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Name ______________________________

Use the attached 10-k and the following information to answer questions 1 and 2.

1)  Rubbermaid has spent the following amounts on Research and Development:  1997 = $27,772;             1996 = $29,505; 1995 = 28,963; 1994 = $27,747; 1993 = $28,202; 1992 = $25,951; 1991 = $23,239.  These amounts were included as a part of “Selling, general, and administrative expenses”.

2)  Inventory cost is determined using the last-in, first-out (LIFO) method for 78.2% and 78.4% of inventories in 1997 and 1996 respectively.  Cost of the remaining inventories is determined using the first-in, first-out (FIFO) method.  In footnote number 4, Rubbermaid states that “Excess of FIFO over LIFO cost” was (25,285) in 1997 and (30,933) in 1996.  Note: numbers in parentheses are negative.

3) As of December 31, 1997 and 1996, current deferred tax assets of $22,400 and $43,715, respectively, are reflected in other current assets and noncurrent deferred tax assets of $70,434 and $67,732, respectively, are reflected in intangible and other assets.  

1.  Assume you want to determine Rubbermaid’s EVA for 1997.  What is Rubbermaid’s capital?  

2.  Based on the ratios covered in the review sheet, did Rubbermaid become more or less efficient in its use of current assets in 1997?

3.  You are considering investing in Netescape Inc. stock.  You expect that Netescape will not pay a dividend until 2 years and 1 month from today.   At that time, you expect Netescape to pay a dividend of $0.47 per share.  After this initial dividend, Netescape is expected to continue to pay quarterly dividends but due to crushing competition in Web Browsers, Netescape is expected to cut its dividends by 1% each quarter forever.  In considering whether to invest in Netescape, you realize that such an investment would be risky since the standard deviation of returns on Netescape is 42%.  This is almost twice as volatile as the S&P 500 which has a standard deviation of returns of 22.8% and almost three times the volatility of the rest of your investments which have a standard deviation of returns of only 15.2%.  However, you also realize that the correlation between Netescape and the S&P 500 is .73 while the correlation between Netescape  and the rest of your investments is only .84.  The return on T-bills is 3.6%, the expected return on the S&P 500 is 11.5%, and the expected return on your portfolio is 8.7%.  What is the most you would be willing to pay for the Netescape stock?

4.  Megasoft Inc. has $200 billion of assets with a standard deviation of returns of 34.5% and is thinking of starting a new division code named Internet Monopoly which will develop software that will require all users of the Internet to be using Megasoft’s latest operating system.  This new division will have assets that are worth $50 billion.  In analyzing whether to proceed, Megasoft has estimated that the return on this division will depend on how the current antitrust lawsuit is resolved:  

Outcome of Antitrust
Probability
Return on division
Megasoft granted exemption from antitrust laws
.25
72%

Government loses case against Megasoft
.60
27%

Megasoft broken up by the government
.15
-49%

a.  What is the standard deviation of returns on Internet Monopoly?

b.  Assume that the correlation between Megasoft’s current assets and Internet Monopoly is .59, what will be the standard deviation of returns on Megasoft if they start the division?

c.  Using you answer in part b and assuming that nothing else changes about Megasoft except it’s standard deviation of returns, what will happen to the value of Megasoft stock if the stock is viewed as an option on the firm’s assets?
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5.  Suppose you expect that the current market dominance of Dell Computer will only continue and as a result, you expect that the price of Compaq Computers will fall from its current $28¼  per share to $15 per share by April (six months from this Friday).  As a result, on Friday (after you get through with all of your exams this week) you intend to purchase a put on Compaq that expires in April (six months from this Friday) with a strike price of $30.  You estimate that the standard deviation of returns on Compaq is 41%, on Dell is 35%, and on the S&P 500 is 23%.  Assume that when you purchase the put, the APR (with continuous compounding) on T-bills with maturity dates closest to the expiration of option contracts are as follows:  

Maturity
Return

Nov. ’98
3.52

Dec. ’98
3.53

Jan. ’99
3.93

Feb. ’99
3.89

March ’99
3.90

April ’99
4.00

May. ’99
4.02

What is the most you would be willing to pay for one put contract?

6.  Suppose that two months from today you plan to make the first of 6 quarterly deposits of $250 each into a savings account that pays 4.1% per year compounded monthly.  Two years and 4 months from today, you plan to make the first of 10 semiannual withdrawals from this account.  You would like for these withdrawals to increase by 3% each.  

a.  How much will be in your account after your last deposit?

b.  What is the most your first withdrawal can be from the account?

c.  How much will be in your account just before you make your final withdrawal (which closes out the account)?

CONSOLIDATED STATEMENT OF EARNINGS                             Rubbermaid Inc.

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

(Dollars in thousands except per share amounts)

Years Ended December 31                                           1997                     1996                    1995

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

Net sales                                                    $   2,399,701             $  2,354,989            $ 2,344,170

Cost of sales                                                    1,748,424                1,649,520              1,673,232

Selling, general, and administrative expenses                      416,641                  432,063                402,586

Realignment costs                                                   16,000                       --                158,000

Other charges (credits), net:

   Interest expense                                                 37,944                   26,281                 13,682

   Interest income                                                  (2,182)                  (1,933)                (3,422)

   Miscellaneous                                                   (51,032)                   4,046                  4,457

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

                                                                   (15,270)                  28,394                 14,717

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

Earnings before income taxes                                       233,906                  245,012                 95,635

Income taxes                                                        91,370                   92,614                 35,863

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

NET EARNINGS                                                 $     142,536             $    152,398            $    59,772

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

BASIC AND DILUTED NET EARNINGS PER COMMON SHARE              $         .95             $       1.01            $       .38

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

CONSOLIDATED BALANCE SHEET






Rubbermaid Inc.

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

 (Dollars in thousands except per share amounts)

At December 31                                                                          1997                       1996

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

ASSETS

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

CURRENT ASSETS:

   Cash and cash equivalents                                                        $    114,024               $    27,599

   Receivables, less allowance for doubtful accounts

      of $8,882 in 1997 and $10,900 in 1996                                              421,911                   496,601

   Inventories                                                                           250,597                   276,811

   Other current assets                                                                   29,672                    55,709

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

      TOTAL CURRENT ASSETS                                                               816,204                   856,720

Property, plant, and equipment, net                                                      707,974                   721,914

Intangible and other assets, net                                                         399,716                   475,346

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

TOTAL ASSETS                                                                        $  1,923,894               $ 2,053,980

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

LIABILITIES AND SHAREHOLDERS' EQUITY

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

CURRENT LIABILITIES:

   Notes payable                                                                    $    223,744               $   399,865

   Long-term debt, current                                                                   281                     3,287

   Payables                                                                              160,820                   154,518

   Accrued liabilities                                                                   182,239                   185,151

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

      TOTAL CURRENT LIABILITIES                                                          567,084                   742,821

Other deferred liabilities                                                               153,385                   142,992

Long-term debt, non-current                                                              153,163                   154,467

SHAREHOLDERS' EQUITY:

   Preferred stock, without par value.

      Authorized 20,000,000 shares; none issued                                               --                        --

   Common Shares of $1 par value.

      Authorized 400,000,000 shares; issued

         162,677,082 shares in 1997 and 1996                                             162,677                   162,677

   Paid-in capital                                                                        68,819                    70,829

   Retained earnings                                                                   1,216,166                 1,165,052

   Foreign currency translation adjustment                                               (36,682)                  (25,359)

   Treasury shares, at cost (12,975,131 shares in 1997

      and 12,924,764 shares in 1996)                                                    (360,718)                 (359,499)

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

      TOTAL SHAREHOLDERS' EQUITY                                                       1,050,262                 1,013,700

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

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY                                          $  1,923,894               $ 2,053,980

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

CONSOLIDATED STATEMENT OF CASH FLOWS                           Rubbermaid Inc.

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

(Dollars in thousands)

( ) Denotes decrease in cash and cash equivalents

Years Ended December 31                                                   1997                1996                  1995

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

CASH FLOWS FROM OPERATING ACTIVITIES:

   Net earnings                                                        $  142,536          $   152,398          $   59,772

   Adjustments to reconcile net earnings to

      net cash from operating activities:

         Gain on sale of business                                        (134,447)                  --                  --

         Asset impairment charges                                          81,000                   --                  --

         Depreciation and amortization                                    118,133              109,082             104,158

         Non-cash realignment costs                                        16,000                   --             129,000

         Employee benefits                                                 15,982                8,762              11,992

         Deferred income taxes                                              9,793               49,046             (22,388)

         Other                                                             (2,577)               4,411               2,110

         Changes in:

            Receivables                                                    43,575                9,078             (27,506)

            Inventories                                                    (2,845)              (1,980)              4,052

            Other assets                                                  (24,867)             (17,723)            (39,265)

            Payables                                                       13,725               10,345              (5,771)

            Accrued liabilities                                           (17,941)              (8,178)             13,867

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

      NET CASH FROM OPERATING ACTIVITIES                                  258,067              315,241             230,021

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

CASH FLOWS FROM INVESTING ACTIVITIES:

   Capital expenditures                                                  (145,847)            (171,764)           (151,528)

   Acquisition of businesses, net of cash                                      --             (318,047)            (43,996)

   Proceeds from sale of business                                         246,500                   --                  --

   Purchase of marketable securities                                           --                   --            (100,000)

   Proceeds from sale of marketable securities                                 --                   --             159,049

   Other, net                                                               1,839               (6,246)             (8,867)

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

      NET CASH FROM INVESTING ACTIVITIES                                  102,492             (496,057)           (145,342)

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

CASH FLOWS FROM FINANCING ACTIVITIES:

   Net change in notes payable                                           (176,121)             283,326              95,562

   Proceeds from long-term debt                                                --              150,000                  --

   Repayment of long-term debt                                             (3,035)              (4,382)             (6,999)

   Cash dividends paid                                                    (91,422)             (86,016)            (81,731)

   Common Shares repurchased                                               (2,575)            (185,482)           (134,190)

   Other, net                                                                (981)                  --               1,399

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

      NET CASH FROM FINANCING ACTIVITIES                                 (274,134)             157,446            (125,959)

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

NET CHANGE IN CASH AND CASH EQUIVALENTS                                    86,425              (23,370)            (41,280)

Cash and cash equivalents at beginning of year                             27,599               50,969              92,249

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

Cash and cash equivalents at end of year                               $  114,024          $    27,599          $   50,969

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

SUPPLEMENTAL CASH FLOW INFORMATION:

   Income taxes paid                                                   $   36,002          $    48,762          $   94,683

   Interest paid                                                       $   33,407          $    17,720          $   12,971

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

CONSOLIDATED BALANCE SHEET                                     RUBBERMAID INC.

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

(Dollars in thousands except per share amounts)

At December 31                                                       1996                       1995

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

ASSETS

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

CURRENT ASSETS:

   Cash and cash equivalents                                    $   27,599                $   50,969

   Receivables, less allowance for doubtful accounts

      of $10,900 in 1996 and $10,467 in 1995                       496,601                   499,203

   Inventories                                                     276,811                   251,723

   Other current assets                                             55,709                    49,312

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

      TOTAL CURRENT ASSETS                                         856,720                   851,207

Property, plant, and equipment, net                                721,914                   626,637

Intangible and other assets, net                                   475,346                   213,684

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

TOTAL ASSETS                                                    $2,053,980                $1,691,528

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

LIABILITIES AND SHAREHOLDERS' EQUITY

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

CURRENT LIABILITIES:

   Notes payable                                                $  399,865                $  116,539

   Long-term debt, current                                           3,287                     5,957

   Payables                                                        154,518                   102,003

   Accrued liabilities                                             185,151                   190,233

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

      TOTAL CURRENT LIABILITIES                                    742,821                   414,732

Other deferred liabilities                                         142,992                   135,244

Long-term debt, non-current                                        154,467                     6,179

SHAREHOLDERS' EQUITY:

   Preferred stock, without par value.

      Authorized 20,000,000 shares; none issued                         --                        --

   Common Shares of $1 par value.

      Authorized 400,000,000 shares; issued

          162,677,082 shares in 1996 and 1995                      162,677                   162,677

   Paid-in capital                                                  70,829                    70,825

   Retained earnings                                             1,165,052                 1,098,670

   Foreign currency translation adjustment                         (25,359)                  (18,420)

   Treasury shares, at cost (12,924,764 shares in 1996

      and 6,473,220 shares in 1995)                               (359,499)                 (178,379)

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

      TOTAL SHAREHOLDERS' EQUITY                                 1,013,700                 1,135,373

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

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY                      $2,053,980                $1,691,528

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

