Exam I; F4360; 12:30 Class; Fall, 1999


Name ______________________________

Use the information contained in the following footnotes and financial statements to answer the next 2 questions.

1.  
a.  Calculate Pepsico's capital assuming you wanted to determine Pepsico's EVA for 1998.

b.  If Pepsico's cost of capital is 10%, what is the minimum NOPAT that Pepsico must generate to earn a positive EVA?

2.  
a.  Calculate Pepsico's Total Asset Turnover, Average Collection Period, and Inventory Turnover for Pepsico for 1998.  

b.  What additional information would you need in order to draw meaningful conclusions about what these ratios reveal about Pepsico?

c.  What would you look for in your analysis of the three ratios in part "a" that would reveal potential problems at Pepsico?

3.  Three years from today, you plan to make the first of 8 annual deposits of $1000 each into a savings account that pays an interest rate of 7% per year compounded continuously.  Eleven years and 3 months from today, you plan to make the first of ten monthly withdrawals that increase by 1/2% per month.  How large should you make your first withdrawal from the account?

4.  Respond to the following statement:  "All decisions made by the firm should include at least three factors:  the amount of money that will be tied up in the firm's assets, the cash flows that the firm will produce, and the time value of money.  However, if a firm bases its decisions on EVA, then it is ignoring all of these factors.  As a result, EVA is fundamentally flawed as a measure of performance."

Information from Footnotes for Pepsico

Note 6 - Inventories

                                     1998     1997

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

Raw materials and supplies.......  $  506     $398

Work-in-process..................      70        2

Finished goods...................     440      332

                                   ------     ----

                                   $1,016     $732

                                   ======     ====

The cost of 36% of 1998  inventories  and 43% of 1997  inventories was computed using the last-in, first-out method.

Note 8 - Intangible Assets, net

                                                1998          1997

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

Goodwill.................................    $ 5,131       $ 2,298

Reacquired franchise rights..............      3,118         2,860

Trademarks and other identifiable

 intangibles.............................        747           697

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

                                             $ 8,996       $ 5,855

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

The above amounts are presented net of accumulated  amortization of $1.9 billion at year-end 1998 and $1.7 billion at year-end 1997.

Note 12 - Income Taxes

Net deferred tax liabilities....    $ 1,831      $ 1,578

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

Included in:

  Prepaid expenses, deferred income

   taxes and other current assets   $  (172)    $  (119)

  Deferred income taxes.........      2,003        1,697

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

                                    $ 1,831      $ 1,578

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

Consolidated Statement of Income

(in millions except per share amounts)

PepsiCo, Inc. and Subsidiaries

Fiscal years ended December 26, 1998, December 27, 1997 and December 28, 1996

                                         1998        1997       1996

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

Net Sales........................      $22,348    $20,917    $20,337

Costs and Expenses, net

Cost of sales....................        9,330      8,525      8,452

Selling, general and

 administrative expenses.........        9,924      9,241      9,063

Amortization of intangible assets          222        199        206

Unusual impairment and other items         288        290        576

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

Operating Profit.................        2,584      2,662      2,040

Interest expense.................         (395)      (478)      (565)

Interest income..................           74        125         91

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

Income from Continuing Operations

  Before Income Taxes............        2,263      2,309      1,566

Provision for Income Taxes.......          270        818        624

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

Income from Continuing Operations        1,993      1,491        942

Income from Discontinued

  Operations, net of tax.........            -        651        207

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

Net Income.......................      $ 1,993    $ 2,142    $ 1,149

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

Consolidated Balance Sheet

(in millions)

PepsiCo, Inc. and Subsidiaries

December 26, 1998 and December 27, 1997

                                                1998        1997

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

ASSETS

Current Assets

Cash and cash equivalents................    $   311     $ 1,928

Short-term investments, at cost..........         83         955

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

                                                 394       2,883

Accounts and notes receivable, less allowance:

 $127 in 1998 and $125 in 1997...........      2,453       2,150

Inventories..............................      1,016         732

Prepaid expenses, deferred income taxes

 and other current assets................        499         486

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

    Total Current Assets.................      4,362       6,251

Property, Plant and Equipment, net.......      7,318       6,261

Intangible Assets, net...................      8,996       5,855

Investments in Unconsolidated Affiliates.      1,396       1,201

Other Assets.............................        588         533

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

     Total Assets........................    $22,660     $20,101

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

LIABILITIES AND SHAREHOLDERS' EQUITY

Current Liabilities

Short-term borrowings....................    $ 3,921     $     -

Accounts payable and other current

 liabilities ............................      3,870       3,617

Income taxes payable.....................        123         640

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

    Total Current Liabilities............      7,914       4,257

Long-Term Debt...........................      4,028       4,946

Other Liabilities........................      2,314       2,265

Deferred Income Taxes....................      2,003       1,697

Shareholders' Equity

Capital stock, par value 1 2/3(cent) per share:

 authorized 3,600 shares, issued 1,726 shares     29          29

Capital in excess of par value...........      1,166       1,314

Retained earnings........................     12,800      11,567

Accumulated other comprehensive loss.....     (1,059)       (988)

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

                                              12,936      11,922

Less:  Treasury stock, at cost:

 255 shares and 224 shares in 1998 and

  1997, respectively.....................     (6,535)     (4,986)

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

    Total Shareholders' Equity...........      6,401       6,936

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

     Total Liabilities and

      Shareholders' Equity...............    $22,660     $20,101

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

Consolidated Statement of Cash Flows (page 1 of 2)

(in millions)

PepsiCo, Inc. and Subsidiaries

Fiscal years ended December 26, 1998, December 27, 1997 and December 28, 1996

                                            1998     1997      1996

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

Operating Activities

Income from continuing operations.....   $ 1,993  $ 1,491   $   942

Adjustments to reconcile income

 from continuing operations to net

 cash provided by operating

 activities

  Depreciation and amortization.......     1,234    1,106     1,073

  Noncash portion of 1998

   tax benefit........................      (259)       -         -

  Noncash portion of unusual impairment

   and other items....................       254      233       366

  Deferred income taxes...............       150       51       160

  Other noncash charges and

   credits, net.......................       237      342       505

  Changes in operating working capital,

   excluding effects of acquisitions

   and dispositions

   Accounts and notes receivable......      (104)     (53)      (67)

   Inventories........................        29       79       (97)

   Prepaid expenses and other current

   assets.............................       (12)     (56)       84

   Accounts payable and other

    current liabilities...............      (195)      84       297

   Income taxes payable...............      (116)     142       (71)

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

  Net change in operating

   working capital....................      (398)     196       146

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

Net Cash Provided by Operating

 Activities...........................     3,211    3,419     3,192

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

Investing Activities

Capital spending......................    (1,405)  (1,506)   (1,630)

Acquisitions and investments

 in unconsolidated affiliates.........    (4,537)    (119)      (75)

Sales of businesses...................        17      221        43

Sales of property, plant

 and equipment........................       134       80         9

Short-term investments, by original

 maturity

  More than three months-purchases....      (525)     (92)     (115)

  More than three months-maturities...       584      177       192

  Three months or less, net...........       839     (735)      736

Other, net............................      (126)     (96)     (214)

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

Net Cash Used for Investing

 Activities...........................    (5,019)  (2,070)   (1,054)

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

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

(Continued on following page)

Consolidated Statement of Cash Flows (page 2 of 2)

(in millions)

PepsiCo, Inc. and Subsidiaries

Fiscal years ended December 26, 1998, December 27, 1997 and December 28, 1996

                                       1998        1997      1996

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

Financing Activities

Proceeds from issuances of

 long-term debt.................        990           -     1,772

Payments of long-term debt......     (2,277)     (1,875)   (1,432)

Short-term borrowings, by original

 maturity

  More than three months-proceeds     2,713         146       740

  More than three months-payments      (417)       (177)   (1,873)

  Three months or less, net.....      1,753      (1,269)       89

Cash dividends paid.............       (757)       (736)     (675)

Share repurchases...............     (2,230)     (2,459)   (1,651)

Proceeds from exercises of

 stock options..................        415         403       323

Other, net......................          -           5        (9)

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

Net Cash Provided by (Used for)

 Financing Activities...........        190      (5,962)   (2,716)

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

Net Cash Provided by Discontinued

 Operations.....................          -       6,236       605

Effect of Exchange Rate Changes on

 Cash and Cash Equivalents......          1          (2)       (5)

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

Net (Decrease) Increase in Cash

 and Cash Equivalents...........     (1,617)      1,621        22

Cash and Cash Equivalents

 - Beginning of Year............      1,928         307       285

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

Cash and Cash Equivalents

 - End of Year..................    $   311     $ 1,928   $   307

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

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

Supplemental Cash Flow Information

Interest paid...................    $   367     $   462   $   538

Income taxes paid...............    $   521     $   696   $   611

Schedule of Noncash Investing and

  Financing Activities

Fair value of assets acquired...    $ 5,359     $   160   $    81

Cash paid and stock issued......     (4,537)       (134)      (76)

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

Liabilities assumed.............    $   822     $    26   $     5

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

