Quiz I, F5360, Spring, 1997





1.	a.  Using the attached financial statements, perform a Du Pont Analysis of Intel Inc.  


b.  What can we conclude about Intel from your answer in part “a”?





2.  Why might ratios be of limited value in evaluating the performance of a company?





3.  On the first day on your new job, you tell your boss that while at Baylor you have studied a simplified EVA system.  Your boss responds that he has never heard of EVA and asks you what it is.  Explain to your boss what EVA is and why the firm you have gone to work for might benefit from using EVA.





4.  Using the following information and the attached financial statements, calculate the capital charge that would be used in calculating Intel’s 1995 EVA.





Additional information on Intel:





(1)  The average yield to maturity on Intel’s short-term debt was 9% as of Dec. 31, 1994 and 7.5% as of Dec. 31, 1995.


(2)  The average yield to maturity on Intel’s long-term debt was 11% as of Dec. 31, 1994 and 10% as of Dec. 31, 1996.


(3)  The statutory income tax rate is 35%.


(4)  The following summary numbers were given for the past 10 years:





(In millions--except per share amounts)


                           Research  Operating        Net   Earnings  Dividends


           Net   Cost of   & devel-     income     income      (loss)  declared


      revenues     sales     opment      (loss)     (loss) per share  per share


- -------------------------------------------------------------------------------


1995   $16,202   $ 7,811    $ 1,296    $ 5,252    $ 3,566    $  4.03    $  0.15


1994   $11,521   $ 5,576    $ 1,111    $ 3,387    $ 2,288    $  2.62    $ 0.115


1993   $ 8,782   $ 3,252    $   970    $ 3,392    $ 2,295    $  2.60    $  0.10


1992   $ 5,844   $ 2,557    $   780    $ 1,490    $ 1,067    $  1.24    $  0.05


1991   $ 4,779   $ 2,316    $   618    $ 1,080    $   819    $  0.98         --


1990   $ 3,921   $ 1,930    $   517    $   858    $   650    $  0.80         --


1989   $ 3,127   $ 1,721    $   365    $   557    $   391    $  0.52         --


1988   $ 2,875   $ 1,506    $   318    $   594    $   453    $  0.63         --


1987   $ 1,907   $ 1,044    $   260    $   246    $   248    $  0.34         --


1986   $ 1,265   $   861    $   228    $  (195)   $  (203)   $ (0.29)        --





(5)  Intel’s beta is 1.15





(6)  Intel’s stock price was � EMBED Equation.2  ��� as of 12/30/94 and was � EMBED Equation.2  ��� as of 12/30/95.





(7) The return on 30-year U.S. Treasury strips was 5.81% as of 12/30/94 and was 7.64% as of 12/30/95.





Check figures:


1.  Main concepts:  Intel appears to be operating more efficiently and profitably with less debt.  Points for discussing following ratios (level in ’95 and change from ’94):  tax burden ratio, profit margin, asset turnover, leverage ratio, ROE.  Need industry ratios to compare to Intel’s.


2.  Main concepts:  based on accounting numbers (acct. method, cost vs. value, accrual vs. CF), seasonal businesses, diversified firms, poor industry performance, potential problems.


3.  Main concepts:  EVA is measure of economic profit.  Benefits:  better measure of profitability (discuss why), mgt. incentives, leads to wealth creation for stockholders (discuss why).


4.  1272.38


�
Consolidated Statements Of Income


Three years ended December 30, 1995


(In millions--except per share amounts)


1995          1994          1993


                                           -------       -------       -------


Net revenues                               $16,202       $11,521       $ 8,782


                                           -------       -------       -------


Cost of sales                                7,811         5,576         3,252


Research and development                     1,296         1,111           970


Marketing, general and 


  administrative                             1,843         1,447         1,168


                                           -------       -------       -------


Operating costs and expenses                10,950         8,134         5,390


                                           -------       -------       -------


Operating income                             5,252         3,387         3,392


Interest expense                               (29)          (57)          (50)


Interest income and other, net                 415           273           188


                                           -------       -------       -------


Income before taxes                          5,638         3,603         3,530


Provision for taxes                          2,072         1,315         1,235


                                           -------       -------       -------


Net income                                 $ 3,566       $ 2,288       $ 2,295


                                           =======       =======       =======


Earnings per common and 


  common equivalent share                  $  4.03       $  2.62       $  2.60


                                           =======       =======       =======


Weighted average common and 


  common equivalent shares 


  outstanding                                  884           874           882


                                           =======       =======       =======


�






Consolidated Balance Sheets


December 30, 1995 and December 31, 1994 


(In millions--except per share amounts)





                                                            1995          1994


                                                         -------       -------


Assets


Current assets:


     Cash and cash equivalents                           $ 1,463       $ 1,180


     Short-term investments                                  995         1,230


     Accounts receivable, net of allowance for 


       doubtful accounts of $57 ($32 in 1994)              3,116         1,978


     Inventories                                           2,004         1,169


     Deferred tax assets                                     408           552


     Other current assets                                    111            58


                                                         -------       -------


Total current assets                                       8,097         6,167


                                                         -------       -------


Property, plant and equipment:


     Land and buildings                                    3,145         2,292


     Machinery and equipment                               7,099         5,374


     Construction in progress                              1,548           850


                                                         -------       -------


                                                          11,792         8,516


     Less accumulated depreciation                         4,321         3,149


                                                         -------       -------


Property, plant and equipment, net                         7,471         5,367


                                                         -------       -------


Long-term investments                                      1,653         2,127


Other assets                                                 283           155


                                                         -------       -------


     Total assets                                        $17,504       $13,816


                                                         =======       =======


Liabilities and stockholders' equity


Current liabilities:


     Short-term debt                                     $   346       $   517


     Accounts payable                                        864           575


     Deferred income on shipments to distributors            304           269


     Accrued compensation and benefits                       758           588


     Accrued advertising                                     218           108


     Other accrued liabilities                               328           538


     Income taxes payable                                    801           429


                                                         -------       -------


Total current liabilities                                  3,619         3,024


                                                         -------       -------


Long-term debt                                               400           392


Deferred tax liabilities                                     620           389


Put warrants                                                 725           744


Commitments and contingencies


Stockholders' equity:


     Preferred Stock, $.001 par value, 50 shares 


       authorized; none issued                                --            --


     Common Stock, $.001 par value, 1,400 shares 


       authorized; 821 i
