Year 4 Year §
TOTAL INTEREST PAYMENTS [EBN 1990 1997 199K 1999
Bank Loans 0174 074 0174 W 174 0,174
Debt Instrument #2 100,000 200,000 200.000) 200.000 200.000
Debt Instrument =3 1 1} 0 0 0
Debt [nstrument =4 0 i U 0 0
Debt Instrument #5§ 1} 1} 1} 0 0
TOTAL INTEREST PAYMENTS 4un. 174 0174 ST S9U174 90,174
TOTAL ADDITIONAL DENRT FINANCING
Bank Loans 0 0 1) 0 0
Debt Instrument #2 400,000 400,000 0 0 0
Debt Instrument 53 0 V] 0 0 1]
Debt Instrument 54 0 0 0 0 0
Debt Instrument #5 0 0 0 0 0
”TU'I‘AL ADDITIONAL DEBT FINANCING 400,000 J00.000 [1] 7] 0
TOTAL PRINCIPAL PAYMENTS
Bank Loans 0 0 0 i} 0
Debt Instrument 22 0 0 0 0 0
Debt Instrument #3 0 1} 0 0 0
Debt Instuiment #4 0 0 0 0 0
Debt Instument #5 0 1] 1] 4] 0
|'1'()'I'.-\J, PRINCIPAL PAYMENTS 0 1] 0] 0 0
TOTAL ENDING DEBT 1.900.694 2,360,694 2.360.694 2.360.694 2.360.694
TOTAL CHANGE IN EQUITY FINANCING
New Equity Issues 0 [}} 0 0 ]
Additional shares issued 0 4] 7] 0 0
Equity Repurchases 0 0 0 0 0
"'l'()'l".~\1_ CHANGE IN LQUITY FINANCING 0 0 0] 1] [1]
293 409 7.08 9.08 11.83

\L“(



Discounted Net Cash Flow Model

Bulgarian Cement
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 5

FIXED ASSET AND CAPITAL Current year] Yearl Year2 Year3 Yeard YearS$
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999

Net Fixed

Fixed Asset Depreciation - Existing Assets Asscls
Depreciation for shont temi depreciable wssets ] ] i} u 0 0
Depreciation for medium term depreciable assets 13.749.561 v16.637 916.637 910.637 916.637 910.637
Depreciation for long temm deprectable assets 2,343,559 7%.119 78.119 78,119 78.119 78.119

Capital Expenditure Depreciation

Depreciation tor short tem depreciable assels ] U i U [
0 Y 0 [¥]
Y] 0 0
Y 0
0
Depreciation for medium term depreciable assets 33,333 31333 33,333 33,333 33.333
3330 33313 33333 33333
0,667 6.667 6.6067
6,607 6.667
6.667
Depreciation for long term depreciable assets 0 [ U 0 [
[§] Y 0 V]
§] 0 0
v} 0
V]
[TOTAL DEPRECIATTON EXPENSI. TOIXOXY T.06IA2ZY TooR0RY  1.074.756  1.081.123

\&”



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 1s" 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 Company 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 demand for and low supply of plastic raw
materials.

Buyver Company Profile: LSK Plastics, Inc. ("LSK")

LSK operates in diversified segments of the plastic container industry with customers
including soft drink bottlers, outdoor recreation arnd 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 I: ANALYZE YOUR COMPANY

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:

o Sales will grow at 5 percent over 1995-1999 due solely to price increases.




e Cost of goods sold will remain the same as a percent of sales as in 1994,

o Selling and Administrative expenses will remain the same as a percent of sales as in 1994,

o CP'stax rate is 30 percent.

e The company's net property, plant, and equipment is depreciated over 7 years.

e The company plans on spending C$1,000,000 per year in capital expenditures for
replacement and refurbishment of existing equipment (7 year life).

e The company's bank loans have an interest expense of 6.2 percent.

e CP currently projects a working capital/sales requirement of 30 percent (based on the
three year average of the historical working capital/sales).

o 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).

e The company's residual growth is based on long-term inflation forecasts equal to 2.5
percent.

e 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: Liguidity, Leverage, Profitability, and

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.

e 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.

e 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.

e LSK would incur C3$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.

e LS5K'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.

e Asaninitial 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:

1. 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 ir one balloon payment in
1999).

e 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 inteinal accounting personnel). LSK believes that CP's Selling
and Administrative Expenses can be reduced to 12.0 percent of sales.

e The Canadian government views the foreign investment by LSK positively because the
increased company revennes 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.

e 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:

I. 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.

(Hint: recalculate the company's 1994 working capital as a percent of sales after making

adjustments (o 1994 working capital and use that percentage as a proxy for working

capital sales as an input into the model).

e 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.

e CP believes it can eliminate unnecessary overhead, reducing Selling and Administrative
Expenses to 11.0 percent of sales.

e CP believes that it can sell company automobiles (provided to company employees as
perquisites) for C$100,000 without impairing operations.
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Canadian Plastics Ltd.
Fair market value of the Common stock
As of December 31, 1994

Historicai Balance Sheets

Assets

Current Assets:
Cash and equivalents
Accounts receivable
Inventory
Prepaid expenses
Other current assets
Total current assets
Net Property and Equipment

Total Assets

Liabilities
Current Liabilities:
Bank indebtedness
Accounts payable
Income taxes payable
Current maturities of long-term debt
Total Current Liabilities
Deferred Income Taxes

Total Liabilities

Share capital
Retained earnings

Total Stockholders’ Equity

Total Liabilities and Stockholders’ Equity

Notes:

($ Canadian) :
For the year ended December 31,

1992 1883 1994 1992
3.891,000 3,349,000 3.367,000 16 1%
2,558,000 2,725,000 5,984,000 10.6%
4,061,000 6,170,000 8,115,000 16 8%

00%
_. 604000 479,000 _ 451,000 25%
_11.114,000 12,723,000 17,917,000 ~459%
13115000  17.188,000 _ 16873000)  54.1%
..24229.000 29911000 34790000/  1000%
($ Canadian)
For the year ended December 31,
oAss2 1993 1984 1992
0 0 1,000,000 0 0%
2.372,000 6,070,000 4,205,000 9 8%
0 0 0 0 0%
o 0 oo 00%
2372000 6070000  5205000)  98%
2,519,000 2,564,000 2,677.000 10.4%
4891000 8634000 7882000 20.2%
796,000 796,000 796.000 33%
18,542,000 20,481,000 26,112,000 76.5%
19,338,000 21,277,000 26,908000)  79.8%
24,229,000 29,911,000 34,790,000 100.0%

1993

112%
S 1%
20 6%
00%
16%

42 5%

57.5%

100 0%

1993

0.0%
203%
00%
00%
20 3%
8 6%
28 9%

27%
68.5%

100.0%

RMA data from 1994 RMA in SIC# 3089, "Manufacturers- Miscellaneous Plastic Products”
GLC data represents the average of the selected guideline company data

1%

1994

29%;
12.1%:
00%
oo%i

15 0%
77%
227%

23%
751%

773%

1000%| _

GLC_ i _RMA__
7.4% 4.4%
20.0% 22.9%
152% 19.3%

438%|  483%
a8T%| __ a21%
.. 1000%] 100.0%_

LGl | RMA
156% 11.9%
1.4% 0.7%
as%|

| 283% 327%
LY
16.2%

. s05%|  338%

100.0% 100.0%
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Canadian Plastics Ltd.
Fair market value of the Common stock
As of December 31, 1994

Historical Income Statement Data

Sales

Cost of Goods Sold

Gross profit

Selling and Administrative Expenses

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

Depreciation and Amortization
Earnings Before Interest and Tax (EBIT)
Provision for Income Taxes

Net Income

Notes:

($ Canadian)

For the year ended December 31,

..1992

29,478,667

.. 2,946,667

_6.017.000

2,232,000

1,612,000

e 22 173,000

. 20:515.000

8963667

.3.785,000

1993
30.405.000
23,306,000
7,099,000
3,159,000

3,940,000

2,335,000
1,605,000
481,500

1,123,500

RMA data from 1994 RMA in SIC# 3089, "Manufacturers- Miscellaneous Plastic Products™
GLC data represents the average of the selected guideline company data

1994°

32,819,000

25,197,000
7.622.000
4,255,000

3.367.000°

2,576.000

791,000

237,300

553,700

1992

100 0%

69.6%

304%

100%

20 4%

76%
128%
5.5%

7.4%

1993

100.0%

. T87%

_ 104% _

130%

. 19941

_.168%

3%

1000%

232%!
° 1

130%)

10.3%

78%)|

L 24%

0.7%

e 1~7%;|,

GLC

+ - -
1
i

100 0%
{

!
73.3%|

267%;

1e%

153%|

RMA

100 0%

246%
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Canadian Plastics Ltd.
Fair market value of the Common stock
As of December 31, 1994

Historical Ratio Analysis

LIQUIDITY:
Working capital
Sales/working capital
Working capital/sales
Current ratio
Receivables turnover
Days' receivables
Inventory turnover

ASSET UTILIZATION
Total asset turnover
Sales/net fixed assets

LEVERAGE:
Interest coverage
LTD/(LTD+capital}(1)

PROFITABILITY
Gross margin
EBIT

ROE BREAKDOWN
Net income/sales
Sales/total assets
Total assets/total stockholders' equity
ROE

Notes:
(1) Capital is equal to stockholders' equity

A 1993 1994 _BLC RMA
|
$8,742.000  $6.653,000 $12,712.000 .
337 457 258 7.1 1.9,
29.66% 21.88% 38 73% 14.10% 8.40% |
469 210 3.44 1.6 1.4
11.52 1116 5.48' | 8.0
32 33 671 450/ 46.0
5.05 3.78 3.10] |
122 102 0.94. 12 1.8]
225 1.77 1.95! 20 43
000 000 0.00! 37.2
0.00% 0.00% 3.58%|
3041% 2335% 23.22%! 20.8%
12 84% 5.28% 241%|
{
!
74% 3.7% 1.7%| 4.6%
12 1.0 0.9 1.2
13 14 1.3]
112% 53% 2.1%! 9.3%

RMA data from 1994 RMA in SIC# 3089, "Manufacturers- Miscellaneous Plastic Products”
GLC data represents the average of the selected guideline company data




Discounted Net Cish Flow Model

Canadian Plastivs Lid.
Privatization
As of Decembir 31, 1994

INPUT SECTION

Step 1. INPUTS for Product Sales and Current year Yearl Year2 Yeard Yeard Years
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999
A INPUT Current year 1994
B Forecast TOTAL SALES or UNIT SALES (T or 1))? T (I T 15 selected, proceed 1o 210, I£1 15 selected. proceed to #11))
C INPUTS for TOTAL SALES (T) forecast
INPUT Cusrent year sales 32819000
INPUT Current year cost of gonds sold (or cost of service) 25197001
INPUT Sales growth rates for years 1.5 S0 S| 5] 3 0%o] 5 0%
INPUT Cost of goods sold tor cost of service ) as o percent of sales for vears 123 Tu 3¢ To e of 70 8%] 76 3% Ta 8%
D INPUTS for UNIT SALES (1) forecast NP
Current sear
INPUT Product Nantes and Forecasted Unat Pros luction tnits Notd INPUT Forecasted Vnits Suld
Product #1 i) " 5] 0 0 ]
Product 22 D) [ 0 0 1) [5]
Product #3 u [ U 1] 3] 0)
INTETT
ument vear
INPUT Product Groups-Unit (‘apacity Ui Capacets INPUT Forecasted Unit Capacity
Product 4] [ 1] 0 0 1) [1
Product #2 0 0 0 0 0 0|
Product #3 1) il ) 1) 7] b)
INPL
Current vear
INPUT Unut Sales Prices I'nit I'rices INPUT Forecasted Unit Price Girowth Rates
Product 41 0 ey, [ 0% 0 Wa 0 0%
Product #2 0 [INIE T € (% UIrs 0 0%
Product 43 D TEEH (1t aue, 00 U0
INPLTT
Cument year
INPUT Product Cost per Unit Costoper Unn INPUTT Forecasted Unit Cost Growth Rates
Product #1 I Uy VU 01 U.0% 0 0%
Product #2 0 0, Wik O My O 1) 0%
Product #3 " Lo Ui 0Q% 12 0 (1%
Step 2. INPUTS for Variable and Fixed Current year Yearl  Year2 Yeard Yeard Year$
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999
N
vurrent et
A INPUT Vanable Cost forecasts Varable €oste ISPUT Vanable Costs as a Percent of Sales
Adminstrative 4. 23S . Lo, 130, 131% [ 13 0%
Marketng o, Ui, [IEN 0 M U 0%
Inswance " vy v Q0% 0P 00%
Legal and auditing " Ui U [N U 0.0%
Unliies 0 Nire 1% 0 0% [ 0.0%
Miscellancous I G 0% 0 0% 0.0 0%
Cther #1 [H I 000 0% 0 0% 0.0%
Other 42 [ UR, v V0% 0.0% 0.0%,
OPTIONAL: INPUT TOTAL VARIABLE (COSTS [ ) T G| 0 0] 03] 00
INPU ]
Current vea
3 INPUT for Fixed Cost lorecasts Faned Cists INPUT Forecasted Fixed Cost Girowth Rates
Rent U [XKIEH Ui G 0% G 10%
Salanes n e, 1) 0% (10% 0P ()%,
Maintenance t [ 1P 010% 00% 0 0%
Other #1 [} sy V0% 0% 0o 0.0%9
(ther #2 [ Uiy By 1 0% 0.00% (2.0%)
OPTIONAL: INPUT TOTAL FINED ((ONTS [ 0 ] UTP of Ve] 0.0%] 0%
INT'H ]
C'urrent vear
Iian Rate INPUT Forecasted Tax Rates
T INPUT Cument Year Tanes and Forecasted Tax Kates | iy, HIIEA | 3] 30 0¥ ] 30 ] 30 ()%
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Discounted Net Cask Flow Made)

Canadian Plasiics Ltd. 1
Prisetization B
As of December 31, 1994 |

I INPUT SECTION

I

1

Step 3. TNPUTS Tor FORT.CASTED Depreclation
and Capital Expenditures

A INPUT Curtent Yeas Depreciauon Expense I 2876000

B INPUT Current Deprevialile Assets

INPLTT
Cunent Ve INPLT
[N Depreaianie
Netbned Vet Yuarr

hort depreviabie Ufe (1-% years; v [
{[Medsum depreviable bfe (b-19 years) to 52000 -
Long depreciable Lfe (20+) . Y
Total 168" Uy
INPUT
IC INPUT Capital Expenditures in Depreciabie INPUT Forevtsted Capntal Expendatures
Years e Yo 2 Yo V] ear 4 Yeur §
[ETH [ave [ESH (28 [EXS
[Short depreviable Lfe (1-5 years) i} 1] [1] [ 0 0
Medium depreciable bfe (619 years) - 1,000,000 | 1,000,000 | 1LOOOLLL | 1.000.00U | 1,000,000
Long depreciable bife (20+) U o 0 0 1] 0
Step 4. INPUTS for FORECASTED f.ong Term Financing
A INPUTS for Current and Forecaste Long Tems Delt Fuianeng
INPUT Cusrent Year interest Expense (In Currency) [ 1]
e 1] Year 3] Year ] \ear 4] Yeas ¢
Delt Insrumera #1 | 19as] 1aan] 1537 1odn] [
INPUT Fixed or Vanable interest Rate (F ur V) F
INPUT Fixed intesest Rate (F) 6 1% INPUT Forewnated Vanuble Interest Rates
INPUT Forecasted Vanabile Interest Rates (V) 0 0% U U% Ugve R0 U 0%
INPUT Begnmung of Year Uebt Balance (Yv | onlv) 1000,000 { Loowoon | 1000000 1 1.000.008 [ 1,000,000
INPUT Addinonal Debt [} [ [0 0 [
INPUT Pnincipal Payments [l 1 [ U [
Ending Debt Balasnce KL RTT 100000 1000 (i [RULVRTT 1 ol )
Dedt lnstrument #2 ] NI U
INPUT Fuxed ur Vanable interest Rate (F ur V) + ]
INPUT Fuxed [nierent Rate (F) | 0% INPUT Farecasted b anabiv inerest Hates
INPUT Forecuned Vanabile Inlerent Rater (V) 09, v 0% 0% (R 0 034
INPUT Begnmung of Year Delt Hatance ( Yenr 1 oulyy 1] 1 [ 0 0
INPUT Additonal Delnt [0 0 [0 y 0
INPUT Pnncipal Paymenu 0 1] 0 0 0
Endung Delit Balance [0 [0 [0 U 0
Debt instrument 43 ]
INPUT Fixed or Vanable Interess Rate (For V) | F
INPUTT Fixed Interent Rate () 0 0% INPLUT Forevasted Vanable tnterest Rates
INPUT Furecasted Vanahle Interest Rales (\) U 0¥ 0% Q Ut 0 0% 0 0%
INPUT Beguuung of Year {ebt Halance (Year | only) 1] u U u )
INPUT Additonal Delit 0 0 0 [ Q
INPUT Pruncipal Payments [ U 0 1] Q
Ending Debt Balanve 0] ] i) 1] [}
Debt [nstnuneni #4 B
iNPUT Fued or Vanable Interest Rate (F or V) | 3
INPUT Fuxed Interest Rate (F) 0.0% INPUT Forecasted Vanable Inferest Rales
INPUT Forevasted Vanable Inicrest Rates (V) 0 0% 0 0%, X0 0 0% u 0%
INPUT Beguuung of Year Debt Balance (Year [ only) Y U [ 0 1]
INPUT Addivonal Debt 0 0 [ 0 g
INPUT Pruwcipal Payments 0 [] Q [1] 0
Ending Debt Balance [ 0 [ 0 0
Debt Instrument ¥3 ]
INPUT Fuxed or Vanable tntesest Rate (For V) F
INPUT Fixed Interest Rate (F) INPUT Forevasted Vanatle Inferen Rales
INPUT Forevunied Vanable Interest Rutes (V) 0 04 0 0% Q4% 0% [P
INPUT Begunrung of Year Debt Balance (Year 1 anly) [ ] 0 0 0
INPUT Addiuonal Debt [ [ [ 0 [}
INPUT Pruicipal Peymenu [1] [1] 0] 0 0
Ending Delit Balance 0 i) [0 u 0
B INPUTS for Forecarted Equiy Finacing INFUT [acrest bgrany dsues Repurchases
Vear 1] ean 2 \ear 3] Year 4] Yeu $
|m.«l lnunl [ERN] |w,\1 (£
INPUT New Equry issues (In Curtency) 0 0 [] il [i]
INPUT Equty Repuschases (In Currensy) Yy U 1] 0 1]
INPUT Total Shares lesued (Repuschased) U [1] [ 0 ]

INPUT Cusrent Sharey Quistanding 1.000.000

Step S, INPUT Valuation Assumptions

Working capitalisales 10 0% Cost of Fquity
Current year working capital 12.712.000
Rendual Growth Rate 14%

Fanr Mashet Value of Noneoperiating assels
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Discounted Net Cash Flow Muadel

Canadian Plastics Lid.
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 1

Current vear Year | Year2 Year 3 Year 4 Year 5
Discounted Net Cash Flow 1994 1995 1996 1997 1998 1999
Total Sales (PAGE 2) 32.819.000 34,459,950 36,182,948 17,992,095 39,891,700 41,886,285
Cost of Goods Sold (Cost of Senvice) (PAGE 2) 25,197,000 26,465,242 27,788,504 29,177,929 M),636.825 32,168,667
‘6 93 To Y 0 8 "0 9% "6 4% 76 S%
Gross Margin 7.622.000 7,994,708 8,394,444 X.814.100 9254874 9,717.61R
20 2% 242 22 252 23 2% 25
Vanable and Fixed Costs (PAGL 3)
Total vanabie cosis 4.255.000 4,479,794 4.703.783 4.938.972 5.185.921 5.445.217
Toual fixed costs 0 [t} 1} 0 0 0
Tolal vanable and fixed costs 4,255,000 4,479,794 4,703,783 1.938.972 5,185,921 5,445,217
130% 14008 130% 1305 13 0% 13 0%
Eamings Before Interest, Taxes, Depreciation, 3,367,000 1514915 10Y0.661 1875194 4,008,953 4272401
and Amortization (EBITDA) 10 3% 192 100 2% 10 2% 10 2% 102%
Depreciation (PAGE §) 1,576,000 2.553.280 2,696,143 2.439.000 2.981.857 3124714
Earnings Before Interest and faxes (EBIT) 791.000 901.624 994,518 1.036. 194 1L.URT.096 1.147.687
Interest Expense (PAGE 4) [ 6200 62000 62,000 62,000 62,000
Profit Before Tax Tui.000 R0 DARRIY | 973194 1.025.0006 1.085.687
24 e Jee 2o 24 2on
Tax Provision 237.300 204,889 279,255 292,258 307.529 125,706
Protit Afier Tax 553.700 620,740 632,762 6K1.910 717,567 759,981
7% IES 13 15% 1%% EDS
Free Cash Flow
Profit After Tax 629,740 652,762 681,936 717,567 759,981
Depreciation 2,553,286 2,690,143 2,839,000 2,981,857 3,124,714
Additional working capital requirements (492.2%5) (5316.899) (542,744 (569,881) (598,375)
Capial investment (1.000,000) (1,000.000) (1.000,000) (1,000,000) (1,000,000)
Additional Debt Financing u 0 0 [ 0
Principal Paynicnts u 0 0 [\ 0
Changes in Equity Financing 0 0 0 Y [{]
Free Cash Flow 1,691,741 1.%32.006 1,978,191 2,129,543 2,286,320
Present Value Factor 119206 1 7801 0.6011 0.5603 0.4748
Present Value of Cash Flow 1.550,453 1,429,230 1.307.3606 1,193,162 1,085,595
Residual Value 1,068,680
Sum ol Present Value of Cash Flows 6,572.312
Present Value of Residual 507.433
Prelinunary Valuc 7.079.745
Working ¢apital (deliciency) sumplus 2,860,300
Noun-operating asscts u

Equity value indication
Tolal shares outstanding

Equity value per share

9.940.045

[RUERE T

995




Discounted Net Cash Flow Model

Canadian Plastics Ltd.
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST OF GOODS SOLD Current year Year 1 Year 2 Year 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 1999
Unit Production

Product #1 EN A N A N A aN'A aN aN A

Product A2 AN A N A EANRY N A aN A aN A

Product #3 AN A AN A N A aN A AN A aN A
Unit Capacity

Product &1 N N A ENA #NCA EN A AN A

Product 42 BN A EN A AN A aN A aN A aN'A

Product #3 AN A BN A aN A AN'A aN‘A AN A
Percent of Capacity

Product 81 aN A =N A AN A BN A aN A BN A

Product #2 aN A N A AN A BNA ANA AN A

Product 43 UNA aNA aN A ANA aN/A AN/A
Price per Unit

Product 41 AN A ERVIRY #NA EN'A EN-A aN‘A

Product #2 AN A AN A aN A =N A aN A aN/‘A

Product #3 BNA aN A AN A uN A aN'A aN/A
Total Sales by Product

Product #1 HNCA ENCA aN‘A aNA AN A HN/A

Product #2 aN A N A AN A BN'A ENA BN/A

Product #3 LhYRY aN'A aN A #NA #N/A ANCA
Cost per Unit

Product #1 UNJA N A AN A aN‘A BN/A HN/A

Product #2 AN/A N A ANA ANIA AN/A aN/A

Product #3 AN/A aN A ENA aNiA BN/A #N/A
Total Costs by Product

Product #1 LANRY ENA aN A aN A aN'A INCA

Product #2 AN A N A 4N A aN A uN A aNVA

Product #3 uN A 2N A aN A N A aN A aN A
Profit per Unit

Product #1 "N A N A EN A 3N A AN A aNrA

Product #2 EN A NI =N A aN A ENA BNIA

Product 83 BN A N A N A aN. A aN A HN/A
[TOTAL SALES 32819000 34,439,950 3o, 1%2.94% 17.992.093 39,891,700 41,886,285

OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 25,197,400 20,465,242 27, 78K, 504 29,171,929 30,616,825 12,168,667




Discounted Net Cash Flow Model

Canadian Plastics Ltd.
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 3

VARIABLE AND FIXED Currentyear] Yearl Year2 Year3 Yeard Years
COST ANALYSIS 1994 19935 1996 1997 1998 1999
Variable Costs
Adnministrative 4.255.000 4.479.794 4.703.7%3 49318972 S 188921 s448.217
Marketing ] (1 U U 0 T
Insurance [V} 1] 1] [{] 0 u
Legal and audiing i u 0 U 1 0
Utilities 1} ] 0 0 [V} 0
Miscellaneous 1} i 1] 1] 0 0
Other #1 0 [t} 1} 1] 0 0
(her 72 ( [}] 0 0 (] 0
TOTAL VARIABILE COSTS 1) t 1 0 0 0
Total Vanable Cosis 4.255.000 4,479,794 4,703,753 4.931K.972 5185921 5.445.217
Fixed Costs
Rent 7] 1} 0 0 0 0
Salanes (] 0 1] 0 0 0
Maintenance 0 0 )] 0 0 0
Other &1 0] 1] [b] 0 0 0
Other 52 0 0 0 0 0 0
TOTAL FINED COSTS 0 1} 0 0 0 0
Total Fixed Costs ] 0 0 0 1} ]
Variable Costs (as a percent ol sales)
Administrative 13.0v, 13.0% 13.0% 13.0% 13.0% 13.0%
Marketing 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Insurance (.0¥ 0.0% 0.0% (1.0% 0.0% 0.0%
Legal and auditing 0.0% 0.0% 0.0% 0.0 0.0% 0.0%
Utilities 0.0 ).0% 0.0% 0.0% 0.0% 0.0%
Miscellaneous 00" 0.0% 0.0% 0.0% 0.0% 0.0%
Other #1] 0.0% 0.0v% 0.0% 0.0% 0.0% 0.0%
Other #2 oY Q0% 0.0% 0.0% 0% 0.0%
TOTAL VARIABLE COSTS [IXTaM (Lu"y 0.0% 0.0% 0.0% 0.0%
Total Variable Costs 130" 130" 130" 13.0% 13.0% 13.0%
Fixed Cosls (percent growth)
Rent 00", 00" 0.0% 0.0% 0.0%
Salaries 0% 0.0% 00% 0.0% 0.0%
Maintenance 0.0 0O 00v 0.0% 0.0%
(her #) 00" 00" 0.0% (}.0% 0.0%
Other #2 0.0% 0% 0.0% 0.0% 0.0%
TOTAL FINED ('()STS 0.0% 0% 0.0% 0.0% 0.0%
Total Fixed Costs 0.0% 0.0% 0.0% 0.0% 0.0%
TOTAL VARIABLE COSTS 4,235,000 4,479,794 4,703,783 4938972 5,185,921 5.445.217
TOTAL FINED COSTS 0 ] 0 0 1] 0




Discounted Net Cash Flow Model

Canadian Plastics Ltd.
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES
IN LONG TERM FINANCING REQUIREMENTS
A, INPUTS for Current and Forecasted Long Term Debi Financing
Year | Year 2 Year 3 Year 4 Year §
TOTAL INTEREST PAYMENTS tvys 1990 1997 19uR 1999
Debt Instrument #1 602.000 L2.000 02,000 62.000 62,000
Debt Instrument #2 0 ) 0 0 0
Debt Instrunient 23 0 0 [V} 1} 0
Debt Instrument 54 [§] 3} 1} 1] 0
Debt Instrument #§ 1] U 0 1} 0
TOTAL INTEREST PAYMEN'TS 0200 02.00U 02.000 62.000 062.000
TOTAL ADDITIONAL DEBT FINANCING
Debt Instrument #1 0 0 0 0 0
Debt Instrument #2 0 0 1] 0 0
Debt Instrument #3 8} 0 0 0 0
Debt Instrument #4 B} 0 0 1] 0
Debt Instrument #5 0 0 U 0 0
TOTAL ADDITIONAL DEBT FINANCING [0 ] 0 0 0
TOTAL PRINCIPAL PAYMENTS
Debt Instrument =1 1} 7] 0 1} 0
Debt Instrument %2 1] [§] §] 0 0
Debt Instrument #3 1} 1] 0 1} 0
Debt Instrument =4 3} 1} 1] 0 0
Debt [nstrument &8 0 0 ] 0 0
"’l‘()T.-\L PRINCIPAL PAYMENTS 0 [1] U 0 ¢
TOTAL ENDING DEBT | oun von 1.000.000 1.000.000 1.000.000 1.000.000
TOTAL CHANGE IN EQUITY FINANCING
New Equity Issues Y (" 0 0 0
Additional shares issued 0 0 0 0 0
Equity Repurchases [0 0 0 0 0
"'l'()'l':\L CHANGE IN EQUITY FINANCING ] 0 0 0 1]
1551 16.04 16.71 17.53 18.51




Discounted Net Cash Flow Maodel

Canadian Plasties Lid.
Privatization
As of December 11, 1994

OUTPUT SECTION PAGE 5

FIXED ASSET AND CAPITAL Currentyear| Yearl Year2 Year3 Yeard4 Year$
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999

Net Fixed

Fixed Asset Depreciation - Existing Assets Assely
Depreciation tor short tenm depreciable assets 0 ] 0 0 (1 0
Depreciation for medium term depreciable assets 16.873.000 | 2410429 2410429 2410429 2410429 2410429
Depreciation tor long term depreciable assets [V} 0 Y} 0 [t} 0

Capital Expenditure Depreciation

Depreciation for shon tenn depreciable assets ] [} ) [ []
[¥] U 0 0
; 4] 0 0
0 0
V]
Depreciation for mediutn term depreciable assets 142,857 142857 142,857 142 %57 142 K37
142857 142,857 142 857 142.857
142,857 142,857 142,857
142,857 142,857
142.857
Depreciation for long tenn depreciable assets 1 ] U 1 0
u 0 G [¢]
V] 0 1]
v U
0
238030 2ovo. 043 3IRIO0CH  J9RTENT T 124714

[TOTAL DEFRECIATION ENPESST.




Discounted Net Cash Flow Model
Canadin Plastes Ltd
Privalization

As of December 31, 1994

INPUT SECTION

Step 1. INPUTS for Product Sales and
Gross Margin FORECASTS

Current year
1994

Year3d Yeard
1997 1998

Ycar$§
1999

Yearl
1995

Year2
1996

A INPUT Cument vewr
B Forecast TOTAL SALES or UNIT SALES L or t)?

CINPUTS for TOTAL SALES (T) forecast
INPUT Current vear sales
INPUT Curment vear cost ol goods sold tor cost ol serviee )

3N oo

3197 oo

T e seteded procend o g 1O T0E s selected. proceed 1o 210))

A INPUT Vanable Cost forecasts
Adminustralive

Markeung

Insurance

Legal and auditing

Utilities

Miscellaneous

Other #1

Cther 42 |

OFPTIONAL: INPUT T UL VARIABLE COSTS

B INPUT for Fixed Cost forecants
Rent

Salanes

NMatntenance

Other #1

Other 82

OFTIONAL: INPUT TOTAL FINED CONTS

C INPUT Current Year Taxes and Forecasted Tax Rates

Current vear
Vanable Costy

INPUT Sales growth rates lor vears 1.5 300 30% 3 1% 30%] 30%
INPUT Cost of goods sald (or cost af service : as a percent of sales tor vears 123 7334, 73 3% 75 3% 73 3% 73 344
D INPUTS tor UNIT SALES (1) torecast INiT 2735 430
Current vear
INPUT Product Names and Forecasted Laut Production Uonits Suld INPUT Forecasted Units Sold
Product #1 0] ] y [ 0y )
Product #2 0 1 Y ] Y [}
Product 43 u 1] U [} 10 0
INT'LT
vurrent vear
INPUT Product Groups-Unit < apacity Uit L Capaaty INTUTT Forecasted Unit Capacity
Product #1 t t) 0 0 7] f)
Product #2 i) & Y [}] 0 t)
Product #3 U ' 0 [ [1] 1
INPUL
Cunent vea
INPUT Unit Sales Prices Uinat brices INT'UT Forecasted Unit Price Growth Rates
Product #1 ' Ny Uiy 1) (1% 1) %y 1) %)
Product #2 K] (P yirg 0% 1% 0%
Product #3 0 [ g [ (% 014)°4
NPT
Current vear
INPUT Product Cost per Unnt Costper !t PN Forecasted Uit CostGirowth Rates
Product #i " 0ty Ay Do Ute gy
Product 2 0 v, Gy XIS TN [TRVEN
Product 23 U Gy (YRR Uu 'y [ 0%
Step 2. INPUTS for Variable and Fixed Current year Yearl Year2 Year3d Year4d Year$
Costs and Taxation FORECASTS 1994 1995. 1996 1997 1998 1999
INF

INPUT Vanable Costs as a ['ercent of Sales

4,230 11 (% [ 1] U% 110% 11 (%

1} 0 0% V1o 0% 0% U 0%

[} Hgue, G0 00% 0.0% ) U%

i 1) [ 0% U 0% 0 0%

0 e, Ui 40% O U 0 0%

) Wiy IS 0 0% [XH 0 (%)

— U G, I 0 0% 0%y 00%

L T 0% e 0o 0.0%% 0.0%)

[ M G0 O] 0] 0 O] LG
INPUT
Current vea

Fixed Casts INPUT Furecasted Fixed Cost Girowth Rates

{1 Ny s, 11 (1% ) use €3 Uty

0 [TYIEH vy U 0% 0% 0%

1) e, Ui AT ICH U 0%

1 Ut Ut 1Py 0% 01)%¢

i ey nuvy e )% 43 (19|

I 0 umn.l .m“..[ un"..] nu"n[ U0
(RS
vurrent year

Las Rate INPET Forecasted Tas Rates
[ SO 0107 31 a] 30 0% 3 | 30 ()%




Discunnted Net Cash Flow Model

Canaidin Plaatics Lid.
'rivelizativn
As of December 31, 19v4

PLT

SECTION

L]

[[_Stcp 3. INPUTS Tor FORETASTED Depreciativn
and Capital Expenditures

A INPUT Current Yeas Depreciauon Expense

B INPUT Cument {epreciable Assets
[Short Jepreciable bfe (1-¢ yeass;
Medium depreciable Lfe (- 19 yeurs)
Long depreciable Life (20+)

INPUTT
Current Yo INPUT
Fassting Diepreciable
Net Fved Assels Years
U 0
Lo 871000 -
Pl [

INPUT Current Sh yey Outstanding

Total 16 N7 (i
INPUT
IC INPUT Capntal Expenditzen in Deprecialde INPUT Foreeasted Capital Fxpenditres
Yeafr Year | Yew 2T Year 3 Yoar 4 Year ¢
[ETH TNl P 199N [EXN
Short depreciable bie (1-9 yeurs) [ u 0] 7] 0 ]
Medium depreciable Lfe (619 vears) b 1L, UGU | .L.eu £,U00.U00 1.00U.000 | 14500
Long depreciable Lfe (20+) ) 0 4 [ 0 0
Step 4. INPUTS for FORLECASTED Long Term Financing
A INPUTS for Current and Forecanted Long Term Debt Funancuing
INPUT Curent Year interest Expense (In Cumtency) 4
Ve 1] Vel 2 Vear N ewr 1] Yeu ¢
Del* Tnatromens *1 ] s T ey v J9us] Ty
INPUT Fuxed or Vanable Interest Rate (F or V) [
INPUT Fuixed Interest Rate () 6 2% INPETY Farecastend Vatiaiae fnderest Rates
INPUT Forecasted Vanable Interest Rates (V') LU, DUvel G uvel 0 ] 111)]
INPUT Beginnunig of Year Debt Balance (Year 1 onlv) [ R A )
INPUT Addiional Delit 1 [ [ 0] ]
INPUT Pnnaipal Payments " . o o[ [
Ending Debt Balance 1AMy L O R TR )
Debt Tnstrunment #2 1
INPUT Fixed or Vansble Interest Rate (F or V) F
INPUT Fuxed Interest Rate (F) 00% INPLUT Y Gecasied A analoe Interest Rates
INPUT Forecasted Vanable interest Rales (V') V0% Uy \ive] 01 0 0%
INPUT Bemnaung of Year Dell Balanve (Yew ) only) ] o [l 0 ]
INPUT Ad-dhsonal Delut [ oy ) ) [}
INPUT Pnnaipal Paymenis ] i u 0 0
Ending Debt Balance " ol [ 1] 1]
Uebt listrament #3 ]
INPUT Fued or Vanable Interest Rawe (F or V) 3
{NPUT Fuxed intcrent Rate (F) 0.0% INPUT b oreciated Vanable Interest Rates
INPUT Forecasted Vanuble Intereat Rates (V) Uit Uutel U U] U 0% 0 04
INPUT Bemnmung of Year Debt Balance (Year § onlyy ] B u T 0 [0
INPUT Addiuonal Debt 0 Ul 1 0 [
INPUT Prncipal Payments U [ O 0] 0
Enduig Delt Balance \ o u 1] i)
Debi Instriment a4 }
INPUT Fued or Vanable Interest Rate (F ar V) F
INPUT Fued Interest Rate (F) 0 0% INIPUT Fores ated Vanable Interest Rales
INPUT Forecasted Va-.aole Interest Rates (V) 0P 0 Uve] Vi, 0 0% 0 0%
INPUT Beguwung of 7ear Debit Balance (Year | ondy) [}] u i) 0 0
INPUT Addiuonal Detn ¥ v 4 v [ 0
INPUT Prncipal Payments U [ [1] 0
Endung Debt Balance i Lo ) u 0
Debt Instrument ¥5 ]
INPUT Fued o1 Vanable tnicrest Rate (F wr V) ]
INPUT Fued (meren Rate (F) U Uy INTE T e bl berest Rates
INPUT Furecasted Vanalle interest Rates (V) ive LUt L 0 Yo,
INPUT Beynnug of Year Ocbt Balance (Yeas | ondy) i ]
INPL T Addional Debt B oy U 0
INPUT Pruicipal Payments [ u | 1] 0
Endung Detit Balanee [ u u
B INPUTS for Foresasied Equity Fuiuncug PNPUT fraeored U b gty Tasnes Kepirdhases
Year 1) S Vvat 3 Y ear 4 Yeur §
Toa<t o T 1 9uR| [RED)
(NPLT New Equty Issues (In Currency) G IR 1) 0 0
INPLIT Equty Repurchases (In Currency) Y [ 1) 0 0
INPUT Total Shares Issued {(Repurchased) [ v | [0 0 0

I 1.000.000

step 5. INPUT Valuation Assumptions

Worlang capital sales 27 0%
Current yeas wotbung capstal 12.712.000
Remdual Girowth Rate 1.5%

Cost ol Lyuity

Far Marker Value of Non-oprermting asscts




Discounted Net Cash iflow Model

Canadin Plastics Ltd.
Privatization
As of December 3, 1994

OUTPUT SECTION PAGE 1

Cunvent year Yeur | Year 2 Yeur 3 Year 4 Year 5
Discounted Net Cash Flow 1994 1993 199G 1997 1998 1999
Total Sales (PAGE 2) A2.819.000 33,503,570 34817677 35,802,207 30,938,074 38,040,216
Cost of Goods Sold (Cosi of Senvice) (PAGL 2) 25,197,000 23,778,017 25,521,357 20,280,998 27,073,608 27.887.870
"0 %% NTH T NI RN MR
Gross Margin 7.622.000 9,025,533 9.290.20 9.575.209 9,862,466 10,158,340
23 2% 20 4 26 % o v 26 " 26
Variable and Fixed Costs (PAGE 3)
Total vanable costs 4,255,000 3171839} 1829944 1.944.84) 4,061,188 4.185,084
Total fixed costs 4 3} i} 0 0 1]
Total vanable and tixed costs 4,255,000 1718393 182094 Y4843 4.063,18% 4,185,084
13 o 1. 1o 11 0% 11 0%
Eamungs Betore Inerest. Taxes. Deprecianion, T S.307. 1ou 5.400.1375 5.030.367 5.799.27% 5.973.250
and Amortization (LBEITAY [ [ IS LA 18 163
Depreciation (PAGL §) 2,570,011 2883 2K0 096,148 288000 2 9%1.857 LI T4
Eamings Betore Interest and Taxes (1:BI1) 791000 275473 2770282 2791367 2517420 2.848.542
Interest Expense (PAGE 4) 0 62000 02.000 62.000 02.000 02.000
Profit Before Tax 791.000 2.691.X75 2,708,232 2729307 2,755,420 2,786,542
2% N BRI T T 5% tin
Tax Provision 237,300 807.562 812,470 818810 826,626 815,962
Profit Alter Tax 553,700 1.884.312 1.%95.763 1,910,557 1,928,794 1,950,579
T \fe TR § 14, $2% AN LD
Free Cash Flow
Probit After Tax 1.8%4.312 1.895.703 1,910,557 1.928.794 1,950,579
Depreciation 2.553.2%0 2,690,143 2,839,000 2,981,857 3124714
Additional working capital requircments (205.834) (273.819) (2K2.023) (290,484) (299,198)
Capital investment ¢1.000.000) ¢1.000.000) (1.000.000) (1.000.060) { 1.O00,000)
Additional Debt Funancing 0 u (U 0 0
Pancipal Payments 0 0 0 0 0
Changes in Equity Financing 0 0 1] 0 0
Free Cash Flow 3,171,764 KRIERTY 3,467,333 3,620,168 3,776,095
Present Value Factor 0.9200 0. 780 06011 0.5603 0.4748
Present Value of Cash Flow 2919.%40 2 588,060 2,202,533 228,344 1,792,974
Restdual Value 10,920,421}

Sumi of Present Value ol Cash Flows
Present Value of Residual
Prelinunary Value
Working capital {Ueficiency} sumlus
Non-operating assets

Equity value indicahon
Total shares outstanding

Equity value per share

11.622.30}
5,185,258
16.807.36)
1A50.870
lat.uon

20,758,431

1000000

270




Discounted Net Cash Flow Modol

Canadin Plastics Ltd.
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST OF GOODS SOLD Current year Year | Year 2 Ycar 3 Year 4 Year 3
(COST OF SERVICE) ANALYSIS 1994 1995 1996 1997 1998 1999
Unit Production

Product #1 EN A aN A “NA ANA aN A aN'A

Product 82 #N A N A aN A N A aN'A aNA

Product #3 2N A\ AN 4N A AN A aN A aN'A
Uit Capacity

Product #1 4N A AN A N A ENCA AN A aN A

Product #2 AN A aN'A AN A AN A aN A NCA

Product #3 N A aN A aN A AN A EN/A aN‘A
Percent of Capacity

Product %1 aN'A IN A aN A 4N'A aN‘A #N/A

Produci #2 AN’ EN A EN A aN'A 3N'A ENVA

Product #3 uN A aN A 2N A AN/A ENA AN/A
Pnce per Unit

Product #} BN A ENTA N A AN/ A aNFA aN/A

Product #2 N A N A N A aN‘A aN‘A 4N/A

Product #3 4N A aN A EN'A ANCA #N/A aN/A
Total Sales by Product

Product #1 BN'A uN A BN A aN'A HNA HN/A

Product #2 AN'A aN A uN A aN'A aN/A aN/A

Product #3 EN A HN A EN A uN'A LhRY aN:A
Cost per Unit

Product #1 uN A tN A N A AN A aN A aN'A

Product #2 uN A aN oA ENCA LN A aN A 2N A

Product #3 aN A AN A uN A aN A aNiA 4N. A
Total Costs by Product

Product 21 "N A 8N A BN\ ENA BN‘A AN/A

Product #2 aN A EN A EN A eN'A NA AN/A

Product #3 EN'A aN A ENOA aN A aINA aN/A
Protil per Unit

Product #1 N A N A LhVIAY AN A aN'A aN/A

Product #2 N A AN'A BN A EN:A aN/A AN/A

Product #3 aN'A 4N A 4N A aN/A aN/A HN/A
TOTAL SALES 32 K19.000 3803570 517,677 35,862,207 36,938,074 38,040,210

OTAL COSTS OF GOODS SOLD (COST OF SERVICE) 25,1970 2. 778,017 25,521.357 26,286,998 27.075.608 27,887,876

¢

d


http:27.075.60

Discounted Net Cash Flow Model

OUTPUT SECTION PAGE 3

Canadin Plastics Ltd.
Privatization
As of December 31, 1994

VARIABLE AND FIXED Currentyear] Year! Year2 Year3 Year4 Years
COST ANALYSIS 1994 1995 1996 1997 1998 1999
Variable Costs
Administrative 4,235,000 1.71K.393 1829944 3944843 4.001. 188 4,185,084
Marketing U 0 0 0 v ]
Insurance [t} [l} [V} [¥] [1} U
Legal and audiing ] 1 0 U ] 0
Utihiies 0 0 [V} U [V} 0
Miscellancous 0 0 0 0 0 1}
Other #1 1} [’] [V} 0 0 [V}
(nher #2 0 0 4] 0 1] 0
TOTAL VARIABLE COSTS 0 0 0 0 V] 0
Total Vanable Costs 4.2585.000 RV L RPA 1.829.944 JV44843 4.063. 188 4.185.084
Rent 0 0 V] 0 0 V]
Salaries 1] 0 0 0 0 0
Maintenance 0 [V} 0 0 0 0
Other =1 0 0 0 0 0 0
(her #2 0 V] 1} 1} 0 0
TOTAL FINED CONTS 0 0 [V} 0 0 0
Total Fixed Costs 0 U 0 0 0 U
Variable Costs (as a percent of sales)
Admimistrative 13.0%, 11.0% 11.0" 11.0% 11 0% 11.0%
Marketing 0.0"% 0.0% 0.0% 0.0% 0.0% 0.0%
Insurance 0.0 0.0" 0.0 00% 0.0% 0.0%
Legal and auditing IRV [FXIL 00" 0.0% 0.0% 0.0%
Cilities (O, HO% [TRIL 0.0% 0.0% 0.0%
Miscellancous 00" (TXT 00, 0.0% 0 0% 0.0%
Other 51 [T O.0% (X 0.0% 0.0% 0.0%
(her 2 IR (M 00"y 0.0% 0.0% 0.0%
TOTAL VARIAL £ COSTS 00", uot, 0.0y 0.0% 0.0% 0.0%
Total Varable Costs V0" [T 110% 11.0% 11.0% 11.0%
Fixed Costs (pereent yrowth)
Rent 0.0% OU 00% 0.0% 0.0%
Salarics 0.0 0.0 0.0% 0.0% 0.0%
Mantenance 00" 0.0% 0.0% 0.0% 0.0%
Othier 21 0.0% 0.0% 0.0% 0.0% 0.0%
Other %2 AT 0.0 0.0% 0.0% 0.0%
TOTAL FINED (COSTS 0.0% 6.0% 00 0.0% 0.0%
Total Fixed Costs 000 00" 0).0% 0.0% 0.0%
TOTAL VARIABLE COSTS 4,255,000 2718.30 1.¥29.944 944,843 4003, 188 4,185,084
I;OTAL FIXED COSTS 0 0 7} U 0 0




Discounted Net Cash Flow Model

Canadin Plastics Ltd.
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 4

IN LONG TERM FINANCING REQUIREMENTS

FORECASTED INTEREST PAYMENTS AND NET CHANGES

A INPUTS for Current and Forecasted Lone Term Debt Financine

Year Year 2 Ywr 3 Year 4 Year §
TOTAL INTEREST PAYMENTS 1Yus 1996 V97 199K 1999
Debt Instniment £1 62.000 62.000 62.000 02,000 62.000
Delt Instrument 22 t) 1} 0 1] 0
Debt Instrument #3 ] U 0 u 0
Debt Instrument 54 [t} 1] 1 0 1]
Deblt Instrument #5 1} 0 0 u 0
FO'[':\L INTEREST PAYMENTS 02.000 02,000 62,000 062.00U 062.000
TOTAL ADDITIONAL DERT FINANCING
Debt Instrument #1 7] 1] 0 0 1]
Debt Instniment #2 1] 1] 0 0 0
Debt Instrument #3 0 1} [t} V] 0
Debt Instrument #4 1} 1} 1] 0 0
Debt Instrumem #5 1] 1] (} V] 0
’rl'()'l':\l_ ADDITIONAL DERTTINANCING 1) 0 1) ) [l
TOTAL PRINCIPAL PAYMENTS
Debt Instrument #1 0 4] 0 0 0
Debt Instrument #2 0 [t} [t} 0 0
Debt Instrument #3 1] U 1} 0 0
Debt Instrument 14 1] 1} ] 0 1}
Debt Instrurment #5 1] 0 1} 0 1]
[TOTAL PRINCIPAL PAY MENTS 0 0 0 ] 0
TOTAL ENDING DERT 1.000.000 1.000.000 1.000.000 1.000.000 1,000,000
TOTAL CHANGE IN EQUITY FINANCING
New Equity Issues [V 0 0 v v
Additional shares issuzd 0 0 0 0 0
Equity Repurchases U 0 0 0 0
[’l‘()'l‘f\.L CHANGE IN EQUITY FINANCING 1] 0 0 1] 0
T INTEREST 4442 446X 4502 4549 4594




Discounted Net Cash Flow Model

Canadin Plastics Ltd.
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 5

FIXED ASSET AND CAPITAL Current year| Yearl Year2 Year3d Yeard YearS
EXPENLCITURE DEPRECIATION 1994 1995 1996 1997 1998 1999

Net Fixed

Fixed Asset Depreciation - Existing Assets Ansels
Depreciation for short term depreciable assets U 0 0 0 0 0
Depreciation for medium tenm depreciable assets 16.873.000 | 2410429 2,410,429 2410429 2410429 2,410,429
Depreciation for long tenn depreciahle assets 0 0 U U 0 0

Capital Expenditure Depreciation

Deprecintion tor short tenn depreciable assets 0 0 0 1] 1]
U ( /] 0
0 v 0
0 0
0
Depreciation for medium term depreciable assets 142,837 142,557 142,857 142,857 142,857
142,857 142,857 142,857 142,857
142,857 142,857 142,857
142,857 142,857
142.857
Depreciation for long term depreciable assets [ ) [ [ ]
0 0 0 0
0 0 0
0 0
0
2% 269674 2.839.000  2.9%1.857 3124714

[TOTAL DEFRECIATION EXPENSE




v Trg = T
Discounted Net Cash Flew Model l \ P l ' 1 S L CT l OA\
XYZ Company
Privatization
As of December 31,1994
Step 1. INPUTS for Product Sales and Current year Yearl Ycear2 Year3d Yeard Year$§
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999
A INPUT Current vear o4
B Forecast TOTAL SALES or IINIT SALES (["or UJ)* T T s selected, proceed to #1C, 1 U s selected, proceed o #10)
C INPUTS for TOTAL SALES (T) forecast
INPUT Current year sales S14 .0y 253307342
INPUT Current year cost ol gouds sold (or cost of service) 25197000
INPUT Sales growth rates for years 1.5 20| 110%] 3 U] 3. 0] 5 0%
INPUT Cosl af goods sold (of cust ol service) as a percent of sales for vears 1.3 7330] 75 3o} 75 3% 73.3%] 71.3%
D INPUTS tor UNIT SALES (1) forecast INPUT
Cument vear
INPUT Product Names and Forecasted Unit Production tinits Sold INPUT Forecasted Units Sold
Product #1 t, t 1} 1 n 0l
Product 42 U 0 1) 0 0 U
Product #3 t 0 u 7] 1) ()
IR
Clument v
INPUT Product Groups-Umit Capacity Ut Capaainy INPUTT Foreaasted Unit Capacity
Product a1 K 't n [} 0 U
Product 22 v v [ 1] 0 [
Product #3 5 [} 1] i) v )
Uit
Curment vew
INPUT Unit Sales P'rices Uit rives INIUT Forecasted Unit Price Growth Rates
Product #1 0 IO iy s 1) (Pp U 0%%
Product #2 0 iy Hiry [ 01 0%y
Praduct 23 0 Wiy e, 0110, 0% 00%
[NPUTE
Current vear
INPUT Product Cost per Unit Costper it INVE'T Forecasted Uit Cost Growth Rates
Product #1 Iy Uitig UtPs 0.0% 0 0% U %]
Product 42 1] Uy uire 1% 0 We 00%
Product #3 [T Oy e U 0% 8% 0 0%
Step 2. INPUTS for Variable and Fixed Current year Yearl Year2 Yeard Yeard Year$
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999
INT'LTT
Curment vein
A INPUT Vanable Cost forecasts Vanable Costs INIUIT Vanable Costs as a Percent of Sales
Admirustraive 4. 25N (kwo 12407, 1210, 12 00% 12.U% 12.0%
Markeung 1 v, ity 1% 0% 0 0%
Insurance " ty ey [ 0. 0.0%
Lepal and auditing " I Utk [ [ 0 0%
Utitities i TR DY [ Owe 0%
Miscellaneous " 0o, i [ 0.00% 0%
Other #1 1 [ P N4% 0% 0 0%
Other #2 1] T WiXe U %s 0.0% 0.0%
OPTIONAL: INPUT TOTAL VARIABLE COSTS | [l | 00Tl U 0] 00%%
INPLT]
Cument vear
B INPUT for Fixed Cost torecasts Fined ¢osts INPUTT Porecasted Fixed Cost Growth Rates
Rent TE A1)le 3P 30% 3% 3 0%,
Salanes H 000y v, S U 0%
Marntenance \ une, UiFe 010 (0% 0 0%
Other 41 [l 0t 004 Ui%e 0 0% 012
Other #2 1] [ [TIG I [ 0%
OPTIONAL: INPUT TOTAL FINED COSTS [ 0 IR ui] 0 0%] Huts] 0 0%
INPUT
Current vear
Tax Rute INPUT Forecasted Tax Rates
C INPUT Cunent Year Taxes and Forecasted Tax Rates | S 0% U] 0 0%] 30 (1] 30 0%
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Discounted Net Cash Flow Mudel

XYZ7 Company
Pris stizalion
At of December 31, 1994

{ INPUT SECTION

l!

Step 3. TNPUTS Tor FORECASTED Depreclation
and Capital Expenditures

A INPUT Current Yenr Depreciauon Expiense

B INPUT Current Uepreciabile Assets
hort Jepreciabe Lfe (1-5 youss)
Medium depreciable bfe (619 vears)
Long depreciabie Lfe (20+)

INPLT
Curent Year INPUT
I 2.574.000 Existu Depreviabie

Net Fived Agpety

0] Y]
I N800 T
u v

1o 875 Lol

Totad
INPLUT pASRTT R Y
SNPUT Copital Expendinues in Uieptensahle INITT D arevastad st Eaprenbitires
Y Gags Yeat 1) Yoa 2 New b Year § Year &
[ BT fn” (BT} [ELT]
Short depreciabile Lfe (1-¢ years) [l 0 [l [ ) 5]
Medium depreciable bfe (6-19 years) N Lo UGD | 1OUDLOU T LO0Uouu | 1O | 1,000,000
Long depreciable Lfe (20+) 7 v O v | [ 0
Step 4. INPUTS for FORECASTED Long Term Financing
A INPUTS for Current und Forevasted Long Tenn Debt Finanum
INPUT Current Y ear Intereat Expense (i Cuntency) [}
Yoar 11 Ve 2l Vear 3] ear 4 Veaw &
Delt uicumed Ka scquisiuon ] RN B BN RS 199
INPLT Fued or Vanable interest Kate (F o1 V) F
INPUT Fuced Interest Rate () l t 2% INPUT Porecasted Vanabic futerest Rates
INPUT Furecasted Vanable Interest Rutes (V) [ 0 0¥ 00% 0 U 0 0%
INPUT Begnmung of Year Delit Bolanve ( Yeaz | onlyv) [ [WIOTIRIEN [ 1,000 000 1.0UU W
INPUT Addiuonal Detn 0 [ [1] ] 0
INPUT Panuipal Payments G 0 [0 U [
Enduig Debt Balance 060 Lt [ (RS 1 GU0. 00 1000, u00
Debt Instrunient #2 )
INPUT Fixed or Vanable Interest Rate (F or V) F
INPUT Fixed laterent Rate (F) b 2% INPUT Forecastied Vanable interest Rates
INPUT Forecasted Yanable Interest Rates (V) U 0% [ Q0% 00% 0 0%
INPUT Begruung of Year Debt Balance (Year | only) 3,000.000 ¢ 27ouauu [ T400.000 [ 2,100,000 [ 1.800.000
INPUT Additonal Debt 0 O [ [ 0
INPUTT Prncipal Paymients 100,000 300,400 100, (x¢ 300.000 300,000
Ending Debt Balance 2760 ot BT 2 400,u0u | 800,000 1.400.000
Debl inaronient 23 ]
INPUT Fued ur Vanable Interest Rate (For ) l
INPUT Fued Interest Rate (F) O 0% INPETT p orecastad A anabile fnterest Rates
INPUT Forevasted Vanuble Intvtest Kalee (V) U4 40 [ [ U G4y
INPUT Beuuing of Year [ebt Balance (Year 3 anly) u 1 [ [0 1)
INPUT Addisonal {ret 0 4 [ 1] Q
INPUT Pnnuipal Paymients i) W " 0 [}
Endung Detut Balance | [T T 1 0
Dbt [nstunent 84 ]
INPUT Fixed o1 Vanable Interest Rate (F or \) l 3
INPUT Fued Inierest Rate () Q0% INPUE Farevastad Vanable lnlerest Rates
INPUT Fuorecasied Vanabie Interest Rates (V) ) e 1 (% 0 (% 0 0% 0 0%
INPUT Beganung of Year {Jebt Balance (Year | only) 0 1] [} 0 1)
INPUT Addiuonal Debt 0 0 [ [ 0
INPUT Pruicipal Paymients U 0 [] 1] 0
Ending Delir Balance t 1] u i 0
Debt Instrument 83 ]
INPUT Fued or Vaniable Interent Rate (F or V) F
INPUT Fuaed Interest Rate (F) ) Uy INPUT Forecusted Vanabie ilcrest Rates
INPUT Forecasted Vanable Interest Rates (V) U Uy 0 0% 0% 0% 0 0]
INPUT Bemnuung uf Year Debt Halance (Yvas | only) 0 1] 1] 7 0
INPUT Additonal Uebt [ 0 @ 0 0
INPUT Pancipal Payments 0 0 1] "] 0
Ending Debt Halanve 0 [ U 0 [0
B INPLITS for Furecasted Equity Funanaing AN Enserend byuins ssues Repmirchases
Y ur H Yar 2] 3 car M Year 4] Year ¢
Tes] 19ve] | TR 19y
INPUT New Equty lssues (In Curency) 0 0 [} [ 0
INPUT Fquty Repuschases (In Currency) [ [ U u 0 0
INPUT Tota) $hases issued (Repurchased) [ 1 0 U ] ]
1.000.000

INPUT Current Shages Outstanduig

step 3. INPUT Valuation Assumiptions

Workang cupntal sales 0 (P
Cufrent year working capiial 12,7120
Rendual Growth Raw 1 A%

Cast o | gty
Finr NLagket Valie ol Notopetiting assels

14ty




Discounted Net Cash Flow Maodel

XYZ Company
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 1

Discounted Net Cash Flow

Current year
1994

Year |
1993

Year 4
1998

Year 5
1999

Yeur 2 Year 3
1996 1997

Total Sales (PAGE 2)

A2 K10 000

RURE S (]

4321080 46,786,766 50.529.70K 51.(156,193

Cost of Gaods Sald (Cost of Senace) (PAG]: 2) 25,197,000 25867592 31754352 14,244, 700 37.03R.270 AR.K90,190
“p 89 e pEIRES R T3 415
Gross Margin 7,622.000 10,515, 20K 11.566,72X 12,492,067 13,491,432 14,166,004
20 26 e AR 26 s 20 i 20 %
Vanable and Fixed Costs (PAGE 3)
Totl vanable costs 4,255,000 4.725,936 5,198,530 S.614,412 6.003,565 0,366,743
Total fixed costs 100,000 13,000 100,410 109,273 112,551 115,927
Total vanable and lixed costs 4,355,000 1.825.936 5,304,020 5.723,085 0,176,116 0,442,671
13 3% 12 05 122 1225 1220 122%
Eamings Before Interest, Taxes, Depreciation, 3,267,000 3,086,272 0,262,109 0.768.382 7315310 7.683,13)3
and Amortization (EBITDA) 10% 14 14§43 S 14 %% 14 5%
Depreciation (PAGL 5) 2,576,000 2,553,280 2696141 2.X39.000 2981.857 L124.714
Earnings Before Interest and Taxes (EBIT) 691,000 RRRERY () 1305.900 1,929,382 4,333,459 4,558,619
Interest Expense (PAGE 4) 0 23K, 700 220100 201,500 182,900 164,300
Profit Before Tax 691,000 2,894,240 1345500 1,727.8%2 4,150,559 1,394,319
2% T M Y (% 52 § 390
Tax Provision 217,300 i} u W] 1,245,108 1,318,296
Profit After Tax 483,700 QR4 280 A4S Xon 3.727.852 2.905.39] 3,076,023
[k B Y8 O (e
Free Cash Flow
Profit After Tax 2 HYL2K0 [IRERTIN L727.8K2 2,905,191 3,076,023
Depreciation 2553, 2% MR 2839000 2.981.857 1124714
Additional working capital requirements (1969, 1 4in AREINLY (1.039,700) (1.122.882) (757.946)
Capital investment (1.0t R [RRYIEXTTH) (1.000,000) (1.000,000)
Addiional Debt Financing u 1 0 1} 0
Principal Payments [RIIRTN [REIRET 300,000) (300,000) {300,000)
Changes in Equiry Financing 1 U 0 0 i}
Free Cash Flow IAEEREN DRETERN 4227170 3,404,360 4,142,792
Present Value Factor 0Yv2s IRy 0.7051 0.6131 0.5332
Present Value of Cash Flow 2031398 AR TR T 980,614 2,124,131 2,208,782
Kendual Value 19,008,235
Sum of Present Value ol Cash Flows 12,232,061
Present Value ol Residual 16,134,481
Prelinunary Value 33,360,532
Working capital (deficiency) surplus 2,866,310
Non-operating assets 75.000

Equity value mdi<ation
Toul shares outstanding

Equity value per share

25,007,842

1,100,000

2531




Discounted Net Cash Flow Model

XYZ Company
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST OF GOODS SOLD Current year Year | Year 2 Year 3 Year 4 Year 5
(COST OF SERVICE) ANALYSIS 1994 1993 1996 1997 1998 1999
Unit Production

Product #1 EN A N A AN A AN A #NA AN A

Product #2 AN A EN A NN aN A ANA aN‘A

Product 23 aN A #N A aN A ENCA AN\ aN/A
Unit Capacity

Product #1] aNA HNA 4N A aN'A aN‘A N A

Product #2 INCA aN'A UNA aNA AN A HNIA

Product #3 aN A AN A aN A BN/A ANA AN'A
Percent of Tapacity

Product #} AN AN'A aN A aN'A aN'A qN'A

Product #2 aN A N A AN A ANA aN A AN‘A

Product 23 uNA EN A PN A EN A aN A aN'A
Price per Unit

Froduct #1 #N-A EN A BN'A ANVA #N/A

Product #2 aN'A ENA aN'A AN/A #N/A

Product #3 aN'A AN A #N/A aNiA AN/A
Total Sales by Product

Product #1 aN/A aN/A BN A aN‘A AN A aN/A

Product 52 BN A ENCA 4N A AN A ENA aN-A

Product #3 AN A aN-A AN A aN'A ANCA aN‘A
Cost per Unit

Product 21 sN A ERAY "N A N A aN'A BN A

Product #2 uN .\ 2N A aN A uN A aN‘A AN A

I'roduct 23 ENA EVIRY #N A aNA #NA aN/A
Total Costs by Product

Product #| N A HNA AN A BN A ANA BN/ A

Product #2 N A #N A uN A aN’A HN/A #N:A

Product #3 aN'A ENC aN A\ 2N/ aNA AN/A
Profit per Unit

Product #] AN'A 4N A aN A aN A aN/A AN/A

Product #2 aN A BN A N A BNIA AN/A aNiA

Product #3 ANA N A BNCA #N/A aN/A AN/A
TOTAL SALFS 3L R19.000 39,382,800 43,321,080 40,756,766 51),529,708 53,056,193
TOTAL COSTS OF GOODS SOLD (COST OF SERVICE) 25,197,000 2%.867.592 31,754,382 34,294,700 37,038,276 38,890,190

at
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Discounted Net Cash Flow Model

XYZ Company
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 3

VARIABLE AND FIXED Currentvear] Year!l Year2 Year3 Yeard Year3
COST ANALYSIS 1994 1993 1996 1997 1998 1999
Vanable Costs
Adnmunistrative 4.235.000 4.723930 S9K500 S.014.412 063,565 6,366,743
Marketing %} 0 0 0 Y] 0
Insurance 1} 1] 0 1] 0 0
Legal and auditing ] 0 U U 0 0
Lilities 0 U 0 0 u 0
Miscellancous 0 [1} 0 0 0 0
Other #1 1} 0 0 1} 1} [1}
(her 72 [J] 0 f] V] 0 0
TOTAL VARIABLE CONTS 1} 0 0 0 1} ]
Total Vanable Costs 4,255,000 4,72593%0 319K.530 5.614412 0.U63.565 0,366,743
Fixed Costs
Rent 130000 103.000 106,090 109.273 112,551 115,927
Salaries 1} [} 0 ] 0 1]
Mamtenance 0 " 1} 0 0 0
(ber =1 1] 0 0 0 0 0
Other #2 0 0 4] 0 0 0
TOTAL FINED COSTS 1} 0 0 1} 0 0
Total Fixed Costs 100,000 103,000 106,090 109,273 112,551 115927
Variable Costs (as a percent ol sales)
Administrative 13.0% 12.0v 12.0% 12.0% 12.0% 12.0%
Mnrkelmg .0V [VXVA (1OY 0.0% 00% 0.0%
Insurance 0.0% 0.0% 0.0% 0.0 0.0% 0.0%
Legal and auditing 040" 0.0% 00 0.0% 0.0% 0.0%
Uilities 0.0"a 1) (" 0Oy 0.0% 0.0% 0.0%
Miscellancous 0O 0u vy 0% 0.0% 0.0%
Other #1 [FATEM [LRTE 0.0 0.0% 0.0% 0.0%
Other %2 0.0 0" (0" 0.0% (VR0 0.0%
TOTAL VARLABLE COSTS [TATE [IXTRN 0.0% 0.0% 0.0% 0.0%
Total Variable Costs (KNI 12.0" 12.0% 12.0% 12.0% 12.0%
Fixed Costs (percent growth)
Rent REIEM 3.0% 3.0% 3.0% 3.0%
Salaries 0.0% 0.0% 0.0% 0.0% 0.0%
Maintenance 0.0% 1.0% 0.0% 0.0% 1.0%
Other #1 0.0% 00" 0.0% 0.0% 0.0%
her «2 00v 0.0% 0.0% 0.0% 0.0%
TOTAIL FINED COSTS [VA7AM O0% 0.0% 0.0% 0.0%
Total Fixed Costs 30" 0% 3.0% 30% 3.0%
TOTAL VARIABLE COSTS 4255000 ] 4.725936 3.198.530 5614412 6,003,565 0.366,743
ITEAL FINED COS'TS 100.000 103.000 106.090 109.273 112,551 115927




Discounted Net Cash Flow Model
XYZ Company

Privatization

As of December 31, 1994

OUTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGLS
IN LONG TERM FINANCING REQUIREMENTS
A INPUTS for Current and Forecasted Long Term Debt Financine
N | Yoear 2 Year 3 Year 4 Year §
TOTAL INTEREST PAYNIENTS [EER 1990 1997 199R 1999
Debtancurred tor acquisition L2400 L2000 62,000 62.000 62.6000
Debt Instrument #2 176.700 138100 139,500 120,900 102,300
Debt Instrument %3 V] U 0 0 0
Debt Instrument #4 1] 0 0 0 i}
Debt fnatrument #§ 0 4} 0 0 0
['l‘()'l'.~\L INTEREST PAYMENTS 23K.700 220,100 201.500 1%2.900 164,300
TOTAL ADDITIONAL DEBT FINANCING
Debt incurred for acyuisition ] 0 0 0 0
Debt Instrument #2 0 0 0 0 0
Debt Instrument &3 7] [0} 0 0 0
Debt Instrument 4 0 0 1} 0 0
Debt Instrument #9 0 0 0 0 0
TOTAL ADDITIONAL DEDT FINANCING 0 ] f] 0 [1]
TOTAL PRINCIPAL PAYMENTS
Bebt incurred tor acquisition 0 1 1 0 0
Debt Instrument #2 w004 0000 00.000 00,000 300,000
Debt Instrument 3 1] 0 1] 1] 0
Debt Instrument 54 1} 0 0 0 0
Debt {nstrument #8 0 [ 1} 0 0
|'l'0'l‘,\L PRINCIPAL PAYMENTS 00000 RIIXIOD] 300,000 300,000 300,000
TOTAL ENDING DEBT 1.700.000 3.400.000 3.100.000 2,800,000 2.500.000
TOTAL CHANGFE IN EQUITY FINANUING
New Equity [ssues 4] 0 0 0 7}
Additional shares issued 1] 0 [} 0 0
Equity Repurchases v 0 0 () 0
TOTAL CHANGE IN EQUITY FINANCING ] 0 1} 0 0]
HEBIT W INTEREST (KR 16.20 19.50 23,69 2778




Discounted Net Cash Flow Model

XYZ Company
Pnivatization
As of December 31, 1994

OUTPUT SECTION PAGE §

FIXED ASSET AND CAPITAL Current year] Yearl Year2 Year3 Yeard4 Year$s
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999
Net Fined
Fired Asset Depreciation - Existing \ssets Assels
u U 0 0 0 0

Depreciation for short fenn depreciable assets

Depreciation for medim term depreciable assets

16.X873.000

2410429

2410429

2.410.429

2.410.429

2.410.429

Depreciation for long term depreciable assets Y} 8} 0 %} 0 %}
Capital Expenditure Deprecintion

Depreciation for shont term depreciible assets [ 1) 0 1] 0

1] 0 V] Y]

U Y] U

v} 0

)

Depreciation for medium term depreciable assets 142.857 142.%57 142,857 142,857 142,857

142887 142,857 142.857 142,857

142,887 142,857 142,857

142,857 142857

142,887

Depreciation for long term depreciable assets [l [l [l U [

¥} 0 0 0

0 4] V]

{} {}

0

2RINIANG o904y TRIO00  TORTRTYT ATITIN

[TOTAL DITRECIATION LAFTNST,




Discounted Net Cash Fluw Muodel l :\' l) l'T S E(‘T l ON

XYZ Compuny
Prisvauzation
As of Decomber 31, 1994

Step 1. INPUTS for Product Sales and Current year Yearl Year2 Yeard Yeard Year$
Gross Margin FORECASTS 1994 1995 1996 1997 1998 1999

A INPUT Cusrent vear [

B Forecast TOTAL SALES or UNTT SALES (T or U750 i 1D vsededted, proceed o # 10T s seledted. proceed to 21D)

COINPUTS tor TOTAL SALES v ] torecast

INPUT Curtent vear sales 32810 24924 2t
INPUT Current vear cost of gonds sold ror cnst ot senvice) NS

INPUT Sales growth rates for vears 1.3 Ju ] o] 81, ] 3 D) 50%
INPUT Cost ol goods suld 1or cost ol serace s as 4 percent of sales o sears |23 73530 755 73 3% 73 3% 73 3%,
D INPUTS tor UNTTSALES (1) torecast INPUT
Current veur
INPUT Product Namies and Forecasted Uit Production Einuts Sold ELPUT Forecasted nits Suld
Product #1 ) " 0 [} 0 [
Product #2 B \ U ¥ u [}
froduct #3 U ) ) u i {4
NPT
Cument vear
INPUT Product Groups-Lonit Capacity Lot Capaaity INFYT Farecasted Ut Capacity
Product 71 B [ " 5] 4 U
Product 42 t 0 0 1} [ )
Product #3 i Vi i) [} 0 [
INPLT
Current vear
INPUT Unit Sales Prices it Prices INTUT Farecasted Unnt Price cirowth Rates
Product #1 1) vy, Uilte Uiy [T U Y|
Product 82 0 TN e U, (o (%)
Product 23 i o Vg e, GOt (100 ]
INPLT
Current veat
INPUT Product Cost per ot Cistper 1w ENE T Forecasted Lt Cost Growth Rates
Product #1 i) Ty M, U, Vo [T
Product #2 f e Uy Ui [IXGES 1113
Froduct &3 " e, JAra uov, Jiro ()%

Step 2. INPUTS for Variable and Fixed Current year Yearl Year2 Yeard Yeard  Year$
Costs and Taxation FORECASTS 1994 1995 1996 1997 1998 1999

INPUT
Current vear
A INPUTT Vanabie Cost torecasts Vanabte Costs INPUT Vartable Costs as a Percent of Sales

Adminustrauve 4. 235,000 120% 121Fs 12 4% 120 12 %%
Markeung 1 [ 1iro 0§12 )i U 0%
Inaurance " I U0 1) 0.0% 0 0%
Legal and auditing 1 e [ 0 0% 0 0% 0.0%)
Utiliies i [ U e 0% U 1) (%)
Muscellaneous [0 Uty )y (040 0.0% 0 0%
QOther #1 1) Uy [(R.Y D%, 0% Q0%
Uther 82 D] Yoy (VRS Ui 00 U 0%
OPTIONAL: INPUT TOTAL VARIABLE CUSTS | ] O] o] O] U0t 0%

INPUT

Curent vear

B INPUT tor Fixed Cost Lorecasts Fiaed Casts INPUT Forecasted Fised Cost Growth Rates

Rent 1] Ui [ 1 Pa Hurte 0 5%
Salanes ' o, L UM, Ut OU%,
AMauntenance 1l TR TS ey, (0% 0 0%
Other 41} K Oy uire 1) Do 0%
nher 72 " ey, [P [ENTLES [ %%
OPTIONAL: INPUT TOTAL FINED CONTS [ il [ U“.‘] N I}"..L 1 u“nl ] Ucvnl 0%

INTL|

turrent vear

Tax Rate INPET Forecasted Tax Rates

C INPLUT Curent Year Tanes and Forecasted Tas Rates [ 5uee. iRy u | 00%] 30) U2 ] 30 0%




Discounted Vet Cash Flow Model

'Z Company

Privutization

As ol December 31, 194

TINPUT SECTION

and Capltal Expenditures

Step 3. TNPUTS for FORETASTED Depreclation

A INPLT Current Year Depreciauon Expense

6,000

Current Yew

INPLUTT
INPLTT

Exsung {tepreniable

Delit {nstmmen #2 ]

INPLT Fued or Vanalile Interest Rate (F or V)
INPUT Fuxed Interest Rate (F)
INPLT Forecasted Vanable Interest Rates (V)

INPUT Addigonal Dbt
INPUT Prnaipal Pavments
Ending Dett Balance

1

Debt Insrument #3

INPUT Beginrung of Year Debt Balance (Year ) ondy}

Netboed esels Veais
H INPUT Cumrent Deprecinhic Assets
hont depreciable Lfe (-9 veass) u u
Meum depreciable Lie (o- 19 years} 16,873 .00C i
Long depreciable Lfe (20+) [ U
Total TN Ol
INPUTT Ml 00
T INPUT Capital Expendinures in Depreciable INPUT urecasted Captad Expenditures
Ycan Year | Yvar 2 Year V Year 4 Yeasr ¢
B Iwon [ECN 1998 L)
IShant depreciable bfe (1-¢ years) < R04.000 [ [Y 0 b
iMedium depreviabie bfe (619 years; ° 100 D00 RV {.000. b 1 GO0 .tw) 1 004,000
Long depresiable Lie (20+) 0 o[ 4 [ 0 0
Step 4. INPUTS for FORECASTED Long Term Financing
I INPUTS for Curent snd Forecasted Long Term {ebt Financng
INPLT Current Y car Interest Expense {In Clurency) [i]
eat b hear D T Yo 4 Tew ¢
el tcumed T acypuatio ] I e e 1NN
INPUT Fued of Yanatiie tnterest Kaie (F o1 v t
INPUT Fuvea interest Kate by { [ PNTD arccasted v ote Threst Kates
INPUTT Forecasted vanalde Interest Kares (V) Gt s BN U] Uure
INPUT Begnmung of Y zas Deldt Balanoe tYean Fonlvy ) AR G o LR TR
INPUT Addional Dett g o1 6} [0 o
INPLUT Prncipal Payments . LT [T W) )
Ending Debil Balance 10Ul Gt OO | o ) i 1 UGl Ul

INPUT Forecasted Vanatle Interest Rates

(% 00% 0o 3 (%%y 00%
3,000,600 | 2 "ou.000 140U DGG 2.000,U00 1.800.000
J U U ') 0

A0 ubl 300.400 100.u0u 300,000 100,000
2700 2. 400 kg UL | L NG 1.400.000

'NPUT Fued or Vanable [nterest Rate (For V) F
INPUT Fuen Interest Rate |F) 6 2% NPT Forecasted Vannble interest Rates
INPUT Forscasted Vanable Interest Rates (V) 0 G% QO%el U Ut U0 U Ul
INPUT Beguuung of Year Detnt Balance { Year | only) 1] KU GO [ Nuw 000 X00.000
INDUT Additional Detn RO0,6I0 U [ Y] i)
INPUT Pnnapa favments u 7] 1] N H00).000
Ending Debt Balance Nid) UG X0 0ut ERURTION BO0.000 U
Dbt lastnumen) 84 ]
INPUT Fued vt Vanable Interest Rate (F or V)
INPUT Fuxed Interent Raie (F) INPUT Furecasted Vanable Interest Rales
INPUT Forecasted Vanable Interest Rates (V) Q% 0 0% (R U D% 0.0%
INPUT Bemung of Y ewr Debt Balance (Vear | only) u u 1) 5} 0
INPLT Additional Deht "] [ u 0 0
INPUT Prnapal Payment» ] [i] [i] 0] 1)
Endung Dely Batane [ Bl 1 o 0
Debt instrumens 3% ]
INPUT Fued o Vanable Interest Raw 1F or V) F
INPUT Foed Interest Rate (F) U 0% INFUTT Forecasted Vanalie dulerest Rates
INPUT Forecusted A amably interes) Kutes (V' it G Uvs] U~ [ 0 Gy
INPUT Beguuoung of Year el Hatanoe (Year 1 only) o 1 [ 1] 0
INPUT Additional Dels ) [ " [ 0
INPUT Prinaipad Pavinents 3 1 1] 1] 0]
Endng Delnt Halanve " 1] ) 0 ]
B INPUTS for Forecasted Equin Futaneing INPUT Drscavet Bty Dosues Repugahases
Yot o] Y var 2] Vear 1] Year 1 Year §
|w«[ Twan BTN Tvon] 19w,
INPLT New Equty lssues (In Curtency) 0 0 0 0 0
INPUT Equity Repurchases (In Currency) U [} [0 [ [i]
INPLUT Total Shares Issued (Repurchased) ] U U 0 0
INPUT Ciurent Shares Guutanding 1.000.000
—
Step S. INPUT Valuation Assumiptions
Workuig vaptalsales Y0 0% Coat ol Equaty FA 0%
Cugrent yewr worklang capital 12,712,000 Faur Market Value of Non-aperating aesets
Rendudl tisowth Kate 2 A%
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Discounted Net Cash Flow Model OLITP U T SECT[ON P:\G E l

XYZ Company
Privatization
As of December 31, 1994

Currvent vear Yeur | Year 2 Year 3 Year 4 Year 5
Discounted Net Cash Flow 1994 1995 1996 1997 1998 1999
Total Sales (PAGE 2) 32 R19.000 19, 3K2.800 43.321.UK0 46,786,700 50,329,708 53,056,193
Cost of Goods Sold (Cost ot Service) (IPAGE 2) 25,197,000 1K.807.592 31,754,352 34,294,700 37038274 IR R90 190
"6 3% S e i s Fe
Gross Margin 7.622.010 10 515.208 11,566,728 12.492.067 13491432 H. 166,004
2420 20t 2o e AR 20w Je
Vanable and Fixed Cosis (PAGE 3)
Total vanable costs 4,255,000 4.7259306 5. 198,530 5.014.412 6,163,505 0,366,743
Total fixed costs u u u u 0 0
Total vanable and fined costs 4,155 000 4.725.9%0 5. 198530 Sobdd2 061,568 6,360,743
FXRI 120 AR Du I 1204
Earungs Betore tnterest. Taxes, Depreciation, 1A6To00 S.780.272 46K 1YY (6 KT7.085 74278067 7.799.200
and Amortizaton (BT RS e o rce 147 14
Depreciation (PAGE §) 2,576,000 2.7102K0 2856141 2999 0 V141,857 1,284,714
Eamings Betore Interest and Taxes (EBIT) T4) v 3078 9% LS12.050 1LXTX. 058 3.2X06.0 04 1,514,540
Interest Expense (PAGE 4) 0 28X 300 269 Tin 250 L 232,500 189.100
Prafit Betore Tax 791000 2. 787,080 12423506 1627555 4,053,510 4,325,440
24% e N MY 5 0% § 20
Tax Provision 237,300 0 0 0 1.216,053 1,297,634
Prolit After Tax 553.700 2,787,686 1242356 3.627.555 2837457 1.027.412
17 e c BEED soh oy
Free Cash Flow
Prafit Atter Tax 1,787.686 3,242,350 3.627,555 2.837.457 1,027,812
Depreciation 2,713,250 2,850,143 2,999 000 3,141,857 1,284,704
Additional working capital requirements (1.969. 140 (1.181,4%4) (1.039.706) (1.122.882) (757.946)
Caputal invesiment (1. ROU.00) (1,000,161 (1,000, 00) (1,000,100 ( 1.UD0O,000)
Addimonal Debt Financing LA 1] i} 0 Q
Pancipal Pavments (300.000) [RIRIIIN [RORTI (310,000) (1.100,000)
Changes in Equity Finanang 0 U 1} 1] 0
Free Cash Flow 2231832 RN RAUE +. JK0. 849 1,550,432 1,454,581
Present Value Factor 09328 0 X109 0 7051 06131 0.5332
Present Value of Cash [Tow 2081194 2932942 1022040 2 180,580 1.841.854
Kenduat Vatue 18,612,907
Sum ol Present Value ol Cash Flows 12.039.259
Present Value of Residual 9923707
Prehnunany Value T1.9X2.906 |
\Workug capital (defiviency ) surplus 2.800. 300
Non-operaling assets 75.000
Equiy value indication 24,924,200
T'otal shares ouistanding 1,000,000
Equuty value per share 2192




Discounted Net Cash Flaw Model

\YZ Company
Prisvatization
As of December 31, 1994

OUTPUT SECTION PAGE 2

SALES AND COST OF GOODS SOLD Current year Year | Year 2 Ycear 3 Year 4 Year 3
(COST OF SERVICEY ANALYSIS 1994 1993 1996 1997 1998 1999
Unit Production

Produst =1 EANIAY 4N A AN A =N A 2N A AN A

Product 22 NA N A AN N A aN A N A

Product =3 ENA AN A EANRY EN A =N A aN A
Unut Capacity

Product #1 AN A AN A AN A EN A aN A BN A

Product 52 #N A sN A BN A N A AN A aN'A

Product &3 BN A N A BN A aN A 8N A aN'A
Percent of Capay

Product 21 aN A EANIRY aN aN A AN A ANA

Product =2 aN A AN A AN A AN A AN A aN'A

Product 43 AN A aN A BN A aN: A ENA ANA
Pnce per Unit

Product 81 aN A 2N A aN A N A aN A #NCA

Product #2 aN'A N A AaNA AN'A aN.A AN/A

Product #3 AN A BN A BN A aN A N A AN/A
Total Sales by Product

Product 71 LAY ENCA N A SNCA aN A aN/A

Product 72 =N A SN\ aN\ LhYRY sN A AN'A

Product 23 aN A EAN HNCA EN A aN A N A
Cost per U'nit

Product #1 #NA N N N A aN-A N A

Product #2 aN ANRY Ny aN A AN aN A

Product =3 =N A N N A aN A AN A
Total Costs by Product

Product #1 4N‘A AN Ny AN/A aN/A AN'A

Product #2 uN .\ KANIRY ERNIAY AN A aN'A ANCA

Product #3 aN A AR N aN A EN/A AN/ A
Protit per Unut

Product #1 iN A EANEY aN A aIN/A aN/A #N'A

Product #2 LRVIRY N N A N A AN A #N/A

Product #3 aN‘A EANIRY ANA AN A BN A AN/A
TOTAL SALES 32819000 Vg AN Kiw) 44321080 46 7%6,766 50,529,708 $3,056,193
TOTAL COSTS OF GOODS SOLD (COST OF SERVICE) 25,197,000 2K K6 S) 11,754,152 14,294,700 37,038,276 38,890,190




Discounted Net Cash Flow Muodel

XYZ Company
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE 3

VARIABLE AND FIXED Currentyear] Yearl Year2 Year3 Yeard Year)
COST ANALYSIS 1994 1993 1996 1997 1998 1999
Vanable Costs
Admnstratne 4235 000 4.723930 S1YKS3Y Sold4.412 0.U63,505 6.366.74)
Markeung 4} 1] 0 1 1} 0
Insurance V] 1} 0 0 0 0
Legal and auditing [t} 1 %} 0 0 1]
Lulities 1} u 7} U 0 0
Micedlancous 0 u [¥] 0 0 0
Other =1 1] [¥] V] 0 0 0
Other 52 { 0 0 0 0 0
TOTAL VARIABLE COSTS 3} 1} 0 0 0 [V}
Total Vanahle Costs 42535000 4.7253.936 3198530 5014412 0.063.508 6.366,743
Fixed Costy
Rent t 0 1} 0 0 0
Salares 0 0 0 0 u 1]
Mantenance 0 1] 1] 0] 0 0
Other %1 0 1] [¥] 0 0 u
nher 2 0 0 0 1] 0 1]
TOTAL FINED COSTS 0 1] 0 1} 1} 0
Tutal Fined Costs 0 0 [3} [t} 1] 0
Nariahle Costy (as o percent ol sales)
Admuustiative RNV 12 0% 120% 120% 12.0% 120%
AMarketng O 00% 00" [VRIA 00" 00%
Insurance [JNERT [TAVA 00 00v. JO"a 0 0%
Fegal and auditing 0t [ AVAN 01" (0% 00" 0.0%
U hilities [TAT AN 0O [YRVAN 0% 0% 00%
Miscellaneous [FR7R [TRTE Ou"s 0% 00% 0.0%
Oher #1 [NV (NI 00" 0% 0U% 0.0%
(her #2 oy [TRTA [VAVEN 0.0% 1% 0.0%
TOTAL VARLABLE CONTS [VRTR )y 00 00" 0 0% 0 0%
Total Variable Costs [RETEM 120", 12.0%, 12.0% 12 0% 12.0%
Fixned Costs (percent growth)
Rem 0% 0% 0% 00% 0.0%
Salaries 0.0% [T V™ 00" 0.0% 0.0%
Mamtenance 00" 0.0% 0 0% 0.0% 0.0%
Oher 21 0% 00% 00% 1).0% 0.0%
(nher 22 00% 0 0% 0.0% (VYA 0.0%
TOTAL FINED COSTS 00 00" (XA 0U% 0.0%
Total Fixed Costs [TIVER 0.0% 0.0% 0% 0.0%
TOTAL VARIABLE COSTS 4.255.000 4725936 S.19K.530 5.614.412 6.063.505 6,306,743
TOTAL FINED COSTS 0 0 ] 0 0 U

W



Discounted Net Cash Flow Model
XYZ Company

Privatization

As of December 31, 1994

ouTPUT SECTION PAGE 4

FORECASTED INTEREST PAYMENTS AND NET CHANGES
IN LONG TERM FINANCING REQUIREMENTS
A, INPUTS for Current and Forecasted Long Term Debt Financing
Yaur | Year 2 Year A Year 4 Year §
TOTAL INTEREST PAVYMENTS [EEN [ (RN 1oux 1999
Debt incurred tor acquisition 62.000 620U 62,000 02.000 62.000
Debt Instrument %2 176.700 158,100 139.500 120.900 102,300
Debt Instrument #3 49.000 49,000 49.000 49,600 24.800
Debt Instrument #4 1} U 3} [§] 0
Debt Instrument @5 0 [l [t} V] 0
TOTAL INTERES T PAVNMENTS NN ou 204,700 28100 232.500 189,100
TOTAL ADDITIONAL DERT FINANCING
Debtincurred for acquisiion 1 ¥} 1} [l} 1]
Debt Instrument =2 1] 1} [} 0 0
Debt Instrument =3 KULLOUO 1} 1] 0 0
Debt Instrument &4 0 1} 0 0 0
Debt Instruaent 25§ 0 9] 9] 0 1]
TOTAL ADDITIONAL DEBT FINANCING XOU.LH0 0 1] 0 ]
TOTAL PRINCIPAL PAYMENTS
Debt mncurred for acquisition %} [ 0 0 1}
Debt Instrument =2 00000 J00.000 300.000 300,000 300.000
Debt Instrument 53 0 1} 0 1] 800,000
Debt Instrument 54 0 1] 7] 0 1}
Debt Instrument #§ 1} U 0 1 0
|‘l’()‘l‘AL PRINCIPAL PAYMENTS gu.uun 00000 100.000 JU0.000 1.100.000
TOTAL ENDING DEBT 4.500.000 4,200,000 900,000 3600000 2,500,000
TOTAL CHANGE IN EQUITY FINANCINSG
New Equity [ssues ] 0 U 0 (}
Additional shares issued 0 0 V] 0 0
Equity Repurchiases 1} 1} [t} {} [i]
TOTAL CHANGE IN FQUITY TINANCING 0 t) [N} 1) ]
[EBIT 0 INTLREST 067 1302 5348 TR0 |




Discounted Net Cash Flow Model

NYZ Company
Privatization
As of December 31, 1994

OUTPUT SECTION PAGE S

FIXED ASSET AND CAPITAL Currentyear] Yearl VYear2 Year3d Year4 YearS$
EXPENDITURE DEPRECIATION 1994 1995 1996 1997 1998 1999

NetFived

Fixed Asset Depreciation - Existing Assets Assels
Depreciation for short tenn depreciable assets 0 0 0 0 0 0
Depreciation for medium tenm depreciable assets 16,873,000 § 2410429 2410429 2410429 2410429 2410429
Depreciation tor fong term depreciable assets 0 ] 0 0 0 0

Capital Expenditure Depreciation

Depreviation for short term deprectable assels 160,000 fol Qo Toh.00u 160,000 160.000
V] ¥ 0 U
) ) U
[ ]
o
Depreciation tor medim tenn depreciihle assets 142.%37 142,857 1428587 142,837 142,857
142,857 142.857 142,857 142857
142,857 142,887 142,857
142,857 142.857
142.8587
Depreciation tor long term depreciable assets [l u ) ) 0
] ] U 0
0 [} 0
0 ¥
0
2TTNIRG  2XS0 040 2990000 VIHLRYT 1284714

[TOTAL DEPRECTATION TNTTASE,

IS



Module 2 Exercises and Handouts

Item ,

Bulganan Cement - Value as is

Bulgarian Cement - Exhibits

Model answer to Value as s

Product mix exercise using the model

Model answer to product mix scenario |

Model answer to product nmix scenario 2

Model answer to product nux scenario 3

Cost leadership versus differentiation strategy exercise using the model
Model answer to differentiation vs. cost leadership scenario: cost leadership
Model answer to differentiation vs. cost leadership scenario: differentiation
Exercise - Managing net working capital

Exercise - Managing net working capital

Model answer to changing nwe/sales to 15%

Capital budgeting exercise - analyzing two investment opportunities
Capital budgeting exercise - analyzing two investment opportunities
Capttal budgeting exercise using the model

Capital budgeting exercise using the model

Capital budgeting exercise ustng the model - option B

Capital budgeting exercise using the model - option A

Case study - Canadian Plastics

Case study - Canadian Plastics

Model answer to Canadian Plastics part A

Model answer to Canadian Plastics part B seller

Model answer to Canadian Plastics part B buyer option (lease)

Model answer to Canadian Plastics part B- buyer option (buy)
Instructions for using the disocunted cash tlow model

File name

valasis.doc
bulgcem wk4
valuel xls
prodmix.doc
pm-scl
value2 xls
pm-sc3
diff-cos doc
value3 xls
val3-dif xIs
nwcexer doc
nwcexer.xls
valued xls
capbudg.doc
capbudy xls
capex.doc
capex.xls
value3 xls
valS-cx2 xls
plastic doc
plastic wk3
plastic-a.xls
plst-sel xls
plst-buy xls
plst-buy2.xls
instruct.doc



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

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

Before the model outlined steps are completed, the Company's name, purpose, and
date of valuation should be placed in 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. 7his entry is mandatory.

B. Forecast TOTAL SALES or UNIT SALES (T or U)?: The DCF model allowvs 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 [-5), using the current year
sales as a basis for the growth (for this method, INPUT "T"). This method is niost
appropriate when:

e forecasted product unit sales and costs are not available.

e (he subject is a service company and product units are not an issue.

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

OR

UNIT SALES ("U") method: this method allows the user to forecast sales based on
discreet unit sales, price per unit, and cost per unit (for this method, INPUT "U"). This
method is most appropriate when:
o forecasted product unit sales and costs are available with reasonable
acenracy.

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



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

four parts:

o 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.

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

o INPUT Sales growth rates for years I-5: [nput the torecasted sales growth rates
for each of the five years in the forecast (Years 1-5) Example:

1993 1996 1997 1998 1999
INPUT Sales growth rates for vears 1-3: 5.0% S0% A0 | 5.0% 5.0%

e INPUT Cost of goods sold {or cost of service) as a percent of sales for years 1-
5: Enter the forecasted cost of goouds sold as a percent of xales for each year of
the forecast (Years 1-5). Example:

1993 1996 1997 | 1998 1999

INPUT Cost of goods sold (or cost of service)
as a percent of sales for vears 1-5 80Y% R0 | 80% k0 80%

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

e [NPUT Product Names and Forecasted Unit Production: Enter the names
of the company's products. Note: Under this method, the model allows for up
to three product lines to be forecasted.

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

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

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




INPUT
Current year
Unit Prices | 1995 | 1996 | 1997 1998 { 1999
Product #1 1.000 3% 3% 3% 3% 3%

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

1-5). Example:
INPUT
Current year
Unit Prices | 19935 | 1996 | 1997 1998 | 1999
Product #1 1.000 % I 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 tor up to eight expense items to be
discreetly forecasted () total vanable costs may be forecasted as a total percent of sales
(select OPTIONAL: INPUT TOTAL VARIABLI: COSTS). The provided expense names
(Administrative, Marketing, etc.) are presented for example purposes only and may be
typed over with expense items specifically for the subject company.

Next, input the current year expense amount in numeric terms under the area marked
Current year Variable Costs. Lastly, forecast the expense it2m as a percent of sales.
Example:

INPUT
Current vear
Variable Costs | 19935 | 1996 | 1997 1998 | 1999
Administrative 10,000,000 1O% | 10%, 10%, 10% 1 10%

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

income (Example 38%).

Step 3. INPUTS foir FORECASTED Depreciation and Capital Expenditures:

A. INPUT Current Year Depreciation Expense: Enter the current year depreciation expense in
numeric terms (Example $1,000.000).

B. INPUT Current Depreciable Assets: This section allows for inputs of fixed asset amounts
as divided into three group categories: Short depreciable lives (1-5 years), Medium
depreciable lives (6-19 years), and Long depreciable lives (20+years). The entries for the
forecasting of depreciation and capital expenditures are in two parts:

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

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

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

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 Term Financing:

A. INPUTS for Current and Forecasted Long Term_Debt Financing: The first step under this
section is to input the current year interest expense (in numeric amounts) at the heading
INPUT Curren: 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:

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



e Second, select whether the interest rate will be torecasted 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").

o If"F" (Fixed) is selected, enter the rate of interest assumed to be constant
throughout the forecast at the heading INPUT Fixed Interest Rate (F).

e If"V" (Variable) is selected, enter the rate of interest for cach year of the
projected period at the heading INPUT . Forecasted Variable Interest Rates (V).

e 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.

e Next, enter any additional debt incurred over the projection period. Note: The
entries for additional debt should be entered only on the line entitled INPUT:
Additional Debt. A/ additional debt is assumed to be incurred at the beginning of
cach forecusted year.

o Lastly, enter the discreet principal payments for each of the debt instruments of the
forecasted vears under the heading INPUT Principal Payments. A// principal
payments are assumed 10 made at the end of each forecasied year.

Note: The Inding Debt Balance is aimtomatically caleulaied and no entries are required in
this section.
B. INPUTS for Forecasted Equity Financing This section allows the user of the model to

forecast any anticipated equity issues/repurchases

e First, input any forecasted equity issues, in numeric terms, under the heading INPUT New
Equity Issues.

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

e Third, input the total shares issued (for example 5.000)/repurchased (for example -5,000)
that corresponas to the nominal terms entered in the previous two steps under the heading
INPUT Total Shares Issued (Repurchased)

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

¢



Step 5: INPUT Valuation Assumptions

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

Print Instructions:

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

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

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

(3]

Note: You niust be in the INPUT section in order (o run the macro correctly.



